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THECO 'VISION
F •. STATE GO RN

TheCommissi9n on Reform and Efficiency envisions a Minnes()~a state government that
is mission driven, oriented toward quality outcomes, efficient, responsive to clients, and
respectful ofall stakeholders. These goals are defined below.

Mission driven
State government wlll have cleady definedp\lrpOSes and internal organizational structures
that support the achievement of those aims.

Oriented toward quality (mtcomes
State>government will provide qualityservicc,~. It will focus its human, technical, and
financial.resO\lrceson producing measllrable results. Success will be measured hy actual
outcomeS rather than procc,<;sesperformed .01' dollars spent.

Efficient
State .gqvernment will be cost-conscioIIS. It will be organized so that outcomes are
achieved with the least amount of input. Structures witl he flexible and responsive to
changestn the social, economic, and technological environments. TheI'e will be minimal
duplication of services andadequ<tte communication between units. Competition will be
fostered. Appropriatodelivery mechanisms will be used .

.Res})onsive to clients
State government services will be designed with the customer in mind. Services will be
accessible, located conveniently, and provided in a timely manner, and customers will
clearly lmderstand legal requirements. Bmpl()yees will be rewal'ded foI' being responsive
and respectful. Bureaucratic approvals and forms wlll be minimized.

Respectful of stakeholders
State government will be sensitive to the needs oraB stahlholders in providing services.
It will recognize the importance of respecting and cultivating employees. It will foster
cooperative relationships with local units of government, and nonprofit and business
sectors. It wiU provide servl.ces in the spititofassisting individual clients and serving the
broader public hltel'est.

- Feb. 27, 1992
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EXECUTIVE SUMMARY

Although Minnesota state govern
ment's budget process has under

. gone improvements over the last
several years, more changes are necessary so
that the process can best serve a modern,
efficient state government. Some of the
problems in the system are:

• A "use it or lose it" paradox that dis
courages saving money.

• A focus on inputs, rather than on out
puts.

• No connection between budgeting and
strategic planning or critical issues.

• limited infonnation for legislative deci
sion making.

• A lack of information on program ac
countability.

In this report, the CORE Budgeting and
Financial Management Project examines
these problems in the state budget process
and recommends changes that would create
incentives for efficiency and improved ser
vice delivery, encourage agencies to evaluate
their programs, and retain necessary guber
natorial and legislative controls over agency
budgets and activities.

The foundation of CORE's recommenda
tions is performance-based budgeting, a
system that provides a framework for mea
suring outcomes and information that can be
used effectively by government decision

makers. Performance-based budgeting is the
system most consistent with CORE's vision
of state government as mission-driven,
outcome-oriented, efficient, responsive to
clients, and respectful of stakeholders.

This new system would focus on the out
comes of state services and the end users of
state systems. It would include these ele
ments:

• A continuous performance management
system that supports performance-based
budgeting and ensures accountability for
program results.

• Elimination of impediments to mana
gerialfiexibility.

• Increased managerial accountability
through regular, periodic performance
and financial management reporting.

• Replacement of the outdated comple
ment control system with work force
planning and full-time-equivalent report
ing.

Ifadopted, CORE's recommendations would
produce a budgeting system that emphasizes
accountability for results instead of control
over inputs - exactly what Minnesota needs
for efficient and effective government.



T
he purpose of the CORE Budgeting
and Financial Management Project
was to recommend changes in the

state budget process that:
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INTRODUCTION

focuses on how much money is spent in
a program and involves little or no
information on what the program has
done or produced.

Problem identification

•

•

•

create incentives for efficiency and
service delivery improvement;

encourage agencies to evaluate existing
programs and determine if those pr0

grams are the best means for meeting
the needs of target populations; and

retain needed gubernatorial and legisla
tive control over agency budgets and
activities.

• No link to strategic planning or critical
issues. The base budget system offers
no incentive to alter or design programs
to respond to new issues or policy direc
tions that come out of agency strategic
planning initiatives, legislative man
dates, or social changes.

• Limited infonnation for legislative ded
sion making. Legislators must work
with activity rather than program bud
gets, resulting in decisions made without
a broad program performance perspec
tive.

To identify problems in the existing system,
a series of interviews and focus groups were
conducted in the summer of 1992 with 76
state managers, 21 CORE commissioners,
43 legislators, 30 agency budget directors,
and the Budget Division of the Department
of Finance.

