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MODERNIZING FINANCIAL MANAGEMENT FOR
HUNGARIAN LOCAL GOVERNMENTS
PILOT YEAR, OCTOBER 30 - 31, 1996

This report 1s a brief description of the October seminar on modernizing financial
management for Hungarian local governments The program aims at providing financial
officers of Hunganan local governments with skills and information to help them improve
budgeting and financial management within their cities  The October seminar was the third
of six seminars which will be held throughout the Hungarian local budget cycle from June
1996 - March 1997

The two day seminar was held on October 30 - 31, 1996 at Hotel Rubin in
Budapest The course matenal handed out to participants, the agenda, and a list of
participants are included in Annex A Eleven local governments attended the October
seminar Table 1 shows the list of local governments who have attended the three
seminars held this far The participating local governments represent a wide range of size
and location, ranging from large cities such as Gyor and Pecs and two districts from
Budapest to the smaller towns of Puspokladany and Oroshaza

| October 30, 1996

The program started with an introduction and follow up of the last meeting by Mr
Jozsef Hegedus from the Metropolitan Research Institute (MRl) Mr Hegedus briefly
mentioned the topics covered by the previous seminars and stated the skill areas which
would be presented at the present workshop He outlined the sequence of presentations
and stated that topics covered in the first day of the seminar had been prepared such that
they were specifically applicable to the housing and communal services program areas
This was deliberately done so that all examples would be practical and non-abstract

Following the introduction, Mr Philip Rosenberg (consultant to the Urban Institute)
did a follow up from the last meeting He requested the participants to think about the
following questions, and asked each local government representative to talk briefly the
following day about where they were in the budget process, what they were doing
differently in the budget due to their participation in the seminar, and, what were their
successes and fallures He reminded the participants that the program enabled field trips
and visits and that a trip was being made to the city of Debrecen to meet with the city
council to explain the importance and applicability of this program to the city, and to
reinforce their commitment to the process of bringing about change in their budgetary
practice If any other city needed a similar or technical visit, they should inform MRl Mr
Rosenberg also reminded the participants about their role in the budgetary process—
either as advisors, facilitators or implementors—, and their customers being the mayor,
office of the major, department heads, institutions and of course citizens of the community
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Ms Andrea Tonko and Ms Judit Kalman of MRI followed Mr Rosenberg’s
presentation by providing a comprehensive background on the structure of housing and
communal service programs at the municipal level respectively They outlined the
functions of local governments, tools available to the local government in implementing the
programs, possible alternative sub-programs and the revenue sources and possible
expenditures In these two program areas

Ms Katalin Pallai (Hungarian local trainer) did a review of the homework submitted
by local governments since the last seminar in September Municipalities had been asked
to develop a municipal policy for their city, goals and objectives, and priority programs and
sub-programs The homework revealed that participants were confused about the link and
distinction between the goal of a municipal policy and goals and objectives of programs
and sub-programs Ms Pallai structured her presentation to clarify this point, and used
the homework of three local governments—Kispest, Jaszladany and Gyor to illustrate the
distinction

A Training Session |

After Ms Pallar’s presentation, Mr Blue Wooldridge (consultant to the Urban
Institute) revisited the topic of budget reform, steps in developing a program budget and
search for possible solutions to achieve program objectives which had been discussed in
the September workshop He also briefly discussed the difference between strategic goals
and strategic program objectives to complement Ms Pallar's presentation After Mr
Wooldridge’s presentation, the participants did an exercise on writing strategic objectives
and possible solutions Two groups were formed, one using housing as the focus of the
exercise, while the other used communal services Results of the exercise are as follows

Housing Group

Program Housing Construction and mobility

Strateqic Goal A new housing goal which includes plot preparation, increasing the number
of floors to existing housing, and financial assistance to the housing sector

Strategic Objective A 30 percent yearly increase by the year 2000 in new construction
For every 100 units of new and existing housing units, 300 individuals would be housed
(become mobile)

How much central grant is available for the housing sector and for what purpose
Volume of municipal finances available (housing fund)

Paying/burden bearing abulity of the residents

Construction cost

Preference of the tax system

Proposed solution New construction
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Waste Management Group

Program Solid Waste
General Goal Create a clean environment
Strategy Professional and safe method of collection and treatment of waste in the
community
Alternatives
n Selective or bulk collection
n Technological change
Collection and treatment by one or several organizations
Local or regional level
Landfill or incinerator
Cutenia
Forecast of volume
Modernization of investment
Effictency
Long term solution
Possibility to intervene/impact
Comply with professional standards

B Training Session Il

The second training session was In the area of performance measurement (PM)
Mr Blue Wooldridge started with a theoretical background on performance measurement
and Ms Ritu Nayyar-Stone (the Urban Institute (Ul)) presented the application of
performance measurement to the programs of housing and communal services Mr
Wooldrdge defined PM and explained the uses of PM data He also stated the different
PM indicators frequently used and the criteria for selecting a final set of measures He
ended his presentation by outlining the steps in establishing a PM system

Ms Nayyar-Stone focused her presentation on the housing and communal services
program Performance measurement indicators were developed for the following sub-
programs housing allowance, land servicing, solid waste collection, solid waste disposal
and street cleaning Due to lack of time, slides were presented only for the housing
allowance and solid waste disposal sub-programs Ms Nayyar-Stone started by defining
a strategic goal for the broad program area and a more specific strategic program
objective She then presented a cause and effect logic diagram which would help quantify
a program’s intermediate and end outcomes and also lead to an identification of input,
output, outcome and efficiency performance measures Finally, detailed performance
measures were developed in the 4 categories above and she concluded with the sources
of data available to a finance officer in developing PM techniques
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Following the two presentations, participants were again divided into two groups
dealing with housing and communal services respectively and PM indicators were
developed for two sub-programs associated with the above programs

Housing Group

Goal To ensure convenient, modern and affordable housing
Sub-Program Housing construction (subsidize private construction per year)

Strategic Objective

w To build 300 housing units by year 2000, of which 200 will be private and 100 social
housing Of the 100 social housing units, 20 will be for an elderly population, 25
for students, 30 for social and 25 rehabilitated units

= Cost of municipal investment in housing

n Volume of subsidies for private construction
n Central assistance

n Administrative cost

Quiput performance measures

n Number of new units built

n Increase in mobility

Quicome measures

n Decrease in the number of households needing assistance
n Decrease in the number of households waiting for a flat
Efficiency Measures

n Cost per square meter

n Cost per transaction

n Central subsidy for 1 HUF of municipal cost
Qther explanatory information

n Demographic changes

n Location

n Price of existing housing

Sources of data

- Housing department

= Housing stock

= Central statistical office

» Real estate agency

Waste Management Group

Goal To contribute to a healthy drinking water and environment of the city

Qbjective

n Increase the households joined to the sewage by 10 percent by 1998
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= By 1999 build a treatment plant for iquid sewage which will have a 1000 cubit meter

capacity per day
| Decrease in illness caused by contaminated water by 1999
Input Performance Measures
n Cost of sewage construction and liquid plant construction
u Vehicles
u Personnel
n Capacity
Qutput Performance Measures

Number of customers (households) served
Total volume of treated sewage

Length of new pipelines

Volume of lquid sewage

n Cost per number of households served per 1 meter of sewage pipe
n Cost per 1 meter of pipe

» Cost of collection per 1 meter of waste

. Volume of sewage waste per capita

u Capacity of the treatment plant

Following the training sessions, Mr Philip Rosenberg (consultant to Ul) and Mr
Peter Laszlo (city government of Szolnok) made a presentation on Implementing Program
Budgeting in Your Municipality Since Szolnok 1s the first city in Hungary to implement and
incorporate program budgeting in their 1996 budget, other cities are very keen to hear
about Szolnoks’ experience In this endeavor

Mr Laszlo talked about the procedure adopted by Szolnok in incorporating program
budgeting The key motivating factor was that budgeting was in a state of crisis, due to
himitations in revenue collections and expenditure possibilities One solution was to bring
about change in the attitude and process of budgeting The technique employed was to
focus on strategic planning and organization of programs which would help in the decision
making process, rather than on expenditure and revenues A schedule was made for the
next three years to (1) involve city hall in program budgeting, (2) expand program
budgeting to the institutions, and (3) coordinate all the activity together Eight programs
were defined for city hall in 1996, and they had to compete for funds It was important to
obtain commitment for this process from all the players which required several meetings
and brainstorming sessions The result was that new information was included in the
budget—to make it more accessible and readable by the layman and citizens New
computers and software was also bought to facilitate change in the budget manual

Il October 31, 1996
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The seminar started at 9 00 am on the second day, with Mr Rosenberg reviewing
the forecasting homework submitted by the local governments Mr Rosenberg commented
that in general he was pleased with the forecasting ability of the local governments since
their revenue and expenditure estimates were quite close to actual or realized values
However, some local governments seemed to follow an ad hoc policy of infrastructure
Investment, by diverting revenue estimates/allocations for infrastructure investments into
other categories depending on need

Mr Rosenberg then reminded participants about the questions he had posed to
them the previous day regarding their current status in the budgetary cycle, and the
impact/value of these seminars in changing their budgetary practices Following i1s a brief
summary of the feedback provided by each participating local government representative

Baja

1996 has been a difficult year for this city They had no new loans, which had
affected their budget The city therefore tried to sell its fixed assets to serve as a cushion
or buffer to cover the absence of loans The city plans to decrease expenditures from
1997, and also plans a rolling budget for the years 1997 - 2001

Budapest District XIX

District XIX has already prepared its budget policy, which will be discussed on
November 17 The budget policy is based on the past two years and focuses on the areas
of financing, education, welfare and culture The city has taken on a service focus in their
budgeting, by attempting to determine financing percentages for different service areas
Since 1992, District XIX has maintained separate capital and operating expenditure
budgets They experienced some financial difficulty in 1994

Debrecen

The city 1s currently preparing its budget policy for 1997 The new element in the
1997 budget 1s that the city 1s analyzing the budget trends of previous years in the
following areas 1) housing stock, 2) debt balance, 3) city property (sale of city assets, and
what the funds have been used on), 4) establishment of normatives in the health and
education sectors, 5) revenue estimates of 1996 (financially the city i1s in a cntical
situation—grants cover only the salary of employees, therefore other expenditures need
to be covered from other credits), and, 6) credit— the city cannot get new loans due to
their financial condition, therefore a deeper analysis of the budget i1s necessary to
examine If bridging loans are possible
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Gyor

The city had problems with liquidity and a budget deficit in 1994 They have already
taken steps to reverse the situation and initiated the small treasury system as in
Bekescsaba However, the system in Gyor Is based on a new electronic network and
referred to as ad hoc financing This was initiated in June 1994 Since then the city has
not taken on any new loans

The 1996 budget 1s now considered as being ad hoc by the city An analysis of the
last three years data has confirmed this to be a fact Even though the city I1s no longer
experiencing any hquidity problems, some services have not been presented well in the
budget The city has therefore realized that it needs to impose greater accountability for
service provision and also stricter deadlines

Gyor has undertaken a comparison of actual versus estimated revenues since
1992-1993 The conclusion is that the city I1s better at estimating its own revenues versus
central transfers The revenue possibilities for 1997 have now been outlined based on this
past study Revenue estimates of HUF 2 bilhon have been forecasted However,
expenditure responsibilities of the city are so many that they cannot all be realized

Lessons learnt The city tried zero based budgeting, but did not succeed In
achieving this for the operational budget A housing plan which was created until the year
2000 has also not been followed

Hayduszoboszlo

This was the first seminar being attended by the city Hajduszoboszlo has a 50
percent budget surplus which it will incorporate into their 1997 budget They have recently
restructured the different organizations in the city and are currently working on establishing
the small treasury system

Oroshdza

Oroshaza 1s currently in the process of preparing their budget policy Their main
goal is to stop indebtedness The city 1s also accessing its property with a focus on
housing rehabilitation and renovations

Pécs

The city has already prepared its budget policy which will be passed by the
committee on November 7 The changes initiated in their budget are (1) introduction of
program budgeting in the area of welfare, (2) development of financial indicators (the city
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has intiated data requests from the different institutions, and, (3) forecasting revenues and
expenditures for 1997

Puspokladdny
The city plans to use program budgeting in its education sector
Szentes

Szentes Is going to initiate program budgeting in the communal services program
from 1997 The sub-programs will be park maintenance and street cleanliness The city’s
objective Is to start fiscal year 1997 without a budget deficit In June 1996 they introduced
a small treasury system and have chosen their own bank They are currently collecting
data for the purpose of evaluation under their new system of program budgeting

A Training Session |

Following the brief presentations by representative local government official, Mr
Robert Kovacs (MRI) and Mr Andras Vigvar (Hunganan local trainer) made a presentation
on forecasting techniques for designing municipal incomes and expenditures They
started with a saying “Forecasting 1s similar to driving a car with blindfolded eyes and
having someone give us directions who is looking out of the back window ” This saying
summarizes two iImportant elements of forecasting (1) its risk and uncertainty, and (2) the
fact that forecasting i1s built upon the past

The following elements of forecasting were explained by Mr Kovacs and Mr
Vigvari forecasting functions, types of forecasting (by period of time and by functions),
forecasting methods (expert estimation, deterministic estimation, and econometric models),
information base for forecasting (external and internal), methodological problems of
information handling, and finally, a detailed explanation of the Credit Locale de France
(CLF) model of forecasting which has been used by several Hungarian cities This system
has a practical base of grouping different elements of the budget together and developing
forecasts of revenues and expenditures

Following the presentation, local governments were divided into two groups for the
practical exercise of practicing the CLF model and doing inflationary adjustments Based
on the data provided, the groups had to make calculations for the CLF model, make
inflationary adjustments for total revenues, and prepare a forecast of the aggregate figures
of the CLF table under different assumptions After completing the exercise the two
groups made their presentations
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B Guest Speaker

The guest speaker at the seminar was Dr Sandor Varga from the Ministry of
Finance He gave a speech about intergovernmental transfers and budgetary changes at
the central government level which would impact the functioning of local governments
Following are a few highlights of his speech Dr Varga stated that there would be a 4
percent reduction in staff in the following year, which implies a loss in 20,000 jobs
However, with a reduction In jobs, the wage rate of the remaining staff would increase
There would be a decrease in the real value of central government investment in 1997,
even though the nominal value would remain unchanged Next year would also see an
increase In targeted and addressed subsidies to local governments, but share of personal
income tax (PIT) allocated to local governments would continue to be 36 percent
However, the criteria of PIT allocation would change Currently local governments get 25
percent as a outright share and 11 percent on a normative basis This will change to 22
percent being shared with all local governments and 16 percent being allocated on the
basis of normatives

Dr Varga also stressed that the three year rolling plan would be mandatory for the
1997 budget, forcing local governments to plan for and consider several years
commitments Mandatory staff planning would also be a new element enforced by the
central government Another objective of the central government was to decrease inflation
to 13 percent by 1998, and 10 percent by 1999

Dr Varga finally concluded that the new Treasury system would not be in place by
1998, but later,’ and stated that local governments own revenues would have to account
for a greater percent of their total revenues, since the number of normative subsidies could
be decreased

C Training Session li

The second half of the day dealt with revenue alternatives in a joint presention by
Mr Philip Rosenberg and Mr Mihaly Lados (Hungarian local trainer) They started by
aiving a few examples of revenue alternatives faced by local governments user fees,
impact fees (such as betterment fees/contributions) and other local taxes The participants
suggested the following additional examples of revenue alternatives
u own revenues
n interest from investment funds
L user fees

See Modemizing Financial Management for Hunganan Local Governments, Pilot Year Seminar September
12-13 1996 by Ritu Nayyar-Stone for a description of the new treasury system
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u rents

u asset yields

= local duties

n grants (funds for operational services)

After contrasting the characteristics of taxes and user fees, Mr Rosenberg and Mr
Lados suggested factors which should be taken into consideration while designing a fee
structure Pricing policies and different types of rates were also discussed

Following the presentation, participants did an exercise on establishing user fees
for a hypothetical city After hearing the participants analysis, Mr Rosenberg discussed
the correct answers

D Background Reading

The binder handed out to participants included background or additional reading
on various topics covered during the two day seminar These were provided so that
participants would have access to more detailed and specific issues related to the topics
covered

E Local Government Homework

Since the philosophy of the municipal budgeting program is to have an interactive
and hands-on dialogue with local governments, they are required to complete and return
some exercises prior to the next seminar Homework 1s based largely on material just
presented and learned during the seminar, and partly on material which will be covered
In the next seminar The objective Is for trainers to have an idea about their understanding
and approach to future topics The homework assignment in this seminar had the
following elements 1) defining programs and sub-programs, 2) developing performance
measures for each sub-program, 3) identifying revenue alternatives, 4) forecasting the
budget for the next three years, and, 4) providing information on current capital programing
and budgeting practices/needs which will be incorporated into the December 1996
seminar

F Conclusions

A post mortem of the two days was held at Hotel Rubin immediately following the
conclusion of the seminar It was attended by the following MRI staff, local Hungarian
trainers and Urban Institute staff From MRI—Mr Jozsef Hegedus, Ms Judit Kalman, Ms
Andrea Tonko, and Mr Robert Kovacs The Hungaran trainers included Ms Katalin
Pallai, Mr Mihaly Lados and Mr Andras Vigvari The Ul staff included Ms Katharine Mark
and Ms Ritu Nayyar-Stone, and the Ul consultants Mr Philip Rosenberg and Mr Blue
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Wooldridge The draft agenda for the next seminar on December 5—6, 1996 was drafted,
and the trainers and experts gave their feedback on the seminar just concluded The
following conclusions were reached on the basis of the discussion

] There was a need for greater feedback and participation from the local government
officials so that the seminar could be adapted to their needs Mr Rosenberg’s
insistence that municipal officials give feedback about their current budgetary status
at the start of the second day of the seminar, had already provided valuable insight
on the budgetary problems and innovations of the different cities It was necessary
to encourage and insist on greater interaction by the different cities

” There were too many new topics being covered in each seminar, and participants
seemed to be overloaded with information
» Seminars were too long and intensive

Based on the above conclusions, it was decided that the December seminar would
focus on only one substantial new area, that I1s, capital programing and budgeting, and be
only a day and a half long Each city participating in the seminar would have to make a
presentation in the December seminar—either giving feedback on an homework
assignment, or make a program budget presentation on the sector which would be
incorporated as a program in their city’s 1997 budget
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Table 1

List of Cities Participating in the Inthal and September Seminar

No Cties Population June 27, 1996 September 12- October 30 -
13, 1996 31, 1996

Baja 39,800 v v v
Budapest District Vil 40,042 e e
Budapest District XIX 78 400 v/ v/ v/
Debrecen 24 900 v v v/
Derecske 9500 v

Dunavarsany 5,201 e

Eger 61,400 v

Gyor 131,100 ve v
Hajduszoboszlé 23,387 ve
Jaszladany 6,100 v v

Kistelek 7 900 v

Nagykanizsa 53 353 v
Oroshaza 34 600 v v v
Pecs 167,400 v v v
Pispdkladany 17,000 v v v/
Szentes 33,000 v/ v/ v
Szombathely 85 200 v/ v

Szolnok 81,500 v v v
Zalaegerszeg 62,485 v
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Housing related municipal services:

e to provide social welfare support to those in need

e to control the development and operation of the housing market
and the marhet for rental flats and lands for construction

e to develop master plans that are in line with the expected
housing demands of the community

Municipal tools available
o they have the authority to define the use of individual pieces of
land (master plan)
e they have ownership over land and housing units

e they receive normative subsidies for housing services, they have
the income from sales of apartments started as of January 1
1994

e they have the right to determine the rents for rental flats in
municipal ownership



HOUSING PROBLEMS

1 Crtical housing situations

e the problem of acquiring a first flat
e buildings with one flat units

e pension homes

o forced tenancy

e private tenants and subtenants

2 The decreasing housing construction as a problem which s,
related to the decreasing demand or the shortage of building sites
or the lack of credit etc

3 The social housing problem (the affordability of housing costs
and the related problems of social situations and slumming)

4 Housing quality (worn down units, renovation)

5 Mobility

y %4



critical housing situations

decreasing housing

constructions \

HOUSING PROGRAM

social housing problem /

housing quality

Subprograms Alternatives
housing I forsale
construction

2 public housing
rchabilitation 3 non-profit
4 mined
ownership
living arca < I forsale
extension program 2 subsidized land

plot prices

giving butlding
sites for developers
subsidies tor
buying a first flat

reform of the rental
sector



Incomes and expenditures in housing sector-

INCOMES EXPENDITURES
Normative subsidies for Maintenance rehabilitation
housing

related services (housing
management, interest
subsidies, remote heating
subsidies rents subsidies)

Incomes from housing
privatisation

Subsidies

e housing

e remote heating

e rents

o first home buyvers
e nterest subsidy

Housing incomes
(rents + expected rents 1n
arrears)

Other expenditures

¢ housing mobility

e construction loans and
Interests

e subsidies to municipal
employees

e payments in arrears

Incomes from sales of land and
use of land




Tasks and Responsibilities
/Legal Background/

e catlicr professional regulations made a clear distinction between ,,public cleanliness” and scomnunal
cleanliness”
e the 1cgulation of activities and sctting of professional standards 15 divided cven between Minstries
communal management Mol <> waste management Mol:RD

e 1990. LXYV. Local Government Act:

LAt s the 1esponsibdity of the local government  to protect the natural and artificial environment
to ensure communal cleanliness” — 1t 1s not requir ed as a mandatory local government function

1991. XX. Act (on the spheres of responsibilities)

LG task identifying the place for lhiquid communal waste disposal, providing for the cleanliness of
public areas and hauling — the tasks of handling, collecting and treating sohd communal waste aic
not legally regulated

1995. XLIL Act on the obhgatory utihzation of cer taan local public utility services
The owner of a property 1s obliged to make use of these services
LG 1s setting fees

1995.L1L (Enviionmental Protection) Act
»he local government (or more than one local governments together) develop an independent
community environmental protection program  canm create a municipal envnonmental fund

16/1996. (VI 15.), joint decree by the Interior Mimistry and the Mimstiy of Environmental
Protection and Regional Development

the task collecting, transportuing and safely disposing-the waste
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Alternative ways of service provision

[ hree mam actors
e consumer
e producer
e arranger

In most services the municipality is the arranger, and the provision can be made 1n many ways

The tact that .G 1s not a direct service provider does not mean 1t gives up the responsibility of ensurement
and control



The tasks of LG 1n different cases
L.G service provision
provides services with own institution or companies
Contract - out
e managing citizen demand,
act as professional “buyer”

control quahty of service,
efficiently manage finances

Concession

Gives monopoly position 1n a specific service proviston for one company, but with the condition of
keeping price control in LG hand

Privatization

creates service standards
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From the centi al budge:tl

REVENULS

Local
own

government Ijervu'e provider

Operation

communal service normative
(17637 M I't) 1637 3 Ft/person

waste collection user fee

pensonal meome 1ax share (11%

reallocated =21710 7 M I't)
1741 I't/person

focal communal tax

cenrally — allocated — grant 1o fee for emptying the
support treatment of hqud sewage  contatners
communal waste (224 MFt) directly paid by the
households
30% of the cnvieonmental| 100% of the legally
protction fines levied by the|approved
regional environmental | environmental
authorities protection tines levied
by the local
Jovernment
revenues from the

rent or sale of assets

repair - of  vehicles
maintenance work for
others

P Actual figures we fiom the 1996 budget




Invest- FARGLETL D SUBSIDY devilopment contribution from the houscholds
ment construction of solld communal | + the service sector (if this component 1s not
waste dump- 30% bwilt in the fee)

(1998-40%)
construction of communal lquid

waste treatment plant- 40%
(1998-50%)

SCPARATL FUNDS

Envionmental

tor vestments directly promoting the protection of the
cnvironment (subsidy or subsidized loan or interest subsidy
for existing loans for 30-60% ot the planned costs of the

mveslmcnt)2

kconomic development

mainly production mvestments assisting the use of up-to-date
technology

for mfrastructure development contribution

Regional development
for communal waste management investments (the subsidy
cannot be more than 70% of the costs of tlic investment)

2 But local governments companies performing public service with a majerity share of local government or state ownership budgetiry
nstitutions and avil orgumsitions uc also chigible



Possible programs—subpiogi ams n a program budget

COMMUN L SLRVICE — PROGR 1M

PUBLIC CLE ANLINESS
SUBPROGR AM

I Parks

2 Public cleanliness > A)Sohd waste management
3. Streets, bridges

4 Public hghting
5 Mamtenance of cemeteries ¢ carage
6 Dramage and flood protection

7 Agricultural and hivestoch health service tasks
8 Supervision of public areas

9 Civil defence B) Public space management
10 City decoration

e collection

® disposal

e recycling

e clearance
® snow removal
¢ dust removal
e hauling
C) Liquid waste management
e collection
- (4 umluge

o disposal



BUDGET REFORM

ATTRIBUTES OF NEW BUDGET

IDENTIFICATION OF GOALS & OBJECTIVES

LINKED TO COMMUNITY NEEDS, TRENDS, & GOVERNMENT
PRIORITIES

SHIFTS EVMIPHASIS FROM WHAT GOVERNMENT BUYS TO WHAT
GOVERNMENT DOES AND WHAT IT ACCOMPLISHES

ESTABLISHMENT OF COMPREHENSIVE PERFORMANCE MEASURES

CONSIDERATION OF ALTERNATIVES, THEIR RESPECTIVE COSTS,
AND THE EFFECTIVENESS OF EACH ALTERNATIVE

ESTABLISHMENT OF DIFFERENT LEVELS OF SERVICE FOR
DIFFERENT FUNDING LEVELS

PROJECTION & SCHEDULE OF WORK TO BE DONE

COMPARISON OF BUDGET REQUESTS WITH PRIOR ACTUAL
EXPENDITURES AND ACCOMPLISHMENTS

EXPENDITURES CATEGORIZED ACCORDING TO OBJECTS OF
EXPENDITURE



STEPS IN DEVELOPING A PROGRAM BUDGET
GATHER AND ANALYZE COMMUNITY DATA

IMPLICATION ANALYSIS

ANALYZE COMMUNITY STRENGTHS, WEAKNESSES, THREATS
AND OPPORTUNITIES

DEVELOP A STATEMENT OF MUNICIPAL POLICY
IDENTIFY STRATEGIC GOALS

ESTABLISH GOVERNMENTAL PROGRAMS
DEVELOP PROGRAM GOALS

ESTABLISH SUB-PROGRAMS

DEVELOP STRATEGIC OBJECTIVES

GENERATE POSSIBLE SOLUTIONS

DEVELOP EVALUATION CRITERIA
DEVELOPMENT PERFORMANCE MEASURES

RECOMMEND PREFERRED SOLUTION



SEARCH FOR POSSIBLE SOLUTIONS

CENTRAL TO EVERY USEFUL PROGRAM ANALYSIS IS THE
DEVELOPMENT OF AN APPROPRIATE SET OF ALTERNATIVES THAT
MIGHT ACHIEVE THE PROGRAM OBJECTIVES THE FOLLOWING
SOURCES OFTEN HELP IDENTIFY PROGRAM ALTERNATIVES

