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ABSTRACT
The aim of this study was to assess the usefulness of Output Baséd Budgeting (OBB) in
the Victorian government in two ways using the decision-usefulness model and the
budget process model as theoretical frameworks. First, this study aimed to examine the
usefulness of information generated by OBB in the Victorian budget papers from the
users perspective. Questionnaires were sent to public officials, within the nine Victorian
government departments, who were users of the Victoriann budget papers. There was a
45.0% response rate to the three mail-outs. The survey results revealed that most items
in the budget papers were not very useful to users; performance information was
generally not comparable, not highly relevant and not very reliable for users; and the
tdtal output cost information was generally unusable, not comparable and not highly
relevant to users. The content analysis results of performance measures in the 2001/02
and 2002/03 Victorian budget papers, further supported the survey finding that
performance measures in the budget papers lacked the comparability characteristic, in

particular due to inconsistency in the presentation of performance measures over time.

Bivariate analysis of the survey data indicated a number of statistically significant
relationships to support the proposition of the study that the usefulness of items in
budget papers, was related to (a) the readership; (b) the comprehension difficulties;
(c) the purposes for using the budget papers; and (d) the personal characteristics of
users. Further, this study found that the usefulness of output performance information
was assoclated with (a) the purposes for using the budget papers; (b) the qualitative
characteristics of performance information; and (c) the personal characteristics of users.
Finally, the bivariate analysis specified a relationship between the usefulness of total
oufput cost information and: (a) the purposes for using the budget papers; and (b) a

qualitative characteristic of total output cost information, relevance.

Second, this study aimed to investigate the consequences of using OBB in Victorian
government departments. Whilst most of the mail survey data supported the
propositions that OBB had an impact on decision making and that the use of OBB
enhanced public accountability, the survey data only somewhat supported the notion
that management accountability was strengthened by the introduction of OBB. Finally,

this study found that OBB had a minor positive impact on organisational operations.
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Chapter I Introduction

CHAPTER 1
INTRODUCTION

1.1 Background

During the 1980s, governments around the world began to look for alternatives to
increase their efficiency, effecti.vencss, transparency and accountability (Osbome and
Gaebler 1993; Boston et al 1996; Guthrie and Humphrey 1996; Organization for
Economic Co-operation and Development (OECD) 1997a; Shand 1998; Campo and
Tommasi 1999). Reforms were initiated as a reéponse to the public performance
problem in the context of public sector expansion in OECD countries; the economic
downturn of the 1970s in industrialized capitalist economies; fiscal stress in
government; and citizen demands for service quality (Mascarenhas 1996; Lane 1997,
Shand 1998). Consequently, managerialism has been an important element worldwide
in public sector management reform, including Australia, in order to provide more
accountability, efficiency and effectiveness in the public sector (Parker and Guthrie

1990, 1993; Guthrie 1993; Hood 1995; Zifcak 1997).

Australia has been very energetic in public management reform over the past two
decades since the Commonwealth government launched this program in the 1980s
(Management Advisory Board (MAB) 1997). Since 1982, the Victorian government has
also established the most innovative and effective program of reform of public
authorities in Australia (Victoria Department of Treasury and Finance (VDTF) 1992a).
These programs are expected to reform budget management so that it will help improve

decision making and accountability at both government and agency ievel.

During the 1980s, a new paradigm of public sector management called New Public
Management has also emerged. This has been described as one of the most striking
international trends in public administration in the past two decades (Hood 1991;
Osbome and Gaebler 1993). The new philosophy was designed to replace the model of
traditional administration, which focuses on inputs and processes, by a model that
focuses on results. Hood (1991) and Pollitt (1995) described aspects of New Public

Management as comprising: decentralisation of management authority within public
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agencies; cost cufting by greater discipline and parsimony in resource use; the
disaggregation of the public sector units; the introduction of performance management
as well as the establishment of explicit standards and measures of performance; greater
emphasis on output controls; the separation of purchaser and provider; a shift to greater
competition in the public sector; and an increasing emphasis on service quality and

customer responsiveness.

Armstrong (1998) found that all of Pollitt’s (1995) New Public Management elements
were presented in the Victorian government’s reform agenda (Coalition government).
Hughes and O’Neill (2000) also found that the Kennett government pursued all the
elements of Hood’s New Public Management elements and led Victoria to the frontiers
of public sector reform, as well as providing a template for other governments in

Australia to use.

As part of New Public Management, the international trend toward performance
oriented budgeting approaches has recently been increasing (Simpkins 1998; Campo
and Tommasi 1999). In the 1980s, the focus changed to macroeconomic stabilization,
and budgetary reform was essentially aimed at making the budget an effective tool for
fiscal policy. There was increased interest in the prudent use of resources to sustain
public policy and restore or retain economic growth. While there were differences
among OECD countries in the magnitude of budgetary problems and the
comprehensiveness of responses, there was considerable convergence in their
approaches. Comprehensive budgetary reforms have emphasised achieving macro fiscal
objectives such as fiscal consolidation at the same time as improving ...ilro
performance, including efficiency, effectiveness and the quality of scrvice. Budgeting
systems which are short-term and have detailed control of inputs have generally been a
disabling environment for public sector micro performance. Indeed, improved micro

performance will assist in achieving macro objectives (OECD 1997a; Shand 1998).

Recently international budget reform has been designed to change traditional input-
oriented budgeting into output-oriented budgeting by measuring outputs and unit costs
of public services. Consequently, Output Based Budgeting (OBB), which is one form of
performance oriented budgeting, has been adopted in New Zealand and Australia

including Victoria (Campo and Tommasi 1999). The move toward this new regime
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focusing on the presentation of public sector budgeting information on an “output”
basis, is based on the assumption that the pre-existing system of accountability was in
many respects inadequate (Guthrie 1998; Guthrie and Carlin 1999). The major criticism
of the traditional budget system was that it did not deal with key issues of government
objectives, their link to the budget, and the services to be delivered. The goal of
performance budgeting practice is to link resource allocation decisions with budget
outcomes (Broom 1995; Martin 1997). Other concems about the deficiencies of the pre-
existing system included: its focus on the cash cost of inputs; the provision of non-
useful information for decision making; poorly defined notions of performance, output
and outcomes; and a lack of transparency. These defects have been the motivation for

accounting and budgetary reform (Simpkins 1998).

Many countries around the world have introduced the new concept of performance
oriented budgeting by focusing on outputs and outcomes. The new form of budgeting
system may be known by several different names. For example, Performance Based
Budgeting in the United States, Output Based Budgeting, Output Based Management,
or Output Budgeting in Australia (Westen Australia Treasury Department 1996b;
VDTF 1997b; Queensland Treasury 1999), Performance Budgeting in Sweden
(Swedish Ministry of Finance 2000), Resource Accounting and Budgeting in the United
Kingdom (United Kingdom Her Majesty’s Treasury 2001), Output Budgeting in New
Zealand (New Zealand Treasury 1996). Moreover, the United Nations uses the term
Results-Based Budgeting (United Nations 1998).

1.2 Research Problems

Currently, a potential problem for the Australian public sector including the Victorian
public sector arises from a controversy about the usefulness of OBB in practice (Guthrie
1998; Scott et al 1999). In theory, the benefits of OBB could be substantial, for
example, enhancing efficiency, effectiveness, transparency, accountability and
improving the performance of governments. However, in reality, the usefulness of new
public financial management including the OBB systems in practice is still questionable
(Olson et al 2001; Guthrie, Parker, and English 2003). Whether or not the use of outputs
contributes meaningfully to the ability of the public sector managers to better allocate
resources has yet to be proved. Many advocates of OBB (mostly the Treasury) assert

that OBB is a more useful system than previous input-focused systems because OBB
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contributes to organisational improvements by providing information on the cost of a
given output and a superior quality of performance information which leads to better
resource allocation decisions (Holmes and Wileman 1995; Western Australia Treasury
Department 1996b; VDTF 1997b; Commonwealth Department of Finance and
Administration 1998; Queensland Treasury 1998b; South Australia Department of
Treasury and Finance 1998a; Campos and Pradhan 1999; Carlin and Guthrie 2001b).

On the other hand, a counter-argument is that all purely output based budgeting systems
might suffer from the same problem as traditional input-based budgeting systems, that
is, there is little linkage of outputs to outcomes; furthermore, making chief executives
accountable for outputs may cause them to lose sight of outcomes (Boston et al 1991;
Pallot 1991; Holmes and Wileman 1995; Lane 1997; Guthrie 1998; Campos and
Pradhan 1999, BarzelayIZOOl). Some authors argue that the success of new public
financial management including OBB has not been matched in reality and there is little
evidence to support the claimed benefits of this budgeting system (Guthrie 1998; Shead
1998; Guthrie and Carlin 1999; Olson et al 2001; Carlin 2003a). Therefore, the

consequences and the possible impacts of using OBB require investigation.

The Australian government has spent a lot of money on adopting a new budgetary
system (Campo and Tommasi 1999) and on preparing budget papers in the output
format. The Victorian government was an early adopter of OBB in Australia and was a
leader in financial management reform. However, no empirical evidence exists about
whether users of the Victorian budget papers are reading information generated by OBB
and finding it uscS:!. Recently, the increased emphasis on performance and
accountability has led to a greater awareness of mechanisms to discharge accountability.
In this respect, the role of the budget papers as a primary means of discharging public
accountability, as well as the issue of the quality of performance information contained

in budget papers is important and should be investigated.

Currently, government departments are regulated to prepare financial reports,
particularly departmental annual reports, according to the Statement of Accounting
Concepts (SAC) and the Australian Accounting Standards. However, no such legitimate
reporting requirements exist for the preparation of departmental output performance

information in the budget papers. Budget papers generally are prepared by departments
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according to guidelines provided by the Department of Treasury and Finance. Taking
into account the absence of reporting requirements for departments to prepare output
performance information in budget papers, this study therefore adopts the Statement of
Accounting Concepts, specifically, SAC2 (AARF 1990b) and SAC3 (AARF 1990c¢), as
the frames of reference for the examination and discussion of the purposes for using the

budget papers and the quality of performance information within the budget papers.

In the past, accountability through the use of line item budgeting was perceived as
maintaining financial compliance with policies and budget limits made by central
authorities. However, accountability through the introduction of OBB has moved from
emphasising control to performance. There has been a growing concern with
performance and outputs since the emergence of managerialism in the public sector
(Zifcak 1997). Bartos (1994) also emphasised that performance management and
reporting played a significant role in public sector budgeting reform. Further,
stakeholders have demanded better accountability through performance indicators
(Parker and Gould 1999). For accountability to exist, superior performance information
which meets the needs of users as proposed by SAC2 and possesses the qualitative

characteristics of information, as identified by SAC3, must be provided.

However, a problem for the public sector arises from a scarcity of empirical data to
inform whether performance information generated by OBB within the budget papers is
used and useful to users. Therefore, there is a need for research to investigate whether
budget papers provide performance information which meets the needs of users in terms
of its ability to “assist the report users to make and evaluate decisions about the
allocation of scarce resources” as proposed by SAC2 and possess the qualitative
characteristics of information such as relevance, reliability, comparability, and

understandability, as identified by SAC3.

1.3 Research Aims and Scope of the Research

Considering the problems identified in the previous section, the primary aim of the
present study is to assess the usefulness of OBB in the Victorian State Government in
terms of the usefulness of information generated by OBB within budget papers and the
consequences of using OBB in government departments. This study also sets out to

examine the quality of output performance information within budget papers, to expand
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knowledge about OBB in practice in order to assess whether there is a gap between
budget theory and budget practice. The study also aims to provide information that
would be of practical use to governments in assisting the development of guidelines for:
the reporting of information such as output performance measures in government
budget papers; improving the usefulness of information within budget papers; and

making the implementation of the OBB systems more effective.

It should also be noted that whilst Victoria is implementing accrual output based
budgeting, the scope and focus of this study is to analyse and discuss only the aspect of
output based budgeting without investigating accrual accounting. Further, even though
the politics of the budgetary process are important to understanding budgeting and the
decisions to allocate resources, it is also not a focus of this study. To accomplish the
aims of this study, a mail survey questionnaire will be used to investigate the
perceptions of public officials who also are users of the Victorian budget papers about
the usefulness of information generated by OBB within budget papers, and also, the
consequences of using OBB. Additionally, a content analysis will be undertaken to

assess the quality of performance measures in the budget papers over time.

1.3.1 Specific Aims

Taking into account the general aims of the study discussed earlier; this study is

conducted to achieve ten specific aims as follows:

1. To investigate the perceived usefulness of information generated by OBB within
Victorian budget papers in terms of:

(a) The usefulness of items within budget papers;

(b) The usefulness of output performance information; and

(c) The usefulness of total output cost information.

2. To determine the usefulness of budget papers, in terms of the readership and
comprehension difficulties of various items in the Victorian budget papers from the

users perspective.

3. To examine the extent to which SAC2 (AARF 1990b) adequately represents the

purposes for using budget papers by public official users.
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4. To determine whether there is a relationship between the perceived usefulness of the
budget papers, in terms of the frequency of use of the budget papers as well as the
usefulness of the items within the budget papers, and:

(a) the readership;

(b) the comprehension difficulties;

(c) the purposes for using the budget papers; and

(d) the personal characteristics of the users.

5. To identify any relationships between the perceived usefulness of output performance
information and:

(a) the purposes for using the budget papers;

(b) the qualitative characteristics of performance information; and

(c) the personal characteristics of the users.

6. To examine whether there is a relationship between the perceived usefuiness of total
output cost information and:

(a) the purposes for using the budget papers;

(b) the qualitative and usability characteristics of total output cost information; and

(c) the personal characteristics of the users.

7. To explore the general knowledge and understanding of public officials about OBB

systems and performance measures.

8. To investigate the consequences of using OBB in Victorian government departments

in terms of its impact on decision making, accountability and organisational operations.

9. To identify factors that would influence the use of performance information by public

officials in Victorian government departments.

10. To provide an evaluation of the reporting of performance measures within the
2001/02 and 2002/03 Victorian budget papers of nine Victorian government

departments.
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1.4 Research Questions

Given that the main aim of this study is to assess the usefulness of OBB in Victorian
government departments, two main research questions derived from gaps in the

literature will be investigated.

Research Question 1: How useful is the information generated by OBB within the

Victorian budget papers?

Research Question 2: What have been the consequences of using OBB in Victorian

government departments?

These two research questions were answered in the form of proposition-testing.
Specifically, three propositions were generated relating to the usefulness of information
and were tested for answering Research Question 1. Additionally, three main
propositions were developed relating to the consequences of using OBB and were
discussed in answer to Research Question 2. The details of propositions used in this
study to answer the above two research questions are presented in Chapter 4: Section

43.

1.5 Justification for the Research

The literature in Chapter 3 indicates that previous studies contained too little empirical
data identifying the usefulness of information in the budget papers. If the budget papers
are intended to communicate useful information to users for the purpose of making
decisions, the question of the quality of information in budget papers is an importa=t
one. However, there is scant evidence about the quality of performance information and
total output cost information in the budget papers from the users perspective as well as

factors that influence the perceived usefulness of information in the budget papers.

Very few researchers have investigated the quality of performance information in
government budget papers (e.g. Carlin and Guthrie 2001a). Whilst Carlin and Guthrie
(2001a) conducted a content analysis of the quality of performance indicator disclosure
in the Victorian government budget papers, their study was not comprehensive and
could be argued to be different from seeking the perceptions of the users. Specifically,

in the study of Carlin and Guthrie (2001a), only two Victorian government departments
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and only one output for each of those two departments were selected for detailed
content analysis over a three year period of 1999/00, 2000/01 and 2001/02.
Consequently, the validity of the findings is questionable and the results are
unconvincing. It is uncertain whether the findings could be generalised to represent the
quality of the whole population of performance measures for every output contained in

the Victorian budget papers of all Victorian government departments.

To fill these gaps in the literature, this study will perform a content analysis of all
performance measures in the 2001/02 and 2002/03 Victorian budget papers (VDTF
2001, 2002a), including all outputs of the nine Victorian government departments. It
should be noted that this study in some part extends the content analysis work of Carlin
and Guthrie (20012a) by being more comprehensive in including performance measures
of all Victorian departments. Further, a survey will be conducted to identify perceptions
of budget paper users about the quality of performance information in meeting their

needs.

To the best of the author’s knowledge, no earlier studies have examined the needs of
users of budget papers using a survey method, and specifically tested the relationships
between the perceived usefulness of budget papers and the following variables:
readership; comprehension difficulties; purposes for using the budget papers; qualitative
characteristics of information; and personal characteristics of users. Further, there is no
empirical data identifying which parts of the budget papers are most read, most useful
and most difficult to understand for users. The results from this study will fill these
knowledge gaps and will assist preparers i Sudget papers to better understand users,

and to provide useful informatica that better meets the needs of users.

Further, there has been very limited empirical investigation of the consequences of
using OBB in practice within government departments. The existing literature on OBB,
except for the guides published by the Australian Treasuries, is mostly in the form of
short articles in very specific conferences. These articles would appear to be intuitive
and provide expert comment or judgment about OBB without critical evaluation or
empirical evidence of the changes. Some authors have cautioned against the uncritical

acceptance of the notion of OBB and called for an independent evaluation of the
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consequences of using OBB as well as the quality of performance information reported

in the government budget documents (Guthrie 1998; Carlin and Guthrie 2001a, 2003).

On one level, it may be asserted that Victoria has come a long way in recent years in
linking agency performance to budgetary decisions by virtue of the establishment of
OBB requirements. In reality, however, very little is known about the usefulness and
actual consequences of OBB. The argument that predictions of OBB success and the
claimed benefits of OBB have not been matched in reality has gone unheeded, partly
due to the fact that little empirical evidence could be provided to support it.
Consequently, an examination of the gap between budget theory and practice requires

investigation.

The findings of this study will be useful for both Australian and non-Australian
governments. As Victoria was an early adopter of OBB in Australia, lessons leamed
from the Victorian experiences with OBB are useful for other governments, which
subsequently implemented the system, to better understand the impact of using OBB in
public organisations. Also, the results of this study may assist non-Australian

governments to weigh up the benefits and costs when they consider adopting OBB.

In summary, given a little knowledge about the usefulness of budget papers and OBB in
practice, these issues are very important to investigate. Apart from the practical
implications of the reporting of information in budget papers, this study has also
provided a greater understanding of the controversy about the usefulness of OBB, and

the closeness of the fit bet c2n budget theory and budget practice.

1.6 Assumptions of the Research and the Generalisability of the Results

Before generalising the results of this study to use for the wider population such as other

Australian jurisdictions, it must be assumed that:

1. The information in Victorian budget papers is similar to those of other

Australian jurisdictions;

2. There is no response bias (the results of the survey non-response bias of the
present study are discussed in Chapter 5: Section 5.3);

3. The Victorian population represents a major proportion of the Australian total

population;

10
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4. Victorian public sector employees represent a major proportion of the Australian
total public sector employees at the state and territory level; and

5. Govemment activities of the states and territories are similar.

The Victorian Population Represents a Major Proportion of the Australian Total
Population

As at June 2002, the total population of Victoria was 4,873,000 persons with the total
population of Australia being 19,663,000 persons. Therefore, Victoria represented a
major proportion (24.78%) of the Australian total population, with a significant
poQulation figure of 2,415,500 persons being above the average number of the total
population. In fact, Victoria was the second most populous state in Australia.
Consequently, a survey conducted in Victoria is likely to be representative of Australia

generally. Table 1.1 presents population figures by states and territories in Australia.

Table 1.1: Population by States and Territories, as at 30 June 2002

Total NSW | VIC | QLD | SA WA [ TAS | NT | ACT | Aus(a) | Average
Population | (000) | (000) | (000) | (000) | (000) | (000) | (000) | (000) | (000) (000)
Persons 6,640 | 4,873 | 3,707 | 1,520 | 1,927 473 198 322 19,663 2,457.5
Percent 33.77 | 2478 | 18.85 7.73 9.80 2.41 1.01 1.64 100.00
Note: (a) Australian total includes Jervis Bay Temitory, Christmas Island and Cocos (Keeling) Island.
Source: Adapted from the Australian Bureau of Statistics (2003a), Australian Social Trends, Population-
State Summary Tables.

Victorian Public Sector Employees Represent a Major Proportion of the Australian
Total Public Sector Employees |

As at November 2003, there were 1,142,800 Australian public sector employees at the
state and territory level, with there being 1,542,800 Australian total public sector
employees of all three levels of government (see Table [.2). As a result, the public
sector employees at the state and territory level represented 74.07% of the Australian
total public sector employees of all three levels of government. Therefore, there was no
reason to believe that public sector employees at the state level were not a reasonable

representation of all Australian public sector employees.

11
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An analysis of the total population of public sector employees at the state and territory
level further supports the assertion that Victorian public sector employees represent a
major proportion of the Australian total public sector employees at the state and
territory level. Particularly, the total population of public sector employees in Victoria
was 250,100 persons with the Australian total public sector employees at the state and
territory level being 1,142,800 persons (see Table 1.2). Therefore, Victoria represented
a major proportion (21.88%) of the Australian total public sector employees at the state
and territory level, with the Victorian public sector employee figure being above the
average number of public sector employees at the state and territory level by 107,300
persons. In fact, Victoria had the second highest of the total number of public sector
employees at the state and territory level, as at November 2003. Consequently, it is
reasonable to assume that a survey of Victorian public sector employees at the state

level is likely to be representative of Australian public sector employees generally.

Table 1.2: Public Sector Employees (Original), States and Territories

November 2003
State and Territory Commonwealth | State Local Total
'000 '000 '000 ‘000
New South Wales 55.8 368.5 50.5 - 479.2
Victoria 53.7 250.1 36.4 340.2
Queensland 32.1 234.5 36.9 303.6
South Australia 149 93.2 9.6 117.7
Western Australia 16 125.1 15.6 156.6
Tasmania 5.7 335 4.1 43.4
Northern Territory 33 18.6 33 252
Australian Capital Territory 57.7 19.2 na 76.9
Australia 243.1 1,142.8 156.9 1,542.8
Average 304 142.8 19.6 192.9

Note: na - not available
Source: Adapted from the Australian Bureau of Statistics (2003c), Wage and Salary Eamers, Public
Sector, Australia, Catalogue No. 6248.0.55.001, December.

Government Activities of the States and Territories are Similar

A review of government expenses by purpose at the state and territory level reveals that
the states and territories have broadly similar activities, as reported in Table 1.3.
Consequently, the Victorian government is representative of all Australian states and

territories.

12
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Table 1.3: General Government Expenses by Purpose, State, Territory, and Australia

Items NSW VIC QLD SA WA TAS NT ACT Aus(a)
$m $m $m $m Sm $m $m Sm $m

General public services 960 706 873 192 459 170 141 477 16406
Defence - - - - - - - - 13307
Public order & safety 3670 2423 1946 948 1246 250 232 193 13095
Education
Primary & secondary 7867 5288 4125 1705 2523 610 303 403 23264
University - IIE) 3 26 16 I - 15 10713
Technical & further education 1329 1232 578 313 427 92 70 75 4360
Other tertiary - - - - - - 31 - 29
Other 567 263 640 218 179 49 49 25 2638
Health
Acute care institutions 6442 5281 2764 1756 2309 370 245 296 20321
Other health institutions 250 - 152 41 - 12 7 3 462
Community health services 1682 1205 1064 370 239 155 112 94 14024
Pharmaceutical - - - - - - 6 8 5397
Other 473 563 390 73 239 46 96 71 7399
Social security & welfare
Social security 287 - - 92 - - 1 - 64411
Welfare services 2091 1900 822 473 504 185 83 121 10158
Other 238 - 5 - - - - - 2808
Housing & community
amenities
Housing & community
development 994 349 810 342 278 128 36 50 3872
Water supply 69 182 9 96 262 3 1 - 1127
Sanitation & protection of the 452 211 78 109 86 13 1 15 2636
SOVIromment
Other community amenities - - 39 - 2 - - 4 1593

Recreation & culture
Recreational facilities &

services 597 472 327 119 113 60 39 54 2768
Cultural facilities & services 341 207 175 127 111 42 165 19 2131
Broadcasting & film production 10 - - 3 - - - - 1040
Other recreation & culture - 83 3 - - 6 1 7 1341
Fuel & energy 77 12 709 20 60 8 44 - 4298
Agriculture, forestry & fishing 603 558 612 258 399 70 46 - 4138
Mining, manufacturing &

construction 70 17 72 52 132 6 90 - 2156
Transport & communications

Road transport 2046 1546 1149 404 75 185 51 105 9635
Water transport 62 15 88 39 3 10 1 - 418
Rail transport 1178 1015 670 56 270 - 5 - 3130
Air transport - : 2 - > - 1 2 164
Communications & other

transport 504 170 147 197 398 - 14 48 2091
Other economic affairs 1031 353 676 194 245 129 72 22 7085
Nominal interest on

superannuation 745 937 630 299 277, 101 82 11 8490
Public debt transactions 812 451 212 297 197 80 144 58 7331

_602 43 472 79 - 30 190 135 888

36048 25488 20240 8899 11548 2811 2361 2310 275120

- Nil or rounded to zero (including null c=ils)

(a) Includes multi-jurisdictional sector and local governments.

Source: Adapted from Australian Bureau of Statistics (2003b), Government Finance Statistics Australia
2002/03, Catalogue No. 5512.0, p.38.
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1.7 Theoretical Frameworks and Justification

Two theoretical frameworks were adopted as the theoretical basis in this study: first, the
decision-usefulness model; and second, the budget process model. The reasons for
applying these two theoretical frameworks and = brief overview of the two theoretical

frameworks will be discussed in the following section.

1.7.1 The Decision-Usefulness Model

The decision-usefulness model was used as a theoretical basis for a general discussion
of the usefulness of information generated by OBB because its underlying concept is
widely accepted by Australian and international professional accounting bodies. In
addition, the decision-usefulness model facilitated a theoretical and practical
understanding of the user needs of financial reports as well as government budget

papers.

Unlike financial reporting which is regulated according to reporting requirements or an
accounting conceptual framework, no such reporting requirements or accounting
conceptual framework exists for output performance information and reporting in
budget papers. Therefore, this study adopted the Statement of Accounting Concepts,
specifically, SAC2 and SAC3, as the frames of reference for the discussion of the

usefulness of budget papers.

The use of these statements of accounting concepts provides a number of advantages.
First, SAC2 and SAC3 are agreed concepts and well established standards in respect of
the objectives of financial reporting and the qualitative characteristics of financial
information, develcoed by the Australian Accounting Research Foundation. Second, the
underlying concepts of SAC2 and SAC3 are paralleled and comparable to intemnational
accounting concepts, which are acknowledged by both Australian and international
accounting professional bodies. Third, SAC2 and SAC3 provide a list of logical
concepts which may be used to test propositions in this study. The results of the
questionnaire using the concepts and criteria identified in SAC2 and SAC3 will be of
practical use to preparers of budget papers and will reflect issues, which have been
under consideration by the Australian standard setting bodies. Finally. by adopting the
objectives of financial reporting and quality criteria based on SAC2 and SAC3, it 1s

possible to test the validity of the assumptions contained within the Australian
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accounting conceptual framework in respect to government budget papers from the

users perspective.

The concept of decision-usefulness in the formulation of accounting theory and an
accounting framework for financial reporting was critically reviewed in the early work
of Chambers (1955). The decision-usefulness researchers agreed that accounting theory
and accounting standards were based on the usefulness of information to decision
makers (Puxty and Laughlin 1983; Henderson and Scherer 1986). Since the 1970s,
decision-usefulness studies have involved the search for a conceptual framework of
financial reporting in which the major aim was the production of information likely to

satisfy the needs of a variety of different report user groups.

The Australian accounting conceptual framework, which includes SAC2 and SAC3, is
based on the decision-usefulness model or user needs model. Under the decision-
usefulness model, the quality of financial reporting is determined in relation to the
usefulness of the information to the users. Both private sector and public sector
financial reporting are based on the decision usefulness of financial information.
Decision-usefulness researchers have attempted to identify the classes of users of annual
reports and their information needs as well as the use and importance of particular types
and sources of information. Furthermore, the issue of the readability, understandability
and usefulness of financial reporting have also been investigated. Empirical studies of
user needs both in the private sector and public sector based on the decision-usefulness

model] are reviewed in Chapter 3.

1.7.2 The Budget Process Model

The second theoretical framework is the budget process model. This model was used as
the theoretical basis for the analysis of the OBB system in the public sector because it
was a well established, simple and widely accepted budgetary model which facilitated a
theoretical and practical understanding of OBB and performance measurement systems.
The budget process model provides an explanation of the feedback monitoring system.
Budgeting is conceptualised as a system with a relationship running from inputs, to
process, to outputs, and finally to outcomes. Traditional cash-based budgets focus on

inputs and process. For a performance oriented budget system, including OBB,
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budgeting towards results has meant a focus on outputs, outcomes, and performance

reporting (VDTF 1997b; Queensland Treasury 1998b).

Three performance measurement criteria: economy, efficiency, and effectiveness have
distinct meanings; they measure performances at the different stages in the budget
process model. The economy criterion can be useful in measuring performance by
focusing on the minimisation of inputs. However, it has recently gone out of fashion
since the concepts of performiance oriented budgeting, managerialism and New Public
Management have been introduced internationally. Recently, emphasis has been placed
on performance criteria relating to outputs such as efficiency; outcomes such as
effectiveness; and output/outcome evaluation such as appropriateness. The three
elements of efficiency, effectiveness and appropriateness add together to represent the
concept of “value for money” (New South Wales Treasury 2000). It should be noted
that output performance measures under OBB only addressed efficiency (Elvins 1998).
Therefore, a system of outcome evaluation to measure effectiveness needs to be
established to ensure that outcomes are also evaluated. Figure 1.1 demonstrates the

budget process model.

Figure 1.1: Budget Process Model

Appropriateness
Aims and
Objectives .
) Evaluation
Inputs .| Process - Outputs N Outcomes
Resources Activities Products or services Impacts on community
1 \ , :
\
: \ , 7 1
v \4 g . v
Economy Efficiency Effectiveness
-=»> means contributes to the measurement of

This model was modified from:

(1) Lynch and Lynch (1997, p.168), The Road to Entrepreneurial Budgeting, “The Budget System Approach’

(2) New South Wales Treasury (2000, p.11), Financial Management Framework, “Key Facels of the
Financial Management Framework”; and

(3) United Kingdom National Audit Office (2001, p.2), Measuring the Performance of Government
Departments, “Relationship between Inputs, Qutputs and Outcomes Model”.
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For this study, key terms used in Figure 1.1 to describe the budget process model, are

defined as follows:

Aim is a summary of the overall objectives. It provides a vision statement that embraces the
desired future that the organisation is working towards (United Kingdom National Audit Office
2001, p.67).

Appropriateness is the extent to which planned outcomes match community need and
government priorities (Commonwealth Department of Finance and Administration 1998, p.171).

Economy is the acquisition of the appropriate quality and quantity of financial, human and
physical resources at appropriate times and at the lowest cost concerned and may be assessed
through input measures and comparisons with norms and standards (Campo and Tommasi 1999,

p-15)

Effectiveness is the extent to which actual outcomes are achieved, in terms of the planned
outcomes, via relevant outputs or administered expenses (Commonwealth Department of
Finance and Administration 1998, p.173).

Efficiency is the extent to which inputs are minimised for a given level of outputs, or outputs are
maximised for the given level of inputs (Commonwealth Department of Finance and
Administration 1998, p.173).

Inputs are defined as labour, materals and other resources used to produce outputs (VDTF
1997b, p.42)

Objectives are succinct statements of the key goal(s) being pursued over the medium to long
term, reflecting the key components of the intended strategy (United Kingdom National Audit
Office 2001, p.67).

Outcomes are Government’s desired or intended impacts/effects on the community (VDTF
1997b, p.42).

Outputs are products and services produced or delivered by a department/agency for external
customers (VDTF 1997b, p.42).

Process is Activities, strategies or operations used to produce the outputs designed to bring about
outcomes (Commonwealth Department of Finance and Administration 1998, p.177).

1.8 Definition of Key Terms

A variety of definitions for each key term used in this thesis is provided by each
Australian treasury. To enhance similar understandings and interpretation throughout
the thesis, definitions of the key terms used in this thesis are provided for the purpose of
standardisation and clarification of their meanings. The definitions used in this thesis
were selected based on: the availability of the definitions from Australian treasuries and
Australian government authoritative bodies; the precise terminology as used in this
thesis; and the comprehensiveness of the definitions. The key terms and their definitions
relating to output based budgeting, performance indicators, performance measures and

performance information are listed below.
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1.8.1 Output Based Budgeting

The term, Qutput Based Budgeting, raises questions about whether this budgeting
system focuses on outputs or outcomes. A review of the definition of the term Quipur
Based Budgeting, in Australian Treasuries guides, reveals that each state and territory
government body uses a variety of terminology to describe their frameworks for
implementing Output Based Budgeting systems. The variety includes: Ouput
Budgeting (New South Wales Treasury 2000; South Australia Department of Treasury
and Finance 2001); Quiput Based Budgeting (Steering Committee for the Review of
Commonwealth/State Service Provision (SCRCSSP) 1999); Output Based Management
(Western Australia Treasury Department 1996b; Commonwealth Department of
Finance and Administration 1998); Ouiput Management (VDTF 1997b); Managing for
Outcomes (Queensland Treasury 1998b); and Working for Outcomes (Northern
Territory Treasury 2002).

Whilst Output Based Budgeting may be known by various names, it appears to have a
similar definition when several common aspects are taken into account, for example,
clearly specifying outputs; focusing on identifying planned outcomes; delivering
outputs that will best achieve government outcomes; focusing on the relationship
between outputs, the government funds, and the outcomes desired by government; and
receiving appropriations for the production of outputs (Western Australia Treasury
Department 1996b; VDTF 1997b; Commonwealth Department of Finance and
Administration 1998; Queensland Treasury 1998b; SCRCSSP 1999; New South Wales
Treasury 2000).

As all definitions provided by Australian treasuries focus on identifying planned
outcomes and the delivery of outputs to achieve government outcomes, it is clear that
the concept of Output Based Budgeting in Australia not only focuses on outputs, but is
also intended to move forward to outcomes. Therefore, in this thesis the term Output
Based Budgeting means budgeting by focusing on outputs and outcomes. The

discussion about OBB throughout the thesis will relate to both outputs and outcomes.

Specifically, this thesis adopted the definition of Output Based Budge!ing provided by
the Steering Committee for the Review of Commonwealth/State Service Provision

(SCRCSSP 1999, p.x) as follows:
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“Output based budgeting is a government-wide reform process that requires agencies to focus
on the relationship between their outputs, the government funds appropriated to them, and the
outcomes desired by government. Agency managers must clearly specify the nature and quantity
of agency outputs, cost their outputs, and articulate the connection between the outputs delivered
and government’s desired outcomes.”

This definition was selected because of its precise terminology, Output Based
Budgeting, as used in this thesis and its comprehensive definition stating that agency
managers must articulate the connection between the outputs delivered and

government’s desired outcomes.

1.8.2 Performance Indicators, Performance Measures and Performance Information

The terms performance indicators, performance measures and performance information
are used in a different way in the government documents and the literature. Given that
this study investigated the usefulness of OBB in the Victorian government, the
definitions of key terms provided by the VDTF were reviewed and firstly selected for
use in this thesis if those key terms were available. In the case that the definitions
provided by other governments or researchers revealed some important points, they
were incorporated into the definitions proposed by the VDTF before being applied to

this thesis.

To distinguish the definitions of performance indicators and performance measures,
this thesis adopted the definitions of these two key terms from the VDTF (2002b, p.viii)
as follows:

“Performance Indicators are measures to determine the level of achievement of a departmental

objective. Performance indicators are monitored on an ongoing basis and reported on through the
Budget cycle.”

“Performance Measures are targets to determine the level of achievement of a departmental
output. Normally, the package of performance measures for an output will include quality,
quantity, timeliness and price aspects. Performance measures should be monitored and reported
on through the Budget cycle. They are used for Revenue Certification.”
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Additionally, “performance measure is a more precise measure than performance
indicator and it also relates to outcomes and outputs.” (Commonwealth Department of
Finance and Administration 1998, p.176). The Commonwealth Department of Finance
and Administration (1998, p.176) further discussed a shift from using quantitative
indicators to using the broader term, performance information, which may be
quantitative (numerical) or qualitative (descriptive). Bartos (1994, p.7) also stated that:
“Performance information is a collection of vanous indicators, both quantitative and
qualitative, which allows a judgement to be made about the success of a program in meeting its
objective.”
In this thesis, the term performance information is used to represent both quantitative
and qualitative performance data. However, the terms performance indicators and
performance measures are used to refer to quantitative performance data. Particularly,
the term performance measures rather than performance indicators is used in this thesis
when performing content analysis of budget papers because this thesis involved an
investigation of departmental outputs in terms of quality, quantity, and timeliness,

according to the definition of VDTF (2002b).

1.9 The Format of Budgets

Budgets can be classified into two categories depending on their construction: an input
budget and output budget. The format and information required to construct input and
output budgets are different. The information required to construct an input budget
includes lists of resources to be used such as salanies and office supplies (Robinson
1992). With an input budget, resources are allocated by objects of expenditure without
specifying the ot~nmes to be achieved. The line item budget may be described as an

input oriented budget (Knight and Wiltshire 1977; Rickards 1990; Robinson 1992).

On the other hand, an output budget lists the products or services to be delivered to the
public or external consumers, rather than by one unit of government to another unit of
government. The information required to construct an output budget includes the
objectives, outputs, outcomes to be achieved, performance measurement and output

costs rather than objects of expenditure (VDTF 1997b).
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1.10 Budget Structure

Budgets can be displayed in two structures: a program structure and an output structure.
With respect to the classification of the budget by programs, each program will consist
of a set of activities that promotes the accomplishments of the same set of the objectives
(Dyer 1970; Campo and Tommasi 1999; Iwaskow 1999). A program structure should be
established in the planning phase and should be based on a translation of an
organisation’s fundamental mission, goals, or objectives (Iwaskow 1999). Each
program should represent activities and resources with a common purpose that will

produce the same outputs.

The program structure is demonstrated by a broad program at the aggregate level and
then is divided into more narrowly focused subprograms, which are further divided into
program elements or activities (Dyer 1970; Elvins 1998). The budget shows how the
varicus activities of different programs relate to each other. However, if there are two or
more agencies in the same program, it is difficult to determine the nature of the budget
of any one agency and also difficult to identify responsibility. The use of crosswalking,
in which information organised by the program is reconfigured into an organisational
format, can solve this problem (Schick 1966; Iwaskow 1999). In particular, the
development of the crosswalk facilitates the conversion of data from a planning to
management and control purposes. Dyer (1970) suggested that the format of a program
budget should be flexible enough to provide assistance in the determination of what was
done, when it was done, and for whom it was done. Iwaskow (1999) pointed out that
there were several disadvantages in establishing a program structure such as an increase
in paperwork, manpower time, and possible increased costs for the work. Further, since
program delineations might be arbitrary and might not respect organisational lines, it

was difficult to maintain budgetary control.

With respect to the classification of the budget by the output structure, output groups are
identified and are then divided into more narrowly focused outputs with output
performance measures (VDTF 1997b; Elvins 1998). Output groups comprise outputs
which contribute to common outcomes. In the budget papers, the output group
statement will include descriptions of each output group with a clear link between the
output group and the government’s desired outcomes. The output group statement will

outline the key outputs of the group together with related performance measures and
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targets covering the quantity of outputs to be delivered; the quality of delivery of the
outputs or the standard of outputs expected; the time-frame for delivery of outputs; and
the full cost of output delivery (VDTF 1997b). Moreover, the output group should
provide a meaningful level of data aggregation for government resourcing decisions as
well as for analysis by government, central agencies and users of published budget and
accountability reports (VDTF 1997b). Specifically, outputs will list the products and
services that departments are able to deliver to an external customer in order to achieve
government outcomes. Further, the output should enable comparison of the performance
of actual and potential providers of the output. Additionally, the output should be
routinely measured so that the government can assess whether or not it is achieving

what it paid for.

1.11 The Function of Budgets

Budgets can serve a number of functions such as control, management, and planning
(Schick 1966; Wildavsky 1978; Lee and Johnson 1989; Murtuza 1999). Every budget
reform tends to adjust the control, management aind planning balance and use budgeting

as a device for holding the government accountable for its long-term financial position.

practice, the three functions are competing and receive an unequal attention in the
operation of budgeting systems (Schick 1966; Lee and Johnson 1989). As different
budget-orientations require different skills to implement the budgeting system, the
execution of a budgeting system should demonstrate whether greater emphasis is placed
on control, management or planning. In the past, the control purpose was the
predominant function. More recently, the budget and budget process have been
identified as tools for management and planning (Schick 1966; Campo and Tommasi

1999).

The purpose of the control function is to make the budget a tool for financial
compliance with policies and budget limits made by central authorities. The control
oriented budget places responsibility on the legislative branch as the principal authority
for determining how values and budgets should be allocated. With the control oriented
budget, detailed expenditures are classified by organisation and objects of expenditure

(line item) to control the use of resources.
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Due to the budgetary limits on government and the concern with value for money, the
process of managing resources and money has changed from a control function with the
detailed expenditure, to a management function, which focuses on outputs, outcomes
and performance instead of the use of inputs (Schick 1966). The purpose of the
management oriented budget is to use resources efficiently and effectively in the
accomplishment of the organisation’s objectives through concermn with efficiency in a
longer time perspective than with a control oriented budget. Key aspects of the
management oriented budget are: identifying the objective and activity; measuring
performance i.e., identifying cost per unit performance measure; and reporting
performance (Schick 1966; Lee and Johnson 1989). With the management oriented
budget, the budget document containing performance measures is a useful tool to help
governments manage budgets efficiently. Several types of management oriented budgets

exist, for example, Performance Budgeting and Output Based Budgeting.

The planning function is designed to plan for future needs by determining clear
objectives and the strategy required to accomplish those objectives in a long-range
perspective (Novick 1969; Vanderbilt 1977; Shehane 1994; Iwaskow 1999). It requires
the development and identification of specific programs to meet the planning objectives.
The planning oriented budget aims to create linkages between planning, budgeting and
objectives (Novick 1969; Brumby 1999). In the budget process, the planning function
involves the determination of objectives and the evaluation of alternative courses of
action (Schick 1966; Dyer 1970; Frank 1973). There are several types of planning
oriented budgets such as Planning Programming Budgeting System or Program
Budgeting and Zero Based Budgeting (Schick 1966; Williams 1981). In the present
study, the terms Planning Programming Budgeting Svstem, Planning Programming

Budgeting and Program Budgeting are used interchangeably.

1.12 Australian Government Structure

Australia is a federation with three levels of government: Federal (Commonwealth),
State or Territory, and Local. There are six states (New South Wales, Victoria,
Queensland, Western Australia, South Australia and Tasmania) and two federal
territories (Northern Territory and the Australian Capital Territory). Each state has its
own parliament, executive government, and constitution. The major responsibility of

each state government is to manage the state’s finances and provide education, health
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care, police, transport and social services. The primary sources of revenue for funding
services are derived from Commonwealth government grants and state government
taxes. Only the Commonwealth parliament imposes income taxes and has major power
over fiscal matters. Therefore, the Commonwealth government can influence activities
in some areas by imposing specific conditions on the funds it grants to the states (OECD

1997b; Australian Bureau of Statistics 2002).

1.13 Victoria as a Site of the Study

There were a number of reasons for selecting Victoria as a study site for the present
study. In Australia, the Victorian government was the first to introduce an integrated
package of reforms across the whole public sector and has undergone some of the most
significant and extensive changes in the public sector (Armstrong 1998; English and
Guthrie 2001). In the 1990s the Victorian government was a leader in financial
management reform and the revolution of public sector governance, management and
accounting technologies with speed and depth (Guthrie and Parker 1998; Carlin and
Guthrie 2001a). Further, the Victorian government was an early adopter of new public
management and OBB in Australia. Thus it has often been seen as a role model and
provided a template for other governments (Hughes and O’Neill 2000; Carlin 2003b).

Considering that one of the aims of this study is to examine the use and usefulness of
performance information, it is appropriate to study Victoria because it pioneered the use
of performance management.' and reporting in the public sector, including setting
performance criteria, review of actual performance against plans, and the use of

performance information to improve competencies (Armstrong 1998).

All nine government departments in Victoria during the year 2002/03 were included in
the population to participate in this study. This selection was appropriate because the
recipient list of Victorian budget papers was available to the researcher and mainly
consisted of public officials who worked for the Victorian governments at the
departmental level. Also, government departments are significant entities in terms of the
resources received from their state government. Their budgets account for the majority
of the state budget. Additionally, since 1997 all Victorian departments have
implemented output budgeting and management and have been required to report their

departments’ plans in the Victorian budget papers on an output basis (VDTF 1997c).
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Therefore, public officials who have worked at a departmental level would be familiar
with the operation of this budgetary system and with the format of output information in

the budget papers, thus enabling the propositions of this study to be tested.

Finally, the Victorian departmental structure including the number and structure of
departments did not drastically change over the two year period 2001/02 and 2002/03
when the content analysis of performance measures in all Victorian departments was
undertaken. Therefore, the results of the content analysis in this study were not
interfered with significant changes and shifts of departments. In summary, Victoria was
selected as the study site because of its status as an early and far-reaching adopter of
OBB and the accessibility of the Victorian budget paper recipient list, including contact

names and address data of the targeted population to the researcher.

1.14 Victorian State Government

There were eight Victorian government departments in 2001 (VDTF 2001) and nine
departments in 2002 (VDTF 2002a). The new department in 2002 was the Department
of Tourism, Sport and the Commonwealth Games, separated from the Department of
Innovation, Industry and Regional Development. Additionally, the Department of State
and Regional Development was renamed as the Department of Innovation, Industry and

Regional Development in the 2002/03 budget.

In 2001, the eight Victorian government departments were: the Department of
Education, Employment and Training (DEET); the Department of Human Services
(DHS); the Department of Infrastructure (DOI); the Department of Justice (DOD: the
Department of Natural Resources and Environment (DNRE); the Department of Premier
and Cabinet (DPC); the Department of State and Regional Development (DSRD) and
the Department of Treasury and Finance (DTF).

The nine departments in 2002 were: the Department of Education and Training;
Department of Human Services; the Department of Infrastructure; the Department of
Innovation, Industry and Regional Development (DIIRD); the Department of Justice;
the Department of Natural Resources and Environment; the Department of Premier and
Cabinet; the Department of Tourism, Sport and the Commonwealth Games (DTSCG);

and the Department of Treasury and Finance.
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1.14.1 Victorian Financial Management Reform

Since 1982, public sector reform in Victoria has focused on enhancing the transparency
of arrangements, within the objective of moving to a more commercial basis in which
funding 1s related to performance (VDTF 1992a). In 1992, the Coalition government cet
its financial management objectives to restore the State’s budget to surplus and
re-establish its triple-A credit rating, particuiarly by removal of the current account
deficit and reduction of state debt (VDTF 1997¢c; George 1999). The management
reform program included major initiatives that were recommended by the Victorian

Commission of Audit in 1993.

Since the Coalition government introduced the Public Sector Management Reform
(PSMR) package in 1992 (VDTF 1992b), there have been new initiatives in the
Victorian public sector including many changes in the presentation of information in the
Victorian budget papers. In the 1993/94 Budget Papers, Victoria included output
measures for each department (VDTF 1993). However, both actual budget data for
1992/93 and estimated data for 1993/94 were still presented in the program-based
structure. One initiative was the Financial Management Act 1994 (effective July 1994)
which was established to improve budget sector management, accountability and
performance reporting (VDTF 1994). Nevertheless, in the 1994/95 and 1995/96 Budget
Papers, Victoria continued to present its budget using the program-based structure

(VDTF 1994, 1995).

For the first time, in the 1996/97 Budget Papers, two departments, the Department of
State and Regional Development and the Department of Treasury and Finance, based
their cost estimates and presented their budgets, on output groups instead of programs
as in the past (VDTF 1996b). However, the 1996/97 budgets still reported on a cash
basis. In 1997, all departments fully moved to report their budgets in the format of
output groups. The departments at that time moved from program management to
output management and Budget Paper No.3 disclosed outputs and government
outcomes. Whilst the 1997/98 budget presented the government’s plan on an output
basis for all departments, it still reported on a cash basis. Later, from 1 July 1997,
departments were required to present their pricing structures on a full cost basis (VDTF
1996a, 1997a). Additionally, the Management Reform Program (MRP) was introduced
n 1997/98 to improve accountability for resources use (VDTF 2004).
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For the budget year 1998/99, a comprehensive output budgeting reporting regime was
implemented. The introduction of accrual budgeting in the 1998/99 budget papers was a
significant new initiative both at the aggregate and departmental level. Victoria became
the first state, and the second Australian jurisdiction after the ACT, to present its budget
on an accrual output management basis (VDTF 1998). Victoria’s 1998/99 budgets were
on an accrual basis including parliamentary appropriations. Victoria’s 1999/00 budgets
continued to be reported on an accrual output budgeting (VDTF 1999). All Australian
governments have since agreed on an accrual-based reporting framework which was
developed consistent with accrual-based government finance statistics, and was to be

implemented by all jurisdictions no later than the 2002/03 budget cycle (VDTF 1999).

In April 2000, the Financial Management (Financial Responsibility) Act 2000 was
passed by parliament. It inserted the financial responsibility provisions in Part 5 of the
Financial Management Act 1994 (VDTF 2000). In 2001, a program called Getting
Together was a joint initiative between the Budget and Financial Management Division
of VDTF and government departments. This program aimed at enhancing working
relationships between the Division and all other government departments and agencies
in order to achieve more effective financial management across the entire public sector

(VDTF 2003a).

In February 2002, the Victorian Premier announced the commitment of the Victorian
government to introduce best practice business tools for environmental management in
government departments. Under this initiative, Victorian government departments were
required to: implement an Euvuonment Management System by 30 June 2003; comply
with a Green Purchasing Policy; and report annually on their environmental
performance (VDTF 2003b). Table 1.4 summarises initiatives of the Victorian financial
management and changes in the presentation of budget structure and output

performance information observed from budget papers for the years 1992 to 2002.
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1.14.2 The Structure of the Victorian Budger Papers

The Department of Treasury and Finance produces budget papers each year, providing
financial projections of government income and expenditure for the year ahead.

Basically, there are seven main sets of budget papers as follows.

Budget Paper No.l is the Treasurer’s Speech. It outlines the government’s economic
and financial program. The Treasurer uses this budget speech to outline the
government’s strategy, announce new initiatives, report achievements or deliver

revenue adjustments.

Budget Paper No.2 is the Budget Statement. It presents information regarding financial
pclicy objectives and strategies; budget position; economic trends; budget initiatives;

balance sheet management; statements of risks; and estimated financial statements.

Budget Paper No.3 is the Budget Estimates. It provides information about the detailed
output delivery plans of individual departments, revenue and expenses, the outputs
which the government expects to purchase, and the departmental objectives that are io
be achieved through the delivery of outputs. Budget Paper No.3 consists of four
statements. First, the departmental overview provides a brief discussion of departmental
financial estimates. Second, the departmental statements incorporate total resources of
each department, showing the financial resources available to the debartment from all
sources, and the way the resources are used. The contents for each department are
separated into two parts. Part one provides a set of output group tables outlining the
description of the output group and the relationship between the outputs in the group
and the departmental objectives to be achieved. Moreover, performance measures and
targets in terms of quantity, quality, timeliness, and cost are provided for each output
produced by the departments. Part Two presents financial information about the
resources available to departments as well as the use of those resources. Third, Budget
Paper No.3 indicates the state revenue which outlines the various sources of state
government revenue for both general and specific purposes. Finally, the public account

is included which provides details of public account receipts and payments.
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Budget Overview describes budget highlights according to the key elements used to
form the government’s policy. It identifies key areas that the government focuses on

and demonstrates a clear vision for the future.

Budget Information Paper (BIP) I is the Public Sector Asset Investment Program. It
presents projects that will either increase the service capacity or maintain the existing

service capacity of assets to meet the priority needs of all Victorians.

Budget Update includes revised estimated financial statements and updates on

Victoria’s financial position.

Finally, the Media Release is a collection of press releases for the media and interest

groups.

1.14.3 Output Performance Information in the Victorian Budget Papers

Since 1997 outputs have been published in the Victorian budget papers as a first step

towards OBB, replacing the former program format. As noted earlier, for the first time

4]

in the 1997/1998 Victorian budget paper

vian oAauvsrnmant A
lidal guvoiadiciae O

partments fully
changed so as to report their budgets in the format of output structure (VDTF 1997a).
Further, for the first time in the 1998/1999 Victorian budget papers, output performance
measures did not measure organisational performance in terms of the traditional
production model (against economy, \efﬁciency, effectiveness and equity criteria). They
measured how well the department or agency had produced or delivered its outputs by
assessing performance in terms of quantity, quality, cost and timeliness (VDTF 1997b,
1998). In the Victorian budget sector, output performance information was used to

assist the government to make funding decisions about the products and services it

wanted to deliver to the community to achieve its desired outcomes.

1.15 Summary of Chapter and the Structure of the Thesis

This thesis is organised into eight chapters. In this introductory chapter, research
problems, research aims, research questions, and arguments about the generalisability of
the results, were described. Theoretical frameworks and their justification as well as the
definitions of key terms, were also provided. Further, the format of budgets, budget

structures, and the function of budgets are presented. Finally, an overview of the
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Australian and Victorian government structures as well as the Victorian financial

management reform, were briefly outlined.

In Chapter 2 a literature review relating to budgetary systems and performance
information is presented. This chapter provides information about benefits and
limitations of major budgetary systems as well as the role of performance information in
the public sector. An empirical study on the impact of budgetary systems on decision
making, accountability, and organisational operations is also outlined. Finally, theories

of budgeting and decision making are discussed.

A literature review relating to the decision-usefulness model and the Australian
Accounting Conceptual Framework, in particular SAC2 and SAC3 is presented in
Chapter 3. The reviews include empirical studies of the objective of financial reporting,
the qualitative characteristics of information, and user needs both in respect of the
private and public sectors. Also, evidence from previous studies on factors influencing

the perceived usefulness and the use of financial reporting are documented.

The research methodology is presented in Chapter 4. The conceptual framework
including variables operationalisation and the research propositions are outlined. The
procedures of the two research methods (survey and content analysis) used in this study
are presented. The reliability and validity of the research instruments and statistical

techniques employed in this study, are also discussed.

In Chapter S the univariate survey findings are presented. In this chapter the response
rate and the result of non-response bias from the OBB questionnaires are reported. A
univariate analysis of the survey data is discussed mainly relating to the usefulness of
information in the 2002/03 Victorian budget papers and the consequences of using OBB

in public organisations.

The survey propositions-test results are presented in Chapter 6. The bivariate (cross-
tabulation) analysis results of Propositions 1 to 3 for Research Question I are presented
relating to the usefulness of information within budget papers. Also, the results of the
cross-tabulation and multivariate analysis of Propositions 4 to 6 are discussed to answer

Research Question 2 involving the consequences of using OBB.
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In Chapter 7 the content analysis results are presented. The discrepancy rates between
the latent and manifest content analyses of new performance measures are reported.
Three aspects of the results of a longitudinal content analysis of the Victorian budget
papers over the two year period are discussed: the change in the total amount of
performance measures between the budget year 2001/02 and 2002/03; the survival rate;

and the novelty rate.

Finally, Chapter 8 presents conclusions and discusses implications. A summary and
conclusions of the main findings of the survey questionnaire and content analysis are
presented. Three implications of those findings are identified: theoretical implications;
methodological implications; and practical implications. Further, frameworks for
reporting information in the budget papers as well as the implementation of OBB in the

government departments are proposed.
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CHAPTER 2
BUDGETING AND PERFORMANCE INFORMATION

2.1 Introduction

In this chapter the benefits and limitations of major budgetary systems as well as
empirical studies on public budgetary systems are provided. The role of performance
information in the public sector is also reviewed. In addition, two types of budgeting
theories, namely normative theory and descriptive theory are discussed. Finally, three

decision making theories are presented: rationalist, incrementalist and mixed-scanning.

2.2 The Evolution of Budgetary Systems

During the 1920s and 1930s budgets emphasised financial control with the adoption of
line item budgeting (Schick 1966; Vanderbilt 1977). When the concept of the
management oriented budget emerged, Performance Budgeting emphasising efficiency,
became fashionable in the early 1950s (Iwaskow 1999). In the 1960s, the planning
oriented budget, focusing on strategic long range planning and efficiency and effective
allocation of limited resources, began with the adoption of the Planning Programming
Budgeting System (PPBS) or Program Budgeting in a number of OECD countries
(Vanderbilt 1977; Brumby 1999). Later, the Zero Based Budgeting (ZBB) concept was
introduced in the 1970s (Phyrr 1973). Whilst the dominant trend in budgeting in the
1980s was prioritisation, in the 1990s it was accoun:ability (Schick 1990; Rubin 1996).
Since the 1980s the international trend toward performance oriented budgeting
approaches, calling for the. linkage of budget inputs and budget outcomes, has been
increasing (Guthrie 1998; Simpkins 1998; Campo and Tommasi 1999). Consequently,
in the 1990s, Output Based Budgeting was adopted in New Zealand and Australia
(VDTF 1997b; Campo and Tommasi 1999) and Performance Based Budgeting (PBB)
was introduced in the United States (Easterling 1999). Premchand (1984) pointed out
that while budgetary systems had various names, they shared several common features,

such as classification, specification of objectives, and the evaluation of efficiency.
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2.3 Five Major Types of Budgetary Systems

There are five major types of budgetary systems that have been used in the public sector
organisations: line item budgeting; zero based budgeting; the planning programming
budgeting system; performance budgeting; and output based budgeting. The benefits
and limitations of five major types of budgetary systems are discussed in the following

sections.

2.3.1 Line Item Budgeting

The line item budget is concemed with controlling costs of resource inputs such as
salaries and rents (Schick 1966). A line item budget has many beneficial features, most
of which stem from the fact that it does not require advanced accounting systems and is
easy to prepare, calculate, and understand (Wildavsky 1979). Further, its format fits
well with an annual budgetary cycle where agencies are required to compare the actual
expenditure on each item during the past year with the amount allocated (Knight and
Wiltshire 1977; Wildavsky 1978). Moreover, responsiveness to changing economic
conditions is facilitated best with a budget calculated yearly, which the line item budget
does. Additionally, the line item budget does not demand or inhibit policy analysis
because it is policy meutral, and as such, any policy can be converted into line items
(Wildavsky 1978). Line item budgeting also tends to reduce conflict because choices
that might cause conflict are fragmented so that not all difficulties need to be faced at
any one time (Wildavsky 1979; Robinson 1992). Thus, it is feasible and practical for the
public sector ‘with its inherent significant political dynamics (Iwaskow 1999). Finally,
the line item format lends itself well to audit and facilitates the central agency in
checking whether only the amount specified has been spent on each item (Knight and
Wiltshire 1977).

Nevertheless, the line item budget has a number of drawbacks, making it unsuitable in
certain situations. For example, it is irrational in the sense that it deals with inputs
instead of outputs and outcomes (Wildavsky 1978; Campo and Tommasi 1999). The
relationships between inputs and outputs, as well as that of outputs and outcomes are
not demonstrated by the budget (Lee and Johnson 1989). Further, the line item budget
tends to ignore potentially controversial considerations like policy issues and service
levels because of its concentration on money spent on inputs (Rickards 1990). It also

impedes both performance and program prioritisation because of an input oriented
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approach in budget formulation (Campo and Tommasi 1999). It is also difficult to
evaluate performance as the budget cannot indicate whether the goals of an
organisation are appropriate or have been met, because objectives are neither clear nor
considered (Knight and Wiltshire 1977; Wildavsky 1978). Further, its emphasis on
control, therefore, does not encourage the explicit inclusion of planning in the budget

(Knight and Wiltshire 1977).

Moreover, it is shortsighted in that line item budgets usually cover just one instead of
many years, which can lead to overspending because huge disbursements in future
years are hidden (Wildavsky 1978). Additionally, minor accounting errors in the line
item budget can snowball into larger problems. As one year’s budget will be
determined by the previous year’s budget, any mistakes in the previous year’s budget
will follow in the next, thereby compounding and exacerbating the problem. As the line
item budget is heavily historical, it does not search for the most efficient combination
of inputs to deliver service and lacks a better alternative (Rickards 1990; Campo and
Tommasi 1999). Finally, the line item budget also lacks the flexibility to transfer a
budget between different objects of expenditure because of its rigidity of appropriation

ruies (Campo and Tommasi 1999; Iwaskow 1999).

2.3.2 Zero Based Budgeting

Zero Based Budgeting was introduced in order to overcome the limitation of
incremental budgeting because resources that have already been granted to a program
do not necessarily mean that it must be continued (Herzlinger 1979; Pyhrr 1999). In the
Zero Based Budgeting system, the entire budget including old and new programs is
evaluated each year and all activities must be justified from base zero. In principle,
there is a link between planning and budgeting (Williams 1981). Zero Based Budgeting
can generate improvements in many areas for any organisation that decides to adopt it.
It improves communication between employees at all levels and encourages greater
involvement of managers at all levels in the budget process in generating the decision
package (Pattillo 1977; Schick and Stenberg 1978; Herzlinger 1979; Williams 1981).
Zero Based Budgeting also assists in eliminating both programs that provide the
poorest results and duplicative work that is being done between programs (Wildavsky
1979). Additionally, because it is a short term budgeting tool it can be used with every

budgeting format such as organisational, functional and program formats (Draper and
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Pitsvada 1981; Brumby 1999; Pyhrr 1999). Finally, it leads to much better information

about the extent and range of the organisation’s activities (Herzlinger 1979).

There are however many pitfalls inherent when implementing Zero Based Budgeting.
For example, Zero Based Budgeting creates a huge volume of paperwork, which is not
helpful in decision making (Draper and Pitsvada 1981; Puritano and Korb 1981;
Williams 1981). Further, annual reviews and evaluations of all program expenditure for
the preparation of the annual budget, prove to be practically impossible, incremental
and too demanding (Wildavsky 1978; Williams 1981; Brumby 1999). Schick and Hatry
(1982) argued that Zero Based Budgeting in practice is not rational, does not really
begin at zero, and becomes a matter of percentages rather than an examination of
agency operations and performance. Moreover, calculations become unmanageable
because everything at every time is subject to scrutiny (Wildavsky 1978; Schick and
Hatry 1982; Havens 1983).

There is also an ambiguity in the methods used to rank decision packages and bias can
occur in the evaluation process because of the subjective nature of the ranking process
(Wildavsky 1979; Williams 1981; Schick and Hatry 1982; Phyrr 1999). Further, there
1s no attempt to link evaluation with the budget process (Havens 1983). With Zero
Based Budgeting, agencies do not know the precise relationship between the funds they
spend and the results of the services they deliver, nor do they know the precise
relationship between services and costs (Schick and Hatry 1982). Additionally, it is
difficult to identify objectives and appropriate decision units, rank dissimilar programs
and handle large volumes of packages (Pyhrr 1999} It is also expensive to prepare and
requires considerable time and skills-to operate (Brumby 1999). Finally, its suitability
is limited only to small organisations which have consistent goals (Puritano and Korb

1981).

2.3.3 The Planning Programming Budgeting System
The Planning Programming Budgeting System or Program Budgeting was designed to

accommodate the multiple functions of budgeting such as integrating planning and
budgeting in a program format (Schick 1966; Iwaskow 1999). Some authors are of the
view that program budgeting is conceptually sound and can be impiemented (Novick

1973; Babunakis 1976). The program budgeting process helps to better define an
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organisation’s objectives and strategies as well as creating better linkages between
objectives, programs, activities, and financial resources (Brumby 1999; Campo and
Tommasi 1999; Iwaskow 1999). Program budgeting also facilitates a comparison of
program effectiveness and can assist in reducing or eliminating duplicated activities
(Dean 1986b). Moreover, it allows administrators to evaluate the anticipated results of
proposed programs and to compare results from different proposals in searching for the
best alternatives (Botner 1970; Dyer 1970; Macleod 1971). Program budgeting is also
useful because it encourages the use of long term or multi year planning. Additionally,
program budgeting assists managers to classify expenditure so as to identify the direct
costs as well as to estimate the cost consequences of expanding or contracting any
programs. Further, program budgeting allows assessment of the financial implications
of a program over an extended period of time and encourages better cost control
(Macleod 1971; Bellamy and Kluvers 1995; Kluvers 2001a). Finally, in some countries,
program budgeting helps to improve the presentation of the budget, which may lead to a

greater performance orientation by budget officials (Campo and Tommasi 1999).

The benefits of program budgeting outlined above come at the expense of many
disadvantages. For example, calculations are vastly increased and difficult because of
the necessity of evaluating every program in comparison with all others (Wildavsky
1978). There is a lack of ownership and accountability because responsibility for
programs is scattered throughout the whole government (i.e. multiple jurisdictions
might have overlapping responsibility for the same program) (Wildavsky 1979; Campo
and Tommasi 1999). Indeed, a major problem with program budgeting is the
disconnection between the program structure and the administrative structure (Dean
1986b; Campo and Tommasi 1999). Additionally, the program budgeting concept is
inappropriate for use in organisations operating in changing environments because it

contains centralising bias, bureaucracy and rigidity (Dyer 1970; Wildavsky 1979).

Also, program budgeting is time consuming and greatly increases the amount of data to
be gathered (Vanderbilt 1977; Puritano and Korb 1981). Further, program budgeting
increases the cost of corfecting errors because of its highly differentiated and tightly
linked characteristics, thus decreasing commitment in correcting those errors
(Wildavsky 1979). Moreover, costs associated with the adoption of program budgeting

are substantial (Dyer 1970). A problem frequently arises because the benefits and costs
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of some projects cannot be stated numerically (Knight and Wiltshire 1977) and it is
impossible in practice for all policies related to common objectives to be compared by
cost and effectiveness (Wildavsky 1979). Additionally, it is difficult to define policy
aims. use performance indicators to measure results, and there is no tight relationship
between resources and results (Schick 1990). Moreover, practitioners of program
budgeting are unable to define programs or attach costs to them (Vanderbilt 1977).
Further, it is difficult to develop effectiveness measures and these measures are not
used to differentiate among alternatives (International Bank for Reconstruction and
Development (IBRD) 1998). Finally, analyses are prepared but rarely used in making
budget allocations because program budgeting does not provide information relevant to

the user at all levels (Wildavsky 1979; Schick and Hatry 1982).

2.3.4 Performance Budgeting

Whilst in the 1950s, performance budgeting focused on input and output measures, in
the 1980s, it focused on outcomes and the linking of output and outcome measures with
funding decisions (Lu 1998; Easterling 1999; Wang 1999a). Performance budgeting
allows for many advantages in the budgeting process. It links spending to outcomes by
llustrating the link between inputs, cutputs, and outcomes {Smith 1999). Moreover,
performance budgeting facilitates performance auditing, monitoring, evaluation and
performance reporting (Dean 1986a; Smith 1999). Further, performance budget
execution is flexible and allows for improved budget submissions (Wang 1999a).
Additionally, performance budgeting provides better performance measurement,
enhances responsibilities at below ministry level, and makes managers more
accountable for program decisions that affect budget outcomes (Berry and Flowers

1999; Smith 1999).

Performance budgeting also assists in changing the core budget discussions among
legislators to a stronger focus on outcomes and enhancing awareness of outcomes and
factors that affect performance outcomes (Willoughby and Melkers 2001). Moreover,
performance budgeting improves operations by linking budget and program
performance over time (Smith 1999). It also leads to cost saving, reduces duplicative
services, and encourages better understanding of government operations (Melkers and

Wilioughby 2001). Finally, performance budgeting improves the quality of information
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being developed by agencies, provides a better program evaluation and increases the

involvement of officials in the budget process (Knight and Wiltshire 1977).

Performance budgeting however, does present many disadvantages for the organisation
that decides to adopt it. It is too expensive for small units of government, since it
involves extra officials and new sets of documents (Knight and Wiltshire 1977).
Further, performance budgeting increases the workload of public officials (Melkers and
Willoughby 2001) and is vulnerable to threats from fraud and misrepresentation (Smith
1999). Whilst performance budgeting requires program-based performance information
and an accounting system which supports the calculation of unit costs, these
requirements cannot be provided by most governments (Hendon 1999). Consequently,
the budget does not adequately link programs with their costs. Moreover, the consensus
between the parliament and the executive on organisational goals and relevant
performance measures 1s often difficult to achieve because many agencies have

multiple and contradictory goals (Wang 1999a).

Additionally, there are problems in defining and establishing appropriate performance
measures (Dean 1986b; Melkers and Willoughby 2001). Further, outcome measures
that can be used to assess the impacts of programs to the public or community, are not
developed (Hendon 1999). There is also a lack of available data to track outputs and
outcomes of programs over time (Berry and Flowers 1999; Hendon 1999). Due to the
difficulties of developing outcomes and effectiveness measures in the public éector,
they are rarely used by budget decision makers (Lu 1998). Moreover, performance
budgeting concentrates too much on efficiency, and therefore outcomes are not given

enough attention (IBRD 1998).

Another important problem is that agencies lack internal procedures to ensure that
performance data are accurate (Hendon 1999). Lu (1998) suggested that the poor
quality of performance measures and their attempt at comprehensiveness are generic
defects that undermine performance budgeting success. Finally, performance budgeting
takes no account of the constraints faced by users such as the time available to them to
study the information, its relevance to their needs and their expertise in using it. As

such, information overload is particularly common (Dean 1986a).
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2.3.5 Output Based Budgeting

Recently various governments have introduced Output Based Budgeting. For example,
New Zealand (New Zealand Treasury 1996; Schick 1996), the Australian Capital
Territory (Australian Capital Termtory Treasury 1995), Victoria (VDTF 1997a), South
Australia (South Australia Department of Treasury and Finance 1997b), Queensland
(Queensland Treasury 1998a), Western Australia (Western Australia Treasury
Department 1996a, 2000), Tasmania (Tasmania Department of Treasury and Finance
2002), the Northern Temitory (Northern Territory Treasury 2002) and the
Commonwealth Government (Commonwealth Department of Finance and

Administration 1998).

