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DETAILED QUTLINE OF WORKSHOP CONTENT

SUNDAY AFTERNOON AND EVENING

75m  QPENING CEREMONIES 5:00~

6:15

A. WELCOMING REMARKS

B. INTRODUCTIONS AND APPROACHES

L.

Introductions

Staff and pariicipants

Schema forr Entire Workshop Series

a. Financial Management -- Planning and Budgeting
b. Financial Management - Revenue Generation
c. Financial Management - Expenditure Management

and Control

d. Financial Management - Planning, Organizing,
Staffing, Leading, and Controlling

Workshop Goals

a. To impart new knowledge regarding the importance
of -~ and the means for --- managing and
controlling the recurrent and capital
expenditures of local authorities.

b, To _develop new skills regarding practical ways of
identifying expenditure areas needing greater
attention and of establishing quidelines,
measuring performance, evaluating results, and
taking corrective measures to manage and control
expenditures better.

c. To _develop attitudes and increase motivation on
the part «f uworkshop participants to provide for
better management of ang control over
expanditures in their local authorities.,




120m

4. Workshop Materials and Program
Refer to Item # 1. "Ouerall Program".
Refer to Item # 2 "List of Workshop Materials"
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5. WHorkshop Schedule
Sunday Atternoon and Evening
5:00 p.om. -~ 6:15 p.m. Opening Session
7:00 p.m. - 9:00 p.m Opening Dinner
Monday - Friday
3:C0 a.m. - 10:30 a.m. Workshop Session
10:30 a.m. - 10:45 a.m. Morning Break
10:45 a . m 12.45 p.m. Workshop Session
12:45 p . - 2:00 p.m. luncheon Break
2:00 p.m. - 1:30 p.m. Workshon Secsion
3:30 p.m. - 3:45 p.m. Afternoon Break
3:45 p.om. - 5:00 pow. Workshop Secsion #
;mrédééfoﬁiwmaquuﬁ to 5:30 p.m. if necessary
Friday tuening
700 p.om. ~ 9:00 p.m. Closing Dinner
6. Mork.hop Logistics

Romurks

OPENING DINNER

as

appropriate

MAKE LUENING READING ASSTGNMENT: Item #s 4 through 12

7:00~
9:00
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MONDAY MORNING (285 minutes, including a 15 minute break, are
programmed out of 28% minutes.)

Call group to order. 8:00~
8:05

REPORTS_ON PROGRESS MADE_IN APPLYING CONCEPTS FROM THE REVENUE

GENERATION WORKSHOP

We'd like to begin the day by asking local authority and
central govermment teams to report on progress and results
achieved in application of concepts and approaches presented :.n
Lhe most recent Financial Management Workshop on Revenue
Generation.

Refer Lo ltem #3: Workshop bxercise - Report on Progress Made
in Applying Concepls from the Revenue Generation Workshop.

Ihe leader should briefly review he major concepts from this
previous workshop as a "refresher® for the participants. These
concepts are presented in outlire form in 1lem #3.

At the anost rocent workshop, particinants were asked to develop
a plan Lo dncrease the generation of revenue for their local
aulnorilty.

local authorily teams are, therefore, now to prepare a 8:05-
reporit oon progress achisved against and in terms of that plan. 9:20

) The leader should pass out to cach local authority team a
copy of the back-home program it developed at the previous
wo.kshop Lo assist the team in completing this exercise.

0 Atternatively, local authority teams may report on progress
made since the last workshop in implementing the concepts
and steps to increase revenue generation that were
presented in that last workshop as outlined in Item #3.

Aslc a representative of cach local authority team to report to 9:20-
the parlicipails on progress made since the Revenue Generation 10:30
workshop. In order Lo confine the length of the reports to

7-10 minutes each, if the reportis become lenythy, ask the

spokesmen Lo report on just 3 or 4 important areas on which

real progress has been made.

MORNING BREAK JO:30-
10:45
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SUBSTANTIVE PROGRAM ON EXPENDITURE MANAGEMENT AND CONTROL

Now we want to turn to the subject of the present workshop: the
management and control of expenditures,

A. RELATIONSHIP OF EXPENDITURE MANAGEMENT AND CONTROL 70
FINANCIAL MANAGEMENT TO PUBLIC FINANCE

The follcwing discussion, more or les< a repeat of material
presented in earlier workshops, is intended to re-orient
participants to the primary objectives of these workshops.

10m 1. Importance of Sound Public Finance at the Level of 10:45-
Local Authorities l0:!5
Public financ: is exlremely important to a local
government.
Query: From the point of view of an economist or

political scientist, how might we define “public
finance"?

Answer: The economist will say that public finance is
the name qgiuven to the economic side of the total
activity of a local authority. The political
scientist will say that a local government is formed
to provide for the needs of a given local population,

Query: What are examples of things that (1) the
central government does for the wananchi, (2) the
local authority does for the wananchi, and (3) the
wananchi do for themselves?

Answer: lLeader to make lists of responses in the
above three categories.

Querv: Ask what political and economic prirciple
determines (1) what should be done at the local

government level as distinguished from (2) what is
done by the central government angd (3) what by the

wananchi themselves?

Answe=: The wananchi should do for themselves those
things they can do best. The central govevrnment
should do those things it can do best. And those
things that can best be provided through common action
at the local level should comprise !he
responsibilities of the local authority.



Refer to Item #4: "Public Finance at the Local Level" #*

As Ttem #4 suggests, these needs and service areas
include infrastructure such as roads and major
services such as water and electricity. They include
facilities such as markets and slaughterhouses. They
include safety and security in the form of askari and
fire forces. They also include education, health, and
many others.

On the one hand, as Item #4 indicates, carrying out
these activities causes the expenditures =1 tre local
authority., On the other hand, to provide fcr these
needs requires an inflow of money .

Query: Where does this money come from?

Answer: As also shown in Item #4, the revenue comes
from:

o the citizens themselues through charges for
services rendered;

0 also from the citizens, fees, licenses and taxes;

o borrowings from the central government
and other sources:

o increasingly limited grants from the central
government; and

0 grants from outside agencies, sometimes
foreign national or international,

¥Note to all workshop leaders: Except for case

studies, workshop exercises, and “road map" exhibits
(Item #< 17, 18, and 39), experience has shown that
the leader should NOT refer linmediately to exhibits
during this five day program. Instead he should begin
by engaging the group in a discussion of the concepts
and should solicil examples from participants. It is
very important cventually to go carefully over each
exhibit - tracing out diagrams and reading aloud
substantially all examples since they have been
carefully drafted (and field tested) to illustrate the
concepts <learly. But going to the exhibits in this
manner <hould be reserved to the last parl of the
discussion of vach Lopic.


http:solic.it
http:authori.ty




10m 2. Excellent Financial Management as the Key to Sound 10:55~
fublic Finance 11:05

Query: From Lhe point of view of managament and
staffing of the local authority, on what does sound
public finance depend?

Answer:  Loeader Lo note responses.  But the answer
sought is as {ollows:

o sound public finance depends on excellent
financial wmanagement, and

o} this depends, in turn, on the management work of
specialized personnel i.e., in the local
autbhority, on the work of the treasurer and his
staff .

Query: Why dues sound firancial management depend on
the work of specialized personnel trained in financial

Answer: The answer is as follows .

0 Opcrating department. heads are, of course,
responsible in cheir individual areas for
bringing in the various rovenuers and for
expenditures,

0 However, it is anly the professional financial
manager, oo, the treasurer, who is able to
oversoe and balance the overall piclture of
expendilures and incomne .

Woe do not mean 1o overlook Lho important roles of

departiment hesds and section hoads . Fhese persons
must alco aecept the responsibility Lo be the
Financial wanagers both of Uhe roesources ontrusted to

their control and of the cependituros made with these
renaOurcey

Bul 4t is the financial manager, Lhe treasurer, who in
public finance mattors is alwiays at Lhe right hand of

baoth (1) the chief adwinistrator, i.e., the clerk, and
(2) higher -level authority, d.e., the council and its

finance commil e,

Discussion



5m

Controlling Expenditures as an Essential Flement of 11:0

Excellent Financial Management 11:1

But excellent financial management and sound public
finance don't just happen. Ratlher, a gr=at deal of
attention wmust be given to them.

Refer to Ltem #6: “Management Functions Performed by
the Good Financial Manager™.

Item #6 illustrates, from a broad management point of
view, the five management functions performed by the
good financial manager. These are Planning,
Organizing, Staflfing, lLeading, and Controlling,

Item #6 also illustrates the twenty-three principal
management activities that comprise these five major
management fun

Discussion



10m

Good Management and Control of Expenditurcs as a Major

Step in the Financial Management Cycle

It is, however, the responsibilities for managing and
controlling axpenditures that are the focus of this
particular financial management workshop. These sre
responsibilities that all of you share in some degree.

Indeed, wmanaging and controlling expenditures is nut
only a general management responsibility of the
financial manager. It also constitutes one of the

major arcas of technical work of the financial manager.

Refer to I[tem #7: "Another View of What Good Financial
Management Involues™.

Ttem #7 takes a different look at what good financial
management involves --- putting greater emphasis on the
technical work to be performed. Bfs you can see, Item
#7 suggests that good financial management begins with
Planning and Budgeting. It goes on to Generating
Revenue, Managing and Controlling Expenditures, and
Evaluating and Reporting. A1l of these are supported
by Orqganizing, Staffing, and lLeading.

As vyou will note in Item #7, our present series of
four workshops 1is organized around these seveial
elements of the financial management cycle,

0 Our first tuwo workshops dealt with the first
three activities represented at the top and upper
and lower right side of this diagram, i.e.,
Planning and Budgeting and Revenue Generation,

o) This present workshop will deal with Expenditure
Management and Control on the lower left.

o] The fourth workshop will provide an overview of
all of the management functions of the financial
mandager so as to keep the whole subject of good
financial management 1in perspective. But it will
concentrate, in particular, on the suppor<:
activities represented in the center of the
diagram.

Discussion (if any}

11:10-
11:20
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10m B. COMMON EXPENDITURE CATEGORIES IN LOCAL AUTHORITIES 11:20-
11:30

Experditures of local authorities can be classified in a
number of ways.

Query: What are major ways in which expenditures can be
grouped?
Answer: By groupings such as the following (insist on

drawing out from the group the first three categories below
-- but do not press for examples at this point; this is to
be done 1in cunnection with sections 1 to 4 below, .

o Organizational unit and proaram (e.g., education or
markets)

o Type of expenditure or line ditem (e.g., wages anag
lype or ecxpencicdre or 11 Ltem q

salaries; or petrol, oil and tyres; or debt service)

0 Recurrent vs. capital (e.g., operating costs of the
soc1lal services department (recurrent) or building new
markets and roads (capital)

o} Functional activity (e.g., collection of revenue or

procurement of goods)

Finally, later this week we will also discuss the
management and control of expenditures by organizational
levels, i.e., from a section manager in an operating
department all the way up to the Ministry and the Office of
the Contrnller and Auditor General.

Refer to ltem #8: Ways of Categorizing Management and
Control of Expenditures.

Discuss ltem #8 briefly.
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10m 1. Expenditures by Organizational Unit and Major Program 11:30-
11:40

Let's look first at a classification of expenditures
by_organizational unit or department and major
program. Our object is two-fold.

0 rirst is to get out before the Jroup where,
concretely, the expenditures of local authorities
occur that we must manage and control.

0 Second is to develep some useful classifications
of expenditures for later analysis, This is
being done on the assumption that approaches
and technigues for expenditure management and
control will differ depending on what type of
expenditure is involved. For example, we will
certainly use a different system to control
overtime from that which we use to avoid bank
overdrafits.

Query: What are Lhe major organizational unit and
program cateqories of local authority expenditures?

Answer: Some such listing as the following (leader to
put responses on the flip chart -- note that this list
below is alphabetized, npot prioritized).

0 Bus Parks o} Parks/Recreation
0 Clerk's o) Roads/Bridges

0 Education o Slaughterhouse

) Health/Sanitation o Social Services

0 Housing o] Treasurer's

o Markets o Water/Sewerage

o Any other valid major categories that the group

may suggast
Query: Does the listing on the flip chart embrace the
great bulk of local authority expenditures and, if
not, what major areas have been omitted?

Answer: Leader to note answers, if any.



Query: How would you rank these areas listed on the
flip chart in order of size of expenditures in a
typical local authority?

Answer: Leader to put priority rankings beside each
category on the flip chart so as to represent group
concensus. (It here, and in later listings, it
appears that a secparate ranking should be imade for
county councils, the leader should attempt this.)

Discussion
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10m 2. Expenditures by Type of Expenditure or Line Item 11:30-
1:50

Next, let's look at a classification of expenditures by
type of expenditures, i.e., by lipe item.

Query: What is a "line item" in {enyan budget
terminology?

Answer: One definition found fin Kenyan government
documents states that "the item is the lowest level of
disaggregation in the printed budget and typically
represents a type of expenditure, e.q., Personal
Emoluments or Transport Operating Expenses. Items add up
to make a project, programme, or activity.,. . "

Query: What are the major type-of-expenditure or
line-item categories in your local authorities?

Answer: Some such listing as the following (leader to
put responses on a flip chart -— note that the 1list below
is alphabetized, not prioritized).

o Employee Bonefits o Petrol 0il and
Tvres
o} Equipment, Tools and o Rents

Materials

o] House Allowances o Utilities
o Loan Repayments o Wages and
Salaries
o) Office Supplies
0 Any other valid major categories that the group may
suggest

Query: Does the tisting on the flip chart embrace the
great bulk of local authority expenditures and, if not,
what major arcas have been omittecd?

Answer:  leader to note answers, if any,

Query:  How would you rank Lhese 1n order of size of
expenditure in a typical local authority?

Answer: Leader to put priorily rankings beside ecach
category on the flip chart so as to represent group
concensus .,
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Expenditures by Recurrent and Capital Categories 11:50
11:55

Another basic classification of expenditures utilized
in all local authorities (and nearly all other
organizations) divides expenditures into two major
tategoiies.,

Query ' What is this added classification of
expenditures?

Ancwer: It is a classification categorizing
expenditures as between:

0 recurrent or ongeing or operating and
o} capital or developmental.
Query: How would you rank Lthese *wo categories 1in

order of size of exmenditure in an average year in the
typical local auttority?

Answer: Leader to put the group's priority rankings
beside these two categories. But the proper answer is
that in the typical local authority in an average
year, recurrent expenditures vastly exceed capital
expenditures,


http:o.eat.ng
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Expenditures by Functional Activity*

Finally, it may be thought-provoking to attempt to

classify expenditures by major functional categories.

Query: What do we mean by "functional categories"?

Answnr: The dictionary distinquiches “"function" from
its close synonyms as indicating the definite end or
purpose served and the particular kind of work
performed. More succinctly, “"function" is "the work
performed".

Query: What are some major functional categories of
expenditures, i.e., categories by work performed?

Answer: Some such listing as the following (leader to

pul responses on flip chart).

