Ministry of Finance and Development Planning

Lesotho MTEF Budget
User Manual

Guidelines for budgeting within an MTEF
November 2022




The Lesotho MTEF User Manual has been produced by Oxford
Policy Management (OPM) with the financial support of the
Sustainable Development Goals Fund and the technical support

of UNICEF
UN )
'SJODI(';\IT for every child

FUND



Foreword

This Medium-Term Expenditure Framework (MTEF) Budget Manual is a comprehensive
document which captures the content of the Government of Lesotho Budget as well
as the procedures and activities connected with the preparation of the National Annual
Budget. The processes and guidelines have been simplified and put in a logical sequence
for ease of understanding.

The MTEF process was first introduced in Lesotho in 2004/2005 to integrate planning and
budgeting. It was initially piloted in six Government Ministries and was eventually rolled
out to all Government Ministries, Departments and Agencies (MDAs). It has proved to
be a crucial tool for Public Financial Management as it ensures alignment of the National
Budget to development priorities as presented in the National Strategic Development
Plan (NSDP) as well as the United Nations Sustainable Development Goals (SDGs) and
the African Union Agenda 2063.

Budget-related instructions and guidelines were until now only available in the form of
executive instructions and guidelines, including Annual Budget Call Circulars. These,
however, do not cover many facets of the Budget formulation process. There was, therefore,
a felt need for a comprehensive MTEF Manual to bring together the entire Budget-related
features and activities. This Manual unravels the detailed processes involved in the entire
scope of Budget management. It is also expected to bring about greater transparency on
the steps taken during Budget preparation.

Expectation is that this Manual will provide a deeper understanding to the officials of
Ministries, Departments and Agencies (MDAs) of their roles and responsibilities with
respect to preparation of the Budget. It is expected to serve as a guidebook for uniform
administration of the Budgeting procedures and practices in the Government of Lesotho,
including the MDAs.



I would like to commend the excellent work done by the Budget Department in preparing
this Manual. It has evolved as a result of an MTEF Assessment which was conducted early
2022 and which was confronted with a lot of challenges such as COVID-19 pandemic.
Inputs of the Budget Department Officials as well as valuable suggestions and inputs
provided by other colleagues within the Ministry of Finance and Development Planning
and selected MDAs, have been very crucial in the compilation of this Manual. Also, this
work would not have been possible without the financial and technical support extended to
the Ministry by UNICEF and Oxford Policy Management. Finally, this being the first MTEF
Budget Manual of the Government of Lesotho, further improvements may be needed in
the future as we proceed with its implementation. Suggestions for further improvements,
and correction of errors, inaccuracies or omissions will be highly appreciated for inclusion
in the next edition of the Manual.

NTHOATENG LEBONA (MS)
PRINCIPAL SECRETARY-
FINANCE AND DEVELOPMENT PLANNING
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Preface

The MTEF Budget Manual is a compilation of general provisions and procedures
relating to MTEF Budgeting, which are to be followed by all offices in the
Government of Lesotho involved in National budgeting and contributing to all
aspects of the National Budget. This Manual is an attempt to cover the existing
void faced hitherto due to the lack of a comprehensive guide on the Budget
process of the Government. An attempt has been made to incorporate all
the issues related to MTEF Budgeting to make it a comprehensive one-stop
guidance material. In addition, very highly summarised MTEF Handbooks
been produced to guide Parliament and the Executive in performing their
Budget oversight duties and for Principal Secretaries to guide and follow-up
on their day-to-day activities relating to the Budget.

The purpose of this MTEF Budget Manual is a guidance and training tool for
the managerial and supervisory staff as well a Government Officials involved
in Budget formulation and related issues. It provides a comprehensive outline
of the processes of budgeting along with various legislative and administrative
policies, principles and practices which outline the budgeting system in
Lesotho. This Manual has been formulated as a simple and usable document
and to the extent possible, comprehensively outlines the procedures and
practices and includes detailed checklists and the mechanisms required
for its application.

MALESHOANE LEKOMOLA-DANZIGER (MS)
BUDGET CONTROLLER



Introduction

This manual provides step by step guidelines to assist in the implementation
of medium-term expenditure framework (MTEF) budgeting in Lesotho. The
target audience are Budget Officers from the Ministry of Finance (MoF)
and Ministry Management and Budget Committees. The manual will be
complemented by three handbooks: one on the role of Accounting Officers
in the bottom-up budgeting processes, and one on the role of the role of
the Executive and the third on the role of Members of Parliament in the top-
down budgeting process.

There are additional organisations critical to budgeting in Lesotho,
including:

e Ministry of Finance: Treasury, Macro-economic Department, Debt and
Aid Management,

e Bureau of Statistics,
e Central Bank of Lesotho, and
e Ministry of Development Planning.

e This manual does not include guidelines for these organisations, as they
have their own standard operating procedures.

The manual avoids the use of annexes/appendages. This is done so key
information is contained in the manual and not as an ‘add-on’ that might
be regarded as secondary. Sections critical to the basic budget procedures
are considerably longer than others. In particular, Sections 4 and 5 on risk
analysis and prioritisation contain considerably more background (theoreti-
cal information) and explanations, as these aspects have not been integral
components of budgeting in Lesotho.
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1. Lesotho MTEF terminology

Box 1: Key MTEF terminology

Top-Down Budgeting

Bottom-Up Budgeting

Static plan

Rolling Budget

T1
TO
T1

Outer years

This is the process of the Cabinet and MoF setting
spending priorities and expenditure limits. It can be
seen as a ‘'management directive’ that sets a frame-
work for the budget which spending agencies are
required to adhere to.

A principle of an MTEF is to ‘let managers manage'.
Bottom-up budgeting is based on the devolution of
decision-making on the use of their budget to ministry
managers — provided they adhere to the budget ceilings
and their plans are compatible with national priorities.

A static plan is set for a specific time period and the
outcomes are not changed during that time period. (e.g.
National Strategic Development Plan (NSDP) and sector
plans)

A rolling budget is a budget which is based on an

initial baseline and outeryear projections. Every year
the baseline is revised based on the outturns of the
previous year. As the baseline is revised, the outer years
are also revised.

The previous fiscal year, which has concluded.

The current fiscal year.

The ‘next’ budget year.

T2&3

2. What is an MTEF?

1. An MTEF is a budget that extends beyond a single year’s revenue and ex-
penditure allocations to include credible revenue and expenditure projections
for three years. A successful MTEF is based on:

e Accurate and realistic medium-term revenue projections and a debt
sustainability strategy;

e Multi-year fiscal targeting and the enforcement of fiscal rules that ensure
aggregate fiscal discipline, allocative efficiency, and technical efficiency';

"World Bank (1998) ‘Public Expenditure Management Handbook’, Washington DC.
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e A national strategy driven by a top-down statement of high-level expend-
iture priorities;

e A three-year rolling budget based on the static five-year NSDP which
sets out Lesotho’s development agenda.

2. The goal of the MTEF reform programme is that a medium-term budget
will replace the annual budget.? The successful implementation of an MTEF
requires macro-fiscal policies to limit government expenditure so that it does
not exceed available resources.

3. Annual budget ceilings are ‘hard ceilings’. Hard ceilings can only be relaxed
in exceptional circumstances. Outeryear ceilings are indicative, allowing for
margins of error in macro-economic modelling and budget shocks but gener
ally not for expenditure, unless there is a large surprise increase in revenue.
Based on the medium-term growth projections in Lesotho, it is unlikely that
revenue forecast errors exceed outeryear ceilings. Outer-year ceilings limit the
demands placed on available revenue and set limits to countercyclical fiscal
revenue-side demands. WWhen revenue outturns are lower than projections,
expenditure ceilings are adjusted downwards

4. Expenditure ceilings are based on the overall policy framework in T 0.
Changes to policy which require additional funding can only be allowed within
the limit set by the ceilings. The implication of this is that additional funding
to one sector can only be met if allocations to another sector are cut and/or
efficiency gains are made.

“World Bank (2013) ‘Beyond the Annual Budget Global Experience with Medium-Term Expenditure
Frameworks’, Washington DC.
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3. Bottom-up Budget Processes
Step 1: MTEF internal review

5. MoF Budget Officers will collaborate with MDA Accounting Officers to
conduct an annual Internal MTEF Review in April/May. The Review will focus
on the previous year’s MTEF Budget and is the first opportunity to discuss
issues relating to the preparation of the upcoming MTEF Budget. The Review
will include:

e A financial review of Year T-1 which will focus on identifying major devi-
ations between the approved budget and actual expenditure. The focus
of the Budget Officer is to support the MDA to identify trends in the
MDAs budget execution and budget credibility.

A performance review for Year -1 which will review the and Annual Reports®
including details of programme results achieved, the impact of new policies
implemented in that year and in previous years, and the performance indica-
tors used to assess programme performance.

e A summary review of the financial and performance reports for Years
T2 &T-3.

e Years -2 and T-3 have already been reviewed in previous Internal MTEF
Reviews. However, the major trends in the financial and performance
reports of Year T-2 and T-3 provide context for the review of Year T-1.

6. The Internal MTEF Review is primarily aimed at supporting and guiding
MDAs. During this process, the Budget Officer's role is to act as a public
finance analyst taking current and previous performance challenges into
account.

