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MINUTES OF THE SENATE COMMITTEE ON GOVERNMENTAL ORGANIZATION
The meeting was called to order by Chairperson Al Ramirez at 1:30 p.m. on March 10, 1993 in Room 531-N

of the Capitol.

All members were present except:

Committee staff present: Julian Efird, Legislative Research Department

Fred Carman, Revisor of Statutes
Jackie Breymeyer, Committee Secretary

Conferees appearing before the committee: Representative Hendrix, Sponsor HB 2228
Representative McKechnie
Bob Corkins, Director of Taxation, KCCI
Gary Reser, Governor’s Legislative Liaison

Others attending: See attached list

The meeting was called to order by Chairman Ramirez. He welcomed Representative Hendrix to the
committee and asked him to begin testimony. Representative Hendrix explained that his testimony was
delayed, but the committee would receive it shortly. (Attachment 1)

Representative Hendrix stated that HB 2228 is basically a bill to reinvent government. He held up a book
entitled “Reinventing Government” by David Osborne and Ted Gabler and recommended it to anyone who is
in public office today. Basically it is about how the entrepreneurial spirit is transforming the public sector.
The authors share a lot of instances where government has been privatized and been very successful. The bill
is also built upon the concept of what the state of Texas has done. The basic purpose of the bill sounds fairly
revolutionary. It is to challenge and question the basic assumptions underlying all state agencies and the
programs and services offered by the state to identify those that are vital to the best interests of the state. In
trying to set this up it became very difficult structurally. In Texas they have the state auditor who is
independent. He can actually go forth and do many of things the Legislature Post Auditor would do in this
bill. A vehicle is needed to look at every agency, program and institution to evaluate how well the job is being
done from a performance standpoint. The concern is not so much as to how public officials are basically
operating in terms of the functions of their jobs, but at what government actually produces.

Representative Hendrix referred to the Bill Brief, which he stated was well written and organized. He read the
duties of the Post Auditor 1 through 5. He referred to the K-GOAL audits and the SRS audits and what an
overwhelming job it is for Post Audit to perform.

Representative Hendrix stated that basically government will have to be looked at in a new light. There is a
certain inertia in government. We are basically in a situation where we have no feel, control or accountability
for what we do. Itis hope that a complete review can be made, much like the state of Texas.

Representative Hendrix directed attention to page 2 of the bill brief where an advisory committee would be
established. Numbers 1 through 9 were read. It is thought to be a well balanced committee for providing
input in terms of looking at certain areas that need to be looked at in terms of making the government work.
Then what will be done is to create a management staff with respect to how we govern; a complete
management review. Legislative Post Audit will head this up with Legislative Research. In order for this to
work, everyone has to come on board. If someone says no to the process then it will not be successful.
There will be a management staff that has the technical ability and the accounting background, the auditing
experience and the management review capability to be able to conduct this particular program. Once this is
put in place there will be various task forces broken up into categories or groups such as education, welfare
and so forth. People from these various agencies who deal with these problems will be solicited for their ideas
with respect to what needs to be done to change certain things such as what programs need to be eliminated,
which ones need to be kept, and which ones need additional revenue in order to be able to allow them to fulfill
the purpose to which they were directed.

Unless specifically noted, the individual remarks recorded herein have not been franscribed

verbatim. Individual remarks as reported herein have not been submitted to the individuals 1
appearing before the committee for editing or corrections.
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Representative Hendrix read from page 4 of the bill brief to the effect that the Post Auditor would be directed
to prepare a report and recommendations dealing with implementing a performance-based measurement system
for state agencies. He thought that this was essential for state agencies to start asking themselves what their
mission is, how they will go about accomplishing their goals, how it can be done more efficiently, how they
can respond to taxpayers and have an outcome based on what they actually do. When this is put into place,
the measure of what is being done can be taken, and legislators, when dealing with certain issues, will be able
to identify what is actually being accomplished with the program.

Representative Hendrix stated that part of the testimony the committee will be receiving contains the Texas
Act, the introduction to the performance review that the state of Texas did, the federal legislation that is now
being considered to implement this on a trial basis, some measurement and performance audit articles, and
some information that would be helpful in terms of informing that this is the cutting edge of the way that
government is going to go. Kansas could be in the forefront of what is being done in order to make
government more efficient and to consolidate various programs.

Representative Hendrix ended his testimony by stating that he thinks this is a way to review all programs and
look at consolidation within state government and supplement those programs in need and operate a lot more
efficiently and with less expense.

In response to a question, Representative Hendrix stated the K-GOAL audits would be put off for a year.
This would in a sense be like a mega K-GOAL in that it would be an evaluation of all programs.

Questions were asked dealing with enlisting a private firm, other states that are looking into redefining
government and a fiscal note.

Representative Hendrix stated that Texas had a substantial deficit connected with the downfall of oil and the
collapse of the real estate market. The state auditor, lieutenant governor, and technical staff spent seventy-
seven million dollars. They streamlined the government and ended up saving 2.5 billion dollars.* The
philosophy of whether someone from the outside or inside does the job is a question of whether one thinks the
government, itself, can conduct the program.There may be philosophical problems with respect to this.
Representative Hendrix has talked to people in agencies and asked them simple questions as to what it would
take to do the job better and how to more effectively be able to serve people, what are the legislative or legal
constraints that are impairments to serving the people better. Many people with a wealth of information would
come forward and volunteer information that could be collected. Post Audit has a history of evaluating
programs and agencies and knows the different personnel within the agencies. Representative Hendrix was
mindful of the program costs and knew that money could not be spent like in the state of Texas, but did have
the roadmap and the benefit of what they had done. A number of private citizens can be appointed to this
committee as well as a certified public accounting firm that would have a member. What he envisions is that
hopefully the people that are the politicians and leaders would identify those people in the private sector that
would have management review capabilities so that there would be a management review staff.

Representative Hendrix stated that failure to do this will be a major problem since there are federal mandates
and programs coming down everyday with multiple agencies administering programs and state government
that is not specifically designed to implement these programs. Basically state programs are being piled on top
of federal programs. There is no assurance that the agencies doing these things are having any effect upon the
community. A Hotline has been created in this program to get response from state workers and private
workers for the accumulation of input and ideas.

The comment was made that better results might be gained from an outside consulting firm. Another comment
centered on a former study wherein several reforms were dealt with, ultimately to be vetoed by the governor’s
office as an encroachment upon the executive branch by the legislative branch. Did the Representative
envision that happening with this piece of legislation. Representative Hendrix has researched the separation of
powers issue. There is no delegation of responsibility with respect to this program. The government is not
being asked anything but to report to the legislature. There is no imposition of legislative will upon the
government. It is a fact finding mission that needs to be accomplished. By postponement of K-GOAL audits
and by limiting the number of post audit requests, the Post Auditor will be able to devote more of her full time.
The sooner K-GOAL audits are stopped and the budget office and Legislative Research is on board, the Post
Auditor should be able to utilize all but possibly one of the audit teams.

Representative Hendrix was asked what the House vote was. He responded 107-17.

*Dollar amounts corrected by Post Auditor in 3/11 minutes.
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Representative McKechnie appeared next in support of HB 2228. (Attachment 2) He stated that this bill was
a bi-partisan effort. Merged into the present bill is legislation put forward by Representatives Bishop and
McKechnie. Representative Lowther also had legislation merged. It was further amended on the House floor
to take care of some further concerns expressed by the budget director and secretary of administration.

Nothing is entailed in the bill that cannot already be accomplished. A six-month period would be taken to plan
what needs to be done, a year to review what state government does, and then six months to report to the
legislature. After this is done, K-GOAL is re-established and looks division by division over a seven-year
period. It continues to make recommendations on improvement. It also fits well with what Post Audit
continues to do, as well as the Governmental Organization committee.

Bob Corkins, KCCI, spoke in support of HB 2228. He distributed copies of testimony (Attachment 3),
along with a pamphlet entitled “Progressive Spending?” (Attachment 4) The KCCI has worked in the last
several months on a campaign which includes this concept. Recommendations included the formation of a
Kansas-style “Grace commission” like that proposed in the bill. Mr. Corkins spoke of the high number of
state employees. Kansas has the highest employee rate in a six-state region. The rate of growth is eighteen
percent higher than the national average. The KCCI feel strongly that business persons should have
meaningful input into deliberations that the advisory committee would put forth. The first and most critical
issue to be considered is an accurate and specific cost accounting of current government services. The
advisory committee solutions will hinge upon this.

Chairman Ramirez called upon Mr. Gary Reser, Governor’s Office, an opponent of HB 2228.

Mr. Reser stated that the governor is strongly opposed to this bill and feels that it is an intrusion upon the
executive branch of government and disregards separation of powers. Mr. Reser stated he wanted to
concentrate upon a lot of other positives about what is already happening in the governor’s administration.He
directed the committee’s attention to the last page of his testimony entitled “On-Going Initiatives”. Mr. Reser
stated that policies must not be developed by a management review committee directed by Legislative Post
Audit. K-GOAL should be allowed to work before Post Audit takes on another major initiative. The
governor will be calling upon the private sector in Kansas to become partners with the executive branch in
earmarking and implementing changes that could result in an efficient and cost-conscious state government.
Mr. Reser ended his testimony by stating that for all the reasons cited in the testimony, the governor opposes
the bill. (Qubtecloment s
Mr. Reser was questioned about the statement contained on the second page of his testimony to the effect that
there was a net reduction of 91 FT'Es. Mr. Reser responded that he believed that was for the fiscal year 1991.
The first budget the governor submitted after she took office had a net reduction.

One of the committee members differed with this statement and had a print-out showing a net gain of 157.2 for
the same period.

Mr. Reser said he would double check the figure.

The Chairman asked the committee to be on time for the meetings. He asked Ms. Hinton and Mr. Reser to
return tomorrow. Secretary Whiteman will be present to testify on another bill.

The meeting was adjourned.

The next meeting is scheduled for March 11, 1993.
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HB 2228
CHALLENGING THE UNDERLYING ASSUMPTIONS OF ALL AGENCIES

State government has grown large and unwieldy over the past decade.
Part of the problem has nothing to do with state government per se, but is a
direct product of the federal government mandating programs for state
administration. This unforeseen delegation of power has not always been
efficiently distributed within government. Federal programs have been assigned
to state agencies and administered in conjunction with state progras. Often
times federal programs have been parceled out to different governmental units
for implementation. As a result, there is much overduplication within
government and poor delivery of services to the public. Government has gotten
costly, and it has been very difficult to make public officials accountable for
their actions.

Having been through one legislative term, I could see that we were just
piling program on top of program without much concern about performance. I
talked to many people I respect only to hear a constant refrain that government
could not be run like a business. Some cynics questioned whether it was
feasible to make the political process of government manageable.

Fearing that I would fall prey to a modern day Cervantes, I almost
abandoned my mission. But given my stubborn nature, I embarked on a course
which I am hopeful will reinvent Kansas government.

I helped formulate a plan for a comprehensive management review of
government. The purpose behind H.B. 2228 is to challenge and question the
basic assumptions underlying all state agencies. If enacted, the legislative post
auditor would:

(1) Conduct a complete review of all state agencies and all programs,
services and activities operated by such agencies;

(2) Evaluate the efficiency of all state agencies to determine if they fulfill
their basic functions;




(3) Determine methods to maximize the federal funds received by the
state to assure that Kansans receive the full benefit of their tax
dollars; and

(4) Identify programs that can be eliminated or transferred to the private
sector.

To avoid spending millions of dollars, my proposal would set up a
management staff headed by the post auditor and supplemented by her staff,
legislative research and personnel from the Governor’'s budget office. The
management staff would be able to select existing governmental employees
from various agencies and programs on a categorical basis (e.g., education,
revenue, social and human services, energy and natural resources and health.)
Each agency would be required to furnish what the management staff deemed
appropriate. The cost would be the commitment of existing personnel to the
evaluation process.

To assure public input, a toll free hotline would be established to permit
comments by the citizenry at large. The calls would be logged and the ideas
catalogued for inclusion into the review process. The private sector would be
permitted to make gifts to the project and would be able to volunteer
individuals who could participate in various task forces and teams.

Why support this concept? There seems to be a general dissatisfaction
with government, and a desire for more responsive services at lower cost
(resulting in lower taxes). Normal procedures for dealing with the effectiveness
of government are not working. Although policy making, budgeting, managing
agencies and auditing are useful tools, they have not provided complete
accountability from our agencies, programs and institutions. The reasons
normal procedures do not work are now understood. The focus of conventional
techniques to examine government are too narrow to identify underlying
problems. These techniques start with the status quo and inherit the inertia
within the system. The current system is limited because only a few people are
allowed to participate in the current evaluation process and only a few
perspectives are sought.

Therefore, I encourage you to endorse H.B. 2228 and request your
support.



Attachments:
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Criteria for Developing Performance Measurement Systems in the Public
Sector
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_ Chapter One

Introduction

N

It’s time to
~~*hink Texas
guvernment and
basic services

to the state’s

In effect, the 1970s were a fever-dream that
promised unlimited growth for the state. But
when the fever broke, it left the system no better
than itwas before—plagued bva lingering soruc-
wural deficit—a perpetuai gap between the sta:='s
budgetneeds and the dollars on hand to pay for
them.

~you aiways do what you've aiways done,
* you'll always get what you've always got.”

One thing Texans have todayisa state govern-
ment that doesn't work very weil. Despite efforts
to restrict spending and limit the demands on
the state budger, Texas contnues to face bien-
nial fiscal woes. Each new session of the Legisia-
ture brings renewed talk of major tax legisiation
and threats of reduced services. Thinking cre-
atively about the state’s long-term needs peren-
nially takes a back seat 1o the burden of dealing
with the crush of the present.

\
Tfhereiaanold'renssayingthatgoes: “If

The heady days of the 1970s are unlikely to
come again. Even if they do, they are not a
healthy basisfor stable, responsibie government.
The present must be faced as it is: The Texas
economy is growing again, and the predictions
suggest that the growth will contnue. However,
the growth won't be rapid, the state’s problems
Texans often associate this state of affairswith  will continue, and progress will be hard-won.
the oil bust of the 1980s. Thatview is shortsighted. -

Texas has struggied with its finances for decades.

The 1930s have been characterized as a “de-
cade of deficits,” when the sate’s books were
continuously in the red.! The war years, with
their limirations on domestc spending, pro-
vided a breakin this cycie, butbudget difficulties
quickly resurfaced in the post-War era. Since
World War II, state spending consistentiy has
outpaced the mx system’s ability to keep up.
"[’l']herevemn:systetnhzschrtmit:.llyv.uuiex*-pexb :
formed both the growth in the overail economy
andin state spending,” the Select Commirttee on
TaxEquity concludedina 1989 report. “This has
led to additionai rax legisiation on the average of
once every four years since 1947."*

One problem cermin to linger in the absence
of legisiative action is the soructural gap in the
state’s finances. Despite a reviualized economy,
Texas, at the beginning of the summer of 1991,
finds itself $4.6 billion short of the funds to
provide the same level of services in 1992 and
1993 that it is providing in 1991.

Ifwe do whatwe have aiways done, the special
legisiative session during the summer of 1991
wiil pass 2 compromise tax bill that is a patch-
work of additions to the current system. It will
make minoradjusmmentsin the budgettobalance
the @x program.

Butifwe do whatwe've aiways done, we will, as
the saying suggests, get what we've always got:
short-term solutions to long-term problems—a
brief respite before the budget difficuites re-
sume in the 1993 legislative session.

The one excepdon to this trend was the pe-
riod from 1972 through 1981, when the oil
boom accelerated the state economy dramad-
cally, producing large, recurring state budget -
surpluses. The Tax Equity Committee’s analysis
showed the growth in that period to be largeiya
result of energy price inflation, which fueled
rapid growth in state oil and gas severance wxes.
Without that inflation-driven growth, the rev-
enue system would have underperformed
spending demands in that decade as weil.?

1t is time to break this cycle of stop-gap remedies. It
is dme to rethink Texas government and how it
provides basic services to the state’s citizens. It is
dme to lay aside the old nostrums, to look for
new solutions to our oid problems, and to pre-
pare for the challenges of the new decade—and
of the new cenrury—ahead.

Through theyears, Texans have paid for many
"Texas Commission on Saue and Local Tax Policy, Our Staus Tax ~ studies of their tax system. The time has come 10
Policy: its Histors: its Future (Austin, 1959). p. 22.

'SelectCommittee on Tax Equity, Rethinking Teras Taxes, Vola

Analysis of the Tax System (Austin, 1989), p. 80.

2
‘Ibid.
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Chapter One

Senate Bill 111
requires the
state to conduct
a review of state
agencies and all
programs, ser.
vices and activi-
ties operated by
those agencies.

look criticaily, not only

ernment, but at how we

and we must do so with unparalleled thorough- The primarygoai of the o
ness. As Raymond Moriey has challenged all defined in the %ﬂaﬁon.
government jeaders: “Free the sme from the question the basic assum: '
Past. Weed it our. Fumigate it. Put it back 1o the sate agencies and the programs and Servicey;
Job of serving the present.”+ , offered by the state.” In refining this basic direoy
- tive and others outtined in the bill, the Co
troller identified the following major objectiver

Senate 8ill 111

® tO examine the organization and manage. ~
ment of state governmentand to recommeng -
The Legisiamure has developed a unique ap- consolidation and reorganization where ap.
Proach w meeting this challenge. Originallypro-  propriate; i
pmedinDecemeLQQObyUeun:nntGovunm» :
elect Bob Bullock as a “newm"budge:phnfor ® to evaluate the programs and policies fal _
Texas, thisn, eventuaily took the form lowed by the agendies of state government 1o -
of Senate Bill 111, Ppassed by the Legislature and idendfy overiapping functions, outmoded
signed into law by Governor Ann Richards on methodologies or areas needing greater ar.

January 81, 1991, (See Appendix A) tention by the state; i
-t T
Among other provisions, Senate Bill 11] re- ¢ to examine the fiscai management of state

quires the Legisiati Budget Board, the state’s government and the financial relationships

bndggt-wnnng body,tocondugtareviavo.fs_u.:e among agencies:

operated by those agencies. The bill directsthe o ¢o recommend the basics of 2 debe manage-
involvement of the State Auditor, the Sunset ment policy for the stte;
Advi - ot

B

Office, the Governor's Office of Budget and « o identify opportunites for basic manage-

Ing and the Compuroller of Public Ac. mentimprovementsin the daily operadonsof
counts. It requires a series of recommendations the government;
tobeprue:t?edm the Legisiature by July1, 1991.