0 Collection of Revenue

o Contracting for Work To Be Undertaken

o Preparation of Plans and Budgets

o Procurement of Goods

0 Procurement of Services

o] Ainy other valid categories that the group may
suggest

Query: How would you rank these in order of

expenditure in a typical local authority?

Answer: Leader to put priority rankings beside each
category on the flip chart so to represent group
concensus .

Discussion

We do not intend to use this classification of
expenditures further in this workshop. Houever, you
may wish to consider whether your local authority is
exercising adequate control over expenditures
categorized by function.

*¥The lecader may omit this section if he prefers.

11:55-
12:05
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Case_Study: Actual Expenditures of Local Auvhorities 12

in Order of Size 12

Refer to Item #9: Case Study ~ fActual Expenditures of
Local Authorities in Order of Size.

Item #9 shows expenditures of three local authorities*
classified into the first three of the above four
categories and, within categories, listed in order of
size,

Point out that _r each case the great bulk of the

expenditures are concentrated in just 5 or so

deparluents/programs and 5 or so line items. The
Principle of the Critical Few would suggest that these
are the areas where the greatest attention should be

given to the management and control of expenditures,

It will be noted that in most cases (though the
itterns for county councils differ somewhat from
«hose for municipal and town councils):

o] expenditures by departments and programs are the
largest for Treasurer's, Clerk's, VYehicles and
Maintenance, Clieansing and Refuse Collection,
Councillors' Expenses, Water Services, and Social
Services, more or less in Lhat order;

0 expenditures by line item are the largest for
Staff Salaries and Wages; House Allowances:
Petrol, 0il and Tyres: and Travelling and
Subsistence; and

0 expenditures for Recurreni Operations are
typically very much larger than for Capital
Development .

Note also that, on pages 2, 5, and 8 of Item #9,
Salaries and Wages for these three local authorities
vary from 24.7% of {otal expenditures to 38% to
55.5%.

Query: Does this range of variation seem
understandable and likely to be appropriate?

Answer: Leoader 1o nole responses and lead discussion.

XIn theso case studies:

Muncipal Council N is Meru
Town Council B is Kitui
County Council C 1is Murang'a
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Refer to Item #10: Expenditures of Typical Local
Authorities in Order of Size

Item #10 sumnarizes the results of tlese case studies
and other information to show a typical prioritization
~— 1n order of size of local authority expenditures --
by the three basic classifications that we have been
discussing.

Query: Do participants agree that the order of
prioritization shown in Item #10 is more or less
representative of Kenya's local authorities? What
significant changes, if any, would they suggest in the
srder of items in the three columns on Item #107?

Answer: Leader to note and lead discussion of
participants' responses.

Discussion
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C. EXPENDITURE CATEGORIES IN DRDER OF DIFFICULTY OF MANAGEMENT
AND_CONTROL

We've done a good job of finding out, by several different
classitications, where the expenditures are that, as good
financial managers, we must attempt to manage and control.
Some of these categories are easier o control than
others. Let's spend a few moments seeing if we can agree
(1) on criteria for determing areas of difficulty and (2)
on which categorics are the most difficult to control.

20m 1. Criteria for Determining Areas of Difficulty in 12:25-

Management and Control of Expenditures 12:45.

\
Fi'st, we will see if we can discover some criteria or
standards of good management and control of

expenditures that might help us 1in determining where

we are having the greatest difficulty in rranaging and
controlling them.

Query: What are same criteria that we might employ in
determining where we are having difficulty in managing
and controlling expenditures?

Answer: Answers —-- to be listed on a flip chart --
will include such items as the following:

0 Expenditures versus plans ant! budget that are:

- too high
- oo low
- not included in plans and budget

0 High control costs compared with the level of
expenditures

0 Services or goods paid for that do not meet
expectations regarding quantity:

- quantily less than expected
= quantity mores than expected

(o} Goods or scrvices paid for that do not meet
expectations regarding quality:

- goods cupplied or work performed at a quality
level lower Lhan expected

- goods supplied or work performed at a quality
level greater than expoected
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o Expenditures for goods and services that are
delivered/provided on timing inconsistent with
expectations:

~ behind schedule
- materially ahead of schedule

o Payments for goods and serwices inconsistent with
the timing expectations of the accounting section:

- made much later
- made much earlier

0 Expenditures in violation of bylaws, regulations,
policies and/or procedures

o] Lack of proper documentation of procurement and
expenditures

o Purchases not balanced among sources where this
is a desirable objective, i.e., unduly
concentrated on:.

- local suppliers
~ distant suppliers (e.g., in Nairobi and Mombasa)

o Procurement and expenditures made on timing in
advance of receipt of funds intended for payment,
i.e., inconsistent with cash availabilities and
cash flow analysis

o Expenditures for which at least circumstantiazl
evidence exists of bribery, kickbacks, siphoning
of f of funds, and the like

o Etc.

Refer to Item #11: Criteria for Determining
Difficulty in Management and Control of Expenditures.

Ttem #11 summarizes many of the criteria that we have
just been Jiscussing. I'he leader should review this
in some detail with the participants.

The first criterion listed in Ttem #11 for determining
possible areas of difficulty in managing and
controlling expenditures is the consistency of actual
expenditures with our plans and budgets. It would be
interesting to see if we can learn anything useful
about where we have difficulty in controlling
expenditures by comparing (1) estimates of
expenditures made before the beginning of a financial
year with (2) actual results reaiized when the year is
over,
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2, Case Study - Estimated and Actual Expenditures of
Local Authorities

Refer to Item #12: Case Study - Estimated and fNctual

Expenditures.

This is done in Item #12 tor our three case-study
local authorities. This exhibit shows:

o) the estimates made before the budget year began,
o actuals reported after the year was over,

o the differences between these two,

o the percentages that actual expenditures were of

estimated expenditures, and

0 the ranking of departments ana major programs and
of line ditems in terms of apparent relative
difficulty in managing expenditures so as to
mect plans as reflected in budgets (based just
on these figures alone).

No firm conclusions can be drawn from these case
studies. However, arcas of apparently general
difficulty include:

0 for major departments and programs, at least for
Muricipal Council A: the categories of Roads,
Housing, Scwerage, and Water Services, and

o for line items: the categories of VUehicle
Licenses and Insurance; Electricity, Water and
Conservancy; Equipment, Tools, and Materials:
Insurance Other than VUehicles; and Repairs and
Maintenance of Buildings.

The preceding discussion of criteria makes it clear
that there is no simple measure of difficulties
encountered in managing and controlling expenditures.

Discussion

75m LUNCHEON BREAK 12:4
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MONDAY AFTERNOON (180 minutes, including a 15 minute break,

are orogrammed out of 18C minutes,)

5m Call group to order.

25m

30m

C.

EXPENDITURE CATEGORIES IN ORDER OF DIFFICULTY OF MANAGEMENT

AND_CONTROL, contd.

Workshop Exercise: Expenditures of Local Authorities
Ranked in Order_of Difficulty in Management and Centrol

Refer to ltem #13: Workshop Exercise - Expenditures of
Local Authoritics Ranked In Order _of Difficulty in
Managemeni_and Control.

[tem #13 dis essentially identical to [tem #10 except
that space is provided to rank the tategories of
expenditure in order of the difficulties encountered
in properly controlling them,

Please break up into local authority groups.

Each group is to place numbers beside the ten items
i the first column that constitute the greatest
difficulty experienced by its local authority in
properly managing and controlling expenditures by
department/program. "1" will represent the category
of greatest difficulty, "2" the second most difficult
category, and so on.

Then, please repeat the above exercise for the second
column of expenditure category itams on ILtem #13 —-
i.e., by type of expenditure or line item,

Finally, please repeat the above exercise for the two
items in the Lhird column of expenditure categories on
Ttem #13, i.0., for recurront and capital eapenditures.

Af Ler Lwenty minutes, the leader is to ask —-— and
record on the flip chart -—- the rankings given to the
first item on each list, the second item, and so on,
Limit the rankings listed on *he “lip chart to #s 1 to
L

o

The Teader should Lhen atlempt to summarize a
concensus of the entire group on the relative order of
difficulty in controlling expendilures among the items
listed in each column.

2:00-
2:05

2:05-
2:30

2:30-
3:00
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30m

45m
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Workshop Exercise: Prioritization of Difficulties

o
Encountered in Managing and Controlling Expenditures

We have identified our expenditure categories and have
ranked them by order of difficulty in control. Now
let's find out what tne participants see as the major
difficulties encountered in control of them. What
experiences did we have in the backs of our minds when
we did the preceding rankings in order of difficulty
in control?

Refer to Item #14: Workshop Exercise -~ Prioritization

of Difficulties Encountered in Managing and
Controlling Expenditures.

Form four groups composed, respectively, of (1)
treasurers, (2) clerks, (3) councillors, and (4) MLG
participants and any others present. Each group
should complete the exercise, putting its results on
flip charts.

AFTERNOON BREAK

Complete the above exercise.

When done, ask a spokesman for each group to summarize

the results of the group's deliberations. Start with
reports from the councillors, then going on to clerks,
treasurcrs, and the MLG (and any others), in that
order. Attempt to summarize from the four reports an
overall concensus on the several areas of greatest
difficulty. Draw attention to any interesting
differences in pcrceptions of the four groups.

During the remainder of this workshop, we should be
focussing primary attention on two things already
discussed, as follows:

penditures that we have

0 the major categories of

identified, and

o} the major problems that we are encountering in
managing and controlling lhese expenditures.

Please note again that we are not limiting this
workshop just to guestions of adherence to budgets,
procedures, and the like. Rather we are primarily
concerned with ensuring that our ‘ocal authorities get
full value fc= every pound and shilling spent.

MAKE EVENING READING ASSTINMENT: Ttem #s 15 through 29
exceptl for #25.
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DAY MORNING: (285 minutes, including a 15 minute break,

are
Call

D.

programmed out of 285 minutes.)

group to order. 8:00-
8:05

EXPENDITURE MANAGEMENT AND CONTROL SYSTEMS 8:05-
8:15

We shall begin our discussion of how to manage and control
better our expenditures by looking at the question of
control systems.

Query: What do we mean by an “"expenditure control system",

and do we need anything as “fancy" as one or more control
systems for our expenditures?

Answer: The answers given should enconpass the following
ideas.

o By "expenditure control system", we are referring to
an _orderly and well-defined seyv of steps and
interrelationships for ensuring that expenditures are
made _according to plan, within budget, and pursuant to
published requlations, policies, and procedures.

0 [t is impossible bto control every expenditure on an
individual, ad hoc basis. Insiead, 3t is necessary to
establish some commnon approaches -- that is, systems
~-- that can be utilized wilh respect to major
categories ot expenditure. Thus, we cannot use the
same control system:

0 for ensuring that goods are delivered per
purchiase crder spezificaticns that we use

o for ensuring that payments are made to meet the
supplier's {iming requirements or

o for control of and reimbursement to a petty cash
account or

0 for payment of loan amounts due,
Because Lhe many types of expenditures require control
systems with wmany different types of characteristics, we
musl, in this workshop, look not just at one but at several
types of systoeins.

Discussion
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Total and Partial Control Systems

Some control systems mighl be called "partial control
systems", and some might be called "total control
systems. "

Query: WNhat is the difference between a partial and a
total control system?

Answer: The answer is as follows:

o] A partial control system identifies a problem but
does not assure its correction.

¢] A total control system is designed not only to
detect problems but also Lo correct them more or
less automatically.

Refer to ltem #16: Partial and lotal Control Systems -

Definitions and Examples.

Item #16 gives a definition and Lhree examples of a
partial control system, as follows.

0 A fire protection system that mercly detects
simoke and sounds an alarm

0 A water system Lhat merely alerts an engineer to
some trouble wilh the chlorine level or water
purilty or precsurae

0 A cash flow system that merely indicates, from
income and expenditure planning data, projected
cash availabilities and requirements

Query: What are other examples of a partial control
system?

Answer: Leader Lo note answers on flip charl,

ITtem #16 also gives a definition and three examples of
a total control system, as follows.

o] A fire prevention system that not only detects a
fire and sounds an alarm bul also turns an
sprinklers to put out the fire

o A water system that not only dctects
under-chlorination of the water but automatically
adds chlorine to bring Lhe water flowing through
the wain water lines up to specifications

8:30-~
8:45
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Query:
system?

Answer:
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cash flow analysis and control system that:

not only regularly monitors actual cash and
projects the relationship between future cash
availabilities and cash requirements,

but also, in periods of potential cash
shortage, assurcs that instructions are sent to
spending department heads to hold expenditures
to specified levels

What are other oxamples of a total control

Leader to note answers on flip chart

Discussion
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Criteria for Effective Control Systems

Let's assume that we have an objective of establishing
effective control systems for our expenditures.,

Query: What are some of the standards or criteria
that we might state to tell us 1if our control systems
are effective?

Answer: The answers given should include such ideas
as the following.

o Controls should be:
- exercised over the proper activities,
- timely,
- accurate.
- cost effective, and
- understood end accepted by those affected.

Refer to Item #17: Criteria for Effective Systems for
Management and Control of Expenditures.

Ttem #17 lislts these above criteria and indicates some
relevant considerations wilh respect to each., We will
be discussing ecach of thean criteria and these related
considerations over the noxt little while.

a. Controls over the Praoper Ac tivities

As we just discussed, a first critecinn of an
effective control system is that we must control
the proper activities,

People will direct Lheir activities (1) towards
the itoms that are controlled and (2) to wmeet the
control standards. Therefore, the activities
must be carefully chosen. Of ten, the sets of
activities controlled must also be carefully
balanced,

8:55-
9:10
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Two examples follow (the leader may use one, both, or
neither example as he sees fit).

o)

A study showed that teachers of composition can
be grouped between those who place primary
emphasis on grammar. on spelling, on penmanship,
on vocabulary, and on idea content. Their
students reflected these biases in the teachers'
"control systems" by also placing their primary
emphasis on these same factors -~ to the
detriment of good, overall writing.

Another example is whether the military leader in
peacetime places his major attention (1) on the
troops being in proper dress and able to go
through parade-ground drills with great precision
or (2) on the ability of the men to shoot
straight, their skill levels in combat training,
and the 1ike? Too many local military commanders
place the greatest emphasis on what is often
called "spit and polish" and not on combat
readiness. This is, in large part, because on
inspection visits of higher-level commanders, it
is often only the performance of the troops on
parade that is observed and that serves as the
basis for evaluation of the leadership of the
local commanders.

In the field of financial management:

o]

does our control system place its major emphasis
(1) on market collectors showing up on time and
proper dress or (2) on the turning in to the
treasurer's office of all money collected?

or does the treasurer or chief accountant place
undue emphasis:

- on neatness of accounts, or

- on accuracy of accounts, i.e., on addition
and subtraction of fiqures, or

- on timeliness of completion of accounts, or

- on getting the section's work done by the
official closing hour, or

- on not "rocking the boat", i.e., not raising
issues that are unpleasant for management to
face?
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Exercising expenditure control in a way that involves
undue emphasis on any one of such factors as the above
could have the result of sabotaging the entire control
effort.

As Section B of Item #17 indicates, 1. assurin, that
the proper activities/expenditures are controlled:

(o]

Expenditures selected should be critical to
accomplishment of program results.

