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ABSTRACT

"ThelState of California-introduced seVefal management
toblstfor'reinventing state govefnment during the early
l990’s. Mirroring.the national movement_of Managing‘fo
Reeults,_the etate implemented e‘performance—based budgeting
pilot‘projedt, and required egencyvstrategic planning.

A conprehensive discussion:of thevlegislation, effectiveness[
and the results of these two programs is given. An analysis
of the role of the California Departnent of Finance is also

|

provided in order to gain further insight.
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Chapter I

INTRODUCTION

Like én infant taking its first tenuous steps, the State
of California is undergoing a process of reinvention. Step by
step,‘the state is embracing‘a burgeoning national movement
that is known as Managing for Results.

This movement, which focuses primarily on what
government is accomplishing, and not what they are doing,
has slowly evolved during the past two decades. Public
- administrators, nationally‘and world wide, have begun to
recognize that government needs to restructure based on
customer-driven missions.

Transforming government into an accountable, proactive,
and valued entity is a task that would surely challenge Queen
Calafia, the noble ruler of the mythical island of
California. But the pressure for reinventing government on
the federal, state, and local level has become a cry that
must be answered.

In this age of open skepticism of government, the clamor
for broad public management reform can no longer be ignored.
Bureaucrats entrenched in archaic civil service systems are
now faced with demands to provide consumer-driven, quality
services.

This paper will lay the foundation for generating a

better understanding of the “reinventing government”

1



‘movement At the federal level the Natlonal Performance
_Rev1ew w111 be examlned as will the groundbreaklng ;
leglslatlon known as the Government Performance and Results
- Act as passed by Congress in 1993. |

At the state level, the‘effort made by California to
provide more accountable government through strateglc
'plannlng and performance based budgetlng w1ll be reviewed.
These two concepts work in conjunctlon w1th each other

Performance based budgetlng requlres strateglc plannlng
of an agency’s mission, goals~and objectlves, and requlres a
mechaniSm‘that produces quantifiablevdata, This data in turn
will prouide the means to measure theuagency’s outcomes; or .
whether it has accomplished what it has_been empowered to. do.

Enacted during a time that parallels the national
movement, the State of California has also passed
performance-based legislation. The Performance and Results
Act of 19933’and‘the'State Government Strategic Planning and
Performance Review Act passed in'1994, are some of the first
steps taken by Californiatto make government more | )
accountable. .

The Department of Flnance was redulred by the state to
undertake a performance budgeting pllOt pro;ect that 1nvolves
four departments. The results of thrs initial project
rinvolving‘the Departments of General Services, Parks and
Pecreation, Consumer‘Affairs,-plus the'Stephen P. Teale Data

Center will also be examined.



Along the way, thlS dialogue’concerning Managing for
Results Will take a critical look at performance measurement
systems and the true value of implementing these efforts
A greater understanding of this subject is paramount because
‘every level of government is increasingly]aligning its
services and strategic planningdhased onva system of
measurement.

Setting'thevstage to develop a better picture of the
national reform movement and how it has impacted government
at the state and local level is a daunting task. To provide
" the reader with a comprehensive7picture'of the subjects under
discussion, many methodologies will be employed. They include
| relevant academic literature, current gOvernment documents
and interviews with key state personnel.

While the impacts of this public managemerit reform
| effort are still too early to gauge, the underlying goal of
Managing for'Results‘is to restore‘the public’s confidence in
‘governmentf In spite of recent national events and
administrations, the long-lasting impact of changing
government should result in increased understanding and
respect for this'institution.‘

The true beauty of Managing for Results is that the
average citizen can become a key player and influence steps

that government is using to reinvent itself.



Chapter IT

THE ELUSIVE PROMISE OF CHANGE

We’ve all heard of the $600 government issue toilet
seats, ash trays costing hundreds of dollars each and the
Department of Housing and Urban Development (HUD) scandal
involving political favoritism. Constant investigations into
the Clinton Administration have also generated numerous
insights on the workings of government.

According to a report issued byyviée‘President Al Gore

as part of the National Performance Review, entitled Common
- Sense Government: Works Better and Costs Less, in 1963 more

than three-gquarters of Americans “believed the federal

"1 Nowadays

government did the right thing most of the time.
this figure has plummeted to less than 20 percent as cited by
Gore in his 1995 report.

What has changed in the way government operates in the
last 36 years to warrant sucﬁ a drop in the polls? Even
before the latest Washington scandals and impeachment

efforts, the public had seemingly lost its faith in an

institution which was held with a large measure of respect

! Vice President Al Gore, Common Sense Government: Works
Better and Costs Less, Third Report of the National
Performance Review, (Washington DC., U.S. Government Printing
Office, 1995) 15.




for so‘long Quite simply putz one of the‘major reasons this
:has occurred is because the federal government has not |
.changed w1th the tlmes o o S
 Just as prlvate industry has always tried to meet

consumer demands, ‘Washington is finally in‘the’process of
changlng the way it does bus1ness The age'of industrial—era
bureaucrac1es can no longer functlon and compete in today s
1nformatlon age. Above all, these large bureaucrac1es, as
“noted by Vice President Al Gore, are so wasteful that they-no"
longer serve”the American people.2

‘The landmark Government Performance“and Results Act,
ppassed by Congress in 1993 attempts to address many of the
concerns w1th today S federal government The- leglslatlon
commlts the federal government to 1mprove the eff1c1ency and
effectlveness of its programs through a system of goals for
‘program performance and for measurlng results
Federal managers are now requlred to clearly state
- objectives, to justlfy budgets based on measurable progress‘
- against objectlves and t0»establlsh basellnes ThlS
leglslatlon also requlres part1c1pat1ng agencies to develop
long- term strategic plans that w1ll be used as benchmarks for 1

review of the set objectlves. ‘As a result'of the Government

Vlce Pres1dent Al Gore, Creating A Government That
Works Better and Costs Less, Report on the National o
Performance Review, (Washington DC., U.S. Government Printing
‘Office, 1993) 3. : : - '
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"Performance and Results Act, accountability and performance
of federal managers and employees Will be promoted;

As part of the 1993 legisiation;’euery’federal agency
was required by the end of the 1997 fiscal year to have a
 five year:strategic plan'in‘place;fin addition, by the falli
of 199i,jevery'federal»agency hadhto submit an annual‘
performance,plan to the OffiCe of Management and Budget.

Senator William V. Roth‘(R-DE)’is credited with first
introdu01ng the “Federal Program Performance Standards and
Goals Act of 1990,»(SB-20) " The bill was first ‘sent to the
’Committee on GoVernmental‘AffairS'for hearingS'which first |
’ took place in May,‘l99l and continued for another year

Committee rev1s1ons made to the blll 1ncluded the request for

pilot programs to be enacted before full adoption of the bill

i by‘thecfederal government. The‘modified bill, which was by
kthen renamed as,the “Government Performance and’ResultS‘Actd
of 1992” was reintroduced by the Committee on Governmental
| Affairs in January, 1993. The Committee voted to support the
billion March 27, 1993. |
| in’the House‘of RepreSentatives,bH;R.‘826 wasﬁintroduCed:
on‘Februaryié, 1993, by Reps. Conyers (D—MI);xMCDade (P—PA)

and Clinger| The General Accounting Office;uwhich had

produced over 70 reports utlllZlng performance measures since

1973,_also ;upported the bill, as did the Office of

Management and Budget and the National Performance Review.




The House passed the bill on May 25, 'W1th the Senate g1v1ng

its approval on June 23.

PresidenteCllnton signed the Government Performanoe and

Results Act
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‘efforts to
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pilot
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into law on_August 3, 1993, at Whioh time hehwas
th calling it “an important?first step.in the
reform the way the federal government operates and
the American people. %3 o

egislation takes'the folloming"steps-to improve
eral government operates:

ematlcally holding federal agenc1es accountable
hieving program results;

iate,program performance reform with a series of
projects in setting program goals, measuring

m performance against these goals, and reporting
ly on their progress;

ove federal program effectiveness and public
tability by promoting a new focus on results,
e quality, and publlc satlsfactlon,

federal managers improve service delivery by
ing that they plan for meeting program objectives
providing them with 1nformatlon about program

s and service quality; - ' -

ove COngressional decisionmaking by providing more
ive information on achieving statutory objectives,
the relative effectiveness and efficiency of

1 programs and spending; and

ove: 1nternal management of the federal
ment*
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the Budget'and Accounting Act of 1921/ its initial‘
s in the capecity-of financial»auditor. As an
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ing to:a report issued in conjunction with the
rformance Review entitled, Creating a Government
Better and Costs Iess, Managing for Results within
government méans that the President, working as a
ié cabinet, needs to create.a sense of purpose and
luded among the actions of this team would be to

mprovements made in management and the achievement

The system of executive branch government

would involve senior staff in the leadership and

process.
ition, in order to adapt the philosophy of

the President shall instruct each
to select a chief operating officer, someone

already in the agency, to have line management
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g all major federal agencies,:withneach agency
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of this cou

ncil to take the lead in reinventing programs and

systems of management in support of the President’s agenda.

Lastly, the
conducive . t

dedicated t

council is responsible for creating an atmosphere
o the acceptance of a management approach

o Managing for Results.®

Within the federal government the concept of Managing

for Results
iﬁ the Gove
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is patterned after management conéepts outlined
rnment Performance and Results Act of 1993, as
Malcom Baldridge National Quality Award, which
quality improvements in the private sector. The
rformance Review, which is based after an
program first introduced by Texas govefnér Ann
d Comptroller John Sharp, began in March, 1993,
ent Clinton asked Vice President Al Gore to lead a
soned federal empioyees to review the federal

for a six month periéd.

itial focus of this review was to look at how
should work, not on what it should do. Even the
se federal effqrts to reform government has become
with a broad reform, or a reinvention of
movement. When the White House first issued its
nciples, they'includéd the directive that before

government asks Americans to do more, American

® Gore

, Creating a Government, 1-2.
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government must learn to do with less. It’s time for
government to show that it too,vcan live with less.

Under the National Performance Review, the objective is
improving services and expanding opportunity, without
increasing the size of bureaucracy. The effectiveness of
private industry is noted as many successful companies have
restructured their organizations in order to match global
competition. The United States government, therefore, should
"also re-examine its policies and missions on a yearly basis,
just as companies in the private sector do.

The next main principle spelled out in the National
Performance Review includes the directive that the government
should actually listen to the citizens of America, its
“customers.” It is vital to be responsive, successful, and
positive in providing services, choices and allowing citizens
a greater say in how their goverﬁment operates.

The last guiding directive of\the review notes that in
order for‘change to occur, it must start within the federal
government, and come from the workers who operate the
bureaucracy. In other words, government must first be
responsive to those individuals who work within the system,

for they should know how to improve day-to-day operations of

13



their reépective agencies (granted that sbmeone will listen
to their input).’

Under the directiVé of the-National PerformancebReview,
basic concepts such as: does this program work?; does it
waste taxpayer dollarS?; do we provide quality customer
services, encourage innovation and reward hard work?; are
questions asked by managers,4audit0fs énd‘frohﬁ—line
employees.

To date, preliminary observations on‘the effectiveness
of the Government Performance and Results Act have been
gathered by the United States General Accounting Office.
While testimony given to the GAO indicates that some federal
agencies are making progress in implementing meaningful,
well-defined and sound perfofmance measures, most agencies
have a long way to go.

