BUDGETING FOR A PREFERRED PLACE:

Improving Service, Accountability, and
Efficiency With New Budgeting Tools
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To the People of the City of Philadelphia
And the Commonwealth of Pennsylvania

Dear Friends:

After nearly a decade of expanding surpluses, Philadelphia now confronts
budgetary stress. But the city must not only confront a challenge to balance its
books, it faces a clear imperative to do more with less. After fifty years of
population and job loss, it is abundantly clear that Philadelphia suffers from two
interconnected problems: the high overall cost of living and doing business in the
city has encouraged far too many to move beyond the city limits; while the overall
quality of city services has not been high enough to attract and retain firms and
families. It is, therefore, more crucial than ever to ensure that every dollar the city
raises and spends creates positive results.

We must be mindful of the cost of everything we do as a city and we must
carefully consider the value of everything we achieve. It is within this context that
the Controller's Office undertook this project of examining the best examples of
tools employed by other jurisdictions to focus government an high performance.
By incorporating these tools into the city's budget process, Philadelphia can give
elected officials, public managers, and the citizenry information — and incentive —
to improve services, generate enhanced accountability, and focus government on
efficient operations.

In recent years, the creation of new informational products helped the city's
leadership move from the brink of bankruptcy to fiscal discipline — allowing the
city to expand services and cut taxes. The Five-Year Financial Plan placed an
emphasis on budgeting for the long term; the Quarterly City Managers Report
generated new data on government operations; and Mayor's Report on City
Services, helped link spending to governmental achievements. [ am confident that
we can continue this progress by enhancing the budget process with additional
tools that are currentlv being used successfully in other jurisdictions.

AYHAN A, SAIDEL

.,._."(_Ii'f Controller
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Budgeting for a Preferred Place

The City Controller’s
Ten Budgetary Tools For a Preferred Place
Set Goals
Use Benchmarks
Link Budget to Performance Measures
Expand Accountability
Use Activity-Based Costing
Illustrate Budget Tradeoffs
Create a Rainy-Day Fund
Use Dynamic Scoring
Implement Asset-Maintenance Schedules
10 Require Fiscal-Impact Statements

NATIONAL ADVISORY COUNCIL ON
STATE AND LOCAL BUDGETING (NACSLB)
Principles of Good Budgeting

1. Establish Broad Goals to Guide Government Decision Making
e Adopt processes and procedures to assess government and
community needs.
e Develop and disseminate goals based on assessments

2o Develop Approaches to Achieve Goals
Adopt financial policies, such as revenue-stabilization funds, for
better fiscal management and revenue forecasting
e Create systems for better capital-asset maintenance
e Create management strategies to facilitate attainment of programs
and goals

s el sl o B gs e e =

3. Develop a Budget Consistent with Approaches to Achieve Goals
e Develop a budget process that helps achieve goals
e Evaluate financial options that include long-term considerations

4. Evaluate Performance and Make Adjustments
e Adjust budget and management based on performance measurement
e Adjust broad goals to better reflect the most desired outputs and outcomes of government services

“The National Advisory Council on State and Local Budgeting (NACSLB) was formed in the spring of 1995. The Council was
established with a three-year mission to improve state and local government budgeting through identification and dissemination of good
budget principles and practices.”* Supported and promoted by the Government Finance Officials Association (GFOA), the NACSLB has
influenced budget procedures in many jurisdictions. The NACSLB’s recommendations were based on four principles.

* National Advisory Council on State and Local Budgeting Practices, A Framework for Improved State and Local Government Budgeting
and Recommended Budget Practices, 1998

OFFICE OF THE CONTROLLER 3
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Philadelphia’s Budget Stress Creates
an Imperative to Improve

After years of significant surpluses,
Philadelphia’s budget faces stress.
Driven by a strong economy and
controlled public spending, the city’s
fund balance grew substantially
between Fiscal Year 1994 and Fiscal
Year 2000. But, sluggish growth in tax
revenues and a dramatic increase in city
spending led to a large operating deficit
in Fiscal Year 2002 and a dramatic
reduction in the city’s fund balance.

Over the course of the city’s Fiscal Year
2003-2008 Five-Year Plan, the Mayor
expects to almost completely deplete
the fund balance. However, the current
Five-Year Plan estimates do not include
higher personnel costs, a result of the
new contracts that will be negotiated for
most city employees in the coming
years. Similarly, estimates do not
include funding for much-needed
expansions of service-delivery efforts
and additional tax cuts. Clearly, the city
must find new ways to control spending
and improve governmental efficiency.
Philadelphia has a clear need for
additional tools to enhance our ability to
budget effectively and create positive
results.