® ' identify programs and services that could
Inan emergency session heid on February 6, be transferred to the private sector;

1991, the Legisiative Budget Board des;
Compu‘oﬂer]ohn Sharp o lead the operatonal ¢ toexaminethe sateworkforce and the benefits
review of the state budget envisioned in Senate provided to state government employees;
Bill 111. Upon receiving this assignment, the i
Comprroller worked internaily and in conjunc- e ¢t identify advances in technology and their

ton with othermvolvedagendatodevelop and applicability o state government functons;
impiement a plan 1o accomplish the goals out. -

lined by the Legislature.’ Even 3 cursoryreview e to determine methods that would increase
the federal funds the state receives; and

-mwawmmmmww . i chan improve the revenue
‘(et). MM(MMMMMIM).LI& 0 consider ges 0 Lmp

i i the sate

of Public Accounts. Texas Rewiow: An Opave- system and to ncrease income to
tional Reime of Tmm%wm«msmy without changing the rates or bases of the
18. 1990). state’s major taxes or adding new tax sources.
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Chapter One

It is cridcal to recognize the scope of the almost 700 interviewswith individualsinside and
objectivesof the Performance Review. The Comp-  outside of government.
troller never viewed the project asa simpie exer-
cise in budget cuuing. Compared to moststates, The work of the Performance Review did not
the State of Texas has been conservativeinmost  stopwith basicresearch and analysis. The project
spending areas through the years. To bring plan also incorporated several unique features
about lasting improvement in the state’s fiscal designed to introduce new insights into the
system, the review had to extend far beyond overail budget review process.
budget reductions, and its recommendations
had to focus on the much broader issues of how First, the Comprroiler installed a special tele-
governmentisorganized, managedandfinanced.  phone hot line to encourage input from sate
employees and the generai public. This hot line
Significantly, these recommendations coin- was widely advertised satewide in local Conve-

=2 cide with a report from the Governor's Task nience stores, dry halls, county courthousesand
e Force on Revenue, which is examining the state  state agency offices. Employee invoivement was
& and local tax system. That ask forcemustreport  also encouraged through 2 link to the Texas
25 by July 1 as well, meaning that the Legisiarure, Incentive and Productvity program. In totl,
e meetng in special session this summer, should 2,663 suggestonswere received through the hot
S have beforeitcomprehensiverecommendations  line during the course of the project Each of
Fa- for dealing with both the revenue and spending  these suggestions was reviewed by the project
;ﬁ sides of the sute fiscal equation. . team, and many were incorporated into the
w overall Performance Review recommendations.
b Suggestons specific to individual state agencies
%_}” ‘ The Texas Performance Review are being provided to the agendies.
;)

Ultimately, the Texas Performance Review Second, the Comprroller conducted a series
project that produced this report made use of of nine public hearings around the sate to
saff from 16 state agencies and from a number  encourage NIFHHEr parucipation by the general
of private sector sourcesaswell. A team of more  public and state empioyees outside Austn (Fig-
than 100 staff members. organized accordingto  ure 1-2). These hearings atracted tesumony
the major functional areas of the smte budger, from more than 200 Texansand provided addi-
did the bulk of the work (Appendix B).In toral, tonal input to the Performance Review teams.
o this team jogged more than 52,000 hours of time
ideas:f)\ on the project. The team’s eforts were directed Finally, the Performance Review benefitted

~{) by a project management team from the frominputfrom three task forces of public and
Compuoiler’s Office and were supported by) private sector experts assembled to assist its ef-

input from a Policy Committee made up of sraff | forts. These inciuded a Blue Ribbon Panel on

A = representadves from the key agencies involved = Technology, an Electronic Ben?b'E‘I'x‘ansferTask\
priviee s..,\ ’ - in the projectand from the legislativeand execu-  Force and a State Management Practces Task
*+ - tve leadership (Figure 1-1). Force. These task forces conibuted input to the

Performance Review on a wide range of critical
The project team'’s work included a broad  topics at minimal cost to the sate.

review of previous analyses of state government
budget practices, a review of similar efforts in
other states, the development of extensive back-  The Performance Review and the State Budget
ground information and analysis from agency Problem
budget and performance swagstcs, and wide-
ranging interviews with private sector experts, The Texas Performance Review represents
public sector managers and frontline empioy- one of the most far-reaching efforts of its kind
ees in all of the functional areas of Texas sate  ever mounted by Texas state government Italso
government. In total, the projectteam conducted  is one of the most sweeping reviews of govern-

Texas Performance Review 3
1991
July ﬂ

S =



—
Chapter One -

————

FIGURE 1-1
The Texas Performance Review Structure
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FIGURE 1-2

Texas Performance Review
Public Hearings

Amariiio - Mlyﬁ

| Dallas — April 24

Longview - April 10 E

% |Houston — May 23 §

ment operations ever undertaken by any state
frame available. Similar studies in other states
normaily have required 2 minimum of one year
and often have lasted 18 to 24 months.

Working from an inidal list of more than 700
issues, the Performance Review honed itsrecom-
mendation to 195 issues. In total, the issues cover
approximately 975 recommendations.

The fiscai effects of all of these recommenda-
tions are estimated based on their impacton the
current funding shortfall facing the state. Table
1-1 shows how the current shortfall of more than
$4.6 billion is calculated. Itisimportantto recog-
nize that the shortfall is not an actual deficit in
the state’s financial accounts. Ratheritisa gap
between what the state needs to spend over the
NEXt tWo years to maintain its current level of
services and the revenues estimated to be avail-
able for spending by the Legisiature.

The current services budget estmates are
provided by the Legisiative Budget Board. The
currentservice level is the amountneeded in the
199293 budget years for the state to go on
providing the level of services it is providing in
1991. The onily adjustments made to spending
demands in 1992-93 above 1991 leveis reflect:
(1) new demands caused by growth in service
populations, such as increases in the number of
school children or inmates in state prisons; (2)
special adjustments required by court orders,
such as increases in spending for prison con-
struction; and (3) the effects of legisladon en-
acted by the regular session of the Legisiature,
which adjourned in May. As Table 1-1 shows, this
latter factor inciudes $139.5 million in budget
reductions made by Senate Bill 111.

The revenue estimates used to calculate the
shortfall shown in the table come from the Comp-
troller of Public Accounts and were produced as
part of the Comprtroller’s consdtudonal respon-
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Chapter One.
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TABLE 1-1
Potential State Budget Shortfall 1992-93
(Millions of Dallars)
1992-93 Biennium
Revenue - $30,709.9
plus
SB 111 Cost Savings, FY91 139.5
plus ' ,
Project Fair Pay Revenue Gains, FY 91 87.9
less .
Current Services Spending 35,004.4
less
Additional TRS Payments 294.0
less
Emergency FY91 Appropriations 158.2
loss
SB 351 Additional costs 128.0
pPlus
Miscallaneous Bills Passed in the 72nd
Regular Session . 40.8
equals
Potentiai Shortfali $(4.606.5)
Totals do not acdd dus to rounding.
SOURCE: John Sham, Comptrotier of Public Accounts.

sibility to estimate revenues available for state  writing efforts. It is the General Revenue Fund
spending. The estimates shown in Table 1-1are - that must balance under the state’s “pay-as-vou-
based on the Compuoiler’s January 1991 rew go” requirements. :
enue esdmate and incorporate changes in state
finances that occured during the 1991 regular Recommendations in the report focus on—
legislative session. but are not limited to—those that impact Gen-
Finally, it is important to note that Table 1-] ¢ral Revenue-reiated poruons of the budger-
focuses on the funds ted to the state Generai However, the effects of recommendations on
Revenue Fund, the primary spending purse of Otherareasofthe state budgetaiso are provided.
state government. These funds representabout In cermin cases, this inciudes some recommen-
59 pereentofthe smte budgetin 1992.93 andare datons affecting funds outside the state Trea-
the portion of the budget over which the Legis- sury and effects that extend to Texas local gov-
lature has the greatest control in its budget ernments as well. _

s
6 Texas Performance Review / “—/&
July 1991

Tt————— o S
e

|



specific issues
are discussed in
detail in the
accompanying
Volume 2.

thestate’s current organization and recent fiscal
performance.

Volume 2 provides a demiled discussion of
each of the Compruroiler’sspecificrecommenda-
tons. It is organized according to the major
functional areas of the sate budget educaton,
public safety and criminai justce, ransporaa-
don, heaith and human services, naturai re-
sources, general government and regulatory,
and empioyee benefits. An additional section
deals with a broad set of issues, such as
privatization of servicesand revenueissues, which
cut across all of the major funcdons of govern-
ment.

Reference keys included in the tables that
summarize recommendations in Volume 1 link
the descripdons in this volume to the detailed
discussions of individual recommendatons in
Volume 2. For example, ifareaderwantsto know
more about specific details of a recommenda-
tion on the organizadon of natural resource
agencies that is only briefly summarized in Vol-
ume 1, there is an easy reference to the detailed
discussion of the issue contined in Volume 2.
These reference points are represented by keys

Chapter One
4
g‘? in the the fiscal summary tables tha: indicate
ey The Performance Review Report where to find the issue in Volume 2. ibbrevia-
g{)
Sacy o dons used to indicate the various funcdonal
WO Thework of the Texas Performance Reviewis  areas are as follows:
iy contained in this report and an accompanying
$ze two-part Volume 2. The volumes are organized Function Abbreviation
s differenty butare tied to each other by a simpl
a set of cross references. In addition, a package of Educadon ED
s samtory changes and consdtutonal amend- Health and Human Services HS
;e ments has been drafted to impiement the rec- Transporaton TR
E i ommended changes. Employee Benefits EB
: Public Safety and
This porton of the report, Volume 1, summa- Criminai Justice PS
The results o rizesthe Comprroiler’s recommendations to the General Government and
P
the work of th i based on the Performance Review Reguiatory GG
- w Of e findings. It is organized according to the broad Naturai Resources NR
exas s icy categories thatwere the primary concerns of Cross-Government Issues CG
T Perfor the Performance Review. These include such
mance Review categories as the organization and management For example, a recommendation that is la-
. of government, polity Znd program changes, beled NR12 in this volume can be found as the
are summarized fisgal rnanagement; ent, general  12th recommendaton in the natural resources
management i privatizadon, (i‘.?ﬁl- section of Volume 2 (see Figure 1-3).
) Volume 1 of : . Pl
. this report; volume also providesa background discussion of

FIGURE 1-3
Reference Keys for
Volume 2 Issues

Formore specificinformation aboutissues and
recommendations, look for these reference
keys in Volume 2 of Breaking the Mold:

‘lmﬂ

|
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I
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I
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I
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~
o
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Naturai Resources \
(Function)

Issue #12
in the section
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Chapter One-

government’s
old ways of
doing business.

Volume 1 is divided into 14 chapters, includ-
ing this inroduction, Chapter 2 provides an

overview of Texas s ment as it is cur-
renmﬁitgg;b’;nme evolution of

thechanges
Fecommended in later sections of the report.

The fifth chapter builds on Chapter 4 by
outlining a number of changes in stace policies
and programs 1o provide better services or o
eliminate services thatare unneeded or that the
st@te simply cannot afford g provide.

be used to lower overaj] costs in both
9 is concerned

8 Tmmm;}

—

People are a critica) partofanyservice ory
on, and Texas state governmentis no ey
ton. There currendy are more than 20
State employees, and salaries and benefits re.
seat about 30 percent of the state budger, .
1 o reduce costs and impr
services in state government ultmately o
focus on the sate work force. In this reg:
Chapter 10 examines the work force ang
employee beneﬁtspackageprovided bythest

To make governmene more effectve, it is
important to make sure it takes full advantag,
the advances in technology. Chapter 1] ex-
ines importan: technological innovations g

Chapters 12 and 13 are concermed with r:
lated i The Perforz_nance Revic

overall state revenue policy, leaving that isqye -
the Governor’s Task Force on Revenue, Instea:

insuring that the state is Ing enough whe.
it is providing services that could appropriatei
be user-financed.

Finally, Chapter 14 brings all of the topica
strandstogetherand analyzes the potendai com
bined fiscal effects of the various changes. Ir
toal, the recommendations of the Texas Perfor
mance Review are estmated 1o reduce state
spending by $12.3 billion over the nextfiveyears
Thisinciudesa tog of $5.2billion in fiscal years
1992.93, including a total of $4.0 billion in the
General Revenue Fund. -

portanty, though, the recommendationsshouid
resultin a long-term reduction in state expendi-
tures—a closing of the sorucruraj deficit that has

/= /2
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Chapter One

TABLE 1-2

Impact by Policy Area
(Milions of Dollars)

Texas Performance Review Estimates of Fiscal

*Positive numMbers &re SAVINGS OF NEVENUS GRING.
SOURCE: Texas Performance Review.

1992-93 i - 1992-93 Totat Effect
Policy Category Generai Revenus®. Other Funds* 1992-93°
Organization and Management - $185.2 $13.6 $198.8
Policies and Programs 773.0 80.7 853.7
Fiscal Management 1,379.3 -342.3 1,037.0
Debt Management 750.1 264.0 1,014.1
Management Practices 8.1 53.8 61.9
Privatization 19.2 13.0 323
Employment issues 228.1 276 255.7
Technology 37 0.0 37
Federal Funds 7.5 938.1 930.6
Revenue Administration 662.4 173.1 835.5
TOTAL $4,001.8 $1.221.5 $5.223.2

woubled state finances for more than four de-
cades. Theyaiso provide several mechanisms for
ensuring that government congnues to work in
an efficient and effective manner in the years to
come. (See Appendix C fora compiete listof the
issues in the report.)

Thereportprovidesa clearagendaforchange
in state government's old ways of doing business.
TheTexas Performance Review team hasworked
to identify a bold set of opdons that meet the
mandate to “challenge the basic assumptons

Therecommendadonsare much morethana
rehash of old ideas or minor tdnkering with the
existing order of things. The report breaks the
mold of raditional state budget thinking and
seeks to provide meaningful improvement in
Texas government organizaton, services and
fiscal efficiency. The Compuoiler believes it is
time to push the agenda to make these improve-
ments a reality.

It's time to stop doing whatwe 've alwaysdone
and to smartdoing whatneeds to be done to make

about state government.” Texasgovernmentwork the wayit'sintended. »
Texas Performance Review| 9
July 1991
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BE IT ENACTED BYTHE LEGISLATURE OF THE STATE OF TEXAS:

SECTION 1. DEFINITION. In this Act, “state agency” includes any board, commission,
department, committee, institution, agency, or office within the legislative, executve, or judicial
branch of state government, including an institution of higher education.

SECTION 2. REVIEW OF STATE SPENDING AND BUDGETARY PROCEDURES. (a) In
accordance with this Act and the powers and dutes provided by Chapter 322, Government Code,
the Legislative Budget Board shall:

(1) challenge and question the basic assumptions underlying all state agencies and the
programs and services offered by the state to identify those that are vital to the best interests of the
people of the State of Texas and those that no longer meet that goal;

(2) conduct a complete review of all state agencies and all programs, services, and activities
operated by those agendies;

(3) evaluate the effidency with which state agencies operate the programs under their

jurisdictions and fulfill the duties assigned to them by law;

(4) determine methods to maximize the amount of federal funds received by the state for its
programsin order to better ensure that the people of Texasreceive a greater share of the taxeslevied
on them by the federal government;

(5) identify any state agency or any program or service now offered by an agency that can be
eliminated or ransferred to the private sector without injury to the public good and well-being;

(6) make recommendations for the programs and services the various state agencies provide
as well as recommendations for the elimination of or reduction in funding to various agencies,
programs, or services based on the results of the performance audit review; and

(7) make recommendations to the 72nd Legislature as to amendments to statutory and
constitutional provisions that will improve the efficiency of state government, including, if appro-
priate, recommendations on the reorganizaton or consolidation of state agendies.

SECTION 3. AGENCIES TO COOPERATE. The Legislative Budget Board may require any

state agency to assist the board and provide information required for the board to completeitsduties

Texas Performance Review| A 1

/u{y 1991

J—14




Appendix A

under this Act, and each state agency shall fully and completely cooperate with the board in that
regard.

SECTION 4. STAFF ASSISTANCE. (a) The state auditor, the Sunset Advisory Commission,
the Governor’s Office of Budget and Planning, and the comptroller of public accounts shall provide
staff to assist the Legislative Budget Board as necessary for the performance of the board’s duties
under this Act. The board may accept gifts, grants, or assistance, including the provision of
specialized personnel, from any private or public institution, association, or organization or state
agency.

SECTION 5. PERFORMANCE AUDIT WORK PLAN; REPORTS. (a) In performing its duties
under this Act, the Legislative Budget Board shall adopt a performance audit review work plan and
may appoint task forces and subcommittees as necessary.

(b) The board shall report the results of its reviews and audits under this Act, together with
recommendations, as soon as practicable. An initial report shall be delivered to the House
Appropriations Committee, the Senate Finance Committee, and the governor notlater than the 60th
dayafter the effective date of this Act. Consistentwith generallyaccepted audit principles, the board
shall complete its duties and make its final reports under this Act by July 1, 1991.

SECTION 6. EXPENSES. The expenses of the Legislative Budget Board under this Act shall
be paid from funds appropriated to the legislature and from funds appropriated to other agencies
assisting the board, which funds shall be provided through interagency contracts. Those contracts
may be executed by the board and the agenciesfor this purpose withoutregard to the reimbursement
requirementsof The Interagency Cooperation Act (Article 4413(32), Vernon'’s Texas Civil Sratutes).

SECTION 7. REDUCTIONS IN APPROPRIATIONS; SALARY INCREASES RESTRICTED.