Information'gleaned from the GAO website indicates that
the following challenges to the federal government are
emérging as it attempts to implement Managing for Results:
1) ‘'generating and sustaining top management’s commitment to
the Government Performance and Results Act; 2) creating the

infrastructure for federal agencies to use the act and

° The White House-Office of Domestic Policy, A Revolution
in Government, (Washington, 1993) Available
(Online)http://gopher//gopher. tamu.edu.70/00/data/politics/19
93/revolution.303
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process the performance information produced 3) developing
incentives to use the act and encourage management to change-
thevwaytit does_things;:4) introduCing the act into daily
procedures{ and,5) strengthening congreSSional overSight

~ In additionL while Managingvfor.Results haS'received bi—
partisan support at all levels‘of government a GAO survey
conducted in 1997 indicates that only 11 out of the 24
executive branch agencies’ studied have informed congreSSional
committees of their strategic plans. Meetings that have taken
place have been reported to be very limited in scope.

The 1997 International Speyer Workshop addressed the
topic, “The Political and Judicial Implications of New Public
Managementﬁ and further insights were given on the status of
implementing Managing for Results During a presentation made
by Guenther Kress, Randi Miller and Catheryn Grier, the
effective inStitutionalization of Managing for Results was
discussed. o | |

According to ‘the presenters, the following political
prerequisites need to be followed: 1) that effeCtive‘
strategic‘planning will happen only if agencies and’
blegislative bodies‘work with one. another; 2) that the

. executive branch is guided by high‘qualityvpolitical

1 Managing for Results: Status of the Government

Performance and Results Act Available (Online).
http://frwebgate.access.gpo.gov/cgi-bin

15
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- leadership; and 3) that underlying structural cﬁanges in an

agency’s operation must occur in order to reduce
fragmentation in the delivery of services.™
While the adoption. of Managing for Results is still =

searchiﬁg for a foothold at the federal level, the impact of

this new management style has already beenvfelt'at the state

and local levels of government. A further examination of
Managihg for Results continues as this paper now takes a

cloger look at the State of California and its response to

the increasing challenges faced by government. An overview of

California governmént will be given in order to achieve a-

better understanding’of_how this bureaucracy operates.

I Kress, Guenther G., Randi L. Miller, and Catheryn
Grier. Presentation at the International Spever Workshop on

the Political and Judicial Implications. of New Public

Management, October 15-17, 1997: An Examination of the
Political Prerequisites for the Institutionalization of

Managing for Results in American Public Management. Speyer,

Germany, 1997.

16



.Government and Politics Today. New York: Harper Collins

Chapter III

' MANAGING FOR RESULTS CALIFORNIA STYLE

The State of California, descrlbed routlnely as belng a

‘“state of mlnd” and a land of contradlctlon and paradox,

features the largest populatlon 1n'a nation that has a rloh,
multifcnitural heritage. Asvthe state observes iﬁe
sesquicentennial; it truly has much to celebrate,‘especially
the national'and.world—wide promrnence it enjoys.

'As the most populous state in the union with more than

' 33 million citizens, it receives 54 electoral votes, or one
- fifth of the 270 total votes necessary to elect a president.

Two of the last five presidents, Richard Nixon and Ronald

Reagan have come from California, while several of the

current U.S. Supreme Court Justicesggradnatedjfrom Stanford

Law School.

. The national prominence Ehe statefhas:achieved stems
largeiy from three traditional'sources.ofvpolitical power —
namely popnlation, publicity and money. If the state were
ranked as a nation, the annual yield of goods and services
produced would place it eighth in the world. ™ Politicians

from everywhere flock to California, not only for

léSohner, Charles P, and Mona Field. California

College Publishers, 1993. pp. 1-2.
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endorsements, but also to receive donations that stem from
prominent business and entertainment leaders.

The state’s executive branch is lead by the goverﬁor who
is elected every four yeafs, with a two term maximum.

Just as with the president of the United States, the

governor'’s powers are balanced by the state legislatureiand

the judicial branches of government. In addition, the

governor hasbthe p¢wer to appoint people to commissions?and

boards, but most of these appointments must be confirmed by
the state senate.

'Oﬁe of the primary.responsibilities of the governor is
the fiscal affairs of the state; namely the budget, whibh is
subject to changes as approved by a:2/3 méjority of the
Legisiature.‘The govefnor also has the power to:dimihisﬁ or
delete items in the budget passed by the'Legislature. This

‘“line-item” veto is a very powerful tool that California

governors wield. It should also be noted here that the

- Department of Finance reports directly to the governor.

The state constitution requires that the governor .
present a budget each January, which estimates the revehues
© and expenditures for the upcoming fiscal year that begihs on
July 1lst. During Ronald Reagan’s eigthyear stint as
governor, the budget doubled from $5 billion to $10 biliion,

\

whereas by the time Pete Wilson introduced the 1997-98 budget

more than twenty years later, it totaled $66.6 billion.%

18



‘one of the major reasons that the state has turned to

‘reforming the way it does business}iThe longest budget

record breaking 64 days before the bﬁdget was passed.

should occur. RS ‘;i 2 i

"The battles between the Senate, Assembly and the

’governor over the passage of the budget are legendary,rand '

gridlock was during the 1992-1993 bﬁdget yvear wheneit teok a .

. ‘ L
Months before this budget crisis came to a head, S?'SOO,

known as the “Performance and Results Act of 1993,” was%v

introduced in the senate. Autnored-by Senator Frank Hili(R),
the bill'reCOgniied that California had no formalgplanﬂto
requireIStatevagencies'to‘operate more efficiently. y-

With the passage of the “Performance and Results AFt of
1993” in September,‘California effectively set its COurSe for

aligning itself with the philosophies of Managing for

- Results. The general provisions of the bill nete'that state

~agencies and departments that participate in a performance

budgeting pilot program will set strategic plans and use

budget contracts. As a result of participating:in this pilot.

program/ increased managerial aceduntabilityeandvflexibility
; %
‘Article Two of the bill articulateS'the;principles!of
the pilot program that the Department of Finance is required
to Undertake.vFoﬁr departments are to be selected, andbthen

directed to work with the Department of Finance in a mandate

tO»adopt'a performance budgetingfprogram for the 1994—95

19



' fiscal year The pilot prOJect developed by the Departmentvof,
Finance follows the princ1pals listed below
a) Strategic plannlng is central

"b) Outcome measures are the primary focus of: management'
'_accountability A

c)»Product1v1ty benchmarks measure progress towards
strategic goals

d) Performance budgetlng may work in conjunction with -
total quality management, which emphas1zes an - o
‘orientation toward customer serVice and quality
improvement. , DO

e) Budget contracts between the legislature and the

jexecutive branch require departments to deliver o
‘~Aspec1f1ed outcomes for a speCified level of resources.

£) Budget ‘contracts shall 1nclude evaluation criteria;
and shall specify “gainsharing” provisions, in which

50 percent of savings resulting from 1nnovation are
reinvested in the program.

g) Managers are prov1ded sufficient operational
flelelllty to achieve stated outcomes.

h) - Legislative involvement is critical and is
- appropriately focused on strategic planning and
performance outcomes.
i) Innovation is rewarded, not punished.”‘
The Department of Finance selected the following four
departments for'the'performance budgeting'piIOt: the

Departments of Consumer Affairs, General'Services,hParks and

. Recreatlon and the Stephen P Teale Data Center.

The Performance'and Results Act of 1993 Avallable
~ (Online) http: //www leglnfo ca. gov/pub/93 94/bill/sen/sb—
'045/ 0500/
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Theee departments were chosen because they were ideal
candidates for testing the pilot program. Each department was
committed to the test'project, was already weli—managed, are
medium sized, were prepared to start with strategic planning,
and were departments that were internal service agencies and
public service agencies.

. Under Senate Bill 500, the Department of Finance is
required to evaluate the pilot program and make a report to
the chairperson of the Joint Legislative Budget Committee on
or before Januaryil, 1996. In this report, the effectiveness
of performance-based budgeting must be examined, along with
whether government services have become any more cost-
efficient and innovative.

| While this paper will discuss performance-based
budgeting in the pages ahead, it is important at this
juncture to briefly give examples of this method of
budgeting. Instead of measuring the effectiveness of a
program based on the number of serviCes provided (defined as
outputs), a program’s success is evaluated by outcomes. An
oﬁtcome can be defined as the results achieved by a program
as they relate to the organization’e ﬁiégibn;-f

For example, the Departmenﬁ dbearkS andtRecreation
could measure the number of vieiters to state parks as one
indicator that their department is meeting its goals. Indeed,
when using performance-based budgeting, the use of outcomes

takes precedence.
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An outcome for Parks and Recreatlon could measure the‘

level of satlsfactlon that v1s1tors have after a- trlp to a

vv;state park ThlS 1nformatlon could be gathered through the

use of suryeys

‘When the Performanceland Results-Act was passed by:the”h
"CaliforniajLegislature'in September,'l993ffit[was done so
bwlth the ekpectation that_there would be.potential cost
savings, improved program performance, greater accountablllty
in the'Wayﬁstate services were admlnlstered and enhanced |
| c1tlzen satlsfactlon in the serv1ces prov1ded The results of
- these performance budgeting pllot programs w1ll be dlscussed
'_1n further detall later on in thlS paper | ‘
At thlS juncture 1t s necessary to 1ntroduce another,
flnnovatlve blll passed by the State of Callfornla 1n 1994.
The State Government Strateglc Plannlng and Performance
vRev1ew Act;(AB 2711) bullds upon the progress forged 1n
‘Senate-Bill 500. In addltlon to statlng that strateglc
plannlng 1s a prerequlslte for effectlve performance
budgetlng,‘the blll embraces many of the doctrlnes proposed
in Managlng for Results ' |

Introduced by pr1nc1pal co- authors Assemblyman

Bronshvag( ), and Senators Marks( ) McCorquodale( ) and
-Torres(D); among other members of the Leglslature, AB 2711
dlrects the Controller, the Department of Flnance and the

. Bureau of F;nance in conjunction With'the.Legislative Analyst
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Office, to undertake a plan for starting performance reviews
of all state agencies.

The bill requires the Department of Finance.to‘question
-state.ageneies for infOrmation'regarding their strategic
plans. Assuming they have one in place, the question is -
whether the Department of Finance recommends further
development or updating of that plan. Agencies'that have been
selected to develop a strategic plan would be required to
‘ report to the governor and to the Joint Legislative Budget
Committee. The report submitted would be required to entail
'the steps each agency is taking to develop and undertake a
strategic plan.

The general provisions includedlin this act provide much
insight into how the legislature views the operations of
California,state government. As examples, ekcerpts of these
provisions note the following:

" a) Waste and-inefficiency in state government undermine
the confidence of Californians in government and reduces
the state government’s ability to adequately address
vital public means.

b) State government, in many instances, is a morass of

bureaucratic red tape and regulations that ultimately

stifle economic revitalization and further alienate the
people the agencies were created to serve.

c) Legislative policymaking, spending decisions, and

program oversight are seriously: handlcapped by

insufficient attention to program performance and

results. L .