There is no point in controlling activities not
essential for achievement of the desired
performance objectives,

Expenditures to which the control systems are to
apply should be those for which expenditure
levels are meaningful.

There is no point in spending a lot of costly
effort to control expenditures that are so small
as not to be significant.

Expenditures selected should be those that can be
adjusted if findinqgs from the control system
warrant.

There is little point in controls if corrections
are not possible in the expenditures being
controlled,

Discussion
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Timely Controls 9:10

A second criterion of an effective control system is
that controls mus: assure provision of needed
information on a timely basis,

o In a local authority, the control system may not
generate information on actual roceipts rapidly
enough to permit making appropriate corrections
in expenditure activities within the given week
or month or year.

o Or, reports on work being accomplished in a road
maintenance operation may not be made available
guickly enough to permit adjusting manpower
expenditures effectively and efficiently on a
day-by~day basis,

Query: What are added examples?

Answer: The leader should list responses on a flip
chart.

To summarize, as noted in Section C of ltem #17, for
controls to bhe sufficiently timely:

o) Variance reports should be prepared rapidly
enough that they can be acted on to correct
performance.

o Corrective _actions should, to the greatest

extent, <till be possible.

Discussion
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Accurate Controls

A third criterion of an effective control system is
that the data measurements be both taken and reported
accurately.

Management s expected to take corrective actions
based on the findings of the expenditure control
system.

0 Yet measurements are often imprecise,

o Moreover, honest (i.¢., unintended human) errors
are sometimes made.

0 In adaition, pressure to achicve the pre-set
control standards sometimes leads to
falsification of control system reports,

It is widely known that field commanders and political
leaders often report more casualties on the part of
the enemy and fewer on the part of their own troops
than actuaily occur, The costs of this may well be
perpetuation of an armed conflict well beyond the time
when a negotiated settlement —-— or even surrender -—
or other correclive action —. would be appropriate.

Query: What are examples illustrating the issue of
accuracy of control data in the area of expendilure
management and control?

Answer: The lecader should note responses on flip
chart . Fhree additional examples arc as follows .

0 Tt is not uncomnon to report less siphoning off
of expenditure monies by collectors and others
than supervisors know occurs.,

0 To make his payables section look better, figures
may be fudged by the chief accountant on reports
of the average number of days required by the
accounting staff to pay invoices.

0 Data on work performed by local authoraty hourly
cuployecs may not be ac-Jurate enough to assure
that the authority is getting fair value for
wages paid.
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As Section D of Item #17 indicates, in order to assure
the accuracy of control measurements:

o] The item measured should be capable of being
accurately measured.

o Honest errors (i.e., unintended human errors)
should be kept to a minimum.

0 Falsification of control svstem data should be
prevented.

Discussion
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Cost-effective Controls

Since control systems themselves involve costs, a
fourth criterion of an effective control system
is that the system of controls must be cost-
effective in relation both (1) to the expenditure
amounts involvcd and (2} to the results being
achieved through the cuntrol system's operation,

It is common for governmenl offices and business
firms to complain vigorously about the costs
involved in meeling the demands of higher
organizational levels or central govermmont
agencies for information {or regulatory and
control purposes.

Query:  What are some of Lhe costs that are
involved in expenditure control systiems?

Answer: Responsces should include such items as
the following.

o Costs of space, equipment and supplies:
e.qg., computers, cash registers, other
calculating equipment, safes, files, paper,
reproduction equipment, etc.

o Costs of specialized personnel: e.g.,
accountants, inspectors, controllers,
auditors, supervisors, etc.

:s of Lime of operating personnel: e.g.,

@ spent in preparation of reports: time
spent providing data to and otherwise working
with specialized expenditure management and
control staff; etc.

Q Any othors?

One thing that can lead to excessive control
systoem costs is uwnrealistically high standards
for inspection.

Query: 1s it cost effective, for example, to
subject every item processed and euery service
rendered to inspection before acceptance and/or
payment - and why?

Answer: The answer is that 100% inspeclion 1is
seldom Feasible. A wajor reason for this is what
would of ten be the excessively high cost of
inspecling every 1item.





http:et~zd.to

- 35 -

ARgain, a recent New York Times poll in Europe set
out to secure the views of the populations of
Britain, France and West Germany. Interviews were
conducted with only 1,951 people in Britain, 994
in France, and 2,007 in West Germany. Polling
only this tiny fraction of the total populations
of these counltries gave a 95% probability that
the published results would differ by no more
than 3% in Britain and West Germany and 4% 1in
france from what would have been obtained by
interviewing cvery single adult in those three
countrioes,

In most organizations, it would be out of the
question Lo audit 100% of most lLransactions --
from petty cash disbursements to wage and salary
payments Lo payments of invoices. Instead, an
audit of a random sample of carefully determined
size 1s ucually considered adequate.

In any case, local authorities should be sure
that the cost of the controls is reasonable,
i.e., that thev are cost-cffective.

As Section E of Item #17 indicates:

o} 100% control is often excessively expensive,

o Bampling often provides an_acceptable measure
of control at_acceptable costs.

Discussion
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Controls That Are Understood and Accepted 9:55~
1n:05

A final criterion is tnat controls muct he

understood and accapred or they will rot be

adherea to and rerdeorec effective

Query . What wi:il naspen 1f the controls are not

underztood”

finsuer They will not - can not -- be

implementen

Query: What will haopen if the employees do not

accept thie countrol system?

Rrnswer Trey will find ways around it or will
igriore it

Query: Why i< this the rase?

Aricwer: Leacder to list ancwers on flip chart.

One imporiant ancuwer i< that . people resent
ontrols. Morzover, control cystems are often

l1etied as unr<asonanie and unfair. As noted,
tan resuelts an che sitaff's finding ways to “"beat
the system

Query. What are some cxamples of waye that local
authority cmployees find Lo beat the system?
Ariswer . One ancsuer follouws .

0 One uorrsnop participant gave the example of

@ treazurer who wanted a purchase to be made
From a particular wuppiier who was a friend,
The system called for getting three tenders
The treasurer colluded with the one supplier
to get three tendere on different letterheads
put from the <ame man.

Query: What are other examples?
Answer: Leader to note responses on flip chart.

Discuscion



- 37 -

Query: MWhat is required for controls to be
genuinely accepted?

Arswer: Controls can be imposed by authority,

But for them to be truly accepted, people must
clearly understand both (1) the value of the
activity and (2) the purpose of the control
system. If they cen also be made to feel that
they Lave (3) a stake in the success of the
control system, so much the better. And if there
can bhe some positive pay-off to them for
adherence to the system, then it is likely to be
really successful.

For example, provide to control staff who achieve
an excellent record with regard to accuracy of
data scme rewards -- e.g., recognition, added
responsibity, training opportunities, added pay,
or the like.

To summarize, as Section F of Item #17 indicates,
with regard to the acceptance of controls by the
persons whose activities are controlled:

0 Systems that are not understood cannot be
implemented.

o Systems that are not accepted will not be
implemented -- ways will be found to "beat
the system".

o Understanding the value of the activity 1is
important.

o Recognition by the employee of the importance
of the control system is important.

The objective should be to get the employee to
fully support the system and its values.

Discussion
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STEPS IN THE MANRGEMENT AND CONTROL OF EXPENDITURE 1o
10

The process for the managemenl and control of expenditures
can be broken down into a series of logically-related parts
or steps. It is dmportant to know and understand these
steps. Following them carefully will greatly improve the
results that will be achieved by Financial managers of
local authorities.

Query: lhat arc Lhese four steps?

Answer Fhe answer follows (leader to put on flip chart).

0 First step: Set slandards or performance objectives.
0 Second step: Measurc and record performaence.

0 Third step: Analyze and communicate results.

o Fourth step: lake corrective action.

Refer to Ttem #18: Steps in the Management and Control of

n]
enditures.

These above major points and the added subordinate points

outlined in [tom #18 constitute a road map of where we will

be going in this workshop over the nexi several hours. (The

leader should describe briefly, but not discuss in any

detail, the contents of this item).

1. First Step:  Set Standards or Performance Objectives 10:
10:

The tirst step in managing and controlling
expenditures is to establish standards of performance,

a. What ls a

Query: What is a "standard"?X

Answer:  Note responses. But in this workshop,
we can adopt the following definition:

0 A standard is a pre-set measurement that
can scrve as a reference point for
evaluating results.

X The dictienary caye:

0 "Some hing sct up by authority as a rule for Lhe
measureinent. of quantity, weight, extent, value, or
quality", und

o] "Standard applics to any definite rule, principle
or measure established by aulhority. "
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15m b, Plans as a_Source of Standards 10:20~-
10:35

Our overall plans wlll, of course, hslp to
provide us with performence standards with regard
to the making of expendiiures.

Indeed, as a general rule, it is to be expecred
that all expenditures will be made for the
purposes stated in the approved plan and 1in
accordance with the approved budyget.

Query: What are examples of types of standards
relating t~ our overall plans that will help us
in ¢ trolling expenditures?

Answer: Leader to rnote answers. Some possible
answers are as follows.

o) Goals and their standards

o Objectives and their standards

o) Expenditure figures in approved budgets
o} Policy guidelines

o] Procedures gquidelines

Please note that in our earlier workshop on
Planning and Budgeting, we emphasized the
importance not merely of (1) defining a goal or
objective as a simple end to be achieved but of
also (2) stating the standards that, when
accomplished, would tell us that we have done a
good job. These planning standards, as they
relate Lo expenditures, automatically become
standards ror measuring what kind of a job we are
doing in managing and controlling expenditures.

Query: What are some examples of the use as
standards of figures contained in plans and
budgets?

Answer: Leader to put responses on flip chart
and lead discucsion.

Refer to ltem #19: Plans as a Source of Standards
- Concept and Examples.
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Five examples of use of planning data as a source
of standards are presented in Item #19 as
follows : ¥

o] Goals and Their Standards

Construction costs of the new slaughterhouse
are not to exceed the figures in the approved
project justification.

o Objectives and Their Standards

Capital costs per low-income housing unit are
not to exceed Kshs. 100,000.

o Expenditure Figures in Approved Budgets

Salaries and wages for the Parks/Recreation
Department in 1987/88 are to total
approximately Kenya Pounds 125,000, the
figure in the approved Estimates.

0 Policy Guidelines

All cash collected from market operations 1is
to be turned in to the cashier at the end of
each day.

o] Procedural Guidelines

Receipts for bus park vehicle charges are to
be recorded in numbered receipts contained in
numbered receipt books issued by the
treasurer. One copy is to be retained by the
bus park collector. Two copies are to be
given to the vehicle driver. One of his two
copies is to be turned in to the bus park
exit employee on exit of the vehicle.

Dicscussion

15m MORNING BREAK

¥The examples throughout these participant
materials are just that, 1.e., examples
== to illustrate teaching points. They are not
being proposed as real standards to be adopted by
local authorities. Do NOT allow a deobate as to
whethor these are or are not good standards
substartively to be adopted by local authorities.
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10m c. Monetary, Physical, and Time Standards 10:50-~
11:00

Three common categories of expenditure standards
are (1) wmonetary, (2) physical, and (3) time.
Note that even a simpie purchase order will
usually specify money to be paid out, quantity
and quality of goods or services, and delivery
times.

(1) Monetary Standard
Query: What is a "monetary standard"?

Answer: A monetary standard is expressed in
shillings and refers to the amount of monay
that will be paid out. This is, often, the
figure stated in the local authority's
expendilure Estimates. But, as mentioned
earlier, simple adherence to such a monetary
standard is not enough by itself to assure
good management and conkrol of expenditures.

Query: What does strict adherence to our
expenditure budget tell us aboul what we have
gotten for our outlay?

Answer: Mothing. %o we obviously need other
standards .

(2) Phvsical Standard

Query: What 15 a "physical standard"?

Answer: N physical standard states the
quantity and, usually, the guality, of the
product or service for which shillings are
expended. Nor are both monetary and physical
standards enough.

Query:  What if the proper expenditure
amounts have been paid out for goods that
meet physical snecifications but that have
been delivered months after they are needed?

Answer:  Then, while our monetary and
physical standards have beor met, what we
have purchased may be useless to us and our
expenditures wasted. [hus, we also need time
standards .
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(3) Time Standard

Query: What is a "time standard"?

Answer: A time standard indicates when the
goods and services are to be provided for
which the shillings are to pay.

Query: What are examples of monetary,
physical, and time standards?

Answer:  Leader {o pul responses on flip
chart and lead discussion.

Refer to Jte
Standards

m #20: Monetary, Physical, and “ime

Three examples of such standards are presented -—--
for different arecas of local authority activity
- in Item #20, as follows (again, these are just
hypothatical examples, not recomnendations) .

o Monetary standard: Expenditures for
mainkainance of parks are not to exceed Kshs
100 per day.

o] Physical standard: Five-man road mainlenance
Leams are to maintain approximately 500
linear meters of road surface per day .

o Iime standard: Invoices are to be paid (1)
consistent with the terms where terms have
been specified and (2) otherwise so as to
average 35 days from receipt of goods and
services.,

Discussion
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Standards Set as an Administrative Task

bt bt
bt bt
NO

Many of the more deteiled standards that we will
need will not emerge automatically as a result of
our broad planning and budgeting. Indeed, added,
more detailed standards will almost always need
to be canstrucied as a deliberate offort of
management, often in the form of rogulations,
policies, and procedures.

There is an endless number of possible standards
for managing and controlling expenditures that
ordinarily n~oed o be developed on such an ad hoc
basis.

Query: What are some examples of
administratively-developed standards utilized in
your local authorities for controlling
expenditures?

Answer: Leadcr to note answers and lead
discussion.

Refer to Item #21: Standards Set as an
Administrative Task - Concept and Examples.

Five examples of such administratively~developed
standards are presented in Item #21, as follows.

0 Overtime costs should not exceed 5% of the
total wage payroll,

o Average peltrol usage of not less than five
kilometers par liter should be achieved for
the local authority's trucks.

o] Invoices for wrich payment terms are defined
in advance should be paid in accordance with
those terms -~ but not materially in advance

of them (e.g., bills due in 45 days should
be paid only slightly in advance of 45 days).

o At least 90% of iavoices for which no
payment terins have been defined should be
paid between 25 and 30 days of provision of
the goods and services or submission of
invoices, whichever comes later,

(o] In light of ant :ipated seasonality of cash
flow, expenditures for road maintenance
should be phased by quarter: 30% in
January-March, 15% in April-June (long
rains). 35% in July-September, and 20% in
October-December (short rains).
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While standards for the management and control of
expenditures will usually relate directly or
indirectly to plans and budgets, most will need
to be specifically constructed along the lines of
the above examples.

Discussion
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20m e, Intrinsic Value, or Worth, of the Results of 11:20-
Expenditures as Standards 11:40

We can also look on the primary task of
expenditure management and control as that of
assuring that wha. we get for our expenditures is
worth the cost. This is the concept of the

intrinsic_value of the results achieved by the
expenditure,

Query: What do we mean by the "intrinsic value®
of an expenditure?

