BUDGETING FOR
OUTCOMES: BETTER
RESULTS FOR THE

PRICE OF GOVERNMENT

Governrnents are facing a permanent fiscal
crisis. The costs of running governments are
rising, especially the costs to educate, incarcerate,
and medicate. But the price citizens will pay
is fixed. Consequently, government is broke.
Traditional budgeting only makes matters worse.
Our customary approach leads to a budget
that provides for the status quo—only less. The
focus (and the acrimony) settles on the small
percentages to cut, but the great majority of
spending escapes examination. And next year our
problems return. In the end, our citizens not only
think we are broke, they know we are broken.
Budgeting for outcomes changes this
equation. It asks different questions—and gets
very different answers. This report explains how
local governments can create a budget designed
to give residents the results they really want and
need—at a price they are willing to pay.
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Budgeting for Outcomes:
Better Results for the
Price of Government

Native Americans have many sayings, and one of the wisest
is: “When you're riding a dead horse, the best strategy is to
dismount.” The tradition of costfocused budgeting is the
dead horse of the public sector. When we budget for costs,
we get more of them. What we don’t get is the innovation
and accountability for results we need if we are to win the
campaign for public support. Winning back public support
is in fact the greatest challenge facing government today.

Governments across the country find themselves in a
fiscal crisis that will continue because the price—the per-
centage of personal income —that Americans are willing to
pay for their government through taxes, fees, and charges
is fixed, whereas the costs of running the government are
rising inexorably.

For the past 50 years Americans have committed the
equivalent of 35 to 37 cents of every dollar of annual per-
sonal income to buy services from their local, state, and
federal governments. For those five decades—through
good economic times and bad, through arguments from
the right about spending too much on bloated bureaucracy
and arguments from the left about spending too little on
essential services—Americans have stuck with about 36
cents per dollar. We will call this “the price of government.”
Americans have continued to put 36 cents aside for govern-
ment in the face of competition for their dollar from food,
clothing, housing, health care, transportation, services, and
savings. The 36 cents works like the set point on a thermo-
stat. If the price gets too high, as it did in the middle to late
1990s when President Clinton and Congress raised it to
eliminate the deficit, tax cuts are sure to follow. If it gets too
low, appeals for new revenue to improve services succeed.

Not only is the overall price fixed for the nation as a
whole, but the separate prices for federal, state, and local
governments are also fixed. Figure 1 shows that the prices

This report is adapted from the book, The Price of
Government: Getting the Results We Need in an Age

of Permanent Fiscal Crisis, by David Osborne and Peter
Hutchinson. David Osborne, a senior partner in Public
Strategies Group, has coauthored several earlier books; among
them are Reinventing Government, Banishing Bureaucracy,
and Reinventor’s Fieldbook. Peter Hutchinson is a founder
of Public Strategies Group, a consulting firm whose mission
is transforming governance. Both authors have advised and
consulted with public organizations at all levels in the United
States and worldwide.

for state and local governments are even more stable
(as a whole) than the price for the federal government.
Furthermore, each state and local government has its own
price and its own thermostatic comfort range.

But even though the price of government is fixed,
the costs of government are not. The costs to educate,
incarcerate, and medicate are rising faster than state and
local government revenue. Added to these costs are those
that governments will bear as the increasing number of
retirements makes unfunded pension obligations come
due. Furthermore, under current trends, social security,
Medicare, and Medicaid will consume the entire federal

Figure 1 Price of Government in the United States,
by Level of Government
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budget in the next 25 years and crowd out programs that
help local governments. On top of all that will be the costs
to cover the debt obligations that are piling up as govern-
ments borrow from the future to meet today’s spending
commitments. A fixed price and rising costs means that the
fiscal crisis facing government today is not really a crisis but
a permanent condition.

BUSINESS AS USUAL WON'T WORK

Traditional budgeting begins with the question “How
much will it cost to keep doing what we've been doing in
the way we have always done it with the results we have
always gotten?” The answer: More! More to cover inflation,
case load increases, and added services. When all these
“needed costs” are added up, they greatly exceed the avail-
able revenue. So the challenge becomes how much to cut
(5 percent, 7 percent, 10 percent or more), or how much
to tax to reconcile the costs of the status quo with revenues.
In such a process, all of the focus (and opposition by inter-
est groups) is on the small percentage to cut, while the 90
percent, 93 percent, or 95 percent of continuing spend-
ing escapes examination. Consequently, the connection
between spending and results seldom gets consideration.

In the heated politics of budget cutting, the goal is to
avoid blame and pain. Too often the course of least resis-
tance leads to politically expedient budget and accounting
practices that “solve” the budgetary math problem by creat-
ing what public finance experts call a fiscal illusion that
makes budgets look better than they really are. Seven such
illusions are particularly harmful:

Robbing one fund to plug a hole in another
Using accounting tricks

Borrowing long term to spend short term
Selling off assets

Making something up

Nickel and diming expenses

AL S

Delaying maintenance and replacement of assets.

When these actions fail to relieve the pain, govern-
ments often resort to across-the-board cuts—a process that
cuts no one in particular but “thins the soup” for everyone.
In the end, the budget may appear to be balanced. Of
course, when the crisis reappears the following year, the
public’s cynicism deepens.

In 2002 the Seattle Times captured the heart of the
problem in these words:

The usual, political way to handle a projected deficit is to
take last year’s budget and cut. It is like taking last year’s
family car and reducing its weight with a blowtorch and
shears. But cutting $2 billion from this vehicle does not
make it a compact; it makes it a wreck. What is wanted
is a budget designed from the ground up.

—Seattle Times, November 17, 2002

These blowtorch-and-shears practices may help solve
the math problem and allow governments to claim that
their budgets are balanced. But they fail utterly to address
the leadership problem: how to deliver the results that citi-
zens want at the price they are willing to pay.

I ——
A BUDGET DESIGNED FROM THE GROUND UP:
THE WASHINGTON STATE EXPERIENCE

In fiscal 2002 and 2003, Washington State’s general-fund
revenue declined for the first time in 30 years. Thus, half-
way through this biennium, Democratic Governor Gary
Locke and the legislature had to trim $1.5 billion and elimi-
nate 1,340 jobs. In looking ahead to the next biennium, the
governor was facing an estimated $2.1 billion deficit in the
general fund—almost 10 percent—plus another $600 mil-
lion deficit in the health-services account. Frustrated with
across-the-board cuts, the governor wanted to focus on the
big question: What should state government do and what
should it stop doing? “Closing the $2 billion gap we face in
the next biennium would require an across-the-board cut
of 15 percent—if that's all we did,” he announced. “And
that is not what we are going to do. I don’t want to thin the
soup. | want state government to do a great job in fulfilling
its highest priorities.”

In August 2002, with ten weeks left to design a new
budget, Governor Locke’s chief of staff asked the Public
Strategies Group (PSG) for help in shifting the focus from
spending cuts and tax increases to buying the best possible
results for citizens with the funds that would be available.

PSG proposed budgeting for outcomes—that is, start-
ing with the results citizens wanted, not the programs the
agencies funded; not with last year’s spending, but with the
outcomes that mattered most to the public. PSG urged the
governor and his staff to focus not on how to cut 15 percent
but on how to maximize the results produced with the
remaining 85 percent.

With PSG’s help, the governor’s budget staff designed
a process to answer five key questions:

1. Is the real problem short or long term?

2. How much are citizens willing to pay?
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3. What results do citizens want for their money?

4. How much will the state pay to produce each of these
results?

5. How best can that money be spent to achieve each of
the core results?

These questions become the five key challenges in
budgeting for outcomes, and they were the challenges that
Washington addressed in preparing its next state budget.

1. Get a grip on the problem. Washington’s fiscal staff
defined the problem as the convergence of three forces: a
deep economic recession that slashed revenues; permanent
limits on revenue and spending growth imposed by antitax
activists through statewide initiatives; and rising costs for
the core activities of the state—"education, medication,
and incarceration.”! Of the three forces, only the recession’s
effect on revenue could be termed cyclical, likely to turn
around someday. The other two were more or less perma-
nent. Thus, staff decided that solutions had to be more or
less permanent.

2. Set the price of government (determine the amount
citizens are willing to spend). Determining how much
citizens were willing to spend on their government was the
purview of a guidance team made of up senior executive
branch policy people as well as several leaders from busi-
ness and private think tanks. (Organized labor was invited
to participate but chose not to.) The team’s first big decision
was that the budget would be built on the basis of revenues
expected under existing law, without new taxes. In early
November, despite heavy lobbying by the governor, voters
had soundly defeated a gas tax increase to pay for long-
needed transportation projects. This antitax reality—plus
a fear that tax increases would further depress the state’s
economy—led the team to advise the governor against rais-
ing taxes.

