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

This report IS a brief description of the October seminar on modernizing financial
management for Hungarian local governments The program alms at providing financial
officers of Hungarian 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 material 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 (MRI) 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 meetmg 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 failures 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 bnnglng about change In their budgetary
practice If any other city needed a similar or technical VISit, they should Inform MRI 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 Judlt 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 Katalln Pallal (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 Pallal structured her presentation to clarify thiS pOint, and used
the homework of three local governments-Klspest, Jaszladany and Gyor to Illustrate the
distinction

A Training Session I

After Ms Pallal'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 bnefly discussed the difference between strategic goals
and strategic program objectives to complement Ms Pallal's presentation After Mr
Wooldndge'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

Housmg Group

Program Housing Construction and mobility
Strategic 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 Oblectlye 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)
Cnterla used In selecting the solution
• How much central grant IS available for the hOUSing sector and for what purpose
• Volume of muniCipal finances available (hOUSing fund)
• Paying/burden bearing ability of the reSidents
• Construction cost
• Preference of the tax system
proposed solution New construction
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Waste Management Group

3

Program Solid Waste
General Goal Create a clean environment
Strategy ProfeSSional and safe method of collection and treatment of waste In the
community
Alternatlyes
• Selective or bulk collection
• Technological change

Collection and treatment by one or several organizations
Local or regional level
Landfill or InclOerator

Cntena
• Forecast of volume
• Modernization of IOvestment
• EffiCiency
• Long term solution
• POSSibility to Intervene/Impact
• Comply With profeSSional standards

B Trammg Session II

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 Rltu Nayyar-Stone (the Urban InstItute (UI)) presented the application of
performance measurement to the programs of houslOg and communal services Mr
Wooldridge deflOed PM and explained the uses of PM data He also stated the different
PM IOdlcators frequently used and the cntena for selecting a final set of measures He
ended hiS presentation by outlining the steps 10 establlshlOg 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 clean109 Due to lack of time, slides were presented only for the hOUSing
allowance and solid waste disposal sub-programs Ms Nayyar-Stone started by deflOlOg
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 categones above and she concluded With the sources
of data available to a flOance officer In developlOg 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 rndlcators were
developed for two sub-programs associated with the above programs

Housing Group

.GQ.al To ensure convenient, modern and affordable housing
Sub-Program Housing construction (SUbSidize pnvate construction per year)
StrategIc Oblectlye
• To bUild 300 housing Units by year 2000, of whIch 200 will be pnvate 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

Input performance measures
• Cost of muniCipal Investment In hOUSing
• Volume of SubSidies for pnvate construction
• Central assistance
• Administrative cost
Output performance measures
• Number of new Units bUilt
• Increase In mobility
Outcome measyres
• Decrease In the number of households needing assistance
• Decrease In the number of households waiting for a flat
EffiCiency Measyres
• Cost per square meter
• Cost per transaction
• Central subSidy for 1 HUF of muniCipal cost
Other explanatory InfQrmatlQn
• DemQgraphlc changes
• Location
• Price Qf eXisting hQuslng
Sources of data
• HOUSing department
• HOUSing stock
• Central statistical office

• • Real estate agency

Waste Management Group

•

•

.GQ.al To contrrbute to a healthy drrnklng water and environment of the city
Db/ectlye
• Increase the households JOined to the sewage by 10 percent by 1998
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• By 1999 bUild a treatment plant for liqUid sewage which will have a 1000 cubit meter
capacity per day

• Decrease In Illness caused by contaminated water by 1999
Input pedormance Measyres
• Cost of sewage construction and liqUid plant construction

• Vehicles
• Personnel
• Capacity
Output performance Measures
• Number of customers (households) served
• Total volume of treated sewage
• Length of new pipelines
• Volume of liqUid sewage
EffiCiency Measyres
• Cost per number of households served per 1 meter of sewage pipe
• Cost per 1 meter of pipe
• Cost of collection per 1 meter of waste
• Volume of sewage waste per capita
Explanatory Information
• Capacity of the treatment plant

FollOWing the training seSSions, Mr Philip Rosenberg (consultant to UI) and Mr
Peter Laszlo (City government of Szolnok) made a presentation on Implementing Program
Budgeting In Your MUniCipality Since Szolnok IS the fIrst city In Hungary to Implement and
Incorporate program budgeting In their 1996 budget, other Cities are very keen to hear
about Szolnoks' expenence 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 cnSIS, due to
limitations In revenue collections and expenditure possibilitIes One solution was to bnng
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

II October 31, 1996
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The seminar started at 9 00 a m 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 categones 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 IS a bnef
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 tned 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 roiling budget for the years 1997 - 2001

BudapestDlstnctXIX

Dlstnct 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, Dlstnct XIX has maintained separate capital and operating expenditure
budgets They expenenced some financial difficulty In 1994

Debrecen

The city IS currently prepanng ItS budget policy for 1997 The new element In the
1997 budget IS that the city IS 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 normatlves In the health and
education sectors, 5) revenue estimates of 1996 (financially the city IS In a critical
sltuatlon-grants cover only the salary of employees, therefore other expenditures need
to be covered from other credits), and, 6) credlt- the city cannot get new loans due to
their ftnanclal condition, therefore a deeper analySIS of the budget IS necessary to
examine If bndglng loans are pOSSible
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GyOt

7

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 IS 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 IS no longer
experrenclng any liqUidity 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 strrcter deadlines

Gyor has undertaken a companson of actual versus estimated revenues since
1992-1993 The conclUSion IS that the city IS 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 billion have been forecasted However,
expenditure responsibilities of the city are so many that they cannot all be realized

Lessons learnt The city tned 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 n01 been followed

Hajdl1szobosz/6

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

Oroshliza

Oroshaza IS currently In the process of prepanng their bUdget policy Their main
goal IS to stop Indebtedness The city IS also accessing ItS property With a focus on
hOUSing rehabilitation and renovations

Pees

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 Initiated data requests from the different Institutions, and, (3) forecastmg revenues and
expenditures for 1997

Puspokladany

The city plans to use program budgetmg In Its education sector

Szentes

Szentes IS gomg to InitIate program budgetmg m 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 collectmg
data for the purpose of evaluation under their new system of program budgeting

A Trammg Session I

Followmg the bnef presentations by representative local government offiCial, Mr
Robert Kovacs (MRI) and Mr Andras Vfgvan (Hunganan local trainer) made a presentation
on forecastmg techniques for deSigning mUnicipal mcomes and expenditures They
started with a saymg "Forecastmg IS Similar to dnvlng a car with blindfolded eyes and
havmg someone give us directions who IS looking out of the back wmdow" ThiS saymg
summanzes two Important elements of forecastIng (1) ItS nsk and uncertamty, and (2) the
fact that forecastmg IS bUilt upon the past

The followmg elements of forecastmg were explained by Mr Kovacs and Mr
Vlgvan forecasting functions, types of forecasting (by penod of time and by functions),
forecasting methods (expert estimation, deterministic estimation, and econometnc models),
Information base for forecastmg (external and Internal), methodological problems of
Information handling, and fmally, a detailed explanation of the Credit Locale de France
(CLF) model of forecasting which has been used by several Hunganan 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 mflatlonary 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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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 normatlves

Dr Varga also stressed that the three year roiling 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,1 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 II

The second half of the day dealt with revenue alternatives In a JOint presentlon by
Mr Philip Rosenberg and Mr Mihaly Lados (Hungarian local trainer) They started by
giving a few examples of revenue alternatives faced by local governments user fees,
Impact fees (such as betterment fees/contnbutlons) and other local taxes The partiCipants
suggested the following additional examples of revenue alternatives
• own revenues
• Interest from Investment funds
• user fees

See ModernIZIng FInancIal Management for Hunganan Local Governments, PIlot Year SemInar September
12-13 1996 by Rrtu Nayyar-Stone for a descriptIOn of the new treasury system
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• rents
• asset Yields
• local duties
• grants (funds for operational services)

After contrasting the charactenstlcs of taxes and user fees, Mr Rosenberg and Mr
Lados suggested factors which should be taken Into consideration while designing a fee
structure Pnclng 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 heanng 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 pnor to the next seminar Homework IS based largely on matenal just
presented and learned dunng 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
semmar

F ConclUSions

A post mortem of the two days was held at Hotel Rubin Immediately followmg the
conclUSion of the seminar It was attended by the follOWing MRI staff, local Hunganan
trainers and Urban Institute staff From MRI-Mr Jozsef Hegedus, Ms Judlt Kalman, Ms
Andrea Tonko, and Mr Robert Kovacs The Hungarian trainers Included Ms Katalln
Pallal, Mr Mihaly Ladas and Mr Andras Vlgvan The UI staff Included Ms Kathanne Mark
and Ms Rltu Nayyar-Stone, and the UI consultants Mr Philip Rosenberg and Mr Blue
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Wooldndge 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 IS, 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 semlnar-elther 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 Imtlal and September Seminar

No Cities PopulatIOn June 27, 1996 September 12- October 30-
13, 1996 31,1996

Baja 39,800 .I .I .I

Budapest DIStrICt VIII 40,042 .I .I

Budapest DIStrICt XIX 78400 .I .I .I

Debrecen 24900 .I .I .I

Derecske 9500 .I

Dunavarsany 5,201 .I

Eger 61,400 .I

Gyor 131,100 .I .I

HaJduszoboszl6 23,387 .I

Jaszladany 6,100 .I .I

KlStelek 7900 .I

Nagykanlzsa 53353 .I

Oroshaza 34600 .I .I .I

Pecs 167,400 .I .I .I

POsp6kladany 17,000 .I .I .I

Szentes 33,000 .I .I .I

Szombathely 85200 .I .I

Szolnok 81,500 .I .I .I

Zalaegerszeg 62,485 .I



•

•

•

ANNEXA



•

•

Umtetl States Agency for InternatIOnal Delelopment

l\tIODERNIZING FINANCIAL MANAGEMENT FOR
HUNGARIAN LOCAL GOVERNMENTS

Hotel Rubm 1118 Budapest Dayka Gabor u 3
October 30 - 31 1996 Budapest



•

•

T.\BLE OF CO'4TENTS

Agenda

LIst of PartIcIpants

A Transparencies

A 1 PresentatIon of two program areas

A 2 Homework revtew

A 3 Budget Refonn and Search for PossIble Solutions

A 4 Perfonnance Measurement

A 5 Implementmg Program Budgetmg

A 6 General Forecastmg Techruques

A 7 Revenue Alternatives

B ExerCises and Worksheets

B 1 StrategIc ObjectIves and PossIble Solutions

B 2 Developmg Perfonnance Measures for program areas

B 3 ForecastIng ExerCIse

B 4 Identifymg Revenue Alternatives

C Background Readmg

C 1 Housmg and Waste Management Program 10 Hungary by Andrea Tonke and Judlt Kalman

C 2 'IdentIfymg Obstacles to the ImplementatIon of Budgetary Refonn 10 Government" by Blue
Wooldndge and Clarre L Alpert

C 3 "Puttmg Teeth mto the EffiCIency and EffectIveness ofPubhc ServIces" by RIchard E Brown
and James B Pyers

C 4 "Measunng Government Perfonnance Expenmentmg WIth ServIce Efforts and
Accomplishments Reportmg 10 Portland, Oregon" by RIchard C Tracy and Ellen P Jean



C 5 "Ser.lce Efforts and -\ccompltshments Reporttng Its TIme has Come An OvervIew
EdIted by Harrv P Hatry, James R Fountam, Jr , Jonathan M Sulll'van and lorrame Kremer

C 6 "Estimate Revenues' by PlulIp Rosenberg

C 7 "A PossIble :\1ethod for Government Fmanclal CapacIty AnalvsIs and Forecast (the ClF
method) "by Andras Vlgvan

C 8 "User Fee Establishment Depends on Community" by PhilIp Rosenberg

C 9 "Evaluatmg Alternative Revenue Sources" by Ian J Allen

D Local Government Homework

2
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October 30, 1996

930-1000am

10001015am

10 15 - 10 30 a m

1030 II 30 am

11 00 a m

II 30 1: 00 a m

I:! 00 • 12 30 P m

1230 - 1 15 am

1 15 2 15 pm

2 15 300 P m

300 345 pm

345 445 pm

430pm

445 530 P m

530 - 6 00 P m

600pm

October 31, 1996

900-915am

-\genda
MODER..L~lZINGFINANCLo\.L Mo\NAGEl\1ENT
FOR HL'NGo\RlAN LOCAL GOVERNMENTS

Oc..tobe, ,0 31 1996 Bu.dupest
Hotel Rubm 1118 Bruiapest Da\w Gl.lNr u 3

Introduction
Jo=sej Hegedus Va,osJ..utatas

Follow up from Last \.1eetmg
PIll IIp Rosenbe, g The Urban Instztute

Presentation of Two Program Areas
Jluizt Kalman and 4ndfea TonJ..o VafosJ..utatas

Coffee served dunng presentation

Re\ lew of \.1umclpal Pohcy Goals Objectives and Program Homework
Katalm Pallal CIt) Government ofBluiapest

BudlZet Reform and Search for Possible Solutions
Blue-Wooldndge The urban Institute

E"<.erclse Wntlt~ Strategic Objectives and Choosmg Possible Solutions
Blue rfooldndge TIJe Urban Institute

Hosted Luncheon

Group Presentation and Critique
Blue Wooldndge The Urban InstItute

PresentatIOn of Performance \1easurements
RltuNa,,}ar-Stone and BlueWooldndge The Urban Institute

ExerCise Developmg Program Performance \1easures for 4 Program Areas
Rltu Na}}ar-Stone and BlueWooldndge The Urban Instltllte

Coffee served dumg exercise

Group presentation and cntlque
RltuNayyar Stone and BlueWooldndge The Urban Institute

Implementmg Program Budget10g 10 your \4unlclpahty
PhlbpRosenberg The urban Instltllte
Las=lo Peter CIty Government ojS=olnok

AdjOurn and Reception

ReView of Forecasting Homework
PhIlip Rosenberg The Urban InstItute



9 15 1030 a m

1030 II 30 am

II OOa m

l130·l230am

1230·130am

130·: 30 p m

230 330 p m

330.415pm

400pm

415500pm

500- 530 pm

530 P m

Presentation on General Forecasting Techmques
Specific example of the clt)CfEger
RobE. / t AOI <1CS ~ <1/ ofl..lltata5
Andras ~ 't:' all Budapest BallI..

ExerCise Forecastmg
Robel t A.O! acs ValOsl..lltatas
-lndll.1S VIgt an Budapest Bank

Coffee serv ed dUring exercIse

Group presentatIon and crItique
Robert KOl acs r.--alosl..utatas
Andras vIgt an Budapest Bank

Hosted Luncheon

Guest Speaker
Dr Sandor Varga Aflnlstry ofFInance

Revenue Alternatives
Phdip Rosenberg The Urban Instltl/te
}.trhaly Ladas Hunganan Academy ofSCiences CenterJar Regional Stl/dles

E~erclse Revenue Alternatives
Phdrp Rosenberg The U, ban Instrtute
Mihaly Ladas Hunganan Academy ofSCIences CenterJor RegIOnal StudIes

Coffee serv ed durmg exercise

E~erclse PresentatIon and CntIque
Philip Rosenberg The Urban Instltl/te
MlhalyLados Hunganan Academy ofScrences Center for Regional StudIes

Work assIgnment for partICipants
PhIlIp Rosenberg The Urban Institute

Adjourn
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LIST OF PARTICIPANTS

Loc'll Go" ernments

Jozsef MaT]dnO\ Il\ 2 Peter Butterer

Counsellor of Propem r-.1an..lgement Head of the Fmance Department

Office of the \1a\or B1J 1 Office of the Ma\or Baja

3 Karoh ne Szenli\ am I Laszlone \tester lsuzsanna

Fmance Department Head of the Finance Department
Office of the Ma\or Budapest Office of the \1a\ or Budapest
VIII Dlstnct X1X Dlstnct

, Jozsefne Meszner 6 Laszlone Ko\ acs
Head of the Fmance Department Head of the Fmance Department
Office of the Ma\ or Budapest Office of the \fa\or Debrecen
XXIII Dlstnct

7 ISl\ an SZlgeu 8 loltan Fauszt
Head of the Fmanclal Commltee Head of the'lotarv Office
Office of the \1a\or Debrecen Office of the \1a,or Debrecen

9 Marglt Zadra\ ecz 10 Laszlo Lonncz
Head of the Fmance Department Head of the Fmance Department
Office of the Ma\ or G\ or Office of the Ma}or Hajduszoboszlo

II Laszlone Balog 12 Czeczene dr SZlrmal Gabnella
Head of the Fmance Department NotarY
Office of the Ma\or Jaszladanv Office of the \1a\or Jaszladanv

13 IS1\ an Tutto 1.J Tothne Kremer Mana
DepUl\ \1a\ or Fmance Department
Office of the Ma\ or Nag-.. karnzsa Office of the Ma\or Nag-..kamzsa

I' Z50lt \- 01enc5lk 16 DezsO Gombkot6
Depul\ Ma,or Head of the Econoffilc Department
Office of the \1a\or Oroshaza Office of the Ma\or Oroshaza

17 Jozsef Mlszhu 18 Yort) Ian
DepUl\ Head of the EconomIc Department Peace Corp
Office of the Mavor Oroshaza Office of the Ma\or Oroshaza

19 han Plhszano....'ch 20 Labad\ ne Csaba Amko
Office of the Ma\or Pees Head of the Budget Department

• Office of the Mavor Pecs

21 CSllla Honath 22 Ferencne Kurth....
kozgazdasagl osztah vezetoJe Head of the CItV Management Office
Office of the Mavor Pecs Office of the Ma\or Puspokladan)'

• 23 Sandorne KraJsoczkl 2.J Janos Liptak
koltseg-.. etesl csopom ezeto Head of the Techmcal Department
Office of the Ma)'or Szentes Office of the Ma\or Szentes

2, Sandor Varga 26 G\ org-.. I Balogh
Techmcal Department Techmcal Department

• Office of the "vfa\ or SLentes Office of the \1a)'or Szentes

\C\



Partlclpatmg Experts

27 \hchael hkson 2~ JudI! D':lhng\.r

:,cnJor Local GO\ emment Dl.put\ Prol\.d \.l1nager

Trammg -\d\ Isor IC\I -\ BudlP\.St

IC\rL.:\ Budapest

29 \1J.f\tlOne B DJ\IS 30 -\ndrea Dc lk

Cm \l1nager ':\SSlstant

IC\tA Debrecen IC\tA Dcbrccen

31 Craig Sleensland 32 • Gabnella Bakos
Cm \tanager -\sslstant
ICMA Szeged IC\rIA Szeged

33 Ste\ e Herbah 3~ La\\ rence E Birch
Clt\ \tanager Semor Housmg .:\d\ lsor
ICMA Zalaegerszeg LSAID Budapest

3, l\..athanne Mark 36 RJtu Nan ar Stone
Muruclpal Fmance Specialist Mumclpcll Fmance SpeCialist
The Urban Institute BudJ.pest The Lrban Institute USA

37 Plullp Rosenberg 38 Blue Wooldndge
Semor \ttumclpaJ Finance Specialist Semor Mumclpal Fmance Specialist
The Urban Institute US.:\ The Urban Institute USA

39 \ IIhah Lados ~o Peter Laszlo
Semor Research Fellow Head of the Fmance Department
West Hunganan Research Insutute G\or Office of the Ma\'or Szolnok

~l Katahn Palla] ~2 Dr Sandor Varga
SpeCial Counsellor Deputv Head of Urban Department
Mumclpalit\ of Budapest Budapest Department

\lImstf\ of Finance Budapest

~3 Andras VIg\an ~~ Jozsef Hegedus
Head of Busmess AnahSIS and Dc\t Dept Local Go\emment Specialist
Budapest Bank Budapest Varoskutalas KIt Budapest

~5 JudJt Kalman ~6 Robert Ko\ acs
Fellow Semor Fello\\
Varoskutatas Kit Budapest Varoskutatas Kft Budapest

~7 Andrea Tonko
Fell0\\

Varoskutatas l\..ft Budapest
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TRANSPARENCIES
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Housing related municipal services:

• to provIde social welfare support to those 10 need

• to control the developn1ent and operatIOn of the housIng market
and the mark.et for rental flats and lands for constructIOn

• to develop master plans that are 10 hne with the expected
hous1Og demands of the communItv

~ ~

~Iunlclpal tools available

• they have the authonty to define the use of IndIVIdual pIeces of
land (master plan)

• they have ownership over land and housIng unIts

• they receIve normatIve SubsIdIes for hous1Og servIces, they have
the Income from sales of apartments started as of January 1
1994

• they have the nght to determme the rents for rental flats In
munICIpal ownershIp



HOl Sr"G PROBLE:\IS

1 Cntical hOUSlI12: sItuatIons....

• the problem of acqUIrIng a tirst flat

• bUIldmgs wIth one flat unIts,

• penSiOn homes

• forced tenancY
."

• prIvate tenants and subtenants

2 The decreasIng housIng constructIOn as a problem WhICh IS.
related to the decreasIng demand or the shortage of buildIng sItes
or the lack of credIt etc

3 The SOCIal housIng problem (the affordabllIty of housIng costs
and the related problems of SOCIal sItuatIons and slummmg)

4 Housmg qualIty (worn down unIts, renovatIon)

5 MobIlIty



• • .. •

HOUSJng problems
(startegic objectives

Suhplogranls AlternatIves

I lor ~dlt:• hOll~lng

("on~tructlOn

2 pllbltc hOll~ll1g

• rchdbllttdtIon '" ........ 3 non-prolit
4 Illl\.cd

owncr~hlp

• hVlllg dred < I lor ~c1lc

exten~lon progrdm 2 ~llh~ldl/cO Idno
plot pnces

HOUS1NG PROGRAM

• dccred~ll1g hOllsmg
constructlOn~

• cntH"al hou~mg situations

• glVlllg bllllolllg
sites for devclopcr~

• subsldle~ tor
bUYlllg d tir~t lldt

• housll1g quality • rcfonn ot the rental
~cdor

~



Incomes and e-xpenditures In housing sector"

INCOMES EXPENDITURES
NormatIve subsidies for Mamtenance rehabilItatIOn
housIng
related servIces (hous1Og
management, 10terest
SubsIdies, remote heatmg
SubsIdIes rents SubsIdIes)
Incomes from hous1Og SubsIdIes
pnvatisatlon • housIng

• remote heatIng
• rents
• first home buyers

.,/

• Interest subSIdy
Housmg Incomes Other e,<penditures
(rents + expected rents In • hOUSIng mobIlIty
arrears) • constructIon loans and

mterests
• SubSIdIes to munICIpal

employees
• pa)' ments 10 arrears

Incomes from sales of land and
use of land



• 1 t'

Ta~ks and Rc~ponslblhtlCs

/Legal Background/

~

• eat lIer proks~lon(ll regulations mdde d dedr dl~tlIldlon betwccn "pub/I( (/ellllltlleH" and ,,(O,"nlullll/
(/ellllltneu"

• thL ILguldtlOn 01 (llllvities (Uld ~ettlIlg 01 profC~~IOIMI ~tdll(ldrd~ I~ divided LVLn bLlwLLn MII1I\tne"
communal management Mol (-) waste nldlMgement Mol'.RD

• t990. LXV. Local Government Act:
II tf 1\ the, e\j}(JIl\lhlltty of the loud govellmwllt to protect the natural and arttficlal environment
to ell \ III e uJIIll1111llal dellllltlle\ \ II - liB not / e£jllil ed ll\ a mallddtory local govcrnmcnt funttlOll

199 I. XX. Ad (on thc ltphcrclt of rcltponMhlhtaclt)

LG task IdentifYing the place for liqll/d communalwaMe dl:>PO\O/, provldll1g for the (lean/me:> \ of
public areas and hau/lng - the ta~ks ot handllIlg, collectmg and trcdtmg ~oll(J communal wa~te ale
not legally regulated

t995. XLII. Act on the obligatory utlllolation 01 CCI hun local public utility ~el vlce~

The owner of a property IS obliged to make use of these services
LG IS settmgfee:>

1995.LIII. (Envil onmental ProtectIOn) Act
"the local government (or more than one local governments together) tiLvdop dn IIldLpuHknt
commulllty environmental protcctlOn program canm credtc d mUllIupdl cnvllonmentdl fund

16/1996. (VII 15.),j0lIlt deci ee by the Intenor 1\11111~try and the l\11111~tly of Envil on mental
Protection and RegIOnal Development

the ta:>k (olleclmg, tran:>portll1g and \afe/y dl \j}():> Ing·the wa\(e



~

Alternative ways of service provIsion

I hree nldlll actors

• consumer

• producer

• arranger

In most ~ervlces the mUl1Iclpahty IS the drr(mger, and the provl~lon Cdn be Illdde III 1l1(lIly way~

1 he tdct thdt I G I~ not a dIrect service provider doe~ not medn It glve~ up the re~pon~lballty of ensurLlllcnt
and control
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The tasks of LG In different cases

~

I.C; ~el vice pi OVIMon

provl(k~ ~erVlce~ with own lI1~tltlitlon or compJnle~

Contract - out

• mandgmg citizen demand,
• act dS professIOnal "buyer"
• control quality of serVice,
• efficiently mandge finances

ConcessIOn

Gives monopoly positIOn 111 a specltic service provl~lon for one comp(my, but with the condition ot
keepmg pnce control 111 LG hdnd

PrivatizatIOn

creates service stdndards



~

REVENU(1.,S

FlOm the centa.tl budget l Local govel nmentIService provider
own

Opelatlon (. ol1ll1lllual \I!/ I'/( e 1I01lIW/II'e wa!>te collectIon user fee

I(17617 M fl) 1637 3 Ft/person

fJLI \OIu,IIllLOIIJC tax \hlll e (II% local communal tax
reallocated =-2 1710 7 M rt)
1741 rt/person

LeU/I ally al/oUi/ed glall/ to fec for emptymg lltt..
support treatment of hqllld sewage contamer!>
communal waste (224 MFt) dlreLtly pdld by the

households
30% oj filL UII'II ollmellfal 100% of the legally
pi ofLLlIUII fi11(\ leVIed by the approved
reglOndl environmental environmental
authOrities protet..lIon hnes leVied

by the local
government

revenues from lhe
rent or sale of a<;sets
repdlr of vehlLlt-s
mamtenance work for
others

I Al.lInl (jglln,~ lie from the 11)96 blldgd
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InVl~.

men.