Several specific issues in the budget process
emerged from CORE's data collection.
Some of those consistently cited were:

• "Use it or lose it" paradox. A disin
centive is created for managers to save
money or improve program efficiency
because they are penalized for not
spending all the money they are allocat
ed.

• Focus on inputs. The budget process

• Progrmn accoW1tability. Elected offi
cials are not given the best information
to make well informed resource alloca
tion decisions.

Project work plan
and methods

In an effort to address as many of the budget
system's problems as possible, CORE staff
examined .the budget processes of other
states and the private sector, along with
previous budget reform efforts in Minnesota,
and identified the components of an effective
budgeting model. Performance-based bud
geting was the model, which CORE then
implemented in three case studies.
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Two reports were prepared, this one sum
marizing the project and a much more de
tailed version, available from the Department
of Administration, Management Analysis
Division, 203 Administration Building, 50
Sherburne Ave., St. Paul 55155, telephone
(612) 296-7041.

Project participants

Advisory committee

Because the budget process affects everyone
involved in state government, an advisory
committee for the project was created to
ensure regular input from these stakeholders.
The committee consisted of five agency
budget directors and managers, two repre
sentatives of the Department of Finance's
Budget Division, and two fiscal analysts
each from the Minnesota House and Senate.
The members are listed in the appendix.

CORE staff met monthly with advisory
committee members to update them on the
progress of the project and receive their
input on data collection and recommenda
tions.

Department of Finance

CORE worked closely with the Department
of Finance and its Budget Division was
represented on the advisory committee. In
addition, CORE staff met several times with
the executive budget officers working with
the two agencies and one program involved
in the case studies, and monthly meetings
were held with the state budget director to
apprise her of project developments.

State managers

CORE staff met regularly with the Council
of Managers to provide project updates and
held focus group sessions with a subcommit
tee of the council to receive further input on
budgetary and financial management issues.



T he budget is the primary account
ability tool used by agency manag
ers, the governor, and the legisla

ture. The budget in its current fOnTI, howev
er, is not an effective tool. The infonnation
provided to the goveinor and the legislature
is primarily financial, with little if any data
relating to outcomes. Decision makers gen
erally receive infonnation from the statewide
accounting system on how much a program
is spending on salaries vs. how much it is
spending on supplies and equipment. This
type of information does not allow decision
makers to monitor program performance.

Budget structure evolution

Early models of budgeting stressed control.
Control is the process of both enforcing the
limitations and conditions set forth in the
budget and securing compliance with the
spending restrictions imposed by central
authorities. To achieve this type of control,
budgeting and financial management systems
emphasized means, rather than ends; they
used resource inputs and organizational
structures as the basis for categorizing finan
cial activities and for reporting [Howard].

Une-item budgeting is the format most often
used to emphasize control. It focuses on
specific components, such as wages and
supplies, and provides no information about
the quantity or quality of goods and services
produced, the efficiency or effectiveness of
service delivery, alternatives, or uncontrolla
ble expenditures.
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BACKGROUND

Over time, decision makers have shifted
from an interest only in exercising fiscal
control to obtaining program results. Pr0
gram budgeting has been commonly used
since the mid- to late 1970s to focus more
broadly on the delivery of services, rather
than on detailed line-item expenditures.
Program-based budgets are designed to focus
more on programs and program elements,
which represent the major activities for
which funds are to be spent.

Minnesota's budget system

Minnesota used a line-item budget format
until Fiscal Year 1974, when it changed to
a modified program budget. This fonnat in
cludes more focused activity, as well as
program-level expenditure data. It does not
include specific line items. This basic budget
structure is still used.

Many of the financial controls essential for
developing a line-item budget were left in
place, even though they are less necessary in
a program-based budget. Some of these
unnecessary controls include the "use it or
lose it" paradox, legal levels of budgetary
control, restrictions on transfers, and com
plement control.
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CORE VISION FOR BUDGETING:
PERFORMANCE-BASED

BUDGETING

CORE chose to examine an "ideal"
state budgeting system for compara
tive purposes. This system - per

formance-based budgeting - was the most
consistent with CORE's vision of state
government as:

• Mission-driven;

• Oriented toward quality outcomes;

• Efficient;

• Responsive to clients; and

• Respectful of stakeholders.

