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Decisions make by government organisations
Abstract

The article describes the principles, techniques and procedures applicable in relation to appraisal and evaluation. Appraisal and evaluation are essential parts of good financial management. The general principles should apply to any proposal - whether project, programme or policy related - with implications for expenditure / use of resources. The effort that should go into appraisals and evaluations and the detail to be considered is a matter of judgement.
Introduction

No policy, programme or project is adopted without first having the answer to these questions:

· Are there better ways to achieve this objective?
· Are there better uses for these resources?
The guidance is designed to promote efficient policy development and resource allocation across government. It does this by informing decision-making, and by improving the alignment of departmental and agency policies, programmes and projects with government priorities and the expectations of the public. The guidance emphasises the need to take account of the wider social costs and benefits of proposals, and the need to ensure the proper use of public resources.
This is achieved through: identifying other possible approaches which may achieve similar results, wherever feasible, attributing monetary values to all impacts of any proposed policy, project and programme, performing an assessment of the costs and benefits for relevant options.
The ability to judge how effectively government resources have been expended is essential to their strategic long-term management. Planning for this evaluation should be considered at the time of appraisal.
The appraisal and evaluation cycle
Appraisal and evaluation often form stages of a broad policy cycle that some departments and agencies formalise in the acronym ROAMEF (Rationale, Objectives, Appraisal, Monitoring, Evaluation and Feedback). This is shown below:
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Figure 1 – ROAMEF cycle 

Appraisals should provide an assessment of whether a proposal is worthwhile, and clearly communicate conclusions and recommendations. The essential technique is option appraisal, whereby government intervention is validated, objectives are set, and options are created and reviewed, by analysing their costs and benefits. Within this framework, cost-benefit analysis is recommended, as contrasted with cost-effectiveness analysis below, with supplementary techniques to be used for weighing up those costs and benefits that remain unvalued.
Process for appraisal and evaluation
Appraisals are often iterated a number of times before their proposals are implemented in full. Therefore the stages set out below may be repeated, and they may not always be followed sequentially. In particular, as options are developed, it will usually be important to review more than once the impact of risks, uncertainties and inherent biases. This helps to avoid spurious accuracy, and to provide a reasonable understanding of whether, in the light of changing circumstances, the proposal is likely to remain good value for money.
As the stages of an assessment progress, data must be refined to become more specific and accurate. The effort applied at each step should be proportionate to the funds involved, outcomes at stake, and the time available. Accordingly, in the early steps of identifying and appraising options, summary data only is normally required. Later on, before significant funds are committed, the confidence required must increase.
The first step is to carry out an overview to ensure that two pre-requisites are met: firstly, that there is a clearly identified need; and secondly, that any proposed intervention is likely to be worth the cost. This overview must include an analysis of the negative consequences of intervention, as well as the results of not intervening, both of which must be outweighed to justify action. In many cases, the preliminary step will involve research to set out the scope of the issue to be addressed, and the reasons for intervention.
The second step is to set out clearly the desired outcomes and objectives of an intervention in order to identify the full range of options that may be available to deliver them. Targets should be set to help progress towards meeting objectives.
The third step is to carry out an option appraisal. This is often the most significant part of the analysis. Initially a wide range of options should be created and reviewed. This helps to set the parameters of an appropriate solution. A shortlist may then be created to keep the process manageable, by applying the techniques summarised below to high level estimates or summary data. The ‘do minimum’ option should always be carried forward in the shortlist, to act as a check against more interventionist action.
Each option is then appraised by establishing a Base Case. This is the best estimate of its costs and benefits. These estimates can then be adjusted by considering different scenarios, or the option’s sensitivity to changes can be modelled by changing key variables. More fully, the appraisal may develop as follows:

· Identify and value the costs of each option.

· Identify and value the benefits of each option.

· If required, adjust the valued costs and benefits for :

· Distributional impacts (the effects of proposals on different sections of society);

· Relative price movements.