•

I ARe,lll D ~lJB\IDY

(,on~lludlon 01 ~ulld (,ommunal
wd<,ll dump- 10%
( 1998-40%)
cOlhtrucllon of communal liqUId
Wd<,te trcdtment pldnt- 40%

I(1998-'i0%)

•

devdopmlnt (,ontnbutlon hom the hou::.dlOld..
t the ::.ervlle ::.eltor (II till::. component IS not
blllil III thl fee)

"-.J~
?j

SC(>ARATL FUNDS
Envn onmen•••1
tor IIlve~tment~ directly promoting the protection of the
lnvlronment (subsidy or subSidized loan or IIlterest sub::'ldy
101 eXI~tmg loans tor 30-60% ot the planned cmts of the

Investment)2
l!.cononllc develoilluent
malllly production IJlve~tments assisting the use of up-to-date
technology
for IIlfrastructure development (,ontnbutlon
Reglon••1devel0llluent
for communal waste management Inve~tments (the sub::'ldy
Ldnnot be more than 70% of the cost~ 01 thl Illvestment)

2 But loc II governments COmp1ll1e~ perfoflmng public ~erVI(.e with d maJ0ftty ~h,lJ e of loc II govanment or st,lte o\Vner~llIp budget lry
In<,tltlltlOn~ 1nd lIvlI olg IIlI<,ltlon<, ilL ,1,,0 lhglhle



PO~Mhle programs-Mlhpl ogl dm~ In d progrdm hudget

ICOlt/it/UN fL SLRVI(E - PJlOGR fit/ I
PUBLI( (L/!. fNLINE~~\

SUBPROGR ,flt1

~.--

I Pdl k~

2 Public (lealllille~~ 1>

3. Strcch, hndges
4 Publl(, IIghtmg
5 Mamtenance of cemetenes
6 Dralllage and flood protection
7 AgnLultural and Itve~toLk health ~ervlce task~

8 SupervIsion ot public areas
9 Civil defence
10 City decoratIOn

A) Solid Wd~tc nlandgelnent

• ((J/le( fUJIl

• ulIllllge

• III ,!)(J\lll

• rccycllllg

B) Public SPdCC mandgenlent

• clearance

• snow removal

• dll~t removal

• hallllllg

C) LUIUld waste nlanagclnent

• (o/lec!loll

• ulIllllge

• dl\!}()\ul
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BUDGET REFORM

ATTRIBUTES OF NEW BUDGET

• IDE"lTIFICATION OF GOALS & OBJECTI\ ES

• LINKED TO COMMUNITY NEEDS, TRE~DS, & GOVERNMENT
PRIORITIES

• SHIFTS E\IPHASIS FROM WHAT GOVER" \IENT BUYS TO \\ HAT
GOVE&.~:\IENT DOES AND WHAT IT ACCO\tPLISHES

• ESTABLISHMENT OF COl\'IPREHE~SIVEPERFORMANCE 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 ACTU.\.L
EXPENDITURES AND ACCOMPLISHMENTS

• EXPE~DITURES CATEGORIZED ACCORDING TO OBJECTS OF
EXPENDITURE



STEPS IN DEVELOPING A PROGRAM BUDGET

• GAlHER AND ANALYZE COlvllvlUNITY DATA

• llv1PLICAnON ANALYSIS

• ANALYZE CONllv1UNl.TY STRENG1BS, WEAKNESSES, lHREATS
AND OPPORTUNITIES

• DEVELOP A SfATElvfENT OF MUNICIPAL POUCY

• IDENTIFY SIRATEGIC GOAlS

• ESTABUSH GOVERNMENTAL PROGRAMS

• DEVELOP PROGRAM GOALS

• ESTABUSH SUB-PROGRAMS

• DEVELOP SIRATEGIC OBJECTIVES

• GENERATE POSSIBLE SOLUTIONS

• DEVELOP EVALUATION CRITERIA

• DEVELOP1v1ENT PERFOIDvfANCE 1v1EASURES

• RECONnvIEND PREFERRED SOLUTION

2
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SEARCH FOR POSSIBLE SOLUTIONS

CENTRAL TO EVERY USEFUL PROGRAM ANALYSIS IS THE
DEVELOPTv1ENT OF AN APPROPRIATE SET OF ALTERNATIVES THAT
rvnGHT ACHIEVE THE PROGRAM OBJECTIVES THE FOLLOWING
SOURCES OFTEN HELP IDENTIFY PROGRAM ALTERNATIVES

• IF THE ANALYSIS HAS BEEN INITIATED BY SPECIFIC PROPOSALS
BY GOVERWvIENT 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 GOVERWvIENTS ARE TRYING

• INDIVIDUALS AND GROUPS OUTSIDE THE GOVERWvIENT,
INCLUDING CITIZENS, COtvfMUNITY ORGANlZATIONS, PUBLIC
INTEREST ASSOCIATIONS, AND THE NEWS MEDIA WILL OFTEN •
MAKE PROPOSALS

• APPROACHES OF OTHER GOVER.N1vlENTS TO THE SAME
PROBLEM SHOULD BE EXPLORED IDEAS BEING USED BY
OTHERS CAN OFTEN BE IDENTIFIED THROUGH PROFESSIONAL
Tv1EETINGS, JOURNALS, GOVER.N1vlENT PROFESSIONAL INTEREST
GROUPS, AND WORD OF MOUTH

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

• COrvtBINATIONS OF INDIVIDUAL ALTERNATIVE MAY BE DEFINED
AS NEW ALTERNATIVES

3



• 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
IMFLEl\1ENTATION MAYBE APPROPRIATE IN SOtvtE SITUATIONS

HARD, KNOWLEDGEABLE, AND CAREFUL THINKING ABOUT A
PROBLEM IS OTHER A NEGLECTED SOURCE OF WORTHWHILE
ALTERNATIVES
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GOALS AND OBJECTIVES

GO<\LS THE BROADEST AIMS OF GOVERNMENT, RELATIVELY
TrMELESS, 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
COMrvfUNITY TO ENGAGE IN SATISFACTORY LEISURE
ACTIVITIES"

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

OBJECTNE: THE SPECIFIC AIMS OF PROGRAMS, SI:MILAR TO
GOALS BUT NOT TTh1ELESS OR BROAD, CAPABLE OF
QUANTIFICATION, USUALLY WITH LOWER LEVELS OF A
PROGRAM STRUCTURE

5



STRATEGIC AND ADMINISTRATIVE
GOALS AND OBJECTIVES

GOALS

STRATEGIC ADMINISTRATIVE

GOALS

Deftrnhon The broadest auns of Defuuhon Orgaruzahonal nusslOn
government. Relahvely hmeless statement Relahvely hmeless

Example All senlOr reszdents zn our
communzty wzll have access to
affordable, comfortable, convenzent, safe,
and satzsfactory shelter

OBJECTIVE

Def1.mbon A preasely-defmed
statement of mtended
accomplIshments Specrbes the
what, how much and the when
Descnbed the deslIed outcomes,
changes m chents

Example By the end of FY 1997, the
% of senzor reszdents havzng access to
affordable, comfortable, convenzent, safe
and satzsfactory shelter wzll zncrease
from the current level of80% to at least
90%

•

Example The department of Houszng
wzll budd and mazntazn houszng unzts
for senzor reszdents

OBJECITVE

Defuubon A preasely-defmed •
statement of mtended
accomplIshments Speemes the
what, how much and when
Descnbe program outputs and
effIC1ency measures

Example By the end of FY 1997, the
Department of Houszng wzll construct
at least 250 unzts of houszng for senzors
at a cost not to e"Cceed 60,000 fonnts per
square meter

6
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HOW TO lVlEASURE PERFORMANCE
IN THE PUBLIC SECTOR

• PERFORMANCE rvfEASURErvfENT

• PRODUCTIVITY rvfEASURErv1ENT

• SERVICE EFFORT AND ACCOMPLISfllvfENT

DEFINITIONS

ANY rv1ETHOD OF OBJECTIVELY DETERWNING HOW \\!ELL SERVICES
ARE BEING PERFORl\1ED

ANY SYSTEMATIC ATTErvIPT TO LEARN HOW RESPONSIVE A LOCAL
GOVERWvtENT'S SERVICES ARE TO THE NEEDS OF THE COM11UNlTY,
AND TO THE COM11UNlTY'S ABILITY TO PAY

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



USES FOR PERFORMANCE ~IEASURE~IENTDATA

• Il\IPROVING DECISION l\tIAKING

BUDGETING AID

ALLOCATION OF RESOURCES

• E\IPROVING PERFOR~IANCE

IDENTIFY AREAS NEEDING llvtPROVEMENT

PROVIDE FEEDBACK ON I1v1PROVEl\1ENT ACTIVITIES

HELP MOTIVATE MANAGERS AND EMPLOYEES

PERFORlv1ANCE APPRAISAL

CONTRACTOR MONITORING

• C01\1lVIUNICATING WITH THE PUBLIC

2
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TI'PE

Input A-Ieaslires

OlllpW \leas1l1es

Program Size

Workload

Product

Process
EffiCiency

Impact

EffectIveness
\1easures

DEFI~ITION

measure of resources
employed

the magmtude of program
coverage or effect

volume of work to be done

volume of goods or semces
produced

*converslOn of resources lOto
program outputs

the effect (1Otended and
urnntended) that the program
has on Its enVlfonrnent

degree to wluch the 10tended
ObjectIves of the servlce IS

be10g met,

EXAMPLES

number of posItion reqUIred for a
program, cost, classroom space, supphes
used, eqUIpment needed

number of classes
number of projects
number of people served

number of letters answered
number of applIcations processed
number of lOspections made

number of graduates
number of successful rehablhtauons

costltratrnng hour
staff hour/% decrease 10 class II

burglanes
% space actually used

% 10crease 10 employment among low
skIlled employees

% reduction 10 traffic accIdents

•

•

•

Benefit Measures measures of the value to 10crease 10 expected earn10gs as a
socIety of atta1010g an result of completlOg traIrnng
ObjectIve expressed 10 program
monetary terms reduction 10 welfare costs

*Harry P Hatry, How Effective Are Your Commurnty ServIces" (Wash1Ogton, DC The Urban
InstItute, 1977), p 233

3



SERVICE EFFORT AND ACCOl\IPLISHl\IE~T ~IEASlJRES

I ~lE -\SURES OF EFFORT Efforts are the amOlmt of fmanclal and non
financIal resources that are put mto a program or process

a Fmanclal InformatIon
expendItures/expenses

b !\lon-financial InformatIon

1) Number of personnel

These are financIal measures of

2) Other measures These may mclude the amount of eqUIpment or
other capItal assets used m proVldmg a servIce

II MEASURES OF ACCOMPLISH\fENTS: AccomplIshment measures report
what was proVIded and achIeved WIth the resources used

a Output Measures

1) QuantIty of a semce proVlded These mdlcators measures the
physIcal quantIty of a semce proVIded

2) QuantIty of a semce proVlded that meets a certam qualIty
requrrement These mdlcators measure the physIcal quantIty of a
serVIce proVIded that meets a test of qualIty

b Outcome Measures These mdlcators measure accomplIshment or results
that occur because of semces proVIded

III MEASURES THAT RELATE EFFORTS TO ACCOl\IPLISH~IE~TS

a EffiCiency measures that relate effort to outputs of servIce These
mdlcators 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 umt of outcome or result



•

CRITERIA FOR SELECTING FI~AL SET OF ~IEASURES

I:\IPORTA~CE Does the measure provIde useful and Important mfonnatlon on
the program \\hICh Just1fie~ the dIfficulties m collectmg, analyzmg, or presentmg the
data?

VALIDITY Does the measure address the aspect of concern? Can changes m the
value of the measure be clearly mterpreted as desrrable or undesrrable, and can the
change be dIrectly attnbuted to the program?

UNIQUE~ESS. Does the mfonnatlOn proVlded by the measure duphcate or
overlap \\'lth mfonnatlOn prov1ded by another measure?

ACCURACY Are the hkely data sources suffiCIently rellable or are there bIases,
exaggeratIon, offilsslOns, or errors whIch are hkely to make the measure maccurate
or ffilsleadmg?

TI~IELINESS Can the data be collected and analyzed m tnne for the decIsIon?

PRIVACY ~~D CONFIDENTIALITY. Are there concerns for pnvacy or
confidentlahty whIch would prevent analysts from obtammg the requrred
mfonnatlOn?

COSTS OF DATA COLLECTION. Can the resource or cost reqUIrement for
data collectlOns be met?

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

EASILY UNDERSTOOD WIll the measure be reasonably understood by
Government offiCIals?

POTE'lTIAL FOR ENCOURAGING PERVERSE BEHAVIOR WIll the
measure result m behaVlor that IS contrary to the overall ObjectIves of the
organization')

5



STEPS IN ESTABLISHING
A PERFORJ\IANCE i\IEASURE:\'IENT SYSTE:\I

I DECIDE WHAT UNITSIPROGRAMS WILL USE THE SYSTEM

II DOCUMENT UNITIPROGRAM 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
EXAIv1FLES OF PERFORMANCE MEASURES

V ESTABLISH UNITIPROGRAM PERFORMANCE rvrEASURES

VI EVALUATE PERFORMANCE rvrEASURES USING CRITERIA

VII ESTABLISH DATA COLLECTION SYSTEM
A Tramed Observer Ratmgs
B CItIzen Chent Surveys
C OperatIonal Infonnahon

I) Hlstoncal Data
2) Other JunsdlctlOns
3) ProfessIOnal Standards
4) EngmeenngIWork Standards

D Tune Records

VIII CONDUCT I1v1PLE~NT ATION FEASIBILITY/FORCE FIELD
ANALYSIS

IX MODIFY PERFORMANCE MEASUREillNT EFFORT IN LIGHT OF
ANALYSIS

X INlPLE11ENT MODIFIED PERFORMANCE rvlliASURE1vffiNT PROJECT

XI REPORT THE RESULTS

6
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Performance Indicators
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• Program

Housing

• Sub Programs

Rehabilitation

Help for the homeless
Housing Code enforcement
Housing Infrastructure
Housing allowance
Rental management

V Land servicing
'\.
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Strategic Goal and Program Objective
Housing Allowance (Rent Subsidy)

3
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• Strategic Goal

"Low income citizens
will have access to a
minimum level of
housing that is
affordable, safe,
convenient and
satisfactory. "

k
~

\. «««Q'...0"......~ OIQ1rl Mol '!olio ow VIi

• Strategic Program
Objective

"Increase the
percentage of low
income Individuals
who can afford
rental housing at
market rates from X
to Y percent by end
1..99X. "

...d~fi12'!W.
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Example of a "Cause-Effect" Logic
Diagram: Housing Allowance Program

~.lir~~ ~-i~~
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"Intermediate" Outcomes

~.&.mt~lliEl!ll!IIIIIIIIlIIIIJIIlII.

I "End" Outcomes ,..

~l
~-

Rent
adjustment
and housing
allowance

... Families
receiving a
housing
allowance

Low Income
families who can
afford cost-based
rents

~

•

~

.---

Rent Increases
based on changes
In household
Income

Rent Increases
based on house
hold Income,
quality and
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Performance Indicators
Housing Allowance Progral11.
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• Inputs (cost of the program)

Percent of rent subsidy

Number of personnel hours

• 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



• •

Housing Allowance Program

7
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1IWOIR'IIICmCt~~CRlamlA:~ltfm~ <l , ~ ~ . >..»;-~~~

• Efficiency*
Total rent revenue as a percent of total cost of the program

Administrative cost per household served

Cost per subsidy given

• 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 compansons over time

~
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Strategic Goal and Program Objective
Land Servicing

~~~'t'.,

nIll:Ot'filllttR_rfON~~ ~ )' / ....,'«': ...............,.""-_....................
~'Il....ml.':',M~

If'\
~

• Strategic Goal

"Residents Will be able
to purchase or build
new homes more
easily."

• Strategic Program
Objective

"Increase the
percentage of
residents who live in
new homes from X
to Y percent by the
end of FY 199X."
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Example of a "Cause-Effect" Logic
Diagram: Land Servicing Program

9
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"Intermediate" Outcomes

Choosing
appropnate land
sites

..~Initiating publlc----".-- I pnvate
partnerships for
land

Programs
Implemented

I "End" Outcomes 1*

~
Percentage of
citizens living In

new homes

Servicing and
developing the

... I land plots

'"'

v"
~



Performance Measurement Indicators
Land Servicing

~F ?W~~~_,
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• Inputs
Proportion of publlc/pnvate money used In servicing and
developing land

Number of personnel

• Outputs
Number of land parcels serviced

Number of new home buyers

• Outcomes
Revenue from serviced land

Percentage of land not serviced on schedule

Percent of serviced land sold

\oJ\
~"-'

• Efficiency
Revenue as a percentage of cost

,-
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Land Servicing

11
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Cost per square meter of serviced land

• Other Explanatory Information
Location of sites

Contracting for Infrastructure servicing

Number of new home buyer applicants

Number of pnvate partnerships

~

"''«<'O(..x~~CQmm~mo~= • .1<. ~"'.Jl.~~
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Sources of Data

12
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• Financial Records
Accounting

Payroll

Tax

Land use

• Housing Allowance
Administrative agency

Housing agency

Household survey

• Land Servicing
Developer surveys

Utility companies
I·

v,
Citizen surveysV',
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Performance Indicators
~~~\..~'\.~.... '\. .....~ ~ IlIIIRCRlmmtt~~'~,~ .... « <W/hC",, ...._ ..
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Parks

~ Cemeteries

Public Space Management (sweeping, snow
removal)

Solid waste management

Liquid waste manageme

• Program

• Sub Progr~
'1

"

Street 'htlng
~

Publ. Cleanliness
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Strategic Goal and Program Objective
Waste Management

I .........- 1,"1,1

• 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."

~

......_... I 'J L».4 I.'
~.............. wnrn'? ...... ._ ...tM.~

• Strategic Program
Objective

"By the end of FY
1997, increase the
percentage of
garbage that is
collected from the
current rate of XOk to
Y%."
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Exalllple of one possible JJCause-Effect"
Logic Diagratn: Solid Waste Collection

Sub-Progratn

3
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"Intermediate" Outcomes

Programs
Implemented

1 New Collection
I--- I area
2 Larger vanety of
containers
3 Better technology
In rnll~rtlnn

~.. Increased
number of
households
served

v,
~

I"End" Outcomes /•

....---------,
Percentage of ~ Increased
Increased compliance
garbage that IS I .........t----
collected

,-



Performance Measurement Indicators
Solid-Waste Collection*

f-.from JlServlce Efforts and AccomplIshments Reporhng Its lIme Hats Come [dlled by lIatrry P II.dry,Jatmes R, Fountatm, Jr, Jonatthatn M SulllVatn atod Lorratme Kremer GASB 1990

4
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• Inputs (cost of service)

I JI Ill., Ig M tLL .. ~..1-l -l .....a
~ 1<1 ...~....... .llUw...&.1II: .... ......--u:....u..._l.~'~U

Expenditures (constant and current fonnt)
Number of personnel used by local government and/or company
Number of vehicles

• Outputs (units providedl 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 ratingv,

----S) Number of customer complaints
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Solid-Waste Collection
.. ~ ..w .... '~'t••"H"W~__
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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
'b ·Assess cost of the assistance relative to Its accomplishments Also enable comparisons over time



Performance Measurement Indicators
Solid-Waste Disposal *

from "Service Efforts and Accomphshments ReportIng Its Time Hds Come Edited by Hdrry P Ildtry,
Jdmes R, Rountdm, Jr , Jonathdn M Sullivan dnd Lorrame Kremer GASH 1990

6
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LANDFILLS

• Inputs
Expenditures (current and constant fOrint)

Number of personnel

Number of vehicles

• Outputs
Actual tons processed dUring period

Average dally tons processed

Cubic meters of landfill used

• Outcomes
Percentage of quantity deposited In the-landfill that meets
environmental standards



