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THE RESULTS ACT: HAS IT MET
CONGRESSIONAL EXPECTATIONS?

TUESDAY, JUNE 19, 2001

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT EFFICIENCY, FINANCIAL
MANAGEMENT AND INTERGOVERNMENTAL RELATIONS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:35 p.m., in room
2154, Rayburn House Office Building, Hon. Stephen Horn (chair-
man of the subcommittee) presiding.

Present: Representatives Horn and Putnam.

Staff present: J. Russell George, staff director and chief counsel,;
Bonnie Heald, director of communications, Earl Pierce, professional
staff member; Chris Barkley, staff assistant; Alex Hurowitz and
Ryan Sullivan, interns; David McMillen, minority professional staff
member; and Teresa Coufal, minority staff assistant.

Mr. HORN. The Subcommittee on Government Efficiency, Finan-
ciz:ll Management and Intergovernmental Relations will come to
order.

Today we will examine the progress being made by the govern-
ment’s executive branch departments and agencies to comply with
the Government Performance and Results Act of 1993, often called
the Results Act.

[The information referred to follows:]
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==L CRS Report for Congress

Government Performance and Results Act:
Brief History and Implementation Activities

Genevieve J. Knezo
Specialist in Science and Technology
Resources, Science, and Industry Division

Background. The Government Performance and Results Actof 1993, P.L. 103-62, also
called “the Results Act,” or GPRA, encourages greater efficiency, effectiveness, and
accountability in federal spending, and requires agencies to set goals and to use performance
measures for management and, ultimately, for budgeting. To facilitate implementation,
Congress phased in the law over seven years and required pilot projects. Agencies
transmitted to the Office of Management and Budget (OMB) and to Congress long-range
strategic plans, beginning in 1997, which are updated every three years, and annual
performance plans and performance goals, that began with the FY1999 budget. OMB
submits annual government-wide performance plans with annual budget requests. Federal
agencies’ first performance reports, comparing actual performance to goals, were submitted
in 2000 (for FY'1999) and in 2001 (for FY2000). OMB updated Circular A-11 in July 2000,
to guide agencies’ strategic plans, performance plans, and performance reports. In two
statutorily required 1997 reports, OMB did not recommend any changes to the law, and GAO
reported that federal agencies” implementation varied in quality, utility, and responsiveness,

! CRS Report 97-70, Government Performance and Results Act, P.L. 103-62 Implementation Through 1996
and Issues for the 105" Congress, by Genevieve Knezo; and CRS Report 97-382, Government Performance

and Resuits Act: Jmplications for Congressional Oversight, by Frederick Kaiser and Virginia McMurtry.
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but that they could make improvements.* The Office of Personnel Management has a “GPRA
Interest Group™ and the policy research community is involved with implementation. For
instance, the National Academy of Public Administration’s Center for Improving Government
Performance has produced guidance and initiated training, and OMB Warch has a
performance website.”

The “Results Act” in the 105" Congress. (See also CRS Report 97-1028,
Government Performance and Results Act: Implementation and Issues of Possible Concern,
105* Congress.) The agencies® first strategic plans, sent to Congress by September 30, 1997,
were to include a mission statement, general goals and objectives, a description of the
resources needed to achieve the goals, the relationship between the performance goals and
general goals, key factors external to the agency that could significantly affect the
achievement of the goals, a description of program evaluations used, and a schedule for future
evaluations. A congressional majority leadership report, using analyses from 24 agency-
specific congressional teams, graded the plans and identified problems, including data systems
inadequate for evaluating outputs and outcomes, incomplete statements of resources and
strategies needed to achieve goals, and insufficient coordination with other agencies. It
recommended that committees assess agency goals in relation to policy objectives, specify
performance measurement requirements in legislation, and monitor how agencies measure
performance. GAO reported that “...progress is needed in how agencies...set...a strategic
direction, coordinat{e]...crosscutting programs, and ensur{e)...the capacity to gather and use
performance and cost data.” The chairmen of several House committees asked OMB to
request that agencies link FY 1999 budget requests to goals the agencies had identified in their
strategic plans.’

The agencies’ first annual performance plans were sent to Congress with FY 1999
budget requests. Performance plans were to establish performance goals; describe goals in
an objective, quantifiable, and measurable form, in an alternative descriptive form, or to
include a statement that it is infeasible to express such goals; describe the resources required
to meet goals; establish performance indicators to measure outputs or outcomes; provide a
basis for comparing actual program results with performance goals; and describe how
measures would be verified and validated. Congressional expectations for performance plang
were outlined in a joint House/Senate majority leadership letter to OMB, December 17,
1997.% In 1998, the House majority leadership reported that the plans were “disappointing;”
agencies did not deal with major management problems, lacked reliable data to verify and

2 Office of Management and Budget, The Government Performance and Results Act, Report to the President
and the Congress From the Divector of the Office of Monagement and Budget, 19 May 1997, 31 pp. and
General Accounting Office, The Government Performance and Results Act, 1997 Government-wide
Implementation Will Be Uneven, Report to Committees, June 1997, GGD-97-109, 115 pp.

* See [htip://www.opm.gov/perform], [http://www.performance.napawash.org/] and [http:/ombwatch.org/
www/OMB/gpra/gpral html].

* The Results Act: It's the Law, the November 1997 Report, signed by House Majority Leader Dick Armey,
Senator Larry Craig, Chairman, Senate Republican Policy Comm., Chairman Dan Burton, House Government
Reform and Oversight Comm., Chairman Bob Livingston, House Appropriations Comm., and Chairman John
Kasich, House Budget Conum., [http:/freedom.house.gov/results] and GAO, Managing for Results. Agencies’
Annual Performance Plans Can Help Address Sirategic Planning Challenges, GGD-98-44, Jan. 1998.

* House Science Committee, Agencies Told to Link Budget Requests to Goals, press release, Nov. 14, 1997,

¢ See [http://freedom.house.gov/results/raines2/asp].
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validate performance, often did not give results-oriented performance measures, did not link
performance measures to day-to-day activities, and did not coordinate across agencies.
Effective implementation, it said, requires a “culture change”; congressional oversight and
OMB leadership were crucial. House committee chairmen wrote to OMB recommending
corrective action.” Subsequently, GAQ assessed FY 1999 and FY2000 performance plans and
reported on them. (Available at [http:/www.gao.gov].)

TLR. 2883 would have required an annual integrated government performance plan and
the linking of goals to statutory authorities. The bill passed the House; the Administration
opposed it.® The 105® Congress included performance measure provisions in at least 45
public laws (counting separately the nine bills in P.L. 105-277) and 78 legislative reports.”

The “Results Act” in the 106" Congress. Following congressional evaluation
of FY2000 and FY2001 performance plans, in March 1999, the chairmen of the House
Government Reform Committee and of the House Appropriations Committee urged agency
heads to develop “measurable annual performance targets” for management problems and
to address these issues in appropriations hearings.” In May 1999, the chairman of the
Committee on Governmental A ffairs wrote to Senate Commitiee, Subcommittee, and House
Committee chairmen transmitting Agency Performance Plans: Examples of Practices That
Can Improve Usefulness to Decision-makers, (GGD/AIMD-99-69), and suggested that it be
used to evaluate plans and to hold “agencies accountable for their proposed ‘results.” ” GAO
issued Managing for Results: Opportunities for Continued Improvements in Agencies’
Performance Plans, (GGD/AIMD-99-215). GAO found that 60% of 35 FY195%
performance plans did not explain how funding would be allocated to achieve performance
goals and recommended that “OMB assess the linkages between... goals and program
activities...and...clarify the relationship between budgetary resources and results.”" Inajoint
May 1999 letter, the chairmen of the Governmental Affairs Committee and of the Senate
Appropriations Committee asked the heads of 24 major agencies “to review the...report
and...ask...budget staff to consider how your agency could achieve a closer linkage between
funding and performance goals....” OMB’s Bulletin 00-04, Integrating the Performance
Plan and Budget, June 6, 2000, instructed agencies to report on efforts to align budgetary
resources and performance results “to continue improving the implementation...” of GPRA.
For FY2002, OMB told agencies to submit an integrated annual performance plan aligning
budget anthority and outlay estimates with performance goals.

Interest is growing about using GPRA information in authorizing, oversight, and
appropriations processes. In July 2000, the Senate Appropriations Committee issued Special
Report on the Government Performance and Results Act of 1993, Report 106-347, 97 pages,

? Towards a Smaller, Smarter, CommonSense Government: Seeking Honest Informationfor Better Decisions,
Agency Performance Plans, Letter, June 9, 1998, [hitp://freedom.house.gov/resulis].

§ Government Performance and Results Act: Proposed Amendments, by Frederic Kaiser and Virginia
MocMurtry, CRS Report 98-224 G, 10 Dec. 1998, 6 p.

® CRS report 97-1059, Government Performance and Results Act: Performance-related Requirements
Included in Lenws and in Committee Report Language During the 104ih Congress, by Genevieve J. Knezo and
William Heniff; Genevieve J. Knezo and Virginia A. McMurtry, “Performance Measure Provisions in the
105" Congress,” Jan. 7, 1999, 49 p. (CRS general distribution memo). Available at | http://www.house.gov/
reform/press/99_01_5.htm] or [hitp://freedom.house.gov/results/releases/pr990105.asp].

o Katy Saldarini, “House Chairs: Waste Not, Want Not,” Government Executive Daily, Mar.11, 1999.

B performance Budgeting: Tnitial Experiences Under the Results Act in Linking Plans With Budgets.,
AIMD/GGD-99-67, p. 3.
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that addresses the quality of agency implementation and utility of GPRA information to
appropriations subcommittees. Testimony at the July 2000 Subcommittee on Government
Management, Information and Technology’s hearing on “Seven Years of GPRA, Has the
Results Act Provided Results?” addressed the quality and use of performance documents and
the use of results-related information in budgeting and appropriations. A March 2000 House
Rules Committee hearing examined the impact of GPRA on the legislative process. The
agencies’ first performance reports, due in 2000 and covering FY1999, were to describe
performance relative to goals and actions an agency would take to achieve unmet goals. The
Mercatus Center critiqued FY 1999 performance reports.”” Also, a report by the Chairman
of the Governmental Affairs Committee graded and critiqued FY 1999 performance reports
based on “the extent to which the reports demonstrate whether agencies are achieving mission
results...and...commitment and progress to resolve major management challenges; and the
overall usefulness of the reperts.” Chairman Fred Thompson observed that most of the
reports do not “inform Congress and the public about what agencies are doing and how well
they are doing it. ...We graded the reports on a curve. ...[W]e could only grade four of the
24 agencies above a *C." ...[S]even agencies got ‘D’s or ‘F’s.”"* GAO published numerous
assessments of individual agency GPRA performance plans and reports.'  Smix Toopers
October 2000 reaol criticized the egencies for nol implementing the Results Act correctly and rscommended how the new
el it s o o e

S.92 (8. 261 in the 105" Congress), the “Biennial Budgeting and Appropriations Act,”
would have changed to a biennial basis requirements for GPRA-related strategic and
performance reports to coincide with a proposed biennial budget (S.Rept. 106-12). (See
James Saturno, Biennial Budgeting: Background and Legislative History, CRS Report
RS20168.) P.L. 106-531, the “Reports Consolidation Act of 2000,” permits agencies to
combine annual GPRA performance reports with financial reports required under the Chief
Financial Officers Act, to be called a “Performance and Accountability Report,” with the due
date to coincide with congressional consideration of agency budgets. It also requires
assessment of the completeness and reliability of performance data agencies use and inclusion
of a summary of the performance report in the accountability report if the two reports are not
combined. (S. Rept. 106-337.) P.L. 106-107, the “Federal Financial Assistance Management
Improvement Act of 1999,” requires federal agencies and non-federal entities that are
recipients of federal financial assistance to establish annual goals and objectives relating to
efficiency and coordination, delivery of services, and simplification of processing, and that
they measure performance on these goals as part of the agency’s compliance with GPRA.

"> “Thompson Asks of Agency Performance Reporting: "Are We Telling the American People What They
Want to Know?", Press Statement, Senate Committee on Governmental Affairs, May 3,2000; and Jerry Ellig,
Performance Report Scorecard: Which Federal Agencies Inform the Public?, May 3, 2000, Mercatus Center,
George Mason University, [hitp//mercatus.org].

1 Report of Senator Fred Thompson, Chairman of the Governmental Affairs Commitiee on Major
Management Challenges Fucing Federal Departments and Agencies, Oct. 2000 and accompanying news
release, Thompson Unveils Agency Performance Report Grades, Oct. 30, 2000.

* See: “Reports on the Government Performance and Results Act” at http://www.gao.gov/. See also:
Managing for Results: Using GPRA to Help Congressional Decisionmaking and Strengthen Oversight, by
Comptroller General, before the Rules and Organization Subcommitiee, House Committee on Rules, Mar, 22,
2000 and Continuing Chailenges fo Effective GPRA Implementation, before the Subcommitiee on
Government Management, Information aud Technology, July 20, 2000.

5 Report of Senator Fred Thompson...on Management Challenges Facing the New Administration,
106 Cong., 2nd sess., S. Print. 106-62, Pt. 3, “Results-oriented Governance.”
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The “Federal Research Investment Act,” (S. 296, which passed the Senate in 2000 as
part of S. 2046, and previously passed the Senate in 1998 as S. 2217), permitted the Office
of Science and Technology Policy and OMB to fund a National Academy of Sciences (NAS)
study to recommend R&D performance reporting processes and instituted procedures to
terminate R&D programs rated unsuccessful. P.L. 105-276 had permitted the study, but did
not appropriate funds for it. The Subcommittee on Basic Research, House Science
Committee, held a hearing on October 4, 2000 on “Benchmarking U.S. Science: What Can
1t Tell Us?” A 1999 NAS report, Evaluating Federal Research Programs, listed principles
to assess federal basic research using GPRA.

Debate continues about the quality of OMB leadership in guiding agencies” GPRA
responses'® and whether GPRA reports will influence budgets and policy. Agencies’
implementation strategies have ranged from “a narrow compliance approach™ to broader
responses that would modify budget processes. Some see GPRA as a way to “downsize
government.”"’ Others say it is a tool to increase performance and accountability.”™ Other
issues include the feasibility of performance budgeting; costs and benefits of performance
measurement; the definition of performance outcomes; the need to integrate accountability
into everyday management; and the need to use similar performance measures across agencies
for similar functions.” Recommendations to improve GPRA implementation were made in
Transitioning to Performance-based Government: Bipartisan Observations and
Recommendations to the New Administration and Congress from 140 Current and Former
Federal Officials, 2000, by the Reason Public Policy Institute and public administration
professional organizations.

The “Results Act” in the 107" Congress. On January 17, 2001, leaders of the
Senate Committee on Governmental Affairs and the GAQ released the 21 reports in the
“GAOQ Performance and Accountability Series and High Risk Update.” Senators Thompson
and Voinovich called on agencies to develop performance goals to resolve problems that were
observed® Also, in January 2001, the House adopted a rule requiring that “committee
reports include a statement of general performance goals and objectives, including outcome-
related goals and objectives for which the measure authorizes funding.””

In a four page letter to the Speaker of the House and the President of the Senate, dated
January 18, 2001, the Clinton Administration OMB complied with the statutory GPRA
requirement to report to Congress on the need for changes in the law and on whether or not

' Beryl A. Radin, “The Government Performance and Resulfs Act; Hydra-headed Monster or Flexible
Management Tool?,” Public Administrotion Review, July-Aug., 1998,307, Thomas G. McSweeney, “Moving
From GPRA Outputs to GPRA Outcomes,” The Public Manager: The New Bureaucrar, Fall 1998, 20 p.;
Virginia L. Thomas, Restoring Goverrment Integrity Through Performance, Results, and Accountability,
Heritage Foundation Backgrounder, June 26, 2000, and Allison Jean Beltz, The Role of the U.S. Congress
in fmplementing the Government Performance and Resuits Act, Boston College MA Thesis, May 1999,

1 See report by Angela Antonelli at [www://heritags.org/heritage/library/backgrounder/] and “U.S. Budget:
Domenici Proposes $13.1 Billion Cut in Taxes ....” Daily Report for Executives, Mar,17, 1999.

18 Patrick Lester, “Armey Blasts Agency Results Act Implementation: Kasich Says Agency Budgets Will Be
Cut,” OMB Waich, Nov. 5, 1997.

1 Testimony of Ellen Taylor, “Seven Years of GPRA, Has the Results Act Provided Results?,” House
Committee on Government Reform, July 20, 2000.

207 Peckenpaugh, “Senators to Bush: Get Tough on High-risk Problems,” Gev Exec.com, Apr. 3, 2001,

2 . Res. 5 re: Rule XTI, clause 3(c), www.house.gov/rules/107rules_secsum him,
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performance budgets should be required statutorily. OMB declined to recommend that
performance budgeting be required statutorily, because, it said, to do so could lead to
confusion since Congress might perceive the President as delivering more than one budget
option. OMB also questions the current feasibility of performance budgeting, since many
agencies have not yet adequately defined goals, measures, and outcomes, nor have they
developed cost accounting structures for performance budgeting that are acceptable to
Congress and the appropriations process.”? The Administration’s FY2002 budget requires that
agencies submit performance-based budgets for selected programs in the FY2003 budget
process, forcing them to link spending decisions to performance goals (pp. 11-18). Ina
March 21, 2001 letter Chairman Dan Burton of the House Government Reform Committee
asked OMB to require agencies to update their 2000 strategic plans to reflect the Bush
Administration’s priorities.” The Mercatus Center released a critique of FY 2002 performance
reports on May 16, 2001.>" A report, Implementing the Government Performance and
Results Act for Research: A Status Report, May 2001, a follow-up to the NAS’s 1999 study,
recommended improvements by both federal agencies and users of research-related
performance documents.

Ti ble for Impl ion of GPRA

Inception of Pilot Projects—October 1993. At least ten agencies were to be designated as pilot projects (F Y1994, 1995,
and 1996). Twenty-one agencies and 53 programs were picked as first-round pilots. After more changes beginning in
January 1995, there were 75 ongoing pilot projects as of June 1995. Agencies doing pilot projects developed performance
plans for FY1995. FY1996 plans were due April 14, 1995,

Managerial Waiver Pilots—October 1994, At least five agencies were to be designated as pilots for managerial
accountability and flexibility waivers but than OMB did not conduct them since management changes were made,
prectuding testing of waivers.

OMB Report—May 1, 1997. OMB repotted on the results of the pilots; it did not recommend changes in the law.
GAO Report—June 1, 1997. GAO reported on agency readiness to begin full implementation.

Performance Plans to OMB—September 1997. Agencies provided OMB with their first annual plans setting
performance goals for FY1999. .

Strategic Plans—September 30, 1997. Each agency was to have completed a 5-year strategic plan, fo be updated at
least every 3 years. Congressional and stakeholders” views were to be considered.

Performance Budgeting Pilots Were to Begin—October 1997. At least five agencies were to be designated as
performance budgeting pilots for FY1998 and FY1999 and to discuss levels of petformance that would result from
different budgeted amounts. OMB, May 1997, requested postponement 1o begin the pilots for FY 1999 and FY2000.
On October 1, 1999, OMB named five performance budgeting pilot projects.

Performance Plans—February 1998, OMB submiited to Congress a federal government-wide performance plan as
part of the President’s FY 1999 budget. This is to recur for each fiscal year thereafter. Most agencies provided Congress
and the public with copies of their annual performance plans after the government-wide performance plan was presented.
Performance Reports—March 31, 2000. Agencies submitted annual performance reports for FY 1999 that compared
actual performance with stated goals, explained why performance goals were not met, and gave future plans to meet each
goal. For each subsequent year, agencies are 1o include performance data for the year covered by the report and the three
preceding years.

OMB Recommendation on Performance Budgeting-—Due Mareh 2001, On Jan. 18, 2001, OMB reported to the
President and Congress on the results of the performance budgeting pilots, but did not recommend that performance
budgeting should be required or other changes in the GPRA statute.

2 Conversation with OMB official, May 2001. See also: Virginia A. McMurtry, Performance Management
and Budgeting: Benchmarks and Recent Developments, CRS Report RS20938. The budget pilots dealt with
DOD’s military recruiting, FDA; HUD’s HOPE VI housing program; the State Department’s embassy security
program; and the Social Security Administration’s continuing disability program.

2 T, Ballard, “House Chairman Sends Agencies Back to Drawing Board on Strategic Plans,” Gov. Exec.com,
Mar, 26, 2001.

* Thitp//www.govemmentaccountability.org/scorecardfy2000.htm].
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Mr. HORN. One of the goals of this bipartisan law was to improve
the Federal Government’s efficiency and accountability by shifting
its focus away from a preoccupation with day-to-day activities. In-
stead, the law requires departments and agencies to focus on the
results or outcomes of those activities. Once that goal is achieved,
Congress will be able to make knowledgeable decisions on which
Federal programs are worthy of support and which should be aban-
doned. The process is called results-oriented budgeting.

To achieve this goal the Results Act required that beginning in
1997, Federal agencies were to submit long-range strategic plans to
Congress. These plans are updated every 3 years. The law also re-
quired agencies to submit annual performance plans and reports on
their success in meeting those goals.

