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ABSTRACT
PRINCIPLES OF MUNICIPAL BUDGETING?
A REEXAMINATION OF THE DEBATE OVER THE PRINCIPLES AND
PROVERBS OF PUBLIC ADMINISTRATION
by
David J. Helpap

The University of Wisconsin-Milwaukee, 2012
Under the Supervision of Professor John Bohte

Over 70 years ago a number of management principles were published that, according to
their advocates, had the potential to lead to greater organizational performance and
efficiency. Although generally supported, several scholars successfully argued that
contr‘adictions and ambiguity among the pﬁnciples m;ade them nearly impossible }toA
implement in practice. As a result, they have received scant attention and applications of
the concept to contemporary public administration have been limited. Nonetheless,
various public management organizations recently have developed guidelines to
encourage certain activities or decision rules. In particular, a comprehensive set of
guidelines to define a good and accepted public budget process for state and local
governments was developed in 1998. The purpose of this dissertation is to determine the
degree to which local government practices correspond to these guidelines. Extensive and
consistent use of the guidelines could indicate that management principles are present in
certain aspects of public management. Conversely, general disregard for the guidelines
could indicate disconnects between theoretical concepts and préctice. Data to address this

question is obtained from an original survey submitted to a random sample of municipal

111



budget and finance officials across the United States. Two particular aspects of the
framework and budget process are examined— the adoption of financial policies and the
development and evaluation of financial options. A review of the survey responses
indicates significant use of the guidelines among local governments. Howe\}er, deviations
are present across guidelines and municipalities. As a result, a number of potential
explanations are explored that receive support from previous research and comments
provided by respondents. Departmental leadership and municipal characteristics such as
resources and population appear to explain, at least partially, the degree to which local
governments utilize practices consistent with established guidelines. Overall, the study
fills a research gap within public budgeting literature, supports the conclusions of
previous scholarship, and illustrates the need for additional research on management

guidelines, particularly those that address the budget process.
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Chapter L.
Principles, Practices, and the Municipal Budget Process

Introduction

An edited volume compiled by Luther Gulick and Lydal Urwick in 1937 included
among its selections an essay written by Gulick himself. Reflecting a common agenda of
public administration scholars at the time (Hammond 1990), Gulick largely focused on
the relationship between the structure of an organization and its performance (i.e., -
efficiency). More specifically, the essay contained a collection of principles that outlined
proper organizational design and its potential benefits. Gulick believed, “like physics and
chemistry...administration was governed by principles. The object of the administrative
principles was the accomplishment of the WorkAat hand with the least expenditure of
people and material” (Naidu 1996, 70). For exaﬁlple, according to one principle, labor
should be dividéd based on specific tasks. This allows Workers to develop specialization
and, therefore, greater efficiency. Another principle suggests a manager should be
responsible for a limited number of employees because of time, energy, and knowledge
limitations. Managers, therefore, are more effective when the number of employees under
their control is small rather than large. As a whole, “implementation of these and related
principles would result in organizationé characterized by an almost mechahical
~ efficiency” (Meier and Bohte 2000, 116).

Given their focus on efficiency and their level of support among prominent
scholars, the principles were appéaling (Meier and Bohte 2000, 116). However, less than
a decade after their pﬁblication they became the subject of a direct and permanently
damaging review by Herbert Simon (1946). According to Simon, the principles were

relatively limited for reasons that included contradictions across the prescriptions and a



lack of details (Simon 1946). Properly applying the principles to practice, therefore, was
nearly impossible. The effect of the criticism was significant. Not only did administrative
principles appear less useful, but the critiques almost completely shifted public
administration research from organizational structure to decision-making (Hammond
1990). Other than additional criticism or discussion within a historical context,
management principles have received scant attention and research applying them to
current topics has been limited. However, when the principles have been explored in
greater detail, their relevance to current organizations has been supported (Meier and
Bohte 2000) and additional research appears warranted (Meier 2010; Hammond 1990).
As a consequence of this neglect, a number of potentially important questions
have received little attention. For example, relatively few attempts have been made to
determine if certain principles actually affect orgenizational performance (but see Meier
and Bohte 2000). Additionally, no research has attempted to apply the concept of
principles beyond organizational structure. This is particularly unfortunate because,
similar to the organizational scholars mentioned above, a number of public management
organizations have developed various guidelines, prescriptions, or best practices to
encourage certain activities or decision rules.' If these practices are being utilized
extensively, whether organically or because of external encouragement, the concept of
principles, similar to those advocated by Gulick (1937) and others, may be alive and well
in other aspects of public management. Conversely, a lack of adherence to such
guidelines may indicate disconnects between what is developed in theory and What can

be effectively applied in practice (Simon 1946). Regardless of the circumstance, the

! Examples of organizations that promote the use of best practices include the International City/County
Management Association, the International Economic Development Council, the National League of Cities,
and the U.S. Conference of Mayors, among many others.



historic contributions of both authors—Luther Gulick and Herbert Simon—necessitate a
modern extension of their commentary. In response, the research I produce 'here. examines
the potential application of public administration principles to one parti'cular aspect of
public management—municipal budgeting.