[F THE ANALYSIS HAS BEEN INITIATED BY SPECIFIC PROPOSALS
BY GOVERNMENT OFFICIALS, THESE OFFICIALS MAY ALSO
IDENTIFY ALTERNATIVES THEY WISH CONSIDERED

PROGRAM PERSONNEL OFTEN HAVE SPECIFIC IDEAS ON
ALTERNATIVES AS WELL AS A THOROUGH KNOWLEDGE OF
WHAT AGENCIES IN OTHER GOVERNMENTS ARE TRYING

INDIVIDUALS AND GROUPS OUTSIDE THE GOVERNMENT,
INCLUDING CITIZENS, COMMUNITY ORGANIZATIONS, PUBLIC
INTEREST ASSOCIATIONS, AND THE NEWS MEDIA WILL OFTEN |
MAKE PROPOSALS

APPROACHES OF OTHER GOVERNMENTS TO THE SAME
PROBLEM SHOULD BE EXPLORED IDEAS BEING USED BY
OTHERS CAN OFTEN BE IDENTIFIED THROUGH PROFESSIONAL
MEETINGS, JOURNALS, GOVERNMENT PROFESSIONAL INTEREST
GROUPS, AND WORD OF MOUTH

DIFFERENT SIXES OF THE SAME ALTERNATIVES, SUCH AS
EXPANSIONS OR CONTRACTIONS OF AN EXISTING PROGRAM,
OFTEN NEED TO BE CONSIDERED

COMBINATIONS OF INDIVIDUAL ALTERNATIVE MAY BE DEFINED
AS NEW ALTERNATIVES



| DURING THE ANALYSIS, NEW VARIATIONS OR NEW IDEAS MAY
BE SUGGESTED TO ALLEVIATE THE APPARENT WEAKNESSES OF
BASIC ALTERNATIVES THAT ARE FOUND

| IT MIGHT BE USEFUL TO HOLD ‘BRAINSTORMING™ SESSIONS
WHERE ANALYSIS AND AGENCY PERSONNEL AND PERHAPS
OTHERS TRY TO GENERATE IDEAS

®  PILOT TESTS OF A NEW APPROACH, RATHER THAN FULL-SCALE
IMPLEMENTATION MAY BE APPROPRIATE IN SOME SITUATIONS

HARD, KNOWLEDGEABLE, AND CAREFUL THINKING ABOUT A

PROBLEM IS OTHER A NEGLECTED SOURCE OF WORTHWHILE
ALTERNATIVES

N



GOALS AND OBJECTIVES

GOALS THE BROADEST AIMS OF GOVERNMENT, RELATIVELY
TIMELESS, NORMALLY NOT QUANTAFIABLE, USUALLY
ASSOCIATED WITH THE TOP LEVEL OF A PROGRAM BUDGET
STRUCTURE

A GOAL STATEMENT MIGHT BE

“MAINTAIN AN ENVIRONMENT IN WHICH EACH CITIZEN OF
THE COMMUNITY IS SAFE FROM CRIME”

OR

“PROVIDE OPPORTUNITIES FOR EACH CITIZEN OF THE
COMMUNITY TO ENGAGE IN SATISFACTORY LEISURE
ACTIVITIES”

AS YOU CAN SEE GOAL STATEMENTS ARE BROAD “DESIRED
STATES OF NATURE” AN OBJECTIVE IS ANOTHER MATTER
HOWEVER

OBJECTIVE: THE SPECIFIC AIMS OF PROGRAMS, SIMILAR TO
GOALS BUT NOT TIMELESS OR BROAD, CAPABLE OF
QUANTIFICATION, USUALLY WITH LOWER LEVELS OF A
PROGRAM STRUCTURE



STRATEGIC AND ADMINISTRATIVE

GOALS AND OBJECTIVES
STRATEGIC ADMINISTRATIVE
GOALS GOALS

Defimtion The broadest aims of
government. Relatively timeless

Example All sentor residents in our
commumty will have access to
affordable, comfortable, convement, safe,
and satisfactory shelter

OBJECTIVE
Defimtion A  precsely-defined
statement of intended
accomplishments Specifies the
what, how much and the when

Described the desired outcomes,
changes in chients

Example By the end of FY 1997, the
% of senior residents havmg access to
affordable, comfortable, converient, safe
and satisfactory shelter will increase
from the current level of 80% to at least
90%

[ |

Defirution Orgaruzational mussion
statement Relatively timeless

Example The department of Housing
will build and maintain housing umts
for sentor residents

OBJECTIVE

Defimtion A
statement of
accomplishments Specifies the
what, how much and when
Descnbe program outputs and
efficiency measures

intended

Example By the end of FY 1997, the
Department of Housing wnll construct
at least 250 uruts of housing for seniors
at a cost not to exceed 60,000 fonnts per
square meter

precisely-defined '



HOW TO MEASURE PERFORMANCE
IN THE PUBLIC SECTOR

. PERFORMANCE MEASUREMENT
. PRODUCTIVITY MEASUREMENT

. SERVICE EFFORT AND ACCOMPLISHMENT

DEFINITIONS

ANY METHOD OF OBJECTIVELY DETERMINING HOW WELL SERVICES
ARE BEING PERFORMED

ANY SYSTEMATIC ATTEMPT TO LEARN HOW RESPONSIVE A LOCAL
GOVERNMENT’S SERVICES ARE TO THE NEEDS OF THE COMMUNITY,
AND TO THE COMMUNITY’S ABILITY TO PAY

INDICATORS THAT ARE USED IN ASSESSING AN ASPECT OF PROGRAM
PERFORMANCE OR NEGLECT



USES FOR PERFORMANCE MEASUREMENT DATA

IMPROVING DECISION MAKING

BUDGETING AID

ALLOCATION OF RESOURCES

IMPROVING PERFORMANCE
IDENTIFY AREAS NEEDING IMPROVEMENT
PROVIDE FEEDBACK ON IMPROVEMENT ACTIVITIES
HELP MOTIVATE MANAGERS AND EMPLOYEES
PERFORMANCE APPRAISAL

CONTRACTOR MONITORING

COMMUNICATING WITH THE PUBLIC



TYPE

Input Measures

Output Measures

Program Size

Workload

Product

Process
Efficiency

Impact

Effectiveness

Measures

Benefit Measures

DEFINITION

measure of resources
employed

the magnitude of program
coverage or effect

volume of work to be done

volume of goods or services
produced

*conversion of resources into
program outputs

the effect (intended and
unintended) that the program
has on 1ts environment

degree to which the intended
objectives of the service 1s
being met,

measures of the value to
society of attaiung an
objective expressed 1n
monetary terms

EXAMPLES

number of position required for a
program, cost, classroom space, supplies
used, equipment needed

number of classes
number of projects
number of people served

number of letters answered
number of applications processed
number of inspections made

number of graduates
number of successful rehabihitations

cost/training hour

staff hour/% decrease 1n class II
burglaries

% space actually used

% increase in employment among low
skilled employees
% reduction in traffic accidents

Increase in expected earnings as a
result of completing traiming
program

reduction in welfare costs

*Harry P Hatry, How Effective Are Your Community Services? (Washington, DC The Urban
Insutute, 1977), p 233

NO



SERVICE EFFORT AND ACCOMPLISHMENT MEASURES
I MEASURES OF EFFORT Efforts are the amount of financial and non-
financial resources that are put into a program or process

a Financial Information These are financial measures of
expenditures/expenses

b Non-financial Information
1) Number of personnel

2) Other measures These may include the amount of equipment or
other capital assets used i providing a service

II MEASURES OF ACCOMPLISHMENTS: Accomplishment measures repart
what was provided and achieved with the resources used

a Qutput Measures

1) Quantity of a service provided These indicators measures the
physical quantity of a service provided

2) Quantity of a service provided that meets a certain quality
requirement These indicators measure the physical quantity of a

service provided that meets a test of quahty

b Outcome Measures These indicators measure accomplishment or results
that occur because of services provided

III MEASURES THAT RELATE EFFORTS TO ACCOMPLISHMENTS

a Efficiency measures that relate effort to outputs of service These
indicators measure the resources used or costs per unit of output

b Cost-outcome measures that relate efforts to the outcomes or results of
services These measures report the cost per unit of outcome or resuit

1

)N



CRITERIA FOR SELECTING FINAL SET OF MEASURES

IMPORTANCE Does the measure provide useful and important information on
the program which justifies the difficulties in collecting, analyzing, or presenting the
data”

VALIDITY Does the measure address the aspect of concern? Can changes 1n the
value of the measure be clearly interpreted as desirable or undesirable, and can the
change be directly attnibuted to the program?

UNIQUENESS. Does the information provided by the measure duplicate or
overlap with information provided by another measure?

ACCURACY Are the likely data sources sufficiently reliable or are there biases,
exaggeration, omissions, or errors which are likely to make the measure inaccurate
or musleading®

TIMELINESS Can the data be collected and analyzed in time for the decision?

PRIVACY AND CONFIDENTIALITY. Are there concems for privacy or
confidentiality which would prevent analysts from obtaining the required
information”

COSTS OF DATA COLLECTION. Can the resource or cost requirement for
data collections be met?

COMPREHENSIVENESS Does the final set of measures cover the major
aspects of concern?

EASILY UNDERSTOOD Will the measure be reasonably understood by
Govemment officials?

POTENTIAL FOR ENCOURAGING PERVERSE BEHAVIOR Will the
measure result in behavior that 1s contrary to the overall objectives of the
organization”

J2.



STEPS IN ESTABLISHING
A PERFORMANCE MEASUREMENT SYSTEM

I DECIDE WHAT UNITS/PROGRAMS WILL USE THE SYSTEM

II DOCUMENT UNIT/PROGRAM MISSIONS, GOALS, AND OBJECTIVES

III DECIDE WHAT ACTIVITIES ARE TO BE MEASURED
Identify Key Results Areas

IV FROM A REVIEW OF THE LITERATURE IDENTIFY RELEVANT
EXAMPLES OF PERFORMANCE MEASURES

V ESTABLISH UNIT/PROGRAM PERFORMANCE MEASURES
VI EVALUATE PERFORMANCE MEASURES USING CRITERIA

VII ESTABLISH DATA COLLECTION SYSTEM
A Tramed Observer Ratings
B Citizen Chent Surveys
C Operational Information
1) Histonical Data
2) Other Junsdictions
3) Professional Standards
4) Engineering/Work Standards
D Tume Records

VIII CONDUCT IMPLEMENTATION FEASIBILITY/FORCE FIELD
ANALYSIS

IX MODIFY PERFORMANCE MEASUREMENT EFFORT IN LIGHT OF
ANALYSIS

X IMPLEMENT MODIFIED PERFORMANCE MEASUREMENT PROJECT

XI REPORT THE RESULTS
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fﬁe Application of

Performance Measurement

To

Inputs.
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Housing and Communal
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‘ Cs)utputs, Qutcomes
».  Efficiency ’



Performance Indicators
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® Program
Housing
® Sub Programs

Rehabilitation
Help for the homeless
Housing Code enforcement
Housing infrastructure
Housing allowance
Rental management

<< Land servicing
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Strategic Goal and Program Objective
Housing Allowance (Rent Subsidy)

SR AR N

e Strategic Goal e Strategic Program
“Low income citizens Objective
will have access to a “Increase the
minimum level of percentage of low
housing that is income individuals
affordable, safe, who can afford
convenient and rental housing at
satisfactory.” market rates from X
to Y percent by end
199X.”

g



Example of a “Cause-Effect” Logic

SRR ¥

Diagram : Housing Allowance Program

“Intermediate” Outcomes

Rent
adjustment
and housing
allowance

Families
receiving a
housing
allowance

A7

._____b.

Rent increases
based on change
In household
Income

5

“End” Outcomes

l

Low Income

families who can
afford cost-based

rents

KN

S

Rent increases
based on house-
hold iIncome,

qualty and
locational factors
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Performance Indicators
Housing Allowance Program

PR ER N SHE P S

@ Inputs (cost of the program)

Percent of rent subsidy
Number of personnel hours

e Outputs (units produced/quantity of service provided)
Number of eligible households participating

® Outcomes(result of service provision)

Number of households receiving assistance that have become
mobile

Percent of qualifying households missed/rejected?

Percent of rent subsidy not made on schedule

Percentage decrease In rent burden (percent of rent program)
Percentage increase In rents per year

L7



Housing Allowance Program
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e Efficiency”

Total rent revenue as a percent of total cost of the program
Administrative cost per household served
Cost per subsidy given

e Other Explanatory Information
Targeted income group of rent subsidy program
Service area population (in thousands)

Capacity (total funds available for the program)

* Assess cost of the assistance relative to its accomplishments Also enable comparisons over time
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Strategic Goal and Program Objective
Land Servicing

(VAN

® Strategic Goal e Strategic Program

‘Residents will be able ~ Objective
to purchase or build  “Increase the
new homes more percentage of
easlly.” residents who live in
new homes from X
to Y percent by the

end of FY 199X.”



PR3N «

Example of a “Cause-Effect” Logic

Diagram : Land Servicing Program

“Intermediate” Outcomes

Programs
Implemented

Inihating public-
private
partnerships for
land

| _development |

V2

__.___._>

Choosing
appropriate land
sites

“End” Outcomes l’

Percentage of
citizens living In
new homes

¥ X

-

Servicing and
developing the
land plots
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Performance Measurement Indicators
Land Servicing

e Inputs

Proportion of public/private money used In servicing and
developing land

Number of personnel

e Outputs
Number of land parcels serviced
Number of new home buyers
e Outcomes
Revenue from serviced land
Percentage of land not serviced on schedule
Percent of serviced land sold

e Efficiency

N\
o Revenue as a percentage of cost



Land Servicing

25 BN S R £

Cost per square meter of serviced land

e Other Explanatory Information
Location of sites
Contracting for infrastructure servicing
Number of new home buyer applicants
Number of private partnerships

11

w4 SRS
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Sources of Data
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® Financial Records

Accounting
Payroll
Tax

Land use

e Housing Allowance

Administrative agency

Housing agency
Household survey

e Land Servicing

Developer surveys

Utility companies
Citizen surveys
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e Program

Communal/gervices
® Sub Progr
Street

Public Space Management (sweeping, snow
removal

Solid waste management
Liquid waste manageme

Parks
A Cemeteries



Strategic Goal and Program Objective
Waste Management

dibe RNt A od Y Ay e decaline & @ -

e Strategic Goal

“Promote the
aesthetics of the city
and health and
safety of the citizens
by providing a clean
environment, free of
the hazards and
unpleasantness of
uncollected refuse.”

A o4 2 2 i, A

2

e Strategic Program
Objective

‘By the end of FY
1997, increase the
percentage of
garbage that is
collected from the
current rate of X% to

Y%."



Example of one possible “Cause-Effect”
Logic Diagram: Solid Waste Collection

Sub-Program
“Intermediate” Outcomes
A7
Programs 1 New Collection Increased
— > | area > |number of
Implemented 2 Larger variety of households
containers
3 Better technology served
in collection '
“End” Outcomes 'L

Percentage of /\ Increased

Increased compliance
garbage thatis |
collected




Performance Measurement Indicators |,
Solid-Waste Collection*

+Irom “Service Efforts and Accomphshments Reporting Its Time Has Come Ldited by Harry P Hatry,
James R, Fountain, Jr, Jonathan M Sullivan and Lorraine Kremer GASB 1990
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® Inputs (cost of service)

Expenditures (constant and current forint)

Number of personnel used by local government and/or company
Number of vehicles

® Outputs (units provided/ quantity of service provided)

Number of customers served (business, residential)
Tons of waste collected

® Outcomes (results of service provided)
Percentage of streets rated acceptably clean
Percentage of area covered by solid waste collection
Average customer satisfaction rating
Number of customer complaints



Solid-Waste Collection

[ f - ot b vsand

%

Percentage of scheduled collections missed
Percentage of scheduled collections not completed on schedule

Efficiency”

Cost per ton of solid waste collected

Cost per customer served

Tons of solid waste collected per household

Other explanatory information

Frequency of collections

Location of collections

Average number of customers per collection route-mile
Average crew size on vehicles

Types of vehicles

* Assess cost of the assistance relative to its accomplishments Also enable comparisons over time
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Performance Measurement Indicators
Solid-Waste Disposal *

From “Service Efforts and Accomplishments Reporting Its Time Has Come Edited by Harry P Hatry,
James R, Rountain, Jr, Jonathan M Sullivan and Lorraine Kremer GASB 1990
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LANDFILLS
® Inputs

Expenditures (current and constant forint)

Number of personnel
Number of vehicles

® Outputs
Actual tons processed during period
Average daily tons processed
Cubic meters of landfill used

® Outcomes

Percentage of quantity deposited in the-landfill that meets
environmental standards



Solid-Waste Disposal
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Tons of toxic matenal as percentage of total material deposited
in landfill

Number of inspections to check If standards are being met
Number of citizen complaints

Cost due to personal or property damage from landfill operation
Revenue received from landfill customers

Total operating revenue as a percentage of cost

e Efficiency
Cost per ton of solid waste processed

e Other explanatory information
Type of pollution controls
Percentage of recyclable waste recycled



Solid-Waste Disposal

2z 22 NN N S

Capacity (daily processing and number of years)
Type and amount of landfill cover

SELECTIVE COLLECTION CENTERS & RECYCLING
® Inputs

Same as stated earlier, plus expenditure for dangerous waste

e Outputs
Tons of selective garbage deposited at center
Tons of selective waste recycled
Percentage of recycling capacity utihized
Number of program participants

e Outcomes _
Percentage of selective waste recycled

46‘;; W}



Solid-Waste Disposal

W BRI WKL

Percentage of recyclable waste recycled
Percentage of eligible customers participating
e Efficiency

Cost per ton of selective waste deposited at the center
Cost per ton of solid waste recycled

o Other explanatory Information
Capacity and daily processing (in tons)
Nature of recycling program
Types of material recycled
Types of selective material deposited at center

Service area population (in thousands)
Separating techniques



Performance Measurement Indicators
Street Sweeping *

[rom “Service I {forts and Accomphshments Reporting Hs Tme Has Come  Lduted by Harry P 1latry,
James R, Rountain, Jr, Jonathan M Sulhivan and Lorraine kremcr GASB 1990
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® Inputs
Same as stated earlier

@ Outputs
Number of street-miles cleaned
Percentage of street-miles receiving regular street sweeping
Tons of refuse collected

® Outcomes
Percentage of street sweeping not completed on schedule
Average customer satisfaction rating
Percentage of streets rated acceptably clean
e Efficiency
R Cost per mile of street cleaned
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Street Sweeping
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Cost per ton of refuse collected

® Other explanatory information
Frequency of street cleaning per month
Miles of street requiring street cleaning
Terrain
Chmatic conditions
Venhicle traffic
Parking conditions
Building density

9
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Sources of Data

)
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® Financial accounts

® Trained observer ratings

® Household survey

® Business survey

® Fire department records

e City or county health records
® Sanitation department records

12




Results Report
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Strategic Objective 1994 1995 1996 1996
Within  Over/Under
Actual Actual Plan Actual Guideline Guideline

INPUTS
-Indicator
-Indicator

OUTPUTS
-Indicator
-Indicator

OUTCOME
-Indicator
-Indicator

EFFICIENCY
-Indicator
-Indicator



V)

-wr

Management Analysis of Results

. Plan vs. Actual

. Irend Over Time

. Results Issue

Incremental
Results

Benchmarks

. Dolng the Right

Things

. Monitor Strategic

Results

Quick Checl¢s

v/ Both positive and negative varlances should be investigated

v’ To set standards
v’ Are plans realistic?
v/ Is performance changing?

v’ Spending Is within budget but performance is declining

v What % change In resulits follows a % change In
resources?

¢/ Similar organlzations can be compared:
- to each other
- to median, average, mode
v/ Trends over time can be used to compare unlike
organizations

v/ Is operational success resuiting In program
effectiveness?

v Different rates of progress guide operational
planning and control
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Spending Steady, Performance
Declining

Proposed
T Spending

funding
issue

1 Inflation

___________ Adjusted
Spending
BRI _ results
e Issue
" Results Achieved

YEARI YEAR2 YEAR3 YEAR4 YEARS YEARG



IMPLEMENTING PROGRAM BUDGETING

e DEVELOP YOUR DEFINITION

* OBTAIN COMMITMENT

e EDUCATE ON NEED FOR AND BENEFITS OF BUDGET REFORM

PROVIDE EXAMPLES FROM OTHER CITIES

IDENTIFY EXISTING PROBLEMS

OBTAIN COMMITMENT FROM ALL PARTICIPANTS
MAYOR
COUNCIL
INSTITUTIONS

CLEARLY IDENTIFY OBJECTIVES
WHAT CAN WE ACCOMPLISH THIS YEAR/FUTURE YEARS?

DEVELOP DATA BASE

e INVENTORY EXISTING POLICY
LEGISLATION
EXECUTIVE DIRECTIVES
GOALS & OBJECTIVES
INSTITUTION PRACTICES, SERVICES
MUNICIPAL FINANCIAL POLICIES & PRACTICES

e IDENTIFY NEW DATA NEEDS

e PREPARE HISTORICAL AND FORECAST DATA
TRENDS (ECONOMIC, FISCAL, DEMOGRAPHIC)
PRIOR ACCOMPLISHMENTS
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INTEGRATE INTO BUDGET PROCESS

DEVELOP BUDGET REVIEW FORMAT
GOAL & OBJECTIVE FORMULATION
STRATEGIC PLANS
LONG-RANGE FORECASTS
ANNUAL BUDGET GUIDELINES

INTEGRATE INTO BUDGET PROCEDURES & SCHEDULE
USE THROUGHOUT BUDGET PROCESS
USE IN BUDGET REQUEST, FORMS & FORMATS
OBTAIN EXECUTIVE DIRECTIVE
ISSUE MANUAL & GUIDELINES

TRAIN INSTITUTIONS & OFFICE OF THE MAYOR
PROVIDE INFORMATION ON PROCESS, POLICIES

ORGANIZE REVIEW SESSION

DETERMINE NEED FOR CITIZEN INPUT



BUDGET ASSEMBLY

BUDGET REQUESTS
RELATE TO GOALS, OBJECTIVES, PRIORITIES

BUDGET REVIEW
COMPLIANCE WITH DIRECTIVES
IDENTIFY ISSUES
MAKE RECOMMENDATIONS TO EXECUTIVE

EXECUTIVE REVIEW
IDENTIFY NEW ISSUES/ PRIORITIES

BUDGET HEARINGS
REVIEW COMPLIANCE
RESOLVE ISSUES
DEVELOP DIRECTIVES
CITIZEN INPUT .

APPROVE/ADOPT BUDGET
IMPLEMENT BUDGET
e MONITOR COMPLIANCE
e CONDUCT SPECIAL STUDIES
e HOLD SPECIAL HEARINGS
EVALUATE
e MEET WITH INSTITUTIONS/ MAYOR'’S OFFICE STAFF
e FINE TUNE PROCESS
¢ MONITOR BUDGET PERFORMANCE
e GO ON VACATION

START OVER



Forecasting techniques
for designing municipal incomes and expenditures

by Kovacs Roébert - Vigvari Andras

Motto. "Forecasting 1s similar to driving a car with blindfold eyes and
having someone to give us directions who 1s looking out of the
back window "

October 31, 1996



Forecasting functions

The term process and end result The process is the most important

Functions:
1.) Preparation of the annual budget The adopted budget itself 1s also a forecast

2 ) Preparations for decision/making - preparing the basis for selections among
several alternative decisions,
- operative decisions (e g selecting from various credit opportunities)
- project decisions (an area in the municipal financial management
that can well be delineated, e g rationalization of the networkof
stitutions, a specific project, etc ),
- strategic decisions,

3 ) One tool for marketing, or “selling” the city policy

- positive (what happens 1f we do so) and negative (what happens 1f
do not do anything) images of future,

NS 1996 oktober 31
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Types of forecasting

1.) By period of time

I 1 short-term - under a year - cash flow analysis
(e g hiquidity management)
1 2 middle-term - preparation of the annual budget

(e g revenues, expenditures, various
segments of the budget)
13 long-term - rolling capital budgeting
- Investment projects

2.) By functions

2 1 normative forecast = finding approach(es) to a specific aim
(e g prepare a program budget)
2 2 descriptive forecast = description of expected changes in societal,

economic, political processes

1996 oktober 31



Information Basis to Forecasting -External Information
1.) Grouping

1 1 Official (state) - private, independent sources
1 2 Fact data - forecasts - other information

2. Sources
21 CSO - statistics on society, demography, economy,
regions,
2 2 MoF, MNB - financial statistics

state supervisions

2 3 Business organizations - ¢ g professional economic research and audit
firms, banks, large corporations;

2 4 Print media - professional hterature

1996 oktober 31



Information Basis to Forecasting -Internal Information

I') Infancy of public finance accounting practices,

2 ) Objectives of accounting and financial analysis / forecasting are different,

3 ) Structuring municipal accounting information

Structuring = creation of groups of similar economic nature,
Options
3 1 current, and capital (expenditures/revenues)

3 2 coming from centrally, own
3 3 by sectors

4 ) Designing indicators

1996 oktober 31



Methodological Problems of Information Handling
1 ) Necessity of organizing, structuring information of “own production”
2 ) Problem of the time-value of money Currencies in different point I time are not
comparable
1 DM =1 USD
Two problems are to be handled when bringing them to a common derivative

2 1 Handling inflation (what price index?, consumers price index?)

