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The National Department of Transport, Department of Works, Civil Aviation Authority, PNG Ports Corporation Ltd and PNG Air Services Ltd have contributed to this study.

The report will:

· In the short term inform the determination of financial management capacity building and technical assistance needs within the sector and its agencies

· In the longer term provide a foundation from which agency financial management capacity building outcomes and the effectiveness of Financial Management Advisers (FMA’s) input can be monitored and reported

· Contribute to the GoPNG reform process by determining the extent to which reforms are yielding improved performance and by increasing the ability to identify and learn from reform success. 

The Public Expenditure and Financial Accountability (PEFA) framework was developed by a multi-agency partnership program. The PEFA framework provides a set of indicators for a country’s Public Financial Management (PFM) known as the PEFA-PFM Performance Measurement Framework. PEFA was designed to measure a country’s PFM performance from a whole-of-government perspective and utilising the PEFA framework to measure financial management performance has involved adapting the ‘top down’ approach of PEFA to an ‘agency up’ approach for the Transport Sector in PNG.

The presentation of evidence and explanation to support indicator scoring is an essential part of applying the PEFA set of high level indicators which are focused on the following:

· PFM - Credibility of the Budget

· PEFA Key Cross Cutting Issues - Comprehensiveness and Transparency

· The Budget Cycle

· Donor Practices

The critical performance dimensions of an open and orderly PFM system are said to be:

(A.1)
Credibility of the budget - is budget realistic and implemented as intended

(B.1)
Comprehensiveness and transparency - is budget and fiscal risk oversight comprehensive, and fiscal and budget information accessible to the public
(C.1)
Policy based budgeting - is budget prepared with due regard to government policy
(C.2)
Predictability and control in budget execution - is budget implemented in an orderly and predictable manner and are there arrangements for the exercise of control and stewardship in the use of public funds.

(C.3)
Accounting, recording and reporting - are adequate records and information produced, maintained and disseminated to meet decision-making control, management and reporting purposes.

(C.4)
External scrutiny and audit - are arrangements for scrutiny of public finances and follow up by the Executive operating.

The Financial Baseline Study has been adapted to incorporate issues identified as relevant to the transport sector: 

· The priority areas identified by the Auditor-General’s Office - PNG (AGO)
· Issues raised in the Situation Analysis and Work Plans provided by Financial Management Advisers and counterpart, working in the transport sector
· Recommendations accepted by the Transport Coordinating, Implementation and Monitoring Committee following a TSSP Monitoring Review.
There are a number of different budget areas across the transport sector and developing individual reporting assessment for each of the budget areas is likely to deliver a more accurate assess of ‘condition’ rather than adopting a process of rolling up and summarising all budget areas scores. Thus the budgeted areas reported on are - Recurrent / Operating, Development Budgets and Trust Funds. The assessments made in this study represent an evaluation of performance achieved in late 2009.
The majority of individual performance indicators for the different areas are assigned on the basis of a score of either A, B, C or D where:

· A - indicates a performance that is satisfactory in all or almost all respects

· B – indicates that performance that is satisfactory in most respects but not all

· C –indicates performance that is satisfactory in only a few respects

· D – indicates performance that is unsatisfactory in all or most respects.

A variation to this methodology is applied in relation to performance indicators numbered PI -1 to PI - 3 where the following criteria is applied:

· A - less than 5% deviation from budget

· B - from 5% to less than 10% deviation from budget

· C - from 10% to less than 15% deviation from budget

· D - more than 15% deviation from budget

Every effort has been made to base assessments on quantifiable evidence however in many instances hard evidence is unavailable or not in a readily accessible format. Further some of the Performance Indicators (PI) are qualitative assessments thus of necessity assessments have been based on anecdotal evidence and relatively subjective judgements. It is important to highlight that assessments recorded are heavily dependent on an individual’s perspective and the results could be questioned or challenged. 
There are a number of budget issues and processes that impact the GoPNG public sector and these are outlined in detail in the report. Source of data and information for the National Departments have been drawn from the following areas: 

· PNG Government Accounting System (PGAS)
· TMS Reports - Department of Finance (DoF)
· Published Budget Reports
· Quarterly Budget Reviews
In terms of the Statutory Bodies financial data is not captured in PGAS and government reporting systems e.g. TMS nor is data shown in GoPNG budget estimates for their operations. Therefore there will continue to be different sources of data and information between the two areas - national departments and statutory bodies (state owned enterprises)
Depending upon the frequency with which this study is to be conducted in the future the following issues are raised for consideration and determination as necessary.

1) Assessment independence and consistency

2) Frequency and timing of conducting study

3) Alignment with other performance / reform initiatives

4) GoPNG budget reporting

5) Material differences in reporting - National Departments and Statutory Bodies

The report canvasses these issues and presents a number of options for consideration.