7. The Review should focus on achieving value for money delivery mecha-
nisms within the existing policy framework, which ensures ministries spend
well and on the right activities. This Review should include the recurrent and
capital/projects Public Sector Investment Programme (PSIP) budgets.

’ The Annual Report is a mandatory as per the PFMAA Sub-section 34.1
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8. After the MTEF Review Budget Officers can prepare recommendations
on the MDA budget ceilings for Year T 1. The MTEF review also provides a
starting point for MDAs to begin the preparation of their Budget Framework
Papers (BFPs), as it assesses their performance against their previous plans
and budgets.

The nature of the MTEF Internal Review

9. The MTEF Internal Review is not an audit or compliance exercise. It will
focus only on major budget execution and budget credibility issues. The review
will look at economic line items at an aggregated Departmental/Programme
level and major achievements and successes in the execution of the budget
and performance targets.

10. Where there are major deviations between the approved budget and
actual expenditure, the Budget Officer should help the ministry identify the
reasons behind these. Underspending of budget lines is just as important
as overspending as it identifies issues of absorption capacity and can have
a direct impact on future allocations.

11. The objective of the Review is to identify remedial action which feeds
directly into the MDA'S BFP In addition, the Review provides an opportunity
for the Budget Office to prepare recommendations on budget ceilings.

Step 2: BFP preparation

12. The BFP is the core of the MTEF and can, in some ways, be regarded
as 'the MTEF', as it is the presentation of the MDASs three-year budget. The
format of the BFP is presented below, including instructions on how the
ministry should complete it.
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Box 2. Notes on revenue status

Statutory revenue

Status A: Approved by the Cabinet and MoF for implementation.
Status B: Proposed to the Cabinet and MoF; currently under discussion.
Status C: Proposed by the ministry.

Donor grant status

DG 1: Multi-year grant already in place; payments being made.

DG 2: Contractual commitment from donor, but delayed due to the require-
ment for ministry commitments to be met first.

DG 3: Multi-year grant in place; tranches frozen due

DG 4: Future grant with a high level of probability.

Additional notes, explanations, and motivation for changes in revenue and
donor grants.
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BFP assessment by Budget Officers

The Budget Officers will assess the BFPs using the following checklist. The
Budget Officer will provide the completed checklist to the ministry before
the BFP hearings.

Box 3: Assessment of the BFP

Key issues Guiding questions for Budget Officers

A submission must be ap-

proved and signed by the

Accounting Officers. Has it been signed off by the Accounting Officers?
If it is not, it must be sent

back to the ministry and

resubmitted

Does it include:
L. an expenditure baseline for T 1 and projections for T 2
Is the BFP submission com-

andT 37
plete?
revenue forT 1 and projected revenue forT 2 and T 37
If any components are efficiency gains, savings, and new expenditure propos-
missing, the ministry must [EEH
be informed that they need
to submit them within
seven days.

explanations of efficiency gains, savings, and new
expenditure proposals?

all the required performance information?
achievements, challenges, and priorities?
Financial information

Are MoF forward revenue projections correctly reflect-
ed?

Are all revenue sources (including external other cash
grants) included?

Is the revenue comprehen-
VUL KA c bkl Are grants and donor revenue correctly matched on the
expenditure side? In other words, is there a clear link
between the reasons for the revenue and expenditure
lines?

Are retained receipts or transfers from donor funds and
other government departments accurately reflected?
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Is the baseline credible?

Check all baseline assump-
tions and calculations.
This will require a signifi-
cant time commitment as
it includes cross-referenc-
ing with other sections in
the BFP and other docu-
ments.

If the Budget Officer has
any queries they must
communicate with the
ministry before the BFP
hearings are held.

Do the NSPs align with the
priorities?

22 | Page

Are all mandatory expenditure items included in the
baseline?

Are spill-overs and arrears from previous years budget-
ed for?

Has the cost of economic line items for goods and ser
vices (e.g. travel, transfers, and operating costs) been
increased by the real CPI rate?

Does compensation of employees and allowances
reflect all approved posts and approved increases?

Does the cost of goods and services reflect any
changes in the level of service delivery (this must be
cross-referenced with the narrative in the BFP)?

Is there adequate funding for approved new policies
(this must be cross-referenced with the narrative in the
BFP)?

Is there any indication of an automated flat rate in-
crease of expenditure items? This can be checked by
doing a growth formula calculation, which is explained
in Section 3 of this manual.

Is the NSP at an objective level?

Is the NSP a strategic intervention?

Is the NSP aligned with ministry and government
priorities?

Are additions to capacity (human resources, equipment,
etc.) clearly explained and justified in the BFP narrative?

Are the NSP inputs bundled together, showing how
they are required to achieve an objective contributing to
addressing a service delivery challenge?

Does the NSP result in achieving the priorities as
stated?

Does the costing of the NSP represent an adequate
intervention?

Can the NSP be regarded as the most urgent priority
proposals given the government expenditure pressures
and current national priorities?

Is the NSP appropriately and justifiably ranked (ex-
plained in Section 5 of this manual) by contribution to
priorities?

Does MoF accept the ranking?

Ministry of Finance and Development Planning - Budget Process




Are the cost estimates of the NSP realistic?
Have any components or cost elements been left out?
Is forward recurrent costing taken into account?

Has the ministry considered risk factors linked to the
NSP (explained in Section 4 of this manual)?

Does the ministry have sufficient capacity to spend
Are the NSPs realistic? additions to their budget (i.e. have they fully spent their
budgets in the past)?

Is the NSP appropriately phased based on indicative
ceilings?

(Follow-up to the question above:) Can the ministry
spread the cost of implementation over the three years
to keep the NSP within their ceiling?

Is the NSP sustainable (i.e. is the proposed additional
expenditure affordable over the medium to long term)?

Is the NSP costed efficiently (i.e. are there more effi-
cient ways of achieving the same priority)?

What savings did the ministry make to fit within the
ceiling?

What is the basis of the savings amounts, and are they
explained believably in the BFP narrative?

YCR GEEC\ LGN G LA Are savings feasible?

gains) realistic? Are all of the ministry’s funding commitments for

non-discretionary commitments (e.g. salaries, electrici-
ty, rental) adequately covered?

Are savings based on well-calculated unit costing?

Is it clear that the ministry is aware of the changes to
their operations that are required to realise cuts?

Are there budget cuts made to mandatory expenditure
that essentially cannot be cut?

Key issues Guiding questions for Budget Officers

Have cuts been made to budgets of non-priority pro-
grammes/activities?

Are there remaining items that can be cut (i.e. is the
ministry inefficient in the use of its financial resources
to purchase inputs — for example, can it procure statio-
nery more cheaply)?

Are there expenditure items that are overbudgeted for
when comparing expenditure by other ministries for the
same item?
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Is the economic distribu-
tion of funding efficient?

Does the distribution of
funding between spending
units reflect the ministry’s
priorities?

Evaluation of capital bud-
get (PSIP)

24 | Page

Is the proposed expenditure mix across personnel, goods,
and services and capital efficient? In other words, will the

proposed mix result in staff without operational/program-

matic resources, or in new capital items without the staff

to use them?

What budget share does each unit/department receive
(see Section 3)?

What is the growth rate of each unit's budget share from
Year 0, and inT 2 and 3 (see Section 3)?

Does the allocation of budget shares and share growth
align with identified priorities?

Does a higher/faster share growth rate adequately reflect
implementation of priority actions?

If not, can non-alignment be explained by the urgency/
unavoidability of expenditure on non-priority programmes
(e.g. if high-maintenance expenditure is required in a
non-priority programme to maintain current delivery)?

Do any units/departments have a negative real growth
rate (below inflation)? Should this be of concern for the
achievement of the ministry’s priorities? Is it clear that
the negative growth rate is supported by realistic baseline
projections/or savings choices?

Can the ministry cover more services by finding other
efficiency gains and savings?

Is all existing PSIP expenditure included — are deviations
explained in the BFP narrative?

Is there adequate investment in capital items to sustain
the service delivery of the ministry?

Are PSIP NSPs approved by the Development Committee?

Are there savings in capital projects, and are these linked
to savings in the recurrent budget?

Have delays and stalled expenditure from previous years’
projects been accommodated?

Is there adequate provision for the ongoing maintenance
costs of capital projects?

(Follow-up to the question above:) What did the ministry
spend in past years on maintenance? \What is the state of
their facilities/equipment? Do they need to do catch-up
maintenance to maintain their facilities/equipment?

Do changes to project costs reduce or expand the scope
of the project (this should be explained in the BFP narra-
tive)?

Is the forward cost of existing PSIP projects factored into
the manpower and goods and service projections?
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Performance information

Are the priorities linked to the BSP?

Do the priorities show a progressive strategy towards
achieving the targets of the NSDP and Sustainable
Development Goals?

Are the priorities based on improvements to service
delivery?

Do the priorities link directly to the challenges of the
current year (T 0) and of the upcoming year (T 1)?
Given what you know about the ministry and about the
Priorities government’s overall strategic policy priorities, are the
priorities really the most important priorities for the
ministry?

Do the priorities clearly indicate strategy, or do they
simply restate the ministry mandate?

Are priorities clearly linked to budget lines (i.e. you
would expect to see budget growth in expenditure to
address the strategic priorities — if not, the priority may
not be specific enough)?

