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There is nothing more difficult to take in hand, more perilous
to conduct, or more uncertain in its success, than to take the
lead in the introduction of a new order of things.

-Niccolo Machiavelli

Preface

The New California Network strives to make California safe, healthy and prosperous, by
working to make state government fiscally sound, smartly managed and publicly
accountable. The budget reforms explored here are initial efforts to fortify state fiscal

management under the Network’s Fiscal Responsibility Project.

To understand public concerns and opportunities for reform, the New California Network
engaged community, government and business leaders to identify and explore models
from other states that could be applied to improve fiscal decisions in California. To
support those conversations, in the summer of 2006 the Network released Iz Search of Fiscal

Responsibility: An Analysis of State Fiscal Choices.

Following initial conversations with state and community leaders, in early 2007, the
Network published Changing the Order of Things: Building a Better Budget for California State
Government. 'This brief on budget reform introduced three ideas that have the potential to

substantially improve how California spends over $145 billion annually:

1. Performance budgeting, which is being used by many governments, could help
California make the most of existing resources.

2. Multi-year financial planning, standard practice in several states and many local
governments, could result in better management of volatile revenue and costs.

3. Reforms in the Legislature’s budget review process — with an expanded role for the
Joint Legislative Budget committee — could build broader political and policy
agreement and fortify public understanding of budget decisions and their impact.

In spring 2007, the Network convened additional meetings with community, regional, and
state leaders to further explore these reforms and discuss how to move from promising

concepts to comprehensive proposals.



In those meetings, the Network sought to:

e Develop proposals that have the greatest potential to improve decision-making.

e Identify ways to make fiscal reforms compelling and valuable to encourage enactment
and successful implementation.

e Define steps that should be taken so the reforms will be implemented for the greatest
benefit.

e Identify individuals and organizations that would formally support these proposals as
they are considered by elected officials.

The Network convened meetings in San Diego, Fresno, Los Angeles and the Bay Area.

Additional meetings were held in Sacramento, Monterey and elsewhere.

To further these conversations, the Network prepared this document to capture the
lessons from other states as they have pursued budget reforms. As evidenced by the
progress made in other statehouses, each reform proposal is viable. Further, since the
mid-1990s, numerous California organizations and public entities have made similar

recommendations.

In 1996, the Legislature established the California Constitution Revision Commission,
perhaps the most ambitious public attempt to reform state fiscal policies and address other
governance challenges. The Commission concluded that California’s budget process “is
not designed to make the critical decisions that are necessary to meet the needs of the state
within available resources.”  Similarly, the Little Hoover Commission in 1995
recommended that state leaders commit to long-term budget reform, utilizing
performance-based budgeting tools.” The California Taxpayers’ Association has called for
budget reforms that would improve financial management and bolster the performance of
public programs.” The California Budget Project also has recommended strategies to

improve the transparency of California’s budget process, including the use of performance

measures to help policy-makers make more informed funding decisions.*

The breadth of support for reforming California’s budget process, as evidenced by the
organizations that have made reform recommendations, suggests that well reasoned

proposals could garner the political support necessary to succeed.



Numerous organizations have examined California’s budget and fiscal structures and concluded
that the state’s fiscal strategies require reform, including:

California Constitution Revision Commission
Senate Cost Control Commission

Bay Area Economic Forum

California Business Roundtable

California Governance Consensus Project
California Business-Higher Education Forum

Little Hoover Commission

League of Women Voters

Joint Venture: Silicon Valley Network

California Citizens Budget Commission

California Budget Project

Speaker’s Commission on State and Local
Finance







Intfroduction

There was a time when roles and responsibilities of state and local agencies were clear
and the financing of government simple. State budgets paid for state obligations and
local governments funded local services. Today, solutions to high priority problems no
longer fall into neatly defined roles and responsibilities. Providing an effective and
accessible education system, for example, challenges our collective skills. We also
struggle to allocate responsibility for our health care system as we debate the

responsibility of individuals, employers and taxpayers.

These and other pressing challenges — in the environment, transportation, job
development, and housing — have defied solutions, in part, because they involve many
competing interests and the structure of government in California, including how policy,
budgeting and program decisions are made. Addressing California’s water needs requires
working with competing environmental, urban, agricultural and industrial interests, as
well as federal, state, regional and local agencies. Improving air quality will require
tackling land-use and transportation planning and the distribution of authority between
the state and local governments. Solving the challenge of delivering health care to all
Californians will mean reforms in how health care is purchased and how publicly funded

health programs are operated.

Other states have similar challenges, but have made greater progress. One strategy that
has enabled other states to move ahead has meant changing how budget and
management decisions are made. Improved budgeting and management tools are not a
panacea, but they offer better understanding of trade-offs, more informed decisions, and
improved public understanding and accountability. And each of those attributes can

enable political leaders to make tough calls that otherwise would not be considered.

Assessing support for reforms

In regional discussions with local and state government officials, and community and
business leaders, the Network identified a deep concern for California’s fiscal condition.
Local leaders also expressed frustration with the state’s budget process and fiscal

management. The budget process does not reflect a clear vision for California or
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indicate progress along a strategic plan. Policy-makers have instead become experts in
using fiscal gimmicks to paper over budget deficits. The structure of California’s budget,
the decision-making process, and the nature of fiscal planning, all result in incremental
decisions that fail to safeguard the state’s finances and ensure adequate resources to meet

high priority needs.

In regional discussions, local government leaders recognized that improved fiscal
planning, greater attention to performance and public discussion of goals and outcomes
at the state level, would enhance their capacity to deliver high-quality services at the local
level. Business and community leaders asserted that unless California put in place these
or similar strategies, the state would not have the capacity to forecast and respond to
shifting demographics, economic cycles and other conditions that determine revenue

needs and available resources.

The Network’s consultations also provided an opportunity to explore why past reform
efforts had failed and how new approaches could tap the significant and growing public

discontent with state government. A number of issues surfaced:

Define clear reform goals. Californians are frustrated with their public leaders and
confidence in government is low.” But few Californians understand the state’s budget
process and for residents, it is not readily clear how reforms to that process would
impact their lives. To capture the support of a broad cross-section of Californians, both
the problems to be solved and the solution to be achieved must be connected to issues
the public cares about, such as health care, housing, educational improvement,

environmental protection, job creation and economic development.

Recognize and work within political realities. It would be impossible — and
not necessarily desirable — to take the politics out of fiscal decisions. But political
perspectives can be informed by better information on the challenges facing the state,
the options for addressing those challenges, and the relative costs and benefits of
different approaches. The opportunity for fiscal reform is to recognize the political,
organizational and operational realities that guide fiscal decisions and offer alternatives

that create political rewards for achieving better public outcomes.
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Understand progress made elsewhere. California is larger, wealthier and more
diverse than other states. But the politics of budgeting and policy-making that drive
fiscal decisions in California also are present in those states. Progress elsewhere and the
specific strategies deployed to work within political realities can guide reform

opportunities in California.

The Network also confirmed that its three reform ideas have synergistic value. Putting
in place strategies for performance-based budgeting, an expanded fiscal planning
horizon, and expanded use of the Joint Legislative Budget Committee can improve
transparency, support public accountability and enhance public awareness of the
essential nature of public services. Thus these reforms also are recognized for their

capacity to bolster civic engagement.
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California’s Fiscal
and Performance Challenges

California has an ongoing fiscal crisis. State expenditures are growing faster than the
revenue base that pays those bills. Policy-makers have responded with a series of short-
term maneuvers to balance revenues with expenditures, including the expanded use of
borrowing. But reliance on borrowed money undermines the capacity of California to

meet its long-term needs.

The state also has neglected opportunities to improve the performance of public
agencies. California is home to a world class system of higher education, but policy-
makers have not fully tapped its potential to reduce unemployment, to make investments
in science education to further California’s position on the leading edge of technology or
to address the widening gap between the rich and the poor. Situated on the western
edge of the continent, California also is one of several gateways to Asia — a major and
growing source of trade. But state leaders have not consistently charted how to preserve
and grow California’s trade advantage. Improvements in shipping, goods movement,
and in-state transit will improve the economy but also must address growing

environmental and congestion concerns.

Achieving fiscal balance. For the past seven years, California has not taken in
sufficient revenue to match its expenditures. In most of those years, when the gap
between General Fund revenues and expenditures were in the range of four to six

percent, policy-makers turn to a reliable, yet faulty strategy to enact a balanced budget.

First, policy-makers turn to special funds — sources of money which are supposed to be
dedicated to specific needs — such as the sales tax on gasoline, which is used to pay for
transportation projects. The state borrows transportation funds to pay for non-

transportation projects, money that must be repaid.