Performance-based
budgeting: definition
Performance-based budgeting "is a means of
judging policies and programs by measuring
their outcomes or results against agreed upon
standards. A performance [budgeting] sys
tem provides the framework for measuring
outcomes - not merely processes or work
loads - and organizes the information so
that it can be used effectively by political
leaders, policy makers, and program manag
ers" [Brizius & Campbell].

Performance-based
budgeting: use
Performance-based budgeting is not a new
idea. Several states have used aspects of this

system, including Iowa with its strategic
planning and performance measurement
system [Cavanaugh & Tegler], Oregon with
its performance measurement model [Oregon
Executive Department; Oregon Progress
Board], and Texas with its performance
based budgeting development [Alwin]. In
fact, Minnesota has used performance-based
budgeting to some degree in the past.

Several lessons can be learned ·from the
experiences of other states:

• In early efforts at performance-based
budgeting, not all state agencies were
willing or able to comply. Many agen
cies need help in developing perfor
mance-based budgets.

• Lack of legislative involvement creates
problems for implementing budget
reforms. Legislative support is needed
to affect how resources are allocated.

• Attempting to implement a perfor
mance-based budgeting system too
quickly or with inadequate preparation
for the stakeholders may result in an
ineffective system.

Performance management is spreading in the
private sector, as well. Among the compa
nies using this approach are Xerox Corp.,
Nordstrom's, United Parcel Service, and
Citicorp [Heskett, Sasser, & Hart]. Compa-
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nies such as these have found that by im
proving seIVice quality and productivity,
they can increase demand for their products
or services and avoid painful cost-eutting
measures.

Minnesota's
most recent experience

Changes in Minnesota's revenue situation
have generated a renewed interest in perfor
mance-based budgeting in the 1990s. For the
1992-93 biennium, the Department of Fi
narice instructed each agency to submit a
budget at the program level that included a
mission statement, the purposes of the pro- .
grams, and performance information for
each program.

To assess the degree of implementation of
these budget instructions for 1992-93, the
CORE Budgeting and Financial Manage
ment Project conducted an exploratory
analysis of the biennial budget performance
measures reported in the 1992-93 budget
document in order to identify and classify
measures and to draw conclusions from the
findings. In·summary, all agencies attempted
to measure performance in some way. Many
measures, however, were~te or
not of high quality. As a whole, the budget
document was disorganized, and the infor
mation varied in quality.

For the 1994-95 biennium, the Department
of Finance again emphasized performance
or outcome-based budgeting as a means of
conveying important information to decision
makers, and it gave agencies more guidance
and instruction on this budgeting process
than in the prior biennium.

This budget format emphasizes the broad use
of· performance information at the agency
level. The Department of Finance sees the
1994-95 biennial budget as a first step to
ward implementing a budget for the state
that is fully performance-based. The 1994-95
budget was not available for examination
before the release of this report.
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CORE PERFORMANCE-BASED
BUDGETING CASE STUDIES

Complementing the Department of
Finance's efforts to institute the
concept of performance-based bud

geting, CORE initiated an in-depth examina
tion of how this approach could be imple
mented for aU state activities. The project
consisted of case studies of the performance
based budgeting applications in the 1994-95
biennial budgets of two agencies and one
program.

Chosen to participate in the study were the
Community College System, the Office of
Waste Management, and the State Road
Construction Program of the Department of
Transportation.

The study was designed to test the applica
bility of performance-based budgeting in a
government setting, the availability of neces
sary data, and the development of meaning
ful performance measures.

Meetings were held with representatives
from each agency and program to study the
process of developing performance indica
tors. Since each study participant was at a
different point in the process, the length of
time and the amount of resources needed to
develop performance indicators varied.

Findings

• Usefid data is being collected. Case
study participants were collecting a
considerable amount of data that can be

used to formulate performance indica
tors. In many cases, agency or program
staff had not realized that the informa
tion constituted potential performance
indicators.

• Collected data is not always properly
configured. Although the study partici
pants were collecting a significant
amount of information, much of it was
not configured in a way that makes it
useful for measuring outcomes. With
some modifications, however, the data
can be redesigned to support outcome
measurement.

• Some new data will need to be collect
ed. In some cases, measures were
suggested that will require changes in
ongoing data collection efforts.