(a) Except as provided by this section, the total amount of funds appropriated by the 71st
Legislature to state agencies funded under Article I, II, ITI, or IV of the General Appropriatons Act
(Chapter 1263, Acts of the 71st Legislature, Regular Session, 1989) is reduced by $77 million for the
fiscal year ending August 31, 1991. For that purpose, the appropriations to each state agency are
reduced by an equal percentage determined by the comprroller of public accounts as necessary to
yield the total reduction provided by this Act. -

(b) The following appropriations under the General Appropriations Act are not reduced by
Subsection (a) of this section:

(1) Comptroller of Public Accounts—Social Security, Items 1 and 2, pages I-74, I-75;
(2) Employees Retirement System—aAll items, page I-108;

Texas Performance Review
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Appendix A

(3) Attorney General—Workers’ Compensation Payments, page I-51;
(4) Deparunent of Human Services—All items, pages II-34 through II-54
(5) Departnent of Mental Health and Mental Retardation—All items, pages II-55 through
11-66; :

(6) Central Educaton Agency—Programs, All items, pages III-1 through III-11;

(7) Teacher Retirement System and Optional Retirement Program-—All items, pages III-
28, I11-29; -

(8) Higher Educaton Fund, pages III-38, III-39;

(9) Public Finance Authority—Items 2, 3, 4, and 5, page I-124;

(10) State Purchasing and General Services Commission—Item 11, page -245;

(11) National Research Laboratory Commission—Item 4, page III-53;

(12) Salaries and Group Insurance under Article V, Sectons 130 and 131, pages V-103, V-
104; and

(13) appropriations of constitutionally dedicated funds or other funds that cannot be
statutorily diverted, federal funds, funds pledged to the payment of bonds or notes, funds held in
trust or escrow, funds appropriated by an emergency appropriation of the 6th Called Session of the
71st Legislature, or funds held outside the state weasury.

(c) The reduction under Subsection (a) of this section in appropriations to endties that are
part of the judicial branch shall be applied only to operatons exclusive of salaries.

(d) The comprroller of public accounts shall inform each state agency whose appropriations
are reduced by Subsecton (a) of this secton of the amount by which the agency’s appropriations
are reduced to achieve the total reduction provided by that subsection. The agency shall determine
the line items and programs from which the reduction is to be taken and shall report to the
comprroller of public accounts those items to be reduced and the amount of the reduction but must
achieve a towal reducdon in the amount determined by the comptroller of public accounts. The
compuoller of public accounts may adopt rules for the impiementation of this subsecton.

(e) In addition to the reduction in appropriations under Subsection (a) of this section, the
following appropriations under the General Appropriations Act from the General Revenue Fund
are reduced by the listed amount:

(1) Comptroller of Public Accounts, Rider 13 (Additional computer capacity), page I- 72:
$4.4 million;
(2) Comptroller of Public Accounts, Claims—Chapter 101, 104, 110, for medical malprac-
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tice claims, page I-79: $13 million;

(3) Texas Department of Corrcctions, Unexpended, unobligated, and unappropriated
balances made in fiscal year 1990: $17 million (estimated);

(4) State Purchasing and General Services Commission, Item 5 (Utilities Distribution),
page I-244: $3.5 million; and

(5) Texas Department of Health, Item 21 (Mass Burn Incinerator Grants), pageII-15,$2.5
million.

(f) In addition to the reductions made by this section, the unexpended balance of Fund 099,
the Operators and Chauffeur’s Operating Fund, as of August 31, 1991, is ransferred to the General
Revenue Fund on that date, an amount estimated to be $22.1 million.

(g) From each spedial fund from which appropriations are reduced under Subsection (a) of
this section, an amount equal to the reduction is transferred to the General Revenue Fund.

(h) A state agency funded under Article I, II, I1, or IV of the General Appropriations Act shall
notgrant a merit salary increase or lump-sum incentive payment to any employee after February 1,
1991, and before September 1, 1991.

SECTION 8. SCHOOL DISTRICT BUDGET REVIEW. The comproller of public accounts
may immediately begin reviewing the effectiveness and efficiency of the budgets and operations of
school districts as authorized by Section 403.020, Government Code, and for that purpose Section
2.23, Chapter 1, Acts of the 71st Legislature, 6th Called Session, 1990, takes effect immediately
instead of September 1, 1991.

SECTION9. EXPIRATION DATE. Sections 1 through 9 of this Act expire September 1, 1993.

SECTION 10. AMENDMENT. Chapter 322, Government Code, is amended by adding
Section 322.013 to read as follows:

Sec. 322.013. FISCAL POLICY PLANNIN G.- The board shall provide for continuing review
and analysis of state fiscal policy and make recommendations for long-term strategic planning. For
that purpose, the board shall adopt recommendations that establish four-year strategic plans.

SECTION 11. EMERGENCY. The importance of this legislation and the crowded condition
of the calendars in both houses create an emergency and an imperative public necessity that the
consttutional rule requiring bills to be read on three several days in each house be suspended, and
this rule is hereby suspended, and that this Act take effect and be in force from and after its passage,

and it is so enacted.

Appendix A
3
k)
5
[
'y
4
2?
A4 | Texas Performance Review
July 1991

;=1



3

APRIL 1892

LEGISLATIVE
PROGRAM REVIEW
AND
INVESTIGATIONS
COMMITTEE

IN
STATE GOVERNMENT

PERFORMANCE MONITORING
Tonnecti
General Assembly




T2 AN N AR e

Findings and Recommendations
Findings

The way in which state government monitors the performance of its programs needs to
be improved. Based upon the following principles and findings, as well as information presented
earlier in the program review committee staff’s briefing paper on performance monitoring, steps
need to taken to enhance the quality, usefulness, and process for developing performance
indicators.

A performance monitoring system should allow evaluators to examine systematic evidence
on whether programs: 1) work well and be expanded; 2) are failures and need to be abandoned;
or 3) are marginally successful and in need of modification. Evaluation researchers have noted
that performance information must be employed when program decisions are made or it will fail
to serve any useful purpose.’> The importance of performance monitoring and evaluation lies
in assisting decision makers to choose among future courses of action. Accurate and unbiased
data on the consequences of programs improves the policy making process.

A critical activity in establishing a performance monitoring process is the identification
of factors that influence the expected outcome of a program. Outcome research, of which
performance measures are a key part, demonstrates that some policy actions work well while
others have little effect. Both the development of measures and outcome research can result in
the recasting of alternatives to be considered as solutions to the problem for which a program
was created. Performance measures will not be the sole determinant of how well a program is
operating, but they will allow decision makers to focus the debate on what ought to be, rather
than what actually is occurring as a result of a program.  Analysis and evaluation of the
measures will also enable policy makers to shift resources to those programs having the greatest
impact and away from programs having marginal impact.

This has not been the experience in Connecticut. Since the legislature first required the
development of program budgeting and performance measures in 1981, state agencies have
produced more than 2,000 indicators. While there has been a continual expansion in the number
of indicators created by agencies, most have suffered from a lack of use by managers and policy
makers, and generally lack relevance to program performance. The measures currently part of
the governor’s budget document do not assess outcomes, rather, they simply measure the
quantity of output an agency produced with no consideration of such measures as quality of
service, program impact, or unit costs. These measures are inadequate in assessing service or
program success. Further, they do not follow the basic principles and guidelines set forth earlier

12 Foundations of Program Evaluation: Theories of Practice, William R. Shadish, et. al.,
Sage Publications, Newbury Park, California, 1991, p. 182.
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in this report, nor do they follow OPM’s instructions for developing program performance
measures. '

Finally, performance measures are essential to the budgeting process. They can be used
to create unit cost measures that detail the impact resources have on program operations,
measure productivity, and gauge efficiencies that accompany certain organizational, policy, and
management changes. The Office of Policy and Management noted that:

A sizable number of agencies have recognized their shortcomings in the area of
program performance measurement. They have acknowledged the need for
technical assistance and guidance and have requested such assistance from
OPM. "

This observation is consistent with program review committee staff findings frequently cited in
the course of agency evaluations. Agencies are in need of both technical assistance and guidance
in construction of an adequate measure system.

To date, the creation of program measures have been left solely to the agencies. Only
recently has the Office of Policy and Management taken an active role in setting the measures
an agency puts forth. After 10 years, with little progress, there needs to be a new system for
establishing and generating performance information. The system must involve the legislative,
as well as the executive branch of government, if program measures are to be used to effectively
to monitor state programs and govern public policy.

The development of a performance measurement system can be divided into three areas:
1) the process for establishing performance indicators; 2) the type of indicators created; and 3)
the use of the indicators by agency management, the Office of Policy and Management, and the
legislature. : '

Recommendations

Meaningful performance measures need to be created that are part of an ongoing evalua-
tion research effort linked to an agency’s mission and goals. The measures must come from
within the agencies responsible for implementing programs. However, the measures need to be
carefully constructed and reviewed by outside experts to verify their quality, integrity, and
usefulness.

13 See Program Measures Supplement and Guide to Improving Performance Measures, Office
of Policy and Management, State of Connecticut, January, 1992.

¥ Ibid. p. 9.
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Achieving this goal is a two-step process. First, all agencies need to create an internal
task force composed of policy-makers, managers, and practitioners to examine programs
and develop appropriate performance measures based upon specific criteria. This task force
should be permanent and be an integral part of the agency’s management team.

Second, having established measures, the agency would then submit them to = state-
wide organization having expertise and knowledge regarding performance evaluatic::. This
organization shall be designated The Working Group on Government Performan: : Mea-
sures.

The group shall establish criteria to review the appropriateness of performance measures
and have the ultimate authority to approve or disapprove proposed agency measures. The group
may also make recommendations to an agency concerning the modification of its proposed
measures. The group shall not be involved in the establishment of agency missions, goals, or
programs and shall be concerned solely with defining measurement of program outputs and
outcomes. It shall not be involved in the data collection or analysis of the measures.

The group shall be composed of no more than 14 members. One member shall be
from the agency whose measures are being considered and approved. Two members, one
each, shall be appointed by the directors of the Office of Fiscal Analysis and the Legislative
Program Review and Investigations Committee, one appointed by the Auditors of Public
Accounts, two members appointed by the secretary of the Office of Policy. and Manage-
ment, four members appointed by the governor, and one member appointed by each of the
highest elected leader of the majority and minority parties of the house and the senate.

This working group shall be composed of individuals with expertise and experience
in evaluation and social science research, public budgeting, or management. The group
shall elect a chairman for the purposes of organizing and establishing the agenda. As
participation in the work of the group will be important to meeting its mandate, any
member who misses three consecutive meetings shall be deemed to have resigned and a
replacement designated by the appropriate appointing authority. The terms of the
members shall be coterminous with the appointing authority. The group shall meet as often
as mecessary.

Performance measures should be tied to program management, modifications and
improvements as well as program funding. As such, each agency shall present to the
working group, for approval, a plan for the use of performance measures.

Currently, program measures are submitted as part of the governor’s budget document.
As noted earlier, the OPM Management and Performance Evaluation Division has begun a major
effort to improve the development of program measures through workshops and training. This
has also resulted in the issuance of new guidelines by OPM concerning the reporting of
performance measures. Their efforts are intended to refine agency measures and provide a
better explanation as to their meaning and use.

33
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Once better measures have been identified they must be reported to the widest audience
possible. While some measures will only be useful for the internal management of an agency,
others will be important for policy makers and the public. One of the reasons for establishing
a performance monitoring system is to assure the public they are receiving a good return on their
tax dollars. While the performance measures will continue to be part of the budget
document, a special report should be submitted by each agency to the appropriation
subcommittee having jurisdiction over its budget each year detailing the reasons the
performance measures were chosen, their use by the agency in assessing program
performance, and alternatives that result from evaluation measures. In addition, this
information, along with the agencies performance measures, should become part of the
Digest of Connecticut Administrative Reports to the Governor that is issued each year by the
Department of Administrative Services.

Lastly, an agency’s database provides critical information for the development of
performance indicators. Over the next few years agencies will be updating or installing new
computer systems. These systems should provide valuable data for the development of
performance indicators, and, with the appropriate software, can automate the calculation and
reporting of measures. As a requirement for the installation and development of any new
system, it should be mandated that consideration be given to a system’s ability to produce
quality performance information. This should be a part of the competitive bidding process
as well as a criteria for consideration by the Office of Information Technology in its review
of proposed computer systems.

34

) = 2



e )

STATE AUDITOR’S MISSION STATEMENT

To improve the accountability of government
by actively providing
independent and informative services

to government leaders and citizens.
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STATE AUDITOR’S OFFICE -

AUDIT COVERAGE

1985, 1987, 1990 AND PLANNED FOR 1991

GOVERNMENTAL AUDITING

Managcrial Program Results
Finauncial Financial-Related (Economy & Efficiency) (Effectiveness)
Reviews of agency operations Assessments of how efficient Assessments  of  bow well

Audits to provide assurances
about the accuracy of financial
statements and the adcquacy of

with emphasis on financial

control systcms and compliance

agency operations are and if
controls are in place to assure

programs are achieving their
mission and the extent. of the

related accountling systems with laws and rcgulations continued efficicnt and effective progress made in achicving
operations program objectives

--------------- 1985----mmn=ccm+
Agency by Agency Audits

-------------- Ly e
Statewide Audit including federal work at universities,
Pension Fund Audits, and establishment of the Performance !
Audit Division o

-------------------------------- TTY:]) T +
Statewide Audit, Pension Fund Audits, Financial-Related Audits, and Performance Audits .
based upon risk assessment with the focus on efficiency and economy s
+ e ’4;5:

major programs and to review the management contr

enmnsmo eSS ST PLANNED FOR 1991--------
Audit work expanded to cover the full scope of Governmental Auditing, Performance

ols in place at the major agencies

Audits expanded to cover the effectiveness of* -




MANAGEMENT CONTROL



MANAGEMENT CONTROLS DEFINED

Controls are the means used to meet objectives.

Controls are the policies, procedures and processes used to carry
out the organization’s mission.




MANAGEMENT CONTROL PURPOSES

Management controls are intended to provide reasonable
assurance that:

- Goals are met
- Assets are safeguarded and efficiently used
- Reliable data is reported

- Laws and regulations are complied with
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BENEFITS OF MANAGEMENT CONTROL AUDITS

* Assess objectively current operations
* Provide assurance to management

* Identify areas for improvement

* Recommend actions to:

Improve performance

Facilitate the achievement of agency goals and objectives

- Increase coordination and communication

—
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RISK AND ACCOUNTABILITY
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DEFINITIONS

The degree to which activities are exposed to the potential for financial loss, the
inappropriate disclosure of data, or other forms of embarrasment which result from the
absence or inadequacy of control or ineffectiveness of human resources.

The uncertainty or vulnerability that an event could adversely affect the organization.

The tendency of a system or function to have problems.

The chance of injury, damage, or loss.

GOVERNMENTAL RISK AREAS

Not meeting legislative mandates

Not complying with laws and regulations
Not accomplishing goals and objectives
Inefficient use of resources

Not safeguarding assets

Unreliable information

Inadequate reporting

MANAGEMENT OVERRIDE

A significant risk area for any governmental program 1s the possibility of management
override. The initial queston that must be asked in making an assessment of the control
environment is what possibility exists for management override. No matter how well a
control system is designed, if it can easily be circumvented without subsequent detection,
then management controls are not reliable.
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ACCOUNTABILITY

"Accountability requires governments {0
answer to the citizenry to justify the raising
of public resources and the purposes for
which they are used Governmental
accountability is based on the belief that the
citizenry has a 'right to know, a right to
receive openly declared facts that may lead to
public debate by the citizens and their elected
representatives.”

Governmental Accounting Standards Board
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ACCOUNTABILITY

ACCOUNTABILITY IS HOLDING THOSE ENTRUSTED WITH STATE
RESOURCES AND PROGRAMS ANSWERABLE FOR THEIR JOB

PERFORMANCE.

THE STATE AUDITOR’S OFFICE ENHANCES ACCOUNTABILITY BY
ACTIVELY PRESENTING INFORMATION WHICH IS UNDERSTOOD AND

CONSIDERED BY GOVERNMENT LEADERSHIP AND CITIZENS

- CONCERNED ABOUT WHETHER RESOURCES AND ACTIVITIES ARE

ECONOMICALLY, EFFICIENTLY, AND EFFECTIVELY MANAGED,
ACCURATELY RECORDED, AND ALIGNED WITH STATE STRATEGIC

GOALS AND SOCIAL NEEDS.



EARLY WARNING SIGNALS

PLANNING

Plans are the road maps that an organization follows to reach its goals and objectives.
_ Early warning signals of inadequate planning include failure to

Give planning primacy over all other functions

Communicate planning premises to subordinates

Set or update goals or standards

Prescribe a system of review and approval

Provide for the receipt or submission of new and relevant information :
Provide for the measurement of the performance needed to carry out plans /
Provide for the periodic reappraisal of plans.

ORGANIZING

Organization is the process of dividing the work of the agency into individual tasks and groups
of related tasks.

Early warning signals of inadequate organizadon include failure to

Establish unity of objectives within agency units

Maintain a reasonable span of control

Provide equality of authority and responsibility

Establish clear lines of responsibility which extend from the top of the agency to the
lowest level of supervision

Ensure unity of command: one person, one boss

Provide for a mix of ages so that retirements will not adversely affect the functoning of
the agency

Ensure adequate balance in the agency’s staffing patterns

Provide flexibility within the agency

Delegate authority so as to permit decisions to be made at the lowest practicable level of
management.




CONTROLLING

e

Control consists of all plans, structural relationships, methods, and proccgures/:lsed by the agency
to safeguard its assets, check the accuracy and reliability of its accounting and performance data,
promote operational efficiency, and encourage adherence to managerial policies.

Early warning signals of a weak control environment include failure to

Provide schedules and budgets for each significant job

Establish a central control (for example, charts, logs, registers)
Highlight oldest, off-schedule, or over-budget jobs

Set priorities for incoming work

Fix responsibility for work performed

Provide for approvals commensurate with the importance of the work
Compare results with expectations and investigate variances

Report variances to those responsible for correcting them

Follow up on work in process.

Other concerns may include:

Management dominated by one person

Lack of effective oversight board

Little effort to correct major weaknesses
Inadequate internal monitoring

High turnover in key positions

Inadequate staffing in accounting department
Frequent changes of legal counsel.

PERFORMING

Management’s use of personnel and physical resources in carrying out actvides identified in
planning.

Early warning signals related to low performance include failure to

Ensure compliance with policies and procedures

Train or instruct subordinates

Provide adequate indoctrination of new employees

Make sure that employees understand instructions

Provide employees with the tools and resources to do their jobs
Develop backup personnel

Investigate proposed actions before authorizing them

Follow up on assigned tasks

Collect information needed to assess performance



REPORTING

Management information reporting systems, financial data, and performance measures.
Early warning signals of an inadequate reporting system include failure to

Ensure that accurate data is reported
Provide adequate feedback to highlight inadequate output
Provide for evaluation of significant jobs at key milestones

Obtain reports from subordinates on task accomplishments
Collect adequate statistics on the volume of work and the accomplishment of objectives.

- EVALUATING

Management’s monitoring function and actions taken by management to address deviations from
standards.