Second, the Legislature looks for places to reduce spending, which almost always means
cutting health and human service programs. Importantly, policy-makers seldom find
efficiencies — or ways to do the same for less. Rather they generally limit who can

receive services, reduce the range of services that are provided or lower the amount the
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state will pay service providers. While these strategies reduce short-term costs, they may
increase long-term expenses. For example, preventative health care services often are

the first to be cut, leading to increased treatment costs over time.

Third, policy-makers look for short-term ways to enhance revenue. Public assets might
be put up for sale. The state may demand more funding from the federal government.
Changes in accounting strategies also may be implemented, which often means moving

costs from one fiscal year to the next.

These approaches help the state show a balance between revenue and expenditures
within a fiscal year, but they often simply roll costs forward. Persistent use of these and
other short-term strategies undermines California’s fiscal stability. Despite a steadily
growing economy and annual increases in revenue, the state has faced persistent budget

shortfalls.

Analysts express two concerns with the state’s strategy to balance the budget. First, it is
unclear how the state will respond during a downturn in the economy, when the annual
revenue and expenditure gap is significantly larger than what can be bridged with the
traditional approaches. Because the state has already deployed these “quick fix”
strategies and has failed to use a growing economy to prepare for a downturn — beyond
what is mandated — policy-makers have fewer options to address future, larger shortfalls.
Second, incremental decisions erode the state’s capacity to plan for and meet long-term
needs, such as infrastructure investments, expanded need for health and human service

programs or improvements in education.

Addressing performance concerns. California’s focus on balancing its budget
through incremental strategies also undermines the focus on the performance of public
programs.  Policy-makers dedicate their time to assessing new revenue sources,
negotiating fund shifts or determining where to reduce expenditures, with little or no
information on how those strategies — or overall spending — will help the state address
on-going or new public needs. For example, each year California’s community colleges
negotiate for additional revenue, but those deliberations are not infused with information
on the performance of the colleges or how fiscal decisions might create new and
different incentives for colleges and students to make better choices about which classes

to offer and which subjects to study.

Page 6



The absence of performance information, as well as the impact that funding changes
may have on performance, also hinder the ability of policy-makers to recognize trade-
offs across public programs. California funds adult and technical education programs
through local school districts, the community colleges, community-based organizations,
the Employment Training Panel and other programs. In the absence of performance
information on these strategies, policy-makers are unable to assess whether funds are

appropriately distributed across these programs.

The Politfics of the Budgetary Process

As stated above, better fiscal and performance management will not eliminate the
politics of budget decisions. California’s budget strategy must function in a political
context where the clash of ideas and ideologies is fostered. But the procedural reforms
the Network offers would introduce an additional framework to guide fiscal
deliberations. Performance-based budgeting would provide information on program
performance and the trade-offs associated with changing expenditure levels. A longer
fiscal planning horizon would allow policy-makers to understand how demographic,
economic and performance trends converge to create the need for additional funding or
increased efficiencies if needs are to be met within available resources. Expanded use of
the Joint Legislative Budget Committee would provide a bipartisan, bicameral venue for

deliberations based on that information.

At a minimum, these reforms would provide a new backdrop to partisan and special
interest pressures. Better information can both inform political ideologies and help find
common ground in the process of making policy choices. At best, these reforms would
improve the public budgeting practice by focusing on the accomplishments of public
programs and sharpening our collective understanding of needs, opportunities and

outcomes.
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Defining a Quality Budget

Every summer, as the deadline for adopting the state budget approaches — and then
passes — the press report on how many days have passed the constitutional deadline for
adopting a budget. Tardiness becomes the first of two key public barometers for the
quality of the Legislature’s budget work. The second barometer measures the scale of
fiscal fudging that is used to report a balanced budget. The fewer outlandish gimmicks
used to present a budget — estimates of federal money to cover the costs of incarcerating
undocumented immigrants, or the savings associated with denying services to the needy

— the more policy-makers have done their job effectively.

But the timeliness of the budget and whether revenue and expenditure estimates are
reliable have limited value in determining whether the highest public benefit is being

achieved with some $145 billion in state spending. Consider the alternatives:

Progress toward goals. In some states, the Governor or Legislature has put in
place clearly defined goals linked to performance information that allows the public and
policy-makers to assess progress. The budget process typically starts with the Governor
articulating performance targets for the year and aligning dollars to those goals. The call
might be to reduce violent crime, increase employment, and achieve higher graduation
rates from high schools, colleges and universities. Performance information allows
public officials and advocates to assess the adequacy of declared goals, whether progress
toward those goals is sufficient and the impact that more or less funding in the

upcoming fiscal year would have on that progress.

Improvement over time. Putting in place goals and performance measures is
complicated. Few states can jump right to performance reporting. Many public agencies
instead report progress over time. For some, progress may mean providing services to
more residents then the year before. For others, it may mean reducing the costs of
services so that limited dollars cover more needs. Still other agencies track how quickly
the job gets done — repairing roadways, solving crimes, helping injured workers heal and
return to the workforce. Information on whether public services are improving can help
policy-makers determine where more money is justified and where reforms may be

required.
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Identifying needs and service gaps. California’s budget is made up of
thousands of allocations, many of which include information on the number of people
to be served and the cost of those services. For example, budget negotiations include
how much the state will pay the counties or community organizations to provide specific
health and human services. And those calculations include estimates of the number of
people to be served — based on eligibility criteria — and the cost of services. But the
budget fails to present policy-makers with information on how many people are

ineligible for services, but who could benefit from assistance.

Rudimentary information could be made available on the number of community college
students who were turned away because of enrollment limits, the number of men who
fail to receive treatment for prostate cancer because they lack health insurance, but fail to
quality for MediCal, and the number of welfare recipients who want to work but cannot
because they are unable to find affordable child care. Like performance and trend
information, information on needs and service gaps could help the public and policy-

makers assess the adequacy of budget decisions.

Recognizing and addressing the future. California’s fiscal needs are driven, in
part, by economic and demographic trends. As jobs are more plentiful, employment
goes up and unemployment goes down. Although policy choices matter, birthrates and

immigration determine the number of schools California

will need to build and operate. The size of the state’s

elderly population translates into the need for nursing
homes and other expensive health care services that are

often are publicly funded.

Demographic and other tools allow the state to forecast

future costs that are driven by population trends, the

"Budget decisions should not be
driven by looking in the rear view
mirror. They should be guided by our
collective vision of the future."

Robert Bixby, Executive Director,
Concord Coalition

need for new infrastructure, upgrades to existing facilities, and other factors. California’s
budget can recognize these factors, create a vision for the future and communicate the
information needed to prepare for that future. Assessing trade-offs requires putting

today’s budget choices in the context of current and future resources and needs.
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Achieving agreement and enabling oversight. A number of states have put
in place structures and strategies to pursue political agreement on spending priorities and
to enable oversight. Historically, California’s budget process reflected those values. The
process was designed to build agreement on spending within each house of the
Legislature and from those agreements build bicameral consensus on a state spending
plan. California’s pre-term-limits era also enabled policy-makers to develop expertise

and the capacity to oversee how state and local agencies spent public funds.

Term limits require policy-makers to learn on their feet, often requiring them to make
decisions with little understanding of the complex realities of California’s budget and
revenue systems. In the absence of that understanding, oversight is difficult.
Additionally, the legislative budget process has been modified, foregoing opportunities
to build consensus within each house and substituting that process with one that
highlights partisan conflicts. Improvements in the budget-making process could

enhance accountability and support consensus around shared goals.
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Use of Performance
Strategies in Other States

To explore how the Network’s proposals might work in California, this document
reports on practices in three states. Each state has a somewhat unique approach to
budgeting.  Yet there are similarities among the states in the organizational and
functional side of fiscal decisions. Based on consultations with national experts, the
Network identified three states to more fully explore: Washington, Texas and Florida.
Each of these has considerable experience with performance-based budgeting, uses
multi-year fiscal forecasting and has strong legislative involvement in the budget-making
process. Two of these states also have some form of multi-year budgeting. These states
have had sufficient time for performance approaches to become part of the

organizational culture of budget-making.

The State of Washington

The Washington State Legislature uses a biennial budget. The Legislature, which meets
annually in a five-month session, considers and adopts three budgets for each biennium:
one for the operations of state government, the second for transportation projects, and
the third for capital outlays, which are primarily construction, renovation and land
acquisition projects. Washington’s budgets for the 2005-07 biennium covered the period
from July 1, 2005 through June 30, 2007. The primary two-year budget is passed in the
odd-numbered year, and a supplemental budget, which makes adjustments based on

updated revenue and expenditure projections, is adopted during even-numbered years.