Thousands

Source: City Controller's Office

After Years of General Fund Surpluses, The City Spent
More Than It Collected In Fiscal Year 2002
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In FY 2002, The Gity's Fund Balance Decreased In Real Terms
For The First Time In Nearly A Decade
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The Mayor Is Concerned About City Finances

In addresses in November 2002 and January 2003,

Mayor Street noted a range of difficulties confronting “Across the nation, a deep and per-
the city budget. Slow revenue growth and continuing

increases in city spending have depleted much of the SI_Stent recession has pIayed havoc

city’s fund balance, leading to projected operating with federal, state and local budgets.

deficits for the next several years and driving Philadelphia is not immune. A bad

Eggqﬁgglzzgarstéward a negative fund balance in the economy is simultaneously driving
down revenues and driving up costs.”

Given the dire outlook articulated by the mayor, the city — Mayor John F. Street, Budget Address,

must rededicate itself to the tenets of efficient and January 28, 2003

effective government. Doing so will require new tools
to help government work better and cost less.

“We face a potential cumulative five year operating deficit of $612 million by
June 30, 2007, and unless we act to prevent fiscal chaos this circumstance could
be more devastating than the 1991 financial crisis that almost ruined the city’s

future.”
— Mayor John F. Street, Special Address to City Council, November 21, 2002.
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“Philadelphia, like many other cities, stands at a crossroads between prosperity

and peril, between fiscal health and fiscal calamity.”
— Mayor John F. Street, Special Address to City Council, November 21, 2002.

OFFICE OF THE CONTROLLER 5



We Need To Reduce Taxes
and Improve Services

As Philadelphia faces significant budget challenges, the city must
continue efforts to reduce taxes and improve services. Unless the "The area has not done as well as
city provides more value for its residents’ tax dollars, it will the nation in terms of either job
LL] continue to lose population and budgetary pressures will worsen. growth or income growth, but it
> seldom does....Moreover, among
— In the last 50 years, hundreds of thousands of Philadelphia the 50 largest metropolitan areas
— residents and jobs have left the city. Shifting demographics have in the country, Philadelphia ranks
é altered the city’s residential makeup, leaving the city’s population near the bottom in terms of job
older and poorer, with fewer people contributing to the tax base. growth over this expansion.”
LL] Where factories once produced goods for familiar brands like ;Eﬁ::;al' ;‘;Si\”’;hgggzlogia Report
al Stetson and Atwater Kent, abandoned buildings remain as an eerie Card. (Jgnuéry 2001) & &
Z reminder of Philadelphia’s former industrial glory. Neighborhoods
] and industrial areas once teeming with activity exist as virtual
urban ghost towns. Blight and abandonment represent an
LL] epidemic problem for a city that lost about one quarter of its
I population and employment base in recent decades.
F ThIS downward CYCle threatens o Total Population In Philadelphia Has Declined in Recent Decades

the city’s long-term fiscal
stability. Every lost resident 2,000,000
and job represents erosion of
the tax base and creates
pressure on the remaining
residents and employers to
continue to support the city’s
revenue demands.
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The Preferred Place Index Shows
Troubling Decline

Philadelphia’s challenge is not defined by ,

the budgetary balance sheet alone. The The Gity Oontrollers_Ofﬁ ce Preferred Place Index Fell

city must improve its efforts to make Significantly In 2002

Philadelphia a preferred place to live, 103.0 - _I

work, and visit. To help gauge the city’s

progress the Controller’s Office created 1020 /\ %

the Preferred Place Index — including 25 | @ 1010 AN

measures of economic, social, and S 1000 / Y —

governmental trends — which offersa | 990 /\ <

basis for comparing a broad range of city | 8 o5 \0/ nv)

statistics from year to year. In addition S 97.0 / M

to providing a regular update on the '

general progress of the city, the %0 Q—C/ ;

Preferred Place Index provides a starting 95.0 ‘ |

point for tracking the city government’s 19%6 197 1998 199 2000 2001 2002 :l

performance. Source: City Controller's Office Year <
M

It is troubling to note that the Index,

which last year had climbed to its

highest level, dropped significantly. In just one year, the Index has fallen below its 2000 level, giving back
all of the gains made since that year and more. Weakness in the Preferred Place Index should raise warning
flags for Philadelphia. The city must aggressively work to enhance the quality of life for its residents and to
improve the city’s outlook on the whole. Perhaps most of all, Philadelphia must stop the constant loss of
residents that is robbing the city of its vitality. If the city cannot establish itself as a preferred place to live,
work, and visit, it will struggle to improve its schools, attract and retain firms and families, and balance its
budgets.