2 2 Handling alternative approaches for usage,
=> see capital budgeting, later,

3 ) Method— discounting,

1996 oktober 31



Method of inflating

Current price in Milhons of HUF 1990 1991 1992 1993 1994 1995 1996 1997
basic case ) 100 100 100 100 100 100 100 100
increasing amount case - 100 140 190| 220 230 250 275 290
consumer price index (previous ycar 100%) 100 135 123 122,5 118,8 128 8 124 122
index in 1995's base o311 | 2,31 1,87 1,43 1,28 11 081 066
index in 1990's base ) 11 074 0,60 0,49 0,44 0 34 026 0,21
IN 1995's PRICES o ‘
basic case T "7 31125 | 23055 | 187,44 | 143,10 | 128,00 100,00 80,65 66,10
increasing amountcase | 311,25 | 32278 | 356,14 | 314,83 294,40 250,00 221,77 191,70
IN 1990's PRICES i
basic case - 100,00 | 74,07 60,22 | 49,16 43,94 34,12 25,91 2124
increasing amountcase | 100,00 | 103,70 | 11442 | 108,16 | 101,06 85,29 7125 61,59

Fton*(1+CPl =Ft

90 ( 91/90)"' 91

ol
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[ Personal income Tax I

i Vehicle Tax ]

Centrally regutated

Normative Grants

resources

[ Transvered from Social Security |

[ Gifis & Hentage Duties ]

Property Tax |

] Business Tax ] [ Communal Tax |
| Tourism Tax | | Olher Taxes }
l Current Revenues J_ I Own Current Resources (15) I I Other Taxes I

Operating Income

[Own Revenues of the Institutes

Institutions Operating Revenues

30% of institutions Transvers

Other Incomes

{Transfers Received lor
Operational Purposes)

Other Municipality

Own Resouces

Current Expeses
of Islitutions

Current Expenditure

Municipal

Current bxpenses

Participations

Other Current

kxpenses

Institutions Fine Revenues Public Domain Penalties
Operating Rental fees land using rent
intersts VAT
Municipat Public Domain Rents Alienation of Units
Operating Used for Business Purposes
Postponed Losts




Curent expendrures of
Institutions

Municipal Current

Investment
Defictt

investments [ j
Capttal institutions | B
Investments Renovations
[ Municipality
Renovations [ —I
Sales of Financial I j
| Assets
L Others
(municipal property expendtures)
] Targeted Subsidies J
I R
r Asset Sales J [ —]
—
|
Caprtal [ Sales of financial assets ] ] 1
incomes

L_.L...._.JL.

di



Loans

—_ Investment Deficit

—_ Resource Deficit |—

Reserves

—1 Net Operation Resuit

__.l

Paying Interests |

Debt Service

—  Capital Repayment

]

Net Operational Result |—

Operation Resuits

Net Operation
Results

Loan

Reserves

Capttal Investments

(VI

Investment Deficit

Captal Incomes




REVENUE ALTERNATIVES

USER FEES

IMPACT FEES

LOCAL TAXES

e OTHER????

THESE ARE FORMS OF:

* DEDICATED REVENUE

* SELF SUPPORTING
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TAXES

SERV [CE MUST BE SLPPLIED
ON A GROLP BASIS

BENEFITS ACCRLE TO THE
CONVIMUNITY AT LARGE

CANNOT WITHHOLD SERVICE
TO INDIVIDULALS WHO REFLSE
TO PAY

MERIT GOODS - TO BE PROVIDED
TO ALL REGARDLESS OF

ABILITY TO PAY (PUBLIC
EDUCATION)

DEGREE OF LTILIZATION DIFFICULT
OR IMPOSSIBLE TO MEASURE

GOVERNMENT NOT ABLE TO
COMPETE WITH PRIVATE SECTOR

GOVERNVENT UNABLE TO EFFECT
LSAGE PATTERNS

CONTRASTING CHARACTERISTICS OF TAXES AND USER FEES

USER FEES

SERVICE CAN BESUPPLIED
TO AN INDIVIDUAL

BENEFITS ACCRUE TO AN
INDIVIDLAL

CAN WITHHOLD SERVICE
FROM INDIVIDUALS WHO
REFLSE TO PAY

COST CAN BE PASSED ON
TO LLTIMATE
BENEFICIARY

DEGREE OF UTILIZATION
CAN BE MEASURED

COMPETITION WOLLD
RESULT [N IMPROVED
EFFICIENCY

RATIONING OR

BALANCING LSAGE
PATTERNS

¥



FACTORS

DEFINE WHAT WILL BE PRICED

DEFINE UNIT OF MEASURE

DETERMINE COST

SET BASES FOR PRICE

ESTABLISH BILLING AND COLLECTION
PROCEDURES

MONITOR AND UPDATE



PRICING POLICIES

COST - RECOVER COST OR GENERATE REVENUE
IN EXCESS OF COST

COMPETITION - WHAT WOULD USER PAY TO
OBTAIN SERVICE FROM ANOTHER SOURCE

DEMAND - PRICE VARIES IN RELATION TO # OF
USERS WHO WANT THE SERVICE IN PARTICULAR
WAYS, CERTAIN TIMES, OR SPECIFIC LOCATIONS

SOCIETAL - PRICES ADJUSTED TO REFLECT
SOCIETAL OBJECTIVES (POOR PAY LESS, RATION
DEMAND, DISCOURAGE TYPE OF COMMERCE)



CONSIDERATIONS

BREAK EVEN

WILLINGNESS TO PAY

ABILITYTO PAY

SOCIAL BENEFITS

DEPENDABILITY

CAN USER BE IDENTIFIED

ARE BENEFITS MEASURABLE?

DOES IT REDUCE WASTE /OVERCONSUMPTION?



« WHAT DOES IT COST?

- CONSTRUCTION

- DELIVERY

- AMOUNT CONSUMED

- DENSITY AND DISTANCE

- OPERATIONAL COSTS

* COMPETITIVE POSITION

* EASE OF COLLECTION

* WILL IT GENERATE REVENUE?

i\



TYPES OF RATES

o MARGINAL

o FLAT
o INCREMENTAL

e MEASURED
e SOCIETAL
e PEAKLOAD/SEASONAL

e DECLINING BLOCK

o ZONE

e CLASS

QUANTITY CAPACITY
Amount Consumed Cost to Produce

LOCATION
Density/Distance



EXERCISES



WORK SHEET
WRITING STRATEGIC OBJECTIVES AND POSSIBLE SOLUTIONS

NAME OF PROGRAM AREA

STRATEGIC OBJECTIVE FOR THIS PROGRAM AREA

POSSIBLE SOLUTIONS FOR ACHIEVING THIS STRATEGIC OBJECTIVE
1

2
3
4

CRITERIA USED IN SELECTING SOLUTION
1

2
3
4

SOLUTION RECOMMENDED

Bit
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Case Study: Development of Performance Measures
“Your City”

HHY 1R EAE 4 . olabiioatsld 28

Assignment

Define the program and sub-program which will be the area of
focus for your city in this first year of the municipal budgeting
program State the strategic goal and strategic program
objective and then develop performance measures (Input,
output, outcome and efficiency) for this program Also identify
the possible sources of data which can help you In calculating
the performance measures

One person from your group will be asked to present the above
matenal He/she will have 5 - 10 m for the presentation




Performance Indicators
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® Program

e Sub Programs
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e Strategic Goal

Strategic Goal and Program Objective

e Strategic Program
Objective
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Example of one possible “Cause-Effect”

Logic Diagram: for the Chosen Pro
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Performance Measurement Indicators

T 1 APREETS L A DE R IR 1R

e Inputs

e Outputs

e Outcomes



Performance Measurement Indicators
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e Efficiency

® Other explanatory information
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Practical Exercise
for the Morning of October 31, 1996
(practising the CLF method and inflationary adjustment)

Based on the “Average City™ database, make the following calculations

| Based on the fact data, prepare the CLF tables for 1992-1995

2 Prepare the adjustment of line “Total revenues” at 1992 prices for 1993-95
(Consumer pnce 1index data 1993/1992=122)5, 1994/1993=118 8,
1995/1994=128,8)

3 Prepare a forecast of the aggregate figures of the CLF table under the
following assumptions

B consumer price tndex 1996/1995=124, 1997/1996=122

— aim

B the amount of each current revenue should be defined by the trend
analysis method

B an annual 2% real decrease 1s expected 1n total current expenditures
M debt service will remain of the same level in both years

B for calculations, use an investment surplus of 1% of current expenditures

for 1996, and an investment deficit of 2% of current expenditures for
1997

4 Your speaker should mnterpret the calculation results over max 5 minutes
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Average City
current price 1995 price level

1992 1992 1993 1994 1995

Total revenue 2 622 262 2 960 386 4 922 869 4 536 851 4819 471 4 129 957
Centraly regulated souces 1485178 1632 240 1841139 2788 180 2 501 441 2375069 2123 409

2 Shared taxes (PIT veticle) 367 808 314 415 388 345 519 530 690 499 481 848 500 965 519 530
3 Normative subsidies 1010 998 1 194 951 1200 331 1207 198 1 897 983 1831287 1 548 427 1207 198
14 State transfers {adressed targeted subslidies) 106 373 122 873 252 463 396 681 199 697 188 306 325678 396 681
Own operating revenues 602 204 675 207 836 609 962 076 1 130 540 1034 768 1079 225 962 076

5 Local taxes (local business tax) 48 048 70 509 111 261 149 955 90 202 108 057 143 527 149 955
6 Local taxes {property tax tourist tax communal) 23 302 30 404 31132 23 317 43745 46 595 40 160 23317
7 User charges fees other own revenues 530 855 574 294 694 216 788 804 996 594 880 117 895 538 788 804
Own capital sources 136 250 155 932 337 487 415 521 255 786 238 968 435 358 415521

8 Revenue from asset sales 113 383 140 516 310211 356729 212 858 215 344 400 172 356 729
19 Revenue from property 22 867 15416 27 276 58 792 42 929 23625 35 186 58 792
10 Loans 132 300 199 064 365513 289 950‘ 248372 305070 471512 289 950
11 Social Secunty transfer 193 565 229 082 266 023 279 309 363 386 351073 343170 279 309‘
112 Transfers from the previous year 72243 67 887 87 561 54 718 135624 104 038 112953 54 718
13 Other outer source 523 974 1693 4973 981 1493 2 184 4973
et [Total expenditures 2 406 978 2811389 3623 405 4 058 666 4518 709 4308 510 4674 193 4 058 666
Operation cost 1977008 2362 640 2 856 764 3205 222 3711511 3620793 3685225 3205222

2 Office of Mayor 264 641 365610 474 598 602 037 496 820 560 305 612 232 602 037
el Heailth 304 237 338 786 365 235 407 845 571 156 519 197 471 153 407 845
ed Education 1075817 1262 178 1539025 1694779 2019672 1934313 1985 343 1694779
e5 Social 123 423 155 620 190 120 235 203 231706 238 491 245 255 235 203
6 Pubhc Utilities 194 797 213719 263 958 235 524 365 699 327 528 340 506 235 524
ced Other operation cost 9 009 21 480 16 297 21 391 16913 32919 21023 21391
Capital investments 411 141 421 322 625 576 730 291 771 851 645 685 806 993 730 291

e7 Office of Mayor 140 444 134023 189 809 170 544 263 660 205 394 244 853 170 544
c8 Health 22 558 9 660 17 234 15642 42 348 14 805 22 232 15642
e9 Education 93 511 132 867 116 101 177 365 175 552 203 622 149 770 177 365
el10 Social 4819 8072 3333 9 250 9047 12 370 4 300 9 250
el Public utities 148 265 131 480 197 829 170 875 278 343 201 496 255 200 170 875
eel Other tasks 5085 5103 7 530 8 299 9 546 7 820 9714 8 299
el12 Debt service 19 327 29269 224 058 309 479 36 283 44 855 289 035 309 479
ell Other investment 1046 3529 8 261 366 1964 5408 10 656 366
Balance of the previous and present year remainings 55 1917 3805 1145 103 2938 4909 1 145

Closing cash 12174 10 692 5283 7 945 22 854 16 385 6815 7945

" Statistical Indicatorg "N I aneo e, v . T

s1 Population 57 393 57 693 57 691 57 640 57 393 57 693 57 691 57 640
82 PIT per capita 7 706 7 905 11672 8 288 14 467 12114 15057 8 288
s3 Local government employees 546 556 552 551 546 556 552 551
sd Outstanding debt 163 522 356 315 629 440 1149294 306 986 546 059 811978 1149 294
s5 Value of the asset 2961811 42316%7 5 234 988 5774188 5560 317 6 485 037 6753135 5774188
s6 Unemployment rate 87 108 88 78 87 108 88 78
s7 Number of newly built units a7 107 135 13 97 107 135 113
1] Now hiisingss potmits 949 966 834 709 949 966 834 709




trening

Curirent price in Millions of HHUF
Own current resources

Centrally regulated current resources
Current revenues
Current expenditures
Operating income
Debt service

Net operating inconte
Own capital resources _

Centrally regulated capital resources

Total capital revenues
Total capital expenditure
Investment deficit -
Toral financing need

Closing balance

1992

L -

71993

1995

1996

Consumer pri_ce index (prévi0u§ yéar 100%_)_

1996 oktober 31
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FEE CASE NARRATIVE

Based on accounting records, all operating and capital costs of the Szolnok Sanitation
Department have been classified into the three following categories

Collection FT 800,000,000
Hauling & Disposal FT 500,000,000
Admunistration FT 200,000,000
Total FT 1,500,000,000

The Citv 1s considering establishing user charges for sanutation services The Citv
wants to develop a pricing strategy that recogruzes that the cost of providing the
service to each customer 1s not the same It would not make economic sense to divide
the Sarnutation Department’s total cost by the number of customers and charge this price
to each customer A factorv produces more waste than an apartment, for example

Whv should the apartment urut pay the same price as the factory when residential costs
to the Citv are lower than industnal costs?

Your Role

Complete the attached worksheet building upon the information listed on the
worksheet. Your analysis will determine the user charges for various kinds of
customers bv relating the user charge to the cost of service User charges should cover:
total costs - FT 1,500,000,000 - of the sarutation department so that no financing from the
Szolnok budget 1s required The objective 1s to set a fee for different types, or classes,
or customers

Factors to Consider

The major component of collechion costs 1s the labor of the pickup crews The resulting

time and related labor cost of collecting from various customer sites will depend on the

densitv of the area, the pickup location (e g, curbside or back of a lot), amount of refuse

collected, and other factors

Disposal costs are determuned bv manv factors, the two most important being the
weight and volume of the refuse

Admunistrative costs are not significantly affected bv the tvpe of customer served

%
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SZOI NOK SANITATION DEPARTMENT FEE WORKSHEET

_ (FT IN 000, KILOS IN 000)
MULTI FAMILY SINGLE COMMERCIAL INDUSTRIAL OTHER
FAMILY
A # ol customrs 20000 5,000 4,000 500 100
B Avirag collechion ime por prckup (minutes) 1 15 5 1 2
C Colk ctions per wick 2 2 2 3 5
D Total collcction time ? 7 ? ? ?
E Total collccion time per weck  all customars (A x D) ? 7 ? ? ?
F % ot totil collccion ine (E as a % of 61 5(X) ? 7 ? ? ?
G Allocation of collcction costs (total annual costs of FT ? ? ? ? 7
800 000 x F)
H_Annual collccion costs por customar (G/ A) ? ? ? ? ?
I Estimatcd averapc kilos por customer porweck 025 025 025 1 4
I Total kilos porweck ? ? ? ? ?
(A X |)
K % of total kilos (J as a % of 1 625) ? ? ? ? ?
L Allocation of hauling & disposal costs (total annual costs of ? ? ? ? ?
FT 500 (000 x K)
M _Annual hwding & disposal costs por customer (Lf A) ? ? ? ? ?
N Fixed wdmimastrsive costs por customer (FT 200 (00 / FT7 FT7 FT7 FT7 FT 7
ol customers 29 600
Q Annual stimatacd sanitation fce (H+M + N) 7 ? ? ? ?

}0\
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Local government housing programs
1 Responsabilities and tools of local governments in the housing sector

Houstng 1s an imporntant problem of social poicv since 1ts impacts are present in emplovment
production 1nvestments and the expenditures of houscholds The government however has an ever
decreasing level of competence 1in housing 1ssucs since the trends dominating the housing sector has
increasingly become the functions of decisions 1nterests and requirements of forces outside the
gorernment The local governments therefore has an important role to plav in this area The
Municipal law does not define exactly the housing management and housing senvices related
responsibihiues of local governments Thereforc individual local governments will have to make
dectsions for themselves as to what sences they want to provide

There are three basic groups of housing related municipal senices

» to provide social welfare support to those in need

¢ to control the development and operauon of the housing market and the market for rental flats and
lands for construction

¢ to de\clop master pians that are 1n line with the expected housing demands of the community

Municipaliues have the following tools available to them

» thev have the authoriny to define the use of tndividual pieces of land (master plan)

¢ they have ownership over land and housing units

o they recene normative subsidies for housing senices thev have the income from sales of
aparuments started as of Januarv 1 1994

+ thev have the nght to determine the rents for rental flats in municipal ownershup

I. Housimg problems

Before a local government decides to make a housing program first of all thev have to descnibe the
evaluatuon of the housing situations and identifving the tvpe of the housing problem There are
dufferent tvpes of housing problems

I Cnucal housing situations

+ the problem of acquinng a first flat
e buildings with one flat unuts

e pension homes

o forced tenanc

e pmate tenants and subtcnants

2 The decreasing housing construction as a problemn which ts related to the decreasing demand or
the shonage of butlding sites or the lack of credut etc

3 The social housing probiem (the affordabilitv of housing costs and the relited problems of social
situations and slumming)

4 Housing quality (worn down units renoy wion)
~ Mobilin

Diffcrent communiues have to face verv different housing problems Sull it would be smportant to be
able to take sides about prionues concermning the social weight of the problems Prionues for the
communitics ¢can exceed the housing policy goals in the narrow sense So for cxample we can aim it
improving the social  demographic composition of a community or at increasing the anount of
subsidics coming to the comnmunity



A housing problem can gne answers to different housing problems depending on its internal
structure  So local gorernments has to start from the gnen housing problem and to construct
programs related 10 1t examune the costs of the alternative solutions and then select one from them

I Local government housing programs

1 Local government housing constructions

l'a Construction of houses owned by the local government This program wants to resolve the social
problent but 1t has effect on mobilitv as well Theese kind of programs are ven dangerous because
in long term thus investment will produce deficits since rents will not cover the costs In recent vears
in the case of local government housing constructions usuallv those have been given pnionn who
gave therr former flat to the local government or those who were buving their first flat It happens
quite often that one flat units are built and tenants has to take part in pre saving schemes

1 b Local governments as developers Local govermnments less and less often act as housing de elopers
1n order 1o sell ther flats Tlus would be economucally justified if private developers did not enter the
marhet or if the housing supplh 1s ver inflexible and the local government think thes have to provide
for the demand not met by the marhet Another reason for new construction can be 1f unts are bought
and taken by the local government 1n order to start some development at the site or if areas used with
bad efficiency are freed and unuts have to be provided for the residents 1 exchange

The local government as a housing developer however takes a high nsk the cost of which s paid by
the communal sector and 1t 1s doubtful whether 1t 15 justified and if the condstions of profitabihinn are
present

1 ¢ Mined ownerslups (prvate and public)

The local governments invest monev in theese constructions and it will become owner 1n some
portion In this way subsidy can be given to people whom eligibilin hardlv could be measured The
adventage of this program 1s that the real value of the invested monev will nit decrease

2 Rehabihitation

According to studies the demand for rehabilitation 1s ver high but because of the magnutude of the
problein onlv programs based on private resources are possible If a local government 1s planning
rehabilitation 1t has to think 1t through how the program can be adopted to the structure of the market
segments and internal problems (former rental units in ciues housing estates single family houses)
When creating the subsidies for rehabilitation programs we should aim at helping rehabtlitation on
the one hand and presenting segregauon as the consequence of renovation The two problems have to
be handled through different instruments

3 Gnung building sites for developers in exchange for temporan units
The local government mav decide to give a building site free for a developer 1n exchange for building
temporars unns besides the units butlt for sale This program also wants to resols e social problems

4 Living arca extenston prograin

Local governments struggling with a senous problem 1n lacking financial resources and having a
favourable geographical location mav choose to atiract peoplc with high income and good
quaiifications in order 10 increase their personal income tax and normnane revenucs Tlus makes 1t
necessan 1o form new living areas (area development new building sites intrastructure)

~ Subsidies for buving a first flat

Helping voung puople 1o bus their first fim 1s part of the program of nearhy all the local governments
The present svstem howover has senous shortconungs which make 1t necessan 1o resvise this subsids
svstem The problem can be managed by considering the finncial standings of voung apphicants
beside thir regular income ot onlv real estite but person 1l property lugh value could be considered
(e g cars)

6 The reform of the remtal sector incresing the rents of mumcipal rental f1us 10 4 level that reflects
the real costs on flats
Reasons lach of funds for repair and renovauon

the op-rating deficit uses up funds for other purposcs



the indirect subsidy rcalised by low rents 1s
not alwavs needed or fair
Implementation gradual increases of rents (first 100° later 0% than 1n hinc with inflation
annually)
new rents should reflect the qualinn of flats and they should be proportional to
the value of thosc flats

7 Introduction of a new housing subwidy

Reasons 1t 1s closelv related to increased rents 1t is based on neediness the citv provides subsidy to
those low-tncome households only who are not able to pav the higher rents and public utihn bills
calculated normatisels on the basis of family size

Implementation the housing subsidv program replaces the remote heatng subsids and the rents
subsidv The social policy department admimisters 1t
The cinv sets up standards

- share of income for housing costs (the hmit 15 35%0)

- standard unut (per family -~ persons)

- standard rent

- standard utlities charges

8 The rental svsiem reform
The new rental contract should be made for a definite penod without obhigation for making another
home available 10 tenants

9 Uulisation of priv atisation incomes
Thev should be spent on the problems of the remaining rental flat sector and possibls to the
management of the stock until a private rental flat sector able to sunive evolves

10 Management and maintenance of rental flats
A compeuuon should be introduced 1n the area of property management

Costs of the program

If the local government intends to create a housing program 1t has several 1dternatives to choose
from In each case 1t has 10 be examined carefullv what problem that certain program nddresses what
1t costs and what elements of the budget are involved The local government 1lso has to think 1t over
how efficient 1t could be 1n unplementing a certun program In manv cases tlus only can be done by
carefull analvsis The following table tries to collect the main incomies 1nd expenditurcs of the scctor
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Incomes and expenditures 1n housing sector”

INCOMES

ENXPENDITURES

Normatn ¢ subsidies for housing

related services (housing management interest
subsidies remote heating subsidies rents
subsidies)

Maintenance rehabiitatuon

Incomes from housing privausation

Subsidies

« housing

e remote heating

e rents

¢ first home buvers
e 1nterest subsidy

Housing incomes
(rents + expected rents in arrears)

Other expenditures

e housing mobiliny

e construction loans and interests
o subsidies to murnicipal emplorees
* pavments 1 arrears

Incomes from sales of land and use of land
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WASTE MANAGEMENT
1 Facts

e According to estimates 20 nullion m3 solid communal waste 1s created yearly 1n
Hungary This 1s probablv only an approximate figure since in 20° of the
muncipalities there 1s no orgamzed waste collection at all and 1t 1s not clear how
you can measure this quality either 65-67% of the households 1n the whole countrv
are involved in regular waste collection which means approximately 10 million m3
waste

e The proportion of household sewage not in public network and the liquid
communal waste 1s 40° ¢ nation-wide

¢ In the cities specialized organmizations and companies do the work on the basis of
detalled agreements while 1n the villages the local governments tend to use therr
own work force and equipment often doing the job manually At some places waste
1s collected bv the inhabitants themselves

* Where there 1s orgaruzed solid waste collection the order and frequencv of 1t 1s
regulated through local government decrees (the frequency of collection varies 1n
different types of communities) while the activiues concerming hquid waste
(collecion handling, treatment) are not regulated at all by many local governments
Therefore they do not have anv information about the quantity of the collected
hiquid waste and the way 1t should be treated etc although it would be very
important concerning the protection of the environment

¢ The vessels used for collection may be different 1s size and tvpe but the technical
solutions for transporting and dumping have not reallv changed in the past few
vears - partly because the necessarv developments were not realized due to the lack
of financial resources The average age of vehicles and other equipment 1s huigh few
of them uses up-to-date technologv

¢ The conditions of dumping and treaung solid waste (1e orderly dumping
composting burning) are also not favorable there is only one plant where waste 1s
burnt 1n Budapest there are very few places where waste 1s treated 1in a way to
reduce 1ts volume and according to estimates 8-10%0 of the waste which 1s collected
1s not even dumped tn an orderly way

* In small commumties due to the lack of adequate protection a sigmificant amount
of industnial waste - including hazardous waste s dumped 1n the communal dump
which means an even more intensive pollution of the environment

¢ In most waste dumps the quanuty cannot really be measured although it 1s stated in
m3 the actual load on the vehicles 1s not measured

2 Legal background - the tasks and responsibilities of the local
governments

The legal regulation of the activities and the precise defimtion of functions was formed
through a difficult and slow process Earlier professional regulations made a clear
distinction between , public clcanhiness and communal ceanliness  the first
including the activities concermng solid waste and the cleaning of public areas (street
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cleaming removing snow ice and dust) while the other was only used concerning liquid
communal waste

The regulation of the activities 15 dinided even between ministries that is the 39/1990
and 43/1990 Government Decrees made the activities related to communal provisions
and municipality operations the responsibility of the Internor Mimster while
determiming the professional regulations and requirements of waste management
became the responsibility of the Minister of Environmental Protection and Regional
Development

1990 L\V (Local Government) Act

8 § (1) uusthe responsibiliy of the local government  to protect the natural and
artificial environment  fo ensure communal cleanliness

It was not clear what 1t reallv meant although 1t suggested that 1t included all functions
concerning cleanliness but 1n an amendment in 1994 the word public cleanliness
was placed beside 1t and 17 15 not 1equu ed as a mandatory local government function

1991 X\ Act (on the spheres of responsibilities)

20§ dentifving the place for hquid communal waste disposal and creating a
treatment plant for the public benefit

21 § providing for the cleanliness of public areas and hauling

138§ deciding on supporting the public services not carried out through the

budgetan organizations of the local government

This means that the tasks of handling collecting and treating solid communal waste are
not legally regulated

1995 XLII Act on the obhgatory utilization of certain local pubhc utiity
services

1§ (1) The owner of a property in an area covered by public services organized by
the local government to collect and locate solid and liquid waste 1s obliged to make use
of these senices

(3) the local governments invites open tenders for the performance of these public
services (the invitation has to specify the location of treatment plants)

28 ) the local government decides whether the owner 1s obliged to pav a fee the
amount of the fee the order of payments and the allowances (if there are anv)