· Adjust for the timing of the incidence of costs and benefits by discounting them, to obtain their present values.

· If necessary, adjust for material differences in tax between options.

· Adjust for risk and optimism to provide the Base Case, and consider the impacts of changes in key variables and of different future scenarios on the Base Case.

· Consider unvalued impacts (both costs and benefits), using weighting and scoring techniques if appropriate.
Following option appraisal, decision criteria and judgment should be used to select the best option or options, which should then be refined into a solution. Consultation is important at this stage, regardless of whether it has taken place earlier. Procurement routes should also be considered, including the role of the private sector.

Issues that may have a material impact on the successful implementation of proposals must be considered during the appraisal stage, before significant funds are committed. This is to ensure that the outcome envisaged in the appraisal is close to what eventually happens.
Evaluation is similar in technique to appraisal, although it obviously uses historic (actual or estimated) rather than forecast data, and takes place after the event. Its main purpose is to ensure that lessons are widely learned, communicated and applied when assessing new proposals.
The ultimate outcome of any appraisal is a decision whether or not to proceed with a proposal or a particular option. As these decisions will often have far reaching consequences, the presentation of the conclusions and recommendations to decision makers and key stakeholders can be as important as the analysis itself. In all cases, transparency is vital. Presentations and reports should be clear, logical, well founded, and geared towards helping the decision at hand. Summary reports in particular should be drafted in non-technical language wherever possible, but, if it is necessary to use technical terms, they should be explained.

Reports should provide sufficient evidence to support their conclusions and recommendations. They should provide an easy audit trail for the reader to check calculations, supporting evidence and assumptions. Major costs and benefits should be described, and the values attached to each clearly shown rather than netted off in the presentation of the analysis. This should help to ensure that decision makers understand the assumptions underlying the conclusions of the analysis, and the recommendations put forward. Appraisal reports should contain sufficient information to support the conduct of any later evaluation.
The results of sensitivity and scenario analyses should also generally be included in presentations and summary reports to decision makers, rather than just single point estimates of expected values. Decision makers need to understand that there are ranges of potential outcomes, and hence to judge the capacity of proposals to withstand future uncertainty.
Conducting an assessment can be resource-intensive. Appraisals and evaluations should therefore be carried out collaboratively wherever possible between stakeholders, but lead responsibilities need to be well defined, and accountability for accuracy and thoroughness clearly understood 
. Carrying out assessments should never be regarded as a specialist activity, and therefore sidelined.
Departments and agencies should consider how appraisals and evaluations are integrated with decision-making processes and governance structures. To ensure a coordinated approach to conducting assessments, departments and agencies are encouraged to consider:

· Establishing formal evaluation or assessment units, or other centres of technical expertise;

· Formalising access to internal and external auditors. In complex cases, it may be helpful to discuss appraisal methodology with sponsor departments, the Treasury or the National Audit Office;

· Providing incentives for conducting thorough and timely appraisals;

· Maintaining an accessible archive.

For individual assessments, consideration needs to be given at the outset to:

· The availability and cost of financial and specialist resources that may be needed;

· The possible need for quality assurance, for example, by academic experts and service providers;

· How the findings are to be disseminated (e.g. publication of assessments; dissemination via web sites, etc);

· The possibility of deferring a proposal pending further research;
· Establishing a project plan for the assessment, setting out key milestones, resources and work streams.
Issues relevant to appraisal and evaluation
There is a wide range of generic issues that may need to be considered as part of any assessment. The following list should be checked for relevance to options under appraisal, and used for later evaluations:
· Strategic impact – new proposals can be said to have strategic impacts on organisations if they significantly affect the whole or major part of an organisation over the medium to long term. Proposals should therefore be considered in terms of their potential scale of impact, and how they fit in with the strategy of the organisation(s) they affect.