In theory, OBB has been introduced with an expectation of the many benefits that it will
provide to government. Proponents of OBB claim that it promotes greater efficiency,
transparency, and accountability of governments (VDTF 1992a; New Zealand Treasury
1996; Western Australia Treasury Department 1996b; OECD 1997b). Clarifying the
nature of outputs would result in a more intelligent analysis of the outcomes to which
they are supposed to contribute. Therefore, the outcomes can be better understood
because of the ability to pose questions with greater precision than previously (Holmes
and Wileman 1995). Experience to date has shown that politicians are beginning to ask
further questions about why certain activities are being carried out by government
departments rather than focusing on the levels of inputs as in the past (Boston et al
1996). The New Zealand Treasury (1996) found that the chief executives had a clear
1dea of what was expected of them and could be held responsible if agreed performance

standards were not met.

Advocates of OBB claim benefits over an input system stating that the government
knows the full cost of outputs; is able to specify performance standards required in the
delivery of the outputs; and is able to compare the cost-effectiveness of alternative
providers. Consequently, OBB will help governments to improve service delivery,
service quality and management information upon which to make better decisions
(Boston et al 1996; McTaggart 1997; VDTF 1997b, ¢; Queensland Treasury 1998b;
Western Australia Treasury Department 2000; Trenorden 2001). Additionally, a

differentiation between purchaser and ownership perspectives of performance, and
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between inputs, outputs and outcomes, promotes clear specification of performance and

provides information for assessing performance (New Zealand Treasury 1996).

Many advocates claim that OBB will improve management decision making, internal
resource allocation and increase accountability. Specifically, OBB will improve
information upon which it can base decisions relating to the types of services that are
most effective in achieving government outcomes, and which service providers offer the
best quality service and value for money (Western Australia Treasury Department
1996b; Queensland Treasury 1998b). Further, well defined performance measures will
assist governments to compare the performance of agencies against other providers;
select the level and mix of outputs for which agencies should be funded for achieving
the government outcomes; and assess whether outputs have been delivered. Therefore,
governments will purchase only those outputs necessary to achieve the desired
outcomes, and will purchase from the most cost efficient and effective public or private

sector providers within the competitive environment {Trenordon 2001).

Moreover, appropriation and budgeting by outputs rather than by aims, objectives or
programs, enables a more transparent targeting of expenditure. This enables resources
consumed. to be related to services produced and there is a relationship between outputs
and costs (Pallot and Ball 1996). Further, budgets relating to outputs facilitate the
establishment of a relationship between the result of the expenditure and the level of
expenditure. The linkage between outputs and government outcomes will strengthen a
government’s strategic and fiscal control, enabling limited resources to be allocated in
line with government policy objectives (VDTF 1997c). Additionzlly, as outputs are
aligned to departmental objectives and government outcomes, this ensures that services
are relevant to the government and the community. Likewise, the benefit for the
government is that OBB encourages the translation of policy objectives into funded
services (Queensland Treasury 1998b). Separate appropriations for outputs and the
specification of output performance measures, enable managers to allocate and manage
resources for the delivery of specific services. Further, output cost information provides
governments with a sound basis for resourcing departments and accurate information to

enable informed decision-making (VDTF 1997b).
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Other claimed benefits of OBB are greater customer focus (Boston et al 1996; New
Zealand Treasury 1996; South Australia Department of Treasury and Finance 1998a);
improvement in government management and funding of services (Queensland
Treasury 1998b; Carlin and Guthrie 2001b); the encouragement of a competitive
environment to enhance the quality and efficiency of budget sector operations; a clear
separation of the responsibilities of ministers and departmental chief executives (Boston
et al 1996); and an improvement in the link between an agency’s corporate strategic
planning and internal resource allocation processes (Western Australia Treasury
Department 1996b). Further, agencies can identify whether the same or similar outputs
are produced thereby minimising or avoiding duplication of effort (Western Australia

Treasury Department 1996b; Queensland Treasury 1998b).

OBB also improves transparency of governmental activities and facilitates the switching
of resources into key priority areas, as a result of distinguishing purchase and ownership
interests of the government with output appropriation and reporting (Boston et al 1996;
VDTF 1997b). Moreover, agencies’ output goals are more quantified and focus on the
delivery of outputs in the most efficient manner, with improved internal performance
management, including: planning; performance monitoring; and performance evaluation
(Western Australia Treasury Department 1996b). Another benefit for public agencies is
that there is an increase in the flexibility and autonomy to manage service delivery

(Queensland Treasury 1998b).

OBB also has benefits for public officials. For example, public officials potentially have
more streamlined work processes with duplication minimised. Further, they have a
clearer understanding of what is expected, how success is measured, and how their
works contribute to the outputs of their agencies (VDTF 1997b; Queensland Treasury
1998b). Robinson (1992) is of the view that output classification of expenditure
facilitates the development of useful output performance indicators. Expenditure
information classified by outputs is more useful for the purpose of expenditure review

or appraisal than information classified by organisational or functional structure.

Boston et al (1996) stated that government departments in New Zealand were providing
better services with fewer resources. At the ministerial level, the capacity to prioritise

and control public spending had improved. Further, managers and politicians on the
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whole shared the view that objectives had been clarified, and that accountability and
transparency had been enhanced, through the improved specification of outputs. The
structural changes such as the separation of policy advice and service delivery activities
into separate agencies helped to overcome the problems of multiple and conflicting

objectives.

Nevertheless, there is scant evidence of the positive tmpact of OBB in practice (Campo
and Tommasi 1999; Carlin 2003a). The limitation of OBB 1is that budgets focusing on
outputs would obscure the importance of outcomes (Holmes and Wileman 1995; Boston
et al 1996; Guthrie 1998; Barzelay 2001). Also, Holmes and Wileman (1995) indicated
that the measurement of societal impact was difficult. Further, Boston et al (1996) stated
that the process of identifying objectives and reporting in the estimates was difficult.
Moreover, Robinson (1992) argued that output classification should not be used as a
form of central control because quite highly disaggregated output categories should be
provided, which would then impose quite unnecessary inflexibilities and costs. As the
amount of information which decision makers were able to understand and usefully
utilise was limited, there are questions as to whether the parliament and its select
committees have the necessary skills, time, resources, and motivation to use the

increased quantity and quality of information available (Boston et al 1996).

There are many problems inherent in implementing the OBB systems. For example, it is
difficult to assign input costs to outputs and it is normally impossible to assign output
costs to outcomes. Additionally, OBB requires accounting expertise. Therefore,
problems may exist with the availability of those financial skills (Pallot and Ball 1996).
With OBB, government agencies must operate in a contestable, potentially volatile
marketplace which requires highly skilled managers. Trenordon (2001) argued that it
was in danger of placing undue pressure on public sector managers who might be less
inclined to take risks in a highly contestable, market oriented operating environment.
Consequently, OBB has the tendency to discourage senior management and Chief

Executive Officers from recommending courses of action.
Moreover, there were some difficulties when implementation took place in Australia

and New Zealand. These common difficulties include a lack of rigour in the definition

and measurement of outputs, a lack of clarity and measurability in the choice of
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outcomes, and an almost total lack of performance measurement systems that provide
feedback about the impact of purchased outputs on outcomes (Carlin 1998; Guthrie and
Carlin 1999). The study by Carlin and Guthrie (2001b) also indicated that in practice,
the OBB documents in Queensland and New Zealand provided less useful information
than traditional input based program budget statements. Additionally, Guthrie and
Carlin (1999) argued that where an internal management shift did not take place, there
was no reason to expect that a change in the format and content of external budget
documents would lead to the improvement of organisational economy, efficiency or
effectiveness. Therefore, appropriate definitions of outputs and outcomes needed to be
agreed upon, and useful, stable performance measures and indicators had to be
identified and implemented to support an effective feedback mechanism. Another
argument was that reforms introduced to evaluate performance in the Australian public
sector were promoted with high expectations but had only partially been fuifilied

because of weaknesses in implementation (Guthrie and English 1997).

In New Zealand, Boston et al (1996) identified several limitations of OBB in practice.
First, the allocation of costs to outputs had been particularly difficult. Second, corporate
planning was introduced but not integrated with the resource allocation process. Finally,
some departments claimed that improved output specification decreased management
flexibility and enhanced the chances of budget appropriations being cut. According to
Campo and Tommasi (1999), Ministry of Finance officials in most developed countries
have considered OBB and refused to recommend it because of the cost of obtaining data
and intensive monitoring of results. Further, there is the elusive factor of output quality.
As for developing countries, there is an argument that this approach is generally

unsuitable, although a few exceptions are conceivable.

2.4 The Victorian Budgetary Systems

Since 1982, the Victorian government has introduced public sector reform to strengthen
the financial and economic management of the state (VDTF 1992a). Prior to the
introduction of OBB, the preparation of the Victorian budget was based on a program
structure. On 1 July 1984, all Victorian government departments commenced program
based appropriation management under the overview of the Department of Management
and Budget (Gowan 1985). The Victorian government’s strategy for reforming the

budget sector has been focused on enhancing the transparency of arrangements, with an
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objective of moving to a more commercial basis in which funding is related to

performance (VDTF 1992a).

Later, in 1997 a package of reforms was promoted by a new government in order to
restore the state’s budget to surplus and re-establish its triple-A credit rating (VDTF
1997¢). The primary focus of Victorian pubiic sector reforms since 1997 has been to
improve the efficiency, effectiveness and performance of the public sector, to focus on
output and outcomes, to make the public sector more responsive to the needs of
government and the community, and to create more competition and accountability to

government and the parliament (VDTF 1997b, ¢).

The first stage in the introduction of OBB was for each department to establish and
define an output structure. Appropriation on the basis of outputs has been considered to
be an inherent part of the OBB systems adopted by the government. Under the output-
outcome framework, unclear quality information is replaced by measurable indicators of
what was planned and what was delivered, based on outputs (VDTF 1997b). The OBB
systems in Victoria are similar to those introduced by the federal government and other
jurisdictions in Australia. The characteristics of the OBB systems adopted in Australia

including Victoria are discussed below.

In theory, OBB involves: defining the government’s objectives; defining outputs and
outcomes to achieve objectives; focusing on outputs and outcomes; budgeting and
appropriation by outputs based on output structure; using performance indicators to
measure outputs; reflecting full accrual cost; and separating purchaser and owner as
well as purchaser and provider relationships (Westem Australia Treasury Department
1996b; VDTF 1997b, Commonwealth Department of Finance and Administration 1998,
Queensland Treasury 1998b; South Australia Department of Treasury and Finance
1998a; New South Wales Treasury 2000). On the whole, OBB is a management
approach designed to assist governments and agencies in resourcing the outputs
required to achieve planned outcomes (VDTF 1997b; Commonwealth Department of

Finance and Administration 1998).
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Under OBB, budgets are specified in terms of the purchase of goods and services rather
than in terms of the consumption of inputs (Western Australia Treasury Department
1996b; VDTEF 1997b). This budgetary system uses outputs as the basic unit for
budgeting and performance reporting. Outputs and performance are measured in terms
of quantity, quality, timeliness and cost (VDTF 1997b). The government sets its
strategic priorities or intended outcomes, and then commissions departments to deliver
outputs that the department determines will best achieve those outcomes. It requires
agencies to focus on the relationship between their outputs, the government funds

appropriated to them, and the outcomes desired by the government.

This approach is intended to emphasise the relationship between what agencies produce
and their impact on society. Departments must demonstrate how outputs contribute to
achieving their approved objectives, and how these objectives are aligned with whole-
of-government outcomes. Performance measures are central to OBB, since it is through
these measures that the attainment of objectives is measured. It is by means of
performance measures that feedback is provided to decision makers (VDTF 1997b;
Queensland Treasury 1998b). Together with a system of performance measurement for
the organisation, OBB has been seen as providing improved accountability and
improved performance (VDTF 1997b). In summary, key features of the Victorian
approach to OBB are that the system focuses on objectives, outputs and outcomes rather
than inputs and processes as well as providing greater flexibility and discretion in the

management of resources to achieve those outcomes.

2.5 Empirical Research on Public Sector Budgetary Systems

Literature on public sector budgeting has various foci, for example, studies on public
sector budgetary systems have examined different types of budgetary methods (Botner
1985; Grizzle 1986; Bellamy and Kluvers 1995; O’Toole et al 1996); other studies have
examined budgetary theory by considering theoretical underpinning of budgeting
systems such as incremental budgeting (Bailey and O’Connor 1975; Bamett et al 1991;
Reddick 2003; Seal 2003). Some studies have focused on international comparisons of
budgetary processes and practices as well as the interrelations among budgeting,

auditing and evaluation (Knight and Wiltshire 1977; Gray et al 1993).
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A further stream of public sector budgeting literature has focused on performance
evaluation in the budgetary process (Havens 1983; Lauth 1985; Di Francesco 1998;
MacKay 1999). In the United States, Lauth (1985) found that evaluation measures were
not used by Georgia’s budget officers to a substantial degree in the budgeting processes.
Havens (1983) identified three impediments to linking evaluation and budgeting:
organisational structure; a conflicting perception of time; and different intellectual

frameworks of budgeters and evaluators.

In Australia, Di Francesco (1998) criticised the statistics used by the Australian
Department of Finance and Admuinistration and implicitly rejected its conclusions about
the estimates relating to the influence of evaluation findings on the new policy and
savings proposals. Di Francesco (1998) indicated that evaluation strategy has had only a
minor impact on Australian central budgetary processes. Moreover, a large proportion
of savings options were prepared by the Department of Finance and Administration
without using evaluation information. In contrast, MacKay (1999) offered an opposing
view to that of Di Francesco (1998). MacKay argued that there were no statistical or
methodological flaws in the estimation method used by the Department of Finance and
Administration. Consequently, MacKay (1999) supported the findings that evaluation
had played an important role in the arguments relating to new policy proposals and
savings options, as well as having influenced cabinet’s budget deliberations in

Australia.

Further, a review of the literature relating to budgetary practices revealed that research
has tended to focus on issues of the implementation processes of budgetary syztoms
(Capron 1969; Harper et al 1969; Schick 1990; Martin 1997; Melkerz and Willoughby
1998; Sheffield 1999; Berry et al 2000; McGill 2001) and problems in implementing
budgetary systems (Moshier 1969; Moore 1980; Lauth 1985; Mascarenhas 1996;
Hendon 1999; Carlin and Guthrie 2001b). Whilst there exist a number of extensive
empirical studies on various public sector budgetary systems, there is very limited
literature on empirical studies of the consequences of using OBB in practice. Therefore,
the literature review in the following sections is concerned with the impact of using
various budgetary systems in the public sector, not particular to OBB, on decision

making, accountability and organisational operations.
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2.5.1 The Impact of Budgetary Systems on Decision Making

Extensive research has examined the impact of introducing various budgeting systems
rather than OBB on decision making or resource allocation decision such as Zero Based
Budgeting (Schick and Hatry 1982; Lauth 1985); Performance Budgeting (Lu 1998;
Berry and Flowers 1999; Jordan and Hackbart 1999; Melkers and Willoughby 2001);
and the Planning Program Budgeting System (Macleod 1971; Novick 1972; Sallack and
Allen 1987; Bellamy and Kluvers 1995; Kluvers 2001a, b).

A review of the literature indicates inconclusive findings about the impact of using
budgetary systems on resource allocation decisions. The findings from many studies
suggest that budgetary systems influenced resource allocation decisions (Churchman
and Schainblatt 1969; Mushkin 1969; Novick 1972; Dean 1986b; Sallack and Allen
1987, Willoughby and Melkers 2001). Churchman and Schainblatt (1969) found that
the program structure required by program budgeting influenced resource allocation
decisions. Some authors also indicated that program budgeting improved the quality of
information and shifted decision making from the incremental approach by improving
analytic capabilities designed to achieve the rational decision making process (Mushkin

1969; Novick 1972).

In Australia, Sallack and Allen (1987) found that program budgeting encouraged the
Commonwealth to consider future implications of current budgetary decisions rather
than focusing on the immediate prior year, thus enforcing the Commonwealth to
institutionalise long term perspectives on budget decisions. Bellamy and Kluvers (1995)
and Kluvers (2001a) found that the introaucdon of program budgeting in Victorian local
government made budget décisions more focused, assisted councils to have clearer
objectives, encouraged the use of long term planning, allowed assessment of long term
financial implications of a program, provided a means of estimating the cost
consequences of expanding or contracting a program, enabled a better sorting out of

expenditure into direct costs, and improved cost control.

As a result of introducing performance budgeting, Dean (1986b) suggested that reasons
for funding requests were to some extent clarified, thereby assisting budget allocation
decisions. Melkers and Willoughby (2001) also found that performance budgeting had

been successful in improving decision making in government. Moreover, performance
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measures generated by performance budgeting were used with great success as a
decision aid for budget officials. Further, in some state government agencies, the
consideration of performance resulted in a reallocation of funding (Willoughby and

Melkers 2001).

On the other hand, a number of studies supported the view that budgetary systems did
not have a substantial influence on the allocation and reallocation of resources (Harper
et al 1969; Mushkin 1969; Novick 1972; Dean 1986a; Bellamy and Kluvers 1995;
Lu 1998; Berry and Flowers 1999; Willoughby and Melkers 2000; Kluvers 2001a).
Harper et al (1969) and Mushkin (1969) indicated that program budgeting in the United
States had limited influence on the major resource allocation decisions because it
provided too many options together with their total costs and possible effects. Likewise,
Bellamy and Kluvers (1995) found that the use of program budgeting did not have
substantial influence on resource allocation decisions of Victorian local government.
Further, Kluvers (2001a) suggested that it was uncertain whether program budgeting
had assisted in the reallocation of resources in local government. Schick and Hatry
(1982) indicated that Zero Based Budgeting in the United States did not significantly
improve the quality of information to assist public officials in making resource
allocation decisions and did not make a direct contribution to the reallocation of

resources.

Lu (1998) indicated that performance budgeting did not change budgetary decision
making and outcomes because of the rare utilisation of outcomes and effectiveness
measures and. the difficulties of measuring those measures in the public sector.
Willoughby and Melkers (2000) found that performance budgeting had not been very
effective in affecting cost savings and not effective at all in changing appropriation
levels. Berry and Flowers (1999) suggested that performance budgeting did not change
decision making in some Florida state agencies because both legislators and the
governor did not make budget decisions based on information generated by
performance budgeting. Dean (1986a) also supported the finding that the impact of
performance budgeting on budget formulation was small and the linkage with planning
was weak. Further, Jordan and Hackbart (1999) found that performance budgeting did

not significantly affect resource allocation decision and funding of the state
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governments in the United States because they were reluctant to use performance

directly as an allocation tool.

2.5.2 The Impact of Budgetary Systems on Accountability

Prior public sector budgeting research examining the impact of budgetary systems on
accountability has tended to focus on the improvement of the budget debate. Some
studies found that the format of the budget such as program budgeting was an important
factor influencing the nature of budget deliberations (Grizzle 1986; Pettijohn and
Grizzle 1997). Other studies found that program budgeting documents improved the
information for public and legislative debate. Thus the content of debates had been

substantially improved (Mushkin 1969; Novick 1972).

The studies of Willoughby and Melkers (2000, 2001) revealed that performance
budgeting had not been very effective in meeting the needs of the public and in
improving communication with the public about performance. However, it was
somewhat effective in (a) communicating with the public about performance;
(b) changing the substance of budget discussions among legislators; and (c) increasing
focus and awareness on outcomes as well as factors that affected performance
outcomes. Berry and Flowers (1999) found that performance budgeting changed the
views of both the legislature and the agencies so as to focus on accountability for

results.

To assess the impact of budgetary systems on accountability, some studies investigated
the volume of budgetary documentation and the time given to consider the budget after
adopting a particular budgetary system (Schick and Hatry 1982; Bellamy and Kluvers
1995). Schick and Hatry (1982) indicated that paperwork and budget preparation time
had increased as a result of using Zero Based Budgeting. Bellamy and Kluvers (1995)
found that councillors in Victorian local governments had not been given additional
time to consider the significantly increased volume of budgetary documentation after

the adoption of program budgsting.
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Given increasing demands for greater accountability, there is pressure for performance
information to be audited in order to ensure the integrity of such information. Dean
(1986a) found that performance budgeting had facilitated performance audits in India,
Malaysia, the Philippines, and Sri Lanka. Additionally, Johnsen et al (2001) suggested
that performance auditing, compared to financial statement audits, had a clearer
connection to both performance improvement and day-to-day management processes in
the Finnish and Norwegian local governments. Nevertheless, Jordan and Hackbart
(1999) indicated that the pre-audits of performance information conducted by budget
offices in American state governments, did not significantly influence the usage of
performance budgeting or funding. In Australia, the results of Kluvers’ (2001b) study
reported by most chief finance officers reveal that performance indicators in Victorian
local governments were not checked for accuracy as part of the budgetary process and
external auditors had not been used to conduct performance auvdits. Therefore, Kluvers
(2001b) concluded that program budgeting did not always enhance accountability in

Victorian local government.

2.5.3 The Impact of Budgetary Systems on Organisational Operations

A review of prior public sector budgeting literature shows that the introduction of
budgetary systems inevitably affects the operations of public organisations. Several
studies have examined the impact of budgetary systems on organisational structures
(Dyer 1970; Dean 1986b; McGill 2001). Dyer (1970) indicated that program budgeting
had an impact on the relationships among all units within an organisation by reducing
the uncertainty inherent in decisions. Dean (1986b) and McGill (2001) found that in
implementing progra~ budgeting, organisations required change in order to reconcile

the program structures with the organisational structures.

Some studies examined whether budgetary systems assisted in reducing duplicative
activities or services (Kluvers 2000; Willoughby and Melkers 2000, 2001). Kluvers
(2000) found that program budgeting had little impact on the elimination or reduction of
activities that were being duplicated. Willoughby and Melkers (2000, 2001) indicated
that performance budgeting was not very effective in reducing duplicative or ineffective
services or programs. However, performance budgeting was somewhat effective in

improving coordination between agencies and the legislature (Willoughby and Melkers

S1



Chapter 2 Budgeting and Performance Information

2000) and in improving (a) responsiveness to customers, (b) programs or service

quality, and (c) the effectiveness of agency programs (Willoughby and Melkers 2001).

To fully achieve the benefits provided by a particular budgetary system, most studies
recommend that staff involvement and the motivation of staff with respect to
cooperation (Herzlinger 1979; Schick and Hatry 1982; Bellamy and Kluvers 1995) as
well as staff training (Herzlinger 1979; Dean 1986a; Bellamy and Kluvers 1995; MAB
1997) are important factors affecting the successful implementation of budgetary
systems. Herzlinger (1979) and Schick and Hatry (1982) supported the view that Zero
Based Budgeting encouraged the involvement of all managers in the budget process.
Bellamy and Kluvers (1995) concluded that the limited extent of staff involvement and
inadequate staff training in the implementation process could prevent the achievement
of the full benefits of program budgeting. Dean (1986a) found that performance
budgeting required staff training and had an impact on management attitudes about
broader appreciation of financial management. The Management Advisory Board
(1997) indicated that staff training was essential to implement the financial management

and budgeting reform in the Australian public sector.

Finally, in the implementation of financial management initiatives, staff are always
concerned about whether the new initiatives will affect their workload and provide
benefits for them. Melkers and Willoughby (2001) found that performance budgeting
increased the workload of budget officers. However, it assisted budget officers to have a
better understanding of state government operations. Schick and Hatry (1982) indicated
that public officials improved their understanding of activities in their units as a result

of using Zero Based Budgeting.

2.6 The Role of Performance Information in the Public Sector

Recently, performance information has been recognised by governments internationally
as an important tool to enhance effective management and accountability. As
governments are increasingly being demanded to show greater accountability for their
performance, performance information plays a key role in public sector governance, and
performance reporting is crucial to public sector accountability (Management Advisory
Board and Management Improvement Advisory Committee (MAB-MIAC) 1993a, b;
VDTF 1997b; Auditor-General Victoria 2003a). Importantly, performance information
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provides useful data for the improvement of performance and enables public sector
ministers and managers to set appropriate objectives, focus on allocating resources to
achieve the desired outcomes, and improve service delivery (MAB-MIAC 1993a;
Bartos 1995; Barrett 1997).

Unlike private sector organisations, whose profit is the key performance measure,
public sector organisations rarely have limited objectives and are driven to achieve
social goals rather than profitability. Consequently, the measurement of performance in
the public sector can be difficult. The Commonwealth Management Advisory Board
and the Management Improvement Advisory Committee defined performance for the
public sector as “the achievement of planned outcomes or results, and the taking of
actions designed to stimulate such outcomes.” (MAB-MIAC 1993a, p.3). Therefore,
performance for the public sector can be measured by the assessment of the extent to

which objectives and outcomes are achieved.

There exists considerable research on the development and use of performance
information and measurement in the public sector (MAB-MIAC 1993a; O’Toole et al
1996; Kluvers 1998; Kloot 1999; Willoughby and Melkers 2001; Cavalluzzo and
Christopher 2004). In Australia, MAB-MIAC (1993a) indicated that managers in the
Australian public services were more aware of the role of performance information and
more prepared to use it in decision making. Kluvers (1998) found that few Victorian
local governments used performance indicators and that those indicators were also
perceived to be problematic. However, Kloot (1999) indicated a substantial increase in

the level of use of performance measurement in Victorian local governments.

For local governments in the United States, O’Toole et al (1996) found that
performance measurement reporting did not have a very important role in agencies’
budget decision making processes. However, Willoughby and Melkers (2001) found a
high level of use of performance measurement by budget officers in American state
governments. Finally, Cavalluzzo and Christopher (2004) found that organisational
factors such as training in performance measurement techniques and top management
commitment to the use of performance information, had significant positive influences

on the development and use of measurement systems in the United States.
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Many studies have pointed out difficulties in the development of performance measures
and the use of performance information in the public sector, for example, the difficulty
in specifying and measuring outcomes and quality as well as problems with the
development of appropriate performance measures and multiple or lack of clear
objectives (The House of Representatives Standing Committee on Finance and Public
Administration (HRSCFPA) 1990; MAB-MIAC 1993a; Guthrie 1994; VDTF 1997b;
Kluvers 1998; Shead 1998; O’Faircheallaigh et al 1999; Carlin 2003a). Another
problem raised by many researchers concerns the usefulness and validity of
performance information in the public sector (Guthrie, 1994; Kluvers 1998; Clark 1999;
Carlin and Guthrie 2001a; Walker 2001, 2002; Barton 2003). In most cases, research
indicated the following problems: performance information used in the Australian
public sector did not provide very useful information; it lacked the qualitative
characteristics of information such as comparability; and it frequently dropped old

indicators and created new indicators.

2.6.1 The Role of Performance Information in the Australian Public Sector

In 1984, the Financial Management Improvement Programme was established
(HRSCFPA 1990). Consequently, performance information has played a key role in the
Australian public sector accountability framework (HRSCFPA 1990; MAB-MIAC
1992; VDTF 1997b). The important role of performance information in the Australian
public sector has been emphasised in a number of recommendations proposed by the

HRSCFPA (1990) as follows.

“further streamlining of the budgetary and regulatory framework should have regard to a
demonstrated and significant improvement in performance information and evaluation and
accountability nractices within the public sector”(para.6.29, p.64).

“Depanments and agencies should make a concerted effort to develop performance information
that assists decision-making and accountability.” (para.7.23, p.79).

“the House of Representatives, through its committees, should increase its scrutiny and use of
performance information in the explanatory notes by making greater use of the information in
their general inquiries” (para.8.70, p.102).

The crucial role of performance information in the Australian public sector was further
highlighted by the Management Advisory Board (MAB-MIAC 1993a). The report
Performance Information and the Management Cycle outlined the role of performance
information in improving decision-making and holding public sector managers to

account for performance as well as focusing on the achievement of outcomes.
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A review of public sector budgeting literature illustrates that there have been a limited
number of studies on the progress or impact of the Australian financial management
reforms in practice. Whilst several studies have been carried out to examine the progress
of Australian public reform (HRSCFPA 1990; MAB-MIAC 1992, 1993a, b: MAB
1997; Certified Practising Accountant (CPA) Australia 2000), most of the studies were

conducted by government bodies.

The 1990 parliamentary report (HRSCFPA 1990) indicated that the changes resulting
from the Financial Management Improvement Programme have improved Australian
public sector management. However, a number of weak areas were identified, for
example, a lack of progress in developing program effectiveness performance
information, a difficulty in developing good performance information to inform
government decision making and enhance accountability, and a failure to integrate the

planning function with performance measurement and evaluation.

In 1992, MAB-MIAC (1992) found that where evaluation had been carried out,
performance information was of better quality. Further, MAB-MIAC (1993a) suggested
that there-was a developing patiern of good management practice to promote a more
effective use of performance information in the Australian public service. However, it
was found that the use of performance information in strategic planning was generally
not well developed. Additionally, there was often insufficient understanding within

departments and agencies about how performance information was being used in the

decision making process.

In 1997, the results of MAB (1997) reveal that the Commonwealth public sector was
lagging behind the practices of the private sector and the rest of the Australian public
sector in implementing the financial management reform framework. The CPA
Australia (2000) also examined the progress of financial management reform in the
public sector across the three levels of the Australian government. The study found
substantial progress of financial management in the Australian public sector since 1997.
For example, there was a significant shift in focusing on individual line item budgets

(e.g. salaries) towards focusing on financial results (operating result).
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2.6.2 Performance Information in the Victorian Budget Papers

As part of the implementation of OBB in Victoria, Victorian departments are required
to develop reporting systems in which performance measurement is a main component
and incorporate it into their budgetary systems (VDTF 1997b). The annual budget
papers are regarded as a major means for demonstrating accountability to the parliament
and the general public. The performance of Victorian government departments can be
monitored and evaluated through the use of performance information to determine
whether the government’s objectives are being met. For accountability to exist, the
performance information must be of good quality in order to assist stakeholders in
making informed judgements about the performance of government. Therefore, good
quality performance information in budget papers is crucial to enhance the
accountability of governments. In this regard, performance audit plays a key role to
ensure the good quality of performance information. Since December 1999, the
Victorian Auditor-General has had a mandate from the Audit Act 1994 to audit the
relevance, appropriateness and fair presentation of performance indicators in the

Victorian government (Auditor-General Victoria 2003b).

2.6.3 Quality of Performance Information in the Victorian Budget Papers

A review of the literature both overseas and in Australia illustrates that very few studies
have examined the quality of performance information in public sector budget papers.
In Victoria, the review and evaluation of the quality of performance information in the
budget papers has been mostly conducted by government bodies such as the Victorian
Auditor-General; the Public Accounts and Estimates Committee; and the Joint
Committee of Public Accounts and Audit. The following sections present a summary of
the key findings and recommendations of these government bodies relating to the

quality of performance information in the Victorian budget papers.

2.6.3.1 The Victorian Auditor-General’s Reports

In June 2001, the Victorian Auditor-General suggested that the Victorian government
had progressed considerably in implementing a new performance management and
reporting framework (Auditor-General Victoria 2001b). However, it was found that the
development of the framework was still not complete and the nature of most measures

did not readily enable an assessment of the efficiency and effectiveness of each
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department’s operations. Therefore, the audit opinions could not be made to evaluate the

quality of performance information in the Victorian budget papers.

In November 2001, the Victorian Auditor-General found that the development of the
performance management and reporting framework was still not finalised and public
sector agencies did not report performance information against their objectives
(Auditor-General Victoria 2001a). Therefore, the Auditor-General had not been in the
position to carry out his mandate to audit the performance indicators related to
departmental objectives. Nevertheless, the quality of the selected output performance
measures within 8 government departments was assessed. The results revealed that
output performance measures were generally relevant to department objectives,
provided a balanced view addressing quality, quantity and timeliness, as well as being

auditable.

Later, in the 2003 Victorian Auditor-General’s reports (Auditor-General Victoria 2003a,
2003b), a number of deficiencies and recommendations were identified relating to the

presentation of output performance information in the Victorian budget papers.

First, whilst output performance measures and targets were reported in budget papers,
there was no requirement for the disclosure of changes made to these measures and
targets in the budget papers. Consequently, the comparability of performance
information across years and parliament’s capacity to assess performance trends were
limited (Auditor-General Victoria 2003a). The Auditor-General recommended
strengthening the requirements for output performance reporting to explicitly provide
for (a) the disclosure of E:hanges to the performance measures and targets including the
rationale for discontinuing performance measures and (b) any information which

assisted the comparability of performance information between periods.

Second, some performance measures for particular outputs of departments focused only
on certain aspects of output delivery and did not adequately capture overall output
performance. The Auditor-General was of the view that this was an inherent limitation

of the output management regime and recommended that:
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“ ... the output measures and targets published in the Budget Papers (and used as part of the
certification process to hold departments to account), should seek to capture the key aspects of
output delivery, and be supplemented with brief supporting information outlining the underlying
complexities and key drivers of quantity and quality impacting on the cost of each
output...”(Auditor-General Victoria 2003a, p.50)

Third, the departmental output performance information used for the revenue
certification process was not subject to periodic independent validation. The Auditor-
General recommended the development of appropriate procedures to provide for
periodic independent validations of departments’ performance data. Further, a review of
quarterly performance measures and targets should be performed to enable departments
to more clearly demonstrate progress in their delivery of agreed outputs during the

quarterly revenue certification process.

Finally, there was no provision for the reporting of performance against government
outcomes on a whole government basis. Subsequently, the Auditor-General
recommended that the performance reporting framework should include: the broad
range of government outcomes, not just those in Growing Victoria Together'; all public
sector agencies contributing to the achievement of government outcomes; and the

specification of objectives and performance indicators at a ministerial portfolio level.

In summary, the Auditor-General’s recommendations include: certification of the
accuracy and reliability data used for performance management and reporting and a
monitoring framework which ensured comparability of ex-ante and ex-post reporting;
development of a streamlined, standardised format for agency performance repcrting;
comprehensive disclosure of the reasons why targets had not bcen achieved; and

consolidated reporting of the performance of cross-agency programs or strategies.

' Growing Victoria Together, introduced by the Department of Premier and Cabinet, sets out the
Victorian Government's broad vision for the future. It focuses on 11 priority issues: valuing and investing
in lifelong education; high quality accessible health and community services; sound financial
management; safe streets homes and workplaces; growing and linking all of Victoria; promoting
sustainable development; more jobs and thriving, innovative industries across Victoria; building cohesive
communities and reducing inequalities; protecting the environment for future generations; promoting
rights and respecting diversity; and government that listens and leads (DPC 2004).
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2.6.3.2 The Public Accounts and Estimates Committee's Reports

In 1998, a number of recommendations were provided to improve the implementation
of OBB and enhance the usefulness of budget papers and performance information as
follows. First, budget papers should include the achievement of the actual performance
against targets for outputs and outcomes, and explanations of why previously stated
output targets and explanations have changed or not been achieved. Second, Budget
Paper No.3 should be prepared by describing more fully the link between inputs,
outputs and outcomes. Third, all departments should review their outcome objectives to
ensure that they were not too broad and, were suitable and able to be measured in a
meaningful way. Fourth, the outputs, output and outcome performance measures,
targets and actual figures reported in the budget papers should be independently audited
or evaluated. The VDTF should also review existing departmental output specifications
to ensure that they represented appropriate and meaningful outputs. Fifth, government
agencies should commit to the stabilisation of output and performance measures
reported in their budget estimates. The changes should be made only in response to
prevailing circumstances and explanations of those changes should be provided. Sixth,
costing information provided on a group summary basis presented in Budget Paper No.3
should provided a more detaiied breakdown in order to enhance the understanding of
the information. Finally, more detailed explanations should be provided for significant
items in the budget papers, including detailed explanations for significant variations

from the previous year.

In summary, the key concerns of the Public Accounts and Estimates Committee (1998,
1999, 2000, 2001, 2002) relating to performance information and reporting in the
Victorian government were: (a) the inadequacies of the existing performance indicators
for agencies’ outputs and objectives and for the government’s desired outcomes; (b) the
poor linkage between agencies’ outputs, resource allocation and objectives and the
government’s desired outcomes; (c) the lack of understanding and application of the
principles of good performance reporting; and (d) the instability of outputs and

performance measures reported in budget estimates.
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In 2003, the Public Accounts and Estimates Committee (2003) was still concerned
about the slowness in the finalisation of the performance measurement and reporting
framework in Victoria because it obstructed effective accountability for the delivery of
outputs and outcomes of departments and the performance of government as a whole.
Further, the Public Accounts and Estimates Committee was of the view that the VDTF
should engage in: actively monitoring the progress made by individual government
agencies in implementing the framework; assisting agencies to implement the
performance measurement and reporting framework; and establishing best practice in

performance measurement and reporting.

2.6.3.3 The Joint Committee of Public Accounts and Audit’ s Public Hearings

A concern has also been raised in the public hearings about the quality of performance
information in budget documents including budget papers organised by the Joint
Committee of Public Accounts and Audit (2001). In summary, there was evidence that
performance information in the budget papers lacked the comparability characteristic

from period to period.

2.7 Theories of Budgeting

As discussed in Section 1.3, this study sets out to assess whether there is a gap between
budget theory and budget practice. Therefore, this Section is designed to explain
different types of budget theory. Theoretical approaches to budgetary resource
allocation can be classified into two types: normative theory and descriptive or

explanatory theory (Danziger 1978; Rubin 1990).

A normative theory of budgeting prescribes how budget decision making ought to occur
or what ought to be in order to provide a basis for allocating funds among competing
activities (Danziger 1978; Wildavsky 1979; Rubin 1990). The theory attempts to
specify the way budget decisions should be made including many of the budget reform
proposals that reflect an interest in budget “outputs” or achievements. A normative
theory of budgeting explains what the government’s activities ought to be at a particular
time. However, normative theory does not claim to accurately reflect the way budget

decisions are actually made (Danziger 1978; Wildavsky 1979).
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A descriptive theory is based on close observation or participation in public activities
(Rubin 1990). The advice from descriptive theory is based on a much broader range of
observations than normative theory and its proposed solutions may be based on
observations rather than values. The supporters of descriptive theory believe that
normative theory is unrealistic because it is not concerned with how budget decisions
are actually made (Lindblom 1959, 1979; Danziger 1978; Wildavsky 1979). Rubin
(1990) suggested that budgeting was complex and more descriptive theory was needed
to examine the gap between theory and practice otherwise the gap between theory and

practice might become unacceptably wide.

2.8 Decision Making Theory

There are three basic decision making theories: rationalist or comprehensive;
incrementalist or muddling through; and mixed-scanning (Etzioni 1967; Danziger 1978;
Clark and Corbett 1999). The three approaches may be distinguished in terms of
funding necessary and time required. The rationalist approach requires maximum time
and funding before action; the mixed-scanning approach requires less time and funding
than the rationalist approach whilst the incrementalist approach requires least time and

funding necessary of all approaches.

2.8.1 The Rationalist Approach

Decision-making according to the rationalist approach consists of two steps. First, a
- complete speciﬁcatibn of an organisation’s goals must be ranked by priority. Second, all
possible alternatives are identified and the alternative that optimizes the benefits relative
to costs will be selected (Danziger 1978; Etzioni 1989). The rationalist approach
assumes that alternative budgetary strategies to achieve objectives are comprehensively
identified and that choices are made between altermatives in a rational manner that
optimises the allocation of public resources. Further, it assumes that complete and
perfect information about all alternatives is both available and manageable and that
there is virtually no limit on the human capacity for processing information (Danziger
1978). The rationalist approach involves an exhaustive survey of detailed observations
and reviews of all alternatives as often as possible. Schick (1973) considered that the
rational approach was implementable and would lead to an improvement in the

effectiveness of agencies.
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Nevertheless, rationalist models are perceived as being unrealistic and undesirable
because in practice it is costly to analyse all alternatives, it is likely to overwhelm
decision making capacities to review all alternatives, and it ignores the role of the
political system (Danziger 1978; Wildavsky 1979; Etzioni 1989). Therefore, budgeting
should not be comprehensive because knowledge, time, and manpower were usually in
short supply and most policy analysis was concerned with reducing rather than

increasing the cost of calculations.

2.8.2 The Incrementalist Approach

The most important characteristic of the incrementalist approach as applied to budgeting
is that budgetary decisions are necessarily political and there are constraints on the
budgeter’s limited resources for analysis (Lindblom 1968; Danziger 1978; Wildavsky
1978). Indeed, the incrementalists believe that man is not rational (Wildavsky 1978) and
budgetary decisions are influenced by politics, time pressures, limited knowledge and
limited intellectual capacity of decision makers (Lindblom 1959; Etzioni 1986).
Incrementalists such as Charles Lindblom (1959) and Aaron Wildavsky (1975) were to
a large extent focused on incrementalist concepts in explaining how budget decisions
are, rather than should be, made. Incrementalists argued._that the.decision making
process involved in budgeting was incremental in nature and budgeting should be done
in small incremental steps based on small changes which policy makers were concerned
and understood. According to the incrementalist approach, the previous budget
allocation is accepted as a base and marginal adjustmeﬁts are made each year. As only
few alternatives that are politically feasible are considered, it effectively limits the
amount of information that must be gathered and processed as well as reduces the

burden of calculation (Danziger 1978; Wildavsky 1979).

Nevertheless, the main weakness of the incrementalist approach is that it is highly
conservative. Therefore, it is less appropriate when conditions are rapidly changing and
when the initial course was wrong (Etzioni 1967). Further, the incrementalist approach
focuses on the short run and seeks no more than limited variations of past policies.
Thus, it is difficult in translating long term objectives into action plans and budgets. In
practice, only the year-over-year incremental budget receives the most analytical
attention by senior managers (Wildavsky 1979). In many cases the “base” to which the

increment is added is treated as though it were already authorised, hence no additional
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review or evaluation is performed (Schick 1969; Pyhrr 1999). Therefore, activities
which no longer contribute to an organisation’s goals, may be overlooked and accepted
unchallenged in the budget process. Desirable new alternatives and activities in
unexpected areas may then be ignored and left out of the budget, because of funding
obsolete activities (Etzioni 1986; Campo and Tommasi 1999; Pyhrr 1999). Finally,
many authors have perceived the difficulty of developing a comprehensive overview of
all alternatives and costing them (Lindblom 1959; Knight and Wiltshire 1977;
Wildavsky 1988; Etzioni 1989).

2.8.3 The Mixed-Scanning Approach

Etzioni (1967) argued that the assumptions upon which the rationalist and
incrementalist approaches were based were unrealistic or weak. Therefore, an
alternative approach for decision making called mixed-scanning emerged, which
represented a compromise position and which combined elements of both the rationalist

and incrementalist approaches (Clark and Corbett 1999).

Etzioni (1967) pointed out that the rationality of decision makers was restricted and that
incremental decisions were made, but in the contexts of fundamental decisions. In
mixed-scanning, it is important to distinguish fundamental decisions from incremental
decisions. Fundamental decisions are made in contrast to rationalist decisions by
exploring the main alternatives that actors see in view of their conception of the goals,
without detail but in an overview perspective. Etzioni (1967) proposed two stages of
decision making. The first stage included a broad investigation to identify alternatives
or problems but not in great deta:!; and the second stage involved a detailed focus on
those alternatives or problems revealed by the first investigation that required a more in-
depth examination. Indeed, some projects, that do not qualify using the criteria selected,

may not need to be reviewed in detail at all.

Unlike rationalists, mixed-scanning decision makers do not commit all their resources
on the basis of a comprehensive preliminary analysis. Unlike incrementalists, they know
what they want to achieve and which elements or problems to focus on (Etzioni 1989).
Etzioni (1986) believed that broad scanning was mere economical than comprehensive
scanning of all alternatives. While mixed-scanning might overlook areas in which only

a detailed investigation could identify alternatives, it is less likely than incrementalist to
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overlook obvious alternatives in unexpected areas. Thus, mixed-scanning is much less
detailed and demanding than the full search of all alternatives as required by the
rationalist approach, but still broader, more strategic and innovative as well as more
comprehensive than the incrementalist approach because it is less likely to be limited to
familiar alternatives. In summary, mixed-scanning is an adaptive strategy that seeks to
make the best possible use of partial knowledge rather than proceeding blindly with no
knowledge at all.

2.9 Summary

A review of the literature about the usefulness of OBB reveals that there are still
questions about the claimed benefits of OBB in practice. No empirical evidence in the
literature sought the perceptions of public officials about the consequences of using
OBB in practice within the public sector. One of the claimed benefits of OBB is to
provide superior output performance information to users for enhancing their rational
budget allocation decisions. However, there is a lack of empirical evidence and research
conducted by independent researchers about the usefulness of performance information
in public sector budget papers from the users perspective. As stated in Section 1.7.1,
this study has adopted the decision usefulness model reflected in the Statement of
Accounting Concepts to examine the usefulness of performance information. In the next
chapter, literature relating to the accounting conceptual framework and user needs’

studies will be reviewed.
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CHAPTER 3
DECISION-USEFULNESS MODEL

3.1 Introduction

Currently there is a very limited research investigating the usefulness of information in
the government budget papers. Thus the relevant literature in this chapter will be
concerned with financial reporting in general, both in respect of the private and the
public sector. As previously discussed, there are no reporting requirements or
accounting conceptual framework that is directly and legitimately applied to budgeting,
in particular output performance information in budget papers. Therefore, whilst the
Statements of Accounting Concepts were written with respect to general purpose
financial reporting without legitimate application to budgets, this study applied SAC2
and SAC3 as frameworks to examine the purpose of the use of budget papers and the

qualitative characteristics of information in budget papers.

The literature review in this chapter comprises three parts. As discussed in Section
1.7.1, this study appiied the decision-usefuiness modei refiected in the Statements of
Accounting Concepts as a theoretical framework for a discussion of the usefulness of
information in budget papers. Therefore, in the first part of the chapter, the concepts of
the Australian Accounting Conceptual Framework, especially SAC2 and SAC3 are
discussed. Survey evidence internationally will also be provided regarding the objective
of general purpose reporting and the qualitative characteristics of information which
should be possessed by external financial reports. In the second part, decision-
usefulness studies will be reviewed, including empirical studies of user needs both in
the private and public sectors. In the last part, empirical studies of factors that are likely

to affect the perceived usefulness and the use of financial reporting are considered.

3.2 The Australian Accounting Conceptual Framework

As part of the ongoing development of the accounting conceptual framework in
Australia, at least four Statements of Accounting Concepts were issued. These covered
general purpose financial reporting, the report entity, the objectives of financial
reporting, the qualitative characteristics of financial reporting, and the recognition of the

elements of financial statements (AARF 1990a, b, ¢, 1995). In Australia, the conceptual
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framework for general purpose financial reporting applies to both the private sector and
public sector. The conceptual framework identifies users of financial reports and is
based on the view that information provided by external reporting should be useful and
assist report users. Consequently, the Australian conceptual framework has adopted

decision usefulness as the objective of financial reporting (Stanton 1997).

3.2.1 Objectives of External Reporting

In Australia, The Statement of Accounting Concepts 2 “Objective of General Purpose
Financial Reporting” (AARF 1990b), identified the purpose of financial reporting, the
users of general purpose financial reports, the common information needs of such users,
and the broad types of information relevant to user needs. According to this Statement,

the objectives of general purpose financial reporting were:

13

to provide “relevant and reliable information” (para.l1l); to enable “ managements and
governing bodies to discharge their accountability” to the users of the report (para.14 and
27);, and to assist report users to make and evaluate “decisions about the allocation of
scarce resources”(para.26).

The Statement identified three categories of primary user groups of general purpose
financial reporting: resource providers; recipients of goods and services; and parties
performing a review or oversight function. Moreover, a further category of user was
identified as management and governing bodies (AARF 1990b, para.20). Sutcliffe
(1985) reviewed the empirical evidence from other countries for the Australian
Accounting Research Foundation. It appears that the accounting conceptual frameworks
for other countries are quite similar in terms of the objectives of financial reporting, the
basic attributes of qualitative characteristics of information, the categories of users as

well as the information needs of users.

As for the broad types of information relevant to user needs, SAC2 confirmed that, in
relation to non-business entities, not only financial measures of performance but also
non-financial measures of performance were essential to assess thoroughly whether

those entities had achieved their objectives (AARF 1990b), as cited below:

“Non-financial measures of performance may also be relevant to users for the purposes
identified, particularly in relation to non-business entities. The absence of a profit or rate of
return objective for these entities means that financial measures of performance are unlikely to
be sufficient to assess fully the extent to which those entities have achieved their objectives,
which typically include social as well as financial dimensions” (AARF 1990b, para.30).
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Empirical studies have examined the purpose of financial reporting and determined
whether financial reporting satisfies its objectives in both the private sector (Pankoff
and Virgil 1970; Epstein 1975; Anderson and Epstein 1996) and the public sector
(Henderson and Scherer 1986; Butterworth et al 1989; Alijarde 1997; Coy et al 1997).

In terms of private sector reporting, an agreed major purpose of financial reporting in
the United States, Australia, and New Zealand is to facilitate investment decisions
(Epstein 1975; Anderson and Epstein 1996). However, several studies have not found
much support for the assertion that accounting information and corporate annual reports
were highly useful for investment decision making to security analysts (Pankoff and
Virgil 1970) and to corporate shareholders (Epstein 1975).

With regard to public sector reporting, both decision making and accountability were
the main objectives of financial reporting. Alijarde (1997), in a study of Spanish local
government financial directors and public auditors, found that both decision making and
accountability were the main objectives of Spanish local financial reporting. In addition,
Coy et al (1997) concluded from their review of the literature on the purpose of public
sectorreporting, that the main objective of external reporting, prior to 1985, was
decision making. Then, since 1985, accountability has been identified as the main
objective of reporting. On the other hand, Butterworth et al (1989) investigated the
degree to which the reports satisfied the objectives of financial reporting. The result
suggested that local government financial reports did not meet the objective of financial
reporting in assisting the British local authorities to make decisions. In Australia,
Henderson and Scherer (1986, p.9) found that the South Australian parliamentarians

used the government department financial statements mainly:

“1. to satisfy themselves that public moneys are correctly spent;

2. to determine the extent of resources available for use in departments;
3. to establish changes in the levels of resources used in departments;
4. to determine the costs of services provided by departments; and

5. to provide information about departments for use in debates.”
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3.2.2 Qualitative Characteristics of Financial Information

The Statement of Accounting Concepts 3 “Qualitative Characteristics of Financial
Information” (AARF 1990c), is concerned with prescribing qualitative characteristics
for the information contained in financial reports so that they will enhance the
usefulness to users of those reports. The Australian Accounting Research Foundation
developed a prescriptive framework of the qualitative characteristics of financial
information necessary for meeting the objectives of general purpose financial reporting,
as prescribed in SAC2 (AARF 1990b). The primary qualitative characteristics of
financial reporting as prescribed in SAC3 are identified as relevance and reliability.
Other qualitative characteristics are comparability and understandability. Figure 3.1
shows a diagram of qualitative characteristics and how these characteristics are related

to each other based on the descriptive framework in SAC3.

Figure 3.1: A Hierarchy of Qualitative Characteristics Based on SAC3

Decision Usefulness

Threshold Test Materiality
I 1
N > i 7 o A 3 A e
Characteristics %@Rglevance;;ygﬂﬁ - Rehablhty :
i \
A e e e i I Ty ] i S 1
Ingredi B pe == : »
& Sk Predictive Confirmatory Representational i Neutrality
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' ] Verifiability
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Characteristics T
1 i
! T T e 1
i % 1 "
Consistency User Capabilities Information
Presentation
Constraint on relevarce Timeliness
and reliability Cost versus Benefit

Spurce: This diagram was graphically adapted from FASB (1980, p.15). However all content in the
diagram is solely based on the descriptive framework in SAC3.

68



Chapter 3 Decision-Usefulness Model

Figure 3.1 illustrates that information is considered to be relevant if it influences
decisions relating to the allocation of scarce resources. Information is considered to be
reliable if it faithfully represents the entity’s transactions and events (para.l6). In
addition, for information to be reliable, it should be free from bias (be neutral) (para.21)
and free from undue error (nara.22). SAC3 also states that information should be
comparable at one time and over time as well as between entities (para.31-35); be

understandable (para.36-38); and be produced in a timely manner (para.39-41).

The definitions of qualitative characteristics provided in SAC3 are as follows:

“Relevance means that quality of financial information which exists when that information
influences decisions by users about the allocation of scarce resources by: helping them form
predictions about the outcomes of past, present or future events; and/or confirming or correcting
their past evaluations; and which enables users to assess the rendering of accountability by
preparers” (AARF 1990c, para.S);

“Reliability means that quality of financial information which exists when that information can
be depended upon to represent faithfully, and without bias or undue error, the transactions or
events that either it purports to represent or could reasonably be expected to represent”
(AARF 1990c, para.5);

“Comparability means that quality of financial information which exists when users of that
information are able to discern and evaluate similarities in, and differences between, the nature
and effects of transactions and events, at one time and over time, either when assessing aspects
of a single reporting entity or of a number of reporting entities” (AARF 1990c, para.5);

“Understandability means that quality of financial information which exists when users of that
information are able to comprehend its meaning (AARF 1990c, para.5). In addition, SAC 3
states that the ability of users to understand financial information will depend in part on the
‘capabilities’ of users and the way in which the information is displayed” (AARF 1990c,
para.36).

Recently, overseas accounting conceptual frameworks have also addressed the
evaluation of iic usefulness of accounting information and sought to identify criteria for
assessing the quality and utility of financial reports. All conceptual frameworks provide
lists of characteristics of financial statements (see Table 3.1) which, they claim, are a

consequence of the stated objectives. The lists closely resemble one another.

The International Federation of Accountants, which is a grouping of the major
professional accounting bodies in the world, has recently offered an international
perspective. According to the International Accounting Standards Committee (IASC),
qualitative characteristics are the attributes that make the information provided in
financial statements useful to users. In the conceptual framework of the IASC, the

International Federation of Accountants (IFAC) and the New Zealand Society of
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Accountants (NZSA), four principal qualitative characteristics are identified:
understandability, relevance, reliability and comparability (NZSA 1993; IASC 1994;
IFAC 2000). On the other hand, in Australia, the AARF considers that there are only
two primary qualitative characteristics which are relevance and reliability. SAC3 does

not rank either characteristic above the other (AARF 1990c).

In Canada and the United States, qualitative characteristics for the private sector are
divided into primary qualities (relevance and reliability) and secondary qualities
(comparability and consistency) (FASB 1980; ASAC 1987). Furthermore, there are
other conceptual framework projects for the public sector published in the United
States. The American Institute of Certified Public Accountants (AICPA) produced the
Objective of Financial Statements and listed qualitative characteristics as
understandability, relevance, reliability, neutrality, comparability, and consistency to
satisfy user needs (AICPA 1973). In addition, the Governmental Accounting Standards
Board (GASB) stated that information in financial reporting must have these basic
characteristics: understandability, reliability, relevance, timeliness, consistency, and

comparability (GASB 1987).

In the United Kingdom, qualitative characteristics are divided into primary qualities
(relevance and reliability) and secondary qualities (comparability and understandability)
(ASB 1991). Further, for the private sector, the Corporate Report of the Accounting
Standards Steering Committee, Institute of Chartered Accountants in England and
Wales (ICAEW) (1975) identified the following seven qualitative characteristics as
desirable for the fulfillment of the decision-usefulness objective: relevance;

understandability; reliability; completeness; objectivity; corriparability; and timeliness.

In summary, overall the elements of qualitative characteristics for each country and the
meaning of the terminology are very similar. Except for the United States and Canada,
understandability does not mean understandability of information bqt means user-
specific quality as defined by the Financial Accounting Standards Board (FASB 1980)
and the Accounting Standards Authority of Canada (ASAC 1987). However, for each
country, qualitative characteristics might be classified into different groups and the
degree of importance of qualitative characteristics might be somewhat different as

summarised in Table 3.1.
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32.2.1 Empirical Research: Qualitative Characteristics of Information

In order to provide information that will be useful to users for making and evaluating
decisions about the allocation of scarce resources, the financial information reported
must possess certain characteristics or qualities. A number of publications and studies
both in the private and public sectors have agreed upon the same qualitative
characteristics of information as prescribed in SAC3. The consensus is that information
in financial reports should be reported in a form that is reliable, understandable by
users, relevant to their needs, pass a materiality test, be capable of comparison
(including consistency) and be presented in a timely basis (Stamp 1982; Jones et al
1985; Carnegie 1990; Sutcliffe et al 1991; Epstein and Pava 1993; Sadhu and Langfield-
Smith 1993; Micallef et al 1994; Anderson and Epstein 1996; Davidson et al 1996; Coy
et al 1997; AARF 1998; Jonas and Blanchet 2000; Carlin and Guthrie 2001a).

Most user needs’ studies have used a survey questionnaire and incorporated qualitative
characteristics of information into their survey instruments (Stanga 1980; Joyce et al
1982; Stamp 1982; Jones et al 1985; Duncan and Moores 1988; Smith 1996; Coy et al
1997). In New Zealand, Coy et al (1997) found understandability, feedback value and
comparability over time to be the most important quaiities to recipients of annual
reports. Further, recipients found that annual reports fell short in respect of decision
usefulness. In the United Kingdom, Smith (1996) studied the preference for trade-off of
qualitative characteristics in accounting disclosures and found a strong preference for
reliability, objectivity and relevance in the perceived importance of the different
qualities. Stanga (1980) and Duncan and Moores (1988) also addressed the issue of a
trade-off between relevance and reliability and found a positive association between the

two characteristics.

In Canada, Stamp (1982) conducted a research study for the Canadian Institute of
Chartered Accountants which included a list of twenty qualitative characteristics as a
basis for assessing the importance of each criterion to members of the Accounting
Standards Committee. The ranking of results identified relevance as the most important,

and conservatism as the least important of the 20 items listed.
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In the United States, Joyce et al (1982) conducted an empirical study with a group of
American policy makers. They found little agreement on the ranking importance of
qualitative characteristics for different issues. Furthermore, there was scarcely any
common meaning of the same qualitative characteristic across different accounting
issues. In 1985, Jones et al (1985) conducted a user need study using a survey
questionnaire for the Governmental Accounting Standards Board. They found that a
majority of the users perceived that timeliness was an important characteristic (90%);
consistency in reporting from year to year was useful (94%); and comparability of data
among governmental jurisdictions was important (83%). However, several written
comments questioned the ability to make accurate comparisons among governments. In
the private sector, Anderson and Epstein (1996) found that the difficulty in
understanding corporate annual reports, the lack of timeliness, and a doubt about the
reliability of information, led to a perceived lack of usefulness of an annual report to

individual investors.

In Australia, several studies, mostly undertaken on the behalf of the Australian
Accounting Research Foundation, have also incorporated qualitative characteristics of
information into their survey instruments (Carnegie 1990; Sutcliffe et al 1991; Sadhu
and Langfield-Smith 1993; Micallef et al 1994; Coy et al 1997; AARF 1998; Clark
1999). These studies have focused on user needs in order to improve the decision

 usefulness of financial reporting, in particular to annual reports.

3.3 User Needs’ Studies

In the view of the decision-usefulness model, the quality of financial reporting is
determined considering the usefulness of the informatiun to the users. Research into the
needs of users has been prolific since the early 1970s, in particular for private sector
financial reporting. Most decision-usefulness researchers have attempted to determine
the relevance and usefulness of business and government reporting. Some studies have
looked at the information needs of a single user group, while others have performed a
comparison of needs of more than one user. Usually, an approach dealing with the
quality of accounting principles and financial reporting has also been discussed in the
context of user needs. There have been at least two approaches to examine information

needs and the role of financial reports in providing useful information. One approach is
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to examine the importance of items in financial reporting to prime user groups. Another

approach is to study user information needs.

Professional bodies have recommended that financial reporting could be improved by
focusing on user needs. As a normative objective for financial reporting, the meeting of
user needs has been widely accepted as the objective of financial reporting both in the
private sector ICAEW 1975; FASB 1980; ASB 1991) and in the public sector (AICPA
1973; GASB 1987; AARF 1990b; NZSA 1993; IFAC 2000). User needs’ studies both
in the private sector and public sector based on the decision-usefulness model will be

reviewed in Sections 3.3.1 and 3.3.2, respectively.

3.3.1 Private Sector User Needs’ Studies

Earlier studies examining user needs and the use of accounting information have
employed postal questionnaire surveys to assess the relative importance of accounting
information in annual reports (Baker and Haslem 1973; Buzby 1974; Chandra 1974;
Chang and Most 1985; Chambers and Clarke 1986). Several studies have compared the
perceived decision usefulness of accounting information and the perceived information
needs of different user groups (Benjamin and Stanga 1977; Chang and Most 1985;
Harding and McKinnon 1997). A number of studies have examined how private
shareholders use external financial reports including their understanding of annual
reports and the usefulness of annual reports (Epstein 1975; Lee and Tweedie 1975a,
1977; Chenhall and Juchau 19%7; Anderson 1981; Anderson and Epstein 1996). In
addition, many empirical studies have attempted to measure the perceived usefulness of
information in external reporting (Pankoff and Virgil 1970; Chandra 1974; Gallagher
1974; Larcker and Lessig 1980; Griffin 1982; Carnegie 1990). These user needs’ studies

have employed a postal questionnaire survey in their studies.

On the other hand, several studies have used interviews as an instrument to examine
user needs and the usefulness of the annual report (Lee and Tweedie 1981; Day 1986;
Mendoza and Bescos 2001). Furthermore, a questionnaire may have been followed up
by the use of structured interviews (Lee and Tweedie 1977). Day (1986), Previts and
Bricker (1994), and Herrmann and Thomas (1997) employed content analysis to
investigate the use of and usefulness to users of the information contained in annual

feports and segment reports. In summary, the research method used most frequently has
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been the postal questionnaire seeking information about user attitudes. Other methods
such as structured or unstructured interviews, case studies and content analysis have

appeared less frequently.

A number of user needs’ studies have examined the usefulness of particular annual
report items including financial and non-financial items. In the United States, financial
statements such as the income statement and the balance sheet are generally reported to
be more useful to individual investors than the narrative portions of the annual report
such as the president’s letter, footnote, and the auditor’s report (Epstein 1975; Chang
and Most 1985; Epstein and Pava 1993; Anderson and Epstein 1996). In terms of the
financial information, the results reported by Anderson and Epstein (1996) are
consistent with earlier studies of Epstein (1975), Lee and Tweedie (1975b), and Chang
and Most (1985), where across all countries (Australia, New Zealand and United States)
the profit and loss statement was ranked the most useful and important item in corporate

annual reports for making investment decisions.

In summary, the results of research about the perceived usefulness of the information
and the needs of financial report users are often contradictory. Most resuits have been
obtained in the context of corporate annual reports. Epstein (1975) and Anderson and
Epstein (1996) reported that financial statements were of little value (or at least are little
used) in making decisions, whereas Pankoff and Virgil (1970) and Most and Chang
(1979) reported the opposite.

Table 3.2 compares the range of countries in which private sector user needs’ research

has been undertaken, the research methods, the user group researched as wel! as the

response rate, particularly from the questionnaire approach.
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Chapter 3 Decision-Usefulness Model

3.3.2 Public Sector User Needs’ Studies

Previous research concerned with public sector accounting has been limited (Broadbent
and Guthrie 1992; Pallot 1992; Cameron and Guthrie 1993). Currently there is l.ittlc
research investigating user needs and the usefulness of information in government
budget papers. The usefulness of information within government budget documents,
especially budget papers, has been given little attention by the researchers. Most
comments relating to information contained in government budget papers has been
provided by government bodies such as the Joint Committee of Public Accounts and
Audit (2001); the Public Accounts and Estimates Committee (1998, 1999, 2000, 2001,
2002, 2003), and the Auditor-General Victoria (2001a, b, 2003a, 2004). The lack of
independent evaluation reduces the value of any information which could contribute to
the debate on the issue of the usefulness of budget papers. Nevertheless, user needs’
study is view as an accepted approach to public sector financial reporting (Jones et al
1985; Carlson 1986; Federal Government Reporting Study (FGRS) 1986; Henderson
and Scherer 1986; Ives 1987; Daniels and Daniels 1991; Ingram and Robbins 1992;
Lapsley 1992; Hay 1994; Engstrom and Esmond-Kiger 1997; Clark 1999).

Most prior studies have examined user needs of performance information or the
usefulness of government annual reports separating for different user groups (Jones et al
1985; FGRS 1986). In the United States, Jones et al (1985) explored the users of
government financial reports and user needs at state and local government level by
interviewing a small number of users and then developing a questionnaire. Jones et al
(1985) found that the perceived usefulicss of efficiency and effectiveness measures was
different between the user groups. The FGRS (1986) also found that each user group
had different information needs. Ingram and Robbins (1992) replicated a portion of the
user needs survey conducted by Jones et al (1985) to elicit subject responses about the
relative usefulness of items in municipal government annual reports. Findings from the
Ingram and Robbins (1992) survey about the rank of the usefulness of information are
consistent with those of Jones et al (1985) and led to the conclusion that the results of

the Jones et al (1985) survey appeared to be robust as to the choice of instrument and

subject,
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Furthermore, Adams et al (1989) compared the perceived information needs of the
preparers and the users of financial statements of not-for-profit organisations focusing
on accounting for contributed services. The results of Adams et al (1989) revealed that
both preparers and users were interested in the disclosure of non-monetary information

rather than the dollar values assigned to contributed services.

Few studies in the accounting literature have focused on the usefulness of information
in public sector financial reporting. Patton (1978) and Alijarde (1997) examined the
perceived usefulness of information to the users of local governmental financial reports,
while Hay (1988) examined those of the users of state and local government reports.
Several studies have been conducted to determine the effect of report formats on the
usefulness of government financial reports (Patton 1978; Gaffney 1986; Daniels and
Daniels 1991). Gaffney (1986) and Daniels and Daniels (1991) measured the perceived
usefulness of the different municipal financial report formats (consolidated versus fund-
type accounting statements) using postal questionnaires developed by Larcker and
Lessig (1980). The results of Gaffney (1986) suggested that the perceived overall
usefulness of county financial statements is quite low. However, the results of Daniels
and Danieis (1991) indicated that the information contained in municipal financial
statements was necessary and useful but not sufficient to evaluate the financial

condition of a municipality.

Arguments about the use and usefulness of public sector financial reports have been
observed in several studies. In general, most studies found that there were relatively few
users of public sector financial reports (Gaffney 1986; Butterworth et al 1989; Patton ‘
1992). Gaffney (1986) found that there was a low level of public interest in the financial
statements of United States counties while Butterworth et al (1989) found the same
result for British local authorities. Patton (1992) observed that governmental financial

reports were not actually used by very many people.

On the other hand, some studies supported the view that government financial reports
were used (FGRS 1986; Henderson and Scherer 1986). The FGRS (1986) reported that
many individuals used information in the federal government financial reports.
Henderson and Scherer (1986) reported that South Australian parliamentarians used the

government department financial statements for a variety of purposes. To improve the
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usefulness of governmental financial reports, a study by Hay (1988) suggested changes
in disclosure standards by reducing the length and sharpening the focus of disclosure
standards covered by the auditor’s report.

3.3.3 User Needs’ Studies of Performance Information

The issue of non-use of government financial reports, as discussed above, has raised
questions about the quality of information contained in government financial reports.
Currently, there exists considerable management literature on performance
measurement and performance information from a management perspective. This
research focuses on the issues of the implementation and the internal use of
performance measurement within organisations. Therefore, it does not enhance
understanding of the usefulness and the quality of performance information within
external reporting from the user’s perspective. Recently, little research has examined the
quality of performance information within external reporting from the user’s
perspective. Some researchers examined the quality of performance information in

annual reports (Pendlebury et al 1994; Courtis 1998; Clark 1999; Walker 2002).

Many accounting researchers have used content analysis in their studies of:
governmental annual reports (Boyne and Law 1991; Cameron and Guthrie 1993,
Hyndman and Anderson 1995, 1998; Thompson 1995); parliamentary debates on bills
and authoritative professional pronouncements (Hay 1994); the Statement of Financial
Accounting Concepts (Hudack and McAllister 1994); qualitative characteristics of
segment information relative to the requirements under Financial Reporting for
Segments of a Business Enterprise (Herrmann and Thomas 1997); public health projects
(Wilson and Thomson 1999); and non-financial information in government budget
papers (Carlin and Guthrie 2001a). However, most of the prior content analysis studies
have their limitations because they have focused on the number and type of
performance indicators rather than the quality of the information. Whilst previous
research addressed the issue of comparative data, it examined the quality of

performance information in annual reports (for example, Boyne and Law 19%1).
Schrader (1995), in an experimental study, examined the decision usefulness and the
utility of performance information contained in service efforts and accomplishments

reports. The results from the study of Schrader (1995) supported the inclusion of
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performance indicators as part of traditional financial reports because they provided
useful incremental information to users in the assessments of economy, efficiency,

effectiveness, and the overall performance of government entities.

A review of the literature both overseas and in Australia illustrates that very few studies
have examined the quality of performance information contained in government budget
papers (for example, Carlin and Guthrie 2001a). Carlin and Guthrie (2001a) employed
content analysis to examine the quality of performance information in the Victorian
budget papers over the three year period (1999/00, 2000/01 and 2001/02). They found
the high instability of performance measures in Victoria budget papers over the three
year period, as a result of a high growth rate in the total number of performance

indicators, a high novelty rate and a low survival rate.

Nevertheless, using content analysis to examine the quality of performance information
is different from that of seeking the views of the users. Currently, there is scant research
into user needs of performance information in government budget papers, especially the
quality of performance information in government budget papers from a user’s
perspective. In Australia, whilst several studies have been undertaken on behalt of the
Australian Accounting Research Foundation regarding the reporting of performance
information from the user needs’ perspective, these studies examined performance
information in government department annual reports (Sutcliffe 1985; Sutcliffe et al
1991; Micallef et al 1994). In general, very few user needs’ studies of public sector
financial reporting have been conducted in Australia (Henderson and Scherer 1986;
Carnegie 1990; Clark 1999). Further, these studies focused on the needs of users of the
annual reports of government departments. Prior studies, as summarised in Table 3.3,
have examined users or the usefulness of financial reporting in the context of public
sector annual reports. To the best of the author’s knowledge, no empirical users needs’
study of budget papers, examining whether information in the budget papers meets the
needs of users as proposed by SAC2 and possess qualitative characteristic of

information according to SAC3, is publicly available.
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Chapter 3 Decision-Usefulness Model

3.4 Factors Affecting the Perceived Usefulness and the Use of Financial Reporting

To the best of the author’s knowledge, there exist no previous studies testing the
relationship and investigating factors that affect the perceived usefulness of information
particular to budget papers. Most studies have examined factors affecting the usefulness
of financial reports, in particular private sector annual reports. Consequently, literature
in this section is documented relating to factors that influence the perceived usefulness

of information in the context of financial reports.