Answer: The intrinsic value is the actual worth
of the expenditure to the wananchi of the area
served by the local authority. The intrinsic
value to the coimmunity of an expenditurc, e.q.
for paving a given road, should be egual to or
exceec the intrincic value to the wananchi of (1)
simply keeping the shillings raised from them or
(2) expending the shillings on some alternate
purpose(s).

To use such a standard in managing and
controlling expenditures involues the making of
value judgments by experienced people, So be
it. Making value judgments is the task of both
politicians and administrators.

Query: What arc some examples in your local
authorities of intrinsic value or worth of
results of expenditures as standards?

Answer:  Loader to put responses on flip chart
and lead discussion.

~efer to ltem #22
Expenditures as

s Antrinsic VYalue or Worth of
tandards - Concept and Examples.

Threo examples of standards based on intrinsic
worth aie presented in [tem #22, as follows.

0 The value to the wananchi of the results of
expenditures on primary school education
should be at least 2qual to the value to them
of spending the same funds on other local
authority programs.

o] Funds spent on paving secondary roads should
not exceed the value to Lhe wananchi of (1)
the paving of such roads versus (ii) leaving
the roads unimproved and utilizing the funds
for other priority purposes,
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0 Funds spent on constructing a stadium should
produce benefits for the wananchi equal Lo or
greater than what would result from a
different use or uses or the same funds.

This concept of +dintrinsic value 1is an Linplicit
standard relaling Lo most or all expenditures.
Indeed, the central consideration in all planning
is the difiicult but nocessary determination
among prioritics in use of resources. Such
determinations always depend upon judgments as to
the intrinsic value or worth of one use of funds
versus another use of the same resources.

Discussion
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Indicators/Ratios as Standards 11:40-
12:00

We must always altempt Lo assess the value of results
achieved relative to the value of the resources utilized.
However, as implied in the preceding discussion, in very many
cases, no definitive measure eoxists of the appropriateness or
value oi an expenditure.

In an eoffort to shed as much light as possible on whether an
expenditure s achiecving the results intended, most
organizations do Lhe nexl bost thing. This is to develop
performance 1ndicators, usually in the form of ratios.

(1) Ratios

These ratios often take the form of an evaluation of (1)
the quantitative or financial results achiceved related to
or divided by (2 the resources utilized to achieve the
results.

Query:  What are some cxariples of such indicators or
ratios uscd as standards in your local authorities?

Ancweor : Leader to put answers on flip chart.

Refor to [tem #2};andiﬁthrs/Rgtqu_asmSEQQQQQQ§W:
Concepl and Examples.

Section B ol Item #23 illustrates the basic mathematical
techmique used in calculating performance ratios and
gives Tour examples as follows .

Results
RN Performance Indicator

Resourcos

Sume examples follow.

colleclions per collector per month = collections per
market days por month collector per day
Jtheels of paper Lsed pep month = sheets of paper used
average enployees per ononth per emplovee per month
Lo sewerage system upkeep costs = cosls per
number of connect od bhuilding units connected unit
overtime couts poer woeek o = overtime costs as

total wage costs sor weck percent of total wages
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Return on Investment (ROI)

The business community often utilizes the cancept
of Return on Investment or ROl as a standard,

Query: What do we mean by "Return on Investment"?

Answer: This is the ratio of (1) the net return
that owners receive on an investment to (2) the
amount of that investment. It is also a measure
that permits comparing the relative value of the
use of the owners' funds among diverse

purposes. Examples of alternative uses might be
for (1) an advertising campaign versus (2)
expanded production of a given product versus (3)
manufacture of some new product not now included
in the current product line.

The ROI concept is less often applicable to local
authorities than to business firms and often does
not provide a truly definitive quide to action.
However, it can still be useful in limited ways .

Query: Where might ROI be useful in determining,
or evaluating, expenditures by a local authority?

Answer: ROI can be useful for evaluating
proposed capital investments:

o where an expenditure -- or its size and scope
—— are not dictated solely by public
necessity, or

o where a choice needs to be made betwecen two
or more possible patterns of expenditure to
achieve a given objective.

Ain example might be whether to undertake an
optional projoct like establishing a stone
cirushing nlant or building or expanding a

slaughterhouse. Here, calculation of ROI --
i.e., the net return to the local authority from
the expenditure - may well provide some useful

guideline on whether the projaect represents a
wise expoenditure of public funds.

fin example of return on investment as a standard
is prescented in Seclion B of Item #24, as follows.

12.
12.
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o] The new slaughterhouse is expected to
generate a return on investment (or ROI)
of at least 15%. That 1is, on investment
costs of Kshs 4,000,000, net income is to
equal at least Kshs 600,000 or 15%.

Query: With interesl rates of 10%, is a 30%
ROI from an optional investmont adequate?

Answer: Yos
Query: ls a 4% ROI also sufficient?

Answer: No - at least not on the basis of
ROI alone.

Query: Why is an ROT of 4% not adequate?

Answer: Tt would be far more desirable to
leave the moncy in the bank and draw interest
of 10% on the potential shilling outlay.

Thus, in choosing whether to expend funds for
a stone crushing plant, a bus park, a
slaughterhouse, or a market, calculalion of
ROIs for cach can help in selocting that
project with the greatest cconomic return for
the local authority.

Moreover, alfter the planned ROI has been
calculated (as an aid in determining whether
to go ahead with the project), measurement of
Lhe actual ROL achicved as the project is
implemented will help in managing ongoing
expenditures so as to achieve the results
intended.

Discussion
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Two things should be noted about such ratios
or indicators.

[o]

irst, most such ratios do not really

3
tell, by themselves, whether a good job
has been done.

The ratio of overtime costs to total wage
costs may be high (e.g., 15%) or low
(e.g., 2%). Yet, we still will not know
from that fact alone whether the overtime
was actually required in order to get
important work accomplished. Nor will
we know whether the true necds, if any,
should have been met by an expansion in
the regular, full-time labour force.

So, a given result measured as a ratio of
results to inputs doesn't tell us by
itself whether the results were worth the
expenditure. However, this information
is better than nothing as we scek for
standards for cvaluating performance.

Second, an experienced administrator is
likely to be able to devclop a judgmental
intuition that will tell him whether, for
a given single time pericd, a given ratio
is qood or bad.

Do average daily revenue collections for
market collector A of Kshs 1500 represent
good or bad performance? 1his ratio is
likely to mean nothing to a person whose
experience has been in an unrelated

arca. Howocver, an enperienced market
master is likely to know intuitively --
i.e., from his past wexperience - whether

this is good or bad performance.

Discussion
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Performance over Time and Peer Performance
Comparisions

Standing alone, most performance ratios tell
us very little about whether our money has
been well spent. However, we can dao something
to make such ratios more useful to us.

Query: What can we do to improve the utility
of ratio analysis in light of the above
criticisms?

Answer:  We can develop comparative data for
a broad span of events to which we can
compare a ratio calculated for a given single
event. or result or time period.

Query: With what two types of data can we
usefully compare a given ratiog?

Answer:  We can compare a given ratio (1)
first, with data on our own performance over
previous lime periods and (2) second, with
performance achiovved by other local
authoritics or comparable similar
organizations,

Performance over Time

Query: What are some examples in your local
authorities of comparison of a given
performance ratio with similar data on your
performance or previous time periods?

nnswer:  lLeader to note responses and lead
discussion.

Pofer to ltem #24;: Performance over Time and
Peer Performance Comparisons - Concept and
Examples .

Ls_achieved over time are presented in
ion B-1 of Ttem #24, as follows.

Two examples of comparisons to similar

0 Expenditure for repailr and maintenance of
sewers per connected housing unit
averaging KShs 310 in 1987, This
compares with expoenditures averaging Kshs
200 in 1984, Kshs 21% 1in 1985, and Xshs
22% in 1986 (leader to put this series of
ratios on a flip chart),

12:15-
12:45
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Would not this series of ratios suggest
the existence of some problem or special
circumstance in 1987 that has driven up
average costs -~ which issue should be
investigated?

o Market collections by collector A in the
range of Kshs 1400-1600 daily for most
days. This compares with collections
typically dropping to Kshs 500--600 the
last two or three days before his payday.

What mmight we look for here?

(b) Peer Performance Comparisons

The second comparison is to similar results
achieved by peer groups, e.g., other persons
or organizational u Ls or types of
expenditure.

Query: What are example of such possible
comparisons of your local authority's
performance with those of other similar
organizations?

finswer: Lcader to note responses and lead
discussion.

Two examples of such comparisons are
presented in Section B-2 of ITtem #24, as
follows.

o] Markel collections by collector A
averaging Kshs 1400-1600 per day, no
matter to what markel area assigned. This
compares wilth collections by collectors
B, C, and D averaging Kshs 1900-2100
daily.

0 Expenditures for trash collection
averaging Kshs 2% per week per household
served. This compares with expenditures
averaging Kshs 15 per week for two local
authorities with almost identical trash
collection requirements.

75m  LUNCHEON BRENK
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JTUESDAY AFTERNOON (180 minutes, including a 15 minute break,
are programmed out of 180 minutes.)

% Call group to order. 2:00-

2:05
E. STEPS IN THE MANAGEMENT AND CONTRCL OF EXPENDITURES, cont.

L. First step:

h: Set Standards or Performance Objectives.
contd,

g. WqﬁkﬁbqpnEXDfﬁjSO_fﬂﬁpttjng Performance Standards

Now, let's btry our hands at setting standards for
the management and control of expenditures.

Refer to ftem #25: Workshop Exercise - Setting
Performance Standard

n Form into groups and complete Item #25 putting 2:05-
results on flip charts. The leader should stress 3:05
that these standards are to be for ongoing
programs in the operating or recurrent budget .
fhey are NOT to be for capital construction
projects.

m Groups are to report on results using flip charts 3:05-
for that purpose. 3:35

Discussian

m  AFTERNOON BREAK 3:35-
3:50






Query: If we are calculating the costs of labour
contributed to a program or nroject by the local
authority, what costs might we include?

Answer: Answers might include the following
(discuss each category) .

0 The dmmediate out-of-pocket costs of direct
labour

[ Costs of benefits including uniforms and
transportation of workers to the site

0 Costs of allocated overhead to the projectl of
council, clerk, treasurer, and others

Refer to Item #26: Decisions on W

( et 1s To Be
MQﬁﬁHCQﬂw:r"QQUFDPﬁUﬁDQ”£X§HmlP§-

Two examples of decisions that we might reach are
prosented in Ttem #26, as followe,

0 In order to measure Lrue cosls of building a
new markel and Lo be able Lo calculate true
return oa finvestment, costs included might
comprise not only (1) contract costs but
also {2) costs of labcur and other resources
contributed by the local authority and (3)
loan servicing costs.

o) Contributed costs by the local authority
might include (1) estimated planning costs,
(2) direct laboup costs, (3) other personnel
support, (1) supplics and eyuipment, and (5)
allocated overhead.

Query: What are olLher examples?

Answer:  oader to put responses on flip chart
Note thal the answer to the question of what is
to be measured depends on the purpose of {he

measuroment .

Discussion
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Determine How Measurements Are To Be Taken

s
s ve

The next question is how we are to take our
measurements .

Query: What decisions do we need to make in measuring
temperatures officially recorded by our local
authority for transmission to the national weather
service?

Answer: Such decisions as the following.

o Centigrade or fahrenheit?
o In the shade or in the sun?
o Always at a given hour and minute or at any

time during the day?

o With the thermometer in a structure
protected both from direct rays of the sun and
from indirect reflection of such rays or out in
the open?

Query: What decisions do we need to take 1in
determining a count of employees at work in a given
day in order to determine average costs per working
employee?

Answer: We need to decide on what numbers to use for
our employee count. For example, is 1t to be a count
taken:

o) as of the very beginning of the work day,
say 8:00 a.m.?

o or at 9:00 a.m. so as to include late arrivals?

o) or is it to be the maximum count of those who
appear sometime during the day plus those excused
by their superiors for leqgitimate reasons?

o or something else?

Note that the answer to the question of how the

measurementls are to be taken also depends on the
purpose of the measurements.
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As noted earlier, manufacturing firms must decide
whether to inspect (1) every item produced or (2)
just a sampling of them. The mathematical
science involved 1in determining what size sample
of a given production run will provide a given
level of probability of satisfactory quality for
the entire run is, as noted earlier, called
Probability Theory. The particular statistical
techniques &#pplicable here are those developed in
Statistical Quality Control (SQCy .

Applying this saimpling notion to management and
control of expenditures by local authorities:

o What number or percentage of vehicles that
have entered a buys park should an inspector
check to assure (by examining a copy of their
receipts) that drivers are paying the proper
entrance fee?

o What percentage of expenditure transactions
should be verified by the local authority's
internal auditor? Would it be the same
pbercentage for the auditor from the Office of
the Controller and Auditor General?

o What proportion of the documentation for
petty cash expenditure reimbursements should
be checked by a member of the treasurer's
staff before replenishment of a given
department's petty cash fund?

Five hypothetical exampies of possible decisions
on how to take given Measurements are presented
in Item #27, as follows,

o Temperatures to e reported to the national
weather service are to be taken in centigrade
by a thermometer placed five feet above the
ground in a grassy park area and sheltered
with 374" Jumber from both direct and
indirect rays of the sun.

o In calculating average costs per working
employee for a given day, labour costs are to
be divided by the number of employees
reporled as at work by noon of that day.
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0 Inspectors are to verify, through three
unannounced inspections per day, that
entrance receipts are held by all vehicles in
the bus park at these times

o The internal audgitor is to review 10% of all
payment transactions by comparing budget
authority, delivery receipts, invoices, and
disbursement checks.

o Replenishment of petty cash funds is to
depend on examination of every disbursement
transaction document.

Query: What are other examples used in your
local authorities?

Answer: Leader to put responses on flip chart.

Part of this question of how a measurement is to
be taken relates to when it is to be taken. GSome
measurements can only be taken on a real-time
basis, i.e., while the event is occurring.

Others can be undertaken long after the event has
been completed.

Query: What are examples of measurements that
can only be taken during the event?

Answer: Leader to note responses. Two possible
answers are as follows.

o) The temperature of any object

o The number of vehicles in a bus park that
have not paid entrance fees

Query: What are examples of measurements that
can be taken after the event?

Answer: Leader to note responses. Two possible
answers are as Tollows.

o The ratio of expenditures for upkeep of the
sewerage system to the number of connected
building units

o The quantity of supplies utilized for a given
project or program
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Make the Measurements

Knowing, precisely, (1) what is to be measured
and (2) how we are to take the measurements, we
can now proceed actually to measure performance.

Query: In what three cateqgories can we classify
ways Lo measure performance?

Answer: Leader to note responses. One such set
of three categories is the following.

0 General observation

o Individual inspections, tests, samples, etc

o Automatic methods (e.q., computer reports;
tabulators on copy machines that record
nuimbers of copies)

Query: MWhat are examples in your local
authorities of each of these three methods of
measuring performance?

Ansuwer: Leader to note responses.

kefer to Item #28:. Making the Measurements ——
Concept and Examples.