1995 LII1 (Environmental Protection) Act

46 § (1) - 473 the local government (or more than one local governments
together) develop an mdependcnt commuumn  emnonmontal protection program
which has to include the cleanliness of the environment of the communitv  the tash
and requirements for communal waste management concerning the community

38 & the local government can create an emnonmental proiection fund 1o be used
for the protection of the environment and the revenues of which are the following
100° of environmental protection fines levied bv the local government 30° of
environmental protection fines levied by the regional environmental protection

authorities and a certain part of the environmental fees and utilization fees as specified
by the law
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16/1996 (VU 15), joint decree by the Interior Ministry and the Mimistry of
Environmental Protection and Regional Development on the provision of local
public services concerning sohd and hquid communal waste

the task collecting ntransporting and safeh disposing the waste

collecting and transporting must not cause pollution only legally permitted dumping
or treatment sites may be used (using other locations 1s therefore 1illegal’) collection
must be performed 1n closed containers specificallv allocated for this purpose

communal solid waste must be collected at least once a week trash collection must
take place at least once a year

the local government can create a wasic vard for the selective collection and treatment
of waste

Later amendments make the interpretation of concepts and the scope of responsibilities
clearer e g hquid waste treatment has still no uniform interpretation anyone can take
it to anv length which creates a lot of problems since there 1s an especially high
number of private contractors in this field

3 Financing

At present in Hungar these services are performed m mam differem kinds of
orgam:zational frameworks so the list below may change according to whether 1t 1s a
budgetary institution or a separate enterprise and whether 1t 1s a local government
owned or private ownership company The dumping sites are in private hands 1n many
cases and there 1s a large number of private contractors especially for hquid waste
transport

From the point of the mumcipahitv this all means that the structural form the
service 1s provided 1n (see the text below) influences the possibilities 1t has and
consequently content of the budgetarv program defined bv 1t (see 4) and
elements to be incorporated in this program

W



31 Revenues

From the central budget’

Local government | Service provider
own

Operatio | communal senice normatne waste collection user fee
n (17637 M Ft) 1637 3 Ft/person
personal income tax share (11% | local communal tax
reallocated =21710 7 M Ft)
1741 Ft/person
cemtrally  allocated grant to fee for emptying the
support treatment of liquid sewage contatners
communal waste (224 MFt)’ directly paid bv the
households
30% of the emironmemal|100% of the legally
protection  fines levied by the|approved
regional environmental authonties | environmental
protection fines levied
by the local
government
revenues from the rent
or sale of assets
repair  of vehicles
maintenance work for
others
Invest- TARGETED SUBSIDY development contribution from the households
ment construction of sohd communal |+ the service sector (if this component 1s not

waste dump - 30%
(1998-40%)
construction of communal hquid

waste treatment plant® - 40%,

built in the fee)

" Actual figures are from the 1996 budget

We should add that according to the text it was used to assist waste collection in the
interest of the protection of water bases and has been confined to treatment only since
199~ All the local governments are eligible that have this service performed either
through their own organisation or an outside contractor The amount of the subsids ts
a function of the amount of waste treated and can be applied for onlv afier treatment
has taken place 1t 1s 106 forints/m3 but measuring the quantity 1s not possible at most
places so estimates are used and proofs of it are often lacking

If there 1s no site with free capacity within 20 kms or the site provides for more than
16000 people or the site 15 officially declared to be harmful or if the site endangers a
sensitive water base (1 /1)

1996 priority large plants 1988 onlv n association

A
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(1998-50%)

SEPARATE FUNDS
Environmental

for investments directhy promoting
the protection of the environment
(subsidy or subsidized loan or
interest subsidv for existing loans
for 30-60% of the planned costs
of the investment)’

Economic development

mainly  production tnvestments
assisting the use of up-to-date
technology

for infrastructure development
contribution

Regional development

for communal waste management
investments (the subsidy cannot
be more than 70% of the costs of
the investment)

* the local government muluplier figure for areas which are bachward or where
unemploy ment 1s higher than the national average 1s 2

3 2 Expenditures

Solid waste - 1f as 1t happens at present in Hungary in most of the cases the local
government has contracts with one or more companies expenditures mean bills to pav
for it but 1t has an influence on things since 1t 1s the customer for the services In this
case 1t 1s also important to compare the revenues allocated for this purpose - either
specifically or from general resources - and the expenditures that is to measure the
efficiency of the program

There are onlyv few examples of this in Hungar see for instance communities
included in the USAID -LEM project Gyor Ozd Edeleny

1¥the same communal senice company performs collection and dumping as well 1t 1s
still worth separating the expenditures according to the specific locations defined on
the basis of activity (e g collection transport disposal individual contracts)

“Condition drinking water through public works - should be sunabie fur connecuoa 1o
sewage sust=r ip the future and u should also be possible to make 1t suitable tor
sewage iiea mery ¢Evcept the larzest speciar status citres and Budapest)

Bu local _overnments compames performing public semice w I a majonity share ot
loca' govesnment or state « ~~crsnip budgetar astitutions and civil Orgamsations arc
also enmble

5



The present structure of expenditures (for companies)

OPERATION
Staff costs (wage social security tax etc)
Matenal
materials
assets
rents
operation costs of vehicles
spare parts

Administrative costs

INVESTMENT

Vehicles
Containers
Disposal sites

In the case of hquid waste usually 1t 1s not the local government that 1s in contract
with the contractors but directly the households

The cleaning of public areas - this 1s done by the local governments using their
budgetary resources

3 3 Problems

The subsidy system

The commumnt operational normatine grant provides subsidies for all the communal
road brnidge and even admunistration functions It has never fully covered the
expenditures and the proportion of public cleanliness costs compared to this normative
grantwaseg 13% 1n 1993

The cennally allocated special normatne grant which can only be used in connection
with hiquid waste and 1s supposed to subsidize a local government function — which s
vearlv 200-220 M HUF - 1ts definimion 1s not clear on who 1s entitled to use 1t the
party doing the treatment or the one doing the collection or the households and
accordingh which local government can have access to 1t and for what purpose onh
for treatment or for collection and some other function as well (e g a statement by the
Interior Ministny and the Mimistny of Finance in 1992 included the evpansion and
rehabilitation of sites or the reduction of fees as well) Furthermore the conditions of
utihisation are not clear either since thev are related to the amount of waste measured
and proved but measuring 1s possible on's in certain places and practically 1t 1s based
on self-performed estimates and 1t 1s not usual to differentiate between waste coming
from household and pubhic sources

Parth 1t mav have been the reason why nearly half of the 78 municipalities
examined in a study by the State Audit Oftice (SAO) in May 1995 did not
make use of this government subsids

e



It has also been observed that the majonty of private entrepreneurs performing
this service do not apply for this subsidv - thev choose illegal disposal instead
of acquinng the certificate and paying the disposal fee

Consequently this subsidy does not provide enhanced protection for the environment
and the water bases and 1ts role 1n bringing about adjustment in the fees paid by the
households can onlv shghtly be felt - 1t 1s not efficient enough and its eustence 1s not
well justified

The orgamzanonal structure.

In most places there have not been sigmficant changes the former so-called
communal service companies were transformed mostly motivated by considerations
of asset management but neglecting other considerations concerning economy

It 1s interesting to note that the study by the State Audit Office (SAO) we have
mentioned above found that the expenditures related to public cleaning
activities are higher in municipalities where the local governments do waste
collection - but of course the local governments can have thetr own revenues
from waste collection only 1n this case

The legallv correct operational conditions of dumping sites are often missing there are
sites which operate without official permut and their techmcal modermzation has falled
to tahe place this mav be because they have no owner to look after them 1 e waste
management is not a prionty issue for the local governments

Imvoling the private sector privatization

Private entrepreneurs have joined to provide the services and so have compames
founded by the local government but operating as separate business enuties Their
main problem 1s that the local governments which are responsible for setting the fee
for waste collection (see the studv by the SAO 1995 p 12) set the fee too low 1n
accordance with the interests of the citizens and not according to profitabihitv making
the activity of these enterprises unprofitable

Acqiuring capital for the developments

One of the most serious problems of Hungarian utilits companies at present 1s they do
not have the investment resources necessary for obtaining efficient service provision
Either belonging to LGs or being already privatized assets are in extremelv bad
condition old needing change or reconstruction However intrastructure investments
are multi—vear programs and the depreciauion funds or present fee revenues of
companies are not sufficient for these — therefore according to present practices
municipalities are contnbuting either from their own general financial resources or by
apphing for central special grants (As it 1s seen in the table above)

So from the point of efficient service provision 1t 1s important that LGs and service
providers together analhvze long term needs, compare those to euisting capacities
present condition of infrastructure and prepare capital investment program
regarding quantity type and schedule of necessary investments



4 Possible subprograms in a program budget

41  Communal Sernice program

If we would like to see larger units as programs then the Public Cleanliness program
can be a subprogram in this and the same breakdown can follow

A Maintenance of parks and green areas

B Public cleanliness

C Road- bnidge functions

D Public highting

E Maintenance of cemetenes

F Drainage and flood protection

G Agncultural and hivestoch health service tasks
H Supervision of public areas

I Civil defence

J City decoration

42  Public cleaniiness program

If we take public cleanhiness and community cleanliness as a separate program
then the possible sub-programs are the following

A Solid waste management

collection

transport

disposal

recyvcling - in Hungarv it means a separate waste vard only in few places yet but
community programs such as composting techniques can be initiated to reduce
the quantity of waste

B Cleaning public areas

s cleaning

e removing snow and ice
s removing dust

e trash collection

C Treatment of hquid waste

Although most of the local governments do not deal with 1t at present and think that
the function 1s well performed through contracts between private contractions and the
households This practice however 1s wrong since this activity 1S 1mportant
concerning the protection of the environment and 1t is worth including 1t as a
subprogram just because of the cases of misuse illegal activities on the one hand and
the ewsting targeted subsidy program and the efficient management of the centrally
allocated grants

o collection
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o disposal

s Possible future actions for the local governments

o thinking over the level of services in view of the cost in the case of which
subprogram should the level be raised and i which cases maybe lowered

o the problems of organizational transformation 1s 1t sure that service can be provided
the best in this present organizational form (mavbe after a transformation alreadv)
or tahing considerations of economy (the end of the sentence seems to be
mussing)

6 Terms

Commumn cleanliness services cleamng and stenilizing sewage containers ditches
and ditch systems not connected to the public sewage system collecting transporting
and treating the hquid waste of communties

public cleanliness services collecting transporting temporan stoning and treating
solid communal waste cleaning of public areas removing snow and ice (according to
the sectoral selection scheme of the Central Statistical Office)

solid communal waste household or other waste except for hazardous and radicactive
waste

hguid communal waste sewage and sewage dirt not flowing into the public sewage
svstem

technologically not deriving from production and service activities

emvironmental protection fine a fine to be paid when breahing some environmental
protection regulation according to the extent grawvitv and frequency of the poliution
above the environment pollution fee and the utilization fee

emuonmenial pollution fee to be paid after the measurable emission of certain
matenals and tvpes of energy according to exact calculations

utthizanion fec to be paid for using certain elements of the environments

)
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Identitying
Obstacles to the
Implementation of
Budgetary Reform
in Government”

Blue Wooldridge and Claire L. Alpert

1l too often 1t 1s assumed that once a decisjon

has been made to carry out a governmenty
activity or program that activity will be success
fully implemented Unfortunately in many cases
this assumption 1s invalid The growing recogn
uon of the tremendous gap between legislation
and execution or between plans and operations
has made the study of program impiementaton
a vital aspect of public management Graham
Allison of Harvard s Kennedy School after
reviewing recent attempts 10 implement public
programs conciudes Implementationisa very
large part of most public policy problems—n
some cases 90% of the problem and in some
cases 10% about half of the average '

A background study suggests however that
problems in converung public plans into suc
cessful operations might be mitigated by a sys
temauc attempt to idenufy potential obstacies
before implementauon i1s imtiated  The purpose
of this paper 1s to facilitate budgetary reform
through the idenufication of implementation
obstacies encountered by public agencies This
idenufication has been made through a tracing of
the hiterature descnbing attempts to change pub-
lic budgeung systems in this country dunng the
past seventy years

Line-item Budgets

Over the past 70 or 80 years there have been
four major phases of local government budgetary
reform starting with line 1tem budgets in the early
1900 s

Prior to acceptance of the line 1item budget
legislatures appropnated monev 1n 2 haphazard
hit or-muiss fashion with little or no effort being
made to systemaucally consider the entire finan-
cial status of the governmental unit A mvrad of
appropnation bills would be approved with Ltte
consideration of the availability of revenues or
duplicauions of appropnations and with no spe
cific group responsible for monitoring the nnan
cial status expenditures and policy of the gov
ernment The line item budget was adopted to
bnng structure to government budgets and 0
provide a means of monitonng and controlling
the expenditures of local government ?

The onentation of line item budgets 1s conurol
In New York City for example the Bureau of
Municipal Research conciuded that expenditure
concluded that expenditure control was more

=
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BUDGETARY REFORM IN GOVERNMENT 49

ntical 1o the budget system than a need for a
i inning emphasis  In the opimon of those who
«re in charge of the development of a budget
rovedure the most important service to be ren
i red was the establishing of central controls so
h it responsibility could be located and enforced
hrough elected executives * Line item bud
Iz detatled to object of expenditure accounted
or tiems bought and provided the desired uight
ontrol on government expenditures *

These advantages have to be compared with
the hmuts of the system which include the reduc
wn of admunistrators discretion in making

nditures lack of performance accountabil

iy and tnattenuon lo the major goals of the
Jupartment due to immersion in line 1tem detail
}ieal control was achieved through line item
tudiet but flexibility and measurementin attain
i vverall goals were not aided ®

Since line item budget systems demanded given

negones of classificauon and standardized
wwounting systems implementation encoun
tered several obstacles To standardize account
~. \\S{CMS across agencies 11 was necessary 10
require that all agencies use common categones
i classification Due 1o the inclusion of catego
rivs different from those in practice before hne
nem department heads had difficulty obtaining
ruliable estimates for the expenditure categones
\ddihonally companng expenditures in the new
hne tlem budget request with current and pre
vious lum sum appropniations was nearly impos
~ibie Implemenung the line 1tem budget was dif
nyult due to these obstacles especially if depart
)\l heads were not willing to cooperate with
he new system and not willing to assist in con
vurune 10 the new object classification svstem
Anuther obstacle encountered dunng adoption
oLk line 1item budget was the perceived inflex
ity of the system Department heads were
4. ustomed to submitting piecemeal appropna
twonbidls onan as needed basis When confronted
w1th 4 system requiring appropnations by cate
+0rv on an annual or br annual basis they feared
*urk would be hindered due to constrained
resources Department heads comfortable with
the former haphazard system considered it
impossible to plan for the long term needs of their
departments *

Budget reformers also encountered other fears
“hen developing the line item budget Depan
Ment managers were inexperienced in projecting
¢xpenditures and concerned about being locked

into appropnatons that would be inadequate for
the department s needs The operational com
plexity of the line item system as percesved by
managers also created obstacles to implement
ing the change Transfemng of funds durning the
year occurred frequently perhaps due to inade
quate expenditure projections There were no
effecuve methods in place for checking the trans
fers for duphicity with other agencies Oncealine
ilem appropnation was in place managers fre
quently reverted to the former haphazard appro-
pnation system for the acquisition of supplemen
tal and transfer funds ®

Inexpenenced agency heads and their budget
staff ngid classificauons of expenditures and
structured long term appropnations created the
major obstacles to implementing the line item
budget Assummarized by Bruere segregation
results in a degree of regimentation which restncts
and 1in a measure paralyzes the freedom with
which the organization provided in the appropn
ation may be employed or the funds for purchases
may be uuhized '° The managers feared a ngid
inflexibie system that would hinder operation of
the agency dunng the budget year

The Performance Budget

As the functions of government expanded and
expenditures escalated 1t became both difficult
and costly to track the details of the line item
budget Additionally dunng the years of line
item budgeting faws and regulations had been
passed that heiped to alleviate potential abuse by
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public officials of the budget process These
changes reduced the importance of stnct detaiied
line item controls in the budget process At the
same ume the New Deal began a decade duning
which total Federal expenditures tnpled These
greatly increased expenditures necessitated a
budget process less focused on control and more
onented toward the efficient management of
resources A budget process was slowly being
developed that organized expenditures by func
tons activities and projects This budget proc
ess was termed the performance budget "

The performance phase in budgeting moved
the government from strict control onentation to
a management onentation The intent of 1ts pro
ponents was to assist administrators in determin
ing and improving where possible the efficiency
of the organizational units Budget classifications
and associated work cost measurements est
mates for discrete measureable units were devel
oped for functional classifications to aid 1n the
efficient operation of government s activities '

The classifications used 1n performance bud
getuing provided an additional level of analysis
mtended to increase the responsibility and
accountability of department heads These man
agers should have gained increased perspectives
of their program from the resulting performance
analysis Performance budgeting also altered the
roles of central budget office and operational level
budget offices Many of the budgeung duues
shifted from the central office to the deparimental
units leaving the Budget Bureau more time to
study operating units and to coordinate activities
across agencies The performance budget then
increased the organmizauon and management
functions of the central budget office

Implemenung the new procedures required for
performance budgeting added additional burdens
to the budget office already constrained by dead
lines Resources especially staff ime could not
be properly allocated to meet the existing dead
lines 1n addition to the increased data needs of
the performance budget The performance bud
get also increased the complexity faced by oper
aung departments due to the required increase in
the number of accounts to maintain Not only did
the massive amount of detail obscure the agen
Ccy s program 1t alsotended to confuse legislators
and to decrease their abihity to understand the
total budget **

The degree of success in impiementing the per
formance budget was directly proportional to the
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amount of discontent with the existing process
and to the perceived relevance of the perior
mance budget to the needs of budget and policy
officials An obstacle often encountered in the
performance budget was the lack of perceived
usefuiness of the matenal developed The nar
rative intended to bolster the agency s budger
claims and provide information to legislators ang
evaluators was seldom reported to be helpful by
budget makers and other insiders and rarely deaj
with questions of performance In addition the
greater the incompatibility of a performance
technique with existing procedures the less likely
were the chances for adoption "

Other obstacles encountered when impie
menting performance budgeting were staff resss
tance and lach of support at vanous levels within
an agency Resistance was created when oper
atng units were not consuited in the deveiopmen
of the performance budget yet required to imple
ment its controls at the activity fevel Operating
units too often feared the consequences of pro-
viding detailed information to central control
agencies The main concern seemed to be an
adverse affect on their individual powers i exe
cuting the budget Often operatng unit personnel
were indifferent to the innovation since the
responsibility for its implementation was lodged
m the central budget office The implementation
of the change to performance budgeting met
resistance when operating umits did not under
stand the use of the data and were not involved
in the process of developing and evaluating the
required material The atutudes of budget per
sonnel also affected the implementauon of the
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«dormance budget If the reform was percetved
. cflectuating only superficial change budget
«reonnel tended to give low prionty to perfor
nince budget tasks '

The PPBS Experiment

Inthe late 1960 s through early 1970 s budgets
.. 1me a planning tool as well as a performance
aonitor W ith the McNamara approach of relat
aL outputs to costs 1n an overall plan as its base
his peniod brought an emphasis of planning 1nto
» “udget process Due 1o impediments to
n, .mentation not anticipated the planning
udeet 1mitiated by the planning programming
udeeting syvstem (PPBS) was never umversally
wopted as an inclusive budget approach

A major fathing was the lack of support for
2pBS in terms of both staff and other resources
pBS required financial commitment and legis
atine and executive support Generally agencies
«spond mainly to policy directives from top
wecutives Where these executives support was
10t assLred prior to implementation attempts to
nanee to PPBS were neutralized and conflict
uth the tradittonal budget system intensified
Acencies often believed that PPBS was being
mposed on them and therefore 1mplementation
vay thwarted since the nature of PPBS demands
hat those with 1t must fullv support it Major
bstacles to implemenung PPBS were also
ncountered when elected officials did not sup
sort_the change 1n the budget system and when

interest groups were opposed to the svs

m Without support from all involved in the
Jdeet process those attempting to implement
PBS encountered major obstacles '

Obstacles to the PPBS were often created due
v the location of the analysis group and lack of
sordination with the regular budget staff
Jften the PPBS staff was separate from and
wolated from the central decision making group
Ahen this happened PPBS carmed very hitle
nfluence and implementation was restncted Such
structural organization also allowed tradiional
udeet staff to maintain therr set routines and
enore PPBS Toavoid this obstacle in the future
he PPBS staff should be a part of the central
Tanagement staff involved in developing and
olanning agency goals '*

Introducing budgetary retorm created resis
ance from the existing staff and budget directors

A major obstacle was often created by imple
menting a change to the existing system without
understanding the status quo Along with this
lack of understanding there frequently existed
obstacles caused by poorly defined goals poor
instructions and the complex requirements of
PPBS Lack of famihanty with the new system
was one of the major impediments to1ts adoption
Further the budget staff was under constant
deadlines which impeded adapting new proce
dures in the budget process The time constraint
combined waith the lack of famuhanty created major
obstacles to PPBS implementors

The complexity of the PPBS was another major
obstacle to 1ts implementation PPBS mandates
clear defimtion of goals and objectives of the
agencv Innon-defenseareas programs were often
difficult to define 1n such terms and it was diffi
cult to delineate all alternative means of attaining
goals

Further PPBS often led to so many intncate
details and procedures that the intent of the bud
get svstem was lost The data became too detailed
for major decision makers to assimilate creating
a mass of data that was never used ™

It1s clear that the implementation of PPBS met
major obstacies where guidelines and instruc
tions were unclear The lack of clear policies and
procedures led to confusion on how to undertake
PPBS and to low morale two conditions that
created major obstacles to implementing a new
budget system Without clear guidelines there
was faltenng organizational staff traiming leading
to staff inadequately prepared to implement PPBS
Without the required traiming staff had difficulty
in secunng and analyzing data due to uncertainty
as to the data needed ‘!

A successful implementauon of PPBS 1s
dependent on having adequate ume to change
from the existing to the reformed system Obsta
cles can be created by impiementors forcing the
new svstem on the organization too quickly The
system must be phased in building understand
ing and consensus for the new pracuces and
allowing ume to make changes to the existing
budget practices Part of the phased transiton
process must include measures to mutigate the
obstacle of staff not understanding the usefulness
of PPBS to the agency by showing how the sys
tem can support agency/legisiauve goals and by
stressing the need for accurate and reliable data
Implementors must overcome the obstacles cre
ated by a data base not wholly intelligible or
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relevant and the need to have measures that result
from detaiied analysis

Implementors must be cognizant of the trad
tional means of budgeting in the agency and the
deviations from this tradition PPBS or any new
system demands As Schick states in budget
ing no reform 1s won easily The cards are stacked
in favor of repeating next year what was done
this year and 1n earlier years Small changes are
achieved through large efforts each wave of
reform leaves its modest Jegacy and prepares the
way for future improvements - When the new
system 1s incompatible with existng budget
structure or 15 divorced from traditional
accounting and information gathenng methods
major obstacles will be encountered Budgeung
demands routine yet routine creates a block to
innovation These routines then must be antici
pated and incorporated in the change if 1t 1s gong
to be a successful change *

Successful implementation of PPBS then
requires avoidance of obstacles caused by poor
planning of the transstion process lack of eval-
uation of existing procedures that will require
change lack of agency and elected official under
standing of the PPBS data requirements and ben
efits of the system lack of adequate staff training
1solation of PPBS staff from existing budget staff
and inadequately phased implementation of the
system 1nto the agency

The ZBB Phase

In the mud seventies governments began to
expenence a decline :n revenues coupled with an
increased demand for government services Bud-
gets began to be used as a tool to make basic
policy decisions regarding the services govern-
ment would provide and the level of these ser
vices The zero-based budget (ZBB) withclearly
defined services and associated levels of cost
budgeted at incremental levels represents a pol
icy onented approach to budgeting

Implementors of the ZBB encountered obsta
cles created by trying to mesh the ZBB require
ments with the exisung systems The frustrauon
of stafl attempting to use the ZBB process was
an obstacle to be overcome 1n the early stages of
implementation The complexity of the system
created another major problem when impie
menune the svstem The level of funding
approac~ was often cumbersome to work with

and the large number of decision packages made
effective ranking difficult In the Federal Gov
ernment Its size and diversity made application
of umiversal ZBB operating instructions difficuit
As summanzed by Draper and Pitsvada ZBB
was asked to do too much including

—tidentifying 1ssues

—setting objectives

~—determning alternative means of performng

the program
Complexity of the system then was a major
obstacle to implementing ZBB ®

ZBB implementation was also hindered by the
large amount of paperwork and duplication of
pages required 1n the budget package This obsta
cle of excessive paperwork as well as the
requirements of budgeting on incremental levels
created a major increase in ume required to pre
pare the agency budget This resulted in budget
preparation being behind schedule and manage
ment having to schedule more ume for budgetary
decisions a major obstacle to be anticipated when
implemenung ZBB *

In addition to the obstacle of time required to
prepare the ZBB package accumulating the
amount of data required by the budget created a
major obstacle Many agencies did not have
accumulated data to provide program measures
at the vanous incremental levels and were unable
to provide a desirable level of documentaton of
the program measure The poor quality of some
of the data submutted and the fact that the ZBB
Justifications were no more sound factuaily or
analytically than in previous budget systems
created an unwillingness 1n management to devote
the amount of time to the system successful
implementation required ”

The ZBB process and the levels of funding also
created fear on the part of agency heads Some
felt that budgeting a service level below current
funding might be misconstrued as a recommen
dation to operate at that level and therefore
resisted proposing reduced levels An obstacle
was also created by the threat felt by bureaucrats
toward a process that evaiuates the effectiveness
of their programn Further agency heads feared
defending their ranking before Congress or clien
tele groups and becormung vicums of theiwr own
prionues ZBB then created a fear of the con
sequences of the system in those who were sup-
posed to be supporung and converung to that
svstem "
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BUDGETARY REFORM IN GOVERNMENT

Conclusions

It i~ clear from the above background analysis
\h 1t the implementation of each stage of budget
i+ reform has encountered significant obstacles
Whit might be surpnsing 1s the great deal of
~ommonality  among the types of obstacles
.moun.ered Obstacles that hindered the imple
mntation of zero base budgeting dunng the 1980 s
Jsoconstrained the managers attempting to install
hine item budgeting tn 1913