Agencies have now had 2 years of experience in developing meas-
urable goals and reporting on their success in achieving those
goals. Yet, many still have difficulty linking their long- and short-
term strategic plans to the cost of their activities, even though this
process is supposed to form the basis of their budget requests.

In 1998, House Majority Leader Representative Dick Armey of
Texas stated that the agency plans failed to address management
problems and lacked reliable data to verify and validate perform-
ance. In 1999, the General Accounting Office found that only 14 of
the 35 Federal departments and agencies it examined were able to
define some type of relationship between program activities on
their proposed budgets and the performance goals cited in their
plans.

To paraphrase Benjamin Franklin, reforming the government, no
matter how good the changes, requires educating and enlightening
the people and convincing them that their interests will be pro-
moted by the proposed changes. Said Franklin, “This is not the
work of a day,” and so it may be said of the government’s slowness
in embracing the Results Act.

Unquestionably, the challenge of genuine reform in the Federal
Government is formidable. Clearly, implementation of the Results
Act remains a work in progress. Once completed, however, Amer-
ican taxpayers will ultimately have a more accountable, better-
managed government, which is what they want and most certainly
deserve.

Today, we will discuss recent agency progress in complying with
the law. We are honored to have with us the ranking member of
the Senate Governmental Affairs Committee, Senator Fred Thomp-
son, a Republican of Tennessee, who has been an aggressive pro-
ponent of the Results Act. Senator Thompson has requested the
General Accounting Office to review the most recent round of agen-
cy performance reports, covering fiscal year 2000. The General Ac-
counting Office has just reported its findings for most of the agen-
cies. And for that we are grateful.

In addition, we will hear from a panel of witnesses who have
closely followed the government’s efforts to implement the Results
Act. They will discuss the successes, the failures, and the chal-
lenges that lie ahead.

[The prepared statement of Hon. Stephen Horn follows:]
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A guorum being present, the Subcommittee on Government Efficiency, Financial
Management and Intergovernmental Relations will come to order.

Today, we will examine the progress being made by the government's executive branch
departments and agencies to comply with the Government Performance and Results Act 0f 1993,
often called the "Results Act."

One of the goals of this bipartisan law was to improve the federal government's
efficiency and accountability by shifting its focus away from a preoccupation with day-to-day
activities. Instead, the law requires departments and agencies to focus on the resuits, or
outcomes, of those activities. Once that goal is achieved, Congress will be able to make
knowledgeable decisions on which federal programs are worthy of support, and which should be
abandoned. The process is called results-oriented budgeting.

To achieve this goal, the Results Act required that beginning in 1997, federal agencies

were to submit long-range strategic plans to Congress. These plans are updated every three years.
The law also required agencies to submit annual performance plans and reports on their success
in meeting those goals.

Agencies have now had two years of experience in developing measurable goals and
reporting on their success in achieving those goals. Yet, many still have difficulty linking their
long- and short-term strategic plans to the cost of their activities, ¢ven though this process is
supposed to form the basis of their budget requests.

In 1998, House Majority Leader Representative Dick Armey, R-TX, stated that the
agency plans failed to address management problems and lacked reliable data to verify and
validate performance. In 1999, the General Accounting Office found that only 14 of the 35
federal departments and agencies it examined were able to define some type of relationship
between program activities on their proposed budgets and the performance goals cited in their
plans.
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To paraphrase Benjamin Franklin, reforming the government — no matter how good the
changes — requires educating and enlightening the people, and convincing them that their
interests will be promoted by the proposed changes.... “This is not the work of a day,” he said.
And so it may be said of the government's slowness in embracing the Results Act.

Unquestionably, the challenge of genuine reform in the federal government is formidable.
Clearly, implementation of the Results Act remains a work in progress. Once completed,
however, American taxpayers will ultimately have a more accountable, better-managed
government, which is what they want and, most certainly, deserve.

Today, we will discuss recent agency progress in complying with the law. We are
honored to have with us the ranking member of the Senate Governmental Affairs Committee
Sen. Fred Thompson, R-TN, who has been an aggressive proponent of the Results Act. Senator
Thompson has requested the General Accounting Office to review the most recent round of
agency performance reports, covering Fiscal Year 2000. The GAO has just reported its findings
for most of the agencies.

In addition, we will hear from a panel of witnesses who have closely
followed and have been involved in the government's efforts to implement the Results Act. They
will discuss the successes, the failures, and the challenges that lie ahead.

We welcome all of you, and look forward to your testimony.
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Mr. HORN. We welcome today Mr. Sean O’Keefe, the Deputy Di-
rector of the Office of Management and Budget; Mr. Christopher
Mihm, Associate Director of the U.S. General Accounting Office;
Mr. Maurice McTigue, distinguished visiting scholar at the
Mercatus Center of George Mason University; and Mr. John Mer-
cer, deputy director for government performance at Logicon, Inc.

We welcome all of you and look forward to your testimony.

We will have to wait a little while because Senator Thompson is
in a meeting right now in the Senate in terms of ranking members.
But he’s on his way and will be here in a few minutes.

And we might start with Mr. Christopher Mihm, and that way
we’ll open it up. Youll probably have a good punctual statement,
Chris; I understand that. So I think we’re going to swear you in.

[Witness sworn. |

Mr. HORN. Thank you. Please proceed.

STATEMENTS OF SEAN O’KEEFE, DEPUTY DIRECTOR, OFFICE
OF MANAGEMENT AND BUDGET; CHRISTOPHER MIHM, AS-
SOCIATE DIRECTOR, FEDERAL MANAGEMENT AND WORK-
FORCE ISSUES, U.S. GENERAL ACCOUNTING OFFICE; MAU-
RICE McTIGUE, DISTINGUISHED VISITING SCHOLAR,
MERCATUS CENTER, GEORGE MASON UNIVERSITY; AND
JOHN MERCER, DEPUTY DIRECTOR FOR GOVERNMENT PER-
FORMANCE, LOGICON INC.

Mr. MiEM. Thank you, Mr. Chairman. And once again it is a
great honor and pleasure to appear before you and this subcommit-
tee to discuss how the Government Performance and Results Act
can be used to assist Congress in its oversight and decisionmaking.

Over the last decade, Congress and the executive branch have
implemented a statutory framework to improve Federal agencies’
performance and executive branch and congressional decision-
making. That framework includes as its core elements financial
management and information technology reforms which have been
the subject of extensive support and oversight from this sub-
committee, as well as results-oriented legislation, especially GPRA.

Our work confirms the views that you expressed in your opening
statement, sir; that is, while much work remains before this frame-
work is effectively implemented across the government, there has
been substantial progress in the last few years in establishing the
basic infrastructure to create high-performing Federal organiza-
tions. The task now is to move to the more important phase of
GPRA implementation; that is, using results-oriented performance
information on a routine basis for an agency’s day-to-day manage-
ment and congressional and executive branch decisionmaking.

As a Nation, we face two overriding questions to effective Federal
governance in the 21st century: What is the proper role of the Fed-
eral Government and how should government do business? As de-
tailed in my written statement, GPRA can serve as a bridge be-
tween these two questions by linking the results the Federal Gov-
ernment seeks to achieve to the program approaches and resources
that are necessary to achieve those results. In the interest of brev-
ity, I'll hit just the highlights of two issues where we see GPRA
making the greatest contribution to congressional decisionmaking.



12

Those two issues are, first, instilling the results orientation and,
second, ensuring that daily operations contribute to results.

First, in regards to instilling the results orientation, as you men-
tioned in your opening statement, Mr. Chairman, the cornerstone
of Federal efforts to successfully meet current and emerging public
demands is to adopt a results orientation. That is to develop a clear
sense of the results an agency wants to achieve as opposed to the
products and services an agency produces, to move away from that
preoccupation with outputs that you mentioned. Adopting such an
orientation requires a cultural transformation for many agencies,
one that can be accomplished only through the active and sus-
tained attention of top leadership.

Unfortunately, our work has shown that attention is too often
lacking. We recently reported the findings of our government-wide
survey of Federal managers that showed that many agencies faced
significant challenges in instilling such an orientation. For exam-
ple, at 11 agencies, less than half of the Federal managers per-
ceived, to at least a great extent, that a strong top leadership com-
mitment to achieving results existed. At 26 of the 28 agencies we
surveyed, less than half of the managers perceived—and I can sus-
pend comments there in deference to the Senator.

Mr. HORN. Senator, you've got a willing member of GAO that will
now yield some time to you. And we know you're busy today. So
thank you very much for coming.

We're delighted to have the former chairman of Governmental
Affairs in the Senate. He has taken a great interest in the Results
Act, and we want to hear what he has to say.

STATEMENT OF HON. FRED THOMPSON, A U.S. SENATOR
FROM THE STATE OF TENNESSEE

Senator THOMPSON. Thank you, Mr. Chairman. I'm not used to
hearings actually starting on time, so I'm having a little adjust-
ment to make here.

But I want to congratulate you for it, and I want to thank you
for the opportunity of coming over and spending a little time on
something that for too long has been under the radar screen. I
think it underlies everything the government is trying to do, and
that is trying to develop a government that is more results-ori-
ented—instead of looking at inputs, look at what government is ac-
tually achieving.

As you know, the Results Act requires Federal agencies to de-
velop 5-year strategic plans, annual performance plans, and submit
annual performance reports. The act is intended to shift the focus
of accountability from process to results. What matters is what
these activities actually accomplish in real results that are impor-
tant to the American people, such as things like workplace safety,
fewer transportation accidents, less crime, better education and
healthcare.

All this sounds like basic common sense, and it is. We need to
work harder to reorient the Federal Government’s thinking. Setting
results-oriented performance goals and then using them to track
progress, make resource decisions and manage day-to-day oper-
ations should come as second nature. Many State and local govern-
ments operate this way, as does much of the private sector. How-
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ever, these concepts represent a fundamental cultural change in
Washington.

Moving the Federal Government in this direction has been a real
struggle. We've now completed two rounds of performance reports
under the Results Act covering fiscal years 1999 and 2000. Both
sets of performance reports were analyzed by the Mercatus Center,
George Mason University, the General Accounting Office and the
Senate Governmental Affairs Committee and others. All these
analyses demonstrate that we have a long way to go before these
reports will be anywhere near as informative and useful as they
ought to be.

Let me touch on four major problems that we see with these re-
ports: While the fiscal year 2000 version shows some improvement
in each of these four areas, these problems affect most agency re-
ports for both years 1999 and 2000.

First of all, with regard to assessing results, we can’t tell from
most of the reports whether agencies are making any progress to-
ward achieving key performance results or not.

In each of the past 2 years, I asked the GAO to determine from
the performance reports how well agencies were actually achieving
certain key outcomes. In all, we looked at over 90 key outcomes
across 24 major agencies. That includes such things as maintaining
the Nation’s combat readiness, maintaining the security of the U.S.
borders, ensuring our tax laws are administered effectively, helping
poor and disadvantaged families become self-sufficient, denying
criminals access to firearms, reducing the availability and use of il-
legal drugs—things of that nature.

We found for the year 1999, again, fiscal year 2000, that you
can’t really tell from the reports whether the agencies were making
progress on many of their key outcomes including the ones that I
just mentioned. With the subcommittee’s permission, I'd like to
submit for the record a table that summarizes our findings in this
regard.

Mr. HorN. Without objection, it will be put in the record at this
point.

Senator THOMPSON. Thank you very much.

Second, we looked at making sense out of these overlapping pro-
grams that we have so many of. The performance reports don’t tell
decisionmakers or the public what’s working and what’s not within
the mass of overlapping programs that exist in virtually every area
of Federal activity. This is a huge problem when you consider how
much overlap and duplication we have.

I just issued a two-volume report called Government at the
Brink. I'll leave a copy of this report for the subcommittee.

Among other things, this report describes the extent of duplica-
tion and overlap that we have. Just to cite a few examples: 7 dif-
ferent agencies operate 40 different job training programs; 18—I'm
sorry, 8 different agencies operate 50 different programs to aid the
{m];neless; and 17 agencies operate 515 research and development
abs.

These multiple programs hardly ever use consistent performance
goals and measures that allow for comparisons among them. You're
always comparing apples and oranges to pears. Nobody can seri-
ously argue that all these programs are equally effective and nec-
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essary, yet we lack the performance information to make rational
choices among the programs and allocate resources to where they’ll
do the most good.

Another area we asked for, had to do with inadequate perform-
ance data. One fundamental barrier to the usefulness of the per-
gormance reports is the lack of reliable and timely performance

ata.

Mr. Chairman, I think it has to do, too, with the overall high-
risk area that the GAO tells us about, having to do with financial
mismanagement of the Federal Government. It is a growing prob-
lem that erodes the basis of all else that government is trying to
do.

And I think of trying to come up with data, accurate data that
we can measure, so we can see whether or not these agencies are
doing any good, we fall flat. And it’s a part of that bigger problem.
This is the data that shows whether we’re meeting the stated goals
these agencies have for various problems.

GAO reports only 3 of the 24 major agencies can produce credible
performance data. Now, this is a law. As you know, it was passed
back in 1993. Most inspectors general likewise question the credi-
bility of their agencies’ performance data.

Congress passed a law last year intended to get agencies to pay
attention to their data problems, and explain what theyre doing to
solve them. Unfortunately, it appears that few agencies took this
mandate seriously. Agencies often failed to acknowledge specific
data problems that had been highlighted by GAO and their IGs.
I've asked the GAO to look at this in more depth.

I would also like to submit for the record my request letter to the
GAO which outlines my concerns.

Mr. HORN. Without objection, it will be put in the record at this
point.

Senator THOMPSON. Thank you.

Also, with regard to the area of resolving mission-critical man-
agement problems, I've heard the agency for years used the Results
Act as a tool to resolve these massive management problems. I
pointed out financial mismanagement and lack of ability to handle
information technology projects. We spend billions of dollars, then
throw up our hands and give up on the projects.

The revolution that’s happening out there in the private sector,
as you well know, Mr. Chairman, has not been brought into gov-
ernment. We don’t get the benefit of it, but we spend billions of dol-
lars trying to.

The human capital problem is that our people don’t fit our jobs
anymore. We downsize without any strategic plan at all. And the
high-tech world we live in, when we need certain people in certain
areas that are crucial to national security and to our government,
we're losing those people. We're not recruiting new people. Our civil
service system is out of date. Overlap and duplication, are massive,
crucial, endemic management problems that the GAO has so elo-
quently told us about, and they threaten our ability to achieve
these performance results. The Government in the Brink report I
mentioned, catalogues these problems in detail.

As you are well aware, most agencies have had critical financial
management problems that make them highly vulnerable to waste,
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fraud and abuse. I'm happy to say that most agencies are now
doing a better job of acknowledging these critical management
problems in the performance report and describing in general
terms what they’re trying to do to resolve them. However, to gen-
erate serious action, agencies need to establish specific and meas-
urable performance goals to directly address these problems, pub-
licly track progress and ensure accountability. There is so much
room for improvement here.

Unfortunately, agencies have established direct performance
goals for less than half of the critical management problems that
the GAO and their IG’s have identified. So here we are, all these
years later, and finally we haven’t managed to even identify goals
for half of these problems that everybody knows are crucial to the
operation of our government. Somebody is not paying attention.

In short, there are still major deficiencies in agencies’ perform-
ance reports and plans in the Results Act, and the act does not
even come close to reaching its potential as a tool to improve gov-
ernment performance.

That said, the more important point is that the act is only a tool.
It must be used to be effective. Good plans and reports are not ends
in and of themselves; the end result is that managers and policy-
makers use the information they provide to help government per-
formance.

So far, this hasn’t happened. Results Act information has yet to
be used significantly by either the executive branch or congres-
sional decisionmakers to oversee program performance, allocate
funding or reform non-performing programs. Likewise, according to
a just-released GAO report, the Results Act has yet to take hold
in the agencies as a tool for day-to-day management. The GAO re-
ports leadership commitment is needed to sustain high levels of
performance is not widely perceived among managers across gov-
ernment, and progress in fostering such leadership has remained
stagnant.

My staff handed me something just today, Mr. Chairman, I think
points this out probably better than anything else. It’'s from the
Federal Times of June 18th, and it says, “Defense may be the next
performance push.” As you know, defense has been a poster child
for financial mismanagement.

Mr. HorN. Right.

Senator THOMPSON. They can’t balance their books, they can’t
pass an audit. They lose billions of dollars in stuff they can’t ac-
count for. After all this Results Act talk, let’s look and see how they
look at it over there.

It says, “Some former and current defense insiders said they sus-
{)ect tge benefits of DOD’s complying with the Results Act will be
imited.”

“‘Most of the blood has already been squeezed out of the turnip
on the business side,” said Robert Sole, Director of Program Analy-
sis and Evaluation for the Office of the Secretary of Defense.”

“There are not much savings that can be expected from changing
business practices.”

“‘The Defense Department is not focused on the Results Act, and
the senior leadership is not interested in it, Sole said. ‘Nor are
many in Congress, according to Robert Hale, former Assistant Sec-
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retary of Financial Management and Comptroller of the Air Force.
‘During my tenure as Air Force comptroller, I've never been asked
about the Results Act by Defense authorizing and appropriating
committees.””

I think that’s a pretty serious reflection on both the Department
of Defense and Congress.

Can we turn this around? It seems to me that the jury is very
much out on this question. What we seem to have now is a chicken-
and-egg situation. A huge amount of time and effort has gone into
implementing the Results Act, but it’s not yet produced much real-
ly useful information. For example, the Congressional Budget Of-
fice stated that, “Its analysis found little in Fiscal Year 1999 per-
formance report to guide the Congress in making choices about
spending.”

On the other hand, there is little incentive to invest lots more
time and effort into making the information more useful, unless
and until it’s used. We need to break out of this cycle and start
using performance information agencies and have them produce as
best we can. Once we do this, the agencies will start paying atten-
tion and will start producing better information.

We can’t let a desire for perfection be the enemy of the good. The
important thing now is to get the ball rolling. If we can’t do it, we
might as well hang it up and consign the Results Act to the scrap
heap of failed management reforms. We might as well go on with
business as usual in Washington, where expectations of the Fed-
eral Government are so low that we simply accept high levels of
waste, fraud and inefficiency as the normal cost of operation, and
where each year we basically throw money at programs that sound
good, and simply accept with blind faith that they’re accomplishing
something.

Obviously, I hope this doesn’t happen. I'm very encouraged that
the executive branch leadership is firmly committed to turning
things around. OMB Director Mitch Daniels reaffirmed in a press
conference, as he did with me on the Government at the Brink re-
port, that using the Results Act to actually make decisions and run
the government is a top priority for the administration. I'll cer-
tainly do everything I can to help make this a reality. I challenge
my colleagues in the Senate and the House to do likewise. We can’t
afford to let this opportunity pass us by.

Thank you, Mr. Chairman. And I would be remiss if I didn’t ac-
knowledge and express my appreciation for your leadership in this
area. Thank you very much.

Mr. HORrN. Well, thank you, Senator.

Usually we don’t ask questions of Senators and our own col-
leagues, but let me go for one that I think you and I have talked
about before; and that is, we need some of the leadership on both
sides of the rotunda—and that would be the majority leaders work-
ing together with the minority leaders, and the people that are
elected in the Senate, not just the staff, and the people elected in
the House, not just the staff—and get them in a room of the people
that the President has appointed as his Ambassadors, and get
them around the table to ask, “Is this what we really mean by this
particular program?”
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And often they would find, “Wait a minute, folks, just because we
went into conference and tried to get this thing into a series of eu-
phemisms so we can get out of here, and try to get on, what is the
particular goal that should be sought, is it working, is it measur-
able, so forth?” In all the papers you’ve read—and you've read a lot
of them, more than most Members in either body—what’s the best
stand‘z?lrd of measurement that you've seen that would make some
sense?

Senator THOMPSON. Government-wide or with regard to any
particular:

Mr. HORN. Government-wide or particular.

Senator THOMPSON. Well, I haven’t seen very many good ones.
But if you were talking about specific goals that are supposed to
be set out in a performance report, we have some that demonstrate
the problem.

With regard to the Commerce Department, they say that they
have a goal to assess its success in keeping the United States se-
cure from proliferation of dual-use commodities and chemical weap-
ons. The Bureau of Export Administration sets goals like the num-
ber of strategic industry analyses completed, the number of en-
forcement outreach visits conducted, and the number of in-use vis-
its conducted, thus, Commerce progress related to this particular
outcome. In other words, how many pieces of paper we shuffle, how
many times we answer the telephone and things of that nature.
This is endemic.

I don’t think that throughout all these—the Department of Ener-
gy’s Office of Counterintelligence reported that they performed 11
inspections during fiscal year 2000, but failed to note what security
improvements resulted from those inspections. In other words, total
input and not output is endemic across government.

I don’t think that there is any government-wide performance
standard. I think you have to look at every agency, and every agen-
cy has to identify what its goal is, or set-up goals are, and what
its mission is. Why did we create it? If we were starting over again,
would we create this agency or this department? And if so, why?
What are we really trying to do here? It’s not to shuffle pieces of
paper, it’s to save lives. It’s not to answer telephones, it’s to catch
people, illegal people at the borders, you know. What are the re-
sults of what you're trying to do?