In previous accounting and public budgeting studies, with consensus, several factors
have been found to significantly affect the perceived usefulness of financial reporting.
These factors which need to be considered are: the reading pattern or readership (e.g.
read thoroughly or cursorily) (Epstein 1975; Lee and Tweedie 1981); comprehension
difficulties (Anderson and Epstein 1996); and personal characteristics such as age
(Lee and Tweedie 1975b; Epstein and Pava 1993), gender (Reed 1986; Chung and
Monroe 1998), level of education and college major (Baker and Haslem 1973; Yunker
1990; Lee 1997), experience or occupation (Griffin 1982; Chang and Most 1985),
training (Alijarde 1997; Mendoza and Bescos 2001) and position and number of years

in the current position (Jreisat 1990;Vora 1992).

3.4.1 Empirical Research: Reading Pattern or Readership

Several studies identiﬁed that reading pattern or readership (thorough reading or cursory
reading) of users of financial reporting was associated with the perceived usefulness of
information in financial reporting (Epstein 1975; Lee and Tweedie 1975b, 1976, 1981;
Anderson 1981; Epstein and Pava 1993; Anderson and Epstein 1996).

In the United States, Epstein (1975) examined the shareholders’ readership and use of
corporate annual reports as well as the shareholders’ difficulty in understanding annual
report items, shareholders’ investment goals, and the effect of sophistication on the use
of the annual report. Epstein (1975) investigated whether or not corporate shareholders
were reading corporate annual reports and found the items in the annual report useful
for decision-making. Based on the overall average readership of the various items of the
annual report and the overall average usefulness of the items, the items which were read

more thoroughly tended to be the more useful ones, although the average usefulness
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rank of an item was somewhat below its average readership rank. In fact, the items in

the annual report were actually useful to those corporate shareholders who read them.

Moreover, Epstein (1975) found that the re'lationship between readership and usefulness
of corporate annual reports seemed to divide into two groups. The first group consisted
of those financial items where the relationship between readership and usefulness was
strong: balance sheet, footnotes, income statement, and funds flow. The second group
consisted of those non-financial items where the relationship was weak: the president’s
letter and the essay and pictorial on operations. However the auditor’s report fitted into
neither. In addition, Epstein (1975) found the auditor’s report to be the least read item in
the annual report, a finding confirmed by surveys conducted by Lee and Tweedie
(1975b) and Anderson and Epstein (1996).

Anderson and Epstein (1996) found that investors in Australia read the narrative and
pictorial items more and also found these more useful, indicating that their focus was
greater on the less financially based items. Furthermore, in the case of Australia and
New Zealand, the chairman’s statement was read more thoroughly than the financial
tatement items. On the other hand, American invesiors read the profit and ioss
statements more thoroughly than the non-financial items. In addition, Anderson and
Epstein (1996) concluded that there was a statistical association between readership and
the usefulness of both financial and non-financial statement items for investors across
the United States, Australia, and New Zealand. However, the directions of causality in
the relationship between readership and usefulness could not be ascertained from this
study. While careful readership may result in greater perceived usefulness, it may be
that only those investors who find items in annual report useful take the time to read
them. Hence, it is uncertain if readership results in perceived usefulness, or if perceived

usefulness determines readership.

Anderson (1981) in Australia and Lee and Tweedie (1981) in the United Kingdom, have
also conducted a similar survey to Epstein (1975) except for institutional investors and
stockbrokers. Anderson (1981) found that most institutional investors (79%) read the
income statement thoroughly. Lee and Tweedie (1981) found that the income statement
was read thoroughly by 91% of respondents, briefly by 7%, and not at all by 2% (the

balance sheet was relatively similarly read).
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3.4.2 Empirical Research: Comprehension Difficulties

Research into the communication of financial information has raised further questions
of whether users need more education in how to use financial reports and also whether
the profession needs to think more carefully about the terms used in financial
statements. Most user need studies in the private sector found that financial reporting
was not useful to users because they had difficulty understanding the reports (Epstein

1975; Lee and Tweedie 1981; Anderson and Epstein 1996).

Anderson and Epstein (1996) explained that the lack of usefulness of annual reports
compared with other sources of information occurred because annual reports were too
difficult to understand and did not contain information that was useful for investment
decisions. In addition, Anderson and Epstein (1996) suggested that investors who
understood information in financial reporting tended to find the information more useful
for decision-making than the other investors. Lee and Tweedie (1981), in a study of
institutional investors, revealed a surprisingly low understanding of technical
accounting terms. The users’ perception of their own understanding was high but their
answers to specific questions revealed some basic misconceptions of technical terms.
Epstein (1975) also found that shareholders did not find the annual report useful for
investment decision-making because they had difficulty understanding the financial

sections.

Several studies examined whether users of corporate annual reports understood the
information contained in annual reports (Epstein 1975; Lee and Tweedie 1976, 1977,
1981; Epstein and Pava 1993; Anderson and Epstein 1996). All of the studies found a
relationship between comprehension difficulty and the usefulness of annual reports.
Epstein (1975) found that the narrative and pictorial on operations was the least difficult
for the shareholder to understand and the footnotes were the most difficult. Moreover,
Fpstein (1975) concluded that the annual report did not satisfy user needs. The data was
either too complex in presentation or irrelevant, in the shareholder’s view, to the

investment decision.
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In Australia, Anderson and Epstein (1996) found that the Chairman’s address was the
Jeast difficult item to understand in the annual report. This would explain why it was
read more thoroughly. Slightly more than 70% of Australian investors reported that
annual report was either very useful or of moderate use. The evidence shows that, in
part, the United States investors use annual reports more because they have less
difficulty in understanding them. It was evident that financial statements were found
more difficult to understand due to a higher proportion of respondents lacking

accounting or finance education, training or job experience.

3.4.3 Empirical Research: Personal Characteristics of Users

The decision usefulness of accounting information is affected by the characteristics of
the users who must judge what information is useful to the particular decision being
made as well as affected by the decision maker’s capacity to process the information
(AARF 1990c; Reither 1997; Chung and Monroe 1998). According to SAC3, “the
concept of understandability requires a judgment about the “capabilities” of users”. As
a result, personal characteristics could affect the understandability of users and the
perceived usefulness of financial reporting. Therefore, understanding the personal
characteristics of users has important implications for the design and content of

financial reporting, including budget papers.

In previous accounting and public budgeting studies, personal characteristics of users
have been found to significantly affect the perceived usefulness of the information in
financial reporting (Baker and Haslem 1973; Epstein 1975; Lee and Tweedie 1975a, b;
Chang and Most 1985; Jones et al 1985; Reed 1986; Anderson and Epstein 1996; Smith
1996; Alijarde 1997; Mendoza and Bescos 2001) as well as affect human infui mation
processing (Lee and Staffeldt 1976; Yunker 1990; Lee 1991, 1997; Reither 1997,
Chung and Monroe 1998). Several personal characteristics which need to be considered
are: (a) age; (b) gender; (c) education; (d) experience or occupation; (e) training; and

(f) position and number of years in the current position.

(a) Age
Several studies incorporated age of the private sector investors in their postal
questionnaire to predict the usefulness of financial statements. However, the results

were inconclusive. While Epstein and Pava (1993) and Anderson and Epstein (1996)
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found a significant relationship between age and the perceived usefulness of financial
statements, Chang and Most (1985) and Epstein (1975) found the opposite result.
Anderson and Epstein (1996) found that, in Australia, older investors tended to use both
the financial and non-financial statements more than other investors. Furthermore,
Anderson and Epstein found that, for New Zealand investors, the only annual report

item related to an investor’s age was the chairman’s address.

(b) Gender

For gender difference, Lee and Tweedie (1975b) and Reed (1986) found that gender
difference affected the perceived importance of items in annual reports as well as the
decision making process. Chung and Monroe (1998) found that males and females
processed information differently. They concluded that males tended to be selective
information processors and encoded fewer details than did females. Usually, males
focused on a single cue or cues with a single inference. On the other hand, females
tended to be comprehensive and detailed processors by processing all or most of the

available information.

(c) Education

A number of studies incorporated education as an explanatory variable of the perceived
usefulness of financial statements and performance information. Many studies found
that there was a relationship between these two variables (Baker and Haslem 1973;
Epstein 1975; Chang and Most 1985; Reed 1986; Jreisat 1990; Anderson and Epstein
1996).

Anderson and Epstein (1996) found that an investor’s level of education was positively
associated with the usefulness of the footnotes’ section of the annual report in the
United States and the cash flow statement in Australia. Anderson and Epstein (1996)
also found that those investors who had formal education in a finance related field
tended to use financial statements more than other investors. Chang and Most (1985)
found that investors’ views on the importance of corporate annual report items were
highly correlated with a college major. Likewise, Lee and Tweedie (1981) found that
Investment analysts and investors with an accounting qualification seemed to have the
best understanding of financial statements. Epstein (1975) found that formal education

in accounting or finance seemed to affect the level of usefulness of some of the more
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technical items in annual reports. Furthermore, Baker and Haslem (1973) found that the
investment information used was influenced by the knowledge and background of the

person performing the analysis.

In the public sector, Reed (1986) also found that education and personal perceptions of
the severity of local crime affected the perceived usefulness of performance information
and the decision making process. Several public budgeting studies examining state
budget officers also found that budgetary practice and the use of performance
information and analysis depended on the capabilities of users in relation to the level of
education and the academic discipline (Yunker 1990; Lee 1991, 1997). Lee (1997)
found that budget officers with master degrees in public administration most likely

made more use of program information and analysis.

On the other hand, several studies found no relationship between the education of users
and the perceived usefulness and the use of information. Anderson and Epstein (1996)
found no relationships between the perceived usefulness of various parts of the annual
report and investors’ level of education in New Zealand. Smith (1996) also found no
significant difference in preference percentages or ranks of the usefuiness of items in
annual reports between two sets of users with different education. Jreisat (1990), in a
study of local budgeting and finance administrators in Florida, found no significant
relationships between personal characteristics (including academic degrees and college
majors) and the use of productivity measurement information in the budget process.
Likewise, Lee and Staffeldt (1976), in their study of state budget office staff, found no
significant relationsnips between educational characteristics (including levels of
education and academic disciplines) and budgetary practice (including the use of

program effectiveness analysis and productivity analysis in decision making).

(d) Experience or Occupation

Anderson and Epstein (1996) found that the perceived usefulness of the financial
statement was a function of experience for investors in the United States. Those
American investors who had a job in a finance related field tended to use financial
Statements more thoroughly than did other investors. In contrast, no statistically
significant relationships were indicated for the Australian and New Zealand investors.

FUrthennore, Chang and Most (1985) found that the American investors’® views on the
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importance of corporate annual report items were highly correlated with occupation.
However, for investors in the United Kingdom and New Zealand, there were significant
differences confirming the United States’ results in respect to occupation. Reed (1986)
also found that work experience of public budget officers and auditors could affect the
perceived usefulness of non-monetary performance information and decision making. In
addition, Griffin (1982) concluded that users’ needs were specific and related to each

job, decision-making task, or environment.

In the United Kingdom, Lee and Tweedie (1977) found a distinction between private
shareholders who had no experience of accounting and those who had such a
background in terms of their needs and their perceived usefulness of information. In
addition, Lee and Tweedie (1975a) found that shareholders employed in occupations
related to accounting as well as investment or financial management field believed that

they understood reported information better than those in other occupations.

(e) Training

Mendoza and Bescos (2001) found that managers with a finance background or who
held a management accounting or financial controller position, were globally more
satisfied with the information available than those without training in finance or
management and who did not hold management accounting responsibilities. In Spain,
Alijarde (1997) found that the lack of accounting training of potential users of the
information reduced the usefulness of financial reporting enormously. Anderson and
Epstein (1996) found that investors with previous training or experience in business
were slightly more likely to read the auditor’s report than those investors without such
experience. Chang and Most (1985) found that American investors’ views on the
importance of corporate annual report items were highly correlated with their amount of
formal investment training. However, for investors in the United Kingdom and New
Zealand, there were significant differences confirming the United States results in
respect to formal investment training. Furthermore, several researchers supported the
finding that managers or budget officers should have appropriate training in order to
better sort information and perform tasks related to program measurement, monitoring

and evaluation (Lee 1991; McKinnon and Bruns 1992; Mendoza and Bescos 2001).
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On the other hand, Chambers and Clarke (1986) found that accountants who had
training did not respond differently from non-accountants about the use of accounting
terms, use of certain prices and price-based calculations, and ideas about wealth and

change in wealth.

(f) Position and number of years in the current position

Few studies have examined the impact of position held in the organisation and the
number of years in the current position on the use and usefulness of information. Vora
(1992) examined the usage of the fifteen productivity and performance measures at
three levels of management (top, middle, and first) in private companies. The results of
Vora (1992) indicated that managers used all fifteen types of measures. However, the
usage rate and the pattern of usage in the choice of specific measures varied greatly
between the different levels of management. The usage rate of all fifteen types of
measures decreased from top to middle to first level of management. Jreisat (1990), in a
survey of Florida government finance and budget officers, examining the use of
productivity measurement and new techniques of budgeting found no significant
relationships between the number of years in the current position and the use of the

productivity measures information.

3.5 Summary

A review of literature about the usefulness and user needs of budget papers revealed a
considerable lack of knowledge in this area. Further, there was a dearth of literature
examining the quality of performance information from the users perspective, especially
in budget papers. A review of research literature illustrated that most studies examined
performance information in annual reports. As there is a lack in the study of government
budget papers, the literature review in this chapter therefore has been mostly limited to
the usefulness of financial reporting, in particular, the annual reports both in the private
and the public sector. Nevertheless, the preceding literature review has provided a
useful basis for the development of a conceptual framework for this study to assess the
usefulness of information in budget papers. The conceptual framework, research
propositions and research methodology used to conduct this study are discussed in the

next chapter.
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CHAPTER 4
RESEARCH METHODOLOGY

4.1 Introduction

In this chapter the conceptual framework including the operationalisation of variables,
the research propositions, and the research methodology are described. The justification
of the research method, in particular the mail survey and the content analysis employed
by this research, is discussed. For both the mail survey and the content analysis,
information is provided about the population, the validity and the reliability analysis of

the research instruments, the data collection and the data analysis procedures.

4.2 Conceptual Framework for Assessing Perceptions about OBB

In the present study, the conceptual framework (Figure 4.1) was developed for assessing
perceptions about the usefulness of OBB in terms of the usefulness of information
generated by OBB within government budget papers and the consequences of using

OBB in government departments.

The descriptions and dimensions of each concept according to the conceptual

framework in Figure 4.1, are outlined as follows.

The usefulness variable measures for the purpose of this study include the following
dimensions:

1. the frequency of use of budget papers:

2. the usefulness of seven i*2ms within budget papers: Treasurer’s speech; financial
statements; statistical performance information; descriptive explanation of
outputs; descriptive contribution of outputs to department objectives; descriptive
contribution of outputs to government outcomes; and output cost information;

3. the frequency of use of four types of performance measures: quality measures;
quantity measures; cost measures; and timeliness measures; and

4. the usefulness of four types of performance measures: quality measures;

quantity measures; cost measures; and timeliness measures.
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Figure 4.1: Conceptual Framework for Assessing Perceptidns about OBB
Independent Variables Statistical Methods Dependent Variables

Usefulness of information generated

by OBB within budget papers

Readership Q.12 Chi-square test

hension Difficulti 14 Chi-square test Usefulness of
Comprehension Difficulties Q > Items within Budget Papers

Q.10,11,15
Purposes for Using Budget Papers Q.13 | Chi-square test
Qualitative Characteristics

Relfevafzf'e Q.18 a,bc,d ) Usefulness of
Reliability Q 18 C,f,g,_h Chi-square test | Output Performance Information
Comparability Q.18 ij,k,1 Q.16 a,b,c,d
Understandability Q.18m,n,0 Q. 17abed

Qualitative Characteristics

Relevance Q. 23 a
Reliability Q. 23 b Chi-square test

o N Usefulness of
Comp arabzltty. Q 23cde " Total Output Cost Information
Understandability Q. 23 f,g Q.16 ¢, 17c

Usability Q. 23 h,i

Personal Characteristics Chi-square test

Q. 61,62,63,64,65,66,67

=

Consequences of using OBB:

Impact on
Decision Making
Knowledge about OBB and Q.24,25,26,27,28,29,30,31,32,33,34,
Performance Measures Q.2-9 35,60 (a,b)
Performance information preparation Accountability
Q.20 Q.36,37,38,39,40,41,42,43,44 45,
46,47,48,60 (c,d)
Performance audits by external auditors Logistic _ Use of Performance Information
) v .19
Q21 Regression Q
Checking for accuracy of Organisational Operations
o Q. 49,50,51,52,53,54,55,
performance measures Q.22 56,57,59, 60 (e,f,g,h)
Educational training of performance
measurement Q.65
OBB Concept Q.1 and

Overall Usefulness of OBB Q.58, 68
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Jtems representing the concept of usefulness of information were developed by
modifying questions from previous studies such as those of Epstein (1975), Larcker and
Lessig (1980), Anderson and Epstein (1996) and Clark ( 1999) about the usefulness of

information and annual reports.

The concept Knowledge about OBB and Performance Measures is based on the
definitions of terminologies used for Output Based Budgeting provided by Australian
authoritative bodies, as identified in Chapter 1: Sections 1.7.2 and 1.8 and Chapter 3:
Section 3.2.1. Specifically, Questions 2 and 3 in the OBB survey questionnaire (see
Appendix 1) were developed from the definitions provided by the Victorian Department
of Treasury and Finance (1997b). Questions 4 and 5 were developed from the
definitions provided by the Steering Committee for the Review of Commonwealth/
State Service Provision (1999). Questions 6 and 7 were developed from the definitions
provided by the Commonwealth Department of Finance and Administration (1998).
Finally, Question 9 was developed from the definitions provided by the Australian

Accounting Research Foundation (1990b).

The concept purposes for using budget paper is based on the purposes identified in
SAC2 (AARF 1990b), including the following dimensions: making decisions about the
allocation of resources; evaluating decisions about the allocation of resources; and

accountability.

The concept Qualitative Characteristics of Information is based on the characteristics
identified in SAC3 (AARF 1990c), including the following dimensions: relevance,
reliability, comparability, and understandability. Furthermore, another dimension of
characteristics of information is usability derived from the previous study of Larcker

and Lessig (1980).

The concept Consequences of Using OBB is investigated in three dimensions as
follows: the impact on decision making; the impact on accountability; and the impact on
organisational operations. This concept is based on the output budgeting system concept
provided by the treasuries of the Australian states and territories as well as the literature
review about other budgetary systems in Chapter 2. Items representing this concept

were developed on the basis of treasury guides about OBB (e.g. Western Australia
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Treasury Department 1996a, b; VDTF 1997b; Commonwealth Department of Finance
and Administration 1998; Queensland Treasury 1998b) or modified from prior studies
of Macleod (1971), Dean (1986b), Bellamy and Kluvers (1995); Kluvers (2001a),
Melkers and Willoughby (2001), and Willoughby and Melkers (2001) about public
budgeting systems based upon the literature noted in Chapter 2.

The dependent variables for this study include:

1. the usefulness of information generated by OBB within budget papers,
specifically, the usefulness of items within budget papers; the usefulness of output
performance information; and the usefulness of total output cost information;

2. the consequences of using OBB in Victorian government departments,
specifically, the impact of OBB on the decision making; the impact of OBB on
accountability; and the impact of OBB on organisational operations; and

3. the use of performance information.

The independent variables influencing each dependent variable are as follows:

1. For the dependent variable the usefulness of items within budget papers, the
independent-variables are readership, comprehension difficulties, purposes for using the
budget papers (as proposed by SAC2), and personal characteristics.

2. For the dependent variables the usefulness of output performance information and
the usefulness of total output cost information, the independent variables are purposes
for using the budget papers (as proposed by SAC2), qualitative characteristics of the
information (as proposed by SAC3), and personal characteristics.

3. For the dependent variable the use of performance information, the independent
variables are knowledge about OBB and performance measures, performance
information preparation, performance audits by external auditors, checking for accuracy

of performance measures, and the educational training of performance measurement.

The variables readership; comprehension difficulties, and personal characteristics (age,
gender, highest level of education, accounting background, performance measures
training, duration in current or similar job, and area of responsibility or principal task)
were included in the conceptual framework as being independent variables for this study
based on the significant relationship found in the literature review as described in

Section 3.4 (e.g. Epstein 1975; Lee and Tweedie 1975b; Epstein and Pava 1993).
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Many factors may influence the perceived usefulness of information to users. In order to
identify a set of comprehensive and significant items that represent each concept, a
thorough examination of concepts was undertaken in the Australian treasuries guides to
implement output budgeting and management of the six states and two territories, the
accounting conceptual frameworks of various countries, including the Australian
Statements of Accounting Concepts, and journals, as well as conference papers relating
to OBB. Consequently, the independent variables and dimensions of each concept
examined in the present study were those suggested by the existing literature review, the

Australian treasuries guidelines, and some observations.

4.3 Propositions

As previously discussed, the two main research questions according to the aims of this

study for assessing the usefulness of OBB were as follows.

Research Question 1: How useful is the information generated by OBB within the

Victorian budget papers?

Research Question 2: What have been_the_consequences.of using OBB in Victorian

government departments?

To answer these two research questions, six propositions were developed for this study

as outlined below.

4.3.1 Propositions for Research Question 1

The usefulness of information generated by OBB is investigated in three areas: the
usefulness of items within budget papers; the usefulness of output performance
information; and the usefulness of total output cost information. Three propositions
were developed for Research Question 1, based on the proposed conceptual model

presented in Figure 4.1.

According to the literature review in Chapter 3: Section 3.4, the perceived usefulness of
financial reporting was found to be statistically correlated with several factors, such as
readership (Epstein 1975; Anderson and Epstein 1996), comprehension difficulties
(Epstein 1975; Lee and Tweedie 1981; Epstein and Pava 1993; Anderson and Epstein
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1996), and personal characteristics (Baker and Haslem 1973; Lee and Tweedie 1975b;
Chang and Most 1985; Jones et al 1985; Reed 1986; Anderson and Epstein 1996).
Therefore, it is expected in this study that there is a relationship between usefulness
variables and the following variables: readership; comprehension difficulties; purposes
for using the budget papers; qualitative characteristics of information; and personal

characteristics of users. This leads to the following proposition.

Proposition 1
There is a relationship between the usefulness of budget papers, in particular the
frequency of use of budget papers and the usefulness of items within the budget papers,
and: (a) the readership;

(b) the comprehensiosn difficulties;

(c) the purposes for using the budget papers; and

(d) the personal characteristics of the users.

As mentioned earlier in Section 1.7.1, the Australian conceptual framework, including
SAC2 and SAC3, is based primarily on the decision-usefulness model. Particularly,
SAC2 is based on the principle that if the nature of the users and their purposes for
using the financial report is known, it is possible to provide information that better
meets the needs of those users. Consequently, this may lead to users being more
satisfied and perceiving the information provided as more useful. Therefore, it is
expected in this study that there is a relationship between the perceived usefulness of
information and (a) the personal characteristics of users and (b) the purposes for using

budget papers.

Furthermore, SAC3 is also based on the same assumption and further emphasises that
information possessing certain qualitative characteristics will satisfy the needs of users
and enhance the usefulness of information to users. Therefore, it is expected in this
study that there is a relationship between the perceived usefulness of information and
the qualitative characteristics of information. For this study, emphasis is placed on
investigating the usefulness of performance information to users in terms of the
qualitative ~characteristics proposed by SAC3. Performance information covers
government activities and can be used to assess the performance of the government in

an era of increasing accountability, an objective of this study.
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Consequently, Proposition 2 was developed to investigate the usefulness of performance
information in budget papers. Additionally, Proposition 3 was created to examine the
usefulness of the total output cost information in budget papers. These two propositions

are specified below.

Proposition 2

There is a relationship between the usefulness of output performance information and:
(a) the purposes for using the budget papers;
(b) the qualitative characteristics of performance information; and

(c) the personal characteristics of the users.

Proposition 3
There is a relationship between the usefulness of total output cost information and:
(a) the purposes for using the budget papers;
(b) the qualitative characteristics and usability of total output cost information; and

(c) the personal characteristics of the users.

4.3.2 Propositions for Research Question 2

The consequences of using OBB were investigated in three areas: the impact of OBB on
decision making; accountability; and organisational operations. Answers to Research
Question 2 were found by testing three propositions by means of using the findings

from this study to determine whether the propositions were supported by the data.

4.3.2.1 The Impact of OBB on Decision Making

Many advocates of OBB claim that OBB will help governments to improve
management information and provide better performance information to aid rational
decision making (Pallot and Ball 1996; Western Australia Treasury Department 1996b,
2000; McTaggart 1997; VDTF 1997b, c; Trenorden 2001). Further, Boston et al (1996)
stated that distinguishing purchase and ownership interests of the government, as well
as the requirements of output financial reporting, resulted in facilitating the allocation of
resources into key priority areas. Other advocates claimed that OBB systems facilitated
output costing which would be used for rational budget allocations and lead to better
resource allocation decisions (Holmes and Wileman 1995; VDTEF 1997b;

Commonwealth Department of Finance and Administration 1998).
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Nevertheless, the critical question arises as to whether OBB will encounter some of the
same problems as previous budgetary systems such as program budgeting. Wildavsky
(1975) argued that information provided by program budgeting was often irrelevant to
managers. As a result, managers could not use that information for decision making.
Simpkins (1998) also shared the same view of the provision of non-useful information
for decision making of the previous New Zealand budgetary system. Boston et al (1996)
argued that the allocation of costs to departmental outputs had been particularly
difficult. As a result, the cost information might not be useful for decision making.
Recently, Olson et al (2001) also questioned whether the information reported in the
new public financial management system was trustworthy, useful and used for decision
making. Another argument is concerned with the problem of the impossibility of a
rational comprehensive approach to decision making (Lindblom 1959; Wildavsky
1975). Therefore, whether the use of OBB will overcome these problems and has
impact on decision making needs to be investigated. The fourth proposition is stated as

follows.

Proposition 4

4.3.2.2 The Impact of OBB on Accountability

It was claimed that the pre-existing system of accountability was inadequate or lacked
transparency (Guthrie 1998; Simpkins 1998). Therefore, OBB focused on the
presentation of information on an output basis and was introduced to overcome or at
least minimise the accountability and fransparency problem. Proponents of OBB
claimed that it would encourage greater accountability by governments (VDTEF 1992a;
OECD 1997b; Queensland Treasury 1998b; Western Austraiia Treasury Department
2000). Boston et al (1996) supported the view that the departmental reports based on
output specification (in terms of quantity, quality, cost, location, and time); the
clarification of departmental responsibilities; and the new model of performance
reporting helped to hold managers accountable. Furthermore, the quantifiable nature of
outputs made managers amenable to expenditure cutting and to contracting out. In
addition, distinguishing purchase and ownership interests of the government and the
requirement of output reporting would help the government to improve the transparency

of governmental activities.
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Nevertheless, Knight and Wiltshire (1977) argued that the inclusion of performance data
in the budget document led to the danger of the automatic acceptance of the worth of a
particular departmental activity. They discussed the difficulty in formulating data that
accurately reflected an agency’s output and activities, and the problem of the quality of
performance. Several authors agreed that performance audits as well as careful and
periodical reviews of performance data were essential if performance data were to be of
any value in enhancing accountability (Babunakis 1976; Knight and Wiltshire 1977;
Pallot and Ball 1996; Kluvers 2001a). Further, Knight and Wiltshire (1977) indicated
that the inclusion of statistics and textual comment in budget papers led to the over-
burdening of the documents with doubtful figures in assessing the value of departmental
activities. Mascarenhas (1996) also found that public officials did not have time to make
use of performance information. Given the controversy over the impact of OBB on

accountability, the fifth proposition was created to examine these issues as follows.

Proposition 5

The use of OBB enhances accountability.

Furthermore, several authors supporied the view that the use of performance measures
in the public sector would enhance accountability of the government (VDTF 1997b;
Kloot 1999; Commonwealth Department of Finance and Administration 2000; Kluvers
2001b). Therefore, the use of performance information and factors influencing the use
of performance information by public officials in Victorian government departments are
investigated in this study. A proposition was generated to examine factors affecting the

use of performance information as follows.

The use of performance information generated by OBB is significantly related to:
(a) knowledge about OBB and performance measures;

(b) performance information preparation;

(¢) performance audits by external auditors;

(d) checking for accuracy of performance measures; and

(e) the educational training of performance measurement.
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4.3.2.3 The Impact of OBB on Organisational Operations

Many advocates of OBB claimed that OBB systems could assist organisational
improvement by linking budget and performance over time; improving the effectiveness
of resource allocation; increasing the understanding of government operations and the
outputs to be produced; reducing duplicative activities; and improving responsiveness to
customers (Holmes and Wileman 1995; South Australia Department of Treasury and
Finance 1997b; VDTF 1997b; Commonwealth Department of Finance and
Administration 1998; Queensland Treasury 1998b; Campos and Pradhan 1999; Western
Australia Treasury Department 2000). Therefore, it is expected that the use of the OBB
in the public sector will help governments to improve their organisational operations.

This leads to the following proposition.

Proposition 6

OBB has a positive impact on organisational operations.

4.4 Research Methods

Combined research methods including mail survey questionnaires and content analysis
were used as the basic methods for collecting data in order to develop the conceptual
analysis of the usefulness of OBB. Many authors agree that each data collection method
has some biases (Nachmias and Nachmias 1996; Punch 1998; Blaikie 2000). Therefore,
the use of a combination of methods is likely to reduce the biases and increase the
validity and reliability of research data (Nachmias and Nachmias 1996; Sekaran 2000).
If the findings from the different data collection methods are consistent, the internal
validity of those findings is increased. This study therefore employed triangulation tc -

overcome the biases that stem from use of a single method.

For this study, a quantitative survey questionnaire was used as the main method to
answer the research questions, while a content analysis method was employed as a
supplementary method to check and extend some results of the survey questionnaire
findings. Other research methods were not appropriate for this study because they did
not meet the objective of the present study or they might have been difficult to

implement.

104



Chapter 4 Research Methodology

The participant observation method was considered to be an inappropriate method for
this study because it was unlikely or impossible that the researcher would be allowed to
observe or participate in the budgetary negotiations and decision making of government
departments. Furthermore, according to the aim of this study, the researcher did not
intend to develop a theory from an observation but aimed to substantiate existing theory
by investigating the gap between the normative and descriptive theories or between the
theory and practice (i.e. budget theory versus budget practice or qualitative
characteristics of information based on SAC3 versus perceived quality of information).
Grounded theory is more appropriate to use for the construction of theory rather than for

the verification of theory. Therefore, grounded theory was not appropriate for this study.

4.5 Survey

The survey method was the most appropriate method for this study because it provided
a straightforward method with which to measure user perceptions. According to the
literature review in Section 3.3, the research method used most frequently in the user
need studies was the postal questionnaire seeking information about user attitudes.
Other methods such as structured or unstructured interviews, case studies and content
analysis appeared less frequently. Most researchers_of public. budgeting (Jreisat 1990;
Lee 1997; Kluvers 2001a; Melkers and Willoughby 2001) and government financial
reporting (Henderson and Scherer 1986; Adam et al 1989; Carnegie 1990; Ingram and
Robbins 1992; Coy et al 1997) used the mail survey method in their studies.

There are three methods of gathering data by using a survey: mail (including electronic
mail and web based) questionnaires; personal interview; and telephone interview (Jones
1996, Nachmais and Nachmais 1996). The telephone interview has limitations on
interview length and the complexity of the question. The personal interview faces the
problem of interviewer bias, high cost because of travel tasks and it is time consuming
(Cooper and Emory 1995). For the present study, a mail survey questionnaire seemed to
be the most appropriate method of gathering data in preference to a personal or

telephone interview for a number of reasons.
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First, the population of this study consisted of hard-to-reach and very busy people with
limited free time (i.e. Department Secretaries and Chief Executive Officers). Those
hard-to-reach participants were best contacted by mail because an envelope can be
addressed to a particular individual. Participants can reply at length to survey
questionnaires at their own convenience (Cooper and Emory 1995; Nachmais and
Nachmais 1996; Zikmund 1997; Sekaran 2060). Second, a mail survey can reach a large
rumber of people with a minimum of cost and minimal staff involvement (Cooper and
Emory 1995; Johnson 2002). Third, a mail survey can obtain responses to an extensive
and relatively long questionnaire as employed by this study. Fourth, the questionnaires
in this study might include some sensitive questions. A mail survey is perceived as an
impersonal survey method and assures a higher degree of anonymity than other survey
methods. Therefore, a mail survey can encourage participants to reply and give honest
responses to sensitive questions (Cooper and Emory 1995; Nachmais and Nachmais
1996: Johnson 2002). Finally, the absence of the interviewer means that there is no
interviewer bias that results from the personal characteristics of interviewers and

variability in their skills (Nachmais and Nachmais 1996).

Nevertheless, the absence of the interviewer in the maii survey may have disadvantages
because there is no interviewer to probe for additional information or clarify an
ambiguous answer. Thus, questions and instructions must be clear-cut, simple, and
straightforward (Zikmund 1997). Otherwise respondents must use their own
interpretations of what the questions mean, which may be wrong. As a result, each
respondent might attach a different personal meaning to each question. Moreover,
respondents usually ¢xamine questionnaires before answering so that they can skip
questions or come back to them later. This may bias the responses. Furthermore,
questions may be biased towards.the ideas of the researcher. By structuring questions in
the questionnaires, the respondents may be manipulated to give responses for which the
researcher is searching (Jones 1996). In some situations, respondents may think that
there is a preferred answer for the question, thus they do not respond honestly to the
question (Babbie 2001). Finally, conducting a mail survey needs to have accurate and

up-to-date mailing lists which might be difficult to obtain.
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Despite the limitations, a mail survey was used for the purpose of the present study with
precautions to minimise bias in designing the survey questionnaires; employing survey
procedure; selecting the population to whom the questionnaire was sent; analysing the
responses; and drawing conclusions from the findings. In addition, the OBB
questionnaire used in this study was pilot tested to ensure the suitability of the
questions. Furthermore, to assure the validity of results from the survey questionnaires
with a small population size, effort was devoted to ensuring an adequate response rate to
the OBB questionnaire. Several techniques were used to increase the response rate as
follows: limiting the questionnaire length; providing prepaid reply envelopes; sending
two follow-up mails; ensuring anonymity; using a cover letter to convince respondents
of their significant contributions to the success of the study; and offering a

complimentary copy of the results.

In summary, this study employed a mail survey to investigate the perceptions of
respondents about the usefulness of OBB. In the next sections, population,
questionnaire design, reliability and validity of the survey instruments, survey

procedure and data analysis technique are discussed.

4.5.1 Population and Samples

To achieve the aims of this study, the population was identified as Victorian public
officials who worked for Victorian government departments in areas related to output
budgetihg and management during the budget year 2002/03 and who were the users of
the 2002/03 Victorian budget papers. After considering the Victorian government
directory, it was found that many of the public officials were not the recipients of
budget papers. Therefore, the population was restricted to those public officials, who
met both of the following criteria:

1. public officials, whose names were listed in the 2002/03 Victorian
government directory and who worked for government departments in the area of output
budgeting and management, such as finance, budgeting, accounting, policy and
planning, and performance review or evaluation; and

2. public officials who held positions identified in the budget papers recipient
list as being: secretaries; deputy secretaries; executive directors; directors; chief
financial officers; chief planning officers; and managers of Victorian government

departments.
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In summary, the population consisted of users of the Victorian budget papers who
worked for Victorian government departments in the area related to OBB. This was to
ensure that respondents were familiar with the topic under investigation relating to both
the usefulness of information within the Victorian budget papers and the consequences
of OBB in government departments. Due to the specific characteristics of the
population, a combination of two databases was used to obtain the mailing list and total

population of this study.

First, the database for the population of the Victorian public officials who worked for
the nine departments during the budget year 2002/03 (during the period when this
research was conducted) was obtained from the 2002/03 Victorian government
directory. This database was used because the Victorian government directory was the
most comprehensive, reliable and up-to-date directory of Victorian department public
officials. Furthermore, the directory was publicly available and provided names,
positions, addresses, telephone numbers and e-mail addresses of Victorian public
officials who worked in the budget year 2002/03. This contact information, especially
names of the potential participants, enabled the researcher to send questionnaires to
particular individuals by indicating their names, positions and addresses on the

envelopes.

Second, the database for the population of the users of the 2002/03 Victorian budget
papers was obtained from the budget paper recipient list provided By the VDTF. It was
important to obtain the recipient list from the VDTF because it was the government
department responsible for the production and distribution of ihe Victorian budget
papers to all recipients including all Victorian government departments. Specifically,
the population and criteria of the recipients of the 2002/03 Victorian budget papers were
obtained from the officer responsible for the recipient list of the Victorian budget
papers. The names and contact addresses of the participants from the budget papers
recipient list according to the criteria provided by the VDTF were obtained from the
2002/03 Victorian government directory and publicly available information from all

nine Victorian government departments websites through the Internet.
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After some time spent identifying the total population, especially for the recipients of
budget papers across nine Victorian government departments, it was determined that
there were 213 public officials who met the criteria of being the population of this
study. Due to the relatively small population, this study therefore surveyed the entire
population thereby providing data that was not only accurate but also precise (Zikmund
1997). The questionnaire was addressed to 213 particular individuals.
Four questionnaires were undelivered and returned to the sender by the post office. This

effectively reduced the population survey size to 209.

4.5.1.1 Identifying the Users of the Budget Papers in this Study

A review of prior studies shows that at least three methods have been employed to
identify and survey users of public sector general purpose financial reports, in
particular, of government annual reports: self identification by user volunteers; third
party identification of users (i.e. preparers); and users in the recipient list of financial

Teports.

The first method aims to identify actual users of government financial reports by means
of placing a questionnaire in annual reports held in public libraries (Butterworth et al
1989) or inserting a card in annual reports distributed by the institutions (Coy et al
1997) and then, waiting for users to self-identify and return the card to the researcher.
Those who return a card are then surveyed. There are several reasons why this method
was not appropriate for this study. First, this method was impossible to employ for this
study because the 2002/03 Victorian budget papers had already been distributed to the
recipients by the VDTF in May 2002 prior to undertaking the survey for this study
which was conducted in Ndvember 2002. Therefore, the researcher could not place the
questionnaire in budget papers when they were distributed. Furthermore, it is unlikely
that the researcher would have been allowed to insert cards or questionnaires in the
budget papers when they were distributed. The researcher informally made a request to
the VDTF to distribute the questionnaire to people on its mailing list on the researcher’s
behalf without providing the mailing. list to the researcher. The researcher also
undertook to be responsible for all expenses of mailing out the survey questionnaires
including the prepaid reply envelopes. However, the VDTF was reluctant to distribute

the questionnaire on the researcher’s behalf, F inally, as this method relies on respondent
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volunteers to self-identify it cannot be regarded as capturing a comprehensive set of all

users.

The second method of identifying users is by means of seeking the views of senior
internal members of government departments or account preparers (Atamian and
Ganguli 1991; Jones and Puglisi 1997). The problem with this approach is that it relies
on the judgments of the third party, thereby limiting the validity of any findings or

conclusions drawn.

The third method of identifying and surveying users of public sector general purpose
financial reports is to survey users on the actual recipient list of annual reports by
government authorities (Jones and Puglisi 1997). This study employed the third method
to identify users by relying on the researcher’s inspection of the actual lists of recipients
of budget papers because it provided several advantages. First, relying on the recipient
list was considered to be a more objective and reliable source of information because it
was not dependent on those recipients responding to identify themselves, thus there was
less chance of missing information. Second, this method considered the data of actual
recipients rather than third party judgments, which relied on the perceptions of report
preparers or senior internal members in the organisation. Finally, according to de Vaus
(2002) it is common for mail surveys to use particular lists to obtain the population or
sample frame. This study therefore identified users of the Victorian budget papers as
persons, who were in the actual lists of budget paper recipients provided by the VDTF.

Nevertheless, there are at least two identifiable limitations when relying on fecipient
lisis to identify users. First, not all recipients who receive budget i)apers will actually
use the budget papers. Second, there may be other actual users of budget papers, who
gain access to budget papers from other sources rather than directly receiving budget
papers from the VDTF, for example, borrowing budget papers from a library or getting
budget papers via the Internet. However, it should be noted that although there may be
other users of budget papers, it is likely that public officials are the prime users of
budget papers rather than external users. Despite these limitations, this study relied on a
recipient list to identify users of budget papers because the aims and population of this

study focused mainly on users of the budget papers, who were public officials.
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Therefore, using a recipient list was considered to be sufficient and appropriate in

providing a comprehensive and objective list of public official users of budget papers.

4.5.2 Questionnaire Design

According to the aims of the present study, the questionnaire was designed to measure:
(1) perceptions of budget paper users on the usefulness of items and performance
information generated by OBB within the budget papers; and (2) perceptions of public
officials on the consequences of using OBB in the public sector. The questionnaire (see
Appendix 1) consisted of 68 questions within four Sections printed in a six-page booklet

on pale colored paper. The details of each section are described as follows.

Section A (Questions 1-9) was designed to evaluate general knowledge and

understanding of OBB and performance measures by public officials who were users of

budget papers.

Section B (Questions 10-23) was designed to assess perceptions on the usefulness of

information generated by OBB. Questions in this section were devised and divided

arcantinna
LA

amongst four main conce perceptic

1ain concepts. t, Question Wer ign
on the usefulness of items within the Victorian budget papers. Second, Questions 16-18
were designed to assess perceptions on the usefulness of output performance
information. Third, Questions 19-22 were designed to assess the extent to which
performance measures were used. Fourth, Question 23 was designed to assess

perceptions on the usefulness of total output cost information.

Section C (Questions 24-58) was designed to examine the consequences of using OBB

in the public sector. Questions in this section were developed and divided amongst three
main concepts. First, Questions 24-35 were designed to assess perceptions about the
impact of OBB on decision making. Second, Questions 36-48 were designed to assess
perceptions about the impact of OBB on accountability. Third, Questions 49-58 were
designed to assess perceptions about the impact of OBB on organisational operations.
Question 59 sought information about various problems since the implementation of

OBB. Question 60 was intended to measure the degree of effectiveness of using OBB.
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Finally, Section D (Questions 61-67) was concerned with personal information about

participants and Question 68 involved opinions about the best alternative of

implementing OBB. Table 4.1 summarises variables and questions in the OBB

questionnaire for each concept according to the conceptual framework, Figure 4.1.

Table 4.1: Questions in the OBB Questionnaire Classified by Concept

Variables in the OBB Questionnaire

Question(s)

Usefulness of information generated by OBB within budget papers

Decision making

OBB concept and overal] usefulness of OBB 1,58, 68
Knowledge about OBB and performance measures 2-9
Readership 12
Purposes for using budget papers 13
Comprehension difficulties 14
Usefulness of items within budget papers 10,11,15
Usefulness of output performance information 16ab,.cd

17 a,b,c,d
Usefulness of total output costing information 16 ¢, 17¢c
Qualitative characteristics 18 and 23
Use of performance information 19
Performance information preparation and performance audit 20,21,22
Consequences of using OBB: Impact on

24,25,26,27,28,29,30,31,

32,33,34,35,60 (a,b)

Accountability

36,37,38,39,40,41,42 43,
44,45,46,47,48,60 (c,d)

Organisational operations

49,50,51,52,53,54,55,
56,57, 59, 60 (e,f,g,h)

Personal Characteristics

61,62,63,64,65,66,67

4.5.2.1 Development of Questionnaire Items

An extensive search of the literature in the area of output budgeting and users of

government financial reporting revealed that there has been very limited research,

particularly in respect of budget papers and the consequences of using OBB in

Australia. No existing questionnaire was found to be directly applicable, specifically

addressing all issues focused on by this study.

Even though some previous studies focused on testing the relationship between the

usefulness of information in financial reports and the readership as well as the

comprehension difficulties (e.g. Epstein 1975; and Anderson and Epstein 1996), these

studies focused on testing the relationship of those variables within private sector

annual reports. None of the studies examined budget papers and addressed the issue of
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the relationship between the usefulness of information and the qualitative characteristics

of the information as well as the purposes of using the financial reports.

Furthermore, some previous studies addressed the issues of the consequences of using
other budgetary systems, such as performance based budgeting (Willoughby and
Melkers 2000) and program budgeting (Kluvers 2001a). However, the studies did not
focus on output based budgeting systems and did not focus on the departmental level.
Consequently, some questionnaire items were developed or modified from previous
studies. Otherwise, additional questions were developed as suitable to use in the present

study based on well defined existing theoretical framework and concepts.

4.5.2.2 Format of Questions

Most questions in the questionnaire were shown in closed form, in which the
respondents were offered a choice of alternative replies. There are a number of
advantages in using closed questions. First, they are easy to use and enable respondents
to complete the questionnaire quickly, thus they might attract the interest of respondents
in answering the questionnaire. Second, there is less chance of losing data due to
indecipherable handwriting or unique spelling (Johnson 2002). Third, quantification of
the answers is straightforward (Oppenheim 1966). Fourth, closed questions enable more
questions to be asked within a given length of time. Finally, closed questions allow
respondents to classify themselves into the categories provided. Nevertheless, using
closed questions is at the expense of not providing relevant data or limiting freedom of

choice to the respondents, hence loss of expressiveness.

The use of open questions was minimised for reasons of coding and comparability. A
few questions used dichotomous scales and categorical scales supplemented with
“other” as a category option at the end of the question. The majority of questions in the
questionnaire used a Likert-type scale. Rating scales are commonly used for attitude
scales because they facilitate comprehension of responses (Zikmund 1997; Sekaran
2000; Johnson 2002), and have been used in similar studies (Epstein 1975; Anderson
and Epstein 1996). A rating scale was used rather than a ranking format because rating
is less time consuming and easier to perform, especially for long lists of items. A matrix
format was used in a number of questions to enable comparability of responses to

different questions and to enable respondents to complete the questionnaire quickly.
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Nevertheless, the disadvantage of rating is that it is possible that different respondents
might interpret the scale differently. For the preent study, the advantages of using a

rating scale and a matrix format were judged to outweigh the potential disadvantages.

To enable systematic measurement, the five point Likert scale was consistently used in
most questions to elicit the perception of the respondents. It has been recommended
that, when using a rating scale asking for the level of agreement, researchers should
provide an undecided category for respondents (Nachmias and Nachmias 1996; Sekaran
2000; Johnson 2002). Therefore, most questions asked respondents to rate the extent of
their agreement or disagreement using a five point Likert scale anchored at 1 = strongly

disagree, 2 = disagree, 3 = undecided, 4 = agree, and 5 = strongly agree.

4.5.3 Pilot-testing

The purpose of the pilot testing was to confirm the clarity and content validity of the
questionnaire. This process aimed to ensure that the questions would be understood by
respondents and would include relevant data. A pilot cover letter (see Appendix 2) was
used to explain the aims of the research and to request comments with a view to
amending the questionnaire in regard to the format, the instructions, the content, and the
time required to complete the questionnaire. The pilot questionnaire was first pre-tested
with research professionals, English language academics, and university colleagues to
comment on the difficulties of wording, the format and instructions of the questionnaire.
In late October 2002, a pilot cover letter tégether with a questionnaire was sent to eight
selected people, who had extensive experience in the public sector, especially in the
area of government financial reporting and the Victorian budgeting system. Six
respondents commented on the pilot questionnaire. Specifically, the pilot questionnaire
was tested in Victoria by two professorial academics in public budgeting and
accounting; three academics and practitioners in economics, accounting, and
performance measurement who had extensive experience working in the public sector
(e.g. who used to be a Victorian department head or public official); and one public
budgetary official currently working at the VDTF. Overall, the results of the pilot
testing confirmed that the time required to complete the questionnaire was reasonable;
the questions were clear and understandable; the instructions were easy to understand;
and the questions were suitable for the intended participants. After considering all of the

comments of those participants, modifications to the questionnaires were minimal.
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4.5.4 Validity of the Questionnaire

To ensure that the questionnaire used in the present study accurately and adequately
represented the meanings of concepts, content and construct validity tests of the

questionnaire were performed.

4.5.4.1 Content Validity

The content validity of the questionnaire was tested by using a pilot testing of the
questionnaire as described earlier. The results of the pilot testing confirmed that the
questionnaire was valid and suitable as an instrument for measuring the perceptions of
public officials who had experience with OBB and who were users of the budget papers.
There was agreement amongst professionals and practitioners that the measures used in
the questionnaire were accurately represented and that they adequately covered the
concepts that had been defined as the relevant dimensions. The questionnaire appeared
to measure the concepts that it was expected to measure. As stated earlier in this
chapter, the questionnaire items were developed based upon well defined and accepted
definitions of each concept from the literature review, i.e. the treasury guidelines and
the statements of accounting concepts described in Chapters 2 and 3. Therefore, the
questionnaire was also considered to be theoretically valid. In summary, the review of
content validity confirmed that the construct was theoretically meaningful. However,
due to the subjective nature of content validity, it was perceived as not being a sufficient
measure of validity. Therefore, this study tested the construct validity of the measuring

instrument by using the statistical tools of factor analysis.

4.5.4.2 Construct Validity
For this study, the construct validity of the instrument was tested using factor analysis,

which has been used extensively by researchers in developing and evaluating scales
(Cooper and Emory 1995; Dixon 2001; Pallant 2001). The reason for using factor
analysis was its ability to assess the degree to which items were measuring the same
concepts or dimensions and enabling the assessment of the factorial validity of the
questions (Bryman and Cramer 2001). Specifically, factor analysis is a multivariate
technique that can confirm the dimensions of a concept and identify which items are

most appropriate for each dimension (Hair et al 1998: Sekaran 2000).
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Before considering the use of factor analysis, the data of this study was tested to ensure
that the assumptions underlying the application of factor analysis were not violated.
Dixon (2001) discussed two assumptions underlying the application of factor analysis.
First, the data should be non-dichotomous and interval scaled, or data that the researcher
has specifically decided to treat as interval such as Likert type scale data. Second, data
should be approximately normally distributed. The data for this study were tested for
the normality of distribution. The results of the skewness and kurtosis statistics of data
in this study, indicated that all items relating to the qualitative characteristics of
performance and total output cost information were normally distributed. Consequently,
the assumptions of factor analysis were not violated because the data were in the Likert
scale form and normally distributed. Therefore, the data were appropriate for factor

analysis.

Two further main issues needed to be investigated in order to ensure that the data were
suitable for using factor analysis: the sufficiency of the sample size and the appropriate
factorability of the data (Bryman and Cramer 2001; Pallant 2001). The reliability of the
factors resulting from a factor analysis depends on the size of the sample. Although
there is no consensus on how large a sample should be, there is a common agreement
that there should be more participants (cases) than variables (items) and the larger the

sample size the better (Pallant 2001).

Hair et al (1998) recommended that factor analysis should not be used for a sample of
fewer than 50 observations. Nevertheless, most authors suggest a minimum sample size
of 100 (Gorsuch 1983; Tabachnick and Fidell 1996; Hair et al 1998). However,
Tabachnick and Fidell (1996) suggest at least 300 cases for factor analysis. Some
authors were concerned with the ratio of cases to items rather than the overall sample
size. Nunnally (1978) and Hair et al (1998) suggested that a ratio of 10 cases for each
item would be a more acceptable sample size for factor analysis in order to generalize
the sample to a wider population. Nevertheless, most authors propose a minimum of
five cases per item with no fewer than 100 cases per analysis (Gorsuch 1983;
Tabachnick and Fidell 1996; Hair et al 1998). A minimum ratio of five cases per item

Was used as a cut-off point for evaluating the adequacy of the sample size for this study.
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Data relating to the qualitative characteristics of information as well as the
consequences of using OBB were checked for the sample size sufficiency. For the
concept relating to qualitative characteristics of performance information, there were 93
respondents and 15 items, representing a ratio of 6.2 cases per item. For the concept
related to qualitative characteristics of total output cost information, there were 93
respondents and nine items, representing a ratio of 10.3 cases per item. According to
Gorsuch (1983) and Hair et al (1998) the total number of 93 respondents of this study
might be perceived as insufficient because it was less than 100. However, the sample
size was above 50 responses and very close to the minimum requirement of 100
responses. Furthermore, the ratios of cases per item were above the minimum threshold
of five cases per item. Therefore, the data of this study relating to the qualitative
characteristics of information reasonably met the minimum acceptable level of sample

size in terms of cases per item and hence were suitable for factor analysis.

In respect to another main concept related to the consequences of using OBB, there
were 93 respondents and 41 items, representing a ratio of 2.27 cases per item. The data
of this concept did not meet the minimum ratio of five cases per item and would
prohibit reliable facior analysis. The sampie deficiency couid increase the chances of
overfitting the data, hence deriving factors that were sample specific with little
generalisability. Therefore, the concept of consequences of using OBB was not tested
for the construct validity using factor analysis. However, it was tested for content

validity and reliability of the construct.

The second issue concerned the appropriate .factorability of the data. Factor analysis is
based on correlations among the iterus. If there are no significant correlations among
items, the data are inappropriate for factor analysis. To assess the factorability of the
data, two statistical tests are frequently used: Bartlett’s Test of Sphericity (Hair et al
1998; Dixon 2001; Pallant 2001; Coakes and Steed 2003) and the Kaiser-Meyer-Olkin
(KMO) measure of sampling adequacy (Dixon 2001; Pallant 2001; de Vaus 2002;
Coakes and Steed 2003). The use of factor analysis is considered appropriate if
Bartlett’s test of sphericity is significant with the value of Bartlett’s test less than 0.05
(p<0.05) and the KMO measure of sampling adequacy 1s greater than 0.7 (Dixon 2001;
de Vaus 2002). With the significant value of Bartlett’s test, the hypothesis that the

correlation matrix is an identity matrix can be rejected, thus factorability is assumed.
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In other words, there are significant correlations among items. Therefore, the data are

suitable for factor analysis.

The results in Table 4.2 revealed that the data of this study had both the significant
values of Bartlett’s test and the acceptable values of KMO at 0.776 and 0.750 for the
qualitative characteristics of performance information and total output cost information,

respectively. Consequently, the data were appropriate for the use of factor analysis.

Table 4.2: KMO and Bartlett’s Test of the Qualitative Characteristics of

Performance Information and Total Output Cost Information

Qualitative Characteristics of
Results Performance Information | Total Output Cost
Information

Kaiser-Meyer-Olkin Measure of Sampling Adequacy 776 750
Bartlett's Test of Sphericity
Approx. Chi-square 600.690 314.783
df 105 36
Sig. 0.000 0.000
Source: Data from survey questionnaire Section B Question 18 Question 23

This study employed principal components analysis rather than principal axis factoring
analysis for factor extraction because it is simpler mathematically; easier to interpret;
and less complicated but provides a good solution for confirming the correct number of
factors (Hair et al 1998; Pallant 2001). The aims of using factor analysis were to
confirm the dimensions of the construct and most importantly to check whether
measures constructed for each dimension were correctly grouped and met the expected
concepts as theorized. This study used a prior criterion as a method to select the number
of factors to extract because it is appropriate to use under the circumstance that the
researcher already knows how many factors to extract before undertaking the factor
analysis (Hair et al 1998). Specifically, for the concept relating to the qualitative
characteristics of performance information, there were four factors to be extracted based
on the concepts in SAC3 with the number of variables being 15. For the concept
relating to the qualitative characteristics of total output cost information, there were five
factors to be extracted, based on the concepts in SAC3 and previous studies, with the
number of variables being nine. According to Hair et al (1998), using eigenvalues as a
criterion for selecting the number of factors is most reliable when the number of

variables is between 20 and S0. As the number of factors to extract for each concept of
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the quality of information was already known and the number of variables was less than

20, a prior criterion was appropriate to use in identifying the number of factors to

extract for this study.

Further, varimax rotation, the most widely used orthogonal approach (Pallant 2001; de
Vaus 2002; Coakes and Steed 2003) was employed in clarifying which variables
belonged to which factors; giving a clearer separation of the factors; reducing the
number of complex variables; and identifying the variables that were the most

representative of the factors (e.g. those with the highest factor loading).

Factor loadings indicate the degree of the correlation between the variable and the
factor, with higher loading making the variable representative of the factor. Although
there is no absolute rule as to how high a factor loading should be before a variable is
considered to be loaded on a factor, there is a common agreement that factor loading
should not be below 0.30 (Hair et al 1998; de Vaus 2002). As a rule of thumb, “factor
loadings greater than .30 are considered to meet the minimal level; loadings of .40 are
considered more important; and if the loadings are .50 or greater, they are considered

1998, p.111).

For the purposes of the interpretation of the rotated factor, the factor loading of at least
0.40 is considered to be of significant value for the present study. In the case that a
variable loads more than one factor, the factor with higher loadings is retained because
it is considered more important and has greater influence in representing a factor.
However, a factor that has a slightly lower factor loading can be retained if the
researcher has prior knowledge of theory, suggesting that the factor with a slightly
lower factor loading would logically be representative of the dimension and is in fact
more reliable than the highest loading factor (Hair et al 1998). For this study a factor
with a slightly lower factor loading could be retained only when it logically represented
the dimension based on SAC3, the previous studies, or the results of the content validity

from the pilot testing.

119



Chapter 4 Research Methodology

4.5.4.3 Results of the Factor Analysis

Factor analysis was performed to test the construct validity of the main concepts about
the qualitative characteristics of performance information and total output cost
information because the data met the requirements for using factor analysis as described

earlier.

The 15 items of the qualitative characteristics of the performance information concept
were tested for construct validity by using principal components factor analysis.
Principal components analysis revealed that there were four factors with eigenvalues
exceeding one, explaining 37.4%, 13.0%, 10.0% and 7.6% of the variance, respectively.
If all four factors were retained, 68.0% of the variance would be explained. These
significant four factors conformed to the expected four factors of relevance, reliability,

comparability and understandability based on SAC3.

To assist the interpretation of the four factors, varimax rotation was performed. The
rotated solution (see Table 4.3) revealed that all 15 items had factor loadings above 0.4,
hence were considered to be of significant value. However, there were three complex
variables, which had significani factor ioadings on two factors for each variable: item
18E (the information is a good presentation of the facts without bias); item 181 (the
information enables me to compare performance of an entity over different years); and

item 18L (the presentation of the information is consistent over time).

In regard to items 18E and 18], the factors with higher factor loadings were retained.
These factors met the common réquirernent as having the higher factor loadings and
logically represented the meaning of dimensions according to the theoretical concept of
SAC3. Regarding item 18L, the factor with slightly lower factor loading was retained
because it logically represented the meaning of the comparability dimension according
to the SAC3 theoretical concepts. Specifically, item 18E had a higher factor loading on
factor 3 (reliability) than that of factor 1 (understandability). Therefore, item 18E was
classified into factor 3, representing the reliability dimension. In addition, item 181 had
a higher factor loading on factor 4 (comparability) than that of factor 1
(understandability). Therefore, item 181 was classified into factor 4, representing the

comparability dimension. Regarding item 18L, the slightly Jower factor loading on
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factor 4 representing the comparability dimension was retained, because of the logic of

the question based on the theoretical concept of SAC3.

Table 4.3: Rotated Component Matrix” for Qualitative Characteristics of

Performance Information

Component
1 2 3 4
Understandability Relevance Reliability Comparability
QPI_18A 491
QPI_18B 700
QPI_18C 878
QPL_18D 905
QPI_18E 470 S13*
QPL_18F 602
QPI_18G 813
QPI_18H 185
QPI_18I 539 544*
QPI_18J 789
QPI 18K 854
QPI_18L 447 412*%
QPI_18M .869
QPI_18N 799
QPI 180 766

Extraction Method: Principal Component Analysis.

Rotation Method: Varimax with Kaiser Normalization.

a. Rotation converged in 6 iterations.

* significant factors that were retained to represent the variables (items)

In summary, the interpretation of the 15 items with four factors conformed to the
theoretical concept of SAC3. Understandability items were loaded strongly on factor 1,
relevance items were loaded strongly on factor 2; reliability items were loaded on
factor 3; and comparability items were loaded on factor 4. The results of this analysis
supported the use of relevance items, reliability items, comparability items, and

understandability items as separate scales.

The nine items of the qualitative characteristics of the total output cost information
concept were also tested for construct validity by using a principal components analysis.
As stated earlier, this study used a prior criterion to select the number of factors to
extract based on the theoretical concepts of SAC3 and previous studies. Five factors
were extracted for the qualitative characteristics of total output cost information:
relevance; reliability, comparability; understandability; and usability. The principal
components analysis revealed that if all five factors were retained, 86.1% of the

variance would be explained. To assist the interpretation of the five factors, a varimax
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rotation was performed. The rotated solution (see Table 4.4) revealed that all nine items
had factor loadings above 0.6, hence they were considered to have a practically

significant value.

However, there were three complex variables, which had significant factor loadings on
two factors for each variable: item 23C (the information enables me to compare output
costs of an entity over different years); item 23E (the information enables me to
compare output costs of government departments against private sector counterparts);
and item 23F (the information is presented in an understandable format). Conforming to
the common rule, all factors with higher factor loadings and logically representing the
meanings of dimensions were retained. As a result, the factors with higher factor
loadings of the items 23C, 23E, and 23F were retained, representing the dimensions of
comparability and understandability according to the SAC3 theoretical concepts.
Specifically, item 23C had a higher factor loading on factor 2 (comparability) than that
of factor 1 (understandability). Therefore, item 23C was classified into factor 2,
representing the comparability dimension. Item 23E had a higher factor loading on
factor 2 (comparability) than that of factor 4 (relevance). Therefore, item 23E was
classified into factor 2, representing the comparability dimension. F inally, item 23F had
a higher factor loading on factor 1 (understandability) than that of factor 5 (reliability).
Therefore, item 23F was classified into factor 1, representing the understandability

dimension.

Table 4.4: Rotated Component Matrix* for the Qualitative Characteristics of Total

Output Cost Information

Component
1 2 3 4 5
Understandability | Comparability Usability Relevance Reliability
QC_23A 853
QC_23B .864
QC 23C .595 .666*
QC_23D 877
QC 23E .648* 487
QC 23F 692* 476
QC_23G 840
QC_23H .861
__ QC 231 820

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
2 Rotation converged in 10 iterations.
Sofnpf)nent Matrix: 5 components extracted.
Significant factors that were retained to represent the variables (items)
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In summary, the interpretation of the nine items with five factors conformed to the
theoretical concepts of SAC3 and previous studies. Understandability items were
loaded strongly on factor 1; comparability items were loaded strongly on factor 2;
usability items were loaded strongly on factor 3; relevance items were loaded strongly
on factor 4; and reliability items were loaded strongly on factor S. The results of this
analysis supported the use of relevance items, reliability items, comparability items,

understandability items, and usability items as separate scales.

4.5.5 Reliability Analysis of the Questionnaire Items

Before carrying out statistical tests, the research instrument was tested for reliability.
Reliability of the multi-item measures rather than single item measures of the key
variables in the questionnaire was tested by using Cronbach’s alpha coefficient, the
most commonly used method to assess the internal consistency or homogeneity among
items (Cooper and Emory 1995; Bryman 2001). Cronbach’s alpha coefficient was
selected to assess the reliability of the questionnaire items because it could estimate the
internal consistency of an instrument containing items that did not have right or wrong
marking schemes (no binary answer) and it could be used for questionnaire items using

Likert scales (Black 1999).

The present study used an alpha coefficient to measure the degree to which instrument
items were homogeneous and reflected the same underlying construct. The value of an
alpha coefficient can range from zero (no internal consistency) to one (compiete internal
consistency). Several authors recommend that an alpha value of at least 0.70 should be
considered acceptable as the minimum estimation of reliability for basic research
(Nunnally 1978; Pallant 2001; de Vaus 2002). Moreover, Sekaran (2000, p.312)
suggested that “The closer the reliability coefficient gets to 1.0, the better. In general,
reliabilities less than .60 are considered to be poor, those in the .7 range, acceptable, and

those over .8 good.”
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A high alpha coefficient indicates that the items capture the construct and share in the
common core of the construct. In the case of the present research, alpha coefficients
were calculated for the multi-item measures of the major constructs of the qualitative
characteristics of information including the dimensions of relevance, reliability,
comparability, understandability and usability as well as the consequences of using
OBB, including the dimensions of impact on decision making, accountability and
organisational operations. Table 4.5 presents the reliability results of Cronbach’s alpha

coefficient for key variables used in this study.

Table 4.5: Reliability Results

Number Reliability
Variables and Dimensions of Coefficients
Cases (Cronbach’s alpha)*

Qualitative Characteristics of Output Performance Information

- Relevance (Question 18 a-d; 4 items) 88 0.7936

- Reliability (Question 18 e-h; 4 items) 82 0.7565

- Comparability (Question 18 i-1; 4 items) 86 0.7378

- Understandability (Question 18 m-o; 3 items) 89 0.8977
Qualitative Characteristics of Total Output Cost Information**

- Comparability (Question 23 c-e; 3 items) 85 0.7016

- Understandability (Question 23 f-g; 2 items) 87 0.8731

- Usability (Question 23 h-i; 2 items) 87 0.7869
Consequences of Using OBB

- Impact on decision making (Question 24-34, 60a-b; 13 items) 85 0.8949

- Impact on accountability (Question 36-48, 60c-d; 15 items) 85 0.8338

- Impact on organisational operations (Question 49-57, 60e-h; 13 items) 88 0.8081

* The conventional value = 0.7

** Cronbach’s alpha coefficient is used to measure the reliability of one concept that comprises multi-item
measures rather than single-item measures (de Vaus 2002). Thus, Cronbach’s alpha coefficients were not
calculated for relevance and reliability dimensions of the qualitative characteristics of the total output cost
information, using single-item measures.

All of Cronbach’s alpha coefficient values for the present study were quite high, at an
acceptable level, with the values ranging from 0.70 to 0.89. Therefore, according to
Sekaran (2000), the internal consistency reliability of the measures used in this study
could be considered to be acceptable. This was to confirm that each dimension of the

key variables was likely to measure a single factor.

4.5.6 Ethical Considerations

Before conducting the mail questionnaire survey, this research was approved by the
Human Research Ethics Committee of Victoria University in October 2002. A covering

letter and a reply paid envelope were attached to each mail-out questionnaire. The aim
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of the covering letter was to: invite and encourage respondents to participate in the
research; explain the purposes and the benefits of the research; assure the anonymity of
responses; explain the definition of OBB; and provide contact details for those who had
any queries regarding the research project, or would like to receive a copy of the

summary of the survey results.

To ensure the anonymity of the responses, this research undertook several confidential
strategies. First, all questionnaires and prepaid reply envelopes provided to all
participants were not assigned an individual identification number. Second, respondents
were not required to provide their names in the questionnaires. Third, completed
questionnaires were Kept in a secure place under the control of the Victoria Graduate
School of Business. Only the researcher and supervisors could access the data. Finally,
the results of this study were reported in aggregated form so that individual responses
could not be recognised. There were three main reasons of assuring anonymity: first, to
improve the quality and honesty of responses, especially on sensitive issues; second, to
encourage participation in the research hence improving the representativeness of the

sample; and third, to protect the privacy of respondents.

4.5.7 Survey Procedures

In late November 2002, the first questionnaire along with a covering letter (see
Appendix 3) and a prepaid reply envelope (addressed directly to the researcher) were
sent to 213 public officials across the nine Victorian government departments. The
distribution of questionnaires is presented diagrammatically in Figure 4.2. The
Gucctionnaires were sent to all of the individuals with specific names and titles on the
envelopes. This procedure was done to ensure that the participants would be the persons
who were on the recipient list of the 2002/03 budget papers and to facilitate the follow-
up procedure. According to Wallace and Cooke (1990), a follow-up procedure is a way
of weakening the resistance of potential non-respondents and three or more mailings of
a questionnaire should be used. The present study, therefore, employed the three
mailing procedure of the questionnaires for collecting the mail survey data in an effort

to ensure an adequate response rate to the OBB questionnaire.
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Figure 4.2: Diagrammatic Demonstration of Questionnaire Distribution

Mail Survey Questionnaires were sent to 213 people in the
Victorian government departments as follows:

ecretaries of the nine Victorian .
S Government Departments 9 Secretaries

Deputy Secretaries/ Heads/ Executive Directors/ Chief Executives of
the nine Victorian Government Departments

49 Deputy Secretaries

Directors (Business Unit Managers), Chief Financial Officers, Chief )
Planning Officers, Chief Economists of the nine Victorian > 100 Directors
Government Departments

General Managers and Managers of the nine Victorian Government
Departments who have worked in the Area of Output Budgeting and
|| Management, Finance, Accounting, Policy and Planning, and
Performance Reporting and Review

— 55 Managers

Sources: Developed from information provided by the Victorian Department of Treasury and Finance
and the Victorian Government Directory 2002/2003 (Information Victoria 2002).
Note: Only 209 questionnaires were successfully delivered.

As the returned questionnaires could not be identified with a respondent, three weeks
after the initial mail out, another copy of the questionnaire and a prepaid reply envelope
along with a letter thanking those who had responded, and reminding those who had not
responded, were sent to all of the individuals in the first mailing list, regardless of
whether they had replied or not. Approximately, 10 people confirmed that they had
already returned the questionnaires and requested a summary of the survey results. Thus
they were excluded from the follow-up mailing list. Due to the summer holiday and the
reorganisation of the government department structures after the second mailing, the
third reminder letter along with a further copy of the questionnaire and a prepaid reply
envelope was deferred and sent to the non-respondents approximately nine weeks after

the initial mail out.

Significantly, the questionnaires were printed in a different color for the first, second,
and third mail-outs. The completed questionnaires were date stamped and assigned an
identification number serially upon receipt. The purpose of this was to facilitate the

classification of the responses into early (first mail) responses and late (follow-up)
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responses, thus it enabled the statistical testing of the non-response bias. The results of

the non-response bias are discussed in Section 5.3.