· Economic rationale – proposals need to be underpinned by sound economic analysis, which should be provided by a cost benefit analysis in an option appraisal.
· Financial arrangements and affordability – proposals need to be affordable, and an affordable financial plan needs to be developed.
· Achievability – all proposals should be assessed for their achievability, and recognised programme and project management arrangements set up as necessary.
· Commercial and partnering arrangements – proposals need to take account of commercial, partnering and procurement arrangements; what can be delivered in the market; how costs and benefits can be guaranteed through commercial arrangements; how contracts will be managed through to completion.
· Regulatory impact – as discussed previously, the impacts of new proposals on businesses, voluntary sector and charities should be assessed.
· Legislation – consideration should be given to legislation specific to the case in hand, as well as statutes that affect many proposals, such as the Human Rights Act, or the Data Protection and Freedom of Information Acts.
· Information management and control – The information requirements of proposals, including the data needed for later evaluation, and the supporting IT that may be required.

· Environmental impacts – The effects on the environment should be considered, including air and water quality, land use, noise pollution, and waste production, recycling and disposal.
· Rural issues – The government is committed to ensuring that all its policies take account of specific rural circumstances. Appraisers should assess whether proposals are likely to have a different impact in rural areas from elsewhere.
· Equality – Impacts on various groups in society should be considered as part of an appraisal.
· Health – the impacts of proposals on health should be considered, and evaluation made of the impact on health of poverty, deprivation and unemployment, as well as poor housing or workplace conditions.

· Health and safety – the health and safety of people at work or arising from work activity may need to be safeguarded. Obviously this is of particular concern in construction.
· Consumer focus – Assessments may need to involve consideration of the cost and quality of goods and services, as well as access to, choice of, and information about them.
· Regional perspectives – CMPS provides guidance on how regional perspectives are best incorporated into the policy making process.

· European Union – It will often be important to take account of proposals and activities in other European Union countries, as well as specific legislation and regulations. State aid rules are particularly important to consider, as these prescribe the extent to which government can intervene.

· Design quality – The design quality of facilities can be important in ensuring that objectives are successfully achieved.

Reasons for government intervention
Before any possible action by government is contemplated, it is important to identify a clear need which it is in the national interest for government to address. Accordingly, a statement of the rationale for intervention should be developed.
Key questions for justifying action:

· Is the rationale for intervention clear?

· Is it reasonable to assume that intervention will be cost-effective: i.e. that the benefits of intervention will exceed the costs?
This underlying rationale is usually founded either in market failure or where there are clear government distributional objectives that need to be met. Market failure refers to where the market has not and cannot of itself be expected to deliver an efficient outcome; the intervention that is contemplated will seek to redress this. Distributional objectives are self-explanatory and are based on equity considerations.

Government intervention can incur costs and create economic distortions. These must be taken into account to determine whether intervention is warranted. For example, a regulation may be successful in addressing a particular market failure, but might also involve other costs that mean that overall it is not worthwhile.
The first step in appraisal is usually to carry out research, to identify the scope of the issues involved and the basis for government action. The research may cover the following:

· The result if nothing changed, or if there was minimal change;

· The market situation (e.g. cause of any market failure, employment levels);

· Current and projected trends and published forecasts (e.g. population, services volume, demand, relative prices and costs);

· Potential beneficiaries (and those who may be disadvantaged);

· Technological developments; and,

· Whether the problem to be addressed changes in scope or magnitude over time e.g., effects can multiply over generations.
If an intervention seems worthwhile, then the objectives of the proposed new policy, programme or project need to be stated clearly 
. This allows the identification of the full range of alternative options which government may adopt.
Objectives, outcomes, outputs and targets
Objectives should be stated so that it is clear what proposals are intended to achieve. Objectives may be expressed in general terms so that the range of options to meet them can be considered. The objectives of individual proposals should be consistent with statements of government policy, departmental or agency objectives, departmental Public Service Agreements (PSAs), and wider macro-economic objectives.