It’s extremely difficult to focus agencies in on that, on an agency-
by-agency basis. I don’t think you could ever do it government-
wide. But I think that, with leadership, it can be done.

I think we’re gradually moving a little bit in the right direction.
And that’s why my comments sometimes might seem a little bit
rough, but it’s time we got some people’s attention on this if we're
serious about it. I mean, we pass a lot of legislation, you know, we
might as well ignore, I suppose, or repeal; let’s decide if this is one
of them. If it is, let’s get rid of it and forget it and just say that
a few billion every year is the price we pay for democracy and don’t
ask any questions about it.

But if we don’t take that attitude, if we think we can do better,
then let’s have some leadership. The President is going to have to
lead. Members of Congress are going to have to lead. It’s going to
have to be integrated in the authorization process, probably more
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importantly integrated into the appropriations process. Until peo-
ple are required to give decent reports, No. 1, and then looking at
those reports, you can tell that somebody is succeeding or failing
and they’re either rewarded or punished based on that—until that
happens, this is a meaningless exercise.

Now, as I say, I think we’re glacially moving in the right direc-
tion. But there is going to come a time when we need to decide,
are we serious about this or not. And thanks to people such as
yourself over here, I still think that we’ve got an opportunity to do
some good, because we’ve got such a low floor to operate off of. We
ought to, by accident, be able to save a few billion dollars a year
without really doing very much. To that extent, I'm optimistic.

Mr. HORN. Well, we appreciate you coming over here and sharing
your ideas. They’re very pertinent and very useful to this issue.

Senator THOMPSON. Thank you very much.

Mr. HORN. Thank you.

We will now go back to Christopher Mihm, Associate Director,
Federal Management Work Force Issues, U.S. General Accounting
Office, so he can go through his preparation. And then we’ll go back
to the administration represented by Sean O’Keefe, Deputy Direc-
tor, Office of Management and Budget.

Mr. MiHM. Thank you again, Mr. Chairman, Mr. Putnam. It’s
again an honor to be here.

When I suspended my comments in deference to the Senator, we
were talking about the importance of top leadership attention. And
I would just underscore what the Senator was saying, both in its
importance, and that attention has often been lacking.

Senator Thompson hit the highlights of our recent report con-
taining the survey results of Federal managers across the 24 CFO
Act agencies. And just to reiterate some of those, at 11 agencies
less than half of the managers perceived, to at least a great extent,
that a strong top leadership commitment to achieving results ex-
isted. So this is less than half of the managers.

At 26 of the 28 agencies, less than half of the managers per-
ceived, to at least a great extent, that employees received positive
recognition for helping the agency accomplish its strategic goals.

At 22 agencies, at least half of the managers reported they were
held accountable for the results of programs, to at least a great ex-
tent, but at only one agency did more than one-half of the man-
agers report they had the decisionmaking authority that they need-
ed to a comparable extent. In other words, at only one—and that’s
OPM—of the 28 agencies we surveyed did over 50 percent of the
mangers say they had the decisionmaking authority they needed in
order to achieve results.

To build leadership commitment and to help ensure that manag-
ing for results become a standard way of doing business some agen-
cies using performance agreements need to define accountability for
specific goals, monitor progress, and evaluate results. These are ba-
sically contracts rather than between government and private sec-
tor, between the senior political leadership and the senior career
leadership.

We reported last October that performance agreements can be an
effective mechanism to align the daily activities of agencies with re-



19

sults that take place outside those agencies. This then leads to the
second point I was going to cover this afternoon.

GPRA is showing itself to be an important tool in helping Con-
gress and the executive branch assess how agencies’ daily activities
contribute to results that benefit the American people. As Senator
Thompson underscored, GPRA provides a vehicle for examining
agencies’ internal management capabilities and ensuring that they
are positioned to achieve results.

As you know, Mr. Chairman, this past January we updated our
high-risk and performance accountability series that outlined the
major management challenges and program risks that Federal
agencies face. Unfortunately, as the Senator noted, we have found
that agencies are not consistently using GPRA to show how they
plan to address these challenges and risks.

For example, when we looked at agencies’ fiscal year 2001 per-
formance plans, we found that there was a need to increase the
breadth, depth and specificity of goals and strategies related to
human capital and to better link them to agencies’ program goals.
They didn’t have the goals they needed, and often when those goals
were there, they weren’t linked back to the programmatic results
agencies are trying to achieve.

In summary then, Congress and the executive branch working to-
gether have put in place a management infrastructure with GPRA
as its centerpiece. However, much more needs to be done before
this infrastructure is effectively implemented across the Federal
Government. The planning and reporting efforts under GPRA nev-
ertheless are generating new and important information that has
not been available in the past; information that congressional and
executive branch decisionmakers can use to help assess what gov-
ernment should do in the 21st century and how it should do it.

Mr. Chairman, Mr. Putnam, this concludes my statement; and I
would be pleased to respond to any questions you may have.

Mr. HORN. Thank you very much.

[The prepared statement of Mr. Mihm follows:]
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Mr. Chairmaan, Ms. Schakowsky, and Members of the Subcorumittee:

I am pleased to be here today to discuss the Government Performance and
Results Act of 1993 (GPRA}. As agreed with the Subcommittee, I will
highlight how GPRA can be used as a tool to assist the Congressin
oversight and decisionmaking and to help address the challenges facing
the federal government in the 21st century. My statement is based on our
large body of work in recent years ing GPRA impl ation and on
strategic h capital t, as well as recent reports presenting
the results of our survey of federal managers at 28 agencies and our
analysis of human capital management discussions in agencies’ fiscal year
2001 performance plans.?

Over the last decade, the Congress, the Office of Management and Budget
(OMB), and executive agencies have worked to implement a statutory
framework to improve the performance and accountability of the
executive branch and to enhance executive branch and congressional
decisionmaking.® This framework includes as its core elements financial
management and information technology reforms as well as resuits-
oriented management legislation, especially GPRA. As a result of this
framework, there has been substantial progress in the last few years in
establishing the basic infrastructure needed to create high-performing
federal organizations. The issuance of agencies’ fiscal year 2000
performance reports, in addition to updated strategic plans, annual
performance plans, and the governmentwide performance plans,
completes two full eycles of annual performance planning and reporting
under GPRA.

However, much work remains before this framework is effectively
implemented across the government, including transforming agencies’
organizational cultures to improve decisionmaking and strengthen
performance and accountability. Moreover, we are now moving to & more
difficult but more important phase of GPRA implementation, that is, using
results-oriented performance information as a routine part of agencies’

'Mamging Jor Resulis: Human Capital Management Discussions in Fiscal Year 2001
Performance Plans (GAO-01-236, Apr. 24, 2001) and Managing for Results: Federal
Monagers’ Views on Key Maragement Issues Vary Widely Across Agencies (GA0-01-892,
May 25, 2001).

*Managing for Resulis: The Statutory Fr k% for Perfor Based M
and Accountability (GAQ/GGD/AIMD-68-52, Jan. 28, 1998).

Page 1 GAO-01-872T
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Bt

dasm:mmgement, and congressional and executive branch
de aking.

Using GPRA to Assist
Congressional
Oversight and
Decisionmaking

e v e s

As we move further into the 21st century, it becomes increasingly
important for the Congress, OMB, and executive agencies to face two
overriding questions:

‘What is the proper role for the federal government?
How should the federal government do business?

GPRA serves as a bridge between these two guestions by linking resulis
that the federal government seeks to achieve to the program approaches
and resources that are necessary to achieve those results, The
performance information produced by GPRA's planning and reporting
infrastructure can help build a government that is better equipped to
deliver economical, efficient, and effective programs that can help address
the challenges facing the federal government, Among the major chailenges
are

instilling a res ientation,

ensuring that daily operations contribute to results,

understanding the performance consequences of budget decisions,
coordinating crosscutting programs, and

building the capacity to gather and use performance information.

Instilling a Result
Orientation

emerging public dernands is to adopt a res ientation; that is, to
develop a clear sense of the results an agency Wants to achieve as opposed
to the products and services (outputs) an agency produces and the
processes used to produce them. Adopting a results-orientation requires
transforming organizational cultures to improve decisionmaking,
maximize performance, and assure accountability—it entails new ways of
thinking and doing business, This transformation is not an easy one and
requires investments of time and resources as well as sustained leadership
commitment and attention.

The cornerstone of federal efforts to succ meet current and

Page 2 GAO-01-872T
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Based on the results of our governmentwide survey in 2000 of managers at
28 federal agencies,” many agencies face significant challenges in instilling
a results-orientation throughout the agency, as the following examples
illustrate.

At 11 agencies, less than half of the managers perceived, to at least a great
extent, that a strong top leadership commitment to achieving results
existed.

At 26 agencies, less than half of the managers perceived, to at least a great
extent, that employees received positive recognition for helping the
agency accoraplish its strategic goals.

At 22 agencies, at least half of the managers reported that they were held
accountable for the results of their programs to at least a great extent, but
at only 1 ageney did more than half of the managers report that they had
the decisionmaking authority they needed to help the agency accomplish
its strategic goals to a comparable extent.

Additionally, in 2000, significantly more managers overall (84 percent)
reported having performance measures for the programs they were
involved with than the 76 percent who reported that in 1897, when we first
surveyed federal managers regarding governmentwide implementation of
GPRA. However, at no more than 7 of the 28 agencies did 50 percent or
more of the managers respond that they used performance information to
a great or very great extent for any of the key management activities we
asked about*

“These 28 agenmes include the 24 agencies covered by the Chief Financial Otﬁcexs Actof
1990 with an addi of 4 selected ies from their d

Federal Aviation Administration at the Department of Transportation, the Forest Service at
the Department of Agriculture, the Health Care Financing Adrainistration at the
Department of Health and Homan Services, and the Internal Revenue Service at the
Department of the Treaswy. For additi details on the gover ide surveys, see
GAQ-01-592 and Managing for Results: Federcl Managers Views Show Need for Ensuring
Top Leadership Skills (GAO~OI 127 Oct 20 2000) and The Government Performance and

Results Act: 1997 G ion. Will Be Unever (GAO/GGD-97-109,
June 2, 1997).
4V§e asked about five key management activities includmg settmg program priotities,

g work processss,

coordinating program efforts thh other nization and setting individual job
expectations.
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Ensuring That Daily
Operations Contribute to
Results

Performance Agreements

As [ mentioned earlier, we are now moving te a more difficult but more
important phase of GPRA—-using results-oriented performance
information on a routine basis as a part of agencies’ day-to-day

and for congressional and executive branch decisionmmaking,
GPRA is helping to ensure that agencies are focused squarely on results
and have the capabilities to achieve those results. GPRA is also showing
itself to be an important tool in helping the Congress and the executive
branch understand how the agencies’ daily activities contribute to results
that benefit the American people.

To build leadership commitment and help ensure that managing for results
becomes the standard way of doing business, some agencies are using
performance agreements to define accountability for specific goals,
monitor progress, and evaluate results. The Congress has recognized the
role that performance agreements can play in holding organizations and
executives accountable for results. For example, in 1998, the Congress
chartered the Office of Student Financial Assistance as a performance-
based organization, and required it to implement performance agreements.
In our October 2000 report on agencies’ use of performance agreements,
we found that although each agency developed and implemented
agreements thar reflected its specific organizational priorities, structure,
and culture, our work identified five coramon emerging benefits from
agencies’ use of results-oriented performance agreements.” (See fig, 1.)

Figure 1: Emerging Benefits From Using Performance Agreements

» Sirengthens alignment of results-criented goals with daily operations

« Fosters collaboration across organizational boundaries

« Enhances opportunities to discuss and routinely use performance
information to make program mprovements

+ Provides results-oriented basis for individual accountability

+ Maintains continuity of program goals during leadership transitions

Souree: GAQ analysis,

5Mu.nging for Results: Emerging Benefits From Selected Agencies’ Use of Performance
Agreements (GAO01-115, Qct. 30, 2000).
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Program Evaluations

Performance agreements can be effective mechanisms to define
accountability for specific goals and to align daily activities with results.
For example, at the Veterans Health Administration (VHA), each Veterans
Integrated Service Network (VISN) director’s agreement includes
performance goals and specific targets that the VISN is responsible for
accomplishing during the next year. The goals in the performance
agreements are aligned with VHA’s, and subsequently the Department of
Veterans Affairs’ (VA), overall mission and goals. A VHA official indicated
that including corresponding goals in the performance agreements of VISN
directors contributed to improvements in VA's goals. For example, from
fiscal years 1997 through 1999, VHA reported that its performance on the
Prevention Index had improved from 69 to 8] percent.® A goal requiring
VISNs to produce measurable increases in the Prevention Index has been
included in the directors’ performance agreements each year from 1887
through 1999.

The Office of Personnel Management recently amended its regulations for
members of the Senior Executive Service requiring agencies to appraise
senior executive performance using measures that balance organizational
results with customer, employee, and other perspectives in their next
appraisal cycles. The regulations also place increased emphasis on using
performance results as a basis for personnel decisions, such as pay,
awards, and removal. We are planning to review agencies’ implementation
of the amended regulations.

Program evaluations are important for assessing the contributions that
programs are making to lts, determining factors affecting
performance, and identifying opportunities for improvement. The
Departinent of Agriculture’s Animal and Plant Health Inspection Service
(APHIS) provides an example of how program evaluations can be used to
help improve performance by identifying the relationships between an
agency’s efforts and results.” Specifically, APHIS used program evaluation
to identify causes of a sudden outbreak of Mediterranean Fruit Flies along

“The fon Index the of patients who receive certain medical
interventions, such as alcohol screening, and is designed to assess how well VHA follows
nationally recognized approaches for primary prevention and early detection of diseases
with major social consequences, such as alcohol abuse.

"Program Evaluation: Studies Helped Agencies Mensure or Explain Program
Parformance (GAG/GGD-00-204, Sept. 29, 2000).

Page 5 GAC-03-872T



26

Strategic Human Capital
Management

the Mexico-Guatemala border. The Departinent of Agriculture’s fiscal year
1999 performance report described the emergency program eradication
activities initiated in response o the evaluation’s findings and
recommendations, and linked the continuing decrease in the number of
infestations during the fiscal year to these activities. However, our work
has shown that agencies typically do not make full use of program
evalustions as atool for performance measurement and improvement®

After a decade of government downsizing and curtailed investment, it is
becoming increasingly clear that today’s human capital strategies ave not
appropriately constituted to adequately meet current and emerging needs
of the government and its citizens in the most efficient, effective, and
econorical manner possible. Attertion to strategic human capital
management is important because building agency employees’ skills,
knowledge, and individual performance must be a cornerstone of any
serious effort to maximize the performance and ensure the accountability
of the federal government. GPRA, with its explicit focus on program
results, can serve as a tool for examining the progr ic implications of
an agency's strategic human capital management challenges.

However, we reported in April 2001 that, overall, agencies’ fiscal year 2001
performance plans reflected different levels of attention to strategic
human capital issues.” When viewed collectively, we found that thereis a
need to increase the breadth, depth, and specificity of many related human
capital goals and strategies and to better link them to the agencies’
strategic and programmatic planning. Very few of the agencies’ plans
addressed

succession planning to ensure reasonable continuity of leadership;
performance agr 1o align leaders’ performance expectations with
the agency’s mission and goals;

competitive compensation systems to help the agency attract, motivate,
retain, and reward the people it needs;

workforce deployment {o support the agency’s goals and strategies;
performance management systes, including pay and other meaningful
incentives, 1o link performance to results;

SMunaging for Results: Agencies’ Annual Performence Plans Can Help Address Strategic
Plonming Challenges (GAO/GGD-98-44, Jan. 30, 1998},

°GAO-01-236.
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Management Capabilities

-

alignment of performance expectations with competencies to steer the
weorkforee fowards effectively pursuing the agency's goals and sirategies;
and .

employee and labor relations grounded in a mutual effort on the strategies
to achieve the agency's goals and to resolve problems and conflicts fairly
and effectively.

Ina recent report, we concluded that a substantial portion of the federal
workforce will become eligible to retire or will retire over the next 5 years,
and that workforce planning is critical for assuring that agencies have
sufficient and appropriate staff considering these expected increases in
retirements.” OMB recenily instructed execulive branch agencies and
departments to submit workforce analyses by June 29, 2001. These
analyses are to address areas such as the skills of the workforce necessary
to accomplish the agency’s goals and objectives; the agency’s recruitment,
training, and retention strategies; and the expected skill imbalances due to
retirements over the next b years. OMB alse noted that this is the initial
phase of implementing the President’s initiative to have agencies
restructure their workforces to streamline their organizations. These
actions indicate OMD's growing interest in working with agencies to
ensure that they have the human capital capabilities needed to achieve
their strategic goals and accomplish their missions.

Major management challenges and program risks corfronting agencies
continue to undermine the economy, efficiency, and effectiveness of
federal programs. As you know, Mr. Chairman, this past January, we
updated our High-Risk Series and issued our 21-volume Performance and
Accountability Series and governmentwide perspective that outlines the
major management challenges and program risks that federal agencies
continue to face.” This series is intended to help the Congress and the
administration consider the actions needed to support the transition to a
mare results-oriented and accountable federal government,

“Federal Emp Reti, : B 15 Over the Next 5 Years Rlustrates
Need for Workforce Planning ((GAO-01-500, Apr. 27, 2001).

UErigh-Risk Series: An Update (GAO-01-265, Jan. 2001) and Performance and
Accountebility Series: Major Management Challenges and Progrem Risks: A
Governmentwide Perspective (GAO-01-241, Jan. 2001). In addition, see the accompanying
21 reporis on specific agencies, numbered GAO-01-242 through GAO-01.262.
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GPRA is a vehicle for ensuring that agencies have the internal
management capabilities needed to achieve resuits. OMB has required that
agencies’ annual performance plans include performance goals for
resolving their major management problems. Such goals should be
included particularly for problems whose resolution is mission-critical, or
which could potentially iinpede achievement of performance goals. This
guidance should help agencies address critical management problems to
achieve their strategic goals and accomplish their missions. OMB’s
attention to such issues is imporiant because we have found that agencies
are not consistently using GPRA to show how they plan to address major
management issues.

Understanding the
Performance
Consequences of Budget
Decisions

A key objective of GPRA is to help the Congress, OMB, and executive
agencies develop a clearer understanding of what is being achieved in
relation to what is being spent. Linking planned performance with budget
requests and financial reports is an essential step in building a culture of
performance it. Such an ali inft performance
concerns into budgetary deliberations, prompting agencies to reassess
their performance goals and strategies and to more clearly understand the
cost of performance. For the fiscal year 2002 budget process, OMB called
for agencies to prepare an integrated annual performance plan and budget
and asked the agencies to report on the progress they had made in better
understanding the relationship between budgetary resources and
performance results and on their plans for further improvement.®

In the 4 years since the gover twide frapl ion of GPRA, we
have seen more agencies make more explicit links between their annal
performance plans and budgets. Although these links have varied
substantially and reflect agencies’ goals and organizational structures, the
connections between performance and budgeting have become more
specific and thus more informative. We have also noted progress in
agencies’ ability to reflect the cost of performance in the statements of net
cost presented in annual financial statements. Again, there is substantial
variation in the presentation of these statements, but agencies are
developing ways to better capture the cost of performance.

“OMB Bulletin No. 0004, Integrating the Performance Plan and Budget, June 6, 2000.
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Coordinating Crosscuiting
Programs

Virtually all of the results that the federal government strives to achieve
require the concerted and coordinated efforts of two or more agencies.
There are over 40 program areas across the government, related to a dozen
federal mission areas, in which our work has shown that mission
fragmentation and program overlap are widespread, and that crosscutling
federal program efforts are not well coordinated.” To illustrate, ina
November 2000 report, and in several recent testimonies, we noted that
overall federal efforts to combat terrorism were fragmented.” These
efforts are inherently difficult to lead and manage because the pdlicy,
strategy, prograros, and activities to combat terrorism cut across more
than 40 agencies. As we have repeatedly stated, there needstobe a
comprehensive national strategy on combating tercorism that has clearly
defined outcomes, For example, the national strategy should include a
goal to improve state and local response capabilities. Desired outcomes
should be linked to alevel of preparedness that response teams should
achieve. We believe that, without this type of specificity in a national
strategy, the nation will continue to miss opportunities to focus and shape
the various federal programs combating terrorism.

Crosscutting program areas that are not effectively coordinated waste
secarce funds, confuse and frustrate program customers, and undercut the
overall effectiveness of the federal effort. GPRA offers a structured and
governmentwide means for rationalizing these crosscutting efforts. The
strategic, annual, and gover twide perfo planning processes
under GPRA provide opportunities for agencies to work together to ensure
that agency goals for crosscutting programs complement those of other
agencies; program strategies are mutually reinforcing; end, as appropriate,
common performance measures are used, if GPRA is effectively
implemented, the governmentwide performance plan and the agencies’
annual performance plans and reports should provide the Congress with
new information on agencies and programs addressing similar results.

“Managing for Results: Barriers to Interagency Coordination (GAO/GGD-00-106, Mar. 25,
2000) and Managing for Results: Using the Results Act to Address Mission
Fragmentation and Program Overlap (GAO/AIMD-87-146, Aug. 29, 1997).