• Effidency and output measures are
easily produced. Due to the availability
ofdata, generating efficiency and output
measures was relatively easy. However,
although these measures are useful as
workload indicators, they do not really
demonstrate the effectiveness of the
program or agency.

• Detennining causality can be a major
problem in devising measures. By far
the most difficult problem in devising
measures for the study participants was
detennining causality for outcomes.
This problem can be minimized by
using several measures for each agency
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and controlling for external factors
where possible.

• External factors can inteifere with
peifomumce indicators showing an
agency's progress toward meeting
goals. This problem can be resolved by
carefully choosing performance indica
tors.

• Levels ofoutcomes 11UISt be differentfor
agencies and programs. The measure
ments appropriate for a program within
an agency and for an agency as a whole
differ. An agency is interested in mak
ing big changes and implementing broad
strategies. An individual program within
the agency is but one of many tactics by
which the agency hopes to achieve
strategic goals.

• Differentpeifomumce indicators should
be ~ed for different pUrPOses. Some
performance indicators are more useful
to program managers for program
monitoring and internal decision mak
ing. These indicators would not be
included in the budget documents sent
to the governor and the legislature.

Other indicators are useful to the gover
nor and the legislature as well as pr0

gram managers in demons~ting the
results of program or agency actions.
These are the indicators that would be
included in the budget document.

Conclusions

Based on these findings, performance-based
budgeting would have these benefits:

• Improved accountability irifonnationfor

decision making. The information pro
vided to decision makers can be used to
show the effects of a given program and
to test the premises of policies. As a
result, decision makers can change
course when necessary to modify poli
cies and programs and improve perfor
mance.

• Improved effidency. Employees typi
cally choose to enhance their perfor
mance of a measured objective that is
recognized or rewarded. By measuring
in high-priority areas, managers can
create the right incentives for employee
performance.

• Long-term evaluation. Regular mea
surement of performance objectives can
contribute to ongoing evaluation of
goals within programs, agencies, and
government overall.

• Wide applicability. Although some areas
of state government, such as higher
education, have traditionally been treat
ed differently from state agencies in the
budget process, the Community College
System case study shows that perfor
mance-based budgeting can be applied
to such areas.

These benefits are even greater when perfor
mance-based budgeting is used in conjunc
tion with a complete performance-based
management system, most notably in human
resources management. Adoption of perfor
mance-based budgeting in concert with the
recommendations of the CORE Human
Resources Project would create a stronger,
more effective management system. The
complete performance accountability system
is shown in Figure 1 on the next page.



Some· challenges remain to creating an
effective perfonnanee-based budgeting sys
tem:

• Trust. A fundamental distrust exists
between the state's managers and its
appointed and elected officials. The
current budget process involves an
adversarial relationship between the
executive (state agencies) and legislative
branches, which results in a great deal
of political maneuvering. Agency man
agers view the legislature's decision
making process as micro-managing their
activities, while the legislature sees it as
holding agencies accountable for their
programs. On the other hand, the legis
lature is concerned about managers
inflating their budgets to hedge against
fiscal constraints, and the managers feel
they must do this to protect the integrity
of their programs.
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• Existing norms of behavior and moti
vation. State employees and managers
are accustomed to counting only their
inputs and rarely measuring project
results. Existing management systems
reinforce this mindset.

• Time and resource investment. Develop
ing perfonnance indicators would re
quire some initial investment of staff
time and agency resources. Tnne would
also be needed to maintain and refine
the performance indicators on an ongo
ing basis to ensure that they continue to
accurately and effectively measure the
mission and programs of the agency.

• Negotiated process for defining desired
outcomes. One potential difficulty,
especially in more complex and politi
cally charged policy areas, is determin
ing the desired outcomes for a given

Figure 1. Performance Accountability System Model

Mrianism

Agency Strategic Plans

Budget, Legisiation

Budget

Human Resources
Managc:me:nt

(PedOtD1llllCe Evaluation)

<>utcome Indicatols
for Agencies

Efficiency and Effecti.vaIcsB Measun:a
for Programs

PcrfOflllllJlCC BxpectaIioDs for
IndivichW Employees/Maagers

Recipients of State Services

\
Agencies

\
Program Managers

\
All Staff
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Figure 2. Performance-based Budgeting Process

Recommendations

In conclusion, the research and case studies
demonstrate that implementing a successful
performance-based budgeting system is fea
sible and that the benefits of achieving this
type of system are numerous.