There is usually a hierarchy of outcomes, outputs, and targets that should be clearly set out in an appraisal. Outcomes are the eventual benefits to society that proposals are intended to achieve. Often, objectives will be expressed in terms of the outcomes that are desired. But outcomes sometimes cannot be directly measured, in which case it will often be appropriate to specify outputs, as intermediate steps along the way. Outputs are the results of activities that can be clearly stated or measured and which relate in some way to the outcomes desired.
Targets can be used to help progress in terms of producing outputs, delivering outcomes, and meeting objectives. Targets should be SMART;

· Specific,

· Measurable,

· Achievable,

· Relevant, and,

· Time-bound.
The following questions may help to set suitable objectives and targets:

· What are we trying to achieve? What are our objectives? What would constitute a successful outcome or set of outcomes? 

· Have similar objectives been set in other contexts that could be adapted?

· Are our objectives consistent with strategic aims and objectives as set out, for example, in the department’s Public Service Agreements (PSA’s)?

· Are our objectives defined to reflect outcomes (e.g., improved health, crime reduction or enhanced sustainable economic growth,) rather than the outputs (e.g. operations, prosecutions or job placements), which will be the focus of particular projects?

· How might our objectives and outcomes be measured?

· Are our objectives defined in such a way that progress toward meeting them can be monitored?

· What factors are critical to success?

· What SMART targets can we then set? What targets do we need to meet?
Conclusions

The purpose of option appraisal is to help develop a value for money solution that meets the objectives of government action. Creating and reviewing options helps decision-makers understand the potential range of action that they may take.
The approach set out here explains how options can be created, and values estimated for the Base Case (i.e. the best estimate of the costs and benefits of an option). It goes on to state how the Base Case may be adjusted to account for uncertainty about the future, using sensitivity and scenario analyses, and how to consider non-monetised impacts.
This step involves preparing a list of the range of actions which government could possibly take to achieve the identified objectives. The list should include an option where government takes the minimum amount of action necessary (the ‘do minimum option’), so that the reasons for more interventionist actions can be judged.

The range of options depends on the nature of the objectives. For a major programme, a wide range should be considered before short-listing for detailed appraisal. Both new and current policies, programmes and projects should be included as options. At the early stages, it is usually important to consult widely, either formally or informally, as this is often the best way of creating an appropriate set of options.

An option may affect, or be affected by, other expenditure across the public sector (for example, where its outputs or costs depend upon another project or the implementation of a related policy perhaps in another department). Where a number of expenditures or activities are linked together and the costs or benefits are mutually dependent, the proposal must be appraised as a whole. However, the contribution of the component parts of each proposal to achieving overall value for money must be taken into account.
Establishing a range of options can be challenging. The following actions are suggested: research existing reports, and consult widely with practitioners and experts, to gather the set of data and information relevant to the objectives and scope of the problem; analyse the data to understand significant dependencies, priorities, incentives and other drivers; from the research, identify best practice solutions, including international examples if appropriate; consider the full range of issues likely to affect the objective; identify the full range of policy instruments or projects that may be used to meet the objectives (this may span different sorts or scales of intervention; regulatory [or deregulatory] solutions may be compared with self-regulation, spending or tax options); develop and consider radical options (these options may not become part of the formal appraisal but can be helpful to test the parameters of feasible solutions, well-run brainstorming sessions can help to generate such a range of ideas).
Examples of strategic and operational options include: varying time and scale, options to rent, build or purchase, changing the combination of capital and recurrent expenditure, refurbishing existing facilities or leasing and buying new ones, co-operating with other parts of government, changing locations or sites, provision of the service, such as maintenance, or facility by the private sector, co-locating, or sharing facilities with other agencies, using IT to improve delivery, as part of wider organisational changes, transferring service provision to another body, or improving partnership arrangements, varying the balance between outsourcing and providing services (or retaining expertise in-house), engaging the voluntary sector, regulation, including private sector self regulation, and voluntary action, different standards or compliance procedures for different groups (e.g. large and small businesses), varying quality targets.
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