Do the strategic priorities address the current challeng-
es?

Do the strategic priorities take positive achievements
into account?

Are the achievements based on the performance infor-
mation?

Are the achievements stated as positive conditions?
Are the achievements based on the current year to date
Achievements (T 0)?

Are the achievements different from the achievements
in previous year's BFP?

Are the achievements measurable and observable (and
where possible quantifiable)?

Are the achievements linked to service delivery,
outputs, and benefits to citizens (i.e. not the basic func-
tions of the ministry)?

25 | Page Ministry of Finance and Development Planning - Budget Process



Challenges

Key issues

Are programme perfor-
mance measures aligned
and SMART?

Are indicator targets real-
istic and at the appropriate
level?
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Are the challenges based on performance information?
Are the challenges stated as negative conditions?

Are the challenges based on the current year to date (T
0)?

Are the challenges different from the challenges in
previous year's BFP? If they are the same, is there an
explanation for why the ministry has not addressed
them?

Are the challenges measurable and observable (and
where possible quantifiable)?

Are the challenges linked to service delivery, outputs,
and benefits to citizens (i.e. not to a lack of resources
and internal processes)?

Guiding questions for Budget Officers

Do you agree with the selection of indicators for pro-
grammes in which priorities are being funded?

Is the ministry choosing the best indicators to (i) mea-
sure the effectiveness of their strategy to achieve the

priority (the outcome indicator) and (ii) the efficient im-
plementation of the strategy (the output and efficiency
indicators)?

Will achieving the output and efficiency indicators result
in the strategy being delivered?

Are enough aspects of the strategy being measured?
Is there a link from the NSPs to the indicators chosen?
Are the indicators SMART?

Can the ministry realistically collect data to measure the
indicator?

Are all indicators within the service delivery mandate of
the ministry?

Do all indicators measure important programme as-
pects?

What are the targets in relation to the base year?

Is there alignment between indicator targets and ex-
penditure proposals?

Can the targets to be reached, given the ministry’s past
performance?

Do the targets overstretch the performance track
record of the ministry (overly ambitious targets are an
indicator of a ministry trying to justify a higher budget,
and low targets are an indicator of a ministry ensuring
they can meet their targets and appear to be effective
on delivering their outputs or ‘overachieving’)?
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4. Institutional arrangements for implementing
the MTEF

MDA Budget and the Finance Committees

13. The MDA Budget and Finance Committee (MBFC) is responsible for all
aspects of budgeting and finance for your MDA. This includes preparing plans,
preparing budgets, managing revenue and expenditure, and complying with
reporting and audit requirements.

14. An effective MBFC will manage their budget strategically, with a focus on
meeting current government priorities and ensuring their budget is effective
and efficient.

15. MBFCs are based on the principle of ‘let managers manage’. MDA man-
agers are free to allocate and manage their budget, provided it:

e  Stays within their ceiling;

e Complies with all laws and regulations;

e Promotes national development priorities; and
¢ |s well managed and effectively implemented and reported on.
Setting up and managing an MBFC

The MBFC is comprised of:

e Accounting Officer;

e  MOF Budget Officer;

¢ Finance unit;

e Economic unit;

e Planning unit; and

e Departmental and programme managers.
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The role of the Accounting Officer in the MBFC

16. The Accounting Officer is responsible for leading and managing the
MBFC. If, at certain times during the year other demands on the Accounting
Officer lead to their being unavailable, the Deputy-Accounting Officer can
chair the MBFC.

17. In addition to the leadership provided by the Accounting Officer, the MBFC
needs a secretariat which will be the responsibility of the Planning Unit. The
secretariat is responsible for:

e @aining agreement on a meeting schedule for the year;

e Sending out notices calling meetings and coordinating changes in dates
if required,;

e Ensuring all members can attend meetings;

e Keeping and distributing minutes of meetings and ensuring key decisions
are highlighted; and

e Ensuring that relevant staff members communicate with MOF as and
when required.

Schedule of meetings
The MBFC will meet :

e To conduct the MTEF Internal Review, including a review of expenditure
and service delivery achievements (April/ May);

e To prepare the BFP and annual costed workplans (June/July);

e Torevise and finalise the MTEF budget submission (November/Decem-
ber); and

e To review the annual financial reports (March/April).

18. This schedule defines the periods in the budget calendar during which
the MBFC will meet. Each phase requires more than a single meeting. The
responsibilities of the committee are to ensure that all aspects of the budget
cycle are managed from a compliance perspective, as well as to ensure that
MDA resources are used effectively and efficiently.
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The role of Ministry Budget Committees in managing the MTEF and
other budget reform

19. Full implementation of the MTEF will take many years. It will require
a phased-in approach as it is a major shift in the way budgeting has been
done in Lesotho. In this regard, the committee will play the role of a change
management committee.

20. In addition, budget reform does not have an end point where the Gov-
ernment of Lesotho can ‘sign off’ on having achieved a particular reform
programme. A reform process such as the full implementation of the MTEF
is a process of constant evaluation, improvement, and adaptation.

21. MoF has implemented Programme Budgeting and, with support from
international partners, will introduce Gender Based Budgeting. Other budget
reform initiatives will be introduced in the future, and Lesotho may experience
budget shocks which will require adaptation by ministries. The committee will
be responsible for managing ongoing budget reform, as well as the impact
of budget shocks at ministry level.

Sector Working Groups

Role of the Sector Working Group (SWG)

22.The role of an SWG is to build a stakeholder forum to manage all aspects
of MTEF budgeting and to provide a forum for dialogue and coordination
which will connect top-down and bottom-up budget processes. The SWG
will include all ministries in a ministerial cluster.

23. This SWG will be responsible for preparing their sector input into NDSP
[Il'and drafting, sector strategies.

24.The SWG will meet a minimum of three times in ayear, during the MTEF
internal review and before BFP preparation and to conduct a sector perfor-
mance review.

Draft Terms of Reference for an SWG

25. The SWG Terms of Reference set out the role and responsibilities of
an SWG in the MTEF budget preparation, implementation, and reporting
process in Lesotho.
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26. Ministries and their associated agencies will work in sectors to ensure
medium-term alignment between their expenditure programmes and their
shared sector objectives and priorities. A sector comprises a ministry and
its associated agencies of a functional sector based on ministerial clusters.

Objectives of the SWG

27 The objective of an SWG is to ensure that sector budgets and actual ex-
penditure over the medium term reflect agreed, shared sector objectives,
as well as the agreed sector expenditure priorities needed to achieve these
objectives.

Specific role and responsibilities of an SWG

28. BFP preparation: The role of the SWG during the strategic phase of
compiling BFPs is to agree on how the sector’s total available resources will
be divided among ministries before they prepare their BFPs. The purpose of
this is to look at the strategic trade-offs

29. Prepare their sector input for NDSP
e |dentify portfolio available resources;

e Discuss ministry forward service delivery improvement priorities and
determine key sector priorities;

e Consider resources that are earmarked (for a specific ministry) and un-
earmarked (not yet allocated for the specific purposes of one ministry);

e Consider expenditure rigidities within component ministry budgets over
the medium term;

e Determine the size of resources that are unearmarked and can be moved
between ministries, given past expenditure amounts by ministry and
forward priorities;

e Provide indicative ceilings to each ministry comprising (i) their earmarked
resources, (i) an allocation to cover expenditure rigidities, and (iii) a share
of "free’ resources in line with the priority assigned by the sector to the
ministries services;

e Prepare a presentation to discuss the decided indicative ministry ceilings
with MoF; and
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e Review the ministry’s BFP submissions to ensure that proposals are in
line with sector objectives, discussions, and decisions.

30. Budget planning phase: The role of the SWG in the budget planning
phase will be to ensure the alignment of detailed sector ministry budgets
with sector priorities. In order to fulfil this role, the SWG will meet to review
the ministry MTEFs before their submission to MoF. The SWG will also co-
ordinate the preparation for MoF.

31.Budget execution: During budget execution, the SWG may meet to
review budget implementation progress in line with sector objectives and
priorities. This might occur even in sectors that did not follow a sectorbased
initial budget process.

SWG Secretariat

As with any multi-party structure, an SWG needs a secretariat to
e Schedule and communicate meeting dates;

e Distribute notices and information;

e Ensure record-keeping;

e Ensure required issues are addressed at meetings;

e Ensure the SWG complies with its Terms of Reference (which is non-stat-
utory); and

e Ensure that the various organisations in the SWG, especially the minis-
tries, comply with Interragency allocative effectiveness

32. In the medium term, the SWG will aim to prioritise sector spending,
ensuring funds are directed to priority services. This will require a rationali-
sation across ministries and eradication of the duplication of service delivery.
Ideally, it will lead to ministries agreeing to reallocate funds from ministries
with a lower priority development mandate to those with higher priorities
for meeting the needs of the community. This will be extremely challenging
as it requires a deep-seated culture change in budget practice. The current
practice is based on ministries attempting to get maximum resources for
their own organisation, having a sense that they never receive sufficient
funding, and having no concern for the funding of any other organisations.
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5. Expenditure analysis for MTEF
Key analyses for MTEF

33. The mechanics of the processes of the MTEF system will only deliver
on improving the quality of expenditure if MoF and ministries undertake an
analysis of their expenditure programmes.