4.5.8 Problems with Data Collection

In accordance with the aims of this research, the population of this research was drawn
from the recipient list of the Victorian budget papers. Contact was made with several
staff members, who were responsible for the recipient list of the 2002/03 Victorian
budget papers at the VDTF. After waiting for around a month with several attempts to
access the mailing list of the recipients of the budget papers, advice was received that
the VDTF could not make the mailing list available for the survey because providing
the mailing list, including personal information, such as names and addresses, would
breach the Privacy Act. Nevertheless, the VDTF provided specific positions and criteria
of the recipients of the 2002/03 Victorian budget papers to the researcher. As a result,
the researcher could identify the population for this study but without specific personal
information. There was the disadvantage in not having access to the full mailing list,
meaning that there may have been some potential participants excluded from the
population of this study. However, the specific positions of public officials and broad
categories of the recipients of the 2002/03 Victorian budget papers were known, thus

this limitation was minimised.

The second problem was to get the names and postal addresses of all public officials,
who were on the recipient list of the 20022/03 budget papers identified by the VDTF.
Contact was made with the staff working at Information Victoria (the Victorian
government bookshop). It was recommended that the Victorian government directory
was the most comprehensive and up-to-date database of public department officials.
Moreover, it provided names, titles, and contact addresses of public officials across the
nine departments. Therefore, the Victorian government directory was used to overcome
this problem. To ensure the accuracy of the mailing lists used in this study, the names,
positions and postal addresses of all participants on the list from the Victorian
government directory were also checked for accuracy directly with staff members
working in each Victorian government department via e-mail enquiries and phone calls.
As a result, a number of positions and addresses were updated before mailing out the

questionnaijre.
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The third problem was related to the reorganisation of Victorian government
departments following the election in November 2002. During the first mail out nine
Victorian departments existed. However, during the first follow-up mail out, ten
Victorian departments were in existence. As a result of the departmental restructuring. a
number of public officials in the population changed their addresses or positions either
within or across government departments. As the researcher had indicated the names of
all participants on the envelopes when mailing out the questionnaire, the researcher
could follow up the same person. This procedure helped overcome the duplicative and
redundancy problem of respondents and ensured that the population in this study was
constant. However, to overcome this problem, the researcher had to make phone calls;
search updated information (i.e. positions and addresses) through each government
department website; and send e-mails to all government departments to find out, who
had moved, and where they moved in order to update the follow-up mailing

information.

In summary, the follow-up questionnaires were sent only to the same people who were
specified in the first mailing list as holding the position in 2002/03. New people who
moved and held positions iisted as the recipients of budget papers were excluded from
the follow-up mail because they were not considered to be recipients of the budget

papers in the year 2002/03 at the time this study was conducted.

4.5.9 Data Processing and Analysis

All returned questionnaires were checked for completeness including missing values,
ambiguity, and inconsistency of responses. The responses were checked to ensure that
all the key variables needed for the analysis were included in the questionnaires. This
research followed the recommendation of Sekaran (2000) in that the questionnaires
containing 25% or more unanswered items of the total items in the questionnaire were
excluded from the database for analysis. In regard to the incomplete questionnaires that
contained less than 25% unanswered items, the blank responses were treated as missing
values by the computer program. Moreover, when a respondent provided multiple
responses to particular questions, they were assigned as missing data or where
appropriate they were categorised into a code representing combinations of responses.
Specifically, multiple responses of the Likert-type scale items were treated as missing

values when entering the data. After entering all responses of the 93 questionnaires into
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the Statistical Package for the Social Sciences (SPSS) data file, the accuracy of the data
entry and coding was manually and visually rechecked by comparing all data in the
SPSS database to the original responses in the questionnaire. One error in coding the
data was found and then corrected. As a result, no error was found after manually

checking the accuracy of the whole data entry again for a second time.

As stated earlier, the key concepts in the questionnaire were tested for reliability of
quéstionnaire items by using Cronbach’s alpha coefficient. The validity of the
questionnaire items in respect to the qualitative characteristics of information was tested
by using Factor Analysis. Three statistical techniques were used to analyse survey
questionnaire data depending on the aims and propositions: univariate analysis;

bivariate analysis; and multivariate analysis.

First, the univariate analysis was performed for all questions contained in the
questionnaire to describe the statistical characteristics of single variables. Descriptive
statistics used in this thesis include frequencies, percentages, cumulative percentages,
mean score values, and standard deviation. Responses from the “other” category of the
open question were coded and grouped into broad categories and reported showing the
frequency of occurrence. Frequency distributions and percentage analysis were used to
describe the data in order to evaluate whether Propositions 4, 5, and 6 relating to the

consequences of using OBB were supported by the survey data.

Second, this study employed bivariate (cross-tabulation) analysis. Pearson’s Chi-square
test was used to determine any statistically significant relationship between any two
variables, which were nominal or ordinal scales. Speciﬁéally, cross-tabulation analysis
was used to test Propositions 1, 2, and 3 to determine whether there were any
relationships between the usefulness dependent variables and each of independent
variables such as readership, comprehensiosn difficulties, purposes for using the budget
Papers, qualitative characteristics of information, and personal characteristics. Also,
where appropriate, cross-tabulation analysis was frequently used to support the

discussion for Propositions 4, 5, and 6 relating to the consequences of using OBB.
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pearson’s Chi-square test at the 0.05 level of significance was chosen because it is
commonly used in social science research (Siegel and Castellan 1988; Johnson 2002).
For the present study, if the probability of the Pearson’s Chi-square statistic were less
than 0.05, then the hypothesis that the two variables were independent would be
rejected. Therefore, it was possible that a relationship existed between the variables in

the two questions.

Pearson’s Chi-square is a test designed to evaluate whether the difference between
observed frequencies and expected frequencies is statistically significant. Pearson’s Chi-
square test of significance was calculated for all of the cross-tabulations. However,
cross-tabulations were not reported if the degree of freedom was greater than one, and
more than 20% of the expected frequencies were smaller than five, or when any
expected frequency was less than one because of the inappropriateness of the Chi-

square test under these circumstances (Cooper and Emory 1995).

For the present study, survey data on the five point Likert scale revealed that the
responses were generally distributed towards the agree, undecided, and disagree
categories, with a very smail number of responses distributed towards the strongly
agree and strongly disagree categories. Therefore, in many cases less than 20% of the
expected frequencies were smaller than five, rendering Pearson’s Chi-square test
inappropriate. To increase the expected frequencies in order to meet the assumptions of
the Chi-square test, this study therefore combined the adjacent two categories before
performing the cross-tabulation analysis as suggested by Cooper and Emory (1995) and
Miller et al (2002). As a result, data in the highest two adjacent categories and the
lowest two adjacent categories on the five point Likert scale were collapsed to become
three categories before performing the cross-tabulations. Therefore, the results of the
cross-tabulation analysis proVided in this study were based on collapsing the highest

and lowest two categories.

In summary, the non-parametric statistical method, in particular the Chi-square test was
appropriate to use for testing propositions of this study relating to the usefulness of
information for a number of reasons. First, this study did not make an assumption of a
normal distribution of the whole survey data and the population size of the study was

Quite small. Therefore, a non-parametric statistical method was appropriate to use in
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these circumstances (Siegel and Castellan 1988; Zikmund 1997; Norusis 1998). Second,
the survey data used to test the bivariate relationship are nominal or ordinal scales,
which satisfy the assumption of Pearson’s Chi-square test. Specifically, the bivariate
analysis rather than multivariate analysis was appropriated and used for testing
Propositions 1-3 because the dependent variables for the present study were treated as
non-dichotomous ordinal scales which did not satisfy the assumptions of using
multivariate analysis such as multiple regression and logistic regression. Particularly,
whilst the multiple regression requires dependent variables to be an interval scale or
ratio scale (Zikmund 1997), the logistic regression requires dichotomous non-metric
dependent variable (Munro 2001). Therefore, it is appropriate for the present study to
use bivariate analysis rather than multivariate analysis for testing Propositions 1-3 to
identify associations between two variables. Finally, prior studies examining factors that
influenced the usefulness of financial reporting also used the Chi-square test to identify
relationships between variables (Epstein 1975; Lee and Tweedie 1977, Epstein and
Pava 1993).

Third, multivariate analysis was used when determining statistically significant
relationships of more than two variables. This study applied two types of muitivariate
statistical methods: factor analysis and logistic regression. Factor analysis was used to
test the validity of items in the questionnaire by confirming the theoretical factor
structure underlying a set of measures. Logistic regression analysis was used to identify
possible factors that could explain the dependent variable for Proposition S. Logistic
regression is similar to multiple regression but allows for the use of a dichotomous non-
metric dependent variable (Hosmer and Lemeshow 1989; Norusis 1994; Hair et al 1998;
Tower 1998). For the present study, the logistic regression was used to identify possible
factors that could predict the use of performance information because there were more
than two independent variables of interest, and the data were dichotomous and non-

metric,

The overall goodness of fit of the model was determined by using a Chi-square statistic
at the 0.05 level of significance. The overall goodness of fit of the logistic model can be
assessed through a Chi-square and the Hosmer-Lemeshow statistics (Hair et al 1998;
Hosmer and Lemeshow 2000; Munro 2001). A Chi-square test for a change in the log

likelihood (-2LL) value from the base model is comparable to the overall F test in
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multiple regression. The Hosmer-Lemeshow value measures the correspondence of the
actual and predicted values of the dependent variable. Therefore, a smaller difference in
the observed and predicted classification would indicate a better mode] fit. The Hosmer-
Lemeshow measure shows non-significance, indicating no difference in the distribution

of the actual and predicted dependent values.

As a result, a non-significant value of the Hosmer-Lemeshow statistic test indicates that
the model being tested is robust (Hair et al 1998). Logistic regression predicts the
probability of an event occurring. For the model to determine which independent
variables significantly predict the outcomes of the dependent variable, it is required that
the total correct percentage is above 50% (Tower 1998). Finally, the Wald statistic can
be used to assess the significance of estimated coefficients (Kleinbaum 1994; Hair et al
1998; Munro 2001). For the present study, if the estimated coefficients were statistically
significant at the 0.05 level, the individual variables were significant and were

interpreted.

In summary, logistic regression was appropriate to use in this study for several reasons.
First, the dependent variable was dichotomous and non-metric. Second, the independent
variables were nominal or categorical. According to Munro (2001), in logistic
regression, whilst the dependent variable is categorical or dichotomous, the independent
variables may be at any level of measurement from nominal to ratio. Therefore, the data
of this study met the requirements of logistic regression. Third, logistic regression can
operate categorical independent variables easily, while in discriminant analysis the use
of dummy variables causes problems with the variance or covariance equalities (Hair et
al 1998). Finally, logistic regression is a multivariate analysis that can be used to test
more than one independent variable at the same time. Consequently, it accomplished the
aim of the study to identify possible factors that could influence the use of performance

information.

4.6 Content Analysis

Although the use of a mail survey would have been adequate to answer research
questions for this study, content analysis of budget papers was also used as a
Supplementary method. Content analysis was used to assist the researcher to better

Understand how performance information in the budget papers was presented over a
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period of time and why respondents had particular points of view regarding the
comparability characteristic of performance information. A mail survey is limited in

explaining this aspect.

Content analysis was appropriate for use for this study because it provided a number of
advantages. First, content analysis of documents does not involve collecting new data,
thus it saves time and cost. Data to be analysed for the purpose of this study come from
reliable government documents that are publicly available at no-cost. Second, collecting
data from documents is convenient because it does not require the cooperation of
individual participants and can be done at anytime. Further, there is no requirement for a
large research staff (Babbie 2001). Third, documents are non-reactive, thus content
analysis seldom has an effect on the subjects being studied and does not rely on the
memory of participants or interviewers, while questionnaires and interviewing are
subject to this deficiency (Caulley 1983; Babbie 2001). Further, Jones (1996) stated that
due to the lack of obtrusiveness into the processes or phenomena of interest, content
analysis 1s usually not confounded by biases that emerge when someone is aware of
being a participant in research. Therefore, content analysis is a good supplementary
method to survey methodoiogy. Fourth, the availabiiity of data overtime enables the
researcher to employ a longitudinal research design and determine the trends of data
over time (Nachmais and Nachmais 1996; Babbie 2001). As a result, researchers can
track changes in frequency over time by using content analysis. One of the aims of the
present study was to examine the comparability qualitative characteristic of information
over time. Thus, content analysis of documents was an appropriate method for this
purpose. Fifth, Nachmais .and Nachmais (1996) claimed that secondary data used to
perform content analysis if reliable and accurate, would provide opportunities for
replication. Bryman (2001) stated that the coding scheme and the sampling procedures
of content analysis could be clearly set out so that replications and follow-up studies
were feasible. Finally, content analysis is easier to use to repeat a portion of the study

than are other research methods (Babbie 2001).

However, major criticisms of content analysis as a research method include a lack of
generalisability; being too reliant on the researcher’s subjective interpretations; being
affected by the researcher’s bias; and being incapable of replication by subsequent

researchers (de Vaus 2002; Johnson 2002). Despite the limitations of content analysis, it
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was appropriate to employ because it enabled the development of a longitudinal
analysis over two years which was one of the aims of this study. To minimise bias and
enhance both validity and inter-rater reliability of the content analysis results,
precautions were taken through designing the content analysis procedure as will be
discussed in Section 4.6.5. Furthermore, due to time constraints; budget restrictions; and
the availability of staff, the content analysis method was an appropriate method to use in
this study to supplement the survey findings. The population for the content analysis is

discussed in the next section.

4.6.1 Population and Samples

The aim of the content analysis was to examine the comparability characteristic of
performance information from the users perspective over time. In particular, the content
analysis was performed on the corresponding year and with the same Victorian
government departments on which the survey was conducted, so that the results of the

survey could be compared with the results of the content analysis.

Cameron and Guthrie (1993) identified two main types of content analysis: static (at one
4

o

point in time), and longitudinal (over time). Several researchers have employe
longitudinal content analysis approach (Boyne and Law 1991; Cameron and Guthrie

1993; Hyndman and Anderson 1998; Carlin and Guthrie 2001la) or a static content
analysis approach (Thompson 1995).

For the present study, a longitudinal content analysis of the Victorian budget papers was
undertaken over a two year period of 2001/02 and 2002/03. The 2002/03 Victorian
budget papers were selected for a content analysis in order to be consistent with the
survey questionnaire which was used to investigate the usefulness of performance
information in the 2002/03 Victorian budget papers. Additionally, the previous year of
2001/02 was selected as the base year for a content analysis instead of the year 2003/04
for two reasons. First, at the time when the survey was conducted, the 2003/04
Victorian budget papers were not published. Second, the respondents completed the
Questionnaire about the comparability characteristic of performance information by
considering the year 2002/03 compared to the previous year of 2001/02 rather than the

year ahead of 2003/04.
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Eight and nine government departments appeared in the 2001/02 and 2002/03 Victorian
budget papers, respectively. Therefore, the population for content analysis was defined
as all performance measures of the eight Victorian departments in the 2001/02 Victorian
budget papers and those of the nine Victorian departments in the 2002/03 Victorian
budget papers. To ensure the validity or generalisability of the findings, this study
analysed the entire population of performance measures of the nine Victorian
government departments in order to be consistent with the survey which was conducted
in the nine departments. All performance measures of the Victorian government
departments in the 2001/02 and 2002/03 Victorian budget papers were analysed for the

consistency of the presentation of performance measures over a two year period.

The database of performance measures for all the Victorian departments was obtained
from the 2001/02 and 2002/03 Victorian Budget Papers No. 3 (Budget Estimates).
Budget Paper No. 3 was used for content analysis because it contained output
performance information for all Victorian government departments. Further, the results
of the content analysis of performance information in Budget Paper No. 3 were able to
be compared to the survey results which investigated the quality of performance
information contained in the 2002/03 Victorian Budget Paper No.3 from a user’s

perspective.

For the present study, only the comparability qualitative characteristic of information
was selected to perform content analysis for two reasons. First, from the users’
perspectives, the comparability characteristic is more objective when performing
content analysis compared to other qualitative characteristics, namely relevance,
reliability and understandability. The relevance characteristic relies upon the
perceptions and individual judgements of the users of budget papers. As a result, the
relevance characteristic is subjective to a particular person and might differ for different
users and in different decision making situations. Therefore, it is not possible to
objectively know whether the performance measure is relevant to the needs of the user.
If the content analysis is undertaken, the relevance characteristic has to be judged from

the researcher’s perspective rather than the user’s perspective.
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Similarly, it is difficult to objectively evaluate the quality of the reliability characteristic
from the user’s perspective. This occurs because in most cases preparers of information
rather than users have knowledge about whether or not there had been a changed basis
of calculation, whether information contained deliberate misstatements, or whether

material information was omitted.

Likewise, the understandability characteristic relies upon personal characteristics of the
users of budget papers such as educational background and training. Thus, the
understandability characteristic is subjective to a particular person and might differ in a
variety of users depending on their personal characteristics. In summary, the relevance,
reliability and understandability characteristics are suitable for content analysis from the

researcher’s perspective, rather than from the user’s perspective.

Therefore, the content analysis was only performed for the comparability qualitative
characteristic because of the subjectivity of the other qualitative characteristics, that is,
relevance, reliability and understandability. In particular, the comparability
characteristic of information over time is more objective for content analysis from the
user’s perspective because it is possibie to observe whether or not the performance

information has been displayed in a consistent manner.

Moreover, the survey data of this study revealed that about nearly half (48.3%) of the
respondents strongly disagreed or disagreed that the presentation of the performance
information in the 2002/03 budget papers was consistent over time. Overall,
cmparabilfly was the qualitative characteristic that least satisfied budget papers users,
with the lowest mean score of 2.88 on a scale of 1 to 5 compared to other qualitative

characteristics (see Table 5.17).

In order to provide performance information that better meets the needs of users and
better assists users to make and evaluate decisions, the issue of why users had a
Particular negative perception regarding the comparability characteristic was further
investigated in this study. Therefore, a longitudinal content analysis was employed as a
Supplemental method to triangulate with the survey result and to further understand why
Tespondents had a particular negative point of view regarding the inconsistency of the

Presentation of performance information over time.
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In summary, due to the survey questionnaire data depending solely on the user’s
perception of the quality of performance information, the content analysis method,
which depends on the researcher’s observation and evaluation, was also undertaken to
validate whether the presentation of the performance information in the 2002/03 was

comparable over time.

4.6.2 The Development of Content Analysis Worksheets

Three main types of the content analysis worksheets were designed and developed to
evaluate the consistency of the presentation of performance measures over a two year
period of 2001/02 and 2002/03. The first worksheet, Summary of Departmental
Performance Measure Counts in the Victorian Budget Papers (see Table 7.2), was
designed to investigate the volume of performance measures data over a two year
period. This was to provide an overall impression or the trend of the total number of
performance measures in the 2001/02 and 2002/03 Victorian budget papers. This
worksheet comprised four main parts: department name; number of performance
measures in the 2001/02 and 2002/03 Victorian budget papers; change in total number
of performance measures; and percentage change in total number of performance

measures.

The second worksheet, Departmental New Performance Measure Counts in the
Victorian Budget Papers (see Table 7.1), was designed to examine the number of new
performance measures resulting from two content analysis methods: the manifest
content analysis and the latent content analysis. This worksheet comprised nine main
parts: demartment name; total number of performance measures (excluding cost
measures); number of new measures (nm) as shown under categories of “2000-01
Actual” and “2001-02 Target”; percentage of new measures (manifest content analysis);
number of new measures (latent content analysis); percentage of new measures (latent
content analysis); number of agreed new measures; percentage of agreed new measures;
number of differences between manifest and latent new measures; and percentage of

difference between manifest and latent new measures.

The last type of content analysis worksheet, Departmental Performance Measure
Counts in the Victorian Budget Papers (see Appendix 4), separating each of the nine

Victorian government departments, was designed to further investigate whether the
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existing performance measures were deleted or replaced by new measures. The purpose
of this worksheet was to provide an evaluation of the quality of the comparability
characteristic of performance information over time. The worksheet comprised eight
main parts: output name; number of performance measures in the 2001/02 Victorian
budget papers; number of performance measures in the 2002/03 Victorian budget
papers; number of withdrawn measures; number of unchanged measures; number of
new measures; survival rate; and novelty rate. A data summary results table of the
survival rate and novelty rate of nine departments was also developed, as reported in

Table 7.3.

The purpose of using a standard worksheet to perform content analysis was to guard
against the selective perception of content, thus enhancing the reliability of the analysis.
The standard worksheet for performing content analysis was based on the 2002/03
departmental structures and outputs. In some cases, an output from 2001/02 was
renamed but its performance measures, including their unit of measure information
remained the same. In this case, the name of the output appearing in the 2002/03 budget

papers was used in the worksheets.

Each output in the budget papers always has Toral Output Cost as a cost performance
measure. Specifically, Total Output Cost is the only one cost performance measure of
each output, which is reported as the same item every year. For this study, the content
analysis focused on the survival and novelty rate of performance measures. As the
number and underlying meaning of the cost measure would be unchanged over time, the
cost measure was excluded from the calculations ot the survival, and novelty rate.
Specifically, the cost measure of each output was excluded from the standard worksheet
Departmental Performance Measure Counts in the Victorian Budget Papers. The
content analysis did not include the number of the Total Output Cost measures in the
calculations of the survival and novelty rates, as this would have skewed the survival
and novelty rate results. The inclusion of the number of unchanged cost measures in the
calculations of the survival and novelty rates, would blead to higher survival rates and
lower novelty rates. Consequently, three types of performance measures appeared in the
worksheet: quality; quantity; and timeliness. The novelty and survival rates were

calculated according to the number of these three performance measures.
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4.6.3 Problems in Developing the Content Analysis Worksheets

There were several problems in developing a standardised worksheet for content
analysis. First, there was a reorganisation of Victorian government departments, as
described earlier in Section 1.14. Second, some outputs, which contained a number of
performance measures, were transferred between departments. The details of those
outputs transferred between departments will be discussed in Section 7.3.1. Third, some
outputs were renamed or restructured within the same department. Finally, some outputs
were deleted entirely from the 2002/03 budget papers. Where this occurred, content
analysis worksheets also included the original outputs that appeared in the 2001/02
budget. This was done so that the total number of performance measures for the year

2001/02 could be accurately calculated.

4.6.4 Content Analysis Procedures

Nachmias and Nachmias (1996) indicated that content analysis involved two processes:
specification of the content characteristics to be analysed; and application of rules to
identify and record these characteristics when they appeared in the materials being
analysed. Further, Berelson (1952) and Holsti (1969) suggested that content analysis
should comprise two qualities: objectivity and being systematic. Objectivity means that
rules are clearly identified to classify the material into categories (Bryman 2001). Being
systematic means that the application of the rules and the inclusion or exclusion of
content are done in a consistent manner so that bias is suppressed (Nachmias and
Nachmias 1996; Bryman 2001). As a result of having these two qualities, anyone
employing the same category system and rules should arrive at the same results and

conclusions (Krippendorff 1980; Jones 1996; Nachmias and Nachmias 1996; Blaikie
2000; Bryman 2001; Johnson 2002).

For this study, the content analysis procedure was designed to ensure that researcher
bias was minimised. Blank standard worksheets, the categories, and rules to perform
content analysis were clearly developed. The content analysis procedure was objectively
constructed by setting rules for coding three categories of performance measures: new
measures, unchanged measures, and withdrawn measures. These rules are discussed in
Section 4.6.7. For the present study, blank standard worksheets were developed and
completed by the author. The same standard worksheets and instructions were sent to

another researcher to independently complete. After two researchers read the
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performance information in the Victorian budget papers, they independently recorded
the frequency of each category according to the rules. The content analysis results of the
two independent researchers were compared. When differences in the results were

found, they were discussed, judged and reconciled by a third independent researcher. .

In performing content analysis, coding activities, including creating categories and
assigning data to the categories, is the important part of the content analysis procedure
because it is a process in which data is systematically organised and classified. Bryman
(2001) stated that if the coding scheme was clearly defined, replications and follow-up

studies were feasible.

Babbie (2001) suggested two coding techniques for content analysis: manifest content
coding and latent content coding. Babbie defined manifest content as the visible or
surface content of a communication. Further, he suggested that the investigator could,
for example, determine the manifest content by simply counting the number of times
that the word appeared. Measuring the manifest content has the advantage of ease and
reliability in coding. Moreover, the reader would know precisely how the content was
measured. However, Babbie (2001) argued that measuring only manifest content would
have a disadvantage in terms of validity because the underlying meaning of messages or

the latent content of the communication was not considered.

Berelson (1952, p.18) described content analysis as “a research technique for the
objective, systematic, and quantitative description of the manifest content of a
communication.” This definition reveals that Berelson emphasised measuring manifest
content. Holsti (1969, p.14) referred to content analysis as “any technique for making
inferences by systematically and objectively identifying specified characteristics of
messages”. Holsti referred to specified characteristics without reference to manifest
content. Therefore, content analysis can be conducted in terms of latent content. Whilst
measuring latent content has an advantage in terms of validity because the underlying
meanihg of communications is better captured, it has a disadvantage in terms of
specificity and reliability in coding (Babbie 2001). Several authors agree that there is a
frade-off between reliability and validity (McKinnon 1988; Cooper and Emory 1995;
Babbie 2001).
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To minimise the threats to reliability and validity in this study, both latent and manifest
content analyses were performed for the classification of new performance measures.
The latent content analysis was performed on the counterparts of the nine Victorian
departments by comparing the underlying meaning of each performance measure in the
2001/02 and 2002/03 Victoria Budget Paper No.3. The purposes of measuring latent
content were to: (1) evaluate whether performance measures in the 2002/03 Victorian
budget papers, were new measures compared to those of the 2001/02 budget papers
counterparts; and (2) identify how many performance measures in the 2001/02 budget
papers, were withdrawn or carried on to appear in the 2002/03 budget papers. After
analysing the latent content, performance measures were classitfied into three categories
and were coded as: new measures; unchanged measures; or withdrawn measures.
Subsequently, the number of performance measures which were classified by the latent
content analysis were counted for each of the three categories of all nine Victorian

departments.

The manifest content analysis was also undertaken by simply counting the number of
new performance measures which were indicated as “nm” or “new measure” and which
appeared under both categories of “2000-01 Actual” and “2001-02 Target” in the
2002/03 budget papers of the nine Victorian departments. Additionally, the total
performance measures in the 2001/02 and 2002/03 budget papers of the nine Victorian
departments were counted. The results of the manifest and latent content analyses
relating to the total number of the new performance measures were compared and
discussed to identify whether there was a difference in the number of new performance
measures resulting from the two coding approaches. The results of both the manifest
and latent analyses regarding the total number of new performance measures are
reported in Table 7.1. It should be noted that whilst both the manifest and latent content
analyses were performed to evaluate the number of new performance measures, the
novelty rate and the survival rate were calculated based on the number of performance

measures identified by the latent content analysis.

4.6.5 Reliability and Validity

Unlike a survey questionnaire, content analysis does not allow statistical tests for
validity and reliability in the same way as a survey instrument. McKinnon (1988)

Suggested that it was possible to minimise threats to validity and reliability through the
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research design of the content analysis. To minimise the subjective bias of the coders,
many authors recommend having more than one independent coder review the same
material, apply the same coding instructions to the same set of data, independently code
and categorise the same set of data, and finally compare their subjective experiences of
coding (Krippendorff 1980; Jones 1996; Nachmias and Nachmias 1996; Ryan and
Martyn 1996; Blaikie 2000; Bryman 2001; Johnson 2002). A reliable procedure should

provide the same results regardless of who is doing the analysis.

If the coders are well trained and the operational definitions of category are clear, the
coders should have a high rate of agreement in their coding of the materials. Johnson
(2002) referred to this process as inter-rater reliability, stating that a high rate of
agreement would provide credibility. Consequently, if agreement is achieved among
coders or judges regarding the assignment of data to categories, reliability is assured.
Similarly, Krippendorff (1980) referred to the term reproducibility as inter-coder
reliability, intersubjective agreement, or the consensus achieved among observers. As
bias can easily occur in the content analysis process, inter-rater reliability is important
and should be considered when performing a content analysis. This is to ensure that
unintentional biases are minimised in the categorisation process. Neimark (1983) also
supported the view that tests of the inter-subjectivity of the coding scheme were very

important for assessing the reliability of the content analysis method.

Krippendorff (1980) stated that reliability could be considered in terms of stability,
reproducibility, or accuracy. Reproducibility means that a process can be recreated
under varying circumstances using two or more independent coders. Further,
Krippendorff (1980) and Babbie (2001) suggested that replication could be a solution to
the problem of validity in social research. Nevertheless, Krippendorff (1980) stated that
communication among coders introduced errors because communication frequently
influenced coding toward higher agreement. Consequently the lack of independence is

likely to make data appear more reliable than they are.

McKinnon (1988) also supported that having both researchers work independently was
a strong counter to observer bias. To minimise the researcher’s subjectivity, several
tesearchers of the previous studies performed content analysis in different ways. Boyne

ad Law (1991) and Cameron and Guthrie (1993) collaboratively worked with
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colleagues. Hudack and McAllister (1994) and Ryan and Martyn (1996) used two
independent coders to perform the same content analysis. Data were independently
examined and coded by the two researchers following the same coding instructions.
Hyndman and Anderson (1995) used three independent individuals who separately
conducted the same content analysis prior to discussing and agreeing on the final

results.

In summary, several precautions were undertaken in the content analysis design of the
present study in order to ensure the reliability and validity of the content analysis
instrument and findings. First, this study was concerned about the use of approaches
such as merely counting the frequency of the presence of particular terms such as “nm”
or “new measure” in order to achieve reliability. Therefore, the latent content or the
underlying meaning of performance measure was also analysed to determine the

number of new performance measures.

Second, this study was concerned about the use of interpretation by those doing the
latent coding in content analysis. In fact, it is almost impossible to create coding
instructions that do not involve some interpretation on the part of coders. Bryman
(2001) suggested that this problem was likely to occur when the aim was to code latent
rather than manifest content. This study therefore used two independent coders and one
judge in the content analysis process to ensure the reliability of the coding. This
approach had the advantage of strengthening reliability by reducing the effect of the
researcher’s own judgement in the content analysis process, reducing the likelihood of

errors in the classification, and diminishing bias from the communication.

Third, content analysis was only performed for the comparability characteristic of
information because its aspects were more objective and observable from a budget
Paper user’s perspective than that of other qualitative characteristics. Fourth, this study
performed content analysis on the entire population of performance measures of all nine
Victorian government departments. Therefore, this study minimised the problem of
generalisability of the samples to the population. Consequently, the validity of results
Was assured. Fifth, this study established precise rules to classify performance measures
into categories. Therefore, the rules could be objectively and systematically applied. As

aresult, the categories could be used reliably. Finally, the calculation of the noveity rate
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and the survival rate were performed to make the discussion regarding the consistency
of performance information more objective. These processes enabled the same results
and conclusions to be reproduced because the researchers focused on the same issue and
the statistical formula used to calculate the novelty rate and survival rate were precisely

and objectively applied.

4.6.6 Inter-rater Reliability Results
Jones (1996) and Ryan and Martyn (1996) suggest that a high agreement of the results

of the content analysis from different researchers indicates that the reliability of an
instrument is high. For the present study, there were no major differences in
categorising the data between the two researchers. The inter-rater discrepancy rate
between the two researchers was trivial at a low level of disagreement of 4.0%. To
ensure the reliability of the final coding result, the third researcher discussed and judged
the observations that differed between the two independent coders. This process resulted
in a reconciliation of all differences between the coders. The results of the iniiial
differences in coding between two researchers are reported in Table 4.6. Additionally,
after two researchers used the same instructions and standard worksheets to perform the
content analysis, there was a high degree of agreement about the relative frequency of
occurrence of the performance measures in each category. This ensured that the coding
scheme and categories used in this study were well defined. Therefore, the reliability
and validity of the content analysis instrument and the results of this study could be
considered to be high.

Table 4.6: Inter-rater Reliability Results

Discrepancy in Number of | Total Pairs | Inter-rater
Departments Latent Performance of Discrepancy
Measures between Two Performance Rate
Researchers (Pairs) Measures (Percent)
| 1. Department of Education and Training 1 39 2.56
2. Department of Human Services 1 134 0.75
3. Department of Infrastructure 6 106 5.66
4, Dcparlmpnt of Innovation, Industry 1 59 1.69
and Regional Development
5. Department of Justice 4 : 124 3.23
6. Depar@ent of Natural Resources 9 99 9.09
and Environment
| 7. Department of Premier and Cabinet 0 45 0.00
8. Department of Tourism, Sport and the . L5 6.67
Commonwealth Games : .
9. Department of Treasury and Finance 5 81 6.17
L Total - o lfis 28 702 3.99
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4.6.7 Rules for Performing the Content Analysis

When comparing the latent content of performance measures between two years, a

number of rules were applied to classify performance measures into the three categories.

Specifically, a comparison of performance measures in the 2002/03 Victorian budget

papers to those of the 2001/02 Victorian budget papers was performed based on a

number of rules as follows:

L.

If the underlying meanings of a performance measure remained unchanged and
had the same unit of measure, it was considered to be unchanged. Thus, no new
or withdrawn performance measures were recorded.

If the underlying meanings of a performance measure remained unchanged but
its unit of measure had changed, one new and one withdrawn performance
measure was recorded.

If the underlying meanings of a performance measure had been altered, one new
and one withdrawn performance measure was recorded. These alterations
included either the time frames or the scope of the underlying meanings.

If a performance measure had been separated into two or more performance
measures where each contained a separate unit of measure and statistical
information (such as actuals, targets, and expected outcomes), one withdrawn
performance measure was recorded and one new performance measure for each
of the recently created performance measures was recorded.

In some cases, performance measures had been created by combining two or
more performance measures from the previous year, and now allowed for only
one performance measure with one unit of measure and statistical information
(such as actuals, targets, and expected outcomes). In these cases, one new
performance measure was recorded, and a withdrawn performance measure was
recorded for each of the two or more performance measures which had been
combined.

In some cases, a performance measure was made up of an existing performance
measure from the previous year with its unit of measure unchanged, but had one
or more further components of performance measure added to it with a
requirement for a separate unit of measure information. In these cases, one new
performance measure for each additional component was recorded, and one

performance measure was deemed to be unchanged.
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7. If a performance measure had been shiffed to a different type of performance
measure (e.g. quantity, quality or timeliness), but remained in the same output,
no new or withdrawn performance measures were recorded and these
performance measures were recorded as being unchanged.

8. In the case of an output being renamed, if the items of different outputs were
exactly the same, with the same statistical figure corresponding between two
years, the two outputs were combined and performance measures were analysed
under the aggregated heading of the 2002/03 budget papers. If two or more
outputs had been combined, but maintained the same performance measures, no
new or withdrawn performance measures were recorded.

9. The total number of performance measures for each year was calculated by
counting performance measures that contained the unit of measure and statistical
information (such as actuals, targets, and expected outcomes). Therefore, items
within one performance measure were included in the calculation of the total
number of performance measures only if they had their own unit of measure and
statistical information. Similarly, a single performance item that contained moie
than one unit of measure and statistical information was counted separately

according to the number of units of measures present.

4.6.8 Data Processing and Analysis

Each performance measure was coded and noted in the hard copy of the 2001/02 and
2002/03 Victorian budget papers before entering the coded data into the Excel software
program. The coded data of new measures, unchanged measures and withdrawn
measurac were rechecked for the detection of any possible errors. After entering all the
coded data into the Excel worksheets, the accuracy of the data entry and the statistical
formula inside each cell of all worksheets was also rechecked. As a result, no error was

found after checking the accuracy of the whole data entry and statistical formula.

In the present study, the analysis focused on non-financial performance information and
the comparability characteristic of performance information over time. Three statistical
formula were calculated to facilitate the discussion of the content analysis data: the
percentage change in the total number of performance measures; the survival rate; and

the novelty rate.
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The absolute number of performance measures was counted for the two year period: the
budget years 2001/02 and 2002/03. Additionally, the percentage change of performance

measures was calculated by using the following formula:

9 Change in Total Number of performance measures

= Change in total number of performance measures between the year 2001/02 and 2002/03  x 100

Total number of performance measures in the 2001/02 budget papers

Note: Change in Total Number of Performance Measures
= Number of performance measures in the 2002/03 budget papers — Number of performance measures in
the 2001/02 budget papers

Due to the fact that existing performance measures could be eliminated and replaced by
new measures, the absolute number count of the quantity of performance measures
alone would not provide sufficient insight into the quality of the comparability
characteristic of performance information over time. Therefore, calculations of the
survival rate and novelty rate as proposed by Carlin and Guthrie (2001a) were
performed in order to provide a detailed picture of the consistency of performance
measures reported over the two year period. A stable and useful performance measure
reporting should provide a high survival rate and a low novelty rate, assuming that the
performance measures published in the report accurately corresponded to the

fundamental activities of organisations.

Carlin and Guthrie (2001a) explained the survival rate as follows: -

“survival rate quantifies the propensity of performance indicators to persist through several
reporting cycles.” (p. 21)

The aim of this aspect of the study was to investigate how many performance measures
in the 2001/02 Victorian budget papers survived to be reported in the 2002/03 Victorian
budget papers. Specifically, survival rates for 2002/03 were calculated using 2001/02 as
the base year. Thus, the survival rate was calculated by dividing the number of
unchanged performance measures by the total number of performance measures of the
base year 2001/02. The statistical formula for the calculation of the survival rate is

expressed as follows:
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qurvival Rate (%)

= Number of unchanged measures x 100

Total number of performance measures in the 2001/02 budget papers

Carlin and Guthrie (2001a) further described the novelty rate as follows:

“novelty rate measures the proportion of each year's performance indicators which have been
newly introduced relative to the reported set of indicators for a given base year.” (p. 21)

To be consistent with the survey instrument which was based on the budget year
2002/03, this study investigated how many new performance measures were initiated
and reported in the 2002/03 Victorian budget papers, compared with those in the
2001/02 budget papers. The novelty rate was, therefore, calculated using the number of
new performance measures of the year 2002/03 compared with those of the year
2001/02 divided by the total number of performance measures of the year 2002/03. The

statistical formula for the calculation of novelty rate is as follows:

Novelty Rate (%)
= Number of new measures for 2002/03 compared with those for 2001/02 x 100

e
1

otal number of performance measures in the 2602/03 budget papers
Note: Number of new measures was derived from the latent content analysis

As stated earlier, for the present study, the inter-rater discrc¢ pancy rate was calculaied to
assess inter-rater reliability by considering differences in the content analysis results
between the two researchers. These differences included the difference in the results of
(1) latent content analysis of performance measures in the classification of performance
measures into three categories: new measure, unchanged measure, and withdrawn
measure and (2) manifest content analysis in counting the number of performance

measures. The inter-rater discrepancy rate is calculated as follows:

Inter-rater Discrepancy Rate (%)

= Number of pairs difference in the content analysis results between the two researchers  x 100

Total pairs of the performance measures (excluding cost measures)
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4.7 Summary

In this chapter, the research methodology and propositions used for this research were
described. Multiple data collection methods including a mail survey questionnaire and
content analysis used in this research were outlined. The quantitative data collected
from a mail survey questionnaire was analysed using the SPSS program. Content
analysis was performed to performance measure data collected from the 2001/02 and
2002/03 Victorian Budget Paper No.3 (Budget Estimates) using the Excel software
program. The problems of data collection, as well as the validity and reliability of both
questionnaire and content analysis instruments were also discussed. In the data analysis
section, the purposes of statistical techniques used in this study were reviewed. The next
chapter presents the univariate results, findings and discussions relating to the data

obtained from the mail survey questionnaire.
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CHAPTER 5
UNIVARIATE SURVEY FINDINGS
5.1 Introduction

In this chapter the response rate and the result of non-response bias from the OBB
questionnaires will be discussed. A univariate analysis of the survey data is presented
describing the respondent profiles; knowledge of respondents about OBB and
performance measures; the usefulness of information in the 2002/03 Victorian budget

papers; and the consequences of using OBB in the public sector.

5.2 Response Rate

In computing response rates, Babbie (1990) suggested to exclude all questionnaires that
could not be delivered to prospective respondents. From a total of 213 questionnaires
distributed to staff within the nine Victorian government departments, four
questionnaires were undelivered and returmed to sender by the post office. This
effectively reduced the population survey size to 209. Nearly half of the distributed
questionnaires (94 questionnaires) were completed and returned after three mailings,
nting a response-tate of 45.0%. The number of responses of the three mailings
was as follows: the first mailing provided 57 responses, representing 60.6% of the
returned questionnaires; the second mailing provided 22 responses, representing 23.4%
of the returned questionnaires; and the third mailing provided 15 responses,
representing 16.0% of the returned questionnaires. One incomplete questionnaire
contained unanswered items representing more than 25% of the total items in the
questionnaire and could not be used for testing propositions of this research. Therefore,
it was excluded from the data for analysis. As a result, there were 93 valid responses for

the final data analysis.

A teview of the survey literature revealed that there were concerns about the percentage
response rate for a mail survey. The important argument about achieving a high
response rate is that there is less chance of a significant response bias in a high response
rate than in a low response rate (Babbie 2001). A further question concerned the nature
of an acceptable and adequate percentage response rate for a mail survéy. Oppenheim
(1966) regarded figures of 40% to 60% response rates as typical. Zikmund (1997)

Considered a 15% response rate to be a low response rate and that 80% to 90% response
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rates were seldom achje;/ed. Sekaran (2000) suggested that a 30% response rate for mail
questionnaires was considered acceptable. Furthermore, Zikmund (1997) and Babbie
(2001) recommended that a response rate of 50% for a mail survey could be considered
reliable and adequate for analysis and reporting. In addition, Oppenheim (1966) and
Zikmund (1997) recommended that a mail survey could also be considered reliable if it

was demonstrated that the non-respondents could be similar to the respondents.

The response rate of 45.0% achieved by the present study was considered to be
acceptable for a mail survey according to the views presented by Oppenheim (1966) and
Sekaran (2000). Furthermore, the response rate of 45.0% is in an acceptable range and
is not too different from the response rates of mail surveys for government financial
report users (Adam et al 1989 (46%); Ingram and Robbins 1992 (32%); Schrader 1995
(49.7%); and Coyv et al 1997 (56%)); and public officials’ attitudes toward budgeting
system and performance measures (Poister and Streib 1989 (42%); Wang 1999b (40%);
Melkers and Willoughby 2001 (48.5%), Willoughby and Milkers 2001 (37%)).

5.3 Non-Response Bias

differed from

An investigation of whether or not respondents to the questionnaire

wn

non-respondents was undertaken in order to ensure that the respondents were
representative of the population of this study and determine if the mail survey could be
considered reliable. Oppenheim (1966) suggested a method to examine non-response
bias by means of comparing early respondents with late respondents in terms of their
answers to the questionnaires. The common method used to examine non-response bias
i to compare results between respondents to a first mailing and respondents to a follow-
up mailing by using the Chi-square statistic (Epstein 1975; Anderson and Epstein 1996;
Borgia and Coyner 1996; National Survey of America’s Families (NSAF) 1999).

To examine non-response bias, with the assumption that the late respondents were more
likely to be similar to non-respondents (Oppenheim 1966), a comparison of all
responses between respondents to the first mailing and respondents to two follow-up
mailings was performed to determine if there was any significant difference between the
respondents of the first and follow-up mailings. Chi-square tests of significance were
conducted at the 0.01 level to compare all responses from the first and two follow-up

malings in order to ensure that the findings from the samples represented the
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population of interest. Pearson’s Chi-square test at 0.01 level of significance was used
fo examine non-response bias in order to be 99% certain that sample results were not

due to chance.

Overall, the evidence showed that the early responses did not differ significantly from
the late responses. In fact, early and late responses were very similar. The only question
on which the Chi-square test detected a statistically significant difference between the
two groups was in asking whether or not a corrective action had been taken in an
organisation when there was a variance between budgeted and actual performance
measures. There were no other significant differences related to any of the demographic
questions or any of the main questions concerning readership, comprehension
difficulties, purposes of using budget papers, the usefulness of information in the budget
paper, and other questions relating to the consequences of using OBB in the public
sector. With the minor difference as noted earlier and the view that there was no
important non-response bias, the responses to the three mailings could be reasonably
combined. As a result, the 93 valid responses were considered to be representative of
the population of this study. Therefore, it was concluded with some confidence that the

results of this study had generalisability.

5.4 Univariate Analysis of the Survey Questionnaires

Tables, where appropriate, contain the frequency (the upper figure) and percentages (the
lower figure) of responses to the OBB survey questionnaire. The number of responses
to each question is presented as the frequency. Due to variability in the number of
responses to each question, the r=rcentages were calculated, based on the number of
responses to the ques:ion instead of on the total valid respondents to the survey. Where
appropriate, data from the five point scale were collapsed to observe if this made a
difference to the results of the responses. If the collapsed scale made a difference to the
findings, the difference was reported. Further, the mean scores and standard deviations

are also provided in most Tables.
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5.4.1 Profiles of Respondents

The profiles of respondents are reported in Table 5.1. Most respondents (71.7%) were
male and slightly more than one-quarter (28.3%) of respondents were female.
Respondents tended to be in the age group 40-49 years (41.3%), followed by the age
group 50-59 years (31.5%). Only 5.4% of the respondents were outside the age range of
30to 59 years. The highest level of education that most respondents had achieved was a
bachelors degree (51.6%), followed by a masters degree (35.5%). A small proportion of
respondents had a doctoral degree (3.2%); TAFE certificate (2.2%); and secondary
school (1.1%), as their highest level of education. Other educational qualifications that
6.5% of the respondents achieved as their highest level of qualification were: diploma;
graduate diploma; post graduate diploma; CPA and post graduate fellowships. About
half (53.8%) of the respondents had completed formal study in accounting. Two-thirds
(674%) of the respondents reported having formal educational training with

performance measures.

Approximately three-quarters (77.5%) of the respondents have been in their current or
similar jobs for at least two years. Just over one-third (35.5%) of the respondents
reported being in their current or similar jobs for 2-5 years, followed by the durations of
5-10 years (22.6%). Nearly one-fifth (19.4%) of the respondents reported being in their

current or similar jobs over 10 years.

Two-fifths (40.9%) of thé respondents have had their responsibility or principal tasks in
the finance, budget and accounting area, followed by the policy and planning area
(29%). Nearly, one-tenth (8.6%) of the respondents have had their principal tasks in
performance review and evaluation. Furthermore, one-fifth (21.5%) of the respondents
reported having their responsibility or principal tasks in other areas such as management
(7.5%), finance and administration (3.2%), a combination of three areas: finance; policy
planning; and performance review (3.2%), and a combination of two areas: finance; and

performance review and reporting (2.2%).
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Table 5.1 Profiles of Respondents

Respondent Characteristics Categories Frequency | Percent
Gender Male 66 1.7
Female 26 283
Total 92 100.0
Age Under 30 years 4 43
30-39 20 21.7
40-49 38 41.3
50-59 29 31.5
60 and above 1 1.1
Total 92 100.0
Highest Level of Education Primary school 0 0
Secondary school 1 1.1
TAFE certificate 2 2.2
Bachelors Degree 48 51.6
Masters Degree 33 35.5
Doctorate 3 3.2
Others include: 6 6.5
Graduate Diploma 1 1.1
Post Graduate Diploma 1 1.1
CPA (after completing bachelors degree) 1 1.1
Graduate Diplgma and CPA post graduate 1 11
(Masters pending)
Diploma 1 1.1
Post graduate fellowships, equivalent to Masters 1 1.1
Total 93 100.0
Completed a Formal Course of Yes 49 53.8
Study in Accounting No 42 46.2
Total 91 100.0
Having Formal Educational Yes 62 bl4
Training with Performance No 30 32.6
Measures Total 92 | 1000
Duration in Current or Similar job | less than 2 years 21 22.6
2.5 years 33 35.5
5-10 years 21 22.6
Over 10 years 18 19.4
LA Total 93 100.0
Areas of Responsibility or - Finance, budget and accounting 38 40.9
Principa] Task - Policy and planning 27 29.0
- Performance Review/ Evaluation 8 8.6
- Other 20 21.5
Total 93 100.0

Source: Data drawn from survey questionnaire (2002/03) Section D, Questions 61 to 67
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5.4.1.1 Recipients of the Victorian Budget Papers

0f 93 respondents, 83 respondents reported that they received the 2002/03 Victorian
budget papers, representing 89.2% of the respondents. This confirmed that the objective
of the sampling procedure for selecting the recipients of the Victorian budget papers
was achieved. Respondents who reported receiving budget papers were further asked to
specify which budget papers they received. Four-fifths (79.6%) of the respondents
received the Budget Estimates (Budget Paper No.3), followed by the Budget Overview
(78.5%); the Budget Statement (Budget Paper No.2) (73.1%); and, last, the Treasurer’s
Speech (Budget Paper No.1) (68.8%). It should be noted that the percentages do not add
up to 100% since respondents received more than one type of budget paper. Table 5.2

provides details of the responses.

Table 5.2: Recipients of various Victorian Budget Papers

Question: Did you receive the 2002/03 Victorian Budget papers? If Yes, I received: (Please tick
one or more)

Ranking Recipients of the Victorian budget papers Frequency Percent
I Budget Estimates (Budget Paper No.3) 74 79.6
2 Budget Overview 73 78.5
3 Budget Statement (Budget Paper No.2) 68 73.1
4 Treasurcr’s Speech (Budget Pa er No 1) 64 68.8
S Total | R 279 i

Source: Data drawn from survey qucstlonnzure (2002/03) Sectlon B QUCSthD 10

Most recipients of the budget papers (79.6%) reported receiving Budget Paper No.3,
which contains performance information for each department. This result supports the
notion that most respondents would be familiar with the format and content of Budget
Paper No.3 and would be able to answer questions about the usefulness of information,

including quality of performance information, contained within the budget papers.

A minority of respondents (9.8%) reported that they did not receive the 2002/03
Victorian budget papers. However, of the nine respondents who reported not receiving
the budget papers, seven respondents reported using budget papers or various types of
performance information contained in the budget papers. This evidence revealed that
even though those seven respondents were not the recipients of budget papers, they
were still users of the budget papers. As a result, there were 91 out of 93 respondents
who were users of the Victorian budget papers, representing 97.85% of the respondents.

Only two respondents out of the total 93 respondents did not receive budget papers and
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did not use them, representing only 2.1% of the respondents. It should be noted that the
two respondents, who reported not receiving and using budget papers, were working in
the area of finance, budgeting, and accounting. Thus, it was assumed that they were
somehow familiar with the format and content of budget papers. The two non-users of
budget papers were also included in the population of this study because they met the
criteria of being public officials who could reasonably be expected to be able to answer
questions about the consequences of using OBB in the public sector, which was one aim

of this study.

5.4.2 Knowledge about Output Based Budgeting and Performance Measures

Respondents were asked whether they agreed or disagreed with statements relating to
OBB and performance measures on a three point Likert scale. Table 5.3 tabulates the
results of these survey questions. The respondents overwhelmingly agreed that
“outcomes are the government’s desired or intended impacts on the community”
(95.7%) and “effectiveness is the extent to which actual outcomes are achieved”
(87.8%). Four-fifths (80.2%) of the respondents agreed that “efficiency is the extent to
which resources are minimised for a given level of output”. Incorrectly, nearly three-
quarters of respondents agreed that “outputs are products or services produced or
delivered by a department for both internal and external customers” (74.7%) and “OBB

means budgeting by focusing on outputs, not outcomes” (72.1%).

On the other i;and, the respondents overwhelmingly disagreed (91.2%) that “financial
performance information alone, without non-financial measures of performance, is
sufficient to assess whether entities have achieved their objectives”. Four-fifths (80.4%)
of the respondents disagreed that “OBB is a new concept”. Furthermore, three-quarters
(75.8%) of the respondents disagreed that “to construct an output structure for
budgeting, outputs are specified by directly transferring the old program structure to the
new output structure”. Finally, two-thirds (68.1%) of respondents disagreed that “the
connection or link between outputs and the government’s desired outcomes cannot be

demonstrated and measured in practice”.
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Table 5.3: Knowledge about Output Based Budgeting and Performance Measures

Question: To what extent do you agree or disagree with each of the following statements?

(For each item please tick the box which best reflects your response)

have achieved their objectives.

Don’t
Agree Know | Disagree | Total
3 2 ]
Frequency|Frequency|Frequency|Frequency
Percent | Percent | Percent | Percent
. 12 6 74 92
OBB is a new concept. 13.0% | 65% | 804% | 100%
Outputs are products or services produced or delivered by a 68 1 22 91
department for both internal and external customers. 4. 7% 1.1% 24.2% 100%
Outcomes are the government’s desired or intended impacts on the 88 2 2 92
community. 95.7% 2.2% 2.2% 100%
OBB means budgeting by focusing on outputs, not outcomes. 62 > 19 86
’ 72.1% 5.8% 22.1% 100%
The connection or link between outputs and the government’s
desired outcomes cannot be demonstrated and measured in 13 1 62 ol
. 19.8% 12.1% 68.1% 100%
practice.
[Efficiency is the extent to which resources are minimized for a 73 2 16 91
given level of output. 80.2% 2.2% 17.6% 100%
Effectiveness is the extent to which actual outcomes are achieved. 79 3 8 90
87.8% 3.3% 8.9% 100%
To construct an output structure for budgeting, outputs are 2 14 69 9]
specified by directly transferring the old program structure to the 3.8% 15.4% 75 8% 100%
new output structure.
Financial performance information alone, without non-financial
. ) e 7 1 83 91
measures of performance, is sufficient to assess whether entities 7 7% 1 1% 91 2% 100%

Source: Data drawn from survey questionnaire (2002/03) Section A, Questions 1 to 9

The criteria for evaluating whether the answers were correct or incorrect were based on
the definitions provided by the AARF (1990b); the VDTF (1997b); the Commonwealth
Department of Finance and Administration (1998); and the SCRCSSP (1999), as
detailed definitions specified in Chapter 1: Sections 1.7.2 and 1.8 and Chapter 3:

Section 3.2.1. Table 5.4 reports the ranking of concepts that most respondents answered

correctly. The results illustrated that the majority of the respondents correctly agreed on

the six key terms and concepts of OBB and performance information.
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Table 5.4: Ranking of Correct Answers

Ranking of
Correct Questions Frequency| Percent
Answers '
1 Outcomels are the government’s desired or intended impacts on the 88 957
community. '
Financial performance information alone, wit’:out non-financial
2 measures of performance, is sufficient to assess whether entities have 83 91.2
achieved their objectives.
3 [Effectiveness is the extent to which actual outcomes are achieved. 79 87.8
4 [Efficiency is the extent to which resources are minimized for a given 73
| level of output. 80.2
To construct an output structure for budgeting, outputs are specified by
5 directly transferring the old program structure to the new output 69 75.8
structure.
6 The connection or link between outputs and the government’s desired 62 68 1
utcomes cannot be demonstrated and measured in practice. '

Source: Data drawn from survey questionnaire (2002/03) Section A, Questions 2 to 9

However, there were two concepts on which most respondents had different opinions
from the definitions applied in this study as provided by the Victorian Department of
Treasury and Finance (1997b) and the SCRCSSP (1999). Specifically, most respondents
answered the questions incorrectly regarding the definitions of outputs and OBB.

Details are presented in Table 5.5.

Table 5.5: Ranking of Incorrect Answers

Ranking of .
P
Incorrect Answers Questions Frequency| Percent
1 Outputs are products or services produced or delivered by a 68 747
department for both internal and external customers. |
2 OBB means budgeting by focusing on outputs, not outcomes. 62 72.1

Source: Data drawn from survey questionnaire (2002/03) Section A, Questions 2 and 4

3.4.2.1 Total Knowledge Scores

The results of total knowledge scores are presented in Table 5.6. The total knowledge
scores were calculated based on the correct responses to Questions 2 to 9. Respondents
who had correct answers equal to or more than four answers out of the total eight
answers (at least 50% correct anéwers), were classified as having a high knowledge
about OBB and performance measures. Only three respondents answered all eight
questions correctly, representing 3.2% of the respondents. Eight respondents achieved a
total knowledge score of less than four or 50% of the total scores, representing 8.6% of

the respondents.
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In summary the high knowledge group, with a total knowledge score of at least four,
comprised 85 respondents representing 91.5% of the respondents. The low knowledge
group, providing at least four answers and achieving a total knowledge score of less
than four, comprised six respondents representing 6.5% of the respondents. The
evidence revealed that public officials commonly have a high understanding of the key
terms and concepts of OBB and performance information as defined by the AARF
(1990b); the VDTF (1997b); the Commonwealth Department of Finance and

Administration (1998); and the SCRCSSP (1999).

Table 5.6: Total Knowledge Scores

Total Knowledge Scores Frequency Percent Cumulative Percent

0 2 2.2 22
1 0 0.0 22
2 3 3.2 5.4
3 3 3.2 8.6
4 14 15.1 23.7
5 25 26.9 50.5
6 26 28.0 78.5
7 17 18.3 96.8
8 3 3.2 100.0

Grand Total - i 693 A% 100.0

Source: Data drawn from survey qdcstionnaire (2002/03) Section A, Questions 2 to 9

5.4.3 The Usefulness of Information in the 2002/03 Victorian Budget Papers

The data presented in this section are mostly drawn from Section B of the OBB survey
questionnaire (2002/03) relating to issues such as the frequency of use of budget papers,
readership, comprehensioh difficulties, the usefulness of items and performance

measures in budget papers.

3.4.3.1 Frequency of Use of the Victorian Budget Papers

Three-quarters (74.7%) of the respondents used the Victorian budget papers regularly
(at least annually). However, one-fifth (20.9%) of the respondents reported that they
“uregularly use” and only a small proportion (3.3%) reported that they “never use”.
Almost one-third (29.7%) of the respondents used the budget papers as frequently as
daily or weekly, as reported in Table 5.7.
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Table 5.7: Frequency of Use of the Victorian Budget Papers
Question: How often do you use the Victorian budget papers? (Please tick one)

Period Frequency Valid Percent Cumulative Percent

@:_,E‘L— 4 4.4 4.4
Weekly 23 25.3 29.7
Monthly 27 29.7 59.3
[Quarterly 10 11.0 70.3
Half yearly 1 1.1 71.4
Annually 3 3.3 74.7
Irregularly 19 20.9 95.6
Never use 3 3.3 98.9
["Other 1 1.1 100.0
@ s 91 .. 100.0

Source: Data drawn from survey questi

onnaire (2002/03) Section B, Question 11

54.3.2 Readership of Items in the Victorian Budget Papers

Users of budget papers were asked to rate how thoroughly they usually read various

items in the budget papers on a five point Likert scale. Table 5.8 displays the results of

those responses including the mean scores and standard deviation. A comparison across

every individual item rated as read thoroughly revealed that nearly one-third (30.4%) of

respondents rated the output cost information as being the most thoroughly read item,

followed by the descriptive explanation of outputs (24.2%); the descriptive contribution

of outputs to department objectives (23.1%); the statistical performance information

(23.1%); the descriptive contribution of outputs to government outcomes (20.9%); the

Treasurer’s speech (18.9%); and, last, the financial statements (11.0%).

Table 5.8: Readership of items in the Victorian Budget Papers

Question: How thoroughly do you usually read the following items in the budget papers?

Read Do not
Thoroughly Read Total |Mean| S.D.
Items in the budget papers 5 4 3 2 1
Frequency |Frequency|Frequency|Frequency Frequency|Frequency

Percent Percent | Percent | Percent | Percent | Percent
Output cost information 28 26 17 12 9 92 3.57 | 131

30.4% 28.3% 18.5% 13.0% 9.8% 100% ’ ‘
Descriptive explanation of 22 24 19 16 10 91 135 | 1.32
outputs 24.2% 26.4% 20.9% 17.6% 11.0% 100% : :
$tatisﬁca1 performance 21 20 25 15 10 91 3301 1.30
information 23.1% 22.0% 27.5% 16.5% 11.0% 100% ’ )
Descriptive contribution of 21 21 21 19 9 91 329 | 1.30
outputs to department objectives 23.1% 23.1% 23.1% 20.9% 9.9% 100% : )
Descriptive contribution of 19 21 22 20 9 91 323 | 128
loutputs to government outcomes 20.9% 23.1% 24.2% 22.0% 9.9% 100% ) )
Financial statements 10 23 24 20 14 91 205 | 1.24

11.0% 25.3% 26.4% 22.0% 15.4% 100% : ‘
Treasurer’s speech 17 11 12 28 22 90 570 | 1.45

18.9% 12.2% 13.3% 31.1% 24.4% 100%
Source: Data drawn from survey questionnaire (2002/03) Section B, Question 12
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Collapsing the highest two categories on the Likert scale (categories 4 and 5), only
changed the last and second last ranking of read thoroughly and somewhat thoroughly
by moving the financial statements into sixth place ahead of the Treasurer’s speech. The
output cost information, however, remained obviously the most thoroughly read item
with more than half (58.7%) of the respondents reading it thoroughly and somewhat
thoroughly. Table 5.9 reports the ranking, frequencies, and percentages of the
readership of the items within the budget papers after collapsing categories 4 and 5.

Table 5.9: Ranking of the Most Thoroughly Read Items in the Victorian Budget
Papers — With Collapsed Categories

Ranking Original Frequency/ | Frequency/
after Ranking Percentage Percentage
Collapsing of Items after of
(scale Read Collapsing Read
4+5) Thoroughly (scale 4+5) | Thoroughly
. . 54 28
1 1 Output cost information 58 7% 30.4%
2 2 Descriptive explanation of outputs 46 22
50.5% 24.2%
3 3 Descriptive contribution of outputs to 42 21
department objectives 46.2% 23.1%
4 3 Statistical performance information 4 5411 % 232_11 %
5 4 Descriptive contribution of outputs to 40 19
government outcomes 44.0% 20.9%
. . 33 10
6 6 Financial statements 36.3% 11.0%
7 S Treasurer’s speech 3 12.?% 181.;%

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 12

The mean scores’ ranking results from Table SR also reveal that the output cost
information was the most thoroughly read item (mean score = 3.57), followed by the
descriptive explanation of outputs (mean score = 3.35); the statistical performance
information (mean score = 3.30); the descriptive contribution of outputs to department
objectives (mean score = 3.29); the descriptive contribution of outputs to government
outcomes (mean score = 3.23); the financial statements (mean score = 2.95); and,
last, the Treasurer’s speech (mean score = 2.70). The results of the mean scores” ranking
Were consistent with the survey results when collapsing the adjacent highest two
categories on the Likert scales, where it was found that the output cost information was
the most thoroughly read item; the financial statements were the second least

lhoroughly read item; and the Treasurer’s speech was the least thoroughly read item.
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To properly understand the meaning of the government budgets and spending, the
financial statements in the budget papers are an essential item. However, this study
found that few users thoroughly read the financial statements. Additionally, given the
fact that the Treasurer’s speech was delivered by the State Treasurer and usually served
as an introduction and set the tone for how the budget was spent, one would have
expected that it would be read by most users or would serve as an important item in
communicating information to users. Unfortunately, this was not the case. Only almost
one-fifth (18.9%) of users reported reading the Treasurer’s speech thoroughly and a
quarter (24.4%) of users did not read this item at all. The small number of users who

thoroughly read the Treasurer’s speech is of concern.

5.4.3.3 Purposes for Using the Budget Papers

Using the four categories provided: “for making decisions about the allocation of
resources”; “to evaluate decisions about the allocation of resources”; “for accountability
purposes”; and “other”, users of the budget papers were asked to select from these
categories as many purposes as were relevant to them. The first three purposes were
those identified in SAC2 “Objective of General Purpose Financial Reporting” (AARF
1990b) as being the purposes for using financial reports. The last category “other” was
provided to give an opportunity to the respondents to specify other relevant reasons for
using the budget papers. As many respondents had more than one purpose for using the
budget papers, the percentages did not add up to 100% (see Table 5.10).

Table 5.10: Purposes for Using the Victorian Budget Papers
Question: For what purpose do you use the Victorian budget papers? (Please tick as many as apply)

Ranking Purposes for Using the Budget Papers Frequency Percent
1 |For accountability purposes 71 76.3
2 To evaluate decisions about the allocation of resources 34 36.6
3 For making decisions about the allocation of resources 30 32.3
4 | Other 24 25.8
LR TOtaAl 68 % TR SRR SR 0 159

Source: Data draWn from survey quesuonnmre (2002/03) Section B, Question 13

The majority of the respondents reported using budget papers for the three purposes, as
identified by SAC2, with one-quarter (25.8%) of the respondents using budget papers
for other purposes. The most frequently cifed purposes for using the budget papers was:
“for accountability purposes” (76.3%); followed by “to evaluate decisions about the
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allocation of resources” (36.6%); “for making decisions about the allocation of

resources” (32.3%); and, last, “other” (25.8%)).

The result revealed that the purposes identified by SAC2 (AARF 1990b) were quite
adequately reflected in the reasons given by public officials for using the budget papers.
This conclusion was supported by the last ranking of the “other” category. Table 5.11
presents other purposes for using the budget papers, and frequencies and percentages of
occurrence. Obviously the most widely used phrase was “understand government”
(6 occurrences); followed by “understand key initiatives” (3 occurrences); “reference”
(3 occurrences); “answering PAEC” (2 occurrences); “reconciliation” (2 occurrences);
and “review” (2 occurrences). The remaining eight other purposes had only one

occurrence for each purpose.

Table 5.11: Other Purposes for Using the Victorian Budget Papers

Frequency | Percent
Other purposes for using budget papers of of
Occurrence | Occurrence
- To understand: other departments; the allocation outcomes; general
information about agency budget activities; budget of relevant agencies 6 23.1
and key government directions; and what is happening in government
- To understand and identify key initiatives; to determine key priority areas 3 115
for implementation of key initiatives '
- Reference: in preparation of output proposals for subsequent budgets
. L 3 11.5
and production of divisional plans and budgets
- Answering PAEC questionnaires; providing information to PAEC 5 77
and other miscellaneous enquires '
- Reconciliation with departmental and ERC submissions and to reconcile 2 77
departmental budgets to the legal authority to incur expenditure '
- Review what was committed and only occasionally use budget papers to ) 77
review decisions '
- Reporting to DTF and others 1 3.9
- Some analyses 1 3.9
- To assess performance and integration (e.g. corporate plans) 1 3.9
- To check my facts in providing financial management advice 1 39
- Generally to identify appropriation bases 1 3.9
- Memory aide 1 3.9
- Provide explanation for knowledge concept 1 39
- Qyﬂerly revenue acquittal purposes 1 3.9
Totalresponses 26 100

Note: As each respondent could provide more than one answer to other purposes for using budget papers,
thus the 24 respondents who reported using budget papers for other purposes provided 26 responses.
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The finding of this study as to the high response rate, with three-quarters (76.3%) of the
respondents reporting using the budget papers for accountability purpose, is consistent
with the findings of Alijarde (1997) and Coy et al (1997) in that accountability has been
identified as the main purpose of public sector financial reporting since 1985. In
addition, the significance of using budget papers for the accountability purpose found
by this study conformed to the purpose emphasised by SAC2 for the public sector as

follows:

“The provision of information for accountability purposes is an important function of the process
of general purpose financial reporting, particularly in relation to public sector entities and non-
business entities in the private sector” (AARF 1990b, para.27).

It should be noted that the two purposes, namely “to evaluate decisions about the
allocation of resources and “for making decisions about the allocation of resources”
attracted only approximately one-third of the respondents. This evidence may indicate
that information within the budget papers did not quite adequately meet the needs of
public official users in assisting them to evaluate and make decisions about the

allocation of resources as proposed by SAC2.

3.4.3.4 Comprehension Difficulties of the Items in the Victorian Budget Papers

Users of budget papers were asked whether they had difficuity in understanding the
items in the budget papers. Exactly half of the respondents (50.0%) or 45 respondents
reported having difficulty in understanding the items in the budget papers. Respondents
who reported having comprehension‘difﬁculties of the items in the budget papers were
asked further to specify which items in the budget papers caused comprehension
difficulties. Each respdndent could provide more than one response relevant to them,
thus the 45 respondents who reported having difficulty in understanding the items in the

budget papers provided 92 responses to this question.

In Table 5.12, the items are ranked in order from the most highly rated causing
difficulty in understanding. It was found that the financial statement was the most
difficult item and the Treasurer’s speech was the least difficult item for budget paper
users. All financial and statistical items were rated ahead of descriptive items as being
more difficult to understand for budget paper users. Approximately a quarter (24.7%) of
respondents reported that the financial statement was the most difficult item to

understand, followed by the statistical performance information (22.6%]; the output cost
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information  (18.3%); the descriptive contribution of outputs to department
objectives (12.9%); the descriptive contribution of outputs to govenment outcomes
(10.8%); the descriptive explanation of outputs (7.5%); and, last, the Treasurer’s speech

(2.2%).

Table 5.12: Ranking of Difficulty of Understanding Items in the Victorian Budget Papers

Question: Which of the following items in the budget papers do you often have difficulty understanding?
lease tick as many as apply)

Ranking Items with difficulty of understanding Frequency | Percentage

1 Financial statements 23 24.7
2 Statistical performance information 21 22.6
3 Output cost information 17 18.3
4 Descriptive contribution of outputs to department objectives 12 12.9
5 Descriptive contribution of outputs to government outcomes 10 10.8
6 Descriptive explanation of outputs 7 7.5

7 Treasurer’s speech 2 2.2

Source: Data drawn from survey questionnaire (2002/03) Scctjbﬁ B, Question 14

5.4.3.5 Usefulness of Items within the Budget Papers

Respondents were asked to rate the usefulness of various items within the budget papers
on a five point Likert scale. According to the mean scores’ ranking reported in Table
5.13, the statistical performance information was the most useful item (mean score =
3.46), followed by the descriptive contribution of outputs to department
objectives (mean score = 3.45); the descriptive explanation of outputs |
(mean score = 3.43); the descriptive contribution of output: to government outcomes
(mean score = 3.37); the output cost information (mean score = 3.25); the financial
statements (mean score = 3.09); and, last, the Treasurer’s speech (mean score = 2.75).
Overall, descriptive items (i.e. the descriptive contribution of outputs to department
objectives, the descriptive explanation of oufputs, and the descriptive contribution of
outputs to government outcomes) were rated as being more useful than financial and

statistical items (i.e. the output cost information and the financial statements).