3. Set the priorities of government. A staff team made up
of senior people from the Office of Financial Management
worked with the guidance team to define the key results
they believed Washington’s citizens most wanted from
state government. (For more information about teams, see
Appendix A.) The guidance team then refined these into
ten desired outcomes: the priorities of government. These
priorities consisted of improvements in

e Student achievement in elementary, middle, and high
schools

e The quality and productivity of the workforce

1 Marty Brown, Director of the Office of Financial Management, State
of Washington.

e 'The value of a state college or university education
e 'The health of Washington’s citizens

e The security of Washington’s vulnerable children and
adults

e The vitality of businesses and individuals

e Statewide mobility of people, goods, information, and
energy

e The safety of people and property

e The quality of Washington’s priceless natural
resources

e Cultural and recreational opportunities.

4. Allocate available resources across the priorities. The
next challenge was to decide how to allocate the state’s
entire budget across the ten results. The two teams set aside
10 percent of the budget for overhead functions, such as
pension contributions and internal services, and then par-
celed the rest out among the ten results, using a citizen’s
point of view; that is, they focused on perceived value
rather than past practice. In some areas the teams’ choices
reinforced past patterns, but in a few areas they made
changes—allocating more resources to economic vitality,
for example, and fewer to public safety.

5. Develop a purchasing plan for each result. The staff
team then put together ten results teams, one for each
outcome, made up of knowledgeable people from agencies
involved in the relevant policy area. Governor Locke asked
the results teams to forget their loyalties to the agencies they
represented. He challenged them to be like citizens and tell
the governor where to put the money to get the best results.
Teams were free to suggest everything from program con-
solidation to elimination and beyond.

Fach team started by choosing three indicators to
measure progress toward their assigned outcome. Then
they developed a cause-and-effect map that diagramed the
factors (not government programs) that lead to or affect the
result. With the cause-and-effect map in hand, they laid out
the strategies or “purchasing plans” they thought the state
should use to produce the outcome.

This process stimulated creativity that is absent from
traditional budget development. For example, team mem-
bers dealing with K-12 education said they needed to
purchase more early childhood education, start the shift to
a pay-for-skills compensation system for teachers, and move
away from across-the-board school funding toward targeted
funding for those schools and kids most in need. The health
team decided that the highest-impact strategies focused on
prevention: mitigating environmental hazards, improving
food sanitation, providing public health clinics, and the
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like. They proposed spending more on these strategies and
less on health insurance for childless adults.

Next, the results teams turned to existing state activi-
ties—the place where traditional budget processes start.
Fach results team was given a subset of the 1,300 state
activities funded by the traditional budget. “T'heir mission,”
the governor explained, “was to get more yield on less
acreage.” To do so, the members of each team had to put
together a detailed purchasing plan based on their cause-
effect diagram, indicating four things:

e What they would buy—both new and existing
activities

e What else they would buy if they had more money

e What they would eliminate first if they had less
money

e What they would not buy.

Finally, the ten results-team leaders met to talk about
what they needed to purchase from one another. The
higher-education team decided to use some of its funds to
pay for better K~12 education in order to better prepare
its incoming students. Two teams jointly bought increased
efforts to protect water quality in order to improve both
health and natural resource outcomes. Several teams
decided to use some of their money to fund prisons in order
to reduce the number of low-risk prisoners who would have
to be released early. The cross-team buying was necessary
because the work of state government is so interconnected.
Spending in one area contributes to outcomes in other
areas.

Following this meeting of the ten leaders, the results
teams completed their purchase plans. These plans gave
the staff team and the guidance team a prioritized ranking
of all existing activities of state government based on the
degree to which the results teams believed these activities
contributed to producing the results desired. Using these
and comparable rankings provided by the agencies, the staff
and guidance teams made final recommendations to the
governor. The result was, in effect, ten strategic programs
for state government, each of which linked desired results,
indicators of progress, strategies to achieve the results, and
purchase plans. The governor embraced the product and
generally followed the purchase plans in completing his
budget proposal. Under each of his ten priority results
(those identified in challenge number 3, setting priorities
of government), his budget showed the activities that would
be purchased and the ones that would not. This budget was
clear and easy to understand, and it explained in simple
terms why some activities were retained and others were
eliminated. (See Figure 2 for an example of the clarity.)

Figure 2 Health Care Purchasing Plan with
Priorities Clearly Stated, State of Washington

Key purchases:
Health Care Medicaid health for 908,600 vulnerable childi
B 7] = Medicaid health care for 908,600 vulnerable children
Spend’ng :% and adults
Plan: _§ = All current children’s health programs
$3.7 billion § = Statewide public health programs to protect all citizens
GF-S and _g = Public health programs to ensure the health of babies
Health > and the safety of food
S . S = Basic Health Plan insurance for 81,000
ervices I low-income people
Account = Expanded financial help to community health clinics
‘ Examples of what’s not purchased:
e
S
Savings: nt_ = Basic Health Plan coverage for 59,800 adults
(3328 million GF-S 5 = Health coverage for the medically indigent
and Health Services % = Optional Medicaid coverage for workers with
Account) —~ disabilities

= Optional adult dental, vision and hearing services

Source: Washington State Office of Financial Management, for FY 2002.

The 2003 budget caused pain. It proposed to eliminate
health insurance for nearly 60,000 poor working people;
dental, hearing, and optometric coverage for adults on
Medicaid; and 2,500 state jobs. It would suspend cost-of-
living increases for state employees, eliminate pay increases
for teachers, and suspend a $221 million class-size-reduc-
tion effort mandated by a citizens’ initiative. University
tuition would rise by 9 percent a year for two years, 1,200
low-risk felons would leave prison early, and a series of
smaller programs would be shut down.

Yet the media response was overwhelmingly positive.
As former chief of staff Joe Dear put it, “Never has such bad
news been received so well.” “Gov. Gary Locke’s budget is
a big step forward for Washington,” declared the Seattle
Times. Governor Locke’s 2000 gubernatorial opponent,
Republican John Carlson, wrote an opinion piece for the
Seattle Times in which he noted that Locke’s “budget for
the next two years is a work of bold, impressive statecraft. . . .
He is willing to face down the most powerful interest groups
in his own party to bring this budget in without a major tax
increase. Genuine leadership is doing what must be done
when you don’t want to do it. And I think the governor is
doing that.”

Public reaction was similar. “When we've taken this
[to the] public, no matter what the setting—business,
labor, social services advocates, health care, the classroom,
the rotary meeting—people understand what we're doing
and not doing in a much more fundamental way than ever
before,” according to Wolfgang Opitz, deputy director of
Washington’s Office of Financial Management. “When
they say, ‘Well, I don’t like that cut; 1 say, ‘Okay, then
what from above this line do you not want to do?” And the
response is usually ‘Oh. . . . Well, I'm learning to like the
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cut a little more now.” It seems to be helping resubscribe
everyone to the basic business of state government.”

Perhaps most important, budgeting for outcomes can
help public leaders win back some of the support govern-
ment has lost in recent decades. The Everett Herald put it
well: “T'he public is not in a forgiving mood. It still holds a
grudge for a government it sees as wasteful and unrespon-
sive. Locke’s plan, or one like it, might be a good step toward
proving otherwise. The more thrifty government becomes,
the more generous voters might be at the ballot box.”

IMPLEMENTING BUDGETING FOR OUTCOMES
IN LOCAL GOVERNMENT

Washington State is continuing to improve the process it
started in 2003. Local governments in Washington (and
elsewhere) have followed suit: Snohomish County and the
City of Spokane have both implemented their own versions
of budgeting for outcomes (as have Azusa, California, and
Multnomah County, Oregon). Although the details vary
from place to place, the seven steps discussed below consti-
tute the core of budgeting for outcomes. See Appendix B for
a sample process schedule for budgeting for outcomes.

1. Set the Price of Local Government

The price of government represents the amount of purchas-
ing power a community is willing to commit to its govern-
ments. There is no “right” price of government any more
than there is a “right” price for Cheerios. There is, however,
an acceptable price, which may vary from one jurisdiction
to the next depending on a jurisdiction’s wealth, history,
culture, and values.

Finding that acceptable price is the job of elected
officials. This job is just as challenging for them as it is for
executives at General Mills. If those executives price the
Cheerios too high, consumers will tell them—by buying
Corn Flakes or Rice Krispies instead —that they're out of
line. If they price the Cheerios too low, the business falls
apart. Similarly, when the price of government gets too
high, citizens let government know. They oust incumbents,
elect antitax candidates, or embrace antitax initiatives.
When the price of government gets too low, critical public
services like schools, roads, and police begin to fray. Allow
this decline to reach a breaking point and citizens push the
price of government back up, either by electing represen-
tatives committed to improving services or by approving
referenda to pay more for services they care about.

In PSG’s budgeting for outcomes, the precise definition
of the price of government is the sum of all taxes, fees, and

Figure 3 Price of Government in Snohomish County
and Spokane, Washington

Cents/dollar of income
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Source: U.S. Census Bureau, U.S. Bureau of Economic Analysis.

charges collected directly by a given jurisdiction divided by
the jurisdiction’s total economic resources.

The numerator in this calculation should consist of all
taxes, fees, and charges collected by the jurisdiction for all
funds.

