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ABSTRACT

This report focuses on the budget preparation and decision-making processin loca govern
mentsin Indonesia. The issues that affect the budget decison-making processin Indonesiaare
the same fundamenta issues found in most developing countries. While the central government
is decentraizing power, loca governments are Smultaneoudy implementing the beginning
stages of democracy and striving to develop strong, effective local government units (LGUS) that
are respongve to the local citizens.

The purpose of this report is to provide recommendations for changing the structure of loca
governments in departments and agencies that have responsbility for the budgeting process.
Specificaly, we evauated three local governments budget preparation processes for the pur-
poses of recommending aternative organizationa structures and processes for budget prepara
tion. The report includes recommendations for improvements to existing departments or agencies
aswdl as changesin organizationa structure, descriptions of functions related to the structura
changes, and estimates of the level and qudity of human resources needed.

Theinitia Task 4.0 of the Task Order required that BIGG/ICMA provide ass stance to
selected local governments to evauate their organizationa structure, staffing needs, and per-
formance expectations, and to initiate improvements that result in improved management and
service ddivery. This task was modified to focus more intengvely on three of the BIGG/ICMA
partner didtricts rather than alessintensvelook at dl nine Year 1 loca government partners.
This report is submitted to meet the requirements of Task 4.0.
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RESEARCH REPORT
CHANGESIN THE L GU STRUCTURE FOR THE BUDGETING PROCESS

1 INTRODUCTION

BIGG is being implemented by the International City/County Management Association
(ICMA) in partnership with the Indonesian Minigtry of Finance and the Ministry of Home
Affairs and Regiond Autonomy with funding support from USAID. In furthering its objectives,
BIGG has been concentrating on helping participating loca governments understand and
implement new laws and regulations, such as moving from incrementa budgeting toward
performance budgeting.

This report focuses on the budget preparation and decision-making processin loca govern
mentsin Indonesia. The issues that affect the budget decision-making processin Indonesa are
the same fundamentd issues found in most developing countries. While the centra government
is decentralizing power, loca governments are Smultaneoudy implementing the beginning
stages of democracy and striving to develop strong, effective local government units (LGUS) that
are respongive to the locdl citizens. Power in this senseisthe power of the purse—who decides
how and when scarce resources are used. Shifting power from the centrd to the loca government
isalong, arduous process, and budget decision making and dlocation is at the heart of this
process.

2 PURPOSE

The purpose of this report isto provide recommendations for changing the structure of loca
governmernts in departments and agencies that have responsibility for the budgeting process.
Specificdly, we evauated three locd governments budget preparation processes for the pur-
poses of recommending dternative organizationa structures and processes for budget prepara
tion. The report includes recommendations for improvements to existing departments or agencies
aswdl as changes in organizationa structure, descriptions of functions related to the structura
changes, and estimates of the level and quaity of human resources needed.

Theinitia Task 4.0 of the Task Order required that BIGG/ICMA provide assstance to
sdlected locd governments to evauate their organizationd structure, saffing needs, and per-
formance expectations, and to initiate improvements that result in improved management and
sarvice ddivery. Thistask was modified to focus more intensively on three of the BIGG/ICMA
partner didricts rather than alessintensive look at al nine Year 1 local government partners.
Thisreport is submitted to meet the requirements of Task 4.0.

3 METHODOLOGY AND FRAM EWORK

Two U.S. consultants, Jack Coughlin and John Taylor, participated in the interviews and data
collection for this report over the six-month period from July to December 2003. John Taylor
prepared the preliminary draft of this report including the findings and initial recommendetions.
Kay Spearman findized the report by refining the recommendations and documenting actud
organizationa changesin the decision-making process that have occurred in the sample loca
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governments since lagt year’ sinitid interviews. This report could not have been as comprehen
Sve without each person’s unique perspective and input.

In evauating the current organizationa structures for budget decision making, we used the
following principles of effective local governments as the basic sarting point or framework for
andyss

» Strong municipal leader ship and management: Prior to the decentralization legidation in

Indonesia, strong municipa |eadership was exercised by the Mayor and Bupati, who reported

to the centrd government. Neither the legidative body nor citizens had much, if any, power
in terms of influencing decison making at the local government level. By stressing strong
municipa leadership as a principle of effective loca government, we do not mean a con
tinuation of the past practice of Mayors/Bupatis having their own fiefdom, with no checks
and baances. Instead, we are advocating a strong system of checks and baances within the
executive and legidative branches of the local government, and that decision making be
transferred from the traditional seat of power of the Mayor/Bupati to the legidative body who
should be, in turn, responsible to the citizens.

* Trangparent financial management and budgeting systems: This principle will probably
be the mogt difficult to implement in Indonesian local governments due to the past history of
collusion, corruption, and nepotism. The budget preparation and decison-making process
must be trangparent to the executive and legidative branches as well asthe locd citizens.
Indonesian local governments are il Sruggling with implementing trangparency. Along
with this concept is the additional concept of accountability. It is essentid that the budget
preparation and decision-making process be structured so that the legidative body and in turn
the citizens who eected the legidature can hold department heads and other decison makers
from the executive branch accountable for the use of scarce resources.