However, the results from a comparison across every individual item rated as very
useful revealed that a quarter (25.0%) of the respondents rated the output cost
information as being the most useful item, followed by the descriptive explanation of
outputs (22.1%); the descriptive contribution of outputs to govemment outcomes

(22.1%); the descriptive contribution of outputs to department objectives (19.8%);
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the statistical performance information (18.8%); the Treasurer’s speech (17.6%); and,

last, the financial statements (14.9%).

Table 5.13: Usefulness of Items within the Budget Papers

Question: How useful do you find the following items in the budget papers? (Please tick one box for each item)

Very Not
Useful Useful Total |Mean| S.D.
Items in the budget papers 5 4 3 o) 1
Frequency Frequency|Frequency|Frequency Frequency|Frequency
Percent | Percent | Percent | Percent | Percent | Percent
Statistical performance 16 23 33 10 3 85 346 | 1.04
information 18.8% 27.1% 38.8% 11.8% 3.5% 100% ' ]
Descriptive contribution of 17 29 21 14 5 86 345 | 1.16
outputs to department objectives | 19.8% 33.7% 24.4% 16.3% 5.8% 100% ' )
Descriptive explanation of 19 23 25 14 5 86 343 | 1.17
outputs 22.1% 26.7% 29.1% 16.3% 5.8% 100% ' '
Descriptive contribution of 19 22 24 14 7 86 337|123
outputs to government outcomes | 22.1% 25.6% 27.9% 16.3% 8.1% 100% ] )
Output cost information 22 16 22 18 10 88 395 | 134
25.0% 18.2% 25.0% 20.5% 11.4% 100% ) )
Financial statements 13 23 21 19 11 87 309 | 126
14.9% 26.4% 24.1% 21.8% 12.6% 100% ' )
Treasurer’s speech 15 12 18 17 23 85 275 | 145
17.6% 14.1% 21.2% 20.0% 27.1% 100% ' '

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 15

Collapsing the highest two categories on the Likert scale (categories 4 and 5), altered
the ranking of very useful and useful items considerably, by moving: “the descriptive
contribution of outputs to department objectives” up into first place; “the descriptive
contribution of outputs to government outcomes” down into third place; “the output cost
information” down into fifth place; and “the financial statements” up into sixth place
ahead of “the Treasurer’s speech” (see Tzhle 5.14). The descriptive explanation of
outputs and the statistical performance information, however, remained 1n the same

place in second and fourth places, respectively.

In summary, after collapsing the highest two categories, all descriptive items except the
Treasurer’s speech were rated as more useful to budget paper users than financial and
statistical items. This evidence was strongly supported by the findings of the difficulty
of understanding items (Table 5.12), where it was found that respondents considered
descriptive items as being less difficult to understand than financial and statistical items.
Therefore, it is possible that those respondents rated descriptive items as being more

useful than financial and statistical items.
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Table 5.14: Ranking of Usefulness of Items within the Budget Papers

ing Odgipal Frequency/ | Frequency/
Ranla ﬂ; . Ranking Items Percentage | Percentage
. of after of
Collapsing .

(scale 4+5) Very Collapsing Very
Useful (scale 4+5) |  Useful

| 3 Descriptive contribution of outputs to department 46 17
objectives 53.5% 19.8%

. . 42 19
2 2 Descriptive explanation of outputs 48.8% 22.1%

3 ) Descriptive contribution of outputs to government 41 19
outcomes 47.7% 22.1%

. . . 39 16

4 4 Statistical perfi

stical performance information 45 9% 18.8%

. . 38 22
5 1 Output cost information 43 2% 25 0%

. . 36 13
6 6 Financial statements 41.4% 14.9%

, 27 15
7 5 Treasurer’s speech 31.8% 17.6%

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 15

It was clear that the Treasurer’s speech and the financial statements were always
reported as being the least or the second least useful items. Specifically, the Treasurer’s
speech was the least useful item when considering the collapsed categories of very
useful and wuseful. However, the financial statement was the least useful item when
considering the very useful category. For the most useful item, the descriptive
contribution of outputs to department objectives was the most useful item when
considering the collapsed categories of very useful and useful. However, it should be
noted that the output cost information was also reported as being the most useful item
when considering the very useful category. Furthermore, the statistical performance
information was the most useful item when considering the least not useful category.
Nevertheless the descriptive explanation of outputs was consistently ranked as the
second most useful item. The descriptive contribution of outputs to department
objectives and the descriptive contribution of outputs to government outcomes were

always ranked within the highest third of most useful items.

2.4.3.6 Usefulness of Performance Measures

A comparison across every performance measure rated as very useful revealed that
approximately one-fifth (21.6%) of the respondents rated cost measures as being very
useful performance measures, followed by quality measures (17.0%); quantity measures

(15.9%); and, last, timeliness measures (13.6%). Table 5.15 provides details of the
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responses. Further collapsing the highest two categories on the Likert scale (categories 4
and 5), slightly altered the ranking of the usefulness of performance measures by
moving quantity measures into second place ahead of quality measures. However, cost
measures remained the most useful performance measure and timeliness measures

remained the least useful performance measure.

The mean scores’ ranking in Table 5.15, also revealed that cost measures were the most
useful performance measures (mean score = 3.37), followed by quantity measures
(mean score = 3.26); quality measures (mean score = 3.06); and, last, timeliness
measures (mean score = 3.00). Therefore, the two descriptive analysis methods: a
comparison of collapsing adjacent responses of the highest two categories on the Likert
scales and the mean scores’ ranking, provided exactly the same ranking results.
Nevertheless, the results from the three descriptive analysis methods: a comparison
across every performance measure rated as very wuseful; a comparison of collapsing
adjacent responses of the highest two categories on the Likert scales; and the mean
scores’ ranking, provided consistent results. They all indicated that cost measures were
the most useful performance measures and timeliness measures were the least useful

performance measures.

Table 5.15: Usefulness of Performance Measures

Question: How useful are the various types of performance measures contained in the Victorian
budget papers? (For each type please tick the box which best reflects your opinion)

Very Not
Performance Useful Useful Total Mgan S.D.
Measures 3 4 3 2 1
Frequency |Frequency|Frequency|Frequency|Frequency|Frequency
L Percent | Percent | Percent | Percent | Percent | Percent
Cost measures 19 26 19 17 7 88 338 194
21.6% 29.5% 21.6% 19.3% 8.0% 100% ) )
Quantity measures 14 24 28 15 7 88 396 116
S 15.9% 27.3% 31.8% 17.0% 8.0% 100% ) '
Quality measures 15 16 25 23 9 88 306 | 124
17.0% 18.2% 28.4% 26.1% 10.2% 100% ) )
Timeliness measures 12 13 32 25 6 88 3.00 L12
13.6% 14.8% 36.4% 28.4% 6.8% 100% ) )

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 16
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5.4.3.7 Frequency of Use of Performance Measures

Respondents were asked to describe how often they used the four types of performance
measures contained in the Victorian budget papers: quality measures; quantity
measures; cost measures; and timeliness measures. The summaries of the frequency of

use of the four performance measures are as follows.

In respect of quality measures, nearly three-quarters (69.2%) of the respondents used
the measures regularly (at least annually). However, 17.6% of the respondents reported

that they “irregularly use” and 11.0% reported that they “never use”.

For quantity measures, almost three-quarters (69.2%) of the respondents used the
measures regularly (at least annually). However, 19.8% of the respondents reported that

they “irregularly use” and 7.7% reported that they “never use”.

In the case of cost measures, three-quarters (72.5%) of the respondents used the
measures regularly (at least annually). However, 17.6% of the respondents reported that

they “irregularly use” and 6.6% reported that they “never use”.

Finally, for timeliness measures, about three-quarters (68.1%) of the respondents used
the measures regularly (at least annually). However, 18.7% of the respondents reported

that they “irregularly use” and 9.9% reported that they “never use”.

With comparing the four performance measures, a common pattern of use of
performance measures emerged. More than half of the respondents used all four
performance measures regulaﬂy at least quarterly. For the three performance measures:
quality measures; quantity measures; and timeliness measures, quarterly was the most
common period reported by more than a quarter of the respondents, followed by
monthly. Conversely, for cost measures, monthly was the most common period reported
by a quarter (24.2%) of the respondents, followed by quarterly (23.1%). Further, the
ranking of performance measures rated as “never use” was: quality measures (11.0%),
timeliness measures (9.9%); quantity measures (7.7%); and, last, cost measures (6.6%).
These data suggest that respondents commonly used cost measures more than other
Performance measures. The frequencies, percentages and cumulative percentages of the

usage of four types of performance measures are reported in Table 5.16.
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Table 5.16: Frequency of Use of Performance Measures

Question: How often do you use performance measures contained in the Victorian budget papers?
(Please tick one box for each item)

Performance Quality measures Quantity measures Cost measures Timelinesé measures
Measures/ | Frequency | Cumulative |Frequency| Cumulative [Frequency| Cumulative |Frequency| Cumulative
Period Percent Percent Percent Percent Percent Percent Percent Percent

Daily 0 0 0 0

0.0% 0.0% 0.0% 0.0%
Weekly 10 10 14 8

11.0% 1.0 11.0% 1.0 15.4% 154 8.8% 8.8
Monthly 19 23 22 20

20.9% 319 25.3% 363 2429 | 396 20% | 308
Quarterly 27 25 21 25

29.7% 61.5 27.5% 63.7 23.1% 626 27.5% 582
Half yearly 4 2 7 3

4.4% 65.9 299 65.9 77% 70.3 339% 61.5
Annually 3 3 2 6

33% 69.2 339 69.2 299, 72.5 6.6% 68.1
Irregularly 16 18 16 17

17.6% 86.8 19.8% 89.0 17.6% | 201 187% | 368
Never Use 10 7 6 9

11.0% 97.8 7.7% 96.7 6.6% 96.7 9.9% 96.7
Other 2 3 3 3

29% 100.0 339 100.0 339, 100.0 33% 100.0
Total .- 91 91 <1591 )
e NIOO%- « - 100% 1.:100% 100% -

Source Data drawn from survey queshonnaxre (2002/03) Sect1on B Questxon 17

3.4.3.8 Quality of Performance Information within the Victorian Budget Papers

Respondents were asked whether they agreed or disagreed with statements relating to
the quality of performance information contained within the Victorian budget papers, in
terms of the qualitative characteristics of information identified by SAC3 (AARF
1990c). The data on the five point Likert scale revealed that the responses were
generally distributed towards the agree, undecided, and disagree categories, with a very
small number of responses distributed towards the strongly agree and strongly disagree

categories.

Overall, a little more than one-third (36.0%) of the budget paper users were satisfied
with the quality of performance information contained within the budget papers, with
another 4.5% of the respondents strongly satisfied. Conversely, almost one-third
(29.2%) of the budget paper users were not satisfied with the quality of performance
information, while another 4.5% of the respondents were strongly dissatisfied. Table

5.17 tabulates the results on the five point Likert scale.
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Table 5.17: Quality of Performance Information within the Victorian Budget Papers

Question: According to your information needs, do you agree or disagree with the following
statements about the quality of performance information contained in the Victorian budget papers?

(Please tick one box for each

Strongly Strongly ‘
statement) Agree Agree |(Undecided| Disagree disagree | Total |Mean|S.D.
5 4 3 2 1
== Relevance Frequency|Frequency|Frequency|Frequency|Frequency|Frequency
|l Percent | Percent | Percent | Percent | Percent | Percent
The information influences my
decisions about the allocation of 7 27 14 28 12 88
resources (such as investing or 8.0% | 307% | 159% | 31.8% | 13.6% | 100% | 288|122
funding approvals).
The information helps me make 2 29 28 24 6 89
redictions. 2.2% 32.6% 31.5% 27.0% 6.7% 100% =
The information helps me confirm 4 35 3] z1 6 89
my past evaluations. 45% | 393% | 258% | 23.6% | 67% | 100% |11 |10
The information assists me to 3 33 24 22 7 89
correct my past evaluations. 34% | 37.0% | 27.0% | 247% | 79% | 100% | >0 | 104
Total 3.00 | 1.07
Reliability
The information is a good
];;:entation of the facts without 6.8% 272‘2% 3 lz.g% 9 62.2% 8.(7)% 1 (? (;/% 2.99 | 1.07
Vo material information is omitted. 2, 11 27 33 16 89 244 | 1.00
2.2% 12.4% 30.3% 37.1% 18.0% 100% ' ’
The information does nof contain 7 27 29 21 3 87 316 | 1.00
significant errors. 8.0% 31.0% 33.3% 24.1% 3.4% 100% ' '
The information does not contain 15 35 22 11 3 86 356 | 1.04
deliberate misstatoments. 17.4% 40.7% 25.6% 12.8% 3.5% 160% ) )
Total 3.03 | 1.01
Comparability
e R R R TR BN e
: 6.9% 42.5% 23.0% 21.8% 5.7% 100% .
over different years.
The information enables me to
compare performance of different 4 23 23 29 9 88 282 | 1.08
government departments at one 4.5% 26.1% 26.1% 33.0% 10.2% 100% : '
time.
The information enables me to
. 3 20 27 29 10 89
compare performance of different - 5 > 2.74 | 1.04
government fien i Hvents nyar time. 3.4% 22.5% 30.3% 32.6% 11.2% 100%
The presentation of the information 2 23 21 34 9 89 272 | 103
IS consistent over time. 2.2% 25.8% 23.6% 38.2% 10.1% 100% ' :
Total 2.88 | 1.07
_ Understandability
[ am able to comprehend the 8 54 15 10 2 k. 3.63 | 0.88
meaning of the information. 9.0% 60.7% 16.9% 11.2% 2.2% 100% i .
The information is presented in an 6 42 22 16 3 89 336 | 0.97
understandable format. 6.7% 47.2% 24.7% 18.0% 3.4% 100% i
The information content is clear. 6 35 30 15 3 89 3.29 | 0.94
e 6.7% 39.3% 33.7% 16.9% 3.4% 100% :
Total 343 |0.94
Overall, I am satisfied with the 23 26 4 89
o 1 of performance information 4?% 363.(2)% 258% | 292% | 4s5% | 100% |07 |10

Contained in the budget papers.

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 18
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A comparison across every individual statement rated as strongly agree revealed that
the statement, “reliability: the information does not contain deliberate misstatements”
was the qualitative characteristic that best satisfied budget paper users with 17.4% of
respondents, followed by the statement “understandability: I am able to comprehend the
meaning of the information” with 9.0% of respondents. At the bottom of the ranking,
the statements “reliability: no material information is omitted”; “comparability: the
presentation of the information is consistent over time”; and “relevance: the information
helps me make predictions™ were perceived as being the qualitative characteristics that

least satisfied budget paper users.

Collapsing the highest two categories on the Likert scale (categories 4 and 5), switched
the first and second ranking of the best satisfied qualitative characteristic by moving the
statement “understandability: I am able to comprehend the meaning of the
information” into first place ahead of the statement “reliability: the information does not
contain deliberate misstatements”. However, at the bottom of the ranking, the statement
“reliability: no material information is omitted” remained the qualitative characteristic

that least satisfied budget paper users.

On the whole, according to the mean scores’ ranking, understandability of performance
information was the qualitative characteristic that best satisfied budget paper users
(mean score = 3.43), followed by reliability (mean score = 3.03); relevance (mean score
=3.00); and last, comparability (mean score = 2.88). The results from the mean scores’
ranking were consistent with the results from collapsing categories 4 and 5 on the Likert
scale, in that understandability was the qualitathC characteristic that best satisfied
budget paper users and comparabilitj/ was the qualitative characteristic that least

satisfied budget paper users.

Collapsing the highest two categories on the Likert scale clearly revealed that
understandability was the qualitative characteristic that best satisfied budget paper users
because the majority of users had a positive perception regarding all three statements
representing the definition of understandability. In addition, one statement achieved the
highest response rate of 69.7% compared to that of other qualitative characteristics.

Specifically, most respondents sirongly agreed or agreed that: they were able to
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comprehend the meaning of the information (69.7%); the information was presented in

an understandable format (53.9%); and the information content was clear (46.0%).

Conversely, comparability was the qualitative characteristic that least satisfied budget
paper users because most users had a negative perception regarding three out of four
statements representing the definition of comparability. Moreover, these three
statements were ranked at the bottom of the list as being the qualitative characteristic
that least satisfied budget paper users. Specifically, over two-fifths of the respondents
strongly disagreed or disagreed that: the presentation of the information was consistent
over time (48.3%); the information enabled them to compare performance of different
government departments over time (43.8%); and that the information enabled them to
compare the performance of different government departments at one time (43.2%).
However, about half (49.4%) of the respondents strongly agreed or agreed that the

information enabled them to compare performance of an entity over different years.

In summary, this evidence reveals that most public official users used performance
information to compare the performance of an entity over different years rather than to
compare the performance of different government departments. Importantly,
approximately half (48.3%) of the respondents reported that the presentation of the
information was not consistent over time. These survey responses will be c;ompared
with the content analysis results of the Victorian budget papers undertaken in this thesis

as a separate empirical research study (see Chapter 7).

With respect to the qualitative characteristic relevance, about two-fifths of the
tespondents strongly agreed or agreed that the information helped them confirm their
past evaluations (43.8%) and correct their past evaluations (40.5%). However, almost
half (45.4%) of the respondents strongly disagreed or disagreed that the information
influenced their decisions about the allocation of resources (such as investing or funding
approvals). This evidence was consistent with the findings of the purposes for using the
budget papers, where it was found that making decisions about the allocation of

fésources was not a major purpose for using the budget papers.
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For the qualitative characteristic reliability, overall there was no common perception
across the four statements regarding the quality of this characteristic. For the statement
“the information is a good presentation of the facts without bias”, there was an equal
response rate of 34.5% for both strongly agree or agree and strongly disagree or
disagree categories. More than half (55.1%) of the responses had a negative perception
or strongly disagreed or disagreed that “no material information is omitted”. On the
other hand, many respondents had a positive perception or strongly agreed or agreed
that “the information does not contain deliberate misstatements” (58.1%) and “the

information does not contain significant error” (39.0%).

5.4.3.9 Use of Performance Information

A majority of the respondents (77.8%) reported using the performance information
(Table 5.18). Those who used the performance information were asked further to

specify how the performance information had been used.

Table 5.18: Use of Performance Information

Question: Do you use performance information?

Resnonses Frequency Percent
Use performance information 70 - 77.8
Do not use performance information 20 222
Total a8 5w g 90 100.0

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 19

Almost two-thirds (62.4%) of the respondents reported using the performance
information for performance evaluation, followed by allocating resources (37.6%);
setting objectives (37.6%); increasing productivity (16.1%); purchasing outputs from
alternative providers (10.8%); and, last, other ways (9.7%). Table 5.19 provides details
of the responses. It should be noted that the percentages did not add up to 100% since
respondents had more than one purpose for using the performance information. In
addition, nine respondents specified using performance information in “other ways” as
follows: “policy analysis”; “preparation of budget papers”; “quarterly revenue
acquittal”; “advice to government”; “use prior year’s information to help construct
current year information™; “reporting and understanding other departments”; “quarterly
Tevenue process™; “accountability”; and “analysis over time of cost increases and

service charges”.
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Table 5.19: Various Usages of Performance Information

Question: Do you use performance information? If your answer is “YES”, please also indicate how
performance information has been used. (Please tick one or more)

Ranking Performance Information has been used in: Frequency Percent
1 Performance evaluation S8 62.4
2 Allocating resources 35 37.6
_——E Setting objectives 35 37.6
F"? Increasing productivity 15 16.1
4 Purchasing outputs from aliernative providers 10 10.8
5 Other ways 9 DN
Totalee 162

[ =
Source: Data drawn from survey questionnaire (2002/03) Section B, Question 19

5.4.3.10 Performance Information Preparation

More than half of the respondents (57.8%) believed that performance information
should be prepared by management and verified by independent auditors. Almost two-
fifths (37.8%) of the respondents indicated that performance information should be
prepared by management. Only a small number of respondents (4.4%) stated that
performance information should be prepared by independent auditors. Table 5.20

reports these responses.

Table 5.20: Performance Information Preparation

Question: Do you think that performance information should be prepared by: (Please tick one)

Ranking |Performance information should be prepared by: Frequency Percent
1 Management and verified by independent auditors 52 57.8
2 Management 34 37.8
3 Indep@dent auditors 4 44
Total it s S S i e s ssleeisn S 100.0

Source: Data drawn from survey questlonnaxre (2002/03) Sectlnﬂ R. Question 20

3.4.3.11 Performance Audits by External Auditors

The majority (69.2%) of the respondents reported that performance audits by external
auditors had been undertaken in their organisations. Only seven respondents (7.7%)
indicated that they had mot used external auditors to conduct performance audits. A
further small number of three respondents stated that they had not used external auditors
but intended to have performance audits in the future. The remaining one-fifth (19.8%)
of the respondents reported that they did not know. Table 5.21 provides details of the

T€sponses.
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Table 5.21: Performance Audits by External Auditors

Question: Have performance audits by external auditors been undertaken in your organisation?

(Please tick one)
Rankin, Responses Frequency Percent
i Yes 63 69.2
2 Don't know 18 19.8
— 3 |No 7 7.7
| 4  |No, but intend to have performance audits 3 3.3
o Total 91 100.0

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 21

5.4.3.12 Performance Measures Checked for Accuracy

Most (75.6%) of the respondents indicated that performance measures in their
organisations were checked for accuracy. Only six respondents (6.7%) indicated that

performance measures were not checked for accuracy. Nearly one-fifth (17.8%) of the

respondents reported that they did not know (see Table 5.22).

Table 5.22: Performance Measures Checked for Accuracy

Question: Are performance measures in your organisation_checked for accuracy? (Please tick one)

Ranking Responses Frequency Percent
[ Yes 68 75.6
2 Don't know 16 17.8
3 No 6 6.7
Total =% 7. . 90 100.0

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 22

Respondents who reported having performance measures checked for accuracy were
further asked to indicate how often those performance measures were checked (Table
3.23). Almost two-thirds (64.2%) of the respondents reported having performance
measures checked for accuracy at least quarterly. About two-fifths (38.8%) of the

respondents indicated that performance measures were checked for accuracy at least

monthly.

Table 5.23: Frequency of Checking of Performance Measures for Accuracy

Question: Are performance measures in your organisation_checked for accuracy? If your answer is

“YES”, please also indicate how often they are checked. (Please tick one)

— Period Frequency Valid Percent |Cumulative Percent
Dail 0.0 0.0

Daily 0

 Weekly 1 15 15
Monthly 25 373 38.8
Quarterly 17 25.4 64.2
Annually 20 299 941

Other 4 6.0 100.0

Total 67 100.0

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 22
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5.4.3.13 Quality of Total Output Cost Information in the Victorian Budget Papers

Respondents were asked whether they agreed or disagreed with statements relating to
the quality of total output cost information contained within the Victorian budget
papers, based on the qualitative characteristics of information proposed by SAC3
(AARF 1990c) and the usability characteristic. Table 5.24 tabulates the results on the
five point Likert scale. The data on the five point Likert scale illustrate that the
responses were generally distributed towards the agree, undecided and disagree
categories, with a very small number of responses distributed towards the strongly

agree and strongly disagree categories.

Approximately one-third of the responses to the question “Overall, I am satisfied with
the quality of output cost information contained in the budget papers” was almost
equally distributed among the three categories: undecided (34.5%); strongly disagree or
disagree (33.3%); and strongly agree or agree (32.2%). Therefore, there is no dominant
perception on whether the users of the budget papers were satisfied or dissatisfied with
the overall quality of the total output cost information contained within the budget

papers.

A comparison across all individual statements rated as strongly agree revealed that the
statement “relevance: the information is essential and influences my decisions about the
allocation of resources (such as funding approvals)” was the qualitative characte ristic
that best satisfied budget paper users with 7.1% of respondents, followed by the
statement “reliability: the information does not contain significant errors” with 5.7% of
respondents. At the bottom of the ranking, two statements representing comparability
and usability were viewed as being the characteristics that least satisfied budget paper
users. Specifically, none (0.0%) of the respondents strongly agreed that: “the
information enabled them to compare output costs of government departments against
private sector counterparts”; and “the total output cost” information (without the cost

Per unit measure) was sufficient to make budget allocation decisions™.
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Table 5.24: Quality of Total Output Cost Information within the Victorian Budget Papers

Question: According to your information needs, do you agree or disagree with the following statements

about the quality of “TOTAL output cost” information provided in the Victorian Budget Estimates
(Budget Paper No.3)? (Please tick one box for each statement)

Strongly Strongly
Agree Agree (Undecided| Disagree Disagree | Total |Mean| S.D.
5 4 3 2 I
Frequency|Frequency|Frequency|Frequency|Frequency|Frequency
_ _ Percent | Percent | Percent | Percent | Percent | Percent
7 Relevance
Tmformation is essential and
influences my decisions about the 6 25 20 26 8 85
allocation of resources (such as 71% | 294% | 23.5% | 306% | 94% | 100% 294|113
funding a pprovals).
~ Reliability
The information does nof contain 5 33 30 16 3 87
Significant errors. 57% | 37.9% | 345% | 184% | 3.4% | 100% |324]9%
' Comparability
i tion enables me to
2&5&1?128? costls) 1c‘:f an entity i = = 23 - = 3.08 | 1.07
: 4.7% 39.5% 22.1% 26.7% 7.0% 100% ' '
over different years.
The information enables me to
compare output costs of different 2_5% 292:% 262.’-;’% 332‘3% S.Z% 1306% 2.84 | 1.02
government departments.
The information enables me to
compare output costs of 0 6 21 39 20 86 215 | 0.86
overnment departments against 0.0% 7.0% 24.4% 45.3% 23.3% 100% ’ '
rivate sector counterparts.
ITotal Fiabia b =" e 2.69 | 1.06
" Understandability
The information is presented in an 2 49 20 10 6 87 336 | 0.96
understandable format. 2.3% 56.3% 23.0% 11.5% 6.9% 100% ' '
[ am able to comprehend the 4 55 17 8 3 5% 3.56 | 0.86
meanmg of the mformat10n 4.6% 63.2% 19.5% 9.2% 3.4% 100% ' :
ota Fio : : 346 | 0.92
The mformatlon 1S usable for
making decisions, without the need 2 16 24 31 14 e 2.55|1.04
for any additional calculations or 2.3% 18.4% £1.6% 35.6% 16.1% 100% : :
adjustments.
The “total output cost” information
(without the cost per unit measure) 0 14 2 37 19 e 2.30 | 0.99
18 sufficient to make budget 0.0% 16.1% 19.5% 42.5% 21.8% 100% i '
allocation dccisions.
Total TRt 243 | 1.02
Overall Tam sattsﬁed with the 8 87
quality of output cost info - = 2y “ o, | 293 | 1.02
kontained mttl‘t)xe e parng:‘m 34% | 287% | 345% | 241% | 92% | 100%

Source: Data drawn from survey questionnaire (2002/03) Section B, Question 23
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Collapsing categories 4 and 5 on the Likert scale, altered the ranking considerably by
moving the statement “understandability: I am able to comprehend the meaning of the
information” into first place as being the qualitative characteristic that best satisfied
budget paper users with 67.8% of respondents, followed by the statement
“understandability: the information is presented in an understandable format” with
58.6% of respondents of that view. However, at the bottom of the ranking, the
statement: “comparability: the information enables me to compare output costs of
government departments against private sector counterparts” remained the qualitative
characteristic that least satisfied budget paper users, and the statement “usability: “the
total output cost” information (without the cost per unit measure) is sufficient to make

budget allocation decisions” became the second last ranking.

On the whole, according to the mean scores’ ranking, understandability of the total
output cost information was the qualitative characteristic that best satisfied budget paper
users (mean score = 3.46), followed by reliability (mean score = 3.24); relevance (mean
score = 2.94); comparability (mean score = 2.69); and last, usability (mean score =
2.43). The results from the mean scores’ ranking were consistent with the results from
coilapsing the highest two adjacent categories on the Likert scale. Whilst it was found
that understandability was the qualitative characteristic that best satisfied budget paper
users, the comparability and usability characteristics were perceived as being less
satisfactory. Whilst most respondents tended to have a positive perception or agreed
with statements representing the qualities of understandability, they tended to have a
negative perception or disagreed with statements representing the qualities of usability

and comparability.

Obviously, understandability was the qualitative characteristic that best satisfied budget
Paper users because the majority of users had a positive perception regarding both
Statements representing the definition of understandability. Specifically, the majority of
respondents strongly agreed or agreed that: they were able to comprehend the meaning
of the information” (67.8%); and that the information was presented in an
understandable format (58.6%). It should be noted that only the two statements
representing the definition of understandability achieved agreement from more than half
of respondents, with one of these statements achieving the highest response rate of

67.8%. No other statements achieved such a high level of agreement.
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Conversely, usability could be perceived as being the least satisfactory characteristics.
Most respondents had a negative perception regarding both statements representing the
definition of usability. More than half of the respondents strongly disagreed or
disagreed that: “the information was usable for making decisions, without the need for
any additional calculations or adjustments” (51.7%) and “the “total output cost”
information (without the cost per unit measure) was sufficient to make budget allocation
decisions” (64.3%). This evidence revealed that the majority of users regarded the cost
per unit measure, rather than the total output cost information, as important in making
budget allocation decisions. As the cost per unit measure was not available in the budget
papers, it was likely that budget paper users needed to make additional calculations

before using the total output cost information to make budget allocation decisions.

With respect to the qualitative characteristic comparability, the majority of users
strongly disagreed or disagreed that “the information enabled them to compare output
costs of government departments against private sector counterparts” (68.6%). Further,
about two-fifths (41.8%) of the respondents strongly disagreed or disagreed that “the
information enabled them to compare output costs of different government
departments”. Nevertheless, many respondents (44.2%) strongly agreed or agreed that
“the information enables them to compare performance of an entity over different

years”,

For the qualitative characteristic reliability, two-fifths (43.6%) of the respondents
strongly agreed or agreed that the information did not contain significant errors. This
finding was similar to the findings from the perceived quality of performance
information in the budget papers, where about two-fifths of the respondents perceived

that performance information did not contain significant errors.

With respect to the qualitative characteristic relevance, two-fifths (40.0%) of
respondents strongly disagreed or disagreed that the information was essential and
influenced their decisions about the allocation of resources (such as funding approvals).
This finding was consistent with the findings from the perceived quality of performance
information in the budget papers and the purposes for using the budget papers, where
most respondents indicated that performance information did not influence decisions

about the allocation of resources, and that making decisions about the allocation of
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resources was not a major purpose for using the budget papers. This confirmed that
performance information, in particular the total output cost information, did not

influence decisions about the allocation of resources.

$5.4.4 The Consequences of Using OBB in the Public Sector

Respondents were asked whether they agreed or disagreed with statements relating to
the consequences of using OBB in three areas: decision making; accountability and
organisational operations. Overall, data on the five point Likert scale revealed that the
responses were generally distributed towards the agree, undecided, and disagree
categories, with a very small number of responses distributed towards the strongly

agree and strongly disagree categories.

For the meaningful interpretation of the data in order to get a broader view of whether
respondents had a positive or negative perception to a particular question together with
the space limitation for discussing the data, this section will mainly provide the results
of collapsing the highest two adjacent categories on the Likert scale, instead of the
results of the individual category. The consequences of OBB in each area will be

discussed in the next section.

5.4.4.1 The Consequences of Using OBB on Decision Making

On the whole, this study found that OBB was not significantly useful in improving
decision making in the public sector, with the mean score value on a scale of 1 to 5
being 3.15. Table 5.25 provides the results of OBB on decision making on the five point

Likert scale and the total mean score as follows.
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Table 5.25: The Consequences of Using OBB on Decision Making

Question: To what extent do you agree or disagree with each of the following statements?
(Please tick one box for each statement)

et

Strongly Strong
Agree Agree [Undecided| Disagree | Disagree | Total Mean | S.D.
Decision Making 5 4 3 2 1
Frequency| Frequency [Frequency|Frequency|Frequency Frequency

Percent Percent Percent | Percent | Percent | Percent
The use of OBB results 3 33 (s 34 5 90
g eliocesion of 33% | 367% | 167% | 37.8% | 56% | 100% | 274 |10
resources.
Management now focuses 7 37 15 95 5 %9
more onoutputs thanthe |7 g0, | 4rcor | j609 | 28.1% | s6% | 100% | 318 | 110
use of resources.
OBB increases my 7 50 20 10 4 91 351 | o095
awareness of cost. 7.7% 54.9% 22.0% 11.0% 4.4% 100% ' :
OBB improves cost control. 5 26 30 26 3 90 304 1097

5.6% 28.9% 33.3% 28.9% 3.3% 100% i ’
The use of OBB leads to 3 15 32 35 6 91 271 10.93
cost cutting and cost saving.| 3.3% 16.5% 35.2% 38.5% 6.6% 100% ’ '

t of
T ] s o
eSO 2.2% 36.3% 30.8% 26.4% 4.4% 100% ’ '
implications.
The use of OBB enhances 5 36 27 18 4 90 322 | 098
long-term planning. 5.6% 40.0% 30.0% 20.0% 4.4% 100% ’ '
OBB facilitates in
classifying expenditures 5 36 25 20 5 91 318 11.02
so as to identify the direct 5.5% 39.6% 27.5% 22.0% 5.5% 100% ' '
COStS.
OBB provides a means of
estimating the cost 5 44 23 15 3 90 337 | 094
consequences of expanding | 5.6% 48.9% 25.6% 16.7% 3.3% 100% : '
or contracting any outputs.
Output structure provides a
clearer idea about the costs 9 35 28 15 4 o 333 1 100
of products and services 9.9% 38.5% 30.8% 16.5% 4.4% 100% ' ‘
than program structure.
&eut:seco(}fcgft/}z::ecgfl i i o - . 2 = 3.11 | 1.08
. 6.6% 37.4% 23.1% 26.4% 6.6% 100%

analysis.
| Total 3.15 | 1.02

Source: Data drawn from survey questionnaire (2002/03) Section C, Questions 24 to 34

Collapsing the highest two categories on the Likert scale (see Table 5.26) illustrated that
a majority of respondents rated the statement “OBB increases my awareness of cost” as
being the most highly rated impact of using OBB for decision making (with 62.6% of
respondents). At the bottom of the ranking, the statement “the use of OBB leads to cost

cutting and cost saving” was viewed as being the least highly rated consequence of

using OBB on decision making, with 19.8% of respondents stating strongly agreed or

agreed.
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Table 5.26: Ranking of the Consequences of Using OBB on Decision Making —
with Collapsed Categories

Ranking Origipal _ Frequency/ | Frequency/
ofter Ranking Consequences of Using OBB Percentage | Percentage
. of on after of
Collapstng Strongly Decision Making Collapsing | Strongly
(scale 4+5) Agree (scale 4+5) Agree
. 57 7
i 2 OBB increases my awareness of cost. 62.6% 779,
IOBB provides a means of estimating the cost 49 5
2 4 x?sitlxences of expanding or contracting any 54.49 5.6%
3 2 Management now focuses more on outputs than 44 7
the use of resources. 49.4% 7.9%
Output structure provides a clearer idea about the 44 9
4 1 costs of products and services than program 48.4% 9.9%
structure. ) )
5 4 'The use of OBB enhances long-term planning. 4 ;é% 5.2%
6 4 OBB facilitates in classifying expenditures so as to 41 5
identity the direct costs. 45.1% 5.5%
7 3 The use of OBB encourages the use of cost/benefit 40 6
analysis. 44.0% 6.6%
g 5 The use of OBB results in the reallocation of 36 3
resources. 40.0% 3.3%
g 6 OBB allows assessment of long-term financial 35 2
implications. 38.5% 2.2%
9 4 OBB improves cost control. 3 43_1% 5.2%
10 5 The use of OBB leads to cost cutting and cost 18 3
saving,. 19.8% 3.3%

Source: Data drawn from survey questionnaire (2002/03) Section C, Questions 24 to 34

5.4.4.2 Use of Cost/Benefit Analysis
More than half (58.9%) of the respondents reported using cost/benefit analysis (see
Table 5.27). Those who used cost/benefit analysis were asked further to specify how

cost/benefit analysis had been used.

Table 5.27: Use of Cost/Benefit Analysis

Question: Do you use cost/benefit analysis?

Responses Frequency Percent
Use 53 58.9
Do not use 37 411
o 90 100.0

Source: Data drawn frofn survey questionnaire (2002/03) Section C, Question 35
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Slightly more than one-third (35.5%) of the respondents reported using cost/benefit
analysis to select various service delivery options, followed by “to change the
resourcing of an output” (26.9%); “to select from alternative outputs” (22.6%); “to
determine if an output can be justified” (22.6%); “to reduce or expand in particular
outputs” (20.4%); and in “other ways” (6.5%). Table 5.28 reports the responses. The
percentages did not add up to 100% since respondents had more than one purpose for

using cost/benefit analysis.

Of the respondents who specified using cost/benefit analysis in “other ways”, five
provided qualitative responses as follows: “capital investment decisions”; “contract
renewal and service review with providers”; “development of complex projects™; “to
focus outputs on the government’s goals and targets (outcomes)”; and “to determine
efficiency/economy of business unit operations; since business units generally equal

direct output cost, then, indirectly, cost benefit analysis is used in relation to outputs”.

Table 5.28: Various Usages of Cost/Benefit Analysis

Question: Do you use cost/benefit analysis? If your answer is “YES”, please indicate how this
information has been used. (Please tick one or more)

Ranking Use of Cost/Benefit Analysis: Frequency Percent
1 [To select from various service delivery options 33 35.5
2 [To change the resourcing of an output 25 26.9
3 |To select from alternative outputs 21 22.6
4 . |To determine if an output can be justified 21 22.6
5 [To reduce or expand in particular outputs 19 20.4
6 In other ways 6 6.5

Source: Data drawn from survey questxonnaxre (2002/03) Sectxon C, Questmn 35

5.4.4.3 The Conseguences of Using OBB on Accountability

According to the total mean score value of 3.25 on a scale of 1 to 5 (see Table 5.29), the
respondents to the survey perceived that OBB did not have a significant impact in

enhancing accountability.
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Table 5.29: The Consequences of Using OBB on Accountability

Question: To what extent do you agree or disagree with each of the following statements regarding
the consequences of using OBB? (Please tick one box for each statement)

Strorngly Strong
Agree Agree [Undecided| Disagree | Disagree | Total Mean | S.D.
Accountability 5 4 3 7 1
Frequency|{Frequency|Frequency|Frequency Frequency|Frequency
Percent | Percent | Percent | Percent | Percent | Percent
OBB increases my awareness 5 51 18 15 2 " 3.46 | 0.91
of better performance. 5.5% 56.0% 19.8% 16.5% 2.2% 100% : '
OBB increases my awareness 7 46 15 20 3 91 337 |1.02
of the outcomes evaluation. 7.7% 50.5% 16.5% 22.0% 3.3% 100% ' '
Outcomes are more easily 3 32 24 28 5 92 300 | 1.01
measured via the use of OBB. | 3.3% 34.8% 26.1% 30.4% 5.4% 100% ' :
OBB leads to clearer 6 57 17 10 ) 92
e e 6.5% | 62.0% | 185% | 109% | 22% | 100% | >80 |08
delivery of outputs.
OBB increases the 2 22 34 27 S 90 2.88 | 092
commitment to service quality.| 2.2% 24.4% 37.8% 30.0% 5.6% 100% ' ’
It is clear now who is
accountable for measuring 8 52 18 12 2 92 3157 | 091
and reporting performance 8.7% 56.5% 19.6% 13.0% 2.2% 100% ' |
in my organisation.
Managcrg at all 1evg1s have 2 31 31 26 7 92 AR
§o " pevsotiher 22% | 337% | 337% | 283% | 22% | 100% | 70 |7
objectives because of OBB.
Managers at all levels have
clearer views of their s 47 22 19 2 52
erformance measures to 20 | s11% | 23.9% | 207% | 22% 100% | 3-30 [0:90
assess outputs because of
OBB.
1.3udgctary Qchmentaﬁ(.)n has 18 32 34 6 ) 92 163 |0095
increased significantly in 19.6% 34.8% 37.0% 6.5% 2 99% 100% ; ;
volume since the use of OBB.
Executive directors and
managers have more time to 1 8 40 37 5 91 259 ¢ DT
consider the budget since the 1.1% 8.8% 44.0% | 40.7% 5.5% 100%
use of OBB.
Corrective action has been
e Tl 54 21 8 1 o1 1 364 |080
1S a variance between 10 0 9 1009 ’ ’
budgeted and actual iz Ree ke S Tz i
performance measures.
For the purpose of expenditure
@ppraisal, ouput classification 2 35 26 21 3 " 3.18 | 1.00
of expenditure is more useful 5.5% 38.5% 28.6% 23.1% 4.4% 100%
than program classification.
OBB increases the cost of
correcting errors because of
the rigidity of output structure
(€.g. a change in one element 1 22 41 24 3 910 293 |0.83
or structure of output results 1.1% 242% | 45.1% | 26.4% 33% 100%
in change reverberating
throughout every element in
the same group).
&;i;;;: : 3.25 0.96

Source: Data drawn from survey questionnaire (2002/03) Section C, Questions 36 to 48
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Collapsing categories 4 and 5 on the Likert scale, revealed that most respondents

(68.5%) rated the statement “OBB leads to clearer responsibility for the delivery of

outputs” as being the most highly rated consequence of using OBB on accountability.

At the bottom of the ranking, the statement “executive directors and managers have

more time to consider the budget since the use of OBB” was viewed as being the least

highly rated consequence of using OBB on accountability, with only 9.9% of the

respondents responding strongly agreed or agreed (see Table 5.30).

Table 5.30: Ranking of the Consequences of Using OBB on Accountability

T{aﬂmg Original _ Frequency/ | Frequency/
after Ranking Consequences of Using OBB Percentage | Percentage
Collapsing of on aﬁer_ of
(scale 4+5) Strongly Accountability Collapsing | Strongly
Agree (scale 4+5) Agree
! 4 OBB leads to clearer responsibility for the delivery 63 6
of outputs. 68.5% 6.5%
Corrective action has been taken in my organisation 61 7
2 3 when there is a variance between budgeted and
67.0% 7.7%
actual performance measures.
3 5 It is clear now who is accountable for measuring and 60 8
reporting performance in my organisation. 65.2% 8.7%
4 5 OBB increases my awareness of better performance. 6 15.2% 5.2%
5 3 OBB increases my awareness of the outcomes 53 7
evaluation. 58.2% 7.7%
6 1 Budgetary documentation has increased 50 18
significantly in volume since the use of OBB. 54.3% 19.6%
Managers at all levels have clearer views of their
7 7 performance measures to assess outputs because of 49 2
OBB. 53.3% 2.2%
For the purpose of expenditure appraisal, output 40 5
8 5 classification c:uf expendnure is more useful than 44.0% 550
rogram «i.ssification.
9 6 Outcomes are more easily measured via the use of 35 3
OBB. 38.0% 3.3%
FIO 7 Managers at all levels have clearer views of their 33 2
objectives because of OBB. 35.9% 2.2%
1 7 OBB increases the commitment to service quality. ) 62.;% 23%
OBB increases the cost of correcting errors because
of the rigidity of output structure (e.g. a change in 23 1
12 8 one element or structure of output results in change 253% 1.1%
reverberating throughout every element in the same ' '
group).
13 8 Executive directors and managers have more time to 9 1
. . 0
consider the budget since the use of OBB. 9.9% 1.1%

Source: Data drawn from survey questionnaire (2002/03) Section C, Questions 36 to 48
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5.4.4.4 The Consequences of Using OBB on Organisational Operations

The total mean score value of 2.99 on a scale of 1 to 5 in Table 5.31 revealed that OBB

did not significantly improve organisational operations in the public sector. A

comparison across every individual statement rated as strongly agree revealed that none

(0.0%) of the respondents believed that OBB was too complex and difficult to operate.

Consequently, respondents had a very positive perception that OBB was not too

complex and difficult.

Table 5.31: The Consequences of Using OBB on Organisational Operations

Question: To what extent do you agree or disagree with each of the following statements regarding the
consequences of using OBB? (Please tick one box for each statement)

Strongly Strong
Agree Agree |Undecided| Disagree | Disagree | Total Mean | S.D.
Organisational Operations 5 4 3 2 1
Frequency|Frequency|Frequency|Frequency|Frequency|Frequency

Percent | Percent | Percent | Percent | Percent | Percent
OBB improves the
effectiveness of resource 3 33 29 24 3 92 3110 | 0.94
allocation and budgeting 3.3% 35.9% 31.5% 26.1% 3.3% 100% ' '
in my organisation.
OBB improves organisational 3 52 23 1 3 92
operations by linking budget | 3 30, | scser | 2500 | 120% | 33% | 100% | >4 | 087
and performance over time.
[ have a better understanding
of government operations and 4 52 23 9 2 91 349 | 086
the outputs to be produced or 4.4% 57.1% 25.3% 9.9% 3.3% 100% ) '
delivered because of OBB.
OBB requires changes in my 3. 23 24 33 9 92
organisational structure to . o 0 o 2.76 | 1.04
align with the output structure. 3.3% 25.0% 26.1% 35.9% 9.8% 100%
OBB increases the
involvement of lower- level 1 26 22 38 5 92 278 |0.96
management in the budget 1.1% 28.3% 23.9% | 41.3% 5.4% 100% ' )
formulation process.
OBB increases the
involvement of top 6 37 27 18 3 91 327 1097
management in the budget 6.6% 40.7% 29.7% 19.8% 3.3% 100% ’ :
formulation process.
Training related to output and
outcome specification was 1 10 26 41 13 91 240 1091
provided for employees at all 1.1% 11.0% 28.6% 45.1% 14.3% 100% ' ’
levels in my organisation.
OBB is too complex and 0 9 30 45 8 92 1 243 1079
difficult to operate. 0.0% | 9.8% | 32.6% | 489% | 87% | 100% | * '
OBB has increased my 10 33 20 23 6 92 1 350 | 1.13
Workload. | 10.9% 35.9% 21.7% 25.0% 6.5% 100% ' '
Total -~ R = : 2.99 | 1.02

Source: Data drawn from survey questionnaire (2002/03) Section C, Questions 49 to 57
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Collapsing categories 4 and 5 on the Likert scale, demonstrated that the statement
“] have a better understanding of government operations and the outputs to be produced
or delivered because of OBB” (with 61.5% of respondents) represented the most highly
rated consequence of using OBB on organisational operations. The ranking,
frequencies, and the percentages of the statements representing the consequences of
using OBB on organisational operations after collapsing categories 4 and 5 are

presented in Table 5.32.

Table 5.32: Ranking of the Consequences of Using OBB on Organisational

Operations
Ranking Original Consequences of using OBB Frequency/ | Frequency/
after Ranking on Percentage | Percentage
Collapsing of organisational operations after of
(scale 4+5) Strongly Collapsing | Strongly
Agree (scale 4+5) Agree
I have a better understanding of government 56 4
] 3 operations and the outputs to be produced or 61.5% 4.4%
delivered because of OBB. ) e
) 4 OBB improves organisational operations by 55 3
linking budget and performance over time. 59.8% 3.3%
3 2 OBB increases the involvement of top 43 6
management in the budget formulation process. 47.3% 6.6%
3 1 bBB has increased my workload. 4 GAT;% 1 01.90%
4 4 OBB improves the effectiveness of resource 36 3
allocation and budgeting in my organisation. 39.1% 3.3%
5 5 OBB increases the involvement of lower- level 27 1
management in the budget formulation process. 29.3% 1.1%
6 4 OBB requires changes in my organisational 26 3
structure to align with the output structure. 28.3% 3.3%
Training related to output and outcome 1 1
7 5 specification was provided for employees at all 12.1% 1.1%
. . . . (V] . (V]
levels in my organisation.
8 6 OBB is too complex and difficult to operate. 9‘2% 0‘(())%

Source: Data drawn from survey questionnaire (2002/03) Section C, Questions 49 to 57

3.4.4.5 Benefits and Costs of OBB

Respondents were asked whether they agreed or disagreed with the statement “I believe
that the benefits of OBB are greater than its costs”. The data on the five point Likert
Scale in Table 5.33 revealed that the undecided responses were higher than those of

other categories.
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Nevertheless, collapsing the highest two categories and the lowest two categories on the
Likert scale changed the ranking by moving the strongly agree and agree categories
slightly ahead of the undecided category. As a result, the collapsed data indicates that a
litle over two-fifths (44.6%) of the respondents strongly agreed or agreed that the
benefits of OBB were greater than its costs, with approximately two-fifths (41.3%) of
the respondents stating that they were wndecided. The remaining 13 respondents

(14.1%) reported that they strongly disagreed or disagreed that the benefits of OBB

were greater than its costs.

Table 5.33: Benefits and Costs of OBB

Question: To what extent do you agree or disagree with each of the following statements regarding
the consequences of using OBB? (Please tick one box for each statement)

Strongly Strong
Benefits and Costs of OBB Agree Agree |Undecided| Disagree | Disagree | Total
5 4 3 2 i
Frequency|Frequency|Frequency|Frequency|Frequency|Frequency
Percent | Percent | Percent | Percent | Percent | Percent
[ believe that the benefits of OBB are 9 32 38 8 ) 92
lgreater than its costs. 98% | 348% | 413% | 8.7% 5.4% 100%

Source: Data drawn from survey questionnaire (2002/03) Section C, Question 58

J.4.4.6 Problems with the Implementation of OBB

Respondents were asked to rate how significant the various problems had been in their
organisations since the implementation of OBB on the five point Likert scale. The data
in Table 5.34 revealed that the responses were generally distributed towards the
significant problem and somewhat of a problem categories, with a small number
(approximately 10% of responses) distributed towards the very significant problem, and
undecided categories. Furthermore, approximately ore-tenth to one-fifth of the

responses were distributed towards not a problem category.

A review of each individual problem on the five point Likert scale illustrated that about
one-third of the respondents indicated that “specifying outputs” (39.1%) and
“calculating full costs of outputs” (32.6%) had been somewhat of a problem in their
organisations. However, a similar proportion of the respondents reported that “defining
appropriate performance measures” (41.3%) and “specifying outcomes”™ (34.1%) had

been a significant problem in their organisations.
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Table 5.34: Problems since the Implementation of OBB

Question: Have any of the following items been problems in your organisation since the
implementation of OBB? (Please tick one box for each statement)

Very Somewhat
Significant| Significant ofa Not a
o obloms Problem | Problem |Undecided Problem | Problem | 1021 | Mean | S.D.
5 4 3 2 1
Frequency| Frequency Frequency|Frequency|Frequency|Frequency
Percent Percent Percent | Percent | Percent | Percent
pethine ft?e)ropnate 8 38 8 30 8 1095"/ 3.09 1.20
ke’f‘”’"" 87% | 413% | 87% | 32.6% | 87% ° '
measures
o 9 31 11 25 15 91
Specifying outcomes | g oo, 34.1% 121% | 27.5% | 165% | 100% | >3 | 130
Calculating full costs 10 24 10 30 18 92 276 133
of outputs 10.9% 26.1% 10.9% 32.6% 19.6% 100% ' )
o 2 24 10 36 20 92
Specifying ouputs | 5290 | 56104 | 109% | 391% | 217% | 100% | 248 | 116

Source: Data drawn from survey questionnaire (2002/03) Section C, Question 59

A comparison across each individual problem rated as a very significant problem
revealed that approximately one-tenth (10.9%) of the respondents rated “calculating full
costs of outputs” as being the most significant problem, followed by “specifying
outcomes” (9.9%); “defining appropriate performance measures” (8.7%); and, last,

“specifying outputs™ (2.2%).

Collapsing the highest two categories on the Likert scale (categories 4 and 5), changed
the ranking of very significant and significant problem by switching the problem of
“defining appropriate performance measures” into first place and “calculating full costs
Of_outputs” into third place (see Table 5.35). The problem of “specifying outcomes” and

“specifying outputs” remained in second and fourth places, respectively.

The results from the mean scores’ ranking were consistent with the results of collapsing
the highest two categories. Specifically, respondents indicated “defining appropriate
performance measures” as being the greatest problem in their organisations (mean score
=3.09), followed by “specifying outcomes” (mean score = 2.93); “calculating full costs

of outputs” (mean score = 2.76); and “specifying outputs” (mean score = 2.48).
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Original

. : Frequency/ Frequency/
Ranla ﬁcrung Ranking of Problems Percentage Percentage
) Very with the implementation of after of Vi
Collapsing | gionificant OBB Collapsi Significa
(scale 4+5) o ollapsing Significant
(scale 4+5) Problem
I 3 Defini it 46 8
efining appropriate performance measures 50.0% 8.7%
5 2 Specifvi ‘c 40 9
_ pecifying outcomes 44.0% 9.9%
3 1 Calculating full costs of 34 10
g full costs of outputs 37.0% 10.9%
- 26 2
4 4 Spec t
pecifying ouzputs 28.3% 2.2%

Source: Data drawn from survey questionnaire (2002/03) Section C, Question 59

5.4.4.7 The Effectiveness of OBB

Respondents were asked to rate how effective OBB had been in their organisations.

Table 5.36 reports data on the five point Likert scale.

Table 5.36: The Effectiveness of OBB

Question: In your opinion, how effective has OBB been in your organisation with respect to the
following statements? (Please tick one box for each statement)

Very Somewhat Not
effective | Effective {Undecided| effective | effective | Total |Mean| S.D.
5 4 3 2 1
Frequency|Frequency|Frequency| Frequency |Frequency|Frequency
Percent | Percent | Percent Percent Percent | Percent
__ Decision Making
Increasing awareness of, and 8 34 23 12 15 92 309 | 123
focus on, outcomes. 8.7% 37.0% 25.0% 13.0% 16.3% 100% ;
Increasing awareness of 6 32 18 23 13 92 2.95(1.20
factors that affect outcomes. 6.5% 34.8% 19.6% 25.0% 14.1% 100% E
T e 3.02 | 1.21
mccountablhty s e
Improving communication with 2 21 21 23 25 = 2.48 | 1.18
the public about performance. 2.2% 22.8% 22.8% 25.0% 27.2% 100% ) :
Ir.:creasjing the core budget ) 21 31 19 18 91 .
j;i:‘;j;;’gj;’::gg Sz‘t’fgﬁ?‘s 2% | 231% | 34.1% | 209% | 198% | 100% |67 |11
Tﬁw@ P, 2.57 | 1.15
'Ol‘gamsatxonal Operatlon
Reducing duplicative activities 1 15 28 7 29 50 2.36 | 1.14
Or services. 1.1% 16.7% 31.1% 18.9% 32.2% 100%
Reducing/eliminating 2 5 23 19 31 oA s
ineffective services/products. 2.2% 16.7% 25.6% 21.1% 34.4% 100% i '
Improving responsiveness to 2 23 23 17 25 90 256 | 1.21
customers, 2.2% 25.6% 25.6% 18.9% 27.8% 100% J
4 22 23 21 E A ST 190
4.4% 24.4% 25.6% 23.3% 22.2% 100%
247 [ 1.18

Source: Data drawn from survey questionnaire (2002/03) Section C, Question 60
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According to the mean scores ranking in Table 5.36, respondents indicated that the most
effective consequence of using OBB was the impact on decision making (mean score =
3.02), followed by the impact on accountability (mean score = 2.57) and the impact on
organisational operation (mean score = 2.47). However, this result must be interpreted
cautiously because mean scores for each impact are equal or lower than 3.00. This
means that respondents were undecided or had a negative perception that OBB had not
been very effective in their organisations. The results from collapsing categories 4 and 5
on the Likert scale (see Table 5.37), showed that about two-fifths of the respondents had
a positive perception with very effective and effective responses to statements

representing the effectiveness of OBB on decision making.

Table 5.37: Ranking of the Effectiveness of OBB — With Collapsed Categories

Ranking Original Frequency/ | Frequency/
after Ranl;mg Effectiveness of OBB Percentage | Percentage
Collapsing | > after of
(scale 4+5) ery Collapsing Ver)./
Effective (scale 4+5) | Effective
1 1 Decision making: Increasing awareness of, and 42 8
focus on, outcomes. 45.7% 8.7%
) 5 Decision making: Increasing awareness of factors 38 6
that affect outcomes. 41.3% 6.5%
3 3 Organisational operation: Improving 26 4
loutputs/service quality 28.9% 4.4%
4 4 Organisational operation: Improving 25 2
responsiveness to customers. 27.8% 2.2%
Accountability: Increasing the core budget
5 4 discussions among departments and legislatures on 23 2
25.3% 22%
outcomes.
6 4 |Accountability: Improving communication with 23 2
the public about performance. 25.0% 2.2%
7 4 Organisational operation: Reducing/ eliminating 17 2
ineffective services/products. 18.9% 2.2%
8 5 Organisational operation: Reduc:itg duplicative 16 1
activities or services. 17.8% 1.1%

Source: Data drawn from survey questionnaire (2002/03) Section C, Question 60

3.4.4.8 The Best Alternative for the Implementation of OBB

Nearly three-quarters (74.4%) of the respondents believed ‘that their organisations
should continue OBB with some modifications. About one-seventh (15.6%) of the
respondents believed that their organisations should continue with “OBB substantially
% it operates today”. Only the remaining 10% of the respondents believed that their

Organisations should discontinue OBB. Table 5.38 provides details of the responses.
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Table 5.38: The Best Alternative for the Implementation of OBB

Question: Which of the following do you feel is the best alternative for your organisation?
lease tick one)

Ranking Responses Frequency Percent -
1 | Continue OBB with some modifications 67 74.4
72 | Continue OBB substantially as it operates today 14 15.6
3 |Discontinue OBB 9 10.0
| Total THTEERT : e 00 e ] 100.0

Source: Data drawn from survey questionnaire (2002/03) Section D, Question 68

5.5 Summary

The Chi-square statistic tests confirm that the results of this study can be generalised to
the population because there is no significant response bias to the survey questionnaires.
The univariate analysis revealed that less than half of the respondents were satisfied
with the overall quality of the information generated by OBB within the budget papers.
Further, about half of the respondents finding various items in budget papers to be not
very useful is a concern. Overall, respondents did not thoroughly read items within
budget papers and half of the respondents had difficulty of understanding some items in

the budget papers.

As previously discussed in Chapter 3, previous studies indicated that the perceived
usefulness of information could be influenced by many factors such as readership,
comprehension difficulties and personal characteristics of users. Additionally, many
advocates of OBB claim that OBB will facilitate rational decision making; enhance
accountability and improve organisational operations (VDTF 1997b; Queensland
Treasury 1998b). The next chapter will provide further analysis in terms of the
proposition-testing regarding issues of the usefulness of information in the budget
papers and the consequences of using OBB. Particularly, the relationships between two

or more than two variables will be examined using bivariate or multivariate analysis.
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CHAPTER 6
SURVEY PROPOSITIONS-TEST RESULTS
6.1 Introduction

The research questions and propositions are restated in this chapter to determine if they
are supported by the survey results. The results of the propositions-testing presented in
this chapter are in two parts. In the first part, the bivariate (cross-tabulation) analysis
results of the Propositions 1 to 3 are reported to answer Research Question 1 relating to
the usefulness of information generated by OBB within budget papers. In the second
part, the results of testing Propositions 4 to 6 using cross-tabulation analysis and
multivariate analysis are discussed with respect to the consequences of using OBB, in

the public sector, for answering Research Question 2.

6.2 Research Question 1: The Usefulness of Information Generated by OBB

A bivariate (cross-tabulation) analysis was performed to test the relationships between
the usefulness dependent variables such as the frequency of use of budget papers; the
usefulness of items within budget papers; the frequency of use of performance measures;
and the usefulness of performance measures, and independent variables such as
readership; comprehension difficulties; purposes for using the budget papers (as
proposed by SAC2); qualitative characteristics of the information (as proposed by
SAC3); and personal characteristics. Earlier, the description and dimensions of each
concept and the research variables were listed according to the conceptual framework
(Figure 4.1). In this section, a diagram demonstrating research variables operations for

tesung Propositions 1 to 3 using the bivariate analysis, is presented in Figure 6.1.

Specifically, a cross-tabulation analysis using Pearson’s Chi-square test at the 0.05 level
of significance was performed to test Propositions 1 to 3. The assumptions and
procedure to perform the Chi-square test were discussed in Section 4.5.9. Because of
the space limitations of this thesis, the only variable identified to have a statistically
Sigfﬁﬁcant relationship will be reported in the tables presented in this section, along
with its Pearson’s Chi-square value, degrees of freedom (df) and probability (p) value.
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Figure 6.1: Research Variables Operations for the Bivariate Analysis
Independent Variables Dependent Variables

e

Readership Q.12 Proposition 1

Usefulness of Budget Papers

Comprehension

Frequency of use of budget papers (Q.11
Difficulties Q.14 quency get papers (Q.11)

Usefulness of Items within Budget Papers (Q.15)
- Usefulness of the Treasurer’s speech
- Usefulness of the financial statements
» - Usefulness of the statistical performance
information
- Usefulness of the descriptive explanation of
outputs
Personal - Usefulness of the descriptive contribution of
Characteristics outputs to department objectives
- Usefulness of the descriptive contribution of
Q. 61,62,63,64,65,66,67 outputs to government outcomes
- Usefulness of the output cost information

Purposes for Using
Budget Papers Q.13

Purposes for Using
Budget Papers Q.13 Proposition 2

Usefulness of Qutput Performance Information

Qualitative Characteristics

of Performance Information
Reievance .18 a,b,c,d
Reliability Q. 18 e f,g.h
Comparability Q.18 1,j,k,1
Understandability Q.18m,n,0

Usefulness of Performance Measures (Q.16)
- Usefulness of quality measures

- Usefulness of quantity measures

- Usefulness of cost measures

- Usefulness of timeliness measures

Frequency of Use of Performance Measures (Q.17)
- Frequency of use of quality measures

- Frequency of use of quantity measures

- Frequency of use of cost measures

Personal Characteristics

Q. 61,62,63,64,65,66,67
-  Frequency of use of timeliness measures

Purposes for Using Budget
Papers Q.13

Proposition 3

Qualitative Characteristics Usefulness of Total Output Cost Information

of Total Output Cost
Information
Relevance Q.23 a
Reliability Q. 23 b
Comparability Q.23 c,d,e
Understandability Q. 23 f,g

- Usefulness of cost measures (Q16c)

- Frequency of use of cost measures (Q17¢c)

Usability Q. 23 h,i

Personal Characteristics

Q. 61,62,63,64,65,66,67

N/ N LS
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6.2.1 Proposition 1

Previous studies particularly in private sector annual reports revealed that the perceived
usefulness of financial reporting and items contained within it could be influenced by
many factors (see Section 3.4). In the present study, it was expected that four main

variables could affect the perceived usefulness of budget papers. Proposition 1 was

stated as follows.

There is a relationship between the usefulness of budget papers, in particular the

frequency of use of budget papers and the usefulness of items within the budget papers,
and: (a) the readership;

(b) the comprehension difficulties; »
(c) the purposes for using budget papers; and

(d) the personal characteristics of the users.

The usefulness dependent variables frequency of use of budget papers and the
usefulness of items within the budget papers were tested with four independent
variables, as stated in Proposition 1. The following are the results of the bivariate

analysis for Proposition 1.

6.2.1.1 Frequency of Use of Budget Papers

There were no significant relationships between the frequency of use of budget papers
variable and the readership variables; the comprehension difficulties variables; the

purposes of use variables; or any of the personal characteristics variables.

6.2.1.2 Usefulness of Items within the Budget Papers

(@) The Treasurer’s Speech

There were no significant relationships between the variable usefulness of the
Treasurer’s speech and the readership of the Treasurer’s speech variable; the difficulty
of understanding of the Treasurer’s speech variable; the purposes of use variables; or

any of the personal characteristics variables.

(b) Financial Statements
There were significant relationships between the variable usefulness of the financial

Statements and readership of the financial statements variable (p=0.000); a number of
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the purposes for using the budget paper variables: for making decisions about the
allocation of resources (p=0.001), to evaluate decisions about the allocation of resources

(p=0.005), and other purposes (p=0.034); the comprehension difficulties variable:
difficulty of understanding of the financial statements (p=0.000); and personal

characteristics variables: age (p=0.012), completion of formal accounting course

(p=0.019), and responsibility or principal task (p=0.038) (Table 6.1).

Table 6.1: Usefulness of the Financial Statements

Pearson Degrees
Chi-square of Probability

value Freedom (p)

@) (df)
Readership of the financial statements 32.309 4 0.000
Purposes of Use
Q13a for making decisions about the allocation of resources 13.340 2 0.001
Q 13b to evaluate decisions about the allocation of resources 10.484 2 0.005
Q13d other 6.761 2 0.034
Comprehension Difficulties
Q 14b difficulty of understanding of the financial statements 17.163 2 0.000
Perscnal characteristics
Q62 age 12.908 4 0.012
Q 64 completion of a formal course of study in accounting 7.935 2 0.019
Q 67 responsibility or principal task 6.551 2 0.038

(c) Statistical Performance Information

There was a significant relationship between the variable usefulness of the statistical

performance information and a personal characteristic variable: completion of a formal

accounting course (p=0.044) (Table 6.2).

Table 6.2: Usefulness of the Statistical Performance Information

Pearson Degrees
Chi-square of Probability
value Freedom ()
9 (d
Personal characteristics
64 completion of a formal accounting course 6.233 2 0.044

(d) Descriptive Explanation of Outputs

There were significant relationships between the variable usefulness of the descriptive

explanation of outputs and the variable readership of the descriptive explanation of
outputs (p=0.000); and the variable purposes for using the budget papers: for making

decisions about the allocation of resources (p=0.013) (Table 6.3).
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Table 6.3: Usefulness of the Descriptive Explanation of Outputs

Pearson Degrees
Chi-square of Probability
value Freedom (p)
9) (df)
Readership of the descriptive explanation of outputs 21.894 4 0.000
Purposes of Use
Q13a_for making decisions about the allocation of resources 8.764 2 0.013

(¢) Descriptive Contribution of Outputs to Department Objectives
There was a significant relationship between the variable usefulness of the descriptive
contribution of outputs to department objectives and the variable purposes for using the

budget papers: to evaluate decisions about the allocation of resources (p=0.037) (see

Table 6.4).

Table 6.4: Usefulness of the Descriptive Contribution of Outputs to Department Objectives

Pearson Degrees
Chi-square of Probability
value Freedom )
%) (df)
Purposes of Use
Q 13b to evaluate decisions about the allocation of resources 6.607 2 0.037

() Descriptive Contribution of Outputs to Government Qutcomes

There was a significant relationship between the variable usefulness of the descriptive

contribution of outputs to government outcomes and the variable readership of the

descfiptive contribution of outputs to government outcomes (p=0.000) (Table 6.5).

Table 6.5: Usefulness of the Descriptive Contribution of Outputs to Government

Outcomes
Pearsén Degrees
Chi-square of Probability
value Freedom (p)
Q) (df)
Bfadership of the descriptive contribution of outputs to 39.716 4 0.000
overnment outcomes

(8) Output Cost Information

There were significant relationships between the variable usefulness of the output cost
information and the variable purposes for using the budget papers: to evaluate decisions
about the allocation of resources (p=0.008); and the variable comprehension difficulties:

difficulty of understanding of the output cost information (p=0.018) (Table 6.6).
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Table 6.6: Usefulness of the Output Cost Information

Pearson Degrees
Chi-square of Probability
value Freedom (p)
) (df
Purposes of Use
Q13b to evaluate decisions about the allocation of resources 9.578 2 0.008
Comprehension Difficulties
Q 14¢ difficulty of understanding of the output cost
information 8.029 2 0.018

6.2.1.3 Summary of the Findings for the Statistically Significant Bivariate Relationships

of the Usefulness of Items within the Budget Papers

Table 6.7 presents a summary of the statistically significant bivariate relationships
between two usefulness variables: the frequency of use of budget papers and the
usefulness of items within budget papers, and four independent variables: readership;
comprehension difficulties; purposes for using the budget papers; and personal

characteristics.

At the level of the usefulness of budget papers as a whole, it is found that the frequency
of use of budget papers was not significantly correlated to any of the four groups of
variables: readership; comprehension difficulties; purposes for using the budget papers;
and personal characteristics. However, at the specific level of the usefulness of various
segments within budget papers, it is found that almost all of the usefulness of items
within budget paper variables were correlated to at least one independent variable but
with a different group of variables for each item. Nevertheless, the Treasurer’s speech
was the only item within budget papers the usefulness of which was not correlated to
any group of variables representing readership, comprehension difficulties, purposes for
using the budget papers, and personal characteristics. On the other hand, only the
usefulness of the financial statements item was correlated to every group of variables
representing readership, comprehension difficulties, purposes for using the budget

papers, and personal characteristics.

There was a significant relationship between the usefulness of items within the budget
papers and the purposes for using the budget papers. As shown in Table 6.7, there are
four items within the budget papers the usefulness of which is related to at least one

purpose for using the budget papers. There are three items the usefulness of which 1s
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associated with readership. Finally, there are only two items the usefulness of which is

correlated with comprehension difficulties and personal characteristics.

Table 6.7: Summary of the Statistically Significant Bivariate Relationships of the
Usefulness of Items within Budget Papers

. . Comprehension Personal
Usefulness Variables Readership Difficulties Purposes of Use Characteristics
Usefulness of the Budget
Papers
Frequency of use of No No No No
budget papers
Usefulness of Items
within the Budget
Papers
Treasurer’s speech No No No No
Financial statements Yes - Difficulty of - For making decisions | - Age
understanding of | about the allocation of - Completion of a
the financial resources formal course of
statements - To evaluate decisions | study in accounting
about the allocation of - Responsibility or
resources principal task
- Other
Statistical performance No No No - Completion of a
information formal course of
study in accounting
Descriptive expianation of Yes No - For making decisions No
outputs about the allocation of
resources
Descriptive contribution No No - To evaluate decisions No
of outputs to department about the allocation of
objectives ' resources
Descriptive contribution
of outputs to government Yes No No No
outcomes
Output cost information No - Difficulty of - To evaluate decisions No
understanding about the allocation of
of the output cost | resources
information

Overall, the bivariate analysis results based on the Chi-square test supported the
proposition that the perceived usefulness of the items within budget papers was a
function of readership; comprehension difficulties; purposes for using the budget
papers; and personal characteristics. The important findings based on Table 6.7 are

summarised in thc next section.
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(a) Readerships and Usefulness of Items in the Budget Papers

The bivariate analysis indicated that the perceived usefulness of three items: the
financial statements; the descriptive explanation of outputs; and the descriptive
contribution of outputs to government outcomes, were related to their readerships. It
was also interesting to note that the output cost information, which had a relatively high
mean score of the readership, was ranked low in terms of its usefulness. This finding
was consistent with the bivariate analysis result that there was no significant
relationship between readership and usefulness of this item. Though the output cost
information was being read, users were not finding it useful. This finding raises a
question about the quality of output cost information. It is possible that the output cost
information does not possess qualitative characteristics according to SAC3; hence users

who read this item find that it is not useful.