Much like California, departmental budget requests generally are prepared during the
summer and submitted to the Governor’s Office of Financial Management (OFM).
OFM staff evaluate departmental budget requests during the fall and make
recommendations to the Governor. The Governor publishes proposals for each of the
three budget bills in December and submits them to the Legislature in January. The
Legislature in turn holds hearings, drafts its own budget proposals in bill form, passes

the budgets, and sends them to the Governor for action.
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Using performance information and forecasts in budgeting. Washington
has integrated its use of performance measures into budgeting decisions. Prior to the
review by the Governor’s Office of Fiscal Management, departments and agencies
develop strategic plans to guide resource requests. Referred to as the “Priorities of
Government (POG) process,” this procedure allows departments and OFM to frame the
Governor’s budget proposals around specific goals. For each program, the state
establishes goals along with targeted outcomes and measures to assess performance.
This approach gives the OFM the information it needs to assess budget requests. Unlike
California, in which the budget process assumes that state agencies will receive their base
amount from the prior year, and focus is thus directed to a marginal increase or decrease,
the budget process in Washington is goal driven. Budget decisions are designed to help
program managers understand and focus on objectives, and ensure sufficient and

efficient funding to meet those objectives.

Revenue and caseload forecasts. Like many states, Washington also employs
economic, revenue and caseload forecasts to guide fiscal decisions. But Washington also
has established independent entities to conduct those forecasts. In the mid 1980s,
Washington experienced heated political fights over revenue forecasts. One result of
those battles was agreement to create an independent entity responsible for forecasting.
Revenue forecasting rests with the Washington State Economic and Revenue Forecast
Council. A sister council, the Caseload Forecast Council was created in 1997 to develop
a consistent set of caseload forecasts for use in the development and adoption of the

state budget.

Observations. Washington has been able to sustain its petrformance approach to
budgeting because it has become part of the culture of budget development and political
deliberation. Beginning with the administration of Governor Gary Locke in 1996,
Washington has employed a performance-based budgeting and a forecasting strategy.
Washington’s approach to budgeting enabled Governor Locke to confront a $2 billion
shortfall during the 2002-03 biennium. His response to the shortfall was to review the
performance of state programs and to establish priorities that guided which programs
received full funding and which were considered for reductions. Locke’s approach to

budgeting has been sustained by the subsequent administration. That culture has
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allowed the state to avoid one of California’s pitfalls: budgeting that begins with the
notion that programs will receive regular annual increases. Instead, in Washington, the
budget process begins with a discreet discussion of program goals and how resources

will be used to achieve those goals.

An excerpt from the Washington state budget is included in the appendix. The display
shows how the state links between biennial appropriations and performance measures.

For more information on Washington’s budget process, visit www.ofm.wa.gov.

Washington’s Governor Locke:
Shifting Focus from Balance to Priorities

In the traditional approach to addressing a shortfall, you start with your previous year's budget and
you tweak it, cutting costs until the old list of expenditures comes in line with your new revenue
projections. The focus is on how much from the old list has to go. You can pick through the
budget looking for obvious waste, ot you can cut everything across the board. Either wayj, it's the
cuts that matter -- eliminating things government can no longer afford to do. Political turf battles
inevitably ensue, as competing interest groups rally to protect their pet programs. Those fights can
leave governors battle-scarred and politically weakened.

Locke's results-based method flips the cost-based approach on its head. The focus is no longer on
what government can't afford to do; it's on the things government can -- and should -- do with the
money that's available. Instead of taking the previous yeat's budget for granted as the starting
point, the results-based process allows you to start from scratch. You calculate how much money
you have available for all state spending; you step back and ask basic questions about what services
are most important for government to provide citizens; and then you spend your money on
programs that are most likely to achieve the results you want. That process forces interest groups
and political opponents to argue that their priorities are more important than yours. The debate is
no longer about money and cuts; it's about the priorities of government.

Excerpted from Randolph Court. 2003. Reznwventing the Budget: In Solving His Revenue Crunch, Washington Gov. Gary Locke
Focuses on Results, Not Costs.” Blueprint Magazine. Democratic Leadership Council. April 15.
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The State of Texas

Like Washington, Texas operates on a two-year — or biennial — budget cycle. Unlike
Washington, the Texas Legislature is convened every other year. Thus two-year budgets
allow the Legislature to adopt a spending plan that covers the period in which members
are not in session. The Legislature’s budget work is managed by a Legislative Budget
Board. The LBB is a permanent bicameral committee of the Texas Legislature that
develops budget and policy recommendations for legislative appropriations for all
agencies of state government. The LBB also prepares fiscal analyses for proposed
legislation, conducts evaluations and reviews of public programs, adopts the state’s
constitutional spending limit, and reviews and issues guidance on the strategic and fiscal

plans for state agencies.

The budget process in Texas begins with the Governor and the Legislative Budget Board
preparing a vision statement to guide fiscal priorities. Along with the vision statement,
state leaders articulate a mission for state government, core principles to guide decision-
making, and goals and benchmarks for state agencies and programs. The Governor’s
Office of Budget, Planning, and Policy (GOBPP) and the Legislative Budget Board also
issue instructions for state agencies to develop strategic plans in anticipation of a new

legislative session.

Like other states, the executive branch in Texas prepares the expenditure plan and
submits it to the legislative branch for review, but the Legislative Budget Board also is
involved in developing the budget proposal. The budget process spans the two years
prior to the start of a new biennium. In the first year, agencies develop budget requests
based on the strategic vision outlined by elected leaders. The Legislature reviews and
approves requests in the second year. The adopted budget takes effect the following

year and spans 24 months.

In addition to its work in preparing the biennial budget, staff of the Legislative Budget
Board operate when the Legislature is not in session. Board staff prepare and
disseminate information on the performance of state agencies, track and report on fiscal

issues and respond to requests for assistance from other legislative committees.
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Using performance information and forecasts in budgeting. Texas was an
early leader and began using performance measures to guide budget decisions in 1974.
The use of those measures has expanded significantly since 1991. Under its Strategic
Planning and Performance Budgeting (SPPB) system, Texas has formally adopted goals,
measures and benchmarks in the following budget areas: elementary education and
higher education, health and human services, economic development, public safety and

criminal justice, natural resources and agriculture, regulatory and general government.

Under the SPPB, performance measures serve several purposes:

v Indicate progress toward goals. Performance measures are built into the
strategic plans of each state agency. Data on performance allow managers and

policy-makers to track progress toward defined goals.

v Inform resource allocation decisions. Performance information enables
policy-makers to assess resource needs and make allocation decisions. Information
on targets and performance allows decision-makers to evaluate the relative costs and
benefits of elevating performance targets or providing additional resources to

improve progress in meeting goals.

v' Focus management on achieving outcomes. Performance information —
including targets and measures — serves to keep agencies focused on the outcomes
they are expected to achieve. Performance information also enables managers to
identify and assess new, more strategic opportunities versus the outcomes achieved

through routine operations.

v Support accountability. Performance information also serves as an oversight
tool. The Texas Legislature requires each agency to submit a quarterly performance
report that compares actual outcomes to defined targets. In instances where
performance fails to fall within five percent of a target, the Legislature requires

agencies to account for lagging performance. .

One of the interesting aspects of the Texas performance budgeting system is the
incentives for improving the performance of state programs. The budget act

appropriation legislation includes a section on performance rewards and penalties to
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provide incentives to achieve the performance targets established in the budget act.
Positive incentives include increased program funding, increased funding transferability,
awards and bonuses and expanded responsibility, to name a few. Negative incentives
include closer evaluation of outcome variances, funding reductions, withholding related
funding and the potential for transferring the function to another, better performing,

agency.

Observations. 'The budget making process in the State of Texas is organized to
highlight the performance of public agencies. The appropriations process includes
information on the performance targets of each agency and progress toward those goals,
in addition to the functional operations of agencies and funding levels. A vision and
mission statement, strategic plans and performance measures support budget
development and adoption. The enacted budget is published with performance
measures and targets for state agencies. Additionally, the budget process in Texas
includes incentives for state agencies to meet improvement and performance goals and

disincentives for failing to make progress.

The appendix contains an excerpt from the Texas budget act. For additional
information, visit the Web site of the Texas Legislative Budget Board at

www.lbb.state.tx.
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The State of Florida

The State of Florida uses an annual budget cycle with the state fiscal year running from
July 1 to June 30. The state’s lead budget agency is the Office of Planning and
Budgeting (OPB) within the Executive Office of the Governor. The OPB reviews
agency funding requests and prepares the Governor's Budget Recommendations, which
are submitted to the Legislature. In preparing budget recommendations, state agencies
and the OPB include information on proposed programs, performance measures for

those programs, and performance standards.