» Efficient municipal and environmental service delivery: A primary benefit of atrans-
parent, accountable, strong budget preparation and decision-making process can be the
ability to determine community priorities for service ddivery and to provide mechanisms for
ensuring that the prioritized services are ddlivered efficiently. This premiseis the cornerstone
of the BIGG/ICMA project, which is tasked with implementing performance-based budget-
ing in sdected loca governments. However, with the political party system that is currently
in place, the party or codition of parties usudly determines the priorities for loca govern
ment services rather than the elected legidators looking to the citizens to prioritize services.

» Long-range capital planning and investment: A strong budget preparation and decision
making process must have aworkable method for ensuring that capital planning and invest-
ment are an integral part of the budgeting process. Currently, long-range capital planning and
investment is handled in the operating budget, which is based on asingle fiscd year. Over
the next few years, the Minigtry of Home Affairs plans to introduce the concept of multi-year
budgets for capita planning and investment.

» Democratic citizen participation in the LGU: Strong citizen participation is essentid to
sustaining a democracy. Loca governmentsin Indonesia are making stepsin this direction,
but currently most citizen participation efforts consst of informing the citizens, not soliciting
ther input into the decision-making process.
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» Sustainable community and economic development: If aloca government can demont
drate that it has a trangparent, accountable, strong budget preparation and decision-making
process, both foreign and nationd investors will likely be much more willing to invest in the
local government’s community. Officids from loca governments have demondtrated an
understanding of the link between sustainable communities and loca development. Also,
with most of the local governments' revenues (on average, 85-90%) coming from the
nationa government, loca governments have a strong interest in encouraging economic
development o that they can increase own-source revenues as a percentage of the total
revenues coming to the loca government.

4 ANALYSISOF THE THREE SELECTED LOCAL GOVERNMENT
ORGANIZATIONAL STRUCTURES

Starting with the principles identified above as the framework, we evauated three local
governments to determine their current budget decision making process, including roles and
functions of the various agencies within the local government.

4.1 Agenciesor Entitiesand Their Roles’Functions

In most LGUS, the following agencies are involved in the annual budget decisionmaking
process. locd planning body (BAPPEDA), Finance Division, Revenue Agency, ad hoc Budget
Committee normally established by a decree issued from the Mayor/Bupati, oversight body, and
the local legidative body (DPRD). The basic rolesfunctions of these agencies are as follows:

Agency Primary Role/Function Comments

Loca Develop five-year and one-year Asthe overall development planning agency for the

planning project plans LGU, the planning body’ s work in the annual budgeting

body Head usually amember of ad hoc | process begins by formulating the five-year plan. Based

(BAPPEDA) Budget Committee on the five-year plan, aswell as priorities from the
Mayor/Bupati and inputs from all agencies, the planning
body formulates a one-year development plan. Next, the
planning body oversees the “bottomup planning” pro-
cess, in which requests from the village and subdistrict
levels arefiltered up to the district level. This enables
the planning body to refine the one-year plan and
formulate a prioritized list of projects as an input to the
draft budget.

Finance Project revenues and expendi- The Finance Division of the Secretariat is often amajor

Division of turesfor LGU player in the annual budgeting process. Its most impor-

Secretariat Determine budget allocations for tant individual function in the processisto prepare a

departments and agencies
Head usually member of ad hoc
Budget Committee

draft budget allocation on the basis of an analysis and
projection of the LGU’ sincome and expenditures. This
indicates the total amount of expenditures and total
fundslikely to be available from all sourcesfor the
coming fiscal year.
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Agency Primary Role/Function Comments

Loca Project LGU own-source (taxes With regard to the annual budgeting process, the
Revenue and fees) revenues Revenue Agency generally supports the Finance
Agencyl Head usually member of ad hoc Divisionin carrying out an analysis and projection of

Budget Committee LGU own-source revenues.
Ad hoc Prepare the Mayor/Bupati’sdraft | Although not astructural or permanent agency, the ad
Budget budget hoc Budget Committee is usually formally established
Committee Function as the secretariat for through a decree from the Mayor/Bupati. It is made up

preparing the draft budget, based | of the Secretary of the kota or kabupaten (who is usu-

onareview of available aly the chair of the Budget Committee) and assistants,

resources, of the one-year plan, the Finance and Devel opment Divisions and some other

and of budget proposals Secretariat officials, and the planning body.

submitted by all LGU agencies

Play animportant rolein pre-

paring the final draft budget, as

representatives of the executive

branch, after the legislative body

has reviewed the draft budget

Assist in preparing the annual

budget message for the

Mayor/Bupati

Assist in preparing the

Mayor/Bupati’ s accountability

report to the DPRD after budget

implementation
Oversight Responsible for monitoring and Theresults of the oversight body’ sinvestigations are
body supervising implementation reported to both the executive and legislative branches

progress and assessing the degree | of the LGU.

to which implementation is

conducted in accordance with the

budget plan
Loca Reviews the draft budget as In contrast to the “new order” days, the DPRD now
legidative representatives of the community | playsakey roleinthe LGU’sannual budgeting process.
body and has responsibility for adop- Under the new decentralization regulations the DPRD
(DPRD)? ting the final budget. The budget | now has the authority to hire and fire the Mayor/Bupati

is usually adopted by a subcom
mittee of the full DPRD.

based upon his/her performance as demonstrated by the
accountability report. Thisisasignificant changein the
balance of power between the executive and legislative
branches of the LGU.