YCombating Terrevism: Federal Response Teams Provide Varied Capabilities;
Opporturities Remain to Fmprove Coordination {GAC-01-14, Nov. 30, 2000), Combating
Tervorism: Comments on Bill H.R. 4210 to Manage Selected Counterterrovist Programs
{GAG/T-NSIAD-00-172, May 4, 2000), Combating Tervorism: Linking Threass o Strategies

and Resources ((‘AO/T NSIADO0-218, July 26, 2000), Combating Terrorism: O s on

Caumenmmwm Leadership and National Strotegy (GAO-01-556T, March 27, 2001), and
Tervorism: C on H.R. 525 to Create o President’s Council on

L‘ ic Terrovism Prepared {GAO-01-555T, May 9, 2001).

Page 8 GAO-01-872T



30

Ongee these programs are identified, the Congress can consider the
associated policy, management, and performance implications of
crosscutting programs s part of its oversight of the executive branch.

Building the Capacity to
Gather and Use
Performance Information

Credible performance information is essential for the Congress and the
executive branch to accurately assess agencies’ progress towards
achieving their goals. However, limited confidence in the credibility of
performance information is one of the major contimiing weaknesses with
GPRA implementation.

The federal government provides services in many areas through the state
and local level, thus both program management and accountability
responsibilities often rest with the state and local governments.” In an
intergovernmental environment, agencies are challenged to collect
accurate, timely, and consistent national performance data because they
rely on data from the states. For example, earlier this spring, the
Envirommental Protection Agency identified, in its fiscal year 2000
performance repaort, data limitations in its Safe Drinking Water
Information System due to recurring reports of discrepancies between
national and state databases, as well as specific misidentifications
reported by individual utilities. Also, the Department of Transportation
could not show actual fiscal year 2000 performance information for
measures associated with its outcome of less highway congestion.
Because such data would not be available until after September 2001,
Transportation used projected data. According to the department, the data
were not available because they are provided by the states, and the states’
reporting cycles for these data do not match its reporting cycle for its
annual performance.

Discussing data credibility and related issues in performance reports can
provide important contextual information to the Congress. The Congress
can use this discussion, for example, to raise questions about the problems
agencies are having in collecting needed results-criented information and
the cost and data quality trade-offs associated with various collection
straiegies.

e ing for Results: Chall 4 ies Face in Producing Credible Performance
Information (GAO/GGD-00-52, Feb. 4, 2000) and Managing for Results: Challenges in
Producing Credible Performance Information (GAO/T-GGD/RCED-00-134, Mar. 22, 2000),
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In summary, Mr. Chairman, the Congress and the executive branch,
working together, have put in place a management infrastructure—with
GPRA as its centerpiece, More needs to be done before this infrastructure
is cffectively implemented across the federal government, However, the
planning and reporting efforts under GPRA to date are generating new and
important information that had not been available in the past—
information that congressional and executive branch decisionmakers can
use 1o help assess what government should do in the 21st century and how
it should do it.

Mr. Chairman, this concludes my prepared statement. I will be pleased to
respond to any questions that you or the Members of the Subcommitiee

may have.

Contacts and
.cknowledgments

(4500863

For future contacts regarding this testimony, please contact J. Christopher
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testimony include Susan Barnidge, Ben Crawford, Joyce Corry, Michael
Curro, Emily Dolan, Peter Del Toro, Janice Lichty, Steven Lozano, Allen
Lomax, Lisa Shames, Dorothy Self, and Sarah Veale.
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Mr. HorN. We'll now have Mr. O’Keefe come to the table. And
we might as well swear in everybody at once here. So if the gentle-
men from George Mason University and Logicon will raise your
right hand.

[Witnesses sworn.]

Mr. HORN. The clerk will note all witnesses have taken the oath.

And we will now get to the representative of the administration,
Mr. O’Keefe, Deputy Director, Office of Management and Budget.
We know you’re a very busy person, but we’d certainly like to get
your testimony in the record and some questions.

Mr. O’KEEFE. Thank you, Mr. Chairman. It’'s a pleasure to be
with you and Mr. Putnam this afternoon. I'd like to submit for the
record the prepared statement and summarize that if I could, for
just a couple of moments.

Mr. HORN. All of these statements go in the record automatically
once we call you in.

Just remember on that pleasure bit that you're under oath.

Mr. O’KEEFE. In that case, I'm just delighted to be here to see
you, sir.

For all that I've learned about the Government Performance and
Results Act over the last several years, I owe a tremendous debt
of gratitude to a great faculty colleague friend of mine at Syracuse
University by the name of Patricia Ingraham, who is the director
of the Alan K. Campbell Institute for Public Affairs there, and has
been conducting a government performance project for several
years now.

Since enactment of the act, Ms. Ingrahm, Government Executive
magazine and George Washington University have been engaged in
an effort 'm sure your subcommittee is well aware of to measure
State, local and Federal performance criteria and to publish those
results on an annual basis. As a consequence, it has had a very
compelling effect in changing the approach of many different levels
of government—different government institutions—and resulting in
a routine and regular assessment of how the performance is con-
ducted.

I'm a native New Orleanian from, New Orleans, LA, where the
city itself, under this particular criteria that the project was con-
ducted, I think overall got a D minus. As a result, the citizenry of
that city found it necessary and appropriate to comment on the city
management. Their comments were quite loud and well understood
in terms of the level of satisfaction relative to those performance
criteria which had not been conducted for a long time.

It made the city management far more defensive about exactly
what they were doing, but in the process of doing so, drew atten-
tion to the conduct of activity there, which had not been felt for a
very long time. So, at a minimum, this particular effort on the part
of so many different institutions, be it Federal, State or local, for
the purpose of trying to identify where the shortcomings or advan-
tages and successes of various public institutions have resided, is
nonetheless, I think, an opportunity to focus the attention on what
citizens expect relative to what is appropriate. It also measures
what that performance requirement is. Sometimes it can have some
very dramatic results as a result of that attention.
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Having said that, I'm sure, Mr. Chairman, it comes as no sur-
prise to you, that I concur wholeheartedly to your assessment and
that of Senator Thompson. We find ourselves in the Federal Gov-
ernment, across the board in every department and agency, imple-
menting the Government Performance and Results Act. I think it’s
been discouraging at best.

Again, having seen this from a distance and looking at the ef-
fort—as Senator Thompson alluded to, in State and local govern-
ments—there are so many that are so far ahead of where we are
that as a consequence, I think this has been not a particularly im-
pressive implementation effort. Although we've done a great job,
from what I can gather, in trying to determine how to comply with
the law at its minimums; and that, as a result, may in turn be the
nature of the problem we’re confronting.

This is a way of expressing a little more, I think, to what Senator
Thompson referred to as the “cultural phenomenon” that we’re
dealing with here. GPRA, with all due respect, has been treated by
Federal agencies and departments, by and large as another report-
ing requirement; something else that needs to be complied with.
And as a consequence of that, for it to be useful, for it to be really
useful for any management purpose, it has to be introduced into
the regular day-in-and-day-out management processes that are con-
ducted throughout every Federal department and agency. It’s no-
where near there. There are a very few interesting examples of
how it’s beginning to take hold, but those are noticeable by their
distinguished nature of being so few, not because it’s pervasive.

I am influenced very heavily by a mind-set that is captured as
follows: government should be results-oriented; guided not by proc-
ess, but guided by performance. There comes a time when every
program must be judged either a success or a failure. When we find
success, we should repeat it, share it and make it the standard.
When we find failure, we must call it by its name.

A government action that fails in its purpose must be reformed
or ended. That was President Bush’s comment during the cam-
paign, and he has lived by that since Inauguration Day of this
year.

And, as a function of the management agenda that he has just
completed, there are five primary issues on that agenda. No. 1 on
that agenda, is the integration of the the performance criteria with-
in the budget itself. This is, in my estimation, the only way that
we're ever going to see a tangible kind of improvement, not in
terms of reporting requirements, not in terms of producing lots of
strategic plans that make mighty fine doorstops, but instead be-
come a management objective that is laid-out and measured.
Therefore, success or failure is determined each year in the budget
process by whether or not those resources are provided to recognize
the appropriate means by which to accomplish that task.

In a career engaged in the resource management business, by
and large the dominant part of my professional career in public
service, I have found it frustrating that the process culture in the
administration and, with all due respect, in Congress as well, is
largely input-oriented. We look at individual parts, different items,
whatever else. We measure success or failure by the percentage dif-
ferential, the delta between last year and this year.
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Headlines of newspapers celebrate increases by, you know, mul-
tiple percentage points, and lament decreases by the same amount
as if somehow that was a measure of how well or poorly various
programs are performing. As a consequence of that, we are doomed
to the proposition, under this kind of approach and this kind of
process, that every single year looks at that delta as if everything
that was performed the prior year was done absolutely to perfec-
tion. As a result all we're arguing about is dollars at the margin,
the differential between last year and this year.

That’s the approach that is taken within every department and
agency. It’s taken by the various committees of Congress, as well.
In looking at those relative measures of failure or success, we
spend more time analyzing that difference than anything else and
presume again that the composition or conduct of how programs
are conducted is just fine, when all we’re doing is just measuring
increments.

Well, beginning in 2003 as a consequence of the President’s ini-
tiative, the No. 1 item on his five-item management agenda, the
budget will incorporate specific linkages of performance criteria
and indicators with the budget requests for very specific programs.
Let me quickly give you the criteria for those programs, or those
projects, in those agencies and departments that will be reflected
in the 2003 budget that will carry these criteria and what they're
going to call for.

In order to apply this, it’s got to be clearly stated. No. 1, there
has to be a specified, desired outcome that is articulated; and it
can’t be, with all due respect to my good friends and colleagues at
the State Department, stating that for the purposes of accomplish-
ment of agenda for the State Department, achievement of world
peace is the outcome. It needs to be a lot more specific than that.

It needs to be narrowed down to a specific program objective that
can be seen, and has a result that is measurable for which we can
see the distinction. That’s going to take time and a lot of negotia-
tion. An awful lot of platitudes can be passed off as outcomes. As
a result, there needs to be an effort for sorting through it all. In
order to really follow through to make this a meaningful effort, it’s
going to require that we be diligent and purposeful about how we
define those outcomes. If we fail in our definitions, we will have to
wonder about why the program is in business in the first place and
resort back to President Bush’s quote on this point.

Second, there is going to be an examination of multiple means
to accomplish that outcome, not just the one stock way it’s going
or the way it’s been done. It has to be an examination of what the
alternatives are, how you achieve that same result that is defined.

Third, there has to be a third identification of the outputs. What
are we using as a means to determine whether or not that result,
that outcome, has been achieved? What would we use for the pur-
pose of defining that as a performance measure?

The fourth, that there be a complete—and I mean in its truest
sense, a complete inventory of all of the inputs required. By virtue
of the fact that we look at the budget as an input-oriented kind of
process from agencies and departments all the way through Con-
gress—we are fixated and more focused on itemizing individual in-
puts in ways and arrays that suit budget officers, not program
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managers. As a consequence, it is easier for them to array those
kinds of expenses and identify them in order to comply with the re-
quirements that you can spend no more than what’s been appro-
priated for those purposes, and less so on the program’s success.

So, as a consequence, all the inputs required have to be tallied
up, rather than buried in lots of different locations; and that’s
going to take work.

So, when you think through these criteria, it basically means
that there’s going to be a selected number of programs and projects
that can pass through this kind of test that require this many an-
swers to that many circumstances.

And last, but maybe most important, from my view with a bias
as a resource manager, is the identification of cost-per-output,
which includes all the costs to accomplish and achieve the task.
Right now, what we do more often than not is satisfy ourselves as
long as we captured most of the costs; maybe it’s a good enough
reflection. Now, until we get to the stage where we are accurately
measuring all the expenses it takes to carry out the task and the
manner in which it’s being done—we’ll never be able to appro-
priately judge what the cost or the relative performance compari-
son would be of any other way to achieve the same result. As a re-
sult, this becomes the fool’s errand that we have been trapped by
for so many years of permitting or being permissive about how we
capture costs as we go through this.

So, in that regard—and I'm very hopeful that this committee will
be helpful in this endeavor in the weeks ahead—we hope to submit
or advance to you a legislative proposal to begin this long effort,
which it’s going to take, in order to capture all these costs to truly
measure what the cost-per-output will be. And it begins within the
weeks ahead.

Again, a couple of initiatives we’re going to advance for the pur-
pose of trying to calculate just the cost of all expenses to support
individual full-time-equivalent civilian personnel throughout the
Federal Government. As it stands now there are lots of different
ways to measure that, and lots of different ways in which the
sources and costs of individuals to be supported are, in some cases,
budgeted directly within a department or agency, and in other
cases, they're budgeted centrally through other parts of the Federal
Government and allocated back.

As a means to at least try to corral all the parts that go with
that, this is the first step in a long series of efforts we hope to en-
list your support and endorsement of, to at least begin that process
of capturing all expenses necessary and then working through the
criteria described here a moment ago.

In conclusion, I would say that as the 2003 budget is submitted,
there will be a selected number of programs that are going to meet
these criteria. These are very rigid, extremely specific kinds of cri-
teria that have to be complied with, and errors or compromises
along the way of how you would conduct this particular approach
are, in turn, the very things that would bring it to its downfall.

So, as a result, we have to be very diligent in making sure only
those programs we incorporate within the 2003 budget fully meet
these criteria. Absent doing that, all we’ve done is simply created
yet another case in which we’re starting criteria that cannot be ac-
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curately measured. But in that regard, we hope to bring life to
GPRA, use the tools that were enacted several years ago for the
purposes for which they were intended, and carry them out in a
way that we can assure a little more reasonably, that indeed, they
are an accurate reflection of how well the performance of various
programs will exist.

Again, thank you for the opportunity to testify, Mr. Chairman.
It’s a pleasure to see you.

[The prepared statement of Mr. O’Keefe follows:]



37

STATEMENT OF
SEAN O’KEEFE
DEPUTY DIRECTOR
OFFICE OF MANAGEMENT AND BUDGET
Subcommittee on Government Efficiency, Financial Management and
Intergovernmental Relations
House Committee on Government Reform
June 19, 2001

Mr. Chairman, thank you very much for inviting me to appear today before your
subcommittee. For over half a decade, the House Committee on Government Reform has helped
shepherd OMB and the agencies over the course of implementing the Government Performance
and Results Act. We welcome your insights and counsel, and we appreciate your continuing
Jeadership and commitment in this endeavor. Let me also acknowledge the leadership and effort
of Senator Thompson during his years as Chairman of the Senate Committee on Governmental
Affairs, and the active and ongoing role that Committee has played in overseeing and assisting in
the implementation of this Act.

Government-wide implementation of the Results Act began in earnest in 1997, with the
transmittal of the first set of strategic plans and annual performance plans. If we were to look
back at those initial plans, we would see how much progress has been made since that time. It is
substantial. The agencies have already prepared a second set of strategic plans, and will send the
fifth set of performance plans - for FY 2003 - to OMB in several months. The second set of
annual performance reports, covering FY 2000, were sent to the President and Congress this past
March. :

An FY 2000 performance report is governed by what an agency included in its FY 2000
performance plan.  The Act does not allow agencies fo engage in retrospective revisionism, such
as adding new performance goals, omitting existing ones, or rewriting and tinkering with others.
For its annual performance report, an agency is captive - for better or worse -- to what was
written in its performance plan. This does not mean we cannot learn and profit from reviews and
critiques of these reports, for ultimately, this should make them better products. But the greater
value of assessments such as those prepared by Maurice McTigue and his colleagues at the
Mercatus Center will be in applying the findings and suggestions to future performance plans.

By our yardstick, simply measuring the quality of the plans and reports, or gauging the
processes the agencies used to prepare these plans and reports is only part of the assessment we
must make as we look at where we are and what more we have to do. The more important
question is how the information in the plans and reports is used to manage the agencies, make
resource, policy, and program decisions, and improve the efficiency and effectiveness of what the
government provides and delivers.

OMB staff regularly have conversations with their government counterparis in other
countries. The experience elsewhere, in countries such as Australia and Great Britain, is that it
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has taken from five to eight years to put performance-based management fully in place. So we
are nearing that critical point when GPRA must take hold as an essential and valuable tool in the
management of our government.

I believe we are doing our part to make GPRA implementation a success. Let me outline
the actions we are taking in this regard. First and most critically is the President’s very clear
signal that he wants his Administration and our government to be resulis-oriented. This was
highlighted in February in the President’s Budget Overview, “A Blueprint for New Beginnings”,
and buttressed in the President’s April Budget transmittal. The forthcoming “President’s
Management and Performance Plan” will further reinforce the priority he has placed on this
effort.

Within OMB, we have just completed 19 ‘Spring Reviews’. These reviews were an
unprecedented look, both in their scope and detail, at the performance of agency programs across
the government, and at what is needed to make some programs more effective. These reviews
also identified those areas where, quite frankly, we are in need of better data before we can
determine what, if anything, needs to be done to improve performance.

The Spring Reviews also aided us in selecting a group of outcome and related output
goals on which we will focus during the Fall Review of the agency budget requests. Following
Fall Review, OMB traditionally ‘passes back’ to an agency the budget amounts that would be
included in the President’s budget. As part of its FY 2003 passback, OMB expects to include
target values for the performance goals for the selected sets of outcome/output goals. Our
intention is that the number of performance goals covered in passback will substantially increase
in future years.

We are using the passback process to underscore the importance we place on fully
integrating performance and budget. The passback values are informed by the budget and
performance data received from the agency and reviewed by OMB. In pairing budget dollars
with performance target levels, we will be showing our use of and reliance on program
performance data in budget formulation.

Let me sketch several related initiatives for making our government more results-
oriented. We will soon propose legisiation to the Congress that will fully charge the costs of
certain retirement and health benefits to an agency and its programs. We would like to begin this
charging in FY 2003, and expand this full charging of costs in future years fo cover support
services, capital acquisition, and hazardous waste cleanup. This should provide managers with a
much more accurate picture of what it costs to administer programs and operations, and promote
greater competition between the government and the private sector in conducting activities that
are commercial in nature.

We will be using workforce planning to anticipate critical skills, reduce organizational
layers, re-align staff for better service delivery, and reward employees for achieving results. We
will be improving the reliability, usefulness, and timeliness of financial reports. And we will be
making greater use of performance-based contracts. Together, these initiatives mark a sea-
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change in our use of performance information in managing the Federal government and giving
the American public the results they deserve.

Mr. Chairman, that concludes my prepared statement. I will happy to answer any
questions you may have.
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Mr. HorN. Thank you.

Let me ask a few questions before you leave here. Are you put-
ting together a team within OMB to help you on the measurements
and the bringing together and getting rid of the stagnation, but
getting performance-based management and budget all on the
same thing by the year 2003? Is that on track now? What are your
plans as to how you’ll get some help?

Mr. O’KEEFE. Again, I am of the mind that the talent for this re-
sides throughout this entire Federal Government. This is a very
professional workforce. There is no question, if properly challenged
and focused in the direction of this endeavor, there is no absence
of talent to accomplish this task.

What I defined are real basic fundamentals of how you go about
devising performance relative to budget criteria. This is not some-
thing that in my professional experience, in lots of different places,
both here on Capitol Hill, as well as in an agency and department
and on the White House staff, there has never been any absence,
in my mind, of talent sufficient to carry this out. It means we must
be more specific about the guidance we want to see implemented.

In that regard, I think we are very well equipped from a staff-
talent standpoint within the Office of Management and Budget to
devise that guidance properly and to do it in a way that is more
specific. And again we have to be. The biggest challenge is not nec-
essarily whether there is sufficient depth of talent within the orga-
nizations, it’s being specific about the guidelines that meet these
criteria that will pass muster for inclusion in the 2003 budget and
thereafter. I expect there will be a limited number that we’ll see
in 2003, but the ones we’ll see will truly be a reflection of the con-
cept I've talked about today.

Mr. HORN. Well, what will you do with the budget examiners in
this role? They’re going to be going through the same thing they’ve
done for 40 years, and it’s going to occur in certain months. So
where’s the programmatic analysis, as opposed to simply the budg-
et analysis? And do you have those people in mind to help you with
that?

Mr. O’KEEFE. Well, sir, I must confess, in 1978, I started off at
GS-0 step, minus 23. I am therefore a Luddite and testimony to
the fact that we’re trainable. There is, I think, lots of opportunity
to make sure that the talent pool we have—the very professional
financial management talent we have throughout the Federal Gov-
ernment in departments and agencies—can begin to look at these
issues as program analysts and more in terms of analyzing this
particular approach to it rather than concentrating on the incre-
ments.

Again, with all due respect, sir, it is the entirety of the process
that motivates our financial managers, our resource managers
throughout the Federal Government to focus on the incremental
differences between last year and this year. Because that’s what
every department and agency seeks, that’s what the headline of
every newspaper demands, and that’s what the Congress looks at
in making appropriations year after year. Until we break that cir-
cumstance, we should not be surprised that resource managers re-
spond exactly as we’ve trained them to.
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This is an effort to begin going down another road, which is
again based in its logic on basic simplicity, asking the fundamental
question, what is it you seek as a result and an outcome? Why is
it in business in the first place? What are the elements and ex-
penses required to carry it out? What are the different ways you
go about doing it? How do you take process steps out and then
measure it, based on its success or failure? It’s not that rough.