For more information about the Preferred Place Index see: www.philadelphiacontroller.org/ppi.htm

OFFICE OF THE CONTROLLER /



Why Should We Change Our
Budgeting System?

The Challenge

Currently, Philadelphia’s budget is prepared largely within
the mayoral administration with limited involvement from
the public or their legislative representatives. The budget is
often difficult for citizens to understand, and the process is
difficult to access. Clear ties are often absent between
policy goals and implementation at the departmental level.
Tools tying performance measurement to budgets are
difficult to understand or nonexistent. The mechanisms for
protecting the city’s fiscal health are not clear and provide
less comfort to financial overseers. By altering the budget
system the city can improve services, accountability, and
efficiency to help make Philadelphia a preferred place.

At the most basic level, Philadelphia’s budgeting process
works. The city’s elected officials publicly determine how to

City of Philadelphia
it o

-
5
o4
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iy r( %

Five-Year
Financial Plan

Fiscal Year 2004 - Fiscal Year 2008
(including Fiscal Year 2003)

Twelfth Five-Year Plan for thd
to the Pennsylvania Intergo

Presented by the Ma

raise and spend money to serve the public. Revenues are

collected, employees are paid, supplies are purchased, and

services are delivered. This project asks the following

questions:

B  Government works under the current system, but does
it work as well as it could?

B Is the public adequately involved in decisions surrounding
how to raise and spend tax dollars?

B Do public officials have the right information before
them to help guide decisions on how to use resources?

B Is Philadelphia government as efficient and effective as
it can be?

8

City of Philadelphia

THE MAYOR'S
OPERATING BUDGET
IN BRIEF
FOR
FISCAL YEAR 2004

AS PROPOSED TO THE COUNCIL - MNUARY 2003

JOHN F. STREET
MAYOR
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What Changes Can Improve The System?

The Good News

Ten years ago, as the city confronted its
fiscal crisis, it lacked many of the
budgeting tools that we now take for
granted. Policy makers now can benefit
from:

B The Five-Year Financial Plan;

B The Quarterly City Managers Report;

B The Mayor’s Report on City Services;

In addition, before the fiscal crisis, the
Pennsylvania Intergovernmental
Cooperation Authority (PICA) did not
exist, and the Controller’s Office
provided less oversight of the budget
process.

These new tools and this enhanced
focus on budgeting matters have helped
guide decisions that moved the city
from the brink of bankruptcy to fiscal
stability. They provide government
officials and the public with an
enhanced ability to consider city
spending and its consequences.

OFFICE OF THE CONTROLLER

The Opportunity

For this project, the Controller’s Office
sought to identify the best examples of
efficient, accountable, and accessible
government throughout the United
States and the world. Rather than
focusing on theoretical ways to improve
government, this effort seeks the best
practices in use elsewhere and proposes
changes to adapt these practices to
Philadelphia’s needs.

This project identifies and recommends
ten potential reforms that can improve
the budget process. These tools and
procedures can encourage high
performance and excellent service, while
generating data to inform efforts to
reduce the cost of government. Such
changes will make the budget more
useful to public managers, elected
officials, and the citizenry. These
reforms can establish a government that
responds to performance-based
incentives rather than less outcome-
oriented incentives.




The City Should Publicly Set Goals to Focus
Government on Accomplishment

While most government agencies and
departments have well-articulated mission RECOMMENDATIONS: Create a
statements, few have established quantitative community-based goal setting process
goals for their agencies to achieve. Setting _ _
goals for government outcomes and service The city should amend the Five-Year Plan to
0 levels helps focus managers and officials on include goals established through formal
| performance and on the final outcomes of the goalsetting process that would stress public
< government programs. Also, by including the involvement.
public in the goal setting process, government ) _ _
O services can better reflect the needs of the Neighborhood goalsetting meetings could
w people they serve. create a dialogue about proposed city
programs.
Although long-term, thoughtful goal setting is » )
E rare among governments, some have achieved A citizens’ advisory panel could be created to
notable success. The State of Oregon, in prow_de input on the goals to be articulated in
U) particular, has established a highly successful the Five-Year Plan.
ongoing goal setting process, known as Oregon

Shines. This program was started in 1989 and

has provided significant guidance to the state’s policy makers. These
goals are directly tied to the benchmarking program developed by the
Oregon Progress Board.

Minnesota has also been active in developing goals for government
service. In its Minnesota Milestones report, the state government
defines five principals, 19 broad goals, and 79 milestones.