34. The next two subsections give overviews of two types of analysis that
are crucial for making good budgets: budget analysis and economic analysis.

Budget analysis

35. Budget analysis helps the government understand how expenditure
meets policy objectives. A number of questions can be addressed using
budget analysis.

i. Questions about what is prioritised: How does the budget for this pur
pose compare to resources spent in other areas? Are the ‘real priorities’ that
are expressed through what is prioritised in terms of spending in line with
government/ministry stated policy priorities?

ii. Questions about whether the budget is adequate: How much is being
allocated to an issue or a type of input? Is this sufficient to ensure that ob-
jectives are reached? Is it sufficient to cover relatively fixed costs, such as
salaries and rent? Do/did allocations keep up with inflation?

iii. Questions about progress towards improved allocations over time:
What progress is being made to finance/resolve an expenditure issue? What
progress has been made in financing a priority?

iv. Questions about effectiveness, efficiency, and economy: How cost-ef-
fectively are outcomes being achieved? How efficiently are outputs being
delivered?

v. Questions about equity: Are resources being allocated/spent fairly across
different population groups, genders, areas, etc.?
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Different budget analysis techniques

36. The budget can be analysed in terms of growth or distribution of the
budget, or a combination of the two. Several entry points can be used: for
example, a ministry can analyse its existing budget and past expenditure
against its policy objectives and commitments, or it can analyse how the
budget affects its different target groups for services. This subsection pro-
vides guidance on different budget analysis techniques, linking them to the
key questions posed as part of the budget analysis (listed above).

Comparing planned and realised expenditure

37This basic budget analysis technique is well known and widely used. It
provides information on how well the budget system is working. Ideally, all
allocated resources should be used as planned. If there is a surplus at the
end of the spending year, it represents resources that could have been used
better elsewhere in the budget. If the budget runs out before the end of
the spending year and additional resources need to be requested, it usually
implies that there is an underlying budget management problem. It also
implies one or a combination of the following:

e that the ministry was unaware of their real cost and did not budget
properly, or did not make timely adjustments to fit their activities to their
available resources;

e that the finance ministry overestimated the degree of adjustments that
were possible within one year and did not provide enough resources to
allow the ministry to function, or did not take into account unavoidable
mandates of the ministry (unfunded mandates);

e that some unforeseen and unavoidable expenses occurred and the min-
istry used its available resources for this purpose; or

e that the allocated resources for an objective were wilfully diverted else-
where in the budget, leaving the line underfunded.

38. All of these, except for the occurrence of something unavoidable and
unforeseen, point to problems in the budgeting system. If resources were
wilfully diverted somewhere else, it also means that the underfunded ob-
jective was not a priority for the ministry.
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Calculating budget shares: A check on priorities through budget analysis

39. A budget allocates resources to different categories of expenditure (sec-
tors, programmes, administrative units, economic input types) and different
beneficiaries (between regions, between different genders, between different
income groups). A first basic budget analysis technique is to assess the rela-
tive shares of different categories of expenditure, which allows a comparison
of how much government prioritises different items in the budget. One can
calculate several percentages in the budget, for example the share of one
portfolio compared to another; the share of different ministries in a portfolio;
the share of a programme in ministry expenditure; or the share of personnel
spending in total ministry or portfolio spending.

The formula used to calculate share in the total budget is as follows:

Amount allocated + total budget amount x 100

Checking for priority and progress over time: Identifying trends in
budget allocations

40. The share allocated to specific categories of expenditure and beneficiar-
ies can be tracked over different fiscal years. Using this technique therefore
shows whether the percentage share taken up by the budget is increasing or
decreasing, in effect identifying ‘winners’ and ‘losers’ in budget allocation. In
other words, it helps to establish whether there has been a shift in priorities
or whether there has been progress in shifting budgets to priorities.

41. Changing shares, however, is not the only way to check progress against
policy commitments. Another calculation is to check the relative growth rates
of different items. Sometimes a small percentage share increase can repre-
sent significant growth in a budget — this is when growth is from a relatively
low base compared to the overall spending in a budget. If this happens, it
is important to ask questions about the absorption capacity of the ministry
that experiences high growth rates. The formula used to calculate the growth
rate is as follows:

(Expenditure in the final year — Expenditure in the base year) +
Expenditure in the base year
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Checking for priority: Converting allocations from nominal to real amounts

42. Checking to see whether allocations change over time to keep track with
inflation is a key way of checking whether budgets are adequate.

43. Budget figures are usually reported in nominal terms. This means they
do not take inflation into account. Inflation refers to an increase in the prices
of goods and services that is representative of the economy as a whole.
Because of inflation, the real or purchasing power value of a given amount
of money declines. The terms ‘nominal’ and ‘real’” expenditure are used
to distinguish between mere money value and purchasing power value of
budget allocations.

44.\When doing budget analysis, it is not very useful to compare nominal
amounts from one year to the next, as this will not reflect how the purchasing
power value of the amounts has changed over time. For example, if a budget
allocation increases at a rate that is less than inflation, it is not a real increase.
To compare allocations over time more accurately, nominal amounts have
to be converted into real amounts. The effects of inflation are removed by
dividing a nominal amount by a deflator. In basic terms, a deflator is a ratio of
how much general prices have increased over time. Once the nominal value
has been deflated (or adjusted for inflation), it is called a real value. Once you
have worked out the real value of an allocation, you can then compare it to
other real allocations over various fiscal years. The formula used to calculate
real value is as follows:

Real value = nominal value + deflator

How to calculate the deflator

45. In the table below, the inflator is calculated as follows.

2013 2014 2015 2016 2017
Inflation rate 88% 7% 6% 7% 7%
Deflator 1.00 1.07 1.13 1.21
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46. For example, to calculate the deflator:

For 2014:
Deflator =1 x (1+7 = 100) = 1 x (1.07) = 1.07
For 2015:
Deflator = 1.07 x (1 + 6 + 100) = 1.07 x (1.06) = 1.13
For 2016:
Deflator = 1.13 x (1 + 7 = 100) = 1.13 x (1.07) = 1.21

47 The deflator is applied by dividing the nominal allocation for a year by the
deflator to get real expenditure. The base year is divided by 1.

Using unit costs: Investigating the quality of spending, adequacy, and equity

48. Working out how unit costs change over time is a highly useful exercise
when assessing budgets. It can shed light on the following.

49. Economy, efficiency, and cost-effectiveness: Unit costs are key calcu-
lations to determine economy and efficiency. This is best done through com-
parative analysis, for example by either comparing unit costs between similar
units of government or similar programmes/services, or against unit costs for
the same service or unit of government over time. For example, if Ministry
1 is purchasing 15 computers for R150,000 but Ministry 2 is purchasing 10
computers for R90,000 and their operational requirements for computers are
the same, Ministry 1 is achieving higher economy. Alternatively, the growth in
real unit costs can be calculated for inputs over time. This application of unit
costs is usually well used in traditional budget systems, where ministries of
finance are concerned with financing the inputs of administrative units (an
administrative line item budget).

50. In an MTEF system, where the focus expands to assess the policy effective-
ness of government, the use of unit costs to look at effectiveness are crucial.
For example, in the education system, the efficiency of teacher remuneration
can be determined between primary and secondary education, between dif-
ferent regions or schools, or within a programme, region, or school over time.
An example calculation would look as follows:
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51. Expenditure on teacher salaries in the unit = (no. of teachers x classes
taught per teacher) = the unit cost per class taught for teacher salaries

52. If this is calculated for each school, for example, the efficiency of teaching
resource utilisation can be assessed based on evidence. Cost-effectiveness
in budget analysis terms takes the assessment one step further: it is the cost
per unit of outcome. In education, for example, the cost per graduate can be
calculated for different schools. This is discussed further in the section on
economic analysis.

53. Adequacy of budgets: Unit costs can be used to assess the adequacy
of budgets. For example, in the table on real growth in the education ministry
budgets by programme and economic item, any assessment of adequacy is in
a vacuum. While the primary education budget declines less in real terms than
the secondary education budget, it is not really possible to make a judgement
about the adequacy of the budget without taking into account the demand for
education services, given education policy parameters.

54. Fairness of expenditure (equity): Unit costs for beneficiaries or regions
could also be used to assess the fairness of expenditure, or expenditure equity.
This can be straightforward (i.e. average pay per teacher in Region 1 compared
to average pay per teacher in Region 2) or more complex, looking for example
at factors that drive different costs per units, such as educator learner ratios
in education.

Economic analysis

55. It is not possible to cover economic analysis in depth in this guideline, but
the basic concepts are introduced. The intent is to stimulate thinking for future
years of MTEF preparation when more in-depth analysis of specific programmes
will be required from ministries and portfolios.

56. Economics is often described as the science of scarcity, the condition in
which wants and needs inevitably exceed resources. It is the study of how
individuals and societies make decisions about ways to use scarce resources
to fulfil wants and needs.
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57. For individuals, this means choosing between different items within their
household budgets. For businesses, it is about choosing between hiring people
or expanding their equipment investment, as both would be unaffordable. For
governments, it is about choosing how much to spend on education compared
to all other sectors, given limited resources.