As a counterpart to the Office of Planning and Budgeting, the legislative branch of
Florida state government includes the Office of Program Policy Analysis and
Government Accountability (OPPAGA). OPPAGA is similar to California’s Legislative
Analysts’ Office, but its primary role is to oversee the integration of performance

measures into the budget-making system.

Like California, Florida’s budget process has three phases: agencies prepare budget
requests that are submitted to the Governor, the Governor prepares an overall budget
proposal and the Legislature reviews and adopts an annual budget. The process begins
with the Governor’s office and the Legislature issuing joint instructions for agency
budget requests. Departments submit proposals to the Governor’s office which issues a
state spending plan thirty days prior to the start of the Legislative session. The legislative
process in Florida includes public review of spending proposals and the adoption of a
general appropriations bill in each legislative house. Differences between the Senate and

House spending plans are addressed in a joint conference committee.

Using performance information and forecasts in budgeting. The Florida
Legislature established a performance-based budget process to link funding to the
products, services or results that each agency provides. Under the Florida budget
system, agency budget requests include not only specific funding levels, but also include
information on the level of work or service that will be performed and the outcomes that
funding will support. The Legislature also establishes performance targets for outcomes
and outputs, and those targets are included in Florida’s General Appropriations Act, or

other implementing legislation. Agencies then report their actual performance in their
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long range program plans and budget requests for the following fiscal year. Agencies
may be given incentives for performance that exceeds standards or disincentives for
performance that falls below standards. These incentives and disincentives can be
monetary and non-monetary. For example, stellar performance might result in
performance bonuses for employees and managers, or a department could be granted

increased flexibility in how it uses limited public funding.

Through its role in adopting the appropriations act, the Legislature reviews and approves
expenditure levels for agency programs, performance measures, and performance
standards. Information on each program, measure and standard is incorporated in the
state's budget act or subsequent implementing legislation. Typically, substantive
legislative committees approve proposed programs and measures, while appropriations

committees approve funding levels and performance standards.

Observations. Perhaps the most compelling aspect of the Florida budget process —
with regard to opportunities for reform in California — is the role of the Office of
Program Policy Analysis and Government Accountability. Connected to the legislative
branch of Florida government, OPPAGA has a central role in the implementation of the
state’s performance-based budgeting system. OPPAGA’s focus on performance
strategies creates a venue to focus management, staff training and capacity building
around the performance of public programs, independent from the other duties of

legislative staff.

For more information on the Florida budget process, visit the budget office Web site at:

www.flgov.co./opb-office and www.peoplesbudget.state.fl.us.

Page 18



Lessons from Other States

Washington, Texas and Florida each have developed similar strategies to inform budget
decisions and infuse performance information into fiscal deliberations. Again, the
availability of performance information is not an antidote to politics or the pressures of
influential special interests. Yet each state has put in place organizational or procedural

practices that offer guidance to efforts to improve California’s budget process.

First, all three states focus the budget making process on program performance. These
states have moved away from baseline budgeting — standard practice in California —
which focuses decisions on the marginal change in revenue that departments will receive
from last year’s budget. Emphasis on performance allows administrators and budget
staff to discuss progress toward goals, as reflected in specific performance measures,
enabling a range of discussions on how best to use additional funding, organizational

reform or alternate management strategies to achieve performance improvements.

Second, each state, Washington in particular, emphasizes the use of forecasting to look
beyond the immediate fiscal horizon and develop longer-range policy and budget plans.
Washington’s use of independent forecasting entities also insulates forecasting from the
gaming that often is used in California to issue balanced budget statements despite

questionable revenue and expenditure assumptions.

Third, each state has designed its budget process to build bicameral agreement on a
spending plan. Florida and Washington use the traditional approach of separate budget
bills brought to a conference committee. Texas has perhaps the most robust strategy
through the use of the Legislative Budget Board, which brings together leaders from
both houses for conferral on both the development of budget criteria, goals and

performance information, and adoption of an annual budget.
In reviewing the characteristics of budget practices in Washington, Texas and Florida,

the lessons learned include:

e Assign to a lead agency the responsibility for the use of performance information
and its application. In California, the Department of Finance, in coordination
with agency secretaries, could logically assume that responsibility.
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e [Establish an ongoing process for building and ensuring agreement between the
executive and legislative branches on goals, performance measures, data points
and expectations for progress toward goals.

e Integrate performance information, performance measures and data analysis into
the preparation of budget materials, legislative decision-making and oversight. In
California, the Legislative Analyst, and the budget committees, in partnership
with the Department of Finance and agency secretaries, should be engaged in
developing those strategies.

e Develop metrics or other tools to assess the effectiveness of budget decisions
and identify fiscal, management or organizational options for improving

effectiveness.
State Performance - Multi-year Fiscal Legislative Process
based Budgeting Planning
Washington Administers a Administers a biennial Each house prepares a
performance-based budgeting system with separate budget and uses
budget system that five-year forecasts for a conference committee
includes administrative major programs. to reconcile differences.
oversight. Independent revenue/
caseload forecasts.

Texas Administers a Administers a biennial A joint committee of the
performance-based budget. The Legislature | Legislature plays a
budget system that meets once every two central role in budget-
includes administrative years. making from
and legislative oversight. performance

measurement to
appropriation.

Florida Administers a Budget making is an Each house prepares a

performance-based
budget system with
extensive administrative
oversight and
management training.

annual process but
informed by multi-year
performance and
forecasting information.

separate budget and uses
a conference committee
to reconcile differences.
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Implementing Reforms
in California

Many states, including California, have struggled to implement changes to long-standing
budget procedures. California undertook a pilot project to use performance-based
budgeting in the 1990s. California’s Department of Parks and Recreation thrived under
the experiment, but policy-makers and budget leaders resisted the change and found little

political value in the reform.

Successful reforms thus require a strong voice — often leadership on the part of a
Governor — or external pressure, such a fiscal crisis, that motivates political leaders to
rethink budget strategies. In Washington, in the mid-1990s the newly elected Governor
Locke faced a budget crisis comparable to California’s crisis in the early 1990’s.
Washington faced a $2 billion budget gap and the Governor found the traditional
budgeting responses unacceptable, including major program cuts or tax increases.
Governor Locke changed the discussion by focusing on the intended results of
government spending, rather than deliberating solely on revenue increases or

expenditure reductions.

Revising California’s budget process - three key reforms

To achieve the outcomes that Californians need, the state should put in place budget
reforms to guide fiscal and policy decisions. First, the Governor should establish clear
and compelling goals for the state that guide the work of individual departments and the
programs they manage. Goals should be supported with tools for documenting and
monitoring performance.  Among those tools, performance measures for each
department and program would allow policy-makers to assess progress toward goals and

convey to the public what is being funded through the budget process each year.

Second, the budget should include immediate, mid-range and long-range forecasts of
revenues and expenditures, along with the demographic, infrastructure and caseload
assessments that drive those forecasts. Policy-makers need sufficient information to
recognize future fiscal challenges and sufficient opportunities to position public agencies

to prepare for and respond to those challenges. Forecasts that recognize the distant
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fiscal and demographic horizons would allow budget discussions to recalibrate for
additional revenue needs, enhanced efficiencies to align programs with needs, or

opportunities for new investments and fiscal reserves.

Third, the Legislature should put in place a process for budget review that supports
public vetting of priorities, revenue and expenditure information, the performance of
public agencies and progress toward goals. Informed by strategies in other states,
California should explore and design strategies to tap the Joint Legislative Budget
Committee to ensure greater coordination between the Senate and the Assembly on a
state spending plan, more robust bi-partisan agreement on goals and progress toward

those goals, and enhanced legislative oversight of state agencies and public programs.

Together, these reforms would allow the public and policy-makers — as well as executive
branch leaders and local government and community partners — to understand options,
inform policy and fiscal deliberations, and recognize progress. Performance information
and improved forecasting would allow legislative committees to understand in greater
detail, how well programs are working and what department directors will be doing in
the coming year to further their progress. Administrators, in turn, could tap information
on goals and performance to have fact-based discussions on the funding necessary to
met service targets. The information available to the public also would improve, as
community leaders and voters could put today’s fiscal and policy decisions in the context

of future needs and resources.

Collectively, these reforms would support more informed deliberations on California’s

fiscal condition, the outcomes achieved, and the costs of delivering public services.
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The Problem

The Reform

California budget making model:
Programs “Get What They Got In the
Prior Year Plus Growth” with little
attention to program outcomes and
performance.

Transition to a performance based
budgeting system that includes strategic
planning and performance metrics that
will allow budget decisions based on
program performance.

Budget making is an annual event that
does not take into account future costs
and the long term impacts of California’s
changing demographics.

Transition to a multi-year budgeting and
forecasting system that focuses on the
changing demographics of major state
programs.