10 OFFICE OF THE CONTROLLER



How Do Other Jurisdictions Set Goals?

13 — Abused or

neglected children (per
1,000 children)

-

This page from the Minnesota
Milestones report describes the
previous rates of child abuse or
neglect and sets goals of
decreased incidence per 1,000
children in the future.
Reducing child abuse and
neglect are good examples of
an outcome of effective
government service. Itis
important to set outcome
oriented goals, as they help
keep government focused on
the “big picture.”

www.mnplan.state.mn.us/mm
-

J

6 7.9 7.9
1980 1990 1995

Explanation: Substantiated alle-
gations of abuse or neglect are
reported to the Minnesota Depart-
ment of Human Services by county
social service agencies for children
17 years old or younger. These
numbers reflect only substantiated
reports of maltreatment within the
family unit and within facilities li-
censed by the department.

Discussion: Abuse and neglect are

that ¥
result in physical injury, emotional
illness or mental retardation. Treat-
ment, even if effective, can be long
and costly. If unireated, victims are
more likely to exhibit anti-social
behaviors that result in other large
costs to society, such as criminal
activity or chemical dependency. If
victims become parents, they are
maore likely to abuse their children.

It is widely believed that abuse and
neglect is underreported. As re-
fporting practices improve, the rate
may rise. The long-term goal is for
the rate of actual abuse and neglect
1o decline.

In addition w0 the underreporting
problems, the current reporting
system also is limited, For exam-
fple, it is not possible to determine

Minmesota Planning
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In Oregon Shines II, specific indicators are tracked
and target goals are established for the future.
Here, educational goals are established for the

state to achieve.
k www.econ.state.or.us/opb
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The City Should Benchmark to Compare
its Effort to Best Practices

Benchmarking involves establishing objective
standards as targets for achievement by
departments. These benchmarks can be based
on historical trends, results in other locations,
or an array of other types of data. The
International City/County Management
Association (ICMA) maintains a benchmarking
program that provides a range of benchmarks
for all aspects of government. ICMA collects
data from over 130 member jurisdictions,
including more than 60 American cities and
counties with populations exceeding 100,000.

Oregon has also been a leader in the active use
of benchmarking to improve government
performance. Closely related to its Oregon
Shines reports, the state also publishes Oregon
Benchmarks, a document which outlines 259
indicators. The City of Portland and Multhomah
County are also leaders in benchmarking and
goal setting, where they generate reports on
government service in the Portland Multhomah
Progress Board’s benchmarks and 2001

Review.

12

RECOMMENDATIONS: Introduce benchmarks
to city services

The City of Philadelphia should join the ICMA
performance measurement program.

City performance measures should be compared
against ICMA and other benchmarks.

Program level benchmarks should be tied to
department and citywide goalsetting efforts.

OFFICE OF THE CONTROLLER



How Do Other Jurisdictions Benchmark?

1
106 [ FY 2001 DATA REPORT D 1cMA CENTER FOR PERFORMANCE MEASUREMENT [ \
FIGURE 5-5 FIRE EQUIPMENT AND MINIMUM STAFFING PER APPARATUS (PAGE 1 OF 2 .
2 L ! The ICMA Benchmarking program C
EXPLANATORY INFORMATION P : st J
tracks participating cities’ services and
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The City Should Formally Link Performance to the
Budgeting Process to Encourage Achievement

Philadelphia’s Five-Year Plan tracks various performance
measures for city agencies. While these performance RECOMMENDATIONS: Link
measures are a strong tool in tracking service, they can performance measures to the
still be improved. By measuring departmental and program | budget process

outcomes, it is possible to target resources for areas and

projects that work particularly well or that need additional The city should publicly link agency
assistance. When performance measurement is tied to performance to budget details and use
budgets, departments are driven to improve and to use those links to create incentives for

their funding well. On a regular basis, Philadelphia’s improvements and consequences for
Finance Department officials meet with high-level poor performance.

representatives of each department to discuss progress on

performance measurements and potential impacts on The city should include more measures
departmental budgets. However, this process is not public | that track both agency outputs as well as
and has not resulted in a clear link between performance outcomes and should be developed for
and budget. To bring meaningful change to the city all new initiatives and programs in the

budget process, performance measurement must be linked | Five-Year Plan.
publicly to budget details and reinforced with incentives to
improve and consequences for poor performance.