! In Kabupaten Sleman, and several other local governments throughout Indonesia, the Finance Division and the
Revenue Agency have been combined to form an integrated financial management agency called the Finance and
Asset Management body. In Sleman’s case, asset management has al so been amalgamated into this new body. Based
on sitevisit interviews, it was learned that similar amal gamations have taken place in Kabupatens Solok and
Pariaman (West Sumatra) and Kabupaten Bogor (West Java). Undoubtedly, this has occurred in other LGUs aswell.

2 In Bukittinggi, the DPRD plays amore proactive role in the process. In parallel with the bottomup planning

process of the LGU, the DPRD also goes into the field to discuss project prioritiesin every community. It then
formulates aparalléel list of prioritized projects and participates actively in preparing the draft budget through a
consensus process involving both the executive and legislative branches. However, the intensive participation of the

DPRD in Bukittinggi appearsto be unusual if not unique.
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4.2 Description of Current Budgeting Process

As shown in Figure 1, the annud budget cycle begins with planning.

1 & 2: The planning body prepares an annuad development plan, based on a one-year portion of
the five-year plan (see teps1 & 2 in Figure 1). Thisannua plan includes annua proposals
recaived from dl local agencies of the LGU.

Figure 1. Current Budgeting Process

® Budget Committes *)

® J ® Q-

hY @ ’-l Planned Income |

I wear plan (Refined) I.grri-j' E.1|dgcl A_]lm_'ali;un
A \Friontzation / q anned Expenditures |
® ® i 1

Regency/Municipality

Draft Budget [ = =~~~ ~ I

Subdistrict
@ v

T Final Budgét|= = = = = = = |
Village

® M v ®
Implementation  |[-#————(_Local Oversight Body

A\ (19 Accouniability Report (GR 108/2000)

*) Budget Committee consists of Planning Body, Finance Division, Revenue Agency and Secretariat

3 & 4: Thistentative plan isthen refined by filtering requests from the village and subdidtrict
level through the *bottom-up planning process,” leading to an “Annud Plan Plus’ or priori-
tized ligt of projects.

5 & 6: Meanwhile, the other key player in budgeting, the Finance Division, prepares a draft
budget alocation based on its analysig/projection of the LGU’ sincome and expenditures.
Regarding the income side, they are supported by the Revenue Agency.®

7: Atthispoint in the process, the ad hoc Budget Committee becomes the dominant player. The
functions of the Budget Committee are generdly outlined in the decision letter, but it isthe

3 In the case of Kabupaten Sleman, the financial planning and management functions have already been consolidated
into aFinancial and Asset Management Body, but thisis exceptional.
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opinion of mogt officids we interviewed who are involved in the process that these functions
need to be spelled out in greeter detail.

8: Essentidly, the Budget Committee’s main role isto prepare the draft budget, based on a
review of budget proposals submitted by al LGU agencies*

9: Thedraft budget is then forwarded to the Mayor/Bupati, who reviews it and presents it
formally to the DPRD with his budget message.

10: Within the DPRD, a budget committee has particular responsibility for the budgeting pro-
cess. In the course of reviewing the budget, the DPRD may hold hearings with specific
agencies. The DPRD then modifies and gpproves the budget asfind.

Figure 1 dso shows that the annua budget cycle does not end with fina adoption of the
budget.

11-13: Asthe budget isimplemented, the DPRD and another government unit, the loca
oversight body, track the implementation process and attempt to assess the degree to which
implementation is conducted in accordance with (or contrary to) the budget plan.

14: Asafind sep in the budget cycle, the Mayor/Bupdti is required to give an accountability
report on implementation progress at the end of the fisca year.

5 FINDINGS
In reviewing and andlyzing the exigting budgeting process and rel ated organizationa

Sructure, we noted two significant findings.

5.1 Finding 1: Thereisalack of transparency and accountability in the overall budgeting
process.
Sub-finding 1a: Thereisalack of interactive public hearings.

Interactive public hearings with citizens are not yet an integra part of the annual budgeting
process.

Sub-finding 1b: Thereisalack of legidative (DPRD) involvement in the budgeting
process.

Despite the requirement in government regulations thet the legidature become more involved
in the budgeting process, the legidature' s participation in most local governmentsisreaively
limited, and should be strengthened. Government Regulations No. 105/2000 and No. 108/2000

* It is particularly significant that recent legisiation, including GR 105 and 108/2000 and Presidential Instruction
7/2000, stipulates that performance budgeting techniques should be used (indicators of inputs, outputs, outcomes,
benefits, and impacts), that all agencies should participate, and that the DPRD should be involved in the process.
However, actually applying such techniquesis complex, and much training is needed to fully implement them.
Presumably, MOHA Decree 29/2002 and subsequent training material developed by BIGG can provide more

explicit guidelines.

In the case of Bukittinggi, the budgeting process is somewhat different because the DPRD isinvolved proactively
and earlier than in most other LGUs. The DPRD also goesto every village and formulates its parallel prioritized
project list. The draft budget then emerges from a consensus process with participation from both the executive and
legislative branches. The Budget Committee functions as the secretariat for this process.
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dipulate that the DPRD must become involved in the annua budgeting process. in the budget’s
preparation, in itsfinal approval, and in the evaluation of budget performance. However, the site
vigts reveded that there is awide variation in the extent of involvement or participation of the
DPRD in this process.

In Kabupaten Seman, dthough the DPRD must give find gpprova of the budget, its
participation earlier in the process appeared to be relaively limited. It was scarcely mentioned in
interviews. In Bukittinggi, on the other hand, the DPRD played a crucid role in the entire
budgeting process, beginning with holding its own bottom-up planning meatings and finishing
by giving find gpprova of the budget. The Bukittinggi model of a proactive DPRD clearly
favors good governance principles. Without the DPRD being involved at eech step in soliciting
and congdering community input, the budgetary decision-making processis much too limited
and will not reflect community priorities for oending.