The Importance of Local, Public Budgets

When compared to other political science or public administration topics, the
attention given to public budgeting is somewhat limited. However, this does not mean its
importance has been entirely lost on scholars. In fact, most other political or public
management issues cannot be discussed without also accounting for budget and financial
considerations (NACSLB 1998). More specifically, budgets, and the processes used to
obtain fhem, frame the agendas and activities of public institutions. For example,
according to one set of observers, a “budget outlines a government’s scope of
responsibilities, defines its relationship with citizens, and reveals how the governmént
plans to extract resources from private citizens to fund what services and to achieve what
goals” (Franklin et al 2009, 52). In sum, public budgets determine “which policies will be
implemented and which social values will prevail” (Clynch and Lauth 1991, 1).

The importance of public budgeting is not limited to a single type or level of
government. This is reflected by the diverse array of research that has addressed the
topic. For instance, research has ranged from the growth patterns of the national
government’s budget (Jones and Baumgartner 2005) to the budget processes utilized by
states and local governments (see, for example, Rubin 1998; 1992; Rubin and Stein
1990). Within this range, however, budgeting among local governments is of particular

interest here. Over the last several decades, the importance of examining the budgeting



and financial management techniques of these governments has been illustrated
repeatedly. For example, in 1975 severe fiscal problems almost bankrupt New York
City—the largest city in the United States. Assistance from the State of New York and
the national government was needed to correct a long-standing disregard for state
requirements, proper accounting techniques, and good budgeting practices. Stated another
way, “despite [a state] requirement, the city used obsolete and confusing budgeting and
accounting systems that included [several] financial gimmicks” (Dunstan 1995, 2).
Although the circumstances that occurred in New York City highlighted the need for
proper budgeting practices, countless other municipalities have been forced to confront
their own financial challenges. Exacerbated by a significant economic downturn, local
governments have been faced with steady declines in revenue and a general increase in
- demand for services (Cooper 1996). Because municipal budgets are the financial plans
that dictate how and where money will be allocated (Solano 2004), it is the budget
process that determines how these conflicting trends are reconciled.

The role of local governments and the budgeting and financial challenges'they
face also cannot be trivialized. Fbr example, in 2011 elected officials in New York City
and Chicago approved budgets of $65.9 billion and $6.3 billion, respectively. Even local
governments with populations below 30,000 require budgets that exceed $15 million.
Expenditures detailed in these budgets provide fire and police protection, infrastructure
and park maintenance, health services, job creation programs, and economic development
efforts. In short, local governments control substantial resoufces that are used to provide
services that impact the daily lives of citizens across the country. The impact of local

budgeting, therefore, is significant.



Despite this importance, the processes used by local governments to develop their
budgets have been subject to significant criticism. In fact, they have been described as
inconsistent, unprofessional, and varied (Rivenbark and Allison 2003)—in spiie of the
circumstances faced by New York City and others. Additionally, guidance for public
officials seeking to improve thei.r budgeting processes has been limited (Gross 1998). The
consequence of this realization, as the following section will indicate, has created a
potential connecéion between management principles and local, public budgeting.
Principles of Public Budgeting?

Following a call for improved budget practices among state and local
governments, the National Advisory Council on State and Local Budgeting (NACSLB)—
a group of stakeholders composed of budget practitioners, elected officials, labor
representatives, academics, and members of professional organizations—produced a
document entitled Recommended Budget Practices: A Framework for Improved State and
Local Government Budgeting (Gross 1998). The purpose of the document was to
establish a series of practices and procedures that, when taken tdgether, define a good and
accepted budget process (NACSLB 1998). The resultant practices were supported by
practitioners (Gross 1998), academics (Kelly and Rivenbark 2003), and professional
associations such as the International City/County Managers Association (ICMA) and
Government Finance Officers Association (GFOA). In the case of the GFOA, significant
organizational resources were dedicated to the creation and endorsement of the practices.
More recently, a survey of public budget and finance practitioners identified the practices

as a core competency that should be highlighted in public administration graduate



curriculum (Peddle and Thurmaier 2011). Overall, the merits of the practices have been
well documented by both practitioners and academics.