(ommon categonies of obstacles include

—resistance from staff and line personnel

—incompatibility with existing systems

—lack of adequate commitment and support

—inadequate skills and data base
Ay word of caution the obstacles descnbed above
were wdentified either by professional public man
wers responsible for making the changes in bud
wline practices or by researchers quoting such
managers Little effort has been made to ascer
1ain obstacles identified by other central staff
mrsonnel by line managers staff and elected
oinaate The lack of these viewpoints identfies
1L 1p 1n the knowledge of the implementation of
hudgetar reform and should be filled by further
research

Imphications of this Analysis

The authors became interested 1n this topic
whenone of them was ashed toassist in prepanng
stule managers to use program budgeting This
request came before proper guidelines had been
prepared and 1n such a short ume frame that
Jimost guaranteed an inadequate level of skill
attainment To one author who observed a sim
lar attempt to implement PPBS in the City of
Philadelphia duning the late 1960 s and other
dttempts at budgetary changesinthe U § Virgin
Islands dunng the earlv 1970 s this expenence
rroduced a feeling of deya vu There appeared a
need for managers to systematically learn from
the expenences of other budget reformers The
duthors feel that those managers contempiating
achange in their budget practices can gain useful
nsight from a better understanding of the imple
mentauion process from this review of the hiter
dlure presented 1n this paper

There 1s aneed for much more research designed
lo identifv obstacles (o implemenung nnova-
tons especially budget and financial manage

ment systems Since 1t 1s generally accepted that
percepuions are influenced in part bv one s orga
nizational role researchers should attempt to
idenufy the reasons for unsuccessful implemen
tation as perceived not only bv the manager of
the implementauon of the innovatuon but also
other individuals including elected officers other
involved staff personnel and both line managers
and staff The degree of difficulty presented by
an obstacle and the contextual factors that make
one obstacie more of an hindrance than another
should also be expiored ™

For the practicing manager the most impor
tant lesson gained 1s that budget reformers must
anticipate obstacles to any attempt at changing
the existing budgeting practices and proceuures
Such anticipation should lead to very careful and
well thought out pre impiementation planning
Since many of the obstacles result from resis
tance on the part of the personnel being required
to use the svstem efforts must be made to con
vince these individuals of the utility of the new
system to them Resistance cannot be allowed to
develop based on the perception (either justified
or not) on the par of staff that they do not know
the purpose of the new practices the implemen
tauon plans or the revised expectations that this
specific budgetary reform places on them While
these authors do not hold to the conventional
wisdom that participation wiil remove resis
tance when suchresistance1s caused by uncer
taintv the active involvement of as many affected
staff as possibie (or at the least representatives
from all significant segments of the organization)
will go a long way to dispell initial suspicions
Budget reformers must anticipate the impact of
change on the status and prestige of affected indi
viduals and develop strategies to adequately
respond to the reactions caused by such tmpact

As obvious as the need might be this review
suggests that insufficient attention has been paid
to staff training and development Managers of
budgetarv change must reahstically assess the
demands that the new system will place on per
sonne! develop training objectives whose
achievement will provide the necessarv knowl
edge and skiils and design training expenences
that effectively meet the objectives Adequate
staff training will not only provide the ability to
carry out needed operations but will go a long
wav to melting any resistance crealed by anxiety
due to feelings of inadequacy

Assessments must be made as to the degree of
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compatibility of the new system with existing
organizational procedures and other systems The
budgetary system s very much dependent on the
data available and of course closely hnked to
the budget execution and control system and its
accounting component as well as the audit pro
cedures used within the agency The greater the
degree of incompatibility between the new bud
get process and these other components of the
financial management system the greater the
obstaclies to successful implementation
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Efficiency and Effectiveness of

Public Services’

Richard E Brown, Kent State University

James B Pyers, City of Wooster, Ohio

Formed 1n 1984 as the successor 10 the Nauonal

J4ncil on Governmental Accounting the Governmen-
tal Accountng Standards Board (GASB) establishes ac
coL~ 1ng princ ples for state and local governments
These princrples large'v dic ate the form ana nature of
the financ al (ntormauon wnich 1s annually disclosed by
financial orfice=s to elec ea otfic als the puolic and the
mecia th-ougn a public jurisdicaon’s annual report
GASB has recently emoarked upon a research project
wnicn could have a protound impact on this public
resorung mechamism Through the fuller disclosure ot
relevant data on pertormance, the changes envisioned
could also br ~g greater pressure on governments to
jroviae public services in more erficient and effective
wavs

In May 1985 a year afte~ 1ts creauon the five

me—oe- GASB board passed a resolution to encourage
exper.menrat on by state and local governments in the
arzz of se-vice efforts and accomphishments’ report-
1ng the accoun.ants’ terminology for the economists’
- pe- o-mance 1naicators ' In the newsletter releasing
esolution GASB s.ated that ‘research on ser
122 ,0rS may not start for several years (and)
~er2 15 re'anve v hittle inrormanuon on wnich to build
cz-cora e (accoun. ng) standards 1t standaras are
ss ~zole Encourag ng experumentauon by govern-
me” 2' 27 des in these matte-s will make 1t clear that
~e CASB corsicers .pese projec s to be important Ex-
ce- —e~ ation wil prompt research in these areas by
¢ 1 fme acacem ¢ commumnuty and pracitioness
SAS3 s-eso'at on core aded *The GASB wiil acuve'y
e2x ou. those wisripg O expeniment Thnose wno are

T2aCh Provic ng ca.a or wno wish to start should

® .- :c he GASB ¢ ~ec or of research "

A -~uTore" of ent tes agreed to work with GASE on
~e zrotec Tre Ctv ot Wooste- Ohio, with a popuia
o~ ot about 20 000 had since the summer ot 1984

ses~ xorx mgonareateaerfort which the City auobed

S w7 0s. measure™ent  system Tne Jase of asingle

a.~sarce s.or llustrauve purposes only, many

e z2-c 'ocal governrents have advanced pe-torm-

a~Cs -esOr 1z svste™s some more advanced than
Woes et s

T~2 GASB orotec 00k on a 1e~ dimension n the

@ 9' 10837 a-e~ re Bcara aec ded to organize a pro-

—

<
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B The Governmental Accounting Standards Board
{GASB) wruch estaplishes accounting principles for
state and local governments embarked 1n 1985 upon a
research effort whicn may have a profound impac* on
puolic financ al managemen: [f successful the research
could lead to the creation of accounting guigelines en-
couraging, perhaps ultmately requiring, state and local
finance ojficers to inciude performance measures of ef-
fictiency and effectiveness in their annual financial
reports These reports in turn are reaaily available for
decision making by governmental officials taxpayers

the media credit ranung firms, and other financial n-
sututions Tnws aruc'e reports on GASB's research ef
fort, using the partic pation of the City of Wooster,
Ohio, as well as ongoing research in the hospital fleld,
to illustrate the derails and porential impact of this
endeavor [n a sense the GASB researcn project is the
culmination of aecades of research-ortented attemp!s (o
measure efficienc,/ and effectiveness in the public sec

tor to develop performance based budge’ systems and
to encourage meaningul financial repor ing

jec eam or more aggressive research and fle'd work 1n
a numpe~ ot public semvice areas Tne ream s headed bv
James Fountain GASB s assistant director of researcn
and forrre- assistant city manager of Dallas He 1s
ass.sted on *he projec ream by Harry Hat—y of The Ur
ban [nsti.g e and Ricnara Brown one of .be authors ot
thus artic'e Using the protect team and on a part-time
basis a numte= of uruversity protessors througnout the
country he researcners are now attempting (o derer
mine the car-e=t extet ot pcrformancc reporuing 1n a
vanery ot muruc pal sevices higner educanion and
hospitals The indica.ors used the form in wnien the n-
dicators are reported and the use~s and uses ot the data
are among the 1ssues ,acing the researchers

This artic e descnibes the GASB research 1n more
de a1l and ciacas it in the larger environment ot goveT-
mental perforrance measurerrent [t also analyzes
Woos.er’s partic paton in the project and presents
some *enrat ve findings for hospitais one ot the se~nce
areas unaer s.ucv F rally, the implications ot the re
searcn for puplic adminustranon are discussed
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GASB'’s Objectives of Financial Reporting

In a December 1986 newsletter, GASB elaborated a
bit on the meaning of *‘service efforts and accomplish-
ments "' It stated

For purposes of the expenment service effarts and accomphishments
information was broadiv defined as information not normally inciud
ed with general purpose financial reports including but not hmted to
statisucal data economic data trend data on finanaial condition data
that attempy to measure the economy and efficiency of services or pro-
grams and data designed (0 measure the effectiveness and results of
services or programs (itaiics added)

In the 1986 newsletter, GASB offered an example of
information published by the City of New York on 1ts
street cleaning program and on the Department of Sani-
tation that 1s shown 1n Table I ¥

This New York City 1llustration was not intended by
GASB to be a startling example of a revolutionary per-
formance indicator and that 1s not the purpose here
Rather, 1t 1s a basic effectiveness measure which has
been in use for many years and which may be important
because 1t 1s suggestive of the essential kind of informa-
tion 1n which GASB is interested

GASB’'s concern for efficiency and effectiveness
1ssues becomes more apparent when one reviews
GASB's release on Obyectives of Financial Reporting
In the summary to that concepts statement, GASB
states

The Board has \denufied three groups as the pnmary users of external
state and focal governmenial financial reports the ciuzenry legisia
tsve and over sight bodies and investors and creditors Financial
reports are used primarily 1o compare actual financial results with the
legally adopted budget to assess financial condition and results of
operations 10 assist (n determining compliance with finance related
laws rules and regulations and to assist in evaluating efficiency and
oiecmene:: {11tahcs adced)

Such statements are important, of course because
thev are guiding the current research work by GASB,
research which could lead to the 1ssuance of accounting
and reporung guidelines for governmental controllers
and other accountants to follow in their reports to
elected officials, the public, and the media

A1 another key point in the concepts statement,
GASB ues the entuty’s budget, performance review, and
service efforts and accomplishments together [t states
[t (the budget) mav provide a basis for evaluating per
formance Comparisons of actual results to the legally
adopted budger can provide information to help assess

TABLE 1
Citnzen Perception of Street Cleanhiness
in New York Gty

2anng of Streets 1975 1980 1986
\ cep aote C ean 71 3% 53 0% 74 0%
fargiral 20 330 21
Uthy 80 140 39

PUBLIC ADMINISTRATION REVIEW

whether revenues were obtained and expended as ant;-
cipated Detailed performance evaluation, however, re-
quires the government to establish service efforts and
accomplishments goals and to accumulate actual data
for comparison purposes *

Finally, under the heading ‘‘Assisung in Evaluaung
Efficiency and Effectiveness * the concepts statement
comments

Ciuzen groups and legislators 1n particular want information about
service efforts costs and accomplishments of 2 government entity
This information when combined with information from other
sources helps users assess the economy efficiency and effectiveness
of government and may help form a basis for voung or funding dec:
sions To be of value the information needs to be sufficiently detailed
to permit comparisons with other years and other governmental en
titles Grantor agencies including higher leveis of government are
also concerned with the efficient and effective expendsture of grant
funds *

In summary, much of GASB’s concern with ‘‘service
efforts and accomplishments’ relates to data which
help the user—including elected officials and the
public—evaluate the ‘‘effictency and effectiveness’ of
governmental activity Moreover, this information
could be an :mportant part of the budgetarv process,
permutting periodic assessments of actual pertormance
against the budget plan Finally, these service efforts
and accomplishments data are, at least for the foresee-
able future, outside the scope of the traditional financial
statements They may, however be a part of an entity’s
comprehensive annual financial report which includes
customary financial statements

Following 1ts standard procedures GASB issued its
onginal exposure draft of Objectives of Financial
Reporting 1n January 1986, and it held a public hearing
on the draft in March 1986 The Board recerved 58 wnit-
ten responses from a variety of representatives of the ac-
counting and finance community A revised exposure
draft was 1ssued in October 1986 and 51 responses were
recetved on this draft The final concepts statement was
released 1n May 1987 Some respondents to the concepts
statement were troubled by the ram:fications of the
statement The i1ssue most often raised bv the respon
dents was on the broad scope of the statement, with the
belief that 1t was perhaps too broad to achieve Concern
was also expressed about the audit implications of what
appeared to be such a major change Could such data
some asked, be audited”? Other respondents argued that
information needed to satisfy the objectives would not
be sufficiently useful or rehable to jusufy the high cost
of developing 1t

GASB's response was guided by the majonty of
respondents who essentially agreed with the statement,
and the objectives remained basically unchanged in the
final version of the concept statement GASB’s com-
ment on the responses is noteworthy however, The
Board stated that, first developing standards in these
more difficult areas *‘1s likely to occur over a relauvely
long time,”’ second an analysis of costs and benefits,
while difficuit would be important in determining the
contribution of developing and using data on service
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THE EFFICIENCY AND EFFECTIVENESS OF PUBLIC SERVICE

efforts and accomplishments third the data developed
may not be required to be presented in the basic
financial statements and mav not be required to be
audited last such dara are essential to achieve true
accountability *

The Need for Reporting of Service Efforts
and Accomplishments Data

Measuring the hard-to-measure contributions of
governmental programs has preoccupied scholars and
practitioners for many years GASB explains 1t well in
Objectives of Financial Reporting GASB states that ex-
ternal resource providers cannot measure governmental
performance 1n terms of profit or return on investment
and that they may not be familiar with the services pro-
vided because often they are not direct recipients of
th 1 Thus explains the long-standing interest in pricing
(. r charges) and 1n extending the pricing concept as
far as possible perhaps including even elementary and
secondary education through an experimental voucher
svstem It also helps to explain the preoccupation for
generations with performance measurement

In his textbook, /ntroduction to Nonprofit Organiza
ton Accounung Emerson Henke includes a rather
evolutionary chapter for an accounting text entitled
‘Use of Accounting Data By Externally Interested Par-
jes ' Henke explores the hinkages between the more
1sual accounung data and financial reports of the
yrivate sector and the unique requirements of the public

ctor

analvzing the financial statements of pure nonprofit organiza
~ns externally tnterested parties are concerned with evaluatng the
~e hasic characieristics that they are concerned with 1n the profit
ea They want to evaluate the efficiency and effectiveness of opera

s However due to differences in operating objectives and
}amzauonal charactenstics the relationships and ranos used for
3 § purposes are significanty different The basic technique

| uring the efficiency of any organization s (o relate 15 outputs
s inputs In the profit area we do this by matching revenues and

~nses and bv relaung net income (o equity investments The

-a + provlem in measuring tus re'auonship for a pure nonprofit
v 15 that we seidom have an objective quantitative measurement
e va.ues of outputs If we could objectively determine the values
- ated with the services provided by such an orgamzation we
d develop a rano of those values 1o the cost of providing the ser
s or we could quanutatively matct those two sets of data to arnve
fi~ ency indiga ors

Ac ually the accountants interest 1n measuring the
-2 15 of governmental programs Is quue recent
@®ie-n economusts and others have been strugghng
n 1t for at least two generations The earlv cost
.efit analvsis work associated with water projects
an 1n the 1920s and 1930s as did the efforts> in per-
~ance based budgeung In the 1960s much of this
k was packaged as program planning budgeting svs
» (PPBS) with its emphasis on cost benefit analvsis
measurement Some researchers and even organza
s have built strong reputanons around demonstrat
he use of pertormance Measurements In assessing
ernmental programs*

737

Performance or expanded-scope, auditing first ap-
peared on the American scene 1n the 1950s and 1960s,
and 1t gained considerable momentum in the 1970s As
with many other ‘‘innovations,’* this work too had s
roots 1n the early performance budgeting and cost-
benefit analysis activity The essential premise of per
formance auditing 1s of course, that governmental ac
comphishment can, at least to a degree, be measured
Using workforce training as a program illustration, the
fundamentals of a performance audit can be described
as follows

s (Goals What are the program’s goals”? To train what
kinds of people”? In what kinds of skills? In what
numbers? To take what sorts of jobs?

s Measures How 1s the success of this program
evaluated” The numbers of trainees completing a
program? The cost per trainee? The number of
trainees getting a Job 1n the area of training? The
length of ume the trainees kept their jobs?

o Procedures What methods are used to do the audit
work to secure objective, professional answers®
Interviews? If so, with whom? A partial or complete
search of the files? A statistical sample of the files? A
telephone, mail, or in-person survey of employers,
trainees”

s Comparisons What do the findings or results mean?
Are results better or worse than similar programs in
other communities? Than norms or standards 1ssued
by some 1nstitute or accrediting body? Than those of
the preceding year?

The major obstacles 1n the path of successful per
formance auditing are both technical and behavioral
While performance auditors have been able to generate
their own measures and data, the lack of accounting

systems with such measures built into them often proved
controversial, somenmes even fatal Moreover govern
mental managers are not accustomed to having theis
performance measured They see only bad and lutle
good comung from the process Also, elected officials
tend to favor performance measurement only unul 1t
adversely impacts a favorite program

Despite the difficulties encountered, performance
audiung has survived and sometimes thrived at the
federal, state, and even local levels of governmen: and
it has demonstrated the positive value of reporting 1n
formation on program accomplishment It has heiped to
bring recognition that merely ‘‘comng In under
budget’’ does not say much about managernial perform-
ance 1e the estimate may have been too high needed
services may have been curtailed, etc Performance
audiung has also helped to insull the nouon that
generating and maintaining such data really 1s a respon-
sibility of management *

GASB’s concern with levels of service efforts and ac
tual accomphishments 1s opportune, building as it does
on this heritage and tradition The expenumentation 1s
also timely 1n 1nd caung the need for a fully integrated
financial management sysrem In such a system, the ac-
counting subsystern automatically captuares and repor's
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on the execution of the budget subsvstem allowing for
meaningful comparison of actual expenditures to
budgeted estimates The audir subsystem, 1n turn, can
rely on the accounting subsystem to test budget execu
tion without forcing the auditors to generate their own
performance measures or data While such a complete
system 1s manv years off 1t would be well within the
reach of GASB s research work 1f 1t proves successful

Ultimately, the 1ntegrated financial management
system must be able to do more than the current system,
which reports on doilars expended vis a vis dollars bud
geted, even if those amounts are being presented by pro
gram or subprogram To learn, for example, that
$950,000 was actually expended rather than the $1
mullion budgeted, is not very helpful It suggeststhat the
manager may retain his or her position because he or she
stayed within budget or perhaps that the manager 1s
frugal providing the needed level of services far under
the budgeted amount It could also suggest that the
manager did not provide needed services but instead,
being an experienced manager, has learned to cut ser
vices to produce the desired surplus In reality, the cur-
rent system does not allow one to know what actually
transpired A truly integrated system, based on per
formance based data would allow the citizenry to know
how much work was done and at what cost (efficiency)
It might even let the taxpayers know whether a good
quality job was done (effecuiveness)

It 1s interesting to note that, following on the work of
earlier scholars, the U S General Accountung Office
(GAOQ) 1n 1985 released a report outlining such an inte
grated system and making it a priority of the Comp-
troller General ** If the GAO emphasis will help focus
on the structure of the financial system, the GASB re
search will focus on its content—the GASB research 1s
assessing the importance of including performance
based data 1n the svstem as well as the specific formats
in which to include and report such data

The Wooster Expenment

Wooster’s unit cost measurement project helps to il-
lustrate the potenual power and pitfalls of performance
reporting Wooster located 60 miles southeast of Cleve-
land and 20 miles west of Akron, 1s the headquarters of
natonally known companies, such as Rubbermaid,
Inc and the Woos.er Brush Company, and it 1s also the
home of the College of Wooster

In late 1974 Wooster began a process of 1dentifying
1ts financial strengths and weaknesses, with the clearly
identified goal of achieving financial reporting 1n ac
cordance with generally accepted accounting principles
and earning by 1980 the Certificate of Conformance
awarded by the Governmental Finance Officers
Association This goal was ultimately achieved The city
alreadv had a numper of competent operating man
agers a reasonaplv well paid staff with consider
able tenure, strong working relations between the coun-
cil and the administrative arm of government, and a tra
ditton of ‘‘good’’ government with a mimimum of
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political rancor In addition while not a wealthy com
munity, Wooster 1s at least ‘‘average’’ from an
economic point of view Median family income in 1985
was about $27 000 and unemployment averaged about
7 6 percent The city’s property tax levy has remained
unchanged for several years, and 1its income tax 1is
among the lowest 1n the state Moody’s has given the
city a bond rating of A | 1n recent years If not outright
affluent, Wooster has had at least enough fiscal stability
to provide the city with a degree of flexibility 1n focusing
on and improving 1ts internal operations

Unit Cost Project

With a great many improvements made in its basic
financial management system during a previous ten year
period, the mayor elected 1n 1984, a retred Rubbermaid
executive, formed a task force to look into installation

of unit cost measures in every city cost center This

development occurred for several reasons

* The mayor was accustomed to having more meaning

ful financial data

TABLE 2
City of Wooster, Ohio
Unit Cost Measures Adopted by Cost Centers

Cost Center

Lt Cost Measure

Police Division
Fire Division

Communuty Service Division
Planning Department

Maintenance Division
Engineering Division

Transit Division

Building Standards Division
Parks Division

Recreation Division
Communnty Center Division
Law Department

Finance Department

Accountuing Division
Accounts Recervable Division

(Cuty Income Tax)
Information Systems Division
Personnel Division

Accounts Receivabie Division
{Utlity Bithing)
(Utility Service)

Water Treatment Division

Water Polluuon Control
Division

Cost per patroiman hour

Cost per capita

Cosl per response

Cost per dollar of cost of
services

Cost per $1 000 of real property
vajue

Cost per direc’ labor hour

Cos pe $100 000 of fixed
assels

Cost per passenge rip

Cost per inspection

Cost per acre maintained

Cost per partic pant

Cost per parucipant

Cost per dollar of cost of
services

Cost per dollar of cost of
services

Cost per transaction

Cost per dollar of tax collected

Cost per CPL hour

Cost pe dollar ot personnel
service cosl

Cost per bill 1ssued

Cost per work shp

Cost per million gallons of
water treated

Co t per miilion gallons treated
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* The city charter provided for such cost accounting in
formation

e The project seemed to be a logical extension of the
city's investment in mproving its financial system

Wooster began this effort with a pilot project to test
1deas gather information, and build interest and accep-
tance of the concept The pilot project involved 7 of the
city’s 15 departments, with managers or assistant
managers serving on a user committee The controller, a
key member of the Finance Department, was project
director The comrmuittee recetved considerable support
from the mayor and the director of finance and
assistance from two external advisors a former con-
troller and a former vice president of finance from the
private sector, both then in retirement A quality con-
trol team 1nvolving the mayor the external advisors,
and kev members of the Finance Department also met
periodically to discuss problems both potential and
actual

The user committee did most of its work 1n the sum-
mer and fall of 1984 Members agreed on the following
broad critena for the selection of unit cost measures

¢ The unit must be relevant to the department’s mis-
sion statement

¢ The unit must impact the decision-making process of
the department

¢ The unit should be measurable, objective and ver-
fiable

¢ The unit should be selected by the department

Ths system was structured so that imtially each
department would select a single measure, although the
Fire Department ultimately adopted two measures
Reporting was to be on a monthlv basis The Finance
Department was responsible for assembling the data

'and reporting back only to each department The an-
nual budget for the relevant expenditure area was to be
broken out by unit cost measures Year-to-date data
were to be accumulated and reported for each measure
to arrive at an updated cost per unit, allowing for ongo-
g variance analvsis throughout the year and building
an historical database for future analysis The umit cost
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measures selected by the city departments are shown in
Table 2 An excerpt from a typical monthly report 15
shown tn Table 3 for two cost centers !

1988 Status

At the beginning of 1988 the unut cost information
was still collected by Wooster’s Finance Department
and was reported back only to each operating depart
ment Because 1t was still considered to be a pilot pro-
Ject the information was not systematically reported to
the mayor and/or council, and 1t was not yet used as the
basis of budget/justification discussions or other impor-
tant policy meetings The urut cost information was not
verified, and 1t was not routinely compared to other
mumicipalities or to any existing performance standards
However, 1t was compared to the beginning-of-the year
estimates

The *‘system’ remained onlv a partial one 1n 1988
although 1t had been in operation for about three vears
The project was moving ahead very slowly Having
started the system no one seemed anxious to use it to its
fullest Instead, a strategic decision seemed to have been
made at least for a while, to allow the operating
managers to use the data as they alone deemed proper
Comments bv city officials on the status of the project
were mixed and included the following observations

* Maybe the system has gone as far as 1t can There 1s
no need for urgency

* The project 1s on hold We have not met on 1t now
for more than a year

® Full use of this svstem 1s 10 to 20 years off It will
probably have to be mandated by someone outside

¢ Someday this information will be included in the
city’s comprehensive annual financial report

* [am not at all sure outside groups will know what to
do with this information

* Some line opposition has developed to moving ahead
with the system 2

Similarly, those operating managers who commented
on the use and usefulness of the umt cost data had
mixed reactions There was understandably some un-

TABLE 3
Unit Cost System— Wooster, Ohuio
Excerpts from Monthlv Report

Current Month

Year to-Date

Budget Actual Y anance Budget Actual Vanapce
Community Center
Par icipants 3333 3 491 118 F 19 998 22 059 206] F
Cost participant $9 57 $6 <5 S3I02F S10 04 $6 91 $313F
Public Transportation
Passenge trips 15 417 15 346 MW 92 502 83 397 9105 UL
Cost passe~g= rp $2 86 2209 § 77F $2 65 $2 11 5 4F

F = favoracls variance U = unfavorable

MAY JUNF 1988



740

certainty as to how to use the data Occasionally, some
ume-honored maxims would surface

e If vou stay with your overall budget, you're okay
* Why spend 100 much ume worrying about your costs
if you can t do anything about them?