Sub-finding 1c: Thereareanumber of entitiesinvolved in the process.

Multiple entities are involved in the budget decison-making process. This usudly means that
the annua budget preparation process is not as well coordinated, efficient, or transparent asiit
could be.

The revenue projection and collection, financid budget dlocation, and overdl planning
functions are presently located in separate agencies. The permanent agencies normaly indude
the Revenue Agency, the Finance and Development Division within the Secretariat, and the
planning body, along with an ad hoc (non permanent) Budget Committee. In addition, the
oversght body plays arole in overseaing implementation, and the DPRD isinvolved as
representatives of the citizens—both in determining the budget and in eva uating implementation
progress.

Sub-finding 1d: Thereisalack of accountability of the legidature (DPRD) to citizens.

The current loca government eection laws do not cdl for the direct eection of a specific
person to the DPRD. Instead, votes are cast for politica parties, and then politica parties appoint
the persons who will serve in the DPRD. The effect of this sysem is that the dected
representatives do not owe their pogition to the citizens but to the politica parties, and thet is
wherether loydties lie and for whom their votes are cast. Because of this system, the issue of
transparency becomes even more important to the citizens.

Sub-finding 1e: There are weaknesses with the appointed Budget Committee.

Invirtudly al LGUs, an ad hoc Budget Committee has been established by a decree of the
Mayor/Bupati. We have identified three primary wesaknesses with the current system. Firgt, the
Budget Committee' s composition tends to be overly politica rather than professond. For
example, the Finance Divison, planning body, or a consolidated “finance agency” should be
represented by persons who are professondly trained in financial management. Second, the
Budget Committee tends to be too heavily weighted with Secretariat administrative types rather
than financid professonas. Third, the committee’ s roles and functions are not ways well
defined, and its decision-making process lacks the transparency and accountability that a
permanent agency has.
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5.2 Recommendationsfor Finding 1

Our recommendations for addressing Finding 1 are twofold: the first is a proposed revised
budget process, and the second involves three options, ranging from minima changes to fairly
drastic changes, for the proposed organizationa structure of the entities or agencies that
participate in the budget preparation and decision-making process.

Proposed Revised Budget Process

The proposed overal annual budget preparation processis shown in Fgure 2. Although the
precise agency or entity of the executive branch with specific responsbility for each technica
step of the process will vary according to the three proposed organizationd structures, the overal
budget preparation process is roughly the same for each structure.

Figure 2. Proposed Revised Budget Process

©)
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5 year plan > Budget Allocation |

® + IR TR— o)
l | year plan I—-D-I Prioritized Project List I—): Modify income projection .-q—I Priontized Project List |1—|

| Draft Budget |
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e I S @-ﬂ— Accountability Report (GR | 08F2000)

On the face of it, the proposed budget preparation process does not appear to be very
different from the exigting process shown in Figure 1. However, the DPRD’ s * bottomup
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planning” exercise has been added (as per Bukittinggi) and the steps involving performance
budgeting have been shown more explicitly (steps 5, 6, 7, and especidly 10).

In terms of overal responsihility for the process, the executive branch, under the leadership
of the Mayor/Bupdti, is responsible for the technica aspects of preparing and recommending a
performance budget consistent with the vison, misson, and strategic plan of the urban or rurd
didrict.

The legidative branch (DPRD) is responsible for adopting the budget. The capital investment
and operating portions of the budget will be integrated into one document.

Proposed Organizational Changes

We are proposing three options for changes to the organizationa structure. These are pre-
sented in an order ranging from least impact on the organization to the most sophisticated change
in the organizationd gructure. Thefirg is cdled the “Minimum Changes.” It reflects the mini-
mum changes that we bdieve dl loca governments should make regarding the budget prepara-
tion and decision-making process. Primarily, it cals for the full identification of the tasks, roles
and responsibilities, and functions of the ad hoc Budget Committee.

The second is cdled the * Alternate” structure. It includes the minimum changes and recom-
mends the formation of a new department. The department combines the Finance Divison and
Revenue Agency into a newly created department named the Financia Planning and Manage-
ment Agency.

The third is cdled the “Recommended” structure. Thisisthe organizationd structure that we
believe best suits the budget preparation and decision-making process in Indonesian local gov-
ernments and requires the most organizationa change. It combines the planning functions by
moving the budget preparation function of Finance and Revenue to the planning body where it
would be integrated with the macro and longer-term planning process. Other financia functions
related basicaly to management would remain with the Finance Divison and Revenue Agency,
which can either be combined or remain separate.

Each of these proposed changes to the organizationd structure is further explained below.

Minimum Changes Recommended

This recommendation focuses on the need to identify the tasks, roles and responsibilities, and
functions of the ad hoc Budget Committee. The Mayor/Bupati will have the respongbility for
clarifying these through the annual decree establishing the ad hoc Budget Committee.

In addition, we recommend the following to improve the Budget Committee once roles,
responsbilities, tasks, and functions have been clearly delineated:

> Key groupsinvolved in the annua budgeting process, including members of the Budget
Committee, need training in performance budgeting, including use of performance indicators
(inputs, outputs, outcomes, benefits, and impacts), so that they al have a common reference
framework.