(b) Comprehension Difficulties and Usefulness of Items in the Budget Papers

The bivariate analysis illustrated that the comprehension difficulties of two items: the
financial statements and the output cost information, appeared to be a significant
determinant of the usefulness of those items. Those users who had comprehension
difficulties with these two items in the budget papers iended to report that they were not
useful. It could be concluded that the comprehension difficulty of financial items rather
than descriptive items was related to the perceived usefulness of those items. These
results were not particularly surprising given the survey results (see Table 5.12) which
showed that the financial statement and the output cost information had a high ranking
as being difficult items to understand. To the extent that an item is difficult to
understand, it is expected that users would perceive the item not to be useful. The
results in Table 6.7 reveal that the usefulness of more technical items (the financial
statements and the output cost information) was related to the comprehension
difficulties. This finding raises questions about the accounting education background of

users in perceiving the financial information to be useful.

(¢) Purposes for Using the Budget Papers and Usefulness of Iteras in the Budget Papers

The bivariate analysis revealed that the purpose of using the budget papers was a
Significant factor affecting the perceived usefulness of items within the budget papers.
Those who were using the budget papers for making decisions about the allocation of

resources were significantly more likely to perceive that the financial statements and the
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descriptive explanation of outputs were useful. Those who were using the budget papers
to evaluate decisions about the allocation of resources were significantly more likely to
perceive as useful the financial statements, the descriptive contribution of outputs to
department objectives, and the output cost information. Finally, those who were using

the budget papers for other purposes were more likely to perceive the financial

statements as useful.

(d) Personal Characteristics of Users and Usefulness of Items in the Budget Papers

The bivariate analysis demonstrated that the perceived usefulness of two items: the
financial statements and the statistical performance information, tended to be influenced
by several personal characteristics of the users. The findings suggested that the level of
usefulness found in an item by users did not seem to depend on the users’ personal
characteristics. Only the criteria of age; the completion of a formal course of study in
accounting; and responsibility or principal task seemed to affect the level of usefulness
of more technical items such as financial statements and statistical performance
information. Specifically, the perceived usefulness of the financial statements was
significantly related to the personal characteristics of the users, for example, age; the
completion of a formal course of study in accounting; and responsibility or principai
task. The perceived usefulness of statistical performance information was significantly
related to the completion of a formal course of study in accounting. This result may
explain why some groups of users made more use of the financial information in the

budget papers or perceived it to be more useful.

6.2.2 Proposition 2

Based on the. premise of SAC2 and SAC3 as discussed earlier in Sections 1.7.1 and
4.3.1, this study anticipated that if the nature of the users and their purposes for using
the budget papers were known, and if information consisted of certain qualitative
characteristics, the information provided to users may be more useful. Consequently,

Proposition 2 was created to investigate the usefulness of performance information as

follows:

There is a relationship between the usefulness of output performance information and:
(a) the purposes for using the budget papers;
(b) the qualitative characteristics of performance information; and

(c) the personal characteristics of the users.
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Two usefulness dependent variables the usefulness of performance measures and the

frequency of use of performance measures were tested with three independent
variables, as indicated in Proposition 2. The results of the bivariate analysis for

Proposition 2 are presented in the next section.

6.2.2.1 Usefulness of Output Performance Information

(a) Usefulness of Quality Measures

The variable usefulness of quality measures had significant relationships with variables
representing all of the four qualitative characteristics of performance information. The
particular qualitative characteristic variables for which there were significant
relationships with the variable usefulness of quality measures were: relevance: the
information helps me make predictions (p=0.004); reliability: the information is a good
presentation of the facts without bias (p=0.002); reliability: the information does not
contain significant errors (p=0.002); comparability: the presentation of the information
is consistent over time (p=0.012); understandability: the information is presented in an
understandable format (p= 0.010); and understandability: the information content is
clear (p=0.028) (Table 6.8). There was also a significant relationship between the
variable usefulness of quality measures and the overail satisfaction with the quality of

performance information contained in the budget papers (p=0.000).

Table 6.8: Usefulness of Quality Measures

Pearson Degrees
Chi-square of Probability
value Freedom )
") (df)
Qualitative Characteristics of Performance Information
Relevance
Q 18 The information helps me make predictions. 15.196 4 0.004
Reliability
Q 18¢ The information is a good presentation of the facts 16.473 4 0.002
without bias.

Q 18¢ The information does not contain significant errors. 16.903 4 0.002
Comparability
Q 181 The presentation of the information is consistent over

time. 12771 4 0.012
Understandabiligy
Q 18n The information is presented in an understandable 13.340 4 0010

format.
Q 180 The information content is clear. 10.892 4 0.028
QI8p Overall, I am satisfied with the quality of

performance information contained in the budget 21.619 4 0.000

L____papers.
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(b) Usefulness of Quantity Measures
There were significant relationships between the variable usefulness of quantity
measures and three qualitative characteristics of performance information: reliability,

comparability, and understandability; and a personal characteristic of users: length of

time in current or similar job (p=0.032) (Table 6.9).

Particular qualitative characteristic variables for which there were significant
relationships with the vaniable wsefulness of quantity measures were: reliability: the
information does not contain significant errors (p=0.001); comparability: the
information enables me to compare performance of different government departments
over time (p=0.030); understandability: the information is presented in an
understandable format (p= 0.043); and understandability: the information content is
clear (p=0.0608). There was also a significant relationship between the variable
usefulness of quantity measures and the overall satisfaction with the quality of

performance information contained in the budget papers (p=0.000).

Table 6.9: Usefulness cf Quantity Measures

Tearson Degrees i
Chi-square of Probability
value Freedom (»)
) (df)
Qualitative Characteristics of Performance Information
Reliability .
Q 18g The information does not contain significant errors. 18.417 4 , 0.001
Comparability
Q 18 k The information enables me to compare
performance of different government departments - 10.719 4 0.030
over time.
Understandability
Q 18n The information is presented in an understandable 0 867 4 0.043
format.
Q 180 The information content is clear, 13.656 4 0.008
Q18p Overall, I am satisfied with the quality of
performance information contained in the budget 26.671 4 0.000
papers.
Personal characteristics
| Q66 Length of time in current or similar job 13.787 6 0.032

(c) Usefulness of Cost Measures
The variable usefulness of cost measures had significant relationships with the variable
purposes for using the budget papers: to evaluate decisions about the allocation of

resources (p=0.029); and with two aspects of the relevance qualitative characteristic:
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relevance: the information helps me make predictions (p=0.004); and relevance: the
information helps me confirm my past evaluations (p=0.000). There was also a

significant relationship between the variable usefulness of cost measures and the overall

satisfaction with the quality of performance information contained in the budget papers

(p=0.001). See Table 6.10.

Table 6.10: Usefulness of Cost Measures

information contained in the budget papers.

Pearson Degrees
Chi-square of Probability
value Freedom (P)
%) (df)
Purposes of Use
Q 13b to evaluate decisions about the allocation of resources. 7.096 2 0.029
Qualitative Characteristics of Performance Information
Relevance
Q 18b The information helps me make predictions. 15.482 4 0.004
Q 18c The information helps me confirm my past evaluations. 20.745 4 0.000
Q18p Overall, I am satisfied with the quality of performance 18 888 4 0.001

(@) Usefulness of Timeliness Measures

The variable usefulness of timeliness measures had significant relationships with two

qualitative characteristic variables: comparability: the presentation of the information is

consistent over time (p=0.003); and understandability: the information is presented in

an understandable format (p= 0.024). There was also a significant relationship between

the variable usefulness of timeliness measures and the overall satisfaction with the

quality of performance information contained in the budget papers (p=0.004). See Table

6.11.

Table 6.11: Usefulness of Timeliness Measures

Pearson Degrees
Chi-square of Probability
value Freedom )
oA (df)
Qualitative Characteristics of Performance Information
Comparability .
Q 181 The presentation of the information is consistent over time 15.714 - 4 0.003
Understandabili
Q 18n The information is presented in an understandable format. 11.230 4 0.024
Q18p Qverail, I_ am satisﬁcd with the quality of performance 15.341 4 0.004
information contained in the budget papers.
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6.2.2.2 Frequency of Use of Performance Measures

(a) Frequency of Use of Quality Measures

The variable frequency of use of quality measures had significant relationships with the
variable purposes for using the budget papers: for making decisions about the allocation
of resources (p=0.033); the variable qualitative characteristic: relevance: the
information helps me make predictions (p=0.024); and a personal characteristic
variable: responsibility or principal task (p=0.048). There was also a significant
relationship between the variable frequency of use of quality measures and the overall

satisfaction with the quality of performance information contained in the budget papers

(=0.009) (Table 6.12).

Table 6.12: Frequency of Use of Quality Measures

Pearson Degrees
Chi-square of Probability

value Freedom (p)

o (df)
Purposes of Use
Q 13a for making decisions about the allocation of resources 6.830 2 0.033
Qualitative Characteristics of Performance Information
Relevance
Q 18b The infarmation helps me make predictions. 11.228 4 0.024
Q18p Overall, I am satisfied with the quality of performance 13.605 4 0.009

information contained in the budget papers. ' ’

Personal characteristics
Q 67 responsibility or principal task 6.056 2 0.048

() Frequency.bf Use of Quantity Measures

The variable frequency of use of quantity measures had significant relationships with
the purposes for using the budget papers: for making decisions about the allocation of
resources (p=0.013); and with two qualitative characteristics of performance
information: relevance, and reliability. Particular qualitative characteristic variables for
which there was a significant relationship with the variable frequency of use of quantity
measures were: relevance: the information helps me make predictions (p=0.012);
relevance: the information helps me confirm my past evaluations (p=0.03 5); relevance:
the information assists me to correct my past evaluations (p=0.032); and reliability: the
information does not contain significant errors (p=0.030). There was also a significant
relationship between the variable frequency of use of quantity measures and the overall
satisfaction with the quality of performance information contained in the budget papers

(v=0.003) (Table 6.13).
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Table 6.13: Frequency of Use of Quantity Measures

Pearson Degrees
Chi-square of Probability

value Freedom (p)

) (df)
Purposes of Use
Q13a for making decisions about the allocation of resources 8.699 2 0.013
Qualitative Characteristics of Performance Information
Relevance
Q 18b The information helps me make predictions. : 12.763 4 0.012
Q 18c The information helps me confirm my past evaluations. 10.327 4 0.035
Q18d 'l;l:; 11;1;3;1::1011 assists me to correct my past 10.580 4 0.032
Reliability
Q 18g The information does not contain significant errors. 10.686 4 0.030
Q18p Overall, I_ am satisf_icd v_vith the quality of performance 16.030 4 0.003

information contained in the budget papers. ’ ‘ ‘

(c) Frequency of Use of Cost Measures

There was a significant relationship between the variable frequency of use of cost
measures and the variable purposes for using the budget papers: for making decisions
about the allocation of resources (p=0.003) (Table 6.14). There was also a significant

relationship between the variable frequency of use of cost measures and the overall

satisfaction with the quality of performance information contained in the budget papers
(p=0.006).
Table 6.14: Frequency of Use of Cost Measures
Pearson Degrees
Chi-square of Probability
value Freedom )
®) @ |
Purposes of Use
13a_for making decisions about the allocation of resources. 11.733 2 0.003
Qualitative Characteristics of Performance Information
Q18p chrall, I' am satisﬁed v'vith the quality of performance 14.309 4 0.006
information contained in the budget papers.

(d) Frequency of Use of Timeliness Measures
There were no significant relationships between the variable frequency of use of
timeliness measures and the purposes of use variables; the qualitative characteristic of

performance information variables; or any of the personal characteristics variables.
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6.2.2.3 Summary of the Findings for the Statistically Significant Bivariate Relationships
of the Usefulness of Output Performance Information

Table 6.15 presents a summary of the statistically significant bivariate relationships
between two usefulness variables: the usefulness of various types of performance
measures and the frequency of use of performance measures, and three independent

variables: purposes of use; qualitative characteristics of performance information; and

personal characteristics.

The proposition being tested, the perceived usefulness of various performance measures,
was predominately related to a number of variables representing four qualitative
characteristics of information: relevance;, reliability; comparability; and
understandability. However, there was a limited relationship between the usefulness of
various performance measures and purposes of use variables or personal characteristics
variables. Only one purpose of use variable (to evaluate decisions about the allocation
of resources) was related to the usefulness of one of the four performance measures
(cost measures). The other three usefulness variables of quality measures, quantity
measures, and timeliness measures were not related to any of the purposes of use

variables.

In terms of the personal characteristics variables, there was only one significant
relationship between the length of time in a current or similar job and the usefulness of
quantity measures. The usefulness of the other three types of performance measures:
quality measures; cost measures; and timeliness measures were not related to any of the

personal characteristics variables.

In terms of the qualitative characteristics variables, the quality measures were the only
performance measure the usefulness of which was correlated to all of the four
qualitative characteristics of performance information: relevance; reliability;
comparability; and understandability. The usefulness of quantity measures correlated to
three qualitative characteristics: reliability; comparability; and understandability. The
usefulness of timeliness measures correlated to two qualitative characteristics:
comparability and understandability. Finally, the usefulness of cost measures correlated

o only the qualitative characteristic, relevance.
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Table 6.15: Summary of the Statistically Significant Bivariate Relationships of the

Usefulness of Output Performance Information

Usefulness
Variables

Purposes
of Use

Qualitative Characteristics
of Performance Information

Personal
Characteristics

S—

Usefulness of Output Performance
Information

Usefulness of Quality Measures

Relevance:

- Making predictions
Reliability:

- Good presentation of the
facts

- No significant errors
Comparability:

- Consistency of the
presentation over time

Understandability:

- Understandable format
- Clear content

Overall satisfaction with
the quality of performance
information

Usefulness of Quantity Measures

Reliability:

- No significant errors
Comparability:

- Different government
departments over time

Understandability:
- Understandable format
- Clear content

Overall satisfaction with
the quality of performance
information '

- Length of time
In current or
similar job

Usefulness of Cost Measures

- To evaluate
decisions about
the allocation
of resources

Relevance:

- Making predictions
- Confirmation of past
evaluations

Qverall satisfaction with
the quality of performance
information

Usefulness of Timeliness Measures

Comparability:

- Consistency of the
presentation over time
Understandability:

- Understandable format
Overall satisfaction with
the quality of performance
information
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Table 6.15 (continued): Summary of the Statistically Significant Bivariate
Relationships of the Usefulness of Output Performance Information

Usefulness Purposes Qualitative Characteristics Personal
Variables of Use of Performance Information Characteristics
Frequency of Use of Performance
Measures
Frequency of Use of Quality - For making Relevance: - Responsibility
Measures decisions about - Making predictions or principal task
the allocation of | Overall satisfaction withthe
resources quality of performance
information
Frequency of Use of Quaatity - For making Relevance: No
Measures decisions about - Making predictions
the allocation of - Confirmation of past
resources evaluations
- Correction of past
evaluations
Reliability:
- No significant errors
Overall satisfaction with
the quality of performance
information
Frequency of Use of Cost Measures | - For making Overall satisfaction with No
decisions about the quality of performance
the allocation of | information
resources
Frequency of Use of Timeliness No No No
Measures

Overall, the bivariate analysis results based on the Chi-square test supported the
proposition that there was a relationship between the usefulness of output performance
information, in terms of the usefulness of various types of performance measures and
the frequency of use of various types of performance measures, and: the purposes for
using the budget papers; the qualitative characteristics of performance information and
the personal characteristics of the users. The important findings based on Table 6.15 are

summarised in the next section.

(@) Purposes for Using the Budget Papers and Usefulness of Output Performance
Information

The bivariate analysis revealed that the purpose for using the budget papers was a
Significant factor affecting only the perceived usefulness of the cost measures.
Specifically, those who were using budget papers to evaluate decisions about the

allocation of resources were significantly more likely to perceive that the cost measures
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were useful. The perceived usefulness of quality measures, quantity measures, and

timeliness measures were not related to any of the purposes of use variables.

In terms of the frequency of use of performance measures, only one purpose for using
the budget papers appeared to be a significant determinant of the frequency of use of the
three types of performance measures. In particular, those who were using the budget
papers for making decisions about the allocation of resources were significantly more

likely to use quality measures, quantity measures, and cost measures.

(b) Qualitative Characteristics and Usefulness of Output Performance Information

Overall, the results in Table 6.15 verify the importance of the qualitative characteristic
variables as a determinant of the usefulness of various types of performance measures.
Specifically, there were statistically significant relationships between four qualitative
characteristics of performance information (relevance; reliability; comparability; and
understandability) and the usefulness of quality measures. Further, statistically
significant relationships were found between three qualitative characteristics of
performance information (reliability; comparability; and understandability) and the
usefulness of quantity measures. Additionally, two qualitative characteristics of
performance information (comparability and understandability) appeared to be a
significant determinant of the usefulness of timeliness measures. Finally, only the
qualitative characteristic, relevance, was correlated with the usefulness of cost measures.
These results suggest that understandability was an important qualitative characteristic

of information that influenced the usefulness of various types of performance measures.

In terms of the frequency of use of performance measures, only two qualitative
characteristics of information (relevance and reliability) were found to influence the
frequency of use of performance measures. Specifically, the qualitative characteristics,
relevance and reliability, were significant factors affecting the frequency of use of
quantity measures. Additionally, the bivariate analysis revealed that the qualitative

characteristic, relevance, was a determinant of the frequency of use of quality measures.
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(¢) Personal Characteristics of Users and Usefulness of Output Performance Information
In the present study, whilst the personal characteristics of users seemed not to be an
important factor affecting the usefulness of output performance information, few
relationships were found between personal characteristics of users and the usefulness of
output performance information. The bivariate analysis illustrated that only one
personal characteristic of the users (the length of time in the current or similar job)
significantly affected the perceived usefulness of guantity measures. The other three
perceived usefulness variables of quality measures, cost measures and timeliness

measures were nof related to any of personal characteristics variables.

In terms of the frequency of use of performance measures, only one personal
characteristic variable (responsibility or principal task) was a significant factor affecting
the frequency of use of quality measures. All of the personal characteristics variables
appeared not to be significant determinants of the frequency of use of the other three
types of performance measures: quantity measures; cost measures; and timeliness

measures.

On the whole, the perceived usefulness of the various types of performance measures
tended to be significantly related to the qualitative characteristics of information rather
than the purposes for using the budget papers and the personal characteristics of the
users. Nevertheless, the frequency of use of performance measures tended to be
significantly related to both the pufposes for using the budget papers and the qualitative

characteristics of information, rather than the personal characteristics of the users.

6.2.3 Proposition 3

Whilst Proposition 2 used the usefulness of performance information as a dependent
variable, Proposition 3 identified the dependent variable as being the usefulness of the
total output cost information in budget papers. However, the independent variables
involved in the two propositions were identical and based on the same premise of SAC2

and SAC3. Therefore, Proposition 3 was specified as follows.
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There is a relationship between the usefulness of total output cost information and:
(2) the purposes for using the budget papers;
(b) the qualitative characteristics and usability of total output cost information; and

(c) the personal characteristics of the users.

Two usefulness dependent variables usefulness of cost measures and frequency of use of
cost measures were tested with three independent variables, as defined in Proposition 3.

The bivariate analysis results for Proposition 3 are reported below.

6.2.3.1 Usefulness of Total Qutput Cost Information

The variable usefulness of cost measures had significant relationships with the variable
purposes for using the budget papers: to evaluate decisions about the allocation of
resources (p=0.029); and a qualitative characteristic vanable: relevance: the
information is essential and influences my decisions about the allocation of resources
(p=0.008) (Table 6.16). There was also a significant relationship between the variable
usefulness of cost measures and the overall satisfaction with the quality of output cost

information contained in the budget papers (p=0.000).

Table 6.16: Usefulness of Total Output Cost Information

Pearson Degrees
Chi-square of Probability
value Freedom
() (df
Purposes of Use
| Q13b to evaluate decisions about the allocation of resources 7.096 2 0.029
Qualitative Characteristics of Total Output Cost Information
Relevance
Q23a The information is essential and influences my decisions 13 661 4 0.008
about the allocation of resources (such as funding approvals).
Q23j Overall, I am satisfied with the quality of output cost 25949 4 0.000
information contained in the budget papers.

6.2.3.2 Frequency of Use of Cost Measures

The variable frequency of use of cost measures had significant relationships with the
variable purposes for using the budget papers: for making decisions about the allocation
of resources (p=0.003); and a qualitative characteristic variable, relevance: the
information is essential and influences my decisions about the allocation of resources

(p=0.008) (Table 6.17).
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Table 6.17: Frequency of Use of Cost Measures

Pearson Degrees
Chi-square of Probability

value Freedom -
) (df)

purposes of Use

Q 13a_for making decisions about the allocation of resources 11.733 2

Qualitative Characteristics of Total Output Cost Information

Relevance

Q23a The information‘ is essential and influences my decisions 13.692 4 0.008
| about the allocation of resources (such as funding approvals).

6.2.3.3 Summary of the Findings for the Statistically Significant Bivariate Relationships

of the Usefulness of Total Qutput Cost Information

Table 6.18 presents a summary of the statistically significant bivariate relationships
between two usefulness variables: the usefulness of cost measures and the frequency of
use of cost measures, and three independent variables: purposes of use; qualitative
characteristics and usability characteristic of total output cost information; and personal

characteristics.

In terms of the proposition being tested, there was evidence that the usefulness of total
output cost information was related to two purposes of use variables and a qualitative
characteristic of total output cost information (relevance). A particular purpose of use
variable which was related to the usefulness of cost measures was “to evaluate decisions
- about the allocation of resources”. Another purpose of use variable which was related to
the frequency of use of cost measures was “for making decisions about the allocation of

resources’,

The only one qualitative characteristic of total outpuf cost information which was
relasted to the usefulness of total output cost information was “relevance: the
information is essential and influences my decisions about the allocation of resources
(such as funding approvals)”. These findings confirmed that making and evaluating
decisions about the allocation of resources were related to the perce;ived usefulness of
the total output cost information both in terms of the usefulness of cost measures and
the frequency of use of cost measures. However, there was no evidence that the
usefulness of total output cost information both in terms of the usefulness of cost
Measures and the frequency of use of cost measures, was related to any of the personal

characteristics of users.
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Table 6.18: Summary of the Statistically Significant Bivariate Relationships of the
Usefulness of Total Output Cost Information

Usefulness Purposes Qualitative Characteristics Personal
Variables of Use of Total Outp_u t Cost Characteristics
Information
Usefulness of Total Output
Cost Information
Usefulness of Cost Measures - To evaluate Relevance No
decisions about - Information is essential and
the allocation of | influences decisions about the
resources allocation of resources
Overall satisfaction with
the quality of output cost
Frequency of Use of - For making Relevance No
Cost Measures decisions about - Information is essential and
the allocation of | influences decisions about the
resources allocation of resources

In conclusion, the bivariate analysis results in Table 6.18 provide evidence to support
the proposition that there is a relationship between the usefulness of total output cost
information in terms of the usefulness of cost measures and the frequency of use of cost
measures and: the purposes for using the budget papers; and a qualitative characteristic

of total output cost information.

(a) Purposes for Using the Budget Papers and Usefulness of Total Output Cost Information
The bivariate analysis revealed that one purpose for using the budget papers appeared to
be a significant determinant of the perceived usefulness of cost measures. Specifically,
those who were using the budget papers to evaluate decisibns about the allocation of
resources were significantly more likely to perceive that the cost measures were useful.
Further, one purpose for using the budget papers tended to affect the frequency of use of
the cost measures. For the present study, those who were using the budget papers for
making decisions about the allocation of resources used the cost measures significantly

more often.

(b) Qualitative Characteristics and Usefulness of Total Output Cost Information

Only one qualitative characteristic of total output cost information (relevance:
information is essential and influences decisions about the allocation of resources)
appeared to affect both the usefulness and the frequency of use of the cost measures. As
only one out of the four qualitative characteristics of information was related to the

usefulness of total output cost information, this finding did not strongly confirm the
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importance of the qualitative characteristic variables as a determinant of the usefulness

of the cost measures.

6.2.4 Summary of the Bivariate Analysis for Research Question 1

Overall, the results of this study supported the proposition that the perceived usefulness
of the budget papers aud the information within them, were associated with
(a) readership; (b) comprehension difficulties; (c) purposes of using the budget papers,
(d) the qualitative characteristics of information; and (e¢) some of personal
characteristics. Nevertheless, the results illustrated that the frequency of use of budget
papers was not a function of readership variables; the comprehension difficulties
variables; purposes of use variables; or any of the personal characteristics variables.
Further, there were no significant relationships between the variable frequency of use of
timeliness measures and the purposes of use variables; the qualitative characteristic of
performance information variables; or any of the personal characteristics variables.
Finally, the personal characteristic of the users was not a significant factor affecting the

perceived usefulness of cost measures and the frequency of use of cost measures.

6.3 Research Question 2: The Consequences of Using OBB in the Public Sector

In the present study, the investigation of the consequences of using OBB in the public
sector was limited to the impact of OBB on decision making, accountability, and
organisational operations. In this next section, three propositions (Propositions 4 to 6)
are restated and the results for each proposition are discussed. The data to answer this

question are gathered from Section C of the questionnaire.

6.3.1 Proposition 4

This study examined whether performance information generated by OBB and cost
benefit analysis were used for decision making. The effectiveness of OBB was also
investigated regarding the increased awareness of outcomes and factors affecting
outcomes. Further, the impact of OBB on decision making over an extended period of
time was explored. To determine whether a budget has an impact on decision making,
this study also examined whether decisions regarding the allocation and reallocation of
resources were influenced by the budget. The fourth proposition is stated that OBB has

an impact on decision making. Most data discussed in this section are reported in Table
3.25.
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Respondents were asked whether the use of OBB resulted in the allocation and
reallocation of resources. While almost half (45.4%) of the respondents reported that
performance information did nor influence their decisions about the allocation of
resources (such as investing or funding approvals), almost two-fifths (38.7%) of the
respondents provided a positive view (see Table 5.17). Moreover, while two-fifths
(40.0%) of the respondents specified that the total output cost information was not
essential nor did it influence their decisions about the allocation of resources (such as
funding approvals), almost two-fifths (36.5%) of the respondents gave a positive
response (see Table 5.24). Further, whilst about two-fifths (43.4%) of the respondents
indicated that the use of OBB did not result in the reallocation of resources, another
two-fifths (40.0%) of the respondents perceived the opposite (see Table 5.25).
Therefore, the findings only support the view that OBB has a minor impact on decision

making regarding the reallocation and allocation of resources.

There are two possible explanations for a negative response regarding the impact of
OBB on the allocation and reallocation of resources. First, according to Lindblom
(1959), decisions regarding the allocation or reallocation of resources might be
influenced by political pressure or budgetary constraints, not by the budget system
itself. However, these factors were not investigated in this study. Second, if information
generated by OBB was unusable or insufficient, it is possible that the information would
- not influence budget allocation decisions. More than half of the respondents strongly
disagreed or disagreed that the total output cost information was usable for making
decisions, without the need for any additional calculations or adjustments (51.7%) nor
was the total output cost information (without the cost per unit measure) su_fﬁcient to
make budget allocation decisions (64.4%). These responses are reported in Table 5.24.
The majority of the respondents perceived that the total output cost information was
unusable without the additional calculations or adjustments and was insufficient to
make budget allocation decisions, hence information generated by OBB might not

influence their decisions.

In theory, focusing on outputs and outcomes rather than inputs is claimed to be a
fundamental aspect of OBB (South Australia Department of Treasury and Finance
1997a; VDTF 1997b; Queensland Treasury 1998b; Commonwealth Department of
Finance and Administration 2000; Western Australia Treasury Department 2000).
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Half of the respondents (49.5%) strongly agreed or agreed that management now
focused more on outputs than the use of resources (see Table 5.25). This positive result

confirmed the assertion of the VDTF (1997b) that OBB focused more on outputs than

inputs but it was not overwhelming.

Further, over two-fifths of the respondents perceived that OBB was very effective or
effective in increasing awareness of, and focus on, outcomes (45.7%) as well as
increasing awareness of factors that affected outcomes (41.3%). The results are reported
in Table 5.36. These positive findings contradict the argument that OBB systems which
make chief executives accountable for outputs may cause them to lose sight of
outcomes, as pointed out by many authors such as Pallot (1991); Holmes and Wileman
(1995); Boston et al (1996); Lane (1997); Shead (1998); Campos and Pradhan (1999);
and Barzelay (2001). However, these positive findings must be regarded cautiously as

the proportion of respoﬂdents who gave a positive response was slightly less than half.

In summary, approximately half of the respondents perceived that OBB in practice
increased the focus on outputs and outcomes rather than inputs in accordance with the
OBB concept proposed by the VDTF (1997b) and the Commonwealth Department of
Finance and Administration (2000). Practically, budgeting under OBB in Victorian
government departments has gone beyond focusing on inputs and moved towards
focusing on outputs and outcomes. However, one-third (33.7%) of the respondents
perceived that management at the time of thé collection of data still did not focus more
on outputs than the use of inputs. Further, about one-seventh (16.3%) of the respondents
perceived that OBB was not effective in increasing awareness of, and focus on,
outcomes. Thus, whilst there was evidence to support the argument that budget practice
complied with budget theory regarding the focus on outputs and outcomes rather than

inputs, a gap still existed between budget practice and budget theory in this aspect.

It should be noted that a significant proportion of respondents gave incorrect answers to
the statements representing the definitions of outputs (74.7%) and OBB (72.1%) (see
Table 5.5). Rubin (1990) emphasised that the gap between budget theory and practice
needed to be identified before theory and practice grew unacceptably far apart. OBB has
been officially adopted in the Victorian departments for many years. However, the

results of this study revealed that the concept of OBB regarding the definitions of OBB
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and outputs were not correctly understood and the budget practice of focusing on
outputs and outcomes rather than inputs was partly implemented. The gap between
budget practice and normative budget theory regarding the definitions of OBB and
outputs needs to be reduced in order to make OBB systems fully effective.

Many advocates of OBB assert that OBB systems or output classification facilitates
output costing which is useful for decision making and leads to better resource
allocation decisions (VDTF 1997b; Guthrie 1998; Queensland Treasury 1998b; South
Australia Department of Treasury and Finance 1998b; Commonwealth Department of

Finance and Administration 1999).

In the present study, a significant proportion of respondents (62.6%) had a positive
perception that OBB increased their awareness of cost (see Table 5.25). When
respondents were asked whether OBB improved cost control, the answers were
ambiguous. Whilst one-third (34.5%) of the respondents strongly agreed or agreed that
OBB mmproved cost control, a similar proportion of respondents (32.2%) reported the
reverse. Robinson (1992) argued that only the disaggregated output classes should be
used for budget control purposes. Therefore, it is possible that at the time of the
collection of data the output classification of departments was highly aggregated, thus it
could not assist in budget or cost control (such as the expansion and reduction of cost or
existing activities). Robinson (1992) also concluded that output classification should not
be used as a form of central control because there was little benefit and significant
potential cost to control expenditure of departments in terms of output categories.
However, he stated that output classification had great value for expenditure review and

appraisal Vpurposes.

Respondents were further asked whether the use of OBB led to cost cutting and cost
saving. Almost half (45.1%) of the respondents perceived that OBB did not lead to cost
cutting and cost saving, with 19.8% providing a positive view (see Table 5.25). The
predominance of the hegative response contradicts the claims of Robinson (1992) and
Holmes and Wileman (1995) that output classification leads to cost saving. Specifically,
Robinson ( 1992) suggested that expenditure classified by output was useful as a tool in
the review of expenditure in order to identify potential savings or elimination of the

Production of certain outputs. Holmes and Wileman (1995) stated that according to the
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report of the National Government of New Zealand, OBB facilitated significant
reductions in departmental expenditure because the government was able to examine the

budget, output by output.

When the responses of two questions, on whether OBB improved cost control and
whether the use of OBB led to cost cutting and cost saving, were cross-tabulated (see
Table 6.19), there was a strong statistically significant relationship between the two
questions. The Pearson Chi-square test showed a significance value of 26.644 (p=0.000).

In fact, respondents who reported that the use of OBB led to cost cutting and cost saving
also tended to report that OBB improved cost control.

Table 6.19: Improvement of Cost Control and Leading to Cost Cutting and Cost Saving

Q27 OBB improves cost control Q28 The use of OBB leads to cost cutting and cost saving
Disagree Undecided Agree Total
Disagree Count 20 7 2 29
% of Total 22.2% 7.8% 2.2% 32.2%
Undecided Count 11 17 2 30
% of Total 12.2% 18.9% 2.2% 33.3%
Agree ount 10 7 14 31
% of Total 11.1% 7.8% 15.6% 34.4%
Total Count 41 31 18 90
% of Total - 45.6% 34.4% - 20.0% 100.0%

Note: Pearson Chi-square value——26 644 df=4, p—O 000

Respondents were also asked whether OBB facilitated in classifying expenditures so as
to identify the direct costs. If OBB facilitated the identification of direct costs of
outputs, this would provide a good starting point for cost control and the identification
of potential savings. Almost half (45.1%) of the respondents had a positive perception
that OBB facilitated in classifying expenditures so as to identify the direct costs (see
Table 5.25). The responses to the question on whether OBB facilitated in classifying
expenditures so as to identify the direct costs, were cross-tabulated with, the responses
to the question on whether OBB improved cost control (Table 6.20). As a result, there
appeared to be a strong statistically significant relationship between these two
Questions. The Pearson Chi-square test provided a significance value of 23.829
(p=0.000). Indeed, respondents who reported that OBB facilitated in classifying
expenditures so as to identify the direct costs, also tended to report that OBB improved

cost control. This result is consistent with the view of Robinson (1992} that the
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information about direct costs of outputs will provide a good starting point for cost
saving or cost control.

Table 6.20: Control of Costs and Direct Costs Identification

Q27 OBB improves cost control Q31 OBB facilitates in classifying expenditures so as|  Total
to identify the direct costs
Disagree Undecided Agree

Disagree Count 14 4 11 29
% of Total 15.6% 4.4% 12.2% 32.2%

Undecided unt 5 16 9 30
% of Total 5.6% 17.8% 10.0% 33.3%

Agree Count 6 4 2] 31
% of Total 6.7% 4.4% 23.3% 34.4%

Total 25 24 41 90

% of Total. .|z . 27.8% 0 | . 26.7%. ... . 45.6%.,: 1 -]...100.0%.

Note: Pearson Chi-square value=23.829, df=4, p=0.000

Further, this study investigated whether respondents believed that the output structure
was more useful than the program structure. Almost half (48.4%) of the respondents had
a positive view that the output structure provided a clearer idea about the costs of
products and services than the program structure (see Table 5.25). This result supports
the claim that OBB provides better information about the cost of products and services
which can be used for rational budget allocations and budget control, as asserted by the
VDTF (1997b); Elvin (1998); South Australia Department of Treasury and Finance
(1998b); and the Western Australia Treasury Department (2000).

It is possible that the improvement of cost control via the use of OBB is related to a
clearer idea about the costs of products and services provided by the output structure.
The responses to the question on whether the output structure provided a clearer idea
about the costs of products and services than the program structure, were Cross-
tabulated with the responses to the question on whether OBB improved cost control
(Table 6.21). There was a strong statistically significant relationship between the two
variables. The Pearson Chi-square test provided a significance value of 21.558
(p=0.000). Respondents who reported that the output structure provided a clearer idea
about the costs of products and services than the program structure also tended to report

that OBB improved cost control.
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Table 6.21: Control of Costs and Clearer Cost of Products or Services

027 OBB improves cost control | Q33 The output structure provides a clearer idea
about the costs of products and services than the Total
rogram structure
Disagree Undecided Agree

[ Disagree Count 10 8 11 29
% of Total 11.1% 8.9% 12.2% 32.2%

Undecided Count S 16 9 30
I % of Total 5.6% 17.8% 10.0% 33.3%

Agree Count 4 3 24 31
% of Total 4.4% 3.3% 26.7% 34.4%

Total 19 27 44 90
% of Total 21.1% 30.0% . 48.9% 100.0%

Note: Pearson Chi-square value=21.558, df=4, p=0.000

In summary, the majority of respondents indicated that OBB increased their awareness
of cost. Further, approximately half of the respondents specified that OBB provided a
clearer idea about the cost of products and services as well as facilitated the
classification of expenditures so as to identify the direct costs, but OBB had a minor

impact on decisions regarding cost cutting and cost saving.

OBB was expected to be useful for making decisions as well as improving the planning
and budgeting process over an extended period of time (South Australia Department of
Treasury and Finance 1997b; VDTF 1997b; Queensland Treasury 1999;
Commonwealth Department of Finance and Administration 2000; Western Australia
Treasury Department 2000). Respondents were asked whether the use of OBB enhanced
long-term planning. Almost half (45.6%) of the respondents had a positive view that
OBB enhanced long term planning (see Table 5.25). When respondents were further
asked whether OBB allowed assessment of long-term financial implications, a little
over one-third (38.5%) of the respondents gave a positive response to this question with
an equally high level (30.8%) giving undecided or disagree responses. Whilst there was
support for the notion that OBB allowed assessment of long-term financial implications,
it was not overwhelming. Nevertheless, most respondents (54.4%) had a positive view
that OBB provided a means of estimating the cost consequences of expanding or
contracting any outputs. In short, the predominance of a positive response to a number
of questions supported the conclusion that the information generated by OBB was used
by public officials for making decisions over an extended period of time. Therefore, the

proposition that OBB has an impact on decision making is supported by the data.
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When the responses of two questions on whether OBB allowed assessment of long-term
financial implications and whether OBB provided a means of estimating the cost
consequences of expanding or contracting any outputs, were cross-tabulated (Table
6.22), there was a strong statistically significant relationship between these two
questions. The Pearson Chi-square test revealed a significance value of 22.797
(p=0.000). Respondents who reported that OBB allowed assessment of long-term
financial implications also tended to report that OBB provided a means of estimating
the cost consequences of expanding or contracting any outputs. These data support the

notion that the information generated by OBB is used by public officials for making

decisions.

Table 6.22: Financial Implications and Estimation of Cost Consequences

Q29 OBB allows assessment of Q32 OBB provides a means of estimating the cost
. PR . . Total
long-term financial implications |consequences of expanding or contracting any outputs
Disagree Undecided Agree
Disagree ount 12 9 7 28
% of Total 13.3% 10.0% 7.8% 31.1%
Undecided ount 5 8 14 27
% of Total 5.6% 8.9% 15.6% 30.0%
Agree Count 1 6 28 35
% of Total 1.1% 6.7% 31.1% 38.9%
Total 18 23 49 90
% of Total . {2l ¥ - 25.6% . 54.4% -1.100.0%

Note: Pearson Chi-square value=22.797, df=4, 0. oo"(‘) |

To further determine whether the information generated by OBB was used for decision
making, respondents were asked about the use of performance information as well as
the use of cost benefit analysis. The use of performance information was recognised as
an important element of OBB (VDTF 1997b; Commonwealth Department of Finance
and Administration 2000) and could therefore have an impact on budgetary decision
making. The results relating to the use of performance information and cost benefit

analysis, are discussed in the following sections.

6.3.1.1 The Use of Performance Information

The majority of respondents (77.8%) reported using performance information (see
Table 5.18). Approximately three-fifths of the respondents used performance measures
(such as quantity measures, quality measures, cost measures, and timeliness measures)
as frequently as quarterly (see Table 5.16). Furthermore, a significant proportion of the

respondents reported using performance information for performance evaluation
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(62.4%), followed by allocating resources (37.6%); setting objectives (37.6%);
increasing productivity (16.1%); and purchasing outputs from alternative providers
(10.8%). These results are reported in Table 5.19. Given the above results, there is a
clear indication that performance information generated by OBB was used. These
findings contradict the argument of Mascarenhas (1996) that governments fail to use

performance measurement in making resource allocation decisions.

In summary, performance information was used to make decisions, set objectives and
change the level of resources of existing outputs. It was predominately used to make
limited choices about current outputs that had been operating such as performing
performance evaluation, allocating resources, setting objectives, increasing productivity,
and possibly setting priorities when the level of resourcing for an output was changed.
However, performance information was rarely used to choose between alternative

providers.

Rationalists believe that it is possible in each budget process to review critically all
expenditure and all alternative output options so as to determine an optimal allocation of
resources (Schick 1973). From the rationalists’ perspective, performance information
can be used to choose from unlimited sets of alternative outputs or providers. Therefore,
according to the rationalists, information is expected to be used to select from
alternative outputs or providers. Practically, Etzioni’s (1967) mixed-scanning approach
assumed that humans could set pridrities and choose from a limited number of choices.
Therefore, information was expected to be used in making decisions about current
outputs and not for choosing between unlimited sets of alternative outputs or providers.
In the present study, performance information was used to make decisions and set
priorities but it was rarely used to choose between alternative outputs or providers. This
goes beyond incremental decision making but it is not as comprehensive as the
rationalist approach to decision making. Therefore, performance information generated
by OBB was used for decision making and could be explained by the mixed-scanning
approach. This result supports the proposition that performance information generated

by OBB is used for decision making.
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6.3.1.2 The Use of Cost/Benefit Analysis

Somewhat over two-fifths (44.0%) of the respondents strongly agreed or agreed that the
use of OBB encouraged the use of cost/benefit analysis (Table 5.25). Additionally, the
majority of the respondents (58.9%) reported using cost/benefit analysis (Table 5.27).
About one-third (35.5%) of the respondents reported using cost/benefit analysis to
select from various service delivery options; followed by, to change the resourcing of an
output (26.9%); to select from alterative outputs (22.6%); to determine if an output can
be justified (22.6%); and, to reduce or expand in particular outputs (20.4%). These
results are presented in Table 5.28. In contrast to performance information, cost/benefit
analysis was primarily used to select from various service delivery options rather than to
make limited choices about changing the resources of an output; determining if an
output can be justified; or reducing or expanding in particular outputs that had been
operated. The advocates of a rationalist approach assume that man is rational (Schick
1973). Therefore, cost’/benefit analysis information is expected to be used to choose
from unlimited sets of altenative options. A greater use of cost/benefit analysis to select
from various alternative service delivery options, found in this study, supports the
rationalist approach to decision making. However, this conclusion must be regarded
cautiously because the proportion of respondents who reported using cost/benefit

analysis to select from various service delivery options was slightly less than half.

It is possible that OBB would encourage the use of cost/benefit analysis if the output
structure provided a clearer idea about the costs of products and services. The responses
to two questions, whether the output structure provided a clearer idea about the costs of -
produ;:ts and services than the program structure and whether the use of OBB
encouraged the use of cost/benefit analysis, were cross-tabulated (Table 6.23). The
result showed that there was a strong statistically significant relationship between the
two variables. The Pearson Chi-square test provided a significance value of 28.147
(p=0.000). Indeed, respondents who reported that the output structure provided a clearer
idea about the costs of products and services than the program structure also tended to

report that the use of OBB encouraged the use of cost/benefit analysis.
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Table 6.23: Use of Cost/Benefit Analysis and Clearer Cost of Products or Services

Q34 the use of OBB encourages Q33 Output structure provides a clearer idea about
the use of cost/benefit analysis Elzle costs of products and services than program Total
tructure
Disagree Undecided Agree

Disagree Count 14 9 7 30
% of Total 15.4% 9.9% 7.7% 33.0%

Undecided Count 2 11 8 21
% of Total 2.2% 12.1% 8.8% 23.1%

Agree ount 3 8 29 40
% of Total 3.3% 8.8% 31.9% 44.0%

Total Count 19 28 44 91
Y%oof Total | = 20.9% 30.8% 48.4% | 100.0%

Note: Pearson Chi-square value=28.147, df=4, p=0.000

6.3.1.3 Summary Results for Proposition 4. OBB has an Impact on Decision Making

Most results revealed that performance information generated by OBB was used by
most public officials, hence supporting the proposition that OBB had an impact on
decision making. Additionally, somewhat over two-fifths of the respondents had a
positive view that OBB was very effective or effective in increasing awareness of, and
focus on, outcomes (45.7%) as well as increasing awareness of factors that affected

outcomes (41.3%).

Further, the results reported in Table 5.26 suggested that a large proportion of the
respondents had a positive perception to a number of statements representing the impact
of OBB on decision making. Specifically, many respondents had a positive perception
that: OBB increased their awareness of cost (62.6%); OBB provided a means of
estimating the cost consequences of expanding or contracting any outputs (54.4%);
management now focused more on outputs than the use of resources (49.5%); the output
structure provided a clearer idea about the costs of products and services than the
program structure (48.4%); the use of OBB enhanced long-term planning (45.6%), OBB
facilitated in classifying expenditures so as to identify the direct costs (45.1%); and the
use of OBB encouraged the use of cost/benefit analysis (44.0%). Therefore, the
proposition that OBB has an impact on decision making is supported by most of the
data. However, this proposition result should be regarded cautiously because the
Proportion of the respondents who gave a positive perception to a number of questions
Was not overwhelming (generally approximately half or somewhat less than half of the

respondents).
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Nevertheless, there were two consequences on which approximately two-fifths of the
respondents had a negative view that OBB only had a slight impact on decision making.
The first consequence was that the use of OBB did not lead to cost cutting and cost
saving (45.1%). The second consequence was that the use of OBB did net result in the
reallocation of resources (43.4%). Further, it was found in this study that there was a
significant gap between budget practice and normative budget theory regarding the
definitions of outputs and OBB. A smaller gap was also found between budget theory
and budget practice regarding the focus on outputs and outcomes rather than inputs. In
order for OBB to operate effectively, these gaps need to be further investigated and
reduced.

6.3.2 Proposition 5

In the present study, the impact of OBB on accountability has been discussed in terms
of management accountability and public accountability. The effectiveness of OBB has
also been examined regarding the improvement of communication with the public about
performance and the increase of the core budget discussions among departments and the
parliament on outcomes. Finally, to further understand and encourage the use of
performance information which would assist in enhancing accountability, this study also
investigated factors influencing the use of performance information. The fifth

proposition is stated that the use of OBB enhances accountability.

6.3.2.1 The Impact of OBB on Management Accountability

Management accountability is assessed by investigating whether managers at all levels
have clearer views of their objectives and performance measures to assess outputs.
Performance measures and objectives are recognised as two important features of OBB
as well as the budget process model. If managers have a clearer view of performance
measures and objectives, it is likely that managers will be more accountable for the
delivery of outputs and outcomes. Most respondents (53.3%) perceived that managers at
all levels had clearer views of their performance measures to assess outputs because of
OBB (see Table 5.29). As a result, it was possible that managers were likely to be more

accountable for the delivery of outputs.
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Further, if managers have a clearer view of the objectives, it is possible that managers
will be more accountable for the delivery of outcomes. About one-third (35.9%) of the
respondents strongly agreed or agreed that managers at all levels had clearer views of
their objectives because of OBB. There was also a similar proportion of respondents
who were undecided (33.7%) and disagreed (30.4%) that OBB nrovided a clearer view
of the objectives. Whilst the majority of the respondents indicated that managers at all
levels had clearer views of their performance measures to assess outputs because of
OBB, it was unclear whether managers at all levels had clearer views of their objectives
because of OBB. Consequently, managers were likely to be more accountable for the
delivery of outputs than accountable for the achievement of outcomes because OBB did

not strongly promote a clearer view of the objectives.

It is possible that if managers at all levels had clearer views of their objectives, their
awareness of better performance would be enhanced. The responses to the question on
whether managers at all levels had clearer views of their objectives because of OBB
were cross-tabulated with the responses to the question on whether OBB increased
awareness of better performance (Table 6.24). The result revealed that there was a
statistically significant relationship between these two variables. The Pearson Chi-
square test provided a significance value of 10.095 (p=0.039). In fact, respondents who
reported that managers at all levels had clearer views of their objectives because of

OBB also tended to report that OBB increased awareness of better performance.

Table 6.24: Clearer Objectives and Better Performance

Q42 Managers at all levels have clearer 36 OBB increases awareness of better Total
views of their objectives because of OBB Inerformance
Disagree Undecided Agree
Disagree Count 8 2 18 28
% of Total 8.8% 2.2% 19.8% 30.8%
Undecided Count 5 11 15 31
% of Total 5.5% 12.1% 16.5% 34.1%
Agree Count 4 5 23 32
% of Total 4.4% 5.5% 25.3% 35.2%
Total ount 17 18 56 91 .
S %of Total 0], 18.7% |  '19.8% " 61.5% | 100.0%

Note: Pearson Chi-square value=10.095, di¥4, p=0.039

According to the budget process model, it is possible that when performance measures
of outputs are clear, this will facilitate outcome specification or evaluation. The

Iesponses to two questions, whether managers at all levels had clearer views of their
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performance measures to assess outputs because of OBB and whether outcomes were
more easily measured via the use of OBB, were cross-tabulated (Table 6.25). As a
result, there appeared to be a strong statistically significant relationship between these
two variables. The Pearson Chi-square test showed a significance value of 23.113
(p=0.000). Respondents who reported that managers at all levels had clearer views of
their performance measures to assess outputs because of OBB also tended to report that

outcomes were more easily measured via the use of OBB.

Table 6.25: Clearer Performance Measures and Outcomes Measurement

Eﬂ Managers at all levels have clearer Q38 Outcomes are more easily measured via
iews of their performance measures to [the use of OBB Total
ssess outputs because of OBB
Disagree Undecided Agree
Disagree Count 13 5 3 21
% of Total 14.1% 5.4% 3.3% 22.8%
Undecided Count 5 12 5 22
% of Total 5.4% 13.0% 5.4% 23.9%
Agree ount 15 7 27 49
% of Total 16.3% 7.6% 29.3% 53.3%
Total ount 33 24 35 92
% of Total ... ... .lak, 359% | .26.1% . 38.0% | 100.0%

Note: Pearson Chi-square value=23.113, df=4, p=0.000

Further, management accountability was assessed in respect to the volume of budgetary
documentation and the time given to consider the budget. If budgetary documentation
had increased .and directors and managers had more time to consider the budget, it is
likely that Iﬁanagement would be more accountable. Approximately half of the
respondents indicated that departments had been faced with a significant increase in the
volume of budgetary documentation since the introduction of OBB (54.4%) but
executive directors and managers did nof have more time to consider the budget
(46.2%) (see Table 5.29). Particularly, according to the mean score values on a scale of
1'to 5 in Table 5.29, respondents indicated that budgetary documentation had increased
significantly in volume since the introduction of OBB, with a mean score value of 3.63
and that executive directors and managers did not have more time to consider the
budget, with a mean score value of 2.59. In fact, the greater the volume of budgetary
documentation, the more the time required to thoroughly read and become familiar with
the information contained in the documents. Consequently, it was unlikely that

management would be more accountable.
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In summary, the data do not fully support the proposition that the use of OBB enhances
management accountability. There was only one predominately positive response to
suggest that managers at all levels had clearer views of their performance measures to
assess outputs because of OBB. Therefore, the proposition that the use of OBB
enhances management accountability is only slightly supported by the data.

6.3.2.2 The Impact of OBB on Public Accountability

Public accountability is investigated by asking respondents whether they have or intend
to use external auditors to conduct performance audits and whether performance
measures in their organisations are checked for accuracy. Both questions were answered
predominately in the affirmative. The majority of the respondents reported that
performance audits by external auditors had been undertaken in their organisations
(69.2%) and that performance measures in their organisations were checked for
accuracy (75.6%). See Tables 5.21 and 5.22 respectively. Moreover, most respondents
(67.0%) provided a positive response that corrective action had been taken in their
organisations when there was a variance between budgeted and actual performance
measures (see Table 5.29). Many authors agree that performance auditing and the
periodical review of performance data is essential in enhancing accountability (Knight
and Wiltshire 1977; Guthrie 1989; Lapsley 1995; Glynn and Murphy 1996; Barrett
1997; Talbot 1998; Bowerman and Humphrey 2001; Johnsen et al 2001; Kluvers
2001a). The relatively high positive responses to the above questions provide strong

support for the proposition that the use of OBB enhances public accountability.

Further, the majority of respondents gave relatively high positive responses to a number
of statements representing the impact of OBB on public accountability (see Table 5.29),
hence providing strong support for the proposition that the use of OBB enhances public
accountability. Specifically, most respondents indicated that OBB led to clearer
responsibility for the delivery of outputs (68.5%) and it was clear now who was
accountable for measuring and reporting performance in their organisations (65.2%).
These results support the views of Boston et al (1996) and Shead (1998) that the
clarification of departmental responsibilities for the delivery of outputs and the new
model of the departmental performance reporting based on output specification (in
terms of quantity, quality, cost, location, and time) helps to hold managers accountable

and increase accountability.
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Additionally, most respondents (58.2%) specified that OBB increased their awareness
of outcomes evaluation (see Table 5.29). This positive result contradicts the argument
that OBB, by making chief executives accountable for outputs, may cause them to lose
sight of the achievement of government outcomes, as pointed out by many authors such
as Boston et al (1991); Pallot (1991); Holmes and Wileman (1995); Lane (1997); and
Barzelay (2001). On the other hand, this positive result supports the view of Elvins
(1998) that OBB should move forward to not only measuring efficiency of
organisations through the use of output performance measures, but also measuring
effectiveness through the use of outcomes evaluation. According to the budget process
model, the sizable awareness of outcomes evaluation, found in this study, is a positive

sign that the operation of OBB in practice tends to move from focusing on inputs to

outputs and further, to outcomes.

Moreover, the majority of respondents (61.5%) indicated\ that OBB increased their
awareness of better performance (see Table 5.29). It is possible that a high awareness of
better performance will facilitate the achievement of better performance. This positive
result is consistent with the assertion that managing through outputs and outcomes helps
improve performance of government departments, as pointed out by Mascarenhas
(1996); VDTF (1997b); and the Commonwealth Department of Finance and
Administration (2000).

Nevertheless, there were two consequences of OBB on accountability in which the
answers were inconclusive (see Table 5.29). First, whilst about one-third (37.8%) of the
respondents were undecided about whether OBB increased the commitment to service
quality, there was also a similar proportion of respondents who disagreed (35.6%) and
agreed (26.6%). The low percentage of the positive responses contradicts the
expectations of many advocates of OBB (McTaggart 1997; VDTF 1997b;
Commonwealth Department of Finance and Administration 1998; Western Australia
Treasury Department 2000; Trenorden 2001) that the use of OBB will improve service

delivery for the community.

The negative response that OBB did not increase the commitment to service quality was
consistent with the findings of the effectiveness of OBB in improving outputs or service

quality (Table 5.36), where it was found that almost half (45.5%) of the respondents had
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a negative perception that OBB had not been effective or somewhat effective in
improving outputs or services quality. Further, the mean score value on a scale of 1 to 5
for the effectiveness of OBB in improving outputs or service quality was 2.66. It is
possible that if the commitment to service quality is low, it is unlikely that quality of
service delivery will be improved. In theory, the improvement of service delivery has
been recognised as one of the goals of OBB (VDTF 1997b; Commonwealth Department
of Finance and Administration 1998; Western Australia Treasury Department 2000). In
short, the results of this study show that a gap exists between theory and practice

regarding the concept of commitment and improvement of service quality.

It is possible that when objectives are clear or better understood, the commitment to
service quality will be enhanced. The responses to the question on whether OBB
increased commitment to service quality, were cross-tabulated with the responses to the
question on whether managers at all levels had clearer views of their objectives because
of OBB (Table 6.26). There was a strong statistically significant relationship between
these two variables. The Pearson Chi-square test provided a significance value of
22,677 (p=0.000). Respondents who reported that managers at all levels had clearer
views of their objectives because of OBB aiso tended to report that OBB increased
commitment to service quality. Therefore, to encourage commitment to service quality,

a clearer view of objectives should be enhanced.

Table 6.26: Clearer Objectives and Commitment to Service Quality

Q42 Managers at all Ievels have clearer 40 OBB increases the commitment to Total
views of their objectives because of OBB service quality
Disagree Undecided Agree
Disagree Count 16 8 2 26
% of Total 17.8% 8.9% 2.2% 28.9%
Undecided Count 11 15 5 31
IS % of Total 12.2% 16.7% 5.6% 34.4%
Agree Count 5 11 17 33
- % of Total 5.6% 12.2% 18.9% 36.7%
Total ICount 32 34 24 90
PoofTotal - =~ |  35.6% - 37.8% 26.7% 100.0%

Note: Pearson Chi-square value=22.677, df=4, p=0.000

The second consequence in which the answers were inconclusive is related to the issue
of the measurement of outcomes. While about one-third (38.1%) of the respondents
Strongly agreed or agreed that outcomes were more easily measured via the use of

OBB, there was also a similar proportion of respondents who disagreed (35.8%) (see
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Table 5.29). The low percentage of the positive response supports the argument that the
measurement of outcomes can be difficult to implement, as pointed out by many authors
such as Holmes and Wileman (1995); VDTF (1997b); and Shead (1998). There are
several possible explanations for the difficulty of measuring outcomes. First, objectives
may not be appropriately specified or not clear, thus this can cause a problem in
specifying or measuring outcomes. Second, managers may not clearly understand how
to define and measure outcomes. Third, many uncontrolled factors can impact on
outcomes, thus it is difficult to accurately measure and be accountable for outcomes.
Fourth, 2 number of different agencies may provide outputs that contribute to the same
outcomes, thus it is difficult to precisely measure outcomes. Finally, it may not be

possible to define outcome indicators for certain sorts of service delivery (Shead 1998).

Theoretically, one of the main goals of OBB is to achieve the outcomes of the
government (South Australia Department of Treasury and Finance 1997a; VDTF 1997c;
Queensland Treasury 1998b; Commonwealth Department of Finance and
Administration 2000). If outcomes cannot be easily measured, it is unlikely that those
outcomes can be achieved or evaluated. Consequently, accountability will not be
enhanced. Carlin (1998) indicated that appropriately specified and measured outcomes
were preconditions for the successful implementation of OBB. Further, Carlin (1998)
was of the view that the linkage between outputs and outcomes would be severed if
outcomes were immeasurable. Therefore, in order to enhance accountability, it is

important that the awareness of outcomes evaluation is given high attention.

According to the budget process model, if objectives are clear, outcomes should be
more easily measured. When the responses to the question on whether managers at all
levels had clearer views of their objectives because of OBB, were cross-tabulated with
the responses to the question on whether outcomes were more easily measured via the
use of OBB, there appeared to be a strong statistically significant relationship. The
Pearson Chi-square test provided a significance value of 25.549 (p=0.000). Respondents
who reported that managers at all levels had clearer views of their objectives because of
OBB also tended to report that outcomes were more easily measured via the use of OBB

(see Table 6.27).
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38 Outcomes are more easily Q42 Managers at all levels have clearer views of
ﬁeasm‘ed via the use of OBB their objectives because of OBB Latal
Disagree Undecided Agree
Disagree unt 17 9 7 33
= % of Total 18.5% 9.8% 7.6% 35.9%
Undecided Count 6 14 4 24
% of Total 6.5% 15.2% 4.3% 26.1%
[ Agree Count 5 8 22 35
e % of Total 5.4% 8.7% 23.9% 38.0%
Total Count 28 31 33 92
% of Total 30.4% 33.7% 35.9% 100.0%

U
Note: Pearson Chi-square value=25.549, df=4, p=0.000

Additionally, it is possible that when objectives are clear, OBB may assist in increasing
awareness of the outcomes evaluation. The responses to two questions on whether
managers at all levels had clearer views of their objectives because of OBB and whether
OBB increased awareness of the outcomes evaluation, were cross-tabulated (Table
6.28). The results revealed that there was a statistically significant relationship between
these two variables. The Pearson Chi-square test gave a significance value of 9.629
(p=0.047). Respondents who reported that managers at all levels had clearer views of
their objectives because of OBB also tended to report that OBB increased awareness of

the outcomes evaluation.

Table 6.28: Clearer Objectives and Awareness of Outcomes Evaluation

037 OBB increases my awareness of Q42 Managers at all levels have clearer views of Total
the outcomes evaluation their objectives because of OBB
Disagree Undecided Agree
Disagree Count 13 5 5 23
% of Total 14.3% 5.5% 5.5% 25.3%
Undecided ount 3 6 6 15
% of Total 3.3% 6.6% 6.6% 16.5%
Agree ount 12, 20 211 53
% of Total 13.2% 22.0% 23.1% 58.2%
Total ICount 28 31 32 91
. % of Total 30.8% 34.1% 35.2% 100.0%

Note: Pearson Chi-square value=9.629, df= 4, p=0.047

Further, it is possible that if outcomes are more easily measured via the use of OBB, the
awareness of the outcomes evaluation will be enhanced. The responses to the question
on whether outcomes were more easily measured via the use of OBB, were cross-
tabulated with the responses to the question on whether OBB increased awareness of the
outcomes evaluation (Table 6.29). As a result, there was a strong statistically significant

relationship between these two variables. The Pearson Chi-square test provided a
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significance value of 32.244 (p=0.000). Respondents who reported that outcomes were
more easily measured via the use of OBB also tended to report that OBB increased their
awareness of outcomes evaluation. Therefore, to increase the awareness of outcomes

evaluation, leading to an increase in accountability, the problem relating to the difficulty

of outcomes measurement should be minimised.

Table 6.29: Outcomes Measurement and Awareness of Outcomes Evaluation

038 Outcomes are more easily Q37 OBB increases my awareness of the outcomes Total
measured via the use of OBB evaluation
Disagree Undecided Agree
Disagree Count 17 3 10 32
% of Total 18.7% 5.5% 11.0% 35.2%
Undecided Count 4 8 12 24
% of Total 4.4% 8.8% 13.2% 26.4%
Agree Count 2 2 31 35
% of Total 2.2% 2.2% 34.1% 38.5%
Total Count 23 15 53 91
% of Total 25.3% 16.5% 58.2% 100.0%

Note: Pearson Chi-square value=32.244, df=4, p=0.000

Due to OBB being based on the output structure, respondents were asked about the
usefulness of output classification and the cost of correcting errors relating to output

stucture. About two-fifth

Q
. b AL

of the respondents {44.0%) strongly-agreed or agreed that
for the purpose of expenditure appraisal, output classification of expenditure was more
useful than program classification. This positive result is consistent with the view of
Robinson (1992) that output classification is useful for expenditure appraisal. However,
the results must be regarded cautiously because the percentage of responses was to

some extent less than half.

One way to examine whether the budgetary system enhances public accountability is to
ask respondents whether the output structure increases the cost of correcting errors. If
OBB increases the cost of correcting errors, it is unlikely that a correction will be made
not is accountability enhanced. Almost half (45.1%) of the respondents were undecided
whether OBB increased the cost of correcting errors because of the rigidity of the output
structure (e.g. a change in one element or structure of output results in change
reverberating throughout every element in the same group). Nevertheless, almost one-
third (29.7%) of the respondents strongly disagreed or disagreed that OBB increased
the cost of correcting errors, with a quarter (25.3%) of the respondents responding

strongly agreed or agreed. Therefore, there is no strong evidence to support the notion
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that the output structure will enhance accountability by reducing the cost of correcting
errors. The result is reported in Table 5.29.

To determine whether the proposition that OBB enhanced public accountability could
be supported, data were also gathered relating to the effectiveness of OBB in improving
communication with the public about performance and in increasing core budget
discussions among departments and the parliament on outcomes. Many respondents
perceived that OBB had not been effective or somewhat effective in improving
communication with the public about performance (52.2%) neither had it increased core
budget discussions among departments and the parliament on outcomes (40.7%) (see
Table 5.36). The predominance of negative responses indicated that the use of OBB had

only 2 minor impact on enhancing public accountability in these two aspects.

To further understand and encourage the use of performance information, which would
assist in enhancing accountability to stakeholders, factors influencing the use of

performance information were also investigated in this study.

6.3.2.3 Factors Affecting the Use of Performance Information in Victorian Departments

As stated earlier, a significant proportion (77.8%) of respondents used performance
information (see Table 5.18). It is possible that the increase and emphasis on
accountability to stakeholders as highlighted by OBB leads to a vast use of performance
information in Victorian government departments. The relatively high proportion of
respondents using performance information is consistent with the view of Kloot (1999)
in a study of Victorian local government. Kloot (1999) concluded that increased
accountability . to stakeholders including both the central government and the
community was one of the factors influencing the increased use of performance

measures in Victorian local government.

There are many factors that can influence the use of performance information. In the
present study, however, factors influencing the use of performance information were
examined and limited to five factors: knowledge about OBB and performance measures;
performance information preparation; performance audits by external auditors; checking
for accuracy of performance measures; and the educational training of performance

Measurement. The proposition to be tested was stated as follows.
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The use of performance information generated by OBB is significantly related to:
(2) knowledge about OBB and performance measures;

(b) performance information preparation;

(c) performance audits by external auditors;

(d) checking for accuracy of performance measures; and

(e) the educational training of performance measurement.

Logistic regression, a form of multivariate analysis, was used to determine possible
factors that could explain the use of performance information. Table 6.30 presents the
variables used in a logistic regression analysis to explain the use of performance
information. Categorical dependent and independent variables were coded by using
dummy variables. The dependent variable utilised was the use or non-use of

performance information. A binary measure was applied for the dependent variable (0 if

do not use; 1 if use).

Five independent variables or predictor variables were investigated. First, the knowledge
about OBB and performance measures variable was measured by calculating total
knowledge score of OBB and performance measures. The total knowledge scores were
calculated based on the correct responses to eight questions. Respondents who got
correct answers equal to or more than four answers out of the total eight answers (at
least 50% correct answers), were classified as having a high knowledge about OBB and
performance measures. Second, the performance information preparation variable was
classified as prepared by “management”, “independent auditors”, and “management and
then verified by independent auditors”. Third, the performance audits by external
auditors variable was grouped as “external auditor has been used”, “external auditor has
not been used”, “respondents do not know whether an external auditor has been used”,
and “external auditor has not been used but the intention is to have performance audits”.
Fourth, the checking for accuracy of performance measures variable was classified as
“performance measures are checked for accuracy”, “performance measures are not
checked for accuracy”, and “respondents do not know whether performance measures
are checked for accuracy”. Finally, the educational training of performance

Measurement variable applied a binary measure (0 if do not have training; 1 if have

fraining).
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Table 6.30: Variables Coding Used for the Prediction of the Use of Performance

Information
Dependent Variable Categorical Variables Coding
Use of performance information (USEPI19) Binary Variable
0 if do not use performance information
1 if use performance information
Independent Variables Categorical Variables Coding
Knowledge about OBB and performance measures |Binary Variable
(HLENOW(1)) 0 if low knowledge
1 if high knowledge
Performance information preparation (PA_20) Three dummy variables used:
- performance information prepared by management [PA_20(1) = 1 if performance information prepared by
(PA_20(1)) management and equal zero if other;
- performance information prepared by independent |[PA_20(2) = 1 if performance information prepared by
auditors (PA_20(2)) independent auditors and equal zero if other; and

- performance information prepared by management [PA_20(3) is absorbed in the intercept.
and verified by independent auditors (PA_20(3))

Performance audits by external auditors (PA_21) |Four dummy variables used:

- external auditor has been used (PA _21(1)) PA_21(1) =1 if external auditor has been used and

- external auditor has not been used (PA_21(2)) equal zero if other;

- respondents do not know whether external auditor [PA_21(2) = 1 if external auditor has not been used and

has been used (PA_21(3)) equal zero if other;

- external auditor has not been used but the intention [PA_21(3) =1 if respondents do not know whether

is to have performance audits (PA_21(4)) external auditor has been used and equal zero if other;
and

PA 21(4) is absorbed in the intercept.

Checking for accuracy of performance measures  [Three dummy variables used:

(A_22) A 22(1) = 1 if performance measures are checked for
- performance measures are checked for accuracy  |accuracy and equal zero if other;

(A 22(1)) A 22(2) =1 if performance measures are not checked
- performance measures are not checked for for accuracy and equal zero if other; and

accuracy (A_22(2)) A 22(3) is absorbed in the intercept.

- respondents do not know whether performance
measures are checked for accuracy (A_22(3))

Educational training of performance measurement Binary Variable

(TRA_PM65(1)) 0 if do not have formal educational training of
performance measures

1 if have formal educational training of performance

imeasures

The results of the logistic regression and the impact of each variable are provided in
Table 6.31. The overall goodness of fit of the model was assessed through a Chi-square
and the Hosmer-Lemeshow statistics. The Chi-square test showed a significance value
of 22.104 (p=0.009) (see Table 6.31A). Therefore, the overall model was clearly
significant at both the 95% and 99% confidence levels. Furthermore, the Hosmer-
Lemeshow goodness of fit test was not significant (p=0.604), indicating that the data fit
the model (see Table 6.31B). The two measures of goodness of fit, in combination,
provided support for acceptance of the model as a significant Jogistic regression model

and suitable for further examination. Looking at the classification table, the model was
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robust with the overall prediction of 82.6% correct. Specifically, the model predicted
correctly 97.0% of the use group and 31.6% of the non-use group (see Table 6.31C).