.Performance data

.Fmancial data

q BudgetSpecify
Results

.Performance
measures

mines the accuracy of the data collect
ed. Poor proxy selection, bad methodol
ogy, or inaccurate measurement can
result in ill-informed or misdirected
policy choices and management deci
sions.

• Inappropriate incentives. In a perfor
mance management system, employees
typically act in accordance with the
incentives that are created through the
performance indicators. Incentives may
be created that are counterproductive to
the overall goals of the organization.

.Operational
objectives

q Operational Iq
Planning

.Mission

.Vision

Strategic
Planning

Identify
Statewide
Priorities

.Set of long-term
goals & priorities
for the entire state

program. Sometimes the governor, the legis
lature, and the agency may not agree on
what the desired effects of a program are.
While it is hoped that the process recom
mended here would help build consensus be
tween the parties on program goals, reaching
agreement is likely to be difficult and time
consuming. It is, however, critical. In the
long run, if agencies and elected and ap
pointed officials all agree on the goals of a
program, expectations will be clearer and
effective administration of programs will be
easier.

• Need for multiple peifonnance indica
tors. Numerous indicators must be
collected to determine an -agency's
performance. In areas where the per
formance indicators can be affected by

. factors outside the agency's control, a
balanced set of measures is required to
get a complete picture. Multiple mea
sures can also dilute the effect of such
external factors.

• Accuraq ofdata. The choice of how to
measure a performance indicator deter-

1. The state slwuld adopt a fully peifor
numce-based budgeting system for
resource aOocation.



The use ofa perfonnance-based budget
ing system at all levels of agency activi
ties provides numerous benefits. A per
fonnance-based budgeting system is
mission-driven and oriented toward
quality outcomes, encourages managers
to be efficient, rewards innovation, and
provides outcome data to decision mak
ers.

2. The peifonnance-basedbudgetingpro
cess should begin broadly with identifi
cation of state priorities and agency
strategic plmtning, then be continually
narroweddown to specificpeifomumce
indicators.

A five-step approach to performance
based budgeting is recommended, as
shown in Figure 2.

Perfonnance measures must be estab
lished from the ground up so that input
from all levels of the organization is
considered. In most cases, the expertise
about program goals and operations lies
with the line staff, managers and pro
gram clientele (the citizens of the state).
Therefore, indicators should be con
structed in consultation with staff and
customers.

The use of Minnesota Milestones, a
statewide initiative to articulate the
priorities of the citizenry of the state,
and agency strategic planning should
enable agencies to receive input from
citizens, agency customers, service
providers, and employees.

3. The state should select a single con
tractor to provide assistance on a fee
for-service basis to agencies in adopt
ing the peifonnance-based budgeting
process.
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Having a single provider of these ser
vices would help ensure a standard pro
cess with similar results for all agencies
and would make the contracting process
simpler.

4. Peifonnance-based budgeting should .
be used across the entire state budget,
including grants and aid and educa
tional systems.

_____________J
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CONTROL l\1ECHANISMS

T he successful implementation of a
perfonnanee-basedbudgeting system
inherently decreases the need for

many of the financial controls that are cur
rently in place. Perfonnanee-based budgeting
creates accountability by providing perfor
mance data for managers, agency heads, and
elected officials. They can then determine
resource allocation based on priorities and on
agencies' performance. They are also able to
comPare the success of programs with past
perfonnance and the results of one program
with those of other programs.

Existing financial controls

In CORE's initial data collection and discus
sions with the advisory committee and the
Council ofManagers, it became clear that as
budgeting has evolved to a more program
focused system, many financial restrictions
remain that reflect the traditional command
and-eontrol mechanisms of the past.

CORE identified four primary controls that
impair managers' flexibility .to ·administer
programs efficiently: the "use it or lose it"
paradox, legal levels of budgetary control,
restrictions on transfers, and complement
control.