Although these practices were formally published in 1998, discussion of the
framework has been limited to largely supportive commentaries. Additionally, little
systematic research has focused on the use of these practices among local governments.
While this is a regrettable oversight for several reasons, one of the most significant is the
potential connection between these budgeting practi;es and the management principles
advocated by Luther Gulick (1937) and his likeminded contemporaries. Similar to the
management principles, the budgeting practices have received extensive support and are
largely assumed to be useful. As the initial section illustrated, however, a more careful
examination of management guidelines and practices often is needed. While established
prescriptions may be useful in theory, their actual application to practice may be limited
or largely impractical (Simon 1946). In short, depending on the degree to which the
NACSLB practices are utilized, the guidelines may represent a modern variation of
Gulick’s principles of public management. On the other hand, limited use may indicate
the need for a more critical review of the practices, similar to Simon’s commentary on the
principles of public administration. Neither of these potentially influential conclusions
can be reached, however, without appropriately directed research.

Given the number of best practices, guidelines, and recommendations that have
been recently developed and promulgated by public managers and professional
organizations, similar research has not been ignored entirely. For example, the use of best
practices related to the management of information (Rocheleau 2000), human resources

(Coggburn and Hays 2004), service quality (Folz 2004), and emergencies (Henstra 2010)



has been the subject of previous scholarship. Even practices that address a limited
number of public budgeting activities have been examined (Coe 2008; Duncombe and
Searcy 2007; Justice et al 2006). Nonetheless, this research represents the first attempt to
examine the use of a set of practices that structures the budget process in its entirety.
Research on other management guidelines and best practices also has been silent about
the potential connection between the historical concept of management principles and
more recently developed practices and guidelines. The research I present below will
attempt to address both of these oversights.
Research Questions
| Prior to exploring these topics in earnest, a set of formal research questions is
needed to guide the project. After revisiting the commentaries of Luther Gulick and
Herbert Simon and, subsequently, the more recent budgeting recommendations
developed by the NACSLB, the initial and overriding research question follows.
1. To what degree can the budget practices developed by the NACSLB be
considered principles of public budgeting?
In order to answer this question, however, certain information is needed. Essentially, if
the NACSLB budgeting practices have become the foundation for principles of public
budgeting, their use needs to be consistent and nearly universal across municipalities.
.Deviations from the practices would be indicative of potential limitations to their
application in practice—similar to the critiqlies leveled by Simon (1946) against the
principles of organizational structure. Therefore, the anéwer to a more basic research

question is needed to properly address the initial question.



2. To what degree do the budgeting practices utilized by municipalities correspond
to those developed by the NACSLB and promoted by the GFOA?
If the practices utilized by municipalities consistently correspond to those contained in
the budgeting framework, the existence of budgeting principles would appear very
plausible. Converse_ly, a lack of adherence to the practices would represent significant
evidence against such a possibility. The answer to this question, therefore, will directly
inform the first.

While answering each of the above questions certainly has the potential to
contribute to existing budgeting and management research by providing a more detailed
examination of the budgeting practices utilized by local governments, the potential for a
third question naturally develops. In short, if the number of utilized guidelines varies
across local governments, what accounts for this variation? While complete and universal
adherence would preclude the need for this question, the number and variety of municipal
budget reforms that have occurred over the last century indicate, to some degree, that
deviations among the general practices utilized by local governments should not be
surprising. As a result, a third research question is included here.

3. What explains the degree to which local governments adhere to the practices

detailed in the NACSLB budgeting framework? >

2 Given the attention that has been given to explaining why certain budget reforms are adopted by some
local governments and not others (see, for example, Lu and Facer 2004; Rubin 1991; 1992; 1998), this type
of question is not without precedent among public budgeting and management scholars. As subsequent
chapters will illustrate, scholars also have examined why certain municipalities utilize various sets of
guidelines or best practices that address topics such as performance measurement (Lindblad 2006) and
procurement (Duncombe and Searcy 2007).



In order to inform each of these questions, quantitative and qualitative research methods
will be used to analyze the responses to a nation-wide survey developed and implemented
for this project specifically.

Potential Implications

By addressing each of the above questions, the research presented here is poised
to contribute to éxisting research and practice in multiple ways. For example, from an
academic perspective, there are several potential implications. First, and most broadly,
the research will provide a clearer picture of the practices utilized by local governments
to develop their budgets. While previous research has focused on large reforms, little
consideration has been given to the basic activities of practitioners as they progress
through the budget process. Second, the research addresses a specific set of budgeting
guidelines that have not been subjected to review by the academic community. Although -
the practices have been published for nearly 15 years, only anecdotal evidence exists to
support their importance and usefulness. Similar research has been conducted on other
guidelines and best practices utilized‘by public administrators, but nothing addresses the
practices developed by the NACSLB. Also, if variation exists across local governments,
it is the résponsibility of academic research to determine what accounts for the variation
and what, if any, implications stem from such conclusions.