• •

7

~~~ ... .... d..__gM' gggR;QO~Um"*"",~,*",,,,\( ~••

Solid-Waste Disposal
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Tons of tOXIC matenal as percentage of total matenal 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

• Efficiency
Cost per ton of solid waste processed

• Other explanatory information
Type of pollution controls

Percentage of recyclable waste recycled
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Solid-Waste Disposal
~~:~1~ ~ "....."'.....".........l},."'l~"" v ... ........ 'C~.,.,. ..- - -
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Capacity (dally 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

• Outputs
Tons of selective garbage deposited at center

Tons of selective waste recycled

Percentage of recycling capacity utilized

Number of program participants

• Outcomess--
.. Percentage of selective waste recycled



• • • •

Solid-Waste Disposal

9
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Percentage of recyclable waste recycled

Percentage of eligible customers participating

• Efficiency

Cost per ton of selective waste deposited at the center

Cost per ton of solid waste recycled

• Other explanatory Information
Capacity and dally processing (In tons)

Nature of recycling program

Types of matenal recycled

Types of selective matenal deposited at center

Service area population (In thousand.~)

Separating techniques



PerforInance Measurement Indicators
Street Sweeping *

[rom "ServH ... I fforl.. dnd Au ol11ph~hult'nbRl'porltng It~ rIme I1d~ COUll" [dll...d by Hdrry P IIdlry,
Jdm..... R, ROllllldlIl, Jr , JOl1dlhdll l\t ~lIlhvdlldlld LOrrdIne ~n'l11u c..ASB 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

• Efficiency
Cost per mIle of street cleaned
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Street Sweeping

11
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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

ClimatiC conditions

Vehicle traffic

Parking conditions

BUilding density

IS""'"

t)'

u&ll'«~
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Sources of Data
u llIr' ..........................~
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e Financial accounts

e Trained observer ratings

e Household survey
e Business survey

e Fire department records

e City or county health records

e Sanitation department records

~

IIJllil lEt .. 1!:W. ,tdrHIlI...........-
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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
~
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Management Analysis of Results

Quicl< Chec'cs

c
..-S'

J• Plan vs. Actual

2. Trend Over Time

3. Results Issue

4 Incremental
Results

5 Benchmarl<s

6. Doing the RIght
Things

7. Monitor Strategic
Results

V Both positive and negative variances should be Investigated
V To set standards
V Are plans realistIc?
V 'S performance changing?

V Spending Is wlth'n budget but perrormance Is declinIng
V What % change In results follows a % change In

resources?

V Similar organizations can be compared:
- to each other
- to median, average, mode

V Trends over tIme can be used to compare unJlI<e
organIzations

V' Is operational success resulting In program
effectIveness?

V Different rates of progress gUide operational
planning and control



...
Spending Steady, Performance

Declining

-.- ..... , ..... ..
...

.. .....
.....

ProposedtSpending

funding
Issue

!Inflation
~-----------------'-- - - - - - - - - - Adjustedt Spending

results
Issue

------------- !
.... Results Achieved

YEAR} YEAR2 YEAR3 YEAR4 YEARS YEAR6

.>~



IMPLEMENTING PROGRAM BUDGETING

• DEVELOP YOUR DEFINITION

• OBTAIN COMMITMENT

• EDUCATE ON NEED FOR AND BENEFITS OF BUDGET REFORM

• PROVIDE EXAMPLES FROM OTHER CITIES

• IDENTIFY EXISTING PROBLEMS

• OBTAIN COMMITMENT FROM ALL PARTIC/PANTS
MAYOR
COUNCIL
INSTITUTIONS

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

DEVELOP DATA BASE

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

• IDENTIFY NEW DATA NEEDS

• PREPARE HISTORICAL AND FORECAST DATA
TRENDS (ECONOMIC, FISCAL, DEMOGRAPHIC)
PRIOR ACCOMPLISHMENTS

1



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

2
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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
CmZENINPUT

APPRO~ADOPTBUDGET

IMPLEMENT BUDGET

• MONITOR COMPLIANCE

• CONDUCT SPECIAL STUDIES

• HOLD SPECIAL HEARINGS

EVALUATE

• MEET WITH INSTITUTIONS/1WAYOR'S OFFICE STAFF

• FINE TUNE PROCESS

• MONITOR BUDGET PERFORMANCE

• GO ON VACATION

START OVER
3
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Forecasting techniques
for designing municipal incomes and expenditures

by Kovacs Robert - Vigvari Andras

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

October 3 ], r996
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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 IS also a forecast

2 ) Preparations for decision/making - preparing the basIs for selections among
several alternative decIsions,

- operative deCISions (e g selecting from vanous credit opportunities)
- project decIsions (an area In the munIcipal financial management
that can well be delineated, e g rationalization of the networkof
Institutions, a specific proJect, etc ),
- strategic decIsions,

~,

3 ) One tool for marketing, or "selling" the city policy
- positive (what happens If we do so) and negative (what happens If
do not do anything) Images of future,.

1996 oktober 31



Types of forecasting

1.) By period of time

1 I short-term - under a year - cash flow analysIs
(e g lIqUidity management)

1 2 middle-term - preparation of the annual budget
(e g revenues, expenditures, varIOUS
seglnents of the budget)

1 3 long-term - roiling capital budgeting
- Investment projects

2.) By functions

~

2 I normatIve forecast

2 2 descnptlve forecast

= finding approach(es) to a specific aim
(e g prepare a program budget)

= deSCrIption of expected changes in societal,
economiC, political processes

1996 oktober 31
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Information Basis to Forecasting -External Information

1.) Grouping

1 1 Official (state) - prIvate, Independent sources
1 2 Fact data - forecasts - other Information

2. Sources

2 1 CSO

22 MoF, MNB

- statIstIcs on socIety, denlography, economy,
regions,

- financial statistics
state supervIsions

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

~

2 4 Pnnt medIa - professiona'"l lIterature

1996 oJ...tober 31
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Information Basis to Forecasting -Internal Information

] ) Infancy of public finance accounting practices,

2 ) Objectives of accounting and financIal analysIs / forecasting are different,

3 ) Structuring municipal accounting Information
Structuring = creatIon ofgroups of similar economic nature,

Options
3 I current, and capital (expenditures/revenues)
3 2 comIng from centrally, own
3 3 by sectors

4 ) Designing Indicators

1996 oktober 31
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Methodological Problems of Information Handling

;:k

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

10M * 1 USO
100 Ft l994 * 100 Ftl991

Two problems are to be handled when bnnglng thenl to a common denvatlve

2 1 Handling Inflation (what prIce Index?, consumers price Index?)

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

3 ) Method~ discounting,

1990 oktohu 31
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Method of InflalJng

eUIIl'II1 price In Millions of IIlJI< 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 pncc mdc," (prcvlous ,car 100%) 100 135 123 122,5 118,8 128,8 124 122
- - -

Index In 1995's base 3,11 2,31 1,87 1,43 1,28 1 081 066
-

Index In 1990's base 1 0,74 0,60 0,49 0,44 034 026 0,21
- - --- -

IN 1995's PRICES
--- ---- - -- - --- - - - - - - -- -

baSIC case 311,25 230,55 187,44 143,10 128,00 100,00 80,65 66,10
-- - - - -- - - -

Increasing amount case 311,25 32278 356,14 314,83 294,40 250,00 221,77 191,70
-

IN 1990's PRICES
- - - - - - -

baSIC case 100,00 74,07 60,22 49,16 43,94 34,12 25,91 21 24
- -- - --- -- -- --

Increasing amount case 100,00 103,70 114,42 108,16 101,06 85,29 71 25 61,59
- - - - - -

- - - - - - - - -
- -

Ft90*(1 +CPI91/90)=Ft91

1996 okt6ber 31



Personal Income Tax

I Vehicle Tax I

~
Centrally regulated

f..- !-
Normative Grants

resources

I Transvered from Social Secunty

I Gills & Hentage Dulles Property Tax I

I Business I ax I Communal Tax I

I Tounsm Tax I I Other Taxes I

Current Revenues Own Current Resources (15) Other Taxes Institutions Operallng Revenues

IOwn Revenues of the Inslltutes 3)% of Institutions Transvers

-
Other Incomes Other MUnicipality Institutions Fine Revenues Public Domain Penailles

f-- ~ - f..-r-- -
Operallng Income (Transfers Received for Own Resouces Operating Rental fees land uSing rent

Operallonal Purposes) Intersts VAT

Munlclpat Public Domain Rents Alienallon of Units
'--

Operallng - Used for Business Purposes
I-'ostponed Losts

-1 Current Expeses

of Islltullons

- Current Expenditure - - MuniCipal
Lurrenl expenses

~
Participations

Other Current- t:xpenses

e



Curent expenditures of

Institutions

~
MUnicipal Current

1Investments I I

rl Capital .~H Institutions I I I
Investments Renovations

I J

-1
MUnicipality

IRenovations I I

H Sales of Financial I I I
Assets I

y Others I(municipal property expendtures)

I Investment

~Deficit

I Targeted SUbSidies I
I I

I Asset Sales 1 r I

y I
r I

y Caprtal I I Sales of financial assets 1 r I
Incomes I

r I

I I

I I

I I I
I

I I

f



PaYing Interests

I Loans

'----

Reserves

Investment Deficit

Resource Deficit r--

Net Operation Result

-1 ,
-I

Debt Service

"'---_____ I::::::::::::_ ~ Capital Repayment

Net Operational Result ~

Operation Results

Net Operation
Results Capital Investments

II Loan > Investment DeficIt---. r--

II Reserves - Captal Incomes



REVENUE ALTERNATIVES

• USER FEES

• IMPACT FEES

• LOCAL TAXES

• OTHER????

THESE ARE FORMS OF:

• DEDICATED REVENUE

• SELF SUPPORTING

1



CONl RASTING CHARACTERISTICS OF TAXES AND USER FEES

T-\'\ES CSER FEES

1 SER\ ICE \ILST BE SL PPLIED SER\ ICE C-\N BE SLPPLIED
0"" -\ GROL P B-\515 TO -\0. [;\.DIVIDU-\L

2 BE'\.EFITS -\CCRLE TO THE 2 BE'\.EFITS -\CCRl,E TO -\ '\.
CO\I\lL '\.In -\T L-\RGE Ii\.DI\ IDL-\L

3 C-\ '\. '\.OT \\ ITHHOLD SERVICE 3 C-\ '\. WITHHOLD SERVICE
TO ['\.DI\ [DL -\LS \\ HO REFLSE FRO\1 I'\.DIVIDC-\LS \\ HO
TO P-\ 'I REFLSE TO PA)

~IERITGOODS - TO BE PRO" IDED 4 COSTC-\'\. BE P-\SSEDO'\J
TO -\LL REG-\RDLESS OF TO l,LTI\I-\TE
-\Blun TO P-\ 'I (pL BUC BE;\.EFICI -\RY
EDCC-\TIO'\.)

5 DEGREE OF L TILIZ-\TIO;-" DIFFICLlT 5 DEGREE OF DTILIZ -\no\,
OR I\IPOSSIBLE TO \tlEASLRE CA;" BE \IE-\SLRED

6 GOVER'\. \IE'\.T ,,"aT ABLE TO 6 CO\1PETITION WOL LD
CO~IPETE \\ ITH PRJ" ATE SECTOR RESLLT [0. IMPROvED

EFFICIE'\.CY

7 GOVER'\,\IE"-:T UNABLE TO EFFECT 7 RATIO'\. I '.G OR
LS-\GE P-\TTER,,"S BALA '.CI'\.G LSAGE

PATTER'.S
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FACTORS

• DEFINE WHAT WILL BE PRICED

• DEFINE UNIT OF MEASURE

• DETERMINE COST

• SET BASES FOR PRICE

• ESTABLISH BILLING AND COLLECTION
PROCEDURES

• MONITOR AND UPDATE

3



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

• ABILITY TO PAY

• SOCIAL BENEFITS

• DEPENDABILITY

• CAN USER BE IDENTIFIED

• ARE BENEFITS MEASURABLE?

• DOES IT REDUCE WASTE/OVERCONSUMPTION?

5



• WHAT DOES IT COST?

- CONSTRUCTION

- DELIVERY

- AMOUNT CONSUMED

- DENSITY AND DISTANCE

- OPERATIONAL COSTS

• COMPETITIVE POSITION

• EASE OF COLLECTION

• WILL IT GENERATE REVENUE?

6



TYPES OF RATES

• i\1ARGINAL

• FLAT

• INCREMENTAL

• MEASURED

• SOCIETAL

• PEAKLOADjSEASONAL

• DECLINING BLOCK

• ZONE

• CLASS

QUANT/TY
Amount Consumed

CAPACIlY
Cost to Produce

7

LOCATION
DenSl ty/DlStance

qo
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EXERCISES



•

WORK SHEET
\\ RITING STRATEGIC OBJECTIVES AND POSSIBLE SOLUTIONS

NA.\1E OF PROGRfu\1 AREA _

STRATEGIC OBJECTIVE FOR THIS PROGRAM -\.REA _

POSSffiLE SOLlJTIONS FOR A.CHIEv1NG TIDS STRATEGIC OBJECTIVE
1
2
3
4

CRITERIA USED IN SELECTING SOLUTION
1
2
3
4

SOLUTION RECOMMENDED

8 1 1
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Case Study: Development of Performance Measures
IJYour City"

____~...,..... '- 1I.a.. ~l 1~IlJ"; Jl
III 1111' 1"11, l LU .. _ .lol:..lJ_..I.l~ _

4 ~ "lJ'. .....~·lIIr_ZXZll ] _. ,

~
-......j...)

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 - 10m for the presentation
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Strategic Goal and Program Objective

..J:~

V"""
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• Strategic Goal

~ >Y "'l"<<<'~I£&il!II]JUm.MS',~.....t_.... ..

• Strategic Program
Objective
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Exalllple of one possible "Cause-Effect"
Logic Diagram: for the Chosen Program
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"Intermediate" Outcomes
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Performance Measurement Indicators
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• Efficiency

• Other explanatory information
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Practical Exercise
for the Mormng of October 31, 1996

(practlsmg the eLF method and mflahonary adjustment)

Based on the "-\\ erage City" database, make the follo\\ mg calculatIons

1 Based on the fact data, prepare the eLF tables for 1992-1995

2 Prepare the adjustment oflme "Total revenues" at 1992 pnces for 1993-95
(Consumer pnce mdex data 1993/1992=122,5, 1994/1993=1188,
1995/1994=128,8)

3 Prepare a forecast of the aggregate figures of the ClF table under the
followmg assumptIons

• consumer pnce mdex 1996/1995=124, 1997/1996=122,

• the amount of each current revenue should be defined by the trend
analySIS method •

• an annual 2% real decrease IS expected m total current expendItures

• debt semce WIll remaIn of the same level m both years

• for calculatIons, use an Investment surplus of 1% of current expenditures
for 1996, and an mvestment defiCIt of 20/0 of current expenditures for
1997

4 Your speaker should mterpret the calculatIon results over max 5 mInutes

\()()
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Average City

.1 ITolal ."venue 2 622 262 2960386 3736024 4129957 4922869 4536851 4819471 4129951

Cent.aly regulated sauces 1485178 1632240 1841 139 2123409 2788180 2501441 2315069 2123409

.2 I Shared taxes (PIT vehIcle) 367808 314415 388345 519530 690499 481848 500965 519530

.3 NormatIve SubSIdies 1010 998 1 194951 1200331 1207198 1897983 1831287 1548427 1207198

.4 State transfers (adressed targeted subsidIes) 106373 122873 252463 396681 199697 188306 325678 396681

Own ope.atlng revenues 602204 675207 836609 962076 1 130540 1034 768 1079225 962076
.5 I Local taxes (local busmess tax) 48048 70509 111261 149955 90202 108057 143527 149955
.6 Local taxes (property tax tOUrist tax communal) 23302 30404 31 132 23317 43745 46595 40160 23317
.7 User charges fees other own revenues 530855 574294 694216 788804 996594 880117 895538 788804

Own capllal sou.ces 136250 155932 337487 415521 255786 238968 435358 415521

'8 Revenue from asset sales 113383 140516 310211 356 729 212858 215344 400172 356 729
r9 Revenue from prope.ty 22867 15416 27276 58792 42929 23625 35186 58792

rIO Loans 132300 199064 365513 289950 248372 305070 471 512 289950

r 11 Social Secuflty transler 193565 229082 266023 279309 363386 351073 343170 279309

r12 Transfers from the preVIous year 72 243 67887 87561 54718 135624 104038 112953 54718

.13 Other outer source 523 974 1693 4973 981 1493 2184 4973
I' ~ I -.Jf ., f .1 I ow.. I" '1.

EXllenliitures " "j 1'1:,' ., ,,'.
el Total expenditures 2406978 2811389 3623405 4058666 4518709 4308510 4674193 4058666

Operation cost 1977 008 2362640 2856764 3205222 3711511 3620793 3685225 3205 222
e2 Office of Mayor 264641 365610 474598 602037 496820 560305 612232 602037
e3 Health 304237 338786 365235 407845 571 156 519197 471 153 407845
e4 EducatIon 1075817 1262 178 1539025 1694779 2019672 1934313 1985343 1694779
e5 SOCIal 123423 155620 190 120 235203 231706 238491 245255 235203
e6 Public UtilitIes 194797 213719 263958 235524 365699 327528 340506 235524
ce4 Other operatIon cost 9009 21480 16297 21391 16913 32919 21023 21391

Capital Investments 411141 421322 625576 730291 771 851 645685 806993 730 291

e7 Office of Mayor 140444 134023 189809 170544 263660 205394 244853 170544

e8 Health 22 558 9660 17234 15642 42348 14805 22 232 15642

e9 EducatIon 93511 132867 116 101 177 365 175552 203622 149770 177 365

elO SOCIal 4819 8072 3333 9250 9047 12370 4300 9250

ell Public utilitIes 148265 131480 197829 170875 278343 201496 255200 170875

ee7 Other tasks 5085 5103 7530 8299 9546 7820 9714 8299

e12 Debt service 19327 29269 224058 309 479 36283 44855 289035 309 479

e13 Other Investment 1046 3529 8261 366 1964 5408 10656 366

Balance 01 the prevIous and present year remalnlngs 55 1917 3805 1 145 103 2938 4909 1 145

ClOSing cash 12174 10692 5283 7945 22854 16385 6815 7945

'''''~ '.' . ...." Statiiticallnllicatofl ' ....\·"1' !t".I'l'J ~.'•• ' ·'Y'. "
, " (, 'f'" t .~ . " .

51 Populalton 57393 57693 57691 57640 57393 57693 57691 57640

52 PIT per captta 7706 7905 11672 8288 14467 12 114 15057 8288

53 Local government employees 546 556 552 551 546 556 552 551

511 Outstanding debt 163522 356 315 629440 1 149294 306986 546059 811 978 1 149294

s5 Value 01 the asset 2961 811 423161-7 5234988 5774188 5560317 6485037 6753135 5774188

s6 Unemployment rate 87 108 88 78 87 108 88 78
57 Number 01 newly bUill units 97 107 135 113 97 107 135 113
n N( w htl~lm Sf; pumlts 949 966 834 709 949 966 834 709

-c:>
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Own current resources
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Current revenues
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Debt service
Net operating il1COnle
Own capital resources

Centrally regulated capital resources
Total rapttal revenues
Total capital expenditure
Investnlellt deficit
Total financing need

Closing balance _. _ . . __

Consumer price index (previous year 100%)
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FEE CASE NARRATIVE

Based on accountIng records, all operabng and capital costs of the Szolnok SarutatIon
Department have been classlfied mto the three followmg categories

Collechon
Hauhng & Disposal
AdmIrustratIon
Total

IT 800,000,000
IT 500,000,000
FT 200,000,000
IT 1,500,000,000

•

The Cltv IS consldenng estabhshmg user charges for samtabon services The Cltv
wants to develop a pncmg strategy that recogruzes that the cost of provldmg the
service to each customer IS not the same It would not make econOmIC sense to dlVlde
the Sarutabon Department's total cost by the number of customers and charge tlus pnce
to each customer A factory produces more waste than an apartment, for example
Whv should the apartment urut pay the same pnce as the factory when residenhal costs
to the Cltv are lower than mdustnal costs?

Your Role

Complete the attached worksheet bUlldmg upon the mformabon hsted on the
worksheet Your analysIs wIll deteCffilne the user charges for vanous kmds of
customers bv relahng the user charge to the cost of service User charges should cover'
total costs - IT 1,500,000,000 - of the sarutatlon department so that no fmancmg from the
Szolnok budget IS reqUIred The obJechve IS to set a fee for different types, or classes,
or customers

Factors to ConSider

The major component of coUecnon costs IS the labor of the pickup crews The resulbng
bme and related labor cost of collecnng from vanous customer sites will depend on the
densltv of the area, the pickup location (e g, curbSide or back of a lot), amount of refuse
collected, and other factors

DIsposal costs are deteCffilned bv many factors, the two most Important bemg the
weight and volume of the refuse

Adrrumstrahve costs are not slgrufIcantly affected bv the type of customer served



Pili I -
SZOI NOK SANITAnON OEPARTMENT FEE WORKSHEET

- - - -_. -~-, ------ -_. ---

MULTI FAMILY SINGLE COMMERCIAL INDUSTRIAL OTHER
FAMILY

A # 0'1 U"lIl1lll r... 20000 5,(Ul 4,OlXl 5m 1m
B Av( rill I I olh't !ton !tml P' r pll kup (mllluh ...) 1 15 5 1 2
C C(.1I1I lum... I~ r WI ( k 2 2 2 1 5
D Tolul 1(.111 I !ton llIlll 1 7 1 7 7
E T1.11111.111 I !tl'n 111m PI r W('t k all I u...loou rs (A x D) 1 7 7 7 1
F 'Yr (,I 101,1 ((.111 I !ton !tml (E d... a 'Yo 0' 61 5<Xl) 1 7 7 7 1
G Allolllluln 01 10111 I !ton 11,...1... (Ioldl unnll \1 ,0...1... of FT 7 7 1 7 7
t(oo oon x F)
H Annu.1 10111 I !ton 10<;1... pt r I 1I ...IO,11l r (G/ A) 7 7 1 7 1
I E"llIllult d 'VI rdl,( kilo... I"l( r t u...tom( r I"lI r W( (k 025 025 025 1 4
I Tol.1 1...11"... 1'1 r \V( I k 1 7 7 7 1
(A x ,)
K 'Yo of lolal kilo... (J u... d % of 1 625) 1 1 7 7 1
L Allol ulton of hdUlllll' & d'''p''''dl co'>'" (Iotdl annual co<;t.. of 1 7 7 1 7
FT 5<XI (XXl x K)

M Annuul h Illhn!' & d'''PI,'>,,11 0<;1<; p' r tll<;loml r (LI A) 1 7 7 7 1
N FI'1 d ldm,I\I..lr ,ltVt (,...!,> 1" r tll..lomt r (FT 2(XI (XXI I FT7 FT7 FT7 Ff7 FT7
h.1 ,Itu..lolll( r.. 2l) hlXl
o Annut.1 ( ..ltm,lt< d '"mlld!ton f(p (H+M + N) 7 7 1 7 7

e.-.

--~
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Local government housmg programs

Re~ponsablhtles and tools of local go\cmments to thc houslnJ! sector

HOUSing IS an Imponant problem of socIal polle\ since ItS Impacts are present In emplo"ment
producllon In\estments and the e'l.pendnures of households The go\emment ho\\e\er has an e\er
decreasmg le\ el of competence m housmg ISSUCS stnce the trends dominating the houstng sector has
tncreaslngh become the funcuons of deCISIons Interests and requIrements of forces outSIde the
go\emment The local go\emments therefore has an Imponant role to pla\ 10 thiS area The
Mumclpalla\\ does not define e'l.acth the hOUSing management and hOUSing sen Ices related
responslbillues of local go\emments Therefore mdl\ Iduallocal go\emments \\111 hale to make
decisIons for themseh es as to \\ hat senlces the\ \\ ant to pro\ Ide

There are three basiC groups of housmg related mUnicipal senlces
• to pro\ Ide socIal \\elfare suppon to those m need
• to control the de\ elopment and operauon of the housmg market and the market for rental flats and

lands for construction
• to de\clop master plans that are to hne \\1th the e'l.pected houstng demands of the commuml\

MuruclpallUes hal e the follo\\1ng tools 3\allable to them
• the\ hale the authonf\ to define the use of tndl\ Idual pieces ofland (master plan)
• the\ hale O\\TIerslup o\er land and hOUSing unllS
• the\ recel\ e normau\ e subsIdies for hOUSing sen IceS the\ ha\ e the Income from sales of

apanments started as of lanuan 1 1994
• the\ ha\e the nght to determine the rents for rental flats In muruclpal o\\nersillp

n Housmg problem~

Before 3 local go\emment deCides to make a hOUSing program first of all the\ hal e to descnbe the
e\aluatlon of the hOUSing situations and Idenun 109 the f\pe of the housmg problem There are
dJiferent t\pes of hOUSing problems

Cnllcal houstng SlluatlOns
• the problem of acqumng a first flat
• bUIldtngs \\ Ilh one flat uruts
• pensIOn homes
• forced tenanC\
• pm ate tenants and subtenants

~ The decrc1stng houstng construcllon as a problem \\hlch IS related to the decreaSing derndnd or
the shonage of bUilding snes or the lack of credn etc

3 The SOCial hOUSing problem (the affordabllm of hOUSing costs and the rei Iled problems of SOCIal
SituatIOns and slumming)

, 'l.lobilm

DlfT\,.rent communnles ha\ e to face \ en dllTcrenl houslllg problems Stili n \\ ould be Imponant (0 be
abk to t<ike sld,;:s about pnontles conccnlll1g the socI11 \\clght of the problems Pnonllcs for thc
commumtl,;:s C1n c\ceed thc houslllg polJC\ goals In the narro\\ sense So for e\dmpk \\e can aim 11

Impro\ 109 til\" socl.1l demographiC composlllon of a commum!\ or at lIIcreaslng thc amount of
sub~ldl\"s commg 10 the cOlnmunm



A housmg problem can g1\e ans"ers to different housing problems dependmg on Its Internal
strucrure So local gO\ emments has to stan from the gl\en housmg problem and to construct
programs related to It e'l.amme the costs of the altemal1\ e solutions and then select one from thl.m

m Loc.ll gO\ernment housmg Jlrogram~

1 Local gO\ emment hOUSIng constructions
I a Construction of houses 0\\ ned b\ the local gO\ emment ThIs program \\ants to resol\e the socIal
problem but It has effect on moblht\ as \\ell Theese kInd of programs are \en dangerous because
In long tenn tlus 10\ estment \\ 111 produce deficits slOce rents \\111 not CO\ er the costs In recent \ears
m the case of local gO\ emment houslOg constructions usuall\ those ha\ e been gl\ en pnont\ \\ ho
ga\e theIr fonner flat to the local go\ernment or those \\ho were bU\mg their first flat It happens
quite often thaI one flat umts are bUIlt and tenants has to take pan 10 pre sa\ 109 schemes

I b Local go\emments as de\elopers Local go\emments less and less often act as housmg de\elopers
In order to sell theIr flats Tlus \\ ould be econormcall\ JustJiied If pm ate de\ elopers dId not enter the
market or If the houslOg suppl\ IS \ en mfle'l.lble and the local gO\ ernment th10k the\ ha\ e to pro\ Ide
for the demand not met b\ the market Another reason for ne\\ construction can be If uruts are bought
and taken b\ the local gO\ emment 10 order to stan some de\elopment at the sIte or If areas used wtth
bad effiCIent:'. are freed and uruts ha, e to be pronded for the resIdents In exchange
The local go\ernment as a housmg de\eloper ho\\e\er takes a high nsk the cost of\\hlch IS paid b\
the communal sector and It IS doubtful \\hether It IS Justified and If the conditions of profitablht\ are
present
I c MI'l.ed o\\llerslups (pmate and pubhc)
The local gO\ ernments 10\ est mone\ 10 theese constructions and It \\111 become O\mer 10 some
ponlon In thIS \\a\ subSJd\ can be g1\en to people \\hom ehglblht\ hardh could be measured The
ad\entage of thIs program IS thaI the real \alue of the m\ested mone\ \\111 ml decrease

2 Rehablhtauon
Accordmg to studIes the demand for rehabilitation IS 'en lugh but bccausc of the magrutude of the
problem onl\ programs based on pmate resources are poSSible If a local go\emment IS plannmg
rehabllllauon It has to thInk Il through ho" the program can be adopted to the structure of the market
segments and mtemal problems (fonner rental UnIts 10 clUes houslOg estates smgle fanuh houses)
\\nen creatIng the subSidIes for rehablhtauon programs \\e should aim at helpmg rehablinauon on
the one hand and pre\ enung segregation as Ule consequence of reno\ auon The t\\ 0 problems ha\ c to
be handled through dIfferent Instruments

~ GI\ 109 bulidmg sltCS for de\ elopers 10 e'l.change for temporaT\ units
TIle local gO\crnment llla\ deCide to gne a bUlldmg site frce for a de\eloper In e'\change for bUlldll1g
ternporaT\ UOItS beSides the units bUIlt for sale ThiS program also \\ants to resoh e SOCial problems

4 Ll\ 109 arca e'\tenslon program
Local gO\ emrnems struggling \\ Ith a senous problem 10 lacklOg financl1l resources and ha\ IIIg a
fa\ ourabk geographical locauon rna\ choose to attract people \\ Ith high Income and good
quaJIfi;;auons In order 10 Increase their persondl Income la'\ and normltl\ e re\ enucs ThIS makes It

necessaT\ to form ne\\ lJ\lng areas (area de\ eloprnenl ne\\ building sites lIlJrJstructurc)

~ SubSIdies for bu\ 109 J first fht
Helping \ oung p-.ople to bu\ their first filt IS pan of the program of nClrh all thc local gO\ emments
The presenl S\stem hO\\~\cr has senous shonconungs \lhlCh 11ukc It necessaT\ to rc\ Ise tlus subsld\
S\ st~m The problem can be nJlnlged b\ conSidering the finl11CIJI stlndmgs of \oung lpplJclntS
besld~ th-.,r regular Income .... ot onl\ real estllc but person II propcm lugh \ llue could be conSidered
(e g CdrS)

6 The refonn of the rema! sector Inere IS1l1!! the rcnt~ of lIlumclpll renl11 fl ItS to 1 Ic\clthat reflects
the reJ! costs 011 fillS
Reasons lack of funds for repllr l11d rcno\ auon

lh~ 01-_rallng deficit uses up funds for olher purposes

2



Implcmentallon
annuJlh)

the mdlrect subsld\ reahsed b\ 10\\ rents IS
not ah\a\s needed or fair
gradual mcreases of rents (first 1000

/0 later ~oo 0 than In lane \\ Ith 1Il1hllon

ne\\ rents should reflect the quahl\ of flats and the\ should be proportIOnal to

•

the \ alue of those flats

7 InlroduClion of a ne\\ housln::?: suh~ld\
Reasons It IS closeh related to ancreased rents It IS based on needmess the CIl\ pro\ Ides subsld\ to
those lo\\-mcome households onh \\ho are not able to pa\ the hIgher rents and public Ulllll\ bills
calcuJated nonnau\eh on the baSIS offamlh size

ImplemenlallOn the housmg subsld\ program replaces the remote healIng subsld\ and the rents
subsld\ The socIal pollC\ department admmlsters It

The CIl\ sets up slandards
- share of mcome for housmg costs (the limit IS 350

0)

- standard umt (per famll\ - persons)
- standard rent
- standard uuhlIes charges

8 The rental S\ stem refonn
The ne\\ rental contract should be made for a defimte penod \\lthout obhgallon for m'lkang another
home a\allable to tenants

9 Uuhsallon of pm alIsalIon Incomes
The\ should be spenl on the problems of the remamIng rental flat sector and posslbl\ to the
management of the stock unlIl a pm me renlal flat sector able to sun 1\ e e\ 01\ es

10 Management and mamtenance of rental flats
A compeuuon should be mtroduced m the area of propem management

Costs of the l)rO~rdm

If the local gO\ernment Intends to create a housmg program 11 has se\eral lltematl\es to choose
from In each case 11 has to be e\ammed carefull\ \\hal problem tint cert::lln prognm lddrcsses \\ hat
11 costs and \\ hat elements of the budget are Imohed The loedl go\emment lisa hlS to tlunk 11 o\er
hO\\ effiCIent 11 could be In unplcmenlIng a certlJn program In Imm cases thiS onh can be done b\
carefull anah SIS The follo\\ 109 table tnes to collect th~ maIO ancomes lnd e\pendnures of the s,-ctor



Incomes and expendllures In housing sector"

INCO\lES E'\.PEI'.'DlTURES
Normal!\ c SUbSldlcs for hOUSing tvhlOtenance rehabilltauon
relatcd sen Ices (housing management Interest
subsidIes remote heaung SubsidIes rents
subsidIes)
Incomes from hOUSing pmau5auon Subsidies

• hOUSlOg

• remote heatmg

• rents

• first home bu\ ers

• IOterest subsld\
HOUSing mcomes Other e,-pendltures
(rents + e,pected rents In arrears) • hOUSing moblltr\

• construcUon loans and Interests
• subsidies to muruclpal emplo\ees
• payments In arrears

Incomes from sales of land and use of land I
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WASTE MANAGEMENT

1 Facts

• According to esttmates 20 nulllOn m3 soil" communal waste IS created yearl~ In
Hungan ThIS IS probablY only an approxImate figure since In 20°/0 of the
muruclpahtles there 15 no orgaruzed waste collectton at all and It IS not clear how
you can measure tlus quallt" either 65-67°/0 of the households In the whole countrY
are Involved In regular ~aste collectIOn whIch means approxImately 10 mJlhon m3
waste

• The proportIOn of household sewage not In publIc network and the lIquId
communal waste IS 400 °natton-wlde

• In the clttes speclahzed orgamzatlOns and compames do the work on the baSIS of
detaIled agreements ~hlle In the vdlages the local governments tend to use theIr
o~n \\ork force and eqUIpment often dOing the Job manualh At some places waste
IS collected bv the inhabitants themselves

• Where there IS orgaruzed sohd waste collectton the order and frequency of It IS
regulated through local government decrees (the frequenc" of collectIon vanes m
dIfferent types of commumtles) whIle the activities concerning hqUld waste
(collectton handhng, treatment) are not regulated at all b\ many local governments
Therefore the) do not have any Informatton about the quantlt\ of the collected
hqUld waste and the ~av It should be treated etc although It would be very
Imponant concerning the protectIOn of the envIronment

• The vessels used for collectIOn ma\ be different IS sIze and t\pe but the techmcal
solutIons for transporting and dumping ha\ e not really changed In the past few
years - panl~ because the necessaf\ developments \,..ere not reahzed due to the lack
of finanCial resources The average age of vehicles and other equipment IS lugh fe~

of them uses up-to-date technology
• The conditIOns of dumping and treating sohd ~aste (I e orderly dumping

compostmg burning) are also not favorable there IS onl\' one plant \\here v... aste IS
burnt In Budapest there are vef\ fe\\ places where waste IS treated In a wa\ to
reduce ItS volume and accordIng to esttmates 8-IO~0 of the \\aste ~hlch IS collected
IS not even dumped In an orderh ~a\

• In small commumttes due to the lack of adequate protection a slgmficant amount
ofmdustnal ~aste - including hazardous \\aste IS dumped In the communal dump
~hlCh means an even more intenSIve pollutton of the em Ironment