‘d) Many of the basic compbnents'of7perfdrman¢e-based‘

government are missing from day-to-day operations in

state government. These include strategic planning,
.performance measurement management 1nformatlon systems,
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performance budget contracts, and management
flex1b111ty '

‘Implementation of thlS bill follows an exacting set of
f_guidellnes that must be carried out. Beginning March 1, 1995,
and each March thereafter, 1t lS the respon81billty of the
‘lepartment.of Finance to follow through_on a number of items
after an initial.consultation with the Leéislative Analyst

_ and the Bureau of .State Audits.

This responsibilityvincludeS'conducting an extensive:
surveypof all state agencies,‘commissions;_offices*and '
departments (with the’exception‘of therniversity of
, California and:agencies’mentioned in Article IV'or Article VI
vof-the CaliforniafConstitution). The purpose of the'survey'is
to determine Who has completed.or revised strategic‘plans,’
and the dates When.this was last done. Those entities that
“have not engaged in_strategic‘planning‘inmanyiform:are also
videntified | SRR |
| If an agency has preViously undergone strategic
planning, it 1s the responsibility of the Department of
Finance to determine whether their plan needs to be updated
lWhile the Department of Finance needs to submit the‘results
of,theirfsurvey:by March 1 of every year, it is the |

‘responsibility Of'each agency, commission, or department to

" The State Government Strategic Planning and

" Performance and Rev1ew Act. Available (Online)
http //www.leginfo.ca. gov/pub/93 94/bill/asm/ab 2701~ 2750



"report to the governor and ‘the J01nt Legislative Budget
Committee on the development/and or status of their strategic
*plan by April 1, 1995, and by each'April 1 thereafter

As defined by the articles of the State Government
»Strategic Planning and-Performance ReView Act, the report'
each agency, commiss1on and department makes shall be

comprised of the follow1ng elements 'll‘a detailed listing of

» _all the components in the strategic plan 2)7a-descr1ption of

¢

the process for developing and adopting the strategic plan,
and,w3) a timetable indicating when the plan Wlll'be
.complete.

In addition, when adopting the strategic plan,'each‘
agency, commission and department shall solicit feedback from
various entities_including employee organizations, the
blegislature, suppliers and contractors, and client groups
‘served;
| fWhile these developments were occurring in aligning
California with the national‘movement of Managing for
Results, another key entity was introduced statewide'in the
form of the California Constitution Revision Commission. |
‘Under_the directive_of the governor and the legislature, this
"23—membericommission was empowered. to review the California
state government.

Chairman William Hauck observes'in_the opening statement
of the commission’s final‘report:that‘the state government

‘that was.created‘in the nineteenth century, will not be
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adequate for the twenty first century In addition, the o
legislation that created the commiss1on Senate Bill 16
authored by Senator Lucy Killea in 1993, notes that the
Legislature finds that the budget process enacted in
California to be totally_inadequate in meeting current"
demands.

- Over the course of several years the Comm1ss1on held
._extens1ve meetings, workshops and. public hearings in order - to
carry out itsg m1ss10n of rev1ew1ng the way state ‘and . local
government operate Their findings mirror conclusions
‘previously noted, that government.must learn to operate more
efficiently, using existing resources;'Voters dOn’t feel that'
their taxes are being used wisely. Further,-with_over‘7;000
units of local government in the state and more than 15,000
elected OfflClalS, the bureaucratic structure as we know it
is overpowering, to say the least

The California Constitution Revision‘Commission‘was

sked to. focus on the follow1ng key objectives

a) Examlne the structure of state government and propose

'modifications that w1ll increase accountabllity
b) Analyze the current configuration of state and local
. government: duties and responsibilities and review the
constraints that interfere with the allocation of state
and local. respons1b111ties

c) Review the state budgetary process, including the ’

appropriate balance of resources and spending; the

fiscal relationship between federal, state, and local
~governments; and the constraints and impediments that

~interfere with an orderly and comprehenSive
cons1deration of fiscal issues. ‘
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»d)‘Consider the feasibility‘of integrating community |

resources in order to reduce dupllcatlon and increase

the product1v1ty of local service dellvery

The comm1s51on arrived at-some_lnterestlng obserVations
about the ekeoutivetfunction of g0vernment and the budget
process that ‘are of value to the dlscus51on at hand. For
'1nstance, thelr flnal summary stated that one of the major

goals, if not the primary objective, of the executlve branch

should_be to promote efficiency.and responsiveness in the
” implementation of state policy. |

Another remark germane to this‘discussion;fWashthat the
governor and the lieutenant governor should“hehfrom'the same
rparty, SO they can work together'as;a,teamf‘In“California,
“these two key figures are often from opposing parties and the
resulting3struggle of who‘does what when the governor is out‘
‘of the state has provided much debate over the years.
Onjthe subject of:budgetary matters, the report seeks to
“improve the state budget process through the creation‘of a
1ong¥term vision that brings with it‘increased fiscal
discipline.'Thevreport goes on tohnote that there is no
constitutional requirement‘for the state to maintain or enact
a balanced hudget. In addition, once a‘budgetvbeoomes

-unbalanced, there is no system in place for rebalancing it.

5 california Constitution Revision Commission, Executive

Summary: Final Report and Recommendatlons to the Governor and
the Legislature. Available (Onllne) '

' http //llbrary ca. gov/ccrc/pdfs/execsum pdf, 1996 page 5.
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- Other observations‘made by the‘commission arepaiso of
some‘significanoe. Because of‘the‘research and public forums
conducted_byhthe commissionrathe following oonclusione
surfaoed:‘l)bthe governor should be reqﬁired to"submit;‘with'
the legiSIature-adopting, long—term goalS‘for the state}‘
k2) these goals should be related to performance measures
llnked to the budgetary process; and, 3) the governor must
Snbmit‘a four%year strategic plan to the leglslatlon for
deliberationvand'adoption. | o

This four—Year strategic’plan shoﬁld identify policy and
‘fiscal priorities_of‘the State odealifornia. In addition,
'performance standards that will gauge the'productivity of
‘etate.eXpenditures should‘be noted. Finally,.a capital |
faciiitiestand'financing plan and a description of hOw'
programs w111 operate between the local and state governments
‘should be noted 1n the strategic plan. |

. The conclu81ons drawn by the Callfornia Constitution :
Rev1elon Comm1ss1on mirror many of the observatlons and ‘
leglslatlon prev1ously noted To what degree the comm1851on s

recommendatlons w1ll be adopted by the governor and the

-~leg1slature remalns to be seen. The comm1581on flnlshed its

work as of June, 1996, and is norlonger~1n'operat;on.
However, in examining the observations in the final report
regarding strategic planning specifically*as_itxrelates to

budgeting, some inroads_have been made.
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Chapter IV

' CALIFORNIA'S PERFORMANCE-BASED BUDGETING PILOT PROJECT

Now that a:foundation has been built_that'establishes
'California'sainitial effort to implement.ﬁanaging‘forh
‘Results, it is imperative to take this COnversation‘to the
‘ nent‘levei' One needs to examine the actualvimplementation_of
performance budgetlng and strateglc plannlng 1n order to
determlne the effectlveness of Callfornla IS attempt to
reinvent 1tself. » | |

One_month after the‘Performance and Resuits Act (SB 500)
was approued by the governor in September,‘1993,’the-
Legislative'Anaiyst’s Office (LAO) issuedva report that
‘reviewed the 1mpact of th1s leglslatlon The summary of thlS
‘ paper found that the proposed pllot pro;ect (worklng w1th the_
four departments selected by the Department of Flnance) falls
.~ to artlculate enough detalls about how to enact performance
‘based budgetlng B

This report,‘entitled ?Performance Budgeting: Reshaping‘
: the:State’s'Budget Process,” also stated_that the timeline
outlined‘in therbillvWasvalready_running behind schedule.
fpespitedthese criticismsrthough, the LAO concedes that
_performance budgetingjdoes~have merit and is of value.

This method of,budgeting is seen aspbeing important

because the emphasis is on program results. Because of

29



focusing ontprogramvoutcomes, there is'an'opportunity for
’ »improving the delivery of,serviCes offered,‘ o
‘It'also bears mentioning”as a side bar to thiskreport

that a direct reference is made to the Cllnton Administration
effort to upgrade how government operates‘ It also cites the
1993 release of the “Report of the National Performance‘
Rev1ew” regarding how to 1mprove the federal government and
1ts equal application at the state level

o ThlS LAO report examines how performance—based budgeting
is working in five other states, and prov1deS'recommendat1ons
in how'to improve California’s effort to fully utilize this
management tool..While‘one month after the signing SB SQO.may
"befpremature'to fairly evaluatelhow performanCe budgeting
willfwork, some of the concerns,expressed by the LAO are
,morth noting. | |

" The Legislative Analyst's'Office recommends‘that toh
realize the benefits of performance based budgeting, the
Legislature needs to change how it authorizes funds for the
bfour pilot prOJects and how to proceed w1th legislative
oversight In other words, the Leglslature should focus on
long- lasting program goals and outcomes 1nstead of expecting
an 1mmed1ate return.

These recommendations also'suggest'that a joint

inegislative'oversight committee'should'bevestablished 'This
committee Would be comprised of members from both houses,

’including representation from policy and fiscal commlttees

30



"As a result; the four pilotvdepartments’ performance and
_budgets can be properly accessed.

This paper also cites a review of_performance budgeting
as generated by thebfederalGeneral'AccountinngffiCe (GAO)?
'In focusing'on five states (Hawaii;vConnecticutjiIowa/vNorth'd
d_Carollna and Lou1s1ana)'the GAO found that these‘states
reported mlxed results in the1r efforts to 1mplement
':performance'budgeting It was also noted that asking'an»
ragency or department to undertake performance measurementsvh
takes some time. to develop and 1mplement |

‘Overall,vconc1uslons“drawn by the_GAQ in'reuieWing;
perf0rmance—basedﬂbudgeting; and'the budgetlproceSS'ftself;
of the flve states 1nclude~ ‘, |

. This process prov1ded helpful budgetary dec1s1on—

making 1nformatlon, but did not fundamentally change

the budget process L

¢ It was not the “flnal arblter” of funding dec1s1ons
glven the polltlcal nature of the budget process '

s It gave managers greater deC1s1on maklng flex1b111ty

D Tlme, resources, and data constralnts llmlted the use‘ﬂp”‘

of performance information by the“leglslatlve and
executive branches. REE R R

. Leglslatlve and executive' budget deC1s1on makers. were"
dissatisfied with and questloned the rellablllty of
performance measures. . o e

1 Dell’ Agostlno, Bob and Cralg Cornett Performance

udgetlng Reshaping the States'’s Budget Process Sacramento

Leglslatlve Analyst s Office, 1993 pp 3-4.
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. Performance'budgeting complicated the budget process
by highlighting trade-offs among the programs competing
for limited-resources.