Budget making in the Legislature works
against consensus, limits opportunity for
program oversight and lacks
transparency.

Assign the task of budget deliberations
to the Joint Legislative Budget
Committee and assign responsibility for
fiscal oversight and budget adoption.
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l. Using Goals, Targets and Performance Information to
Inform Budget Decisions
Numerous states — including California — have made progress in defining goals, setting
targets and using information on performance to guide decision-making. But California
has not consistently used that information to inform budget decisions. In education, the
state has established educational goals, standards, testing requirements and other
strategies to better understand the achievements of California’s school systems. Yet
information on the performance of K-12 schools — with some exceptions — is not used
to determine how funding is allocated, where organizational or management reforms are
needed or how policies should change. The focus of K-12 expenditure policy is on
funding the “prior year plus growth and COLA” rather that funding to achieve a

particular outcome.

Similarly, the state has established goals for California’s publicly funded colleges and
universities and it gathers detailed information on the educational programs offered by
California’s community colleges, the California State  University system and the
University of California campuses. But again, that information is not readily available to
inform budget and policy decisions. Nor is the information available to help parents and
students, business leaders and local government officials understand which campus has
the most to offer, where new employees should be recruited or what opportunities exist

to leverage effective education and training opportunities to grow the economy.

To improve the outcomes that are most essential to California and Californians, the
Governor and Legislature should adopt clear and compelling goals for California’s public
programs. The public and policy-makers should understand what the state is trying
accomplish in education and workforce development, health and human services,
resource use and environmental protection programs, infrastructure planning and
development, public safety and rehabilitation, consumer protection and other public
programs. The state also must define targets that allow decision-makers and the public
to recognize the progress that has been made in meeting goals and what additional

progress can be expected in the near future.
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Goals and targets must be supported with information on performance — or
performance measures — that allows public managers to report where they are today in
meeting needs and the improvements they will accomplish. Goals, targets and
performance measures are essential components of the strategic planning that is required
for public administrators and agency leaders to make best use of limited public funding

and the talents of public employees.

Select California state agencies have put in place performance strategies, including the
California Department of Financial Institutions and the Department of Parks and
Recreation. But again, that information has not always been used to inform the state’s
budget decisions. Four components are necessary to establish or link performance

information with budget decisions:

e Develop and adopt programmatic, as opposed to departmental, strategic plans
for major state responsibilities, including the revenue structure, through a public
process.

e Construct program budgets based on the desired outcome of the expenditure.
e Developing metrics for measuring outcomes.

e Periodically assess progress plans, analyzing how expenditure levels influence
performance.

Statutory direction can provide a foundation for putting in place a performance-based
budgeting system. But administrative mechanisms also will be required to implement the
process through California’s departmental budgeting system. The Department of
Finance has the central responsibility for the development of a performance-based

budgeting system.

Although other states, such as Texas and Florida, separate responsibility for developing
performance measures and developing spending plans, California’s long history of
centralized finance planning and reporting supports the integration of these two efforts.
Bolstering the responsibility of the Department of Finance to gather and report
information on performance as part of its budget development efforts will fortify its role

as the state’s lead financial planning and budget agency.
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Additionally, California’s agency structure enables the state to put in place goals, targets,
performance measures and strategic plans that reflect the cross-cutting nature of many
programs, while working within existing operating divisions. For example, strategic
planning and performance measurement for health and human services programs must
be developed by departments in collaboration and with approval from the Health and
Human Services Agency. As an example the agency might produce an overall strategic
plan and performance measures for health and human services with individual categories
that included health care, children’s health, mental health, social services and
developmental services to reflect the specific responsibilities of those and other

departments within the agency.

To support efforts to implement performance-based budgeting strategies, other states
and the federal government have put in place incentives for improvement through their
personnel and management systems. Congtess enacted the Government Performance
and Results Act and President George W. Bush has established and fortified the
President’s Management Agenda. These and related strategies provide the framework,
create incentives and allow the flexibility needed to reduce costs, improve outcomes and

establish results-based accountability.

California is currently modernizing its personnel system, opening opportunities to
support innovation and create incentives for state employees to improve the

performance of state administered programs.

The experiences in other states suggest that implementing performance-based budgeting
strategies is not easy, but is possible with focused leadership, dedication to improving

public outcomes and strategic use of information on performance.
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II. Multi-year Fiscal Planning in California

California has used an annual budget cycle for more than 40 years. The state’s fiscal year
begins on July 1 and extends through June 30 of each year. State departments begin to
develop their budget proposals some 12 months prior to the beginning of each new

fiscal year.

The administrative process of building the Governor’s budget proposal is confidential
and driven by a series of deadlines established by the Department of Finance.
Departments are required to submit estimates of caseload growth, requests for new
funding, more employees or reductions in their funding level. Based on a series of
revenue and expenditure forecasts, the Governor prepares an annual spending plan and
that plan is introduced as the Governor’s Budget in January, six months prior to the start

of a new fiscal year.

One significant frustration with the current budget process is the incremental nature of
fiscal decisions as policy-makers work to balance expenditures and revenues each fiscal
year. Incremental decisions also undermine the capacity of policy-makers to implement
program reforms in response to dramatic increases in services or the need to improve
efficiencies. For example, a majority of state expenditures are driven by caseloads, which

are often defined in statute and largely dependent on demographics.

Political realities also make it much easier to expand services or the payment level for
services, than to restrict access to care or reduce funding. Yet an aging population
means more Californians will become eligible for state-funded health care or related

support.

Growing costs, coupled with growing demand for services, results in the potential for
exponential growth in expenditures. But policy-makers are presented with little
information that could help them frame how current decisions will impact their ability to
balance the budget and meet needs in future years. As a result, policy-makers turn to
short-term or annual decision-making that does not allow program administrators
sufficient time to respond to dramatic cuts in funding or changes that result in significant

expansions of eligibility.
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Similarly, the state also needs reliable information on public revenues to enable policy-
makers to anticipate and plan for volatility that can result in dramatic swings in public

funding as well as put in place strategies to grow the economy.

California would benefit from developing two-year economic forecasts, as other states
have done, that could anticipate declines in income tax revenue and thus require budget
decisions to recognize anticipated gaps between long-term spending commitments and

long-term revenue forecasts.

Similarly, multi-year analyses of major programs could reveal the potential for challenges
in future years — based on anticipated demographic and caseload growth or reductions —
thus allowing policy-makers to avert crises that cannot be managed with short-term
solutions.  California’s current prison quagmire is one example. Problems within
California’s correctional and rehabilitation system have festered, in part because the state
has not consistently forecast growth in the system and put in place sufficient services to

ensure the quality of prison and rehabilitation programs.

California’s annual budget process creates additional difficulties for local governments.
Under California’s constitutional framework, counties act as agents of the state
implementing state policies primarily in health and human services.  County
governments are expected to efficiently deliver state services based on funding that is

allocated annually.

This policy-making environment slows opportunities for counties to put in place
management strategies to account for changes in funding from one year to the next. For
example, under California’s In Home Support Services (IHSS) program, the state
provides funding for counties to hire caregivers to help older Californians remain in their
homes and avoid the need to move to a nursing home or assisted living facility. The state
constantly changes the funding and the funding responsibility of the IHSS program so
that the service provider, usually a county, must make annual adjustments in the service

delivery. Continuity of service to the client is the ultimate loser.

Often, policy-makers will propose policy changes that will take many years to fully take
effect, such as job training programs or mental health diversion programs to reduce the

number of mental health clients who end up in jail. As the state allocates funding in the
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budget, departments must prepare implementation rules before transmitting funding to
counties. Counties must receive the funds before they can hire additional staff or
contract with community-based organizations to provide services. It may take more
than a year before a budget decision made in Sacramento results in additional services in

a community.

Equally significant, depending on how programs are funded, service providers may not
be able to plan for more than a single year as ongoing funding can be contingent on an

additional appropriation.

Similarly, a longer range view would help the state understand the effect of economic
trends on the tax structure so that the volatility of the state’s revenue system could be
better understood and managed. For California to solve its most complex and expensive
policy challenges, such as achieving universal health insurance coverage, the state also
needs to better manage its revenue. To extend health coverage to all Californians,
policy-makers will need a multi-year strategy that addresses both revenue needs and the
service delivery system. Transitioning from the existing health insurance and health care
delivery system, to a reformed model will take many years. Implicit in California’s health
coverage discussion is the composition of California’s population and how the

population will change over time.

A multi-year forecast of the state’s demographics is critical to helping policy-makers
identify the fiscal commitments of an expanded health insurance system. The same
analysis can be made for the state and local correctional system costs. Annual spending
commitments that do not take into account the “out years” will simply encourage the
Legislature and the Governor to attempt to sustain present service levels and costs,

regardless of the quality of those programs or the outcomes achieved.