Table 6.31: The Results of Logistic Regression

Case Processing Summary

Unweighted Cases® N Percent
Selected Cases Included in Analysis 86 92.5
Missing Cases 7 7.5
Total 93 100.0
Unselected Cases 0 0.0
Total 93 100.0
a If weight is in effect, see classification table for the total number of cases.
Table 6.31A: Omnibus Tests of Model Coefficients
Chi-square df Sig.
Step 1 Step 22.104 9 .009
Block 22.104 9 .009
Model 22.104 9 .009
Table 6.31B: Hosmer and Lemeshow Test
Step Chi-square df Sig.
1 5.460 7 .604
Table 6.31C: Classification Table®
Predicted
USEPI19 = Use of Performance Information | Percentage
Observed 0 = do not use 1 =use Correct
USEPI19 0 = do not use 6 13 31.6
1 =use 2 65 97.0
verall Percentagc o 82.6

a The cut value is .500

The Wald statistic was used to examine the significance of estimated coefficients. If the
estimated coefficients were statistically significant at the 0.05 level, the individual
variables were significant and should be interpreted. With all five variables entered, the
only major influence affecting the use or non-use of performance information was
clearly the variable, checking for accuracy of performance measures (A_22(1)). This
result is reported in Table 6.32. The variable A_22(1) was a significant factor at both
the 95% and 99% confidence levels (p=0.006). No other variables were significant at

the 95% confidence level, thus they were not useful predictors in the regression

analysis.
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The sign of the coefficient for A_22(1) was positive indicating that respondents who

reported that performance measures were checked for accuracy, were more likely to use

performance information than those who reported that they did not know whether or not

performance measures were checked for accuracy or that performance measures were

not checked for accuracy.

Table 6.32: Variables in the Equation of Logistic Regression

e Variables B S.E. Wald df Sig.
HLKNOW(1) -.564 567 991 1 320
E}EZO(I) -2.008 15.742 016 1 .899
PA_20(2) 5.703 31.472 .033 1 .856
PA 21(1) -1.837 12.635 .021 1 .884
PA 21(2) -2.589 12.664 .042 1 .838
PA 21(3) -2.950 12.639 .054 1 815
A 22(1) 1.397 507 7.593 1 .006
A 22(2) -1.267 .803 2.492 1 114
TRA 65(1) .048 .350 018 1 .892

onstant 5.178 20.182 066 1 .798

Variable(s) entered on step 1: HLKNOW, PA 20, PA 21, A 22, TRA PM6S.

Descriptive statistics in Table 6.33 also confirmed the result of the logistic regression

for the prediction of the use of performance information. Of those who reported that

performance measures were checked for accuracy, a significant proportion of

respondents (83.8%) also indicated that they used performance information. There were

only three respondents who reported that they used performance information even

though performance measures were not checked for accuracy.

Table 6.33: Accuracy of Performance Measures and Use of Performance Information

(4_22) = Checking for accuracy of performance  \USEPI19 = Use of performance informuation
cosres 0=d t } 1=use Total
= do not use ’ =u
A_22(1) Count 11 57 68
performance measures are % within A_22(1) 16.2% 83.8% 100.0%
checked for accuracy % within USEPI19 55.0% 82.6% 76.4%
o of Total 12.4% 64.0% 76.4%
A_22(2) unt 3 3 6
performance measures are not  [% within A_22(2) 50.0% 50.0% 100.0%
checked for accuracy ¥ within USEPI19 15.0% 43% 6.7%
L % of Total 3.4% 3.4% 6.7%
A_22(3) Count 6 9 15
respondents do not know [% within A_22(3) 40.0% 60.0% 100.0%
ﬁWhether performance are % within USEPI19 30.0% 13.0% 16.9%
measures checked for accuracy  [% of Total 6.7% 10.1% 16.9%
Total Count 20 69 80
% within A_22 22.5% 77.5% 100.0%
% within USEPI19 100.0% 100.0% 100.0%
% of Total - 22.5% 77.5% '100.0%
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In conclusion, the only factor that was found to significantly influence the use of
performance information in this study was the variable, checking for accuracy of
performance measures. The result from the logistic regression reveals that performance
information generated by OBB is likely to be used by public officials if performance
measures are checked for accuracy. Therefore, in order to enhance public accountability
by increasing the use of performance information, performance measures must be
checked for accuracy. This study also found that there was a significant use of
performance information generated by OBB (see Table 5.18). Further, the study found
that the majority of respondents (64.2%) reported that the performance measures were
checked for accuracy at least quarterly (see Table 5.23). As a result, these findings
support the proposition that the use of OBB enhances public accountability.

6.3.2.4 Summary Results for Proposition 5: The Use of OBB Enhances Accountability

The proposition that the use of OBB enhances accountability is partly supported by the
data. Specifically, most data support the proposition that the use of OBB enhances
public accountability as claimed by the VDTF (1997b) and the Commonwealth
Department of Finance and Administration (2000) but only somewhat supports the
proposition that OBB enhances management accountability. The results in Table 5.29
suggested that most respondents had a positive perception to a number of statements
representing the impact of OBB on accountability. In particular, a considerable
proportion of the respondents had a positive perception that performance measures in
their organisations were checked for accuracy (75.6%) (seeTable 5.22); performance
audits by external auditors had been undertaken in their organisations (69.2%) (see
Table 5.21); OBB led to clearer responsibility for the delivery of outputs (68.5%);
corrective action had been taken in their organisations when there was a variance
between budgeted and actual performance measures (67.0%); it was clear now who was
accountable for measuring and reporting performance in their organisations (65.2%);
OBB increased their awareness of better performance (61.5%); OBB increased their
awareness of the outcomes evaluation (58.2%); and managers at all levels had clearer
views of their performance measures to assess outputs because of OBB (53.3%). Many
respondents also indicated that, for the purpose of expenditure appraisal, output

classification of expenditure was more useful than program classification (44.0%).
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Nevertheless, about half of the respondents indicated that budgetary documentation had
increased significantly in volume since the introduction of OBB but executive directors
and managers did not have more time to consider the budgets. Consequently, the
introduction of OBB has only had a minor impact on enhancing management
accountability. Additionally, many respondents had a negative perception that OBB had
not been effective or only somewhat effective in improving communication with the
public about performance (52.2%) neither had it increased core budget discussions
among departments and the parliament on outcomes (40.7%). Therefore, at this stage,
whilst the proposition that the use of OBB enhances accountability is supported by most
of the data, there are still a number of areas needing to be improved in order to enhance

greater accountability in Victorian government departments.

6.3.3 Proposition 6

In the present study, the impact of OBB on the operations of Victorian government
departments examined the impact on the effectiveness of resource allocation; the
linkage of budget and performance; the understanding of government operations; the
change of organisational structure to align with output structure; the involvement of
lower level and top management in budget formulation; training in the organisations;
the difficulty of operating OBB; and the increasing workload. Further, this study
investigated problems in organisations since the implementation of OBB as well as the
effectiveness of OBB in reducing duplicated activities or services; reducing/eliminating
ineffective services/products; improving responsiveness to customers; and improving
outputs/service quality. The sixth proposition is stated that OBB has a positive impact

on organisational operations.

To determine whether Proposition 6 could be supported, data were gathered relating to
the area mentioned above. About two-fifths (39.2%) of the respondents strongly agreed
or agreed that OBB improved the effectiveness of resource allocation and budgeting in
their organisations. However, about one-third of the respondents responded that they
were undecided (31.5%) or strongly disagreed or disagreed (29.4%). The positive
response moderately supported the notion that OBB systems could assist organisational
improvement by improving the effectiveness of rescurce allocation, as claimed by the
VDTF (1997c¢); the Commonwealth Department of Finance and Administration (1998);
the Western Australia Treasury Departmént (2000); and Trenorden (2001). It should be
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noted that whilst this result supported the proposition that OBB had a positive impact on
organisational operations, the percentage of respondents was not overwhelming.
Therefore, OBB has only a minor impact on improving the effectiveness of resource

allocation and budgeting in public sector organisations.

Performance measurement is considered to be a crucial aspect of OBB (South Australia
Department of Treasury and Finance 1997a; VDTF 1997b; Commonwealth Department
of Finance and Administration 2000; Western Australia Treasury Department 2000).
The linking of budget and performance over time can assist organisations to improve
their operations and increase efficiency and effectiveness. Respondents were asked
whether OBB improved organisational operations by linking budget and performance
over time. The majority of respondents (59.8%) gave a positive response to this
question. The relatively high positive response confirms the assertions of the South
Australia Department of Treasury and Finance (1997b); VDTF (1997b), and the
Western Australia Treasury Department (2000) that OBB systems can assist

organisational improvement by linking budget and performance over time.

Furthermore; respondents gave a positive response to a number of statements
representing the impact of OBB on organisational operations, thus supporting the

proposition that OBB had a positive impact on organisational operations.

First, the majority of respondents (61.5%) indicated that they had a better understanding
of government operations and the outputs to be produced or delivered because of OBB
(see Table 5.31). This positive result is consistent with the expectations of the South
Australian Department of Treasury and Finance (1997b); VDTF (1997b), the
Commonwealth Department of Finance and Administration (2000) and the Western
Australia Treasury Department (2000) that OBB systems can increase the understanding

of government operations and the outputs to be produced or delivered.

Second, nearly half (47.3%) of the respondents gave a positive response that OBB
increased the involvement of top management in the budget formulation process. Third,
almost half (45.7%) of the respondents indicated that OBB did not require changes in
their organisational structures to align with the output structure. This positive result

contradicts the views of Boston et al (1996) that organisational restructuring was
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required to align with budget structure, especially when there were major changes to an

agency’s purpose or mission.

Finally, most respondents (57.6%) had a positive view that OBB was not too complex
and difficult to operate. However, this result must be interpreted cautiously because a
significant proportion of respondents provided a negative response, stating that there
had been some significant problems in their organisations since the implementation of
OBB, for example, “defining appropriate performance measures” and “specifying
outcomes” (see Table 5.34). These negative responses support the view that OBB might

not be easy to operate in practice.

Nevertheless, approximately half of the respondents provided a negative response to
several statements representing the impact of OBB on organisational operations, thus
somewhat supporting the proposition that OBB had a positive impact on organisational
operations. Almost half of the respondents perceived that OBB did not increase the
involvement of lower-level management in the budget formulation process (46.7%) and
that OBB had increased their workioads (46.8%). Additionally, most respondents
(59.4%) indicated that training related to outputs and outcomes specification was not
provided for employees at all levels in their organisations. The lack of involvement of
lower-level management in the budget formulation process supports the argument of
Guthrie and Carlin (1999) that it is unlikely that a change in the format and content of
external budget documents would result in the improvement of organisations in terms of

economy, efficiency or effectiveness, if there was no change in internal management.

It is possible that the greater involvement of lower-level management in the budget
formulation process is related to the increased effectiveness of resource allocation and
budgeting in an organisation. The responses to the question on whether OBB improved
the effectiveness of resource allocation and budgeting in the organisation, were cross-
tabulated with the responses to the question on whether OBB increased the involvement
of lower-level management in the budget formulation process (Table 6.34). The results
revealed that there was a strong statistically significant relationship between these two
variables. The Pearson Chi-square test provided a significance value of 14.946
(p=0.005). In fact, respondents who reported that OBB improved the effectiveness of

Iesource allocation and budgeting in their organisations also tended to report that OBB
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increased the involvement of lower-level management in the budget formulation
process. Therefore, to improve the effectiveness of resource allocation and budgeting in

organisations, the involvement of lower-level management in the budget formulation

process should be expanded.

Table 6.34: Lower-level Management Involvement and the Effectiveness of Resource

Allocation

Q53 OBB increases the involvement Q49 OBB improves the effectiveness of
of lower-level management in the resource allocation and budgeting in my Total
budget formulation process organisation
Disagree Undecided Agree
Disagree Count 19 15 9 43
% of Total 20.7% 16.3% 9.8% 46.7%
Undecided ount 4 8 10 22
% of Total 4.3% 8.7% 10.9% 23.9%
Agree Count 4 6 17 27
% of Total 4.3% 6.5% 18.5% 29.3% -
Total ount 27 29 36 92
% of Total #2-4:293% = 31.5% 39.1% 100.0%

Note: Pearson Chi-square value=14.946, df=4, p=0.005

To further investigate the impact of OBB on organisational operations, respondents
were asked whether there had been problems in their organisations since the
implementation of OBB, in relation to the specification of outputs, outcomes,

performance measures and the calculation of full costs of outputs.

About half of respondents indicated that “defining appropriate performance measures”
(50.0%) and “specifying outcomes” (44.0%) had been a very significant or significant
problem in their organisations. However, for the problems of “specifying outputs” and
“calculating full costs of outputs”, the modal response category was somewhat of a
problem attracting approximatély one-third of the responses (39.1% and 32.6%
respectively) (see Table 5.34). These negative results support the views of many authors
such as Knight and Wiltshire (1977), Holmes and Wileman (1995), Boston et al (1996),
Mascarenhas (1996), VDTF (1997b), Carlin (1998), and Shead (1998) that, in some
circumstances, it is difficult to generate data that accurately reflect an agency’s outputs
and activities; to precisely specify and measure outcomes; and to define appropriate
performance measures. Also, these negative results are consistent with the findings of
Carlin’s (1998) multi-jurisdictional case study, suggesting that correctly specified
outcomes and outputs were the problem in a number of Australian public sector

organizations, specifically the Queensland Department of Education; the Victorian
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Department of Education, and the Western Australian Department of Education, and in
particular the “school education” elements of those departments.

The negative response to questions about problems in organisations could be explained
by the response to the question about training relating to output and outcome
specification (see Table 5.1). As most respondents (59.4%) reported that training related
to output and outcome specification was not provided for employees at all levels in their
organisations, employees may not have known how to specify outputs and outcomes.
This lack of training in organisations can cause problems in specifying outcomes and
outputs. Overall, these results reveal that the operation of OBB in practice causes some

significant problems in organisations.

Additionally, to determine whether the proposition that OBB had a positive impact on
the organisational operations could be supported, data were gathered relating to the
effectiveness of OBB on organisational operations (see Table 5.36). Approximately half
of the respondents provided a negative perception that OBB had not been effective or
somewhat effective in reducing/eliminating ineffective services/products (55.5%);
reducing duplicated activities or services (51.1%); improving responsiveness to
customers (46.7%); and improving outputs/service quality (45.5%). Therefore, the
proposition that OBB has a positive impact on the organisational operations is only

slightly supported by these data.

The negative result that OBB had not been effective or somewhat effective in reducing
duplicated activiﬁcé or services challenges one of the claimed benefits of OBB proposed
by the Western Australia Treasury Department (2000), that agencies can identify and
reduce duplicated outputs and effort as a result of using OBB. Further, the negative
result that OBB had mot been effective or somewhat effective in improving
responsiveness to customers, could be explained by the responses to two questions
about problems in specifying outcomes and performance measures, as well as the clarity
of objectives. About half of the respondents indicated that “defining appropriate
performance measures” (50.0%) and “specifying outcomes” (44.0%) had been a very
significant or significant problem in their organisations. If outcomes cannot be
identified or accurately specified, it is unlikely that outcomes will be better achieved.

Consequently, it is difficult for OBB to be effective in improving responsiveness to
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customers or in better achieving outcomes. Additionally, about one-third of the
respondents strongly disagreed or disagreed (30.4%) or were undecided (33.7%) that
managers at all levels had clearer views of their objectives because of OBB. If a clearer
view of the objectives does not exist, it is unlikely that outcomes will be better
specified, understood or achieved. As a result, improvement of the responsiveness to

customers is unlikely to occur.

6.3.3.1 Summary of the Results for Proposition 6: OBB has a Positive Impact on

Organisational Operations

The proposition that OBB has a positive impact on the organisational operations of
government departments is partly supported by the data. The results in Table 5.31
revealed that most respondents gave a positive response to a number of statements
representing the impact of OBB on organisational operations. In particular, many
respondents indicated that they had a better understanding of government operations
and the outputs to be produced or delivered because of OBB (61.5%); OBB improved
organisational operations by linking budget and performance over time (59.8%); OBB

was not too complex and difficult to operate (57.6%); OBB increased the involvement

changes in their organisational structures to align with the output structure (45.7%).
Further, about two-fifths (39.1%) of the respondents gave a positive response that OBB

improved the effectiveness of resource allocation and budgeting in their organisations.

However, about half of the respondents gave a negative perception that training related
to output and outcome specification was not provided for employees at all levels in their
organisations (59.4%); OBB had increased their workloads (46.8%); and OBB did not
increase the involvement of lower-level management in the budget formulation process
(46.7%). Additionally, approximately half of the respondents indicated that since the
implementation of OBB, there had been significant problems in “defining appropriate
performance measures” (50.0%) and “specifying outcomes” (44.0%) in their
organisations. Also, approximately half of the respondents perceived that OBB had not
been very effective or effective in reducing/eliminating ineffective services/products
(55.5%); reducing duplicated activities or services (51.1%); improving responsiveness

to customers (46.7%); and improving outputs/service quality (45.5%). On the whole,

247



Chapter 6 Survey Proposition-Test Results

these results indicate that OBB has had a minor positive impact on organisational

operations.

6.3.4 Summary of the Proposition Results for Research Question 2

Many advocates claim that the adoption of OBB, theoretically, provides significant
benefits such as the improvement of information upon which to make better decisions;
the enhancement of accountability; the improvement of organisational operations in the
public sector; and the improvement of service delivery and value for money (Holmes
and Wileman 1995; Boston et al 1996; McTaggart 1997, OECD 1997b, South Australia
Department of Treasury and Finance 1997b; VDTF 1997b, ¢; Western Australia
Treasury Department 2000; Trenorden 2001). However, the findings in this study
revealed that OBB in practice did not entirely offer these theoretically claimed benefits.

On the whole, most of the survey data in this study supported that OBB had an impact
on decision making because performance information generated by OBB was used by
most public officials. However, the proposition that the use of OBB enhanced
accountability was partly supported by the survey data. In particular, most survey data
vastly supported the proposition that the use of OBB enhanced public accountability but
only somewhat supported the notion that OBB enhanced management accountability.
Finally, this study found that OBB had a minor positive impact on organisational

operations.

The findings in this study also indicated that the actual implementation of OBB had not
completely met a number of theoretical concepts and expectations. The budget practice,
at this stage, did not entirely match budget theory. It was found in this stuay that several
gaps existed between budget practice and the normative budget theory of OBB. For
example, there was a significant gap between budget practice and normative budget
theory regarding the definitions of outputs and OBB. Additionally, gaps were also
found between budget theory and budget practice regarding the concepts of (a) focusing
on outputs and outcomes rather than inputs and (b) improving service delivery.
Therefore, there is still a great deal of opportunity for improvement in these areas. The
recommendations for the improvement of the operation of OBB systems will be

discussed later in Chapter 8.

248



Chapter 6 Survey Proposition-Test Results

6.4 Summary

In this chapter the results of propositions relating to the usefulness of information
generated by OBB and the consequences of using OBB in Victorian government
departments were discussed. On the whole, the bivariate analysis results support the
notion that (a) readership; (b) comprehension difficulties; (c) the purposes of using the
budget papers; (d) the qualitative characteristics of information; and (e) personal
characteristics, are important factors related to the perceived usefulness of information
in budget papers. To enhance the usefulness and use of budget papers, preparers need to

consider these factors when preparing budget papers.

Further, this study concludes that there are several gaps between budget theory and
budget practice. Moreover, some problems exist when the system is actually
implemented in the government departments. At this stage, OBB in practice does not
effectively render all the claimed benefits. One of the claimed benefits of OBB is
superior performance information. As stated in Chapter 1, one aim of this study was to
investigate the quality of performance information in budget papers. In the next chapter
the findings and discussion of content analysis from the 2001/2002 and 2002/03
Victoria Budget Papers No.3 (Budget Estimates), in particular to the comparability

characteristic of performance information, will be provided.
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CHAPTER 7
CONTENT ANALYSIS RESULTS

7.1 Introduction

Both latent and manifest content analyses weie undertaken in this study for the
classification of new performance measures, as noted earlier in Chapter 4: Section 4.6.4.
The discrepancy rates between the two methods are therefore analysed in this chapter.
Further, the empirical results of the longitudinal content analysis of the Victorian budget
papers over the two years period will be discussed in terms of the change in the total
number of performance measures between the budget year 2001/02 and 2002/03; the
survival rate; and the novelty rate. A summary table in this chapter relating to the
novelty and survival rates was constructed from full worksheets in Appendix 4. Also,
the findings from the content analysis are discussed and compared to the survey
findings to verify whether the presentation of performance information in the Victorian

budget papers was consistent over time.

7.2 Discrepancy Rate of New Performance Measures

As stated in Chapter 1, one of the aims of this study was to analyse the novelty rate,
which required information regarding the number of new performance measures. To
evaluate whether performance measures in the 2002/03 budget papers were new
compared to those of 2001/02 budget papers, manifest and latent content analyses were
performed to determine the number of new performance measures. The results of the
manifest and latent analysés of new performance measures were compared and are

reported in Table 7.1.

As noted earlier in Chapter 4: Section 4.6.2, this study excluded the number of cost
measures in the calculations of the survival and novelty rates. The cost measure, called
Total Output Cost is reported as the same item every year. Therefore, the number of
cost measures will be constant. The inclusion of the number of unchanged cost
measures would distort the results of survival and novelty rates. As a result, the novelty
and survival rates in this study were calculated based on the number of performance

measures for quality; quantity; and timeliness. Further, this study used the number of
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new performance measures resulting from the latent content analysis rather than the

manifest content analysis to calculate the novelty and survival rates.

Table 7.1 demonstrates that the total number of new performance measures across the
nine departments resulting from the manifest content analysis was 392, representing
22.95% new performance measures of the total number of performance measures when
cost measures were excluded. The number of the manifest new performance measures
varied in 1ndividual departments. The percentage of the manifest new performance
measures of the nine departments ranged from 8.19% (Department of Justice) to
37.61% (Department of Treasury and Finance).

Nevertheless, the number of new performance measures after analysing the underlying
meaning of each performance measure (i.e. using latent content analysis), increased in
most departments compared to the results from the manifest content analysis. Overall,
the total number of new performance measures across the nine departments resulting
from the latent content analysis was 482, representing 28.22% new performance
measures of the total number of performance measures when cost measures were
excluded. The percentage of the latent new performance measures of the 9 departments
ranged from 13.45% (Department of Justice) to 49.56% (Department of Treasury and

Finance).

Overall, the number of new performance measures observed in the latent content
analysis was higher than that of the manifest content analysis by 90. This represents a
22.96% difference between the manifest and latent content analyses of new performance
measures. The rate of agreement between the manifest and latent content ahalyses in the
classification of new performance measures was also calculated. The results revealed
that if performance measures were indicated as “nm” under categories of “2000-01
Actual” and “2001-02 Target”, they tended to be reported as being new performance
measures when considering their latent content. There was a significant rate of
agreement between the manifest and latent content analyses in this aspect with a
frequency of the agreed new measures of 379. The overall percentage of agreement in
the classification of new performance between the manifest and the latent content
analyses was 96.68%, with the individual departments having a rate of agreement

ranging from 85.0% to 100.0%.
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Nevertheless, the new performance measures resulting from the latent content analysis were
pot always classified as “new measures” or indicated as “nm” when considering their
manifest content. There was high disagreement in the classification of new performance
measures between the latent and the manifest content analyses in this aspect, with a frequency
of disagreed new measures of 103. The overall percentage of disagreement in the
classification of new performance measures between the latent and the manifest content
analyses was 21.37%, with individual departments having a rate of disagreement ranging
from 2.86% to 43.48%.

As noted previously, this study used the number of new performance measures resulting from
the latent content analysis to calculate the novelty rate of performance measures for each
government department. When interpreting the result of the novelty rate provided by this
study, it should take in to account that about two-fifths (21.37%) of new performance
measures used in the calculation of novelty and survival rates in this study as resulting from

the latent content analysis, were not indicated as “nm” in the budget papers.

7.3 Content Analysis Results

In the present study, the consistency of the presentation of performance measures generated
by OBB over time are discussed under three aspects: the change in total number of
performance measures over a two year period of 2001/02 and 2002/03; the survival rate; and

the novelty rate.

7.3.1 Performance Measures Count

One way to examine the stability or consistency of the presentation of performance measures
over time is to observe the rate of change in the number of performance measures over time.
To investigate the quantity of performance measures, the number of performance measures
and percentage change in the total number of performance measures over the two years of
2001/02 and 2002/03 were calculated. The graph in Figure 7.1 demonstrates the number of
performance measures by department, the total number of performance measures and
percentage change in the number of performance measures over the two year period of

2001/02 and 2002/03.
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Figure 7.1: Number of Performance Measures (Including Cost Measures)
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Figure 7.1 demonstrates that the total number of performance measures in the 2001/02

Victorian budget papérs was 1884. The number of performance measures varied in individual
departments. The number of performance measures in 2001/02 ranged from 133 (Department
of Premier and Cabinet) to 292 (Department of Innovation, Industry and Regional
Development). In the 2002/03 Victorian budget papers, the total number of performance

measures was 1967. The number of performance measures in 2002/03 ranged from 115

(Department of Tourism, Sport and the Commonwealth Games) to 296 (Department of

Natural Resources and Environment).
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As can be seen in Figure 7.1, the number of performance measures in the 2001/02 budget
papers for the Department of Tourism, Sport and the Commonwealth Games, was zero. This
is because the Department of Tourism, Sport and the Commonwealth Games, was newly
established in 2002, having separated from the Department of Innovation, Industry and
Regional Development. To enable the calculation of change in the total number of
performance measures of the Department of Tourism, Sport and the Commonwealth Games,
the number of the 2001/02 performance measures related to three outputs (Sport, Recreation
and Racing; Tourism; and Melbourne 2006 Commonwealth Games), was extracted from the
Department of Innovation, Industry and Regional Development and then compared to the
2002/03 performance measures counterpart of the Department of Tourism, Sport and the
Commonwealth Games. In the 2001/02 budget papers, there were in total 84 performance
measures for those three outputs, which consisted of a total of 78 quantity, quality and
timeliness performance measures and six cost measures. As a result, a change in total number
of performance measures of the Department of Tourism, Sport and the Commonwealth
Games in 2002/03 was 31, representing a 26.96% increase in the number of performance

measures compared to that of the year 2001/02.

Further, Table 7.2 reports the total number of performance measures in the 2001/02 and
2002/03 Victorian budget papers by departments, separating the number of (1) quantity,
quality, and timeliness measures and (2) cost measures. Also, Table 7.2 reports the change
and percentage change in the total number of performance measures between the years
2001/02 and 2002/03 by department. In most departments there had been a slight increase in
the quantity of performance measures over the two year period. Only three departments
decreased the number of performance measures in their departments. These were, the
Department of Education and Training; the Department of Innovation, Industry and Regional
Development; and the Department of Justice. On the whole, there was a low turnover rate of

performance measures.
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Chapter 7 Content Analysis Results

Overall, the total number of performance measures across the nine departments in 2002/03
increased by 83 compared to that of 2001/02. The overall percentage increase in the total
number of performance measures over the two year period was 4.41%, with individual
departments having a rate of change in the total number of performance measures over the

two year period ranging from -14.46% (Department of Education and Training) to +5.00%
(Department of Treasury and Finance).

It should be noted that the number of performance measures in some departments decreased
pbecause some outputs, which contained a number of performance measures, had been
transferred between departments. Specifically, the Employment Services output, including 17
performance measures, was transferred from the Department of Education and Training to the
Department of Innovation, Industry and Regional Development. As a result, there was a large
decrease in the total number of performance measures for the Department of Education and

Training.

Additionally, three outputs (namely: Sport, Recreation and Racing; Tourism; and Melbourne
2006 Commonwealth Games), which included 84 performance measures, were transferred
from the Department of Inmovation, Iindusiry and Regional Development to the Department of
Tourism, Sport and the Commonwealth Games. Further, the Major Public Construction and
Land Development output, which included 12 performance measures, was transferred from
the Department of Innovation, Industry and Regional Development to the Department of
Infrastructure. As a result, there was a noticeable decrease in the total number of performance

measures for the Department of Innovation, Industry and Regional Development.

In summary, this study found that, on the whole, there was a small increase (4.41%) in the
quantity of performance measures in the Victorian budget papers over the two year period
from the year 2001 to 2002. Thus, it can be concluded that there was high stability in the total
number of performance measures over time. This result contradicts the finding of Carlin and
Guthrie (2001a) that there was a high overall growth rate (32.5%) in the total number of
performance measures in the Victorian budget papers over the three year period from the year

1999 to 2001.
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In the next sections the survival rates and novelty rates resulting from the latent content
amalysis will be discussed. Table 7.3 presents the summary results of the survival rate and
povelty rate (excluding cost measures) separately for each of the nine departments as well as
the overall survival rate and novelty rate of performance measures contained in the 2001/02
and 2002/03 Victonian budget papers. The full content analysis results of the novelty and
survival rates for every output of the nine departments were tabulated and are presented in

Appendix 4.

73.2 Survival Rate

As stated earlier, to enable the calculation of the survival rate of the Department of Tourism,
Sport and the Commonwealth Games using 2001/02 as the base year, the number of
performance measures for the year 2001/02 (78 performance measures) were extracted from
the Department of Innovation, Industry and Regional Development and reported in the
Department of Tourism, Sport and the Commonwealth Games for the year 2001/02 (see
Table 7.3).

The content analysis of performance measures revealed that overall there was a low survival
rate of performance measures contained in the 2001/02 budget papers (see Table 7.3). On the
whole, three quarters (75.54%) of performance measures survived and continued to be
reported in the 2002/03 budget papers. The survival rates of the nine departments ranged from
33.52% (Department of Treasury and Finance) to 100.00% (Department of Tourism, Sport
and the Commonwealth Games). The low survival rate of performance measures found in this
study is consistent with the results of Carlin and Guthrie (20012} and the Public Accounts and
Estimates Committee (2001). As low survival rates were observed, in many circumstances
performance measures were r;aported in the form of target data without the actual outcomes
data. The inability to compare the target and actual outcomes indicated the weakness of the
budget system in Victoria with reference to performance evaluation. This will lead to a lack of

accountability in the budgetary system.
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Table 7.3: Summary of the Results of the Survival Rates and Novelty Rates

Chapter 7 Content Analysis Results

Number of Performance Measures in the Victorian Budget Papers
2001/02 2002/03 .
Departments (Quantity | (Quantity | Withdrawn Unchanged New Sl;g::al N;\::Lty
Quality Quality Performance | Performance | Performance (%) ** (Yo)***
Timeliness | Timeliness Measures Measures Measures*
Measures) | Measures)

Department of

Education and 149 126 S5 94 32 63.09 25.40
Training

g"ulr’:fg:r‘v‘l?fes 198 211 28 170 a1 85.86 | 19.43
Department of

Ifrastructure 245 249 51 194 55 79.18 22.09
Department of

[nnovation,

Industry 265 228 99 166 62 62.64 27.19
and Regional

Development

Department of 185 171 37 148 23 80.00 | 13.45
Justice

Department of

Natura] Resources 251 265 78 173 92 68.92 34.72
and Environment

Department of

Premier and 117 124 28 89 35 76.07 28.23
Cabinet

Department of

Tourism, Sport and |~ ¢ 44ux 108 0 78 30 100.00 | 27.78
the Commonwealth

Games

Department of

Treasury and 213 226 99 114 112 53.52 49.56
Finance

e : 16230 | ©71708 4757 . |° - 1226 .| : 482 | 7554 | 2822
*  The number of new performance measures resulting from the latent content analysis
** Survival Rate (%) = Number of unchanged measures x 100

Total number of performance measures in the 2001/02 budget papers

*** Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 - x 100

Total number of performance measures in the 2002/03 budget papers

*+% To enable the calculation of the survival rate of the Department of Tourism, Sport and the Commonwealth
Games using 2001/02 as the base year, 78 quantity, quality and timeliness performance measures extracting from
the Department of Innovation, Industry and Regional Development, were reported in the Department of Tourism,
Sport and the Commonwealth Games for the year 2001/02.

73.3 Novelty Rate

Overall there was a high novelty rate of performance measures contained in the»2002/03

budget papers (see Table 7.3). On the whole, slightly more than a quarter (28.22%) of

performance measures was initiated in the 2002/03 budget papers. The novelty rates of the

ine departments ranged from 13.45% (Department of Justice) to 49.56% (Department of

Treasury and Finance). The high novelty rate of performance measures found in this study is
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consistent with the results of Carlin and Guthrie (2001a). As high novelty rates were
observed, performance measures were reported without the actual outcomes data. Further,
because of the early publication of performance information in the budget papers, when new
performance measures are initiated in the budget papers, the actual outcomes data might not
be available for up to two years. As performance information cannot be used to compare
target and actual results, it is unlikely that performance will be assessed. This will restrict the

performance evaluation and the accountability process in Victorian budgetary system.

7.4 Summary

The empirical investigation of performance measures in the 2001/02 and 2002/03 Victorian
budget papers indicated that on the whole, there was only a small increase (4.41%) in the
quantity of performance measures over the two year period. Therefore, there is high stability
of performance measures over time in terms of the total number of performance measures.
However, this finding must be regarded cautiously because a small change in the quantity of
performance measures alone is inadequate to verify the consistency of the presentation of
performance measures over time. Specifically, because existing performance measures might
be eliminated or new performance measures may be initiated, the survival rates and novelty
rates were also examined in this study. Overall, the results demonstrated a surprisingly low
survival rate (75.54%) and a high novelty rate (28.22%) of performance measures in the
2001/02 and 2002/03 Victorian budget papers respectively, over the two year period studied.
The low survival rate and high novelty rate of performance measures indicated *hat there was

ahigh inconsistency in the presentation of performance measures.

As a result of having low survival rates and high novelty rates, in many circumstances the
performance data were reported only in the form of targets without the actual performance
data. The empirical analysis revealed that no actual data for many performance measures were
available to enable a comparison and evaluation of performance targets against actual
outcomes. This finding raises a question about whether performance evaluation in Victorian
government departments can be performed effectively. This leads to further questions about

the current accountability system of Victorian government departments.

Whilst there had not been significant growth in the total quantity of performance measures,
users of budget papers were still unable to compare the corresponding performance measures

of the different years and the actual and target performance data of performance measures
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over time. This is because the performance measures were frequently discontinued or initiated
for consecutive years. The content analysis finding also supports the survey finding (Table
5.17), where it was found that approximately half (48.3%) of the respondents had a negative
view regarding the consistency of the presentation of performance information over time. The
results from both content analysis and the survey indicated that in practice, performance
information in Victoria budget papers lacked the comparability qualitative characteristic, as
proposed by SAC3 (AARF 1990c), especially in terms of the consistency of the presentation
of performance measures over time. This finding is supported by the concemn raised in the
public hearings on the review of the accrual budget document, including budget papers and
performance information, for enhancing the format and content of the budget documents,

organised by the Joint Committee of Public Accounts and Audit (2001, p.16):

“...with performance measures. We feel that, although the performance measures at a lot of the

jurisdictional levels are improving, there is a fair way to go to improve those performance measures to
ensure that you have consistency from period to period...”

The lack of this quality points to a critical weakness in the Victorian budget papers in
providing performance information that is useful to the budget paper users, and which assists
users to make or evaluate decisions. Therefore, the claimed benefit that OBB would enhance
accountability in the public sector by providing superior output performance information, was
not substantiated by the content analysis and survey findings. In the next chapter conclusions,

implications and recommendations of the present study will be outlined.
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CHAPTER 8
CONCLUSIONS, IMPLICATIONS, AND RECOMMENDATIONS

8.1 Introduction

In this chapter summaries and conclusions of the main findings of the survey
questionnaire are presented in relation to the two research questions and six
propositions. The main findings of the content analysis are also reviewed. Three
implications are discussed: theoretical implications; methodology implications; and
practical implications. Normative frameworks are also provided regarding the reporting
of performance information in the budget papers as well as the implementation of OBB
in government departments. Finally, the significant contributions and limitations of this

study as well as areas for further research are identified.

8.2 Research Summary

As discussed in Chapter 1, the main aim of this study was to assess the usefulness of
OBB in practice within Victorian government departments in terms of the usefulness of
information generated by OBB within the 2002/03 Victorian budget papers and the
consequences of using OBB in the Victorian public sector. To achieve the main aim of
this study, two research questions were developed. First, how useful is the information
generated by OBB within the Victorian budget papers? Secondly, what have been the
consequences of .using OBB in Victorian government departments? These two
questions were answered by testing six propositions which were evaluated using survey
questionnaire data. The theoretical framework used as a basis for a discussion of the
usefulness of information generated by OBB, was the decision-usefulness model as it is
reflected in the Statements of Accounting Concepts, with particular reference to SACs 2
and 3. For the discussion of the consequences of using OBB in the public sector, the
budget process model and the OBB concepts were used as the theoretical bases. The
research data for this study were collected using a mail survey questionnaire and the

content analysis of the 2001/02 and 2002/03 Victorian budget papers.
In summary, this study achieved its ten specific aims as outlined in Chapter 1. The first

aim was to examine the usefulness of the budget papers in terms of the usefulness of

items within the budget papers, the output performance information, and the total output
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cost information. The survey results in Table 5.13 revealed that most items in the
budget papers were not very useful to users. On the whole, the respondents perceived
that each item in the budget papers was moderately useful, with the mean scores of the
usefulness of various items in the budget papers ranging from 2.75 to 3.46 on a scale of
1 to 5. Users rated the statistical performance information as being the most useful item

with a mean score of 3.46, and the Treasurer’s speech as being the least useful item with

a mean score of 2.75.

For the usefulness of various types of performance measures, the cost measure was the
most useful performance measure and the timeliness measure was the least useful
performance measure (Table 5.15). Further, less than half (40.5%) of the respondents
were satisfied with the overall quality of performance information in the budget papers
(Table 5.17). Therefore, there is a great opportunity for improving the quality of
performance information in the budget papers in order to better satisfy users. Moreover,
the survey data showed that performance information in the Victorian budget papers
considered in accordance with SAC3 was generally not comparable, not highly relevant
and not very reliable for users. However, it was understandable by users (Table 5.17).
Given an absence of a number of qualitative characternistics of performance information
in accordance with the SAC3, the role of budget papers to discharge accountability is
highly questionable.

Regarding the quality of total output cost information, whilst the total output cost
information in the Victorian budget papers considered in accordance with SAC3 was
generally uriusable, not comparable and not highly relevant to users, it was to some

extent understandable and reliable (Table 5.24).

The survey results in respect of the qualitative characteristics of performance
information were similar to those of the total output cost information. According to the
results of mean scores’ ranking in Tables 5.17 and 5.24, this study found that the
understandability characteristic was the qualitative characteristic that best satisfied
budget paper users, followed by reliability; relevance; and comparability. Overall, these
findings suggest that performance and total output cost information in the budget papers
noticeably lacked the comparability characteristic. Particularly, the survey data in

Tables 5.17 and 5.24 revealed frequent occurrences of non-compliance with SAC3.
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Additionally, another significant issue arising from this study was the lack of usability
of total output cost information. In view of the lack of the usability characteristic, the
usefulness of information is highly questionable. These findings suggest that present
budget papers, to a large extent, do not meet the objective of providing useful
information for decision making. There is clearly an urgent need for departments to
review the quality of their performance information. Further, without highly reliable
information, there is also the question of whether the present budget papers are

misleading rather than informative for budget papers users.

The second aim of this study was to investigate the readership and the comprehension
difficulties of various items in the Victorian budget papers from the user’s perspective.
On the whole, this study found that users did not thoroughly read each item in the
budget papers. The mean scores for the thorough reading of various items in the budget
papers ranged from 2.70 to 3.57 on a scale of 1 to 5. The reason that respondents did not
thoroughly read some items in the budget papers might be because they had difficulty in
understanding those items or they perceived that those items were not useful. Survey
data demonstrated that exactly half (50%) of the respondents reported having difficulty
understanding various items in the budget papers. According to the percentage ranking,
users indicated that the financial statement was the most difficult item (24.7%) and the
Treasurer’s speech was the least difficult item for budget paper users (2.2%) (see Table
5.12). All financial and statistical items were rated ahead of descriptive items as being
more difficult to understand for budget paper users. These findings supported the
findings of the usefulness of items in budget papers (see mean scores’ ranking in Table
5.13). As respondents indicated that financial and statistical items (i.e. the financial
statements, the statistical performance information and the output cost information)
were more difficult to understand than descriptive items (i.e. the descriptive
contribution of outputs to department objectives, the descriptive explanation of outputs,
and the descriptive contribution of outputs to government outcomes), they rated
financial and statistical items (i.e. the financial statements and the output cost
information) as being less useful than descriptive items. Further, the bivariate analysis
results in Table 6.7 demonstrated that there is a strong correlation between the difficulty
of some items in the budget papers and their usefulness. In particular, the
comprehension difficulties in the financial statements and the output cost information

items affected the perceived usefulness of those items.
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In conclusion, the budget papers are currently not effective in communicating with users
because they are presently, at best, not thoroughly read and useful to users. Further,
some items such as financial statements and statistical performance information were
difficult for users to understand. These findings suggest that current budget papers are
not very useful to users. It was argued in Chapter 3 that usefulness should be the
primary objective of financial reporting. Therefore, the people who prepare budget

papers should find a way to improve these papers by increasing the quality of

performance information and the total output cost information.

The third aim was to examine the purposes for using the budget papers. This study
found that the accountability purpose was the most common purpose of public official
users for using budget papers (76.3%) and that other purposes were the least common
purpose (25.8%)(see Table 5.10). This finding suggests that the purposes identified by
SAC2 (AARF 1990b) quite adequately represented the purposes given by public
officials for using the budget papers. Nevertheless, the application of SAC2 to the
public sector may have failed in assisting public official users of the budget papers to
evaluate and make decisions about the allocation of resources. Only one-third of the
respondents specified that they used the budget papers for the purposes of “evaluating
decisions about the allocation of resources” (36.6%) and for “making decisions about

the allocation of resources” (32.3%).

The fourth, fifth and sixth aims of the study were to examine the '.relationships between
the usefulness of information in the budget papers and a number of variables: the
readership; the comprehension difficulties; the purposes for using the budget papers; the
qualitative characteristics of information; and the personal characteristics of the users.
The bivariate analysis of the relationship between these variables based on the results of
the Chi-square statistic test fulfilled these three aims. The results of this test will be
summarised in Sections 8.3.1, 8.3.2 and 8.3.3 under the summary of the proposition-

testing for Research Question 1.

The seventh aim was to explore the general knowledge and understanding of public
officials about the OBB systems and performance measures. The results of the
descriptive analysis revealed that the majority of the respondents (91.5%) could be
classified into the high knowledge group, obtaining at least 50% correct answers. Thus,
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it can be concluded that overall, public officials had a good understanding of the key
terms and concepts of OBB and performance information as defined by the AARF
(1990b); the VDTF (1997b); the Commonwealth Department of Finance .and
Administration (1998); and the SCRCSSP (1999). Nevertheless, the results in Table 5.3
demonstrate that most respondents incorrectly answered two questions regarding the
definitions of outputs (74.7%) and OBB (72.1%). This raises questions about the
effectiveness of the implementation of the OBB systems and the manner in which the
OBB is implemented. It is possible that misunderstanding the budgetary concept might
decelerate the effectiveness and successful implementation of OBB systems in Victorian

government departments.

The eighth aim was to investigate the consequences of using OBB in Victorian
government departments in order to validate the claimed benefits of OBB regarding the
improvement of decision making, accountability and organisational operations. This
aim was accomplished based on the results of the descriptive analysis, crosstabulations,
and the Chi-square statistic test. A summary of the results for this aim will be presented

in Section 8.4 under the summary of the proposition-testing for Research Question 2.

The ninth aim, to identify factors affecting the use of performance information in
Victorian departments, was achieved by a multivariate analysis based on the results of
the logistic regression. It was found that the only variable affecting the use or non-use
of performance information at the 95% confidence level was the variable, checking for
accuracy of performance measures, with the statistically significant Wald statistic value
of 0.006 (Tabie 6.32). Therefore, it can be concluded that if performance measures were
checked for accuracy, public official users would be likely to use performance

information generated by OBB.

The final aim of this study was to evaluate the comparability qualitative characteristic
of output performance measures. This aim was achieved based on the results of the
content analysié of all performance measures in the 2001/02 and 2002/03 Victorian
budget papers of the nine Victorian departments. The results of the content analysis will
be summarised in Section 8.5 under the summary of the results of the content analysis.

The next section will present a summary of the survey results of proposition-testing.
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83 A Summary of the Results of Research Question 1: The Usefulness of
Information Generated by OBB within Budget Papers

Three propositions were tested to answer Research Question 1 relating to the usefulness
of budget papers, in particular the items within the budget papers, the output
performance information, and the total output cost information. The major findings and

conclusions of each proposition are summarised in the following sections.

8.3.1 The Usefulness of Items within the Budget Papers

In conclusion, the bivariate analysis results based on the Chi-square test support
Proposition 1 that there is a relationship between the perceived usefulness of items
within the budget papers and four variables: (a) the readerships of items within the
budget papers: the financial statements, the descriptive explanation of outputs, and the
descriptive contribution of outputs to government outcomes; (b) the comprehension
difficulties of the financial statements and the output cost information; (c) the purposes
for using the budget papers: for making decisions about the allocation of resources, to
evaluate decisions about the allocation of resources, and other purposes; and (d) the
personal characteristics of the users such as age, the completion of a formal course of
study in accounting, and rcsponsibility or principal task. Nevertheless, the results in
Table 6.7 indicate that there was no relationship between the frequency of use of budget

papers and any of the four groups of the above variables.

The important findings are summarised below.

1. The usefulness of the Treasurer’s Speech was not influenced by readership;
comprehension difficulties; the purposes for using the budget papers; and the personal
characteristics of the users.

2. The usefulness of the financial statements was a function of the readership; the
comprehension difficulties; the purposes for using the budget papers; and the personal
characteristics, (i.e., age; the completion of a formal course of study in accounting; and
responsibility or principal task).

2.1 Users who thoroughly read the financial statements item tended to perceive that

financial statements were useful.

2.2 Users who had comprehension difficulties with the financial statements tended

to perceive that this item was not useful.
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2.3 Users who used budget papers for the purpose of making and evaluating
decisions about the allocation of resources tended to report that the financial
statements were useful. On the other hand, users who used the budget papers for
other purposes tended to indicate that the financial statements were not useful.

2.4 Older users tended to indicate that the financial statements were not useful.

2.5 Users who had completed a formal course of study in accounting tended to
report that the financial statements were useful.

2.6 Users who had responsibility or had a principal task in the area of finance,
budgeting, and accounting tended to report that the financial statements were
useful. On the other hand, users who had responsibility in the area of policy and
planning as well as performance review or evaluation tended to report that the
financial statements were not useful.

3. The usefulness of the statistical performance information was a function of the
completion of a formal course of study in accounting. Users who had completed a
formal course of study in accounting tended to find that the statistical performance
information was useful.

4. The usefulness of the descriptive explanation of outputs was a function of the
readership and the purposes for using the budget papers. Users who read this item
thoroughly tended to discover that it was useful. Further, users who used the descriptive
explanation of outputs for the purpose of making decisions about the allocation of
resources tended to find that this item was useful.

5. The usefulness of the descriptive contribution of outputs to department objective&
was a function of the purposes for using the budget papers. Users who used the
descriptive contribution of outputs to department objectives for evaluating decisions
about the allocation of resources tended to find that this item was useful.

6. The usefulness of the descriptive contribution of outputs to government outcomes
was a function of the readership. Users who thoroughly read the descriptive contribution
of outputs to government outcomes tended to discover that it was useful.

7. The usefulness of the output cost information was a function of the
comprehension difficulties and the purposes for using the budget papers. Users who had
difficulty understanding the output cost information tended to report that this item was
not useful. Further, users who used the budget papers for evaluating decisions about the

allocation of resources tended to find that the output cost information was useful.
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These findings have important implications for people who prepare or set standards for
financial reports because they have an obligation to report useful information to all
users, not just a select few. Therefore, people who prepare financial reports must
experiment with alternative methods to achieve this important goal. Practically, they
should consider these four factors: the readership; the comprehension difficulties; the

purposes for using the budget papers; and the personal characteristics of users when

they provide information to different users.

8.3.2 The Usefulness of Output Performance Information

Overall, the bivariate analysis results based on the Chi-square test support Proposition 2
that there is a relationship between the usefulness of output performance information, in
terms of the usefulness of various types of performance measures and the frequency of
use of various types of performance measures, and (a) the purposes for using the budget
papers to make and evaluate decisions about the allocation of resources; (b) the
qualitative characteristics of performance information, that is, relevance, reliability,
comparability, and understandability; and (c) the personal characteristics of the users

such as length of time in the current or a similar job, and responsibility or principal task

(see Table 6.15).

8.3.3 The Usefulness of Total Output Cost Information

The bivariate analysis results based on the Chi-square test support Proposition 3 that
there is a relationship between the usefulness of the total output cost information in
terms of the usefulness of cost measures as well as the frequency of use of cost
measures, and (a) the purposes for using the budget papers to make and evaluate
decisions about the allocation of resources; and (b) a analitative characteristic of the
total output cost information, relevance. There was no evidence that the usefulness of
the total output cost information, both in terms of the usefulness of cost measures and
the frequency of use of cost measures, was related to any of the personal characteristics

of the users (see Table 6.18)

8.3.4 Conclusion

Importantly, the bivariate analysis confirms that the perceived usefulness of the budget
papers and the information within it, are related to the readership; the comprehension

difficulties; the purposes of using the budget papers, the qualitative characteristics of
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information; and some of personal characteristics. Thus, knowing more about the nature
of the users, the purpose for which the information is being used, and the qualitative

characteristics of information can contribute to enhancing the usefulness of the

information.

8.4 A Summary of the Results of Research Question 2: The Consequences of Using
OBB in the Public Sector

Three propositions were tested to answer Research Question 2. The major findings and

conclusions of each proposition are presented in the following sections.

8.4.1 The Impact of OBB on Decision Making

Most of the survey data supported Proposition 4 that OBB has an impact on decision
making. This study found that a majority of public officials (77.8%) used performance
information generated by OBB especially for performance evaluation (62.4%) (see
Tables 5.18 and 5.19). Further, as reported in Table 5.25, most respondents indicated
that OBB increased their awareness of cost (62.6%) and provided a means of estimating
the cost consequences of expanding or contracting any outputs (54.4%). Moreover,
almost half of the respondents indicated that the output structure provided a clearer idea
about the costs of products and services than the program structure (48.4%). This means
that OBB and the output structure were used and perceived as a useful means for
decision making regarding the costs of products and services, including the cost
consequence of contracting outputs. Cne of the aims of OBB is to encourage
management to focus its budget allocation decision on outputs rather than inputs. About
half of the respondents reported that management focused more on outputs than on the
use of resources (49.5%). Therefore, OBB had an impact on decision making because it
had changed the focus of most managers so as to be based on outputs. Therefore, this

study concludes that OBB has an impact on decision making in those aspects.

Nevertheless, on the whole, the survey findings suggested that significant allocation and
reallocation of resources did not occur through the use of OBB. One way to measure the
usefulness of a budget system is to determine the extent to which it shifts financial
resources of the organisation from one area to another. Less than half (40.0%) of the
respondents indicated that the use of OBB resulted in the reallocation of resources (see

Table 5.25). Further, only about two-fifths of the respondents reported that performance
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information and total output cost information influenced their decisions about the

allocation of resources (such as funding approvals) (see Tables 5.17 and 5.24).

Another measure of the usefulness of a budget system is the extent to which costs are
cut or saved as a result of using the system. Many respondents (45.1%) indicated that
the use of OBB did not lead to cost cutting and cost saving. This survey result suggests
that OBB tended not to be useful in cutting and saving costs. Based on these two
imperfect measures of usefulness, it might be argued that OBB had only a minor impact
on the decision making of public officials regarding resource allocation decisions and

cost cutting and savings.

8.4.2 The Impact of OBB on Accountability

On the whole, the results obtained by the survey questionnaire partly support the
proposition that the use of OBB enhances accountability. Most survey data supported
the proposition that the use of OBB enhanced public accountability. However, it did not
strongly support the proposition that management accountability was strengthened with

the introduction of OBB.

For the present study accountability was considered in two aspects: public
accountability and management accountability. First, the issue of public accountability
was considered in respect to the integrity of the performance information and the
responsibility for outputs and performance reporting. The issue of performance audits is
important from the point of view of accountability (Glynn and Murphy1996). This is
because departments c»nnot confirm the validity or integrity of their performance

informaticr if the data are not subjected to an audit.

According to the survey results, most respondents indicated that performance measures
in their organisations were checked for accuracy (75.6%) (see Table 5.22); performance
audits by external auditors had been undertaken in their organisations (69.2%) (see
Table 5.21); and corrective action had been taken in their organisations when there was
a variance between budgeted and actual performance measures (67.0%). Therefore,
these findings supported the integrity of performance information in Victorian
departments and lend support to the proposition that OBB enhances public

accountability.
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Further, this study found that most respondents had a positive perception to most of
statements representing the impact of OBB on public accountability (see Table 5.29). In
conclusion, as a result of having integrity of performance information, a clearer
responsibility of outputs, clearer views of performance measures to assess outputs, an
increased awareness of better performance and outcomes evaluation, as well as a clear
view of who was accountable for measuring and reporting performance, the proposition

that the use of OBB enhanced public accountability was supported.

Second, management accountability was considered in respect to the volume of
budgetary documentation and the time given to consider the budget. Approximately half
of the respondents responded that departments were faced with a significant increase in
the volume of information in budgetary documents (54.4%) but directors and managers
did not have more time to consider the budget (46.2%) (see Table 5.29). As a result of
not having more time to consider the budget but having to deal with a greater volume of
budgetary documentation, management was unlikely to thoroughly read information
provided in budgetary documents and might have fewer questions about the budgets.
Consequently, it was unlikely that management would be more accountable as a result

of using OBB.

8.4.3 The Impact of OBB on Organisational Operations

The survey results suggested that OBB had a minor positive impact on the
organisational operations of government departments. This is because most respondents
perceived that OBB had not been effective or had little impact on most of the issues

regarding the improvement of organisational operations.

The survey results indicated that OBB appeared to increase the involvement of top
management rather than lower level management in the budget formulation process (see
Table 5.31). Almost half (46.7%) of the respondents indicated that lower level
management had not become more involved in the budget formulation process. One
measure of the worth of a budget system is the extent to which it gets more employees
involved in the budget process (Herzlinger 1979; Schick and Hatry 1982). Thus, the
lack of lower-level management involvement in the budget formulation found in this

study is of considerable concern.
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Many respondents also indicated that OBB had increased their workloads (46.8%) and
training related to outputs and outcomes specification was not provided for employees
at all levels in their organisations (59.4%). To assist employees to become familiar with
a new budgetary system and learn how to make it operational, training is an important
part of facilitating the implementation process. Therefore, a lack of training may

contribute to the unsuccessful implementation of OBB in government departments.

Further, about half of the respondents specified that OBB had not been very effective or
effective in improving organisational operations with respect to reducing/eliminating
ineffective services/products; reducing duplicated activities or services; improving
responsiveness to customers; and improving outputs/service quality (see Table 5.36).
Thus, the claim that the introduction of OBB assists in the improvement of

organisational operations is not substantiated by most of the data.

Additionally, respondents indicated some problems with the implementation of OBB.
Half of the respondents (50.0%) reported that “defining appropriate performance
measures” had been a significant problem in their organisations. This finding raises a
question about the quality, in particularthe accuracy, and the usefuiness of performance
measures in the budget papers provided by the departments. Moreover, many
respondents (44.0%) indicated that “specifying outcomes” had also been a significant
problem in their organisations. If outcomes cannot be identified or are inaccurately
presented, it is unlikely that the government’s desired outcomes and community needs
will be achieved. Consequently, value for money is not enhanced. Thus, this study
concludes that OBB had a minor positive impact on the organisational operations of

government departments.

However, most respondents believed that OBB had a positive impact on their
organisational operations in some areas. As reported in Table 5.32, most respondents
reported that they had a better understanding of government operations and the outputs
to be produced or delivered because of OBB (61.5%) and that OBB improved
organisational operations by linking the budget and performance over time (59.8%).
Additionally, many respondents indicated that OBB was not too complex and difficult
to operate (57.6%) and it did not require changes in their organisational structures to

align it with the output structure (45.7%). Commonly, organisational change can be
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problematic and if enforced from the top, it can create resistance to the introduction of
OBB. As OBB was not too difficult to operate and departments generally had not
changed their organisational structure, it is possible that OBB can be operated in

government departments without significant resistance from employees.

8.4.4 The Overall Usefulness of OBB

One way to measure the perceived overall usefulness of a budget system is to examine
whether organisations plan to continue to use the budgeting system. If management
perceives a benefit in using OBB or finds OBB useful, presumably management will
continue to use OBB. Following this assumption, as a majority of respondents (90.0%)
indicated that their departments should continue OBB (see Table 5.38), it may be
concluded that departments in general found OBB useful. However, most respondents
(74.4%) stated that their departments should continue to use OBB with some
modifications. Further, one-tenth (10%) of the respondents perceived that their
departments should discontinue the use of OBB.

These findings raise questions about why OBB needs to be modified and what are the
features of OBB that need to be modified? The present study did not examine why
respondents would like to modify or discontinue the OBB system. These questions offer
an opportunity for future research to identify what areas in government departments
need to be improved and modified in order to effectively continue OBB and

successfully achieve the benefits claimed for this budgeting system.

Whilst the re2cans for discontinuing OBB are beyond the scope of this study, there are
scme possible explanations. First, respondents who saw no perceivable benefits from
the system but reported an increase in their workload, appeared to have sound reasons
for desiring a modification of the system. Further, it is possible that some respondents
would like their departments to discontinue the use of OBB because they felt that the
disadvantages such as cost were greater than the benefits received. The crosstabulation
results support this argument. In particular, this study found that the public officials who
indicated that their departments should discontinue the use of OBB tended to perceive
that the benefits of OBB were nor greater than its costs, or were undecided about
whether the benefits of OBB were greater than its costs. Additionally, the survey

results, after collapsing the adjacent highest two categories, revealed that few
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respondents (14.1%) reported that the benefits of OBB were not greater than its costs
(Table 5.33). As few respondents indicated that the costs of OBB were greater than its
benefits, there appeared to be a small number of respondents who perceived that their

departments should discontinue the use of OBB.

8.4.5 Conclusion

The results of this study indicated that OBB did not have a significant impact on
government departments. According to the mean score values on the scale of 1 to S, the
respondents to the survey seemed to find OBB not significantly useful in improving
organisational operations (mean score = 2.99); assisting in decision making (mean score
= 3.15); or enhancing accountability (mean score = 3.25) (see Tables 5.31, 5.25, and
5.29 respectively). Further, according to the mean scores’ ranking, respondents
indicated that the most effective consequence of using OBB was the impact on decision
" making (mean score = 3.02), followed by the impact on accountability (mean score =
2.57) and the impact on organisational operations (mean score = 2.47) (see Table 5.36).
However, these results should be carefully interpreted because mean scores for each
impact are approximately equal to or lower than 3.00. This means that on average, most
respondents were undecided or tended to have a negative perception that OBB had

neither been useful nor very effective in their organisations.

8.5 A Summary of the Results of the Content Analysis: The Consistency of the

Presentatior of Performance Information in the Victorian Budget Papers

On the whole, this study found that the quantity of performance measures, observed in
the manifest content analysis, of nine departments in the Victorian budget papers over
the two year period from the year 2001 to 2002 had been slightly increased (4.41%).
Nevertheless, this study found a low survival rate (75.54%) and a high novelty rate
(28.22%) from the latent content analysis of the performance measures of the nine
departments. Whilst there was a high stability in the total number of performance
measures over time, the presentation of performance measures did not provide
comparable data over time because of the low survival rate and high novelty rate of

performance measures.

This study concludes that there was a high inconsistency in the presentation of
performance measures over time because of the high number of performance measures

being initiated or eliminated in the consecutive years. As a result of having low survival
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rates and high novelty rates, in many circumstances the performance data were reported
only in the form of targets. Given that no actual performance data are provided,
performance information cannot be used to evaluate performance by comparing the
target and the actual data. Consequently, performance information will not be useful in

facilitating performance evaluation, improving performance or enhancing accountability.

This content analysis finding is consistent with the survey finding that about half of the
respondents (48.3%) strongly disagreed or disagreed that the presentation of
performance information was consistent over time (Table 5.17). It can be concluded that
the inconsistency of the presentation of performance mecasures does not enable the
comparability of performance data over time. According to SAC3 (AARF 1990c),
consistency over time is one of key characteristics that financial reporting should
possess. Consequently, it may reasonably be assumed to also be a key requirement of
budget presentation. However, the content analysis and the survey findings indicate that
in practice, the quality of the comparability qualitative characteristic in terms of the
consistency of the presentation of performance measures over time did not satisfy SAC3
requirements. Therefore, the claimed benefit that OBB provided superior performance
information which would lead to better decision making and enhancing accountability
in the public sector was not significantly verified by both the survey and content

analysis data.

8.6 Implications of the Study

This study has a number of important implications in the areas of financial reporting
and public sector budgeting systems in state governments. In the following sections,
three types of implications are discussed: theoretical implications; methodological

implications; and practical implications.

8.6.1 Theoretical Implications

The theoretical implications for government budget papers are discussed in respect of
the decision-usefulness model reflected in SAC2 and SAC3. As for the theoretical
implications in the area of public sector budgeting systems, two theoretical frameworks

were discussed: the budget process model and the OBB concepts.
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8.6.1.1 Theoretical Implications for Financial Reporting

As stated earlier, government departments are required to prepare financial disclosures
according to reporting requirements such as the accounting conceptual framework.
However, such legitimate reporting requirements do not exist for departments when
preparing the output performance information in the budget papers. This study therefore
adopted the Statement of Accounting Concepts, specifically, SAC2 (AARF 1990b) and
SAC3 (AARF 1990c), as the frames of reference for the discussion of the purposes for
using the budget papers and the quality of performance information within the budget

papers.

The findings of this study extend the validity or invalidity of the decision-usefulness

model and the Statements of Accounting Concepts in four specific ways.

First, findings from the survey questionnaire support the validity of the purposes of
using financial reporting identified by SAC2 as also being relevant to budgeting. This is
because the reasons for using the budget papers in accordance with SAC2 are for the
most part those given by the public official users. However, according to the decision-
usefulness model, this study found that information within the budget papers did not
quite adequately meet the needs of public official users in assisting them to evaluate and

make decisions about the allocation of resources as proposed by SAC2.

Second, in practice, this study found that the qualities of performance information and
the total output cost information in the budget papers were not in accordance with
SAC3 (AARF 1990c¢). Also, the findings in this sttidy clearly suggested the lack of a
comparability characteristic both for perfbnnance information and the total output cost
information in the budget papers. Further, in view of the decision-usefulness model, this
study found that less than half of the respondents were satisfied with the overall quality
of performance information and the total output cost information in the budget papers.
Therefore, the budget papers currently do not on the whole provide useful performance

information and total output cost information to meet the needs of most public official

users.

Third, the bivariate analysis results confirm concepts underlying the accounting

conceptual framework as also being relevant to budgeting, in that the purposes of use of
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financial reporting, in particular government budget papers and the qualitative
characteristics of information, can influence the extent to which information in the
budget papers will be perceived as useful to users. Hence, the implication for the
decision-usefulness model and the SAC, is that the qualitative characteristic according
to SAC3 and the purposes of using the budget papers according to SAC2 can play an
important role in increasing the perceived usefulness of information in budgeting as

well as financial reporting,.

Finally, the bivariate analysis results also reveal that the readership, the comprehension
difficulties, and personal characteristics appear to be a significant determinant of the
perceived usefulness of information in the budget papers. Thus, knowing more about
these variables can contribute to enhancing the perceived usefulness of the budget

papers and better satisfy the needs of users.

Given that this study applied the SACs as a frame of reference, this study has provided
evidence that currently the objective of the SAC model when applied to budgeting, to
satisfy user needs, was not fully achieved. Evidence on the relationships of variables in
the conceptual framework of this study, provides the preparers of budget papers with
reason for concern about the difference between user personal characteristics and the
purposes for using the budget papers. Moreover, researchers need to be cautious about
assuming that different users will similarly interpret the usefulness of such information.
Future researchers should be aware of these relationships before interpreting the results

of the perceived usefulness of information in their studies.

8.6.1.2 Theoretical Implications for Public Sector Budgeting

On the whole, this study found that budget practice, at this stage, did not entirely match
budget theory. The important implication for a theoretical understanding in the field of
public sector budgeting is the weak evidence of the closeness of the fit between
normative theory (what ought to happen) and descriptive theory (what is actually
happening in the field) regarding the definitions of OBB and outputs, as currently used.
As most of the respondents were not able to properly identify the definitions of outputs
and OBB, this may be seen as a substantial limitation to the implementation of OBB.
Consequently, the budget practice of focusing on outputs and outcomes is unlikely to be

effectively accomplished.
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Moreover, the findings suggest that normative budgetary theory concepts of focusing on
outputs and outcomes rather than inputs, increasing the commitment of service quality,
as well as improving service delivery, were not applied to a considerable extent by
budgetary practitioners in Victorian government departments. Since OBB was
introduced with the aim of improving output or service quality delivered to customers
(VDTF 1997b; Commonwealth Department of Finance and Administration 1998;
Western Australia Treasury Department 2000), these significant negative findings are
contrary to the concept of quality improvement. Thus, it is unlikely that the quality of

service delivery will be improved.

Overall, the findings extend the understanding of whether OBB in practice is used as the
basis for decision making, relating inputs to outputs and to outcomes according to the
budget process model. The findings have shown that at one level budgeting under OBB
in Victorian government departments has gone beyond focusing on inputs and moved
towards focusing on outputs and outcomes. However, this claim was not substantially
confirmed. Specifically, about half (49.5%) of the respondents perceived that
management now focused more on outputs than the use of inputs. Further, almost half
of the respondents indicated that OBB was very effective or effective in increasing
awareness of, and focus on, outcomes (45.7%). Further, the high awareness of outcomes
evaluation by most respondents (58.2%) suggests that the operation of OBB in practice
tended to move further towards focusing on outcomes. Therefore, the movement of
budgeting under OBB, to focus on outputs and outcomes, rather than inputs is

confirmed but not overwhelmingly so.

Additionally, the conclusive findings from this study contribute to the theoretical

understanding of OBB concepts in at least four aspects.

(a) The Newness of the OBB Idea

Survey results revealed that a small number (13.0%) of the respondents believed that
OBB was a new concept (Table 5.3). On the other hand, a significant proportion
(80.4%) of the respondents reported that the concept of OBB was not a new idea. As a
majority of the respondents believed that OBB was not a new concept, it is possible that
they would use budgets for decision making in the same way that they had previously

used budgets. Therefore, a question is raised about whether OBB systems will operate
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differently from the previous budgeting systems by focusing on outputs and outcomes.
Further, questions arise about whether OBB can make different budget allocations to

achieve the claimed benefits such as improving decision making, accountability, and

overnment operations.
8

(b) The Link between Outputs and the Government’s Desired Outcomes can be
Demonstrated and Measured

Most respondents (68.1%) indicated that the connection or link between outputs and the

government’s desired outcomes could be demonstrated and measured in practice. This

finding practically validates the theoretical concept of OBB under the budget process

mode] because it suggests that budgeting under OBB in Victoria could be operated by

moving forward to link outputs to outcomes.

(c) The Extent to which Outcomes are More Easily Measured via the Use of OBB

The survey results showed that it was unclear whether outcomes were more easily
measured via the use of OBB. Whilst about one-third (38.1%) of the respondents
perceived that outcomes were more easily measured via the use of OBB, a similar
proportion-of respondents {35.8%) provided the opposite view (See Table 5.29).
However, as less than half of the respondents perceived that outcomes could be easily
measured via the use of OBB, it can be concluded that, at this stage, the measurement of
outcomes was difficult to implement. Therefore, it is unlikely that those outcomes can
be achieved. Consequently, this study concluded that OBB, as operated at this time,
would face a problem in successfully achieving one of the theoretically main goals of
OBB (South Australia Department of Treasury and Finance 1997b; VDTF 1997b;
Queensland Treasury 1998b; and Commonwealth Department of Finance and

Administration 2000), which is to achieve outcomes of the government.

(d) The Extent to which OBB Focuses on Long Term Perspectives

The survey results, to some extent, support the concept that OBB emphasizes a long
term perspective. Most respondents (54.4%) were of the view that OBB provided a
means of estimating the cost consequences of expanding or contracting any outputs.
Nevertheless, whilst almost half (45.6%) of the respondents indicated that the use of
OBB enhanced long-term planning (Table 5.25), only one-third (38.5%) of the

respondents perceived that OBB allowed assessment of long-term financial
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implications. Thus, the conclusion that OBB emphasizes a long term perspective is
supported but not overwhelmingly so. This study further concludes that OBB in practice
still cannot work perfectly as a means of assisting public officials to focus on long term
perspective budgeting. In summary, the findings support the concept of OBB according
to the budget process model that the link between outputs and outcomes is possible.

However, the measurement of outcomes is still difficult to implement.

8.6.2 Methodological Implications

A number of methodological implications can be utilised as guidelines for the

methodology used in future studies.

First, this study used the recipient list of the budget papers as a method to identify users
of the budget papers, because people who are on the budget paper recipient list are
likely to be people who use the budget papers and are more likely to have authority to
make decisions in the allocation of resources. In order to ensure that the perspectives of
both the budget papers users and the government department officials were reflected,
the methodology used for this study focused on internal budget papers users.

papers users who were also public officials within government departments. Further, as
the respondents had experience with OBB, the analysis of this group allowed a deeper
understanding of the usefulness of OBB.

Second, the development of a number of questionnaire items within the present study
for assessing the usefulness of information in the budget papers and examining the
consequences of using OBB, provided a unique survey questionnaire instrument which
may be useful for future research in the area of government financial reporting and
budgeting systems. Although the survey instrument developed and used in this study
was valid and reliable, the measurement items can be refined or other items can be
added for improving the validity and reliability of the survey instruments in future
studies. Alternatively, future research could deploy this survey questionnaire instrument
for use in replication studies with the same target population to redefine the instruments

or in studies with other target populations.
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Third, this study used factor analysis as a methodology to confirm the validity of all
questionnaire items in every dimension of the qualitative characteristics of information
according to SAC3. To date, no previous government accounting studies have
specifically tested the construct validity of questionnaire items using factor analysis as a
methodology in their studies to confirm the validity of their questionnaire items under

each dimension of the qualitative characteristics of information in accordance with

SAC3.