According to the Legislative Analyst’s Office,
California’s administratioﬁ views'performance—based budgeting
és a management tool for large savings, increased program
performance; the potential for enhanced citizen satisfaction
and for increaséd accountability in how state services are
delivered. |

Based on the LAO interpretation, thé adminiétration
perceives performance budgeting to have seven key elements
including: 1) yearly contracts betwéen legislative budget
writers and the administration; 2) opétational flexibility,
which in turn could provide exemption from étatutbry
requirements; 3) incentives for efficiency and performance,
including the opportunity to reinvest 50 percent of any‘funds
saved into discretionary savings; 4) focus on long-term
strategic planning; 5) development of performance
measuréments; 6) benchmérks for measuring the efficiency of
an éperation; and 7) that a commitment to Quality improvement
is made." |

The LAO then goes on té critique the selection of the
four departments thét were chosen to participate in the pilot

project. As mentioned earlier, the Departments of General

" Dell’Agostino, Bob and Craig Cornett, page 5.
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Serv1ces, Parks'and Recreation, Consumer Affairs and the
Stephen P. Teale Data Center. are the pllot departments
The‘LAO, at this early stage in 1mplement1ng performance
budgeting,hstateS'thatlthese entities do not represent a
diverse cross section:within state government.
- Two'pilot‘departments)‘General Services and the Stephen
P. Teale Data Center prlmarlly serve other state departments
Of the other two,,only Parks and Recreatlon has a substantlal
General Fund allocatlon and th1s>amount is very modest when
examlnlng all the other state departments budgets

Given Callfornla s past annual struggles to get the
budget approved and funded the LAO recommends that another
high performance department be selected for thlS pro:ect |
The Department of Justlce is suggested as a for—lnstance, or
the Department of Rehabllltatlon The Justice Department has
a larger budget and the Department of Rehabllltatlon
operates w1th a. tradltlonal caseload budget Either could
perhaps prov1de better key 1nput on performance measurements

Whlle the pllot prOJect has rewards for good performance‘
(the departments have the opportunlty to relnvest 50 percent
,of any savings achleved durlng the year and-certaln»external
vcontrols may be relaxed) there are no. sanctlons in place for
poor,performance. Nor, as the LAO report p01nts out are any'
_ guldellnes in place for 1ndependent analysis of performance

results
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This insightful report arrives at many recommendations
regarding the implementation of performance-based budgeting
but for the sake of this discussion, one last point should be
noted. The LAO observes that in order for performance-based
budgeting to deliver potential improvements, the state
legislature needs to alter its general view of the budget
process.

Forming a joint legislativevcommittée would assist with
facilitating this new management tool. In addition, the |
legislature, during the course of:the budget process, needs
ﬁo display a willingness to lessen its control over some
programs and departments. The body must learn to focus on new
management tools for the program’s mission, outcomes and
goals instead of traditional forms of measﬁrement such as
inputs and processes. Last, the legislature must be realistic
and revisit the timeline set for implementing these reforms;
perhaps taking longer to enact the measures.®®
| Building on the preliminary observations made in
October, 1993, there are several reports that were issued
three years later. By l996,_pérformance budgeting had yeérs
to take effect, and it’s timely to make an assessment at this

. juncture.

¥ Dell’Agostino, Bob and Craig Cornett, page 11.
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The Department of Finance (DOF), assigned to undertake
" this project with the four pilot departments, issued an
evaluation of the pilot project in_Jahuary, 1996. Within the
preface of their report, entitled “The Performance Budgeting
Pilot Project} An Evaluation of‘its Stetus,” the DOF states
“....that because the pilot project is still in the
development stages, this report evaluates the Project’s
status with respect to these and other issues.”

Three vears after the passage of SB 500, the Department
of Finance views that in the short-term, the program has been
a success. When it comes to long-term evaluation of its
success, the DOF believed that it’s too early to make a
determination. The pilot departments were still putting the
preliminary tasks and activities in place, including refining
and developing on-going performance measurements and
establishing data collection systems, among other items.

The DOF interviewed key staff within each pilot
department and also reviewed each department’s plans,
budgets, performance measurements and data to assess the
project.

It also should be noted at this juncture that the

California Conservation Corps replaced the Stephen P. Teale

¥ California State Department of Finance, The Performance

Budgeting Pilot Project: An Evaluation of its Status,
Sacramento, 1996. page I.
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Consolidated Data Center, which no longer participated in the
projeot after the 1994f1995 fiscal year. (When a key staff‘
member in the Department of Finance was interviewed about
this development,‘no insight was given regarding this
substitution.) The Department of Toxic Substances Control
also was added in'1994, but dropped out of the pilot program
a year later. ‘

Other highlights from the Department of Finance
evaluation indicate that the short term success of these
pilot departments can be linked to whether they have met the
- legislature’s performance expectations.vThe DOF found that
Parks and Recreation and the Conservation Corps have stated
their expectations in their respeotive Memoranda of
Understandings (MOUs) to the legislature. In turn, these
expectations are reflected in budgetary act language. In
coﬁparision to the departments of»Generai Serﬁices and
Consumer Affairs, performance expeotations are exoreSSed in
the budget rather than in MOUs. |

Once again, it bears notingvthatdae stated in the
Governor'’s budget summary for 1995-96...“Performance
budgeting allocates reéources based on an expectation of
performance levels, where performance is measured in
specific, meaningful terms. It focuses on outcomes, rather

than inputs or processes, in deciding how to allocate
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resources....J”FTnis pafticular report goes on to indicate
that at the time this‘document was issued (January, 1996)
none of the pilot departments had reported any savings which
could be directly.linked to the perfornance budget proeess,

The Department of Finance providesntheirkewn insight on
how to improve the use of this management tedl:idf note is
that‘the‘DOF states that the measnfementgef;pfogram;M&

o perfermance shind‘be determined es patt of‘thefnfogram’s
legislated functions. | : |

At this juncture it is helpful to intreduce more
insights on performance budgeting as gathered by the Little
Heover Commission on California State Government Organization
and Economy. Created in 1962, the commissien is an
independent;_bipertisan body whose goal is.te promote
effectiveness, efficiency and economy in_state programs.

In October, 1995, the Little Hooveerommission,issued a
‘report on perfornance budgeting entitled,b“Budget Reform:
Putting Performance First.” Of note in this repdrt is that .
key personnel from all four pilot departments wene |
interviewed. |

| The introductory section provides cemmentary,‘including
the recognition that When government does the same thing oven
and over again, instead of engaging the average voter, it can

earn the disdain of taxpayers.‘This in turn could'lead‘to

® pepartment of Finance, p. 1.
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eveﬁ_more restrictions at the ballot box. As.a result, those
limitatidns impact the capability of government to providé a
variety of servicés.

In additioﬁ, because California is becoming mdre of a
multifcultural énd less homogeneous state, it is extremely
difficuit toiidéntify a common thread that all population
groups can agree upon. This has a direct impact when it comes
to prioritiiing real needsvés opposed to popular needé,,and
arriving at decisions about the value of poténtial
expenditures.

The report, issued by the Legislative Analyst Office in
1993, noted that the départments selected for the pilot
"project were too homogenedus. By 1995 the Little Hoover
Commiséion Report noted that the departments selected were
diverse in many respects, including size, areas of
responsibility and the variety of programs,

For example,‘the California Conservation Corps with its
415 employeés and a $56.7 million bddget ié ﬁinuscule
compared to the Department of'GéhefaIYSerVices;,with 3,740
employees and a $503.1 million bUdget. 

The Little‘Hoover Commissidh interviewed key’personnel
in ordér to compile thié’report and during the research they
found that many mahagers mentioned thé.lack of guidance‘frOm

the Department of Finance. As a result, each department was
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.forcedvto stumbléialong in learning how to implement
_performance—based budgeting.‘ .

The LittlevHoover Commission also noted that the

: LegislatiVe Analyst's.Office.commented that there mere no

guidelines detailing how_a‘department”is suppose to condnct
budget negotiations withvthe legislature. Invaddition, no set
formats or computer applications were provided to ease the
transitionpinto creating‘a perfOrmance—based budgeting
document.

Worse yet ~comments solic1ted from the Department of
Finance emphaSize their dilemma The DOF Views the
departments selected for the pilot pro;ects as being so
diverse that lt would be difficult to dev1se a standard
format for,eachvdepartment to follow. Rather,‘it_is DOF'’s
-Hcontention;that each department should develop their own
Without any constraints . |

Many of the part1C1pants 1nterv1ewed by the Little
Hoover Comm1ss1on embraced performance—based budgeting and
saw it as‘a positive change‘to;the way their departments
operate HoWever, in marked contrast to this reactiOn;

DOF personnel did not greet performance based budgetlng as a
pos1tive change,v Rather, it was viewed as just one more
attempt in a long line of‘reforms‘thatghas limited

application_to the way state.goVernment should perform.
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 The Chief Deputy Director of the Department of Finance,
‘LaFenus Stancell, in his July, 19951testimonyftprthe
commission stated: '

We continue to believe that not all agenc1es are

: well suited to performance -based budgetlng Our focus should
remain on those agencies whose services mirror the private
sector and which have identifiable measures of performance.
Some agencies administer programs for the federal government°
they operate under rules that we do not control in
California. Other agencies have mandated responsibilities
that are not amenable to the level of discretion necessary
for performance-based budgetlng to succeed.®

In'stark contrast, While the Department of Finance did
"not uiew performance—baseddbudgeting as being successful for
',‘every_agency/department, participants.from pilot departments
‘that were interviewed have a very differentfresponse. Their
:testlmony to the Comm1ss1on includes: | |

- We believe that all state departments should be
'allowed to participate in performance-based budgeting once
the pilots are complete. In fact, the process by which each
department must develop performance and outcome measures may
lead each department to examine the reason for its existence.
Any process that requires government to refocus on its.
activities and the necessity for its existence is worthwhile
in its application. Testlmony from the Department of Consumer
Affalrs . :

.. The Department of Parks and Recreation has complex
programs. ..with numerous funding sources. It is our S
’assessment that if the pilot is successful for (us), it can
be used Wlth all state departments :

‘ 'Regardless of whether the California pilot project
is successful in changing the emphasis of budgeting from .
- line-item expenditure control to the allocation of resources.

% Little Hoover Commission. Budget Reform: Putting
Performance First (Report #135), October, 1995. Avallable
(Online) at: www. lhec. ca gov/lhcdlr/135pp html

21

40


www.lhc.ca.gov/lhcdir/135pp.html

based on program goals:and measured results, the CCC is
evidence of how government departments can improve management
by focusing on results and eff1c1ency Testlmony from the
Callfornla Conservatlon Corps

Performance budgetlng offers a new way to achieve
program accountability by replacing bureaucratic controls
with documerited accomplishments. Performance budgeting offers
opportunities to show that public expenditures result in
measurable benefits. Our experience to date suggests that
successful performance budgeting requires the follow1ng
capabilities and characteristics: leadership, progect goals .
and evaluation criteria, resources, standards and rational
consequences Statement made by the Department of General
Serv1ces :

In-l996,~the Bureau of State,Audits was requested by the
Joint Legislative Audit Committee to review the preliminary
'performance;based‘budgeting plan submitted by the California

Conservation Corps (CCC) It shouid be noted that the cce,
which prov1des educatlon, training and employment
opportunities for young men and womenftrequested the bureau
to undertake this task;

The bureau audit revealed that the cce had'prepared the
approprlate documents required by the pllot pro;ect
1nclud1ng a strateglc plan. leen that at this p01nt in time,
" very little input was received from the,Department of
Finance, this was an admirable acComplishment. However,
according to the‘report issued by the bureau, “California
Conservation Corps: Further Revisions Would Improve Its

Performance-Based Budgeting Plan,” the CCC still had a way to

go. before implementing an effective budgeting plan.

 Little Hoover Commission (no page number cited).
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During the audit, the bureau found that while the CCC
plan began with the development of performance measurements,
the benchmarks did not always accurately access the desired
results or outcomes. |

For instance, one measurement used was a count of the
corpsmembers who completed their‘leadership training courses.
The CCC felt that this measurement was an'accuraté indicator
of whether or not their corpsmembers were employable.