Changesin the LGU Structure for the Budgeting Process
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Composition of the committee should become more professiona so that dlocations are more
objective and less palitical. For example, the Finance Divison, Revenue Agency, and plant
ning body should be better represented—and the Secretariat less so.

Specific subdivisons of both the planning body and Finance Division should have respons-
bility for the annua budgeting process, thus providing permanent “structurd” support to the
Budget Committee. We recommend assigning this responsibility to the Budget Subdivison
within the Finance Divison and to the Performance Evauation Subdivison within the
Research and Evauation Division of the planning body.

The Budget Committee needs to ensure that the annua budgeting process includes interactive
public hearings—interactive meaning that loca government officias give the public opportu-
nities to speak and to have input into the decison making rather than just disseminating
information to the public without asking for input.

Under standing the Impact of the Minimum Changes Recommendation Using Figure 2. To

understand the impact of implementing these changes, please refer to Figure 2 for the following:
starting with Step 5, preliminary budget proposals are prepared and submitted by dl imple-
menting agencies. In reviewing budget proposas from the agencies and integrating these with
the one-year plan and bottom-up planning process, the planning body then concentrates on
formulating a preliminary capita investment budget (Step 6). The Finance Division, on the other
hand, would focus on the preliminary budget dlocation in the operating budget (Step 7).

At this point, the Budget Committee—as ajoint task force involving members from

Panning, Finance, Revenue, and Secretariat—would begin its main technica function in the
performance budgeting process, as follows:

>

>

The Budget Committee reviews/modifies the LGU’ sincome projection from
Finance/Revenue as a basis for the budget (Step 10a).

The Budget Committee establishes expenditure priorities across sectors for both the
operational and capita investment budgets, based on overal goas and policies from the
Mayor/Bupati and/or asimbedded in the one-year plan (Step 10b). The Budget Committee
applies performance indicators to assess each “activity” or “proposd” by each implementing
agency or other LGU agency. In this effort, the Budget Committee must work iteratively with
the various implementing agencies to establish consstent performance indicators (Step 10c).
The Budget Committee then draws up the draft budget, which includes: projected income
from various sources, projected expenditures, budget by sector/agency, operating and capital
investment budget (Step 11). Next, the Budget Committee assists the Mayor/Bupati in
packaging the draft budget together with a message for presentation to the DPRD (Step 124).
Although badc responghility for findizing the budget rests with the DPRD, the Budget
Committee may be called upon to help prepare the final budget (Step 14). Findly, the Budget
Committee may aso prepare performance evaluation data that the Mayor/Bupati can usein
formulating the accountability report at the end of the fisca year (Step 18).

The functions described above can be formalized in a decree from the Mayor/Bupati, which

together with the other recommendeations can substartialy improve the performance of the
Budget Committee—and therefore the annua budgeting process of the local government.
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“Alternate” Structure

The focus of this recommendation is on creating anew locd financid planning and manage-
ment body and further identifying those parts of the planning body proposed to ded specificaly
with the performance budgeting process. The Budget Committee would aso remain present in
the “ Alternate’ structure, and therefore the tasks and functions of this committee should aso be
clarified and amplified in the dternate Structure.

Financial Planning and Management Agency. We recommend that certain portions of the
Finance Divison be transferred to a new department. Following are the tasks and functions for
each divison and subdivision of that new department (Figure 3).

Figure 3. New Finance Agency

HL'!Il,
; Secretarial
[ [ ]
| Cleneral Subdavisian | J Fimance Subdivision | ll’rm‘ﬂlll_‘i Hul.\lll-'lhll.'lnl
Dirvision fior Planning and Division fior Planning amd Dhvision for Mondlariog
Management of Local Income Managoment of Local Expendinames ad Reportmg

—[ Subdiviskon for Revenue Sources | Subdivisicn for Review and Expenditure Policy I —l Revenue Panning and Moo ag Subdiviabon |
] Subdivision for Registration of Taxes, _| Expenditure Manning ond Monitaring Subdivision |

Ketribation and Other Sources =

I Subdivision for Asscssmmenl 1 Verification and Rezording Subdivision | Badget Subdivision
Recording Subdivision ,._,_I Fmancsal Reportmg Subdivision I

Yiwe A Bvision for Local Asser Managemens can be adaed o5 oo apelen by ool Government

Division for Planning and Management of Local Income. This division has basic respons-
bility for estimating, collecting, and recording locad revenues. Four subdivisions have the follow-
ing functions
» Subdivision for Revenue Sour ces. Explore and/or intensify possible revenue sources.

» Subdivision for Registration of Taxes, Retribution, and Other Sour ces. Register and list
objects and subjects for taxes, retribution (fees), and other revenue sources, and conduct field
ingpections of objects and subjects.

> Subdivision for Assessment. Cdculate/determine tax and retribution amounts and issue
officid letters.

» Recording Subdivision. Record income received from various tax and retribution sources.
Division for Planning and Management of Local Expenditures. This divison has basic
responsibility for estimating expenditures, authorizing payments, and verifying and recording
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authorized expenditures of the loca government. Three subdivisions have the following
functions:

» Subdivison for Review and Expenditure Policy. Review feasible expendituresin
accordance with budget policy.

» Treasury Subdivison. Authorize the treasurer to make expenditures.
» Verification and Recording Subdivision. Verify and record authorized expenditures.

