Ccomparative research on challenges
for Functional Analysis and Audits (FR)
in economic downturn

The case of Estonia



Economic downturn context of FR

GDP forecast for 2008-2010

2008 2008 | 2009* | 2010*
mio EEK % % %
1. Real GDP 160455,3| -3,6 -14,5 -0,1
2. Nominal GDP 251 492,8 2,9 -15,3 -1,2

* forecast.




Estonian Budget in the years from 2003 to 2010
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Operational expenditures in 2010 below 2007 level

18 000 17 375

2006 2007 2008 2009 2010 eelndu

B Operating expenditures B Personnel expenditures B Administration expenditures



The structure of budget 2010 according to COFOG

9%

12%
3% 14%
O General public services 6 363,6 min B Defence 3 711,5 min
O Public order and safety 5 005,2 min 0O Economic affairs 14 544,9 min
B Environmental protection 3 290,3 min O Housing and community amenities 51,2 min
B Health 12 271,4 min O Recreation, culture and religion 2 507,1 min
B Education 11 152,7 min @ Social protection 28 679,6 min

Sources: Ministry of Finance of Estonia.



General government budget position 2004-2010

(% of GDP)
2004 2005 2006 2007 2008 2009* 2010*
General government 16| 16| 2,3 26| -28| -26| -22
Central government 17 15 1,8 25 24| -11 2,0
Social security funds 04| -03| -02 05| -06| -0,8 0,1
Local government 03| 05| 0,6 o6 02| -08| -03

* forecast.




General government

measures

2008 2008 2009* | 2010*
. % of
mio EEK GDP | %of | %of
GDP GDP
1. Total revenue 93 324,8 37,1 45,0 45,7
2. Total expenditure 100 270,3 39,9 47,6 47,9
3. One-off and temporary 125.0 0,0 12 19

* forecast.




Budgetary adjustment in 2009

» Savings in expenditure:

decrease in operational expenditure;
decrease in pension increase;

curbing local governments lending, taking into account special entities created
by local governments;

reduction of health insurance costs (incl. the reform of the sick-note
compensation scheme);

reduction in defence expenditure;

decrease in environmental investments and road maintenance —cheaper
construction;

reduction of farming subsidies.
changes to the employment contract act, reduction of benefits

> Additional revenues:

unemployment insurance tax 0.9% -> 4.2%;

— VAT 18% -> 20%, increase in excise rates;

suspending Il pillar contributions;
non-tax revenues —dividends, sale of land and assets.

» Total adjustment in the 2009 budget: ca 19 billion EEK,
ca 8.9% of GDP.



Measures in 2009 to improve 2009 general governments
budget position

mio EEK % of GDP
Total 19,241 8.9
temporary impact 6,488 3.0
long-term impact 12,753 5.9
revenue measures 5,870 2.7
expenditure measures 13,371 6.2




Economic downturn context of FR

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Total 100 | 100 100| 100| 100| 100| 100| 100| 100 | 100
Public sector 28,8 | 28,7 | 26,7 | 26,3 | 255| 24,5 | 252 | 24,1 | 23,7 | 26,6
Private sector 71,2 | 71,3 | 733 | 73,7| 745 | /55| 74,8 | 759 | 76,3 | 73,4
Unemployment 14,2 | 13,1 | 10,8 10,7| 10,2| 83| 6,2 49| 57| 14,4




Functional Audit definition in present context

 Functional audit # audit; audit = functional
audit;

e Three levels

— FR 1: Strategic measures designed to
achieve objectives through main functions of
the state;

— FR 2: The way, main functions of the state are
arranged, the connections between different
levels of objectives;

— FR 3: Execution processes.



1. Primary considerations for FR

Until 2008 Various considerations depending
on the organization and
environment changes, mainly FR3.

2008 - 2009 Cost —utting, occasionally

combined with FR, primary
objective Maastricht criteria

2009 onwards

Systematic FR at all three levels
resulting in better quality for the
same or lesser price.




2. Level of political support

Centralising support
services

Quality of info; intro of
standards

Government decision in
December 2009

Strategic Planning and
budget reform

FR of strategic
performance areas, intro
of accrual based
budgeting

Cabinet material being
prepared

New Public Service Law

Intro of planning
regulation and job
classification
framework;
responsibility in one
place - MoF

In the parliament

State House Pilot Project

At the county level all
state agencies in one
place —one stop shop
for citizens

In the cabinet




3. FR scale, methodology

Centralising
support services

MoF initiative, analysis of annual statistics, benchmarking,
design of standardized processes, functional review of
involved processes in all central government institutions

Strategic
Planning and
budget reform

Study of the present situation, interviews and focus groups
in ministries.

OECD public governance review

New Public
Service Law

Mol initiative. Working group. Standard co-ordination and
consultation for the draft law. Job classification and
planning regulation creates possibility for strategic planning
and analysis.

State House
Pilot Project

Analysis of state real estate situation, existence and nature
of public services, joint working group in one county of all
the agencies represented.

National! dzZRA G hFTFFAOSQA | dzRA
OECD public governance review

2y



4. FR findings and results (1)

MoF analysis | Processes of very different quality; unnecessary

of support duplication; quality of information varies. Resources
processes duplicated in IT development. Hard or impossible to
(2009 summer- assess competitiveness of processes, salaries etc.
autumn)

OECD public Challenges in providing public services

governance Changes needed in organisational setup and

review interconnectedness

2010 . . :
;uwm.:;mmer Assessment of local government ability to provide

public services
Sustainable and effective planning framework
Assessment of impact of started reforms




4. FR findings and results (2)

Analysis of No comprehensive data on existing real estate, it
state real usage or condition. Intensity of usage varies, ability to
estate invest to keep real estate in required condition is low.
situation If no changes are made, costs will increase.

(2009 summer-

autumn)

Analysis of In every county, there are typically 25-53 state

state presence

in one county
(2009 autumn-

agencies situated often at different addresses; issues f
citizens often involve more than one agency at once;
increased costs and decreased availability of service

winter)

State Audit No comprehensive overview of actual or desired locations
hTFFAOSQE F daRIANKY: dza = 2 NH | )/)\T FGAZ2Y I
Service needs, not on customer needs, the impact of changes on
availability in cost savings or service availability is not assessed or
counties measured.

(2009 autumn-winter)

Retirement agency, Immigration services, Unemployment office, National testing and qualifications Centre




5. Impact and sustainability of FR

e Improved functioning or provision of public
services.

e Reduced costs of policy delivery, better
targeting or streamlining of services.

e Lesser burden on private sector.
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