58. Public economics is about the choices governments make to deliver
public goods and services given that resources are always limited. Economic
analysis is therefore crucial to make budgets work better for the growth and
development of a country.

59. Economic analysis of public expenditure is a sub-branch of public economics
overall. Public economics focuses on answering two types of question:

1. How do government policies affect the economy? In budget terms,
the question is: How do government expenditure (and revenue and debt)
affect the economy?

2. How should government policies be designed to maximise welfare?
In budget terms, the question is: How can government expenditure be
allocated and revenue be raised to maximise welfare?

Types of economic analysis
Cost analysis

60. Cost analysis will tell you whether you can afford an expenditure choice. It
is the first step of a full economic analysis. It estimates the total programme
costs and determines who incurs those costs. A full cost analysis could include
both financial and economic costs (where financial costs are the costs that will
be incurred by the budget) and economic costs, which include the opportunity
cost (in other words, the benefits precluded by taking a course of action).

61. In the MTEF, particularly during the early phases, the focus is neverthe-
less on financial costs. An extended type of cost analysis is programme cost
analysis, which not only looks at the costs incurred by the intervention budget
itself, but also at the costs incurred (for example) by participants or intended
beneficiaries in the intervention.
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Cost-benefit analysis

62. A cost—benefit analysis will tell you whether you should undertake an

intervention and what the relative net benefit of different interventions are. It

compares the costs and benefits of public sector activities to evaluate whether

a project should be implemented, or compares the costs and benefits of two

or more policy options. It requires:

e that all costs and benefits should be expressed in the same terms, namely
a monetary value to provide a common unit of value by which to compare
costs and benefits;

e that all benefits for all users of a service should be considered and quantified;

e that all costs should be considered, including the cost of negative conse-
qguences of an intervention; and

e measuring the costs and benefits over a specific period of time, discounting
them to a present value.

63. If the benefit of the intervention outweighs the cost, it is in principle a
feasible intervention to undertake. If the cost-benefit ratio of one option is
higher than the other, it would be the better option to pursue. For example, a
cost-benefit analysis in education might ask whether investment in primary
education would be more favourable than investment in secondary education.

Least-cost or cost-effectiveness analysis

64. Least-cost or cost-effectiveness analysis tells us how to achieve an outcome
in the cheapest way, or allows us to assess whether the delivery choices of
government is cost-effective. It looks at different ways of delivering the same
outcomes and compares their costs. Once a portfolio/ministry has successfully
identified, quantified, and valued the social cost and benefits associated with
different alternatives, the least-cost alternative for delivering on the project
or the most cost-effective way for achieving project objectives can be deter
mined. When undertaking least-cost analysis, it is important to ensure that the
alternative ways will result in the same output at the same quality. If there are
differences, the analyst should adjust the assessment of benefits between the
options to ensure that a cost-benefit analysis is comparable.
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65. A least-cost project is identified by comparing the capital and operating costs
of the different ways of delivering on project objectives and either assessing
which alternative presents the lowest present value of costs, or calculating
an equalising discount rate for the difference in costs. A third option to assess
the cheapest alternative is to estimate the average incremental economic cost
for each additional output for each alternative. This will allow the identification
of the lowest per unit cost.

66. Least-cost analysis is important for identifying efficiency gains within ex-
isting ministry budgets.

Benefit-incidence analysis

67 Benefit-incidence analysis will tell us whether government expenditure
choices are equitable, or correct, if compared with government policy prior
ities on who should benefit from expenditure programmes. These analyses
are carried out to examine existing spending programmes, comparing the
distribution of benefits from public spending to the distribution of income to
determine whether the overall impact is progressive. These studies combine
household data on consumption of public goods with information on public
expenditures. A unit subsidy per person is calculated, and household usage of
the service is then aggregated across key social groups to estimate the pattern
and distribution of service provision. These analyses are particularly useful to
determine the fairness of expenditure.

68. In summary, economic analysis allows policy and budget allocation decisions
to be made based on evidence.

Analysis of risk and feasibility (see following section)

69. Budget analysis and economic analysis provide evidence-based answers
to, or guidance on, important public expenditure questions, such as whether
to make a proposed expenditure choice and what expenditure choice to make.
However, it does not tell us whether government will be able to make that
choice or undertake that intervention.

70. A final set of analyses that need to be taken into account is the analysis
of risk to the budget, and analysis of the feasibility of the selected options.

) The average incremental economic cost is the present value of incremental investment and operation costs,
with and without the project alternative, divided by the present value of incremental output, with and without
the project alternative.
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71. In terms of risk, public decision-makers need to consider the severity of the
risks identified, as well as the likelihood of risks being realised. An analysis of
risk will include an assessment of financial and service delivery, as well as of
policy and political risk. It is important that the unintended consequences are
anticipated and included in the calculus for a course of action.

72. For feasibility, several dimensions can be looked at, including whether an
intended course of action is technically feasible: is the capacity to implement
it available to the agency, or can it obtain the capacity? VWhat cooperation from
other state institutions or private institutions is required, and what progress has
been made in agreeing this cooperation? Can the spending institution absorb
the allocations proposed? It is also important to consider the political feasibility
of the course of action: do relevant stakeholders view the policy as acceptable?

— 6. Risk analysis and management

73. Conducting a risk analysis exercise requires many years of experience
and in-depth, specialised knowledge and skill. Rating risks will always be
subjective, with different role players holding differing opinions. It must be
taken into account that the process and discussions are as important as the
compilation of a risk matrix.

A risk is any scenario or occurrence that will create or suggest a hazard.®
When/if the hazard occurs (i.e. the perceived risk happens), this is referred
to as an incident.

Risk management is based on the following underlying key principles:

a) Everyone involved in government services is accountable for risk
management practices linked to their roles and responsibilities;

b) Everyone involved in government services should have the required
level of skills, training, knowledge, and access to information and re-
sources to carry out his or her risk management duties;

c¢) Risk management activities should be fully integrated into planning,
monitoring, and reporting processes and into the daily management of
programmes and activities; and

’ Authors’ own definition.
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d) Open communication across all staff levels using a simple, common
risk language is essential to ensure that everyone understands, accepts
the importance of, and uses risk management tools and techniques.

To implement these principles of risk management, ministries are required to:
a) Explicitly state their objectives;
b) Identify key risks that affect each objective;

c) Assess the potential likelihood and impact of occurrence for each
identified risk;

d) Develop and document a course of action to reduce or mitigate
identified risks to an acceptable level; and

e) Continuously monitor internal and external environments for risks and
the ongoing effectiveness of action plans, adjusting the plans where
necessary.

74. Risks need to be prioritised according to the degree of threat for a country
or organisation. Risk prioritisation is especially important if an organisation
faces diverse forms of risk.

75. In order to appreciate the context of potential risks, the ministry needs
to understand its current environment and context based on its strengths,
weaknesses, threats, and opportunities. This includes a current and realistic
assessment of the fiscal/financial position, competition, public perception
and image, and cultural, legal, and political aspects.

76. Risk management is required when formulating the NSDF including
setting outcomes and objectives. It is required when laws, policies, and
strategies are adopted. Risk management is part of all capital and recurrent
projects, especially when setting the scope and parameters and balancing
costs, benefits, and opportunities.

77. Risk management will fail if it does not take the 'human element’ into
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78. Risk management will fail if it does not take the ‘human element’ into
account. The "human element’ includes an understanding of the complex
agendas all people have. Politicians, leaders, managers, and all levels of
public servants haver vastly different behaviour drivers based on their own
perception of their need to survive. Based on this, many public servants (like
all employees) find ways to bypass, weaken, or destroy controls and systems.

Forms of risks
There are two main categories of risk:

e strategic risks; and

e operational risks.
Strategic risks
Strategic risks include the following.

a) Political: Risks associated with a failure to deliver either local or
central government policy or meet the local or people’s administration’s
manifesto commitments.

b) Economic: Risks affecting the ability of a council, central government,
or department to meet its financial commitments. These include inter
nal budgetary pressures; the failure to purchase adequate insurance
cover; external micro level economic changes such as inflation control,
interest rates, and exchange rates; or the consequences of proposed
investment decisions.

¢) Social: Risks relating to the effects of changes in demographic, res-
idential, or socioeconomic trends on the council (local government) or
central government'’s ability to deliver its objectives.

d) Technological: Risks associated with the capacity of the local or cen-
tral government to deal with the pace/scale of technological change, or
its ability to use technology to meet changing demands. This may also
include the impact of internal technological failures on the government’s
ability to deliver.

e) Legislative: Risks associated with current or potential changes in
national or provincial and local law. Non-compliance is also prominent
in legislative risk.
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f) Environmental: Risks relating to the environmental consequences
of progressing the government'’s strategic objectives in terms of energy
efficiency, pollution, recycling, and landfill requirements.

g) Customers/citizens: Risks associated with failure to meet the cur
rent and changing needs and expectations of customers and citizens.