According to observations made by the Bureau of State
Audits, this measurement was not fully developed as it did
not compare the employment records of those who took
ieadership training with those who did receive any traihing.
By doing this, the Bureau of State Audits observed, an
accurate assessment of CCC leadership training and resulting
employability of its graduates could be gauged.

Another observation made was that the CCC developed
performance measurements based on resources that could
potentially be biased, when more accurate unbiased references
were available. This observation was made based on the fact
that the CCC measured work competencies by relying on its own
corpsmembers’ reports.

In this instance one can see that there is the potential
for biased reporting. However, in addition to this
information, the CCC also planned to use staff observations

of corpsmembers in work situations to measure an employee’s
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compatibility with others. If the observations made by the
cce emplogees are objective, then this technique could be
more accurate.

The third critique made by the bureau at this early‘<
stage in the CCC’s development of performance-based budgeting
was that the department had not yet written surveys for its
customers. These surveys, which were to target local
governments and other groups for which the CCC provides
services, had not been accurately designed to find out
whether the CCC was meeting the needs of its customers and
the training requirements of its corpsmembers.

This report then went on to state in its opening
commentéry that there was concefn regarding the accuracy of
the data used by the CCC in its reports to the legislature.
The bureau found instances where the CCC’s records did not
back;up reported information regarding various subjects,
including the number of corpsmembers who graduated from high
school. | .

In addition to the brief summary of major concerns made
by the Bureau of State Audits, the report is also insightful
because it details just how the CCC went about in
implementing berformance—based budgeting and developing a
strategic plan. From 1994 through the 1996 fiscal year, the
California Conservation Corps estimates that $1.4 million

dollars was spent on developing the strategic plan,
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re—engineering busineSS'proceduresfand erking on :
‘:performance—based budgetlng - h

In order to develop its strategic plan, Wthh 1ncluded
thelr mission and established general performance goals, the:
cec undertook th1s in two phases The flrst phase identified
and'establlshed_goals and outcomes. In orderdto accomplish‘
this, - the folloWingfresources Were‘nsed: | B

.o Eighteen “focus teams” made'upfof_l46 staff members
met 41 times for a total of 30,000 man-hours; :
.« An independent consultant'eraluated the'strengths'
and weaknesses of the CCC by surveylng employees,
« Three days spent by 14 CCC employees and an

independent accounting firm to synthesize the flndlngs
and recommendatlons of the focus teams;

+ Eight staff members met 11 times as a group to write
the strategic plan; and

+ Eleven staff people worked part-time over a

60-day period to develop and write the operational

program (which is the second phase of the process

that developed measurements to gauge whether the

ccc attalned its goals )%

While the focus of this paper is not to examine each
pilot department for their establishment of'goals, outcomes

and performance measurements, the reader who desires to learn

- more about this\proceSs, should refer to the above-mentioned

23California‘StateAuditor - Bureau of State Audits.
California Conservation Corps: Further Revisions Would

- Improve Its Performance-Based Budgeting Plan (Report #95124),
October, 1996. page 3. : -
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.report That document undertakes.a palnstakingurev1ew of what
the cee has‘done; and includes the 1nput of the Bureau of
StatevAudits In summary, it shows how the CCC needs to
realign 1ts performance measures to support the goals and
| mlSSlon statements of the department
Since the‘issuance of those reports on performance—based

budgeting, no recentvassessmentbof the pilotlprojects have
been published, other than self-evaluations published by each
‘pilot department. While each continues to implement
: performance—based budgeting, no non—partisan assessment of
these efforts has yet been discovered by thlS researcher
| ‘, A recent interv1ew with a senior finance program
‘_evaluator with the Department of,Finance generated the
::comment that'after six years of trial, it was Still too soon
- to tellvwhat‘the principal‘impacts of performance—based
budgeting are. This person went on to add that the pilot
departments will‘say that this endeavor has invigorated. their -
own departments, but whether one can actually:identify‘
whether:a lot hasibeen done is another matter.?

.GiVen the input cited (and depending‘on~Whose input is
, the'mostbvalid) one ‘can conclude that to date the jury is

still out in Californiadregarding whether performance-based

% Telephone interview with senior finance program
evaluator, California State Department of Finance, conducted
on May 7, 1999.
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budgeting makes a definitive difference in how departments
operate.b

The pilot departments, based on the testimony excerpted
from the Little Hoover Commission report, appear to be
'enthusiastically behind this endeavor. In direct contrast,
the Department of Finanée, for ail intent purposes has

adopted a “wait—and—see”;attitude.
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:Chapter v

STRATEGIC PLANNING ARRIVES ON THE SCENE

. Just one yvear after performance based budgetlng was
'3introduced in Callfornla, strateglc plannlng was adopted _
‘through the passage of the State Government Strateglc
: Plannlng and Performance Rev1ew Act (AB 2711) This
leglslatlon as you may recall requlres the Department of
' Flnance (DOF) to‘survey agenc1es on an annual basis.
_The purpose of this survey is to gather speCific
h:information regarding‘strategic plans and to assess Whether
agencies‘for departments/boards/COmmissions or offices) need
‘ , to update‘or develop a strategic plan. AB 2711 requires the
Department of Finance:to implement»a plan for doing |
’performance reviews of state agenc1es that have finalized
strateglc,plans Thls act also emphas1zes that e ”strateglc
plannlng is a prerequ1s1te for effectlve performance rev1ew
'and performance budgetlng 23
Since the 1mplementatlon of thlS act in 1994 much has
occurred in the state s effort to carry out thlS endeavor

- In 1996, the DOF recommended 1n a report (Government Code

Chapter 779) that all state agenc1es should be requlred to

‘ 5‘Ca1ifornia State‘Departmentvof Finance, Stragetic
Planning Guidelines, Available (Online) _ ,
http://www.dof.ca.gov/html/osae/stratpln.pdf, May, 1998.
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have a’strategic plan. In édditionL startiﬁg with the
preparation of the 1998499‘fiscal year budget, all strategic
‘plans mﬁst be linked to the buddét prodess. Theréfore,‘any
pfoposed bﬁdget,éhanges, including‘those‘iﬁVOIVed with
capitél‘§utlay,~will be éonsideredvfér approval only if these
changeéjare consistent with the agencyfs strategic pléﬁ;

Unlike what the reseafch on performance;based budgeting
'determinéd, the DOF in this instan¢e has geherated maﬁy.
guidelinés and‘reports to assist state.departménts in
implementing strategic planning. Bud@et letfer number 98-07,
issued by the DOF on‘Méy 6, 1998,'p£ovides a how—to outline
for implementing this management'tool.

In this‘document, concise instructions are giveh to all
: department heads,‘agency‘secretariesf apd;department budget‘\
officers on how to submit‘their.ageﬁéyfs strétegiqAplan for
the 1999-2000 budget year. In order vfénl_%”'eac,h‘jégency's plan to
| bé approved, it had to be submitted:to thefgb&éfnor;s offidé‘
by July 1, 1998 for review. | DA o

These strategic plans must be in one of two forma£SE‘
1) a letter from thé agency‘héad stating that there‘have.beénv
no changes to the strategic plan already in placé (which hés
. been previouslyyappréved by the governor’s‘office); or
2) a revised strategic plan is being submitted.

In addition to various budget letters issued, a Visit to
‘the Department of‘FinanCe‘website reveals a 40?page document

- entitled, “Strategic Planning Guidelines.” Within this manual

48



'. 1nstructlons are given to ass1stian agency 1n 1mplement1ng a
- strateglc plan A direct referenceuls made,to.the fact that
l”strateglc planning isvmanagfng for results” and that:..”
strategic planningiconsiders the needs andbekpectations_of
,Customers and stakeholders‘(including policy—makers) in h
fdefinlng'missions, goals and performance measures 26

‘ Thls document also 1llustrates the llnk between
strategic plannlng and budgetlng in that these two tools are
1ntegral components of good management Thanks to strateglc

'plannlng, an agency'’s dlrectlon can be charted and‘gulded

.,with the'budget providing the resourCes necessary tor'

implement the plan. In addition, the action plan component of

the strateglc plan, along with any performance measures,
offer the strongest links between the operatlng and capital
outlay_budgets.

£

{Forfexample;‘in a 1998‘report issued by the Department

of Parks and Recreatlon ‘that evaluates thelr part1c1patlon in

(performance based budgetlng, a dlrect correlatlon between"
,yperformance measures and the outlay of funds is made Under
the subject “Fac1llt1es,“ the 1dent1f1ed outcome is to -
provrde and maintain 1nfrastructure The ways of measuring
'that thlS outcome is attalned is through the acces51b111ty of

fa0111t1es, the publlc s perceptlon of the quallty of the

*%-California”State Department of?Finance{"
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infrastructure and‘the'general maintenaﬁee of these
facilities.

However, the Perks and Recreation report does not stop
with these observations. The paper goes on to diSeusS the
~expenses incurred in order to attain this outcome? With over
70 million annuai visitors to state‘parks, the amount of
funding available does‘not keep pace with requests to repair
infrastructure. For example, in 1998 approximately $50
‘million in funds were available to maintain facilities,
whereas more than $190 miliion in requested repair projects
were}received. |

As a result,vthe Parks and Recreation report concludes
that ..."while the Department has upheld visitor satisfaction
with the condition of the infrastructure through successful
'concealment of the deterioration, the impact of this decline
is the eventual decrease in the satisfaction and subsequent
drob in attendance.””‘

Just one year prior to the issuance of this report;
Donald W. Murphy, the fermer director for Parks and |
- Recreation, voiced his'concefns regarding his department.

In a February, 1998, article published in “CalfTax Digest” he

discusses the changes made during his six-year tenure as

7 Ccalifornia State Department of Parks and Recreation,

" Performance Based Budgeting: An Evaluation of the Pilot

(Online)http://calparks.ca.gov/PUBLICATIONS/pbb.pdf, page 15.
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:director The artlcle entitled, “DoWnsizinguthe Caiifornia
Parks and Recreatlon Department Benefits to Taxpayers and
rthe Parks?gappeared several months after'he-had resigned from
his pOsition; (The’article'provideskno insight on why Murphy,
,resigned‘),- |

Murphy stated that when he began‘his.tenure as director
in.199l,jCalifornia‘was experienCing one of the worst
recessions since the Great»Depression. At that time, his $2OO
‘million budget had been cut by $4O million, but he still had
to prov1de the same 1evel of service: to the public In order
to accomplish this challenging ass1gnment the department had
to rethink their strategy Instead of maklng across the—board_
'cuts, they dec1ded to take a closer look at thelr objectives,
and to whom they prov1ded serv1ces By taking thlS approach
a team was formed to perform a functional analys1s of
everything the department provided.
o This new team was charged with implementing a quality_‘
1seryice‘program that was‘consistent with the identified_
mission statement of the department The group also
aggress1vely sought to find publlc/prlvate partnershlps, and
according to Murphy, this was a major change in the way
things were done in Sacramento ,

Instead of downs121ng hlS department Murphy likened |
this process to skilled pruning of a fruit tree, so that_it
would bear more desirable fruit in the long-run. By using a

functional analysis approach; five administrative regions
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: were eliminated and 57 administrative districts mere pared to
.:22 They also reduced overhead at headquarters by about 10

| percent, thereby sav1ng the taxpayer more than $10 million
| dollars, » | | | :

But the real story, Murphy states, is how the departmentv
was managed after these changes had been made.‘The'governor
sought volunteerS‘to participate in a pilot performance-based
budgeting project, and the department:was chosen to
participate. Partbof the major functionvof implementing
performance—based budgeting, Murphy says, is'the developmentu
- of key'sets‘of outcomes and Strategies. This means that‘the
‘taxpayer will know»exactly what their tax dollars have
produced. And, in order‘to effectively implement this, the
performance—based budgeting program begins with a strategic
plan.