In addition, performance measurement must focus on the achievement of outcomes, rather than simply
departmental outputs. Philadelphia and many other cities have been developing more meaningful
measures intended to focus attention on the outcomes that matter to residents and others. For example,
rather than measuring the square yardage of roadway repaired, a more meaningful measure might be the
percentage of roads in good condition. Similarly, recidivism rates in homeless shelters may be more
important than the number of shelter beds available. Managers must increasingly be held accountable for
the outcome results of the work they perform, and the administration must collect these data as the first
step towards achieving greater accountability.

LINK BUDGET TO
PERFORMANCE MEASURES

14 OFFICE OF THE CONTROLLER



How Do Other Jurisdictions Tie
Performance to Budgets?

City of Sunnyvale
Program Performance Budget

Program 322 - Solid Waste

Costs Products Work Hours Product Costs
Activity 322300 - Operate SMaRT Station
Product: A Ton Received
FY 2002/2003 Adopted $7,395,359.77 289.748.00 2.713.00 $25.52
FY 2003/2004 Adopted $7.415,592.67 289.478.00 2.713.00 $25.62
Activity 322310 - Refuse Disposal
Product: A Ton Landfilled
FY 2002/2003 Adopted $10,359,233.09 212.496.00 1.00 $48.75
FY 2003/2004 Adopted $10,507,504.31 212.496,00 1.00 $49.45
Activity 322320 - SMaRT Station Revenue Distribution
Product: Revenue Distributions
FY 2002/2003 Adopted $1,595,568.00 0.00 0.00 $0.00
FY 2003/2004 Adopted $1.806,103.00 0.00 0.00 $0.00
Totals for Service Delivery Plan 32203: Costs Work Hours
FY 2002/2003 Adopted 519,350,160.86 2,714.00
FY 2003/2004 Adopted $19,729,199.98 2,714.00
Totals for Program 322:
FY 2002/2003 Adopted $45,084,064.61 21,702.00
FY 2003/2004 Adopted $45,490,649.01 21,702.00

4 )

This page from the Sunnyvale, California budget illustrates how the solid waste disposal budget
links performance and expenditures. The performance of the previous year, in this case measured
in tons of trash received by the SMaRT Station and landfill, is compared to goals for the upcoming
year. This system of budgeting was one of the inspirations for the federal government’s
Government Performance Results Act (GPRA), which requires federal agencies to track

performance measures with expenditures.
www.ci.sunnyvale.ca.us/budget-plan/index.htm

o )
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The City Should Expand Accountability
Programs to Improve Services

In jurisdictions focused on high performance,
government managers are increasingly being held
accountable for the performance of their agencies.
For several years, the City of Philadelphia has
published an annual report on the performance of
city government in the Mayor’s Report on City
Services. While this report is clearly a step in the
right direction in establishing greater accountability,
there is ample opportunity to improve. To expand
accountability and increase productivity, statistics
and information documenting the performance of
government programs must be monitored closely

RECOMMENDATIONS: Expand accountability
with performance measurement and data
collection

The city should utilize frequent and regular
measurement of relevant statistics affecting and
affected by city services.

To hold managers accountable and help direct
service to problem areas, the city should convene
regular CitiStat-like conferences.

and frequently. Data must then be used to assess
outcomes in a way that generates constructive
feedback to guide necessary corrective action.

The City of Philadelphia’s CompStat program is an excellent example of using performance measurement and
statistical information to hold managers accountable. CompStat is a process in which the Police Department
leadership convenes bimonthly meetings with district commanders to discuss regularly collected crime statistics
and performance measures in the districts. By processing timely data, police can effectively divert resources of
the department toward creating positive results. CompStat effectively creates a system for holding district
commanders and police officials accountable for results.

Two years ago, the City of Baltimore adapted the CompStat process citywide into its much-lauded CitiStat.
CitiStat requires each department head in the City of Baltimore to track and report a variety of metrics
associated with the service they provide. Managers are then held accountable for results and given the
opportunity, in the CitiStat conference, to explain poor performance or share effective management techniques.

Philadelphia, building on the current success of CompStat, could track performance measures and data on a
more regular basis similar to Baltimore’s CitiStat conferences. Such a program could enhance accountability

throughout the city.
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How Do Other Jurisdictions Hold
Managers Accountable?

\
CitiStat uses Geographic Information Systems (GIS) to map
the performance and impacts of government service. In this
example, trash collections are presented by boroughs of
Baltimore. Sophisticated GIS can display information by an
almost infinite variety of geographic areas including

neighborhood, census block, zip code, and electoral district.
www.ci.baltimore.md.us/news/citistat

J
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The City Should Use Activity-Based Costing to
Illustrate the Cost of Government Programs

By determining the true cost of governmental initiatives, it is
possible to compare programs and the return on their costs. Under
the current budget system, departments are not compelled to
determine the actual costs of their activities. At times, Philadelphia
has used activity-based costing to determine costs for specific
programs, however it has not been used citywide or on a large
scale.