Operational risks
Operational risks include the following.

a) Professional: Risks associated with the particular nature of each
profession, for example housing service concerns regarding the welfare
of citizens.

b) Financial: Risks associated with financial planning and control, for
example underspending and overspending.

c¢) Legal: Risks related to breaches of legislation or non-compliance with
a particular legislative framework or policy.

d) Contractual: Risks associated with the failure of contractors to deliver
services or products to the agreed cost and specification.

e) Environmental: Risks relating to pollution, noise, or the energy effi-
ciency of ongoing service operations.

f) Technological: Risks relating to reliance on operational equipment.
Risk management framework

79. A comprehensive risk analysis is a timely exercise. It will require data to
validate opinions and this will lead to additional research and fact-checking.
However, even with a comprehensive dataset, risk are subjective and differ-
ences in opinions and in cultural and political persuasions need to be taken
into account.

80. A risk analysis is conducted at the start of a planning period, not after an
incident occurs. However, the immediate recovery, mitigation strategy, and
expenditure may only become known after an incident occurs, and the risk
analysis table should be updated then.
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81. It is suggested that an expert-level risk analyst should be engaged to
conduct the initial risk analysis and build capacity for future risk analysis and
risk management.

Procedures for conducting a risk analysis

e Step 1: List all perceived risks (brainstorm).

e Step 2: Evaluate each perceived risk: is this a real risk for the agency
conducting the risk analysis?

e Step 3: Remove risks that do not fit the criteria in Steps 1 and 2.

e Step 4: Use the risk analysis framework (below) to score and rank risks.
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82. Risk analysis framework
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Internal controls

83. Conducting a risk analysis is meaningless unless it is a core component
of regular internal management control, which consistently:

e Monitors adherence to laws, regulations, and management directives;

e Promotes orderly, economical, efficient, and effective operations and
achieves planned outcomes;

e Safeguards resources against fraud, waste, abuse, and mismanagement;

e Provides quality products and services consistent with the organisation’s
mission;

e Develops and maintains reliable financial and management information
and fairly discloses that data through timely reporting; and

e Protects the systems environment; the safeguarding of assets; the relia-
bility and integrity of financial and operational information; and compliance
with laws, regulations, and controls.

7. Prioritisation

84.Conducting a prioritisation exercise requires many years of experience
and in-depth, specialised knowledge and skill. Rating priorities will always
be subjective, with different role players holding differing opinions. It must
be taken into account that the process and discussions are as important as
the compilation of a prioritisation matrix.

85. Prioritisation is required at all levels of government delivery, including
macro-economic decision, national development, sector strategies, medi-
um-term budgets and plans and routine ministry and project management.
Although the complexity and consequence of decisions will differ vastly, the
same prioritisation process can be used.

86. Before a prioritisation exercise can be carried out, MDAs (including Cabi-
net, central agencies (such as the Central Bank of Lesotho), teams, projects,
programmes, and departments) need to have a comprehensive understanding
of the decision-making hierarchy and procedures.
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Procedures for weighting of, and ranking of outputs
A ranking methodology consisting of seven steps as described below.

e Step 1: Develop a rating scale matrix, based on criteria selected by MoF
and MDA management.

e Step 2: Rate each output using the rating scale matrix.

e Step 4: Include the highest-ranking outputs in your MTEF Budget
e Step b: Exclude outputs with the lowest scores.

Developing the criteria for rating activities is a two-fold process:

e MofF selects criteria which relate to national priorities on a strategic level
and are the same across all MDAs.

e Each ministry selects further criteria specific to the MDA on an output
level related to improving their effectiveness and efficiency and mitigating
challenges of their service delivery.

Examples MoF Criteria

e Coherent with national policy priorities in the NSDP and BSP
e Address the needs of the poorest poor

e |mpact on the largest possible target group

e Sustainable and replicable

e (Create employment

e |mprove the lives of marginalised groups, women and children
Examples of MDA Criteria

e Reduce recipient waiting time

e |ncrease uptake by target group

e Result in efficiency gains

87 The MoF standardised national criteria are rated out of 100 based on NSDP
and BSP outcomes. If the MDA does not contribute to these outcomes it
will be rated as zero.

88. The MDA will list all their major outputs from their BFP and rate them
out of 100

89. The MoF criteria and the MDA output score are added together, then
divided by 2, resulting in a total score out of 100 for each output.
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90. In the example above Output 5 receives the highest ranking as it has
the highest score relating to immediate implementation by the MDA to fulfil
its mandate and increase the target group’s uptake. It is higher ranking than
Output 1, which although it has the same score for immediate implementation
of the MDA mandate, its combined scores relating to the other MDA output
criteria and MoF BSP criteria are lower.

91. The rating matrix may now be used to prioritise which activities will be
funded in the coming year and at what level. Once managers have calculated
the activity scores, they need to decide:

e \Which activities can be deferred or excluded;

e \Which activities cannot be deferred; and
e \Which activities can be downscaled.

92. If the total funding required is still over the budget ceiling, activities that
cannot be downscaled should be included in the BFP as NSPs with a moti-
vation for extra funding, showing the relationship between service delivery
outputs and costs.

Allocating resources

93. Once the activities have been ranked and senior management have decided
which activities will be funded, the actual allocation of resources occurs. In
other words, in this step, the actual funding decisions are taken within the
budget ceiling that was allocated to the ministry, leading to the possibility that
their budget will need to be re-worked. The highest-ranked activities should
get priority funding. This will ensure optimum utilisation of scarce resources
and enable the ministry to stay within ceiling.

94. After the final funding decisions have been made, the approved activities
are handed back to each departmental manager for the preparation of a de-
tailed budget. The approved activities not only identify the approved budget
and manpower levels, but also the outputs and outcomes that are expected
from each manager. Each manager then prepares a detailed budget for the
coming year, as well as for the two outer years within the indicative ceilings.
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8. Community Participation in the Budget Process

95. Lesotho is strengthening local governments and decentralising deci-
sion-making and financial powers and duties. The decentralisation of govern-
ment aims to bring government “closer to the people’. This should result
in improved levels of service and responsive, demand driven government
outputs which are customised to a particular community’s needs. UNICEF
Lesotho has produced a Public Participation Handbook which aims to support
government decentralisation and generate meaningful community participa-
tion. A successful and sustainable community participation process can be
achieved through:

e The phasing-in of a sustainable community participation strategy;
e A Lesotho-specific contextual definition of ‘community’;

e (Clear guidelines on which budget decisions are discussed at the com-
munity level; and

e Aclear understanding of how ‘community’ input influences the allocation
of resources.

Phasing-in of a sustainable community participation strategy

96. Community forums have been a part of the governance of Lesotho for
some time. However, there is little evidence of whether these influence
development planning and the allocation of funds. In many countries, com-
munity forums are used as a political platform and the community’s input is
based on promises (mostly unrealistic, unfunded mandates) by politicians,
which are seldom delivered.

97. Community participation in the budget process requires a clear strategy
and a medium-term workplan which dovetails with the NSDP timeframe.
The strategy needs to begin by building a broad knowledge base of budget
literacy, including about the economic issues facing Lesotho. Budget liter
acy knowledge-sharing sessions need to be conducted at regular intervals
throughout the year. Scheduling of these sessions can be linked to focus days
(Women'’s Day, Youth Day, Independence Day, etc.) which are already part of
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Lesotho's public consciousness. The economic and budget issues impacting
on particular focus groups can be used as a learning platform.

98. It is preferable to use existing communication channels, with different
media forms targeting specific community segments. TV, newspapers, radio
websites, and social media will reach different demographic segments. Social
media is a powerful community engagement tool, allowing for discussion
forums on Facebook, awareness-raising through \WhatsApp groups, and bite-
size messages on Instagram.

99. Traditionally, ‘town hall" meetings have been used as for community
forums. These should continue to be used as an effective part of a broader
strategy. The messaging needs to target a specific segment, and the wording
and imaging needs to be tailormade for that segment. Non-governmental
organisations and community-based organisations may choose to access
budget information through credible web-based channels, and the publishing
of annual Budget Briefs is important in this regard.

100. The youth segment may prefer holding discussions and having lively
interaction through Facebook and on\WhatsApp groups. The preparation and
distribution of printed material must be subject to cost-benefit evaluations.
It is an expensive media channel and is often obsolete at the outset due
to a vague understanding of the target segment, the use of budget jargon,
insufficient thought given to the language used, and lower literacy levels in
the community. In addition printed media often reaches its audience too late
to allow for meaningful engagement.

101. Regardless of which media is used, the expectations must be clear and
all knowledge building and future community involvement in decision-making
meaningful, realistic, and sustainable.

A Lesotho-specific contextual definition of ‘community’

102. The term ‘community’ needs to be understood in terms of participating
in the budget process. If participation in planning and budget formulation
is to have meaningful impact, all stakeholders need to agree on what the
community is and who can legitimately represent segments of it. In addition,
caution must be taken to ensure that certain demographic segments do not
have more influence than others, as this may entrench inequity.
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103. There are many ways a bias can become entrenched in decision-making.
In general, communities with more financial resources have more influence
on decisions affecting them. The bias towards better resourced communities
is further entrenched by an urban : rural bias, as urban communities have
better access to platforms which allow them to have input in decision-making.

104. Budget allocations to communities or segments experiencing extreme
hardship may be prioritised at a cost to other communities after issues are
exposed in the media or by non-governmental organisations. Non-govern-
mental organisations and community-based organisations often have undue
influence on planning and budgeting and tend to favour their own focus area
or segment of the community, disadvantaging issues and groups which do
not have their issues elevated by these groups.