Sull however most of the managers interviewed
seemed to believe that the unit cost data would make it
easier for them to spot deficiencies and correct them
Also, they did not seem to fear a mususe of the data by
outside parues They were somewhat concerned, on the
other hand that some involved 1n the decision making
process would not understand the reasons for vanances
between budgeted and actual costs They also wanted to
separate out costs outside the managers’ control, 1 ¢
any allocation of overhead costs by the Finance Depart
ment Managers 1n some functional areas were satisfied
that systematic reporung processes were already being
used 1n their fields, either by the state or federal govern-
ments or by a professional or trade association, to per
mit valid comparisons with other entities, others were
less certain of existing practices Finally, some managers
worried that if comparnisons were made with other mu-
nicipalities, no one could guarantee that ail entities were
reporing on the same basis and including the same
items 1n their cost data

Hospital Reporting of Service Efforts and
Accomplishment Data®®

Along with research into state and local governments,
GASB is reviewing unjversity and hospital use of per-
formance reporting Several things can be said of hospi
tal reporung of performance data First, such reporting
has virtually exploded in recent years Second this
volume ot reporting 1s almost certain to continue and
even increase Third, while much of the current report
ing 1s of a workload or activity nature there 1s clear
movement toward measuring and reporung both effi
ciencv and effectiveness data

The growing nterest in hospital performance and
quality of care are illustrated by some recent newspaper
coverage of the topic On Julv 28, 1987, the Wall Street
Journal published a story about hospitals using mortal-
ty statsuics in their ads to attract heart pauents Popular
interest 1n what would seem to be a very esoteric subject
was further heightened by the federal government’s
1987 reiease of mortality data for all hospitals with
Medicare patients which includes most hospitals **

Of course not all data relating to hospital perform-
ance are so dramat'c but the volume and vanety of the
reporung are indeed overwhelming A given hospital 15
likety to report peniodically to the American Hospital
Assoc ation (AHA) which annually publishes a compre
hensive survev called Hospital Statistics 1f the hospital
wishes 10 obtain a special report of these dara tailored to
the hospital's needs and with comparisons to relevant
peer groups 1t can subscribe to the AHA's Monitrend
semvice State hospital associations and some regional
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assoclations perform the same type of service The Joint
Commuission on Accreditation of Healthcare Orgamza-
uons calls for internal quality assurance commiitees
and 1t 1s moving toward a more formabzed system of
reporting of quahty of care measures

State and federal governments are also demanding
more reporting of data on efficiency and effectiveness
In Maryland and Pennsvlvania, state regulatory agen-
cies require such reporting of all hospitals The Heaith
Care Financing Agency (HCFA), the federal govern-
ment’s agency for adminustering the Medicare and
Medicaid programs, not only requires performance type
reporuing from hospitals but also uses Peer Review
Organizations (PROs), pnvate firms under contract
with HCFA, to actually venfy such data by on site ex-
amination of patient files

As ndicated, much of the hospital data currently
reported are ‘‘unlizauon’ data—admissions dis-
charges average length of stay, occupancy rate, out
patient visits etc However, the tradition of reporting
such data, coupled with HCFA’s requirement for an an
nual Medicare cost report 1increasingly allows hospitals
quickly to calculate efficiency and productivity
measures such as cost per inpatient day, cost per dis-
charge, or nursing hours per inpatient day But effec
tiveness or quality of care now seems to attract the most
attention The Joint Commussion on Accreditation '
some hospital associations, and state and federal
governments are either currently testing or requiring the
reporting of indicators such as mortality rates, readmus-
sions and infection rates

Thus, to those who would argue that 1t 1s impossible
to measure the quality of health care the retort must be
1t 1s certainly difficult and controversial to do, but 1t 1s
being done

GASB Research 1n Perspective

Research to date shows, perhaps contrary to the belief
of some that an effort such as GASB’s to examine the
need for reporting requirements refaung to service et-
forts and accomplishments data 1s evolutionary rather
than revolutionary and tmely rather than futuristic
Whale this1s true 1n a general sense what are the specific
lessons and problems encountered 1n attempting to 1m
plement such reporting”

The hospital research demonstrates that within that
field there 1s a long and established tradition of report-
ing performance data, both 1o hospital associatons and
accreditation bodies and to state and federal govern
ments While past data tended to relate to workload the
trend toward reporting more efficiency and etfective
ness measures 1s clearly established Given these facts
1t s unlhikely that great incremental costs would be
associated with further formalizing the existing report
ing requirements GASB researchers find that this 1s
often the case 1n most service areas

Aside from concerns about pauents’ rnights three kev
1ssues are involved with hospital reporung The first 1s
to ensure that performance data systematically finds its
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way to members of the hospital board of trustees or
other policy makers Presently, this 1s very much a *‘hit-
or mss’’ proposition The second issue 1s one which
permeates reporting In any given service area What
reporting format should be used to ensure that the
matenial 1s constructively used” If information becomes
a part of the larger annual financial report 1t takes on
the aura which 15 usually afforded that document On
the other hand 1f 1t 1s added to what already may be a
large and complex annual report that may virtually
guarantee that 1t will not receive useful attention The
third 1ssue relates to the vahdity of the data reported
Currently, httle verification of data occurs a fact that 1s
inconsistent with encouraging greater reliance on the in-
formation for decision making A call for formalized
external audits, however, raises other important con
cerns relating to cost and to the current ability of the
auditing profession to conduct such reviews

The Wooster experiment with unit cost measures Is
of course a long wav from complete I[ndeed one
could say 1t 1s Just beginning Sull a number of observa
tions can already be made The tentauve conclusion can
be drawn that this measuring and reporung system 1f
continued would make government more accountable
bv disclosing data on efficiencv and effectiveness The
unit cost project has been implemented slowiy with the
support of top management and with the active involve
ment of staff and line managers through a user commit-
tee The umit cost measures for each cost center were
selected by the managers of those centers and, equally
important, the city avoided the data overload and frus-
tratton which result from trying to use too many mea
sures Moreover the monthly reporting of the measures
has thus far been limited to the program managers
themselves, thus avoiding outside criticism and possible
misuse of the data in the formative stages of the project
Finally astudent of financial management would likely
conclude that the unit cost measures can indeed provide
ssential data on operations data which are likely to in-
terest external parties

On the other hand some possible himitations are ap-
parent First nearly all of the unit measures now in use
are either 1input workload, or efficiency measures
Lseful as some of these may be they do not address the
quality of services provided It 1s probably wise,
however to begin with efficiency measures (since thev
are more understandable and less controversial) and
later 10 add effectiveness measures Another question 1s
how many performance measures are needed for a given
program Is one such measure too imited to capture the
complexities of a program are 8§ to 10 so many as to
overwhelm the users of such data” The answer to this
guesuon 1s clearly difficult and 1t must be worked out
on a case by case basis

Eventuallv costs controllable and noncontrollable bv
managers will have to be reported separately 1n order to
enl st the complete cooperation of the managers Thev
have alreadv indicated their concern about being held
responsible for costs they cannot impact Also, not
rusr detailed analvs s has been done of the vanances
be ween budgeted and actual unit cost measures Ulu-
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mately, comparisons between Wooster’s measures and
accepted standards in the funcuonal areas, or data for
similar enuities are needed Also as historical develop-
ment allows, the budgeted unit cost measures should be
refined At present they are often merely one twelfth of
the year’s planned activity 1n any functional area Final-
ly an evaluation s needed of the costs and benefits of
the reporting While the cost data are currently being
collected an evaluation of the benefits would be pre
mature at this ime However, when one assesses the
cost and benefits of generating and using such data a
part of the cost consideration must be 1n the absence of
such data how can a public program be truly managed”
Or phrased differently, how can policy makers ask the
taxpavers for funds without collecting basic data on
how the funds are being used and what is being accom-
phished with them?

One could suggest that Wooster’s experiment 1s wisealy
being implemented slowly over a period of years on the
other hand one could conclude 1t 1s monbund The ex
perience 1n Wooster, a community with a ‘ good
government’’ tradition, suggests the need for outside
pressure, however subtle, perhaps in the form of report
Ing requirements associated with 1ts accounting system

Conclusion

As indicated, GASB’s research in the area of service
efforts and accomplishments draws on experiences oc
curring over several years in public organizations
throughout the United States The GASB research team
1s examining many aspects of performance reporting,
including which and how many measures seem to be
most acceptable and practical in a wide range of pro-
gram areas how such information 1s used in the deci-
sion processes how might such data best be reported for
disclosure purposes and what are the costs and benefits
of generating such data Coverage 1s expected to extend
to states cittes counties, public hospitals school dis
tricts and public umversities Stll, the research con
ducted thus far provides some useful, if tentanve,
lessons

It 15 ikelv that environmental and behavioral difficul-
ties and not technical ones, will be the most difficult
problems to overcome 1n integrating service efforts and
accomphishments 1nto the traditional financial manage
ment structure Some of these have surfaced 1n Wooster
and have slowed implementation When HCFA released
data on hospital mortality rates the immediate reaction
of many hospital officials was to explain to the media
and others why such data were misleading The litera-
ture on performance auditing 1s filled with references to
the controversial nature of that work That s simply the
flip side of including unit cost measures 1n the account
Ing svstem—i1 15 using unit cost measures for auditing
purposes

The 1dea of performance measurement has broad sup-
port but 1t 1s often opposed in specific instances of
practice Measures provide powerful signals about per-
formance Government managers and their view of per
formance data are remuniscent of the old football story
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“‘I don’t pass because 1f you do three things can hap-
pen to vou and two of them are bad '’ With the system
atic use of performance data, government managers
perceive mostly bad things happening to them They do
not foresee an era of bonuses or stock sharing, instead
they can generally envision only negative uses of per-
formance data

The use of service efforts and accomplishment data 1n
the governmental arena approximates the profit signals
of the private sector To simulate the private sector ful-
ly, however, considerable economic, social, and
behavioral changes are needed before the system can
work completely Installing a performance measure
ment systerm mav turn out to be the least difficult part of
the task The design of training, education, and incen
tive svstems to alter the environment may be the greater
challenge On the other hand, one could make a strong
case that simply generaung and using data on service
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efforts and accomplishments will positively change the
environment of and current behavior in government

Richard E Brown 1s Professor of Accounting at Kent
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Measuring Government Performance:

Experimenting with Service Efforts

and Accomplishments Reporting n
Portland, Oregon’

Council, budget analysts and the public use the city auditor’s yearly Service
Ettorts and Accomplishments Report in many ways during the annual review of

budget requests
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ment by ail leveis of government

Googd bucget prachice encomoasses
strategic operational ang financiat planning
hat estaglisnes pertgrmance odiectives and
resuits N the measurement of service ac
comounsnments

Service efforts ang accomonshments
(SEA) are ane tacet of ertec ive use of
pertormance cojec ives 1n plantning and
buageting

GOVERNMENT FINANCE OFFICERS ASSOC!ATION
POLICY STATEMENT SERVICE EFFORTS AND ACCOMPLISHMENTS

Performance obiectves anc measure
ment logicaily falt within the purview Of
bucgetary prac ce rather than financial
reporing

The Govemment Financa Ot‘icess Asso-
ciation direcs its Commetee on Govern
mental Buagetng and Management ©
deveiop recommended practices ducget
awara cntena. and buaget guidelines for
perfarmance objec ives and measurement
N conunchon with the natonai tasx force
on state and local government tudgeling

Adocted May 4 1993

Dicruner 1993
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SE A report that would include refined
pertormance indicators and the results of a
cuizen satisfaction sunvey  Since the
feasibulicv test the auait services division
has prepared and i1ssued an annual report
on tne performance of the citv s largest
services in 1992 and 1993 with a thurd
an~ual report due 1n January 1994 This
repor 15 issued not as a part of the ciev s
arrual tinanaial report bur as a separate
gocument emanaung trom he auditor's
otfice
~e Ci v ot Portlard Service Efforts and

iomplnshmcnts Report contains nror
~3 10n on the perfor—ance ot rhe city s six
argest semvices police .re parks and

ec eau0On wate wascewater 3~d

a~sporaion These services comorise
icout T3 pe ¢-at of the c v § statnng and
pencirg The report displavs informauon
on eacn semvice organized n four sections
* 2 pnet cesc—ouon ot he sevvice mission

goais ob ezmives and Major activities
* pacaground I~*OrT™at On On service area
soe~aing arc stat‘irg eve's
se~ 1ce workioad and aemand data ard
ce ormance data on ser ce results
outcomes and ethc ency
To aid the 1nterpre anon and evalua ion
ot =e ntor—a ion severat ditferert kinas
ot LOMmpanson recnnicues are Jsed spend
~g 21d § aft evels are comparec to six
o ~e ¢ es Sear'e Sac amento Derver
karsas C v Circinnan and Charjote
Exr 2t ! ulus—a es a crar used in report
ng -ese cornaran ¢ cara In agaiion

2 Drcemsen 593
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five vears of Portland data are displaved
for each indicator so that trends can be
seen over nme Most importantly  where
possible perrormance accompushments
are compared to planned goals standards
or benchmarks Shown in Exhionr 215 a
report of tive years ol pettgrmance
indicators for the fire bureau If tne dara
show unusual trends poor or good
pertormance or sery dittessnt soending
compared to other junisaictions the report
contains some explanatory mtormaton 1t
available

The SEA Report also disp'avs he results
of an annual citizen satistacmion sumvev
administered by tne auait services aivision
The sunev questions are = enced to
provide information or ef ecriveness and
service quahity from the <1 zens or
customers pomnt of view Cinizen opinions
are reported tor each ot the seven major
neighborhoods comorising the City of
Portland

The audit services d vision undertook
the SE A reporting ettort 4itn two
primarv goals in min@ *irs 1o umprove
the accountabilitv ot Port and by annually
reporting to the pubhic on tne pertormance
of city services and secona 1o nelp make
city programs work be=ter ov © oviding
information to managers and elecred
ofticials that would help u—prove cecision
making Consistent witn rese ODIECHVES
the di tsion developea several worxing
principles for carrirg ou SEA
measurement and repo~ rg

1 Make it a cooperanve joint eftort be
rween city dep —tments and the cirv
auaitor focus on improvement not
punishment

2 Make sure the information 1n the report
1s usetul to managers and the putiic

3 Use exssung data and management
intormation where possible coordirate
and link with other pertormance
reporting

4 Limit reporung to the largest and most
visible services do not overioad uiticens
with data on all programs

5 Keep terms simple 1nd clear anc he
report easy (O read use a few we'l
selected indicators tnart are reftaole and
valid

6 Aim for conunuous Imorovement over
nume do not expec pertection

The SEA Report Cycle

The working principles were carried out
1n each phase ot Port'and s SE A Report
cvcle The cvcle includes develooing or
retining SE A indicators for each service
collecting and auditing SEA darta .
analvzing and reviewing trends presenting
and reporting results and tmproving
indicators and repormng from vear to vear
Each phase ot the cvcle 1s described below

Development and Refinement of
Indicators SE A indicarors were itially
developed ana continually are reviewned
and re ined cooperativetv with manage
ment and statt or service departments A
number ot meetings were required dun~g
the first vear of reporung but subseguer
reports have required less time ard
consultation be ween auartors and
depamtment start Aucit statt heip Jans
service opjectives rehine performance nu
cators and improve pertormance repor re
where possible The auaitors cnugue i~c
cators but generally relv on the depar
ments ro agree on a set of indicators o~
their serv ce area Auditors also work
Jlosely with each service manager ©
develop appropnate questions tor ~e
annual cinzen sanstacion surhet

Collecting and Audir of Data Da a tor
the SEA Report are collecred and
submicred bv semvice deparuments o 'ne
audit services division on torms provided
bv the divisior  The departments also
provide informanon on the source ot tae
data and a contuct person to callf
auditors have a concern abour the da.a
Audit staff test and review the accuracy
and reliabiliv ot the SEA data collect
informarion trom comparison cities and



ar - v
AR

acr-iuster the anrual cinizen sunes
Review and Anaivsis of Trends Afer
the SE 4 qata are audited auairors review
and analvze trencs and chang rg cond:
tions A drat report s prepared and each
service area recenes a Working dratt (o
review and comment on Usualls the
aeoarments provide explanators intorma
10n 10 help clanrv tne outcome of their
programs W nile some ot the SE A data are
presented 1n narratve form the report
orten uses graphs and tab es to present the
data Some da a are displased in 2 map ot
ne city by tne seven neignborhood
coali 1015 as shown in Exmibt 3
Dissemmauion of Resufts The final SEA
Report 15 1ssued pubiicly to the citv
council all citv managers ciazen groups
he media business ang civic groups
1eighcorhond assn~iarinns and other
eves ed pa-t es A tormai presertation s
- to the c1 v counci ana a press
tsc 15 1Ssuea 10 major prnt red:a and
2 ee sor a~dradio statiors
Evaluanon Are-cach vears SEA
epor statt Ot ne audil semvices aivision
=g~ aun represertatives of each depart
~=t o get te~cback on the erzor and to
zree 01 modt 1cation and 1Mprosyements
5> nev earsreport Counci members
~C raragers © ovide suggestions on how
5 ane m~ext earsrepont more asetul

‘osts of SEA Reporung
Eacn vear since preparation ot he inmal
asidiity stuay in 1991 tne auart sernvices
vision has spe~ tess meand ¢ orton
- >E4 Repor -ua or ard support statf
~. srave deci~ez rom 3 000 hours tor
@ st oeasmicun esto 1 800 *“ours ter
= cecond arr.a SCa Rezortissued n
95 Auatnou s ~cuderdica or

LEST AVAH.A

development audi ing of SEA dara
provided by gepar ments collection of
dita trom other ¢ 1es admunistration ot
the cit zen survey  and report wnung
lavout and produc.ion

Time spent annuailv by service depart
ments collecting SE A dara has variea trom
tive hours in one department to 20 hours
in another A4verage ume spent by the six
service areas represented in che SEA
Report averaged abour 10 hours Add:
tiona!l erforts began in 1993 in some
departments to design and implement
projects to collect missing management
intormation which will provide data for
several SEA indicators For example the
city s parks and recreation aepartment 1s
spending several hundred hours in 1993 to
develop a process tor trained observer

- €~ -l

-d -
o v v YPETaswT4 v va wn

facihnes This process will heip the bureau
measure its progress and pertormance in
maintaining facilities and parks

Tne annual ciuze~ sunev administerea
ov the audit division has wOst apout
§17 000 per vear Tne anonvmous staris
ncally vahid survev was administe ed by
mail and included several teatures three
separate mailings to 10 000 addresses
selected at random  elephone survev ot
non respondents to test reliabincy of
respondent informacion data entr Ot
returned survevs into a database ror
staustcal analvsis and contracring out for
Printing and maiing services

Effects and Benefits

Atrer rhe nrst two annual SE A Reoorrs
tne audit services division nas identiied a
numper ot prelummary ertects and benents
The SE A reporung process has had an1m
pact on program management tne budget

gLe CorY

DecEmmer 1993

process cinzen accountability ana audit
etrectiveness

Berter Program Management The
process ol defining mussions c'anning
goals and 1denun ing pertormance
indicators has encouraged manage-s to
focus on the purpose ot neir programs
and helped increase unaerstanaing of
pertormance measuremnent in the
deparments Manv beueve that it
managers have a c'ear focus on irtended
results and outcomes of heiwr programs
ongoing decisions have bemer connection
with mission and more clanrv ot purpose
resulting 1n more cooramnated and  anonal
management

Portland s SE A Reports have snmulated
discussion leading to speciic actions to

GovERwmMES™ FinancE R ves 13
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improve operanons in several departments
For example the 1992 SEA Report
showed a negative trend in water
turbidity 2 important indicator of the
qualitv of the city s drinking water The
cuv council noted the trend during a
public presentation of SE A results and
asked for an explanation from the warer
department After some review it was dis
covered that some data in the department s
annual public brochure on water quatin
were not comparable trom year to vear
and needed to be revised
In ancther case auditor discussions with
managers about developing better data to
document achievement of emplovee
¢ wwerment goals caused the police
de artment to design and initiate an
annual emplovee 10b saustaction sunev
Improved Public Accountabihity While
t Is premature to assess the SEA Reports
slumate impact on public accountabulits
he report has been used on several
secasions by citizen groups and the local
nedia to assess and evaluate the
sertormance of city government The
wewly elected mavor provided dozens of
optes of the report to her transition team
o help formulate plans and recommenda
1ons for her administranon Hundreds of
opies of the report have been distributed
o local media ne gnbornood associations
nd civic groups These groups have used
ne repor to prepare newspaper editorials
omment on the annual budge and
ducate themselves on the performance ot
neir city government Because the
ocument reports both positive and
epave pertormance intormation that 1s
g by staft trom Fe elecred auditors
fice 1t 1s viewed as credible and
J1ec 1ne
Improved Informauon for Budget
ecisions Tre SEA Reoort has oeen usea
a vanety of wavs to assist the council
.dge analvsts ana tne pubuc in the an
.al review of budge reauests The report
as used bv the aimv courcil during a series
budgetr workshops hat preceded public
arings in 1993 Tnev tound the repor
1uadle 1n conducming budget oversight
well Budget anaisscs use data in the
oort to analvze deoarment budget
auests and to prepare budger analvsis
-4 data and grapns aiso were presented
the adopred atv budget
More Effective Auditing The annual
eparauon of the SEA Report has indirece
netits for the auai se= ices diviston The
quar ~ature of the ecort helps audit
1t stav in frequent comtact with the ity s
ajor departmenrs anc keeps the spotlignt

< Drecermser 1993 GCoverRnsianT Finasce Revirx

on major problem areas Unexplained
negative trends in a performance indicaror
mayv suggest the need for more tocused
performance audit work Audic statf
increase their know ledge of service areas
so that future detailed audit work in a
department mav be more directed and
require less ume The public reporung of
SE A indicators has encouraged managers
to publicly commut to several program
improvements thit can be followed up on

by audit staff

Lessons and Challenges
A number ot lessons haive been learned

from the SE A reporung eftorr 1n the Cins

of Portland The audirors most invohea n

this city s three vear process benese otners

mav reach similar conclusions abour the

process

1 Vald and objectuse SEA d1ta can be
collected audited and reported The
relatine ease ot collection and audit mav
be due in part to Portland s experience
with performance measurement tn prior
vears and the asvailability of pertorm
ance audut staff SEA reporung mas
take longer to plan and 1mplement in
junsdictions wich htele experience with
performance reporting or budgetng

2 SEA reporung 1s an ongoing process
that improves incrementally over ume
The annual nature of the eftort helps
educate and culturalize managers and
users provides historical trends and
longer term perspective and gives the
orgaruzation time to refine and improve
the product continually

3 Consistent reporuing ot valid pe-form
ance information creates a demand for
more and berter intormation Users are
requesting more conclusions and
analvsis ot impac  more hignlighnng
and explanations of warning trends
spectfic suggestions for council action
and additional opportuninies for public
discussion of report results

4 SEA reporning requires less ume estort
and cost with each subsequent report
Routines become establisned data
collection 1s faster and auditing
methods are renned

5 SEA information can complement and
enhance rraditional tinancal
information
SE A reporting in Portland aiso taces

some conunuing crallenges that mav

reduce s effectiveness as an accountability

tool for ciuzens public managers and

elected oftictals These challenges include

¢ developing better methods for
communicatng results to reach more
ciuzens

devising new and creative techniques for
presenting large amounts of data in eass
to read and inviting wavs

improsing coordination with federal
state and regional performance
measurement efforts to reduce
duplication and inconsistency and
creating more incentives to use the data

Conclusion

The preparation of Portland s Service
Efforrs and Accomplishments Report nas
required significant statt effort and
resource investment T he process ot
developing collecting and reporting
performance indicators 1s siow and
improvements are incremental Earl
indications are however thar the ettort 15
justified Citv anabvsts and citizen groups
use it regularlv and ciev council members
find 1t a useful tool in overseeing ciry
programs Department managers ditfer in
their optnions those most in need of ¢
performance informaton use it greatls
while others with better management
informauon svstems tind the SE A Report
too brief ana simphfied A number ot
other local governments stare offices and
the federal goverrment have found
Portland s report useful as an aid ir
designing their own experiments witn
performance reporting

Portland s service etforrs and
accomplisnments reporting has shown
promise 1n helping improve accountabuity
The city s imual efforts indicate that the
process can benefit the organization The
concept remains experimental and mucn
needs ro be learned about how best to car
rv 1t out Conninual expenimentation ard
retinement bv others will contribute ro
better unaerstanding of ettective wavs to
measure government performance _—

Ricward C TRACY crero nfuud: o t=r C =
Port'and Oregon since 1981 15 3diunct 2 ~ e550 2
puolic aamems ranon 3t Por Lmd Sate Lrie st~ u=a
w equentspeake at GFOA and other protessiond
on zrences on audt l"g ang mangii mandgeren
opics ELLEN P JEaAN 3 semor minagement Juw O
tor the Cits of Portiana has oeen Judito tn naree Of
the annual SE A reports In add onto goremmen
pe rmance auditing sre nas wo ted i rigre
educ 0N SuPDOrNNG ucagermic resedrch Jnd man.eire
O"'lpl‘“ﬂg jertices



ESTIMATE REVENUES
Philip Rosenberg

One of the first steps that must be taken to prepare a budget 1s to estimate how much
monev the murnucipality will have available to spend in the coming fiscal vear Such an
estimate w 1ll be a summation of

« The amount of transfers from the central government, and
» The amount of local revenue expected to be collected in the budget year

Important revenue 1ssues to consider in making this estimate are growth, flexibilitv,
dependabilitv, diversitv, and abilitv to expand with economic growth In Hungarv, the role
of inflabon weighs heavilv on revenue estimates Rapid increases in inflation impact both
revenues and expenditures When making vear-to-vear comparisons for the purpose of a
revenue (or expenditure) forecast, an inflation factor must be considered 1n all projections

Preliminarv revenue eshmates should be developed in the earlv phases of budget
preparation In fact, 1t 1s desirable to present the Mavor with a preliminarv estimate of fund
availlabihtv when the overall budgetarv policv guidelines are being established Iruhal
estimates prepared earlv in the budget preparation process should be refined lafer, as
necessarv Anv significant changes 1n revenues or in local economuc conditions could signal
the need to review and revise estimates Accordingly, expenditure levels will be tmpacted
since murucipalities must have a balanced budget.