Examples of each of these Lhree methods are
presented in Ttem #28, as follows.

o] General observation: The physical
maintainance of the council headquarters
buildings is noted by the clerk on a daily
basis .

o Individual inspections, tests, samples: The
chlorine level of the water is measured daily
by the department's chemist.

o] Automatic methods: The dry-copy reproduction
machine operates only by individual plastic
cards issued to each department so as to
record and charge to cach department the
number of copies produced on its behalf.

4:25-
4:40
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20m d. Record the Mecasurements

It is important, finally, to record the
measurements in a clear and useful way. This
requires designing systems and forms that will
accomplish this purposc. Certainly, leaving the
results buried in ledger books is not enough.

Query: What are some cxamples of the recording of
measurements?

Answer: Leader to put responses on flip chart.

Refer te Item #29: Recording the Measurements —
Concept and Examples.

Four added examples are provided in ILtem #29, as
follows:

o April: Auverage age of dnvoices at time of
payiment was 35 days.

o] May 10, 3:00 p.m.: Drivers of 3 matatus in
the bus park could not produce entrance
receipts.

0 Market Collector A:

Kshs
June 9 415
June 10 837 (market day)
June 11 320
June 12 340
June 13 875 (market day)
June 14 425

0 Cash book balances at end of day:

Kshs
June 9 18,737
June 10 9,005
June 11 137
June 12 6,743
June 13 9,202

MAKE EVENING READING ASSIGNMENT: Item #s 30 through 35.

(G2 NN
es ne

O
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WEDNESDAY MORNING (285 minutes, includin

are programmed out of 285 Mminutes )
Call group to order.
F. STEPS IN THE MANAGEMENT AND conTRoL

3. Third Step;

Once we have measured and recor
€an move on (o the third step i
¢tontrolling expenditures . This
communicating the results.

Query: What are the foupr main
analyzing and communicating the
Answer: The four Sub-steps are

o} First, collipare
determine

perfFormance
the variances .

o] Second, determine the roas

0 Third, determine the signi
variances .

0 Fourth, Communicate Lhe fi
need to knoy how we are pr
able to take any needed co

Along the Way, we must determin
analytical approaches and the t

reporting, Let's discuss each
little more detail,
a. Qgﬂip_gnsz_,,_[’,.gz_!:f_g._r:me_rv_ccg_uii:gb“-S

g & 15 minute break,

_&LQj]PENDITQggL contd,

Analyze and Communicptg_ﬁg;ults

—

ded our
N managing and
is analyzing ang

Sub-steps involued in
resultsg?
as follows,

with standards ang

ons for the variances,

ficance of the

ndings to those who
°gressing and whg ara
rrective action,

e tha
iming
of

timing of our
of the

tand

Variances

First, we must compare res

determine the variances,

with specificatio
timing of result
in our specific

Comparing
called fopr

Query: What are some exam
measurements with standard
make in yoyr local authori

Answer: Leader tgo list an

comparing quality ang
ns. And we should be
S with the timing
dtions or plans.

ples of Comparisons of
s that you actually
ties?

swers on t1lip chart.

performance, we

these sub-steps in a

rds and Determine

o

8:05-
8:30
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Performance Measurements —-

- 62 —

Analysis of Results of

Concept and Examples.

Four examples of t
g—-1 of Item #30.

measurements noted in t
have stated our standards in t

Ttem #30.

Determination of Variances

(i)

(ii)

(iidi)

(iv)

his are presented in Section
For each of the four actual

he previous Item #29, we
he first column of

Standards Actuals Variances
Average age of April: 35 days 7 days or 25%
paid invoices over standard
is 28 days
A1l vehicles in May 10, 3 p.m.: 3 3 matatus

park have paid
entrance fees

Collectors
averaging some
Kshs 350-400 on
ordinary days
and Kshs 825-875
on market days

End-—-of--day
bank (cash book)
balance never to
fall below
Kshs 5,000

matatus have not
paid

June 9-14:

collectors averag-

ing Kshs 375 on
ordinary days and
Kshs

days

June 9 18,737
June 10 9,005
June 11 137
June 12 6,743
June 13 9,202

856 on market

Substantially
met standards

Met standard
except on
June 11 when
balance
dropped to
Kshs 137
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Determine the Reasons for the Variances

Second, we must determine the reasons for the

variances. This 1is done for the above four

measurements in Section B-2 of Item #30, as
follows:

Reasons for Variances

(1) Payment of 1nvoices were delayed in April
because two accountants were on vacation,

(ii) 3 matatus without entrance receipts
appears to involve collusion on the part
of the bus park collector and matatu

drivers.
(iii) No variance in market collections.
(iv) End--of-day balance on June 11 dropped to

Kshs 137 because hief accountant failed
to monitor status of bank (cash book)
balances that day.

8:30~
8:40
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Determine thgﬂSigniﬁigqnco gfwghgmyggianceg

Third, we must determi the significance of the
variances for us (i.e., for sucessful
implementation of our plans and achicuemenl of
our objeclives), lhis is done for the above four
measurcments in Section B-3 of Item #30, as
follows :

significance of Variances

(i) Delay in April in payment of invoices qg
not significant in view of reasons
expect performance to improve in May,

(i) Likely collusion 1in collecling bus park
fees is sufficiently sorious as Lo
require considering terminalting bus park
fee collaector,

(id1) No variance 1in market collections

(iv) Possible future overdrafis if situation
not correcled,

Discussion

Along Lhe way, we must determine the timing of
the analytical approaches. We can divide the
analytical approaches into two calegories based
on considerations of timing.

Query: What are Lhose two cabegories of
analytical approaches based on consideration of
timing?

Answer:  The answoers being soughl here are as
follows:

0 finalysis of results versus standards
occurring during the esvent ... or_real-time
methods

0 Analyeis of results versys standards made
after the cvent - or post-facto or

af Ler- Lhe-event methods
Query:  Whal are some examples of real -time
measurement s relating Lo Managemenl. and conlreol
of expuonditures in vour local authorities?

Answoer Leader Lo pul rospanses on lip chart.
P

w
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Refer to Item #31: Determining the Timing of the
finalytical Approaches ~- Concept and Examples.

Section B-1 of Item #31 presents four examples of
real-time methods, as fo.lows:

o Real-time methods:

- Inspection of goods as they are being
delivered

- Inspection of segments of road laid each
day

- Continuous recording of bank balances
(cash book balances) each time checks are
written and deposits are made

- Evaluation of size and adequacy of petty
cash balances each time that a withdrawal
is proposed

Query: What are examples of post-facto or
af ter-the-cvent analytical methods?

Answer: Lleader to write responses on flip chart,

Section B-2 of Item #3! presents two examples of
post-facto analytical methods, as follows.

o Payment vouchers processed per accounting
employee per week

o End-of -month audits of expenditure
transactions to determine conformance with
policies, procedures, and accounting
standards and practices.

Discussion
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Communicate Findings to T Able To Take
Corrective Nction 9:

Fourth, we musl comnunicale our findings Lo Lhose
who neod to know how we are progressing and who
are able to Lake any needod correclive actions.,

Here, Loo, we must concern oursclues with the
timeliness of the reporting. Too frequently, the
findings (rom excellent analysis are reported so
late as to have Little dmpact on the Laking of
correclive actions,

Query:  Whal are some examnples of measurements
ana analysis reported too late to have much
impact on performance?

finswer:  Leader to note rosponses on t1lip chart.

Refer to ltem #32: Determining the Timing of

Concept and k

Ttem #32 presents Ltwo oxamples of problems Lhat
exist in this area, as follows.

0 Audits and recommendations for aclion by Lhe
Of fiice of the Controller and fuditor General
too Tate to have wuch ¢ffect on Tong-Lerm
results - - and, of course, none on results
for the period being audited.

0 Reports oun actual oxpenditures fFor a
financial year versus the Fstimales approved
more than a year rcarlier provided to Lhe
Minislry of Local Governmenl -- and to the
local council and its “inance committeos .-
not only (1) long afl ter Lhe year has ended
bult also (2) many months after Lhe completion
of the Lstimales for Lhe nexl year.

In orger Lo assure that expenditures aroc
conslrained within Lhe velimales, evaluation
reports on expenditures to date must be provided
to financial controllors and line managers on a
very current basis. Nnd, of course, the c¢loser
ta real--time reporting, the botler,
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ourth Step: Take Corrective Actions

The fourth step in the process of managing and
controlling expenditures is to take corrective
actions. Withoul this step, the preceding steps are

of

no purposo.

short-Term versus Long--Term Corrective Actions

It is wuseful to categorize - again on the basis
of timing - correclive aclions into two broad
cateqgorices.

Query: What are these two time-differentiated
broad caltogorics of corrective actions?

Answer: They are as follows,

0 First, short -term actions, taken timmaediately,
to correcl pertormance

0 Second, long-term actions, taken over longer
periods of time, also to correct performance

Perhaps an cuen wore meaningful way of
distinguishing bolween Lhose Lwo categories is in
regard to what is corroctaed,

o] In short-term actions, steps are taken Lo
affect behaviour and results wikhi
context of current plans and syst

o In lorny-term aclions, steps are taken Lo
affect behaviour and results by more
fundamental changes to plans, systems, and
resources,

Query:  What are examples of short—term and
long-terin corrcective actions that vou take in
your local authorities? (It is not necessary for
participants lo confine their examples to the
area of coxpernditure manageiment and control),

Answer: Note responses on flip chart.
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Refer to Item #33: Short-term versus Long~-term
Corrective Actions —- Cencept and Examples.

Four examples of short-term corrective actions

are presented in Section B-1 of Item #33, as
folilows:

o In U.S: space satellite flights of a few
vears ago when many heat-deflecting tiles
peeled off the satellites' exteriors:

- reformulate the adhesive that fastened
the tiles to the satellites' surfaces . ¥

o] When examination of goods being delivered
shows & failure to meet specifications:

- reject the delivery on the spot.,

o When the volume of mosquito--destroying
chemicals purchased and delivered is found to
be insufficient to have the desired impact on
malaria protection:

- postpone the field work in applying these
products to swamps and ponds until
sufficient supplies can he secured.

o] When figures in expenditure registers are
found not to total and cross-check properly:

- re-add and re-balance all relevant ledger
accounts.,

Four examples of long-term corrective actions are
provided in Section B-2 of Exhibit 33, as follows:

o] As & result of the January 1986 U.S. space
shuttle disaster at Cape Canaveral when the
booster section and shuttile exploded and all
seven crew members were killed:*

- postpone future shuttle flights for a
year or so,

- replace key National Aeronautics and
Space Administration (NASA) personnel,

place increased emphasis on flight safety
in the decision-making processes of NASH,

iﬁEETtHSFTauéxample



You are taking a short-

- 69 -

- redesign the booster section seals,
developing also a backup system for them,
and

- re-evaluate the safely of all components
deemed critical to the shuttles' success.,

When products procured fail to achieve the
results intended:

- nostpone further procurement and use
until the specifications can be roedrawn

When the mosquito-destroying chemicals are
found to have unacceptable ncological
impacts:

- postpone further use until reasearch
chemists can develop improved products.

When available financial reports are found
not to measurec performance in a directly
relevant way:

- restudy and redesign the accounting and
management information systems to meet
better the nceds of the treasurer, clerk
and council,

arm corrective action

when you can dircctly act to improve immediate
results

o]

when pertformance cannot be improved until you
can modify:

- the resources applicd, or
- the way the work is performed, or

- Lhe budgul, or the objectives, or perhaps
even the qoals themselves, or

when, for any other reason, the action taken
will not result in an iinprovement for an
extended time poriod.
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Query: Are we more likely to take needed
short—term or long-term actions?

Answer: We find it much casier to take immnediate
steps to correct performance where this is
feasible. Taking long-term corroctive actions is
much more work and represents an effort that we
are likely to put off dindefinitoely.

There is also a moral here. Let's pot wail to
take & needed long-term correclbive action until
we arce struck by disaster -- such as the Cape
Canaveral space shuttle explosion. let's
strengthen our resolve to do the hard thinking
required to modify our resources, systems, ard
plans when that is really required in order to
get our management of expenditures back under
excellent control.
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Real-time vs Post-facto Corrective Actions

fncther consideration, which reclates mainly to
short-term corrective arctions, is whether

corrective actions are taken (1) concurrent with
or (2) after the event.

Some systems for managing and controlling
expenditures will result in concurrent or
real-time corrective actions. And some systems
will result in delayed -- or post-facto —-
corrective actions.

Query: What are examples of real time and of
post-facto corrective actions in your local
authorities?

inswer: lLeader to write responses on flip chart.

Refer to Itemn # 34: Real-time versus Post-facto
Corrective Actions -- Concept and Examples.

One example of a real-time corrective action is
given in Section B-1 of ltem #34, as follows:

0 In depositing funds into and writing cheques
against a bank account, the visible decline
in cash book balances triggers, in recal-time,
either a cessation of cheque-writing activity
or the deposit of added funds to the account.

And Sectioun B2 of Ttemm 34 gives two examples of
d2layed -~ or post-facto -~ corrective actions as
follows:

o An apparently unwarranted decline in market
receipts from collector A reosults in
assignment. of a new ccllector (after, or post
facto to, the decline).

o An audit report demonstrating excessively
loose adherence to valid control procedures
results in corrective action via increased
management alktention to the area (after, or
post-facto to, the evenl of loose control)

9:30~
9:45
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To summarize; short-term corrective actions may
be either:

o real—-time actions that correct performance as
it is vceurring, or

o post-facto actions that correct performance
after the measurement is taken and the
analysis is completed.

All long-term corrective actions are, by
definition, post-facto actions.

Discussion
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Corrective Actions Regarding People versus 9
Corrective Actions Regarding Objective Factors 10

s
(9219,

Another consideration to note is that corrective
actions will sometimes be taken in regard to
people and sometimes in regard to plans or
systems or transactions or equipment.

o People wmay be (1) trained, or (2) motivated
through leadership, or (3) rewarded, or (4)
punished or iterminated, all as means (o
better managementi and control of expenditures,

o Things also may be affected by our corrective
actions when we, e.qg., change our plans, or
strengthen our control systems, or get in
better computing equipmenti, or change our
organization pattern, or modify our
delegations of responsibility, authority, and
accountability.

(1) Problems in Expenditure Management Frequently
Due to Non-people Factors

Query: Are our problems in managing and
controlling expenditures most oflten ones that
most basically relate:

o] mainly to people, or

o mainly to plans, systems, equipment,
organization, and other such inanimate
factors?

What is the evidence for your answers?

inswer: Note answers given by participants.
However, the leader should place emphasis on
the following point.

o] The inexperienced observer is likely to
blame ost poor nerformance in
management and control of cxpenditures on
people. However, nost such problems
really have their origins in plans or
organization or Lraining or systems or
nther such objective factors. 1f nothing
else is done, such problems dare likely
not to go away with the assignment of new
peoole but, instead, to repeat themselves.
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Query: What are examples of problems that relate
more to objective factors than to people in your
local authorities?

Answers: Leader to list responses on flip chart.

Refer to Item #35: Corrective Actions Regarding
People versus Objective Factors - Concept and

Examples .