Early warning signals of an inadequate evaluation system include failure to

Compare accomplishment with goals and analyze variances
Take corrective action on variances or to accept explanations without further investigaton
Collect adequate statistics on the volume of work and the accomplishment of objectves

Provide managers with the information needed to measure their own productivity
Establish an overall system of self-evaluation.
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AUDIT APPROACH AND METHODOLOGY



MANAGEMENT CONTROL AUDITS

OBJECTIVES

Assess management controls and the impact of those controls on fulfillmeat of the
entity’s mission

Identify opportunities for improvement of management controls in order to improve
agency performance and accountability.

Provide a written report.
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The Good Government Model outlines the complete cycle of providing governmental
services from the identification of a need to the passage and implementation of legislation.  After
peeds are established by the Legislature, state organizations are charged with carrying out the
mission to provide specified services



THE MAN

ER M)

AGEMENT CONTROL MODEL
(Systems Approach)

GOALS AND OBJECTIVES

INPUT OPERATIONS OoUTPUT

Peopie Management Cycle o

v . Government
Equipment Planning N )

. - -y Services
Tralning__ Evaluating Organlizing . .
T Delivered

Funds . Reporting Controtiing :

N

Pertorming

Management theory provides numerous models concerning the organization and operations
of entities The State Auditors Office has synthesized a model from various sources in order to

develop a uniform system to

evaluate management controls

The Management Control Model depicts, as a system, the relationship among the
organization's goals, objective, measurement criteria, and management cycle. Together, these
constitute the management control system.

As shown in the model, there are six basic management controls in the management cycle

that are subject to review:

L Plapning -

5 Dreanizing -
3 Controfling -
4 Performing -
5 Reporiing -
6. Evaluating -

The management environment, plans, and objectives.
Organizational structure implemented by management (0 accomplish
goals and objectives

Policies, procedures, control systems, and budgeting

Managements use of personnel and physical resources in
implementing its plans

Management information reporting systems, financial data, and
performance measures

Management's monitoring function and actions taken by
management to address deviations from standards

The components of the management cycle are interrelated so that problems in one area
often adversely affect management performance overall
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MANAGEMENT CONTROL AUDITING
|

Review Review
Policy Environment Agency Mission
Plans and Organization Management AdminiStrative
Goals Structure Information Controls
- Systems
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AUDIT APPROACH

This overview outlines the methodology and the general methods to be used in conducting the
audits. It identifies, for each module, a primary criterion and the main questions to be answered.

Policy Environment: The agency proactively manages its relationships with other organizations
and forces in its environment, rather than merely reacting to demands from them.

Are the respective roles of agency executives and governing board members (if
applicable) clearly defined?

What legislative and executive oversight mechanisms exist for the entity?

Who are the major stakeholders in the entity’s operating environment? What are their
values and expectations?

What other agencies (federal, state, regional, local) have related responsibilities?
What agreements (formal or informal) exist to delineate those responsibilities?
How does the agency scan its environment for--

changes in demand for its services?

difficulties and pitfalls in implementing programs?

significant opportunities for improved services?

Mission: The agency mission is clearly defined and well-understood by its members

Does the agency have a mission statement?
Is the mission statement generally consistent with--

overall state needs?

legislative expectations?

taxpayer expectations?

When was it last reviewed, and who participated in developing it?

How was the statement conveyed to staff?
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Plans and Goals: The agency has established goals and objectives, consistent with its mission,
i and has developed short-term and long-range plans to meet them. .-

Do formal goals and objectives specify--
what is to be accomplished?
where it should be done (if applicable)?
when it should be accomplished?

How well documented are objectives?

Are the objectives—
focused on a result, not an activity?
consistent with the mission statement?
specific?
measurable?
attached to a time frame?
attainable?

Have multiple objectives been 'arrangcd in a hierarchy?
Are long-range and short-range plans consistent with objectives?

To what extent are the plans followed?

Are evaluation results fed back into the planning process?

Do the plans specify—
resources (personnel, materials) to be used?
methods, processes, and procedures to be used?
tasks to be performed at a given standard?
sequence or steps to be followed?
who is to perform the tasks?
location where the plan’s activities occur?
associated deadlines, timetables, and schedules?
progress checkpoints?
measurements to be used to gauge progress?
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Organization Structure: The agency’s organization structure promotes attainment of mission,
goals, and objectives and clearly delineates the roles and responsibilities of units and positions

in the agency.
Is the agency logically organized by key functions, programs, and activities?
Are staffing allocations consistent with agency priorities?

Does the structure support sound communication and coordination among organizational
units?

Are accountability, authority, and responsibility clearly aligned, expecially for key
employees?

Is internal organization consistent with the hierarchy of objectives?
Do members within a unit share the same objectives?
Are spans of control appropriate to the task?

Management Information Systems: The agency collects, processes, and uses appropriate
information to fulfill its mission, strategies, goals, and objectives :

Is the information collected--
timely?
accurate?
useful?
complete?
cost-effective?

Has the agency actively planned, in accordance with state requirements, to meet its
information system needs?

Do reports aid management decision-making?
Do reports aid in measuring progress toward plans and goals?
Is information shared with other agencies as needed?

Are information resources and technology acquired and used cost-effectively?

f-dd
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Other Administrative Controls: The entity has appropriate administrative controls to ensure
that goals and objectives are met, resources are safeguarded, and laws and regulations are

complied with. st

Financial-Related Controls

What are SAQ’s statutory financial-related audit requirements for the entity?

Are internal control systems in place and operating effectively?

Are the systems adequate to prevent or detect errors, irregularities, or noncompliance with
state regulations?

Does the entity have a history of poor controls?
Does the entity have a sound internal audit function?

What is top management’s attitude toward internal controls?

Human Resource Management

Is the entity staffed with persons carefully selected, oriented, supervised, and trained?
Is the rate of turnover reasonable?

Is training--

based on assessed needs?

budgeted and accounted for?

consistent with mission and entity values?
What are the credentials and qualifications of managers?
Are managers generally respectful toward staff?

To what extent have entity managers cultivated a climate that promotes entity
achievemnent?

Does the entity collect and review staff inputs or suggestions?

Performance Monitoring and Evaluation

Does the entity regularly evaluate the success of its efforts, identify problems, and take
corrective action?
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What performance data is collected? Is the data--
reliable?
sufficient?
timely?
relevant?

Are inputs, outcomes, efficiency, and impact regularly assessed?
Does the agency maintain a complaint file?

Policies and Procedures

Are policies--
consistent with agency mission, goals, and objectives?
explicitly published and communicated to employees?
internally consistent?
clear and comprehensive?

Are procedures--
consistent with policies?
specific yet flexible?
consistent throughout agency?
used to attain administrative efficiency?

Are policies and procedures followed?

Budgets

Are budgets integrated with plans (that is, used to quantify objectives and the resources
needed to meet them)?

Are budgets--
consistent with strategic plans?
supported by executive management?
made in coordination with middle- and lower-level managers?

Are budgets used to coordinate and control the activities of all subunits?

How are budget variances analyzed and dealt with?
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MANAGEMENT CONTROL AUDIT PHASES

Scoping

Scoping is the first phase of the audit which involves gathering
information on overall management processes.

Implementation

The implementation phase of the audit will be a more focused
analysis based on informational issues from the scoping phase.

Reporting

The reporting phase will include a written report addressing issues
analyzed and will include a section for the agency's response.

/-d8
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GAO

United States
Genersal Accounting Office

Memorandum

Date: August 5, 1992

To: Assistant Comptroller General, General
Government Programs. -~ Dick Fogel

From: Assistant Director, GGD - %? ‘L‘ Kamepisky

Subject: Committee Adopts S.20 Substitute and
Incorporates Suggestions in GAO's May 1992
Testimony

The Senate Governmental Affairs Committee adopted a joint
Glenn-Roth substitute for S$.20, now named the "Governmental
Performance and Results Act of 1992." The new bill
includes a number of provisions suggested by Mr. Bowsher in
his May 1992 testimony before the committee, including
requirements that agencies develop strategic plans, prepare
operational plans, and issue annual progress reports.

The bill provides for three sets of pilots: (1) for
setting and measuring performance gocals, in 10 agencies,
beginning in 1994; (2) for increased management .
accountability in exchanges for flexibility waivers, in 5

~of these 10 agencies, beginning in 1995; and (3) for

performance budgeting, in 5 of the 10 agencies, beginning
in 1998.

The bill also requires GAO to report on the implementation
of this act and the prospects for compliance beyond the
first two sets of pilots no later than June 1, 1997. The
filing of this report would trigger the consideration of a
joint resolution process that in turn would lead to the
required implementation of the act by all federal agencies
with budgets over $20 million.

Attachment
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AMENDMENT NO. Calendar No.

S——————

Purpose: To provide for the establishment, testing, and eval-
nation of strategie planning and performance measure-
ment in the Federal Government, and for other pur-
poses. | , '

IN THE SENATE OF THE UNITED STATES—102d Cong., 2d Sess.

S.20

To provide for the establishment and evaluation of perform-
ance standards and goals for expenditures in the Federal
budget, and for other purposes. .

Referred to the Committee on
and ordered to be printed

Ordered to lie on the table and to be printed

AMENDMENT IN THE NATURE OF A SUBSTITUTE intended

to be proposed by Mr. GLENN (for himself and Mr.
RorH) ‘

Viz: ,
1 Strike out all after the enacting clause and insert in
2 lieu thereof the following: |
3 SECTION 1. SEORT TITIE.
This Act may be cited as the “Government Perform-
ance and Results Act of 1992”
SEC. 2. FINDINGS AND PURPOSES.

~N O v N

(2) FINDINGS.—The Congress finds that—

e |



15
16
17
I8
19
20
21
22

undermine the confidence of the Amencan people in

—the Government and reduces the Federal Govern-
ment’s ability to address adequately, vital publie
needs;

(2) Federal managers are seriously ds.
advantaged in their efforts to improve program efﬁ-
‘clency and effectiveness, because of insufficient ar-
ticulation of program goals and inadequate informa-

~ tion on program performance; and

(3) congressional policymaking, spending deci-
sions and program oversight are seriously handi-
cé.pped by insufficient attention 10 program perform-
ance and results. ,

(b) PURPOSES.~—The purposes of this Act-a.re to—

(1) imprové the confidence of the American peo-
ple in the capability of the Federal Government, by
Systematically holding Federal agencies accountable
for achieving prograi'n results; A

(2) initiate program performance reform with 2
series of pilot projects in setting program goals
Tmeasuring program performance against those goals
and reporting publicly on their progress;

i

_,/fq?/"\ }),d ¢

»J»Y



1

2
3
4
5
6 .
7
8
9

10
11
12
13
14
15
16
17

18-

19
20
21
22
23
24

3
(3). improve Federal program effectiveness and
public: accountability by promoting a new focus on
results, service quality, and customer satisfaction;
(4) help Federal managers xmprove service de-
hvery, by requiring that they plan for meeting pro-
gram objectives and by providing them with informa-

providing more objective inférmation on achieving
statutory objeciives, and on the relative effectiveness
and efficiency of Federal programs and spending.
SEQ. 3. STRATEGIC PLANNING.

Chapter 3 of title 5, United States. Code, i$ amended
by adding after sectioﬁ 305 the following new section:
“§306. Strategic plans

“(a) No later than September 30, 1997, thé head of
each agency shall submit to the Director of the Office of
Management and Bt:zdget 2 strategic plan for program ac-
tivities. Such plan shal} contain-—-;

“(i) a comprehensive mission statement cover-
ing-the major functions and operations of the de-

~partment or agency; | o
“(2) general goals and objectives, including out-

come-related goals and objectives, for the major

tion about program results and service quality; and.
(5) improve eongressional decisionmaking by
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functions and operations of the department or

agency;

- “(3) a description of how the goals and objec-
tives are to be achieved; _

“(4) a description of how the performance goals
mc.luded In the plan requlred by section 1115(a) of
title 31 shall be related to the general goals and ob-
Jectives in the strategic plan;

“(5) an identification of those key factors exter-
nal to the agency and beyond its control that could
significantly affect the achjevement of the general
goals and objectivgs; and

“(6) a description of the px"ogram evaluations
used in establishing or revising general goals and ob-
Jectives, with a schedule for future program evalua-
tions. ‘

“(b) The strategic plan shall cover a period of not
less than five years forward from the fiscal year in which
it is submitted, and shall be updated and revised at least
every three years,

“(c) The performance plan required by section 1115

of title 31 shall be consistent with the agency’s strateguc
plan. A performance Plan may not be submitted for a fis-

cal year not covered by a current strategic plan under thxs

section.
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“(d) When developing a strategic plan, the agency
shall consult with the Congress, and shall solicit and con-
sider the views and suggestions of those entities poten-
tially affected by or interested in such a plan:

“(e) For purposes of this section the term ‘agency’
means an Executive agency defined under section 105 and -
the United States Postal Service, but does not include the
Central Intelligence A.gency, the General Accounting Of-

 fice, the Panama Canal Comzmssxon and the Postal Rate

Commission.”,
SEC. 4. ANNUAL PERFORMANCE PLANS AND REPORTS.

(a) BUDGET CONTENTS aND SuBMISSION TO CON-
GRESS.—Section 1105(a) of title 31, United States Code,
is amended by adding at the end thereof the following new
paragraph:

“(29) beginning with fiscal year 1999, a Fed-
eral Government performance plan for the overall
budget as provided for under section 1115.”.

- (b) PERFORMANCE PLANS AND REPORTS. —-Chépter
11 of title 31, Umted States Code, is amended by adding
after section 1114 the following new sections:
“§1115. Performance plans

“(a) In carrying out the provisions of section
1105(a)(29), the Office of Management and Budget shall

require each agency to prepare an annual performance

). <5
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1 plan covering each program activity set forth in the budget
2 of such ageney. Such plan shall— 4
- “(1) establish performance goals to define the
level of perfomance to be achieved by a program ac-
tivity,

3
4
5 |
6 “(2) express such goals in an objective, quan-
7 tifiable, and measurable form unless permitted an:
8 ~ alternative form undef subsection (b);

9 “(3) establish performance indicators to be used
10 iIn measuring or assessing the relevant outputs serv-
11 ice Ievels and cutcomes of each program actmty,

12 “(4) provide a basis for comparing actual pro-

13 gram results with the established performance goals;

14 and
1S “(5) describe the means to be used to verify
16 and validate measured values,

17 “(b) If an agency, in consultation with the Office of
18 Management and Budget, determines that it is not fea-
19 sible to express the performance goals for a particular pro-
20 gram activity in an objective and quantifiable form, the
21 Office of Management and Budget may authorize an alter-
22 native form. Such alternative form shall—

23 “(1) include separate deseriptive statements

24 of—

25 “(A) 2 minimally effective program, and
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“(B) a successful program,
with sufficient precision and in such terms that
would allow for an aceurate, independent detér-
mination of whether the program aciivit:,"s per-
formance meets the eriteria of ejther descx-ip-

tion; or

“(2) state why it is infeasible or impractical to

express a performance goal in any form for the pro-
gram activity. | |
| “(¢) In preparing a comprehensive and informative
pian under this section, an agency may aggregate,
disaggregate, or consolidate program -éctivities, provided
that any aggregation or consolidation does not omit or
minimize the significance of any program activity con-
stituting a zhajor function or operation for the agency.

“(d) An agenc,? may prepare a classified or non-pub-
lic annex to its plan covering program activities or parts
of program activities relating to—

“(1) national security,

“(2) the conduct of foreign affairs; or ‘

“(3) the avoidance of interference with crirminal
prosecution or revenue collection. |

“(e) For purpeses of this section and sections 1116
through 1119, and section 3704 the term— '
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14
15
16
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18
19
20
21
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24
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8

“(1) ‘agency’ means an Executive agency de-
ﬁned under section 1035 of title 5, United States
Code, and the Uniteg States Postal Sem'ce but does
not include the Central Intelligence Agency, the
General Accounting Office, the Panama Capal Com-
mission, and the Postal Rate Commijssion,;

“(2) ‘outcome measure’ refers to an assessment

of the results of a program aectivity compared to its
intended purpose;

“(3) ‘output measure’ refers to the tabulation,
calculation, or recording of activity or effort and can
be expresséd in a quantitative or (iualitative manner;

“(4) ‘performance goal’ means a target level of
performance expressed as a tangible, measurable ob-

Jective, against which actual achievement shall be

- compared, including a goal expressed as‘a quan-

titative standard, value, or rate;

“(5) ‘performance indicator’ refers to a particu-
lar value or characteristic used to measure output or
outcome; _

“(6) ‘program activity’ means a specific activity
or project as listed in the program and financing

schedules of the annyal budget of the United States
Government; angd

¥
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“(7) ‘program evaluation’ means an assessment,
| through objective measurement and systematic anal-
¥sis, of the manner and extent to which Federal pro-

grams achieve intended objectives.

1

2

3

4

S5 “§111e6, Program performance reports
6 “(a) No later than March 31, 2000, and no later thanv
7 March 31 of each year thereafter, the head of each agency:
8 shall prepare and submit to the President and the Con-
9

gress, a report on program performance for the previous
1.0 fiscal year.
11 - “(b)(1) Each program performance report shall set
12 forth the performance indicators established in the depart-
13 mental or agency performance plan, along with the actual
14 program performance achieved compared with the per-
15 formance goals expressed in the plan for that ﬁscal year.
16 “(2) If performance goals are speczﬁed by descriptive
17 statements of a minimally effective program activity and
18 a successful program activity, the results of such program
19 shall be deseribed in relationship to those categories, in-
20 cluding whether the performance failed to meet the cri-
21 teria of either eategory.
22 “Uc) The report for fiscal year 2000 shall include ae-
23 tual results for the preceding fiseal year, the report for
24 fiscal year 2001 shall include actual results fér the two
25 preceding fiscal years, and the report for fiscal year 2002

/-4
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1 and all subsequent reports shall include actual results for

2 the three preceding fiscal yeais.