105. There are no simple answers to these issues raised above, and it is
suggested that a study should be conducted on how Lesotho can achieve a
fair system of community participation in budget processes.

Clear definitions of which budget decisions are discussed at the com-
munity level

106. Traditionally, commmunities are more likely to be included in decision-making
on capital projects and local government budgets that affect them directly.
Although this is important, it ignores the largest budget allocations (salaries
and operating costs). Communities are aware of issues such as there being too
few primary health care nurses, inadequate spending on secondary schools,
unfinished capital projects and poor, and lack of delivery of basic services.

A clear understanding of how community input influences allocation
of resources

107.To allow communities to influence budget allocations, it is suggested that
their input through the various communication platforms should be collated
and condensed into a ‘Community Budget Report’ which is disseminated to
ministries prior to their preparation of their BFP. A section should be added
to the BFP which requires ministries to show how their budget request at-
tempts to address the perceived needs of the community, and how emerging
community issues should be addressed through NSPs.
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108. Challenges facing meaningful community participation and which need
to be addressed through planning and a dedicated community participation
budget include building the capacity and skills of government employees;
diversity within the community; making sufficient time to enable meaningful
input into the budget process; lack of transport to meetings; power dynam-
ics within the community; and access to rural communities. It is suggested
that the process of establishing community budget participation should be
‘outsourced’ to a unit at a tertiary institution which has the required skill set
and experience.
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9. Monitoring and Evaluation (M&E)

Introduction to the role of monitoring and evaluation in Lesotho

109. Monitoring and evaluation (M&E) are integral components of the Medi-
um-Term Expenditure Framework (MTEF). They provide the mechanism for
the government of Lesotho to assess their own performance and ensure
that all MDAs are constantly and systematically increasing their levels of
efficiency and effectiveness.

110. The performance information from the M&E system has many uses, it:

e informs citizens on how public funds will be used.

e defines the MDASs responsibilities to deliver on their mandate.

e measures progress towards achieving the MDAs medium-term policy
objectives using its planned medium-term budget allocations.

e informs Cabinet and the National Assembly for decision-making and
scrutiny of the budget.

e informs the public of the current state of public services and its progres-
sion over time.

111. The National Strategic Development Plan (NSDP) Il Evaluation can be
used to provide a baseline of the current levels of service delivery. It will also
show whether MDAs were able to achieve their performance targets which
were set at the start of the five-year NSDP Il period.

112. When NDSP IIl and new National Vision are adopted, they will include
high level, developmental performance information (Pl) which focusses on
socio-economic development as well as the impact government services will
have on the wellbeing of citizens. NDSP performance information should,
therefore, focus on effectiveness (outcomes/changes in the community).

113. Based on the NSDP and National Vision, sector strategic plans are
developed. Sector strategic plans will focus on outcomes and priority objec-
tives. It is optimal that the period for sector strategic plans is aligned with
the NSDP period.

114. The NSDP and sector strategies are static plans as their performance
targets do not change during the period implementation period. The (annual)
Budget Strategy Paper indicates whether the government is achieving its
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outcome targets and advise ministries, departments and agencies which
targets to focus on in a particular year

115. MDAs will incorporate the NSDP and National Vision targets into their
Budget Framework papers and into their MTEF

Requirements of a comprehensive monitoring and evaluation system

116. An M&E system aims to evaluate the performance of government as a
whole, as well as the performance of each MDA. To provide a valid evaluation,
an M&E system needs to have both integrity and credibility.

¢ Integrity refers to how real and measurable performance is.
e Credibility is how seriously the M&E system is taken by MDA managers,
Cabinet, political leadership, and parliamentarians.

117. An M&E system produces data used for quarterly and annual reports and
in Budget Framework Papers. An M&E system should also produce regular,
internal MDA management reports which are an integral part of MDA man-
agement protocols. MDAs, therefore, require systems for to conduct both
‘monitoring’ and ‘evaluation’, which are generally regarded as synonymous,
but have distinct, complementary functions.

e Monitoring is the collection and compilation of performance data.
e Evaluation is the analysis of performance data, the recognition of
achievements and planning to overcome challenges.

Criteria for a good monitoring and evaluation system

118.Monitoring and evaluation systems are based on setting good quality
performance information. All performance information should have the fol-
lowing qualities:

e Cascaded to all levels of the government at the MoF, MDAs, programmes,
departments, specialised units and projects.

e Streamlined, so that MDAs are not required to collect data for additional
measures and do not collect multiple measures for the same purpose.

e Appropriate, measuring the right things by using the best possible PI
which is specific, measurable and time bound.

e Reliable data which can be verified and eventually audited; and

e Utilised to play a material part in government decision-making processes
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Monitoring and evaluation terminology

119. Monitoring and evaluation practitioners use different terms to define
categories of performance information. Box 5 (below) explains the definitions
utilised in this manual. However, if they are not consistent with those of the
Lesotho Cabinet, Ministry of Development Planning and Ministry of Finance,
they should be replaced with terms which are currently in use.

Box 5: Monitoring and evaluation terms

Performance Terminology Definition Example

LT EL TR DY BV A generic term used to de-
scribe all information used
in measuring performance

Performance Measure A description of what will be | Grade 12 pass rate
measured.

Performance Target A specific target/result/ T1:-78%
quantification of the T2:-85%
performance measure ina | T3:-94%
specific timeframe

Categorisation of performance information

120. As with monitoring and evaluation terminology, it is important that the
Lesotho Cabinet, Ministry of Finance, Ministry of Development Planning and
all MDAS use the same definitions for the various categories of performance
information terminology. As with the monitoring and evaluation terminology
described in Box 1 (above) if they are not consistent with those currently
used in Lesotho, they should be replaced with terms which are currently in
use. The terms (below) are standard definitions used in many countries. Ed-
ucation is used as an example). (Hypothetical human resource development/
education examples are provided)

121. Impacts are the long-term results of achieving specific outcomes, such
as reducing poverty and creating jobs. (Generally, at NSDP and National
Vision level)
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Example: A private sector which is people-centred directly engaging citizens
of Lesotho and empowering individuals and encouraging participation in the
development process.

122. Outcomes are the medium-term results for specific beneficiaries
that are the consequence of achieving specific outputs. Outcomes should
relate clearly to an institution’s strategic goals and objectives as set out in
its Strategic Sector Plan and BFP Outcomes are “what government officials
wish to achieve”

Example: The creation of 49, 319 jobs (23,096 jobs in the four productive sec-
tors and 26,223 jobs in other sectors), which amounts to 9,864 jobs annually

123. (Impacts and outcomes are grouped under Key Performance Area (KPA)
in the NSDP)

124. Objectives are a statement of what is achieved as a result of a number
of outputs which are delivered. Objectives are used at an NSDP and National
Vision 2020 as well as at MDA level. Objectives are an aggregation of services
and have a strategic value, linking the o Objectives:

e should be specific (not a mandate or activity) and

e at neither too high a level nor too low a level.

e relate to challenges.

e stated in terms of the service delivery improvements they will deliver.

e identify trade-offs across spending lines towards achieving the ministry’s
medium-term strategic objectives.

Example: Enhanced Institutional Capacity for Research and Innovation at 10
private sector and 3 higher education facilities.

125. Outputs are the final products, or goods and services produced for
delivery. Outputs may be defined as “what government officials produce
or deliver”

Example: Science, Maths, and technology (STEM) classes are provided at
all public secondary schools

126. Activities are the processes or actions that use a range of inputs to
produce the desired outputs/services and ultimately outcomes. In essence,
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Example: 3 hours of STEM classes are given daily for Grade 10-12

127 Inputs are all the resources that contribute to the production and delivery of
outputs/services. Inputs are “what government institutions use to do the work"

Examples: 2 qualified STEM personnel are employed and specialised equip-
ment and computers are available at all secondary schools.

Costs are the amounts required to purchase inputs. (i.e., the line item MTEF
budget allocations)

128. Costs are the amounts required to purchase inputs. (i.e., the line item
MTEF budget allocations)”

129. The Government Finance Statistics Economic Classification of expenditure
adopted by the Government of Lesotho provides a standard international way
to classifying allocations and actual use of financial resources according to
different types of inputs.

130. In the example above, the performance target is included as part of the
performance statement. When a performance matrix is created, the descriptive
element is usually separated from the target. The target will include a timeframe.

131. Diagram 2 provides a visual depiction of how performance information
provides the building blocks for the Government of Lesotho to achieve its na-
tional development outcomes and have an impact on improving the livelihood
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Diagram 2: The link between social and economic development and
the budget

Impacts

Long-term, high-level change for beneficiafies
(e.g poverty reduction)

Outcomes
Programme and Sub-Programme

What changed result we wish to achieve for
beneficiaries in the MT towards our overall
longer-term objective Effectiveness

Outputs

What goods/services MDA produces/delivers

Value for
money

Activities/Process
What MDAs do

Inputs

Resources that help MDA produce its
good/services

Efficiency

Costs/Financial Inputs

Amounts required to purchase inputs
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Developing realistic and achievable plans and performance targets and
indicators

132. Each MDA is required to develop performance measures to be included
in their MTEF. These need to be approved by the Ministry of Finance and
cover the following areas:, they should be replaced with terms which are
currently in use.

e Strategic priorities over the budget period (three years) (outcome indi-
cators).

e Key outputs, associated with these medium-term strategic priorities, and

133. Developing performance measures requires strategic thinking. MDAs
need to be clear on the results they want to achieve over the budget period,
and what their strategy is to achieve these results. Performance measures
should, therefore, measure the desired result (the outcome) and the planned
strategy implementation (their objectives, outputs and activities).