Division for Monitoring and Reporting. This divison has basic responshility for monitoring
revenues and expenditures, estimating the loca budget alocation, and reporting finances. Each
of four subdivisons has the following functions:

» Revenue Planning and Monitoring Subdivison. Conduct bookkeeping and cal culation of
local revenues, together with andysis of loca revenue performance.

» Expenditure Planning and Monitoring Subdivison. Conduct bookkeeping and caculation
of local expenditures, together with analysis of loca expenditures.

» Budget Subdivison. Estimate the budget dlocation for the coming fiscd yeer.
» Financial Reporting Subdivision. Carry out reporting of locd finances.

Planning Body. Under the “Alternate’ structure, the planning body will continueto exist asa
separate body (Figure 4). We propose that the subdivisions of the planning body deding
specificaly with the performance budgeting process be concentrated within one division. This
might be named the Research, Development Research, or Development and Evauation divison
whaose main responshility is anadlyzing overal development and potentia development,
collecting and andyzing data, and evauating development performance. Four subdivisons have
the fallowing functions:

» Subdivision for Reporting and Analysis of Public Services. Conduct andysis and
reporting on many aspects of development.

» Subdivision for Potential Development. Collect, process, and anayze data on potential
development.

» Subdivison for Data Analysisand I nformation. Coordinate and carry out research and
collect and process data related to a wide range of development activities.

» Subdivison for Performance Evaluation. Collect and process data, and evauate
development performance in relation to programs carried out by various agencies of the local
government. Such eva uation relates specificaly to the performance accountability report
that the Mayor/Bupati must give to DPRD.

The latter two of these subdivisons—Data Andysis and Information, and Performance
Evauation—have a specific rdationship to the budgeting process.

Under standing the impact of the “ Alternate” structure recommendation using Figure 2.
Please refer to Figure 2 for the following: the planning body updates the five-year plan and
formulates the one-year plan as an annua dice for the coming year (Seps 1 and 2 in Figure 2).
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The one-year plan is then refined as the planning body oversees the * bottom up planning”

process (step 3).
Figure 4. Alternate Structure
Head FPMB | | Head Planning Body |
% ] I 5
Division for Monitoring Rescarch and Evaluation Division I
and Reporting

—l-| Revenue Planning and Monitoring Subdivision Subdivision for Development Reporting and Analysis !4—

== | Expenditure Planning and Mondtoring Subdivision

Subdivision for Potential Developiment !4—'

—l'| Budget Subdivision Subdivision for Data Analysis and Informatien 14—

---lb| Financial Reporting Subdivision Subddivision for Performance Evaluation 1,‘_

Budget Commitiee

The Financid Planning and Management Agency, supported by the Revenue Agency,

prepares a preiminary budget allocation based on the analysis and projection of income and
expenditures for each implementing agency (steps 4a, 4b, and 7).

The Budget Committee would then begin its forma work by issuing ingructionsto dl

implementing agencies on preparing performance budget proposas (step 5).

Inthe*Alternate’ structure, the planning body would continue to be responsible for steps 1,

2, 3, and 6, as shown in Figure 2. The consolidated Financid Planning and Management Agency
would be responsible for steps 4, 5, and 7; and the Budget Committee would be responsible for
steps 10 and 11. Findly, the DPRD would continue to assume responsibility for steps 8, 9, 12,
13, and 14.

“Recommended” Structure
Thisisthe sructure that we bdieve is the most gppropriate for Indonesian loca

governments. It issmilar to atypica planning body except for the addition of budgeting within
the Divison for Monitoring, Budgeting, and Evauation. Hence, the following four divisons are
proposed (Figure 5):

>

Physical and Infrastructure Divison. Coordinate development planning of facilities and
infrastructure, spatiad and land use planning, trangport, natural resources, and environment.
This includes preparation of capitd investment programs.

Social and Cultural Divison. Coordinate development planning activitiesin the fidds of

educetion, culture, hedth, welfare, population, and human resources.
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Figure5. Organizational Chart for Recommended Structure
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» Economic Division. Coordinate development planning activities in the fields of agriculture,
indudtry, trade, cooperatives, and other economic sectors.

Divison for Monitoring, Budgeting, and Evaluation. Thefourth and fina divison shown
here for the planning body represents the essence of the proposa in the “ Recommended”
dructure: that of moving budget preparation from the Finance Divison into the planning

body. This Divison for Monitoring, Budgeting, and Evauation combines al subdivisons
with the respongbility for annua budgeting. We bdlieve that the budget decision-making
process will be sgnificantly strengthened by moving budget preparation into the planning

>

YV V.V V V

body from the Finance Divison.

New Monitoring, Budgeting, and Evaluation Division. This Divison for Monitoring,
Budgeting, and Evauation combines dl subdivisons with responghility for annua budgeting.
The firgt three subdivisons are identicd to those found in the Financid Planning and
Management Agency under the Monitoring and Reporting Division (see “Alternate’ structure).
The last two subdivisons are identica to those found in the planning body in the Research and
Evduation Divison, dso in the “Alternate’ structure. While the five subdivisons are listed
below, their tasks and functions are not repested here, but can be referred to in the relevant
sections of the “Alternate” structure. The subdivisons are;

Revenue Planning and Monitoring Subdivison
Expenditure Planning and Monitoring Subdivison
Budget Subdivison

Subdivision for Data Analyss and Information

Subdivison for Performance Evauation

Advantages, Disadvantages, and Discussion of “ Recommended” and “ Alternate”
Structures

Following are the mgor advantages and disadvantages for the “Recommended” and
“Alternate’ gtructures identified in the interviews with the three local government partners. Also
included is discussion of ways to overcome the disadvantages.