'Use it or lose it' paradox

The current management system supports
inefficiencies. Managers.learn early in their
careers not to save resources because the
resources "will likely be used to make up

deficits incurred by other less efficient and
self-sacrificing units and managers" [Le
vine]. This disincentive for savings is often
referred to as the "use it or lose it paradox. "

• Most budget areas are not allowed
cany{onvard capabilities. Only six
budget areas have been granted authori
ty by the legislature to carry forward an
unlimited amount ofmoney between fis
cal years and biennia: the legislature,
the Higher Education Coordinating
Board, community colleges, technical
colleges, state universities, and the
University of Minnesota.

• Agencies that are allowed cany{onvard
capabilities generally w;e them appro
priately. Monies carried forward are
primarily used for reasonable expenses
that simply cross fiscal years. These
agencies do not appear to be building a
substantial reserve or discretionary fund
for their own benefit.

Conclusions

• The "w;e it or lose it" paradox creates
inefficiency.

• A balance needs to be struck between
managerial flexibility and legislative
control.

• The current system overemphasizes
control.

~-------j



16

Recommendations

5. Agencies slwuld be pennitted to carry
fonvard any savings from the end of
one fiscal year into the next. Monies
could also be carried fonvard into the
next biennium but would have to be
spent by the end ofthe first fiscal year
ofthat biennium.

The return of all savings to the general
fund at the end of the fiscal year consti
tutes a significant disincentive for agen
cies to save money or encourage effi
ciencies. However, it is also important
to retain the accountability that ensures
that agencies are not simply building
"rainy day" reserve accounts within
their budgets.

6. Monies carried fonvard must be used
for investments that enhance the effi
ciency or improve the effectiveness of
the program. Information would be
provided to the 1JepaI1:ment ofFinance
and the chairs of the appropriate leg
islotive committees after savings are
spent to slww where the money went
and the results ofthe expenditure.

One way to ensure that unspent monies
are used responsibly and for the good of
the citizens of the state is to control the
purposes for which the monies carried
forward can be used. These monies
should be used only to improve pro
gram effectiveness and efficiency. In
some cases, the use of these savings
may help to generate future cost sav
ings.

Legal levels of control

State managers often face difficulty in de
ploying financial resources where they are
needed. Funds frequently are appropriated
by the legislature for one particular program
within the agency. If that program does not
require all the funds, a complicated and
time-consuming process must be followed to
shift the monies elsewhere. This restricts the
flexibility of managers to set priorities and to
reallocate resources where needed to provide
services effectively and efficiently.

The legal level of budgetary control is the
level at which a decision to reallocate appro
priated funds can be made. In some cases,
funds can be shifted from one program to
another within an agency by the manager or
commissioner. In others, different levels of
approval must be obtained from the commis
sioner of finance, the governor, or the legis
lature.

The legislature makes three different types of
appropriations:

• Depanmentalappropriationsaregeneral
appropriations made to an agency.
These appropriations are used by the
agency to carry. out many different
programs.

• Aetivity-spedjic appropriations are
appropriated for a specific activity or
program within an agency. This money
can be used only for the activity speci
fied in the appropriation, although some
mechanisms do exist for transferring the
funds.

• Grants and aids are appropriated to
individual agencies for distribution to
third parties.



Current prevalence
of levels of control

To detennine the current prevalence of legal
levels of budgetary control, CORE analyzed
FY 91 appropriations and expenditures of
the 23 cabinet-level agencies in the general,
game and fish, environmental, and trunk
highway funds (these funds account for the
bulk of state-appropriated spending, not
including entitlements). The legislature ap
propriates about 14 percent of all funds to
specific programs. However, a wide degree
of variance exists between funds and the
level ofbudgetary control different managers
have within different agencies.

General fund - The vast majority of
expenditures in the general fund was in
departmental appropriations or grants. Only
2 percent of cabinet-level agency general
fund spending came from activity-specific
appropriations. But that 2 percent of the
money was under relatively strict control. Of
the 201 appropriations, the average activity
specific appropriation was $446,<xx>. New
initiatives accounted for a minority of activi
ty-specific appropriations, both in terms of
dollar amount and numbers of line items.
The proliferation of levels of control in the
general fund is probably due more to legisla
tive desire for control over existing pro
grams than to an increase in new programs.

Other funds - The other major funds
showed a much higher percentage of activi
ty-specific appropriations:

• Trunk highway fund, 54 percent

• Game and fish fund, 22 percent

• Environmental fund, more than 99
percent
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The high percentage of activity-specific
appropriations in these funds was probably a
result of these funds being dedicated primari
ly to a single policy area in a small number
of agencies.