For the denominator, the measure PSG uses most
often to represent total economic resources is aggregate
personal income, but money income is sometimes used.?
Taken together, these data on revenue and buying power
allow us to estimate the price of government over time and,
as a result, give leaders a good sense of the trends. (For
more information on calculating the price of government,
see Appendix C).

Figure 3 shows the price of government for Snohomish
County and the city of Spokane in Washington. Note how
the thermostat governs the price of government over time.

Tables 1 through 4 in Appendix D show the price of
government in 2000 for all 50 states and the District of
Columbia, the 50 largest cities, the 50 largest counties, and
9 large city-county combinations. It is important to keep in
mind that a higher price is not “better” or “worse” than a
lower price. People in different jurisdictions make different

2 Personal income and money income are related but not identical.
Both represent the buying power of those living within the jurisdic-
tion, but personal income is more comprehensive. It consists of
wages and salaries, dividends, interest, rents, and the value of transfer
payments. Money income consists only of the cash part of personal
income; it excludes employer-paid health, retirement, and pension
programs as well as the value of in-kind or noncash assistance.
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choices about what public services they want, at what level
of quality, and at what price. In addition, some jurisdictions
have access to revenues, such as oil and gas extraction taxes,
that are “exportable” to nonresidents. Furthermore, apropos
of city and county budgets, about half include schools and
half do not (the latter do not because the school districts
raise their revenue separately).

The message in these figures and tables is that the price
of government is not something that elected leaders can set
at any level they choose. Citizen tolerance, both for taxation
and for an acceptable level of service, acts as a constraint.
That tolerance, of course, is affected by the health of the
economy at any given time, but in the long run, the price of
government stays fairly constant. The price must be accept
able to those who pay it and must be adequate to deliver
the results that citizens demand. The choices citizens make
over time about the price of their government reflect their
unique judgments about the value of public services.

With this understanding, how should you as a govern-
ment leader go about setting your overall levels of revenue
as you prepare your budgets?

First, assemble and graph the data, over time, on the
taxes, fees, and charges paid to all governments serving
citizens in your area, expressed as a percentage of the
aggregate income of that area. Show both the overall price
of government that citizens pay and the share paid to each
governmental unit.

Second, chart the downturns and upticks to see what
price levels have triggered resistance (and commensurate
reductions in service) and what levels have prompted a
willingness to pay (and provide) more.

Third, to arrive at a price appropriate for your area,
evaluate this historical information in the context of two
sets of data: trends in your local economy (particularly in
personal income) and the price of government in compet-
ing jurisdictions. (To help you reach your decision, you
may want a process of public education and consultation.)
Government leaders should definitely not passively accept
the status quo. You may decide that your citizens will
embrace a reasonable increase in taxes or fees to restore
services or that your citizens are already at the point of
rebellion and need taxes reduced. The trend analysis used
for understanding the current price of government provides
the best basis on which to make these decisions.

Next, consider the share of the price of government
paid to each government. In the best of all worlds, you
would do this jointly with other overlapping local govern-
ments. Demonstrate to citizens that you and your col-
leagues recognize that there is in fact a limit to the price of
government and that, together, the relevant governments
are striving to provide the best value for citizens’ money.

For several years the major jurisdictions in Ramsey County,
Minnesota—the county, the city of Saint Paul, and the
Saint Paul Public Schools—have met annually to jointly set
their property tax limit. When this collaboration has worked
as it should, it has raised the public’s level of confidence
that the governments involved are accountable for citizens’
annual tax bills.

If you can’t set the price of government jointly, at least
demonstrate that you know there is a limit to the collective
price of government. Tell citizens out loud what you think
that number is, and announce that you will set your share
of it at what appears to be an acceptable portion of the total.
Once the target price of government is established, it can
be multiplied by a forecast of community income to deter-
mine the overall revenue to be used in budgeting.

Ultimately, next year’s price of government is a choice.
Once the choice is made, it can and should drive all other
decisions throughout the budget process. Deciding on rev-
enue levels from all sources up-front turns the traditional bud-
get process on its head and liberates budgeters to focus on an
even more important step: buying results that citizens value.

2. Set the Priorities of Government

Citizens don’t think in terms of programs or activities
(and certainly not in terms of departments). They want
results—things like safety, jobs, and health. Government
officials need to define the outcomes that matter most to
citizens, along with indicators to measure progress. How?
By listening effectively to the people they serve. There are
many ways to do this.

e Polling—random sampling of public opinion

e Focus groups—sit-down discussions with randomly
selected participants

e "Town hall sessions—public discussions with whom-
ever shows up (facilitated by experienced staff)

e Civic journalism —news media initiatives to engage
readers, listeners, and viewers in interactive discus-
sions, debates, and feedback about priorities

e Web sites—feedback collected online in response to
efforts to heighten awareness.

All of these can be useful, but they need to be handled
carefully. Polling and focus groups provide access to
“regular” citizens. The results will embody, in citizens’ own
words, what they think they want from government. The
results will also show that citizens don’t think about gov-
ernment the same way people in government do. Citizens
don’t think about programs or line items but about results.
They also don’t know about agencies, departments, or even
the differences among jurisdictions. To them it is all govern-
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ment. This may be frustrating to government officials, but
it is reality. (A sample guide to moderating a focus group
of regular citizens can be found at http://bookstore.icma.
org/freedocs/43043.)

Town hall sessions will attract advocates and interest
groups. It is important to hear from them. It is also important
not to confuse their input with that of regular citizens. Both
kinds of input are valuable for determining a government’s pri-
ority results. It is also important to share the different perspec-
tives publicly so that the advocates hear from regular citizens
and vice versa. For more on engaging citizens in discussion of
public policy, see Smart Democracy: How to Engage Citizens
(IO Report, September 2004, item no. 43041).

In developing priorities from this listening, you should
generally select ten or fewer outcome goals (i.e., the prior-
ity results discussed above). In the end, you should express
these priorities in citizens” terms, using indicators that citi-
zens would use to assess progress. In choosing indicators,

e Include both subjective and objective measures
(citizens’ perceptions of safety and the crime rate, for
example).

e Don't settle for activity data that are readily available;
commit to indicators of real results, and make a plan
to start gathering the data for those indicators.

e Use an index, if necessary, to capture multiple sources
of related data. For instance, Washington developed
an index of health that combines data on the inci-
dence of major diseases.

In the end, the acid test is whether the priorities
and indicators you have chosen make sense to citizens.
Snohomish County in Washington stated its priorities and
indicators in terms that citizens actually used:

1. I want reasonable and predictable travel times.
® Improved travel time

ame trip time every time
e S t t t

2. I want to feel safe where I live, work, and play.
e Increased citizen confidence that their community
is safe
¢ A reduction in crime (per capita statistics for com-
parable demographics)

e Decreased risk factors and increased protective fac-
tors relating to public safety

3. I want kids in my community schools to pass the state
school achievement tests.

e Increased percentage of Snohomish County stu-
dents pass the Washington Assessment of Student
Learning/other state achievement tests

e Increased high school graduation rate

e Continual improvement in a Community

FEducation Environment index designed to measure
how conducive and supportive the community is to
education

4. I want to improve the health of people in the commu-

nity and reduce vulnerability of those at risk.

e Reduced proportion of unhealthy people (compos-

ite measure of standard health indicators from the
Washington State Health Report Card)

e Improved safety and other supports for vulnerable

people (composite measure of percentage of people
in vulnerable situations)

e Reduce the percentage of households with incomes

indicating poverty or risk of poverty (measure at
twice the national poverty level to reflect local con-
ditions)

. I want to live in a thriving community, one with infra-

structure sufficient to support planned growth.

e Increase the level of individual and business
income by both the percentage of people employed
and the increase of their median income

e Measure the infrastructure quality by public sat-
isfaction with services such as water, sewer, solid
waste, transportation facilities, and communica-
tions, and by citizen usage and access to cultural
and recreational facilities such as parks, libraries,
and open space

. I want my community to be prepared to respond to

emergencies.

e Number of people who are self-reliant for three
days during an emergency

e Countywide disaster exercise that involves multiple
first-responder agencies

e Liffective communications systems for citizens and
emergency responders

. I want to get the level of service I need at an afford-

able price and see that my dollars are spent wisely.
e [eadership

—Trust and confidence

— Fairness and equity

—Responsible stewardship of public funds

e Internal support services

— Customer satisfaction as measured from feedback
received through survey tools
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Figure 4 List of Priorities, Spokane, Washington

Here's your task. You have $100 to spend on City government. Tell us how much money you want to spend on each of the following priorities.

Your total should add up to $100. You can't go over.
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Strong Economy I want a healthy, growing economy.

Source: City of Spokane, Washington, 2004.

—High ranking on Executive Compliance Report
Card

—Progress in productivity and cost measures

—Progress in each department’s own performance
measures, including outputs and outcomes

—Sucecess in all other results team indicators.

Spokane developed a similar list of priorities with
accompanying indicators and organized its four legally
mandated budget hearings around these priorities, ulti-
mately showing the “keeps” and “cuts” by priority.