Recommended

Alternate

Advantages

Allows for the full integration of financial and macro
development planning functions at the LGU level. The
planning body isin abetter position to consider the
budgets because of the planning functions; after all, the
annual plan, including the annual budget, isonly a
piece of the longer-term planning process. For
example, a better integration of annual budgeting with
mediumterm capital investment programming can be
achieved by combining the financial and overall
development planning functions into one agency. This
would allow for better synchronization of BIGG'S
concern for annual performance budgeting with
PERFORM'’ s focus on mediumterm capital investment
programming (PDPP).

Itisclearly desirable to integrate the magjor financial
planning and management units of LGU, thus
enabling better coordination of revenue projection
and collection, budget allocation, and financial
planning and management.
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Recommended

Alternate

1. Thereisareluctanceto create aFinancial Planning
and Management Agency with authority for both
income and expenditure since this approach would
place too much power in the hands of one agency.

2. Someinterviewees believed that the “span of
control” istoo large when combining the macro
planning functions of the planning body with the
proposed Financial Planning and Management
Agency.

3. Thesubstantive focus of the planning body and the
Financial Planning and Management Agency are
different, with the latter concentrating on
management of the budget and planning limited to
the one-year budgeting process; whereas the
planning body’ s focus is on medium to long-
range planning.

4. Thetwo bodies have different clients, with the
Financial Planning and Management Agency
largely dealing with LGU internal matters while
the planning body’ s clients are largely external
(private sector and the community).

Disadvantages

Some interviewees objected to cornrbining the income
and expenditure functions into one agency since this
approach would place too much power in the hands
of one agency.

Site visit discussionsin both Bogor and Bukittinggi
revealed areluctanceto create a Financial Planning and
Management Agency with authority for both income
and expenditures. Only when the society’ s standards of
education, per capitaincome, honesty, and
professionalism are raised will the problem of
corruption be reduced in such cases, it was argued.

Discussion

The objections to combining income and expenditure
functionsinto one agency can be overcome by: 1)
carefully choosing the head for his/her honesty,
objectivity, and professionalism; 2) spelling out clear
roles and functions for parts of the organization; 3)
having a high standard of professionalism for all staff
in the agency; 4) introducing comnputerization and
better accounting practices; and 5) improving
external controls of the local oversight body and
other entities.

The Minimum Changes of improved tasks and
functions of the Budget Committee should also be
incorporated into this structure. The “ Alternate”
Structure should be seen as cumul ative, with the
clarified tasks and functions of the Budget Commit-
tee combined with consolidation of the Finance
Division and Revenue Agency.

Clear responsibility for annual budgeting should be
placed in one division and alimited number of
subdivisions for both the new Financial Planning and
Management Agency and the planning body. In
addition, these responsibilities should be comple-
mentary so that they can merge at alater dateinto the
“Recommended” structure.

5.3 Finding 2: Thereisa general need for training and for upgrading the skills of current

employees and thelegislature.

The need for upgrading LGU personnel is not limited to training in the specific area of
performance budgeting. Key loca government officidsinterviewed identified needsin genera
areas such asfinancid planning and management and in the specific areas of accounting and
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computer gpplications. Obvioudy, asthe gaff involved in the annua budget cycle develop more
skills, the qudity of both the process and product will improve.

During the intengive Ste vidits to Sleman and Bukittinggi, data were obtained on exiging
personnd in the planning bodies and maor financia agencies. Figure 6 summarizesthe
educationa level of aff in the planning body and financial management body in Kabupaten
Seman; and in the Planning, Finance, and Revenue Agencies in Bukittinggi.

In both local governments there is asignificant contrast in educationd level between the
planning and the financia agencies. In Kabupaten Sleman, while 61.7% of planning gaff have
university degrees, the comparable figure for finance is only 28.2%. Over hdf (59.4 %) of
finance staff have high school diplomas or less. The contrast is essentidly the samein
Bukittinggi. While 69% of planning saff have university degrees, the comparable figure for
finance/revenue combined is only about 20%. And again, over haf (65%) of finance/revenue
gaff have high school diplomas or less.

Figure 6. Education of Existing Personnel in Selected Agencies
Related to Budgeting Process

Kabupaten Sleman Bukittinggi Municipality
Finance/Revenue Planning Revenue
Level of Planning Body Dept. Body Finance Div. Agency
Education No. % No. % No. % No. % No. %
Elementary 1 14 4 29 - - 1 33 4 74
School
Junior High - - 11 80 - - - - 1 19
School
Senior High 21 287 67 485 6 20.7 18 60.0 31 574
School
Diploma 6 8.2 17 12.3 3 10.3 7 234 5 9.2
Bachelors 36 494 34 246 17 587 4 133 12 22
Degree
Masters Degree 9 12.3 5 3.6 3 10.3 - - 1 19
Total Officials 73 100.0 138 100.0 29 | 100.0 30 [ 100.0 54 100.0

Source : 2002 data from LGUs at time of site visits.

This griking difference in educationd leve between the planning and mgor financid agen
cies suggests that there may possibly be greater training needs in the financid agencies. The need
for adding or upgrading personnd must be rdated to arigorous andysis of skillsrequired in con
nection with tasks, functions, and activities of the agencies. Such analysis of personnd supply
and demand is beyond the redlistic scope of this report.