• In most \\ aste dumps the quantltv cannot reall\ be mea:-ured although It IS stated In

m3 the actual load on the vehIcles IS not measured

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

The legal regulatIon of the actl\ ltIes and the precise definitIOn of functions \\ as formed
through a diffIcult and slo\\ process Earher profeSSIOnal regulations made a clear
distinctIon bet\\een ,puhllL ,!La"ItJl(!\\ and LOII/munfll dellnlllle\\ the first
mcludIng the actl\ Hle:- concernmg solId \\ aste and the cleanmg of publIc areas (street
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c1eanmg remO\ 109 snow Ice and dust) while the other was only used concernlOg liqUId
communal ""aste

The regulatIOn of the actlvltles 1<; do Ided e\ UI bel\~ eel1 mml!!trre\ that IS the 39/1990
and 43/1990 Government Decrees made the actIVIties related to communal prOVISIons
and mumclpallty operatJOns the responsIbIlity of the Inteflor Mlmster "" hlle
deterrmmng the professJOnal regulations and requIrements of waste management
became the responsIbility of the Mlmster of EnvIronmental ProtectJOn and RegIOnal
Development

1990 L\.\ (Local Government) Act

8 § (I) It IS the respo1lSlbl/rf) of the local government to protect the natural and
artificIal eo\lronment to ensure commul1al clean/mess

It \1 as not clem what It reall\- meant although It suggested that It mcluded all functions
concerning c1eanltness but In an amendment m 1994 the word publIc c1eanhness
""as placed beSide It and It I!l not I eqlwed as a mandatory. local govemmentfimclTon

1991 "L\. Act (on the spheres of responsibilities)

20 § IdentlfvlOg the place for hqUid communal waste disposal and creatmg a
treatment plant for the pubhc benefit

21 § pro\-Idmg for the c1eanltness of pubhc areas and hauhng
138 § decldmg on supportmg the pubhe servtces not camed out through the
budgetaf\ orgamzatJOns of the local government

ThIS means that the tasks ofhandhng collectmg and treating sohd communal ""aste are
not legalh regulated

1995 XLII Act on the obhgaton utilization of certam local pubhc utlhn
sen Ices

1 & (l) The 0"" ner of a propert\ 10 an area covered by pubhc sef\-Ices orgamzed b\
the local gO\ ernment to collect and locate solId and hquld waste IS obliged to mal..,: use
oj The!!e sl!n Ices

(3) the local go\- ernments 1m Ites open tendel s for the performance of these pubhc
services (the m\Jtatlon has to specd\- the location of treatment plants)

: ~ f) the local government deCides ""hether the 0\\ ner IS obhged to pa\ a fee the
amount of the fee the order of payments and the allowances (If there are any)

1995 LIII (Em ITonmental Protection) Act

46 ~ ( 1) - 47 So the local gO\ ernment (or more than one local gO\ ernments
together) de\ elop an 11IdelJelldt.11l C0111m/lJIIll ell\1/o11111ultal p'OTeCl/oll PlO~ am
\\ hlch ha::. to rnclude the c1eanlmess of the environment of the communlt\ the tas!
and reqUirements for communal ""aste management concermng the commumt\

58 ~ the local gOvernment can create an em 11 ollmelltal pWTecTlOlI (/ll1d to be used
for the protection of the em Ironment and the re\ enues of \\ hlch are the folIo\\ rng
JOOoo of emlronmental protectIon fines le\-Ied bv the local go\ernment 30°0 ot
em Ironmemal protectJOn fines le\ led b\- the regJOnal em lronmental protection
authofltles and a cenam pan of the en\ Ironmental fees and utlhzatJon fees as specIfied
b\ the la\\
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16/1996 (VII 15). Jomt decree b\ the Interior Mlnlstn and the Ministry of
Environmental ProtectIon and Regional De\ elopment on the pro\- lSIon of local
pubhc sen Ices concerning sohd and hquld communal waste

the! tash colle!ctmg /1 ansportmg and ..ajd~ dtsp0/)l11g the! wastt

collect1Og and transporting must not cause pollution only legal'" permitted dump10g
or treatment sites may be used (usmg other locations IS therefore Illegal') collection
must be penormed 10 closed contamers specIficalh allocated for this purpose

communal solid v.aste must be collected at least once a week. trash collection must
tak.e place at least once a year

the local gO'vernment can create a \-\.QS/(. vard for the selectl've collectIOn and treatment
of waste

Later amendments make the mterpretatlOn of concepts and the scope of responSibilities
clearer e g hqUid v.aste treatment has still no uruform mterpretatlon anyone can take
It to am, length whIch creates a lot of problems since there IS an espeCially hIgh
number of pm ate contractors 10 this field

3 Fmancmg

At present In Hungar. these servtces are penormed 111 mam different lands oj
orgam=altonal fiame'W-orks so the hst belov. ma\ change accord109 to whether It IS a
budgetar. mstltutlon or a separate enterpnse and whether It IS a local government
ov.ned or pmate ownership compan'\' The dumpmg sites are In pmate hands 10 mam
cases and there IS a large number of pnvate contractors especlallv for hqUid waste
transport

From the POIDt of the mumclpahtv this all means that the structural form the
sen Ice IS prOVided In (see the text below) mfluences the pOSslblhlles It has and
consequenth content of the budgetan program defined b\ It (see 4) and
elements to be mcorporated m thiS program



3 1 Re\enues

From the central budgee Local gO\ ernment IService provider
own

OperatlO communal sen lee lIormam e waste collection user fee
n (17637 M Ft) 16373 Ft/person

personal meame tax shal e (110,,0 local communal tax
reallocated =21710 7 M Ft)
1741 Ft/oerson
cemrall) allocated glam to fee for emptyIng the
support treatment of hqUid sev.age containers
communal waste (224 illt)' directly paid bv the

households
30% of the enHronme11lai 100% of the legalh
protectlOlI fines levied b" the approved
regIOnal en\ lronmental authontles envIronmental

protectIOn fines levIed
by the local
e:ovemment

revenues from the rent
or sale of assets
repair of vehicles
maintenance work for
others

1m est- TARGETED SliBSlD. de\elopment contnbutlon from the households
ment construction of sohd communal + the servlce sector (If thiS component IS not

waste dump - 300,,0 bUIlt In the fee)
(1998-400,,0)
construction of communal hqUid
\\aste treatment plant4

- 4000

I -\ctual figures are from the 1996 budget
\\ e should add that according to the te'>,.t It was used to assist \\aste collection In the

Interest of the protection of water bases and has been confined to treatment onh since
loq., 6,.11 the local go\emments are eligible that ha\e thIS sel"\ Ice performed either
through their 0\\ n orgamsatlon or an outSide contractor The amount of the subsld\ IS

a function of the amount ofv.aste treated and can be apphed for onl\ after treatment
ha~ taken place It IS 106 fOrInts/m3 but meaSUrIng the quantlt\ IS not pOSSible at most
places so estimates are used and proofs of It are often lacking

If there IS no site \\lth free capaclt\- \\ Ithln ~o kms or the sIte prO\ Ides for more than
]0 000 people or the site IS officlallv declared to be harmful or If the site endangers a
sensltl\ e \\ ater base (l / I )

1996 prIam" large plants 1988 onh 111 aSSOCiatIOn

4-
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(1998-50%)

SEP <\R.<\TE FUNDS
Em Ironmental
for Investments dIrect!'. promotlOg
the protection of the environment
(subsidy or subsidized loan or
mterest subsldv for eXlstlOg loans
for 30-600,,0 of the planned costs
of the mvestment)5
EconomIc development
malOh production mvestments
asslstmg the use of up-to-date
technology
for mfrastructure development
contribution
RegIOnal de\ elopment
for communal waste management
mvestments (the subsld\ cannot
be more than 70% of the costs of
the mvestment)

* the local gO'vernment multlpher figure for areas which are backward or where
unemplo\ ment IS higher than the national average IS 2

3 2 E1.pendltures

SolId j.j aste - If as It happens at present 10 Hungary 10 most of the cases the local
government has contracts with one or more compames expendItures mean bills to pa'v
for It but It has an mfluence on thmgs smce It IS the customer for the services In this
case It IS also Important to compare the revenues allocated for thiS purpose - either
speclficalh or from general resources - and the expenditures that IS to measure the
effiClenC\ of the program

There are onh few examples of thiS In Hungan see for Instance commumtles
mcluded In the USAID -LEM project Gyor Ozd Edelen\

1{" t h~ <;ame communal sen Ice compam performs collectIon and dumpmg as well It IS
stili \\ orth separating the expenditures accordmg to the specific locations defined on
the baSIS of act!\. It\ (e g collection transport disposal mdl\ Idual contraCb)

• ('ondmon dnn]..mg \\ater through publll work <; - should be sUllaok IVI ,:unlle... don to

~~ S"lo<;t~r It' the future and ~t shouid also be pos"lbJe [0 make It suitable tor
sev.age He.:. F't"enI ~E"cej!Jr the ra-r;e::.t S~CIaJ< SJaIU~ clues and Budapest)

Bu I.ol::al ::O\frn."1"'.e1lb compame::. perfoflTlI1g pubh~ sen Ice \\ If a malOn!\ .,hare ot
IO ...Ci' gol, efrnDel1t or state \ '~Cr:>nlp budgetar. ,.l:>[I[u[lons and ~I\ d argJ.lIl~atlons arc
a1w etlgJble

5

I



Tire preseJlt structure ofe.\.pentlltures ifor compame..)

OPERATION

Staff costs (wage socIal secunty tax etc)
Matenal

matenals
assets
rents
operation costs of 'vehIcles
spare parts

Admmlstratlve costs

P\TVEST~1ENT

VehIcles
Contamers
DIsposal sites

In the case of hqUld "aste usually It IS not the local government that IS In contract
with the contractors but directly the households

The c1eanmg of public areas - thts IS done by the local governments usmg their
budgetal) resources

33 Problems

The SUbSldl s}stem

The commuJIlfl OpelatlOlla/normame f!1am prOVIdes SubsidIes for all the communal
road bridge and e\ en admInistratIon functions It has never full\ covered the
expendItures and the proportIOn of pubhc c1eanhness costs compared to thIS normatIve
grant v.as e g 13 0

0 In 1993

The cennalh allocated specJGl normallle gram v.hlch can only be used 10 connection
\\ lth lJqUld v. aste and IS supposed to SUbsIdIze a local gO\ ernment function - v. hlch IS
\earh 200-220 \1 HeF - ItS definition IS not clear on who IS entitled to use It the
pam domg the treatment or the one dOing the collection or the households and
accordmgh whIch local government can ha\ e access to It and for v. hat purpose onh
for treatment or for collection and some other function as well (e g a statement by the
Intenor \fml~t!'\ and the Mmlstl"\ of Finance In J992 Included the e'\panslon and
rehabIlItatlon of sites or the reduction of fees as well) Furthermore the condItions of
utl!JsatlOn are not clear either since the\ are related to the amount of \\ aste measured
and pro\ ed but measuring IS pOSSIble on l \ In certain places and practlcalh It IS based
on self-performed estimates and It IS not usual to dIfferentIate between v.aste commg
from household and publJc sources

Panl\ It ma\ have been the reason vvh\ nearh half of the 78 mUnlclpahtles
e'\ammed 111 a stud\ b\ the State AudIt Office (SAO) 10 'la\ 199':; did not
mal"e use of thIs government ~ubsJdv

L
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It has also been observed that the majonty of private entrepreneurs performmg
thl~ servIce do not apply for thIs subsldv - thev choose Illegal dIsposal mstead
of acquiring the certIficate and paymg the dIsposal fee

Consequentl\ thIs subsIdy does not provide enhanced protection for the envIronment
and the \\ater bases and Its role 10 brlngmg about adjustment 10 the fees paid by the
households can onh slightly be felt - It IS not efficient enough and ItS e,lstence IS not
well Justified

Tlte orgam:.atwnal structure.

In most places there have not been slgmficant changes the former so-called
communal sel"\<lce compames were transformed mostly motl\ated by consIderatIOns

of asset management but neglecting other consIderatIOns concernmg economy

It IS mterestmg to note that the stud) by the State Audit Office (5.:\0) we have
mentIoned above found that the expendItures related to pubhc clearung
actl\ lues are Iugher 10 mumclpallties where the local governments do waste
collection - but of course the local governments can have theIr o\\n revenues
from Vvaste collectlon onl\ 10 thIs case

The legalh correct operatIOnal condItions of dump109 sites are often mlssmg there are
sItes Vvluch operate \\lthout officIal permit and theIr techmcal moderruzatlOn has fatled
to taJ...e place thIs mav be because they have no owner to 1001-. after them I e waste
management IS not a pnontv Issue for the local governments

1m oil mg the prn ate sector pm atl:.atlOn

Pm ate entrepreneurs hay e jomed to pro\lde the sel"\<lces and so have compames
founded b" the local government but operatmg as separate busmess entIties TheIr
malO problem IS that the local governments whIch are responSIble for settmg the fee
for \\ aste collection (see the study b\ the SAO 199:; p 12 ) set the fee too 10Vv 10
accordance \\Ith the Interests of the CItizens and not accordmg to profitablht\ mal-.mg
the actl\ It\ of these enterpnses unprofitable

4cqumng capItal for the del elopment\

One of the most senous problems of Hungarian utllltl, compames at present IS thel, do
not ha\ e the 1m estment resources necessal"\ for obtamlng efficient sel"\<lce pro\ ISlon
EIther belongmg to LGs or being already privatized assets are In extremeh bad
condition old needmg change or reconstructIOn Ho\\ever mtrastructure m\estments
are multl-\ ear programs and the depreCiation funds or present fee re\ enue~ of
campames are not suffiCient for these - therefore accordmg to present practices
mumclpalItle:. are contrlbutmg eaher from their o\\n general financIal resources or b\
appl\ m~ for central speCIal grants (As It IS seen m the table abo\ e)

So from the pomt of effiCient servIce pro\ ISlon It IS Important that LGs 'lIld sen Ice
pro\ Iders together anahze long term needs, compare those to e\.lstmg c'lpacltles
present condition of mfr'lstructure and prepare caplt'l. m\ estment progr'lm
regardmg quantlt\ t\ pe and schedule of necessan Investments

\\lo



4 PosSIble subprograms In a program budget

4 1 Communal Sen Ice program

If \~e Vvould like to see larger UnIts as programs then the Publtc Cleanliness program
can be a subprogram tn this and the same breakdown can follo\"

A Mamtenance of parks and green areas
B Public cleanlmess
C Road- bndge functions
o Pubhc hghtlng
E Mamtenance of cemetenes
F Dramage and flood protectIon
G Agncultural and Itvestod. health servIce tasks
H Superv ISlon of public areas
I CIVIl defence
J Cit) decoration

4 2 Publzc c1eanlmess program

If we take pubhc cleanhness and commumn cleanhness as a separate program
then the possIble sub-programs are the folloVvlOg

A Sohd \\3ste management

• collecl/on
• transport
• dl.!lpOsal
• rec\chng - In Hungarv It means a separate ua'ite ...ard onl'l- m few places yet but

communlt" programs such as compostlng techmques can be mltlated to reduce
the quantl1\ of Vvaste

) B Cleanmg public areas

• cleanmg
• remo\mg snoVv and Ice
• remO\,mg dust
• trash collection

C Treatment of liqUid waste

Although most of the local gO\ ernments do not deal \\1th It at present and thmk that
the function IS Vv ell performed through contracts betVv een pm ate contractions and the
households ThiS practice hov.e\er IS wrong smce thIS actl\lt" IS Important
concermng the protection of the eO\lronment and It IS Vvorth mcludmg 11 as a
subprogram Just because of the cases of misuse Illegal activIties on the one hand and
the e,\lstmg targeted subsld\ program and the effiCient management of the centralh
allocated grams

• ,o/kuJ(JfI
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• transport
• dlspom/

5 Possible future actIOns for the local gOHrnments

• thmJ...mg 0\ er the level of servIces m VIew of the cost m the case of which
subprogram should the level be raIsed and In whIch cases maybe 10\\ ered

• the problems of orgamzatlOnal transformation IS It sure that service can be provided
the best m thiS present organizational form (mavbe after a transformation alread\)
or tak.mg considerations of economy (the end of the sentence seems to be
m.Jssmg)

6 Terms

Commlimn clean/mess sen'lces clearung and stenlizmg sewage contamers ditches
and dnch systems not connected to the public se\\iage system collectmg transponmg
and treatmg the hquld waste of commurutles

public clean/mess sen Ices collecting transponmg temporaf\ stonng and treating
sohd communal waste cleanmg of pubhc areas removmg snow and Ice (accordmg to
the sectoral selectIOn scheme of the Central Statistical Office)

solid communal 'If.asle household or other waste except for hazardous and radlOaCtive
waste

liqll/d communal uas'e sewage and se\\iage dm not flowmg mto the pubhc sewage
svstem

technologlcalh not denvmg from production and service actIvIties

enV/fonmenlal prOleCtlOn fine a fine to be paId when breaJ...mg some em Ironmental
protection regulatIon accordmg to the extent gra\ltv and frequenc\ of the pollution
abo\ e the em Ironment pollUtion fee and the utilization fee

em 11 onmema! POllutlO1I fee to be paId after the measurable emISSion of cenam
matenals and t\ pes of energ'l' accordmg to e'\act calculatIons

liult=a'lOfI fel to be paId for usmg certam elements of the em Ironmems
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Identifying
Obstacles to the
Implementation of
Budgetary Reform
in Government * '

Blue Wooldrtdge and ClaIre L Alpert

All too often It IS assumed that once a declslon
has been made to carry out a governmental

activity or program that activity Will be success
fuUy Implemented Unfortunately m many cases
thIS assumption IS invalid The growmg recognl
tlon of the tremendous gap between legislation
and execution or between plans and operations ,
has made thc study of program Implementation I
a vital aspcct of pubhc management Graham "
Allison of Harvard s Kennedy Schoo! after
reVieWIng recent attempts to Implement public
programs concludes Implementation IS a very
large part of most pubbc poltcy problems-lO t
some cases 90% of the problem and In some
cases 10% about half of the average I

A background study suggests however that
problems In convertmg public plans Into sue
cessful operations might be mmgated by a sys
temauc attempt to Identify potential obstacles
before Implementation IS 100tiated The purpose
of thiS paper IS to faCIlitate budgetary reform
through the Identification of Implementation
obstacles cncountered by pubhc agenclcs thIS

Identification has been made through a tracmg of t
the hterature descnbmg attempts to change pu~ !
hc budgeung systems m thiS country dunng tile I

past seventy years

lane-Item BUdgets
Over the past 70 or 80 years there haye been

four major phases of local government budgetary
reform starting With hne Item budgets In the early
1900 s

Pnor to acceptance of the hne Item budget
legislatures appropnated money In a hapha:u.n1
hit or-miss fashion With little or no effort being l
made to systematically conSider the enure finan- t
clal status of the governmental un1t A mvnad of t
appropnatlon bills would be approved WIth little I
conslderauon of the availability of revenues or
duphcatlons of appropnauons and WIth no spe
clfic group responSible for momtonng the nnan
clal status expendllures and pohcy of the gov
emment The hne Item budget was adopted to
bnng structure to government budgets and to
prOVide a means of monttonng and controlllllg J

the e'tpendltures of local government l

The onentauon ofhne Item budgets IS control
In New York City for example the Bureau of
MUnlclpal Research conduded that expenditure
concluded that expenditure control ",as mort

•
_ • Repn~ted \\1th the penmSSlon of the AsSOCiation of GO\ ernment Accountants
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nllcal to the budget system than a need for a
IlnnlOg emphaSIs In the opinion of those who
.re tn charge of the development of a budget
r\l~edure the most Important servIce to be ren

krc:u "'as the establtshmg of central controls so
h Lt responslblltty could be located and enforced
hnlugh elected eltecutlves • Lme Item bud
d' detailed to object of expenditure accounted
,Ir Hems bought and prOVided the desIred light
,Introl on government expenditures •

fhese advantages have to be compared with
the: limits of the system whIch Include the reduc
1,ln lJf 4dmJOIstrators discretion In making

ndHures lack of penormance accountabll
II \ dnd inattention to the major goals of the
J.Nrtment due to ImmerSIOn m hne Item detail
11'~.J1 control was achieved through hne Hem
l'u\ket but ftexlblltty and measurement In attam
1m. \),erall goals were not aided 6

"llnce hne Item budget systems demanded given
Itc:~ones of claSSification and standardized

I."lunllng systems Implementation encoun
,.reu ~everal obstacles To standardize account
~_ ,,~tems across agencies Hwas necessary to
r~\lUIrC= that all agencIes use common categones
II d.J'~lficalion Due to Ihe inclUSion of catego
n., ultTerent from Ihose In practice before line
IIcm department heads had difficulty obtalnmg
r.la.lr.le eSlimates for the e~pendlture categones
\JJlllonally companng eltpendnures In the new
lin. Item budget request with current and pre
\ l\lU~ lum sum appropnatlons was nearly tmpos
'It-Ie Implementing the line Item budget was dlf
n~l( due to these obstacles especially If depart
rl heads were not 1,I,IIIIog to cooperate with
nc nc:~ system and not WIlling to assIst m con
\ ~ nine to the new object claSSIfication system
-\n,llher obstacle encountered dunng adoption
"I lr~ line Hem budget ... as the perceIved mftex
11">1111\ of the sHtem Department heads were
'" uSlOmed to submlttmg piecemeal appropna
tilln blib on an as needed baSIS When confronted
.... Ilh .I system requlnng appropnatlons by cate
.. \'r, on an annual or bl annual baSIS they feared
""r~ would be hmdered due to constrained
rC\Uurces Department heads comfortable with
lhe former haphazard system conSidered It

Imp05slbie to plan for the long term needs of their
Jcpartments I

Budget reformers also encountered other fears
II. hen developing the Ime lIem budget Depart
ment managers were Ineltpenenced In projecting
~'Pcndltures and concerned about being locked

Into appropnatlons that would be Inadequate for
the department s needs The operational com
pleltllY of the hne Item system as perceived by
managers also created obstacles 10 Implement
109 the change Transfemng of funds dunng the
year occurred frequently perhaps due to made
quate expendIture projections There were no
effective methods In place for checking the trans
fers for duplicity with other agencies Once aIme
Item appropnatlon ... as 10 place managers fre
quently reverted to the former haphazard appro
pnatlon system for the acquisitIon of supplemen
tal and Iransfer funds 9

Ineltpenenced agency heads and their budget
staff ngld claSSifications of expenditures and
structured long term appropnatlons created the
major obstacles to Implementing Ihe lme Item
budget As summanzed by Bruere segregation
results 10 a degree of regImentation which reslncts
and In a measure paralyzes the freedom with
which the orgaOlzatlon prOVided m the appropn
allon may be employed or the funds for purchases
may be utilized 10 The managers feared a ngld
mfteltlble system that would hmder operation of
the agency dunng the budget year

The Performance BUdget

As the functions of government expanded and
eltpendltures escalated II became both difficult
and costl) to track the details of the hne Item
budget AddItionally dunng the years of hne
Item budgeting laws and regulations had been
passed that helped to alleViate potential abuse by
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public officIals of the budget process These amount of discontent wIth the eXIsting process
changes reduced the Importance of stnct detailed and to the perceIved relevance of the perfor
hne Item controls In the budget process At the mance budget to the needs of budget and polsc;
same time the NeYr Deal began a decade dunng officIals An obstacle often encountered 10 the
whIch total Federal expenditures tnpled These performance budget was the lack of perceIved
greatly Increased expenditures necessitated a usefulness of the matenal developed The nar
budget process less focused on control and more ratlve Intended to bolster the agency s bUdget
onented toward the efficIent management of claIms and prOVIde information to legislators and
resources A budget process was slowly being evaluators was seldom reported to be helpfUl b)
developed that organized expendItures by func budget makers and other inSiders and rarely dealt
tlOns activIties and projects ThIs budget proc with questions of performance In addition the
ess was termed the performance budget" greater the incompatibility of a performance

The performance phase In budgeting moved technique with eXisting procedures the less Itkel;
the government from slOct control onentatlon to were the chances for adoption Il

a management onentatlon The Intent of ItS pro Other obstacles encountered when Imple
ponents was to assist administrators In determlO mentmg petformance budgeting were staff rem
109 and Improvmg where pOSSIble the effiCIency tance and lack of support at vanous levels wllhln
of the organizational Unlt~ Budget claSSIfications an agency ReSistance was created when oper
and assocIated work cost measurements estl atlng Units were not consulted In the developmen
mates for dIscrete measureable Units were devel of the performance budget yet reqUired to Imple
oped for functional claSSIfications to aid 10 the ment ItS controls at the activity ll::vel Operattng
effiCient operation of government s actiVIties 1 Units too often feared the consequences of pro-

The claSSifications used In performance bud vldang detatled information to central control
getmg prOVided an additional level of analYSIS agencIes The mam concern seemed to be an
Intended to Increase the responSibility and adverse affect on theIr indIVidual powers JP-exe
accountability of department heads These man cutlng the budget Often operating untt personnel
agers should have gamed mcreased perspectives were andUferent to the Innovation since the
of theIr program from the resultmg performance responslbilltj for ItS Implementation was lodged
analjsls Performance budgeting also altered the In the central budget office The Implementatton
roles of central budget office and operational level of the change to petformance budgeting met
budget offices Many of the budgeting duties resIstance .... hen operatmg Units dId not under
shifted from the central office to the departmental stand the use of the data and were not Involved
units leavmg the Budget Bureau more time to In the process of developmg and evaluating the
stud} operating Units and to coordanate actIVIties requlfed matenal The attitudes of budget per
across agencIes The performance budget then sonnel also affected the Implementation of the
Increased the orgamzatlon and management
functions of the central budget office U

ImplementlOg the new procedures reqUIred for
petformance budgetmg added addmonal burdens
to the budget office already constramed by dead
lines Resources espeCIally staff time could not
be properly allocated to meet the eXlstmg dead
lines In addition to the mcreased data needs of
the performance budget The performance bud
get also Increased the complexitY faced by oper
atlng departments due to the reqUired Increase 10

the number of accounts to maintam NOl only did
the massive amounl of delall obscure the agen
cy s program It also tended to confuse legIslators
and to decrease their abillt} to understand the
total budget ,.

The degree of success 10 Implementing the per
formance budget was dlrecth proportIonal to the

•

•
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"<.l'10rmance budget If the reform was perceIved
I dl~ctuallng only superficIal change budget
,~r'l)nnel tended to gIve low pnomy to perfor
'lln~c: budget tasks 16

The PPBS Experiment

In the late 1960 s through earl; 1970 s budgets
~, Im~ a planning tool as well as a performance

111,nllor v"lth the \lcNamara approach of relat
m.. llUtputs to costs tn an overall plan as Its base
hI' pc:nod brought an emphasIs of plannmg mto
h "udget process Due to ImpedIments to
n t ~mentatlon not anticipated the plannmg
uuce[ mltlated by the planning programmmg
uucetlng S\ stem (PPBSl ..... as never universally

,Jllpted as an mcluslve budget approach
-\ major falltng was the lack of support for

'PBS In terms of both stafT and other resources
JPBS required financial commitment and legis
JtJ\ e and executive support Generally agencies
~ ,pond mamly to policy directives from top
\~cutl.. es Where these executives support was

lul ..~.t.r~d prior to Implementation attempts to
"lJnge to PPBS were neutralized and conthct
11th the tradllional budget system mtenslfied
~cc:ncles often believed that PPBS was bemg
mposed on them and therefore Implementation
I J~ thv. arted smce the nature of PPBS demands
holt those with It must fullv support It Major
It>~lacles to Implementmg PPBS were also
ncountered \\ hen elected offiCials did not sup

,un the change In the bUdget S\ stem and when
• Interest groups were opposed to the svs

m V, Ilhout support from all mvolved 10 the
Jucet process those attemptlng to Implement
PBS encountered major obstacles I

Obstacles to the PPBS were often created due
I the location of the analYSIs group and lack of
JOrdlnatlOn with the regular budget staff
Jften [he PPBS stafT was separate from and
'ul:lled from the central deCISIon makmg group
,I. hen thiS happened PPBS carned very little
nfluence and Implementation was restncted Such
,lructural organization also allowed traditional
'udl1et staff to maintain their set routlnes and
cnore PPBS To aVOid thiS obstacle In the future
he PPBS staff should be a part of the central
l1dnagement staff Involved 10 developing and
'lannmg agency goals ,.

IntrodUCing budgetary retorm created resls
ance from the eXisting staff and budget directors

A major obstacle was often created by Imple
mentlng a change to the eXisting system wllhout
understanding the status quo Along with thiS
lack of understanding there frequently eXisted
obstacles caused by poorl; defined goals poor
instructions and the complex requirements of
PPBS Lack of famllianty with the new system
was one of the major Impediments to Its adoption
Further the budget staff was under constant
deadhnes which Impeded adapting new proce
dures In the budget process The time constramt
combmed with the lack offarrulianty created major
obstacles to PPBS Implementors 19

The complexity of the PPBS was another major
obstacle to ItS Implementation PPBS mandates
clear defimtlOn of goals and objectives of the
agencv In non-defense areas programs were often
difficult to define In such terms and It was dlrn
cult to delineate all alternative means ofattalOmg
goals

Further PPBS often led to so many mtncate
details and procedures that the mtent of the bud
get svstem was lost The data became too detalled
for major deCISion makers to asslmJlate creating
a mass of data that was never used "0

It IS clear that the Implementation of PPBS met
major obstacles where gUidelines and lnstruc
lions were unclear The lack of clear poliCies and
procedures led to confUSion on how to undertake
PPBS and to 10..... morale two conditions that
created major obstacles to Implementing a new
budget system Without clear gUidelines there
was faltenng orgamzatlonal staff training leadmg
to staff lOadequately prepared to Implement PPBS
Without the reqUired trammg staff had difficulty
In secunng and analyzmg data due to uncertamty
as to the data needed I

A successful Implementation of PPBS IS

dependent on havmg adequate time to change
from the eXlstmg to the reformed system Obsta
des can be created by Implementors forclOg the
new system on the orgamzatlon too qUickly The
system must be phased 10 budd109 understand
109 and consensus for the new practices and
a1lowmg time to make changes to the eXisting
budget practices Part of the phased transitIOn
process must mclude measures to mlltgate the
obstacle of staffnot understanding the usefulness
of PPBS to the agency by shOWing how the sys
tem can support agency/leglslatlve goals and by
stressmg the need for accurate and reliable data
lmplementors must overcome the obstacles cre
ated by a data base not wholly IOtelligible or
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relevant and the need to have measures that resull
from detaIled analysIs

Implementors must be cognizant of the trad.
tlonal means of budgeting In the agency and the
deviations from thIS traditIon PPBS or any new
system demands As Schick stales an budget
109 no reform IS won easily The cards are stacked
In favor of repeating next year what was done
thIS year and zn earlier years Small changes are
achieved through large effons each wave of
reform leaves Its modest legacy and prepares the
way for future Improvements ..l When the new