Four examples of problems more the result of
objective factors than people are given in
Section B of Item #3%, as follows.

o] Suppose funds are misappropriated by a market
collector in a remote area who is expected to
retain his collections for several days at a
time. Accepting our limited ability to
modify human nature, is the basic problem, in
practical and pragmatic terms, the dishonesty
of the incumbent employee or inadequacies in
the financial control system?

0 Suppose accounts must be maintained on loose,
unlined sheets of readily-torn paper of
various sizes and types, and computations
must be performed by mental and written
addition, subtraction, multiplication, and
division. 1In this case, are inaccuracies in
results the fault (1) of the accountant or
(2) instead, at least to some extent, of the
inadequate physical resources provided to him?

o Suppose our organization structure in
practice imposes on a manager two or more
bosses (e.g., treasurer, department head, and
councillor) who make conflicting demands. 1In
this case, may performance shortcomings be
the result of unsound organizational
arrangements?

o] What about performance deficiencies of the
trained mechanical engincer who is asked to
supervise and perform technical work in a
field well outside of what might properly be
expccted Lo be withir his compelenco?

Dicrussion
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Query: What message or moral or conclusion might
we reach from this ahove discussion?

Answer: It is that we should always look, as we
attempt to determine what corrective actions
should be taken, not just:

o at the easy solution of disciplining or
terminating the employee, but often, more
importantly,

o at the more objective factors that underlie
and contribute to performance and that may be
mostly or entirely responsible for the
unsatisfactory results realized.

In your effort to improve the management and
control of expenditures, look carefully at the
objective factors —- as well as at the person in
the position itself.

Discussion
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(2) Corrective Actions Applicable to People Where
Necessary

We must, of course, consider what corrective
actions should be taken in regard to staff
who are ultimately judged to be —- avoidably
-— responsible for inadequate performance in
managing and cuntrolling expenditures.

Let's however, postpone discussion of this
topic until somewhat later in our program.
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Workshop Exercise ~ Measure and Record Performance,
Analyze and Communicate Results, and Take Corrective
Actions

Refer to Item # 36: Workshop Exercise -~ Measurec and
Record Performance, Analyze and Communicate Results,
and Take Corrective Actions.

Groups should be asked to begin the workshop exercise
Item #36, recording results on flip charts.

MORNING BREAK

Groups to complete exercise.

After completion of the exercise, a spokesman for each

group should be asked to report on his group's results.

Discussion

10:
10:

15-
30

:30-

+ 45~
: 30
:30-
:00
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10m F, EXPENDITURE CONTROLS AND CORRECTIVE ACTIONS 12
BY EXPENDITURE AREA 12

We have now finished looking at the four steps involved in
managing and controlling expenditures, as follows.

o) Setting standards

o) Determining how to measure and record performance and
then actually recording ar.d reporting performance
measurements

o] Evaluating performance against pre-set standards

o) Taking short-term and long~term corrective actions

Workshops such as this require an appropriate balance
between theory and practice.

0 These four steps represent the theory, even though we
used concrete examples throughout our discussion of
them,

o) Now, for the next few hours, we will be looking, area
by area, at the actual practice of management and
control of expenditures in your local authorities.

Query: What were the three principal classifications of
expenditures that we arrived at during the first few hours
of this workshop?

Answer: The ansvier is as follows:

0 by type-of-expenditure or line-item,

o by department and major program, and

© by opcrating and capital.

Refer again Lo ltem #8: Ways of Cateqorizing Management
and Control of Expenditures.

Ttem #8 calegorized expenditure managemenl and controls
among Lhese above three major areas. It also added a
further category of analysis, namely, expenditure
management and controls applicable to organizational
tovels,  We will be discussing controls by these three
major arcas and in regard Lo organizational levels for the
next Tittle while.
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Expenditure Management and Controls Applicable to Type
~of -Expenditure or Line—item Cateqories and to
Departments and Major Programs

First, let's look at the types of management
approaches and controls applicable:

0 to different type-of-expenditure or line-item
categories, and

0 to different departments or major prograins.

The best way to do this would seem to be to ask you to
form into groups and come up with reports based on
your own experiences.

Refer to Item #37: Workshop Exercise — Management
Approaches and Controls Applicable to Expenditures
Classified by Type-of-Expenditure or Line—item
Categories and by Departments and Major Programs .

Ask the participants to form into groups and complete
[tem #37.

The leader should assign areas to each group. He
should avoid giving same group quite similar areas,
such as #s 2, 3, and 4.

0 For type-of-expenditure or line-item categories,
he should assign arnas as follows:

If Four Groups If Three Groups

Group 1 : #s 1, 2 and 7 #s 1, 2 and 7
Group 2 : {#s 1, 3 and 5 fts 3, 5 and 8
Group 3 : {#s 3, 5 and 7 #s 1, & and 6
Group & : fis 4, ¢ and 7

0 For departments and major programs, he should

assign areas as follows:

If Four Groups If _Three Groups
Group 1 ##s 1, 3 and 10 #s 1, 3 and 6
Group 2 fts 2, 4 and 7 ##s 2, 4 and 7
Group 3 : f#s 5, 8 and 11 ##s 5, 8 and 9

Group 4

12:10-
12:45
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Groups should be asked to begin the workshop exercise
Item #37, recording results on flip charts. (If time
is short, the leader could ask the groups to begin by
filling out the first column in which performance
standards are to be listed, going on to the next
three columns only as time permits.)

LUNCHEON BREAK
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WEDNESDAY AFTERNOON (180 minutes, including a 15 minute break,
are programmned out of 180 minutes.)

Call group to order.
F. EXPENDITURE CONTROLS AND CORRECTIVE ACTIONS BY EXPENDITURE
AREN, conld.
1. Expenditure Management and Controls Applicable to
lype-0f-Lxpenditure or Line-Item Categories and to
Departments and Major Programs, contd.,

Continue workshop exercise.

After completion of the exercise, a spokesman for each

group should be asked

Discussion

AFTERNOON BRERK

to report his group's results.

2:00-
2:05

:05~

:00

:00-

W Wl

45~
: 00

oW
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Expenditure Management and Controls Applicable to 4
Operating versus Capital Expenditures¥ 4

Without undertaking anothaer group exercise at this
point, let's consider what unique characteristics might
relate Lo management and control approaches utilized
for operating expenditures versus those used for
capital expenditurces.

Query: What umigue characleristics might attach to
management and control approaches (1) for operating
expendilures versus (2) for capital expenditurces?

Answer: The leader should try for a free-ranging
discussion that, howecver, elicits iimportant insights.
Among the key concepts Lo bring forward arc the four
listed in Secltions a, b, ¢, and d below,

a. Short-tzrm versus Lasting Re

Operating ex itures meet current neede and tend
to leave only wminimal lasting results. Thus,
operating expenditures for refuse collection
simply meel a current service need.

Capital expondilures, on the olher hand, can

always in theory and frequently in practice -
be judgoed in Lerms of a long--term payoff over time
from the investmeont, fhus, ecxpenditures for a
public slaughltorhouse will always result in a
positive (or negative) yield to the local
authority.

For example, an investmenl of Kshs 4 million for a
slaughterhouse yielding an annual return after
expenscs of Kehs. 600,000 can be calculated to
vield a return on finvestment or ROI of 15%.

Of course, other values will be invelved in
evaluating Lhese expenditures for such a
slaughterhouse . Some such values may be posilive,
such in heallh and sanitation, stimulation of the
livestock industry and meal exports Lo other
bowns, eltc., Conceivably, some such values hay
also boe negalive, such as the ulilization of
scarce public land that will thus no longer be
available for other polenldial usns, elc.

XNole Skip this sectlion if time is rcally shartl.
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Short-term versus lLong-term Corrective Actions

Operating expenditures tend to call for
short-term and real-time corrective actions.

Capital expenditures often also call for
short-term and real-time actions. On the other
hand, capital projects are more likely to require
loeng-term corrective actions regarding resources,
schedules, program steps, and even objectives and
goals.

Own Resources versus Contragted Activity

Operating expenditures mostly relate to direct
use of @ council's own staff.

0s, on the other hand, often
andards, devising measurement

Capital expendi
require selting

approaches, making cvaluations, and taking
corrective aclions with regard to the activities
of oulside contractors.,

5, similarly, involug
corrective actions in regard ko council staff,
2.g., training, rewards, punishments. and
terminations,

Capital cxpenditures, on the other hand, often
involue as corrective actions the monitoring and
adjusting aof relationships with outside
contractors.

cussion
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3. Expenditure Management and Controls Applicable to
Organizational Lecuels

5m Let us now look at the question of management and 4:1
cantrol of expenditures as it relates to the severa. 4:2
levels of organization.

Suppose we consider, as examples, a malaria
eradication program and a bus park. It seems obvious
that thore will be greal variations in the kinds of
concerns regarding expendilure management on the par
of the program or project manager, the department
head, the treasurcor, the clerk, the cou
M: try o al Government, and the Controller anc
Auditor General. Lach organizaltional level involune
will have differing performance standards, systems f
measurement of performance, analytical approaches, a
proposed corirective actions.

Query: What, for oxample, are corrective actions th
might. be Laken with respect to a malaria eradication
program (1) by the manager of the program and (2) at
the other organizational extreme, by the Office of t
Controller and Auditor Ceneral?

Answer:  Such answers as tho Ffollewing (whatevaer
responses are given are cortain Lo illustrate that
caorrective actions by the local program manager and
the Controller and Audilor General will be diffoerent

0 The program manager might lake such correclive
actions as (1) delaying the malaria eradication
program until sufficienlt resources are on hand
(2) Firing an ineffeclive omployee -~ on a
current, recal-time basis.

o} The Office of the Controller and Auditor Genera
wight point out to the Council the need fon (1)
improved systomms, (2) more Limely accomplishment
of program objectives, or (3) the exisltence of
misappropriabions of {unds - on a post fFactlo
busis (many monlhs or cuen vears after the avent

Refor to ltem #38: Workshop Fx
Approaches and Control of Exp
Applicable to Various levels of

40m Groups chould ke asked Lo complole the workshop 4:2(
exercise [tem #38, recording rosults on f1ip charls, 5:0(

MAKE FUENING READING ASSICGNMENT:  [tem #o 39 through 57,
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FHURSDAY MORNING (28% winutes, inciuding a 1% minutes break,
are programmed out of 28% minutaes.)

m o Call group to order, 8:00~
8:05
. EXPENDITURE CONTROLS AND CORRECTIVE ACTIONS BY EXPENDITURE
AREN, contd.

3. fxpenditure Management and Controls Applicable to
Organizalbional louels, contd

m The apokesman for cach group should be asked to report 8:05-
his group's rosults from Lhe previously compleled 8:50

workshop oxerciso.

Discussion
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SUMMARY OF MECHANISMS FOR MANAGEMENT NND CONTROL OF
EXPENDITURES

We have looked at the four major steps involved in
management and control of expenditures.

We have also looked at management and controls by the
three major classifications of expenditures as well as by
organizational level.

Now let's look in some detail at control mechanisms
categorized by the basic types of mechanisms that we can
utilize.

The logical structure that we propose to use is to look at
mechanisms relating to the following six broad categories:

o first, mechanisms related to the budget,

0 second, fund availabilities,

o] third, guidelines,

0 fourth, procedural controls over disbursements,
0 fifth, prompt reporting and analysis, and

o sixth, motivations and imposition of penalties.

Refer to Item #39: Major Categories of Mechanisms for
Management and Control of Expenditures.

These categories and subheadings under each are outlined

in Ttem #39. This item is a road map for the next several

hours' discussion. (Do not discuss the contenis of Item
#39 in any detail since each topic on it will be discussed
thoroughly later.)



Budget Mechanisms

Several budget-related mechanisms exist for management
and control of expenditures.

a. Approvals in Advance of Expenditure that Funds Are

Included _in_the Council's Budget

Let's first discuss requirements for securing
approvals -- before an expenditure can be made —-
that certify that the proposcd expenditure is
included in the council's budget..

(1) Expenditures Included in_the Budget

Financial managers often control expenditures
by requiring that proposals to incur specific
expenditurcs be independently reviewed and
approved (usually by a higher organizational
level) as being for purposes and within
amounts provided in the Council's budget. (Do
NOT allow the discussion to get sid=tracked on
the question of when, and whether or not, the
Council's Fstimates hava heen approved by the
MLG)

Query: What specific approaches of this type
are utilized by participants' local
authoritiee?

Answer: Leadeir Lo recard on t1lip chart,
categorize, and lead discussion of responses.

Refer to Item #40: Budget Mechanisms for
Control of Expenditures - Concept, Factors,
and nples.

Ttem #40 daoscribes the concept of the budget
as a control mechanismn,

Section B-1 of Ttem #40 also gives the
following two added examples of approvals that
funds are included in the budgel before
expenditures mmay be made

0 Purchase orders may include a iine
requiring approval by the trrasurer
certifying that the item is provided for
in the council's budget.

o Proposals to hire staff may require
written cortification by the treasurer
that both the position and adequate funds
are provided for in the council's budget.

8:55-
9:10
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(2) Expenditures Nobt Included in Lhe Budget

Sometlimes, of course, needs arisce not
envisoned at Lhe thse Lhe budget eslimatoes
were pol togelher,

Quory:  Whatl prouvisions do your local
authoriltics make for proposals for
expenditures not originally cncompassed in the
approved bEoetimaloes?

Answer: T oeader to record responses on Flip
chart | categorize Lhem, and lead discussion of
them.
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Perodic _Allocations of Budgeted Funds for 9:10-
Expenditure 9:25
Financial managers can control expenditures by
controlling -- or restricting -~ allocations of

funds budgeted for expenditures.

Query: How can financiel managers use allocations
of budgeted funds to control expenditures?

Answer: Instead of treating inclusion in the
Estimates or budget as an automatic license to
spend freely, treasurers may, from time to time,
notify spending departments of more limited
allocations of funds that may be expended. Such
allocations will comprise only a part of the total
funds authorized in the budget. And managers of
spending departments may also establish schedules
by month or quarter of annually budgeted totals,

Discussiaon

Query: What are some of the factors that might
determine the size and frequency of such
2llocations?

Arcwer: Leader to list on flip chart the factors
suggested by the participants.

Scme of these considerations are shown in Section
B-2 of Item #40, as follows:

0 Availability of revenue (cash flow)

o Realistic need of department or project fopr
funds for a reasonable neriod ahead -- such as
for the next month or Quarter -- e.qg.,
seasonal or cyclical pattern of expenditure
requirements

o Documentation that funds previously allocated
have been fully and properly expended

Discussion

These systems of periodic allocation of funds may
be extended to the nublication by the treasurer's
office of quarter-by-quarter or month--by-month
expenditure schedules for departments/programs.
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For example, at a ‘workshop in 1986, the treasurer
of the Nairobi City Commiss:ion reported that he
regularly undertcok an analysis of fund
availabilities and spending neeods and issued a
monthly schedule of allowed expenditures to all
department heads .

Query:  What, if any, specific allocation
approaches are utilized by participants' local
authoriticvsg?