There is significant variability in the way in which entities within the PNG Transport Sector are structured and funded. This report has taken those differences into consideration and presents the analysis of financial management performance in two parts namely National Departments and Statutory Bodies.

The following schedule provides a summary of the results assessed in terms of the three budget areas of - Recurrent & Operating Budgets, Development Budgets and Trust Funds including Donor Practices.

Summary of Financial Management Performance - Recurrent & Operating Budgets

	Performance Indicator
	Scores

	PI Num
	Description
	Departments
	Statutory Bodies

	1.   Budget Credibility
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-1
	Aggregate expenditure out-turn compared to original approved budget
	B
	B
	A
	A
	D

	PI-2
	Composition of expenditure out-turns compared to original approved budget
	C
	A
	A
	A
	C

	PI-3
	Aggregate revenue out-turn compared to original approved budget
	A
	A
	A
	A
	A

	PI-4
	Stock and monitoring of expenditure payment arrears (The word stock is interpreted to mean the level / amount of arrears in accounts.)
	NA
	NA
	B
	D
	B

	2.   Comprehensiveness and Transparency
	
	
	
	
	

	PI-5
	Classification of the budget
	C
	C
	B
	B
	C

	PI-6
	Comprehensiveness of information included in budget documentation
	C
	C
	C
	C
	C

	PI-7
	Extent of unreported government operations
	C
	C
	A
	B
	B

	PI-8
	Transparency of inter-agency fiscal relations
	NA
	NA
	NA
	NA
	NA

	PI-9
	Oversight of aggregate fiscal risk from other public sector entities
	NA
	NA
	NA
	NA
	NA

	Performance Indicator
	Scores

	PI Num
	Description
	Departments
	Statutory Bodies

	Comprehensiveness and Transparency (cont)
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-10
	Public access to key fiscal information
	B
	A
	NA
	B
	C

	PI-10.1
	Asset Management
	C
	D
	A
	A
	C

	PI-10.2
	Corporate Governance
	C
	C
	A
	C
	D

	3.   Policy Based Budgeting
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-11
	Orderliness and participation in the annual budget process
	B
	B
	B
	B
	C

	PI-12
	Multi-year perspective in fiscal planning, expenditure policy and budgeting
	D
	D
	B
	B
	C

	4.   Predictability and Control in Budget Execution
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-13
	Transparency of “client” obligations and liabilities
	C
	D
	B
	D
	B

	PI-14
	Effectiveness of measures for “client” registration and fees or charges assessment.
	D
	NA
	B
	D
	B

	PI-15
	Effectiveness of collection of fees and charges payable
	C
	C
	B
	D
	C

	PI-16
	Predictability in the availability of funds for commitment of expenditures
	B
	B
	B
	B
	D

	PI-17
	Recording and management of cash balances, debt and guarantees
	NA
	NA
	NA
	A
	D

	PI-18
	Effectiveness of payroll controls
	C
	C
	B
	C
	C

	PI-18.1
	Are payroll reconciliations undertaken between Department and DoF
	D
	TBA
	NA
	NA
	NA

	PI-18.2
	Is certification of payroll undertaken and reconciled with TMS reports.
	D
	TBA
	NA
	NA
	NA

	PI-18.3
	Are appropriate employee records maintained
	B
	TBA
	A
	C
	B

	PI-18.4
	Are employment contracts for senior staff maintained
	B
	TBA
	A
	NA
	B

	PI-19
	Competition, value for money and control in procurement
	B
	C
	C
	C
	D

	PI-19.1
	Are GoPNG procurement requirements being followed in terms of procurement
	B
	C
	B
	C
	D

	PI-20
	Effectiveness of internal controls for non-salary expenditure.
	C
	C
	B
	D
	D

	PI-20.1
	Is expenditure supported by proper approval process and procedures.
	B
	C
	B
	D
	C

	PI-20.2
	Are vouchers prepared with appropriate supporting documentation for all payments
	B
	C
	B
	C
	B

	PI-20.3
	Effectiveness of segregation of duties
	C
	C
	C
	C
	C

	PI-20.4
	Is expenditure incurred in excess of Warrant Authorities
	A
	A
	NA
	NA
	NA

	PI-21
	Effectiveness of internal audit (IA)
	C
	D
	D
	D
	C


	Performance Indicator
	Scores

	PI Num
	Description
	Departments
	Statutory Bodies

	5.  Accounting, Recording and Reporting
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-22
	Timeliness and regularity of accounts reconciliation
	A
	C
	C
	B
	B