134. The performance measure is the description of what will be meas-
ured and are set for a three-year period and not be changed annually. The
performance targets may be updated on an annual basis, based on actual
achievements and challenges.

135. Box 6 (below) sets out the activities to develop good quality performance
targets. The table is followed by a step-by-step explanation.

Box 6: Steps in developing MTEF performance indicators

DIETIEIHNIICIGYENWA Consider what chal- | Convert the chal- | Consider theory
the strategic per- lenges with service | lenges into positive | of change (results
(YT - Ripa]elfe)Z-5 delivery the MDA is | statements of prior | chain) for desired
MENER LU YAl trying to fix? \What | ity improvements in | improve-ments,

the MDA are the gaps in service | service delivery? identifying the out-
delivery? comes, outputs /
activities and inputs
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Design indicators
to show achieve-
ment of strategic
priorities, and
implementation of
result chain. Check
existing MDA indi-
cators first.

Assess pro-
posed indicators

Link each strategic pri-
ority to a Programme/
Department& make it
an outcome. Select/
design indicators to
measure its achieve-
ment

Record data for the
base year for each

Select/design in-
dicators that will
show that the
critical outputs for
achieving the strate-
gic priority are being
delivered

Determine MT
targets for each

Select/design meas-
ures to indicate
whether MDA is
efficient in results
chain implementa-
tion

Review targets
against likely

resources with
MDA senior
management,
including PS

indicator indicator, taking
into account
likely MTEF re-

sources

against criteria for
good-quality indi-
cators, including
likely data avail-
ability

136. Step 1: Discuss the strategic performance improvements achieved by
the MDA

137. Step 2: List the current service delivery challenges facing the MDA. This
refers to the gaps or weaknesses in service delivery. These challenges can
be identified by questions such as:

e \What services do the public complain about?
e \What is the Minister worried about?
e \What is the MDA not delivering that it should be delivering?

138. Step 3: Convert the current challenges in the BFP into improvements
in service delivery the MDA would prioritise. For example, if the challenge
is “Unable to respond to public complaints timeously the priority would be
“Respond to public complaints within the required response period set by law”’

139. Step 4: Consider how the MDA can best reach the desired service
delivery improvement.

140. Step 5: Design performance measures that will measure whether
strategic priorities are achieved, and whether the strategy to achieve them,
is being implemented and implemented efficiently.
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141. Step 6: Set targets that will demonstrate whether the critical outputs
for achieving the service delivery improvement are being delivered. (First
check if any existing measures are appropriate.)

142. Step 7: Assess the list of draft indicators against good-quality criteria
for performance indicators as well as availability criteria.

143. All performance indicators should meet the criteria for a good quality
indicator as well as availability.

Box 7: Good-quality criteria checklist for indicators

Criteria for good quality indicators: Is the indicator specific and measurable?
(Clear and specific, relate to a clear goal or objective, and able to be measured)

Is the indicator appropriate? (The indicator measures something that is
important and useful to the MDA and to the users of the information [not
trivial], and which does not lead to data manipulation)

Is the indicator relevant? (There should be a direct relationship between the
indicator and what outcome or output is being monitored)

Is the indicator a reliable measure (There should be an increase in actual
performance in the programme’s outcome, output or activity, does the data
for the indicator show a similar positive movement?)

Is the indicator time-bound? (The time period or deadline for delivery is
explicitly set out)

Box 8: Criteria for availability

Is the data for the indicator currently or able to be collected in a timely fash-
ion? (The data should be available soon after the end of the period to which
they relate)

Is the data for the indicator reliable? (The data must be accurate and should
not require significant revision later)
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144. Step 8: Record the base year data.

145. Once the MDA has agreed on the final selection of indicators, it should
record the actual data for the base year for each indicator (outcome, output
and efficiency). The most recent available data should be used. (Ideally, the
most recently completed fiscal year).

146. Step 9: Determine medium-term performance targets.

147 MDAs are required to set annual performance targets for each indicator
in their MTEF BFP

Box 9 : Example of medium-term targets

Ministry of Po- | 2018 budget/ | 2019 Planned/ | 2020 Planned/ | 2021

lice and Public Base year data | Target Target Planned/
Safety Target
MTEF Budget M 295,000 M 300,320 M 306,275 M 315,350
ceilings

Strategic Prior | 65% 75% 85% 95%

ity Target % of
crime reports
classed as 65% 68% 70% 71%
solved (annu-
ally)

148. Step 10: Review targets against medium-term budget ceilings

While MDAs are working towards the achievement of the strategic priorities,
the resources available may change (e.g., due to budget cuts or virement
to another spending unit). This would require the targets to be revised. This
should be done by MDA managers and submitted to the MOF for approval.
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Box 10: Hypothetical example Department of Immigration

Context: Incoming passengers to the airport have been complaining to the
Minister about everlonger queues to get through immigration controls

Challenge: Inefficient processing of air passengers
Strategic priority: More efficient processing of air passengers so that waiting
times are reduced.

Intermediate outcomes needed to improve efficiency:
Individual performance of immigration officials measured —> Immigration
officials are incentivised to process passengers faster.

Immigration processes are improved to allow faster processing of officials,
including cutting out double-handling of immigration forms and manual in-
putting of data by immigration officers.

Activities and outputs: Automated systems for passenger processing im-
plemented. Systems implemented to measure performance of each officer
and reward good performance.

Inputs required:

Automated system:Year 1: Consultancy fees to design system and software
development; Year 2: Hardware acquisition and training.

Measurement of individual performance: Built into automated system at
no additional cost. Reward system will not require additional spending over
the budget period.

Desired outcome over next 3 years: Significantly reduced waiting times at
immigration by passengers on incoming flights

Outcome indicator: Average time (in minutes) between passenger arriving
in immigration hall and being processed by an immigration officer

Output indicator: Percentage of arriving passenger information inputted
manually

Efficiency indicator: Average time (in seconds) for a passenger to be pro-
cessed by immigration staff
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Actively monitoring performance

149. MDAs need to develop organisational processes to support their own
monitoring and evaluation system, including assigning roles and responsibil-
ities of personnel to collect, verify, sort, update and report data. The specific
oversight roles and responsibilities that management will play need to be set
out. The upkeep and management of the M&E system should be assigned
to a specific ministry official or unit and included in job descriptions (i.e., not
an extraneous activity).

Evaluating performance results

150. An MDA needs to evaluate if it successfully meets its targets. Certain
successes may be based on the achievement of a time-bound target which
can be regarded as complete, and resources can be reallocated to another
area of service delivery. Success in certain areas can be used as examples
of how to tackle challenges in other areas.

e Achievements must relate directly to the major outputs and targets in
the MDA performance framework.

e The same outputs should be reported on annually so they can be used
to compare performance from previous years.

Reporting

151. In order to communicate to the National Assembly and to the public the
extent of progress being made in performance against budget allocations (i.e.
in other words, what service improvements is government achieving with
public funds) MDAs are required to prepare reports on the performance of
financial and non-financial indicators.

In-year revision of performance targets

152. Revision of targets may be required because the strategic priority has
been achieved, or because the MDA is setting a new strategic priority based
on a change of policy or a new spending proposal (NSP) for the MDA output
targets may be revised if the existing output indicators are not effectively
measuring the implementation of the MDAs strategy, or because the strat-
egy has changed.
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153. Revisions may also come about because of a change in the MDAs
mandate, the data for existing targets is no longer being available, or be-
cause the indicator itself is not accurately reflecting actual performance as
intended. Changes in the of targets will be reviewed by the MOF during
BFP discussions and would need to be accompanied by a clear justification
and accompanying evidence.
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Annex 1: Example of Performance Information for (a hypothetical)

Programme/

Department

Sub-pro-
gramme

Specific Item Mea-
sured (Outcome/
Goods/Services)

Indicator

Type of
Indicator

2. Land Man-
agement and
Administration

Outcome: Efficient % commercial, agri- Outcome
use of land cultural and residen-
tial land used for its
designed purpose.
2.1. Land Policy | Service: Complete Legislation reviewed Output
and Legislation revision of legislation and aligned with
related to the Pro- policy
gramme/Department
Service: Policies and Specific policies and Output
regulations regulations reviewed
2.2. State Land | Service: Allocate resi- | Number of plots Output
Management dential plots of lands allocated
Service: Lease of state | % of area allocated Output
lands for leases
Service: Administration | % of backlog in lease | Efficiency
of leases administration
2.3. Spatial Data | Service: Maintenance | % of overlapping Quality
Infrastructure of digital cadastre boundary output
Service: Geodetic Number of control Output
control network points fixed
Service: Provision of Average processing Efficiency
survey services time for approval of
surveys
% completed surveys | Outcome
2.4. Geographic | Service: Effective data- | Average monthly % Efficiency
Information base management down time
Services
Services: Accessibility | Average time taken in | Efficiency

to geospatial data

hours to respond to
requests
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