Finally, the research has the potential to put a modern twist on a historic debate
among public administration scholars. Uncovering consistent and universal use of these
practices by local governments may be the first step toward illustrating the development
of budgeting principles. On the other hand, a lack of use would illustrate a potential

disconnect between theory and practice. This is particularly interesting given the
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significant commentary on the separation that has occurred between the research of
public administration scholars and the needs of practitioners (Gibson and Deadrick 2010;
Posner 2009; Kuhn 2002; Streib et al 2001). At a minimum, it would be misguided—
given this well documented divide—to assume established and well-respected practices
are being utilized by practitioners without a closer examination. The Gulick-Simon
debate illustrates this point well.

From the perspective of'practitioners, several implications also are apparent. First,
the research examines the use of recommendations supported by a leading professional
organization in public budgeting. Research findings should help to determine which
aspects of the framework are most or least used and the reasons behind the use or non-
use. With this information municipalities should be able to benchmark their budget
process against other municipalities and, perhaps more importantly, against an
established group of “best-practices.” Depending on their degree of use, these
conclusions also méy provide feedback to those considering the development of new or
revised budgeting guidelines. Second, the conclusions developed below may be relevant
for those instructing future public administrators. While some have concluded that
knowledge of NACSLB budgeting practices should be a prerequisite for public finance
officials (Peddle and Thurmaier 2011), the results of a much larger analysis should serve
to either substantiate or refute these suggestions. Finally, local governments continue to
face difficult financial decisions caused by vdeclining tax bases, reduced assistance from
other governments, and the most recent economic récession. Any clarification on

practices that may produce a better or more efficient budget process should be helpful as
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budgets, and the priorities they established, receive increasingly highi levels of scrutiny
from administrators, elected officials, and citizens.
Organization

In the following chapters I attempt to address the'three research questions
presented above by undertaking a close examination of the budgeting practices utilized
by local governments. Chapter 2 begins this process by first exploring previous research
that has addressed public budgeting, established management pri‘nciples and practices,
and the NACSLB budgeting framework. Although a research gap is be emphasized, the
exercise serves to position this project within an ever-increasing set of literature. As a
result, the project is rooted in techniques utilized in past efforts. The project’s design,
method, and support for potential explanations are, among other aspects, drawn from
previous research.

Utilizing the information obtained from past scholarship, I outline the project’s
scope, design, and method in Chapter 3. The chapter begins by narrowing the research
focus from the ;:ntire budgeting framework to specific pfactices that address two elements
of the budget process—the adoption of financial policies and the development and
evaluation of financial options. Following this process, I utilize previous research to
justify surveys as the most appropriate research method for the project. A detailed
discussion of the survey instrument and its implementation is included as well. I conclude
the chapter with a brief discussion of initial survey results fhat include municipal,
departmental, and respondent characteristics. Overall, municipalities that completed the

survey largely are representative of the entire sample that received the instrument.
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Chapter 4 and Chapter 5 review responses to survey questions that explicitly
asked municipalities about their use of individual NACSLB budget practices. Chapter 4
is dedicated to 17 guidelines associated with the adoption of financial policies while
Chapter 5 is dedicated to 21 guidelines associated with the development and evaluation
of financial options. The reactions of respondents to each practice are explored in detail.
Both chapters illustrate that local governments largely utilize budget practices that
correspond to those develpped by the NACSLB. However, variation exists across
practices and municipalities. As a result, I explore the open-ended comments provided by
respondents to uncover, in an initial and qualitative fashion, why variations exist across
governments.