As a result, it just means we've got to be disciplined about it and
start to provide the motivations, as well as the incentives, for peo-
ple to begin to look at it that way. And that’s why we’re carefully
selecting those programs and projects that will meet these criteria
rather than trying to do it across the board.
hMr. HoRrN. Have you had a chace to look at the Mercatus studies
that

Mr. O’KEEFE. Yes, sir.

Mr. HORN. What’s your reaction?

Mr. O’KEEFE. I am well familiar with the results and the accom-
plishments of Mr. McTigue in that regard. I guess, suffice it to say,
that if the results and achievements that he and the Mercatus
study reveal in this circumstance can be achieved in the cir-
cumstances they had to deal with, by goodness, we should have a
leg up on the challenges we have to sword with. Because at least
it’s focused in the same direction, it’s focused on the same results
that we’re looking for in terms of improvement.

I don’t think there’s a Federal manager out there that’s driven
by malice or different political, philosophical objectives that is dia-
metrically opposed to a democratic system. As a consequence, we're
all on the same page in that regard, and it should be a much easier
hurdle to deal with.

Mr. HORN. Let me yield 10 minutes to the gentleman from Flor-
ida for questioning the witnesses.

Mr. PutNAM. Thank you, Mr. Chairman.

Beginning with Mr. O’Keefe, what institutional changes would
you recommend to the Congress in terms of the bifurcated author-
ization and appropriations process, the fact that agencies have
barely had an opportunity to begin spending their budget when
they’re making preparations for the next budget cycle? What insti-
tutional changes would—should Congress make to have a more
performance-driven executive branch?

Mr. O’KEEFE. Well, again I would suggest that it is incumbent
upon the administration, as it has been for as long as, you know,
the Budget Act of 1921, that the President propose the programs
and various resource levels that he considers to be appropriate and
necessary to conduct and carry out the conduct of the Federal Gov-
ernment.

As a result, it is incumbent upon you to set the debate in that
regard, and the Congress, in turn, to determine what is the best
way for the power of the purse to be exerted and to determine what
you think is the most efficient way to dispose of that particular set
of proposals.

And as a result, in my mind, I don’t think organizationally or in-
stitutionally there is any dramatic change that needs to occur other
than simply to be on the same proposition we've discussed here,
which is that the outcome, the result, that we’re seeking is what
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will become the criteria. And, therefore, flexibility of how the ap-
propriations structure may be made, how the various programs
may be justified, is more driven by that particular objective rather
than what is the input and how many fulltime equivalents are
there at Depot X or Y or whatever else.

That will all flow from the information. It will all be readily ap-
parent and visible. If, instead, the result or the concentration is
looking at what the performance result is, I don’t think there needs
to be a dramatic change in the way the authorizing and appropria-
tions process works throughout the Congress, other than an accept-
ance of a change in recognition of those committees in examining
how you measure what success is.

Mr. PurNaM. You don’t think there should be an increase in re-
sources and time spent by the Congress on oversight, as the Sen-
ator pointed out in panel one?

Mr. O’KEEFE. Well, sir, again I've spent half of my public service
time as part of the congressional institution and the other half in
the executive branch in various positions. In the course of that
time, I've learned that I've never been in a position where I've
asked for more congressional oversight, sir.

Mr. PUTNAM. Mr. Mercer, do you think that there are any con-
gressional institutional changes that could result in a more per-
formance-driven Federal Government?

Mr. MERCER. Certainly. And would you like me to address those
now or wait until after I've made my statement? What would be
your preference?

Mr. HORN. Why don’t we do both? Let’s answer the questions
now and then you’re going to have a chance to give your statement.

Mr. MERCER. If I were king and could impose some changes on
Congress that I thought would make it more results-oriented, two
thoughts come to mind.

One is a thought that was originally reflected in the earliest
drafts of the Results Act, which would have required that Congress
include measurable performance goals in any authorization or ap-
propriation legislation; otherwise, the legislation would be subject
to a point-of-order. This provision would have applied to both
House and Senate legislation. That’s one change.

I understand the House rules have been amended to sort of head
in that direction beginning this year by requiring some notion of
addressing performance—what results programs are expected to
achieve—in the report that accompanies the legislation to the
Rules Committee. But I'm going to be very interested to see how
high the Rules Committee sets that bar, because the reason they
didn’t put many teeth into the requirement was that the commit-
tees objected to the notion of when they send legislation to the
Rules Committee, they would actually have to say what the pro-
gram is supposed to accomplish, which is exactly the same stand-
ard we expect the agencies to meet.

Another change I might make is with respect to oversight. If I
had my preference, I would require each committee to issue a re-
port at the beginning of the year stating all the issues over which
they have jurisdiction. And you can be sure that would be an ex-
pansive list; committees like to think their jurisdiction would be
fairly large. Then I would require them, next to that, to cite when
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they’re going to have an oversight hearing on that, when was the
last one and when is the next one. That might indicate that they
haven’t had and don’t plan to have any oversight hearings, and
hopefully that would embarrass them into scheduling one.

I would also have a definition of what oversight is. In my experi-
ence—I had 8 years in the Senate with the oversight committee
there, the Governmental Affairs Committee, in watching congres-
sional oversight—and generally in other committees it was picking
at particular issues, but they rarely would ask questions about the
financial management of a program: Why does this agency not get
a clean opinion? They rarely, if ever—I say rarely, probably
never—had a copy of the agency’s strategic plan, or annual per-
formance plan in front of them and went through that as a basis
for oversight. But I would define “oversight” as including those gen-
eral issues. I would call them out and say that this is what an
oversight hearing has to look at in order to be called, dignified,
with the term “oversight.”

Then I would require them to issue a report on each hearing that
they’ve had as to what their findings were with respect to financial
management, what their findings were with respect to the quality
of the strategic plan, what their findings were with respect to the
quality of the recent annual performance plan—the most recent an-
nual performance report—and maybe some Clinger-Cohen issues. I
would define, in other words, “oversight” as including those issues
that you have to address, and to issue a report on it.

Now, Congress doesn’t usually want to put requirements on
itself, certainly nothing that specific. But like I say, if I were king,
that’s what I would do.

Mr. PuTNAM. Thank you.

Mr. O’Keefe, what consequences will OMB contemplate for agen-
cies who fail to comply with the Results Act?

Mr. O’KEEFE. I'm parsing through the very words you've used in
that question, because I think that’s the nature of the issue we're
consorting with right now. The agencies and departments, by and
large, comply.

Mr. PurNaAM. They haven’t produced a clean audit report on a
consistent basis in the history of the government, and three have
managed to produce a snapshot over the course of the last several
years. So clearly there’s a lack of compliance.

Mr. O’KEEFE. I guess we’re parsing through words here, because
with all due respect, sir, the act itself doesn’t say you have to have
a clean opinion. It says you have to have an opinion, you have to
have an audit. The CFO Act of 1990 says that.

So, as a result, in terms of filling out the paperwork and comply-
ing, the agencies and departments are filling out papers. They're
doing strategic plans or what passes for them. But again, in many
respects I don’t think they make much more than mighty fine
doorstops. We're focused more on compliance and less on how you
use the tools of the act to actually fulfill its objectives.

So, as a result, if I said, here are the penalties for not complying,
what I would get is slavish adherence, slavish compliance; they
would make sure they got every single paper that is defined by the
act submitted on time right there, and it would be meaningless—
right now they don’t use it for management purposes.
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What I think is victory or success is getting Cabinet officers, as
President Bush did, to sign up to the proposition that the No. 1
item in the criteria for his management agenda, that is going to be
implemented in every department, is to begin the long process of
infusing the performance criteria to the budget. And that means
identifying what an outcome is, what the result is you want, why
it’s in business in the first place, going through all those rigid cri-
teria and ultimately then coming up with a determination about
how successful or not a program is and, therefore, what resources
should it have to carry out those objectives.

That’s a different way of looking at it than being traffic cops or
enforcers at OMB, which we’re going to do. We can always ask that
they comply with this. Frankly, I find that to be not nearly so sig-
nificant a mission as the one the President has identified as No.
1 on his management agenda.

Mr. PuTNAM. I agree it’s not nearly as significant, but since they
can’t even accomplish the baby step, I'm pretty pessimistic on their
accomplishing the long haul. If they don’t know how much money
they spent, then I'm pretty cynical about their knowing where it
went.

So I'm hopeful, as we embark on this, there are a number of
States, including Florida, that are now several years into a per-
formance-based budgeting program. There are a number of States
whose mistakes we can learn from, whose successes we can learn
from. And we look forward to the continuation of this discussion.

My time has expired, Mr. Chairman.

Mr. HORN. You can have 5 minutes more if that will help.

Mr. PutNaM. No. Thank you.

Mr. HorN. OK. I still am not quite clear on what you’re thinking
is in that 2003 section where you relate performance and budget.
Are there going to be various pilot programs, or is it going to be
across the board in the government? What’s the thinking on this?

Mr. O’KEEFE. It will not be across the board. It has to meet the
criteria that I outlined in the commentary, which is, first and fore-
most, you have to identify what the outcome is and have everyone
agree with what that’s supposed to be. Again, it can’t be as lofty
or as ethereal or as platitudinous as achievement of world peace.
It has been to be definable as, for example, the proposal that has
been submitted to the Congress, as a matter of fact, in an amend-
;"nel‘(llt submitted just last week, the establishment of an AIDS trust
und.

As a result, that would, in my mind, lend itself nicely, very suc-
cessfully to the kind of criteria we'’re talking about here, to deter-
mine how much we should put into that particular task; because
the identification of the outcome, the objective in that cir-
cumstance, has been very specifically identified by Secretary Colin
Powell and Secretary Tommy Thompson. They have signed-up to
what they want the result of that to be. They said, “Here is the
consequence we want to see happen as a result of creating this fi-
nancial mechanism.”

From there, there are a lot of different ways to do it. Spirited de-
bates over whether or not you should, in the achievement of the
outcome, try to reduce and influence the proliferation, expansion of
that horrendous disease in a series of very, very spirited ap-
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proaches or, excuse me, spirited debate about what approaches are
more effective, whether it’s treatment, whether it’s something as
fundamental as sanitation programs—a range of different ap-
proaches—that in developing circumstances, there’s an advocacy for
lots of different schools of thought.

So during the course of the 2003 review, my bet is—and, again,
just picking this one at random—there is likely to be a very con-
scientious effort applied toward saying, what are the various meth-
ods that we could go about achieving the result that both the Sec-
retary of State and the Secretary of Health and Human Services
have identified as the outcome. They can say, “That’s what I want
to see happen,” and say, “Here are the various approaches we could
use to accomplish that task. Here are the inputs that are necessary
to go do it.” How many people, what kind of assets, things, etc., do
you need to do that?

In the case of treatment, it’s one set of professional skills. In the
case of improving, again, living conditions, sanitation cir-
cumstances, whatever, in whatever location theyre trying to
achieve this, it could be more of an economic development-related
kind of approach. Two very different ways to go do it, requiring
very different inputs, very different kinds of assets and capabilities
to bring to bear aren’t mixable parts; you have to be able to figure
out what it is you want to do.

Last, to determine what is the output desired, what is it we’re
seeking to go do, how would we measure success or failure or move-
ment in the direction of achieving that success or failure? Is it the
number of folks who have contracted the disease or reduction
thereof? Is it the number of people treated? Whatever the criterion
is going to be, that’s the—there are varying ways to go about doing
it.

And last, to look at what is the cost-per-output, once you've de-
cided what that output is, as a measure of determining what the
result is. What is the cost to accomplish that, and how do we corral
up those expenses and make them relative to all the other alter-
natives?

That’s the kind of program I think is going to lend itself most
specifically, again just at random, to achievement of the result
we're looking for; as opposed to this year you put X number of
bucks into it, and last year you put Y number of dollars into it, and
are we better off relative to this year versus last because that per-
centage is high or low?

Mr. HORN. Let’s apply that scheme that you've just spelled out,
which certainly is one way to go at it.

Secretary Thompson spent a few weeks up in Baltimore looking
into the so-called HCFA, the Health Care Financing Administra-
tion. And as he said, everywhere he goes, people are griping about
HCFA; and one of his ideas was everybody likes Medicare and
Medicaid and maybe we can have the Medicare organization and
Medicaid—and that’s M-O-M, mom, and nobody gets mad at
mom—so maybe that would get HCFA off the books.

But at HCFA let’s apply what they do there. They have fees that
are allowed or not allowed by professional doctors. They have inter-
mediaries that are very difficult to really have much to say by the
planning group of the Health Care Financing Administration; and
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a lot of it is handled by the so-called intermediaries, and I think
that’s one thing that ought to be looked at. If it takes legislation,
we ought to get it.

And so there would be a little more flexibility. But we have doc-
tors across the country that say, I can’t practice medicine at those
rates and something ought to be done. And I think something
ought to be done. And I believe, Chris—again, remind me of the
figure for Medicare. It's—as I remember, it was something like
$13.5 billion misuse.

Mr. MiHM. Improper payments. That’s my recollection yes, sir.

Mr. HORN. That’s not hay. And the Columbus Army Processing
Center on checks know that’s not hay. Those people are spewing
out and have been over 5 years—maybe it’s solved now—but $1 bil-
lion worth of checks, and they just went wondering where the
paper was to back it up. And doesn’t that lead to malfeasance, to
fraud, to abuse and so forth? And are we serious about that? What
can we do?

Mr. O'KeEErE. Well, I think, you know, you’ve raised—a priority
should be placed toward those programs which are identified, for
example on the GAO high-risk list, that are perennial favorites.

Having said that, I think you've got to be able to identify them
as specifically as you’ve just done. If, instead, I were to select one
that Congressman Putnam, for example, referred to of saying,
“Gee, they can’t pass a financial statement, a clean audit opinion.”
Well, in and of itself a clean audit opinion doesn’t make me rest
any better. It just doesn’t. I don’t think I'm going to sit back and
feel like, boy, we’ve really licked the problem today.

If the Defense Department next year suddenly gets a clean audit
opinion. I'm not sure I believe that any more than the one they've
got right now. If, instead, the answer is, as Secretary Rumsfeld has
said, the achievement of improvements to the financial systems,
which he is dedicated to doing, in turn is going to provide greater
visibility over management of programs, visibility over cost—so I
can answer the kind of questions that you posed, very rightly
posed—then, all right. This is the truest form of oversight in that
context.

If he can answer those kinds of situations, if the result, oh, by
the way, happens to be a clean opinion all the better. But achieve-
ment of that outcome in and of itself is not a result. It is a con-
sequence, a happy one, but it isn’t an objective all by itself; and it
is the end condition of what is exposed there. It should be a man-
agement device. It should be something that should inform man-
agement decisionmaking, not an end in and of itself.

Whereas you rightly say or, I think, correctly point out that the
kind of conditions we look at of Medicare, Medicaid, etc., kinds of
payments in which the erroneous payment—that’s one that is a
ripe example of a set of program objectives that should lend itself
quite nicely to the approach that I've defined here. Those will be
the kinds of programs we’re going to look at first.

But, again, I don’t want to prejudge the outcome of what ulti-
mately is going to pass muster in this case. I think, again not to
sound too rigid on this point, but I'm really quite convinced that
it is a criterion that has to be adhered to. It’'s got to meet all the
gates I've talked about. You've got to be able to identify clearly
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ellllough what the outcome is, and have everybody agree to what
that is.

You have to be able to identify all the inputs, be able to develop
a cost-per-output, have all the costs necessary and included in that
particular equation to be able to measure that properly. If you
don’t meet all those criteria, you’re kidding yourself. You've basi-
cally just gone ahead and developed something that, in turn, may
yield a different answer or a wrong answer relative to other alter-
natives and other approaches on how to accomplish the same objec-
tive.

I'd rather make sure that the programs we select, the areas we
select to apply this, lend themselves best toward this solution and
then start to work through the successes, as opposed to try to slap
something on that will pass for compliance in this area.

In a previous incarnation, I made a mistake of having done that
before. I don’t want to do it again.

Mr. HORN. You've had a lot of experience across the government
looking at it from Congress, looking at it within the major complex
organizations that are part of the executive branch. And I wonder
if you would agree that there’s a little, simple thing that ought to
be before executives every Monday morning if they’re working with
their fellow administrators in a particular area; and that is simply
to get the accounting processes, so the Secretary of the Navy or
Army or Air Force or Defense can see percentage-wise what was
spent in the last month. And if it’s—let’s say 12 percent of the year
has gone by, and they've got 24 percent of the money going, then
the question is, what is that buying?

Is it buying equipment? It might be prudent to do that. Let’s get
all the equipment out before the prices go up.

Let’s—if you've got personnel intensive, just as I found in the
university, that you expect those to be on a little more prudence
of, say, 15 percent year expanded, you should be about 15 percent
for personnel. Because that’s just clear that there—now, is that
helpful to a management group or isn’t it? And if so, what else
could be done to put on their plate, to say to the Secretary of De-
fense, “Here’s where it is, Chief, this month, in case you have to
move money around.”

Mr. O’KEEFE. No. Positively that is a very helpful accounting
tool, and there’s no question that kind of visibility is desirable, no
doubt about it whatsoever.

I'll tell you that based on, I guess, my impression in the course
of the professional experiences I've had the privilege of working
through in public service, by and large—there are some very nota-
ble exceptions, but by and large—the general proposition, the fi-
nancial management community throughout the Federal Govern-
ment is reasonably good at spending money only on those programs
for which Congress has provided the money, and spending only
those amounts that Congress has provided.

As a general rule, pretty high marks. Big time exceptions to that,
and when they happen, theyre front page news; but as a general
proposition, pretty good at those two principles.

If you chase them back, those are the same two principles that
were the centerpiece of the Budget and Accounting Act of 1921. As
a result, we haven’t really progressed a whole lot in terms of matu-
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ration of the systems to do much more than simply identify as a
matter of accountancy where it’s going to and restricting the
amount that can be available for those purposes.

It’s taken a long time. Again, in the last 10 years, an amazing
array of tools that Congress has enacted that are far more modern
in forcing the administration to look at this differently—the CFO
Act, GPRA, a range of different initiatives that have gone on in
order to focus the attention more in the direction of thinking pre-
cisely in the manner you've described. How do you make it real-
time for management information purposes as opposed to either
compliance or demonstrating that the thieves didn’t run away with
the Treasury?

Matter of fact, the two things that were the fundamentals of
what motivated the 1921 act to be enacted in the first place. It was
a success. Great. Now, let’s declare it a success and move on to the
next phase. I think that’s what GPRA and the CFO Act and others
have helped do.

Mr. HORN. Let me ask you one more question, and then you're
free, and we’ll hear from our friends at George Mason.

The President’s budget proposes a new account in the General
Services Administration that provides what appears to be a new,
or at least expanded, role for the Office of Management and Budget
involving the direct control of a program, the Electronic Govern-
ment Fund.

Does this added responsibility require new specific authorization?
If not, why not? And who controls it? And is this a supplemental
fund?

Mr. O’KEEFE. Let me provide you a far more explicit answer for
the record, if you would permit me, sir. Because in terms of the
first part of your question of what legal authorities are required,
if memory serves me right, we have included language, or at least
a provision, for an account within the General Services Administra-
tion for the purposes of administering their E-Government Fund
for that purpose.

But in terms of exactly the legislative language required, let me
defer and give you a better answer for the record itself.

In terms of what its purpose is, I can speak to that; and it is

Mr. HORN. Without objection, it will be put in the record at this
point.

Mr. O’KEEFE. Thank you, Mr. Chairman.

The purpose and the objective of why it was set up this way is
an attempt to leverage the $45-plus billion we spend every single
year for information technology throughout the Federal Govern-
ment. That’s a lot of money to go out for the purposes of develop-
ing, maintaining, continuing or introducing new information tech-
nology.

And as a consequence, it is typically the case that it’s not a point
that we haven’t availed ourselves throughout the Federal process
of the most modern or the most useful or the most up-to-date or
the most contemporary information technology advances. Typically,
the argument from the Defense Department for example has been,
“Oh, yes, we're busy introducing, you know, last generation’s tech-
nology into today’s systems that are coming out.”
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In this particular case, the technology is moving so rapidly, and
we are so far ahead of it, that in many respects it is far more ca-
pacity than we can actually utilize as efficiently as we could. So,
as a consequence, the E-Government Fund is intended to try to le-
verage those cases specifically in which there is commonality across
departments and agencies, and which will have an opportunity to
try to have a user base that is adaptable for lots of different appli-
cations, those circumstances which lend themselves not necessarily
to an individual discipline but a multitude of disciplines.

So it’s more integrated management systems, those are the kinds
of things we’re looking for, again as a way to stay ahead of and en-
courage the kinds of opportunities for utilizing the advances in in-
formation technology on as wide an application as we possibly can
government-wide, and to motivate different departments and agen-
cies to participate in that program.