Alternatively, longer fiscal horizons could help focus policy-makers on more squarely
addressing quality and cost issues that, over time, pose significant fiscal and social

impacts on California.

Potential benefits. A longer term fiscal forecast would allow the Governor,
Legislature and the public to better understand the implications of policy and budget

decisions. The Governor, the Department of Finance and departments administering
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public programs would benefit from institutionalizing longer term forecasts as part of
the budget process. For example, trends in county administered social service programs
would be identified and addressed in a multi-year fiscal plan so that funding, policy and
management decisions respond to emerging needs. An extended fiscal period also
would strengthen the Legislature’s ability to anticipate and plan for the dynamics that

drive expenditures.

Legislatures in other states have used multi-year budgeting to more equally divide their
time between passing a budget and overseeing expenditures. A two-year cycle frees up

time in the second year for focused program review.

Challenges of an extended fiscal horizon. It is important to recognize that
projecting the performance of the economy and revenues, as well as expenditure needs,
is difficult and often imprecise. Forecasts are sensitive to policy changes and the

vagaries of federal policies, which can disrupt an otherwise rational forecast.

The state’s experience with multi-year fiscal decisions is admittedly mixed. In the
recession of the early 1990s, a multi-year planning process was implemented that foresaw

fiscal recovery by the middle of the decade. But by the late 1990s, fiscal choices were

How Far the Horizon?

What is the optimal length of a forecast period? Forecast periods should be determined by
how time impacts expenditures and the stability of individual programs. For purposes of
discussion, the following forecasts are suggested:

Entitlements Five year, with added detail in initial two years
Revenue Two years
Expenditures Two - five years, depending on the influence of

demographic trends.
New/Revised Programs  Five years

From a practical point of view, the forecast period should be as far out as our institutional
eyesight allows. For example, the state has robust tools for projecting college enrollment
based on demographic trends. It may be desirable to develop a longer term forecast of
enrollments — reflecting demographic changes, enrollment goals, and the capacity and
efficiency of higher education programs. At a minimum, a two-year fiscal planning process
will allow the executive and legislative branches to implement program changes more
realistically. Reforms in the state prison system, for example are likely to take several years
to implement and administrators and legislative oversight committees need the ability to
accomplish needed improvements in a realistic time frame.
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made that ignored the anticipated longer term effects, causing significant operating
deficits over time. The challenge always will be making good use of improved

information, rather than simply providing that information.

One compelling reason for understanding the “out year” implications of fiscal decisions
is to avoid short-term expenditure increases or revenue reductions that cannot be
sustained. Linking a performance-based approach and a multi-year outlook could create
incentives for policy-makers or program managers to make choices that may lower costs
or improve program effectiveness. Longer planning horizons also may make it more

difficult for policy-makers to ignore the fiscal impacts of contemporary decisions.

Among the options. There are a variety of ways to link longer fiscal forecasts to
appropriations. To encourage discussion on the appropriate length of the fiscal horizon,
we offer one concept. It should be noted that there are many variations within this
approach. A thorough discussion of alternate approaches will help policy-makers settle

on the most workable system for California.

Using a Biennial Fiscal Plan. For the purpose of understanding how a multi-year
fiscal plan would work, we have used a biennium or two year model. A biennial fiscal
plan would be proposed by the Governor in January of odd numbered years. Biennial
fiscal plans would be adopted by the Legislature during odd-numbered years and
monitored during even-numbered years. The Legislature would still be required to adopt
an annual budget and could amend a fiscal plan adopted during a prior fiscal year. For a
month to month description of one option for a multi-year fiscal planning program see

page 36 and 37.
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lll. Revisions to the Legislative process: The role of
the Joint Legislative Budget Committee
The Legislature’s review of the Governor’s budget should be open and transparent.
Reforms of the 1970s brought a new openness to the process. Over time, that process
has become less transparent. Each house of the Legislature acts over a three-month
period — in a parallel process — to review the Governor’s budget proposals. This process
is intended for the Senate and the Assembly to separately “speak” on the budget, and

then work out differences in a conference committee.

Unfortunately, the houses “speak” through the subcommittees of the budget committees
and the houses never act on their individual version of the budget. The work of the
subcommittees is simply transmitted to the conference committee. The budget
subcommittee process creates conflicting schedules, and the simultaneous development
of two versions of a legislative budget results in reduced public vetting and debate of

critical public issues.

Additionally, while limits on the number of terms that policymakers can hold office has
reduced the capital experience that lawmakers bring to budget discussions; the process
itself is basically the same as when legislative leaders had many years of experience. The
continuous turnover of budget committee members could be mitigated by involving the
members from both houses in program oversight — allowing more seasoned members,
such as Senators who have termed out of the Assembly — to sit with recently elected
members. The budget process might be invigorated by a larger mix of new and veteran

members.

An alternative process would include a greater emphasis on the use of joint house
committees to develop state spending plans. The use of a joint committee, or joint
subcommittee meetings, would bring greater coordination between the houses as well as

additional benefits to the important public debate over state spending.

One approach would be to adapt the Joint Legislative Budget Committee as the venue
for considering the Governor’s budget. Existing law provides for the Joint Legislative
Budget Committee (JLBC), which is the committee that oversees the Legislative

Analyst’s Office and has a variety of statutory duties. It was created by a statute passed
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and signed by Governor Earl Warren in 1951. An excerpt of its statute outlines the

primary duties of the Joint Committee.

The committee shall ascertain facts and make recommendations to the
Legislature and to the houses thereof concerning the State Budget, the
revenues and expenditures of the State, the organization and functions of
the State, its departments, subdivisions and agencies, and such other
matters as may be provided for in the Joint Rules of the Senate and
Assembly. The committee has a continuing existence and may meet, act
and conduct its business at any place within this State, during the sessions
of the Legislature or any recess thereof, and in the interim period
between sessions.

Based on its statute, the JLBC is uniquely suited to take on the task of developing the

state budget.

The composition of the JLBC could be expanded to include all of the members of the
Assembly Budget and the Senate Budget and Fiscal Review committees. Subject matter
subcommittees could be formed with members of each house, similar to how joint

committees are currently formed to deal with particular subjects.

As a joint committee with statutory powers it would have all of the necessary powers to
provide oversight of state programs and administrative departments. Improving the
legislative budget process could be accomplished by improving coordination between the
Assembly and Senate budget committees. For example, during the eatly phase of the
legislative budget process, which runs from January through February, the subject matter
subcommittees could meet jointly for oversight sessions. This reform would enable the

Legislature to more efficiently organize and deploy its supportive resources.

An alternative process would include a greater emphasis on the use of joint house
committees to develop state spending plans. The use of a joint committee or joint
subcommittee meetings would bring greater coordination between the houses and

several benefits to the important public debate over state spending.

Potential benefits. Under a joint committee structure, budget leaders would take
ownership of budget provisions. Actions by subcommittees would be designed to gain
the support of the full committee and be enacted. This alternative committee structure

would increase the accountability of budget committee members as their
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recommendations would be transmitted to both houses of the Legislature for adoption.
Public understanding of fiscal options, and thus, accountability also would be enhanced.
Under these proposals, the fiscal dialogue in the Legislature would be more focused and
unified. Budget discussions would be held in a single public forum, with the

administration, the Legislative Analyst’s Office, and all other interested parties present.

Budget implementation legislation. These budget process reforms should add
transparency to the process. Simple procedural changes would make the budget and
related law-making process more transparent. The budget bill and the related budget
implementation bills should be available for public and legislator review for several days
prior to passage. A similar procedure is required for legislation that amends the Political
Reform Act of 1978. Amendments to the Political Reform Act must be in print and

available for review for 12 days prior to final action.
The following revisions to the Legislature’s procedures are suggested.

The budget bill. Prior to final action on the budget bill, the bill must be in print for 3

legislative days.

Budget implementation bills. Bills needed to implement provisions of the budget act

may not be taken up for final passage until they have been in print for 3 legislative days.

In order to be considered by the Legislature, a bill to implement the budget must meet

the following test:

e All budget implementation bills originate with the JLBC. Bills are introduced to
accompany the budget bill and subject matter bills would be referred to the
appropriate policy committees of both houses for comment. JLBC would
maintain possession of the bills.

e The provisions of the bill must be necessary for the implementation of amounts
appropriated in the budget act. The title must note that the bill is a budget
implementation bill.

e The bill contains provisions that directly and materially relate to one or more
appropriations statutes making changes in law that are directly related to the
implementation of the appropriations in the Budget Act enacted that year, that
fact is expressed in its title, and the bill that enacts the statute is presented to the
Governor at the same time as the bill that enacts the Budget Act.
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e If the statute makes a change in law that is not directly related to the
implementation of one or more appropriations in the Budget Act, that change is
void. The Governor, while approving other portions of the bill that enacts the
statute, may eliminate one or more changes in law.