Growth and Learning I want the opportunity to learn and grow.
Examples: libraries, recreation programs, and cultural programs

Healthy Citizens I want the opportunity to lead a healthy life.
Examples: water, trash collection, and health programs

Healthy Environment I want clean air, water, and land with healthy parks.
Examples: sewers, park maintenance, and environmental planning

Leadership I want strong and responsive leadership that gets results.
Examples: Mayor & City Council, internal support services, and neighborhood councils

Mobility I want to get where I want to go in a safe and timely manner.
Examples: street maintenance, traffic signals, and bike trails

Reduced Vulnerability I want to reduce the vulnerability for citizens at risk.
Examples: homeless assistance, low-income housing, and job training

Safety I want to feel safe and secure at home, work and play.
Examples: police, fire, and domestic violence prevention

Examples: zoning, business licenses and permitting, and tourism promotion

3. Set the Price of Each Priority

With the available revenue and priorities established, the
next step in budgeting for outcomes is to divide the total
revenue among the priority outcomes on the basis of their
relative value to citizens. Here again it is useful to ask citi-
zens for guidance. Give them $100 or 100 percent to divide
among the priorities according to their assessment of rela-
tive value (see Figure 4).

This can be done as part of the focus groups described
above. It can also be done as part of a survey using a ran-
dom sample. The city of Spokane even created a Web site
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Choosing Strategies to Achieve
Desired Safety Outcomes
In Snohomish County, the safety results team realized in
its initial discussions that achieving the result “to feel safe
where | work, live, and play” involved strategies to create
both actual safety and the perception of safety. Team mem-
bers also acknowledged that they would have to address
both preventive and reactive factors. As a result they pro-
posed strategies that encouraged and supported respon-
sible citizenry, fostered community livability, and provided
responsive services.

Further, their research into prevention led them to
an approach that combined reducing risk factors (e.g.,
substance abuse, absence from school, teen pregnancy,
association with friends who engage in problem behavior)
with increasing protective factors that buffer, inoculate, or
protect against the negative consequences of exposure to
risks.

at which citizens could “vote” on how to allocate resources
among the city’s list of priority outcomes.

There is no right answer to the question of how to
allocate resources among priorities, Rather, it is a matter of
judgment. The goal is to put a relative value on each result
sought by citizens.

The question most often asked when governments get
to this step is “What did we spend on this last year?” There
is no answer to this question. Yes, careful records are kept,
but they are kept by organizational units (departments or
divisions), not by results. How much the police department
and public works spent is clear, but not how much went
to make people safe, to make them healthy, or to ensure
mobility on our streets. Thus, the answer to the question
“How much is cach of these results worth?” will be a judg-
ment based on the relative value —not the relative cost—of
each result. In some cases the answer will be that a result is
worth more than it costs and in others it will be that a result
is worth less than it costs. It is this tension between value
and cost that makes budgeting for outcomes powerful.

Executives must make the final call, but knowing what
citizens think makes their job a lot easier.

4. Develop a Purchasing Plan for Each Priority

Perhaps the most powerful shift brought about by budget-
ing for outcomes is the shift from paying for costs to buying
results. The process of developing a purchase plan for ecach
result begins with a map of the factors that lead to or impact
the result. Creating such a map requires those involved (the
buyers) be clear about what factors add up to results and
which ones matter most. Doing so means collecting and
debating available evidence, information on best practices,

Choosing Strategies to Achieve

Desired Health Outcomes

Washington State’s health team identified four possible
strategies: increasing healthy behaviors (getting citizens

to eat better, drink less, quit smoking, get more exercise,
etc.); mitigating environmental hazards (ensuring cleaner
water and air and healthier food); identifying and mitigat-
ing risk factors related to gender, socioeconomic hard-
ships, and genetic predispositions; and providing access to
appropriate physical and mental health treatment.

When the team ranked these strategies in terms of their
contributions to the result, it decided that mitigating envi-
ronmental hazards was most important, increasing healthy
behaviors was second, providing access to health care was
third, and mitigating risk factors was fourth. With limited
resources, it decided to increase the state’s emphasis on
the first two strategies. Research data had convinced team
members that this was the way to get the most bang for
the state’s buck, even though that choice meant reduc-
ing spending on more traditional—and highly expen-
sive—patient care. In fact, the team’s analysis showed that
the two strategies selected would yield a 16 to 1 return on
investment.

The old budget game would have led the health team
to focus on the strategies with the greatest costs. The new
approach required the team members to ignore the previ-
ous year’s numbers and figure out where the best results
could be obtained for the money available.

and professional expertise. This is exactly the kind of debate
the budgetary process should stimulate.

This kind of debate requires participants to answer
questions such as “When it comes to the health of citizens
(or decreasing congestion, or improving sense of com-
munity safety), which factors have the most impact, and
how do different factors interact?” When the answers are
compiled into cause-and-effect maps, they provide the basis
for decisions about which strategies to follow to achieve
the desired result. The maps help purchasers choose from
among many possible strategies and assign a relative priority
to each (see sidebars on this page).

There is no one right way to do a results map. Figures
5 and 6 are examples from two jurisdictions. What is crucial
is that they answer the fundamental cause-effect questions
on the basis of available evidence.

To be successtul, those who do this purchase planning
must wear a “citizens’ hat” at all times. They must also be
ready to follow the evidence wherever it leads—even if
where it leads is contrary to business as usual. For these
reasons, each team should

¢ Be small —no more than ten people

e Have a specific charter (a prototype results-team charter
is available at http://bookstore.icma.org/freedocs/43043)
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¢ Include both a leader and
a facilitator

e Have diverse backgrounds
represented, and include
some members who are
knowledgeable about pro-
grams related to the result
and some who are not

e Have access to research
and best-practices infor-
mation from around the
world.

5. Solicit Offers from
Providers to Deliver the
Desired Results

At this point the buyers have
finished the first part of their
work—laying out the factors
that matter most and choos-
ing the strategies they believe
will allow their jurisdiction to
deliver the results that citizens
want at the price they are will-
ing to pay. Now the empha-
sis shifts to the providers or
sellers.

With their priority-out-
come goals and strategies
clearly in mind, buyers then
solicit offers to see who can
deliver the most results for the
money. This is the step that
departs most radically from tra-
ditional budgeting. Instead of
asking divisions or departments
to add to or subtract from the
previous year’s costs, the buyers
(acting as purchasing agents)
incorporate the results (out-
comes), price, and purchasing
strategy they have settled on

Figure 5 Strategy Map by the Health and Vulnerability Results Team,

Snohomish County, Washington

Clean Air and Ecosystenm
Safe Food and Water =——
Work Place Safety s
Weather Preparedness ——
Safe Roads

Clean Neighberhoods —

Access Innovations =
Cost Assistance —

Affordable Insurance s
Cultural Support =

Transportation s

Physical Activity =——
Eating Habits =
Substance Abuse ——
Health Education s
Immunizations =——

Safe Sexual Activity sl

Economic Viability —
Education and Job Training s
Employment Cpportunities —

Transitienal Support —
Affordable Housing s
Life Skills —

Family Planning —

Child/Elder Care s

Access to Nutritional Foods —
Child/Domestic Abuse Services —
Counseling & Legal Aic s

Stable Housing =

Sense of Connectedness ——
Recreational Activities
Cultural & Spiritual Activities =—
Effective Criminal Justice ——
Crisiz Relief and Aicl s

Community Partnerships =——

Health & Vulnerability - Strategy Map

Access to Information —

Priority Statement:

"I want to improve the health
of people in the community
and reduce the vulnerability of
those atrisk.”

Enhance Physical
Environment
Improve Access to
Healthcare
Increase Healthy
Behaviors

Improve
Health

Indicators of Success:

1. Reduced number of unhealthy
peopla (composite measure of
standard health indicators from the
WA State Health Report Card)

2. Improved safety and other
supports for vulnerable people
(composite measure of % of people
in vulnerable situations - select
leading indicators)

3. Reduce the % of houssholds with
incomes indicating poverty or sk of
poverty (measura at twice the
national poverty to reflect local
conditions)

Increase
Self-Sufficency
Strengthen Support
for Families
Develop Healthy
Communities

Purchasing Strategy:

Seek proposals that best
deliver results from
Snohomish County programs
and services targeted at the
primary determinants of
health and emotional well-
being for the individual,
family, and community as a
whole.

Source: Snohomish County, Washington, 2004.

into something like a request for proposals. This “request
for results” replaces the traditional budget instructions.

An important decision that needs to be made at the
outset is who can bid: who can offer proposals? Each
request for results can and should be sent beyond the tra-
ditional department “bidders” or “sellers” to all agencies
and departments, to other governments (a city proposing
to deliver results to a county or school district, for example,
and vice versa), even to unions, nonprofits, and for-profit

organizations. The greater the number of potential pro-
posers or sellers, the more options there will be; the more
proposals, the more and better the competitive choices.
Opening the process up to more and different providers
may be hard, but it will produce both service improvements
and cost savings.