Answer :  The leader should write responses on a
tlip chart.

Discussion

Examples of this approach are given in Section B-3
of Item #40 as follows:

0 Publication of morthly expenditure schedules
by:

- major department and/or
- major progranm

o Monthly expenditure schedules geared to:
- seasonal sponding patterns and/or

- cash flow projections of revenue that will
be available to pay for oxpenditures

o Expendilures held below annualized levels for
most of the year until assurance exists
regarding Lhe acltual level of annual revenue
and, Lthercfore, the real availability of funds
for expoenditure
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2.

Fund Availabili*es

Let's next discuss ways in which fund availabilities
can be utilized as a useful constraint on and control
over expenditures.

The basic concept here is thalt the available balance
of funds serves as a very real limitiation on the
expenditure of funds and sometimes can be utilized as
a very specific control mechanisn.

a. Cash Flow Projections as a Conlrol Mechanism

Regardless of Lhe provision wmade in approved
Estimates for expondilures, we can't spend money
we don't have. Therefore, assuring the
availability of cash nceded to pay for
expenditures is of prime importanco.

Query: What approaches and mechanisms exist in
your local authorities for deltermining cash
avajlabilities short-term and long-Lerm?

Answer: lLeader Lo nole responses and lead a
discussion of them. However, a speclrum of
mechanicme oxislt, including the following.

0 Intuition -~ di.e., the experience and
judgment of Lhe treasurer and his staff

¢ Information from the daily balances in the
cash book and from the cash, savings, and
investment accounts

0 Cash flow projections

Query: What is a cash flow projection? What
does it in-lude? How far out in time is it to be
made for? How often should it be revised?

Answer: Leader Lo note rosponses. However, a
good answer is that a cash flow projection is a
projection of future cash receipts and cash
expenditures that, taken Logether wilh a
beginning cash balance, will give projections of
cash balances thoughout the given period,

9:25-
9:40
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The data points included in projections of
receipts, expenditures, and balances are usually
the ends of months.

Note projections may show satisfactory month-end
balances and results may correspond closely to
these projections. Yet, it still is possible for
expenditures to exceed income at points within a

monthly period so as to result in a temporary
shortage of cash on certain days .

Meanwhile, expenditures can be confined within
the boundaries set by the cash flow estimates to
the extent that the treasurer constrains
expenditures by such approaches as (1) periodic
fund allocations to departments, (2) requiring,
and keeping a running total of , outstanding
individual advance approvals of all expenditures,
(3) etc.

Refer to Item #41: Example of an Initial Cash
Flow Projection,

Item #41 illustrates what might be the initial
formulation of a typical cash flow projection.

The cash flow projection shown in Item #43 begins
with a balance of Kenya Pounds 50,000 and ends
with a balance of Pounds 70,000.

Query: Is this an acceptable projection for
management and control purposes?

Answer: Leader to note responses. However, the
proper answer is "No"., While the begining and
ending balances for the 12-month period are
satisfactory -- Pounds 50,000 and 70,000,
respectively -~ for each of six months the
end-of-month balances are projected as in deficit
by amount= varying from Pounds 13,000 to
132,000. Notice how very possible it is for an
excellent overall annual balance of income and
expenditure still to contain substantial
shortfalls during the course of the year!
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Query: Faced with the initial cash flow
projection represented by Item #43, what must
this treasurer now do?

Answer: Someone may answer that he should
arrange for an overdraft at the bank or delay
paying the Council's bills. But a better answer
is that he must both (1} rephase planned
expenditures and impose expenditure controls and
(2) take all possible steps to accelerate receipt
of revenue. This is so as to ensure that the
cash availabilities of the council are not
exceeded at any point during the year.

Discussion
Refer to ltem #42: Availability of Funds as a

Mechanism_for Control of Expenditures —- Concept,
Definition, and Factors.

Section B of Item #42 provides a definition of a
cash flow projection and also points out the
following:

0 A cash flow projection, because it will
project (in most cases) merely estimates of
income and expenditures, will usually be
wrong in the event, requiring careful
monitoring of actual income, expenditures,
and balances on a daily basis.

o] Cash flow projections ought to be prepared on
a monthly basis for at least a year ahead and
updated each month —- and, under all
circumstances, updated at least quarterly,

Discussion

Query: To what extent do participants develop
cash flow projections?

Answer: Leader to note responses. Some will say
that the annual estimates package submitted to
the MLG requires cash flow projections for the
vear ahead.
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Query: How many of vour local aut horitics
actually submit such cash low projections to the
MILG?

Answer : Leader to note reponses . But the fact
is -~ whatever the participants may say - that

some local authorities do not bother with the MLG
requirement

Query:  How many of vour lcoal authoritics updat:
a scl o of cash flow projectiouns during the year?
How oituen?

An<uer Fhe teader is likely to find (hy
probing) that fow, i any, of the participants'
local authoritice updale cash {low project ions
during the year. tndeed, 1t is likely thaco no
local autharity preasent actually makes use of
cash flow projoctions to manaqge its income and
oxpendilures, This 1s Tikely tu be the casoe cuern
Lhough this is potentially one of Lhe most useful
and powerful teols available fop managing and
controlling vxpenditures .
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Petty Cash funds as an Example of an Expenditure
esource Established at a Fixed Size

Some mechanisms oxist that automatically
constrain expenditures within given

availabilities. NAn example is the petty cash
fund.
Query: How docs the petty cash fund serve as an

expenditure control mechanism?

Answer: The approved size of the fund
constitutos an absolute limitation on how much
can be spent from it until replanishment occurs.
Query:  How does a petly cash fund work?

Answer:  Leader to pulb answers on flip chart.
Refer to Lbtom #43: Peliy Cash

of ~an Expenditure Resource
Size - Definition and Factors.

an_Example
~a Fixed

Funds as

The process Lhat we have been discussing is
illustrated in Section B of I[tem #43, as follows.

0 Funds are allocated by the treasurer for
poeltty cash fFunds. F'hese funds have usually
been established pursuant to (1)
recomnendations by the concerned departmment
heads and (?) approval by the treasurer and
Lhe finance committoec.

o Funds are disbursed to deparunent personnel
For approved purposes (Lransportation,
winar oxpenditures for supplies —- what else?)
0 Percons receiving funds are required to

submit documentlary evidence of past
expoenditures from the fund.

@] Replenishment of funde by the treasurer is
made contingent on a roeview of saltisfactory
documentalion of all disburscemenls from the
fund,

9:40-
9:55
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Refer to Item #44: - Section of the Financial
Requlations on Imprest and Petty Cash Accounts
and_Advances.

Item #44 provides the section of the new
Financial Requlations on imprest funds and petty
cash accounts. local authorities were asked to
adopt these reqgulations as of January 1, 1987.
This is dincluded here as background information
because of its relevance to our topic of managing
and controlling expenditures.

The leadeir should ask if participants have any
comments regarding this section of these new
regulations.

Discussion

MORNING BREAK

9:55-
10:25

10:25-
10:40



30m

Guidelines 10+
11:]

A third control mechanism 1is the publication of

guidelines regarding the making of expenditures Here

we are talking (1) not of bylaws, regulations, and

procedures (all of which are vrry relevant to the

subject of managemsnt and control of expenditures and

which will be discussed at a laler point) but (2) of

more gencral guidelines as to satisfastory oupenditure

performance.

a. Local Government or Industry Norms
A first type of general guideline wmight be
relating oxpendilures to a iorm (i.e., the
typ cal or average expericence) for a group of
local authoritics or private firms . ¥

Query: What vxamples can partizipants suaggest of
the use in their lccal autanovities of norms fer
otner local governnent bodicrs or for industry as
gquidclines for expenditures?

Answer: lLeader to nole responses and lead
discussion of thom,

b.  Percentage ¢f Sales or [ncome
A second type of general guideline wight be
relating cxpenditures to & given percentage of
sales or income.

Query: lWhat, if any, examples can participants
suggest of use in their local authorities of
perceatages of sales or income as guidelines for
expenditures?

Answer . Leader to note responses and lead
discussion,

"AY the cenclusion of the discussion of sub-secltions

a through © of lLhis Section 3, the leader should revicw
the oxamples giuen in Item #4%.  However, prior to

lrading this discussion, the leader himse'? should have
carefully rovicwed the examples Lo as to fully

rguipped to solicit meaningful examples (rom
participants.



A third type of general guideline might be to
base at least part of the level of expenditures
on savings realized. This is a standard that is,
at least in part, an incentive for improved
performance in holding down operating
expenditures.

Query: What examples do participants have to
suggest of the allocation of part of savings
realized as an incentive for managing
expenditures? Would introducing this approach be
a good idea?

Answer: Leader to note responses and lead
discussion of them.

nggfngﬂgg“of fidded Net Income

fi fourth type of general guideline is one that
authorizes expenditures in an amount equal to
part or all of added net revanue earned above

budgeted net revenue. This is similar to
standards relating expenditures to savings that
we have just discussed. This also is a standard

that provides & reward that can serve as an
incentive for improved overall performance.

Query: What examples do particinants have to
suggest of use of a percentagn of added net
incoma as a quideline and incentive for managing
expenditures? Would introducing this approach be
a good idea?

Answer: Leader to note responses and lead
¢iscussion of them.

A fifth type of general quideline might he a
pre-set standard established on the basis of
specific analysis of relevant data. This 1is an
approach that is, of course, widely used in all
organizatiors.
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Query: - What examples do participants have of the
use in their local authorities of analytically
pre-set standards, based on specific analysis, as
guidelines to manage a-nd ccntrol expenditures?

Answer: Leader to note responses and lead
discussion of them.

Refer to Item #45: Guidelines as Mechanisms for
Control of Expenditures - Concepts, Factors, and

Examples.

Item #45 sets out examples of some of the
possihle guidelines that we have been discussing.

Tvie leader should carefully review with
participants the examples contained in Item #45 %

The discussion leader should note that

varticipants are likely not to have had any real
experience with the first four of these five
categories of general guidelines. But this
workshop is intended to add something to the
know-how of the particigants. Getting them to
think constructively about the potential offered
by the types of gquidelines suggested is,
therefore, a workshop objective that the workshop
leader should seek to achieve in the above
discussion.
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4. Procedural Controls

A fourth area of control mechanisms relates to
procedures established 1in bylaws, regulations, and
published procedures relating to disbursements. We
will discuss nine categories of these.

Refer to ltem #46: Procedural Controls over
Disbursements as Mechanisms for Mapagement and Control
of Expenditures — Concept and Mechanisms.

Ttem #46 lists nine procedural controls as mechanisms
for managing and controlling expenditures. We will
discuss each of these in turn.

10m a. Restrictions _on Who May Authorize/Make 11:10-
Expenditures inciuding Procument and the Like 11:20

A first obvious procedural control mechanism is
to establish procedural limits on who may and who
may not authorize and make expenditures,

Query: What are examples of such restrictions
:mployed in your local authorities?*

Answer: lLeader to list responses on flip chart.
Discussion

Refer to Item #47: Restrictions on Who May
Authorize/Make Expenditures including Procurement

and the like as a Mechanism for Control of
Expenditures - Concept and Examples.

Two hypothetical examples (not necessarily
applicable to vyour councils) are given in Item
#47, as follows:

o Only the treasurer may authorize
disbursements for the weekly payroll,

o] Council members may neither authorize
individual expenditures nor sign cheques.

Discussion

¥Leader to note again the admonition in the
footnote on page 5 of this Trainers' document —--
especially in regard to this Section 4 a - g,
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Authority lLevels by Type of Expenditure and Level

of Approving Officer

A second type of procedural mechanism is the
publication of a list of approval and/or
expenditure shilling levels by type of
expenditure and/or level of approving officer.

Query: What are examples of such prescribed
authority levels in your local authorities?

finswer: lLeader to list answers on flip chart.
Discussion

Refer to ltem #48:. Authority Levels by Type of
Expenditure and lLevel of Approving Officer as a

Mechanism for Control of Expenditures — Concept

and Examples.

Three examnles are provided in Section B-2 of
Item #48, as follows:

o The actual making of expenditures (included
in the approved budget) may be approved:

- up to Kshs 500 by section heads,

- up to Kshs 2,000 by department heads,

- up to Kshs 10,000 by the treasurer, and

- above Kshs 10,000 hy the finance
committee on the treasurer's

recommenagations.

o) Expenditures may be approved for overtime by
department managers:

- up to Kshs 150 daily for the market, and

- up to Kshs 100 daily for the
slaughterhouse.

o] Department heads may order works or goods of
a vaiue not exceeding Kenya Pounds 100,

Discussion

11
11
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30m Refer to Item #49. Sections of the Financial 11:30-
Requlations Relating to Monetary Authority 12:00
Limitations.

Item #49 excerpts from the new Financial
Regulations just about every reference to
monetary limitations con*ained in it. It 1is
included here as background information because
of its rel-vance to this discussion of monetary
authority levels by type of expenditure and level
of approving office,.

The leader should ask if participants have any
comments abcu’ what these new Financial
Regulations prescribe regarding the size of the
monetary limitations and what officer is given
the authority to authorize expenditures and
related actions.

Discussion.
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Requirements for Approval in Aduance and for

Documentation of Need for Expenditures

Third and fourth types of procedural mechanismg
are (1) a requirement for advance approval by a
higher or independent officer and (2) a
requirement for documentation of the need.

Query: What are examples of requirements in your
local authorities for advance approval of an
expenditure by a higher or 1ndependent officer?

Answer: Leader to list answers on flip chart.

Query: What are examples in your local
authorities of requirements for advance
documentation of need for an expenditure?

Answer: Leader to list answers on flip chart

Refer to Ltem #50: Requir
Advance and for Docume
Expend

Expeﬁ&lgu

ements for Approval inp
! tion of Need fer

‘es_as Mechanisms for Contr
res = Concept and Examples.

Four hypothetical examples of these requirements
are provided in Item #50, as follows:

[¢]

Needs for expenditures for upkeep of
facilities must be described in writing by
the market manager, and expenditures for them
approved in advance by the treasurer,

Requests for transportation and travel by
subordinate employees must be Jjustified in
writing and approved in advance by the
department head.

Requests for approval of expenditures for
travel must be accompanied by a description
of (1) the purposes of the travel, (2) the
advantages expected to accrue to the local
authority, (3) the itinerary, (4) the time
schedule, and (5) the estimated costs,

Requests for approval of allocations of
council resources -- €.9., money, staff,
supplies, and/or major equipment - - for major
repair of roads must be accompanied by .
written identification of the road segments,
description of existing conditions, etc,
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20m d. Comparative Quotations and Competitive Binding 12-10~-
12:30

Fifth and sixth types of procedural mechanisms
relate to comparative quotations and competitive
bidding

The first of these two procedural mechanisms is a
requirement that aporoval be given for certain
types of expenditures of tunds only after some
given minimum number of price and delivery
quotations has been secured. It may also be
required that such proposed purchases be publicly
advertised,

Query: I'hat are examples in your local
authorities of requirements for securing
comparative quotations?

Answers: Leader to 1list responses on flip chart,

The second of these is a requirement for a formal
Frocess of competitive bidding.