Some programs lent themselves to having accurate data
collected and outcomes established that supported the
departments’ mission. However, other'programs were more
difficult to measure. More challenging, Murphy felt, was to
preserve and protect the state’s natural and cultural
resources.

. In this instance, the’department had to start from
ground zero to establish criteria that measured the'health of

the state’s resources. Without doing this, no one would ever
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knowvwhether thebmeney.spent On‘resource managemenr prodeeed'
the 1dent1f1ed end results | |

The commentary written by Donald Murphy prov1des an
ineider’s v1ewp01nt on What~1t takes to 1mplement‘the cheﬁges»
dictated by perfermancefbased budgeting and strategié
planning. As the direetorbchérged with ﬁaking ﬁheiehanges,
his views are more enriching than’an outeide analysis
cenducted by the Legislative Analysts Office. As a result;
the following‘paragraphs from the same “CaleTax Digest”‘are
noteworthy: -

The message is this: You can do all of the across-
the-board cutting you want. But it will bear little
long-term results in terms of efficiencies unless these
cuts are coupled with a functional analy51s, a quality
program, and Performance-Based Budgetlng Every
department director should be able to tell the’
California taxpayers what their dollars are buying.
Every administrator in government should be held to the
same standard of knowing what outcomes are being
produced for the dollars they are spending. I believe
the result of this would be less cynicism toward

government, more efficient government, a greater
willingness on the part of citizens to participate
in government, government more. accountable to
taxpayers, and taxpayers more willing to pay for
legitimate services which government must provide.

" Performance-Based Budgeting has been a noteworthy
success story at State Parks - but the system is not
without a serious problem. California’s great parks
are suffering from a tremendous backlog in deferred
maintenance. This deferred maintenance is often not
visible to the park visitor. It may be a worn out

% Murphy, Donald W. “Downsizing the California Parks and
‘Recreation Department: Benefits to Taxpayers and the Parks”
Available http://www.caltax. org/MEMBER/d1gest/Feb98/feb98—

7 .htm
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water treatmentvplant; leaking roofs, or campground
loops that have been closed to the public.‘WorSt of
all, many of our historical structures and other
cultural resources are in jeopardy of being lost
_forever

The CaliforniavParks and Recreatlon Department story is
ban excellent illustration of how goals cannot be met if
funding is not suffiC1ent The direct llnk between strategic
planning and budgeting 1s shown 1n thlS example

| In order to ass1st agenc1es w1th developing v1able
Strategic plans, quarterly workshops are provided by the“
rstate for government strategic planners.:The Department of
General'ServiCes also provides agencies with assistance in
1ining up anloutside consultant to assist them with the
development of their strategicdplan.

This researcher had the oppOrtunity to speak»with an
individual whofrecently attendedva quarterly strategic
planning workshop. MsuiTerryvdill, anVassociate-governmental
program analyst‘with-the Department of‘MOtor Vehicles, |
: participated:inﬂanorkshopswhere Steve Nissen was the
,featnred speaker.‘Under the leadership of Governor Gray
Davis, the Office ofiInnovation in‘Governmentlhas been

created.- ThlS office is empowered to make government more

o respons1ve to California c1tizens and Nissen was recently

app01nted by the governor to head thlS effort

29

Murphy, p. 3.
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Prior to joining the‘Statebof California, Nissen served
as an executive director for the California State Bar for the
past tWo years{ In addition, he was the executive director of
Pﬁblic Council, the largest pro bono law office in the
nation, from 1984 to 1997. He earned a bachelor of arts
degree from Stanford, and a juris doctorate from the
University of California, Berkeley.

AcCording to Terry Gill, the office which Nissen héads
was created in February, 1999. Nissen worked with the
governor in order to create Ehis position. Therefore, Nissen
said at his first strategic planning meeting in May, 1999,
that his idea was to gorin'with a very open mind and listen
to what needs to be done.

Ms; Gill stated that this quarterly meeting of state
strategic planners was very interesting because the people
in attendance put Nissen on the spot by asking him what he
was going to do. He commented that whiie_he had no concrete
strategies developed yet, he was there to listen to peoplé
who hadv“fisk—taking" ideas. This input in turn, could be
~brought to the governor’s office.

‘One idea that was prdposed at this meeting was to create
“quick—fi# groups” which can identify quick changes that can
be made tdvthe way services are delivered. Nissan was very
open to ideas on how to operate the state in a more efficient

manner. Ms. Gill added that at this point in time,
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“the state’s‘goVernment is going through»the‘process.of
re—engineering to imprOve'the.delivery of services.

| She also Went on_to'observe~that it was very interesting
to note the dynamics of the peopiepwho attended the planning
meeting.b'While there was one group who had the usual wait-
and-see attitude so prevalent,in government, there was"
another contingent‘in.attendance that was very much
interested‘in adopting new ways of chducﬁéng.the business of
government. » ERE R

After 1nterv1eW1ng Terry Glll about thlsvkey“strateglc
’planners meetlng, her 1nput on strateglc plannlng in her
spec1f1c department was requested Glll stated that as a
department, they go through an off1c1al strategic plannlng
process on an annual basis.

There is a planned cycle that the Department of Motor
‘Vehlcles (DMW) goes through durlng‘whlch strateglc goals of
| the department s 1nternal and external resources are
-Vestabllshed' These goals in turn are used to plan the
department s workload for the coming year Every time a new
‘program is developed, accordlng to Glll it must be tied into
the existing goals and have a performance measurement,' |
component.established;‘ : |

‘Even,for Gill;'whovhas been'With statevgovernment for
vlsome time, the process of enactlng performance measurements
.and strateglc plannlng is a new one,— one that only has been

_around,for the last six years.
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Gill went on to say that~thefﬁajefiEQHBf‘fdiké in state
geﬁerhmehtvare being challenged by being told to dOumore with
.less resources. While at the same time,‘etate ageneies‘afe
‘being Challenged to provide more services with less funding.™
GeVerner Davis recently stated soﬁe of his goals regarding
government efficiency in a document that Gill‘referred to as
thev“Magnificeﬁt-Seven.” A search of the State of Caiifornia
website, aﬁd an email inquiry to the Webmaster for-this site,
unfortunately'did not produce this information.

| An interview with Steve Nissen was sought in order to
enrich this section on strategic planning. While his
assistant was kind enough tb fax this writer a copy of some
information off a website, four‘attempts to conduct a
telephone interview with Nissen resulted in failure.

Another example of strategic planﬁing erlution within
California government was found when examining information
gathered from the Department of Water Resources. A review of
their Strategic Business ﬁlan, issued. in September, 1997,
reveals that this update was prepared according to the
guidelines established by the Department of Finance issued in

September, 1996.

® Telephone interview with Terry Gill, associate
governmental program analyst for the California Department of
Motor Vehicles, conducted on May 26, 1999.
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‘The plan focuses on act1v1t1es that w1ll be undertaken
’beglnnlng in 1997. In the 1ntroductory statements, the plan
,_1s descrlbed as a road map that w1ll ass1st the department to
reach its long term goals These goals were establlshed 1n'v
- order for the department to fulflll 1ts stated m1ss1on
| " The strateglc bus1ness plan declares that 1t beglns w1thl
;ba v151on of how the Department w1ll contrlbute to the
, posltlve development of Callfornla soclety. This departmentu‘
yision is:describedras'“A Department ot WaterDResources
.‘respected for its‘competence, dedlcated to 1ts m1ss1on, and
composed of expert well- tralned loyal employees 31
| Follow1ng the department s v1s1on statement 1s the m1ss1on
'statement Wthh 1n turn 1s llnked to 1ts pollcy dlrectlon _
and legal respons1b111t1es. | | |
At this juncture[ the»mission‘statement is-‘tTo manage‘
the water resources of Callfornla in cooperatlon w1th other:
agenc1es; to beneflt the state’s people, and to protect,
-restore, and enhance the natural and human enyironments‘”32
FollOW1ng the format descrlbed by the Department of
ﬁinance, the report llStS agency pr1nc1ples 1dent1f1ed by the

'department 1n order to operate 1t in an effectlve and

: 31 Callfornla State Department of Water Resources
Strateglc Business Plan, September, 1997 page 3.

- 2 cCalifornia State‘Department of Water Resources,
page 5. | o : ‘ o
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efficient manner These principals,‘which include serVice;
water management quality and teamwork are listed in very -
ngneral terms without much detail attached |

Oof main interest are the performance measurements
identified by the Department of Water Resources Based onc
’strategic planning guidelines issued by the Department of
T,Finance, however, these‘measurements are based on collected
data'so, results forvthis category are reported in quantifiedv
inumbers rather’than”outcomes | |

These instructions are in stark contrast to the
information and direction given by the Department of Finance
1_'to the four departmentsvselected to test performance—based
budgeting. - |

'For'example;'under goal'number five, which deaIS-Withpi
veducating therpublic on the importance of hazards and the
proper use of water, one objective is to inform the public
about the departmenthandvits_programsﬁ One performance
measurementjcited to'assess thisvgoal is the number of people
‘usingvthe Visitor'centers Based on a copy of the strategic
plan given to this researcher no tangible eVidence of

: linking this information back to the budget was found
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Chapter VI

THE PLURALISTIC NATURE OF THE DEPARTMENT OF FINANCE

»As California attembts to achieve ahhigher level cf:
government efficiency and respOnsiveness‘to its'citizens,"
thevDepartment‘of Finance has,been”empowered to generate‘and
.oversee changes that affect the way'departments operate._in
order-tc attainva better nnderstanding_of'perfcrmancefbased
budgeting and strategic planning)hbackground information‘on
the Department of FinanCecand how it wcrks nust‘be imparted,3

The Department cf Finance, unlihe most other departments
' within ‘the California State executive branch; is considered
as one of seven control agen01es under the governor s

'dlrectlon Rlchard Krolak who wrote Callfornla s Budget '

Dance describes the Department of Flnance as "belng the most

3 and there is much

powerful department in state serv1ce,”

evidence‘to‘sUpport»this‘observaticnf
The Director'of Finance is appointed by the governor

'ksubject to senate approval) as the goVernor’s chief

financial adv1sor That person serves on the governor s

cabinet, and LS‘cons1dered a member of the‘senlor staff.

3 Krolak, Richard California’s Bud et Dance (Sacramento:
‘California Journal Press, 1994) p 49 ST ‘ ‘
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- Within the powers granted the-direCtor,cthis person (or a
designeel, sits on numerous boards;and commissions that
directly impact:many state activities.