The request for results asks each potential supplier to
identify how it can deliver the expected results and at what
price.
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Figure 6 Results Map by the Basic Needs Team, Multnomah County, Oregon
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In developing their responses, sellers need not, and
indeed cannot, take anything for granted. Using last year’s
information and simply fitting it to the new process is a
recipe for failure. Sellers must assume that for each result
there will be many proposals from many potential sellers. If
a seller expects to get funded, it has to offer up a proposal
that delivers the needed results at a competitive price. Since
an individual bidder may choose to submit multiple propos-
als (for its various programs and activities), it is in a sense
competing against itself. This forces it to challenge its own
practices, to make them as competitive as possible.

Furthermore, sellers are not limited by the past. The
process encourages them to come up with new approaches
and creative twists. Some will forge partnerships across
departments or agencies, with other governments, and with
nongovernmental organizations. The bidding process also
encourages them to consider ways they could contribute
to more than one of the priority outcomes. Although the
process is challenging to bidders, it also liberates them.

Technology can make the process of submitting propos-
als relatively easy. The buyer can create a simple standard

form as part of a database into which proposers can enter
both financial and descriptive information. (See Appendix
E for a reproduction of Spokane’s input form.)

Because of what takes place in the next step, it is also
recommended that buyers use technology or forms to limit
the information required so as not to overwhelm either the
proposers or the results teams that will ultimately review
each proposal against the request for results. Teams can
gather more information as needed by inviting proposers
to clarify their offers or to provide additional information
in writing.

6. Buy the Best, Leave the Rest

After the proposals are in, the results teams, again acting as
buyers, must first rank the proposals in order of their contri-
bution per dollar to the result. Because teams could end up
with 50 or more proposals, technology can be a great assist.
An effective way to help a team arrive at its ranking is to give
each member a ranking form on a Web site. (See Figure 7
for Spokane’s form.)
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Using this form, teams are asked to divide all the pro-
posals into three equal groups: high contribution to the
result, medium, and low. Once all of the team members
have individually ranked the proposals, the system com-
putes an average score for each proposal, ranks them, and
identifies those for which there is greatest divergence (see
Figure 8). The team members should then discuss the dif-
ferences among their rankings, clarify understandings, and
then re-rank using the same method.

Once the re-ranking is done, the process of purchasing
can begin. In some cases, buying teams do their ranking as
a recommendation to the executive. In others, the ranking
is done directly by the executive. Regardless of the method,
the mechanics are the same.

Up to the point of buying, all proposals and all money
are the same color: green. But when the time comes to
buy, the differences between kinds of activities and sources
of funds become important. Among the most important
categories are these:

e Mandates— Some activities are mandated by law,
charter, or regulation. Mandates may include pre-
scriptions about the existence of an activity, the level
of the activity, the means of conducting the activity,
or the level of spending. Mandates must be respected.
Consequently, the first buying decision involves iden-

Figure 7 Site Ranking Form, Spokane, Washington

tifying the mandates and deciding (given an activity’s
ranking and the nature of the mandate) what scope of
activity and spending to support. When mandates give
jurisdictions choices about scope and means, these
choices are especially important. Finding flexibility

Devising a Request for Results

Snohomish County traditionally has not explicitly involved
itself in education or seen that it had a real role in edu-
cating children. However, because education was a high
priority for citizens, an education results team was formed.
The members soon realized that in fact the county ran

a school at the juvenile detention facility and that edu-
cational success for children was influenced by county
health programs, juvenile crime programs, family support,
and community livability. They described their strategy as
“From Doorbell to School Bell” to indicate the compre-
hensive approach they were taking.

To find the county’s best leverage, the team then tailored
its request for results by asking the question “How can
county programs help education and lead to reductions in
demand for county spending?” The team then sought pro-
posals to build partnerships among educational institutions
in the county, create interactions between county employ-
ees and schools, create opportunities for early-childhood
education, develop more educational programs outside tra-
ditional months and hours, improve student wellness (safety,
health, and nutrition), and promote school attendance.

Sclingkane

www.spokanecity.org

POG Voting Home | Yoting Results

Growth and Learning I want the opportunity to lear and grow. Examples: libraries, recreation programs, and cultural programs

Budget Bids

Received | Expenditures
$2,965,975.00 18 $3,640,618.00

Bid No.[Name [Department

214  Strengthen Arts Community Arts

223 Visual Arts Program — Gallery, Collections, Promat... Arts

225  Find Art Campaign Arts

243 Neighborhood Library Setvice Library
247  Qutreach Library Service to Seniors Library
250 Downtown Library Service Library
252 Increase Downtown Library Hours Library
254  Preschool Outreach Library
256 Improve Speed in Delivery of New Library Materials... Library

329 Joe Albi Stadium

Entertainment Facilities

341 Increase Neighborhood Library Hours

Library

386  Chase Youth Commission

Youth Department

395 Teen Advisory Council

Youth Department

403 Youth Empowerment Zones

Youth Department

452  Aquatics

Parks and Recreation

458  Other Recreation

Parks and Recreation

462  Special Interest Classes

Parks and Recreation

465 Therepeutic Recreation

Parks and Recreation

Source: City of Spokane, Washington, 2004.
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Snohomish County’s Budget Message to Department Heads

Keys to creating the most competitive proposals are:

1. Remember these priority packages are responses to
results teams requests for results (RFRs). They are not
about process—they are about outcomes. Read the
RFRs carefully—what sort of results are they looking for?
Make sure your responses emphasize what is provided
to the county, not what process happens within
government.

2. Your performance measures will be reviewed carefully.
If your performance measure counts something that is
not meaningful, it will hurt the probability of funding
success.

3. Scalability—Indicate in your priority package how
increases or decreases will affect outcomes. Below are
brief illustrations of this approach:

¢ “For an extra 20 percent in funding, the
outcomes can increase by 40 percent.”

¢ “If funding is cut by 25 percent, expect
outcomes to be reduced by 25 percent.”

4. In addition, explain where an additional investment can
create multiple benefits—e.g., “If we purchased a county-
wide license for an extra 20 percent, the software would
have value to all departments, not just one unit. This
would equate to a 50 percent increase in functionality.”

5. Explain the short-term and long-term benefits, for exam-
ple, “It will allow us to respond to this requirement, but
it will increase overall productivity by 15 percent within
five years.”

6.

10.

11.

12.

13.

Make sure that your package is clear and understand-
able. Have someone who is not an expert read it. Does
it make sense? Is it compelling? Are the justifications
solid?

. Develop proposals without regard to department struc-

ture or boundaries, i.e., make them functionally based,
not departmentally based.

. Don’t be limited to your own area—propose ideas for

doing things better outside the scope of what is tradi-
tional for your department.

. Consider interdepartmental opportunities. What if you

partner with another department to work together to get
triple the output for double the cost? Many successful
packages will depend on cross-departmental synergies.
Consider partnering with the private sector or nonprofits
where feasible.

Consider innovations in technology to increase effi-
ciency.

State the actions that your department would be willing
to take if targets are not achieved. For example, “The
department would be willing to recommend ending this
activity if stated quantifiable performance measurement
targets are not achieved by 9/1/05.”

Look for revenue-producing ideas, e.g., is there a grant
that will fund this? Will a business pay us to provide this
service?

14. Look for opportunities to move functions online so
members of the public can serve themselves (Web,

kiosks, etc.).

Figure 8 Ranking of Growth and Learning Results, Spokane, Washington

City ot
Spokane

www.spokanecity.org

POG Voting Home | Voting Results

Growth and Learning I want the opportunity to learn and grow. Examples: libraries, recreation programs, and cultural programs Eudact Received BE‘:;enditures
$2,965,975.00 18 $3,640,618.00
Bid No. ‘ Name Department Total Expenditures Rank Score = VﬂtsMCast =
243 Neighborhood Library Service Library $1,454,107.00 1 46 14 2 0
250 Downtown Library Service Library $1,115,040.00 2 45 13 3 0
386 Chase Youth Commission Youth Department $45,391.00 3 43 12 3 1
452 Aguatics Parks and Recreation $127,400.00 4 41 9 7 0
458 Other Recreation Parks and Recreation $55,300.00 5 40 9 6 1
465 Therepeutic Recreation Parks and Recreation $60,800.00 5 40 9 6 1
247 Qutreach Library Service to Seniars Library $77,005.00 7 37 7 7 2
341 Increase Neighborhood Library Hours Library $108,426.00 8 35 7 5 4
462 Special Interest Classes Parks and Recreation $196,500.00 9 35 6 7 3
214 Strengthen Arts Community Arts $28,325.00 10 34 6 6 4
252 Increase Downtown Library Hours Library $77,071.00 11 32 7 2 7
395 Teen Advisory Council Youth Department $29,017.00 12 30 4 6 6
254 Preschool Outreach Library $12,292.00 13 29 3 7 6
403 Youth Empowerment Zones Youth Department $19,716.00 14 28 4 4 8
223 Visual Arts Program = Gallery, Collections, Promot... Arts $20,888.00 15 27 3 5 8
225 Find Art Campaign Arts $45,840.00 16 25 2 5 9
256 Improve Speed in Delivery of New Library Materials... Library $15,500.00 16 25 2 5 9
329 Joe Albi Stadium Entertainment Facilities $152,000.00 18 22 1 4 11

|:| = Bids that received a high/low vote disparity

Source: City of Spokane, Washington, 2004.
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within mandates is a key challenge in ensuring that
the budget produces results that citizens value, not
just compliance with mandates.