IDENTIFY REVENUE BASE
To make reliable estimates, a complete understanding of the principal revenues upon
whuch the murnucipalitv relies and the factors affecting them 1s necessarv

Some revenues are based on existing assets (e g, propertv taxes), some on income, some on
economuc transactions (sales taxes), some on privileges (business licenses), and some on the
sale of goods and services Therefore, 1t 1s important for murnucipal officials to monitor the
economuc activitv taking place within the communty

PERFORM THE ANALYSIS

The method used to project local revenues will varv bv the revenue source Several
methods can be used to eshimate revenues, but a simple, straightforward approach 1s best.
We present one possible method

A suggested techmique for making such estimates 1s known as trend analvsis Trend
analvsis can be applied to all revenue sources including business licenses, building permuts,
sales taxes, etc The approach requires



Analyzing histonical data (for at least three years),
Accounting for changes in local revenue sources,
Identifying positive and negative economic conditions,
Making adjustments for inflation, and

Making good judgments in analyzing these data

Exhibit
Steps 1n the Revenue Estimation Process

Estimate revenues for the upcomung fiscal vear bv following these basic steps

1

2

Identifv and list each revenue source

Project each revenue source separatelv Each source 1s unique and therefore trends
will vary bv source

Find the difference in collechons between each vear For example, the difference
between 1994 and 1995

Calculate the percentage change between each vear

Repeat the above Steps 3 and 4 for other years covered by the analvsis and arrive at
an average percentage change for all vears Divide this total bv the number of
percentage changes (e g, for three vears of historical data, there would be two
percentage changes) Thus will provide the average annual percentage change for the
period studied

Calculate the budget fiscal vear revenue estimate bv multiplving the current fiscal
vear revenue by the average annual percentage change (from Step 5) Add the result
to the current fiscal year revenue to project revenue for the upcomung fiscal vear

A




To perform simple trend analvsis, assemble information from at least the past three vears (a
longer period 1s preferred) on revenue to be projected Then calculate the changes from
vear to vear to identifv a trend When trving to identifv the trend, the best variable to
measure 15 the change in the revenue base (e g, growth or decline 1n propertv taxes, sales
taxes, etc ) First, the change in the base for each of the previous three or more vears needs
to be determined Second, an average change over the period i1s computed Third, the
average rate of change 1s multiplied by the revenue base in the current vear to obtain an
estimate for the budget vear Fourth, the budget vear estimate should be adjusted down or
up based on changes in inflahon, population growth or decline, laws impacting local
revenues, and economuc activitv

The following example shows how trend analvsis may be used Consider the revenue
source “business licenses ” A review of the financial records reveals the following

FISCAL YEAR AMOUNT IN FORINT
1991 1,000
1992 1,200
1993 1,300
1994 1,500
1995 1,900
1996 2,100 ‘
1997 ?

For fiscal vear 1997, how much monev should be anticipated for thus particular revenue
source? Bv using trend analvsis, that 1s, determirung the average rate of change in the
amount collected over the past six vears and applving 1t to fiscal vear 1996 collections, the
eshimated revenue to be collected from business licenses 1s 2,436 forint. This estimate 1s
developed bv completing the following steps

STEP 1 Compiule the total business license receipts for each fiscal vear
STEP 2. Calculate the difference 1n the amount collected between each fiscal vear to

determine a rate of change Over a six year period, as in thus example, there should be five
rates of change Using the vears 1991-1996, the following rates of change are developed

a FY 1992 - FY 1991 = 1,200-1,000 =2or20%
FY 1991 1,000

b FY 1993 - FY 1992 = 1,300-1,200 =08 or 8%
FY 1992 1,200

c FY 1994 - FY 1993 = 1,500-1,300 =150r15%
FY 1993 1,300



d FY 1995 - FY 1994

1,900-1,500 =26 o0r26%

FY 1994 1,500
e FY 1996 - FY 1995 = 2,100-1,900 =10o0r 10%

FY 1995 1,900

STEP 3 Sum up all the rates of change and compute the average rate of change over the
period

20%
8%
15%
26%
10%
79% divided bv 5 = 16% average rate of change

STEP 4 Take the average rate of change, which 1s 16%, and apply 1t to last vear’s collection
of 2,100 forint

2,100
x 16 '
336

STEP 5 Add 336, which represents the eshimated growth rate, to last vear’s collechon of
2,100 forint, to obtain estimated revenue from business licenses for fiscal vear 1997

336 average rate of change 1n forint over past 6 vears
2,100 last vear’s collection
2,436 FY 1997 estimated business license revenue

If a murucipalitv does not have sufficient data on the revenue base to make a projection, an
alternative method of trend analvsis can be applied Instead of developing hustorical trend
data on the revenue base, a trend can be computed based directly on the actual revenues
collected 1n each year An average rate of change 1s established and multiphied bv current
vear revenues to obtain the budget vear eshmates (again adjusted for changes in inflation,
population growth or decline, laws impacting local revenues, and economic activitv) For
municipaiities with limuted staff resources, the latter approach to trend analvsis could
suffice

In addition to 1dentifving local revenue, eshmates should be made of the level of central
government transfers likelv to be received This major component of murucipal revenue 1s
verv difficult to predict both 1n terms of the level of transfer to be provided and the timung
of 1ts receipt. Assumphtions must be made, regardless of how unrehable thev might prove,
to make some projection of this critical revenue source As a starting point, these revenue

Wl



projections should be based on the prior fiscal vear’s receipt, adjusted for inflation and anv
actions the Ministrv of Finance and the Parlitament are likelv to take

Thts analvsis should account for the following
» Changes in the law that impact the munictpality’s ability to collect the revenue source

* Rate of delinquent taxes and fees Are all revenues due the mumicipality being collected 1n a
timely fashion? If not, what actions will correct this situation”

» Out of the ordinarv or seasonal changes in the revenue source For example, was a large one-
time revenue recerved?

« Adjustments due to inflation so that real growth in revenue can be identified
* Problems in collecting a particular revenue source
» Conservative forecasting It 1s more important to underestimate revenue projections than
overstate them This will help to avoid budget shortfalls and the need to cut back services once
the budget 1s implemented
After the analvsis 1s completed, 1denhfy when 1n the fiscal year each revenue source will be
received and the amount to be collected This will serve as a revenue and cash flow plan for

the fiscal vear Once the fiscal vear begins, morutor actual revenue collections against this
plan and make adjustments accordingly

M



A Possible Method for
Government Financial Capacity Analysis and Forecast
(the CLF Method)

by Andras Vigvan
Introduction

This paper discusses a possible method for municipal budget analysis and
forecast The method was first used by Credit Local de France (CLF), a bank
for local governments for analysing and forecasting its customers’ financial
capacities The major businesses of CLF Bank (keep in mind, that the operating
budgets of local governments 1n France are financed from the State Treasury) 1s
proiding advise for local governments on the preparation of
communal/infrastructure projects, providing advice on financing alternatives
and financing The model handles the most important relations of municipal
budgeting The mamn purpose of the method 1s to establish and forecast
municipal credit-worthiness This purpose reflects the method’s benefits and
strengths as well as 1ts disadvantages and weaknesses The process explained
below has been designed as an adaptation of CLF calculation methods to
domestic situations

The method sharply separates current, or operating budget from capital budget
Each term used by the method 1s applicable for analysis and forecast because,
unlike terms used in Hunganan public finance accounting, the terms used by
the method can be interpreted relevantly The method uses four key terms for
analysis and forecast These are the following

operating mcome (in other terms gross savings)
net operating income (in other terms net savings)
investment deficit

total financing need/surplus

[ SN VS N S I

1 Analysis
11  Operating income

By that we mean the difference of current revenues and current expenditures m
the budget

There are three components to current income centrally controlled funds funds
tahen over for operating purposes and current own revenues

By current expenditures we mean the operating expenses of the budgetary
agencies and the mavor s office funds handed over for operating purposes and



other current expenditures (primanly repayment of normative state
contnbutions)

Under a normal, balanced financial management, the operating income 1s
positive, which means that current incomes realised by the local government
provide enough cover not only for current expenditures but also some
imestment and or debt servicing purposes A zero or negative operating
income reflects msufficient financial management and/or financial conditions
(funds control)

It should be noted here, that the logic reflected in the term 1s not perfectly
relevant under Hunganan circumstances for several reasons First, because the
most part of current revenues of local governments in Hungary come from the
central budget and the Health Fund, and those funds usually fai/ r0 cover the
costs of services prescribed, therefore no savings can generally be achieved
from this group of current incomes The second problem 1s that within own
murucipal revenues (that are low enough 1n themselves) the proportion of taxes
1s low That means that taxes have lhittle possibihity to fulfil their function to
provide funds for capital developments in the commumty Taxes, therefore,
cannot at present finance the capital investments necessary for providing public
goods The third problem 1s that operating fee revenues include no or
occasionally some depreciation, therefore the costs of former capital
investments will not or not fully be recovered

12 Net operating income

The net operating mcome 1s the difference of the operating income and debt
senvicing By debt servicing we mean interest payment and principal repayment
on any loan funds (e g loan repayment, bonds repavment) in the current fiscal
vear The debt servicing level 1s subject to the level of indebtedness and the
changing money and capital market conditions Because the nominal amount of
indebtedness 1s misleading many times, usually several indicators are used for
measuring 1t, including debts per capita. debts/current revenues debt
servicing/operating income, etc

A positive net operating income shows that operations generate some funds that
can be used by the local government for capital investment purposes A
negative net operating income shows that the local government must use funds
for debt senicing erther from 1ts own property revenues or additional loans
The former practically means using up property, the latter getting into a “debt
trap

13 Investment deficit

That term means the difference of investment o1 capital type of expenditures
and revenues Under normal financial management that part of the budget 1s 1n
deficit This situaton means that investment funds come form own property
revenues resenes made earher the current budget (usually tax revenues)



and/or loan funds In the case of investment surp/us either some reserves are
made or the net operating deficit 1s financed from investment funds If debt
serving on investment loans are financed from investment funds, 1t only means
actual reahsation of own property revenues advanced earher When the
operating deficit 1s financed from investment funds 1t means using up own
property In the present penod of the Hunganan municipal system, investment
surpluses are generated many times due to fluctuation in own property income
and prnivatisation of municipal property Investment surplus may also anse due
to the umque mechamsm of application for and award of state funds (note e g
projects with more than 100 percent subsidies)

14 Total financing need/surplus

That term means the final balance of revenues and expenditures 1n the current
year, which 1s the resultant of the two parts of the budget (the net operating
income and investment deficit/surplus) A positive value of this shows making
reserves, a negative value shows the use of reserves and/or use of loan funds

2 Forecast

With the help of the model, forecasts can be made for the local government
sector as a whole, for major types of communities or specific commumties If
figures on facts are calculated using the above logic, then 1t becomes clear that
1t 1s rather nisky to make forecasts on trends Attached are some calculations
under the CLF model for the local government sector as a whole With
appropnate wmput figures apphed, the method can be used for analysing the
financial capacities of specific communities or for developing investment
alternatives and forecasts necessary for credit-worthiness analysis

21 Input figures for a commumty forecast

211 Macro economic input figures
B inflation rate (easv to quantify)
B expected interest rates (quantifiable, too)

B changes 1in funds control and state subsidies (difficult to quannfy,
scenanos with vanous conditions are worth to use here)

W likelihood of revolutionary changes to happen (e g changes n
municipal competencies introduction of net wage financing
integration of the sector into the state treasury) (these are difficult to
quantify as well, vanous scenarios are to be used)

(2]
Yt
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Input figures on local societal and economic conditions

B changes 1n the size and composition of the population as well as 1n
economic activittes 1n the commumitv (in order to estimate
educational health and social care needs)

-
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® changes 1n the economic output of the community (changes in PIT,
and local taxes)

@ expected capital investments 1in the community

B local real property prices (for estimating sale incomes, duties and tax
bases)

Assumptions on mumncipal financial management

B estimations on the operating costs of the network of institutions

B rchabihitation and capital investment needs

W 1deas about possible state grants for caprtal investment (whether local
capital investment goals are generally supported, abilites for
lobbying, etc ) (scenanos)

B property management and capital budgeting strategies (property
valuation, policy on investments and borrowings) (scenarios)

Steps of the commumity level forecasting

221 Forecast the operating income based on esttmations about normal values
of current incomes, and real values of current expenditures (Under the adopted
city policy, there 1s no automatic real calculation for current revenues, and
there are ones on the expenditure side )

222 Determmne the net operating income using the estimations on debt
servicing

223 Determine the amount of investment deficit based on estimations about
own property mcomes (under varnious scenarios) and rehabilitation/capital
expenditures (several alternatives)

224 Determmne the financing needs



CLF model for the mumicipal sector as 2 whole

At current prices in Ft ‘million 1990 1991
Own current revenues

State controlled current revenues

Total current revenues

Total current expenditures

Operating mcome

Debt servicing

Net operating mncome

Own property income

Own property income from the state budget
Total own property mcome

Investment and own property type expenditures
Investment deficit (surplus)

Fiancing needs (surplus)

Balance sheet total
Consumer price index (% previous year - 100)
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et fees and charges pose unique
l l concerns regarding the financing
of service delivery While there
are a number of advantages for estab-
hishing a systen of fees and charges the
public 15 clearly concerned with how
much 1t will have to pay in formulat
ing user fee financing strategies public
officiais must be prepared to deal with
how service costs will be distributed
among the various users present and
future
Community investments support a
diverse array of facuities services and
programs Some facilities such as rec
reational services are used voluntanly
while other services berefit the general
public regardless of he needs or re
quirements of e maividual While cer
tain facilities proviae benefits 1n direct
proportion to consumsg ion other ser
vices prove admiqustratively difficult to
measure on a usage basis
In establishing pnic ng strategies lo-
cal offic als stould consider whether
the ¢ needs to be a charge for those ser-
vices hat provide beneits to the entire
population of the community or should
the services be Tnanced through general
fevenues
Once a decision 1s made to estabhish a
fee what 15 the basis for the amount
charged? Should he fes established re-
cover a poruion or the full cost of capr-
tal deveiopmen ? Should the fee cover
only overating mmaintcnance and ser
vice denvery costs” Shouid evervone pay
the same amount® Can the user and
non use be i1de~ fied? Should persons
of varving ircomes pay the same
amoun ? Shouid pricing include the
marginal cost of capital development to
mee the nesz, of parucular users? In
de-d there are manv questions to be
answe ed espe- aily regarding the fol
lowing pric rg sonside-ations
@ Cost orie~ =3 — P 1ces are gener
ated to recove costs Or revenues I1n ex
cess of cost
®Comgpe 1 ton-oriented ~ Prices are
influenced 17 part by what the user
wou d have to £av 10 OOtarn that service
rron an alte =2 ive avaiadie sourge
@®Demarc o 1enteg — Prices vary in
retation to the ~ume~- of =ersons who
want the se-vice 11 pa ucuiar ways
du 1mg partic.'a  imes at parucular lo
cations
®Conve~ ¢~ce oriented — Prices
vary to reie~  Ye vaiue of the conve
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User Fee Establishment
Depends on Community’

By Philip Rosenberg

nience of the service or the manner 1n
which the service 15 pad

@ Society-onented — Prices are ad
justed to reflect societal objectives
(lower prices for the poor higher prices
to discourage certain types of activities
such as over<consumpuon of hmited re
sources)

In selecting the appropnate strategy
the single major issue associated with
fees and charges 15 related to the equity
of pricing public goods and services
Although some officials may argue that
fees are inherently equitable because the
user pays for the goods and services

K]

consumed while the non user does not
subsidize the capital cost provision
there are two dimensions to the estab-
hshment of a fee structure that 1s fair
and equitabie

@ pnang to reflect the cost of semving
the individual user and

@®pnicing to reflect the individual
user s ability to pay

Local government services are not
provided 10 the public without cost
Yet the equitable distnbution of the
cost 15 typically demanded bv the pub
lic since the portion of service costs not
supported by fees represents a pubhic
subsidy

If public officials could accurately
apporuon costs to the user then every
one would pay their fair share This
wouid require the application of mar
ginal pric ng techniques wnere n the user
pays the prec se portion of necsssary
costs Margmnal pricing 1s based on such
variables as capital capacity and de
mand

Strict adherence to marziral cost
pric ng could mean that {ull costs are
not recovered For example one add

* Repnnred with permission ¢° American $in ina Coanr

tional homeowner linked to 2 wastewa
ter treatment facility that 1s operating
under capacity adds very little to the
operational and development costs of
the facility Because of these compieu
ties local officals either opt for a flat
rate fee structure or a modified version
of marginal pneing

The degree of benefit an individual
receives from a capital asset will also be
variable and the pricing strategy se
lected may reflect approxumations of the
benefits actually recesved For example
capital improvements in a2 commercial
development distnct may give a grester
benefit for owners of developed land
than owners of vacant land In these
cases 2 certain degree of unfaimess s
immevitable and public officials must
strive to select the pricing mechanism
that offers the least net penalty

Honzontal equity

One approach to estabhshing an eq
uitable fee 1s to apply an 1dentical
charge across the entire user populaton
— honzontal equity By creating a fee
structure that promotes horizontal eq
unty local officials seek to collect 2 unt
form amount that spreads program
costs evenly among all users In some
cases this approach is both rationaj and
appropriate where those who make
equal use of services pay equal amounts
and where there 1s constant service de-
mand througnout the year

However honzontal equity may not
prope ly distribute the real cost to all
users A flat rate sewer charge means
that those residents at some distance
from the sewage treatment plant pay the
same amount as those residents near the
plant The flat rate sewer charge mav
look fair (everyone receives service
everyone pays for it) but does not re-
flect the true capital cost per use” since
the community expends more doilars to
provide the service as development
spreads 10 new arcas Because infra
structure design must meet the pote~tial
demands of most peak load situatons
a fat rate will not reflect the incremen
tal or marginal capuitai cost associated
with expanded capacity Individuals us
ing the facthity a off pcal hours wul 1n
essence  be subsidizing individuals who
usc the facinty during peak load situa
tions

User fees have often been ciied as 2
form of regressive taxation because
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lower income families and individuals
pay a disproportionats share of their
mncome for public goods and services
Instituting a fee to cover capital and
operating costs may exclude the poor
from benefitting from services that had
previously been provided free of charge

Additionally some officials argue
that fees are 2 more equitable pricing
mechanism than the property tax This
argument suggests that Jow income per
sons through the property tax or md:
rectly through rent pay for services they
may or may not use In his book Re
building America Financing Public
Works in the 1980s, Roger J Vaughn
makes the case that low income house
holds represent a disproportionate share
of mass transit and pubiic school users
Conversely the poor use less than their
population share of water sanitation
hbrary and museum services Because
fees offer the flexibility to select those
public goods and service one wishes to
consume the poor will have an 1n
creased ooportunity to pay for only
those services thev actually use

In spite of these arguments public
officials have instituted differential
pricing mechanisms that are designed to
meet the needs of the low income the
elderly and the youth of their commu
nity Veruical equity refers to the distri-
bution of cos among t sers based on
differing levels of income (ability to
pay) or differing consumption levels
Senior citizen or youth fares for public
transportation are not uncommon

The decision to give preference to
these groups 1n pricing may also be tn
fluenced by administrative simphicity
Pricing water on the basis of one s abil
1ty t0 pay may cause administrative
nightmares In these situations 1t has
been suggested that the poor be pro
vided with some form of direct subsidy
to pay for these services

Local governments compete with
each othe 10 attrac. or retain business
and industry When estabhishing a fee
structure care must be taken to con
sider the fees :mposed by neighboring
junsdic tons and communities of simi
lar size and service delivery Do they
charge a user fee” How much do they
charge? What are the bases for the fes?
If fees are 100 high and 100 numerous in
comparison with corparable communi
ties 1n Jhe surrounding area the com
munity s competitive position can be
adversely affected

Identifving fee services

Bevond the pubiic policy and eguity
1ssues associated with the establishment
of user Tees the e are some questions
that must te answered before a fee 1s
determined Wha services should be fi
nanced by fees? Who will pay” How
much wul they pav?

Generally the use of fees to finance
specifi~ «vpes of se vices will be infly
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In selecting the
appropnate strategy,
the single mayor 1ssue

associated with fees
and charges 1s related
to the equity of
pricing public goods
and services.

enced by the local government’s legal
capacity to levy a charge the avaabil
1ty of alternative revenue sources the
social and political chmate of the juns
diction and the public s willingness to
pay

Service can be provided as a contin
uum with pure communty wide facili
ties (public schools police protection) at
one end and pure private type facihities
{public utilities) at the other end Within
the two extremes fall a number of ser
vices that have both public and private
quahities As the service provision moves
across the conunuum from public to
private the funding composition shifts
from general revenue financing to fee
based financing Those capital items
falling 1n the middie may be financed
depending on public policy by a2 com
bination of each revenue source

Another important consideration 1s
the ability to disunguish those who pay
for service provision from the non
payer There are a number of services
for which 1t 1s relatively easy to dentify
and charge the consumer for service
use

Conversely a betterment charge for
the installation of street lighung may
benefit not onlv residents of the street
but those who travel through the area
If the non payer cannot be excluded
from the benefits of a fee based service
there will be a number of negative re
sults First those who pay for service
will voice considerable protest to what
they mav conside- to be an unfair
charge Second no one will pay for the
service if thev can receive the benefits
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without cost Third those receiving ser
vice provision without cost may over
consume

Determining price

Ideally no activity should have a sin
gular basis for determining its price
The development of a fee stru~ture has
three essenuial e.ements

®Quanuty — charge on the amount
consumed

@ Capacity — charge on the full cost
of producing and

® Locauon — charge related to den
sity and location

A fee may be designed to incorporate
components of eack of these three ele
ments For example water supply may
incorporate zone (location), peakioad
(capacity) and the amount consumed
(quantity)

Essential to establishing the fee 1s the
availability of accurate cost informa
tion The establishment of a rate that 15
bwilt upon faulty cost information cre
ates a multitude of problems

The total cost of any activity 1s de
rived from two elements direct costs
and indirect costs Dire~ cost. can be
readily attnbutable to the provision of
a specific good or achvery of a particu
lar service Direc. costs include labor
and contracted services matenals and
supphies Indirect costs are not readily
attributable to a service yet the costs
support service provision Typically 1n
direct costs include data processing fi
nance personnel utility costs and other
costs that cannot be related to a spec.fic
service or acuvity

The fee selected will be influenced by
a commumntyv s pricing objectives If the
principal aim of establishing a fee 15 to
guarantee where possible full cost re
covery local officials need to examine
the capability of the fee 10 generate rev
enue equal to the capital and operating
cost of service If the purpose of pricing
15 to control demand and lessen waste
and over consumption the fee shoutd
reflect this concern [f there are signift
cant capital time or matenal cost dif
ferences these factors likewise nesd to
be considered in the pricing strategy

Admimstrative capacity to establish
collect and monitor various types of
fees should also influence the fee selec
tion decision The desire for adminus
tra tve simplicaity and the high costs as
sociated with monitoring certain varn
able pricing structures masv lead 10 the
establishment of less precise pricing
mechanisms Where this 15 the case a
commmunity mav use such variables as
land area front footage or land value as
provies for more accura e indicators of
individual use -

Philip Rosenberg s the founder of Philip
Rosenbery & Associctes @ financial end
mgnagement strolecies coraul ing firm
for ~orerament in Orlean la
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Evaluating Alternative
Revenue Sources”

by lanJ Allan

Local governments conunue to operate in a difficult fiscal
environmert made worse by the effects of an economic
recession Of increasing corcen tomany finance officers
1sthe drop 1n revenues from economically sensitive sources
that has led 1o budget shortfalls and deficits The financial
difficulues encountersd by suate governments has led to
cutbacks in state aid to localitics and compounded the
problems faced by local govenments

While reducuons tn spending can be a pant of the soluuon
to the fiscal problems of local governments many have
found thatexpend:ture demands have increased dunng the
curentregession  Asa result of this situatton many local
govermments are considenng the adoption of altemative
sources of revenue to boister sagging collecions  This
Lask has been made more difficult by tax revolls in some
arezs that have made 1l increasingly proclemaucal for
local governments to rasse nesded revenues through the
usc of the real property ux

The purpose of this Research Bulleun is to provide guid-
ance Lo those finance office~s contemplaung the adopuon
ol a‘terrauve revenue sources and 10 encourage locdl
goremments to deve'op fcrmal sualements of revenue
policy It nclucdesdiscussicnoflocal govermmentrevenue
poi cv and appropnate policv goals a procedure foriden
tifv.~g tax and other revenue altemnauves a merhod for
evaiuaung specific tax and use~ charge aliernauves and
the mp czoc1s of rovenue stucture reforms feor a local
govemnment Jercditstarcing Thisinformation can assis,
firarce off ce-sinconducangevaluauonsof the r-zvenue
struc wre ard in providing policy advice to the elec.cd
offic als wro are vitimatelv responsible for adopung
changss !