Improvements in the budget-making process over time will increase accountability and
help build consensus around shared goals. Although each of these proposals can be
discussed on their independent merits, they are mutually supportive and potentially more
transformative when integrated together. For example, instituting a longer budget
planning period will greatly enhance the ability to apply performance measures to

decisions.

Program planning and oversight could focus on the longer term consequences of
contemporary actions. Instituting a joint legislative committee to develop the budget
would offer an opportunity for committee members to consolidate oversight and
appropriation activities and allow for more experienced lawmakers to mentor the newly
elected. This reform also would offer the public a single forum in which to participate in

the budget making process.
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Summary

Taken together Performance-based budgeting, multi-year fiscal planning and a joint
budget committee will change the way in which fiscal policy is made. As noted in the
table that follows, the relationship between the reforms and how they interact are as
important as the individual solutions. Performance measurement can be the basis for
improving investments in public programs and enhancing legislative oversight.
Performance-based budgeting combined with multi-year fiscal planning will enable the
Legislature to anticipate needs, make new investments where necessary and shift funding
from less essential areas to more essential programs. Biennial fiscal plans will provide
the Legislature more time to improve program oversight during the second year of a
budget term. These two reforms, combined with a re-worked legislative budget process
will enable broader discussions of priorities and goals to inform budget and policy
decisions. In a term-limited environment, policy-makers would be allowed more time to
understand what is working, what is not, and what changes are needed to respond to

public needs.

To implement a multi-year fiscal plan, the process must be initiated at a specific point in
time. It could begin in an odd numbered year, which would allow fiscal planning to
occur with the electoral terms of state elected officials. California’s Governor is elected
in an even numbered year, along with the entire state Assembly and half of the state
Senate. A two-year fiscal plan would give the Governor the opportunity to prepare two
state fiscal plans in a four-year term. Assembly members would contribute to one fiscal
plan during their two-year term of office and members of the Senate would have two
fiscal plans depending on their election cycle. For example, following the 2008 election
of members of the Assembly and half of the Senate, the Governor would present the

2009-2011 fiscal plan to the Legislature in January of 2009.

The first opportunity for California to operate under this proposal would be 2009,
allowing sufficient time to transition from single-year planning and budgeting to a two
year fiscal strategy. Under this conceptual proposal — beginning in 2009 — the process

would be carried out as follows:
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2009

January — May — June — July — September —» December
January May July
Governor The Governor Governor The Governor
presents fiscal issues May reviews and
plan for July Budget signs state
2009-June 2011. Revision. spending plan
The plan includes: for annu'al.
approptiations
v'Two to five year and related
forecasts for budget
revenues and implementation
expenditures. legislation.
v'Performance
indicators for
each major
program.
v'Program
allocations.
February May June September — October
Joint JLBC Final budget | JLBC adopts JLBC
Legislative Convenes allocation process budget conducts
bt
BUdget_ v’ Conducts v Reviews May |V Refers budget ZZZbe
Committee hearings on Revision. & related bills %
s
(JLBC) program | Makes final to Senate and Reviews
performance. Assembly. program
resouree erformance.
v’ Assesses allocations P
funding decisions. v'Recommends
needs. v Drafts budget CEZiget::oets
v Begins bill SR
;ubc.ommlttee V' Drafts budget petformance
eatings. . .
implementation) measures.
bills.
June
Senate and Senate and
Assembly Assembly vote on
budget bills.
If vote fails in
cither house,
bills returned
to JLBC for
further action.
July
State . First day of
Ag encies [fiscal year is
July 1.
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2010

January —

May — June —

July —» September - December

January May July December
Governor Governor Governor issues May The Governor The Governor finalizes two-
introduces Budget Revision. reviews and year fiscal plan for 2011-2013
revisions to the signs for presentation in January.
two-year fiscal adjustments to
plan. two-year
di lan.
v'Revisions contain spending pian
second year
appropriations.
v'Revisions also
update revenue
estimates.
February May June September — October
J0|n.t . JLBC Final budget JLBC adopts JLBC conducts oversight
Legislative Convenes allocation process budget bearings
BUdget_ v’ Considers v Reviews 2 v'Refers 2nd v'Reviews program
Committee changes to the | year May year budget & performance.
(J LBC) two-year fiscal | Revision. related bills to v Recommends changes to
plan. Senate and
v’ Makes final goals, targets and
v Assembly.
Assesses need | resource performance measures for
for additional allocations the 2011-2013 fiscal plan.
funding. decisions.
v Begin v’ Drafts budget
subcommittee | bill.
heari
carnegs v Drafts budget
implementation|
bills.
June
Senate and Senate and
Assembly Assembly vote on
budget bills.
If vote fails in
either house,
bills returned
to JLBC for
further action.
July August
State ] First day | Agencies
Agencies of Fiscal | plan for

Yearis | 2011-2013
July 1. fiscal plan.
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Appendix A — Washington State Budget Display

Excerpted from www.leap.leg.wa.gov

Agency Activity Inventory by Statewide Result

Improve the health of Washingtonians

Appropriation Period: 2005-07 Activity Version: 2E - Agency recast for 06 supplemental

A010 Family and Child Health

With public health partners, the Department of Health promotes the health of pregnant women,
infants, children, youth, and their families through providing prenatal care and education for
parents; distributing vaccines for children; investigating and controlling vaccine-preventable
disease; providing nutrition and health education for pregnant women; providing healthy food for
people on the Women, Infant, and Children (WIC) program; and, linking children and families to

health services.

FY 2006 FY 2007 Biennial Total
FTEs 144.8 140.7 142.8
GFS $12,838,000 $13,895,000 $26,733,000
Other $174,939,000 $195,551,000 $370,490,000
Total $187,777,000 $209,446,000 $397,223,000

Agency: 303 - Department of Health
Statewide Strategy: Increase healthy behaviors
Expected Results

Washington has healthy infants, children, youth and well-informed parents. Communities are
safe and supportive of children, youth and families.

For each year of operation, 100 percent of WIC-authorized retailers
will receive annual trainings on how to properly sell WIC foods and
transact WIC checks.
Biennium  Period Target Actual
2005-07 8th Qtr 100%
4th Qtr 100%

Reported yearly at the end of the final quarter.

Variance

Increase the percentage of children 19-35 months of age receiving the

4th DTaP to 87% by 12/05 and 89% by December 2006.
Biennium  Period Target Actual Variance

2005-07  8th Qtr 89.2%
7th Qtr 89.2%
6th Qtr 87.7%
5th Qtr 87.7%
4th Qtr 87.7%
3rd Qtr 87.7% 87.7% 0%
2nd Qtr 82.4% 85% 2.6%
1st Qtr 82.4% 85% 2.6%
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A006 Health Insurance - Adults below 100% of poverty level

The Basic Health Plan provides a basic health insurance package for adults who are otherwise
uninsured and whose family income falls below the federal poverty level. The state offers
reduced rates for low-income Washington residents. Enrollees also pay portions of the premium
costs based on income level and family size. (Health Services Account-State, Basic Health Plan
Trust Account-Nonappropriated, General Fund-Federal)

FY 2006 FY 2007 Biennial Total
FTEs 46.4 54.9 50.7
GFS $0 $0 $0

Other $126,274,000 $147,326,000 $273,600,000
Total $126,274,000 $147,326,000 $273,600,000

Agency: 107 - Washington State Health Care Authority
Statewide Strategy: Provide access to appropriate health care

Expected Results
Provide access to basic health coverage to adults below the federal poverty level.

Average monthly enrollment in subsidized Basic Health Plan by adults
under 100% of the Federal Poverty Level.

Biennium  Period Actual Variance
2005-07  8th Qtr 47,000

7th Qtr 47,000

6th Qtr 47,000

5th Qtr 47,000

4th Qtr 47,000

3rd Qtr 47,000

2nd Qtr 47,000 45,529 (1,471)

1st Qtr 47,093 47,093 0
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Appendix B — Texas State Budget Display

Excerpted from 2006-07 State of Texas General Appropriations Act

(www.lbb.state.tx.us)

DEPARTMENT OF FAMILY AND PROTECTIVE SERVICES

Items of Appropriation:

A. Goal: PROTECTIVE SERVICES

Protect Clients by Developing and Managing a Service Delivery System
A.1.1. Strategy: STATEWIDE INTAKE SERVICES Provide System to
Receive/Assign Reports of Abuse/Neglect/Exploitation

A.2.1. Strategy: CPS DIRECT DELIVERY STAFF Provide Direct Delivery
Staff for Child Protective Services

A.2.2. Strategy: CPS PROGRAM SUPPORT Provide Program Support for
Child Protective Services

A.2.3. Strategy: TWC FOSTER DAY CARE TWC Foster Day Care
Purchased Services.