3 “(d) Each report shall——-
4 (1) review the success of achie*;ring the per-
5 | formance goals of the fiseal year;
6 “(2) evaluate the performance plan for t.he cur-
7 rent fiscal year relative to the performance achxeved
8 towards the performance goals in the ﬁsca.l year cov-
9 ered by the report;
10 “(3) explain and describe, where a performance
11 goal has not been met, including when a program o
12 activity’s performance s determined not to have met d \OLC(;E;DVN
13 the criteria of 3 successful program activity under
14 1115(b)(2)—
15 ) “(A) why the goal was not met; :
16 | “(B) those plans and schedules for achiev-
17 ing the established performance goal; and
18 “(C) if the performance goal is impracticai
19 or infeasible, why that is the case and what ae-
20 tion is recommended; .
21 ) “(4) describe the use and assess the effective-
22 ness in achieving performance goals of any waiver
23 under section 9703 of this title; and : | B
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“(5) include the summary ﬁﬁdings of those pro-

giam evaluations completed during the fiscal year

covered by the report. | |

“(e) The agency head may include all program per-
formance information required annually under this sectioﬁ
in an annual financial statement required under section
3515 if any such statement is submitted to the Congress
no later than March 31 of the applicable fiscal year.
“§1117. Exemption

“The Director of the Ofﬁce of Maqagement and

Budget may exempt from the requirements of sections |

1115 and 1116 and section 306 of title 5, any agency with
annual outlays of $20,000,000 or Jess.”.
SEC. 5. MANAGERIAL ACCOUNTARBILITY AND FLEXYTBILITY.
(a) MANAGERIAL ACCOUNTABILITY AND FLEXIBIL-
I'I'Y.—'—Chaéier 97 of title k31, United States Code, is
amended by adding after section 9702, the following new
section:
“89703. Managerial accountability and flexibility
“(a) Beginning with fiscal year 1999, the perform-
ance plans required under section 1115 may include pro-
posals to waive administrative procedural requirements
and controls, including specification of personnel staffing

levels, limitations on compensation or remuneration, and

prohibitions "or restrictions on funding transfers among

/\U’l
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budget object classification 20 and subelassifications 11,
12, 31 and 32 of each annual budget submitted under
section 1105, in return for specific individual or Organiza-
tion accountability to achieve a performance goal. In pre-
paring and submitting the performance plan under section
1103(a)(29), the Office of Management and Budget shall
review and may approve any proposed waivers. A waiver
shall take effect at the beginning of the fiseal year for

which the wajver js approved.

“(b} Any sueh proposal under subsection (a) shall de- -

seribe the anticipated - effects on performance resulting
from greater managerial or organizational flexdbility, dis-
cretion, and authority, and shal] quantify the expeeted im-
provements in performance resulting from any waiver. The
expected improvements shal] be compared t0 eurrent ac-
tual performance, and to the projected level of perform-
ance that would be achieved independent of any waiver.

“(e) A.ny proposal waiving limitationg | on com-

pensation or remuneration shall precisély express the mon-

etary change in compensation or remuneration amounts,

such as bonuses or awards, that shal] result from meetmg,
exceedmg, or failing to meet performance goals.

“(d) Any proposed waiver of procedural requirements
or controls imposed by a department or agency (other than

the proposing department or agency or the Office of Man-
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13
agement and Budget) shall be endorsed by the department
Or agency that established the: requirement, and the en-

dorsement included in the proposing department’s or -

agency’s performance plan.

“(e) A waiver shall be in effect for one or two years.A

A waiver may be renewed for a Subsequent year. After a

waiver has been in effect for three consecutive years, the
performance plan prepared under seetion 1115 may pro-
pose {hat a waiver, other than a waiver of limitations on
compensation or remuneration, be made permanent.”.
SEC. 6. PILOT .PROJECTS.

(a) PERFORMANCﬁ Prans anp \REPORTS.-Chapter
11 of title 31, United States Code, is Amended by inserting
after section 1117 (as added by section 4 of this Act) the
following new section: .

“§1118. Pilot projects for performance goals.

“(a) The Director of the Office of Management and
Budget, after consultation with the head of each agency,
shall designate not less than ten agencies &s pilot projects
in performance measurement for fiseal years 1994, 1995,
and 1996. The selected agencies shall reflect a rep-
resentative range of Government functions and capabilities
in measuring and reporting program performance.

“(b) Pilot projects in the designated agencies shall

undertake the preparation of performance plans under

/

el
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1 section 1115, and program performance reports under see-

tion 1116, other t!‘;an section 1116(c¢), for one or more

of the major functions and operations of the ageney. A

strategic plan shall be ysed when preparing agency per-

riod.

“(¢) No later than May 1, 1997, the Director of the

Office of Management ang Budget shall submit a report

2

3

4

5 formance plans during one or more years of the pilot pe-
) |

7

8

9

to the President and to the Congress which shall—

10
11
12
13
14
15
16
17
18
19
20
21
22

“(1) assess the benefits, costs, and usefulness

of tl;e plans and reports prepai-ed by the pilot agen-

 cies in meeting the purposes of the Government Per-

formance and Results Act of 1992;

“(2) identify any significant difficulties experi-
enced by the pilot departments or agencies in pre-
p&ﬁng'plans and reports; and | |

“(3) set forth any recommended changes in the
requirements of the provisions of Government Per-
formance and Resuits Act of 1992, section 306 of
title 5, sections 1105, 1115, 1116, 1117, 1119 and
89704 of this title, and this section.”.

(b) MANAGERIAL ACCOUNTABILITY AND FrLExmn.

23 TTY—Chaprer 97 of title 31, United Statec Code, is
24 amended by lnserting after seetion 9703 (2s added by see-

25 tion 5 of this Act) the following new section:
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“§9704. Pilot projects for managerial accountability
and flexibility

“(a) The Diréctor of the Office of Management and
Budget shall designate not less than five agencies as pilot
projects in managerial accountability and flexability for fis-
cal years 1995 and 1996. Such agencies shall be selected
from those designated as pilot projects under section 1118
and shall reflect a representative range of Government
functions ahd capabilities in measuring and reporting pro-

gram performance.

*“(b) Pilot projects in the designated agencies shall

include proposed waivers in accordance with section 9703
for one or more of the major functions and operations of
the agency. |

“(e) The Director of the Office of Management and
Budget shall include in the report to the President and
to the Congress required under seetion 1118(b) the
following—

“(1) an assessment of the benefits, costs, and
usefulness of inereasing managerial and organiza-
tional flexibility, discretion, and authority in ex-
change for improved performance through a waiver;
and '

“@2) an identification of any signjﬁcant dif-
ficulties experienced by the pilot departments or

agencies in preparing proposed waivers.
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“(d) For purposes of this section the definitions
undez.section 1115(e) shall apply.”.
{c) PERFORMANCE BUDGBTING.—Chapter 11 of title
31, United State Code, is amended by inserting after sec-
tion 1118 (as added by section 6 of this Act) thefollowing

new section:
“§1119. Pilot Projects for Performance budgeting

“(2) The Director of the Office of Management ang
Budget, after consultation with the head of each agency
shall designate not Jess than five agencies as pilot projects
in performance budgeting for fiscal years 1998 and 1999
At least three of the agencies shall be selected from those
designated as pilot projects under section 1118, and shal
also reflect a ‘Tepresentative range of Government fune-
tions and capabilities in measuring and reporting program
performance.

“(b) Pilot projects in the designated agencies shall
cover the preparation of performance budgets. Such budg-
ets shall present, for one or more of ihe major functions
and operations of the agenc;}, the varying levels of per-
formance, including outcome-related performance, that
would result from different budgeted amounts,

“(¢) The Director of the Office of Management and
Budget shall include, as an alternative budget presen.-

tation in the budget submitted under section 1105 for fis-



{0\COE\COE92.508 | S.LC.
R
1 “cal year 1999, the performance budgets of the designated
2 depar_t‘_{nents or agencies for this fiscal year.
3 “(d) No later than Maréh 31, 2001, the Director of
4 the Office of Management and Budget shall tﬁnsﬁt a
5 report to the President and to the Congress on the per-

6 formance budgeting pilots which shall—

7 “(1) asseés the feasibility and advisability of in-
8 | cluding a performance budget as part of the annual
9 budget submitted under section 1105; |

10 “(2) describe any difficulties encountered by the
11 pilof departments or agencies in préparing a per-
12 formance budget; o |
13 “(3) recommend whether legislation requiring
14 performanc'e budgets should be proposed and the
15 general provisions of any legislation; and
16. : “(4) set forth any recommended changes in the
17 other requirements of the Government Performance

18 and Results Act of 1992, section 306 of title 5, sec-
19 tions 1105, 1115, 1116, 1117, 1118, and 9704 of
20 this title, and this section. |

21 “(e) After receipt of the report required under sub-
22 section (d), the Congress may specify that a performance
23 budget be submitted as part of the annual budget submit-
24 ted under section 1105.”.
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. SEC. 7. CONGRESSIONAL OVERSIGHT AND LEGISLATION.

(a) IN GENERAL.—Nothing in this Act shall be con-
strued as limiting the sbility of Congress to establish,
amend, suspend, or annul a performance goal. Any such

action shall have the effect of superseding that goal in the

plan submitted under section 1105(&)(29) of title 31,

United States Code

(b) GAO REPORT.—No later than June 1, 1997, the
- Comptroller General of the United States shall report to

Congress on the implementation of this Act, including the

prospects for compliance by departments or agencies be-

yond those participating as pilot projects under sections
1118 and 9704 of title 31, United States Code.
SEC. 8 TRAINING.

The Office of Personnel Management shall; in con-
sultation with the Director of the Office of Management

and Budget and the Comptroller General of the United.

States develop a performance measurement training com- |

ponent for its management training program and other-

wise provide managers with an orientation on the develop-

ment and use of strategie planning and program perform-

ance measurement.

SEC. 8. TECENICAL AND CONFORMING AMENDMENT.
(a) AMENDMENT TO TiTLE 5, UNITED STATES
COoDE.~—The table of sections for chapter 3 of title 5,
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United States Code, is amended by adding after the item

relating to section 305 the following:
“306. Stratogic plans.”.

(b) AMENDMENTS TO TITLE 31, UNITED STATES

CODE.—

(1) AMENDMENT TO CHAPTER 11.—The table of

sections for chapter 11 of titie 31, United States .

Code, is amended by adding after the item relating

to section 1114 the following:
“1115. Performance plans,

“1116. Program performance reports.
“1117. Exemptions.

“1118. Pilot projects for performance goais.
“1119. Pilot projects for performance budgeting.”. '
(2) AMENDMENT TO CHAPTER $7.—The table of
sections for chapter 97 of title 31, United States
Code, is amended by adding after the item relating

. to section 9702 the following:

9703, Managerial acoountability and fexibiiity.

*9704. Pilot projects for managerial ascountability and Sexibility.”,
SEC. 10. EFFECTIVE DATES AND PROCEDURES.

(2) IN GENERAL.—The provisions of this Aet and
amendments made by this Act shall take effect on the date

of the enactment of this Act, except sections 3, 4, 5, and

6(c) of this Act, and the amendments made by such see-
tions, shall take effect on the date of enactment of the
resolution described in subsection (b).

(b) RESOLUTION  ApPROVING PERFORMANCE
Prans.—

/ <

P
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(1) REsoLuTION DESCRIBED.—A resolution re-

ferred 0 in subsection (a) is a joint resolution the

matter after the resolving clause of 'which is as fol-
lows: “That Congress approves the deveIOpment of

departmental and agency strategic plans, perform-

ance plans and reports pursuant to seetion 306 of

title 5, United States Code, pursuant to sections
1105(a)(29) and 9703 of title 31, United States
Code, and pursuant to sections 1115, 1116, 1117,
and 1119 of title 31, United States Code (as ameng-
ed by sections 3, 4, 5, and 6 of the Government Per-
formance and Resuits Act of 1992):”.

(2) INTRODUCTION OF RESOLUTION.~~No later

than 30 days after the transmittal by the Comptrol-
ler General of the United States to the Congress of
the report referred to in section 7 (b), a resolution as
described in paragraph (1) shall be introduced in the
Senate by the chairman of the Committee on Gov-
ernmental Affairs of the Senate, 6r by a Member or
Members of the Senate desxgnated by such chair-
man, and shall be mtroduc_:ed in the House by the
chairman of the Committee on Government Oper-

ations of the House of Representatives, or by a

Member or Members of the House designated by'

such chairman.
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(3) REFERRAL.—A resolution described in
paragraph (1), shall be referred o the Coinmjttee on
qGovemmenta.l Affairs of the Senate and the Com-
mittee on Government Opefatioas of the House of
Representatives by the President of the Senate or
the Speaker of the House of Representatives, as the
case may bé. The committeé shall make its réc-
ommendationé to the Senate' or the House of Rep-

resentatives, respectively, within 30 calendar days

following the date of such resolution’s introduction.

(4) DISCHARGE OF CCMMITTEE.—If the com-
mittee to which is referred a resolution introduced
pursuant to paragraph (2) (or, in the absenc;e of
such a resolution, the first resolution introduced
with respect to the same departmental or agency
plans and reports) has not reported such resolution
or identical resolution at the end of 30 calendar days
after its introduction, such committee shall be
deemed to be discharged from further consideration
of such resolution and such resolution shall be
placed on the appropriate calendar of the House in-
volved.

(5) PROCEDURE AFTER REPORT OR DISCHARGE
OF COMMITTEE; VOTE ON FINAL PASSAGE.—(A)
When the committee has reported, or has been
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deemed to be discharged (under paragraph (4)) from
further consideration of 2 resolution described in
paragraph (1), it is at any time thereafter in order
(even though a previous motion to the same effect
has been disagreed to) for any Member of the re-
spective House to move to proceed to the consider-
ation of the resolution. The motion is highly privi-
leged and is not debatable. The motion shall not be
subject to amendment, or ‘to a motion to postpone,
or-to a motion to proceed to the consideration of
other business. A motion to reconsider the vote by
which the motion is agreed to or disagreed- to shall
not be in order. If 2 motion to proceed to the consid-
eration of the resolution is agreed to, the resolution

shall remain the unfinished business of the respee-

- tive House until disposed of.

(B_) Debate on the resolution, and on all debat-
able métions and appeals in connection therewith,
shall be limited to not more than 10 hours, which
shall be divided equally between individuals favoring
and individuals opposing the resolution. A motion
farther to limit debate is in order and not debatable.
An a2mendment to, or a motion to postpone, or a mo-

tion to recomrnit the resolution is not in order. A
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motion to reconsider the vote by which the resolution
is passed or rejected shall not be in order.
- (C) Immediately following the conclugion of the
debate on the resolution and a single quoi'um call at

the conclusion of the debate if requested in aceord-

ance with the rules of the appropriate House, the

vote on final passage of the resolution shall occur. -

- (D) Appeals from the decisions of the Chair re-

lating to the application of the rules of the Senate

or the House of Representatives, as the case may be, |

to the procedure relating to a resolution deseribed in
paragraph (1), shall be decided without debate.

(E) X, prior to the passage by one House of a
resolution of that House, that House receives a reso-
lution with respect to departmental or agency strate-
gic plans, performance plans and reports from the
other House, then—

(i) the procedure in that House shall be
the same as if no resolution had been received
from the other House; but .

(i) the vote on final passage shall be on
the resolution of the other House.

(F) It shall not be in order in either the Senate
or the House of Representatives to consider a resolu:

tion described in paragraph (1), or to consider any

)76
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1 conference report on such a resolution, unless the
2 Comptroller General of the United States transmits
3 to the Congress a report under seetion 7(b).

4 - (3) RULEMAKING POWER OF CONGRESS.—The
5 provisions of this section are enacted by the
6 Congress-—-

7 (A) as an exercise of the rulemaking power |
8 of the Senate and the House of Representatives
9 and as such shall be considered as part of the
10 rules of each House, and shall supersede other
11 rules only to the extent that they are inconsist.
12 ent therewith; and
13 (B) with full recognit;on of the con.
14 stitutional right of either House to change the
15 rules (so far as they relate to the procedures of
16 that House) at any time, in the Same manner,
17 and to the same extent as in the case of any
18 other rule of that House,

Amend the title so as to read: “A bill to provide for
the establishment, testing, and eva.luatxon of strategxc

planning and performance measurement in the Federal

Government, and for other purposes.”,

N\

TOTHL P27



At

Within the next five years, every company will have to redeszgn how
it measures its business performance.

by Robert G. Eccles

evolutions begin long before they are official-

ly declared. For several years, senior execu-

tives in a broad range of industries have been

rethinking how to measure the performance
of their businesses. They have recognized that new
strategies and competitive realities demand new
measurement systems. Now they are deeply engaged
in defining and developing those systems for their
companies.

At the heart of this revolution lies a radical deci-
sion: to shift from treating financial figures as the
foundation for performance measurement to treat-
ing them as one among a broader set of measures.
Put like this, it hardly sounds revolutionary. Many
managers can honestly claim that they-and their
companies — have tracked quality, market share, and
other nonfinancial measures for years. Tracking
these measures is one thing. But giving them equal
(or even greater| status in determining strategy, pro-
motions, bonuses, and other rewards is another.
Until that happens, to quote Ray Stata, the CEO of
Analog Devices, “When conflicts arise, financial
considerations win out.””!

The ranks of companies enlisting in this revolu-
tion are rising daily. Senior managers at one large,

1. Ray Stata, “Organizational Learning - The Kev to Management Innova-
tion,” Sloan Management Review, Spring 1989, pp. 63-74.

HARVARD BUSINESS REVIEW  January-February 1991

‘he Performance
Measurement Manifesto

high-tech manufacturer recently took direct respon-
sibility for adding customer satisfaction, quality,
market share, and human resources to their formal
measurement system. The impetus was their realiza-
tion that the company’s existing system, which
was largely financial, undercut its strategy, which
focused on customer service. At a smaller manu-
facturer, the catalyst was a leveraged recapitaliza-
tion that gave the CEO the opportunity formally to
reorder the company’s priorities. On the new list,
earnings per share dropped to last place, preceded
by customer satisfaction, cash flow, manufactur-
ing effectiveness, and innovation {in that order). On
the old list, earnings per share stood first and al-
most alone.

In both companies, the CEOs believe they have ini-
tiated a sea change in how their managers think
about business performance and in the decisions
they make. Executives at other companies engaged in
comparable efforts feel the same - rightly. What gets
measured gets attention, particularly when rewards
are tied to the measures. Grafting new measures onto

Robert Eccles is a professor of business administration at
the Harvard Business School. This article grows out of
research and course development for a new first-year
course, “Information, Organization, and Control.”
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PERFORMANCE MEASUREMENT

an old accounting-driven performance system or
making slight adjustments in existing incentives
accomplishes little. Enhanced competitiveness
depends on starting from scratch and asking: “Given
our strategy, what are the most important measures
of performance?”” “How do these measures relate to
one another?” “What measures truly predict long-
term financial success in our businesses?”’

issatisfaction with using financial measures
to evaluate business performance is nothing
new. As far back as 1951, Ralph Cordiner,
the CEO of General Electric, commissioned
a high-level task force to identify key corporate per-
formance measures. (The categories the task force
singled out were timeless and comprehensive: in
addition to profitability, the list included market
share, productivity, employee attitudes, public re-
sponsibility, and the balance between short- and
long-term goals.) But the current wave of discon-
tent is not just more of the same.