Evaluating Local Government Revenue Policy

Revenue policy nitss 7 ast form represents the set of
dec s ors made regarding the raising of revenues to fund
the opeaucrsof govemmert and isrefles edm be axzs

fces and uscr charges imposed within 2 pasuculer eois-
dic.cn Manv local govemrenis lack a formal comprs

hensivesalcmentot re enue policy their tax and revenue
acuonsare maae instcad onanad hoc fmgmentary bisis

Government Finance Officers Associanon
Government Finance Research Center

1750 K Street N W, Washington D C 20006
(202) 429-2750

Idcally revenue policy will reflect a community s funda-
menul values such as the desire to ensure that the Living
standards of elderlv and/or low income homeowners are
notadversely affccted by nising residenual property values
and property x bulls Inrcality state restncuons on local
revenue raising authonty prevent revenue policy from
fully reflecung these fundamental values In many states
1t 1s not possible (o reduce local dependence on the real
property tax and thus blunt the impact of nsing property
tax bills because suie governments have restmcted the
ability of local governments o diversify thew revenue
structures through the imposibon ot income or sales Laxes

Why rcform the current revenue structure? Reforms are
oftcn proposed as a means of defusing a fiscal or polit ¢zl
cnsis  For example at the present ume an economic
slowdown 1s forcing many local governments (o review
and revise thew existing revenue structures in order to
generate sufficient funds to meet growing expenditure
demands Another typical example of reform 1s where a
local government responds to growing complaints about
nsing property x bills by attempung to diversity the
jurisdiction s revenue base and reduce 11s dependence on
the real propertv tax  Revenue policies are also reformed
because one feaiure of the tax and revenue system has
fallenoutof linc Forcxample the need for and pursuit ot
revenuce adeguacy may create tnequiles in the tax burdan
that must be addressed at some poiat tn ume

Policy Goals

While opportuniucs for comprehensive reforn ot a local
govermnment s revenue policy and revenue suructure are
rare cvaluation of individual revenue sources 15 qu t2
common Prior 'o conducting an evaluaton of the local
revenue STuc urc 1l 1S 1mporant o revicy what are
generally conside-ed o be the appropriate goals of revenue
pohicy The goals discussed below are not is.ed tn order
of imponance nor are they mutuallv exclusive conflicts
and tradc-otfs bctween them will be inc niable

Political Acceptability Taxpayers expect faimess in the
d szout onot t~e Lax burden and an understianding of 10w
the bu-tcn 1s Al'on—2d  To tncrease taxpayer undersiand

ing ot the tax &14 evenue system compicxity shou'l te
koo 0 2 mimem and the assumpuons underlying the

revenue policy made explicit

» Repnnted with permussion of the Government Finance Officers Associauon. publisher of Cuvernment Finance
Review 130N Afichugan Ave Swite 800 Chucago IL USA 60601 (312/977-9700 Compuserve address 74431 2241

Imioemct addres "23°1 2247 ¢ comn ceme zom)



Poliucally acceptable revenue policies will 10 a certun
extent reflect local tradinon and polhiucal atutudes Pnor
toaltering exisung revenue policy areview of the political
envyonment must be conducted Animportantcomponent
of this review 1s an examination of exisung revenue
capacity and revenue effort including comparisons with
other junisdicuons 1f such data are avallable Revenue
capacity gauges the abihity of a government to raise rev

enues and 1s measured 1n terms of per capia personal
income Revenue effort 1s a measure of the actual amount
of revenue raised by a government, and 1s often measured
in terms of revenue per capita  Evaluaung local revenue
capacity and effort can reveal ciuzens atutudes and pref

erences towards taxauon and the level of taxauon that they
are willing to bear

Revenue Adequacy and Stability The revenue structure
should provide the government with sufficient revenuesto
finance deswred public services Creating an equilibrium
between the growth of revenues and the acuvities that
governments finance will be difficult 1o achieve butisa
worthwhile objecuve Ideally rcvenue yiclds while re

sponsive o0 1ncome and populauon shifts will be depend

able and predictable Economic recessions and changesin
state and federal aid distributions can have a negauve
impact on revenue growth Atthe present ume duc o the
ellfects of economic recession revenuc adequacy 1s a
major concern of governments at all levels

Revenue Diversification An opumal revenue structure
includes a balance among the major taxes of property
salesand income minimizes the use of nuisance taxes and
relies on user charges where feasible Taxes should be as
broadly based as possible to allow for lower 1ax rates and
improve economic efficiency Diversity in the revenue
structure 1s desirable for poliucal and social reasons

A diversified property tax base with a balance between the
diffe entclasses of property 1s dessrable because it will be
less vulnerable 10 economic shifts To achieve this aim
linkages between tax policy and planning/zoming policy
should be forged In the shortterm abalance between the
various classes of property will be hard to achieve 1n the
long term parucularly 1n growing communiues such
balance 1s a good possibility

Equity The distnbution of the tax burden and the benefits
of puolic services should be equitable Honzontal equity
requires that the treatment of persons in simular economic
cucumstances be equal  Verucal equity requires farmess
1n the distribuuon of liabihiues among persons in different
cucumstances

EconomicNeutrality Thetax and revenue systemshould
ma:niain economic neutrality, promoung growth and the
efficient allocauon of the economy s resources The goal
here 1sto minimize unintenuonal interference with private
economic decisions in the process of raising needed rev-
enues

Administrative Feasibility  The complexity and cost of

Rerearch Bu''e n January 1992
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collection of revenues must be considered prior to adop-
uon of a parucular tax or revenue source Compliance
should be made simple certun and incxpensive for the
taxpayer and administrauon easy and economical {or the
lax collector

Self SufTiciency To the extent possible it1simportant not
to be overly reliant on federal and state aid so that ad
reducuons or cutoffs do not interfere with the provision of
viwal services or distort budget decisions

Political Feasibility The use of parucular taxes or rev-
enues by state governments may preclude thewr use at the
local level because states may wish 1o reserve the tax or
revenue base for their use alone Local govemments
shouldconsiderthis whenevaluaung revenue altemauves
and pursue those alternauves whichare poliucally feasible
Legislauve advocacy may be required in some cases

Political Accountability Increasesinlocal taxesorother
revenues should be the product of deliberate legislauve
action and not inherent structural features of the tax and
revenue system that result in automatic rate hikes A good
example 1s the real property tax and properly assessments
that have incrcased from the previous year resulung in
hugher property ax bills unless the wax rate s lowered
Some local governments deal with this phenomenon by
adopungatruth 1n-taxauon law thatsctsaconstant property
tax yield rate and prohibits increases in property Lax levies
unless public hearings are held

Accounting for Tax Exemptions, Abatements and Relief
Programs By wracking and accounting for the valuc of
taxes and other revenues foregone by a local government
for the pwrposes of providing incenuves 1o businesses or
for ux rehief for low income propertv owners a govern
menl can more easily compare its costs with the benefits
obained 2 A word of cauuon 1t can be difficu’t o
measure the benefits associated with ax abatements and
other relief programs and local govermments should be
careful not to exaggerate theur size

Exporting the Tax Burden Tax cxportability can be
definedasthe abilitviolevy taxesorother revenues in such
a way that the burden 1s borne by taxpayers outside of the
junisdicuon of the local government. Experting the Lax
burden s a deswable goal because it lessens the burden on
a local government s residents  Retaul sales and hotel
motel accommodations taxes are generally the most ex
portable

Taxes can also be exporied o the federal government
when local governments take advantage of the deducubil
ity of local propenty and income taxes from the federal
income tax  When searching for revenue alternauves
deducubility (or the lack of 1t) should be a consideration

Ordinance Consolidation To cnsure greater control
over a government’s revenue policy local laws regarding
taxcs fees and user charges should be consolidated This
will enable the local legislauve bodv o review them on a
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regular basis -easily and comprehensively--and reduces
the chance that ‘old’ rates will remain in effect due to
administrative neglect

Other Valid Goals A local government revenue policy
may reflect other goals of the community such as the
preseryauon of histonc properues or provision of property
tax relief to homeowners These goals may conflict with
other policv goals such as the need for revenue adequacy
and stability or the desire 0 maintain economic neutrality

In the process of examining alternative revenue options

the goals outlined 1n this section can be used as a means of
assessing the feasibility and deswrability of the vanous
opuons as they might be applied n a local jurisdiction

Failure w fully consider these goals could lead to future
fiscal and/or economic difficulty particularly if decisions
are made regarding revenue sources that account for a
large proporuion of the junsdiction s revenue base The
application of these goals 0 specific revenue altematives
1s more fully discussed in the section on evaluating alter

native revenue sources

Linkage with Fiscal Policy

Revenue policy 1s inextncably linked with fiscal policy

An evaluauon of revenue policy should not be undertaken
without an evaluauon of expenditure policy Of particular
imporance 1s the idenuficaton of the level and mix of
services that taxpayers wish to support Essenually a
pohucaldectsion thisisone of the moredifficultchallenges
facing anv govermment. Nonerheless only by idenufying
this warget level of laxauon can reform of the revenue
structure be completed successfully An addiuonal con

cern 1s that the revenue structure conunue to generate
sufficient revenues 1o meet future spending requirements

while meeting other revenue policy goals

Linkage with Economic Development Strategy

The revenue policy in place in a local jurisdicuon dircetly
affects the business climate and economic development
efforts Policy makers need to understand how the current
revenue structure affects the economy and how proposed
changes may improve or hinder future economic acuvity
and take tnto account the interaction between taxauon and
economic activity when adjusting local tax rates

Local government policy makers aware that they are 1n
compcuiton with other jurisdicuons for economic devel

opment projects attempt to ma:ntan a healthy business
chimate 1n order to discourage businesses from relocaung
to another junsdicuon and 10 encourage businesses lo-
cated clsewhere to relocate in the focal jurnisdicuon  Fear
of developing a less compeuuve tax climate than neigh

boring junsdictions has causcd many local governmentsto
raisc revenues through the imposition of additional user
charges and fees rather than by raising major ux raies

This canresult 1n a more balanced tax and revenue system
and may ulumatcly be of greater bencfit to a local

/
ppsT AVAILABLE €O

government s rcsidents and enhance economic develop-
ment efforts

Important quesuons 10 ask are  Would a tx or other
revenue change force a business to leave” Have any
businesses complained of heavy tax burdens and financial
difficulues? Would tax incenuves offered o businesses
undermine revenue stability? Would a tax or other revenue
change contradict past policies including the granting of
tax abatements Lo businesses?

Steps in the Identification of
Alternalive Revenue Sources

Local govermmentsconsidenng the reform of theirrevenue
policies will want to 1denufy alternauve revenue sources

The 1denuficauon of such alternatives can be accom

plished systemaucally through an examination of exisung
local revenue raising authority, areview of the expenence
of other junsdicuons and an evaluauon of the local
economy

Examine Local Revenue Raising Authority

Local revenue raising authonty varies from state 0 state
dcpending on a number of factors including whether the
state 1n which the local government 15 located allows
“home rule ' or1s governcd by what 1s known as ‘Dhillon’s
Rule Local governments granted home rule status are
often allowed wide lautude 1n the sclecuon of taxes and
other revenue sources and only those taxes and revenues
specifically prohibited by the state constitution or statutes
are unavailable for theiruse In Dillon s Rule states only
those tax and revenue sources specifically approved by the
state for local government use are available to those
governments Currently, forty-one states have granted
home rule to thewr ciues while twenty eight states have
provided home rule o thewr counties

Taxes and other revenues that are not currently legal under
state consututional or statutorv law would requure changes
in those laws or Lhe passage of enabling legislation prior to
thewr adoption at the local level This does not preciude
local govemments from pursuing such changes but may
make ndifficulttoadoptcernaun types of taxes and revenues

Once the review of the state constitution and statutes has
becn conducted the next step s an exarmunaton of focal
law Two things are timportant  what revenue raising au
thonty currently exists and what enabling legisiauon
would nced to be passed 1n order 10 adopt new taxes or
other revenues  In most junisdicuons local ordinances
will be necessary in order to adopt new taxes fees Or uscr
charges

Examine the Experience of Other Jurisdictions

Along with the review of tocal revenue rassing authornity 1t
1susually worthwhilc locxamunc the experience of similar
junisdictions both within the state and in other states The
revenue raising cxperience of other local govermments
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located within state s particularly helpful because the
residents of those junsdicuons may have similar atutudes
and traditions regarding taxauon This information will be
helipful in gauging the feasibility of imposing new taxcs or
other revenues n a jurisdiction

The expenence of junsdicuons in other states 1s oftcn the
best source of information about potenual tax and revenue
opuons Such areview will not only provide informauon
on tax and other revenue options that are not permitied 1n
your state but can also provide a sampling of innovauve
revenue raising pracuces in use around the nauon

In evaluaung the expenence of other junsdictions the tax
and user charge evalualion cntena discussed in the next
secuon can be utlized By reviewing the expenence of
other junisdicuons 1t will be possible 1o get a better idea as
to what has worked 1n the past and 1s likely to work in the
future

Evaluate the Local Economy

Finally, 1t 1s important to consider the state of the local
economy when evaluating revenue policy Of particular
imporance ts an examinauon of relevant economic and
demographic wends tncluding  populauon per capila
personal wincome proporuon of AFDC recipients job
wend and workforce (air market value of real property
and taxable rewil sales Such oend analysis will help o
provide the framework for any redesign of revenue policy
can lead to a greater understanding of the environment in
which budgetary policy operates and enable a more prac
tical evaluauon of revenuc altcmatives ncluding a betier
understanding of the revenue potenual of different opuons

While all revenue alternatives may impact or be affected
by the local economy certain alternatives should beevaly

ated i greater detail  In some instances, the state of the
local economyv will preclude a local government from
imposing certain taxes feesoruscr charges Forexample
IMposing a tax oncncrgy consumption such as electricity
usage could have a substantial negauve impact on an
energy dependent industnal firm that may be expenenc

ing firancial difficulty due to the effects of an economic
downtarn  The loss of jobs and ax revenues due o the
closing of such a business could have a devastaung effect
on a community

Evaluating Alternative Revenue Sources

A local government s evaluauon of alternauve revenue
sources should involve taxes fees and user charges The
evaluauon of taxes and user charges is shightly different
and documented in the following paragraphs The
evaluauon of feces can be conducted along these same
lines

Tax Evaluation Criteria

The fo'l~wing cntena can be used 1n evaluaung specific
tax options The cnlena provide a means by which each
can be measurzd agarnst the goals of revenue policy tney
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can also force local government policy makers into ex

plicitchoices w hen selecung one alternauve over another

Exhibit1 onpages6and 7 shows how these critena were
applicd inan actual analy sts of allemauve revenue sources
conducted by the Govermnment Finance Research Center
for Balumore County, Maryland in 1989

Economic Efficiency This criterion s concerned with
the possibility that the imposition of a tax or achange in the
tax rate or basc will result in a change in the relauve price
of agood orservice sold in ajurisdiction and have an effect
on pnvate economic chowce A change in relatve prices
could cause consumers 10 shop elsewhere for goods and
services (the so-called ‘border city effect) or cause
businessesandindividuals to alter their locauonal choices
If businesses and/or individuals alter thewr decisions the
tax 1s said to create cfficiency costs

The price elasucity of demand for a good measures the
sensitivity of demand o changes in price The higher the
price elasucity of decmand for a good the more sensitive
demand wilt be to changesinprice The price elasticiy of
demand for a good 1s determined by the availability of
subsututes The more subsuitules for a good avarlable the
higher will be the price elasucity of demand for that good
thus that good will be a less likely candidate for taxation
If demand for a good s price inclasuc demand will be
unaffected by price and there will be hitde need o be
concerned about the effect of the imposiuon of a tax on
private cconomic choice as there will be litde effect

It1s possible to calculate the pnee clasticity of demand for
a wide range of goods but local governments in the
process of evaluaung their revenue structures rarely do so
Insiead many governmentsrely on assumpuonsregardirg
price clasucitics when making revenue policy decisions
For example when censidening the imposiuon of a local
rela] sales tax local governments ofien assume that he
price clasticity of demand for rcail goods 1s high when
there are a number of shopping centers located inadiacent
communities that do not impose a local retai] sales ax ard
are viable subsu'utes for local rewlers

In order to mimimize efficiency costs laxes can be ™
posed on goods with price 1neiasuc demand E77¢ e~cy
costs are also minimized when broad based or M2 rae
taxes are imposed

Equity Thiscritcrion 1s concened with the etfec thata
tax change will have on equity bet weenindividual taxpay
ers The important quesuon to answeris Whobeds e
burden of the x?

Onec of the basic goals of revenue policy 1s o design an
equitable Lax and revenue system  While there has begn
basic agreement that each taxpaver should conwnbute his
orher fawrshare 1o the costof public services there has
been disagreement over what that  fair share represents
Two approachces have been developed that attempt lo deal
with tisissue The firstapproach involvesthe applicauon



of the so<called benefit pnnciple ” while the sccond
approach rests on the  ability 10 pay principle

Applying the benefit principle an equitable revenue sys

tem 15 considered 0 be one in which cach taxpayer
contnbutes in accordance with the benefits he or she
receives from public services Theability to paypnnciple

on the other hand requires that taxpaycrs conuibute to the
cost of public services 1n line with therr ability to pay

Although the benefit principle 1s uuhized as a justificauon
for the imposiuon of fees or charges for certain types of
public services such as for the use of recreauonal facili

ues the ability-to pay pnnciple 1s widely accepted by
economists as the appropnate guide to the determinauon
of equity for revenue policy purposes

The ability to-pay approach utlizes two rules in the de
termination of equity among taxpayers that are important
10 this analvsis  The horizontal equity rule requires that
people with equal incomes pay the same amount of taxes,
while the verucal equity rule requures that people with
greater incomes pay a higher proportion of therr incomes
as taxes Generally speaking the use of a graduated
{progressive) rate squcture improves verucalequity while
the use of a flat rate wx structure 1s better for horizontal

equity

Progressivity proporuonality and regressivaty arc important
equity concepts used in descnibing the burden of a wx or
group of taxes acrossincome levels Progressivity refersto
a siuauon 1 which taxes as a proporuon of income
Increase asincome increases Proportionality occurs when
taxes as a proporuon of income are the same for all
individuals Regressivity refers to the case where taxes as
a proporuon of income decline as incomes increase

In evaluating tax equity 1t 1s important to determine the
effect of a tax on disposable income 1e whatamount of
purchasing power was takenaway by the tax? Equity may
not bc as imporant an issuc if 2 Lax amounts o an
ins.gnificant proporuen of a low income taxpayer s ol
income Equity willbean issueif a great deal of purchasing
power 1s taken away

The income elasucity of demand 15 another important
corcept that indicates what percentage of marginal in

come 1s spent on a good If the percentage of marginal
income spent on a good increases as incomes increase this
isapotenual cancdidate fortaxation Althoughitis possible
to calculate the income elasucity of demand for a wide
range of goods local governments rarely attempt to do so
when evaluatung revenue alicmatives Rather many gov

errments relv on assumpuons regarding income elasuci

ues when making revenue policy decisions  For example
the fcderal government taxes luxury itcms such as yachts
and expensive jewelry n an effort 1o exact addiuonal
revenues from the wealthiest taxpayers and because these
types of goods have a high income elasucity of demand

Administration  This critenon 1s concerned with the
administrauve burden of 2 tax Several questions should

pY
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be answered including 1) is the tax easy to evade”? 2)
what docs the tax cost to administer? 3) who pays the cost
of administening the 1ax? and 4) what 1s the cost of ad
ministrauon of alicmauve xes? The point of this exer
cisc 15 to ensure the efficient collection of taxes and other
revenues  Faiure to accurately esumate the burden of
admunistenng new taxes or other revenues could lead to
situauons in which the cost of admunistering a tax exceeds
thecostof alternauve taxes orexceeds the revenue collected
from the ux

Determining the cost of administening new taxes may be
difficult without detailed study Informaton onsuchcosts

parucularly for small revenue generators 1s aimost nonex

1stent. Generally speaking broad based and flat-rate taxes
are easier 10 administer while taxes with graduvated rate
structures (such as a progressive income tax) offer in

ccnuves for Laxpayers 1o avoid paying

Poliical/Legal Considerations In evaluaung the po
liucal feasibility of imposing a new tax or increasing a tax

rate Ls WO reviewmeshelindings af thedr-S—edmsory
Commmsronontatergovernmeatal Belapons which has
CORGHIERHY-FoTTdUTIT U prase-saitiudacace cenerally
POSiLsstew I iSTT LIXarerotsaiesbutnesatrreowards

_ihe taxatromof oS ixs also generally
accepied that taxes with broad bases and/or graduated rate
structures are harder to scll to the taxpayer while laxes
with narrow bascs and/or flat rates are casier to sell

As noted earlicr part of the review process involves a
dcterminauon of the extent to which a local government
has staie-sensttatonai-orotersraspeauthorily 10 1mpose
particulartaxes fcesoruser charges orincrease their rates
In evaluaung a specific tax opuon it 1s 1mportant to
determine the legal steps necessary for its imposition

Once anew tax hasbeenadop cd the possibility exists that
legal difficulucs related to this option will arise involving
such things as conflicung micrprelations of statules or
challengeson the grounds of discnminatory taxauon The
experience of other jurisdicuons 1n these matlers mav
assistalocal government in gauging the Likelthood of such
a siluauon occuming

Yield and Elasticity This criterion examines the poten

tial revenue yicld and elasticity of cach wax opuon The
yicld depends on the size of the base and the rate applied

It 1s imporwnt to note that hugher yiclds arc oficn possible
at lower rates tf a broader base 1s used

The clasucity of a tlax measures the responsiveness of Lax
revenue 1o changes in the underlying base of the tax  For
example the clasucity of an income tax 15 often measured
as the percentagc changeinincome Lx revenue divided by
the pereentage change in personal income A key quesuon
toansweris will revenues gencrated by the tax match the
growth in expendstures? In order to answer this quesuon
i1simportant to examine the clasucity of the tax and of the
expenditure structure Elastic taxes feature revenue growth
grealer than grow th in the underlying base of the tax such
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as local personal income or the local economy On the
other hand revenue growth for income-inelasuc taxes
increases at the same or a lower rate than that of the
underlying tax base Graduated (progressive) tax ralcscan
increase the elasucity of a ax while flat rates ofien result
1n imited revenue growth

Whatis a good tax® Although there are many who would
argue that there are no good taxes public finance econo
musts generally believe that a good 1ax has some of the
following charactensucs

1t 1s impased on a good with price-inelasuc demand

1t1s 1mposed on a good with a high income-¢lasucity of
demand,

it 1s simple and inexpensive to administer;

1l 1s acceptabie 10 the vast majonity of taxpayers and 15
beyond legal challenge and

is revenue yield grows at arate that matches orexceeds
growth in expenditures

Evaluating User Charges

When public sector goods or services are similar to those
offered by the pnivate seclor the possibility exists that
local governments will be able to charge individuals for
the use of those goods and services The ability of local
governments 10 impose user charges for the goods or
services that they provide depends on the technical and
economic feasibility of the user charge in quesuon A
proposed user charge 1s technically feasible when the
benefits of agood or service accrue to particularindividuals
and when 1t 1s possible to exclude nonpayers from recciv-
ing the benefits of that public good or service User
charges are economically feasible when 1t can be deter
mined that the costs of administenng the proposed charges
are lcss than the benefits expected from the subsutuuon of
user charges for taxes

User charges should be set at levels that will allow a local
government 1o recover the costs of providing a service
including durect labor costs supervisory and admunistra-
uve costs supplies and matenals costs and appropriate
indirect costs By setung user charge rates in such a way,
the unintenuonal subsidization of services with tax revenues
canbeavoided Insomenstances suchas with municipal
electnc uulity charges in several states, charges may be set
above cost 1n order to earn addiuonal revenues for a
govemment In both cases state statutes often provide
guidance as 10 appropnate user charge rates

Local governments considering the imposiuon of user
charges should also note that they are not deducuble from
federal income taxes as real property and income taxes
are

Implications of Revenue Structure
Reforms for Credit Standing

Reform of a local government's revenue structure could
have importantimplicauons for s credit standing  Today,
the most common rcasons why a local governmentchooscs
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to undertake these reforms 1s W bolster sagging revenue
collections and/or reduce reliance on the real property tax
The most common method used to achieve this is revenue
diversificauon

Creditanalysts gencrally consider revenue diversificauon
a good thing up to a certan point The introducuon of
income and sales taxes which can reduce a government s
depcndence on a single revenue source such as the real
propenty tax and add elasucity to the revenue structure 1s
generally regarded as a posiuve step  Ideally a balance
between these major revenue sources will be established
Overreliance on a local retaul sales tax is not looked upon
favorably by crcdit analysts however because its rev
enues are susccpuble to swings in the business cycle

The real propenty tax 1s considered to be the foundation of
thelocal government revenuc structurc due Lo its reliability
and predictability  Credit analysts view this as a good
thing because it indicates that the government has a steady
source of revenuc to meet 11s debt service obligauons and
fund government operations  Reliance on other revenue
sourccs may not provide the stability nccessary 1o conduct
the aflaurs of government 1n an orderly manner

Overdiversificaucn could have an adverse impact on a
local government s credit standing  Replacing a reliable
revenue source such as the rcal property tax, with a
number of smaller more volaule revenue sourcescould be
interpreted as an indicator of a weaker fiscal postuon
which could hive adverse credit impacts A well thought
out program of implementauon that 1s not viewed as a
scrapping of the reaf propenty tax probably would not have
such impacls
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HOMEWORK



HOME WORK ASSIGNMENT

WHAT PROGRAMS ARE YOU INCLUDING IN YOUR BUDGET FOR THE NEXT
FISCAL YEAR?

WHAT SUB-PROGRAMS ARE YOU INCLUDING IN YOUR BUDGET FOR THE NEXT
FISCAL YEAR?

FOR ONE OF YOUR SUB-PROGRAMS FILL IN THE FOLLOWING
NAME OF SUB-PROGRAM

STRATEGIC OBJECTIVE FOR THIS SUB-PROGRAM

POSSIBLE SOLUTIONS FOR ACHIEVING THIS STRATEGIC OBJECTIVE

1
2

W




CRITERIA USED IN SELECTING YOUR SOLUTION FOR THIS STRATEGIC OBJECTIVE

SOLUTION RECOMMENDED

FOR THIS RECOMMENDED SOLUTION, IDENTIFY THE FOLLOWING SET OF
PERFORMANCE MEASURES

INPUT MEASURES

OUTCOME MEASURES
1

2

3

EFFICIENCY MEASURES

3



REVENUE ALTERNATIVE HOMEWORK

Identifv tw o or three potential new revenue sources vour citv 1s considering  Once the
revenues are 1dentified, evaluate the acceptabilitv of each revenue source using the
evaluation criteria listed on the Options Matrix

In the first column on matrix, identifv the potential revenue source In the subsequent
columns, indicate whether the fee responds positivelv, or negativelv, to the criterion
listed at the top of the column At the completion of the analvsis, determine the overall

acceptabilitv of the revenue Identifv the name of vour citv at the top of the matrix and
return 1t to MRI

CAPITAL PROGRAMMING & BUDGETING
HOMEWORK

CHARACTERISTICS OF INFRASTRUCTURE
DEFINITION

Mv city’s definthion of a capital improvement, or infrastructure, 1s '

EXPENSIVE
In mv communitv, infrastructure projects are those costing more than FT
USEFUL LIFE

In my communty, infrastructure projects last more than vears
PROGRAMMING AND BUDGETING

Mv city has a multi-year capital improvements program ves no

My aity has a separate capital budget from the operating budget ves __no



NEEDS

In mv communitv, the five most critical infrastructure projects and their corresponding
estimated cost, prioritv, and urgencyv are

PROJECT COST  PRIORITY DESCRIBE URGENCY

= TOTAL COST

(-) FUNDS AVAILABLE ’

= FUNDS REQUIRED

Identifv the sources of funds required to finance the critical infrastructure needs
identified above

SOURCE AMOUNT

What are the major 1ssues preventing your communitv from meeting its infrastructure
needs

|60



Homework on Forecasting

Prepare the CLF tables for your own community based on fact figures in the
budgets for 1991-1995 and preliminary figures for 1996
Prepare the CLF table of the 1997 budget concept of your community, and a
forecast of simular structwie for 1998-1999 (rolling plan)

Based on the results, please analyse bnefly (max 1 page) the penod between
1991-1996, and write down the conclusions you drew in relation to the budgets

for next year(s)’ budget

You are also requested to write down all the major assumptions used for the
forecasts for 1997-1999 (E g amounts of inflation rate, state subsidies, local
taxes, mstitutional and social expenditures, etc )

Please send your calculations and analysis to the address of Varoskutatas Kft
before November 15, 1996
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CLF model for local governments

Current price in Millions of HUF
Own current resources -
Centrally regulated currérﬁ resources
Current revenues

Current expenditures

Operatmg income

Debt service

Net operatmg income

Own capital resources

Centrally regulated capitél resources
Total capital revenues

Total capital expendlture
Investment deficit -
Total financing need

1996 10 29