A few of,these'hoards include: 1) the State Allocation
Board, which'dishursesnfundsvfor'SChool'construction,;2} the
State Teachers Retirement System, Wthh is respon31ble for
investing teachers retirement funds, and 3) the Pooled Money
Investment'Board,'which_is respons1ble'for‘inveSt;ng’state
funds. | H | | 2 o

ACCordingkto information found at'the'Department;of.
Finance webSite,;its role in_state government-includes the -
follow1ng key functions |

K Prepare, enact and administer the State
Annual FinanCial Plan,

e Analyze legislation which has a fiscal impact‘

,' Develop and maintain the California State Accounting
‘and Reporting System (CALSTARS) o ‘ \

. Monitor/audit‘eXpenditures by state departments to
ensure. compliance with approved-standards and policies;

. Develop economic forecasts and revenue estimates,-

« Develop population and enrollment estimates and
prOJections, ‘and

. ReView expendltures on data processing activities of
departments

34California State Department of Finance “The Role of the
Department of Finance.” Available (Online) at
WWW . dof ca. gov/html/admin/role pdf
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The‘Department of Fiﬁance also has the authority, based
on Governmentél Code Section 13322,'to impact the fiécal
activities of othér state departments. This section permits
the DOF to revise, amendfdt alte:’any fiscalﬁyear budget
before it is enacted.

The DOF is a comparativély small department. In the 1993—
94 fiscal yvear, for example, it only had 350 employees. As a
direct result, there are numerous occasions when high ranking
departmént heads from cher'agencies muSt deal with mid—levél
DOF analysts. According to author Richard Krolak, these DOF
program manégers often adopt an attitudeiof, “Finance may not
always win, but they never lose.”?

. DOF staff are broken up into units that have the
responsibility for the preparatiOn and administration of the
budgét. These units are concerned with the day-to-day aspects
df the budget. They deal with education, health and welfare,
corrections, judicial, general govermnment and consumer
~affairs, financial, econoﬁic, and demographic research and a
8 budget operations support unit writes the budget prior to
enactment.

The units aré each headed‘by a Program Budget Manager
(PBM’'s), each of whom has attained-civil service status as a
result of an executive appointment. Individuals may serve at

the pleasure of the current administration, but for the most

% Krolak, p. 52

62



. part, remain in their positions even iffthere is a_change'in
the administration. |
One‘of the main responsibilities‘of-the DOF is
determining the content of the. state budget The State of
California introduced CALSTAR (California State'Accounting
- and Reporting-SyStem)fwhich is used by 150 agencies,and |
institutions to»provide data on‘performance,'reyenue:and
_program‘costs. This'line—item expenditure method of budgeting
'allows major dec1s1on making to stay Wlthln the jurisdiction
of the Department of Finance; completely contrary to the 1dea
- of performance based budgeting pro;ect introduced in 1993
Therein lies a major reason for digreSSion at thlS
‘point. It appears to this writer that while the performance—
based budgeting pilot project has been welcomed and embraced
mby the departments selected to participate)bthe Department of
‘eFinance, even six years after the 1ntroduction of the
.program,:still has not endorsed this method of budgeting
’nBased on the research and the limited interviews

- conducted by this writer, the only.logical conclusion that

‘can.be drawn is that performance-based budgeting iS-an'issue
~of control and power. As it stands tovdate[ the Department of
v‘tFinancefstill has the final‘say in how the‘state’svmonetary'
resourCes‘are distributed.‘ln contrary comparison, under'the ‘.'

performance—based budgeting’pilot project, the departments

63



are empowered to make many of the major decisiOns which
directly impact and justify how_theif funds‘are spent.
Further, if those decisions are wise, the revenues saved can
be redistributed into other department programs.

Next, testimony received in the 1996 Little Hoover
Commission report indicates that the departments selected to.
participate in this pilot program were, and still are,
ehthusiastic and optimistic that this method of budgeting
‘generates positive results. In direct contrast, the
Department of Finance in 1996, and even to date, through the
few interviews granted to this writer, still thinks that it
is still too early to determine whether or not this program
is working. Setting aside the stereotypes regarding the
slowness of government bureaucracy, one has a difficult time
believing that éven six vears after a program has been
introduced, that its still too soon to tell whether this
method of budgeting is working.

In addition, it is wvery interesting to note the large
'amQunt of assistance given to departments implementing
strategic plans. That 1994 legislation resulted in numerous
budget letters and strategic planning guides issued by the
Department of Finance. The DOF guidance for developing a
strategic plan, quarterly planning meetings, and even a list
of consultants is méde available to state agencies.

In comparison, the four departments selected by the DOF

to undertake performance-based budgeting were given little or
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no guidance on how to go about initially iﬁplementing the
pilot project, either then or now. Again and again in reports
issued by the Legislative Analyst’s'Office, by the Little
Hoover Commission, and by the departments themselves, the
requests for concrete guidelines have mostly gone unheeded.

The response from the Department of Finance has been
that'it is the responsibility of each pilot department to
arrive at its own plan. It could be possibly construed that
the Department of Finance wants this project to fail. If that
were to»occuf, the power of allocating budget funds, and
determining the outcomes of how the money is spent, would
remain solidly with the DOF rather‘thanbceding the decision-
making pfocess to other state departments.
| As anioutsider; this writer may never receive definite
responses and answers to the statements and questions posed
above. The;layers of decision-making are often difficult to
peel>back in order to reveal some semblance of truth. Often
times research gleaned from the Internet’s State of
California homepage seems to present only the information
deemed “appropriate” for public knowledge.

For example, when this writer attempted to find out more
information regarding the Department of Consumer Affairs
experieﬁce with performance—based budgeting, the answer I
received was insightfui to say the least. The spokesperson

for their education division said that they do not post
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'internalldocuments:on.their site;because most people would

- not understand them{" . «'ﬂ :', o ,lp . : >T{_

| This,individual then Went on“to‘say;thatzgiven the'r
brecent changevin administration, any‘cOmmentvregarding'
performance -based budgetlng Would have to come from the
1d1rector of the department Not 30 minutes later,xa call was.
'received from another 1nd1v1dual 1n the same department who
'left a message w1th the name and phone number of an
»1ndiv1dual‘who was a lead in implementing performance—based
budgeting(for the California State Department,of Consumer
‘Affairsg' | /

| While it may be premature'tofarrive at these
‘conclusions,.further findings support this opinion.
‘»For'instanCeg the Department of Finance established its'first
strategic plan for the lé97—98'fisCal-year, and containedlin
it is yvet another insight; In 1996-the DOF surveyed‘
'departmental budget officersvusind a lQ%page questionnaire.
The intent behind the survey, which was part_of an onfgoing
‘evaluation'of'the department, wasoto improve.the
'effectiveness'and efficiency of‘tﬂ%\administrationvand’
'bdevelopment of'the»budget |

. : - '
Three-years later the results of the survey are still

" being assessedI Whatever happened to Managing for Results and
1mprov1ng the eff1c1ency of government° It appears that when

‘the Department of Finance is empoWered by the legislature to

. enact innovative measures, this is undertaken to some degree.
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Yét‘when the department must méke an internal assessment of
its own effectiveness, it’s another story. |

What the whole sthy:is? reéarding th?.Department»of ,

- Finance Viewpoint onvperformanéé?based budgetihg,'shoﬁld»be
the.subjéct df angther‘paper. However, it is sufficiént at
this point_to summarize;by obser&iﬁg that the enthusiasm for
this‘“newﬂ'method of accounting is not shared by'everyone,in
vCalifornia govérnment;

Given the recent change invadministration, and the
appointments‘that résﬁlt with a new govérnbr at the helm,‘it
is uncertain whether this pilét project will even continue.
The summer of 1999 could bring with it still more decisions
and changes that,wquld have long lasting impact.

‘Shortly aftér this writer noted the previous
observations'cbncerning the California State Department of
Fihance, an‘oppértunity arose to speak with a former high-
raﬁking‘DOF‘administrator, Steve A. leeh. Hé was the deputy
directof for the Department of Finance in the eafly 1990's.
'Dufing his foureyear tenure there, and later ‘as deputy
director for the Department of General Services, he‘had the
oppdftﬁnity to be in on the introduction of performance-based
fbudgeting;'His commenté‘provide much insight on one of the
1subje¢ts under'discussibn in this paper. |
Olsen was invéived with the legislation that enacted

SB 500, which introduced the performance-based pilot project.
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. His impreSSion at that time Was that the prOJect is one which
~did not require a legislative effort in order to enact |
Rather, this pilot prOJect is one that could/have been
implemented by the executivevbranch. He added that the way,.
.thevlaw isdwritten, there was never an intentbto implement

";performance—based budgeting throughout all state agencies;'
but rather only With the four pilot departments

His overall impreSSion then was that it was much harder
to do then anyone ever imagined Implementing performance—
based budgeting requires the development of internal buy-in
of the departments in question, and a capability to generate
data which no agency had at that time |

A major challenge that he faced as deputy director, was
to gain understanding and support from both houses of the |
legislature. With the enactment of term limits, Olsen
‘annually found himself repeatedly addressing the subject for
‘-recently elected legislators who did not have a complete
understanding‘of-the project. He therefore feels that while
vthere is some continued'Support within the legislature for

the progect it.is.notvunanimous due to no.continuity of

".representation The interest was there but continued

sponsorship from an established power base is;another matter.
ID 'FSpeaking-specifically_about.theiDepartment of Finance
and its views about this process, Olsen hasfmuch insight

His opinion is that there was institutional skeptiCism on the

part of DOF internal personnel regarding control of budget

68



inputs. and'resources He went on to add that the overall
focus of performance based budgeting is to change the method
of reporting from inputs to outputs and to outcomes Because
_it isn’ t poss1ble to get sponsorship for this program, he
expressed the opinion that this method of budgeting first
'needs_tofbe developed into a management tool.

Olsen went on to addithat when'he was in Finance_there
was a debate going on regarding whether the department was
. 'going to be prescriptive or not. That if you compare. this
effort to the federal level,;they use a top-down model of
management st&le. |

The federal Office of Management and Budget uses
performance—based budgeting as an operational tool. and he
_expressed the opinion that this whole prOJect was an
'h opportunity lost when it came to what the DOF had learned and
whether,anything could be applied to other departments.

Olsen haS“since learned that the’DOF is currently
’worklng on an evaluation of thlS progect and what will be
4.concluded is that performance based budgeting has fallen

:short of its expectations, He went on to state regarding this
AprOJect ‘that. “it’sAgoing to be buried.” |

When asked whether this program did have some success
stories, he told this writer that when it came to the
Department of General Services,cperformanceébased budgeting

totally changed‘the department. It was a positive success
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‘story. He qualified that by adding that with General
Services, it was very easy to measure improvements made.
For example,vit’s simple to track the cost to deliver a
product, and the time it takes to deliver it, along with
specific customer needs.

As an individual who was exposed to performance—based
budgéting wearing different hats, he stated that this
approach is going to have various levels of success depending
on the type of service and the how the department is
organized.?*

Olsen’s candor and commitment to speak is very much
appreciatedi Interviewing someone who is no longer actively
associated with state government—he is now a vice-chancellor
at UCLA—permits more freedom of expression. His comments
provided much insight, and to some degree reaffirmed the

'conclusionsvstated earlier in this paper.

% Telephone interview with Steve A. Olsen, former deputy

director for the Department of Finance, conducted on June 7,
1999.
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Chapter VII

CALIFORNIA SLAPPED WITH A POOR GRADE

Throughout this document, numeroﬁs opinions and reports
from a variety of sources have been presented? This
infoimation has been cited in order to provide.the reader
not only with a depth of knowledge, but also with the hope
that other independent conclusions can be drawn regarding
performance-based budgeting and strategic planning in
California. It would be remiss, however, not to discuss one
of the most comprehensive reports on government that has been
recently published.