Findings

• More than a third of the cabinet-level
agencies have more than 25 separate
appropriations. This profusion ofappro
priations is not the result of new initia
tives.

• Agencies with many different grant and
aidprograms have more activity-spedfic
appropriations. The departments of Re
venue, Education, and Trade and Ec0
nomic Development receive numerous
activity-specific appropriations.

• Areas' with direct services have more
activity-specific appropriations. Because
direct-service programs are more visible
to voters, they may attract more legisla
tive interest than programs that provide
services to other parts of state govern
ment.

• Areas' with significant public interest
have more appropriations. There is
significant political capital in keeping
control over programs and starting new
initiatives in popular issue areas.

• Newprograms often have activity-sped}
ic appropriations. The appropriation for
a new program can be based only on
the legislature's or the agency's estimate
of how much it will cost. Making a
separate appropriation for the program
allows actual costs to be tracked easily.
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• Aetivity-spedjic appropriations are
sometimes created to enhance legislative
control. Legislators may fear that unless
they dictate that the dollars appropriated
will be used for a specific program, the
program may not be carried out or may
be poorly enacted due to apathy on the
part of the agency or the executive
branch.

Conclusions

• Aetivity-spedjic appropriations provide
an incentive to spend unnecessarily.

• Aetivity-spedjic appropriations cause
administrative confUsion and increased
overhead costs.

• Legal levels of control are another
meclumism of command and control.
The behavior of managers is dictated by
up-front controls, which restrict their
flexibility and lessen the opportunities
for fraud and abuse.

• Peifonnance-based budgeting decreases
the need for legal levels of control.
While perfonnance-based budgeting
does not help to address the need for
tracking grants and aids appropriations,
it has the potential to replace details of
financial inputs with performance data
that measures the results of a program.

Recommendations

7. The legislature slwuld evaluate the
existing structure of legal levels of
budgetary control to eliminate any
levels that are no longer needed.

Legal levels of budgetary control are

often initiated when a program is creat
ed or some occurrence seems to require
more active monitoring ofcertain activi
ties. As appropriation bills are written,
they are often based on the structure of
previous bills, and as a result, the levels
of control remain. Because some of
these levels may no longer be needed
due to changing environments and cir
cumstances, the bill structure should be
examined and any levels that the legisla
ture no longer desires eliminated.

8. Legislation slwuld be drafted that
would encourage the inclusion ofper
f0171Ul1lce indicators in legislation and
roles wherever possible, instead of
creating additional levels ofcontrolfor
program monitoring.

As discussed above, performance-based
budgeting should provide information
on the performance ofa program. Deci
sion makers would be able to evaluate a
program based on the outcomes it
achieves, not just on its financial infor
mation.

Agencytransferrestrictions

Legal levels of budgetary control are not the
only restriction on agencies' financial man
agement capabilities. Agencies to which the
legislature has given authority to transfer
monies between programs within their bud
get still cannot do so without written approv
al from the Department of Finance. To ob
tain Finance's approval, agencies must fill
out a request form documenting the need
and amount to be transferred. The executive
budget officer assigned to the agency then
reviews the request and, if it is approved,
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sends a copy to the legislative finance com
mittees to infonn them of the change.

The Department of Finance processes three
types of transfers:

Conclusions

Recommendations

Control instead of accountability is
stressed.

Transfer restrictions represent an exces
sive amount ofcontrol.

•

•

Inteifund transfers. These transfers
occur between funds and can include
transfers between and within agencies.

•

•

•

Intrqfund transfers. These occur within
the same fund in an agency and are the
most common type of transfer in cabi
net-level agencies.

Reprogramming transfers. These are
requested when an agency undergoes a
change in structure or programming and
the budget allocation does not match the
structure of the agency.

9. The transfer process for inteifund
transfers should remain the same.

Because it is important to establish an
audit trail for all state funds, monitoring
interfund transfers should continue in
the same way. This provides sufficient
information on the flow of monies
between funds for the yearly audit.

Findings

•

•

The use of transfers differs widely
across state agencies. While such agen
cies as the Department of Tnmsporta
tion make many transfers every year,
others, such as Human Rights, use
transfers only rarely. This discrepancy
can largely be attributed to the size and
complexity of the agency's budget.