In the end, though, it is likely that some low-ranking,
mandated activities will be purchased. These should
become candidates either for initiatives for repeal or

for amendments to the mandates themselves.

Matching — Matching programs are the first cousins
of mandates. Often these activities are not required,
but if a jurisdiction wants the match money it has

to comply with the associated rules and regulations.
Rankings of such programs should be based on their
contribution to the results, not their contribution to
the treasury. Once the programs are ranked, however,
the buyers must be clear about the fiscal implications
of buying or not buying. A no-buy decision releases
local dollars for higher priorities but sacrifices the
receipt of nonlocal revenues. The ranking process is
designed to force the question “Will we accept this
low-ranking activity just because it comes with money
attached?” (The same applies to programs and activi-
ties that generate revenue. If such a program is ranked
low, should it continue just because it pays for itself?)

Figure 9 Buying Results, Spokane, Washington
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¢ Designated or dedicated funds—The general fund
by definition has the most flexibility in how it can be
used. Other funds are generally designated for specific
purposes. Before the buying process starts, it is critical
to establish the limits of each fund. It is best to begin
buying with designated funds, leaving the general
fund to purchase the high-priority proposals that can-
not be purchased by any other means.

As with mandates, it will probably happen that a low-
priority activity can be purchased because designated
funding is available. In this case, since these activi-
ties are not mandated, the jurisdiction has to decide
whether to keep the funding and the low-priority
activity or cut both.

The buying process itself starts at the top of the ranked
proposals and moves down the list, buying according to pri-
ority until available funds have been exhausted. Then draw
a line (see Figure 9). Proposals above the line are in, and
the rest are out (unless they are being purchased because
they are mandated or can be purchased with specifically
designated funds). This buying plan becomes the budget.
It is a list of keeps, not cuts—positive choices for spending
the citizens’ resources to buy the citizens’ results.

Laying out the budget this
way is another radical depar-
ture. In tough times, the tradi-
tional process puts 100 percent

Source: City of Spokane, Washington, 2004.

«/ | Funded | Bid No. Name et of time and energy into finding
_ the 5 to 15 percent to cut,
— @ 243 Neighborhood Library Service Library and when that is done, the list
- @ 250 Downtown Library Service Library of cuts is published—and the
- v 386 Chase Youth Commission Youth Department attacks by the interests that are
O ™ 452 Aguatics Parks and Recreation directly affected start. In bud-
Ol ™ 458  Other Recreation Parks and Recreation geting for outcomes, however,
O ™ 465 Therepeutic Recreation Parks and Recreation the energy goes into deciding
Ol ™ 247  Qutreach Library Service to Seniors Library what to keep and where to draw
O @ 341  Increase Neighborhood Library Hours Library the line. At the end of the bud-
O @ 462  Special Interest Classes Parks and Recreation get process, the support of those
=T : whose programs are above the
- 1 214 Strengthen Arts Community Arts .

— 1 — line can counterbalance the
= = 252  Increase Downtown Library Hours Library .

—{ — opposing arguments of those
— o 395 Teen Advisory Council Youth Department .

- = whose programs are below it.
gl o 254  Preschool Outreach Library

8| 8 403  Youth Empowerment Zones Youth Department 7. Negotiate Performance
Ol 4 223 Visual Arts Program - Gallery, Collections, Promot... Arts Agreements ‘.Nlth the
=T , . Chosen Providers

- - 225  Find Art Campaign Arts

g O 256  Improve Speed in Delivery of New Library Materials... Library Step 7 completes the work of
=T — . — budget development. The bud-
- - 329  Joe Albi Stadium Entertainment Facilities

get, now a collection of pur-
chasing decisions, provides an
improved opportunity to man-
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age for results. Think of developing each purchasing deci-
sion into a real performance agreement with the selected
proposer. Fach performance agreement should spell out
the expected outputs and outcomes, the ways they will be
measured, the consequences for performance (or non-per-
formance), and the flexibilities granted to help the provider
maximize performance. As a result, accountability is built
into the budget itself.

IT WORKS

In summary, budgeting for outcomes focuses on the pro-
grams kept, not the programs cut. It ensures that the 90
percent of the budget that will continue to be spent buys as
much for citizens as possible. Moreover, the whole budget:

e Buys results, not costs

e Puts the general interest of citizens first, before any
special interests

e Fmphasizes performance accountability
e Promotes continual reform and improvement

L4 COHIH]UHiCElteS N common-sense language.

“We're looking at things that everyone likes, everyone
wants to do, that aren’t going to get funded,” Mayor
West said. “As we go through this process, we're learn-
ing an awful lot. More people know [more] about the
budget than they've ever known before. That is a very
healthy process.”

—Inlander (Spokane), July 29, 2004

A member of the guidance team and a recent political
opponent of the county executive wrote in a letter to the
editor:

This new budget process wasn’t perfect, but it worked

well. And it worked in a way that serves the citizens of

Snohomish County better by focusing on the results

they want, not the programs government administers.

—Everett Herald, October 5, 2004

FURTHER INFORMATION

David Osborne and Peter Hutchinson. The Price of
Government: Getting the Results We Need in an Age of
Permanent Fiscal Crisis. New York: Basic Books, 2004.

On ICMA’s Web Site

See http://bookstore.icma.org/freedocs/43043 for a proto-
type results-team charter and a sample guide to moderating
a focus group of regular citizens.

Other Web Sites

Washington (State) Office of Financial Management:
www.ofm.wa.gov/

City of Spokane, Wash.: www.spokanecity.org
Snohomish County, Wash.: www.co.snohomish.wa.us/
Public Strategies Group, Inc.: www.psg.us
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APPENDIX A: ROLES OF TEAMS AND ELECTED OFFICIALS

Compared with the traditional cost-based approach, bud-
geting for outcomes involves different people in different
roles over a different schedule. Chief executives and elected
officials, too, have different roles to play.

Teams

Five kinds of teams are key to making budgeting for out-
comes successful.

Guidance team. 'The role of the guidance team is to
guide the overall process to ensure that purchasing choices
deliver the results that matter most to citizens for the price.
Guidance teams include eight to ten citizens who provide
advice or feedback, generally to the chief executive, on key
components of the budgeting-for-outcomes process (i.e.,
the price of government, citizen priorities, allocation of
resources to individual priorities, and purchasing plans).

Results teams. 'The purpose of the results teams is to
recommend how funds allocated to the particular priority
outcome should be used to produce the intended results.
Results teams develop cause-and-effect theories, identifying
the factors that contribute most to producing the desired
result. From a factor map that diagrams these theories,
results teams develop their purchasing plans. Purchasing
plans describe the jurisdiction’s procurement intentions to
achieve a result (i.e., the types of programs and services the
team would like the jurisdiction to buy, given the cause-
effect theory, in order to produce the desired result). Fach
results team then submits to the chief executive a rank-
ordered recommendation of the programs and services it
believes are most likely to contribute to the result, while
also accounting for mandates, fund limitations, obligations,
and other purchasing constraints.

Staff team. The role of the staff team is to support the
guidance and results teams. This may include providing
teams with budget and performance information on cur-
rent programs, recommending enterprise-wide strategies,
supporting the integration of the teams’ work into other
budget development activities, and providing facilitation or
logistical support to the teams. Staff teams typically include
members of the budget and finance staff.

Communication team. The role of the communication
team is to support internal and external communication

of the budgeting-for-outcomes effort by providing both
citizens and employees with opportunities to give input and
receive feedback.

Consulting team. The purpose of a consulting team is to
shape the process to fit the specific needs of the jurisdiction
and then to provide overall guidance, training, and feedback
to each team in the development of its specific deliverables.
A consulting team can provide valuable insights on the
challenges involved at each step of the process, in addition
to thinking through implications for budget management
after a budget has been developed through the budgeting-
for-outcomes process.

Chief Executives and Elected Officials

Budgeting for outcomes also requires different roles for
chief executives and elected officials.

Mayors and chief executives retain their traditional
role of making ultimate decisions on what to include in
the budget they propose to their councils or commissions.
Given the significant degree of departure from traditional
budgeting processes, elected officials and chief executives
will be challenged to support both the process and (in large
part) the recommendations of the results teams. Experience
has shown that employees feel undercut, and challenge the
credibility of the process, if their strategy development and
purchasing plans see limited use in the recommended bud-
get. It is essential at the front end that the top elected leader
confirm his or her intention to follow the recommendations
that emerge from the process—and then do so.