It is purposely not designed as a means to substitute for the
modernization efforts of any individual agency or department. That
clearly is the effort we’re about throughout the entire Federal proc-
ess and will again be more evidenced in the 2003 budget submis-
sion to you, to try to leverage that across the entire Federal Gov-
ernment; but also to require agencies and departments to engage
in the information technology modernization necessary. At $45 bil-
lion a year, that is not an absence of resources; it’s a question of
where 1t’s being applied and how efficiently.

Mr. HorN. I think that makes a lot of sense in many ways. In
the Debt Collection Act of 1996 we provided an incentive for de-
partments that would bring in the debts, and they would get cer-
tain percentages just for that purpose of improving their computing
capacity.

And I think some of those things would help in terms of not just
waiting for the annual budget, but dealing with the problem of the
new software, new hardware. And it would make some sense, I
would think, because as you say, it’s going awfully fast.

Mr. O’KEEFE. Yes, sir.

Mr. HorN. Well, you needed to be back downtown. We're glad
you came. Thank you very much.

Mr. O’KEEFE. Thank you, Mr. Chairman. I appreciate your pa-
tience.

Mr. HOrRN. We will now go back to our friends, Mr. Maurice
McTigue, distinguished visiting scholar, Mercatus Center, George
Mason University; and Mr. John Mercer, deputy director for Gov-
ernment Performance at Logicon.

So, Mr. McTigue, it’s all yours.

Mr. McTIGUE. Thank you, Mr. Chairman.

I wanted to start by saying that at this stage, I think we’ve been
through the boring part of the Government Performance and Re-
sults Act and now we’re getting to the exciting part. The first two
stages were really planning and implementation. Now we have
some information. And the exciting part is about, what do we do
with the information that’s being produced?

The Government Performance and Results Act doesn’t do any-
thing on its own. It’s a tool. Compliance with the Government Per-
formance and Results Act doesn’t do anything either unless the in-
formation produced is used in some way to actually change the
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quality of the performance of the organizations that are covered by
the Performance and Results Act.

I want to pick out five issues and spend a moment or two on
them. And the first one is examining outcomes, not agencies. And
I think that we’re going to be getting a change in the behavior and
the performance of government only if we start to look at outcomes
as the issue, not an agency as an entity in its own right and it’s
worth preserving just because it’s been there for 140 years or some-
thing like that.

The agency is actually the deliverer of services, and we can judge
its performance in delivering the service.

But the politicians and the public should be interested in, what
is the result that you're aiming to achieve by the use of that orga-
nization. If it’s in defense, it’s readiness and superiority. So how
much has our readiness and superiority improved during the year
is the issue, not the Department of Defense?

Most outcomes have multiple agencies and programs that are ad-
dressing those outcomes. And it’s our view that it would be much
better to look at the outcome and all of the programs and agencies
that are trying to impact that outcome and make comparisons be-
tween the level of impact or success that they’re having on bringing
about improvement in that issue.

If you were to do that, you introduce competition between gov-
ernment activity, and in the introduction of that competition, all of
the benefits that normally come with competition come as well. You
will have new avenues of innovation, discovery; and all of those
processes will look for better ways of being able to achieve the re-
sult, because effectively people will see that they’re competing for
a common pool of money rather than having a guaranteed appro-
priation.

That brings me to the second part, which I think was addressed
in part by your colleague, Mr. Putnam, in one of his questions; and
that is linking performance and appropriations. Unless there is a
consequence for either complying or not complying, and either
using or not using the information, then of course you're not going
to change behavior.

In Congress, I think there are two cultures that need to be ad-
dressed in Congress itself. The first of those cultures is the culture
of the committees of Congress. And I think that without having a
structural change, if committees would start to view their activities
that the experts on issues would be the oversight and authorizing
committees that know this particular issue in great depth, and
what they become then is the research arm of the appropriators
and the appropriators; pick that expert opinion up and make deci-
sions based upon that. Essentially what you’re doing is linking per-
formance and appropriation.

Until such time there is a linkage between performance and the
allocation of money, we’re not going to see a major change in the
way in which government organizations work. That will bring
about a very rapid change, of course, if such a situation were to
occur. It’'s very encouraging to see that the administration is look-
ing at exactly that, as Mr. O’Keefe has just set out for us.

The third issue is requiring agencies to measure outcomes of im-
portance. And I think that in a number of areas the government
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isn’t well served in actually addressing a primary issue in terms
of what is the state of knowledge on that issue.

For many years, you’ve had programs that have worked on the
issue of homelessness. But who knows anything about the state of
homelessness in the United States at this particular point in time?
Why is it that on one of the wealthiest countries in the world we
have one of the highest rates of homelessness? What is it about the
programs that are addressing that issue that is currently not suc-
cessful?

Well, one of the issues that might view, that might actually be
there, that hasn’t been identified in the past, is that many of the
activities of governments have been directed at the consequences of
problems rather than the causes, the political processes, that there
are homeless people, so it starts to put in programs to house the
homeless people. But who’s out there looking at the cause?

And unless you address the cause, what you do by addressing the
consequence is that you start to build in dependency. So the pro-
grams youre putting in place are actually creating dependency
rather than solving the dependency that was your original intent.
And it is by focusing on outcomes that you start to identify that
there are factors here that we’re not addressing, that are making
this problem worse rather than better.

I think a classic case is the feeding programs that are run by
USDA, instituted in the first instance, as I understand it, to use
up agricultural surpluses. But you now have some of the biggest
feeding programs in the world, and are quite probably creating a
lot of dependency as a result of that. So the problem is having neg-
ative effects in many instances rather than positive effects. Until
such time as somebody starts looking at the causes of the hunger,
I think that the program is going to have some negative effects
while it actually feeds hungry people.

The last comment I want to make is this: changing the political
value equation. What I'm talking about here is that political com-
mitment to issues are too frequently measured in terms of how
many additional dollars you spend on that issue. An election is
coming up: Congress spends more dollars on the drug issues be-
cause drugs are topical at that time. But there’s no indication
whatsoever whether those additional dollars are going to have posi-
tive or negative effects. And I think in that case, in some instances,
}he expenditure of dollars has had negative rather than positive ef-
ects.

So if you were actually to follow through, in an ideal world, the
concepts that come out of the Government Performance and Re-
sults Act, what you would see is that the value equation would
gradually change so that things weren’t measured in terms of how
many additional dollars you spent, and political commitment
wouldn’t be measured in terms of how many additional dollars you
spent; it would be measured in terms of what was the public bene-
fit that arose from the expenditure of those dollars, how successful
have we been in eliminating that problem or diminishing that prob-
lem, how successful have we been at enhancing that good?

In my view, that is the real value of the Government Perform-
ance and Results Act. Until such time as you go through all of
those other stages, you won’t start to impact that value equation.
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But when you succeed in impacting that value equation, then I
think the political scenario and the success ratio of government will
change dramatically.

Thank you, Mr. Chairman. I'm very happy to answer questions.

Mr. HoOrN. Well, we thank you.

[NOTE.—The publication entitled, “2nd Annual Performance Re-
port Scorecard: Which Federal Agencies Inform the Public,” may be
found in subcommittee files.]

[The prepared statement of Mr. McTigue follows:]
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Mr. Chairman, I am honored to have been invited to testify before you on the
status of progress towards the full implementation of The Government Performance and

Results Act of 1993 (GPRA).

First, let me point out that when Congress passed GPRA in 1993, it called for full
implementation by government agencies seven years later, when the first annual
performance reports (for Fiscal Year 1999) would be due. Consequently, as of today, we
(Congress and the public) have received results information on only two fiscal years. The

first year established the baseline. The second year tells us only if performance exceeded
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or fell short of the previous year. It is only when year three and subsequent years are

added that trend lines will begin to appear.

I point this out because I frequently hear comments that the results Act is failing
because it was passed in 1993 and there is little to show for the last eight years. This
judgment is premature, since there are only two years of reports. Expectations of
GPRA’s effectiveness should keep in mind its actual length of service. Otherwise, a
valuable too! for improved accountability will be damaged in the eyes of Congress and

the public.

From my experience as a member of the federal government in my native country
of New Zealand and from what I have seen so far in the United States government,
GPRA is potentially the most powerful tool for bringing about productive change and

meaningful accountability that has been introduced in the U.S. in the last 50 years.

Having made the plea for GPRA, I would like to address what I see as the current
status in the evolution of GPRA: What should be the next steps, and how can the federal
government — Congress and the Executive branch together — maximize the incentives

GPRA is capable of producing?

GPRA Toda;

There are four distinct stages to the implementation of this Act:

The first is the planning stage, carried out in 1997, which required the preparing
of long term strategic plans for government agencies. The purpose here was to identify all
government activity and identify the priority of each of those activities - hence the use of
the word “strategic”. Although goals were identified and included in the plans, the

setting of strategic priorities has not as yet begun in earnest for most agencies.
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The second stage is implementation — putting the strategic plan to work — which
commenced with fiscal year 1999. The novelty of this stage is that for the first time
agencies are required to measure the results of their efforts in terms of outcomes.
Clearly, this measuring process has posed major challenges for many agencies, but
gradually, meaningful results information is beginning to appear. I would estimate that it
would probably be fiscal year 2005 before this process has matured to the point where

quality outcome information is available across government.

The third stage is disclosure; it is at this point that the effectiveness of government
activity in producing clear public benefits should become transparent. At the Mercatus
Center at George Mason University, we have conducted an analysis in each of the two
years reported to date. We decided to compare agencies’ performance reports to each
other, highlighting best and worst practices, because we believe the quality of the
reporting and the completeness of the disclosure is crucial to the success of changing
government accountability from accounting for money spent to accounting for public
benefits produced. Our study ranks government organizations against each other based
not on their performance but on the quality of the disclosure of the resuits of their
performance. In the two years examined, there has been an appreciable improvement in

the quality of disclosure. (Current report submitted for the record.)

The fourth stage is the utilization of the information produced by GPRA. Progress
here has been most disappointing. Unless the results information agencies produce is
used to make future management and resource allocation decisions, then GPRA becomes

only a paper exercise.

Congress and The Administration

The actions taken by these two bodies can create powerful incentives that could
change the entire culture of government agencies. Congress and the Administration must
demonstrate that results information will be a major influence in future decision-making.

The Administration must send a powerful message by explicitly considering performance
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information as they develop the government’s budget. Congress should cite the prior

fiscal year’s results as major factors in appropriation decisions.

It is very encouraging to see that President Bush and the Office of Management
and Budget Director Mitch Daniels are going to link performance to funding in the 2003
budget. This will have an immediate and profound effect on agencies. This single action
should turn around the disappointing statistics revealed in the May 2001 GAO Survey of
the use of performance information in decision-making in agencies. In my opinion, the
limited use of performance information is due to the fact that there has been no
consequence for either using or not using the information. With OMB’s powerful
incentives to maximize performance, all the aids to improved performance - including the

use of performance information - are going to be used more extensively.

Congress now needs to address its strategy to hold agencies accountable for high
performance. The work of authorizing and oversight committees could be used as
research that informs appropriation committees, allowing them to pass a budget that
constitutes the best possible allocation of resources. The goal would shift from an
emphasis on appropriate spending, to maximizing the benefit to the public. This will

complete the tight and visible connection between performance and appropriations.

Removing Barriers

In order to carry out the theory above most effectively, a few housekeeping issues
must be addressed. Our study of the annual reports of agencies has identified the lack of
quality financial information on the costs of programmatic activity. While it seems that
eventually, activity-based costing will become widespread throughout government, it is
outcome-based costs that are most useful to political decision-makers. The cost per unit
of success is possible to determine in many instances, and having this would serve the
purposes discussed above until more sophisticated systems are in place. For example, it is
possible to give a fairly accurate cost per person placed into work for employment

programs. FEMA is able to quote a benefit of $2 saved for every $1 spent on risk
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mitigation in disasters and other examples exist that allow at least some cost information

fo be used in the decision-making process.

Accountability Processes

Traditionally Congress and the Administration has used an accountability process
based upon assessing the performance of individual departments or agencies. We would
recommend that in a results - oriented accountability environment, a better approach
would be to select particular outcomes and then examine all activities designed to impact

that outcome.

The purpose of this approach is that decision-making would then be advantaged -
by having results information on all activities impacting an outcome available to the
decision maker — regardless of which agency delivered the program. The process of
comparing programs across outcomes creates competition for what would appearto be a
common pool of money, where the best would clearly get the major share of the resource.
Such competition would create strong incentives to continually improve performance by
discovering innovative and creative ways of maximizing program achievement. It is the

absence of these incentives that is currently limiting progress in much of government.

Finally the ability to be able to make comparative assessments of different
activities that address a common goal provides a unique new opportunity to assess
opportunity costs. With the information on the various performance levels of different
programs it is a relatively simple exercise to look at what level of public benefit could be
produced if the existing resources were redeployed to the most effective programs. This
exercise then tells decision-makers what the public benefit cost of the status quo

allocation is.

In recent months at Mercatus Center we have developed a process that can be
used equally effectively by Congress or the Administration to achieve the above results.

This process, which we call “Outcome - Based Scrutiny”, can easily be adapted to look at
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outcomes across many agencies or inside a single agency depending on the needs of the

examininer.

I trust this testimony, Mr. Chairman, will be helpful to the Committee in its
deliberations on the progress and potential of the Government Performance and Results

Act.

Testimony prepared by:

Maurice P. McTigue

Distinguished Visiting Scholar

Mercatus Center at George Mason University
Arlington, Virginia
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Mr. HORN. And let’s go back now to Mr. Mercer. Do you have
some comments on either Mr. O’Keefe’s remarks, Mr. Mihm’s and
Mr. McTigue’s. Plus any other things you want to get on the
record.

Mr. MERCER. I understand my full written statement will be put
in the record.

Mr. HORN. Automatic.

Mr. MERCER. Of course. And I'll just hit some of the key points
and like to lay some items out.

First of all, 'm John Mercer and I'm here testifying before you
today solely in my capacity as the former counsel to the Senate
Governmental Affairs Committee who led the development of the
Government Performance and Results Act of 1993. I'm not testify-
ing as a representative of any other interest.

I first want to say how much I appreciate the continued interest
this subcommittee has shown in GPRA and particularly your lead-
ership, Mr. Chairman.

First, a little bit of background on the legislation. I served from
1989 to 1997 as Republican counsel to the Senate Governmental
Affairs Committee. GPRA, as a specific piece of legislation, began
with a conversation I had with Senator Bill Roth, for whom I
worked, in January 1990, about a real-life example of a perform-
ance-based management and budget system that had proven to be
very effective and which I thought applicable to the Federal Gov-
ernment. So he asked me to develop the legislation on his behalf.

And I would be remiss if I didn’t acknowledge the very important
input I got in developing that from Walter Groszyk of OMB.

The law was intended to point the Federal Government toward
a vision of improved government performance and then to begin
moving it down the road toward fulfilling this vision. GPRA, in
other words, was intended to lay a firm foundation upon which to
build a more complete structure of performance management, but
wasn’t intended to achieve that full vision by itself. Clearly, other
reforms would be needed.

GPRA intended to encourage this primarily through two means,
increased transparency and accountability.

There are some who sincerely believe that this effort wouldn’t
work because government is inherently inefficient, in this view, be-
cause it has little or no competition. You hear that often. But this
is exactly what GPRA intended to provide, competition for every
Federal agency and program by making them compete against
their own past performance. When performance is tracked and re-
ported over time, there is inevitably pressure to show steady im-
provement.

The actual inspiration for GPRA was the performance-based
management and budget system of the city of Sunnyvale, CA. I had
served there as mayor and city councilmember. I think it’s relevant
to look at that city.

Mr. HORN. I was fascinated by your sort of case study there. Was
John Deever city manager before or after or during it?

Mr. MERCER. John Deever was city manager in 1973 when the
city first started developing performance audits for programs; and
he put some of the elements in place.
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As you know, he left for Long Beach, I think in 1977, and Tom
Lewcock came in as city manager and really turned it into perform-
ance-based budgeting. Lewcock came in 1978-79 and developed the
performance-based budgeting system.

I'll say that when I was developing GPRA, a team from GAO and
OMB went out and visited the city. This was in 1991. The following
year in congressional testimony—I think this is interesting because
it gives an indication of what we’d like to see happen in the Fed-
eral Government—OMB said in testimony before the Governmental
Affairs Committee, “As indicated, the city of Sunnyvale, California,
stands out as the single best example of a comprehensive approach
tSo performance measurement that we have found in the United

tates.”

And I should say that New Zealand is not in the United States.
Now this is the key sentence.

“One underlying reason for the success achieved in Sunnyvale is
the fact that every program manager uses the system to plan, man-
age and assess progress on a day-to-day basis.” We hope to get to
that in the Federal Government, but as we’ve heard, we’re a long
way from that. Sunnyvale’s performance budget is actually a fully
integrated program performance plan and annual budget, using
performance-based budgeting with full cost accounting.

Now, GPRA itself contains no specific requirement for real per-
formance-based budgeting nor do the requirements for performance
planning reach every activity and employee of a department. How-
ever, these elements were important aspects of the vision underly-
ing GPRA.

I'll talk a little bit more about performance budgeting in my
statement, but I'd like to make a couple of key points about it.

I think it’s important to understand that a true performance
budget is not simply an object class budget with some program
goals attached. Real performance-based budgeting gives a meaning-
ful indication of how the dollars are expected to turn into results,
not necessarily with scientific precision but at least through a gen-
eral chain of cause and effect.

The most effective governmental performance-based budgeting
does this by showing how dollars fund day-to-day activities, how
those activities generate outputs, and then what outcomes should
result. The basic building block of a sophisticated performance
budgeting and management system, in my opinion, is the cost-per-
unit of activity which rolls up into cost-per-unit of output. This is
a powerful format because it directly measures what most man-
agers actually manage on a day-to-day basis, dollar expenditures
and staff activity, in order to achieve certain outputs. These ele-
ments serve as the underpinnings for achieving higher level objec-
tives including program outcomes.

The earliest drafts of the statute, in fact, contain provisions re-
quiring agency plans and reports to include, “trends in costs-per-
unit of result, unit of service or other unit of output.” Unfortu-
nately, I had to remove those provisions when I discovered that
agencies did not have in place and weren’t required to have in
place the requisite cost accounting systems.

I am pleased to say that in 1998 the Federal Accounting Stand-
ards Advisory Board issued a requirement that agencies develop



61

this type of information. And quoting just briefly from it, what they
said is that, “The managerial cost accounting statement and stand-
ards contained in the statement are aimed at providing reliable
and timely information on the full cost of Federal programs, their
activities and outputs.” Those standards will provide a method for
identifying the unit cost of all government activities.

Now, I recognize agencies have scarcely begun to do this, but at
least it’s a requirement. And that’s a fundamental building-block of
a really powerful performance-based budgeting system, amongst
other uses.

There’s more potentially good news, and we heard it reflected
here today in Mr. O’Keefe’'s statement, that in the President’s
budget he announced that agencies will be asked to submit per-
formance-based budgets this September for a selected set of pro-
grams. I'm hopeful they will set the bar high enough that we will
see in those performance budgets that they pilot how activities are
funded and those activities turn into outputs which, in turn, be-
come outcomes.

Now, what’s the big deal about performance-based budgeting? I
have outlined in my written statement a little bit more some of the
uses of it, but just in general, it not only shows that there is a rela-
tionship between dollars and results, but done right, it gives some
indication of what that relationship is, how those dollars become
results. When you do that, you can then begin to, at least in a gen-
eral sense, see what the impact of increased dollars or budget cuts
could have.

It allows for more informed contracting-out decisions, because
you see the full costs, if you do this right, of the results you get
when you think about contracting. It’s certainly useful in promot-
ing performance management. And perhaps my favorite use of it,
as we use it throughout Sunnyvale, is that program goals became
two-part goals.

We hear about program goals under GPRA right now as what
level of result. When you put a cost factor, particularly unit cost,
then you can have goals that are two-part, achieve a certain result
at a certain cost-per-unit. When you do that and you link that to
pay-for-performance systems or some other methodology for track-
ing this, you can begin to create incentives for actually reducing
the cost of government.

Right now, the incentive in every Federal agency is to spend
every nickel of your budget. Now, under GPRA, it’s spend every
nickel and get a certain level of result. In Sunnyvale, it was to get
a certain level of result at a certain unit cost, and by the way, if
you drive down the unit cost you're eligible for a bonus. So at the
end of the fiscal year there was a disincentive to sweep money out
the door, because that just raised your unit costs and blew your
chances of getting a bonus.

And now GPRA’s relevance to day-to-day management; I have to
say that I had expected that within a couple of years of the per-
formance plans, these plans would have cascaded down to the low-
est levels of the organization. This has not happened and it is a
major reason that the government-wide movement toward manag-
ing for results has been impeded.
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Too many Federal managers still believe that GPRA does not
apply to them; and in a literal, legal sense I suppose it doesn’t. But
for GPRA to work, every Federal employee must be involved.

At the lowest organizational level there must be an annual plan
that shows how the activities of the manager and the staff directly
support achievement of the next-higher level plan. Each higher
level plan should, in turn, do the same until all such plans can be
traced clearly up through the organization to support the agency-
wide plan. Otherwise, departmental and agency plans will be little
more than wish lists, if you can’t literally trace that plan back
down in the organization to day-to-day activities. There are meth-
odologies for formally linking that, and I have appended an exam-
ple at the end of my testimony.