	PI-22.1
	Status of reconciliations between PGAS and TMS
	B
	B
	NA
	NA
	NA

	PI-22.2
	Status of unpresented cheques
	C
	D
	B
	B
	B

	PI-22.3
	Are there proper controls over cheque issues and processing.
	C
	B
	A
	C
	A

	PI-23
	Availability of information on resources received by service delivery units
	C
	C
	NA
	NA
	NA

	PI-24
	Quality and timeliness of in-year budget reports
	C
	C
	B
	B
	C

	PI-24.1
	Are differences reported for over expenditure in itemised votes.
	B
	C
	D
	D
	D

	PI-24.2
	Are differences reported on  progressive monthly / quarterly expenditure
	B
	C
	D
	D
	D

	PI-25
	Quality and timeliness of annual financial statements
	D
	NA
	B
	C
	D

	PI-25.1
	Are consolidated financial statements in all annual plans and the report to TSCMIC tracking project funding allocations and expenditure from all sources.
	NA
	NA
	NA
	NA
	NA

	6.  External scrutiny and audit
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-26
	Scope, nature and follow up of external audit
	C
	C
	NA
	C
	D

	PI-26.1
	Is the response to management letter timely
	B
	C
	NA
	B
	NA

	PI-27
	Legislative scrutiny of the annual budget law
	B
	B
	NA
	NA
	NA

	PI-28
	Legislative scrutiny of external audit reports
	B
	B
	NA
	NA
	NA

	PI-29
	Do all Annual Plans and Annual Performance Reports list the seven long-term finance flow activities.
	NA
	NA
	NA
	NA
	NA

	PI-30
	Progress against the seven long term finance flow activities.
	NA
	NA
	NA
	NA
	NA


Summary of Financial Management Performance - Development Budgets

	Performance Indicator
	Scores

	PI Num
	Description
	Departments
	Statutory Bodies

	1.   Budget Credibility
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-1
	Aggregate expenditure out-turn compared to original approved budget
	D
	
	NA
	NA
	NA

	PI-2
	Composition of expenditure out-turns compared to original approved budget
	A
	
	NA
	NA
	NA

	PI-3
	Aggregate revenue out-turn compared to original approved budget
	NA
	NA
	NA
	NA
	NA

	PI-4
	Stock and monitoring of expenditure payment arrears (The word stock is interpreted to mean the level / amount of arrears in accounts.)
	NA
	NA
	NA
	NA
	NA


	Performance Indicator
	Scores

	PI Num
	Description
	Departments
	Statutory Bodies

	2.   Comprehensiveness and Transparency
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-5
	Classification of the budget
	NA
	C
	NA
	NA
	NA

	PI-6
	Comprehensiveness of information included in budget documentation
	C
	C
	NA
	NA
	NA

	PI-7
	Extent of unreported government operations
	NA
	B
	NA
	NA
	NA

	PI-8
	Transparency of inter-agency fiscal relations
	NA
	NA
	NA
	NA
	NA

	PI-9
	Oversight of aggregate fiscal risk from other public sector entities
	NA
	NA
	NA
	NA
	NA

	PI-10
	Public access to key fiscal information
	D
	A
	NA
	NA
	NA

	PI-10.1
	Asset Management
	NA
	NA
	NA
	NA
	NA

	PI-10.2
	Corporate Governance
	D
	C
	NA
	NA
	NA

	3.   Policy Based Budgeting
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-11
	Orderliness and participation in the annual budget process
	B
	B
	NA
	NA
	NA

	PI-12
	Multi-year perspective in fiscal planning, expenditure policy and budgeting
	C
	C
	NA
	NA
	NA

	4.   Predictability and Control in Budget Execution
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-13
	Transparency of “client” obligations and liabilities
	NA
	NA
	NA
	NA
	NA

	PI-14
	Effectiveness of measures for “client” registration and fees or charges assessment.
	NA
	NA
	NA
	NA
	NA

	PI-15
	Effectiveness of collection of fees and charges payable
	NA
	NA
	NA
	NA
	NA

	PI-16
	Predictability in the availability of funds for commitment of expenditures.
	NA
	C
	NA
	NA
	NA

	PI-17
	Recording and management of cash balances, debt and guarantees
	NA
	NA
	NA
	NA
	NA

	PI-18
	Effectiveness of payroll controls
	NA
	NA
	NA
	NA
	NA

	PI-18.1
	Are payroll reconciliations undertaken between Department and DoF
	NA
	NA
	NA
	NA
	NA

	PI-18.2
	Is certification of payroll undertaken and reconciled with TMS reports.
	NA
	NA
	NA
	NA
	NA