One important difference is the intensity and
nature of the criticism directed at traditional ac-
counting systems. During the past few years, aca-
demics and practitioners have begun to demonstrate
that accrual-based performance measures are at best
obsolete — and more often harmful.? Diversity in
products, markets, and business units puts a big
strain on rules and theories developed for smaller,
less complex organizations. More dangerously, the
numbers these systems generate often fail to support
the investments in new technologies and markets
that are essential for successful performance in glob-
al markets.

Such criticisms reinforce concern about the perni-
cious effects of short-term thinking on the competi-
tiveness of U.S. companies. Opinions on the causes
of this mind-set differ. Some blame the investment
community, which presses relentlessly for rising
quarterly earnings. Others cite senior managers
themselves, charging that their typically short
tenure fosters shortsightedness. The important

Managers’ willingness to play
the eaming game cdlls info
question the very measures
the market focuses on.

s

point is that the mind-set exists. Ask almost any
senior manager and you will hear about some com-
pany’s failure to make capital investments or pursue
long-term strategic objectives that would imperil
quarterly earnings targets.

132

Moreover, to the extent that managers do focus on
reported quarterly eamings-and thereby reinforce
the investment community’s short-term perspective
and expectations - they have a strong incentive to
manipulate the figures they report. The extent and
severity of such gamingis hard to document. But few
in management deny that it goes on or that man-
agers’ willingness to play the earnings game calls
into question the very measures the market focuses
on to determine stock prices. For this reason, many
managers, analysts, and financial economists have
begun to focus on cash flow in the belief that it
reflects a company’s economic condition more accu-
rately than its reported earnings do.’

Finally, many managers worry that income-based
financial figures are better at measuring the conse-
quences of yesterday’s decisions than they are at
indicating tomorrow’s performance. Events of the
past decade substantiate this concern. During the
1980s, many executives saw their companies’ strong
financial records deteriorate because of unnoticed
declines in quality or customer satisfaction or
because global competitors ate into their market
share. Even managers who have not been hurt feel
the need for preventive action. A senior executive at
one of the large money-center banks, for example,
grew increasingly uneasy about the European part of
his business, its strong financials notwithstanding.
To address that concern, he has nominated several
new measures (including customer satisfaction, cus-
tomers’ perceptions of the bank’s stature and profes-
sionalism, and market share) to serve as leading indi- _
cators of the business’s performance.

iscontent tumns into rebellion when people
see an alternative worth fighting for. During
the 1980s, many managers found such an
alternative in the quality movement. Lead-
ing manufacturers and service providers alike have
come to see quality as a strategic weapon in their
competitive battles. As a result, they have commit-
ted substantial resources to developing measures
such as defect rates, response time, delivery com-
mitments, and the like to evaluate the performance
of their products, services, and operations.

In addition to pressure from global competitors, a
major impetus for these efforts has been the growth
of the Total Quality Movement and related programs
such as the Malcolm Baldrige National Quality
Award. (Before a company can even apply for a
Baldrige Award, it must devise criteria to measure
the performance of its entire operation - not just its
products —in minute detail.) Another impetus, get-
ting stronger by the day, comes from large manufac-
turers who are more and more likely to impose rigid

HARVARD BUSINESS REVIEW Ianuary-Fchxu‘m(" 1991
by \.‘ Y "\
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juality requirements on their suppliers. Whatever
‘he stimulus, the resuit is the same: quality mea-
:ures represent the most positive step taken to date
n broadening the basis of business performance
Teasurement.

Another step in the same direction comes from
:mbryonic efforts to generate measures of customer
satisfaction. What quality was for the 1980s, cus-
-omer satisfaction will be for the 1990s. Work on
-his class of measures is the highest priority at the
wo manufacturing companies discussed earlier. It is
:qually critical at another high-tech company that
-ecently created a customer satisfaction department
-eporting directly to the CEO. In each case, manage-
Tent’s interest in developing new performance mea-
sures was triggered by strategies emphasizing cus-
:omer service.

As competition continues to stiffen, strategies that
-ocus on quality will evolve naturally into strategies
>ased on customer service. Indeed, this is already
aappening at many leading companies. Attention to
ustomer satisfaction, which measures the quality of
ustomer service, is a logical next step in the develop-
ment of quality measures. Companies will continue
to measure quality on the basis of internally generat-
d indexes (such as defect rates) that are presumed to
relate to customer satisfaction. But they will also
begin to evaluate their performance by collecting
data directly from customers for more direct mea-
sures like customer retention rates, market share,
and perceived value of goods and services.

Just as quality-related metrics have made the per-
formance measurement revolution more real, so has
the development of competitive benchmarking.®
First, benchmarking gives managers a methodology
that can be applied to any measure, financial or non-
financial, but that emphasizes nonfinancial metrics.
Second (and less obvious), it has a transforming ef-
fect on managerial mind-sets and perspectives.

Benchmarking involves identifying competitors
and/or companies in other industries that exemplify
best practice in some activity, function, or process
and then comparing one’s own performance to
theirs. This externally oriented approach makes peo-
ple aware of improvements that are orders of magni-
tude beyond what they would have thought possible.
In contrast, internal yardsticks that measure current
performance in relation to prior period results, cur-
rent budget, or the results of other units within the
company rarely have such an eye-opening effect.
Moreover, these internally focused comparisons
have the disadvantage of breeding complacency
through a false sense of security and of stirring up
more energy for intramural rivalry than for competi-
tion in the marketplace.

HARVARD BUSINESS REVIEW  January-February 1991

Finally, information technology has played a criti-
cal role in making a performance measurement revo-
lution possible. Thanks to dramatically improved
price-performance ratios in hardware and to break-
throughs in software and database technology, orga-
nizations can generate, disseminate, analyze, and
store more information from more sources, for more
people, more quickly and cheaply than was conceiv-
able even a few years back. The potential of new tech-
nologies, such as hand-held computers for employees
in the field and executive information systems for
senior managers, is only beginning to be explored.
Overall, the range of measurement options that are
economically feasible has radically increased.

eterans know it is easier to preach revolu-
tion than to practice it. Even the most favor-
able climate can create only the potential
for revolutionary change. Making it happen
requires conviction, careful preparation, persever-
ance, and a decided taste for ambiguity. As yet, there
are no clear-cut answers or predetermined processes
for managers who wish to change their measure-
ment systems. Based on the experience of compa-
nies engaged in this revolution, I can identify five
areas of activity that sooner or later need to be
addressed: developing an information architecture;
putting the technology in place to support this
architecture; aligning incentives with the new sys-
tem; drawing on outside resources; and designing a
process to ensure that the other four activities occur.
Developing a new information architecture must
be the first activity on any revolutionary agenda.
Information architecture is an umbrella term for the
categories of information needed to manage a com-
pany’s businesses, the methods the company uses to
generate this information, and the rules regulating
its flow. In most companies, the accounting system
implicitly defines the information architecture.
Other performance measures are likely to be infor-
mal - records that operating managers keep for
themselves, for instance —and they are rarely inte-
grated into the corporate-driven financial system.
The design for a new corporate information archi-
tecture begins with the data that management needs
to pursue the company’s strategy. This may sound
like a truism, but a surprising number of companies
describe their strategies in terms of customer ser-
vice, innovation, or the quality and capabilities of

2. Donald A. Curtis, “The Modem Accounung System,”” Financial Execu-
tive. Januarv-February 1983, pp. 81-93: and H. Thomas Johnson and Robert
S. Kaplan, Kelevance Lost {Boston: Harvard Business School Press, 19871

3. Yuii ljiri, “Cash Flow Accounung and Its Structure,” Journal of Account-
ing. Auditing. und Finance. Summer 1978, pp. 331-348.

3. Robert C. Camp, Benchmarking {Milwaukee, Wisconsin: ASQS Quality
Press, 1989).

133

/-8



PERFORMANCE MEASUREMENT

e P

their people, yet do little to measure these variables.
Even time - the newest strategic variable - remains
largely underdeveloped in terms of which time-
based metrics are most important and how best to
measure them.

As part of this identification process, management
needs to articulate a new corporate grammar and
define its own special vocabulary-the basic terms
that will need to be common and relatively invariant
across all the company’s businesses. Some of these
terms (like sales and costs) will be familiar. Others,
however, will reflect new strategic priorities and ways
to think about measuring performance. For example,
both a large money-center bank and a multidivision-
al, high-technology manufacturer introduced the use
of cross-company customer identification numbers
so they could readily track such simple and useful
information as the total amount of business the com-
pany did with any one customer. It sounds elemen-
tary and it is—as soon as you start to look at the
entire measurement system from scratch.

Uniformity can be carried too far. Different busi-
nesses with different strategies require different
information for decision making and performance
measurement. But this should not obscure the
equally obvious fact that every company needs to
have at least a few critical terms in common. Today
few large companies do. Years of acquisitions and
divestitures, technological limitations, and at times,
a lack of management discipline have all left most
big organizations with a complicated hodgepodge of
definitions and variables — and with the bottom line
their only common denominator.

Developing a coherent, companywide grammar is
particularly important in light of an ever-more strin-
gent competitive environment. For many compa-
nies, ongoing structural reorganizations are a fact of
life. The high-technology company described above
has reorganized itself 24 times in the past 4 years (in
addition to a number of divisional and functional
restructurings) to keep pace with changes in its mar-

One high-tech company has
reocrganized 24 times in the
past 4 years to keep pace with
changes in its markets.
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kets and technologies. Rather than bewail the situa-
tion, managers relish it and see their capacity for fast
adaptation as an important competitive advantage.
A common grammar also enhances management'’s
ability to break apart and recombine product lines
and market segments to form new business units. At
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a major merchant bank, for example, the organi-
zation is so fluid that one senior executive likens it
to a collection of hunting packs that form to pursue
business opportunities and then disband as the
market windows on those opportunities close. The
faster the company can assemble information for
newly formed groups, the greater the odds of success.
So this executive (who calls himself the czar of infor-
mation) has been made responsible for developing
standard definitions for key information categories.

Ow a company generates the performance

data it needs is the second piece of its infor-

mation architecture. Not surprisingly, meth-

ods for measuring financial performance are
the most sophisticated and the most deeply en-
trenched. Accountants have been refining these
methods ever since double-entry bookkeeping was
invented in the fifteenth century. Today their codifi-
cations are enforced by a vast institutional infra-
structure made up of professional educators, pub-
lic accounting firms, and regulatory bodies.

In contrast, efforts to measure market share, qual-
ity, innovation, human resources, and customer sat-
isfaction have been much more modest. Data for
tracking these measures are generated less often:
quarterly, annual, or even biannual bases are com-
mon. Responsibility for them typically rests with a
specific function. (Strategic planning measures mar-
ket share, for example, while engineering measures
innovation and so on.} They rarely become part of
the periodic reports general managers receive.

Placing these new measures on an equal footing
with financial data takes significant resources. One
approach is to assign a senior executive to each of
the measures and hold him or her responsible for
developing its methodologies. Typically, these exec-
utives come from the function that is most experi-
enced in dealing with the particular measure. But
they work with a multifunctional task force to
ensure that managers throughout the-.company will
understand the resulting measures and find them
useful. Another, less common, approach is to create
a new function focused on one measure and then to
expand its mandate over time. A unit responsible
for customer satisfaction might subsequently take
on market share, for example, or the company’s
performance in human resources.

Unlike a company’s grammar, which should be
fairly stable, methods for taking new performance
measures should evolve as the company’s expertise
increases. Historical comparability may suffer in the
process, but this is a minor loss. What matters is
how a company is doing compared with its current
competitors, not with its own past. o

\
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The last component of a corporate information
architecture is the set of rules that governs the flow of
information. Who is responsible for how measures
are taken? Who actually generates the data? Who
receives and analyzes them? Who is responsible for
changing the rules? Because information is an im-
portant source of power, the way a company an-
swers these questions matters deeply. How open or
closed a company is affects how individuals and
groups work together, as well as the relative influ-
ence people and parts of the company have on its
strategic direction and management. Some compa-
nies make information available on a very limited
basis. At others, any individual can request informa-
tion from another unit as long as he or she can show
why it is needed. Similarly, in some companies the
CEO still determines who gets what information
—not a very practical alternative in today’s world.
More often what happens is that those who possess
information decide with whom they will share it.

Advances in information technology such as pow-
erful workstations, open architectures, and relational
databases vastly increase the options for how infor-
mation can flow. It may be centralized at the top, so
that senior executives can make even more decisions
than they have in the past. Or it may be distributed to
increase the decision-making responsibilities of peo-
ple at every level. The advantages of making informa-
tion widely available are obvious, though this also
raises important questions that need to be addressed
about the data’s integrity and security. In principle,

however, this portion of the information architecture

ought to be the most flexible of the three, so that the
company’s information flows continue to change as
the conditions it faces do.

etermining the hardware, software, and
telecommunications technology a company
needs to generate its new measurement
information is the second activity in the
performance revolution. This task is hard enough in
its own right, given the many choices available. But
too often managers make it even harder by going
directly to a technology architecture without stop-
ping first to think through their information needs.
This was the case at a high-tech manufacturing
company that was growing more and more frustrated
with its information systems planning committee.
Then the CEO realized that he and the other senior
managers had not determined the measures they
wanted before setting up the committee. Equipped
with that information, the committee found it rela-
tively easy to choose the right technology.

Once the information architecture and supporting
technology are in place, the next step is to align the
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new system with the company’s incentives —to re-
ward people in proportion to their performance on
the measures that management has said truly mat-
ter. This is easier said than done. In many compa-
nies, the compensation system limits the amount
and range of the salary increases, bonuses, and stock
options that management can award. A

In companies that practice pay-for-performance,
compensation and other rewards are often tied fairly
mechanically to a few key financial measures such
as profitability and return on investment. Convinc-
ing managers that a newly implemented system is
really going to be followed can be a hard sell. The
president of one service company let each of his divi-
sion general managers design the performance mea-
sures that were most appropriate for his or her par-
ticular business. Even so, the managers still felt the
bottom line was all that would matter when it came
to promotions and pay.

The difficulty of aligning incentives to perfor-
mance is heightened by the fact that formulas for

Formulas THGT fie incentives to
performance look objective —
and rarely work.

tying the two together are rarely effective. Formulas
have the advantage of looking objective, and they
spare managers the unpleasantness of having to con-
duct truly frank performance appraisals. But if the
formula is simple and focuses on a few key variables,
it inevitably leaves some important measures out.
Conversely, if the formula is complex and factors in
all the variables that require attention, people are
likely to find it confusing and may start to play
games with the numbers. Moreover, the relative
importance of the variables is certain to change
more often —and faster—than the whole incentive
system can change.

For these reasons, I favor linking incentives
strongly to performance but leaving managers free to
determine their subordinates’ rewards on the basis
of all the relevant information, qualitative as well
as quantitative. Then it is up to the manager to ex-
plain candidly to subordinates why they received
what they did. For most managers, this will also
entail learning to conduct effective performance
appraisals, an indirect -and invaluable - benefit of
overhauling the measurement system.

Outside parties such as industry and trade associ-
ations, third-party data vendors, information tech-
nology companies, consulting firms, and public
accounting firms must also become part of the per-
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formance measurement revolution. Their incentive:
important business opportunities.

Industry and trade associations can play a very
helpful role in identifying key performance mea-
sures, researching methodologies for taking these
measures, and supplying comparative statistics to
their members—so can third-party data vendors.
Competitors are more likely to supply information
to a neutral party (which can disguise it and make it
available to all its members or customers) than to

Public accounting

firms have what may be the
single most critical role

in this revolution.

one another. And customers are more likely to pro-
vide information to a single data vendor than to each
of their suppliers separately.

Consulting firms and information technology
vendors also have important roles to play in forward-
ing the revolution. Firms that specialize in strategy
formulation, for example, often have well-developed
methods for assessing market share and other perfor-
mance metrics that clients could be trained to use.
Similarly, firms that focus on strategy implementa-
tion have 2 wealth of experience designing systems
of various kinds for particular functions such as

manufacturing and human resources. While many .

of these firms are likely to remain specialized, and
thus require coordination by their clients, others
will surely expand their capabilities to address all
the pieces of the revolution within a client company.

Much the same thing is apt to happen among
vendors of information technology. In addition to
helping companies develop the technological archi-
tecture they need, some companies will see opportu-
nities to move into a full range of services that use
the hardware as a technology platform. IBM and
DEC are already moving in this direction, impelled
in part by the fact that dramatic gains in price-per-
formance ratios make it harder and harder to make
money selling ““boxes.”

Finally, public accounting firms have what may be
the single most critical role in this revolution. On
one hand, they could inhibit its progress in the belief
that their vested interest in the existing system is
too great to risk. On the other hand, all the large
firms have substantial consulting practices, and the
revolution represents a tremendous business oppor-
tunity for them. Companies will need a great deal of
help developing new measures, validating them, and
certifying them for external use.
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Accounting firms also have an opportunity to
develop measurement methods that will be com-
mon to an industry or across industries. While this
should not be overdone, one reason financial mea-
sures carry such weight is that they are assumed to
be a uniform metric, comparable across divisions
and companies, and thus a valid basis for resource
allocation decisions. In practice, of course, these
measures are not comparable.(despite the millions
of hours invested in efforts to make them so) because
companies use different accounting conventions.
Given that fact, it is easy to see why developing ad-
ditional measures that senior managers - and the
investment community - can use will be a massive
undertaking.