The elected councils or commissions, when faced with
a budget developed through this process, should take a hard
look at the cause-and-effect theories and the purchasing
strategies that result from them to see if they (the elected
officials) fundamentally agree with them (the theories
and strategies). If they do, they should similarly scrutinize
program rankings to decide if the programs chosen are
truly the ones most likely to achieve the results desired. In
the ideal world they would then engage with the mayor or
chief executive in a rich discussion of results, strategies, and
programs, a discussion that would include suggestions that
certain programs should go above the funding line with a
corresponding movement of other programs to below the
line.
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I ———
APPENDIX B: SAMPLE PROCESS SCHEDULE
FOR IMPLEMENTING BUDGETING FOR
OUTCOMES

Week  Element

1. Develop budget road map and communications
effort to guide the work

2. Conduct citizen listening sessions about the
price, priorities, indicators, and performance of
government

3. Engage other elected officials and other
jurisdictions if possible

4. Create guidance team

5. Define initial price, priorities (results),
indicators, and allocations

6. Define enterprise-wide strategies to be pursued
in support of delivering the most outcomes
within the revenue

7. Adapt the budget system to accommodate and
support budgeting for outcomes

8. Develop internal consulting resource to support
results teams and departments (staff team)

9. Have departments prepare initial results and
price data on programs and activities

10. Create results teams, one for each result (the
buyers)

11. For each priority, define the result target,
diagram factors in the cause-effect relationship
for each result, create a purchase plan and a
purchasing RFR

12. Have agencies prepare proposals in response to
the results team RFRs (the sellers)

13. Have buyers make initial ranking and buying
decisions

14. Have sellers (departments) submit revised
proposals

15. Have buyers create second set of rankings and
buying decisions

16. Have buyers share draft decisions, considering
intra-result effects

17. Have buyers submit purchasing
recommendations

18. Have staff team review purchasing recommen-
dations and forward to the executive

19. Develop initial budget and budget message

20. Communication

21. Perform follow-on implementation

22. Gather evaluation and feedback to improve
next budget process

I ——
APPENDIX C: CALCULATING THE PRICE OF
GOVERNMENT

Through taxes, fees, and charges, governments use eco-
nomic resources to provide services for citizens. Those
taxes, fees, and charges constitute the price of government
(POG). Since they are paid out of the economic resources
of the community (its income), we can express the price as
a ratio: the sum of taxes, fees, and charges divided by the
total income of the community. The price represents the
number of cents out of every dollar in the community that
are committed to paying for government services:

POG = (taxes + fees + charges) / community income

Measuring the price of government allows us to track
the burden of government on the economy. It also reminds
us that the price can go up or down in two ways: first,
government revenues can increase or decrease. This has
been the traditional focus. The second way in which the
price of government can change is by the local economy’s
growing or shrinking. The connection between the health
of the local economy and the price of government is cru-
cial to reminding government managers and citizens alike
that they have a common stake in making the economy as
robust as possible.

This appendix examines three aspects of the price of
government: its components, its calculation, and ways of
using it.

State and Local Personal Income Data

The data for the aggregate personal income of a state,
region, and county can be found on the Web page of the
Bureau of Economic Analysis (http://www.bea.doc.gov/bea/
regional/reis/). Personal income summaries are found in
section CAI-3.

Information on personal income is not available for
cities, school districts, or other local jurisdictions. For these
jurisdictions, money income will be a better measure.
Money income can be calculated from per capita income
and population, both of which can be obtained from the
U.S. Census Bureau. When per capita income and popula-
tion are multiplied, they produce aggregate money income.
Per capita income is available only every ten years (through
the census). Population estimates are available more often.

State and Local Revenue Data

For calculating the price of government, all revenues col-
lected by the jurisdiction and used to deliver services should
be included. Revenue means all revenues to all funds
except for intergovernmental revenues, interfund revenues,
and bond proceeds used for capital purposes.
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The range of funds managed by jurisdictions can be
quite extensive, for it reflects the diversity of a jurisdiction’s
services and enterprises. On the one hand this diversity
makes it hard to compare jurisdictions directly. On the
other hand the full range of services and the price for them
reflect the unique choices made by each jurisdiction.

For comparisons over time, it is best to review historical
information going back at least ten years in order to take
several economic cycles into account.

The first step in calculating revenues is to determine
what revenues to include and what to exclude (see above).

Included should be

® Property taxes

Other taxes (including local option)

Licenses, fees, and service charges

e Fines

Sale and lease of property
e Other operating revenue

e Interest.
Excluded should be

e Intergovernmental revenue/transfers
e Interfund transfers

e Debt proceeds.

The Calculation

As noted above, one calculates the price of government by
dividing the jurisdiction’s revenues (minus intergovernmen-
tal revenues, interfund transfers, and debt proceeds) by its
aggregate personal income. For individual cities or school
districts, the revenue should be divided by the aggregate
money income. For overlapping jurisdictions (e.g., all the
cities and schools within a county), the revenues should be
divided by the personal income or the money income of the
larger jurisdiction.

The numbers used in the calculation should all be
expressed in the same scale (e.g., $ millions) so that the
resulting decimal is interpreted as cents per dollar (e.g.,
.012 = 1.2 cents per dollar of personal income).

Ways to Use the Price of Government

The price of government in a jurisdiction reflects the
unique choices made about what services to provide, how
to provide them, and how much to pay for them. There is
substantial variation in the prices that governments have
chosen (see Appendix D). In each case the price reflects the
jurisdiction’s choices about what is adequate, affordable,
and competitive.

Ajurisdiction can develop a target price of government
for itself that it can use to project revenues and program
expenditures based on:

e The price of government in the jurisdiction over time
(this will show trends and the community’s norm)

e 'The price in other jurisdictions of similar size (this
will show how other jurisdictions have weighed ade-
quacy, affordability, and competitiveness in choosing
their government services)

e The price in overlapping jurisdictions— those that
draw their revenue from the same community, that is,
all the governments in a county, region, or state (this
will show the price of one jurisdiction in the context
of the total price for government paid by the commu-
nity and of the trends in the relative shares taken by
each of the jurisdictions).

However, it cannot be stressed enough that care is
needed when comparisons are being made. One price is
not better or worse. Prices are different mostly because of
the choices being made about adequacy, affordability, and
competitiveness.
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APPENDIX D:

AND SELECTED CITY-COUNTY COMBINATIONS

Price of Government in the 50 States

PRICE OF GOVERNMENT IN ALL STATES, SELECTED CITIES, SELECTED COUNTIES,

State ...l Price of government 2000—Cents/dollar of personal income (Own source general revenue/aggregate personal income)
Alabama ............... 15.1 Indiana ................ 149 Nevada................ 13.9  Tennessee .............. 12.3
Alaska....... ... ... ... 406 lowa ... 15.8  New Hampshire ......... 114 Texas......ovvvvennnon.. 13.1
Arizona................ 140 Kansas................. 14.8 New Jersey . ............ 13.7 Utah ....... ... 17.2
Arkansas ............... 149  Kentucky............... 15.1 New Mexico............ 193  Vermont ............... 15.5
California .............. 15.4  Louisiana............... 16.7  NewYork............... 172 Virginia................ 13.7
Colorado............... 13.8 Maine................. 17.7  North Carolina .......... 14.7  Washington............. 14.8
Connecticut. . ........... 13.7  Maryland. ....... ... .. 13.5  North Dakota ........... 17.4  WestVirginia............ 16.6
Delaware. . ............. 17.9  Massachusetts .. ......... 132 Ohio.................. 15.0  Wisconsin.............. 16.7
District of Columbia ... ... 174 Michigan............... 15.7  Oklahoma.............. 15,1 Wyoming .............. 19.3
Florida................. 14.1 Minnesota . . ............ 16.5 Oregon ..., 16.5 All States. . .. ... 14.9
Georgia................ 14.1 Mississippi. . ...... ... ... 16.9 Pennsylvania............ 14.3

Hawaii ................ 16.9  Missouri ............... 13.2  Rhodelsland............ 14.8

Sources: U.S. Bureau of the Census;

Idaho.................. 15.8 Montana ............... 17.1 South Carolina .......... 15.8 .S, Bureau of Economic Analysis
Minois. . ............... 133 Nebraska............... 15.4  South Dakota ........... 13.4

Price of Government in the 50 Largest Cities

City. ..o Price of government 2000—Cents/dollar of money income (Own source general revenue/aggregate money income)
Albuquerque . . .......... 4.4 Dallas ................. 5.9 Minneapolis . ........... 6.1 Seattle . ................ 5.7
Anaheim .. ............. 4.7 Detroit. . . ... 10.82 New Orleans. ........... 7.2b St. Louis ... 11.6°
Arlington, TX. . .......... 2.8 ElPaso................. 4.4 Oakland ............... 8.7 Tampa. ..., 5.8
Atlanta. . ......... ... 9.4 FortWorth. . ............ 4.8 Oklahoma City .......... 5.6 Toledo................. 4.9
Austin ... oL 4.4 Fresno................. 4.5 Omaha ................ 3.3 Tucson. ................ 4.4
Baltimore. .. ............ 9.12b  Houston ............... 4.6 Phoenix................ 4.6 Tulsa .. ... 6.5
Boston. ................ 9.0%*  Kansas City, MO ......... 8.4 Pittsburgh . ............. 5.7 Virginia Beach........... 6.8
Buffalo. ................ 4.92 LasVegas. .............. 2.8 Portland. . .............. 5.2 Wichita . . .. ... 3.1
Charlotte . . . ............ 4.6 LongBeach............. 7.9 Sacramento............. 5.9

Chicago................ 5.7 Los Angeles............. 5.9 Saint Paul .............. 5.2 Source: U.S. Bureau of the Census
Cincinnati .. ............ 8.6 Memphis......... ..., 4.0 San Antonio. . ........... 3.8 .