The monber and dollar amount oftrans
fers make them a significant issue.
Transfers are important because of their
number and size and the time spent
processing them.

10. Agencies should be pennitted to trans
fer monies between programs within
the same fund without authori:Oltion.
The agencies would in/onn the Depart
ment ofFinance and the chairs ofthe
appropriate finance commiltees of the
transfer once it is completed.

Requiring agencies that have already
received intrafund transfer authority in
riders to their appropriations bills to go
through the approval process is dupli
cative and unnecessary.

11. All agencies should be given stmu1ard
transfer authority in stotute.

• Most transfers require less strict moni
toring. Monitoring of interfund transfers
is needed for the yearly audit of ac
c:ounts, but the bulk of transfers, which
are intrafund and reprogramming trans
fers, can be monitored less strictly.

To standardize financial management
across the state, all agencies should be
given a standard authority to transfer
monies at a level determined by the
legislature.

j
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Complement control while complement figures reflect only
full-time, pennanent positions.

Conclusions

Recommendations

12. The complement control system should
be rep1o£ed with a system ofquarlerly
FIE reporting, already available
through the stote payroll system and
usedyearly to provide stote employment
counts to the u.s. Department of·
Commerce for a nationwide compari
son ofpublic employment.

The benefits to this approach would be:

Complement control is a mechanism that
establishes a limit on the number of full
time, pennanent employees an agency may
have at any time. The complement includes
all full-time, pennanent positions, expressed
as full-time equivalents (FTEs), regardless of
which fimd or appropriation pays for them.
An agency may exceed its complement only
in cases of public necessity or emergency,
and to do so, it must obtain written approval
from the Legislative Advisory Committee.

Complement control was originally estab
lished when agency staff rosters were fully
fimded. The budget for salaries was devel
oped by annualizing the cost for each posi
tion on the roster for the next biennium,
including any new positions that have been
approved. At that time, complement was a
7Ontrol on the actual number of employees
ill an agency.

The switch from a line-item expenditure
budget to a modified progrnm budget in the
mid-1970s ended the separate fimding of the
staff roster. Thus, complement control is no
longer a useful tool.

•

•

Complement does not reflect real em
ployment levels.

Complement control restricts a
manager's ability to make stqffing deci
sions. Even if an agency can afford an
additional full-time position and it may
be efficient to have that position, the
agency cannot create that position if it
would result in exceeding the agency's
approved complement.

Fmdings

•

•

•

The complement nwnber includes only
fidl-time, permanent employees. It
excludes pan-time, seasonal, and tem
porary hires.

The control is related to an established
nwnber of positions and has no rela
tionship to the jimds available.

Complementfigures are not an accurate
measure ofthe nwnber ofemployees in
an agency. These figures often do not
agree with the Department ofEmployee
Relations rosters, because those rosters
include all positions within an agency,

•

•

•

•

A more accurate reflection of em
ployment levels than that provided
by complement control would be
created.

Regular information for good com
parison of employment data would
be provided without an up-front
control mechanism.

A better link with work force
planning would be established.

Agencies' work force growth
would be controlled by their bud
get, not by an artificial limit on
complement.



CORE's recommendations, if adopt
ed, would produce an improved
budgeting and financial management

system for the state that emphasizes account
ability for results. Rather than dealing with
process, this new system would focus. on the
outcomes of state services and the end users
of state systems. The new system would in
clude the following elements:

• A continuous performance management
system that supports performance-based
budgeting. Instead of focusing on in
puts, such as dollars spent, the perfor
mance management system would make
state government accountable for the
ultimate results of its programs. It
would also facilitate comparison of cost
vs. outcome for various programs.

• The elimination of impediments to
managerial flexibility, including limits
on carrying forward monies between
fiscal years, numerous and inconsistent
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legal levels of budgetary control, and
the lack of investment incentives.

• Increased managerial accountability
through regular, periodic performance
and financial management reporting.

• The replacement of outdated adminis
trative systems for complement control
with work force planning and PrE
reporting.

By turning the state's budgeting and financial
management systems away from outdated
and unnecessary command-and-eontrol
provisions and toward end-result account
ability, the actions recommended here would
make the state's financial systems more
consistent with CORE's vision for state
government as mission-driven, outcome
oriented, efficient, responsive to clients, and
respectful of stakeholders.
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