Sub-finding 2a: Thereisa need for training in performance budgeting.

Although requiring the use of performance indicators in the budgeting processis a podtive
development in building good governance, dl stakeholders will need training before such a
complex process will run smoothly. In some LGUs the literd use of formsincluded in Decree
MOHA No. 29/2002 has made the process overly complex.
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Sub-finding 2b: Thereisaneed for training in the local legidative council.

The genera need for human resource development upgrading is not limited to the executive
branch only. The local legidative (DPRD) members will aso benefit considerably from more
intendve training. Present shortcomingsin the level of education and skills among DPRD
members are frequently mentioned as alimitation to their participation in the use of more
sophigticated budgeting systems or other decisons facing local governments.

5.4 Recommendationsfor Finding 2
Gaps and Required Upgrading of Personné

Discussion with agency heads in Seman and Bukittinggi revedled generdly Smilar needs.
Panning body heads in both LGUs fdt there was agenerd need for training existing gaff in
more sophigticated andytica methods and tools, induding tools for medium-term planning,
annud budgeting, and evduation.

Financid agency heads gave a more varied response. In Sleman, amgjor gap in the financia
management body was reveded: two of the division heads are borrowed from other agencies,
hence, there is aneed to recruit specidists in accounting and asset management. In both LGUSs,
the financid agencies generaly require more pecidized skills, especidly in accounting and
computer gpplications. Also, as with the planning bodies, thereis a need to train selected person-
nel in more sophigticated andytica tools, particularly those related to use of performance
indicators in the annual budgeting process.

Figure 7 gives an estimate of the generd types of kills needed by agency involved in the
budgeting process, showing each of the three dternatives formulated in this report. The “Mini-
mum Changes’ structure shows Planning, Revenue, and Finance separatdy. The “ Alternate’
gructure collgpses Revenue and Finance into a single Financial Planning and Management
Agency. And the “Recommended” structure shows only the planning body since it would have
basic respongbility for budget preparation.

Figure 7 dso shows amarked difference between human resource needs of the planning
versus the financid agencies. The planning body’ s needs are broader including planning, eco-
nomics, public administration, community participation, and arange of sectoral areas such as
engineering. Thefinancid agencies needs tend to focus more narrowly on municipa and
regiona finance, satistics, accounting, and computer applications.

What conclusions can be drawn from this analysis? Firg, it appears to be difficult to proceed
from such quditative andyss to more rigorous quantitative estimates of required personnel by
skill types. Thisis partly because the local governments vary gresily in population and geo-
graphic Sze, and in the organizationa structure of their agencies. Asaresult, it isdifficult to
formulate quartitative estimates of personnd required by skill typein any given jurisdiction.

Secondly, there may be some indication that collgpsing or combining financia agencies can
lead to greater efficiency in human resources use, through some reduction in duplication or
redundancy. However, thisis based on very sketchy data. Returning to the cases of Seman and
Bukittinggi, it can be seen that the ratio of Planning to Finance taff in Seman is 73/138 = 0.53,
whereas the ratio of Planning to combined Finance/Revenue aff in Bukittinggi is 29/84 = 0.35.

Changesin the LGU Structure for the Budgeting Process



-19-

Therefore, if Seman were to have Bukittinggi’ s ratio of 0.35, it would have approximately 210
gaff in the consolidated Financid Management Agency. But thisis extremdy conjecturd, and
andysis of more LGUswill be needed before definite conclusions can be reached.

Figure 7. Types of Human Resour ces Needed by Agency

Recom-
Minimum Changes Alternate mended
Financial
Planning | Revenue Finance Planning | PIng & Mgt Planning
Types of Skills Body Agency Division Body Body Body
Urban and Regional Planning v v v
Urban and Regional Economics v v v
Civil Engineering v v v
Sanitary/Environmental v v v
Engineering
General Management/Public v v
Administration
Social — Political v
Community Participation v v
Facilitator
Municipal and Regional Finance v v v v
Statistics v v v v v v
Accounting v v v v
IT/Computer Programming v v v v v v

Toward a Larger Framework for Assessing Human Resour ce Needs

In addressing the issue of LGU personnd required for organizationa improvementsin the
budgeting process, it seemsthat alarger conceptua framework would be useful. Performance
budgeting is only one of arange of essentid inter-sectoral or non-sectora activities carried out
by locd governments. There is a need to assess the level and qudity of human resources required

for dl such “core’ aress.

A recent sudy, entitled “ Sustainable Loca Government Capacity Building for Decentrdiza-
tion” (SLGCBD), may offer the basis for such aframework. In preparation for an Asan

Development Bank loan, this technicd assstance to the Ministry of Home Affairs providesa

framework which includes introduction of performance monitoring and measurement systems
(PMMYS) and development of 10 core areas (inter-sectora fields such asfinanda management
and development planning). The technica assistance d o offers a comprehensive program for

inditutiond strengthening and human resources management, including a human resources

inventory, training needs assessment, and menu of core traning.

In further sudying the issue of LGU personnd required for bringing about improvementsin
the budgeting process, it would be useful, among other things, to pursue possible linkages to the
SLGCBD program. In addition, it is recommended that the andyss of loca government

organizationd modds, functions, and personnel that have been the subject of this report be

broadened to embrace alarger sample of the pilot rural and urban digtricts covered by BIGG.
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