Cleveland ............. 10.3 Mesa.................. 3.0 San Diego.............. 5.4 a includes schools

Colorado Springs. . ....... 6.2 Miami.......... ... 6.7 Sanjose................ 4.3 b includes county functions
Columbus .. ............ 5.3 Milwaukee ............. 3.6 SantaAna, CA........... 5.0

Price of Government in the 50 Largest Counties

County ........c.ovvunnnn Price of government 2000—Cents/dollar of personal income (Own source general revenue/aggregate personal income)
Alameda County, CA. .. ... 1.2 Fairfax County, VA. .. ... .. 4.3 Montgomery County, MD .. 6.2  Santa Clara County, CA... 1.0
Allegheny County, PA ... .. 1.1 Franklin County, OH . ... .. 1.3 Nassau County, NY....... 3.0 Shelby County, TN. ... ... 3,02
Baltimore County, MD . ... 5.22 Frelsno County, CA........ 1.7 Oakland County, MI ... ... 0.5 St. Louis County, MO .. .. 1.1
Bergen County, NJ. .. .. ... 0.9 Fulton County, GA .. ... .. 2.6 Orange County, CA. ... ... 1.2

Bexar County, TX......... 1.6 Hamilton County, OH. .. .. 2.1 Orange County, FL ....... 3.6 ?;Iﬁg:]l; gg:g:y' -[FIXY """ ?;
Broward County, FL....... 2.7 Harris County, TX ........ 1.3 Palm Beach County, FL . ... 2.1 . Vi R ’
Clark County, NV ........ 4.1 Hennepin County, MN .. .. 1.6 Pima County, AZ......... 2.0  Travis County, TX. ... 1.0
Contra Costa County, CA... 1.8  Hillsborough County, FL ... 3.6  Pinellas County, FL .. ... .. 2.1 Wayne County, MI ... ... 1.5
Cook County, IL ......... 1.0 King County, WA. . ....... 1.6 Prince George's County, MD 5.52 Westchester County, NY .. 2.8
Cuyahoga County, OH .... 1.9 Los Angeles County, CA ... 1.8 Riverside County, CA. .. ... 0.7

Dallas County, TX .. ...... 1.2 Macomb County, Ml .. . . .. 0.8 Sacramento County, CA. ... 2.4 Sources: U.S. Bureau of the Census;
DuPage County, IL........ 0.7 Maricopa County, AZ .. ... 1.0 Salt Lake County, UT. .. ... 1.6 U.S. Bureau of Economic Analysis
Erie County, NY.......... 3.9 Miami-Dade County, FL ... 6.1 San Bernadino County, CA . 1.9 a Includes schools.

Essex County, NJ ......... 1.2 Milwaukee County, WI . ... 1.7 San Diego County, CA. ... 0.7

Price of Government in the Largest Combined City-County Governments

City-County. ............. Price of government 2000—Cents/dollar of personal income (Own source general revenue/aggregate personal income)
Anchorage. . ............ 5.3 Indianapolis. . . .......... 4.4 New York. . ............. 9.8 Sources: U.S. Bureau of the Census;
Denver ................ 6.7 Jacksonville/Duval. . ... ... 4.1 Philadelphia . ........... 6.8 U.S. Bureau of Economic Analysis
Honolulu............... 3.2 Nashville/Davidson . . . . . .. 5.9  San Francisco ........... 6.5
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APPENDIX E: REPRODUCTION OF ELECTRONIC PROPOSAL SUBMISSION FORM—
SPOKANE, WASHINGTON

Priority: [pull-down menu|
Lead department name: [pull-down menu]

Bid name:

Bid type: [pull-down choices = Basic, Enhancement, New Stand-Alone|
Linked to: [pull-down shows up if Enhancement is chosen as the Bid Type, with Basic Bids shown as choices]

Executive summary (limited to 50 words or less):

Bid description (activities to be performed; other departments collaborating [if relevant]):

Bid justification (how bid contributes to priority; evidence of capability to deliver):

Performance measures (1-3 measures that indicate the quantifiable results citizens should expect from this program):

Other factors:
Legal/contractual mandate (if yes, specify the source and nature of the mandate

Competing bid (if yes, specify name of department you are competing with and the name of its relevant bid)

Bid Expenditures and Revenue Impacts

2004 Actual 2004 Actual
Bid expenditures GF Non-GF ||| GF Non-GF
Total expenditures $ $ $ $
Direct personnel & benefits $ $ $ $
Administrative personnel & benefits $ $ $ $
Internal service charges allocated to bid $ $ $ $
Other costs allocated to bid $ $ $ $
No. of FTEs (direct & administrative total) $ $ $ $
Explanation of expenditures (if needed)
Revenue impacts 2004 Actual 2004 Actual
Total revenue to city generated by this program $ $
Revenue to the general fund $ $
Revenue to other city funds $ $
Explanation of revenue (source, key conditions, or constraints)
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Recent 1Q Reports

IQ Reports are available for $16.95 each.
The discount for 5-49 copies is 20%; 50-99 copies, 25%; and 100+ copies, 30%.

To order, call 1-800/745-8780 or visit the ICMA Bookstore Web site, bookstore.icma.org.

Budget & Finance Item No. Management (cont.)
Automated Budgeting Decision Support Managing Special Events, 03/03 42861
Systems, 09/02 42789 Strategic Planning: A New Perspective for Public

Financing Land Conservation, 05/01 42664 Managers, 08/02 42788
GASB 34: What It Means for You, 12/00 42626 Fleet Management, 07/02 42787
Performance-Based Contracting, 06/01 42665
Community Relations & Services The Retreat as Management Tool, 01/01 42636

I Continuous Learning: A Leadership Challenge

Buil : K , 10/04 4304 !
Consensus Building: Keys to Success, 10/0 3043 11/00 42609

Smart Democracy: How to Engage Citizens, 09/04 43041

The M Coach: | ing th . .
o Vianager as Laach: Meizasil e Planning & Economic Development

Effectiveness of Elected Officials, 10/03 42868
Communications in Local Government: Marketing for Economic Development, 02/03 42860
A Business Planning Model, 04/03 42862 Technology-Based Economic Development, 05/02 42785
Crisis Communication for Local Government Vacant Properties: Revitalization Strategies, 03/02 42783
Managers, 12/02 42792 Regional Community Building: The Kalamazoo,
Managing Community Meetings, 04/02 42784 Michigan, Experience, 09/01 42668
Neighborhood Associations, 11/01 42670
Citizen Academies, 08/01 42667 Public Safety
Human Resources 9-1-1 Cente.r.Operations: Challenges and
Opportunities, 06/04 43035
Recruiting Key Management Personnel, 03/01 42662 Wireless E 9-1-1, 03/04 43035
Police and Fire Physical Fitness, 01/04 43033
Information Technology & Telecommunications Disaster Preparedness, 11/03 42869
Broadband Access: Local Government Roles, Community Policing in Action, 07/03 42865
02/04 43034 Reducing False Alarms: A Systemic Approach,
The Paperless Council, 10/02 42790 06/02 ) ) 42786
Transforming Information Services: New Roles, Contracting Law Enforcement Services, 02/02 42782
New Strategies, 02/01 42653 The Shining Badge: Successful Police-Community
Partnerships, 01/02 42781
Management Managing the Threat of Terrorism, 12/01 42671
Privatization: Strategies for Success, 07/04 43039 Public Works & Environmental Services
Collaboration across Boundaries: The Basics
for Change, 05/04 43037 Green Building, 12/03 42870
Successful Project Management in Local Brownfields: Creative Solutions, 01/03 42859
Government, 4/04 43036 Trees: The Green Infrastructure, 11/02 42669
Bulletproof RFPs, 09/03 42867 Stormwater Management, 10/01 42669
Fiscal Distress: Prescriptions for Good Management Upgrading City Hall: Building and Renovating
in Bad Times, 08/03 42866 City and County Centers, 07/01 42666
Employee Suggestion Programs, 06/03 42864 Sustainable Energy: Power Solutions for Local
Accountability in Local Government-Nonprofit Governments, 04/01 42663

Relationships, 05/03 42863
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