system IS incompatible With eXisting budget
structure or IS divorced from traditional
accounting and mformatlon gathenng methods
major obstacles Will be encountered Budgeting
demands routine yet routme creates a block to
Innovation These routines then must be antlCI
pated and Incorporated an the change If It IS goang
to b1: a successful change •

Successful Implementation of PPBS then
requires aVOidance of obstacles caused by poor
planning of the transition process lack of eval
uation of eXisting procedures that will requare
change lack of agency and elected offiCial under
standmg of the PPBS data requirements and ben
efits of the system lack ofadequate stafftramlOg
Isolation of PPBS staff from eXisting budget staff
and madequately phased Implementation of the
system anto the agency

The Z88 Phase
In the mid seventies governments began to

expenence a decline In revenues coupled With an
Increased demand for government services Bud
gets b1:gan to be used as a tool to make baSIC
poltcy deCISIons regarding the services govern
ment would prOVide and the level of these ser
Vices The zero-based budget eZaBI With clearly
defined services and associated levels of cost
budgeted at Incremental levels represents a pol
ICy onented approach to budgeting

Implementors of the ZEE encountered obsta
des created by trymg to mesh the ZEE require
ments WJlh the eXisting systems The frustrauon
of st.afT attempting to use the ZEa process was
an obstacle 10 be overcome In the early stages of
Implementation The complexlt} of the system
crealed another major problem when Imple
mentmc the ,\ stc:m The le\ el of fundmg
.!ppro.!c~ "'a, often cumr-ersome to \\or!. ""Ith

and the large number of deCISion packases made
effective rankmg difficult In the Federal Gov
ernment Its sIze and diversity made application
of Universal ZB B operatmg instructions diffiCult
As summarized by Draper and Pltsvada zaa
was asked to do too much mcludang

-IdentifYing Issues
-setting objectives
-determining alternative means of perfomung

the program
ComplexitY of the system then was a major
obstacle to Implementing ZaB ;:,

ZBB Implementation was also hmdered by the
large amount of paperwork and duphcatlon of
pages reqUITed m the budget package This obsta
cle of excessIve paperwork as well as the
requIrements of budgeting on ancremental levels
created a major Increase In ume reqUired to pre
pare the agency budget llus resulted In budget
preparation b1:mg behmd scheduJe and manage
ment havmg to schedule more ume for budgetary
deCISions a major obstacle to be antiCIpated when
Implementing ZBB ~

In addition to the obstacle of time reqUired to
prepare the ZaB package accumulaung 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 VariOUS Incremental levels and were unable
to prOVide a deSirable level of documentauon of
the program measure The poor quality of some
of the data submmed and the fact that the ZBB
Justifications were no more sound factually or
analytically than In prevIous budget systems
created an unwtlhngness an management to devote
the amount of time to the system successful
Implementation reqUired .,

The ZaB process and the levels offundang also
created fear on the part of agency heads Some
felt that budgeting a service level below current
fundang mIght be misconstrued as a recommen
dauon 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 evaluates the effectiveness
of their program Funher agency heads feared
defendmg their rankang before Congress or cllen
tele groups and b1:commg victims of thelT own
pnonues ZaB then created a fear of the con
sequences of the system an those who were sup
posed to be suppontng and convening to that
<;\<;tem •

•
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Conclusions
11 I' clear from the above background analysIs

Ih II lh~ Implementation of each stage of budget
,n r~form has encountered Significant obstacles
\\ h It might be surpnslng IS the great deal of
••,mmonalm among the types of obstacles
~n,oun.~red Obstacles thaI hindered the Imple
Ol~ nlJUOn of zero base budgeting dunng lhe 1980 s
iI.,' ,onstramed the managers attempting to Install
hn~ Item budgeting tn 1913

(llmmon categones of obstacles Include
-re~lstance from stalT and hne personnel
_IOcompatlblllt} '" Ith eXIsting systems
-IJc\o. of adequate commttment and suppon
-IO.ldequate skills and data base

-\ \, ord of caution the obstacles descnbed abo" e
",r\. Identified either by profeSSional pubhc man
ll..\.r~ responsIble for makmg the changes 10 bud
\.\. IInc practices or b} researchers quotmg such
m.ln.lgers Little effon has been made to ascer
1.110 obstacles Identified by other central stalT
IX r,onnel b\ hne managers staff and elected
"Ill,.::l" The lack of these viewpoints Identifies
I I. lP 10 the kno.... ledge of the Implementation of
~udgetar. reform and should be filled by funher
r~ ,~arch

ImplicatIons of thIS AnalySIS
The authors became mterested In thIS tOPiC

• "hen one of them was as\o.ed to assISt 10 prepanng
, ,I.lle managers to use program budgeung ThIS

r~quesl came before proper gUIdelines had been
prepared and In such a shon time frame that
.II most guaranteed an madequate level of sllll
.IttalOment To one author who observed a Simi
l.lr attempt to Implement PPBS 10 the (tty of
P~lladelphla dunng the late 1960 s and other
.I[[empts at budgetarv changes In the U S Vlrgm
I~lands dunng the earl" 1970 s thiS expenence
produced a feeling of deja \ u There appeared a
n~ed for managers to systematically learn from
the expenences of other budget reformers The
.Iuthors feel that those managers contemplating
.I change In theIr budget practices can gam useful
,nslght from a better understandmg of the Imple
mentation process from thiS reVIew of the liter
..l\ure presented In thIS paper

There IS a need for much more research deSIgned
lo Idenufv obstacles to Implementing mnova
lions especlall} budget and finanCial manage

ment S} stems Since It IS generally accepted that
perceptions are mfluenced In pan bv one s orga
mzatlOnal role researchers should attempt to
Identlf\ the reasons for unsuccessful Implemen
tatlon as perceIved not only bv the manager of
the Implementation of the mnovatlOn but also
other Indl\lduals Includtng elected officers other
Involved stafT personnel and both hne managers
and staff The degree of difficulty presented by
an obstacle and the contextual factors that make
one obstacle more of an htndrance than another
should also be explored "9

For the practicing manager the most Impor
tant lesson gamed IS that budget reformers must
anticipate obstacles to any attempt at changtng
the e'usttng budgetlng practices and procel.aures
Such antlclpatlOn should lead to very careful and
well thought out pre Implementation planning
Smce man~ of the obstacles result from resls
lance on the part of the personnel betng reqUIred
to use the system elTons must be made to con
vince these indIVIduals of the utlllty of the new
system to them ReSIstance cannot be allowed to
develop based on the perception (either Justified
or not) on the pan of staff that they do not know
the purpose of the new practices the Implemen
tatlon plans or the reVIsed expectatlons that thIS
speCIfic budgetary reform places on them While
these authors do not hold to the conventional
WIsdom that panlclpatlon WIll remove resls
tance when such reSistance IS caused by uncer
tamtv the active Involvement of as many affected
staff as poSSIble (or at the least representatives
from all slgOlficant segments of the orgaOlzatlon)
will go a long way to dIspel! inItial SUspiCIons
Budget reformers must antiCIpate the Impact of
change on the status and prestige of affected Indl
vlduals and develop strategIes to adequately
respond to the reactions caused by such Impact

As obVIOUS as the need might be thIS revIew
suggests that msufficlent attentlon has been paId
to staff tramlng and development Managers of
budgetarv change must reahstlcall} assess the
demands that the new system WIll place on per
sonne! develop trammg objectives whose
achievement WIll prOVide the necessarv knowl
edge and skIlls and deSign trammg expenences
that effectively meet the objectives Adequate
staff trammg .... 111 not onl} prOVide the ability to
carry out needed operations but "'Ill go a long
",av to meltmg an} resistance created by anxlet~

due to feelings of Inadequacv
Assessments must be made as to the degree of
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compaubllllY of the new system wllh eXisting
orgamzauonal procedures and other systems The
bUdge tal] S)- stem IS ven much dependent on the
data avaIlable and of course closely linked to
the budget executIon and control system and Its
accounting component as well as the audit pro
cedures used wllhln the agency The greater the
degree of mcompatlblllt)- bet\\.een the new bud
get process and these other components of the
financIal management system the greater the
obstacles to successfullmplementauon
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Putting Teeth into the
Efficiency and Effectiveness of
Public Services *

Richard E Brown, Kent State University
James B Pyers, CIty of Wooster, OhIo

ForMed In 1984 as the successor to the NatIonal
.mcll on Governmental Accountmg the Governmen

cal ~ceountlng Standards Board (GASB) establIshes ac
cal.. ... mg prmc pies for state and local gove~nments

These pnnc'pies large'v dlc ate the form ana nature of
the 'inanc al t'1rormatlon WOlC1 IS annually dIsclosed by
fJna'1clal orfice~s to e1ec eo orfic als the puollc and the
Mecla th~ougn a puehc Junsdlcdon's annual report
GASB has rece'1tly e'nearked upon a research project
WnIC"l could have a proround Impact on thIS publIC
re:lortlng mechanIsm Through the fuller dIsclosure or
rele\ ant data on perrormance, the changes envtSloned
could also br "g greater pressure on gove~nments to
,,,rovloe pubhc serVices m more erficlent and effective
ways

In \1ay 1985 a year afte" Its cre:ltIon the five
r"'e .... ee .. GASB board passed a resolution to encourage
e":;:le",""le1'at on by state and local governme"lts 10 the
a~~ of se'"Vlce e'forts and accompllshme'1ts' report
l"1g t'1e accovhants' te~mJnology for the economIsts'

_ pe- o....ance I"lOH:ators " In the newslette" releaSing
tesoJutlon G ~SE s,ated that 'rese:uc, on se"

lC:: ,Qr s mav not start for se'e~al years (and)
"'e~e IS re'a'lve v Imle mrormatlon on wnlch to bUIld
=="C:lr a e (accoun. 19) standards It standaras a~e

es ":.:le E1col..rag ng e,,:pe"lme'1tatlon by gover1..
""e" :lo' e"l' des In t'1ese 'natte"s ""Ill make It clear that
"'e CASE corSlce~s ,rese prOle:: s to be Imponant E,,:

:e- ""le" anon wul prompt researc, 10 these areas bv
:c... r'1e acace""l c cammUnlty and prac mone"s '
GAS3 s "eso'Jt on core Jded 'The GASB Will actlve'y
ee-:: 01... trose ""IS!'l!"!: 0 e,,:pe'"lme'1t Tnose wno are
"e::.c\ ;::rovlc ng ca,a or wno WIsh to stan should

• C" ac he G.1,.SE c ~ec or or resear::l:1 "1

~ -I..Toe" 01 e"t ties ag"eed to WorK with GASB on
"'e ;::"01e: T"'e C tV 01 Wooster OhIO, wltn a popula
0" 01 about :0 COO had SI'1Ce the summe" 01 1984

:e:" .... orK "'g on a re'a'ea erfort whl::'l tre City auobed
s ~" cos, -e:lS ... re"'e'1t syste""l Tne ..Ise 01 a Single

n •~ s ar c e s .or llustratlve purposes only. many
-< ;? : a"c 'o:::tl ~o\e~'1r"'e'1.ts have advanced pe"rorm

3,- c: "e;::or '1g S'v ste .... s sorre more advanced than
v. ccs e" S

7~e GAS3 'J"Olec auk on a "'leN dlme'1slon In the
a 0 r .0S- .... - e" .. e 3c::ua oec dec to organlZe a pro-

• The Governmental Accountrng Standards Board
(CASB) WnLch estaollShes accounting prznclples for
state and local governments embarked In 1985 upon a
research effort whlcn may have a profound Impac' on
puolic financ al management If successful the researcn
could lead to the creation of accounting gUlaelznes en
couraging, pernaps :.dtlmately requiring, state and local
finance oJficers to inClUde performance measures of ef
fiCiency and e;fectlveness In their annual finanCial
reports These reports In turn are reaally available for
deCISIOn makmg by governmental offiCials taxpayers
the media credlt ratmg firms, and other finanCial In

Stltutlons Tms artlc'e reports on GASB's research ef
fort. using the partlc patlon of the Cay of Wooster,
OhiO. as well as ongOing research In the hospital field.
to Illustrate the details and poten(Jal Impact of thIS
endeavor In a sense the GASB researcn project IS the
c-..lmrnatlon of aecades of research-orzented attempts to
measure e./ficlenc/ and e;fectlveness In the public sec
tor to develop performance based budge' s.stems and
to encourage meaningful finanCial repor Ing

Jee earn or 'nore aggressIVe "esearcl:1 and '":e1d work In

a numcer or puell:: se'"Vlce areas Tne 'eam IS 'leaded bv
James Fountam GASE s asslStant dlreC"or of rese::uc'1
and forrrer assIstant city manager of Dallas He IS
ass,sted on 'he proJe: 'earn by Harry Hat'] of The ur
ba'1 hstl.J e and Rlc,aro Brown one of ,re authors or
trus article LSlng tre prolect team and on a part-time
basIS a nU""lCer 01 u"Uverslty proressors througnout t"'e
::ounr"v he researc'e~s are now attempung to de'er
mine the C..lr·e..,t e":te"lt 01 performance reponmg m a
vane'y 01 MUnlC pal se'"Vlces hlg"ler educatIon and
hospitals "Ple mdlca,ors used the form In "" OIC' Ihe n
dlcators are reponed and the users and uses 01 the data
are among the Issues ,aCIng the researcl:1e~s

T'ls artlc e desc~bes the GASB reSe:lrC1 In more
de all and places It 10 'he larger e'lVlrOnme'lt or gove'11
me'1tal perror"l"ance measurerre'lt It also analyzes
Woos,er's par"lc patlon In the project and prese'1ts
some 'e'1'3.t ve iindmgs for hospitals one 01 the se'"Vlce
are:lS unce~ s,ucv F "ally, Ihe unpllc:lt1ons or the re
sea~c'l for puellc adrr Inlstrauon are dIscussed

• BEST AVAILABLE COpy
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GASB's ObJectnes of Fmanclal ReportIng

In a December 1986 newsletter, GASB elaborated a
bIt on the meamng of "servIce efforts and accompltsh
ments " It stated

For purposes of the ell;penment servIce efforts and accomplishments
Informatlon was broadlv defined as InfOrmallon not normally mclud
ed with general purpose finanCIal reports IncludIng bUI nOl limned 10

stallSllcal data economic data trend data on finanCIal condlllon dalo
lhol auempt 10 meoSllre (he «onomy Qnd effiCIency ofservices or pro
grams and data dtslgflf:d 10 measure lhe e//ect/\!enw and results 0/

serlilces or programs (Italics added)

Citizen groups and legISlators In particular Il<ant IOformallon about
servIce efforts costs and accomphshments of a government entity
ThIS information when combined Wlth InfOrmallOn from other
sources helps USers assess the economy efficlency and effecllveness
of government and may help fonn a basiS for voting or fundmg decl
slons To be of value the mfonnauon needs to be suffiCIently detalied
to permit comparISons with other years and other governmental en
tllles Grantor agencIes including hIgher levels of government are
also concerned with the effiCltnt aDd effective e'tpendllure of grant
funds I

whether revenues were obtaIned and e;!Cpended as anti
CIpated Detalled performance evaluation, however, re
qUIres the government to establish semce efforts and
accomplIshments goals and to accumulate actual data
for compan:.on purposes •

Fmally, under the headmg "ASSISting In Evaluaung
EffiCiency and Effectlveness ' the concepts statement
comments

In summary, much of GASB's concern with "service
efforts and accomphshments" relates to data whIch
help the user-including elected offiCIals and the
pubhc-evaluate the "efficlency and effectiveness" of
governmental activIty Moreover, thJS mformatlon
could be an Important pan of the budgetarY process,
permittIng perlodlc assessments of actual pertormance
agamst the budget plan FInally, these servIce efforts
and accomphshments data are, at least for the foresee
able future, outside the scope of the tradltlonal finanCial
statements They may, however be a part of an entity's
comprehenSIve annual fmanclal report WhlCh Includes
customary finanCial statements

FollOWIng ItS standard procedures GASB Issued ItS
ongInal exposure draft of Objectives oj FinanCial
Reporting In January 1986, and It held a publ.Jc heanng
on the draft In March 1986 The Board receIved S8 \Iont
ten responses from a vanety of representatIves of the ac
counting and finance commUnIty A revlsed exposure
draft was lssued m October J986 and 51 responses were
received on thIS draft The final concepts statement was
released In May /981 Some respondents to the concepts
statement were troubled by the ramlficatlons of the
statement The Issue most often raised b' the respon
dents was on the broad scope of the statement, .... Ith the
behef that It was perhaps too broad to achieve Concern
was also expressed about the audit lmpllcatlons of what
appeared to be such a major change Could such data
some asked, be audited? Other respondents argued that
mformatlon needed to satisfy the objectives would not
be suffiCIently useful or rellable to Justify the high cost
of developIng It

GASB's response was gUided by the maJontv of
respondents who essentially agreed \Iolth the statement,
and the ob)~t1ves remamed basically unchanged In the
final versIOn of the concept statement GASB's com
ment on the responses IS notewonhy however, The
Board stated that, first developIng standards m these
more difficult areas "IS likely to occur o'er a relatively
long time," second an analYSIS of costs and benefits,
while dIfficult would be Imponant In determmlOg the
contribution of developIng and uSIng data on semce

1986

74 0010

2:1
39

1980

53 Oli"o
330
J40

1975

71 317"0
:0 ~

80

TABLE 1
(lOzen Percepnon of Street (Ieanbness

In ~ew York (ltv

\ ~;: aOJe C ean
larglral
11th)

~annll of Streets

In the 1986 newsletter, GASB offered an example of
mformatlon publIshed by the City of New York on ItS
street cleamng program and on the Depanment of Sam
tatlon that IS shown In Table 1 {21

ThiS New York City Illustration was not Intended by
GASB to be a startling example of a revolutionary per
formance indicator and that IS not the purpose here
Rather, It IS a baSIC effectiveness measure whIch has
been 10 use for many years and which may be Imponant
because It IS suggestive of the essential kInd of mforma
tlon In whIch GASB IS Interested

GASB's concern for effICIency and effectiveness
Issues becomes more apparent when one reViews
GASB's release on ObJectlves of FinanCial Reporting
In the summary to that concepts statement, GASB
states

The Board has Identified three groups as the pnmary users of external
state and local governmental finanCIal reports the Clltzenry leglsla
[lve and over SIght bodIes and mvestors and credItors Fmanclal
reports are used pnmanl> to compare actual finanCial results Il<Hh the
legally adopted budget to assess finanCial condlllon and results of
operations to asmt In determInIng complJance with finance related
lall< 5 rules and regulations and 10 asSISt In evaluallng elficlenc\! and
~'C"tne"ess (1lahcs adCed)

Such statements are Imponant, of course because
thev are gUldmg the current research \Ioork by GASB,
research whIch could lead to the Issuance of accounting
and repomng gUidehnes for go\-ernmental controllers
and other accountants to follow In their repons to
elected offiCIals. the publlc, and the medla

At another key POint In the concepts statement,
G-\SB ties the entm's budget, performance reVlew, and
sen lee efforts and accomphshments together It states
"It (the budget) ma' prOVIde a baSIS for evaluating per
formance ComparISons of actual results to tre legally
adopted budget can prOVIde mformauon to help assess
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effons and accomplishments third the data developed
may not be required to be presented In the basIc
financial statements and rna, not be required [0 be
audlled last such data are essential to achieve true
accountability •

The Need for Reporting of Sen Ice Efforts
and Accomplishments Data

Measunng the hard-to-measure contrlbuuons of
governmental programs has preoccupied scholars and
practitioners for many years GASB explams It well In

Objectives ofFinanCial Reporting GASB states that ex
ternal resource prOViders cannot measure governmental
performance In 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
[t- ." ThiS explams the long-standmg Interest In pncmg
(. r charges) and In extending the pricing concept as
far as pOSSible perhaps including even elementary and
secondary education through an expenmental voucher
svstem It also helps to explain the preoccupauon for
gene~auons \\lth performance measurement

In hiS textbook, Introduction to Nonprofit Orgamla
Ion A ccountlng Emerson Henke Includes a rather
evolutionary chapter for an accounting text entitled
'Use of Accounting Data By Externally Interested Par
Ies .. Henke explores the linkages between the more
lsual accounnng data and finanCial reports of the
lrJVate sector and the umque requirements of the pubhc
ctor
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Performance or expanded-scope, audltmg first ap
peared on the Amencan scene m the 1950s and 1960s,
and It ga.med conSiderable momentum In the 1970s As
with many other "mnovatlons," thiS work too had ItS

roots In the early performance budgeting and cost
benefit analySIS activitY The essenual premise of per
formance auditing IS of course, that governmental ac
comphshment can, at least to a degree, be measured
Usmg workforce trammg as a program Illustration, the
fundamentals of a performance audit can be descnbed
as follows

• Goals What are the program's goals? To tram what
kinds of people? In what kmds of skJ1Is? In what
numbers? To take \\hat sorts of Jobs?

• Measures How IS the success of thiS program
evaluated? The numbers of trainees completing a
program? The cost per tramee? The number of
tramees gettmg a Job In the area of trammg? The
length of time the tramees kept their Jobs?

• Procedures What methods are used to do the audit
work to secure obJective, profeSSIOnal answers?
Interviews? If so, \\Ith whom? A partial or complete
search of the files? A statistical sample of the files? A
telephone, mall, or tn-person survey of employers,
tramees?

• Comparrsons What do the findmgs or results mean?
Are results better or worse than SImilar programs In

other communltJes? Than norms or standards Issued
by some institute or accredmng body? Than those of
the preceding year?

anal, ZIn2 the finanCial Stalements of pure nonprofit organJza
"''1S externally Interested pan.les are concerned wuh evaluatIng the
..,e baSIC characterIStics that they are concerned ..... Ith In the profit
ea They want [0 evaluate the efficIency and effectiveness of opera
'ns Ho.... ever due to dlffere'1ces In operating objectives and
• amLatJonal charactenstlcs the relationshIps and ratios used for
3 wJ purposes are slgnJficanth dl fferem The basIC technIque
, ~l.nng the effiCIency of any organlzallon IS to relate [5 OUtputs
s InpUts In the profit area we do thiS by matching revenues and

-,ses and bv relating net Income to equJ[) mvestmenu The
""'1.1 \ ~roolem In measunng thls re'atIonshIp for a pure nonprofit

, IS [hat we seldom have an objective quantitatIve measurement
e va.ues of outputs If we could objectively determine the values

- .lIed .... lth the services pro\lded by such an orgarnullon we
j de\e1op a TallO of those ,aJues to the COSt of proVldtng rhe ser
s or .... e couJd quantllatlvely maier those two sets of data to arnve
f,- en;" mdlca ors

The major obstacles In 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 mto them often proved
controverSial, sometimes even fatal Moreover gO\ ern
mental managers are not accustomed to haVIng theu
performance measured They see only bad and lmle
good commg from the process o\.lso, elected offiCIalS
tend to favor performance measurement only until J[

adversely Impacts a favome program
Despite the dlfficulues encountered, performance

auditing has survived and sometimes thnved at the
federal, state, and even local levels of government and
It has demonstrated the posltlve vaJue of reponmg In

formation on program accomplIshment It has helped to
Ac uall\ the accountants Interest In measuring the bnng recognition that merely "commg m under
~e 1 S of go~ernmental programs IS quite recent budget" does not say much about managenaJ perform-

edern economists and othe~s have been struggling ance I e the emmate may have been too hIgh needed
n It for at least [\.\0 generallons The earlv COSt senlces may have been curt3Jled, etc Performance
,erlt analvSlS .... ork aSSOCiated .... lth "'ater prOjectS audmng has also helped to mstJ11 the notion that
a'1 In [he 1910s and 19305 as dId the efforr~ In per- generating and maIntammg such data really IS a respon-
~.1nce based budgeting In the 1960s much of thIs slbility of management •
k .... .1S packaged 3.S program plannIng budgeting svs GASB's concern wnh levels of sen Ice efforts and ac

.' (PPBS) ~Ilh llS emphaSIS on COSI benefit an3!\S1S tual accomplishments IS opportune, bulldmg as It does
Measurement Some rese:m:'lers and even organlza on thiS hentage and tradmon The expenmentauon IS

<; ha\e buIlt strong reputalIOns around demOnStraf also lImely In md catmg the need tor a fully Integrated
he use 01 pertormance measurements In asseSSing fmanclal management system In such a system, the ac-

ernmentaJ programs • - countmg subsystem aUlOmatlcaJl) capt.Jres and repol"'s

REST AVAILABLE (,0?'1
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Umt Cost PrOject

• The mayor .... as accustomed to havmg more meaning
ful finanCIal data

TABLE 2
City of Wooster, Oluo

Urut Cost Measures Adopted by Cost Centers

With a great many Improvements made In ItS baSIC
finanCIal management system dUrIng a prevIOus ten] ear
perIod, the mayor elected In 1984, a reured Rubbermald
exeCUtIve, formed a task force to look Into installation
of unit cost measures In ever) CItV cost center ThiS
development occurred for several reasons

Llllt Cost Measure

COSt per patrolman hour
COSt per capita
Cost per response
COSt per dollar of COSI of

services
COSt per SI (J(X) of real propenv

value
COSI per dlfec' labor hour
Cos pe S100 (J(X) of fuced

assets
Cost per passenge TIp
Cost per Inspection
Cosr per acre malntaJOed
Cost per partlc pant
Cost per partiCipant
COSt per dollar of cost of

services
COSt per dollar of COS! of

serVIces
COSt per transaC[lon

Cost per dollar of tax collected
COSl per CPL hour
Cost pe dollar 01 personnel

service COSl

Cost per bill Issued
Cost per ",ork slJp
COSt per mILlion gallons of

",ater treated

Co I per million gallons trealed

Accounting Dlvl5Ion
Accounts ReceIvable Ol\ISIOn

(City Income Ta.,)
Informatlon Systems OI\ISIOn
Personnel DIVISIon

Fmance Depanment

Plannmg Oepanment

TranS![ 01\ ISlon
BUIldIng Standards DIVISIon
Parks 0lV15IOn
Recreation DIVISion
Community Center DIVISIon
La" Depanme'lt

MaIntenance OIVlslon
EngIneerIng DIVISIon

polItical rancor In addition while not a wealthy com
mumty, Wooster IS at least "average" from an
economIc POint of vIew MedIan famJ1y Income In 1985
was about S27 000 and unemployment averaged about
7 6 percent The city's property tax levy has remained
unchanged for several years, and ItS Income tax IS
among the lowest In the state Moody's has gIven the
city a bond rating of A 1 In recent years If not outright
affluent. Wooster has had at least enough fiscal stabIlity
to prOVide the city with a degree of t1exlblhty In fOCUSing
on and Improvmg Its mternal operations

Community ServIce 01\1S10n

Police 0lv15Ion
FIre DIVISion

Cost Center

Accounts ReceIvable 01\IS10n
(Ulllltv BIllIng)
(Utllltv Semce)

Water Treatment DIVISIon

Waler Pollullon Control
DIVISIon

Wooster's una cost measurement prOject helps to il
lustrate the potentJaJ power and pitfalls of performance
reporting Wooster located 60 mJ1es southeast of Cleve
land and 20 mIles west of Akron, IS the headquarters of
nationally known companies, SLch as Rubberm3..ld,
Inc and the Woos,er Brush Company, and It IS also the
home of the College of Wooster

In late 1974 Wooster began a process of Identlfymg
ItS fmanclal strengths and .... eaknesses, with the clearly
IdentIfied goal of achIeVing finanCIal reporting In ac
cordance .... lth generally accepted accounting pnnclples
and earning bj 1980 the CertIfIcate of Conformance
awarded by the Governmental Fmance Officers
ASSOCiatIon ThiS goal .... as ultimately achIeved The city
already had a numoer of competent operatlng man
agers a reasonaol .. '>'ell paId staff lth conSider
able tenure, strong workIng relations bet een the coun-
cIl and the admInistratIVe arm of government, and a tfa
dltlon of "good" government with a mlnImUm of

on the execution of the budget subsystem allowing for
meaningful companson of actual expenditures to
budgeted estImates The audIt subsystem, In turn, can
rely on the accounting subsystem to test budget execu
tlon without forcing the auditors to generate theIr own
performance measures or data While such a complete
system 15 maO' years off It .... ould be well wHhm the
reach of GASB s research .... ork If It proves successful

Ultimately, the Integrated financIal management
system must be able to do more than the current system,
whIch reports on dollars expended VIS a VIS dollars bud
geted, even If those amounts are bemg presented by pro
gram or subprogram To learn, for example, that
S950,000 .... as actually expended rather than the SI
million budgeted, IS not very helpful It suggests that the
manager may retam hIS or her position because he or she
stayed .... Ithm budget or perhaps that the manager IS
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,
bemg an expenenced 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 ..... ould allow the cItizenry to know
how much worle .... as done and at what cost (efficIency)
It mIght even let the taxpayers know whether a good
quality Job was done (effectiveness)

It IS interesting to note that, follOWing on the work of
earher scholars, the U S General Accountmg Office
(GAO) In 1985 released a repon outlInIng such an mte
grated system and makmg It a pnomy of the Comp
troller General ,0 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 IS
asseSSIng the Importance of Including performance
based data m the svstem as .... ell as the speCIfic formats

• In .... hlch to Include and repon such data

The \\ ooster Expenment

'1\'1 JL"'EI9So
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• The city charter provided for such cost accountmg In
formation

• The project seemed [0 be a logical extension of the
city's Investment In mprovlng ItS financIal system

Wooster began this effort with a pilot project to test
Ideas gather information, and bUIld Interest and accep
tance of the concept The pdQ[ project Involved 7 of the
city's IS departments, .... lth managers or assistant
managers serVIng on a user committee The controller, a
key member of the Finance Department, was project
dIrector The commIttee receIved 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
pnvate sector, both then In retirement A quality con
trol team Involvmg the mayor the external advIsors,
and key members of the Finance Department also met
penodlcally to dISCUSS problems both potentIal and
actual

The user committee dId most of ItS work m the sum
mer and fall of 1984 Members agreed on the followmg
broad cntena for the selection of unit cost measures

• The unit must be relevant to the department's mis
sIon statement

• The umt must Impact the declSlon-maklng process of
the department

• The umt should be measurable, objective and veri
fiable

• The Unit should be selected by the department

Ths system .... as structured so that mmally each
department would select a Single measure, although the
Fire Department ultimately adopted two measures
Repomng .... as to be on a monthly baSIS The Fmance
Department .... as responsIble for assembhng the data

t:nd reporting back only to each department The an
nual budget for the relevant expendIture area .... as to be
broken out by umt cost measures Year-to-date data
.... ere to be accumulated and reported for each measure
to arnve at an updated cost per unit, allo.... Ing for ongo
109 vanance analvSlS throughout the year and bulldmg
an hlstoTlcal database for future analysIs The umt cost

measures selected by the city departments are shown 10

Table 2 An excerpt from a tYPiCal monthly report IS
shown In Table 3 for two cost centers II

1988 Status

At the beginning of 1988 the urnt cost Information
.... as stili collected by Wooster's FInance Department
and was reported back only to each operating depart
ment Because It was stili conSIdered to be a pIlot pro
Ject the mformatlon was not systematically reported to
the mayor and/or counCIl, and It was not yet used as the
baSIS of budget/JustificatIon dISCUSSIons or other Impor
tant pohcy meetings The urnt cost mformauon was not
venfied, and It was not routinely compared to other