At this point, I'll say that the final area—and I won’t go into it
because I touched on it earlier, and I'd be glad to address it in the
questions—I've been disappointed in the lack of use of this by Con-
gress. There is still, as we all know, much room for improvement
there, in things that should be done.

Mr. Chairman, I thank you for this opportunity to talk about my
favorite subject.

[The prepared statement of Mr. Mercer follows:]
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THE RESULTS ACT: HAS IT MET CONGRESSIONAL EXPECTATIONS?

Mr. Chairman and Members of the Subcormittee:

I am John Mercer, and I am testifying before you today in my capacity as a former
Counsel to the Senate Governmental Affairs Committee who led the development of the
Government Performance and Results Act of 1993. T thank you for this opportunity to
address some of the background behind GPRA, particularly its origin, purposes and

original expectations.

T first want to say how much I sincerely appreciate the strong and continued interest this
subcommittee has shown in GPRA over the past several years. Today’s hearing is only
the latest example of your leadership, Mr. Chairman, in ensuring the on-going oversight

of this important law’s implementation.

Iserved from 1989 to 1997 as Republican Counsel to the Senate Governmental Affairs
Committee, most of that time under Senator William V. Roth, Jr. (R-DE) and then under

Senator Ted Stevens (R-AK). During that time I had the privilege of developing on
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behalf of Senator Roth a legislative idea that we now know as the Government

Performance and Results Act.

In one sense, the genesis of GPRA as a specific piece of legislation began with a
conversation I had with Senator Roth in January of 1990. In that conversation, I
described for him a real-life example of a sophisticated and comprehensive performance-
based management and budget system that had proven to be very effective in an
American government. [ suggested to him that Tknew of no reason why the federal
government could not do something similar, so he asked me to develop the appropriate

legislation.

In order to assess the effectiveness of GPRA’s implementation to date, it is useful to
understand what the law was intended to achieve. One way of looking at this issue of
original intent is to understand that from the beginning, GPRA was intended to point the
federal government in a particular direction toward a generally defined vision of
improved government performance, and then to begin moving it down that road 2 ways
toward fulfilling this vision. The law that was enacted in 1993 was not really expected to
get us all the way there by itself. Subsequent reforms, either administrative or statutory,

would likely be needed.

GPRA, in other words, was inspired by a comprehensive performance management
vision, but was not drafted to be a comprehensive reform. It was intended to lay a firm

foundation upon which to build a more complete structure of performance management.
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Several of the remaining elements of that structure were even anticipated in the law’s
earliest drafis, though later removed before final enactment. For this reason, part of my
own assessment of the law’s effectiveness involves the degree to which it is inspiring

further reforms necessary to fulfill the ultimate vision behind its origination.

The findings and purposes sections of the statute offer a fair indication of what GPRA
itsclf intended to accomplish, or at least to encourage. In brief, it was to improve the
effectiveness of federal programs as measured by their actual results, and to do this by
improving the performance of those programs through better management. It was hoped
that in the end, this would mean greater confidence by the American people in their

federal government.

Transparency and Accountshility

And how did GPRA intend to encourage this? Through two primary means ~
transparency and accountability. At bottom, those are really the two core values reflected
in GPRA. They are the values suggested in its statutory language, and they are values

essential fo the broader vision of comprehensive reform toward which GPRA directs us.

Transparency and accountability in federal agencies is key to improving performance,
particularly as measured by program efficiency and effectiveness. Transparency means
being able to see clearly what an agency or program is doing, how it is doing it, what

resources it is consuming along the way, how it is expending those resources, and what
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results it is achieving or impact it is having. Accountability is taking the information
gleaned from that transparency, comparing it to pre-established goals or other
expectations, and then initiating some appropriate action with respect to the program or
responsible individuals, based upon the degree of fulfillment of those pre-established

expectations.

GPRA mandates a significant increase in the transparency of federal operations, through
its various requirements for agency goals and strategies, and for the reporting of results. It
also encourages some degree of accountability, both by mandating necessary information
on program results and by requiring agencies to describe what action they plan to take
where a goal was not met. It is important to keep in mind that while agencies and
programs are notably more transparent than they were even five years ago, not oniy is
there still much room for improvement in meeting GPRA’s own specific expectations,
there is far more room for improvement in fulfilling the vision behind GPRA. And if
anything, we have even further to go in instilling the type of accountability required for a

truly performance-based, results-oriented government.

Competition within Government

T have described transparency and efficiency as being key to improving efficiency and
effectiveness. I would like to add a point here about GPRA’s effort to improve
government efficiency. There are people who sincerely believe that government is

inherently inefficient, due to the fact that government has little or no competition. They
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believe that because of this, efforts to motivate major improvements in government

efficiency are largely doomed to failure.

I would agree that competition is probably essential to motivating sustained improvement
in organizational performance — and that this rule certainly applies to government
efficiency. And this is exactly what GPRA intended to provide — competition for every
federal agency, bureay, and program. How? In the same way that competition is
provided to the lone runner who goes out every morning and runs five miles, and steadily

improves performance. They will compete against their own past performance.

This is the likely result for any organization, including gdvemment. When its own
performance is fracked and reported over time, there is almost inevitably a built-in
pressure to show steady, if even slow, improvement. In my own years of experience in a
government noted for its high levels of performance, I found this sense of competition
against past performance to be an even more powerful motivator over the long term than

established goals.

The Inspiration for GPRA

The actual inspiration for GPRA was the performance-based management and budget
system of the city of Sunnyvale, California. Ihad served there on the City Council
between 1979 and 1987, part of that time as Mayor. To really understand what GPRA is

all about, it might be useful to take a look at the system used in Sunnyvale, Such an
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examination would also suggest just how much further the federal government has to go

to fulfill GPRA’s vision, as well as some of the additional steps it needs to take.

1 recognize it ay seem to strain credibility to assert that the experience of a single city
of 130,000 out in California is a meaningful lesson for an entity the size and complexity
of the federal government. However, the very existence of GPRA today is evidence that

Sunnyvale’s example may be relevant to federal management reform.

The metaphor I sometimes use to justify this point is that the same principles of
aerodynamics and physics that apply to a small, single-engine airplane also apply to a
giant 747. This does not mean that to build the 747 you simply take the blueprints for the
smaller airplane and magnify them 50 times. But it does suggest that if you first study
the smaller, less complex model it may be easier o see and understand the fundamental
principles at work that allow it to fly, and then you can begin adapting them to the larger,

more complex subject.

This may be the singular lesson of the Sunnyvale experience — that there are indeed
certain fundamental principles of efficient, effective government that can be applied to
improve the operations of any government, regardless of size, complexity or mission. In
fact, for over 20 years, governments from across the country and around the world have
been coming to Sunnyvale to examine its system. A team from GAO and OMB visited
the city ten years ago, and the next year in congressional testimony OMB stated the

following:
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“As indicated, the City of Sunnyvale, California stands out as the single
best example of a comprehensive approach to performance measurement
that we have found in the United States. . . . One underlying reason for the
success achieved in Sunnyvale is the fact that every program manager uses
the system to plan, manage, and assess progress on a day-to-day basis.”
OMB testimony to the Senate Governmental Affairs Committee

May 5, 1992

1 am confident that some of the methods by which Sunnyvale applies those principles can
be approptiately adapted to the operations of the federal government. Ibelieve that if this
is done correctly, federal program managers will themselves begin using their own

performance management systems to “plan, manage, and assess progress on a day-to-day

basis” — as OMB pointed out is the case in Sunnyvale.

This is not the time or place to give a full tutorial on all of the elements of Sunnyvale’s
management and budget system, but I would like to mention a few key highlights and
then explain their relationship to the vision underlying GPRA and what they may suggest

for further federal management reform.

Sunnyvale’s planning and management system begins with a 20-year strategic plan,
whose various elements are updated every five years. Directly linked to this plan is the

performance budget. This budget is actually a fully integrated program performance plan
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and annual budget, using performance-based budgeting with full cost accounting. At the
end of each year, there are performance reports for each program that, amongst other

uses, are key elements in the city’s managerial pay-for-performance system.

Relevance to Federal Management Reform

How is this relevant to GPRA and federal management reform? Clearly, the notion of
having a long-term strategic plan that is updated periodically is reflected in GPRA. So
too is the notion of having an annual performance plan that links to the strategic plan,
followed by annual performance reports that compare actual results to original goals and

objectives.

However, GPRA contains neither a requirement for real performance-based budgeting,
nor for use of performance reports in any systematic pay-for-performance regimen. Nor
do the existing requirements for strategic and annual performance planning reach every
program, activity and employee of a department. I can say, however, that these missing
elements — which are integral to the system that inspired GPRA — were important aspects

of the vision underlying that legislation.

Performance-Based Budgeting

1 would like to address at this point the subject of performance-based budgeting.

“Performance-based budgeting” is an increasingly used, but little-defined term. Ina
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general sense, it might be thought of as the practice of affecting a program’s budget on
the basis of its past or anticipated levels of performance, while still recognizing that
politics also plays an important role in budgeting. In other words, it can simply mean that

you intend to give more money to those programs that show better performance.

However, a more concrete definition may be important here, or else “performance-based
budgeting’; becomes little more that a slogan. There is another, more precise meaning of
the term, which refers to a particular format or structure of budget presentation. I prefer
this meaning of the term, as it is the one that inspired GPRA, and so it is the one I will

address.

I think it is important to understand a true performance budget is not simply an object
class budget with some program goals attached. It tells you much more than just that for
a given level of funding a certain level of result is expected. Real performance-based
budgeting gives a meaningful indication of how the dollars are expected 1o turn into
results. Not necessarily with scientific precision, but with at least through a general chain
of cause and effect. The most effective governmental performance-based budgeting does
this by showing, for each program area, how dollars fund day-to-day activities, how those
activities in tum generate outputs, and then what outcomes should result. Appended to
this testimony is an example of governmental performance-based budgeting from the

system that inspired GPRA.
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This type of transparency makes much clearer the efficiency and cost-effectiveness of
govemment programs. Efficiency is a ratio between inputs and outputs, while cost-
effectiveness is a ratio between inputs and outcomes. In both instances, the input is
generally dollars, though in some instances it might be measured in work hours or other

Yesources.

In my experience, the most significant measure of a government program’s efficiency is
the cost per unit of output, or per other measure of result. The basic building biock of 2
sophisticated performance-based budgeting and management system is the cost per unit
of activity, which roles up into cost per unit of output. This is a powerful format, because
it directly measures what most managers actually manage on a day-to-day basis: dollar
expenditures and staff activity in order to achieve certain outputs. These elements serve

as the underpinnings for achieving higher-level objectives, including program outcomes.

Admittedly, GPRA itself addresses only the output and outcome sides of the equations.
However, I can say that if a law can have a hope, then GPRA very much hoped fo see the
cost side of the equation filled in some day. In its earliest drafts, the statute in fact
contained provisions requiring agencies to include in their annual performance plans and
reports, “trends in costs per unit-of-result, unit-of-service, or other unit-of-output.”
Unfortunately, 1 reluctantly had to remove those provisions from the draft when I later
discovered that agencies did not have in place the requisite cost accounting systems to
generate unit-cost information, and that despite previous enactment of the Chief Financial

Officers Act, there was no requirement they do so.
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1 am pleased to be able to say that this began to change in 1998 with implementation of a
new accounting standard for federal agencies. The Federal Accounting Standards
Advisory Board issued a standard for Managerial Cost Accounting that requires agencies
to be able to develop this type of information. To cite a few lines from that standard

(emphasis added):

“The managerial cost accounting concepts and standards contained in this
statement are aimed at providing reliable and timely information on the
full cost of federal programs, their activities, and outputs. . . . In July 1993,
Congress passed the Government Performance and Results Act (GPRA)
which mandates performance measurement by federal agencies. In
September 1993, in his report to the President on the National
Performance Review (NPR), Vice President Al Gore recoﬁunended an
action which required the Federal Accounting Standards Advisory Board
to issue a set of cost accounting standards for all federal activities. Those

standards will provide a method for identifying the unit cost of all

government activities.”

1 recognize that many agencies have scarcely begun to implement effective
managerial cost accounting systems, but at least there is a requirement and GAO

is watching and reporting on compliance.
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There is more recent potentially good news. In the President’s budget of April 9, he
announced that, “Agencies will be asked to submit performance-based budgets this
September for a selected set of programs.” [ know the devil is in the detail, and that
instructions have not yet been issued on exactly what this means, but it is indeed an
encouraging sign. I am hopeful that, however low the bar may be set this first year or
two, the Administration’s ultimate intention is to move agencies toward real
performance-based budgeting. This would mean not only linking dollars to results, but
actually giving some indication — through activities and outputs, and including unit costs

— how those dollars are expected to translate into result.

So as I said, if a law can have hope, then GPRA is truly hopeful that we may be on the
road toward real performance-based budgeting, building on the foundation laid down by
this law and inspired by the same vision that inspired the law in the first place. Thisis
what it tried to achieve from the very beginning. If this happens, then the law will have

fulfilled one of its major expectations.

Uses of Performance-Based Budgeting

Having given some indication of what performance-based budgeting is, I should perhaps
explain why this form of budgeting is important. From my own eight years of experience
in a sophisticated application of the system in government, I can suggest 2 number of

ways in which I have found it to be invaluable. To mention a few:
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1t helps clarify the relationship between dollars and results, not just by showing
that a certain budget amount should produce a certain set of results, but also by

giving an indication of how those dollars are expected to generate those results.

It facilitates resource allocation decisions, by showing how budget increases and

decreases may affect program results.

1t allows for more informed contracting-out decisions, particularly if full cost
accounting is used, by showing the real cost of achieving a specific level of

service.

1t promotes performance management, when this budget system is used as a basis -
for ensuring agency information systems provide managers on-going data on the

costs and results of their program activities.

It provides an opportunity for two-part goals that measure performance in both
dimensions of cost and result, particularly when merged into unit costs. For
example, a program might have a goal of processing grant applications within 30
days at a unit cost of $1,250 per application. Improved performance could be
defined as achieving either a shorter processing time or a lower unit cost. This is
an example of how the competitive pressure to beat last year’s performance can

start to ratchet down the cost of government.
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= It can play an important role in creating incentives in a f)ay—for—performance
system. For example, once a sufficient level of result is achieved, managerial
bonuses might be linked to maintaining that Ievel of service, while decreasing the
program unit costs. This creates a particularly strong incentive for managers not
to spend every program dollar where it is not necessary for achieving the desired

results.

GPRA’s Relevance to Day-to-Day Management

While I had no real expectation that GPRA by itself would lead directly to performance-
based budgeting, 1 did have higher hopes for the law in another area. Ihad expected that
within a couple of years of the development of the first agency annual performance plans,
these plans would have cascaded down to the lowest levels of the organization. This has
not happened, and it is a major reason that the government-wide movement toward
“managing for results” has been impeded. In this fact, I find perhaps my biggest

disappointment about the law’s implementation so far.

Let me be blunt. Too may federal managers still believe that GPRA does not apply to
them and their responsibilities. I suppose thatin a literal sense these managers may be
right, because the law’s provisions apply explicitly only to the department or independent
agency as a whole. The departments themselves have generally pushed GPRA’s strategic
and annmal planning requirements to the next lower organizational level, so we find

bureau and agency plans, too. But this is not sufficient.
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In my experience, for a law like GPRA to work, every agency employee must be
involved. By this I mean is that the GPRA plans must be just the start of a series of
directly linked plans that cascade down through every organizational unit and subunit in
theagency. At the lowest organizational level, whether at headquarters or in the field,
there must be an annual plan that shows how the activities of the manager and staff
directly support achievement of the next higher-level plan. Each higher-level plan should
in turn do the same, until all such plans can be traced clearly up through the organization

to support of the agency or departmental plan.

When this is done, I will no longer hear the type of comment I recently heard at one
federal department. It was explained to me that when some field managers were brought
to headquarters for annual planning, they spent the first part of their stay helping with
departmental GPRA-related planning. Then they put that aside, and turned to
development of their own business plans for their field offices, which they considered to
be the real planning and as completely unrelated to the department’s GPRA plan. In
other words, neither in their minds nor on paper was there an explicit, necessary
relationship between what the department planned to achieve for the year and what they

themselves planned to do. The connection was missing.

If this is not corrected, then departmental and agency plans will become not much more
than wish lists. There will be a hope that the strategies are carried out and the goals

achieved, but no clear methodology for ensuring this happens.
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If I may refer back to my experience in Sunnyvale, we found there an added benefit to
this type of planning. When you start with the major, agency-wide goals and objectives,
and then drive down through various subunit planning and link to the day-to-day
activities of program staff, something interesting happens. You sometimes find there are
activities you have been engaged in that do not really support in any meaningful way the
agency’s defined objectives. As a result, this type of comprehensive, multi-layer,
interrelated planning can stimulate changes in the way programs are executed and

resources expended.

For this reason, it is my opinion that all federal managers should be instructed, either by
statute or by executive order, to develo}: their own GPRA-related plans. Done properly,
this will ensure that all agency dollars, staffing and activities are clearly supportive of

executing the agency’s strategies and achieving its goals.

When this type of planning is combined with an effective performance-based budgeting
system — one that can drill down to the unit costs of day-to-day activities —we will be a
long way down the road toward fulfilling the vision of performance-based, results-

oriented government that first inspired GPRA.
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Congressional Use of GPRA

The one other area of some disappointment for me has been the slowness of Congress to
use the fruits of GPRA and to become more results-focused. I know that there will be a
report on this issue soon, and that it is likely to report progress on this front. And I
certainly do not have the best perch from which to view what is or is not happening.

However, I do remain concerned about this.

From the beginning, I had hoped that the legislation would, at least after a few years,
inspired Members of Congress to bring GPRA plans and reports to committee hearings,
and use them in grilling Administration witnesses. I had hoped that there would be more
debates over what specific measures should be used to track program success. Thad -
hoped that amendments would be offered to nail down more tightly the goals and
objectives of a particular proposal. And I had hoped that Appropriators would relish the
opportunity to performance plans and reports in examining how well agencies used their

funds and in getting specific commitments for improvement.

T had found during my 13 years on staff on both sides of Capitol Hill, that much of the
time the partisan disagrecments are on means rather than ends. Often, advocates on both
sides of an issue actually want to achieve the same end resulis — they disagree over which
approach works best. 1believe that if Congress were truly inspired by GPRA, Members
would challenge each other to be specific on how to test the merits of their own solution.

It might be suggested that someone with the courage of their convictions ought not shrink
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from defining up front how to measure later whether their proposal was sufficiently

effective.

In fact, the earliest drafis of GPRA did include a provision requiring authorization and
appropriation bills in both the House and the Senate to contain “objective, quantifiable,
and measurable standards and goals expected to be achieved” and to “include indicators
of cost per unit-of-result, unit-of-service, or other unit-of-output” — or ¢lse be out of
order. This provision was the one major item subsequently removed from our bill over

Senator Roth’s objection.

1 know that the House of Representatives, at the beginning of this session, amended its
rules to require some sort of statement of goals inreports accompanying legislation going
to the Rules Committee. It will be interesting to see just how high that committee sets the
bar for compliance and how diligently it is enforced. My understanding is that the other
committees strongly opposed any requirement that the actual legislation contain

measurable goals for program results.

Again, I thank you Mr. Chairman and Members of the Subcommittee, for giving me this
opportunity to explain a bit of the background, context, and intent behind GPRA and to

give some assessment of progress to date. I would be pleased to answer any questions.
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Reprinted from the
\ April 8, 2001
issue of

FEDERAL
\JIMES

Consultant Crusades for Better Federa Perl“ermance

As the Bush

fion presses agencies 1o link
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Mr. HoRrN. I take it Sunnyvale still uses those processes?

Mr. MERCER. Absolutely. Their most recent budget, an example
from it—the budget they adopted this month—is the appendix. I
use an example from police services. If you look at that, the appen-
dix in my testimony, you will see what is frankly the most sophisti-
cated performance-based budgeting system in the United States.
Countries come from all over the world to look at it.

They’re not going to stop that. It’s very powerful stuff. The citi-
zens love the fact that the level of result keeps going up and the
cost of government drops steadily, and they get lots of attention.

Mr. HORN. Where would be the second or third or fourth city that
would have this type of approach?

Mr. MERCER. Well, I don’t know. Which is not to say that nobody
does it now, but I know if they did, it’s fairly recent. I don’t know
of any city that links it to day-to-day activities, so that in these
performance budgets you see all of the work hours for all the em-
ployees covered, linked to activities. Somebody may have done that.

But just short of that, actually having goals and driving it down
and that sort of thing, Phoenix, AZ, ought to be recognized. It’s ob-
viously a much larger city than Sunnyvale and was one of the co-
winners of the Bertlesman Award for being the best-run city in the
Xorld. Christchurch, New Zealand, was the other one, and Phoenix,

7.

Cities in the West with council-manager forms of government
tend to be where you would want to look for examples. If you're
looking at big cities, then San Diego and Dallas and cities like that.
But if you're looking for the best of the best, well, it’s Sunnyvale.

Mr. HOrRN. How about the State of Oregon, are you familiar with
what they'’re doing?