Fourth, this study used the concepts of survival rate and novelty rate based on the
previous work of Carlin and Guthrie (2001a) to originally develop comprehensive rules
to be applied when performing a latent content analysis of performance measures. These
rules have not been precisely defined in any previous public sector accounting studies
(see Section 4.6.7). Other studies can apply or further modify the rules developed by
this study to satisfy the aims of their studies.

Fifth, although it is often assumed that there exists a relationship between the personal
characteristics of users and the perceived usefulness of items in financial reporting, this
relationship has not been tested as a formal hypothesis for the information in budget
papers. In the present study, the usefulness of each item in budget papers was tested for
independence with a number of personal characteristic variables by way of the Chi-

square test of independence.

Finally, this study identified the problems with data collection and administration of the
questionnaire (see Chapter 4: Section 4.5.8) as well 25 problems in developing the
content analysis worksheets (see Chapter 4:-Section 4.6.3). These problems can be taken
into account in future studies in order to improve the response rate and ensure the

reliability and validity of the findings.

8.6.3 Practical Implications

This study identified a number of practical implications in the areas of government
financial reporting and public sector budgeting systems. Normative frameworks for
reporting the information in budget papers and implementation of OBB are discussed in

the next section.
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8.6.3.1 Practical Implications for Financial Reporting

The bivariate analysis provided evidence that the personal characteristics of users
affected the perceived usefulness of information in the budget papers. This may suggest
that some potential users do not have the necessary skills and knowledge to use the
information within the budget papers. This study found some relationships between the
personal characteristics of users (e.g. completing formal course in accounting and
having a principal task in finance, budgeting, and accounting) and the perceived
usefulness of various items. This has important implications for the design and content
of the budget papers. For example, for the most part users who had completed a formal
course of study in accounting or had a principal task in the area of finance, budgeting,
and accounting tended to report that the financial statements were useful. Further, given
the finding that the financial statement was the most difficult item for users to
understand, an attempt to simplify financial statements might be considered as an option
for preparers. Altematively, training and education programs to promote better
understanding of the financial statements should be useful for non-accounting

background public official users.

Additionally, the findings of this_study should be of concern to preparers, who should
apply such information in designing, planning, and implementing specific and effective
communication programs for promoting the use of budget papers. Further, a more
rigorous communication program could also be designed to meet the needs of each
particular grc;up of users. As the budget papers should be readable, informative, and
credible, preparers need to concern themselves with what information to report, and

how best to report it. Preparers must also be concerned with language as well as content.

Further, this study found that non-financial items or descriptive items such as the
descriptive explanation of outputs, the descriptive contribution of outputs to department
objectives, and the descriptive contribution of outputs to government outcomes, were
read more thoroughly and also rated as more useful than the financial statements item.
The low ranking of financial items in terms of readership and usefulness and the high
ranking of comprehension difficulties suggest that preparers should look at the nature of
the information in the budget papers.and keep in mind that financial figures alone are
not sufficient to ensure understandable, readable, useable, and useful communications to

users. An implication of this finding is that preparers should provide narrative
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explanation additional to the financial information in the budget papers because it is

important to enhance the usability of the information.

According to the mean scores ranking (see Tables 5.8 and 5.13), the Treasurer’s sp.eech
was the lowest-ranked item in terms of both readership and usefulness. However, this
item was the least difficult item to understand in the budget papers, with only a small
number (2.2%) of users reporting difficulty in understanding. The low readership and
usefulness rankings of the Treasurer’s speech suggest that the Treasurer’s speech was
not a very useful means of communication to users. This finding raises the question of
why the Treasurer’s speech is easy to understand but is not read or is not useful. An
implication of this finding is that the preparers of the budget papers might want to
identify the cause of ineffectiveness of the Treasurer’s speech to enhance its overall
usefulness. In order to establish credibility or enhance usefulness, it is imperative that
preparers honestly discuss both past successes and failures, and also communicate

information abcut future events in an unbiased manner.

Finally, the survey results (Table 5.17) revealed that most respondents (55.1%)
indicated that material performance information was omitted in the budget papers. This
finding needs to be addressed and corrected immediately by the preparers of the budget
papers to enable users to have more confidence in the information in the budget papers.
Therefore, an audit of the reliability of the performance data reported in the budget
papers should be conducted. Further, this study found that defining appropriate
performance measures had been a significant problem in government departments that
implemented OBB (Table 5.34). As inappropriate performance measures might be used
to measure performance, then the need for an independent audit of the appropriateness

of the performance information, in this context, is important.

8.6.3.2 A Normative Framework for the Reporting of Information in the Budget Papers

The results of the survey questionnaire and content analysis are integrated to develop a
normative framework for the reporting of information in the budget papers of
government departments. On the whole, this study found that the budget papers were, at
that time, not effective in communicating with users. This study emphasises that the
quality of performance information and the total output cost information needs to be

addressed and further improved to make the budget papers more useful to users.
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Consequently, information generated by OBB in the budget papers might be used and

hence influence the budget allocation decisions of public officials. The

recommendations include:

1.

Simplifying financial statements item in the budget papers so that users will
better understand them or providing training and education to prospective users
of public sector budget papers.
Providing narrative explanations in addition to financial information in the
budget papers because it is important to enhance the understandability and
usability of the information.
Discussing honestly both the past successes and failures, and also providing
information about future events in an unbiased manner.
Providing cost per unit measures in the budget papers in addition to the total
output cost information to make information usable and facilitate budget
allocation decisions.
Providing performance information and total output cost information that
possess all four qualitative characteristics of information: relevance, reliability,
comparability and understandability, as specified below.
5.1 Relevance
5.1.1 Stating clear objectives so that performance can be judged against
those objectives.
5.2 Reliability
5.2.1 Checking performance measures for accuracy in order to increase the
use of performance information.
5.2.2 Conducting performance audits to enable users to have more
confidence in using the information in the budget papers.
5.3 Comparability
5.3.1 Including both actual and target outcomes (as specified prior to the

year) of every performance measure reported within the budget
papers to enable comparison of the actual performance for the year,
and permit the evaluation-of the performance of departments. The
prior year’s actual comparative data to be presented to assist users

with comparability over time.
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5.3.2  Providing a consistent presentation of performance measures so that
comparisons can be made over time and across departments.
However, this does not mean limiting the further improvement of
performance measures.

5.3.3 Standardising the presentation of the total output cost to enable a
comparison of the output cost information of government
departments against private sector counterparts.

5.4 Understandability

5.4.1 Explaining technical terms and abbreviations used in the context of
performance measures. Alternatively, explanations in less technical
terms are also required to ensure that information is provided to users
in language that they can understand.

5.4.2 Explaining significant variances in the performance information.

5.43 Discussing favorable or unfavorable variances between the actual

performance and the output targets presented in the budget papers.

Implementing these recommendations together with providing training and education
programs forprospective users wili enhance the usefuiness of budget papers and lead to
the information needs of users being better satisfied. In short, preparers can employ the
specific survey findings of this study to design and improve the content of the budget
papers. In particular, the findings about the lack of the usability, comparability,
relevance, and reliability characteristics of information can help preparers to focus on

the improvement of these qualities of information in the budget papers.

8.6.3.3 Practical Implications for the Implementation of OBB

There are a number of implications for budgeting in government departments. The
survey findings indicate that most respondents identify a number of ineffective areas
and problems resulting from the implementation of OBB. These ineffective areas are
used to develop specific recommendations which can be used in general as a precaution
for governments considering the adoption of OBB. In particular, the following
recommendations can also be used as a guide for government departments to implement

OBB and to improve OBB operations.
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8.6.3.4 A Normative Framework for the Implementation of OBB

There appears to be a need for action to reduce a significant gap between budget theory

and budget practice in a number of areas. The recommendations for making OBB more

effective will now be proposed.

1.

The significant confusion surrounding the definitions of OBB and outputs
amongst public officials has to be addressed and resolved immediately so that
OBB can be effectively implemented and the possible benefits of OBB can be
achieved. Clearly, rigorous and standardised definitions of OBB should be
provided across the departments. Further, departments should provide a training
program about the concept of OBB to public officials at all levels.

Management should receive greater encouragement to focus on outputs and
outcomes rather than inputs.

The awareness of and focus on outcomes as well as factors that affect outcomes
should be further improved. Management should not concentrate only outputs
and overlook outcomes.

The concepts of the commitment to service quality of government departments
as well as the improvement of outputs or services quality should be highlighted.
Government needs to improve communication with the public about
performance in order to enhance accountability.

The increased workload of public officials as a consequence of adopting OBB
needs to be further examined because it can create resistance in public officials
to the implementation of OBB. As respondents perceived that their workload
had increased because of OBB, they might resist full implementation of OBB.
This might impede the successful implementation of OBB in public sector
organisations.

A significant problem of defining appropriate performance measures in
government departments needs to be resolved quickly. For example,
departments should encourage training in the development and use of
performance measures. Because of the problem arising from the introduction of
OBB, the need for training particularly in defining appropriate performance
measures is essential. Performance measurement is an important part of OBB. If
the full potential of OBB is to be realised then performance measures need to be

accurately developed and used.

287



8.

10.

11.
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Departments should provide more opportunities for lower-level management to
participate in the development of the budget. Through participation in the budget
process, public officials may become interested in budgeting and feel a greater
sense of responsibility.

Departments should provide a training program to give public officials at all
levels the skills and knowledge that they need to implement the OBB systems,
especially in specifying outputs and outcomes. By having the training, public
officials could develop their understanding of those concepts. Consequently,
public officials could become effective OBB implementators, which would
enable the successful implementation of OBB in government departments.

The operation of OBB should be improved to assist public officials to allocate or
reallocate resources. This could be done by improving the quality of information
in budget papers as described in Section 8.6.3.1.

Departments need to encourage public officials to make more use of
performance information in setting objectives and in allocating resources.
Additionally, managers at all levels need to have clear views of their objectives
so that performance can be judged against those objectives. As a result of having
clear objectives, departments will be facilitated to be more accountable for the
achievement of outcomes. Departments should also pay more attention to
outcomes evaluation.

If the aim of OBB is to emphasise the long term perspective, there is a need to
improve the current operations of OBB in enhancing long-term planning and
facilitating the assessment of long-term financial implications in government

departments.

8.7 Contributions of the Study

The present study was intended to be exploratory in order to provide empirical
information on the usefulness of information generated by OBB in the budget papers
and the actual consequences of using OBB in government departments. Further, this
study provides empirical knowledge of the implementation of OBB in government
departments that did not exist before. Additionally, it provides a comprehensive
empirical investigation of the performance measures in the budget papers by using

content analysis.
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The OBB conceptual framework developed in this study provides a useful conceptual
framework for other public sector financial reporting researchers. It allows for the
development of a more sophisticated understanding concerned with the factors
influencing the perceived usefulness of information in government financial reporting
and the consequences of using OBB. As described in Chapter 3, most previous studies
focused on the usefulness of information in private sector annual reports. Few studies
focused on the usefulness of public sector annual reports and even fewer focused on the
usefulness of budget papers. Therefore, the results of this study contribute to
overcoming the iack of knowledge about the usefuiness of the budget papers.

The findings of this study significantly contribute to knowledge regarding a number of
theories such as the decision-usefulness model, the SACs, the budget process model and
OBB concepts. This study also provides evidence on the closeness of fit between the
descriptive and normative budgetary theory. Further, this study not only makes
significant contributions to 1ts theoretical frameworks but also has practical
contributions in enhancing knowledge about the usefulness of the budget papers and
OBB. In particular, an important contribution of this study is an ability to provide a
framework for improving both information in budget papers to better meet user needs

and the current operation of OBB.

In summary, the findings expand the theoretical literature on government financial
reporting and public sector budgeting systems including the use of performance
measurement. This study provides information to help future researchers to better
understand how users percei{/ed the usefulness of information in budget papers. As few
previous studies examined the quality of performance information, the present study is
important because it investigated the dimensions of the purpose of using budget papers
and the quality of information based on SACs 2 and 3 respectively. No previous studies
have used the concepts under SACs 2 and 3 as the main factors to specifically
hypothesize and test their relationships with the perceived usefulness of government

budget papers.

Also through having used the accounting conceptual framework as a frame of reference
for this study, there is some increased understanding about the actual practice in

accordance with the accounting conceptual framework, especially in respect of budget
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papers reported by government departments. This study provides information on how
users presently use budget papers to make decisions and how preparers could provide
better quality information to facilitate better decisions. By providing a greater
understanding of the practical issues, the researcher hopes that preparers of government

budget papers can develop budget papers that better satisfy user needs.

In terms of public budgeting systems, this study is significant because the issue of the
usefulness and effectiveness of an alternative budgetary system, such as OBB, in the
new era of public management environment is receiving increasing attention not just in
Australia but also globally. However, empirical data on the consequences and the

effectiveness of using OBB in practice within government departments is limited.

Further, little empirical data exist about how government departments have
implemented OBB and used performance measures to support decision making. This
study fills this gap by providing empirical data to advance the understanding of the
usefulness of OBB in practice, in terms of its impact on decision making,
accountability, and organisational operations. This study also has implications for other
states by providing empirical data on the current status of the Victorian output-based
budgeting system. Lessons learned from the problems relating to the implementation of
OBB raised in this study are useful not just for the Australian government but also for

other foreign governments who are interested in implementing OBB.

8.8 Limitations of the Study and Recommendations for Future Research

There are several limitations that shon!4 be taken into consideration when interpreting
the results of this study. The limitations, however, present opportunities for future
research. Firstly, the scope of this study was limited by its population frame which
included only Victorian government departments. The population only included budget
paper users who were on the budget paper recipient list of the VDTF. Since this study
aimed to investigate the perceptions of both the users of budget papers and public
officials employed by government departments, the population that satisfied both

specific objectives was therefore relatively small.
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To investigate the usefulness of budget papers, it is recommended that further research
extend the size of the population to include not only public official users but also the
external users of budget papers such as people who access budget papers through the

government bookshop (Information Victoria), libraries, and the Internet. This may lead

to a broader understanding of the needs of users.

Further, to investigate the consequences of using OBB, future budgeiary system
researchers could also increase the size of the population to include larger numbers of
public officials from each government department. It also may be useful to investigate
the perceptions of users and public officials in other states and compare them in order to
detect any differences in their perceptions about the quality of performance information

in budget papers and the effectiveness of the implementation of OBB.

The results of this study may have been different if external users had been included, a
broader range of public officials had been selected, or the response rate had been higher.
Moreover, the implications of this study may have been enhanced if the number of
states had been increased. However, as discussed in Chapter 1, there are strong
r believing that the findings from this study conducted in Victoria may

have more general application to other jurisdictions in Australia.

Secondly, this study is important in itself, but some findings cannot be compared with
earlier findings because no studies empirically tested the relationship of the usefulness
of information in the budget papers and variables such as readership; comprehension
difficulties; purposes of using budget papers; personal characteristics of users and
qualitative characteristics of information especially through the SAC model. The
validity of the present study’s conclusions will be strengthened when viewed in
conjunction with other studies that have reached similar conclusions. Therefore, future
research should replicate this study and study budget papers to validate the findings of
the present study.

Additionally, due to the exploratory nature of the present study and the comparatively
new budgeting system of OBB in Australia, a number of studies need to be conducted in
order to provide a deeper understanding of OBB and the relationship between the

perceived usefulness of information in budget papers using the accounting conceptual
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framework as a frame of reference. Although the findings from the present study have
contributed to knowledge in the area of government financial reporting and public
budgeting systems, additional future studies are needed to verify the validity and
reliability of the present study.

Finally, non-parametric statistics were used in this study because the population size
was quite small, and the researcher did not make an assumption of normality. Further,
as the survey data for testing the propositions in this study were treated as a nominal or
an ordinal scale, the chi-square statistic test was used to identify any relationships
between two variables. According to Zikmund (1997) parametric statistics are
appropriate when the data are interval or ratio scale and the sample size is large. Future
research can attempt to replicate this study with a larger population and use other
parametric statistical methods if the nature of their data meets the assumptions such as

being an interval scale or is normally distributed.

Apart from the recommendations for future research based on its limitations, the
findings of this research provide a great opportunity for future researchers to further
examine a number of issues raised by this study. These issues are:

1. Identifying the external users of budget papers and examining their information
needs in order to validate the concept under SAC2 and SAC3 in integrating the
perspectives of internal and external users.

2. Conducting focus groups or group interviews of both internal and external users
of budget papers to determine their information needs and their preference for
reporting practices.

3. Investigating the reasons why some items in the budget papers were not being
read or useful. In particular, identifying the reasons for the relative lack of the
usefulness of the Treasurer’s speech and financial statement items.

4. Examining the causes of the low usage of the budget papers for the purposes of
evaluating decisions about the allocation of resources and making decisions
about the allocation of resources.

5. Investigating the cause of dissatisfaction with the overall quality of both

performance and the total output cost information in the budget papers.
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6. Identifying what kind of cost information users need and actually use to make
decisions. Also examining the additional calculations or adjustments that users
must perform to be able to use the total output cost information in budget papers
for budget allocation decisions.

7. Evaluating the quality of performance information in one jurisdiction by
considering before and after use of OBB.

8. Determining the nature of lower level management involvement in budgetary
decision making.

9. Investigating the barriers of the effectiveness of OBB in the areas of focusing on
outputs and outcomes and improving communication with the public about
performance.

10. Examining the causes of the apparently low survival rates and high novelty rates
of performance measures in Victorian budget papers.

11. Investigating why public officials would like to modify or discontinue the use of
OBB and what are the areas that need to be modified.

12. Investigating whether after training program employees better understood the
concept of OBB, which levels of the employees had received the training, and
what kind of training they received.

13. Resolving the problem of the inconsistency of the presentation of performance

measurcs.

8.9 Summary

This study emphasises that the needs of the users of budget papers must take precedence
over the interests of the preparers of those reports. This study examined the usefulness
of budget papers from the user’s perspective. A number of possible reasons have been
offered to explain the lack of usefulness (to the extent that budget papers have been
shown to be not very useful). Firstly, some items in the budget papers are too difficult to
understand. Secondly, users lack an accounting background or have a specific purpose
for using budget papers. Finally, there appear to be a lack of qualitative characteristics
of performance information and the total output cost information in the budget papers.
Many individual users may understand the budget papers but be dissatisfied with the

quality of comparability, reliability, and relevance characteristics of information in these
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papers. In fact, the survey and content analysis data in this study illustrated the lack of

comparability of performance information in the budget papers.

The content analysis observations also revealed that the presentation of performance
measures did not provide highly comparable data as a result of the high novelty rates
and low survival rates. Further, in many cases the actual performance data is not up-to-
date or is unavailable, thus inhibiting performance feedback or an evaluation process.
Therefore, OBB in practice at this stage, does not achieve its claimed benefit of
providing superior performance information to enhance better decision making and
increase accountability in the public sector. These reasons may explain why the budget
papers are currently not very useful. It is now the responsibility of government
departments and the people who prepare the budget papers to improve the content of the
budget papers in order to better satisfy users needs. In particular, this study suggests that
the quality of performance information and the total output cost information need to be

addressed and further improved to make the budget papers more useful to users.

*ri

urther, the consequences of using OBB in public organisations were investigated in
terms of their impact on decision-making, accountability and organisation operations.
Survey findings indicated that most respondents were confused or did not correctly
understand the definitions of outputs and OBB. Most respondents believed that OBB
meant budgeting by focusing on outputs. However, reviews of all Australian Treasuries’
guides illustrate that one of the objectives of introducing OBB is to focus on achieving
the government outcomes, not only focus on the outputs. In order for OBB to achieve its
claimed benefits and be successfully implemented, the first step initiated should be to
standardise and clearly provide rigorous definitions of OBB across the governments.
This study found that several gaps exist between budget theory and budget practice in
respect of OBB. Recommendations for improving the operation of OBB were also
provided in this study. The author hopes that the discussion in this thesis contributes to
the ongoing improvement and understanding of knowledge in the areas of government

budget papers and public sector budgeting systems, in particular OBB.
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Questionnaire for the Survey on the Usefulness of

Output-Based Budgeting (OBB) in the Victorian Government

Section A: Qutput-Based Budgeting and Performance Measures

To what extent do you agree or disagree with each of the following statements?

(For each item please tick the box which best reflects your response) Agree Ilzgn‘t Disagree
ow

1 |OBB is a new concept. 3 2 1

) Outputs are products or services produced or delivered by a department for both 3 2 1
internal and external customers.

3 |Qutcomes are the government’s desired or intended impacts on the community. 2 1

4 |OBB means budgeting by focusing on outputs, not outcomes. 2 1

5 The connection or link between outputs and the government’s desired outcomes cannot 3 2 1
be demonstrated and measured in practice.

6 |Efficiency is the extent to which resources are minimized for a given level of output. 2 1

7 |Effectiveness is the extent to which actual outcomes are achieved. 2 1

8 To construct an output structn;e for budgeting, outputs are specified by directly 3 ) 1
transferring the old program structure to the new output structure.

9 Financial performance information alone, without non-financial measures of performance, 3 ) 1
is sufficient to assess whether entities have achieved their objectives.

Section B: The Usefulness of Information in the 2002/03 Victorian Budget Papers

The usefulness of items within budget papers

10
2)

b)

. Did you receive the 2002/03 Victorian Budget papers? 11. How often do you use the Victorian budget papers?
U Yes, Ireceived: (Please tick one or more) (Please tick one)
O Treasurer’s Speech (Budget Paper No.1) a) U Daily - e) U Halfyeérly
O Budget Statement (Budget Paper No.2) b) O Weekly f) O Annually
O Budget Estimates (Budget Paper No.3) ¢) U Monthly g) 0 TIrregularly
O Budget Overview d) 0 Quarterly h) [0 Never use them
U No

12. How thoroughly do you usually read the following items in the budget papers?

(Please tick one box for each item) Read Do not
thoroughly read
a) Treasurer’s speech 5 4 3 2 1
b) Financial statements 5 4 3 2 1
©) Statistical performance information 5 4 3 2 1
d) Descriptive explanation of outputs 5 4 3 2 1
) Descriptive contribution of outputs to department objectives 5 4 3 2 1
Descriptive contribution of outputs to government outcomes 5 4 3 2 1
Output cost information 5 4 3 2 1
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13. For what purpose do you use the Victorian 14. Which of the following items in the budget papers
budget papers? (Please tick as many as apply) do you often have difficulty understanding?
2) [0 For making decisions about the allocation of (Please tick as many as apply)
resources. a) 0O Treasurer’s speech
b) O To evaluate decisions about the allocation of b) 0 Financial statements
resources. c) 0 CStatistical performance information
¢) O For accountability purposes. d) U Descriptive explanation of outputs
d) O Other (Please specify) .........c.ceeuveivueinnnnn..... e) U Descriptive contribution of outputs to
............................................................. department objectives
............................................................ f) U Descriptive contribution of outputs to
............................................................ government outcomes
............................................................ g) O Output cost information
h) O None of the above

15. How useful do you find the following items in the budget papers?

(Please tick one box for each item) Very useful Not useful

[a) Treasurer’s speech 5

b) Financial statements

c) Statistical performance information

d) Descriptive explanation of outputs

e) Descriptive contribution of outputs to department objectives

Descriptive contribution of outputs to government outcomes

N [th jh [Lh [ [
LN N - N N
W (W (W W (W W |Ww
NN N NN N
bt |t |t | et |t | et

g) Output cost information

The usefulness of output performance information

16. How useful are the various types of performance measures contained in the Victorian budget papers?
(For each type please tick the box which best reflects 5 : opinion)

Very useful Not useful
e) ity measures 5 4 3 2 1
tity measures 5 4 3 2 1
Cost measures 5 4 3 2 1
d) Timeliness measures 5 4 3 2 1

17. How often do you use performance measures contained in the Victorian budget papers?
lease tick one box for each item)

Half Never

Performance measures | Daily |Weekly| Monthly |Quarterly yearly Annually | Irregularly Use Other

2 ity measures

tity measures

¢) Cost measures

d) Timeliness measures
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18. According to your information needs, do you agree or disagree with the following statements about the quality

of performance information contained in the Victorian budget papers?

(Please tick one box for each statement) Strongly Stron
. . gly
Agree Agree |Undecided| Disagree Disagree
a [The information influences my decisions about the allocation
. . . 5 4 3 2 1
of resources (such as investing or funding approvals).

b |{The information helps me make predictions. 5 4 3 2 1

¢ |The information helps me confirm my past evaluations. 5 4 3 2 1

d [The information assists me to correct my past evaluations. 5 4 3 2 1

¢ |The information is a good presentation of the facts without bias. 5 4 3 2 1

f [No material information is omitted. 5 4 3 2 1
¢ [The information does nof contain significant errors. 5 4 3 2 1
h |[The information does not contain deliberate misstatements. 5 4 3 2 1
i [The information enables me to compare performance of 5 4 3
an entity over different years. 2 I
j |The information enables me to compare performance of 5 4 3 ) 1
different government departments at one time.
k [The information enables me to compare performance of 5 4 3 ) )
different government departments over time.
| |The presentation of the information is consistent over time, 5 4 3 2 1
m |l am able to comprehend the meaning of the information. 5 4 3 2 |
n (The information is presented in an understandable format. 5 4 3 2 |
0 {The information content is clear. 5 4 3 2 1
p |Overall, I am safisfied with the quality of performance 5 4 3 ) 1
information contained in the budget papers.

19. Do you use performance information? If your answer 21. Have performance audits by external auditors
is “YES”, please also indicate how performance been undertaken in your organisation?
information has been used. (Please tick one)

a) 0 Yes, it has been used in: (Please tick one or more) a) O Yes

O allocating resources b) O No
setting objectives c) 0 Don’t know
O increasing productivity d) 0 No, but the intention is to have performance
O purchasing outputs from alternative providers audits.
O performance evaluation 22. Are performance measures in your organisation
O other ways (please specify) ..................... checked for accuracy? If your answer is “YES”,
...................................................... please also indicate how often they are checked.

b 0 No a) 0 Yes, performance measures are checked:

— (Please tick one)

20. Do you think that performance information O Daily O Weekly O Monthly
should be prepared by: (Please tick one) O Annually O Other (please specify)

8 [0 management. 1 e

b O independent auditors. b) 0 No

¢) [0 management and verified by independent auditors. ¢) 0 Don’t know
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The usefulness of output cost information

23. According to your information peeds, do you agree or disagree with the following statements about the quality

of “TOTAL output cost” information provided in the Victorian Budget Estimates (Budget Paper No.3)?

(Please tick one box for each statement)
Strongly Agree |Undecided| Disagree St.r ongly
Agree Disagree
a (The information is essential and influences my decisions 5
about the allocation of resources (such as funding approvals). 4 3 2 1
b |The information does not contain significant errors. 5 4 3 2 1
¢ [The information enables me to compare output costs of 5
lan entity over different years. 4 3 2 i
d |The information enables me to compare output costs of 5 4
different government departments. 3 2 l
e |The information enables me to compare output costs of 5 4 3 ) 1
government departments against private sector counterparts.
f [The information is presented in an understandable format. 5 4 3 2 1
g |l am able to comprehend the meaning of the information. 5 4 3 2 1
h |The information is usable for making decisions, without the 5 4 3 2 1
need for any additional calculations or adjustments,
i [The “total output cost” information (without the cost per unit
measure) is sufficient to make budget allocation decisions. 5 4 3 2 1
j |Overall, I am safisfied with the quality of output cost 5 4 3 2 0
information contained in the budget papers.
Section C: The Consequences of Using OBB in Public Organisations
To what extent do you agree or disagree with each of the following statements?
(Please tick one box for each statement) Strongly Agree |Undecided| Disagree St.rongly
Agree Disagree
24 [The use of OBB results in the reallocation of resources. 5 4 3 2 1
25 Management now focuses more on outputs than the use of 5 4 3 2 1
resources.
26 (OBB.increases my awareness of cost. 5 4 3 2 1
27 |OBB improves cost control. 5 4 3 2 1
28 |The use of OBB leads to cost cutting and cost saving. 5 4 3 2 1
29 |OBB allows assessment of long-term financial implications. 5 4 3 2 1
30 [The use of OBB enhances long-term planning. 5 4 -3 2 1
3 OBB. facilitates in classifying expenditures so as to identify 5 4 3 ) 1
the direct costs.
139 OBB provides a means of estimating the cost consequences s 4 3 ) 1
of expanding or contracting any outputs.
13 Output structure ;?rovides a clearer idea about the costs of 5 4 3 ) 1
roducts and services than program structure.
34 |The use of OBB encourages the use of cost/benefit analysis. 5 4 3 2 1

35. Do you use cost/benefit analysis? If your answer is “YES”, please indicate how this information has been used.

a) [0 Yes, cost/benefit analysis has been used: (Please tick one or more)

b)

O to select from alternative outputs.
O to determine if an output can be justified.
O to reduce or expand in particular outputs.

O No

O in other ways (please specify)

O to change the resourcing of an output.

O to select from various service delivery options.
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To what extent do you agree or disagree with each of the following statements regarding the
consequences of using OBB? (Please tick one box for each statement)

Strongly . . Strongly
| Agree Agree |Undecided| Disagree Disagree
36 |OBB increases my awareness of better performance. 5 4 3 2 1
37 |OBB increases my awareness of the outcomes evaluation. 5 4 3 2 1
38 |Outcomes are more easily measured via the use of OBB. 5 4 3 2 1
39 |OBB leads to clearer responsibility for the delivery of outputs. 5 4 3 2 1
40 |OBB increases the commitment to service quality. 5 4 3 2 1
It is clear now who is accountable for measuring and reporting
4l erformance in m isati 5 4 3 2 ]
y organisation.
4 Managers at all levels have clearer views of their objectives
because of OBB. 3 4 3 2 l
3 Managers at all levels have clearer views of their performance 5 4 3
measures 10 assess outputs because of OBB. 2 :
4 Budgetary documentation has increased significantly in volume s 4 3
since the use of OBB. 2 1
45 Executive directors and managers have more time to consider s 4 3 ) 1
the budget since the use of OBB.
Corrective action has been taken in my organisation when there
46 [is a variance between budgeted and actual performance 5 4 3 2 1
measures.
47 |For the purpose of expenditure appraisal, output classification 5 4 3 ) 1
of expenditure is more useful than program classification.
OBB increases the cost of correcting errors because of the
48 rigidity of output structure (e.g. a change in one element or 5 4 3 ) 1
structure of output results in change reverberating throughout
every element in the same group).
49 OBB improves the effectiveness of resource allocation and s 4 3 - \
budgeting in my organisation. - '
50 OBB improves organisational operations by linking budget and 5 4 3 ) 1
performance over time.
51 [ have a better understanding of government operations and the 5 4 3 ) |
outputs to be produced or delivered because of OBB.
5 OBB requires changes in my organisational structure to align s 4 3 2 1
with the output structure.
53 OBB increases the involvement of lower- level management in 5 4 3 ) 1
the budget formulation process.
54 OBB increases the involvement of top managem:::: 1 the 5 4 3 ) ]
budget formulation process.
55 Training related to output and outcome specification was 5 4 3 ) 1
provided for employees at all levels in my organisation.
56 |OBB is too complex and difficult to operate. 4 2 )
57 |OBB has increased my workload. 5 4 2 1
38 |I believe that the benefits of OBB are greater than its costs. 5 4 2 ]
59. Have any of the following items been problems in your organisation since the implementation of OBB?
(Please tick one box for each item) Very L. Somewhat N
significant Slgmti:llcan[:t Undecided| ofa ro(l))tl:m
problem proble problem P
a_|Specifying outputs 5 4 3 2 1
b |Specifying outcomes 5 4 3 2 ]
¢ |Defining appropriate performance measures 5 4 3 2 1
d ICalculating full costs of outputs 5 4 3 ) |
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60. In your opinion, how effective has OBB been in your organisation with respect to the following statements?

(Please tick one box for each statement) et;/:crt)irve Effective | Undecided S:frfneecvtsi'gzt effIzcottive
ﬂlncreasing awareness of, and focus on, outcomes. 5 4 3 2 1

b Increasing awareness of factors that affect outcomes. 5 4 3 2 1

Improving communication with the public about -
¢ lperformance. 3 4 3 2 1
d Increasing the core pudget discussions among 5 4 3

departments and legislatures on outcomes. 2 !
e |\Reducing duplicative activities or services. 5 4 3 2 1
f |Reducing/eliminating ineffective services/products. 5 4 3 2 1
g mproving responsiveness to customers. 5 4 3 2 I
h [Improving outputs/service quality. 5 4 3 2 I

Section D: Questions about yourself and your organisation

61, What is your gender? (Please tick one)
2 00 Male
b) [0 Female

62. What is your age group? (Please tick one)
8 [0 Under30

b O 3039

¢ O 4049

d O 50-59

¢) [0 60 and above

65. Have you ever had any formal educational training
in which you became familiar with performance
measures? (Please tick one)

a) O Yes b) O No

63. What is the highest level of education you have
completed? (Please tick one)

) 0 Primary scho.ol

b) O Secondary school

¢) O TAFE certificate

d) O Bachelors Degree

¢) U Masters Degree

f) O Doctorate

g) O Other (Please SPecify).......coueveumeererinnninnnnns

66. How long have you been in your current job or
similar job in the public sector? (Please tick one)
a) [l less than 2 years
b} O 2-5years
c) U 5-10years

d) 0O Over 10 years

67. What is your area of responsibility or principal
task in the organisation? (Please tick one)
a) [ Finance, budget and accounting
b) O Policy and planning
¢) O Performance Review/Evaluation

d) [0 Other (Please SPecify).........ccereerrrenniieninnnnn.

...........................................................

64. Have you completed a formal course of study in

accounting? (Please tick one)

8 O Yes
b) O No

68. Which of the following do you feel is the best
alternative for your organisation? (Please tick one)

a) O Continue OBB substantially as it operates today.
b) [0 Continue OBB with some modifications.

¢) O Discontinue OBB.
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Appendix 2

Sample of Pilot Covering Letter
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Pilot Study for Questionnaire on the Usefulness of
:ETORIA

Output-Based Budgeting (OBB) in the Victorian Government

October 2002 i =

Dear Sir/Madam,

[ am currently undertaking a research project, which aims to assess the usefulness of
Output-Based Budgeting within the Victorian State Government by evaluating the
usefulness of information generated by OBB within the Victorian budget papers, as well
as by investigating the consequences of using OBB on the Victorian public organisations.
This questionnaire will be sent to public officers who are the recipients of the Victorian
budget papers across nine Victorian government departments.

I would be grateful if you would kindly take your time to complete the enclosed
questionnaire and give comments on the format and content of the questionnaire at your
earliest convenience, preferably before 7 October 2002. Please help by giving your
opinions regarding the following issues.

COMMENTS:

1. How long does it take for you to complete the questionnaire? minutes
2. Is the format of the questionnaire easy to understand? O Yes O No
3. Are the instructions clear and easy to follow? 0 Yes O No

4. Is the terminology used in the questionnaire too technical and in need of clarification?
O Yes O No

5. Do you have any difficulties in understanding the meaning of any questions?
O Yes, please specify which éuestions?
O No

6. Other comments:

If you have any queries or questions regarding this questionnaire, please contact me by
e-mail at XXX or by telephone on XXX.

Thank you very much for your time and co-operation.

Yours faithfully,
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Appendix 3

Sample of Survey Covering Letter
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Questionnaire on the Usefulness of

Output-Based Budgeting (OBB) in the Victorian Government rm'c;mvr.:gﬂ
26 November 2002 @
Dear Sir/Madam,

I am currently conducting research, which aims to assess the usefulness of Output-Based
Budgeting (OBB) in practice within the Victorian State Government. The specific aims
are to examine the usefulness of information generated by OBB within the 2002/03

Victorian budget papers, as well as to investigate the consequences of using OBB in the
Victorian public sector.

It is hoped that the findings of this research will provide useful information in the areas
of financial reporting and budgeting systems. It is also intended that the research provide
information that would be of practical use for governments in assisting the development
of guidelines for the reporting of output performance measures in public sector budget
papers, as well as in improving OBB systems.

To achieve this contribution and to ensure the validity of results, your participation is
essential. You are among the few public officers in Victoria who meet the criteria for
participating in this research project. Your answers are therefore a very valuable
contribution to the success of this research and will enable me to complete work on my
doctoral degree. Your participation is voluntary; however your co-operation would be
greatly appreciated.

The findings of this research will only be reported in an aggregated form. No findings
which could identify any particular person or organisation will be published. All
responses are anonymous, therefore you are not required to provide your name.
Furthermore, your response will be treated in the strictest confidence and will not involve
you in any risks. This research strictly follows ihe ethics rules issued by the Human
Research Ethics Committee of the University. Only myself and the research supervisor
can access the coded data of the completed questionnaire.

For the purpose of this research, Owgpur-Besed Budgeting involves: a) defining the
government’s objectives; b) defining outputs and outcomes to achieve objectives;
¢) budgeting and appropriation by outputs based on output structure; d) using
performance indicators to measure outputs; e) reflecting full accrual cost; and
f) separating purchaser and owner as well as purchaser and provider relationships.

It would be greatly appreciated if you would kindly complete the questionnaire and
return it in the prepaid reply envelope at your earliest convenience, preferably by 17
December 2002. If you have any queries regarding this research project or would like to
receive a complimentary copy of the summary results of this research, please contact me
by e-mail at XXX or by phone on XXX or my supervisor, by e-mail at XXX or by
phone on XXX.

Thank you very much for your time and co-operation.

Yours faithfully,
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Appendix 4

Tabulation
of

Content Analysis Results
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Department of Education and Training Performance Measore Counts in the Victorian Budget Papers

Number of Output Summary Group 2001/02
Number of Qirtput Summary Group 2002/03

4
4

Appendices

Output

2001/02

2002/03

Withdrawn

Unchanged

Sarvival
Rate (%)**

Novelty
Rate (%)%

81.82

Total- ety

Junior Secondary Education

Juanfity 0 30.00

[Quality 6 50.00

ol : e e e

Senlor Secondary Educ

Mq 5 4 1 4 0 80.00 0.00

25

Services to Students with Discbilities
and Impairmenis

100.00

50.00

.

500 =

100.00 0.00
100.00 0.00
i e e

20.00

55.56

Lo

Adult and Community Education
and Community Support

# For the first time, in the 2002/2003 Victorian Budget Papers, the Employment Services output was transferred from the D.epanmcnt of Education
and Training to the Department of Innovation, Industry and Regional Development. Therefore, performance measures of this output for the year
20022003 were counted and reported with the Department of Innovation, Industry and Regional Development.

=y

!g&u

§ . Survival Novelty
Output 2001/02 | 2002/03 | Withdrawn| Unchanged| New Rate (%)** | Rate (%)**
H'L;ﬁ_fymcm" 4 3 7 ) 1 50.00 33.33
! 3 2 1 2 0 66.67 0.00
: 0.00

Youth Policy Coordination

Quantity
alif
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Output 200102 | 200203 | Withdrawn | Unchanged| News Rf;‘:‘(";"‘)_. mt“:;:;{__
Services to Youth
iy 7 7 1 5 1 85.71 14.29
i 0 1 0 0 1 0.00 100.00
Timeliness 0 1 0 0 ] 0.00 100.00
Total =7 =3 Emiregs T e e S
5 0 2 100.00 50.00

0.00

Quantity

(N [N
)
=
~
=
—
=

L= b=
8
=3

*  Number of new measures was derived from the latent content analysis
¢ * Survival Rate (%) = Number of unchanged measures x 100

Total number of performance measures in the 2001/02 budget papers

#¢¢ Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 x 100
Total number of performance measures in the 2002/03 budget papers
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Department of Homan Services Performance Measure Counts in the Victorian Budget Papers

Number of Ovtpot Summary Group 2001/02 12
Number of Output Summary Group 2002/03 11
Output 2001/02 | 2002/03 | Withdrawn | Unchanged New* Survival Novelty
Rate (%)** | Rate (%)**s
Admitted Services

100.00 3333
100.00 0.00
___100.00 25.00
AN B s 00
100.09 0.00
100.00 0.00
100,005 2000,

g i e NS0
|Acute Trainmg and Devdopmznr
Quanuty 1 2 1 A 100.00 50.00

D000 RS 000

100.00 0.00
100.00

: 000058
Private Hospital Regulation
Quantity i 0 1 0 0 0.00 0.00
Timeliness 0 0
=0 2E: G onn At 3 g A 4 o" e e

Mallal Healzh Service System Capaclty
Development
Quantity 2 1 2 0 1 0.00
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2001/02 | 2002/03 | Withdrawn | Unchanged New* Survival Novelty
Rate (%)** | Rate (%)***

1 0 1 0 100.00
el 0 0 2 0.00
Sh T e T B e B R

100.00

_ Aged Ra'idmdal Care
Quantity 1

ged Care Service System De
and Resourcing

Quantity

HACC Primary Health, Community
Care and Support

Development and Resourcing

Quanfity 1 3 0 1 2 100.00 66.67
Quality 0 1 0 0 1 0.00 100.00
Timeliness O 0 0 1 —0.00 —_100.00

Daual Service System Development
and Resourcing
isease Preventfion, Contro ce
tity 2 2 2
¥ 4 4
Tunelmess 2

Drug Prevmrion and Control

tity 5 1 20.00

j 1 1 0.00
B e e o B R s P T Rl 667
Drug Treatment and Rehabilitation

tity 4 4 0 AhE 0 100.00 0.00

0.00
0.00

51001003
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Output 2001/02 | 2002/03 | Withdrawn| Unchanged| New* Survival Novelty
Rate (%)** | Rate (%)***

50.00
0 100.00
= 100.00 i
50.00 0.00
100.00 0.00

| 661 e 000 B |

Inlake Asszssmnl
Quantity 1 1 0 1 0 100.00 0.00
Tlmelmcss 1 i 1 0 1 0 100.00 0.00
: L 0 10006
I’lannlng and Coordination
Quantity 2 2 0 7) 0 100.00 0.00
Quality 1 1 0 1 0 100.00 0.00
Tlmelm 2 2 0 2 0 100.00 0.00
Frotal " R S0 000 0 00
Prlmary Support
2 2 0 2 0 100.00 0.00
2 2 0 2 0 100.00 0.00
Community Participation
Quanuty 2 2 0 7 0 100.00

Quantity 1 1 0 1 0 100.00
ity 1 1 0 1 0 100.00
e P 3 : TR 00005525

Quantity ] 1 0 1 0 100.00 0.00

Congregm Care
Quantity ] 1
Quality 2

Crani G T
Early Childhood Services
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Output 2001/02 | 2002/03 | Withdrawn | Unchanged
Family and Community Support

Survival Novelty
Rate (%)** | Rate (%e)***

0.00
0.00
100.00

0.00

Juvenile Justice Services
Quantity ) 2 3 0
- 33.33
Quality 3 3 0 0.00
Tnnehness 1 0 .00
EEAAR0

100.00 0.00
EE100.00 SE 20,005

100.00
SEI00I002S

= o

Long term Housing Assistance

Quantity 6 6 0 6 100.00

Quality 2 2 0 2 100.00

Timeliness 1 1 0 1 100.00

|TotalEiass: L9 S0 000
[ Home Ownership and Renovation Assistance

Quantity 1 1 0 1 0 100.00

Quality 1 2 0 1 1 100.00

Timeliness : 1 1 0 1 0 100.00

B 0.0D.5%]

. Nmb& of new measures was derived from the latent content analysis
¢ ¢ Survival Rate (%) = Number of unchanged measures x 100
Total number of performance measures in the 2001/02 budget papers

#s¢ Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 x 100
Total number of performance measures in the 2002/03 budget papers ,
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Appendices

Number of Output Summary Group 2001/02 9
Number of ut Summary Group 2002/03 9
Outpat 2001/02 | 2002/03 | Withdrawn| Unchanged| News | Sorvival | Novelty
el ) et Rate (%)** | Rate (%)***

0.00

0.00

Mztropolizan Development Strategies

000 i

0.00

Quentity

Quality

Tlmelmgs

Plamd.ng .S)v.vtam Developmazt

Quantity

Quality

Timeliness

Planning Operations and Envlronmemal
Assessment

Quantity

Quality

‘l'imelincss

[

Hzritage Conservauon

Quantity

Quality

o|w

Timeliness

{Total

Regional and Urban Amenity Initiatives

Gnmls Fundmg for Public Libraries and

Quantity

Quality

Timeliness

Pom and Intermodal Freight

Quantity

Quality

Timeliness
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Output 200002 | 2002/03 Unchanged| News [ Survival | Novely
Rate (%)** | Rate (%)**
Passenger Interchange Development
50.00 3333
100.00 0.00
000 | 10000
R ) E=3730
0.00
0.00 |
T2 000 |

,~¢-"‘

Rzgianal Public Tr ran:port Pass:nger and
Frelght Development

Reglonal Road Network Mam&nance

Quantity : : ;
Qualit 1 ; :
Timeliness :
Total

TR FARAPOT S ELYICas S

Metropolltan Train Services

0.00

0.00

SRR 0.005E

0.00

mﬂf& Fuctl

B :
roec X AT

m-opo ransport pment

Major Metropolllan Road Projects

lehy

Timeliness
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—

Metropolitan Road Network Maintenance

Output 200102 | 2002/03 | Withdrawn| Unchanged| New* Sarvival Novelty
Rate (%)** | Rate (%)~

.Mfyty 2 25.00 66.67
Timeliness 6 100.00
f m T ' u'::'\,:-- 1 ! 100.00
Major Public Constru 29, SO0 00 s
Development* Report in the
Department of
1 ion, 4 4
Industry and 1 ]
Regional
Development

I s . .

For the first time, in t!)e 20022003 Victorizn Budget Papers, the Major Public Construction and Land Development output were transferred from the
Department of Innovation, Industry and Regional Development to the Department of Jnfrastructure. Therefore, performance measures of this output for
the year 2001/2002 are not shown in this Table but are reported with the Department of Innovation, Industry and Regional Development.

. . Survival Novelty
2002/03 s
Withdrawn | Unchanged New Rate (%)** | Rate (%)**

100.00 25.00
100.00 40.00
5 E!‘l
ty 5 100.00 0.00
Quality 1 100.00 0.00
Timeliness 2 100.00 0.00
Total S i8 100:06=%1 <2520:00%8
Accident Blackspots
Quantity 1 0 100.00 0.00
i 1 0 100.00
1 0 10000 | J
= 3 s 0| S 0000 SR
2 2 0 0 100.00 0.00
1 1 0 1 0 100.00 0.00

Total: S
Vehicle and Driver Regulation
antity 6 0.00
ity 2 0.00
2 0.00

=

FHeEE0.00 5

antity 1 1 0 1 0 100.00 0.00
ality ‘ 1 1 0 1 0 100.00 0.00

Timeliness 1 1 0 ] 0 10000 | 0.00
== 3= = == T SIDG00SERE R 000

T e e S e Y B o P ) Y B e

* Number of new measures was derived from the Jatent content analysis

* ¢ Survival Rate (%) = Number of unchanged measures x 100
Total number of performance measures in the 2001/02 budget papers

*** Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 x 100

Total pumber of performance measures in the 2002/03 budget papers

For the comparison purpose, the following Table was establised to enable the calculation of the Survival Rate and Novelty Rate by using the data for

2001/02 from the Department of Innovation, Industry and Regional Development and data for 2002/03 from the Department of Infrastructure. -
- - W,
gg:;h":: LR R 2001/02 | 2002/03 | Withdrawn| Unchanged| New* Rf:':}“}' :i Ra’:‘: i ;y_“
ity 4 4 2 2 2 50.00 50.00
ity 0. 1 0 0 i 0.00 160.00
| Timeliness 7 6 7 0 6 L
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Department of Innovation, Industry snd Regional Development Performance Measure

Conats in the Victorian Bud
Number of Output Summary Group 200102 _ 6 0 the Victorian Budget Papers
Number of Summary Group 2002/03 4

2001/02 2002/03 Withdrawn | Unchanged| New* Survival Novelty
Rate (%)** | Rate (%)**«

1
2
2

28.57
0 0.00
9 28.57
T ] ke R R O YN A R U D6 6 T v

Quantity
“I‘otal Sor g
ICT Community Developmem
Quantity 4 4 0 4 0 100.00 0.00
Quality 0 1 0 0 1 0.00 100.00
Timeliness 0 1 0 0 1 0.00 100.00

0 i) 2| 100100 S| EE 23383 L

100.00 0.00
100.00 0.00
100:00== 35 10,0055 5

Rilation Reform
tity 3 3 0 3 0 100.00 0.00

Timelin

Business Services

-5.
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Output 2001/02 2002/03 Withdrawn | Unchanged| New* e ARTRENy
Rate (%)** | Rate (%)***
T rnde.Measurement Development and Services
Quantity 5 5 100.00 0.00
Timelimess _ = -
Total st 0000 T
Eﬁec ek UV S enie Ay
mm 100.00 0.00
100.00 0.00
0.00
3333
50.00
: 0.00
i | eIl 8vas
Industrial Relations Policy —
Quantity 0.00
Quality 3333

Timeliness

Department

Business Employment Programs

Quantity

Report

m

the

of

Education

and

Training

# For the first time, in the 200272003 Victorian Budget Papers, the Employment Programs output was transferred from the Department of Education and
Training to the Department of Innovation, Industry and Regional Development . Therefore, performance measures of this output for the year 2001/2002 are
not shown in this Table but are reported with the Department of Education and Training.

Melbourne 2006 Commonwealth Games

Timelin

! = Survival Novelty
Output 2001/02 2002/03 Withdrawn | Unchanged New Rate (%)** | Rate (%)**
Sport Recreaton andoit Repor
Sport and Major Event Facllitetion
" 7
2 0
6
6
Department 2
5
of
Sport and Recreation Facllity Development
Quantity 10 Tourism, 10
Timeliness 9
: R e Bp:
Tourism Marketing and Event Facilitation
Q\lan.ﬁty 14 and
Quality 7
Timeliness 2
Tourism Industry and Infrastructure Development
Quantity 2 2
: 1 Commonwealth 1
MOIb a0 3 006 Go drmonv SRR/ ames s Gantes
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Output 200002 | 200203 | Withd ; Sarvival Novelt
rawn | Unchanged| New* Rate (%)** | Rate (%)***

#4 For the first time, in the 2002/2003 Victorian Budget Papers, three outputs (namely: Sport, Recreation and Racing; Tourism; and Melbourne 2006
Commm:xwenhh Games) were transferred from the Department of State and Regional Development (currently called the Department of Innovation, Industry
and Regional Development) to the Department of Tourism, Sport and the Commonwealth Games. Therefore, performance measures of this output for the
year 2002/2003 are not shown in this Table but are reported with the Department of Tourism, Sport and the éommonwulth Games.

Output 00002 | 200203 | wi tews | Sorvial g
ithdrawn | Unchanged New Rate (%)** Rate (%)**

Mgjor Public Construction and Land Report

| Development - in

Quantity 4 the 4
Quality 0 Department 0
Timeliness 7 of 7
Total == =1 Infrastructure e

) A ; E e e | b,

¢ Number of new measures was derived from the latent content analysis

® ¢ Survival Rate (%) = Number of unchanged measures x 100
Total number of performance measures in the 2001/02 budget papers

¢s+ Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 x 100
Total number of performance measures in the 2002/03 budget papers

##4 For the first time, in the 2002/2003 Victorian Budget Papers, Major Public Construction and Land Development output were transferred from the
Department of State and Regional Development (currently calied the Department of Innovation, Industry and Regional Development) to the Deparment of
Infrastructure. Therefore, performance measures of this output for the year 2002/2003 are not shown in this Table but are reported with the Department of
Infrastructure.

For the comparison purpose, the following Table was establised to enable the caiculation of the Survival Rate and Novelty Rate by using the data for
2001/02 from the Department of Education and Training and data for 2002/03 from the Department of Innovation, Industry and Regional Development.

- o Survival Novelty
Output Group / Year 2001/02 2002/03 Withdrawn | Unchanged New Rate (%)** | Rate (%)**
: 0¥ S
Policy and Labour Market Advice
Quantity 0.00
Quality 100.00
.| Timeliness b fie 50.004 2
Totalzsis B 4 ] REa5000 5
Community Employment Programs
Quantity 0.00
aﬁ -
[oBlEEte st
Business Employment Programs
Quantity :
\Migrant Emp.
Quantity
=

* Number of new zQeasurqs was derived from the latent content analysis

* * Survival Rate (%) = Number of unchanged measures x 100
Total number of performance measures in the 2001/02 budget papers
*=* Novelty Rate (%) - Number of new measures for 2002/03 compared with those for 2001/02 x 100

Total number of performance measures in the 2002/03 budget papers
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Number of Output Summary Group 2001/02 13
Number of Qutput Summary Group 2002/03 13
2001/02 | 2002/03 | Withdrawn | Unchanged| News Foxthd Nowelty
Rate (%)** | Rate (%)***
Quantity 0.00
0.00
Tlmclmess 0.00
=£20.00 55534
0.00
0.00
0 00
1 1 1 0 0.00
1 1 1 0 0.00
Timeliness 1 1 0 1 0
Tofal 3 SEE 5 3 =0
Rural and Regtan Fzre Sa'ma
Quantity 1 ] 0 1 0 100.00 0.00
Tlm lin 1 1 0 1 0 100.00

Smte-mde Emergency Services

Quantity 1 1 0 1 0

- | Quality 1 1 0 1 0

Txmclmess 1 1 0 1 0
37 73 205

Palu:e Presence in the Cammunity

Quantity 2 0 2
Quahty / Tunehnes< 1 2 1 0
s 4 R0
Community Safety Prngrams
Quantity 1 1 0 1
| Quahty / Timeliness 1 1 0 1

Response Readiness

Quantity

Quality

Timeliness
Total’

Response to Incidents

Quantity

Quality

Timeh'nss

Event M anagement

Quantity

Quality

Timeliness

Investipation of Illegal Drug Activity

Quantity

Quality

Txmelums

IR 04 iliSaTety; B

Road Safety Strategies and Awareness
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Output 2001/02 | 2002003 | Withdrawn | Unchanged| New* Survival Novelty
Rate (%)** | Rate (%e)sse
Road Traffic Law Enforcement
L - - 100.00 0.00
3 1 0.00 100.00
: e ! 10000 | __ 0.00
= - : D002 e S Ay
Road Traffic Incident/Collision Management Ll
ity 1 1 0 1 0 100.00 00
ity / Timelines 0.0 =

rﬁo“fé‘m.meuf‘:a
Legal Policy and Law Reform
Quantity - 3 4 0 3 1 160.00 25.00
Quality 1 2 0 1 1 0.00 50.00
Timeliness 1 2 0 1 1 0.00 50.00

e

Legal Advice to Government
Quantity 1 1 0 1 0 100.00 0.00
Quality 1 1 0 1 0 100.00 0.00
Timeliness 1 1 0 1 0 100.00 0 00
Tofal=F=: i 0 1007
Privacy Regulation
|Quantity 2 3 2 0 3 0.00 100.00
Quality 1 1 1 0 ] 0.00 100.00
Timeliness ' 1 1 1 0 1 0.00 100.00
Totals: =) i Sie555 0,00 =t

.| Native Title Framework

100.00

100.00
100.00
Publ:c Prosecutwns - - — -
Quanti 1 1 0 : 4
'tyty ) 1 0 1 0 100.00 0.00
Timeliness 1 1 0 1 0_ 100.00 4 0.00
T&H‘;’ e L ) R 551 00:00 225 | HES0005 =2
Forensic Evidence
Quantity 1 1 1 0 1 0.00 100.00
ity 0 1 0 [} 1

'rimeunes _2 0 2

Mma'smihe upnme urt

tity 1 1 100.00 0.00
ality 1 1
: 2

Tlmelmcssl o

Mane‘:::y in rhe Coumy Courl i 1 100.00 0.00
Ty 1 1
Tlmel.\nms 2
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Output 2001002 | 2002/03 | Withdrawn | Unchanged| New* Survival Novelty
Rate (%)** | Rate (%)***
Matters in the Children's Court
T : } 8 1 0 100.00 0.00
ualit 1 0 100.00 0.00
Tlmelmess > A S 1 0 1 0 100.00 0.00
_— 70— 55| el 00300 v | Ser 000 5ks |

100.00 0.00
100.00 0.00

Matters in the Civil and Administrative

Tribunal

Quan.ﬁty 1 1 0 1 0 100.00 0.00

Quzhty 1 1 0 1 0 100.00 0.00

Tuﬂchnes 1 1 0 1 0 100.00 0.00
7 3 : ;

Enforcement Court Orders and Warrants
Quantity 1 2 1 0 2 0.00 100.00
Quahty / Timeliness 1 1 0 1 0 100.00 0 00 |

| Asset Confiscation Order Processing .

Quantity 2 2
Quality - 1 1
Tunehnws 1 1

= = B

Correcnanal Svstem Managemenl
Quantity
lety / Timeliness

100.00
100.00
-0 | e 00:00

Prisoner Supervision and Support
Quantity 3 3 0 3 0 100.00 0.00

Quahty / Tu:nclm&ﬂ

oo

Dlscnmmaaon Prevenﬁon and Redrm
Quantity 3 0 3
Quality 1 0 1
Timeliness -

- —=
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Survival Novel
Outpat 2001/02 | 2002/03 | Withdrawn| Unchanged| New* gt F S (%1)'3-! L
Advocacy and Guardianship
by 4 4 0 100.00 0.00
L] 1 1 0 100.00 0.00
S 1 1 0 100.00 0.00
e P e e e e e e B o e | ZEE100,00 8- 5000 15

) 1 1 ;

¢ Number of new measures was derived from the latent content analysis .

¢ * Survival Rate (%) = Number of unchanged measures x 100
Total number of performance measures in the 2001/02 budget papers

s¢4 Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 x 100
Total pumber of performance measures in the 2002/03 budget papers
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Department of Natural Resources and Environment Performance Measare Counts in the Victorian Budget Papers

Number of Output Summary Group 2001/02 10
Number of Output Summary Group 2002/03 10
Output 2001/02 | 2002/03 | Withdrawn | Unchanged| New* Survival Novetty
- Rate (%)** | Rate (%)***
Indlgawu.r Community Building
0.00
0.00
0.00
e e RN

Reconciliation nrough Parznmths of
Government and Aboriginal Communities

Addrm Dispossession of A bangrbml
Land and Culture

Prmirlon of Services

Quantity 4 0 4 0 0.00
Quality 3 0 3 0 0.00
Timeliness 1 0 1 0 0.00
Tofal VgL 0.5 SR8 o g = 0002

stans

Services to Improve Market Access,
Market Development and Consumer
Confidence in Food and Agricultural
Products

Developmau nf Nm Generatzon
Technologies for Sustainable Agriculture

Quantity

Quality

Timeliness

Communlxy, Farm and Industr_;
Development Services

Quantity

Quality

Calcllmenl Informalwn Services

Quantity

Services for Managgmenl and Gov:mam:e of

Victoria's Parks

33.33
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Output 2001/02 | 200203 | Withdrawn | Unchanged New* Survival Novelty
Rate (%)** | Rate (%)***
Blodiversity Conservation, Utllisation
and Ecosystem Services
! ty 75.00
Timelinoss prs
Tm.ll’xf‘ﬁ_\q .

Nature and Heritage R:creatmn and
Tourism Services

AR SESISI00 ==

Quantity 2 4 0 2 0.00 100.00
guahltzl 3 1 0 3 .00 100.00
T}!’_‘ 0.00 100.00
e ODOEES]=200000
fr\iana:Greenhotse P i

Greenhouse Policy Services
Quantity 3 3 0 3 0 100.00 0.00
Quality - 1 1 0 1 0 100.00 0.00
T)mehnws 3 3 0 3 0 100.00 0.00
B e
33.33
75.00
0.00
= Sk 2550005
Eiﬁronment’lmtechonﬁ A L
Policy Frameworks, Regulations and
Services to Enhance Air Quality
Quantity 0 0.00
Quality 0 0.00
T:m hncss 0 0.00
= LR S R e 5 0o e -;::-350‘00}-—:3»3
Polu:y Frameworks, Regulm:wns and
Services to Enhance Water Quality
Quantity 5 2 0 2 0 40.00 0.00
Quality 0 3 0 3 0
Timeliness 3 3 0 3 0
] s 02 e
Policy Frameworks, Regulations and
Services to Protect Groundwater and
the Land Environmen! from Pollution
Quantity 1 1 0 1 0 100.00 0.00
Quality 3 3 0 3 0 100.00 0.00
Txmehness 3 3 0 3 0 100.00 0.00
ZE 07 =aT 00 X Q00452

Services to Control Nise in the Comnuunity

Quantity

Quality

Polidér, Regulations and Services to
Reduce and Manage Waste

Nelgﬁbourhaod Environment Improvement

Fisli T1e855

Quantity 1 1 1 0 100.00 0.00
Quality 1 1

Timeliness 1

Total

Su.rtmnable Fisheries Un'ILsanon Semcas

100.00

100.00

100.00

100.00

BA00:00552

100.00

0.00
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Outpat 2001/02 | 200203 | Withdrawn| Unchanged| New Ser Novelty
Rate (%)** | Rate (%)***
Fire Prevalaou and phumlng
? ? 0 3 100.00 0.00
ualit 0 ] 100.00 0.00
Timeliness 2 2 0 2 100.00
Total 222i= B 0 - AT T e e
Fire Operations ! 6 Fxer 100, SR 0005
Quan.my 0 100.00 0.00
Quality 100.00 0.00
Timeliness 0.00
Sustainable Forest Management Services = =1
m 3 2 1 2 66.67 0.00
Quality 4 4 3 1 25.00 75.00
T%mbelmw 1 1 0 1 100.00 0.00
ToalEE T S ES000 e a2 86
Sustainable Forest Production and
Industry Development
Quantity 3 5 7 1 80.00
1 50.00
1 0.00
53 = 162,505 &
r % 5
Public Land Managemm
@mw 1 1 0 1 0 100.00 0.00
Quality 1 1 0 1 0 100.00 0.00
Tlmeh.ncss ] 1 0 1 0 100.00 0.00
T3 3 =0 =100. 00058
100.00
50.00
25.00
EEET42.86 ik

Minerab' and Petroleum Indu.rtry
Development and Information

Quantity

ﬁmfd'ﬂfﬁ' e i

*  Number of new measures was derived ﬁ'om the latent content analysis

* * Survival Rate (%) =

—lo|lo|—

S

Number of unchanged measures

#*% Novelty Rate (%) -

Total number of performance measures in the 2001/02 budget papers

Number of new measures for 2002/03 compared with those for 2001/02

Note: There are the combination of several outputs appeared in the 2002/03 budget papers

1. Output Policy Advice and Development in the 2001/02 budget papers was restructured and renamed to become the output
Reconciliation Through Partnerships of Government and Aboriginal Communities in the 2002/03 budget papers.

2. Output Land Information in the 2002/03 budget papers included two outputs from the 2001/02 budget papers:

Land Information Services and Land Definition.

Total number of performance measures in the 2002/03 budget papers

x 100
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Department of Premier and Cabinet Performance Measure Counts in the Victorian Budget Papers

Number of OQutput Summary Group 2001/02 7
Number of Output Summary Group 2002/03 4
Outpat 2001/02 | 2002/03 | Withdrawn| Unchanged| New* Survival Novelty
Rate (%)** | Rate (%)***
&ruegic PoltcyAd\dcz
100.00 0.00
100.00 0.00
100.00 50.00
3’,10021)0!5?31 SZEI9800 7
0.00 100.00
0.00
0.00
S00EEE e
ormatio is 5
75.00
100.00
100.00
~100.00 0.00
100.00 0.00
100.00 0.00
0000w =0,
3 3 0 100.00
1 1 0 100.00
Timeliness 2 2 0 2 0 100.00
Total 56 e : G e 0 = 2 [ 255100000
Government Information Services and Support
Quantity 4 3 2 2 1 50.00 33.33
Quality 4 4 1 3 1 75.00 25.00
Timeliness 2 3 0 2 1 100.00 33.33
= 7 o s

100.00 25.00
100.00 0.00
100.00 0.00
=25100.00 (E e 1Tl

Adwce and Support 10 the Govynor

Quantity 1 1 0 1 0 100.00 0.00
Quality ' 3 3 0 3 0 100.00 0.00
Timeli 2 2 0 2

0 100 00 0.00

|Public Sector Employment and Conduct

Services

Quantity 6 6 0 1 0.00 100.00
Quality 4 1 3 0 75.00 0.00
Timeliness 2 0 2T _0 : 100:00 000

An:s' Developmem and Accm

Quantity 6 10 4

Quality 3 1 3

Timeliness 5 3 2
T T

Infrastructure and Culmral Faclllaes
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- . Survival Novelty
Output 2001/02 | 2002/03 | Withdrawn [ Unchanged New Rate (%)** | Rate (%)**s

Portfolio Services and Policy

tity 4 3 1 3 0 75.00 0.00
: 2 2 0 100.00 0.00
2 1 0 50.00 0.00

20 S S0 =000

60.00 45.45

100.00 25.00

*  Number of new measures was derived from the latent con!cnanalysis
* * Survival Rate (%) = Number of unchanged measures x 100
Total number of performance measures in the 2001/02 budget papers

*s* Novehty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 x 100
Total number of performance measures in the 2002/03 budget papers
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Department of Tourism, Sport and the Commonwealth Games Performance Measure Couants i

ots in the Vi i
Number of Output Summary Group 2001/02 2 in the Victorian Budget Papers
Number of Output Summary Group 2002/03 3

For the first time, in the 2002/2003 Victorian Budget Papers, three outpuﬁ (namely: § i Racin,

. . Sport, Recreation and Tourism; bourn
Commonwealth Games) were transferred from the Department of Innovation, Industry and Regional Develo‘:»mengttoﬂt:‘:el‘!ll:‘l;:-::nMgl f . 2006
Sport and the Commonwealth Games. ’ cat of Touris,

Output 200102 | 2002/03 | Withdrawn | Unchanged| New* Survival Novelty
: Rate (%)** | Rate (%o)***
Spori and Major Event Facilitation
mq g g g 7 1 100.00 12.50
Timeliness % 7 ; 2 i 0.00 100.00
Total T FE S S iigin s TR
Sport and Recreation Industry .
Development
Quantity 100.00
i -
FTotel 5555 = = o000=
Sport and Recreation Facllity Development 0SS,
100.00 0.00

3077
=705

ﬁ

39.13
12.50
0.00
| 050

Tourism Industry and Infrastructure

Development

Quan_t:ity 2 3 0 2 1 100.00 33.33
Quik_ty_‘ 1 1 0 158 0 100.00 0.00

IMélboinie2 006 Commonwaatth'Games=5E
Melbourne 2006 Commonwealth Games

TotdlH i i
Commonwealth Games Coordination

Nmﬁberi of new measures was derived from the lmént content analysis
¢ * Survival Rate (%) = Number of unchanged measures - x 100
Total number of performance measures in the 2001/02 budget papers '

«¢* Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02 x 100
Total number of performance measures in the 2002/03 budget papers

Note: For the comparison purpose, the aboved Table was establised to enable the calculation of the Survival Rate and Novelty Rate by using the

data for 2001/02 from the Department of Innovation, Industry and Regional Development and data for 2602/03 from the Department of Tourism,
Sport and.the Commonwealth Games. - .
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Number of Output Summary Group 2001/02 7
Number of Output Summary Group 2002/03 )
2001/02 | 2002/03 | Withdrawn | Unchanged| New* Survival Novelty
Rlle (./.)tt the (I/.)-.-
i nce
Qualx'tlyy 2 9 2 0 9 0.00 100.00
Timeliness g 3 2 1 2 1133 66 67
Totl e e es e 2‘ o4 | 2 _0 4 0.00 100.00
Strategic pah,:y = d y h =i | B e e ik 6 gl R | S5 S eIy e Sea s B
Quantity 1 1 0 1 0 100.00 0.00
0 100.00 0.00
0 100.00 0.00
=) i 0 00T
0.00 100.00
100.00 0.00
‘ 0.00 100.00
3 NI i e Y ) e
Economxc, X o . j 22500 =5 {==58T7:S0.ws
Social Policy Advice
Quagu'w 40.00
Quality 100.00
Timeliness 0.00
S T R EE » @g}jyﬁs{é
Inter Gavernment Fmancial Rela.twns Pal:cv Advice
Quantity 3 5 4 2 3 33.33 60.00
Quality 1 2 0 1 1 100.00 50.00
Timeliness 2 1 2 0 1
5 — - — — s - =0
Taxation (State Revenue) Polzcy Adwce
Quanmy 2 1 1 1 50.00 50.00
3 0 1 2 100.00 66.67
2 0 2
L Z : ~LE = L =5
Budget Formulatwn Advice
Quantity 3 3 0 3 0 100.00 0.00
Quality 1
Timeliness 0
Total i Si
Gaming Policy Advice
Quantity 4 5 1 3 2 75.00 40.00
Timeliness 1 1
Tota) : = 2 5%
Statutory Insurance Advice
Quantity 3 5 1 3 66.67 60.00
Quality ]
Tu:nehncss 2
Totdl =~ -4

|Taxation (State Revenue) Monitoring and

Budgd Development and Production

Forecasting Services

Quantity 8 3 6 2 1 25.00 33.33
Quality 4 4 0 4 100.00 0.00
Timeliness 2 2 1 1 1 50 00 50.00

Quantity

Quality

Timeliness




Appendices

Output 2001/02 | 200203 | Withdrawn| Unchanged| —Newe Rffe"(’fz;l. R,’l?;f;i..
GBE Performance Monitoring Services
f 1 77.78 12.50
100.00 0.00
0 100.00 0.00

Commzrcial Project and Rtsk Managemeul

Quantity 7 3 0.00 100.00
Quality 1 - 0 100.00 0.00

Timeliness 2 0 100.00 50.00
Total = a0 B 30

Prudential Supervision

Regulation of Gambling

Quantity ] 2 2 0 2 0
Quality 2 2 0 2 0
Timeliness 2 2

Total

Economic Regu Services

Quantity 7 J 2 5
Quality 1 1 0 1

Tnndmws

¢ Number of new measures was derived from the lntcnt content analys:s
¢ ¢ Survival Rate (%) = Number of unchanged measures

Total number of performance measures in the 2001/02 budget papers

*e¢ Novelty Rate (%) = Number of new measures for 2002/03 compared with those for 2001/02

Total number of performance measures in the 200203 budget papers
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