The City of Austin utilizes activity-based costing in the preparation
of its budget. For each major activity in a department, such as
code compliance, the activity budget is outlined along with the
related performance measures (past, current, and projected).
Austin’s activity-based costing system allows comparison of the
costs of activities and ties the activities to departmental goals.

The experience in Austin and elsewhere has demonstrated the
value of this tool. Activity-based costing is an essential element in
the management of the city’s budget, either on a targeted or
budget-wide basis, because it can provide previously unknown data
on the cost of governmental activities. In Philadelphia, this data
can illuminate the public debate on the city’s spending priorities and
needs. Similarly, such data can establish valid and fair criteria that
can be used comparing costs with other jurisdictions or other
providers.

18

RECOMMENDATION: Include
activity-based costing in
budget process

The city should determine the
true cost of different government
activities and include activity-
based costing procedures in
department and citywide
budgets.
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How Do Other Cities Use
Activity Based Costing?

The City of Austin, Texas presents a budget that goes beyond
showing the expenditures for each department by including
expenditure information for each programmatic activity. Here,
Neighborhood Planning and Zoning-200203 | the activity budget for the code compliance division of the

AT Cots Caplaion Neighborhood Planning and Zoning department is shown.

Activity Code:  72CC
Program Name: CODE COMPLIANCE

Whcuuiranents M FTE 2000-01 20012002 20042002 200203 200203
Actual Amended Estimate  Proposed Approved
General Fund $975,992 $1,091,445 $1,132,304 $1.113.060 $1,113.060
Total Requirements $975,992 $1,091.445 $1,132394 51,113,060 $1,112,080
Full-Time Equivalents 19.00 18.00 18.00 18.00 18.00
Ay Purtonumnce Mtasues: 200001  2001.2002 2001-2002 200203 200203 \
Performance Measures:  Type Actual Amended  Estimate Proposed  Approved
Cost por case investigated Efficiancy $204 $268 $454 $392 $352 oo o a
e —— e The cost per activity is presented along with the
code enforcement .
e = e e e e performance measures in both program outputs
Investicated
Number of 2oning cases investigated Output m 2,758 1.100 1,100 1,100 a nd resu |ts .
A S ¥ 2 RARA e b o e o www.ci.austin.tx.us/budget
building code violatian cases from
case mitiation 1o voluntary /
complance
Average number of calendar days 10 Result 1] s 120 120 120

rasolve Zoning vistation cases from
casa initiation 1o voluntary
comaliance

Activity History and Description:  This aclivity is a core actiity. Section 13-8-600 of the Land Development
Code adopts the Uniform Housing Code and section 13-8-700 of the Land
Development Code adopts the Dangerous Building Code as the standards for
Austin. This activity includes zoning and housing inspections and enforcement
of the Dangerous Buildings Code. The first zoning ordinance was approved
in 1931, In 1977 the Housing Code and Dangerous Buiding Code were
significantly revised. In 1991, state legislation gave the Building and
af Cormriss =

more authorty and created the
emergency boarding authority.

Activity Objective: The purpose of the Code Compliance activity is to provide housing and zoning
i igations and for nei s0 they can have a higher

degree of compliance with City Code.
Sarvices of the Activity:
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The City Should Illustrate Budget
Tradeoffs to Help Guide Decisions

New York City’s Independent
Budget Office has produced
the Guide to the Budget, a
report showing the costs of
various government services.
According to the report, $10
million can pay for 8,900
summer jobs for youth,
salaries for 153 teachers, or
1,300 subsidized day care
slots. This information can
be used by policy makers and
the public to judge the value
provided by different
government programs. While
New York seems to be unique
in producing this report, it
does provide valuable
comparisons for policy
makers and the public. The
tradeoffs are relatively easy
to calculate for many
government services. A
similar budget-tradeoff
document for Philadelphia
could illuminate the
discussion about budget
spending priorities.