Mr. MERCER. The Oregon benchmarks?

Mr. HORN. Right.

Mr. MERCER. Yes. I'm not familiar with what they’re doing now.
When I was counsel to the committee, I was familiar with what
they were doing. It got a lot of publicity.

I was probably less impressed than most people that looked at
it only because—not because their heart wasn’t in the right place
and they weren’t a leader in a lot of this—they had lots and lots
of measures for things; arguably, too many in some instances. But
in any event—and they had a lot of input from the public in devel-
oping these—all that was very good.

But they didn’t drive it down to the actual operations of the gov-
ernment. That is, you set—these are the benchmarks for where we
want—certain indicators of health, education, whatever, to be 5
years, 10 years, 20 years from now for the State, that was a wish
list. When I looked behind the curtain, I didn’t see anything that
said, OK, to get there 5 years from now here’s what we have to do
for each of the next 4, 5 years. And that means, you know, here’s
how many work hours we're going to apply to this task which will
create this outcome, which should generate the outcome—at least
we hope. That, they haven’t done, so here’s a great wish list; now
let’s go off about our business and hope we hit the targets.

Unless you drive it down—and in my opinion, you have to for-
mally link it down to day-to-day activities—like 1 say, you've got
to cascade it down. In Sunnyvale, there are task codes. There’s a
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five-digit task code for everything everybody does. And some people
would look at that and say, that’s overkill. I would say the proof
is in the pudding. It works.

They do it right. And they drive down the unit cost of govern-
ment. And they drive up performance because it’s linked to day-to-
day activities in a formal, meaningful way.

Mr. HORN. Mr. McTigue, the New Zealand plan has a lot of as-
pects of that, I gather. Could you give us a little idea of what would
happen in Christchurch, let’s say? Or the government generally?
What did they do with their Ambassadors who have to account for
everything in the embassy, or is it out of their pocket?

Mr. MCTIGUE. Can I just link it into something that Mr. O’Keefe
said a few moments ago in a response to a question from you, Mr.
Chairman? He was talking about the approach that the adminis-
tration is taking at the moment in identifying very clearly the out-
come, what is the issue that you're addressing; and then looking
around at the multitude of different ways in which you might ad-
dress that in making choices among those that might be biased, im-
pacting that, and they might be quite different activities. That was
at the heart of most of the reform of the central government of New
Zealand. By looking just for exactly what is the outcome if it’s de-
pendency, then let’s look at the variety of programs that impact de-
pendency.

Then taking something that Mr. Mercer said, what we looked for
was not really the unit cost, but the cost-per-unit of success which
is slightly different, because some of these programs might have
higher costs but better success rates or they might be dealing with
a different cohort of people and the cost might be different. So we
looked at costs-per-unit of success. And then what you left on the
table was a decision for the elected politicians to make in terms of,
is the value to the community in this program justified given the
known level of success and the cost-per-unit of success. And in
some cases the answer was yes.

I can give you a clear example from my own experience where
there were two programs that were seeking additional funding,
both designed to try and get people back into the work force. One
of them was a very basic program that had a high success rate, 70
percent of their participants got back into work at a relatively low
cost of $256 per week per person.

There was another program designed for at-risk youth that had
a similar success rate, about 70 percent of their people went to
work, but at a much higher cost, $932 per week per participant.
The difference, though, was for those people who got jobs out of
that youth program, their criminality rate dropped by 60 percent.
That far outweighed the additional cost.

But what you had was all of the elements on the table, so that
the political process was able to make a good decision and say,
“yes, this program at four times the cost is good value because
keeping people out of the criminal justice system more than com-
pensates for that additional cost.”

In the case of a place like Christchurch, it manages itself in a
very similar way to that which has been outlined for Sunnyvale or
for Phoenix. But it’s a concentration on what are the essential serv-
ices that the public needs and delivering those services in the best
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possible way, using competition in many instances as a meaning of
finding the best way of delivering the services; and in some in-
stances, deciding that these are services that the government
should no longer deliver, that there are other people who would be
better or more appropriate to deliver these programs. And to a de-
gree, that parallels some of the President’s ideas with the concept
of using faith-based organizations; not because they were faith-
based, but just because they happened to have a very high success
level in dealing with people in dependency, dealing with families
that were at-risk and things like that.

It was their success level rather than the fact that they were
faith-based. But that’s what we’re really looking for, who’s the best
provider, and the government should actually buy the services from
the best provider of those services.

Mr. HORN. Mr. Mihm, what’s your thinking now? Your colleagues
in the General Accounting Office have spent a lot of time looking
at these proposals. Can we learn anything from Sunnyvale, Christ-
chugch, Oregon and the Mercatus Center of George Mason Univer-
sity?

Mr. MiHM. I think, Mr. Chairman, we can learn an awful lot
from those examples. I have been fortunate to be involved in some
of those studies. I certainly was very fortunate and honored to as-
sist the subcommittee in its examinations of Australia and New
Zealand management reforms a year—I guess 2 years ago.

One of the interesting points of the whole trend toward results-
oriented management is that all the Western democracies and
State and local governments are basically moving in the same di-
rection, and that is despite differences in cultures and histories and
forms of government, whether it be Western or Republican forms,
as we have here. There is a worldwide trend basically toward a
greater focus on results, a greater focus on trying to link perform-
ance and results as part of the budget of the appropriations proc-
ess.

I would underscore a couple of points that you've heard, I think,
running throughout the entire theme. The first is how important
it is to bring good cost information, program cost information, per-
formance information and budget information together. And the
power of the management reforms that Congress has put in place
Wetile really begining to pay off, once those three actually come to-
gether.

The second point, though, is how difficult that is going to be. I
was intrigued by the list that Mr. O’Keefe listed of the very high
bar that they’re going to have in order to accept programs into this
new budget approach. I think it’s great that bar is high. What I
would remind us all, though, is the very difficult time that we all
had with the performance budgeting pilots under GPRA.

I know this subcommittee worked—expended quite a bit of en-
ergy with OMB over the last 3 years to, first, get them to identify
pilots and then, second, to find out what was going on for those.
The bar for those pilots was much lower than what Mr. O’Keefe is
suggesting. This is in no way saying you ought to adjust the bar.

Mr. HORN. My conclusion on that was that it was laughable.

Mr. MiHM. And one of the challenges that they had, sir, as you
know, was just finding enough places around government that had
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program cost information. And as a result, they did come up with
some pilots that were perhaps not as robust or prominent as the
authors envisioned when they wrote the provision for the perform-
ance budget pilot.

So I would just underscore that this really is the long haul. John
and Morris have underscored that what’s going on in Sunnyvale,
and New Zealand began well over a decade ago. What’s been im-
pressive with the United States is that we’ve put the infrastructure
in place just over the last half-dozen or so years, but we’re still lag-
ging behind the rest of the world in terms of being able to use that
infrastructure to be making decisions.

Mr. HORN. So where do we go from here in terms of the General
Accounting Office? You're doing another study now for Senator
Thompson, I believe.

Mr. MIHM. Yes, sir. There’s a couple of things that we’re doing.

We're looking at each of the annual performance plans and re-
ports, as the Senator indicated, for usually up to four or five key
outcome areas for each agency, and will be reporting out in sepa-
rate reports on each of the 24 largest agencies. Over the next basi-
cally 2 weeks or so those reports will come out. This is part of our
commitment to move beyond—as we’ve all been discussing—ques-
tions of just compliance and quality with GPRA to more sub-
stantive discussions as to the value of GPRA to informed decision-
making.

The second thing that we’re continuing to do is look at the atten-
tion that agencies are paying to the major management issues.
This subcommittee and certainly my colleagues back at the GAO,
the Comptroller General, have invested an awful lot of attention
and energy into making sure that agencies pay due attention to
their major management problems; those high-risk areas to make
sure there are people accountable for getting off those lists. This
list has been around, as you know, since 1990 and many of these
things have been on there right from the very beginning. We need
to have people accountable for getting this thing off of there, so we
don’t have to come up each year and give the Congress a new and
somewhat augmented list.

The third thing that we’re doing is paying particular attention to
human capital in the annual performance plans. Too often the
human capital, the personnel aspect, has been seen as just yet an-
other functional area to be stove-piped and, OK, we’ll have the per-
sonnel office kind of write us some nice goals. And that’s not to
deprecate those; those can be important goals, but they’re not inte-
grated into the programmatic thinking that is taking place in the
agencies.

Then, I guess the final area we are spending a lot of attention
on are the performance management aspects, as to how do we spe-
cifically link programmatic outcomes to day-to-day difficulties with-
in agencies? We've had a lot of discussion here about the budget
aspect of that. We're focused on a lot of the incentives that are
given to managers and how individual managers are held account-
able.

Mr. HORN. The General Accounting Office has found that the
agency use of performance information and decisionmaking has de-
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clined since 1997. What do you think might have caused that de-
cline and how might Congress help resolve the problem?

Mr. MiaMm. Well, the finding that you’re mentioning there is from
our survey of Federal managers, and it is one of the most disturb-
ing aspects of the responses that we get.

We surveyed managers in 1997 and again in 2000. As you indi-
cate, we have got lower levels of reported use of performance infor-
mation in a variety of very important categories, that is, managers
using it to allocate resources, to set program priorities, to coordi-
nate with cost-cutting programs, which has been a major topic of
discussion here today.

And what was most disturbing about that, Mr. Chairman, is, we
were asking, if you will, a methodologically impure question; that
is, we were asking managers to report on themselves which—my
colleagues have designed questionnaires saying, you never want to
do that because you’ll always get an inflated and more positive an-
swer because you know people will try and give you what they
think you want to hear—we still got bad responses so that kind of
even heightened my concern on that. We're getting behind the data
to try and find out what’s going on.

I think one of the problems—there’s a couple of things that can’t
be going on there. One is that we're—whereas in the early years
of GPRA—that is, in 1993-94 up through 1997—we had an awful
lot of attention, a lot of congressional attention, certainly a lot of
attention, at least a lot of rhetorical attention, from OMB, over the
last couple of years there hasn’t been an equivalent level of atten-
tion.

It runs the very real risk of becoming, as Mr. O’Keefe was men-
tioning, a paperwork-driven exercise in agencies that becomes over-
ly focused on measurement and not focused on what it really ought
to be about, which is agencies in Congress engaging in conversa-
tions about, what are we trying to achieve, how are we doing and
how are we improving performance? Which gets directly to the sec-
ond part of your question, what can Congress do on this?

The single most important thing that Congress can do is con-
tinue to have oversight hearings like this, continue to bring up per-
formance and performance-related questions and programmatic
oversight when you meet with the people from GSA and the other
committees under—or other agencies under this subcommittee’s ju-
risdiction, and certainly in your appropriation capacities to start or
to continue to ask performance-related questions during the budget
process. People’s hearts and minds will follow when they see con-
gressional leadership on that and OMB leadership.

Mr. HORN. Couldn’t you think of a sort of matrix-type question-
naire where you get the managers of the Federal Government to
say not what they do, but what they think the other managers do?
And I think we could get a lot of data from that, where they
wouldn’t be saying, I did it. Don’t put bars in the State and all
that. But it just seems to me that’s the way to get at it and not
say, “this is what I do or don’t do, but my, you know, fellow man-
ager does that.”

Mr. MiuM. We did ask a series of questions related to that about
the extent to which top leadership and their agency used perform-
ance information for a variety of tasks. We even asked questions,
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and I’'ve conveniently forgotten the responses, about whether or not
they felt GAO was using performance information in assessing
their progress. As I said, it can be newly forgotten, the responses
ti)l that particular question. But we do try and tease that out from
them.

Mr. HORN. And have you identified any of the positive trends, as
opposed to the negative trends between this year’s performance re-
ports and last year’s? Is there anything that’s making that dif-
ference?

Mr. MiuM. I think we'’re seeing a couple of things that are posi-
tive, in our view. We see—while the weaknesses in agency data
certainly continues to be a very real problem—greater attention by
agencies within their annual performance plans and reports to ex-
plaining those data limitations, to being able to tell Congress and
other stakeholders and decisionmakers, here are the decision-
making consequences of this poor data. So that’s one positive
achievement.

Second, we’re seeing greater attention to cost-cutting programs
and the need to effectively coordinate those cost-cutting programs—
still very much a work in progress. We don’t have the common per-
formance measures for similar functions that Mr. McTigue and Mr.
Mercer mentioned, but at least we're getting recognition that other
agencies are involved.

Third, a lot of the effort that’s been expended over the last few
years to try and get agencies to articulate outcome-oriented sets of
goals is beginning to pay off. We do have some—as Mr. O’Keefe
mentioned, there are still the world peace or what typically is also
known as the “end world hunger” goals where, you know, just give
us more money and we promise hunger goes away.

I think those are becoming fewer and farther between. We are
seeirllg greater understanding of agencies that they need to focus on
results.

The real problem that we’re still seeing within agencies is this
linking daily activities, linking budgets, linking the use of re-
sources to results that take place outside those agencies. That is
still the fundamental struggle that they’re facing.

Mr. HORN. The ability to link performance information to cost
seems to be the common failure. What solution would you suggest?

Mr. MiaM. Well, I think one of the single most important things
we need to do is to continue to put pressure on agencies to effec-
tively implement the statutory framework that Congress has done.

In getting back a little bit to Mr. Putnam’s question about, are
there structural changes, my view is that Congress has done its
part. It’s now up to the executive branch agencies; and Congress
can still do more and OMB can do more. It’s up to them to step
up to the plate.

Congress has made known, through FFMIA, that the cost ac-
counting standards are to be implemented. As Mr. Mercer men-
tioned, we're still quite a ways away from there. We're still, as Mr.
O’Keefe mentioned, quite a ways away from agencies even being
able to produce clean audit opinion.

As you well know, we chair—the Comptroller General sits basi-
cally in this chair and explains why we offer a disclaimer on the
government-wide financial statement.
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So we need to still, as a Federal Government, continue to make
progress in implementing the statutory framework, the tools that
Congress has already given to agencies. We can explore whether
other tools are needed, but that’s the first step. Let’s implement
what Congress has already told us to implement.

Mr. HORN. Some of us believe in moving to a 2-year budget ap-
propriations cycle. How does the Comptroller General of the United
States feel about that? Do we know?

Mr. MiaM. I don’t know sir. I know we have testified on it. And
rather than give you something that I would have to correct for the
record, let me go back, find out and then get back to you imme-
diately with the proper answer.

Mr. HorN. We'll put it in the record at this point, without objec-
tion.

This will be my last question to you.

Some programs produce their benefits on an annual basis, while
other government programs, such as those that conduct research
and development, find it more difficult to estimate the timing of
the scientific discovery. That’s obvious—or the measure of a result
from a research program.

And do you have any advice on how the government agencies
that conduct these types of programs can provide meaningful per-
formance metrics? And that would be Agriculture, NIH, HHS, some
o}f; t}}?e others, or social science and so forth; what’s your feeling on
that?

Mr. MiaM. Actually I'll start and say, there are provisions within
the Government Performance and Results Act that allow for agen-
cies to use qualitative goals, or even with the authorization of
OMB, where it’s characterized as the alternative form of measure-
ment. The National Science Foundation is one agency.

At GAO we use a qualitative goal as the alternative form of
measurement. That is exactly designed to get at situations where
the performance, or the outcome, is exceedingly hard to measure
and where the outcome takes place or can be achieved over years.

Just to really drive home the point you were making in the ques-
tion, Mr. Chairman, I was once talking with someone from the Na-
tional Science Foundation, and they put it to me in a very direct
way; they said, how do we set annual performance goals this year
for people who are going through post-doctoral fellowships in part
funded or supported for National Science Foundation when their
outcome will be the discovery of cures for diseases 20 and 25 years
from now that we don’t even know the name of yet, because the
people that are now doing cutting-edge AIDS research were in post-
doc programs before we even know AIDS existed? So how do we set
goals like that?

Well, there has been work on that. And the National Science
Foundation has done quite a bit of work on this alternative form
of measurement.

The key thing that we advise agencies is, don’t turn this into a
technical debate. Sit down with Congress, sit down with the au-
thorizers, sit down with the appropriators and your other stake-
holders and develop a common understanding about how progress
will be measured, what we’re trying to achieve, how we’re going to
know we’re on the right track. If agencies do that, then they've
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done GPRA the way GPRA should be done and have not turned it
merely into a measurement exercise.

Mr. HORN. You’re very right on that. And that’s exactly what we
want to do.

Yes, Mr. Mercer.

Mr. MERCER. I'd like to respond to that same question. Two
thoughts: First, to echo what Mr. Mihm just pointed out, that the
statute actually does envision alternative forms of measurement
other than objective, quantifiable, measurable, which is what it
prefers first and foremost. In wrestling with the notion of, what
kind of measurable goal would I expect from the State Department
for some of its diplomacy programs, I knew I had to have an escape
hatch in the legislation, something other than just throwing up
your hands and saying, well, we can’t measure anything.

So I took a whack at it, and it stayed in the law. It allows you
to come up with something on your own, but getting approval from
OMB first of all. Then it suggests one, and this is the one that’s
used.

It says, first define a successful program, you know, a written
narrative, a subjective statement. And then, being a little queasy
about leaving that in there just like that, thinking, well, you could
write something—“we want to improve the quality of life of people
living below the poverty level” or some mushy thing. It says, you
have to have a second statement, and that is of a minimally effec-
tive program. In other words, presumably something that shows
some positive value, but not enough that you could call it a success.

In other words, success had to be measured in context; and the
context was something that was less by definition, less than suc-
cessful, but not a total failure. Presumably, if it didn’t meet either
standard, then it would be a failure. It says, you have to write the
definitions in terms that would allow an outside, objective analysis
of looking at your program’s results for the year to be able to deter-
mine which of those categories it fit into.

As Mr. Mihm points out, the National Science Foundation has
made pretty good use of that. And, in fact, it’s probably one of the
most underutilized aspects of GPRA; and I hate to point it out, be-
cause I love to see measurable goals, but recognizing that’s not al-
ways possible, especially for outcomes.

Mr. HORN. Could you get us that section of the law that you had
something to say with? And we’ll put it in the record at this point.

Mr. MERCER. Sure. I'll cite that.

But I'd like to answer more broadly because it’s an answer I give,
and it’s almost tongue in cheek, but I'm just sort of overstating it,
but it literally—there are some elements of truth to this test—
when confronted with a program that says, there aren’t ways, there
are not any good ways to measure the effectiveness of what I do,
when a manager says that for their program, then what we did in
Sunnyvale—though we did it more delicately than I will state it
here—you say to the manager, you’re saying that the nature of this
program that you manage is such that it’s not easy to come up with
measures of success?

He says, that’s right.

Well, we pay you a pretty good salary; but it occurs to me that
we could probably save ourselves a lot of money if we replaced you
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with somebody that we pay half as much, get somebody in here
pretty mediocre, because as you indicate, nobody could tell the dif-
ference.

Of course, at that point, the manager will start to give you ideas
on how to measure effectiveness. Because if you let them say that
this program can’t have goals for effectiveness, then what you're
really saying is, we can’t tell the difference between excellence and
mediocrity.

If they can’t write down, using even the alternative format that
GPRA allows, a clear distinction that an objective observer looking
at the program could tell which category it fits into, if they can’t
tell the difference between excellence and mediocrity, then why
don’t we just slash our personnel budgets, hire a lot of
mediocritites and nobody is going to know the difference. We will
save ourselves some money.

That is usually a motivation for people to tell you what they're
doing is really good, and you can measure it. Often it would be
somebody else complaining about it.

Mr. HORN. Mr. McTigue.

Mr. McTIGUE. Mr. Chairman, just very briefly, the first thing is
that you should not absolve anybody from providing you with a
measure just because what they do 1s difficult to measure. There
are varieties of ways in which you can find surrogates which will
show, maybe not the progress on a particular program, but the
progress on a body of work, what’s happening to the volume of
knowledge that’s being acquired in this area. And I think that’s
very appropriate for places like the National Cancer Institute, the
science foundations, etc.

Getting into the detail that Mr. Mihm was referring to, in my
view, is a way of trying to escape being measured. In the private
sector, there’s a huge range of measures that are used to look at
research and development and technology development and taking
into account risk and the fact that not all of the investments are
going to produce a positive result.

So there is a whole body of knowledge there where the private
sector also uses surrogate measures to be able to show whether or
not there is value in these activities. So I think that it can be done.
The thing that’s important is that it should not be excused because
it’s difficult to do.

Mr. HORN. Thank you.

Mr. Mihm, anything to add?

Mr. M1aM. No, sir, unless you have additional questions.

Mr. HorN. If there are no additional comments, why we’re now
adjourned. The staff will be put together for Russell George, staff
director/chief counsel; Bonnie Heald, director of communications;
Earl Pierce, professional staff member; Scott Fagan, assistant to
the committee; Chris Barkley, staff assistant; Alex Hurowitz, Ryan
Sullivan, and Fariha Khaliq, interns.

Minority staff: Michelle Ash, minority counsel; Earley Green, as-
sistant minority clerk; and Theresa Coufal, minority staff assistant.

And court reporter: Julie Thomas. Thank you, Julie, very much.
We appreciate it.

[Whereupon, at 4:48 p.m., the subcommittee was adjourned.]