Query: What are examples of areas where such a
requirement is imposed in your 1local
authorities? What shilling levels are involved?

Answar:  Leader to list answers on flip chart.
Refer to Item #51: - Comparative Quotaticns and

Competitive Bidding as Mechanisms for Control of
Expenditures - Concepts and Examples,

Hypothetical examples of each of these approaches
are presented in Item #51, as follows:

Comparative Quotation

0 Bulk purchases of office supplies require
securing at least three quotations of which
at least one must be invited from a local
supplier (if any existe).

Competitive Bidding

o Procurement of vehicles must be undertaken
on the basis of Requests For Bids based on
invitations -. accompanied by provision of
written specifications -- to at least three
suppliers of differe:t makes,



- 106 -

lim e, Physical Verification 12:31
12:4!

A seventh procedural control mechanism is the
requirement that the provision to the local
authority of goods and services be physically
verified by a r sponsible local authority officer.

Query: What are examples of this requirement
used in your locul authorities?

Answer: Leader to list responses on flip chart.
Refer to Item #%52: Physical Verification of

Receipt of Goods and Services as_a Mechanism for
Control of Expenditures - Concept and txamples.

Two hypothetical examples of this are provided in
Item #52, as follows:

0 Regardless of who has ordered and received
supplies and equipment intended for
maintenance of capital items or for capital
development, the town engineer must
physically inspect, and certify to the
suitability of, any such capital item
provided to the local authority.

0 Prior to payment for any office supplies and
equipment, the stores officer must physically
inspect the item for full conformance with
all specifications and to ensure that damage
has not occurred.

Discussion

75m  LUNCHEON BREAK 12

[\S)
T
)
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THURSDAY AFTERNOON: (180 minutes, including a 15 minute break,

are programmed out of 180 minutes)

5m Call group to order. 2:00~

10m

G.

2:05

SUMMARY OF MECHANISMS FOR MANAGEMeNT AND CONTROL OF

EXPENDITURES, contd.

4.

Procedural Controls, contd,

f.

Reconciliation of Documents 2:05-
2:15

An eighth procedural control mechanism is a
requirement for document reconciliation,

Query: What are examples of this requirement in
your local authorities?

Answer: Leader to list responses on flip chart.
Refer to ltem #53: Reconciliation of Documents as

a Mechanism for Control of Expenditures — Concept
and Examples.

An example of this is provided in Itewm #H3  as
follows:

o} Prior to payment of any invoice, the accounts
payable staff must secure and compare copies
of :

- the original budget provision,

- the purchase order,

- the delivery receipt, and

- the inspection certificate of the town
engineer or stores officer or department
head,

0 to ensure proper funding approval,
conformance to specifications, and condition

of delivered item.

Discussion
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Post—-Expenditure Audit 2

N
o

A ninth procedural control mechanism is the
post-expenditure audit. Such audits may be (1)
of the physical receipt of goods on completion of
projects or (2) of the transaction documents.

Query: What are examples used in your local
authorities of audits of physical receipt of
goods on completion of projects?

Answer: Leader to list responses on flip chart.

Query: What are examples in your local
authorities of audits of transactions documents?

Answer: Leader to list responses on flip chart,

Refer to Item #54: Post-expenditure Audit as a
Mechanism for Control of Expenditures - Concept

Two hypothetical exanples of audits of physical
receipt of goods «+ completion of projects are
provided in Section B of Item #54, as follows:

o} The internal auditor may check physically for
the whereabouts of the twelve new chairs
reported as procured during the preceding
quarter.

o The MLG inspector may verify the satisfactory
erection of the 32 housing units included in
the estate project reported by the council
as completed the previous year,

Two hypothetical examples of audits of

transaction documents are prouvided in Section C
of Item #54, as follows:

o] The internal auditor may audit (1) cancelled
checks against schedules of payments
authorized by, or reported after the fact to,
the finance committee, (2) payments of
invoices against invoiced amounts and against
pre-purchase expenditure approvals, (3) etc,

o Staff of the Office of the Controller and
Auditor General may audit payments to the
local Government Loan Authority against
amounts due the LGLA under the terms of the
loan agreements.
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Prompt Reporting and Analysis

We have completed our discussion of the nine types of
conventional procedural controls used to manage
expenditures. Now let's turn to a fifth major
category of expenditure controls. This 1s that
provided by prompt reporling and analysis. Such
reporting can apply both to monetary standards and
transactions and to physical results of expenditures
such as the receipt of qgoods.

Query: What are examples in your local authorities of
reports on performance against monetary standards?
How e¢ffective are they?

Answer: Leader Lo note responses and lead discussion,

Query: What are examples in your local authorities of
reports on physical results versus standards?

Answer: Leader to note reponses and lead discussion.
a. Reporting on Monetary bxpenditures versus
Standards

Refer to Item #55: Prompt Reporting and Analysis
as_a Mechanism for Control of Expenditures -
Concept and Factors

As Section B-1 of Item #5% indicates, such
reporting on performance against monetary
standards can involue:

0 In the case of budgets (1) prompt reporting
on expenditures against the approved budget,
(2) analysis of actual results versus budget,
and (3) reporting on variances to those in a
position to take corrective action.

b. Reporting on Physical Results versus Standards

As Section B-2 of Item #5% indicates, such
reporting on performance in terms of physical

o] In the case of procurement of qoods, prompt
reporting (1) on deficiencies in the quality
or quantity of goods supplied versus
specifications and (2) on variances versus
price or delivery terms.

2:20-
2:35
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Motivations and Imposition of Penalties

The sixth and final major category of control
mechanisms is the set of motivations that can cauyse
people to work more effectively, a subject briefly
touched on earlier in this workshop. Note that we are
thinking of major things that may make us wish tewdo a
better job on behalf of tne local authority. (We'd
like to distingush here between things that cause us
to wish to perform better and those that equip us
through training Lo do SO.)

a. Positive Motivations

Query:  What are the primary positive motivations
for officers and staff Lo make expenditures
properly?

Answer: The leader should list responses on a
flip chart.

After getting a list on the flip chart, ask which
of these really motivate to better performance
and then ack which are the five most important
such vositive motivators .

Discussion

Refer to Item #56; Positive Motivationtc and the
Imposition of Penalties as Mechanisms for the
Management and Control of Expenditures — Concept,
Factors, and Examples.

Item #56 illustrates some of these concepts and
ideas that we have been discussing.
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Item #56 provides a brief list of positive
motivators for your review, as follows:

o] Personal traits

- Sense of professionalism —- duty -- honor

- Sense of good will and good cheer toward
others, and wishing the best for them —-
including your organization and the
members of the team of which you are a
part

- Sense of honesty

o Satisfaction gained from work well done

o Leadership stimulation of employees by example

o} Support by leadership to staff
0 Recognition

o Desire for reward (advancement, higher pay,

housing)
0 Discussion of performance
o) Transfer -- or even promotion —-— to a more

suitable position®
Discussion

In this array of positive motivations, we can
hupe that good performance in managing and
controlling expenditures will result, in the
main, from the personal qualities of the staff
and the leadership given them. We can wlso
attempt to add the carrot, i.e., the positive
material rewards.
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Negative Motivations

W N
— U

but it would be looking at the world through
rose--coloured glasses to overlook the need for

including -- among our approaches and mechanisms
intended to assure ¢xcellent management and
control of expenditures —-— a series of penalties

for application when nerded,

It is widely known that incompetence,
malingering, and corruption do exist in many
places in many local authorities. It would seem
obvious that when positive motivations have
failed, improper behaviour in the utilization of
funds should be punished.

Query: What are some of the negative motivations
and penalties that we can and do apply in our
local authorities in attempting to assure sound
management and control of expenditures?

Answer: The leader should list responses on the
flip chart.

Item #56 presents a list of such penalties for
your review, as follows:

o Reprimands -- ural and written
o} Warnings -~ oral and written

) Reimbursement of funds misused
o Leave without pay

o Deduction of pay of staff

) Demotion

o} Termination

o} Court processes including fines and/or
imprisonment

Discussion (of the extent to which these positive
and negative approaches are utilized in
participants' local authorities)

Please note that while these approaches are
classified here by the terms "positive" and
"negative", it would be expected that all of
those utilized would have a postive impact on the
management and control of expendilures.
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20m C. Factors Deterring Effective Use of Penalties 3:10-
3:30

Query: What are the vactors that sometimes
prevent p.ompt and effective punishments?

Answer: The leader should note and categorize
the answers given.

Ttem #56 gives a list of such deterrents, as
follows:

o Political influence (including nepotism)
protecting malefactors

o Corruption

o Difficulty in proving inadequate performance
or guilt

o) Sympathy based on previous service ar family
situation or the like

o Complacency and inertia, i.e., too ready
acceptance by superiors and others of the
imperfections of the "system" and the people
who are part of qts operation

Tt 4ds likely that the most significant deterrent
is the last one listed. In many instances, it is
we who are primarily responsible for the
shortcomings of our local authorities 1in
achieving financial health by maximizing revenue
and managing and controlling our expenditures
more effectively. Too often, we:

o} accept the "syston" the way it is, without
challenge;

o fail to think out, recommend, and struggle
for adoption of improvements: and

o] avoid "rocking" the boat", when shaking
people up is exactly what is required.

To be able to look back with pride at a career of
public service, we must be dinnovators and risk
takers Only by doing so can we help to achieve
the improvements in financial management that are
so critically needed throughout our local
authorities,

15m  AFTERNOON BREAK. 3:30-
3:45
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Workshop Exercise - Secticns of Financial Requlations
Relating to Procurement ot Goods and Services and to

Refer to Item #57: Workshop Exercise - Sections of the
Financial Requlations Relating *s Procurement. of Goods

anu Services and to Expenditures.

Form participants into groups to review the two
sections of the draft Finmancial Requlations contaired
in Item #57, one dealing wilh procure ent and the
other with expenditures. Ask them to develop comments
(1) on applicability of these sections *o Lheir local
authorities and (2) on ways that they might be
strengthened. (Participants will have reviewed a few
subsections of this material in earlier workshop
exercises.)*

¥ Note that if time does not permit doing this work as
a group exercise, it is perfectly feasible to assign
Item #57 as specific "compulsory" reading for the
evening and simply discuss Item #57 -~ topic by topic
-~ during the first hour of the following morning.

v w
O



FRIDAY MORNING: (285 minutes, including a 15 minute break, are

programmed out of 285 minutes.)

5m Call group to order.

50m

E.

SUMMARY OF MECHANISMS FOR MANAGEMENT AND CONTROL OF

7.

Workshop Exercise - Sections of Financial Regulations
Relating to Procurement of Goods and Services and to
Expenditures, contd.

If Item #57 has been reviewed by participant groups
the previous afternocon, spokesmen for the groiups
should now report on their groups' results,

If, instead, Item #57 has been assigned as an
individual specific "compulsory" reading assignment
for the previous evening, then the leader should lead

a topic-by-topic discussion of the item from the floor.

Discussion

8:00-
8:05

8:05~-
8:55
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DEVELOPMENT OF "BACK-HOME" PROGRAMS TO IMPROVE EXPENDITURE

Now we shall develop programs of the actions we intend to
take "back home" to stremgthen the management and control
of expenditures in each of our local authorities. We
shall do this in light of the concepts and approaches that
we have been discussing these last few days.

1. Levelopment of "Back-Home" Programs 8:
10:

This exercise is the culminating event of this

workshop, and stress should be placed on its

importance and the essenti Jity of undertaking it with

due deliberation and care.

a. "Back--Home" Programs of Local Authority Teams

The thrce-member teamns from cach local authority
(typically the chairman of the finance committee
of the council, the clerk, and the treasurer)
should now develop back-—home programs to
strengthen the management and control of
expenditures. These should be programs that they
will plan to discuss and seek to implement on
their return to their communities,

Refer to Item #58: Workshop Exvrcise -~ Back-home
Programs To Improve the Management and Control of
Expenditures in Participants' Local Authorities.

Participants should ke asked to form into teams
composed of those from each local authority.
These teams should be asked to complete wot kshop
exercise Item #58.
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"Back-Hume" Program of the Team of Central And

Provincial Government Officials

Central and provincial government representatives
should also develop a program of action. This
program should include those things that the
central and provincial governments can do to
assist local authorities to strengthen the
management and control of their expenditures.

Refer to Item #59: Workshop Exercise — Steps That
Might Be Taken By Central And Provincial
Government Officials To Assist Local Authorities
in _Better Managing And Controlling Their
Expenditures.

The central and provincial goverrimnent
participants should be asked to form into a
team. This team should consider actions that
should be discussed, adopted, and implemented
involving changes in national and provincial
laws, regulations, guidance, and otner supports
given to and/or affecting local authorities and
favourably influencing management and control of
expenditures by them

15m MORNING BREAK 10:30-
10:45
55m Continue with abouve "back—-home" exercise. 10:45-

11:40
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Reports By lLocal futhority And Central and Provincial

Government Teams On "Back-Home" Proqgrams

a. Reporis by Local Authority Teams
The local authority teams are to report on the
"back-home" programs they have developed.®

0 Presentations (about 10 - 15 minutes each)

o} Discussion/critiqus by other participants and
especially by central and provincial
government representatives (about 3-5 minutes
cach)

BREAK

The leader must note the essentiality of keeping
careful conlkrol of the timing of these
prescntations. Often it is desirable to allow more
time for the first couple of nresentations (partly
because of some overlaps on Lhe parlt of later
preosentations).  Bul in order to complete 10-12 or
so preosenlalions by Lhe end of the afternoon, the
leader must very carefully monitor, against the
clock, the overall progress of these reports.

=
o N
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FRIDAY AFTERNOON (160 winutes, including 15 minute break, are
programned out of 180 minutes.)

lm Call group to order.

H.  DEVELOPMENT OF "BACK-HOME" PROGRAMS 10 IMPROVE EXPENDITURE
MANAGEMENT AND CONTROL, contd.

2. Reg

Gov

ity and Central and Provincial
r

e" Programs, contd.

im a. Reports by lLocal Authority Teams, contd.

Continue with reports.

m AFTERNOON BREAK

m b. Report by the Central and Provincial Government
Team

The central governmeni team is to report on the
"back-home" proqgram it has developed.

o] Presentation (about 2% minutes)

o] Discussion/critique by participants (about 20
minutes)

w W
e we

w
P
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WORKSHOP EUALUATION 4:3¢

An evaluation form is to be completed by participants.

Ask participants to complete Item #60.

Forms are to be rollected for later tabulation and
analysis.

Note that if time does not permit setting aside time for
this activity as part of the program, the leader should
ask participants to complete the evaluation farm during
the course of the afternoon program,

In .'ther case, participants should be asked to hand in
the forms to a GTIl staff member before leaving the room at
the end of the afternoon session,
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FRIDAY FVENING

Om J. CLOSING CEREMONIES 7:00-
9:00

1. Closing Dinner

A closing dinner is to be held for participants and
quests,

2. Certificates Of Participation

Item #61;: Certificate of Participation is to bhe
presented to each participant at the conclusion of the
closing dinner.