In New York
City's Budget
$10M could
have funded

any one of
the following:

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

Making Tradeoffs

What $10 Million Buys

Child Care 1,300 subsidized day care slots with the Administration
for Children's Services for low-income families

Debt Service 9 days of General Obligation debt service payments

Education 153 teachers

Employment B,900 summer jobs for youth

Homeless Services 313 homeless family shelter units

Hospitals Hospital stays for 1,000 uninsured individuals

Libraries 250 librarians

NYC Transit 6 new high technology subway cars®

Parks 266 city park workers

Police 149 police officers

Prisons/Corrections  Incarcerating 188 inmates in city jails

Public Assistance The city portion of the annual Family Assistance grant
for 5,800 families™

Sanitation 54 new dual-bin recycling trucks"

Tax Relief Personal Income Tax (PIT)

savings of $2.86 per NYC taxpayer (on average)

RECOMMENDATION:
Include budget-
tradeoff discussions
in budget documents

The city should include
information about
budget tradeoffs in
public documents so
that policy makers and
the public can better
understand budget
priorities and the

budget process.
www.ibo.nyc.ny.us

20
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The City Should Create a Rainy-Day
Fund to Protect the City’s Finances

The establishment of a rainy-day fund can insert discipline
into the political process of budget making. By restricting RECOMMENDATION: O
the use of some surplus funds, the city will be less able to Create a Rainy-Day or g
increase spending frivolously in times of plenty and better Revenue-Stabilization Fund ™
able to weather a slow economy. —
The city should create a budget m
Many cities and states currently use rainy-day funds. mechanism, such as a Rainy- S
Approximately 46 states have established rainy-day funds or Day Fund or Revenue-
similar revenue-stabilization mechanisms. In addition, many Stabilization Fund, to set ;p
major cities, including New York City, Houston, Detroit, money aside in times of plenty =
Baltimore, and San Antonio, have similar funds. Throughout to create reserves for use =
the country, rainy-day funds have provided cities with during economic downturns. <
important budgeting flexibility during difficult economic !
times. D
>
In Philadelphia, the establishment of a rainy-day fund would provide the city with
additional fiscal discipline, helping to ensure that funds would be available for needed Tl
city services during economic downturns. Furthermore, the establishment of a rainy-day C
fund could improve the city’s bond rating and reduce the cost of borrowing for capital %

improvements.

A rainy-day fund could be created within the framework of the city charter. To
encourage structural balance, funds could be deposited in the fund when revenue
collections exceed long-term economic growth rates and withdrawals could be allowed
only when revenue collections lag long-term economic growth rates. In addition, the
rainy-day fund could be capped at a percentage of the total budget. Although the cap
varies significantly among governments, a cap of five percent is often considered to be a
good target amount.
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The City Should Utilize Dynamic Scoring to
Illustrate Consequences of Policy Decisions

The process for preparing the budget and the Five-Year

Plan can be amended to require or encourage a focus on RECOMMENDATION: Use
achieving structural balance and more accurately reflect the dynamic scoring for budget
future costs and benefits of government programs. forecasts

Currently, the Five-Year Plan provides a framework for long-
term budgeting. By explicitly tying actions in the short term The city should use dynamic

to their results in the long term, the budget process can be scoring and other economic
made more meaningful. forecasting tools to improve

efforts to predict the effects of
There are many instances when the long-term effects of current policies on future
government spending are not reflected in the budget. For budgets.

example government spending on programs to reduce
juvenile delinquency in year one should result in decreased
incarceration and court costs in later years. Budgets, however, rarely reflect this. On a larger
scale, many major capital projects, such as Philadelphia’s new convention center, have been
justified with efforts to identify and weigh costs and benefits of the project and both should be
incorporated into the Five-Year Plan. Finally, government programs that have clear costs to the
city, such as the Community Development Corporation Tax Credit, are not always reflected in
budget projections. If this program will reduce Business Privilege Tax collections by $1 million,
this impact should be reflected in budget revenue projections.

To address the impact of government spending on future budgets and the economic base, as well
as improve budget forecasts several states have begun to use a concept known as dynamic
scoring. This mechanism attempts to predict the changes in economic activity that result from a
change in government policy. For example, a reduction in taxes will be partially offset by an
increase in economic activity — if taxes are lower, more businesses will expand and residents will
stay. Revenue projections must, therefore, reflect both the projected loss in revenue from lower
tax rates and the improved economic conditions offset the decrease. Texas and California use
dynamic scoring to more accurately predict the costs of state programs.
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The City Should Impelment Asset-Maintenance
Schedules to Best Plan for the Future

The city does not formally budget for

the maintenance needs of new or DEPT. OF HOMELESS SERVICES - 071 RECOMMENDATION:
existing city assets. Including asset- P BOESSIRYCES Include asset-
maintenance schedules in the Five-Year T A AN o maintenance schedules

Report on Estimated Cost for Repairs, Replacements, .\In}arlilkum _ i n F i ve- Yea r PI an