mumclpahtles or to any eXlstmg performance standards
However, It was compared to the begmnlng-of-the year
estimates

The "SySlem' remained onlv a partlal one In 1988
although It had been In operation for about three years
The project was mOVIng ahead very slowly HaVIng
started the system no one seemed allXlOUS to use It to ItS
fullest Instead, a strategIc declSJon 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 cHy offiCIals on the status of the project
.... ere mIxed and Included the foUowmg observatIons •

• Maybe the system has gone as far as It can There IS
no need for urgency

• The project IS on hold We have not met on It now
for more than a year

• Full use of thiS system IS 10 to 20 years off It will
probably have to be mandated by someone outSIde

• Someday thIS information WIll be IOcluded 10 the
city's comprehenSive annual finanCial report

• I am not at all sure outSIde groups WIll kno .... what to
do WIth thiS Information

• Some line opposmon has developed to movmg ahead
with the system I:

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

TABLE 3
VOlt Cost System-Wooster, Dluo

Excerpts from :\lonthh Report

Current "fonth Year to-Dale

Budget Acrual .. anance Budget Acrual .. anallCe

Communay Crnler

Par IClpants 3 333 3 4~1 118 F 19998 22059 2061 F
Cost partlClpa'1t S957 S6 (5 5302 F SID ~ S69] S3 13 F

Publlc Transportal/on

Passenlze tripS 15417 15 346 "'I L 92 502 83397 9105 L
COSt passe~g· r p S286 S209 S i"' F S265 S21] S 54 F

F = favoraole \atlance t" = unfavo·able

"''''''' JL"F- 1988
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certamty as to how to use the data OccasIonally, some
time-honored maxIms would surface

• If vou stay wllh your overall budget, you're okay
• Wh, spend too much time .... orrymg about your costs

If ) ou can t do anythmg about them')

Still however most of the managers intervIewed
seemed to believe that the umt cost data would make It
easier for them to spot defiCienCies and correct them
Also, they did not seem to fear a misuse of the data by
outside parties They were somewhat concerned, on the
other hand that some Involved In the deCISion makIng
process .... ould not understand the reasons for variances
betv.een budgeted and actual costs They also wanted to
separate out costs outsIde the managers' control, I e
any allocation of overhead costs by the Fmance Depan
ment Managers 10 some functional areas were satISfIed
that systematic reponing processes were already be10g
used m thelT fields, ellher by the state or federal govern
ments or by a profeSSional or trade aSSOClauon, to per
mll valid comparisons ....1th other entitieS, others were
less certam of eXIsting practIces Fmally, some managers
v.orned that If comparisons ..... ere made WIth other mu
mClpalmes, no one could guarantee that all entities were
reporting on the same baSIS and mcludmg the same
Items m theIr cost data

Hospital Repornng of Senlce Efforts and
AccomplIshment Datal]

Along v.lth research IntO state and local governments,
GA..SB IS revlewmg umverSlty and hospital use of per
formance reporting Severalthmgs can be saId of hospi
tal reporting of performance data First, such reporting
has "Irtuall, exploded 10 recent years Second thiS
volume ot report1Og IS almost cenam to continue and
even mcrease ThIrd, while much of the current repon
mg IS of a .... orkload or actlvltv nature there IS clear
mOHment to .... ard measuring and reponing both effi
clencv and effectiveness data

The gro.... mg 10terest m hospital performance and
qualm of care are Illustrated by some recent newspaper
CO" erage of the tOPIC On July 28, 198;, the Wall Street
Journal published a story about hospitals uSing mortah
t, statistics 10 their ads to attract heart patients Popular
Interest In ..... hat would seem to be a very esotenc subject
.... as further heightened by the federal government's
1987 release of mortality data for all hospitals ..... llh
Medicare patients whIch Includes most hospitals ..

Of course not all data relating to hospital perform
ance are so dramat'c but the volume and variety of the
reporting ape 10deed o.er..... helmmg A gIven hospital IS
likelY to report periodIcally to the Amencan Hospital
Assoc atlon (AHA) whIch annuallv pubhshes a compre
henslve sur. ev called Hospital StatIStiCS If the hospital
.... \S1eS 10 obtain a speCial report of Ihese d:l[a tatlored [0

the hospital's needs and with compamons to relevant
peer groups It can subscnbe to the A"HA's \1onmend
se~ lce State 10Spltal assoCiations and some regIOnal

associations perform the same type of servIce The JOInt
CommiSSIon on Accreditation of Healthcare Orgaruza
tlons calls for Internal quality assurance committees
and It IS moving toward a more forma1Jzed system of
reportmg of qualIty of care measures

State and federal governments are also demanding
more reportmg of data on effiCiency and effectiveness
In Maryland and Penns"lvama, state regulatory agen
cIes require such reportmg of all hospitals The Health
Care Fmancmg Agency (HCFA). the federal govern
ment's agency for admmJstermg the Medicare and
Medicaid programs, not only requires performance type
reporting from hospitals but also uses Peer ReVIew
OrgaOlZatlOnS (PROs), private firms under contract
with HCFA, to actually venfy such data by on SIte ex
ammatlon of patient files

As indIcated, much of the hospital data currently
reported are "utilization" data-admIssIons dJs
charges average length of stay, occupancy rate, out
patient VISItS etc However, the tradition of repomng
such data, coupled wllh HCFA's reqUlTement for an an
nual MedIcare cost report mcreaslngly allows hospitals
qUIckly to calculate efflclencv and productl vlty
measures such as cost per mpatlent day, cost per dIS
charge, or nursmg hours per inpatient day But effec
tlyeness or quahty of care now seems to attract the most
attention The Jomt CommiSSIon on Accreditation'
some hospital aSSOCIatIons, and state and federal
governments are eIther currently testing or requmng the
reporting of mdlcators such as monallty rates, readnus
slons and mfectlon rates

Thus, to those who would argue that It IS ImpOSSIble
to measure the quahty of health care the retort must be
It IS certamly dIfficult and controversIal to do, but It IS
bemg done

GASB Research m Perspectlve

Research to date shows, perhaps contrary to the beltef
of some that an effort such as GASB's to examme the
need for reporting requIrements relating to sen-Ice et
fons and accomplishments data IS evolutlonar; rather
than revolutionary and timely rather than futurtStic
WhIle thIS IS true 10 a general sense .... hat are the speCific
lessons and problems encountered 10 attemptmg to 1m
plement such reporting?

The hospital research demonstrates that wlthm that
field there IS a long and estabhshed tradition of repon
Ing performance data, both to hospItal aSSOCIatIOns and
accreditation bodIes and to state and federal govern
ments \vhlle pasl data lended to relate 10 v.orkload Ihe
trend lo .... ard reporung more effICIency and etfectl\e
ness measures IS clearl. estabhshed GI"en [hese facts
II IS unlikel} that great Incremental COSts .... ould be
assOCIated with further formallzmg the elUstlng repon
109 requirements GASB researchers find that trus IS
often the case In most servIce areas

ASide from concerns about patients' nghts three key
Issues are 1m olved ~lth hospital reporting The first IS
to ensure that performance data systematically finds ItS



•

•

THE EfFICIENCY AND EFFECTIVENESS OF PUBLIC SERVICE

way to members of the hospital board of trustees or
other pohcy makers Presently, this IS very much a "hlt
or mIss" propoSItion The second Issue IS one which
permeates reportmg In any gIven service area What
reporting format should be used to ensure that the
material IS constructively used" If mformatlon becomes
a part of the larger annual financIal report It takes on
the aura whIch IS usually afforded that document On
the other hand If It IS added to v, hat already may be a
large and complex annual report that may Virtually
guarantee that It WIll not receIve useful attention The
third Issue relates to the vahdlty of the data reported
Currently, httle venficallon of data occurs a fact that IS
mconslstent with encouraging greater rehance on the 10

formation for deCISIon making A call for formahzed
external audits, however, raIses other Important con
cerns relating to cost and to the current abIlitY of the
auditing profeSSion to conduct such reVlev,s

The \\I ooster expenment with unit cost measures IS
of course a long \\a\ from complete Indeed one
could say It IS just begmnlng Stlll a number of observa
tlons can already be made The tentative conclUSIOn can
be drawn that thIS measunng and reportmg system If
continued would make government more accountable
bv dlsclosmg data on efficlencv and effectiveness The
unit cost project has been Implemented slov.ly WIth the
support of top management and With the active Involve
ment of staff and Ime managers through a user commit
tee The Unit 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
tration v, hlch result froIT' tT) mg to use too many mea
sures Moreover the monthly reporting of the measures
has thus far been hmlted [0 the program managers
themselves. thus aVOiding outSIde cntlClsm and pOSSIble
mIsuse of the data In the formative stages of the project
Fmall, a student of finanCIal management would hkely
conclude that the unit cost measures can Indeed prOVIde
tssentlal data on operations data WhICh are hkely to in
terest e-.;:ternal parties

On the other hand some pOSSIble hmltatlons are ap
parent First nearly all of the unit measures now In use
are either mput workload. or effiCIency measures
L seful as some of these may be they do not address the
qualm of serVices prOVIded It IS probably wise.
hov,ever to begm v,lth efficlenc; measures (since thev
are more understandable and less controversIal) and
later to add effectiveness measures Another question IS
hoI,!, manj performance measures are needed for a gIven
program Is one such measure too lImited to capture the
comple"{ltIes of a program are 8 to 10 so many as to
overwhelm the users of such data? The ans~er to thIS
question IS clearly dIfficult and It must be worked out
on a case by case baSIS

E~ entuallv costs controllable and noncontrollable bv
managers v, III have to be reponed separately In order to
e.,1 st the complete cooperation of the managers Thev
'la ~ e alreadv indIcated theIr concern about bemg held
re<ponslble for costs they cannot Impact Also, not
T""ucr de'alled anah~ s has been done of the vanances
be .... een budgeted and actual unit cost measures VltI-
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mately, compansons between Wooster's measures and
accepted standards m the functional areas, or data for
SimIlar entities are needed Also as hlstoncal 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 In any functlonal area FInal
ly an evaluation IS needed of the costs and benefits of
the reporting Whl1e the cost data are currently bemg
collected an evaluauon of the benefits would be pre
mature at thiS time However, when one assesses the
cost and benefits of generating and uSing such data a
part of the cost conSIderatIon must be In the absence of
such data hoYt can a pubhc program be trul} managed?
Or phrased differently, how can pohcy makers ask the
ta-.;:pavers for funds without collecting baSIC data on
hov. the funds are being used and v.hat IS bemg accom
phshed With them?

One could suggest that \\'ooster's e"<penment IS Wisely
bemg Implemented slowly over a penod of years on the
other hand one could conclude It IS monbund The ex
penence In Wooster, a communln with a • good
government" tradition, suggests the need for outSide
pressure. however subtle, perhaps m the form of repon
Ing requirements assocIated with ItS accounting system

ConclUSIOn

•As indIcated, GASB's research 10 the area of service
efforts and accomphshments draws on expenences oc
cumng over several years an pubhc organIZatIons
throughout the United States The GASB research team
IS examining many aspects of performance reporting.
including whIch and how many measures seem to be
most acceptable and practical In a v, Ide range of pro
gram areas how such information IS used m the deCI
sion processes how mIght such data best be reponed for
disclosure purposes and v, hat are the costs and benefits
of generating such data Coverage IS e-.;:pected to extend
to states cltles counties, pubhc hospitals school dIS
tncts and pubhc unJ~ersltles Sull, the research con
ducted thus far prOVides some useful. If tentatI~e,
lessons

It IS lIkelv that environmental and behaVIOral difficul
ties and not technical ones, WIll be the most difficult
problems to overcome m mtegratIng service efforts and
accomphshments IntO the traditional finanCIal manage
ment structure Some of these have surfaced In Wooster
and have slowed Implementation When HCFA released
data on hospital monahty rates the Immediate reactlOn
of many hospital offiCIals was to explam to the media
and others why such data were mlsleadmg The litera
ture on performance audltlng IS filled v,nh references to
the controversial nature of that v,ork That IS Simply the
flip Side of including unit cost measures In the account
mg svstem-It IS uSing UnIt cost measures for auditing
purposes

The Idea of performance measurement has broad sup
port but It IS often opposed In s~lfic Instances of
practice \1easures prOVide powerful sIgnals about per
formance Government managers and theIr vIew of per
formance data are remIniscent of the old football story

• BEST AVAILABLE COr''I
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"I don't pass because If you do three thIngs can hap
pen to vou and two of them are bad" With the system
auc use of performance data, government managers
percel\e mostly bad thmgs happemng to them They do
not foresee an era of bonuses or stock sharing, Instead
they can generally envISIon only negative uses of per
formance nata

The use of service efforts and accomplishment data In

the go\ernmental arena approximates the profit signals
of the private sector To simulate the private sector ful
ly, however, consIderable economiC, SOCIal, and
behaVIoral changes a~e needed before the system can
work completely Installmg a performance measure
ment sistem mav turn out to be the least dIfficult part of
the task The deSign of tralnmg, education, and mcen
t1ve s\stems to alter the enVironment may be the greater
challenge On the other hand, one could make a strong
case that simply generatmg and usmg data on service
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~e performJnce of go\ernment IS J
1 ~Ontlnumg SlolbleC" of oebJre bet\leen

CHlzens elec eo orrlclals Jnd gO\ ernmenr
m InJgers For tne most pan tnlS debate
relol\C::s JrounCl toe 1nOunt or gOI ern
menr spending :lnd the le\ el ot ;01 ,<es In
he pa~r se\ er Ii I ears h011 el er Interest In

em ernmenr pe"rorm''1ce n.::ls begun to
mOl e trom II h Ir goes /lifO gOI e"nmenr
proer Ims co \1 hJt comes Ollt (mzens lnd
l.,OI e nmenr netll. OIls are conl.e"neCl nor
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pL.CIIC I~ -'·sr 'l gOle'-~e'1 per'ormarce
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e"ort and rhar Clrl managers ge"e aliI
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SE 0\ report that would mclude refmed
pertormance Indicators and the results of a
clttzen satISfactIon sur.e\ Smce the
feaslbllItv test the aUdit ser.lces dl\ ISlon
has prepared and Issued an annual report
on tne performance of the Cltv s largest
ser.lCes m 1992 and 1993 .... Hh a third
a'1"ual report due In Januaf\- 1994 This
repor IS ISsued not as a par"( of the Clt\ S
arrual hnanclai report but as a separate
Oocl..ment emanarIng tram he auditor s
ortlce
~~e CI \ ot POrtiard Sen Ice Efforts and
Jomp!lshnents Report contal"s Intor

-a 'on on tne pe'for-'ance 01 'he cln s SIX
argest se~ Ices pollce .Ire parll.s and
ec eadon ..... ate ..... as'e\\ater 3-d
a'" soor3 10'1 These servICes compnse

lCOUt ... .) pe C-'1t ot tr - c [\ S statnng a"ld
pe"lclrg Tre report dlspla\s Information

on eacn se ..... lce organized n four seC!lons
• a onet cesc-:::tlon ot he se'"\llce mJssJon

goalS 00 e::-I' es and nalor actl\ Itles
• cao.grounc I" 'otr'at on on service area

soe"cmg arC stat~lrg eve's
• se- ICe .... orKload and cemand data aT'd
• pe otr'ance data on ser. ce results

outcomes and eHIC encv
To aid t'1e l"lterpre anon and e\alua Ion

at -e mror'""a Ion Se\e'al clt'ereT't kmos
at .0["oa"1SO" tecnnlcues are Jseo ~pe"d

"g a'1C s art e\elS are comparec to SIX
o -e c es Se:lr1e Sac ame'1to Del'" \ e'
/....1'"sas C ,\ Clrclnna'i and Chanore
E't." :: t 1 11 11..S-.1 es a c"ar used In report
'1g ~ese cor-oaran e Cata In aComon

five ve:Jrs of Portland data are dlspL1\ed
for each mdlcaror so that trends can be
seen over nme \iost Importantl\ where
pOSSible perrormance accomplishments
are compared to planned goals standards
or benchmarks Sho.... n In E"hlolt :. IS a
report ot tl\e years ot pe-rorma'1ce
mdlcarors for the fire bureau If me data
sho ... unusual trends poor or good
perlormance or \ en dltte-ent ~pendmg
compared co other IUnSCICtlons tl.e report
contams some explanaron mtorl""1arton It
a.adable

The SE A. Report also dbp1a\ s he results
of an annual citizen sartsra~lOn su ..... e.
admInIStered b~ me aualt ser.lces Cl\ lSlon
The sur. ev quesnons are "e'1cea to
prOVIde information or e~ eC-I\ e"css and
ser.lce qualm from the Cl ze'1S or
customers POInt of \ Ie..... Cltlze" OpinIons
are reported tor eac!' ot tke St\ e" mJJor
neIghborhoods comotlSlng rhe Cln of
Portland

The audlt ser.lces d \ ISlon u"ldertook
the SE ~ reportIng ettort "'Itn t..... 0

pnmarv goals In mInd 'Irs to lJl1pro\e
the accountablhtv ot POrt and b\ annuall ..
reportIng to the pubhc on me perlonnance
of CltV servIces and secona to nell' make
Cltv programs .... orK Oe'1er ::l\ 0 'J'ldmg
Intormanon to manage's a"d elected
oftlclals chat \\.ould h-elP U""'pro\e deCISIon
makIng Conslste"t ..... It'1 rese ODleCtl\eS
the dl ~slon de\elooea se\e~al .... Otl<mg
prInCiples for carr Il"'g ou SE A.
measurement and repo'" rg

Make It a coope-atlve 10lnt efrort be
tween CIt) dep "'tITIents and the Cit"
aUdHor focus on Improvement not
pUnIshmenr

2 Make sure the mfOrmatlOn In the report
IS usetul to managers and the PUCIIC

3 Use eXlstmg data and management
Inlormanon .... here pOSSIble coordll"'are
and Itnk .... Ith other pertormance
reportmg

4 Limit reportIng to the largest and most
VISible services dO not 0\ er10ad .IrI~ens

WIth data on all programs
5 Keep cerms Simple lnd clear anc 'Je

report eas\ to read use ate.... .... e'l
selected indicators mat are rellaole :lnd
valJd

6 Aim for continUOUS Imoro\ emen! O' er
nme do nor expe~ pertectlon

The SE 0\ Report C.. cle
The .... orKmg prInCiples ..... ere carned our

m each phase or Port'and s SE A. Report
c\cJe The c.,de Includes develoolng or
rennIng SE A. mdlCator, for each ser.lce
collectIng and audmng SEA data •
anah zing and re\ lewIng trends presentl-ng
and reportIng results and lJl1pro\ Ing
mdlcators and repomng from year ro \ ear
Each pnase ot the ",de IS descnbed belo\\

Development and Refl11ement of
IndIcators SE A. IndIcators ..... ere Inltlalh
de\elooed ana contInualh are re\le..... ec
and re med cooperamelV ..... ltt- man3ge
menr and Stat! or ser.lce departments .l..
number at meetIngs .... ere reqUired dU-I"g
the first 'ear of reporting but sUbseql.e~

reports ha\ e reqUired less tlme ard
consultation be ween aUCltors and
depa'1ment start ~Udlt srart help .la'I'\
service OOlectl\ es retlMe pe-tormance n",
cators and Imorove pertormance repor rg
v. here pOSSIble Tne aUditOrs cnnaue I"CI
caterS but ge"leralh reh on the dep:lt"
ments to agree on a set of mdlC:ItorS 0

theIr ser. ce area \udltors also \\ 0- ..
,-losdv WIth each servIce Manager 0

develOP appropnate Questlons tor "e
annual cltlzen satlSla~10n sur. e\

CoUeCTl11g and -\udu of Data D:I a tor
the SE 0\ Report are colle~ed and
sucmmed bv ser.lce departments to 'ne
audit services diVISion on tonns oro. lded
bv the dl\lS10r The depamnents also
proVide mfol'TT'atlon on the sOurce ot t'1e
data and a cont.lct person ro ,-all If
auditors have a concern about the dJ,a
\udlt sraff teSt and revle..... the accurac\
and rehab1l1t"> ot the Sf 0\ d3ta collect
mformatlon tram campanson cltles and



<lCl"""lnlster the an1"t.al citizen sur.e\
Re\ Ie'>' and .It.nah SIS of Trends .It.f1er

the SE -\ aata are audIted aual'ors re'le,'
a.,d anahze trenes and cha'1g rg condl
nons -\ drar re:-ort IS prepared and each
ser. Ice area recel\es a ,'orKlng drarr to
re\ lev. and comme.,r on l sualh t,e
aeoarmems pro\-Ide e'l:planator\ Inrorma
Ion to help Clanl"\ rne ourcome of rhelr

programs ~ nile some ot the SE -i. data are
presented In narram e form the report
orren uses graphs and tab es to presenr the
data Some da a are dlspla\ed In a map at
ne cln b\ t'1e se\ en nelgnbor'ood

co,,11 Ions as sho>' nInE '(!llbl 3
Dissemmatlon of Results The final SE-\

Reporr IS Issued pUblIC]". to the clrv
councIl all Cin managers Cldun groups
,e medIa bUSiness and CI\ IC g"OUPS

1eleh corho(')d a~~I"I~lrl"'''''''~ <ll'd nr"l"r
e"es ed pa'1: es -\ tormal preserranon IS

.. - il: to the CI \ COU.,ctl ana a press
'se IS Issuea to maJOr pnnt l"""edla and

J e e s or a-d raclo statlol's
E\aluanon -\re" each 'ear sSE-\

epor starr ot "le aualr se~ ICes al'lSlon
-e~ "'Itn represertan\ es of each deparr

,.-t a get re~cbacK on the e:-or and to
uee 0"1 modI ICatlOn and lmprO\ emenrs
J n" \ ear 5 reporr Council members
~c l"""aragers P O\lce suegestlons on hov.
J ~a"e ~e"<t ear s repo'1: more Jsetul

•osts of SE -\ Reporting
Eac") \ear since pr"paranon ot he inItIal

aSIOll1" stua, In 1991 me audit sen Ices
\ ISlon has spe~ less Me and e Ort on
.. ::>E -\ Repor -\Ja or ard SUDPOrt statf
'_ 5 ra\e de: I~e::l rOM.l 000 "lours tor

• rsr easlCI 1"\ esr 0 1 800 hours tor
,. 'e:onO .11"1" _3 SE"\ Re:-ort IssL.ed n
9.l -\ue t "lot.. s ~c L.de IralC3 or

de\ elopmenr audl l'1g of SE -\ data
pro\ Ided b, aepar ""1enrs cotlecnon of
d1[.1 Irom ot"ler Liles administration at
t'e Cit zen sur. ev :lnd report \\ nnng
la\out and proaUl..don

Time spent annual]". !J\ service depart
ments collecnng SE -\ data hJ.s vanea trom
t1\ e hours In one department to 20 hours
In another -\verage rIme spent b\ the SIX
sen Ice areas represented In the SE-\
Report a\ eraged abour 10 hours .l.,.ddl
tiona! etfom began In 1993 In some
departmenrs to deSign and Implement
projects to collect missing managemenr
mtormatlon v. hlCh .... III prOVIde data for
se\eral SE.l.,. indIcators For e'Campie the
Cit' 5 parks and recreatIon department 15

spendmg Se\eral hundred hou~s m 1993 to
de\ elop a process ror rrained obser"er

-; ..... ': \ t::: .. l...~ ~-.: .: ......Q. VII

facilmes Tnls process v. tIl help the bureau
measure ItS progress and pertormance In

malntamlOg facl1mes and parks
Tne annual CItlU~ SUr" e\ admlnlSterea

P\ the audlr dl\ ISlon has ..OSt apout
51- 000 per \ear T"e anommous statlS
tical]", .. altd surve\ v. as admlnlsre ed b\
mad and Included Se\ eraJ teatures three
separate maIlings to 10 000 addresses
seleCted ar random elephone surve\ or
non responde'1rs to test rellablllrY of
respondent mformarlOn data entr" at
returned sun e\ S IntO .1 database lor
statlstlcal anah SIS and conrraC'"mg out for
prInting ana mailing sen Ices

Effects and Benefits
~tter 'he tlrsr t\l,O annuaJ SE ~ RepOrTS

me aUdit ser" Ices diVISion nJS Identlhed J
numoer at prehmlOJr" ettects and benems
The SE -\ reporting process has had an 1m
pact on program manage'T1e'1r me budget

process cmzen accountabtIlrY ana audit
elrectlveness

Bener Program \1anagemem Tne
process or dennmg mISSions claT1t'\lOg
goals and Idenrlh Lng pertorrnance
mdlCarors has encouraged managers to
focus on rhe purpose ot nelr prog.rams
and helped lrlcrease understanamg of
pertormance measure'Tlenr In the
deparments \1:an\ belle" thar It
managers have a clear focus on Irrended
results and outcomes of heU' programs
ongolOg declSlons ha\ e Oe ....er conneCtIon
.... Itn miSSIon and more clanrY or purpose
resulting 10 more coordlOated ana atlona l

manaeemenr
Po~jand 5 SE -i. ReportS have StlMulated

diSCUSSIon leadmg to sIXcl"c ae-lOns to

• \~



BEST AVAILABLE COpy

Improve oper3nons In se\eraJ departments
For example the 1992 SEA Report
sho.... ed a negame trend In .... arer
rurbldlC\ a Importanr IndlCaror of the
quality of the Clt~ S dnnklng .... 3ter The
CltV councd nored rhe rrend during a
public present.mon of SE -\ results and
aSKed for an e,<plananon from rhe \\ ater
department After some re\ le\\ Ir \\ as dIS
CO\ ered rhat some dara In rhe departmenr s
annual public brochure on '" ater qUJhn
.... ere not comparable trom }ear CO .ear
and needed to be revIsed

In anc.ther Case audlror diScussIons \\ Ith
managers about developlOg bener dara ro
document achievement of emplo. ee
e ' .... erment goals caused rhe pollee
del""rtment to deSign and 101tIare an
annual emplo\ee rob sanstacnon sun e\

Improved Pubhc ".ccountabilltv 'X hde
t IS premarure ro assess rhe SE -\ Report s
Jltlmate Impact on publlc accountablllr\
he report has been used on se\ eral
)CCaS10ns by cltlzen groups and rhe local
nedla to assess ana e\ aluare the
lerrormance of cln go\emment The
Ie.... h eleCted ma~or pro\ Ided dozens of
0ples of the report ro her rranSltlon te3m
o help formulate plans and recommenda
Ions for her administration Hundreds of
0ples of rhe report ha\e been dlStrlbured
o local media ne gnbornood aSSOCiations
nd Cl\1C groups These groups ha\e used
ne repor ro prepare ne\\ spaper edlronals
ommenr on the annual budge and
ducare rhemsehes on rhe performa'lce ot
'1elr cm govemme'lt Because rhe
OC.lmenr reports borh POSltl\ e and
e£r',I\ e pertormance Inlormatlon rhar IS

a b\ sraft lrom be elected auditor s
fICe Ir IS \ le\\ ed as credible and

::llec 1\ e
Impro~ed Information for Budger
eClSlons Tre SE '" Re?ort has oeen used
a \anen of v..a\s ro asslsr rhe councd

_cge anah StS ana rne pubJlc 1M rhe an
~al re\ le\\ of budge reouests The report
as used bv rhe CI'\ cO\.orcd dunng a senes
budger ..... orkshops har preceded public
anngs In 1993 Tne\ round the repor

HuaOle 1M condue-mg oudget oversight
.... el1 Budger anal\ s,s use dara In rhe

:JOrt ro anahze de:Jar-ment budger
ouesrs and ro prepare ::Judger analvsls
_'" dara and grapns alSO \\ ere presented
rhe adopred Cltv tucget
\iore EffectIve o\udltmg The annual
eparatlon of rhe SE ~ Report has mdlree
netlts for the aUOH se- Ices dl\ ISlon The
"Jua l "'acure or rhe e~on helps aUOlt

1 r sra\ m freaue,t CO~tJCt \\, Irh rhe Cln s
alor departmen's a'1C Keeps rhe sporhgnt

on major problem areas Unexplained
negarrve trends rn a performance Indl..Jror
may suggest rhe need for more locused
performance audit 1\ ork ~udlt statf
mcrease their kno\\, ledge of sen ICe JreJS
so rhar furure derailed audlC \\ ork In a
departmenr ma\ be more directed and
reqUire less Clme The pubhc repom",: of
SE", IOdlCatorS has encouraged manJgers
ro pubhcl\ commit to se\eral program
lmprol emenrs rh 1t CJn be folio"," ed upon
b. Judlt mff

Lessons and Challenges
A number or lessons ha\e been leJrned

from rhe SE '" reporting efrore In the Cm
of Portland The Judttors most In\ 011 eo 10

dlls Clt~ s rhree \ edr process bellel e orners
m.J\ reach Similar conclUSions aoour t~e

process
1 valLd and oblecrrl e SE '" d1t.l can be

collec:ted audlred and reported The
relam e ease or collection and dudlt ma\
be due 1M part to Portland s experience
I~tth performance measuremenr In pnor
years and rhe a\ ailabllLn of pertorm
ance audlr staff SE 0\ repomng ma\
take longer to plan dnd Implement m
/unsdlctlons \llrh little e'<penen..e \\ Ith
performance reportmg or budgetmg

2 SE 0\ reporting IS .In ongomg process
that ImprOI es mcremenralh 01 a time
The annual nature of the efron helps
educate and culrurallze mJnJgers and
users prol Ides hlstoncal trends and
longer term perspectJ\ e and gil es the
organization rrme to refme and Impro\ e
the product contlnualh

3 Consistent repomng ot I ahd pe"forn
ance mformatlon creates a demand for
more and better mtormatlon Users are
requesting more conclUSIOns and
analySIS or Impac more hlgnllghnng
and explananons of \\,arnlOg trends
speCifIC suggestions for cound acnon
and addmonal ODportunlCIes for publIC
diSCUSSIon of report results

4 SE 0\ reportmg requires less Clme etton
and COSt \\, Ith each subsequenr report
Routines become esrabhsned data
colleCtion IS fasrer and audltmg
methods are relmed

5 SEA mformanon can complement and
enhance tradlCionaJ Imanclal
mformaCion
SE 0\ reporting rn Portland also laces

some contlnumg cnallenges thar rna.
reduce ItS effeCtiveness as an accountaodlty
rool for citizens publiC managers and
elected ofhClals These challenges mclude

• developrng bener methods for
commuMicatrng results ro reach more
Clrlzens

• de\ ISlOg new Jnd creaCive techniques for
presentrng large amounrs of data 10 eas\
ro reJd and mvltlng ways

• ImprOI 109 coordmaCion With federal
state and regional performance
measuremenr efforts ro reduce
duplication and IOconSlSrenC\ and

• creating more Incentll es ro use rhe dara

ConclUSIon
The preparation of PortlJnd s Ser\ Ice

EffortS and Accomplishments Report has
reqUired Significant statr effort and
resource 1m estmenr The process or
de\ eloping collecemg and reporting
performJnce Indicators IS slo\\' dnd
lmpro\ e'lOenrs are mcreme'lral EJrh
mdlCatlOns are ho\\'.('\ er thar rhe etton IS

Justlfled CIt> anah srs and clCIzen group~

use It regularly and Clr\ council members
fmd Ir a useful rool to 01 erseemg Clt\
programs Departmenr managers dllfer 1M

rhelr opmlons those mosr In need of •
performance mformaCion use It grear!1
"'" hile others 1\ ICn better management
mformaCion S\ stems tmd the S-E 0\ Reporr
roo bnef and SimplifIed A numOer 01
orher local governments state offices and
rhe federal go\erT"ment hale found
Portland s repon useful as an aid 11'

deslgnmg theIr 0\\ n expenmentS II It '1
pe-formance reporting

Portland s sen Ice etforrs and
accomphsnmencs reporting has sho\\' n
promise m help109 Impro\ e acc:ountablllt\
The City s mltlal effons mdlcate rhar rhe
process can benent rhe organization The
concepr remams expenmenral and muc'1
needs to be learned aoour ho.... best to or
r\ It out ConClnuJl eXDenmentanon ard
retmemeM[ bv orhers v.. til conrnbute '0

bener underscandmg of eltectl\ e 1\ al s ro
measure go\emmenr perrormance =
RIC"A~D C T~ <0 d rt 10 nr ~ua / 0 /-, C 
Porr'~"d Or,go" SlrIC( 198J ",Jdru"cr, ~ "'0 J
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• ,qu,,,t ,ptal" .Jt GFO{ .J"d Ol~" P'o'''I1o>U
Off ~rr"'~S 01'1' Jud, rng .J"d "";,,,,111 m':l102gt"""r't'f

OO,'j ELL.! "'" P JE ....... .J SOflor ".,..:n"gt,."ort Juw 0

lor rht CU'o 0' POfTljJ1!.1 ";11 Otf" ,JudJlO ," ".;"t:.r 0'
f)U ~"""", SE 4. 'tDorrs I" .Jdd DI'l' to gOl t ....."".,
pt ,,,,.,,,~"(t .JUdlfll1~ j,.t "z '4. 0 ttd I" ""g"'~

tld"C.JllCJrr JUf)Dorr",~ ..c.;uJtrru( rtUQrch .pfa "'•.I'·_~t,.~

o,.,pulmg Sf". "~J



•

ESTIMATE REVENUES

Philip Rosenberg

One of the first steps that must be taken to prepare a budget is to esbmate how much
monev the murucipalttv will have a\ ailable to spend 10 the com1Og fiscal" ear Such an
esbmate \,lll be a summabon of

• The amount of transfers from the central government, and

• The amount oflocal revenue expected to be collected In the budget year

Important revenue Issues to consider 10 mak10g thIs esbmate are growth, flexibllttv,
dependablhtv, dlversltv, and abilltv to expand With econOmlC growth In Hungarv, the role
of mflab.on weIghs heavIlv on revenue eshmates Rapid 10creases In inflahon impact both
re\enues and expenditures When mak10g vear-to-vear compansons for the purpose of a
re\enue (or expenditure) forecast, an 1Oflanon factor must be considered m all proJecnons

Prelmunarv revenue eshmates should be developed 10 the early phases of budget
preparab.on In fact, It IS deSirable to present the Mavor with a prehmmarv eshmate of fund
aVallabthtv when the overall budgetary pohcv guldehnes are be10g estabhshed .lnIbal
eshmates prepared early 10 the budget preparab.on process should be refIned lafer, as
necessarY Anv slgrufIcant changes 10 revenues or 10 local econOmlC condlhons could Signal
the need to reVIew and revise eshmates AccordInglv, expendIture levels Will be Impacted
Since muruclpahhes must have a balanced budget

IDENTIfY REVENUE BASE

To make rehable eshmates, a complete understand10g of the pnnclpal re\enues upon
whIch the muruclpalItv relIes and the factors affechng them is necessarY

Some revenues are based on eXlsbng assets (e g, property taxes), some on Income, some on
econoffilc transacbons (sales taxes), some on pnvileges (busmess hcenses), and some on the
sale of goods and servICes Therefore, It IS Important for muruclpal offiCIals to morutor the
econoffilc achvltv takIng place withm the commurutv

PERFOR..\1 THE ANALYSIS