A.2.4. Strategy: TWC PROTECTIVE DAY CARE TWC Protective Day Care
Purchased Services.

A.2.5. Strategy: ADOPTION PURCHASED SERVICES

A.2.6. Strategy: POST-ADOPTION PURCHASED SERVICES

A.2.7. Strategy: PAL PURCHASED SERVICES Preparation for Adult
Living Purchased Services.

A.2.8. Strategy: SUBSTANCE ABUSE PURCHASED SERVICES

A.2.9. Strategy: OTHER CPS PURCHASED SERVICES Other Purchased
Child Protective Services.

AA2.10. Strategy: FOSTER CARE PAYMENTS

AA2.11. Strategy: ADOPTION SUBSIDY PAYMENTS

AA2.12. Strategy: STAR PROGRAM Services to At-Risk Youth (STAR)
Program.

A.2.13. Strategy: CYD PROGRAM Community Youth Development (CYD)
Program.

A2.14. Strategy: TEXAS FAMILIES PROGRAM Texas Families: Together
and Safe Program.

A.2.15. Strategy: CHILD ABUSE PREVENTION GRANTS

A.2.16. Strategy: OTHER AT-RISK PREVENTION PROGRAMS

A.2.17. Strategy: AT-RISK PREVENTION PROGRAM SUPPORT At-Risk
Prevention Services Program Support.

A.3.1. Strategy: APS DIRECT DELIVERY STAFF Provide Direct Delivery
Staff for Adult Protective Services

A.3.2. Strategy: APS PROGRAM SUPPORT Provide Program Support for
Adult Protective Services

A.3.3. Strategy: MH and MR INVESTIGATIONS

A.4.1. Strategy: CHILD CARE REGULATION
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2006

$11,585,316
$207,406,442
$28,203,302
$5,353,356
$8,362,207
$4,202,506
$3,735,006
$6,426,415
$2,607,992
$23,083,423
$376,800,097
$110,737,952
$21,030,805
$7,897,598
$4,168,441
$1,792,387
$4,672,801
$2,441,576
$33,701,358
$4,613,335

$5,032,241

$20,741,074
$894,595,630

2007

$11,530,585
$207,406,443
$28,203,302
$5,353,355
$8,362,206
$4,202,505
$3,735,005
$6,426,414
$2,607,992
$23,083,423
$355,467,301
$116,828,441
$20,970,915
$7,897,598
$4,168,441
$1,792,387
$4,687,763
$2,441,576
$34,832,690
$4,683,688

$5,152,853

$20,705,096
$880,539,979



1. Performance Measure Targets. The following is a listing of the key performance target
levels for the Department of Family and Protective Services. It is the intent of the
Legislature that appropriations made by this Act be utilized in the most efficient and
effective manner possible to achieve the intended mission of the Department of Family
and Protective Services. In order to achieve the objectives and service standards
established by this Act, the Department of Family and Protective Services shall make
every effort to attain the following designated key performance target levels associated

with each item of appropriation.

A. Goal: PROTECTIVE SERVICES

Average Hold Time (in Minutes) for Statewide Intake
Phone Calls in the English Queue

Percent of Children in FPS Conservatorship for Whom
Legal Resolution Was Achieved within 12 Months
Percent of Children in FPS Conservatorship for Whom
Permanency Was Achieved within 18 Months

Percent of Adoptions Consummated within 18 Months of
Termination of Parental Rights

Child Protective Services Caseworker Turnover Rate
Percent of CYD Youth Not Referred to Juvenile Probation
Percent of Elderly Persons and Persons with

Disabilities Found to Be in a State of
Abuse/Neglect/Exploitation Who Receive Protective
Services

Incidence of Abuse/Neglect/Exploitation per 1,000
Persons Receiving Services in Mental Health and Mental
Retardation Settings

Percent of Validated Occurrences Where Children Are
Placed at Serious Risk

A.1.1. Strategy: STATEWIDE INTAKE SERVICES
Number of CPS Reports of Child Abuse/Neglect

A.2.1. Strategy: CPS DIRECT DELIVERY STAFF
Number of Completed CPS Investigations

Number of Confirmed CPS Cases of Child Abuse/Neglect
Average Number of Open CPS Investigations Per Month
Number of Children in FPS Conservatorship Who Are
Adopted
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Outcomes
2006 2007
5 5
61.7% 61.7%
87% 87%
74% 74%
23% 23%
97.7% 97.7%
86% 86%
3.4 3.4
36.1% 36.1%
Output (Volume):
215,637 234,902
174,666 192,619
43,666 48,155
37,010 40,814
2,774 2,830
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AppendixC:  Statement of Principles

A declaration for a fiscally responsible,
smaurtly managed, 21st century state government

While Californians define the future, their government is stuck in the past. Narrow political agendas divert
attention from critical problems, and potential reforms are imprisoned by partisan gridlock. True “good
government” proposals get squashed as soon as they challenge entrenched interests.

Elected officials — confronted with a prolonged fiscal crisis — dodge difficult decisions and push the
consequences into the future. While four out of five Californians are dissatisfied with their government,
lawmakers find refuge in partisan stalemates.

The New California Network believes that reform is not only possible, it is imperative.

California is governable. But that government must serve, communicate with, and be accountable to all
Californians — not just those who have voted in the past or who contribute to political campaigns.

State government can set the industry standard. But that government must be grounded in the global and
knowledge-based economy of the new century. Schools, transportation systems, prisons and even the
Department of Motor Vehicles must incorporate and support innovation.

Fiscal responsibility is essential to restoring the public trust. Budget gimmicks and inappropriate debt drive up
costs and leave the bills for our children. Spending money without focusing on results further erodes the
public’s confidence in government.

To restore state government, Californians must first reclaim it. Reforms need to be initiated in open and
nonpartisan venues, and they must be developed with the meaningful involvement of Californians and their
community leaders.

The following principles are a starting place for thoughtful and respectful discussions that can
lead California past the gridlock and toward a government that is modern, responsive, effective
and accountable. Californians can contribute to this effort by endorsing the principles, learning
more about the challenges facing the state, and communicating their concerns and ideas to
community leaders and elected officials.

Principle No. 1: State leaders need to set priorities and live within the state’s means.

The state budget should fund the public’s highest priorities, plan responsibly for future years, and link
spending with specific results.

e Increases in spending should be limited to real indicators of population and economic
growth.

e Just like responsible families, policymakers should create a savings account — setting aside
money in good years so basic needs can be met in lean ones.

e Budget decisions should be based on evidence that Californians are getting their money’s
worth. Money should be shifted to the most effective programs. And programs that are not
making an important difference should be eliminated.
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Principle No. 2: Public dollars need to be better managed.

California’s public programs should provide high-quality and cost effective services.

¢ Programs need to be better designed, better managed and incorporate new technologies to
reduce costs, improve services and show results.

¢ Public managers need greater discretion and incentives to make changes and then be held
accountable for progress toward established goals. The performance of government
programs should be clearly reported and easily accessible to the public.

Principle No. 3: State and local governments need to work together.

State and local government leaders need to realign the responsibility for operating programs with the
authority to get the job done.

e California needs to link the ability to raise and allocate revenue with the responsibility for
achieving results.

o Cities, counties and special districts should be encouraged to develop shared services to
reduce costs and improve results.

Principle No. 4. We need to build and protect California.

Energy, transportation, communications, schools and other investments should strategically position
California to prosper in a global marketplace while protecting natural resources and cultural assets that set
California apart.

o Consistent investments in public facilities need to be smartly designed, constructed and
managed to improve the state’s economic competitiveness and quality of life.

e The State should seek out the most efficient and innovative ways to meet public needs and
encourage private investment in facilities that serve the general public.

o When appropriate and practical, the costs of improving facilities should be paid by those
people who directly benefit.

Principle No. 5: California needs a 21st century tax system for a 21st century
economy.

California’s revenue system should support important public goods and services in ways that are fair, reliable
and do not discourage investment and innovation.

o Taxes and fees should provide a reliable source of revenue so that in good times and bad
times important public services can be provided with skill and competence.

e The revenue system should be based on a knowledge and service-based economy. When
possible, taxes and fees levied should be linked to the services provided.

e The revenue system should not discourage the investment, job creation and sound land-use
decisions that are essential for all Californians to prosper.

e The tax system should be modernized regardless of whether taxes are increased or
decreased. After improving the performance and accountability of government programs,
the public and their elected officials can determine whether taxes should be raised or
lowered.
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