CAPITAL BUDGET FY 2004 - 2007

Plan can both enhance the accuracy of

the city’s budgeting efforts and provide " Bowechntiman T oo

for needed upkeep in later years. Thus, " Verumeu 259000 e The city should include

if the city builds a recreation center, it - - i asset-maintenance
should budget for maintenance costs o s s schedules in its Five-Year
into the future. Although - Plan to budget for all
comprehensive asset-maintenance existing and new
schedules are relatively rare, some e i ouw s e government buildings and
jurisdictions including New York City, o o B e G ham me capital equipment.
maintain |0ng-term Capital—asset Tonl SSHSON  SLAMN0 SR S99

budgets. New South Wales, Australia : et mmme

has designed a system, known as Total Mt D ~

Asset Management 2000 (TAM2000), - e e ame \
intended to provide a strategic plan for AIMS: New York City has

all assets throughout their useful life. created Asset Information

SIINAIHOG FONVNILNIV
-13SSY INIWTTdWT

Management System (AIMS), a
program that demonstrates

Flget Maqagement : yearly asset strategies for each
Philadelphia’s own Office of Fleet Management has set the standard city department.
nationwide for efficient fleet operation. When a new vehicle is www.nyc.gov/html/omb/htmi/

purchased, its scheduled maintenance and asset life-span are
programmed into a computer system to track the vehicle’s progress and \
encourage adherence to the schedule. By extending such capabilities
citywide, Philadelphia could better maintain its assets and budget for
maintenance and replacement costs.

budpubs.html|

J
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#ax The City Should Require Fiscal-Impact Statements
<¢») for New Legislation to Illustrate Future Costs
]
Bills introduced in state and local legislatures often have
a significant effect on budgets, but the impact is not RECOMMENDATION: Require
always estimated by any independent authorities. To Fiscal-Impact Statements
ensure that legislators have access to accurate estimates
of costs of legislation, several states and some cities The city should require fiscal-
have created programs requiring an analysis of fiscal impact statements for legislation
impacts of every bill. Both Ohio and Arizona have that has the potential to
established programs to determine financial implications significantly impact city finances.
of legislation. This requires policy makers to

examine the true cost of legislation and the public
and stake holders can use and access the
information on-line. S T e s R

SPONSOR: Gleason STATUS: As Introduced

REQUESTED BY: Ilouse FREPARED BY: fiob Hull

The State of Arizona requires legislation that will

have an impact on the finances of the state to e
provide a Financial Note. Financial Notes include Y '
the cost of implementing the legislation and o o
provide analysis of the long-term financial effects et

of the bill. Z B i e e R
In Philadelphia, these analyses would provide Doscrpon

detail on the estimated costs of legislation to e e e
members of city council and the mayor. In u;m..ﬂ -

addition, they would provide background detail
and a consistent format to better compare the
costs of the

legislation. Arizona requires Financial Notes for all legislation that will

have an impact on state budgets.
www.azleg.state.az.us

24 OFFICE OF THE CONTROLLER



Conclusion, Costs, and Efficiency

The recommendations presented in this
document are currently helping other
jurisdictions improve government services by
increasing the transparency of the budget
process, holding public managers accountable
for performance, and improving the amount and
quality of the information available to public
officials in making budget decisions. With a few
changes in the budget process and systems,
Philadelphia can enhance accountability and
better focus government on improving service
delivery.

Setting priorities and goals for the government
should be a well-designed public process. New
and better measurements should be established
and tracked to judge the performance of
government agencies. The city should measure
the outcomes of our government activities, not
just the output of our agencies. Philadelphia
should invigorate its efforts to understand the
costs of its government activities and present
that information in an understandable manner.

While improving performance, Philadelphia must
also protect the city’s fiscal health, by instituting
a rainy-day fund and enhancing the accuracy of
budget projections. The creation of an effective

OFFICE OF THE CONTROLLER
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citywide asset-maintenance system and a better
understanding of the costs of legislation can
assist these efforts.

There are costs associated with some of these
recommendations. For example, the
implementation of CitiStat in Baltimore required
investments in information technology,
telecommunications, and managerial systems.
There are also “indirect” costs associated with
these reforms.

The greatest indirect cost is the cost incurred
when people are reluctant to change how they
work. Entrenched interests may seek to prevent
the creation of a budget system that decreases
their ability to influence the process. Altering
attitudes that are opposed to change will take
an investment of leadership — an investment
that will pay dividends of efficiency and
accountability.
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The foundation for an outstanding budget
system already exists in Philadelphia. By adding
several components to the system, the city’s
budget can be transformed into a driving force
for efficient, accountable, and accessible
government.