The method used to project local revenues WIll varY bv the revenue source Several
methods can be used to esnmate revenues, but a SImple, straIghtforward approach IS best
We present one pOSSIble method

A suggested techruque for makmg such esbmates IS known as trend analYSIS Trend
analvsls can be apphed to all revenue sources Includ10g busmess lIcenses, buIlding permits,
sales taxes, etc The approach reqUIres

1



• Analyzing rustoncal data (for at least three years),

Accountmg for changes In local re\ enue sources,

• Identlfymg posItive and negative economic conditIOns,

• Malang adjustments for inflation, and

• Malang good Judgments manalyzmg these data

ExhibIt
Steps In the Revenue Eshmahon Process

Estimate revenues for the upcommg fIscal year bv followmg these baSiC steps

1 Identify and hst each revenue source

2 Project each revenue source separately Each source is uruque and therefore trends
will vary bv source

3 Fmd the difference In collectIons between each J,Tear For example, the difference
between 1994 and 1995

4 Calculate the percentage change between each year

5 Repeat the above Steps 3 and 4 for other years covered by the analvsls and arrIve at
an average percentage change for all years DiVide thIs total bv the number of
percentage changes (e g, for three years of hIstoncal data, there would be two
percentage changes) Tlus w111 provide the average annual percentage change for the
penod studied

6 Calculate the budget fiscal year revenue estimate bv multIplvmg the current fIscal
year revenue by the average annual percentage change (from Step 5) Add the result
to the current fIscal year revenue to project revenue for the upcorrung fIscal year

2



To perform sImple trend analvsIs, assemble mformahon from at least the past three vears (a
longer perIod IS preferred) on revenue to be projected Then calculate the changes from
year to vear to Idenhfv a trend When tn mg to Idenhfv the trend, the best vanable to
measure IS the change m the revenue base (e g, growth or decline In property taxes, sales
taxes, etc) FIrst, the change m the base for each of the prevIous three or more vears needs
to be determined Second, an average change over the perIod IS computed Thud, the
average rate of change IS mulhplIed by the revenue base In the current vear to obtain an
eshmate for the budget vear Fourth, the budget vear eshmate should be adjusted down or
up based on changes In Inflahon, populahon growth or declIne, laws Impachng local
revenues, and econonuc achvItv

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
1991
1992
1993
1994
1995
1996
1997

AMOUNT IN FORINT
1,000
1,200
1,300
1,500
1,900
2,100,

For fIscal vear 1997, how much monev should be antIcIpated for tlus pamcular revenue
source' Bv usmg trend analvsIs, that IS, determmmg the average rate of change In the
amount collected over the past SIX vears and applvmg It to fIscal vear 1996 collectIons, the
estImated revenue to be collected from bUSiness lIcenses IS 2,436 fonnt ThIS eshmate IS
developed bv completIng the follOWing steps

STEP 1 CompIle the total bUSiness lIcense receIpts for each fIscal vear

STEP 2. Calculate the dIfference In the amount collected between each fIscal vear to
determIne a rate of change Over a SIX year penod, as m thIs example, there should be fI\ e
rates of change Usmg the vears 1991-1996, the followmg rates of change are developed

•

•

•

a

b

c

FY 1992 - FY 1991
FY 1991

FY 1993 - FY 1992
FY 1992

FY 1994 - FY 1993
FY 1993

=

=

=

3

1,200-1,000 =2 or 20%
1,000

1,300-1,200 = 08 or 8%
1,200

1,500-1,300 = 15 or 15%
1,300

\~



d

e

FY 1995 - FY 1994
FY 1994

FY 1996 - FY 1995
FY 1995

=

=

1,900-1,500 =26 or 26%
1,500

2,100 -1,900 = 10 or 10%
1,900

STEP 3 Sum up all the rates of change and compute the average rdte of chdnge over the
penad

20%
8%

15%
26%
10°6
79% dIVIded bv 5 = 16% average rate of change

STEP 4 Take the average rate of change, whIch IS 16°6, and dpply It to last year's collectIon
of 2,100 fonnt

2,100
x 16

336

STEP 5 Add 336, whIch represents the estImated growth rate, to last vear's collecnon of
2,100 fonnt, to obtaIn estImated revenue from busmess lIcenses for fIscal year 1997

336 average rate of change m fonnt over pdSt 6 years
2,100 last vear's collectIon
2,436 FY 1997 estImated busmess lIcense revenue

If a mumcipahtv does not have suffiCIent data on the revenue base to make a proJectIon, e:U1

alternatIve method of trend analYSIS can be dpplIed Instead of developmg lustoncal trend
data on the revenue base, a trend can be computed based dIrectly on the dctual revenues
collected m each year An average rate of change IS estabhshed and multIplIed by current
year revenues to obtam the budget year estImdtes (agam adjusted for changes m mflatIon,
populatIon growth or declIne, laws ImpactIng local revenues, and economIc actIvIty) For
mUnICIpalItIes WIth lImIted staff resources, the latter approach to trend analYSIS could
suffIce

In addItIon to IdentIfvmg local revenue, estImates should be mdde of the level of central
government transfers lIkely to be receIved Tlus major component of mumcipal revenue 15

verY dIfficult to predIct both In terms of the level of transfer to be provIded and the tImmg
of Its receIpt AssumptIons must be made, regardless of how unrelIable they mIght prove,
to make some projectIon of thIS entIcal revenue source As a startIng pOint, these revenue

4
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prOjectIons should be based on the pnor fIscal .. ear's receipt, adjusted for mflatIon and any
actIons the ~hmstrv of Fmance and the ParlIament are lIkely to take

This analvsls should account for the folloWIng

Changes m the law that Impact the mUnicipalIty's abilIty to collect the revenue source

• Rate of dehnquent taxes and fees Are all revenues due the mUnIcIpalIty bemg collected 10 a
timely fashton') If not, what actions Wlll correct thts sItuation')

• Out of the ordmary or seasonal changes 10 the revenue source For example, was a large one
time revenue received')

• Adjustments due to 1OflatIon so that real growth 10 re'venue can be IdentIfied

• Problems 10 collect1Og a particular revenue source

• ConservatIve forecast1Og It IS more Important to underestimate revenue projections than
overstate them Thts Wlll help to avoid budget shortfalls and the need to cut back sernces once
the budget IS Implemented

•After the analYSIS IS completed, IdentIfy when In 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 year Once the fIscal year begtns, morutor actual revenue collectIons agaInst thIs
plan and make adjustments accordIngly
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A Possible Method for
GOHrnment Fmanclal Capacity AnalysIs and Forecast

(the ClF Method)

by Andras VIg\'an

Introduction

This paper discusses a possIble method for mUnicipal budget analysIs and
forecast The method ~as first used by CredIt Local de France (CLF), a bank
for local go\ernments for analysmg and forecasnng Its customers' financial
capaCItIes The major busmesses of CLF Bank (keep m mmd, that the operatmg
budgets of local governments m France are financed from the State Treasury) IS
proVldmg adVIse for local governments on the preparatIon of
communal/mfrastructure proJects, proVldmg adVIce on financmg alternatIves
and fmancmg The model handles the most Important relatIons of mumclpal
budgetmg The mam purpose of the method IS to establIsh and forecast
munIcIpal credlt-worthIness Tlus purpose reflects the method's benefits and
strengths as well as ItS dIsadvantages and weaknesses The process explamed
belo~ has been deSigned as an adaptatIon of CLF calculatIon methods to
domestIc situatIons

The method sharpl) separates current, or operanng budget from capItal budget
Each term used by the method IS applIcable for analysIs and forecast because,
unlIke terms used m Hunganan publIc fmance accountmg, the terms used by
the method can be mterpreted relevantly The method uses four key terms for
analysIs and forecast These are the follOWing

1 operatmg mcome (m other terms gross saVIngs)
2 net operatmg mcome (m other terms net savmgs)
3 mvestment defiCit
4 total fmancmg need/surplus

1 AnalySIS

1 1 Operatmg lDcome

By that v.e mean the difference ofcurrent revenues and current e'CpendJlures m
the budget

There are three components to current Income centrally controlled funds funds
taken 0\ er for operatmg purposes and current own revenues

By current expendItures \\e mean the operatIng expenses of the budgetaf)
agencIes and the mavor s office funds handed o\er for opelaung purposes and



other cutTent expendItures (prunanly repayment of normatl\ estate
contnbutIons)

Under a normal, balanced financial management, the operating mcome IS
posItive, whIch means that current Incomes reahsed by the local government
proVIde enough CO" er not only for current expenditures but also some
Imestment and or debt serVicing purposes A zero or negatIve operanng
mcome reflects msufficlent fmancial management and/or fmancial COndItIOnS
(funds control)
It should be noted here, that the logtc reflected In the term IS not perfectly
relevant under Hunganan crrcumstances for several reasons Frrst, because the
most part of current revenues of local governments m Hungary come from the
central budget and the Health Fund, and those funds usually fad to cover the
costs of sernces prescnbed, therefore no savmgs can generally be aclueved
from tlus group of current mcomes The second problem IS that Wlthm 0\.\'11

muruclpal revenues (that are low enough m themselves) the proporllon oftaxes
IS low That means that taxes have httle posslblhty to fulfil therr functIon to
proVIde funds for capItal developments m the commuruty Taxes, therefore,
cannot at present fmance the capItal mvestments necessary for proVldmg pubhc
goods The thrrd problem IS that operatIng fee revenues mcIude no or
occasIOnally some depreCIatIon, therefore the costs of former capItal
mvestments WIll not or not fully be recovered

1 2 Net operatmg IDcome

The net operatIng mcome IS the difference of the operatIng mcome and debt
sen1cmg By debt serncmg we mean mterest payment and pnnclpal repayment
on any loan funds (e g loan repayment, bonds repavrnent) In the current fiscal
year The debt seT\l1cmg level IS subject to the level of Indebtedness and the
changtng money and capItal market condItIons Because the nommal amount of
mdebtedness IS mlsleadmg many tImes, usuall) several mdlcators are used for
measunng It, mc1udmg debts per capIta.. debts/current re\ enues debt
SeT\1cmg/operatIng Income, etc
A pOSltI"e net operatIng mcome shows that operatIOns generate some funds that
can be used b\ the local government for capItal mvestment purposes A
negatI\e net operatIng mcome shows that the local go\ernment must use funds
for debt SeT\1cmg eIther from ItS 0\\'11 propem re\enues or addItIonal loans
The former practIcally means USIng up propem, the latter gettmg Into a "debt
trap

1 3 Im.estment defiCit

That term means the difference of mvestment 01 capital type of expendItures
and re\enues L nder normal finanCIal management that part of the budget IS m
defiCit ThIs sItuatIon means that Investment funds come form 0\.\11 property
re\enues resenes made earIJer the current budget (usuall) tax revenues)

•
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and/or loan funds In the case of mvestment surplus eIther some reserves are
made or the net operatmg deficit IS financed from mvestrnent funds If debt
servmg on mvestment loans are fmanced from mvestment funds, It only means
actual realIsatIOn of own property revenues advanced earher When the
operatmg deficIt IS fmanced from mvestment funds It means USIng Up own
propeI1) In the present penod of the Hunganan murucipal system, Investment
surpluses are generated many tunes due to fluctuatlon m own property mcome
and pnvatlsatlon of munICIpal property Investment surplus may also anse due
to the uruque mechamsm of apphcatlon for and award of state funds (note e g
projects With more than 100 percent subSidIes)

1 4 Total financmg need/surplus

That term means the fmal balance of revenues and expendItures m the current
year, wluch IS the resultant of the two parts of the budget (the net operatmg
mcome and mvestment defiCIt/surplus) A pOSItlve value of tlns shows makmg
reserves, a negatlve 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 comrnurutles or specific commumtles If
figures on facts are calculated USIng the above lOgIC, then It becomes clear that
It IS rather nsky to make forecasts on trends Attached are some calculatIons
under the eLF model for the local government sector as a whole With
appropnate mput figures applIed, the method can be used for analysmg the
fmancial CapaCItIeS of speCIfic commuDitIes or for developIng mvestment
alternatIves and forecasts necessary for credlt-worthmess analySIS

2 1 Input figures for a commumty forecast

2 1 1 Macro economIC Input figures
• mflatIon rate (easv to quantIfy)
• expected Interest rates (quantlfiable, too)
• changes In funds control and state subSidIes (dIfficult to quantIfy,

scenanos WIth vanous condltlons are worth to use here)
• lIkelIhood of revolutIonary changes to happen (e g changes In

mUnIcIpal competenCIes mtroductIOn of net wage fmancmg
mtegratIon of the sector mto the state treasury) (these are difficult to
quantIfy as well, vanous scenanos are to be used)

2 1 2 Input figures on local socIetal and economIC condItIons
• changes In the sIze and composItIOn of the populatIOn as well as In

econonuc actIVItIes In the commumh (m order to estImate
educatIonal health and SOCIal care needs)

-.;;



• changes m the economIC output of the commuruty (changes m PIT,
and local taxes)

• expected capItal mvesttnents m the commumty
• local real property pnces (for estImatmg sale mcomes, dutles and tax

bases)

2 1 3 Assumptlons on muruclpal financial management
• estunanons on the operatIng costs of the network of msntunons
• rehablhtanon and capital mvestrnent needs
• Ideas about possible state grants for capItal mvestrnent (whether local

capital mvestrnent goals are generally supported, abllItIes for
lobbymg, etc) (scenanos)

• property management and capItal budgetIng strategtes (property
valuatIon, pollcy on mvestments and borro\\1ngs) (scenanos)

2 2 Steps of the commumn level forecastmg

22 1 Forecast the operatmg mcome based on estImatIons about nonnal values
of current mcomes, and real values of current expenditures (Under the adopted
CIty polley, there IS no automatIc real calculatlon for current revenues, and
there are ones on the expenditure sIde)

2 2 2 Detennme the net operatIng mcome usmg the estImanons on debt
servtcmg

2 2 3 Detennme the amount of mvestment deficIt based on eStImatlons about
own property mcomes (under vanous scenanos) and rehabllItatlonicapItal
expendItures (several alternanves)

2 2 4 Detennme the fmancmg needs
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eLF model for the mUDlclpal sector as a whole

At current pnces In Ft 'mllhon
Own current revenues
State controlled current revenues
Total current revenues
Total current expendItures
Operanng Income
Debt semcmg
Net operatmg Income
Own property mcome
Own property mcome from the state budget
Total own propert) mcome
Im,estment and own propert) type expendItures
Investment deficIt (surplus)
FmancIng needs (surplus)

Balance sheet total
Consumer pnce mdex (% prevlOUS year - 100)

1990 1991
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User Fee Establishment
Depends on Community·

By PhliJp Rosenberg

•

•

•

li
er fees and charges pose unIque

concerns regudlng the financing
of serVice delivery While there

arc a number of advantages for estab·
hshmg a syste-n of fees and chuges the
pubhc IS clearly concerned with how
much It will havc to pay In formulat
mg user fee Cinanclng strategIes pubhc
offiCIals mwt be prepared to dul with
how serVice costS will be dlStnbuted
among the vanous users present and
future

Community Investments support a
diverse array of faCilities services and
programs Some faCilities suc' as rec
reatlonal servIces are used voluntanly
while other services bel'efit the general
public regardless of he needs or re
qUlre-ne'lts of ,'Ie mClvldual While cer
tam faCilities provloe be'lefiu In dm:a
proportion to consump Ion other ser
Vices prove adml'llstratlvely difficult to
measure on a usage basiS

In estabhshlng pnc ng strategies lo
cal offlc als sr ould conSider whether
the e 'leeds to be a charge for those ser
VIces hat prOVide be'le -Its to the entire
population of the community or should
the services be I'"'lanced throus"! general
revenues

Once a decUlon IS made to estabhsh a
fcc what IS the baSIS for the amount
crarged'" Should "Ie fee estabhshed reo
cover a portIon or the full cost of capi
tal developmen '" Should the fee cover
only operatln g -natntC'1ance and ser
Vice delivery COSts'" ShOUld everyone pay
the same amou'lt'" Can the user and
non usc be Ide~ tied'" Should persons
of varvlng Il'cones pay the same
amoun '" ShOUld "Tlclng Include the
narglOal cost of capital developme'lt to
-nee the 'lee:::~ of panlC:'~lar users'" In
oe-d there are 'nanv questlons to be
answe ed es~-· ally regardmg the fol
lOWing pnc rg c:onslde'atIOns

eCOSl one· -0 - P Ices are gener
aled 10 recove cOSts or reVe'1ues In ex
cess of cost

• Compe 1 'on-one'lled - Pnces are
Influe'1ced ''1 ;:lart by what the user
wou d '''lave 10 P:lV 10 ootarn lhat serVice
fron an aile -:1, Ive aVal1aOle source

e De-nara 0 le~Ieo - P'lces vary In
rel;llIon to Ire ~u-ne·' of ::ersons who
want the se'Vlce ,'1 ::a t1cular ways
dl.. l~g partlc~la lnes at particular 10
cations

eC:lnve- e"'ce oriented - Pflces
vary 10 re .... e" "Ie va,.Je of '''Ie conye

I.mertean CIty" County/June 19!5

mente of the semce or the manner In
which the semce IS l'aJd

.SOCletY~nented - Prices are ad
Justed to reflect sOCietal objectives
(lower pnces for the poor hIgher pnces
to dIscourage ccnaJn types of actIVIties
such as over<onsumptlon of ltmlted re
sources)

In selecting the appropnate strategy
the smgle major Issue asSOCIated With
fees and charges IS related to the equIty
of prlctng pubhc goods and services
Although some offiCIals may argue that
fees ue mherently eqUItable bceawe the
user pays for the 100cis and serVices

consumeci whIle the non user does not
SUbSidize the capital cost proVISIon
there ue two dimenSIOns to the estab
lishment of a fee structure that IS faIr
and equitable

• pncmg to reflect the cost of serytng
the mdlvldual user and

• prIcing to reflect the IndiVidual
user s ability to pay

Local government serVIces arc not
prOVided to the public without cost
Yet the equitable dIstribution of the
cost IS typically ciemancied bv the pub
lic slOce the portIon of service costS not
supported by fees represents a pl..bbc
subSidy

If public offiCials could accurately
apportion costs 10 the user then every
one would pay their fair share ThIS
would requIre lhe apphcatlon of mar
gmai prIC ns technIques wnere n the user
pays the prec se portion of necessary
costs Margmal prIcmg IS b:ued on such
variables as capital capacity and de
mand

SlrlCt adhe'ence to m:lr;;lral cost
pr1C: ng could mean lhat full costs arc
not recovered For example one addl

tlonal homeowner hnlted to :1 wastC'Wa
ter treatment faclhty that IS operating
under capacIty adds very httle to the
operational and development costs of
the facility Because of these eompial
ties lcxal 0moals etther opt for a nat
rate fe: structure or a modtfied versIon
of mar8lnal pnong

The degree of benefit an IOdlVldu:ll
receIVes from a caPital asset wtll also be
v:mable and the prIcIng strategy sc
lected may reflec:t appro:umatlons of the
benefits actually receIved For c.umple
capital Improvements 10 a commerCIal
development dlstnet may gIve a grcater
bene Cit for owners of developed land
than owners of vacant land In these
eases i certaJn degree of unfauncss IS

IneVitable and I'ubltc offiCIals must
strive to select the pricIng mechanISm
that offers the least net penalty

Honzontal equlty
One approach to establtshtng an eq

una ble fee IS to apply an Identlcal
charge across the entire wer population
- honzontal equity By creaung a fC'C
structure that promotes hOrizontal eq
Ulty local offiCIals se:lc to collca a Un!

form amount that spreads program
costs evenly among all users In some
cases thiS approach IS both rauonaJ and
appropnate where those who malte
equal use of servIces pay equ:ll amounts
and where there IS constant servtt'e de
mand througnout the year

However honzontal equIty may not
prope ly dlstnbute the real cost to all
users A nat rate sewer charge means
that those reSidents at some dlstanc:e
from the sewage tre:1tment plant poay t'le
same amount as those residents near the
plant The Oat rate sewer charge mav
look falf (everyone re,;elves servIce
everyone pays for It) but does nOf re
flect the troe capital rost per usc' smc:e
the communlly expends more dollars to
prOVIde the serVice as development
spreads to new areas Because Infr:l
structure deSIgn must meet the pote~l,al

demands of most ~ak load .1tU:lllOnS
a flat rate WIll not reflect the In~c'1
tal or marsmal capllal cost aSSOCI:lI~

with exp.lnd~ c::spaoty IndiVIduals us
inS the faCIlity III off ~al hours '" III 10

essence be subSidIZing IndlvuJuals '" ho
usc the faCIlity durmS p<:al.. I~d SltU:l
tlons

Us"r f~ have often been CIl~ :IS a
form of rq.reSSlve ta'l:3l1on bCC:luse
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lower Income famIlies and individuals
pay a disproportionate share of theIr
Income for pubhc goods and services
InS!ltUllng a fee to cover capItal and
operating costs may exclude the poor
from benefilling from services that had
prevIously been prOVIded fret of charge

Addlllonally some offICials argue
that fees are a more equitable pnclng
mechanism than the property tu This
argument suggests that low Income per
sons through the property tax or mdl
rectly through rent pay for services they
mayor may not use In hiS book Rt
bUlldmg Amtru:a FinanCIng PublIC
Works In tht /980$, Roger J Vaughn
makes the case that low Income house
holds represent a dtsproportlonate share
of mass transit and pubhc 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
pubhc goods and servIce one Wishes to
consume the poor Will have an In

creased ooportumty to pay for only
those services thev actually use

In spite of these arguments public
offICIals have instituted dlfferenllal
pncmg mecrantsttls that are deSigned to
meet the needs of the low mcome the
elderly and the youth of their commu
nlty Vertical equity refers to the dlstn
butlon of cos among I sers based on
differing levels of Income (ability to
pay) or dIffering consumption levels
Sentor citizen or youth fares for pubhc
transportation are not uncommon

The declSlon to give preference to
these groups m pncmg may also be In

nuenced by adminIStrative slmphcltv
Pricing water on the baSIS of one s abll
Ity to pay may cause adminIstratIve
nIghtmares In these Situations It has
been suggested that the poor be pro

• vlded \lolth some form of dIrect subSIdy
to pay for these servIces

Local governments compete \lo Ilh
each othe to atlrac, or retain busmess
and Industr) When estabhshIng a fee
structure care must be taken to con
SIder the fees Imposed by neIghbOring
Junsdlc Ions and communltles of SImi
lar sIze and service dehvery Do they
charge a user fee' How much do the)
charge' \\ hat are the bases for the fee'
If fees are too high and too numerous m
conpanson with cO'Tparable commU'11
ties In .he surroundIng area the com
mumt' s competitive position can be
adversel) affected

Identlh Ing fee services
Bevond the publiC policy and equity

Issues assOCIated With the estabhshment
of user fees the e are some questIons
that mJst t:e ans ..... ered before a fee IS
determmed \\ ha servIces should be fl
nanced by fees' 'W ho WIll pay' How
much Will they p:n'

Generally the use of fees to finOlnce
speclfl~ ,>pes of se Vices ",,11 be mnu
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In selectzng the
appropriate strategy,
the suzgle major ISsue

assocUlted WIth fees
and charges IS related

to the equIty of
pricing publIc goods

and services.

enced by the local government's legal
capacity to levy a charge the avoulabll
uy of alternative revenue sources the
SOCIal and polltlcal chmate of the JUns
dICtIon and the pubhc s wllhngness to
pay

ServIce can be prOVided as a contln
uum \lotth pure community Wide faclh
ties (pubhc schools pohce protectIon) at
one end and pure private type faclhtles
(pubhc utlhtles) at the other end Wlthm
the two extremes fall a number of ser
VIces that have both pubhc and private
qualities As the service provISIon moves
across the continuum from pubhc to
private the funding composition shifts
from general revenue financmg to fee
based fmancmg Those capital Items
falhng m the mIddle may be financed
dependmg on pubhc policy by a com
bmatlon of each revenue source

Another Important conslderatton IS
the ablhty to distingUish those who pay
for servIce provIsIon from the non
payer There are a number of servIces
for \lo hlch It IS relatively easy to Identify
and charge the consumer for service
use

Conversely a betterment charge for
the msta11allon of street hghllng mOlY
benefit not only reSidents of the street
but those who travel through the 3rea
If the non payer cannot be e~cluded

from the benefits of 3 fee bOlsed service
there Will be a number of negattve re
suits First those who pay for service
Win vOIce conSlder3ble protest to whOlt
they mav conslde" to be 3n UnfJlr
chOlrge Second no one WIll pOly for the
service If they CJn receive the beneflls

BEST AVAILABLE COpy

Without cost Third those receiving s.er
vlC:e prOVISion without cost may over
consume

Determining price
Ideally no actIvIty should have a Sin

gular basIS for determinIng Its price
The de..elopment of a fee stnl"1ure has
three essential elements

eQuantlty - charge on the amount
consumed

eCapaclty - charge on the fuJI cost
of proc!uclng and

e Location - charge related to den
slty and location

A fee may be deSIgned lO Incorporate
components of eacr of lhese lhree ele
ments For example waler supply may
Incorporate zone (location), peakload
(capacity) and the amount consumed
(quantity)

Essenttal to estabhshmg the fef: IS the
avallablhty of accurate cost mforma
tlon The: estabhshment of a rate that IS

bUIlt upon faulty cost mformatlon ere
ates a multitude of problems

The total cost of any activity IS de
rived from two elemenls dIrect costs
and indIrect costs Om.'" cost. can be
readll) attrtbutable to the prOVISIon of
a spectfic good N oehvery of a partlCU
lar servIce Dlrec, costs mclude labor
and contracted services matertals and
supphes IndITect costs are not readIly
attributable to a service yet the costs
support service prOVISion TypIcally In

dIrect costs mclude data processing fi
nance personnel utlhty costs and other
costs that cannot be related to a spec. fic
servIce or activIty

The fee selected WIll be mOuenced by
a communltv s pricing objectives If the
pnnclpal cum of estabhshmg a fee IS to
guarantee where pOSSible full cost re
covery local offiCIals need to 6amlne
the capablhty of the fee to generate rev
enue equal to the capital and operating
cost of servIce If the purpose of pnclng
IS to control demand and lessen waste
and over consumption the fee shOUld
renect thiS concern If there are slgntfi
cant capital time or matenal cOSt dlf
ferences these factors IIJce"'lse need to
be conSidered m the pricing strateg'

AdmInistrative capacity to establish
collect and monitor vanous types of
fees should also Influence the fee seiec
tlon deCISIon The deme for adml'IS
tra Ive SImplicity and the hIgh costs as
soclated With monltonng certam \ an
able pncIng structures ma, lead 10 the
establtshMent of less precise pnClng
mechanIsms Where thiS IS the case a
commmunltv mav use such 'an3bles JS
100nd areOl front foota~e or land \Ollue as
pro'l:les for more Olccur3 e mdlcJtors of
IndlvlduOlI use -

PhilIp ROS~lIb~rg IS Iltt jO/,lllrltr oj Phlhp
Rostllb~r~ .< ASSOCICI/,S a fl"clIf:la/ a"rl
"'c"c~/,",~'" srrCI/'~II'S rOf',,/,l1 '''~ firm

for '0' rr"nrr'" '" Or//'a" I Q

American City & County/June 19115
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EvaluatIng Alternative
Revenue Sources *

by Ian J Allan

Loc:Ll governments eonllnue to oper:llC In:l difficult Jisc:Ll
envlronmert mOlde worse by the effects of :m economic
recession Of InCre.:lSlOg corce"Ti to m:my finOlnce officers
IS the drop 10 reve.,ues from economlc:Llly scnSllIvesources
that h:ls led to budget shortfalls:md dcficlts Thc fin:lnCl:Ll
dlfliculues e.,coW1tered by state governments h:lS led to
cl.lbOld..s m st::lte aid lO loco.lIlles :lnd compounded the
problems faced by local gove"Timents

While redueuons In spending COln be a p:ll1 of the soluuon
to Ihe Jisc:Ll problems of loc:Ll governmcnts m:lny have
found thOlt e:tpcndllure demands h:lve mcre:lSed dunng the
Ctrent recession As a result of thIS situation many loc:Ll
go\ernmenLS are consldenng the adoption of alternative
sources of revenue to bolstcr saggmg colleetlons 11l1s
t::l.Sk has bee., made more c1lfficult by tax re.. olts In some
are:lS that have made It IOcrC:lslOgly prooler'1atlc:Ll for
loc:l.! governments to r<Use needed revenues u~rough tbe
use of Ihe re:Ll properly t.:lX

The pUl1l0se of thiS Rese.:ll'C"l Bulleun IS to provide gUid
ance to Ihose JinOlnce office's cOOlemplaung Ihe Oldopuon
of ::I'lCrr:lUve revcnue sources and lO enCOur:2ge [ocJ.!
gO\(~i1menLS to d/"\e'op fonnal statements of revenue
policy It ncludes dlscusslon ofloc:Ll government revenue
pOI CY J.nd OlpprOpn:llC pollc I gO:l1s a procedure for Iden
ui'r ,"'g t.:lX and other revenue alternauves a me'hod for
eV311..OlUng specific tax and use" c"large alternatives and
Ire ,...;; :':'_C1S of r::venue structure reronns for a [oc:Ll
gO\C"Time.,t .. creell surcmg This mfOml:lllOn c:ln assls.
fir:lr:e offce"s 10 conduc..mg evaJuauons of the r revenue
SlrwC ...re :ll"d In provldl"lg ?01Jcy adVice 10 the elec..cd
offic ::lIs wro are ulllmat.elv responsible for adopu1g
c"l::lng~s 1

Evaluatmg Local GO\t'rnment Revenue Pohe,

Government Fmance Officers Assoclaoon
Government Fmance Research Center

1750 K Street ~ W , Washmgton DC 20006
(202) 429-2750

Idc:l.lly revenue polley will reflcet 3 community s funda
ment.:ll values such:ls the desIre to ensure that the hVlng
standards of elderlv and/or low lOcome homeowners are
notadvcrsely :J.ffccted by tlSlng residential propeny values
and properly t.:l:t bills In rc:1hty S~le rcstl1cuons on local
revenue r<Usmg ::Iuthonty prevent revenue policy from
fully retl~ung these fundJrnent::l.l v:llues In many states
Il IS not poSSible lO reduce 10c:Ll dcpendence on the re:Ll
property L:U:lI1d lhus blunt thc Impact of nslng properly
laX bills b~Juse St.:lle governments have restncted the
Olblhty of 10000I governments 10 diversify theU' revenue
structures through the ImpoSlllon 01 mcome or $:lIes t.:lxes

Why reform the currcnt revcnue structure? Reforms are
oflCn proposed:lS a me.:lrtS of defusmg ol fisc:ll or polll C:l1
cnsls For eX:lmple at the present ume :m economic •
slowdown IS forcmg m:my loc:ll governments to reView
and reVIse thClT eXisting revenue structures In order to
gcneT:lte sufliclc.,t funds to meet growang expendnure
demands Anol."ler typlc:Ll ex:unple of reform IS where a
1cx::Ll govcrnmcnt responds to growing complamts about
nsmg property L:U bills by atternpung to diverSIty ti'e
Jurlsdlcllon s reVe'lUC rose :lOd reduce Its dcpendenee on
the re.:ll propcrtv t::l:t Revenue poliCies are also reformed
because one fe.:lLWe of the t.a.x and revenue system has
f::lllcn out ofllne For eX:lmplc thc need for :lnd pur;;ull or
revenuc adC4uacv may crCOlle mequiUes m the L:U burd:::.,
that must be Olddresscd at some POInt In ume

Policy Goals

WhJ1e opportunlllCS for compre'1enslve refom 01 a loco..!
govemmC'll S re\c.,ue p:>lIcy and revenue struc'ure are
r:ll'C CVOlluatlOn of sndlvldu:Ll rc\cnue sources IS qw ~

common Prior '0 conducting an evaluation of the 10COll
revenuc StrllC .Jrc It IS Imporunt to revle .... \lth:n are
generaJlyconsl(:ic-ed 10 be lheappropn3lC goals oCre.. enu:::
poliCY The gO..lls dlscusscd below ::lrc nOllls.cd In oreer
of lmporunce nor are they mUluallv c,;cJuslve conJllctS
and tr:lde-<ltfs bClwcen Ihem will be mc Y1~ble

Political Accept::luJilly Taxpayers expect f:llmess In t.."le
d s::-o(.( on oll"e t.:l'( burdcn311cl an undersundmg 01 10W
Lhe bu'dc'l LS J.l1c.._e.d To tOCTC:!Se t:lxp:1yer unac'st.:U1d
Ittg Oi ll".c W :"1J evc..,ue SYSICr-l comple,uty sho\,.'':' ~c
U';;t .03l 'TllnlM_'" and the :J.Ssumpuons underlymg t.."e
revenue poltcy m:ldc expllc,[

•

•

Rcvc.,uc policy In Its S r--; .:st form I1:prcscnts the set of
d~ s Of'S m:lce rcgudlng tl"e r.uslng of revcnues to fund
lhc 0pc~liors of gOVC""lmc"t :md IS rc.'lcc cd ,., "'c :.:l;.:c.=

fces Jnd usc' C":lrg:s Imposed wllhtn ~ ~-.=c.l~ ,'It."1S

dlcwon \1:mv locJI govc""lT"cms 10lek a (Of'n"ll c:::nj:t':