The Maxwell School of Citizenship and Public Affairs at
Syracuse University, New York, and Governing magazine, the
self-described publication of America states and loéalities,
received a grant from the Pew Charitable Trusts) to evaluate
all 50 states. This project, which began in 1997, and
resulted in the release of “The Government Performance
Project” in February, 1999, grades the states in five areas
of management. In addition, fifteen federal agencies were
also examined.

According to Patricia Ingrahaﬁ, director for the
Goverﬁment Performance Project, this effort is important
because it is the most comprehensive survey of government

that has ever been completed. The report focuses on five
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'management areas: l).finanCial management 2) human resource
management; 3) information technology, 4) capital management;
andi5) procedures for Managing for.Resultsi»Leadership skills
and any positive efforts to implement‘changevwere also
revieWed. A government agency that wishes to learn from
another agency to gain a better_understanding of how their
management eystems operate can benefit from reviewing,this
report. | | |

An examination of California and how it rated within the
context of this report is helpful as it provides yet another
opportunity for self-examination in light of the information
already discussed. Before turning the focus specifically back
on California, a few more background facts and the
methodology employed to conduct this study are essential to
know.

The method used by the team of researchers, reporters
and writers entailed conducting over 1,000 interviews to
provide a snapshot of how government operates. A trial survey -
was tested initially on four states (Ohio, Kansas, Oregon,
and Florida) before the revised document was finalized. These
test states were confronted by a pilot. survey that was

described by Governing magazine as “...the size of a phone

book. ¥’

¥ Barrett, Katherine, and Richard Greene, “A'Management
Report Card.” Available online at the Governing home page.
www . governing.com ‘
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The academic talents of the Maxwell School of
- Citizenship and Public Affairs, morked in conjunction with
pthe journalistic skills residing with the staff at Governing
magazine. Numerous‘meetings were held in order to establish
the Criteria thatvwere ultimately.used in eachrcategory.'In
the end, each category was comprised of 35 criteria

Once the surveys were flned—tuned the lengthy documents
were sent of all 50 states. The responses required_rangedv
from single WOrd answers to detailed’explanationsﬁthat
required Supporting’documentation. Once the states mailed
back their responses, graduate students and faculty members
at Maxwell School analyzed the information and arrived at
vpreliminary conclusions. |

In addition,‘many interviews were conducted by}the
Governing magazine staff and included discussions not only
with;government,personnel) but‘also with citizens groups,
-auditors, and with representatiyes from the National
Conference of State LegiSlatures and the Government Finance
vOfficers‘Association. To better see'the_overall picture, this
approach permitted facts_and tentative surVeyeconclusionsltov
be constantlyaupdated.‘The methodology employed also tried to
weight the_survey responses by taking into considerationvthe

progress a state makes within a specific category.
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The performance project makes a full disclosure of all
the eveluation criteria. However{ given the‘nature of this
discussion as it relates to California, a brief overview of
some of that criteria as used to evaluate'statevfinancial
management eapabilitiesland Managing for Results is helpful.
| A sampling of questiohs asked in the financial
management Category include: 1) Does the state'adopt its
budget on time? 2) Have the state’s_forecasts'of revenue and
‘expenditures been accurate?; and’3)bDoes the state‘prudently
manage its long-term debt?.

A few questions posed in the Managing for Results
portion of the survey were: 1) Does the state have a
etrategic plan? Do its agencies have strategic plans? If so,
are‘they‘effectiVely used?; 2) To what extent has the state
developed and used performance indicators and evaluative data
by which progress towards results can be measured?; and 3)
Are the)performance results communicated_to‘citizens, elected
officials and any'other stakeholders? If so, how often?®

The national average state grade for all five management
areas was a B- based on the information gathered in the
~Government Performance Project. Given the data released by
. the MaxWell School of Citizenship and Public Affairs, grades

in the A and B range outweighed grades of C and‘D, and F.

‘ * “How the Grading Was Done.” Available (Online) at the
Governing home page. www.govening.com '
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The states of Vlrglnla,‘Utah Washlngton and Missouri each
., were awarded the hlghest cumulative grade of A-. |

Turnlng the spotllght on California, the state received
an overall average of a C-. 1In the categories which
-specifically apply to the topics covered in this thesis,
f1nanc1al management and Managing for Results, Callfornla
recelved a grade of Cc- for its efforts in each of these
management practlces
| In all falrness to the data complled regardlng
‘Callfornla, the accuracy‘of the 1nformatlon_should'certainly‘
be questioned. California was the only state which did.not
£ill out and mail:back the survey;:(Only‘gne state agency
within-Caiifornia compiied.) Any conclusion gathered mas
»_donedso‘through interviews and other sources, which were not
bindiCated in “the information imparted by Goyerning magazine.

Given these statements, does the Government‘Performance
Project make ‘an accurate assessment of the state of
California“government° When comparing the findings of thiS'
'prOJect w1th the conclus1ons drawn in thlS the31s, this
'wrlter would say that overall the gradlng 1n the two
categories are reallstlc assessments | o

Before elaboratlng on thlS statement 1t must be noted
that two hlgh ranklng government off1c1als and one policy
analyst were questloned about their reaction to the

Government Performance Project. All three individuals~were
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not aware of this pfojéct and didn't seem to be interested in
learning more about it. The significéﬂéégof”this project
.abpears to be widely held in acéaémic ci£¢1és;“£a£hei than in
government. - |

This writer also found that‘inﬁérViewihQ‘an individual
who is currently involved in a state administration that is
undergoing change, produces different resﬁlts compared to
speaking with someone Who is no longer actively involved in -
government. (A former official has more latitude in
éxpfessing bpinions than a bureaucrat within.the current
state administration.) ‘

Given this information, let'é take a closer look at
financial management‘of the state in light of the C- gréding
of its only responding agency, and the information imparted
in this thesis. The project‘cites that the economy is strong
again, the state’s bond rating hasvimproved, and that the
bﬁdget is running a surplus. It‘also points out that once
again the passage of the budget hés been delayed, that
California is under funding pensiQnS, and that the state has
limited reserves.

In this instance, the focus on performance-based
budgeting and strategic planning is more in alignment with
the Managing for Results category‘qf the Government
Performance Project. While the concerns expressed by the
project are vaiid, the research cited in this thesis‘cannot

sufficiently support or dismiss the conclusions drawn in this
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‘earegery; It is unrealistic to compare oranges to apples,
based on thevfoeus‘of‘thié paper. Therefore, in all fairhess
a respohse*regarding how California was graded regarding
financial management should be the focus of another lengthy
discussion. |

: | Hewever, regarding the grading of California on Managing
for Results, mueh cen be said. The state received an everall
ranking dva— in this category. The Gevernment Performance
Prdject'éites in'its comments that the state still doesn’t
heve.a strategic plan; that for several years,‘agencies have
- each been asked to submit their own; and, although~this has
"~ only been reQuired‘by the governor’s office as of last vyear,
bemany‘of'the strategic plans are meaningless;

On the plus side, the project does mention'that.
.”beginning’next fiscal year, any agency that wishes to addf‘
money to its budget must tie that additional spendiﬁg into
the gealsfand‘objectives stated in their etrategic plan.

In addition, it also goes on te mention performance-based
budgeting; and notes that the pilot project has really never
 ane anywhere. They do mention thevDepartmehts of‘Cohsumer,
Affairs‘and Parks and Recreation—both pilot departments—

as havingrestabliShed excellent measurements. Last, in the
Managing for Results caﬁegory, the excellenﬁonrk of the
legislative auditor’s office is,netederegardingAitS’-_

performance audits of state agencies.

77



Tne Government Performance Project has focused on some
of the weakness displayed by the state in the implementing
- Managing for Results. Based on the research cited in this
tnesis/ this_writer WOuld'award the state‘withﬁa slightly
higher grade of a B-. Why? Because-thefformative{steps have
been taken by the State of Californiavin its_attempt to
embrace Managingifor Resnlts; | L

One‘can note tne positiVe steps the state has taken to
become‘more efficient in its delivery of services. Whether
it’s through performance—based budgeting or implementing
strategic planning, some concrete‘measures'have been enacted}
The_departments'involved in the pilOt projects have seen
" improvements that positively‘effeCt their operations.
A‘true sense of empowerment can be noted in statements cited
‘within the Little Hoo&er Commission’s report.
Implementing a strategic plan, including the‘development‘
l‘of'a vision andva‘mission statement, is‘anvarduous process.
':Manymhours.are expended invcrafting the’items comprised in'a
strategic plan. However, once all this is established, then
performance measurements, outcomes and an overall department
or agency planican bé continually linked back to the
strategic plan is possible. | |
| The Government Performance Project does point to
weaknesses in California’s attempt;to implement Managing for
Results. But based on the information in the project‘report,

these findings do not coincide with the conclusions drawn by
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this reSgarcher.'The major weaknesses this writer finds can
be linkéd back to a feal lack of support and guidance from
the Department of Finance for the performance-based budgeting
projeét. The DOF providedAthe four pilot departments with
very little information about how to implement this process.
In addition,;due to constant change of legislatures through
term limits, the ability to build a power base for support of
this pilot prdjeét.is very difficult to do.

Strategic planning on the other hand, received much more
support from the Department of Finance in way of manuals,
‘procedUres,‘éonsultants and quarterly planning meetings.
However, all this support is meaningless if the strategic
pl%ns aeveloped are not acted upon and only serve to function
as a show piece within a department’s annual report or as a
vpostingzon a website. Unless perfofmance measurements are
tied back into the strategic plan, and linked with budgeting

décisionsﬁ then a working document has not been developed.
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‘Chapter VIII

CONCLUSION: A FEW FINAL THOUGHTS

vThis paperdhas provided‘the reader with a comprehensive

-overview of California and its efforts to reinvent itself
uSing performance based budgeting and strategic planning
As illustrated throughout this document California’s efforts
can be described as that of a child still testing the Watersf
While with some efforts the state has embraced with full
force and Supported the legislation to enact a new management
tool, inlother instances the task of implementing change has
been arduous at best. |

'Most'of the major stakeholders in these efforts have

'embraced these changes. This is to be expected under most

‘ circumstances given the interest of the agency or department

that is asked to design and implement the changes. What is

'unusual is that the key oversight agency, based on the

research collected, truly doesn’ t appear to be interested in

’aSSisting the pilot departments | -

Since the State of California is under new leadership
ffor the first time in eight years, the changes:made by the
‘new executive office Will make a marked difference in the

direction the state heads. Governor Davis appears to embrace

: thevreinventing government movement through.the establishment

of the Office of Innovation in Government.
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The true test, however, will be in the upcoming months with
actual introduced legislation and whether or not it receives
support. Without the backing of the legislature and the
agencies asked to implement this, it’s all empty rhetoric
that provides interesting and speculative reading.’

In addition, the change at the top provides an
opportunity to reexamine polices previously introduced by
past administrations. Without a doubt, many pilot projects,
including performance-based budgeting, will be under review.

For the sake of California’s future, one hopes that the
leadership taking the state into the next millennium actually
cares about its citizens. The effort to reinvent California
state government through the use of Managing for Results is
commendable. The true test, however, of the use of these
management tools is the measure of support yet to be received
from the legislature for their earlier enactment, and the

outcomes achieved as a result.
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