Indeed, the power of research analysts and inves-
tors generally is one of the reasons accounting firms
have such a crucial role to play. Although evidence
exists that investors are showing more interest in
metrics such as market share and cash flow, many
managers and analysts identify the investment com-
munity as the chief impediment to revolution.
Until investors treat other measures as seriously
as finangial data, they argue, limits will always exist
on how seriously those measures are taken inside
companies. ‘

GE’s experience with its measurement task force
supports their argument. According to a knowledge-
able senior executive, the 1951 effort had only a
modest effect because the measures believed to de-
termine the company’s stock price, to which incen-

Would managers be

willing to publish anything
more than the financial
information the SEC requires?

tives were tied, were all financial: earnings per share,
return on equity, return on INVestment, returm on
sales, and earnings growth rate. He believed that
once the financial markets valued other measures,
progress within companies would accelerate.
Investors, of course, see the problem from a differ-
ent perspective. They question whether managers
would be willing to publish anything more than the
financial information required by the SEC lest they
reveal too much to their competitors. Ultimately, a
regulatory body like the SEC could untie this Gor-
aian knot by recommending {and eventually requir-
ing) public companies to provide nonfinancial mea-
sures in their reports. (This is, after all, how financial

5. “Investors: Look at Firms’ Market Share,” Wall Street Journal, February
26, 1990, pp. C1-2.
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standards became so omnipotent and why so many
millions of hours have been invested in their develop-
ment.) But I suspect competitive pressure will prove a
more immediate force for change. As soon as one
leading company can demonstrate the long-term
advantage of its superior performance on quality or
innovation or any other nonfinancial measure, it will
-hange the rules for all its rivals forever. And with so
many serious competitors tracking-and enhanc-
ing - these measures, that is only a matter of time.

esigning a process to ensure that all these
things happen is the last aspect of the revo-
lution. To overcome conservative forces out-
side the company and from within {includ-
ing line and staff managers at every level, in every
function), someone has to take the lead. Ultimately,
this means the CEO. If the CEO is not committed,
the revolution will flounder, no matter how much
enthusiasm exists throughout the organization.

But the CEO cannot make it happen. Developing
an information architecture and its accompanying
technology, aligning incentives, working with out-
side parties - all this requires many people and a lot
of work, much of it far less interesting than plotting
strategy. Moreover, the design of the process must
take account of the integrative nature of the task:
people in different businesses and functions includ-
ing strategic planning, engineering, manufacturing,
marketing and sales, human resources, and finance
will all have something to contribute. The work of
external players will have to be integrated with the
company’s own efforts.

Organizationally, two critical choices exist. One
is who the point person will be. Assigning this role
to the CEO or president ensures its proper symbolic
visibility. Delegating it to a high-level line or statf
executive and making it a big piece of his or her
assignment may be a more effective way to guaran-
tee that enough senior management time will be
devoted to the project.

The other choice is which function or group will
do most of the work and coordinate the company’s
efforts. The CEQ of one high-tech company gave this
responsibility to the finance function because he
felt they should have the opportunity to broaden
their perspective and measurement skills. He also
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thought it would be easier to use an existing group
experienced in performance measurement. The
president of an apparel company made a different
choice. To avoid the financial bias embedded in the
company’s existing management information sys-
tems, he wanted someone to start from scratch and
design a system with customer service at its core. As
a result, he is planning to combine the information
systems department with customer service to create
anew function to be headed by a new person, recruit-
ed from the outside.

What is most effective for a given company will
depend on its history, culture, and management
style. But every company should make the effort to
attack the problem with new principles. Some past
practices may still be useful, but everything should
be strenuously challenged. Otherwise, the effort will
yield incremental changes at best.

Open-mindedness about the structures and pro-
cesses that will be most effective, now and in the
future, is equally important. I know of a few compa-
nies that are experimenting with combining the
information systems and human resource depart-

Combining information
systems and human resources
is a culture shock for both
departments. But that’s what
revolution is all about,

ments. These experiments have entailed a certain
amount of culture shock for professionals from both
functions, but such radical rethinking is what revo-
lution is all about. i

Finally, recognize that once begun, this is a revolu-
tion that never ends. We are not simply talking about
changing the basis of performance measurement
from financial statistics to something else. We are
talking about a new philosophy of performance mea-
surement that regards it as an ongoing, evolving pro-
cess. And just as igniting the revolution will take
special effort, so will maintaining its momentum -
and reaping the rewards in the years ahead. )
Reprint 91103
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PART III. FOR D P A PERFORMAN
MEASUREMENT SYSTEM

-

This section will outline the various uses of performance indicators and measures, the steps
for developing a sound performance measurement system based on a strategic planning
approach, criteria for the development of performance indicators and measures, and potential
obstacles that can occur in the implementation of performance measurement systems. An
extensive list of specific financial, administrative, and program indicators and measures is
provided in Appendix B.

A, USES OF A PERFORMANCE MEASUREMENT SYSTEM

Managers at various levels may use different performance indicators and measures to
evaluate a program. For example, a first-line supervisor in a production operation will focus
- on operation-oriented indicators, such as equipment down-time and availability of raw
materials. Upper-level managers are concerned more with aggregate input and output
indicators, efficiency measures, such as unit costs, and meeting production schedules.
Performance indicators and measures are also used to inform a wide range of government
stakeholders, such as Congressional and Executive decisionmakers, of program
accomplishments. These decisionmakers are more likely to use outcome indicators, such as
the quality and timeliness of the service or product (e.g., whether there is a sufficient supply
of coins to meet public demand.)

Management actions taken as a result of the program analysis can affect all management
levels. One type of action might include an incentive system for program staff that.is based
on program performance indicators and measures. Rewards could include bonuses, special
awards, and certificates of merit. Actions taken by external stakeholders may include the
creation of new or amended legislation, and new or revised regulations and operating
procedures governing the conduct of Federal programs. Other common actions include
reallocating resources and increasing productivity within current resources.

B. STRATEGIC PLANNING APPROACH FOR DEVELOPING A PERFORMANCE
MEASUREMENT SYSTEM

A performance measurement system should be consistent with, and integrated into, each
organization’s strategic plan. Development of a performance measurement system is best
served by a strategic planning approach with top management support, active management
participation in goal setting, a small manageable number of goals, a strong link with the
budget process, and an independent evaluation process. The vaiue of using this approach
was confirmed in our interviews with other Departments and agencies. Following is a brief
description of the steps required to develop such a system.
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Establish an organizational structure, with well-defined responsibilities, to develop
and implement a performance measurement system. This includes:

-

e Securing top management support and forming an ageucy-wide steering
committee (without the support of the head of the agency, the process is
unlikely to get the commitment of time and resources required to make it
work);

° Selecting an office to represent the agency as a whole and to oversee and
coordinate the effort; and

L Providing technical support to planning participants (such as data collection
procedures) and information on the performance measurement process.

Identify the program mission, goals, and objectives. Goals and objectives should be
written in measurable terms, when possible, at both the policy and program levels.
(For example, the mission of the Customs Service is to collect import duties and
enforce Customs and related laws. One bureau objective is to process 75 percent of
all Customs transactions and collections in a paperless mode by 1996.) To identify
program mission and goals:

° Review agency mission statements and budget submissions to ensure a
thorough understanding of the purpose of the program;

L Review strategic and operational plans for program objectives and performance
indicators; and

L Review enabling legislation and regulations for the program.

Allocate resources based on the strategic plan. For the plan to be successful, bureau
resources should be allocated to support strategic goals and objectives as part of the
budget process. For example, Customs would be expected to allocate sufficient

. resources to fund the development of automated systems to make the transition from a
paper to electronic environment possible.

Identify program users and customers, and discern their needs. Different types of
measures and reports are needed for different audiences. Total Quality Management
(TQM) techniques, such as surveys and focus groups, can assist in identifying the
needs of program users, and determining the appropriate performance indicators and
measures. Potential audiences and uses for performance indicators include:

° legislators and their staffs - to help them oversee programs and budget
resources and to determine if programs. are still needed;
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° executive branch policy makers (e.g8., senior agency officials and OMB budget
analysts) to help them plan and allocate resources;

o pohcy and evaluation staffs - to help them evaluate whether programs and
policies are having their intended effect;

L administrators (e.g., agency financial managers) - to help them with
contracting, budgeting and resource allocation;

° service providers (e.g., program managers) - to help them monitor
performance, adjust operations, and refine service delivery methods; and

° the press and public - to help them judge the efﬁcacy of programs and
policies.

Determine the availability of reliable program data, such as financial and productivity
reports, before setting up new reporting requirements. Additionally, it may be
necessary to design and implement new information systems and system interfaces to
collect data in a consistent, reliable, and auditable fashion.

Surveys also can be a useful tool for collecting data for performance indicators. For
example, the Savings Bonds Division is conducting both a nationwide consumer
market survey to identify the characteristics of savings bonds purchasers, and an
internal survey of its bonds sales staff to determine the best method for evaluating
staff performance.

Select appropriate performance indicators and measures, and set mutually-agreed upon
targets. These should include an appropriate mix of the following:

® input indicators (i.e., monetary resources, such as administrative and program
costs, in "current” or "constant" dollars; and non-monetary resources, such as
the amount of work time expended—expressed in such units as employee-hours
or full time equivalent (FTE)—and the level and mix of raw materials used):

® output indicators (i.e., amount of workload accomplished, such as production,
transactions, and share of target population served). For example, the number
of payments (checks or electronic funds tmnsfers) made by Treasury’s
Financial Management Service;

° outcome indicators (i.e., program results, such as indicators of service quality,
effectiveness, and amount or proportion of "need” that is being met.) Senior
officials should focus on these indicators as the most significant measures of
program results. However, these data are more difficult to collect than input
and output indicators, and may require consumer surveys or improved
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technology to obtain accurate or valid data. Some types of outcome indicators

include:

. timeliness and quality of services or goods (e.g., customer satisfaction
levels, responsiveness rates and average waiting time for service). For
example, the IRS measures the percent of taxpayer telephone inquiries
answered correctly by IRS; '

. accessibility and coverage of the distribution of services or goods, (e.g.
the range of services provided by Customs at over a thousand entry
points into the U.S. Some points are manned with one person or even
seasonally closed, while others, like the Miami air and sea ports,
facilitate thousands of passengers and cargo and provide a full range of
services); .

o status of conditions (e.g., safety of fireworks plants and cleanliness of
alcoholic beverage bottling plants to prevent contamination); and

. monetary value of services to the user (e.g., the market value of law
enforcement training provided at no eost to local police officers).

° efficiency and productivity measures (i.e., relationship between input and
output indicators), most commonly, the cost per unit of physical output, such
as the unit cost of currency notes or coin production; and

L cost-effectiveness measures (i.e., relationship between outcome indicators--
program results--and input and output indicators), generally the cost to.achieve
a desired program resuit or outcome, such as the cost per FTE to increase tax
compliance, reduce claims response time, or reduce firearms-related crime to a
targeted level. Although less commonly used, this type of measure can assist
managers and senijor officials in evaluating both the efficiency of a program
and the allocation of program resources.

Establish a monitoring system, assess the data, analyze program performance and
prepare reports. Analysis techniques used may include: trend/time series, variance,
cross-sectional, structural, and statistical analysis. To perform an analysis:

L Establish an initial benchmark (e.g., goal, standard, prior year baseline,
historical trends, other similar work units in the same organization, similar
services in other countries or private sector companies) for each indicator,
against which to evaluate actual performance data. Where possible, one
should use benchmarks from successful, autonomous groups. This is most
applicable to commercial-type activities, such as manufacturing;
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° Focus reports on no more than 6-8 of the most important indicators. Policy-
level resuits should be brief, graphic, and provide a context for comparisons.
Program-level results should be more detailed than policy-level results, and

presented more frequently in order to allow for more timely program
adjustments; and Y

° Use extensive notes to explain any anomalies, definitional problems, time lags,
or other qualitative elements. Qualitative factors are particularly important in
the public sector, where programs are heavily influenced by outside factors
over which there is little control. For example, there can be a significant time
lag--possibly several years—between the initiation of an investigation and its
final disposition. Any measurement prior to the completion of the case may
not accurately reflect the productivity of the resources. Therefore, explanatory
information should be included to allow the manager to properly interpret the
significance of the quantitative measures.

Take appropriate actions based on the analyses of thé programs.

CRITERIA FOR SELECTING PERFORMANCE INDICATORS AND MEASURES

A variety of criteria can be used to select appropriate performance indicators. The
establishment of criteria can assist in identifying, and achieving consensus on, the
measurement goals. These criteria address some important characteristics of the data, the
measurements, and the measurement system.

D

riteri

Availability: Are the data currently available? If not, can the data be collected? Are
better indicators available using existing data? Are there better indicators that we
should be working towards, for which data are not currently available?

Accuracy: Are the data sufficiently reliable? Are there biases, exaggerations,
omissions, or errors that are likely to make an indicator or measure inaccurate or
misleading? Are the data verifiable and auditable?

Timeliness: Are the data timely enough for evaluating program performance? How
frequently are the data collected and/or reported? (e.g., monthly vs. annually) How
current are the data? (e.g., how soon are data reported after the close of the fiscal
year?) -

Security: Are there privacy or confidentiality concerns that would prevent the use of
these data by concerned parties?
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Costs of Data Collection: Are there sufficient resources (e.g., expertise, computer
capability or funds) available for data collection? Is the collection of the data cost-
effective (ize., do the costs exceed the benefits to be derived from the collection of the
data?) -~

en iteria:

Validity: Does the indicator or measure address financial or program resuits? Can
changes in the value of the indicator be clearly interpreted as desirable or undesirable?
Does the indicator clearly reflect changes in the program? Is there a sound, logical
relationship between the program and what is being measured, or are there significant
uncontrollable factors?

Uniqueness: Does the information conveyed by one indicator or measure duplicate
information provided by another?

Evaluation: Are there reliable benchmark data, standards, or alternative frames of
reference for interpreting the selected performance indicators?

Mgguremgnt System Criteria:

Balance: Is there a balance between input, output and outcome indicators, and
Productivity or cost-effectiveness measures? Does the mix of indicators offset any
significant bias in any single indicator? A

Completeness: Are all major pmgmms and major components of programs covered?
Does the final set of indicators and measures cover the major goals and objectives?
Are there measures of possible "unintended” program outcomes--particularly negative
effects?

Usefulness: Will management use the system to effect change based on the analysis
of the data? Are there incentives for management to use the data after they are
collected? Does management have the resources to analyze the results of the system?
Is management trained to use and interpret the data? Are management reports
"user-friendly” -- that is, clear and concise?

POTENTIAL OBSTACLES TO THE DEVELOPMENT AND IMPLEMCENTATION
OF A PERFORMANCE MEASUREMENT SYSTEM

Management may encounter a variety of obstacles or concerns in developing and
implementing 2 performance measurement system. These concerns may include: possible
misinterpretation of performance indicators and measures by external parties, difficuities in
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measuring certain types of activities, and possible shortfalls in funding, data, and/or expertise
to develop perfox_'mance indicators.

Management Concerns: The commitment and involvement of senior officials and program

- Ianagers is essential to the successful development and implementation of a performance )
measurement system. However, management concern about the use of performance
measures by external policy officials can be a major obstacle to the successful

. implementation of the system. Program and trade union xinnagers often worry that

- performance indicators and measures will be misinterpreted by external policy officials. This
is especially true when more qualitative or subjective measures are employed. Furthermore,
these policy officials may not take into account external or uncontrollable factors that
influence a program’s performance.

These management concerns can make it difficult for senior and program officials, as well as
trade unions, to achieve consensus on the selection of a relatively small number of key
performance indicators, and to establish a set of benchmarks, standards, or goals against
which performance measures may be evaluated. Often officials are unwilling to share
information with others outside their own organization.

To address management fears, it should be made clear that performance measures are a
means of evaluating program performance, not management performance, because these
measures cannot account for ail factors influencing program outcomes. Managers should be
held accountable for managing for results, not for the resuits themseives. This approach
reduces the incentive of program managers to manipulate the data.

The implementation of a performance measurement system can be complicated by frequent
shifts in management priorities or program measures. Although some shifts in priorities may
be beneficial, consistent measures over time are needed to evaluate a program. In some
cases, it may require several years of accumulating data to develop a true standard or
benchmark--such as more complex criminal cases, which can take years from the initiation of
a case until final adjudication through the court system.

Measurability Issues: Managers may encounter a wide range of difficulties regarding the
measurability of their programs. Difficuities may arise when measuring programs with
multiple and often conflicting objectives, or with no clearly quantifiable objectives or
outcomes. However, evaluation criteria should not be rejected simply due to apparent
measurement difficulties, such as availability and reliability of the data. There are generally
ways to partially measure even qualitative, subjective criteria. For instance, the quality of
goods and services can be measured in several ways, such as response time, error rate, and
number of complaints.

Multiple or Conflicting Goals: Most major programs have several purposes, some of

which may be conflicting. For instance, Custom’s objective to reduce traffic delays
at major border crossings conflicts with its goal to prevent and disrupt the importation
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of drugs across national borders. In such cases, management needs to weigh
conflicting goals and establish performance measurement targets that reflect a balance
between ggals. For example, to the extent that Customs chooses to implement one
goal to the exclusion of the other, an increase in the number of searches may result in
increased delays at the border.

Lack of Clearly Defined Outcomes: Other programs may not have easily quantifiable
objectives or outcomes. Measuring the performance of non-production-oriented
organizations, such as staff offices which support the work of program offices, can be
difficult. For example, one method of evaluating a policy office is to determine
whether policies issued are clear and concise. This could be evaluated by conducting
a TQM survey to determine if the policy guidance was understandable.

Another area that is difficult to measure is Research and Development (R&D) because
the outputs and outcomes are difficult to define. While these activities may have a
high failure rate, failures (outputs) are part of the "trial and error” process that may
lead to a successful outcome. For instance, research on more durable alloys for coins
may result in the rejection of many metals before arriving at the final outcome.
However, these failures may be considered a necessary step to arrive at the final
outcome. .

One of the major obstacles to measuring R&D is the measurement of failed
experiments. However, they can be measured by ensuring that the failed experiment
results in an output, such as a report on the results of the experiment. Additionaily,
one can measure the process to ensure that adequate controls were in place to avoid
bias in the experiment. :

Difficuities in Measuring Outcomes: Even if one can define the outcome of a program,
it may be difficult to develop an appropriate indicator or measure. Qutcome
indicators are invariably more difficult to develop than input and output indicators.
For example, it is more difficult to collect data on a reduction in crime (an outcome
indicator) than the number of arrests (output), or the number of law enforcement
officers (inputs). Furthermore, the correlation between a reduction in crime and an
increase in arrests or law enforcement officers is difficult to ascertain.

Development of a sound performance measurement system is often an evolutionary
project because it may be difficult to develop outcome indicators. Initially, data may
be available to support input indicators and perhaps some output indicators.

However, the development of outcome indicators may require specialized efforts, such
as surveys or improved technology, to collect data. One way to approximate outcome
indicators is to develop a mix of output indicators, such as number of seizures, dollar
value of seizures, and net amount realized from seizures. These output indicators
offer a general picture of the success or failure of a program.
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Financial Reporting Problems: Within the Federal government, cost in >
frequently not accumulated at the program level. This can be a maj -

measuring program performance. For example, overtime costs are \
the payroll system on an agency-wide basis, but not identified by program. ..

result in management establishing a parallel system to track program overtime costs.