hc.,sl ..e S••:llC..,CnL ot re enl.c ?Olley their t:u :md revCo'1UC
:leliOns ::Ire '11::10C In<;tC:ld on:ln:ld hoc fngment..1ry b1<;IS

• Repnnted \\!til pemusSlOn of the GO\ ernrnent Fm.111CC Officers Assoclauon. pubhsher of ('J\ cnunent FtnanCc
Re\lc\\ 130' \llctugan A\e Swtc SOO Cluc:Jgo Il. CSA 60601 (312!9-,,;"-9~(lO Compuscne addresc; 7~~3122"1
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Politically acceptable revenue policIes will to a celUln
extent reflect locallI'3dluon and pohucal atutudes Pnor
to altenng eXlsung re\enue policy areVlew ofthc polllical
envU"onmentmust be conducted An Importantcomponent
of tillS review IS an examination of eXlstmg revenue
capacity and revenue effort mcludmg compansons With
other Junsdlcuons If such data are avaJlable Revenue
capacity gauges the ability of a government to r3.lse rev
enues and IS measured 10 terms of per caPita personal
InCome Revenue effort IS a measure of the actual amount
of revenue talsed by a government, and IS often measured
In terms of revenue per capu.3 Evaluaung local revenue
capacity and effon can reveal cluzens atutudes and pref
erences towards LaXauon and the level of taxation that they
are willing to bear

Revenue Adequacv and Stabllltv The revenue structure
should prOVide the government with su(ficlentrevenues to
finance desU"ed public ser.lces Creating an equlllbnum
between the growth of re\ enues and the aCuvltles that
go\emments fin:lnce Will be dIfficult to achieve but IS a
worthwhl1e obJecu\e Ideally revenue Yields while re
sponslve to Income and populauon shifts Will be depend
able and predIctable Economic recesSions :lnd changes 10

state and federal aid dtstnbutlons ~n have a negauve
Impact on revenue growth At the present ume duc to the
effects of economic receSSIOn revenue adequacy IS a
major concern of governmcnts at all levels

Revenue Diversification An opumal revenue structure
Includes a balance among the major taxes of property
soles and Income minImiZes the usc of nUlsonce taxcs and
reIJes on user charges where feasible Taxes should be as
broadly based as poSSible to allow for lower tax rates and
Improve economic effiCiency Diversity In the revenue
structure IS deslTable for polillcal :lnd SOCial reasons

Adlverstfied property taX base With a balance between the
dlffe cnt classes of property IS dcslrable because It wIll be
less vulnerable to economIc shifts To achieve thiS aim
Ilnkages betwee'l tax pollcy and plannlOg/zonIng poliCY
shou Id be forged In the short term a balance between the
vanous classes of property Will be hard to achieve In the
long term particularly 10 growlOg commumues such
balance IS a good p::>sslblhty

EqUity The dlstnbutlon of the LaX burden and the benefits
of Pl.oltc servIces should be equitable Honzontal equity
requires that the treaunent of persons In Similar economic
cU"cumst.:lnces be equal Vert1~1 equity requites fauness
In the dlstrlbuuon of Ilablhues among persoTlS 10 different
cU"cumstances

Economlc1'oeutra1l1v The IX( and revenue system should
malOtaln economIc neutrality, promoung growlh and the
effiCient :lIlOCJuon of the economy s resources The goal
here IS to minimiZe unmtenuonallnterference with pnvate
economic decISIons In the process of raising needed rev
enues

AdmlOl~tratlH Feaslbllltv The complexity and cost of
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collection of revenues must be conSidered pnor to adop
tIon of a particular t:u or revenue source Compltance
should be mJdc Simple cerUm and Incxpenslve for the
UXpayer and admlOlStrauon easy and economical for the
UX collector

Self Sumclencv To the extent poSSible It IS Important not
to be overly reliant on federal and state aJd so that cud
reducuons or cutoffs do not mterfere With the prOVISion of
vIL'l1 services or distort budgct deciSIons

PolJttcal Feaslblhty The use of particular taxes or rev
enues by state governments may preclude thetr use at the
loc31level because sUtes may WISh to reserve the tax or
revenue base for their use alone Local governments
should conSider thiS when e... aluaung revenue alternauves
and pursue those alternauves which are pollllcally feasible
Lcglslauve advocacy may be required 10 some cases

Political Accountability Increases 10 loc:l1 ta;(es or other
revenues should be the product of deliberate legls1:luve
action :lnd not Inherent structural features of the tax and
revenue system that result 10 automatic rate hikes Agood
e:tample IS the real propert) tax and propeny assessments
that have Increased from the prevIous year resuJung In

higher propeny t:lX bJils unless the tax rate IS lowered
Some local governments deal with thiS phenomenon by
adopunga truth m-LaXauon law thatsets aconstaIlt propeny •
~ yIeld r:lte and prOhibits Incr~ses In property t.:Ix leVies
unless public hearings are held

Accounting for Tax ExemptloTlS,Abatementsand Reller
Progr.lms By trackmg and accounting for the value of
taxes and other rc\enucs foregone by a local government
for the purposes of prOViding Incenuves to bUSinesses or
for t.:Ix rehef for low Income propenv owners a govern
men! can more eaSily comp:ue Its costs With the bene'iLS
obtamed 2 A word of cauuon It ~n be dlfficu't to
measure the benefits associated WIth tax abatements and
othcr relief progrJIns and local governments should be
careful not to exaggerate their size

Exportmg the Tax nurden Tax c;l;port.:lbllllY can be
defined as the abllilv to levv t.:lXesorotherrevenues In such
a way th:lt the burden IS borne by taxpayers outside of lJ"e
JurisdictiOn of the local government. Exporting the t.:IX
burden IS a desU"able goal because It lessens the burden on
a local gove~ment s reSidents Re1311 sales and hoteV
motel accommod.:ll1ons taxes are generally the most ex
portable

Taxes can also be exported to the federal government
when local governmenLS t.:l.ke advantage of the deducubll
lty of local propcny and Income t.:Ixes from the federal
Income tax When searching for re\enue alternouves
deductibility (or the lack of It) should be a conslder:ltlon

OrdInance ConsulidatlOn To ensure gre:1ter control
over a government's revenue policy local laws regarding
~es fees :lnd user charges should be consohdOled This
\10111 enable the IOC:l1 leglslau ve bodv to review them on a
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regular b;lSIS -e:lSl1y and comprehenslvely·-and reduces
the chance that 'old' rates will rem:lln an effect due to
admmlSlJ'3uve neglect

Other Valid Goals A local governmem revenue policy
may reflect other goals of the communllY such as the
preser. auon of hIstonc properues or provIsion ofpropeny
tax rehef to homeowners These goals may conl1lct With
other pollev goals such as the need for revenue adequ:lcy
and subillty or the desire LO mamla1n economic neutrality

In !.he process of exammmg altern:luve revenue options
!.he goals outlined In thiS section can be used as a means of
assessmg the feasibility and desltablllty of the vanous
opuons as they might be applied In a local JunsdJcuon
Failure to fully consider !.hese goals could lead to future
fiscal and/or economic difficulty pantcu!arly If decISions
are made regarding revenue sources thm account for a
large propoltlon of the Junsdlctlon s revenue base The
apphcatlon of these goals to specllic revenue alternatives
IS more fully discussed In the section on e.aluaung alter
n:lllve re'enue sources

Linkage With FIScal Policy

Re.enue policy IS lnext11cably linked With fiscal poltcy
An e. alu:ltIon of revenue policy should not be undcrt.:l.ken
Without an evaluauon ofexpenditure policy Ofp:lntcular
Imporunce IS the Idenuficatlon of the level and mIx of
services that laXpajerS Wish to suppolt Essentially a
pollucal deciSIOn thiS IS one ofthe more dlfficultchallenges
facmg anv go.ernmenL None'heless only by Idenufymg
Ihls target level of laXation can reform of the revenue
structure be completed successfully An addluorul con
cern IS that the re' enue structure conllnue to generate
suffiCient revenues to meet future spendmg requltements
whde meeting other revenue policy goals

Lmkage 'f'.llh Economic DeHlopment Strategy

The revenue poliCy m pl:3ce In a local JunsdJcuon directly
affects the bUSiness climate and economic development
efforts Pohcy makers need to understand how the current
revenue structure affects the economy and how proposed
changes may Improve or hmder future economic acuvlly
and take mto account the mteractlon between taxauon and
economic aCllvlly when adJusllng local tax rates

Local government policy makers aware that they :U'e m
com pctltlon With other Junsdlcuons for economiC devel
opment projects attempt to maIntaJn a healthy busmess
climate m order to dJscour.:lge bUSInesses from relOClung
to another jUnsdlCUon and to encour.:lge busmesses 10
C:lled elsewhere to relocate m Lhe local Junsdlcuon Fear
of developmg a lcss compcuuve ux climate than neigh
bonngjunsdlCtlOnS has caused many local governmenlS to
raise re.enues through the Imposition of additional user
ch:lrgcs and fees ralher than by r:uslng major ux r:ltcs
ThIs can result ma more bal:lnced UX and revenue system
:lnd may ulumately be of greater benefit to a local
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government s resldenlS and enhance economic develop
ment efforts

Important quesuons to ask are Would a ux or other
revenue change force a bUSiness to leave? Have any
busmesses complamed of heavy tax burdens and finanCial
dlfficulues? Would Lax Jncenuves offered to busmesses
undermme re' enue SLablhty" Would a tax or other revenue
change contradict past pohcles mcludJng the granting of
tax abatements LO busmesses"

Steps In the Identification or
AlternntJve Revenue Sources

Local governments consldenng the refonn oftheir revenue
pohcles will want to Identify alternauve revenue sources
The Idenuficatlon of such alternatives can be accom
plished systemaucally through an examination of eXlsung
local revenue ralSlng authomy. a review of the expenence
of other Junsdlcuons and an evaltmuon of the local
economy

Examme Loc.!1 Revenue Rnlsang Authonty

Local revenue r.l.Islng authomy vanes from state to Slate
dependmg on a number of f:lctors mcludmg whether Lhe
state In which the local government IS located allows
"home rule' or IS governed by what IS known as 'Dillon's
Rule Local governments granted home rule status are

•often allowed Wide laLJtude In the sclecuon of taxes and
other revenue sources and only those laXes and revenues
speCifically prohibited by the state constltuuon or statutes
are unavailable for lhw use In Ddlon s Rule Slates only
!.hose t.:lx and revenue sources speCifically approved by 1.he
state for local government use are available to those
governments Currently, fony~ne states have granted
home rule to thelt CIties whIle twenty eight St.:ltes have
proVided home rule to Lhelt counues

Taxes and other revenues that are not currently legal under
st.:lte conSUlutlon.J1 or Sl.1tutorv l:lw would requite changes
In those laws or Lhe passage of enabling leglslallon pnor to
thelC adoption al the local level This does nOt preclude
local governmentS from pursuing such changes but m:ly
make ItdJfficult to adopt certa.m types ofuxesand revenues

Once the review of the Sl.1te constlluuon and Sl.1tutes has
been conducted the next step IS an examinatiOn of local
law Two things are Imporunt what revenue r:usmg au
thomy currently eXIstS and what enabling leglslauon
would need to be passed In order to :ldopt new taxes or
other revenues In most junsdlcuons local ordmances
will be necessary In order 10 adopt new t.:lxes fees or user
charges

Examme the E"penence or Other Junsdlctlons

Along With the reView of local revenue r<Usmg :luthontv 11

IS usually \loorthwhlle tocxamme theexpcnence of SlmJlJ.r
JurIsdiCtiOnS bot'l wlthm the Sl.1te and In oLher Sl.11CS The
revenue raising expenence of other local go.ernmcnLS
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located within state IS particularly helpful because the
resldems of those juns(!Icuons may have similar atutudes
and tr3dltlons regard.lOg t:1xaUon This Jnfonn,ltIon will be
helpful In gauging the feasibility of Imp:Jsmg new t:1xes or
other revenues In a junsdlctlOn

The expenence of junsdlcuons In other states IS oftcn the
best source of mfonnauon about potenllal t:l;Jt and revenue
opuons Such a reView wIll not only provide mfonnauon
on tax and other revenue optlons that are not permllled In
your state but can also provide a sampling of IJ1novallve
revenue reusing practices 10 use around the nauon

In evaluaung the expenence of other junsdlcllons the tax
and user charge evalu3uon entena discussed In the next
seetlon can be uuhzed By reviewing the expenence of
other junsdJcuons It Will be possIble to get a bencr Idea as
to what has worked In the past and IS likely to work In the
future

Evaluate the Local Economy

Fmally, It IS Important to consider the state of the local
economy when evaluating revenue policy Of parllcular
Importance IS an examlnauon of relevant economic and
demographiC trends including populauon per capita
personal Income proporuon of AFDC recipients job
lrCnd and workforce f:llr markct value of rcal propcny
and taxable ret:111 sales Such trend analysIs will help to
provide the framework for any redesign ofrevenue policy
can lead to a greater understandJng of the environment In
whIch budgewy polIcy operates and enable a more prac
tlC.l1 evaluauon of revenue .l1LCrnatives mcludlng a betLCr
undeTStandlOgof the revenue potential ofdifferent opuons

While all revenue alternatives may Impact or be affected
by the local economy certain alternatives should be evalu
ated Hl greater detail In some Instances, the state of the
local economv Will preclude a local government from
ImpoSlOg certain taxes fees or user charges For example
Imposing a tax on energy consumpllon such as electricity
usage could have a substantial negauve Impact on an
eneq;y dependent mdustnaJ fum that may be expenenc
109 iiranclaJ dIfficulty due to the effects of an economic
downtJrn The loss of jobs and tax revenues due to the
clOSIng of such a busmess could have:l devastatmg effect
on a community

Evaluating Alternative Revenue Sources

A 10C:l} government s evaluation of alternative revenue
sources should Involve taxes fees and user charges The
evaluauon of taxes and user charges IS slightly different
and documented In the followmg paragraphs The
evaJU:luon of fees C:ll'l be conducted along these SJme
hnes

Tax E.. aluatlon Criteria

The [01l"'wtng cntena can be used In evaluating speCIfic
t.a.lt options The cntena proVide 3 me.>ns by which each
can be rreasured agatnst the goals of re.. enue policy t.ney
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can also force loc.l1 government polley makers Into ex
pllclt chOIces \lo hen selecung one al ternauve Over anoLher
Exhlbll 1 on p::l£CS 6 ;lnd 7 shows how these CrHena \lo erc
applied man actual anal) SIS ofalternauve revenue sources
conducted by the GOvernment Fmance Research Center
for Balumore County, Maryland In 1989

Economic Emclency This cntenon LS concerned wllh
the poSSibility that the 1m positIOn ofa tax or achange 10 the
tax ralC or base \lolll result In a change In the relallve price
ofa goOO or ser>lce sold In ajunsdlctJon and have an effecl
on pnvate economic chOice A change In relauve prices
could C:lUse consumers to shop elsewhere for goods and
servIces (the so-called • border city effect} or cause
busmesses and Ind.lvlduals to al ter their locatJonal chOices
If busmesses and/or indiVIduals alter thelT deciSions thc
tax IS s~lId to create efficlcncy costs

The pTlce elasl.lClty of demand for a good measures the
senslllvlty of dcm:l11d tD ch:lI1ges In prIce The hIgher the
pTlce elastlclly of demand for a good the more senSItive
demand wJ11 be 10 changes 10 pnce The pncc elastlCllY of
demand for a good IS detennlned by the avaIlabllHy of
SUbSlItuLCS The morc subStltuLCS for a good aV3Jlable the
hIgher will be lhe pnce el:lSuclty of demand [or that good
thus that good will be a less Irkely candld:lte for taxatlon
If dcmand [or J good IS pnce Incl:lStJc demand Will be
un:lffccLCd by pnce and there will be Jrttle necd to be •
concerned about the effect of the Imposluon of a LaX on
pnvaLC economic chOice as there WI]) be little e[[cct

It IS poc;slblc LO c::llculale the pnce elaC;l1CllY of demand for
a WIde range of goods but local governments In t..'le
process of evaluaung theIr revenue strUctures rarely do so
Instead many governments relyon assumpuons regardlrg
pnce el.:ISllCllles when makIng revenue poliCY deCISIons
For example \lo hen conslde'1ng the ImpoSlUon of a local
reLaJI sales tax local governme'1ts often aSS1..me tr,at w'ie
pnce e!astlcHy of dC'Tl.:Ind for rC.:I1l goods IS hl£" \lo "'cn
there are a numocr of shopping cenlers located 10 ad 13CC" l
communltles that do not Impose a local retad sales....3..' a:-d
are Viable sUbsu'ules for local ret:1llers

In order to minimiZe effiCIency costs taxes C3n be ....
posed on goods With pnce Inelasuc demand Fl""c e"c]
costs are also mlOlmlZed when broad based or rJ, ra..e
t.a.ltes are lmpos,-d

EqUity ThiS cmenon IS concerned With the elfec, trat a
t.a.lt change Will ra\ eon equll] bet ,l,een mdlVldual t.3.,pa\
ers The ImporUJ11 queslJon 10 ans .... cr IS \\iho tx..:.-s ..... e
burden of the t:1x."

One of the basiC goals of revenue pollcy IS 10 deslg'l an
eqUItable ta.x and revenue system While there has bee'l
basiC agreement tl1.:It CJc'l uxpa .. er should contribute hIS
or her faIT slure tD the cost of publIc servIces l.'lere has
been dlS.:lgrcement over wh:1t that falf share represents
Two approaches have been developed that attemptlO deal
With thiS Issue The 'irst appro.:Ich Involves the appl,C3 ...on
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of lhe so<a1led benefit pnnclple " while the second
approach resLS on the ablilly to pay principle

Applymg lhe benefit pnnclple an eqUlt..:lble revenue sys
tem IS conSidered to be one 10 which each taxpayer
contnbut.es In a~ordance with the benefits he or she
recelvesfrompubhcservlces Theablhty to paypnnclple
on lhe olher hand requires that taxpayers COOlflbulC lO the
cost of pubhc serviCes In line wllh their abl1lly to pay
Although lhe benefil pnnclple IS uuilzed as a jusllficauon
for the Imposluon of fees or charges for cert.'lJO types of
public services such as for lhe use of recreauonal facl1l
ues lhe ability-to pay pnnclple IS Widely accepted by
economlSLS as the appropnate gUide to the deLCrmlO:lUOn
of eqully for reve'1ue policy purposes

The abllllY to-pay approach uullzes two rules 10 lhe de
tenmnallon of eqUlly among taxpayers lhat are Important
to thiS anahsiS The horIZontal equity rule requires lhal
people With equalmcomes pay the same amount of t..:lxes,
while the verucal equity rule requites thal people With
greater mcomes pay a higher proportion of thelt Incomes
as LaXes Ge'1erally spc.'lklOg lhe usc of a grodualcd
(progressive) rote s:ructure Improves veruol equity while
the use of a nat rale tax structure IS bellcr for honzont..:l.l
eqully

ProgrcsSlVlt'r proporuonahlyandrcgrcsslvlly.ll"Clmporwol
eqully concepLS used 10 descnbmg the burdcn of a t..:lx or
group of taxes across mcome levels ProgresslVlty refers to
a SHuauon 10 which taxes as a proporuon of Income
IOcfease as Income mcn~.1ses Proporuonailty occurs when
t.:ues as a proporuon of Income are the same for all
tndlVlduals Regresslvlly refers to the case where taxes as
a proporuon of mcome decline as mcomes Increase

In eva.! uaung tax equity illS Import..:lnt to determme the
effect of a tax on dJsposable mcome Ie whal amounl of
purc,asmg lXlwer .... as t..:l.I<ena.... ay by the tax? Eqully may
not be as Import.'lnl an Issue If a t..:l.X amounts lO an
IOs,gndiont proponlon of a low mcome t..:lxpayer S tot..:l.l
tncome Eqully Will bean ISSue Ifagreal deal ofpurchasmg
power IS lake'1 away

The tncome elasuclty of demand IS another Important
corcepl thal mdlC3tes what percentage of marginal In
cone IS spe'1t on a good If the percentage of margmal
tncome spent on a good Increases as tncomes mcrease thiS
IS apolenuaJ c.andJdale for taxauon Although ItiS poSSible
lO calculate lhe Income elasuclty of demand for a Wide
range of goods local governments rarely altemptlO do so
when evaluaung revenue <l1tcrnatlves Rather many gOY
elTments relv on assumpuons regardlOg lOcome elasuci
ties when makmg revenue policy deciSions For example
the federal govemmenl taxes luxury Hems such as yachLS
and expensive je,l,'eIry In an effon to exact addJUonaJ
revenues from lhe wealthiest t..:l.Xpayers and ~ause these
types of goods have a high Income elasuclly of demand

AdmlOlstratlon ThIS cntenon IS concerned With the
admlOlsucu'e burden of ~ t..:lX Several questions should
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be :lJlswered IOcludlOg 1) IS the tax easy to evade? 2)
.... hat docs the t.u cost lO admlnlSLCr? 3) who pays the cost
of admmlstenng the t..:l.X? and 4) what IS lhe cost of ad
mlOlSlIauon of JllCmaUve t..:lxcs? The POlOt of thiS exer
CISC IS to ensurc the efficleOl collecllon of taxes and other
re. enues Failure to accurately esumate the burden of
admlnlstenng new taxes or other revenues could lead to
snuauons 10 which the cost ofadmlOlstering a tax exceeds
thc COSl ofaltcmalJ ve taxes orexceeds the revenue collected
from the t..:lx

DeLCnTIlOlOg thc cost of admlOlstenng new taxes may be
difficult Without det..:llled sludy Informauon on such costs
pamcularly for small revenue generators IS almost nonex
IstenL Generally spC.1klOg broad based and fiat-rale taxes
are easier to admlOlster while LaXes With graduated rate
structures (su[,.h as a progressive Income tax) offer m
cenu'es for t..:l.Xpayers to aVOid pay109

PolltlcaVLegJI ConsideratIOns In eva(uallng the po
lIucal feaSibility of ImposlOg a new tax or mcreaslOg a tax
rate I~onh rc~ Ie;;; Il'Ig [b Z GrdlO~s of!.h@ US Ad FlSOT)'
C0a;JJ:i1ls31ePt 8R 1Rlilrge"QFRJ:RCP' ,] RefouODS whIch bas
CeFI616tilR11) Feund dl::Il Clle pel 166 il[[111'1"$ wo.generally
POSI~ le;;:II ds (lie WJben 01 Jele3 etlille.;!ltli c to" ards

..,1bc ! an6l:1OIi of IlICO':tI ;::: pi cpCl Ej ;- liS also generaJly
acceptcd that L.1XCS With broad bases and/or gradualed rote
structures arc hJrdcr lO sell lO the taxpayer while taxes
With narrow base~ and/or fiJl rates are easlcr to sell

As nOled earlier part of lhe revIew process IOvolves a
detCnTIlOaUon of the exLCntlO which a local government
has s~ eePl!I:HtlI18R81 8r 3!!!ttlt8" authomy to Impose
particular taxes fees or user charges or Increase their rates
In evaluaung a specific tax opuon Il IS Imporunl to
detenTIlOe the legal steps necessary for Its ImpoSItion

Once a new t..:l.X has been adop cd the pOSSlblllly eXIsts that
legal dlfficulues related to thiS 0pllon will aflse 10\ 01\ 109
such ullngs J.~ tonllie.ung tntcrprewllons of St..:lluleS or
crk111engcs on UlC grounds ofdlscnmlOalory !.'lX:ltlon The
experience of olher junsdlcuons 10 these mallers trav
asslSl a local governmcnt 10 gaugtng lhe likelihood of SL.ch
a sltuauon occurnng

Yield and Elastaclty ThiS Criterion exammes the poten
lIal revenue yield and elastlClly of each l.1X opuon The
yIeld dcpends on thc size of thc base and the r:lle applied
Itls Imporwot to nOlC lhJt hlg1cr yields are often poSSible
allower rales If a broader base IS used

The elasuclly of a laX measures the responsiveness of t.ax
revenue to changes 10 the underlying base of the t..:l.X For
example lhe clasucny ofan IOcome tax IS often measured
as the pcrccn1..1 bC changc 10 1Ocome t.'lX re~enue diVided by
the percent.abc ch:lJlge 10 personal 1Ocome A key quesuon
to :lJ1swer IS Will revenues generated by the tax match the
gro.;, th 10 expenditures? In order to answer thiS quesuon
illS Import..:lnt to CX31TlIOC the e!asucny of the tax and of the
ex pendllure SlIuCture ElastiC t..:lXes feature revenue growth
grc.:lL.er lhan gro.... th In the underlymg base of the t..:l.X such
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as local personal Income or the local economy On the
other hand revenue growth for mcome-melasuc uxes
mcreases at the same or a lower rale than th:lt of the
underlying ux base Graduated (progressIve) t:lx r.lLCS can
Increase the elasuctty of a laX whIle flat rates often result
In hmlled revenue growth

What IS a good tax' Although there are many who would
argue that there are no good taxes pubhc finance econo
mISts generally beheve that a good tax has some of the
following charactensucs

It IS Imposed on a good WIth pnce-lOelasuc demand
It IS Imposed on a good WIth a hIgh Income-elasuclty of

demand.
It IS sImple and mexpenslve to administer,
iL IS acceptable to the vast maJonty of taxpayers and IS

beyond legal challenge and
Its revenue yIeld grows at a rate that matches orexcceds

growth In expendItures

Evaluating User Charges

When pubhc sector goods or servICes are SImIlar to those
offered by the pnvate sector the POSSIbility eXIsts th:1t
local governments will be able to charge indIVIduals for
the use of those goods and services The ability of local
governments to 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 IS technically feasIble when the
benefits ofagood orserviceaccrue to parucularmdlVlduals
and when It IS possIble to exclude nonpayers from recelv
109 lhe benefits of that pubhc good or SCrYlce User
charges are economIcally feasIble when It can be deter
mlOed that the costs ofadmmlstenng the proposed charges
are less than the benefits expected from the subsutuuon of
user charges for taxes

User charges should be set at levels lhat WIll allow a local
govemment to recover the costs of provliling a service
Includmg dlIect labor costs SUpervISOry and admtnlstIa
uve costs supphes and matenals costs and appropnate
tndlrcct costs By setung user charge rales In such a way.
the umnlenuonal subSIdIzation ofservlccswuh laX revenues
can be aVOIded In some Instances such as With mUnicIpal
elecl.nc uu hty charges In several staleS. charges may be set
above cost In order to e3l1l addIuonal revenues for a
govemment In both cases state st.atuteS ofLCn prOVIde
gUIdance as to appropnate user charge rates

Local governments consldenng the ImpoSluon of user
charges should also note that they are not deducuble from
federal tncome taxes as real property and Income uxes
are

ImplicatIOns of Revenue Structure
Reforms for CredIt Standmg

Reform of a local government's revenue structure could
have Important lmpllcauons for Its credltsundlng Today,
the most common reasons whv a local governmentchooses

Re'iearch Bullenn Januarv 1992 8

10 undertake these reforms IS to bolster saggmg revenue
collectlons and/or reduce rehance on the real property tax

The most common method used to achieve thIS IS revenue
dlverslfiC:lUon

Credlt analysts generally conSIder revenue dlverSlficauon
a good thing up to a cetUln poJnL The InlToducuon of
Income and s:tlcs t.:l.XCS which can reduce a government s
dependence on a Single revenue source such as the real
propeny tax and add elasuclly to the revenue structure IS
generally regarded as a posluve step Ideally a b:tlance
between these major revenue sources WIll be established
Overreliance on a local reUll sales LaX IS nOllooked upon
favorably by credlt analysts however because Its rev
enues are suscepuble to SWings In the bUSiness cycle

The real property t:lX IS conSIdered to be the foundation of
the local government revenue structure due to Its rehablhty
and predlct.1bdlly Credl! analysts VIew thIS as a good
thing because It Indicates that the government has a steady
source of revenue to meet Its debt servIce obhgauons and
fund govemment operations Rehance on other revenue
sources may not prOVIde thc subJllty necessary to conduct
the aff:urs of governmcnt In an ordcrly manner

Overdlversllic:lllon could have an adverse Impact on a
local govemmenl s credIt st.1ndtng ReplaCing a rehable
revenue source such as the rc.:ll property tax, With a
number ofsmaller more volalllc revcnue sources could be •
Interpreted as an mdlcator of a wcaker fiscal poslLJon
which could hwe adverse credit Impacts A well thought
out progr.lm of Implement.1uon that IS not VIewed as a
scrapping of the re.Ll propeny t:lx probablywould not have
such Impacts

Endnotes

1 For those Intcrcslcd In adJltlonal Informauon on the evaluallon
of revenue sources sce Robert L B !;L"1d, A Rl!YenlU Guide for
Local GOliunmeflJ Washmg on DC Inlemallonal City/County
Manal,cmcnl A~~,x..lall()n 19b9 and Rob<.rt Bcrne and Rlch:lId
Schramm The FlflilflClal AnalySIS ofGoliernm.eflJS Englewood
ClIfrs NJ Prcnllce Hall 1986 For addluonal informatIon on
fees and charges sec the forthcomlIlg pubbcauon. Catalog ofFees
and Charges C11cago IL. GFOA
2 For more mfonlauon on accounung for tax abatements see
Edward V Regan. COllerfV1leN In.c CreaJlIlg AccoLlllJaoliay
for ECOMmle Delielop~N Programs Ctucago IL GFOA
1988
3 Sce U S Advl~ory CommISSion on lntergovcmmental Rela
uons Changmg f' .lbllc Altu.uies on COIlUnm.eNS and Ta:::es
1991 Report S 20 W3.Shmgton DC L S ACIR 1991

1.10 J AIl.lO I~ In ASSlst.1nt Dlrcctor With the GFOA s
Government Finance Research Center (GFRC) The
opinIons exprc~sed hcrem are trosc of the author and do
not necess:tnJy reOect those of lile Government Fln3nce
Officers ASSOCIJuon

The author would Itke to thank the follOWIng Indtvlduals
for their comments and suggcsuons regardtng thIS paper
Barbara Weiss Cathy SpaJn Tom McLoughlin 3nd Den
nls Strachol.1 (GFOA) and Bernard Jump Jr (Syracuse
Urlverslty)
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HOrvIE WORK ASSIGNMENT

\\' HAT PROGRAMS ARE YOU INCLUD['.;G IN YOUR BUDGET FOR THE ~'EXT

FISCAL YEAR?

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

FOR ONE OF YOUR SlJB-PROGRAMS FILL IN THE FOLLOWING

NAME OF SUB-PROGRAM-----

STRATIGIC OBJECTIVE FOR TIllS SUB-PROGRA1v1

POSSIBLE SOLUTIONS FOR ACHIEVING THIS STRATEGIC OBJECTNE

1----
2.-----

3>------

4-----



CRITERIA. USED IN" SELECfIN"G YOUR SOLlITION FOR THIS STRATEGIC OBJECfNE

SOLUTION RECOMMENDED

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

INPUT MEAS1JRES

1------
2-----
3-------
OUTPUT MEASURES

1-------
2.------
3-------
OUTCOlvtE MEASURES

1-----------
2------------
3------------
EFFICIENCY MEASURES

1-----------
2-----------

3------------



•

REVENUE ALTERNATIVE HOMEWORK

IdentIfv h\ 0 or three potentIal new revenue sources vour Cltv IS consldenng Once the
revenues are IdentIfIed, evaluate the acceptabllltv of each revenue source usmg the
evaluatIon cntena listed on the Options Matrix

In the fIrst column on matriX, IdentIfv the potentIal revenue source In the subsequent
columns, mdlcate whether the fee responds posltIvelv, or negatIvelv, to the cntenon
lIsted at the top of the column -\t the completIon of the analvsls, determme the overall
acceptabllItv of the revenue IdentIfv the name of "our Cltv at the top of the matrIX and
return It to MRI

CAPITAL PROGRAMMING & BUDGETING
HOMEWORK

CHARACTERISTICS OF INFRASTRUCTURE

DERNlTION

Mv CIty'S defIrutIon of a capital Improvement, or Infrastructure, IS

EXPENSNE

In mv commumtv, Infrastructure projects are those coshng more than IT _

USEFUL LIFE

In mv commuruty, Infrastructure projects last more than __ years

PROG~NGANDBUDGETING

Mv Cltv has a mulh-year capital Improvements program ___Yes ___no

•

•

My City has a separate capItal budget from the operatIng budget

1

___v.es_no



NEEDS

In mv communi tv, the fIve most crItIcal mfrastructure projects and their correspondmg
estImated cost, PrlOrItv, and urgency are

PROJECT COST PRIORI1Y

= TOTAL COST

(-) FUNDS AVAILABLE

= FUNDS REQUIRED

DESCRIBE URGENCY

IdentIfv the sources of funds requIred to fInance the cntIcal mfrastructure needs
IdentIfIed abO\.e

SOURCE AMOUNT

What are the major Issues prevenhng your communi tv from meehng Its mfrastructure
needs

2

J~O



Homework 00 Forecastmg

Prepare the CLF tables for your own commumty based on fact figures m the
budgets for 1991-1995 and prehmmaty figures for 1996
Prepare the CLF table of the 1997 budget concept of ) our commuruty, and a
forecast of SImIlar structwe for 1998-1999 (rollIng plan)

Based on the results, please analyse bnefly (max 1 page) the penod between
1991-1996, and wnte down the conclusIOns you drew ill relatIOn to the budgets
for next year(s)' budget

You are also requested to wnte down all the major assumptIons used for the
forecasts for 1997-1999 (E g amounts of mflatIon 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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elF model for local governments

Current price in Millions of HUF
Own current resources

- -~- -- - - - ---

Centrally regulated current resources
---- - -- - - - ~

Current revenues
Current expenditures

- -

Qperating income
- - -

Debt service
- - - -

Net operating income
Own capital resources
Centrally regulated capital resources
Total capital revenues
Total capital expenditure

- --

Investment deficit
Total financing need

1996 1029