	PI-18.3
	Are appropriate employee records maintained
	NA
	NA
	NA
	NA
	NA

	PI-18.4
	Are employment contracts for senior staff maintained
	NA
	NA
	NA
	NA
	NA

	PI-19
	Competition, value for money and control in procurement
	NA
	B
	NA
	NA
	NA

	PI-19.1
	Are GoPNG procurement requirements being followed in terms of procurement
	NA
	B
	NA
	NA
	NA

	PI-20
	Effectiveness of internal controls for non-salary expenditure.
	NA
	C
	NA
	NA
	NA

	PI-20.1
	Is expenditure supported by proper approval process and procedures.
	B
	C
	NA
	NA
	NA

	PI-20.2
	Are vouchers prepared with appropriate supporting documentation for all payments
	B
	C
	NA
	NA
	NA

	PI-20.3
	Effectiveness of segregation of duties
	C
	C
	NA
	NA
	NA

	PI-20.4
	Is expenditure incurred in excess of Warrant Authorities
	NA
	A
	NA
	NA
	NA

	PI-21
	Effectiveness of internal audit (IA)
	NA
	D
	NA
	NA
	NA


	Performance Indicator
	Scores

	PI Num
	Description
	Departments
	Statutory Bodies

	5.  Accounting, Recording and Reporting
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-22
	Timeliness and regularity of accounts reconciliation
	NA
	C
	NA
	NA
	NA

	PI-22.1
	Status of reconciliations between PGAS and TMS
	NA
	B
	NA
	NA
	NA

	PI-22.2
	Status of unpresented cheques
	NA
	D
	NA
	NA
	NA

	PI-22.3
	Are there proper controls over cheque issues and processing.
	NA
	B
	NA
	NA
	NA

	PI-23
	Availability of information on resources received by service delivery units
	NA
	C
	NA
	NA
	NA

	PI-24
	Quality and timeliness of in-year budget reports
	D
	C
	NA
	NA
	NA

	PI-24.1
	Are differences reported for over expenditure in itemised votes.
	NA
	C
	NA
	NA
	NA

	PI-24.2
	Are differences reported on  progressive monthly / quarterly expenditure
	D
	C
	NA
	NA
	NA

	PI-25
	Quality and timeliness of annual financial statements
	D
	NA
	NA
	NA
	NA

	PI-25.1
	Are consolidated financial statements in all annual plans and the report to TSCMIC tracking project funding allocations and expenditure from all sources.
	NA
	NA
	NA
	NA
	NA

	6.  External scrutiny and audit
	Transport
	Works
	ASL
	CAA
	PNGPCL

	PI-26
	Scope, nature and follow up of external audit
	NA
	C
	NA
	NA
	NA

	PI-26.1
	Is the response to management letter timely
	NA
	C
	NA
	NA
	NA

	PI-27
	Legislative scrutiny of the annual budget law
	NA
	B
	NA
	NA
	NA

	PI-28
	Legislative scrutiny of external audit reports
	NA
	B
	NA
	NA
	NA

	PI-29
	Do all Annual Plans and Annual Performance Reports list the seven long-term finance flow activities.
	NA
	NA
	NA
	NA
	NA

	PI-30
	Progress against the seven long term finance flow activities.
	NA
	NA
	NA
	NA
	NA


Summary of Financial Management Performance - Trust Funds & Donor Practices

	Performance Indicator
	Scores

	PI Num
	Description
	Departments
	Statutory Bodies

	1.   Trust Accounts
	Transport
	Works
	ASL
	CAA
	PNGPCL

	TA-1.1
	Status of cash book records
	B
	C
	B
	B
	B

	TA-1.2
	Status of monthly statement of receipts and payments. 
	B
	C
	B
	B
	B

	TA-1.3
	Status of monthly, quarterly reports / returns.
	B
	C
	B
	C
	C

	TA-1.4
	Status of monthly bank reconciliations
	B
	C
	C
	B
	C

	TA-1.5
	Quality and timeliness of annual financial statements
	B
	C
	A
	B
	C

	TA-1.6
	Are there proper controls over cheque issues and processing.
	B
	B
	A
	C
	B

	TA-1.7
	Status of unpresented cheques
	B
	C
	A
	B
	B

	TA-1.8
	Trust Fund Deeds - are funds expended outside of Trust Deed purpose
	B
	B
	NA
	NA
	NA

	2.  Donor Practices
	Transport
	Works
	ASL
	CAA
	PNGPCL

	D-1
	Predictability of Direct Budget Support
	B
	A
	NA
	NA
	NA

	D-2
	Financial information provided by donors for budgeting and reporting on project and program aid
	B
	A
	NA
	NA
	NA

	D-3
	Proportion of aid that is managed by use of national procedures
	B
	A
	NA
	NA
	NA
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