These program costs, on which a performance measurement system may be based,

may not be easily reconciled with the agency-wide system.

Additional Measurement Obstacles: The performance measurement process should be an
extension of the strategic planning and budgeting process. However, improperly
prepared strategic plans may be too vague and general to be of much use.
Performance measurement can be integrated into this process only after the broader
strategic goals are translated into very specific operational objectives, against which
actual performance may be compared and measured.

Another obstacie in developing indicators is the creation of a duplicative reporting
system. It is critical to identify mandated reporting requircments and those where one
has more control in order to avoid duplication and to simplify others where possible.

In addition to duplicate reporting, overmeasuring-—-the problem of measuring in too
much detaii--has often been cited as the reason for the failure of a measurement
system. Care should be taken to avoid voluminous reports that wiil not be used.

Another consideration is the definition of the activity that is being measured. For
example, managers have different definitions for what constitutes "computer
equipment.” Does it include software, peripheral equipment, and paper? Without
standard definitions, comparisons among offices would be misleading. Furthermore,
any aggregation of the data would be meaningless.

Resource Issues: Resource constraints, such as dollars, personnel and time, can be another
obstacie. The collection and analysis of additional data can be costly and time-consuming.
One must weigh the costs versus the benefits of trying to capture or format these data.
Additionally, one may not have the proper mix of staff expertise (e.g., statistical and
analytical skills) to properly address performance measurement issues.
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CONCLUSIONS

In the United States, as in many other countries, increased budget constraints have led to
heightened interest in finding ways to increase the efficient and effective use of government
- resources. Both the Bush Administration and Congress are promoting the development of
performance indicators for selected programs and agencies. These initiatives are part of a
definite trend towards more performance measurement within the Government.

This paper has presented the various approaches and criteria that Treasury is using to
develop performance measurement systems. Some of these approaches include: long-range
strategic planning, a Treasury working group to assist the bureaus, and participation in
interagency committees. Several Treasury bureaus, such as the .IRS, have performance
easurement systems that are integrated into the bureau strategic plan. Furthermore,
Treasury is in the early stages of developing a Department-wide performance measurement
system based on a proposed Department-level strategic planning process.

The strategic planning approach is a comprehensive approach for developing a performance
measurement system. This approach requires a well-defined organizational structure,
extensive coordination among program stakeholders, and reliable financial and program
information systems. The system should consist of a limited number, but representative mix
of performance indicators and measures. However, the development of a performance
measurement system is an evolutionary process which entails many obstacles, some of which
‘we have discussed in this paper. Initially, it may be advantageous to rely primarily on input
and output indicators, which are easier to develop. In the long-run, management should seek
to develop the optimum measurements of program outcomes.

Finally, one should be cautious when selecting a mix of performance indicators and
measures. We have suggested some criteria to follow in this regard. While we consider
these criteria important, the list is not meant to be comprehensive. Agencies should be
flexible in applying these criteria to fit their specific situation. Furthermore, agencies need
to be creative in overcoming obstacles to the development of a performance measurement
system.
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HOUSE OF
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TESTIMONY ON H.B. 2228
Before the Senate Governmental Organization Committee

THANK YOU, MR. CHAIRMAN, FOR THE OPPORTUNITY TO TESTIFY ON

H.B. 2228. I AM A PROPONENT OF THIS BILL BECAUSE I BELIEVE THIS
LEGISLATURE SHOULD QUESTION CURRENT GOVERNMENTAL STRUCTURE,
OUTCOMES, AND PERFORMANCE IN A COMPREHENSIVE MANNER.

H.B. 2228 PROVIDES FOR SUCH A COMPREHENSIVE REVIEW OF STATE
GOVERNMENT BY INCLUDING LEGISLATORS, EXECUTIVE AND JUDICIAL BRANCH
OFFICIALS IN AN ORGANIZED AND FORMAL REVIEW.

THIS BILL IS BASED, IN PART, ON THE TEXAS EXPERIENCE WHERE THE
GOVERNOR LED THE EFFORT TO PROVIDE SWEEPING GOVERNMENTAL REFORM.
THE TEXAS LEGISLATURE ACTIVELY PARTICIPATED IN THAT EFFORT AND
TOGETHER TRUE REFORMS AND CHANGES IN GOVERNMENT WERE ENACTED.

THIS BILL ALLOWS FOR THE GOVERNOR AND EXECUTIVE BRANCH TO LEAD THE
EFFORT, ASSISTED BY THE LEGISLATIVE DIVISION OF POST AUDIT AND AN
ADVISORY COMMITTEE MADE UP OF STATE OFFICIALS. BY USING THE
FORMAT IN H.B. 2228, NO ADDITIONAL STAFF MEMBERS ARE REQUIRED AND
THE FISCAL NOTE REFLECTS TRAVEL AND SOME OOE COSTS.

AT THE END OF THIS REVIEW, YOU CAN EXPECT THE RE-ALLOCATION OF
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DOLLARS AND RECOMMENDATIONS ON HOW GOVERNMENT CAN BETTER SERVE THE
PEOPLE OF THIS STATE.

H.B. 2228 IS A TRULY UNIQUE OPPORTUNITY FOR THIS LEGISLATURE TO
CHANGE THE WAY KANSAS GOVERNMENT OPERATES. I URGE YOU TO
RECOMMEND THE BILL FAVORABLE FOR PASSAGE.

I WILL BE HAPPY TO STAND FOR ANY QUESTIONS.
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500 Bank IV Tower One Townsite Plaza Topeka, KS 66603-3460 (913) 357-6321 A consolidation of the
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HB 2228 March 10, 1993

KANSAS CHAMBER OF COMMERCE AND INDUSTRY
Testimony Before the
Senate Governmental Organization Committee

by

Bob Corkins
Director of Taxation

Mr. Chairman and members of the Committee:

My name is Bob Corkins, director of taxation for the Kansas Chamber of Commerce and
Industry, and I appreciate the chance to express our support for HB 2228. KCCI has long
endorsed the goal of greater economy and efficiency in state government spending, and we
see this bill as an important step in that direction. We have worked earnestly in the
last several months on a campaign which includes this concept and which is designed to

bring about tangible results.

The Kansas Chamber of Commerce and Industry (KCCI) is a statewide organization
dedicated to the promotion of economic growth and job creation within Kansas, and to
the protection and support of the private competitive enterprise system.

KCCI is comprised of more than 3,000 businesses which includes 200 Tocal and regional
chambers of commerce and trade organizations which represent over 161,000 business men
and women. The organization represents both large and small employers in Kansas, with
55% of KCCI's members having less than 25 employees, and 86% having less than 100
employees. KCCI receives no government funding.

The KCCI Board of Directors establishes policies through the work of hundreds of the
organization's members who make up its various committees. These policies are the
guiding principles of the organization and translate into views such as those expressed
here.

Last fall, KCCI organized a special ongoing task force to brainstorm the broad

subject of government spending at all levels. We firmly believe it to be a distinguished
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group of bipartisan experts, consisting of two former state secretaries of revenue, former
Tegislators, persons with significant experience in local government and school board
budgeting, and various prominent representatives from the business community.

Rather than elaborate on the data about government growth which motivated this
group, I'11 refer you to the "Progressive Spending?" brochure which I am providing today.
An outline of their initial recommendations based on such information was contained in a
press release issued in November. Those recommendations included the formation of a
Kansas-style "Grace commission" like that proposed in HB 2228.

KCCI is not terribly concerned about the particulars of this bill. Its clear intent
is perfectly consistent with ours. The most important thing is the very creation of such
an oversight body itself.

We do feel strongly that business persons should have a meaningful avenue of input
into deliberations by the proposed State Governmental Practices Advisory Committee. The
bill's provision for five Committee members from the general public appears adequate in
that regard, although not totally reassuring. KCCI has, however, already been asked to
produce a list of names we would recommend to fill some of these positions.

I'11 conclude by emphasizing what KCCI believes to be the first and most critical
issue for the Advisory Committee to consider: an accurate and specific cost accounting of
current government services. All possible solutions the Advisory Committee may consider
will hinge upon this determination. How can any government service be privatized until we
have an accurate comparison of true public sector versus private sector costs?

Our concern is that the "management reviews" to be performed by the Post Auditor may
not provide this essential information. The Advisory Committee will ultimately need to
examine specific government services and review the full cost of labor, employee benefits,
facilities' overhead, transportation, machinery depreciation costs (if applicable), and
all other expenses which are directly allocable to each such service in question. Only

with this degree of detail could the state reliably determine which functions may be

better and more inexpensively performed by the private sector.
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The Advisory Committee and the Post Auditor would probably have the authority to
generate this kind of information as the bill is currently written. However, the bill
does not explicitly require a cost accounting of this specificity. Therefore, I call the
issue to your attention now in an attempt to clarify legislative intent and persuade
future members of the Advisory Committee as to its importance.

Again, thank you for the opportunity to speak today.
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essivity". It's a word which gets thrown
ai . ..d a lot when policy makers decide how
Kansans should be taxed. It describes a tax
structure which burdens people according to
their ability to pay.

The bottom line is income. If a particular tax
is levied relative to the income of the
taxpayer, it is considered more "progressive"
than one which is a flat amount due...or one
which is based on property value.

The Kansas Chamber of Commerce and
Industry has done a little of its own
"progressivity" analysis. We look not only at
the degree to which Kansas taxes are
progressive, but also to the "progressivity" of
government spending.

How do government expenditures in this state

compare to personal income? Are Kansas
taxes in line with your ability to pay?

TOTAL STATE SPENDING <qup 14%

These numbers show state spending of revenue from all sources, including the SGF. Federal assistance accounts for most of the

non-SGF revenue. Therefore, your federal income taxes fund a large part of this additional amount.

Fiscal Year 1983

Other General Govt

Fiscal Year 1993

Other General Govt

Transportation

: 10% 10%
Public Welfare Transportation ;

14%

Educaion

$2.910 Billion

Education

* "Other" expenditures, 1983;

Health, 5%; Public safety, 2%; Agriculture and Recreation, less than
one percent each. i v

$6.227 Billion

* "Other" expenditures, 1993:

Public Welfare

Health, 4%; Public safety, 4%; Agriculture, Recreation, and Salary Plan, less

than one percent each.

The following graphs give a better picture of how steady the
spending increases have been.

State Government )

Expenditures \I\

1983 FISCAL YEAR 1993
$2.910 ($ Billions) $6.227

Local Government
Expenditures

STATE GENERAL FUND SPENDING <qup 94% &=
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Senator Ramirez and members of the Committee, thank you for the

opportunity to appear today.

Governor Finney congratulates the Leglslature for its
willingness to investigate ways to cut costs and bring about

efficiencies in government.

However, the Governor 1is strongly opposed to H.B. 2228. She
feels the bill is an intrusion on the executive branch of

government and disregards the separation of powers.

The Governor began similar initiatives as.éérly as April 1991
through Executive Order 91-133; which called for the
elimination of waste and duplication and improvement of the
efficiency of the executive branch. Over twenty major
objectives in six major categories have already been achieved
or are nearing completion. This does not include the
efficiency and quality efforts being pursued by individual
agencies. The Governor's Office of Efficiency Management
receives continual reports from State agencies on the results
of cost savings efforts. A comprehensive total quality
management effort is already underway throughout  State
government through Kansas Quality Management. There was a net
reduction of 91 FTEs from the Governor's budget in her first

full year in office.

The Governor is now prepared to expand this effort through the

involvement of the private sector.
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The Governor will soon Dbe announcing a public/private
partnership which will 1look at the structure of executive
branch agencies. A task force of business CEOs from all over
Kansas will be formed to direct the Governor's review. It 1is
anticipated that task force members will also provide loaned
executives from their companies who will work hand in hand with
cabinet secretaries and agency heads to scrutinize agency
operations in the following potential areas: organization,
personnel management, planning and budgeting, financial
administration and control, and general management. The
Governor's commitment and the private sector's involvement 1is

what distinguishes this approach from H.B. 2228.

The Governor will provide direction to this approach. The CEOs
will provide the oversight. Results can be provided through
the loaned executives and agency heads partnership. Cost
savings and efficiencies in government could result. The

citizens of Kansas will benefit.

Policy formulated out of the work of the Governor's task force
will naturally be subject to legislative review. The
Legislature will be totally involved in recommended policy

changes.

Although H.B. 2228 is designed to address many of the
Governor's concerns in this area, I believe there are some

problems with the bill.
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H.B. 2228 1is patterned after a Texas law enacted in 1991.
Texas was facing critical state government financial and
deficit problems at the time the law was passed and has a
budget approximately five times greater than Kansas. Fiscal
and budget preparation procedures in Kansas government are

nationwide models of restraint and effectiveness.

The Fall 1992 issue of "Public Budgeting and Finance" reports
on a comprehensive study of all state budget offices' use of
budget ceilings from 1970 to 1990. A list of the types of
ceilings are included 1in Attachment I. The survey clearly
identified a strong national trend toward greater use of
multiple forms of budget preparation guidance. Kansas was the
highest rated state in 1990 index scores. Texas was noticeably
absent. Texas was in a crisis situation in 1989-1990. Kansas
is not today. The Governor believes we can and must do better,

but it also is clear we should work within current structures.

H.B. 2228 raises crucial separation of powers questions about
the intrusion of the legislative branch of government upon the

executive.

The development of public policy through H.B. 2228 is
inappropriate. Determining the best way to "manage" and
"organize" state government should be determined by the
executive branch, through its Governor, agencies, and Division

of Budget, subject to legislative approval. The Legislature
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obviously has a major role already in "financing" government
and reviewing public policy, but the policies must not be
developed by a management review committee directed by
Legislative Post Audit. If public policy development is not
the purpose of H.B. 2228, that 1leaves cost savings and
efficiencies goals. The public/private sector management
review that will be announced by the Governor very soon has
very bright prospects for success in the areas of policy,

financing, management, and efficiency.

It must be noted that the $108,000 State General Fund financial
impact estimate is only the cost of Legislative Post Audit
participation. If the management review envisioned in H.B.
2228 1is to be substantial and productive, the fiscal note on
the meaningful participation of Legislative Research, Division
of Budget, and agency management personnel must be considered
as well. In addition, the proposed legislation raises concerns
in regard to the fate of other planned post audit studies
including K-GOAL and KPERS. Is Kansas being best served by
delaying these studies or contracting for them? K-GOAL was
passed only last session to help address some of these
concerns. Perhaps it should be allowed to work before Post

Audit takes on another major initiative.
Finally, the Governor believes the executive branch is most

able, and has the responsibility, to bring about efficiencies

and savings in the executive branch. That can be accomplished
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in the fastest and most meaningful way through a partnership
with the private sector. For the past fifteen years, Kansas
business and industry has been addressing these 1issues 1in
exhaustive and agonizing fashion. Governor Finney will be
calling upon the private sector in Kansas to become partners
with the executive branch of government in earmarking and
implementing changes that could result in an efficient and

cost-conscious state government.

The executive branch will be extremely motivated to implement
important changes if 1t is directed to do so by the Governor,
its chief executive officer. Governor Finney 1is moving in that

direction.

In spite of the fate of H.B. 2228, the Governor and the
executive branch will make the work of the private/public

partnership task force a priority over the next couple of years.

For the reasons cited above, Mr. Chairman and committee

members, the Governor opposes H.B. 2228

Thank you again.
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TABLE 2
Highest Ranked States
In the Use of Budget Guidance, 1990
Index Score State Region
Six Kansas - North Central
_ Vermont Northeast
Five Arkansas South
‘ Connecticut Northeast N
Kentucky South
Louisiana South
Montana West
New Hampshire Northeast
North Dakota North Central
Utah West
Virginia South

by the states. With a possible range of zero to six, no state received a score of five or
six-for 1975, compared with seven states in 1980, nine states in 1985, and eleven states
in 1990. The “average” state in 1990 used three or four of the six methods of guidance..
Table 2 indicates the states with the highest 1990 index scores with Kansas and ~
Vermont at the top."While all regions of the nation are represented in this listing of
highest-ranked states, noticeably absent are some of the largest states such as Califor- .-
nia, New York, and Texas. The survevs clearly identify a strong trend toward greater
use of multiple forms of budget preparation guidance.

Although some states use all or most forms of preparation guidance, one might
expect that states using dollar-level ceilings woud not use policy guidance. States that
emphasize keeping budget requests manageable in size through the use of dollar-level
ceilings might largely ignore issues of policy when commencing the preparation phase
of budgeting. Table 3, therefore, considers whether these two forms of ceilings are
inversely related to one another, namely the use of one, such as dollar-level ceilings,
tends to preclude the use of the other, namely policy guidance. As can be seen from
the table, neither a negative nor positive relationship exists between these variables. =
About one-quarter of the states in 1990 used both types of ceilings and about one-fifth
used neither.

13

AT T e (AR

ezt et s T K ey

ot LR RESETTL T

REGIONS AND STATE CHARACTERISTICS

Since the United States is obviously a diverse nation and states vary on a host of
factors, such as when they were settled, their tax bases, and the characteristics of their
populations, states might be expected to vary in their use of budget guidance. Regional
differences have been the subject of investigation for more than a half-century, namely
since the publication of Odum and Moore’s American Regionalism in 1938.5 Although
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ON-GOING INITIATIVES

Organization
Wichita consolidation

Personnel Management
Personnel/payroll Study

Planning and Budgeting
Fee fund study and recapturing of appropriate cost

Financial Administration and Oversight
Highway signage
Travel contract
Travel reimbursement policy (agency by agency)
Utilization of state owned aircraft
Outstanding accounts receivable/debt setoff
Electronic filing
Consolidation of tax billing and collection

General Management
Inplementation and institutionalization of Kansas Quality
Management
Developing a singular comprehensive records management program
Possible centralization/consolidation of microfilm/microfiche
functions
Energy conservation:
- competitive bidding for natural gas
- analysis of monthly energy bills to determine
accuracy of rate structure and billing
- alternative fuels - conversion of vehicles
from gasoline to CNG/ethanol
Video conferencing
Increased utilization of prison made goods
Printing/central duplication
Compact/mid-size vehicles vs. full-size vehicles
Various state employee recommendations
State building custodial services (in-house vs. private)

Executive-Legislative Relationships

NOTE: The above initiatives do not include individual agencies
efficiency and quality efforts.