As expected, the degree of variation uncovered in Chapters 4 and 5 necessitate an
- exploration of the third and final research question. I dedicate Chapter 6 to these efforts.
Using previous research on public budgeting and public administration more broadly, I
explore a number of potential variables capable of explaining why certain municipalities
adhere to NACSLB budgeting practices while others deviate from them. Variables
addressing leadership, professionalism, political pressure, and municipal location are
included to account for both internal and external characteristics of municipalities. Three
models are dedicated to specific groups of practices and a fourth model examines use of
the framework more broadly. I conclude the project in Chapter 7 by highlighting a
number of potential implications associated with the research findings and offer

suggestions on the potential trajectory of future research.
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Chapter II.
Municipal Budgeting, Practices, and Guidelines: An Assessment of
Research and Practice
Introduction

Prior to engaging the research questions presented in Chapter 1 in earnest, it is
important to first examine previous research focused on public budgeting. Past
scholarship provides a foundation on which to develop new research questions, direct
potential answers, and construct an appropriate research design. However, when
compared to other areas of political science and public administration, previous literature
explicitly focused on public budgeting is somewhat smaller. This does not mean that
research has ignored the topic entirely. In fact, as the subsequent sections will illustrate, a
wide variety of issues related to national, state, and local budgeting have been addressed.
Topics such as budget reform, performance budgeting, and citizen participation have
become very well-developed over the last several decades. While no efforts have been
made to directly address the questions under consideration here, closely related research
will be used to provide a reasonable foundation from which to expand.

This chapter begins by defining the role of public budgeting and continues by
examining a variety of budgeting topics considered by past scholarship. Given the nature
of this project and its questions, the review explores practical budgeting research topics
such as reforms and public participation as well as its theoretical basis. Also, since the
primary research question inquires about the potential development of principles among
budget practitioners, the larger, historic debate between Luther Gulick and Herbert Simon

is explored as well. The chapter concludes by examining the development and structure
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of the NACSLB budgeting frémework, its connection to previous research, and its
primary role in the research design developed in Chapter 3.
The Scope and Role of Public Budgeting

Although public budgeting has received less attention when compared to other
political science and public administration topics, the budget process is no less important
to either field. This is illustrated by the large number of statements that have been used to
describe; the various aspects of budgets and their development. For example, according to
Hildreth, “Citizens expect their governments to do needed activities but within fiscal
constraints. Financial management seeks to carry out this fiscal imperative” (1996, 320).
Referencing Kahn, Franklin et al (2009) suggest, a “budget is government in miniature—
a budget outlines a government’s scope of responsibilities, defines its relationship with
citizens, and reveals how the government plans to extract resources from private citizens
to fund what services and to achieve what goals” (52).° Highlighting the connection
between budgeting and the political process, Solano (2004) suggests, “A public budget—
a financial plan prepared for a given period—is an instrument that allows government
officials to allocate monies for personnel, goods, and services to achieve politicallir
determined goals” (155). Lynch expresses the political aspects of budgeting even more
forcefully. “The budgetary process is a political process conducted in the political arena
for political advantage. The process is complex and often the complexity obscures the
significance of the accompanying political battles. Politics in its best and sometimes
worst sense is a part of budgeting” (1979, 2).

Finally, some commentators ha\;e highlighted specific levels of government when

developing a definition of budgeting. For example, Clynch and Lauth (1991) direct

3 Kahn, Jonathan. 1997. Budgeting Democracy. Ithaca, NY: Cornell University Press
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attention to state budgets. Budgeting “represents a central activity in state government.
Budget decisions determine not only how much will be available for state spending, but
also which policies will be implemented and which social values will prevail in state
governance” (Clynch and Lauth 1991, 1). Similarly, Luehlfing (1996) highlights and
defines budgeting at the local level. “Municipal budgets represent a benchmark or
threshold regarding the nature and scope of constituent group consumption. In essence,
the municipal budget defines those polici(;,s that are implementable by the municipality”
(Luehlfing 1996, 188). In short, the comments displélyed here support a definition of
budgeting developed by the NACSLB in 1998. “A good budget process is far more than
the preparation of a legal document that appropriates funds for a series of line items.
Good budgeting is a broadly defined process that has political, managerial, planning,
communication and financial dimensions” (NACSLB. 1998, 3).

While the above comments only represent a fraction of those that describe the role
and importance of budgets, the selection is illustrative, nonetheless. At a minimum, the
remarks demonstrate public budgets are much more than simple documents listing
revenues and expenditures; they contain both political and applied aspects that affect
administrators, elected officials, and citizens. The importance of the budget process to
every level of government also is illustratéd. For instance, municipalities, among the
smallest units of government in the United States, have expended significant effort to
create, refine, or reform their budgeting methods. When the current level of services
provided by many local governments is considered, it appears these efforts are well
justified. For example, in 2011 elected officials in New York City, Chicago, and Houston

approved budgets of $65.9 billion, $6.3 billion, and $1.8 billion, respectively. Even
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smaller cities such as College Park, Maryland and De Pere, Wisconsin, where
populations do not reach 35,000, have approved budgets that approach or exceed $15
million.* Regardless of the level or size of the government under consideration, the
budgets of general purpose governments allocate resources that contribute to the
protection and general well-being of their citizens. There is little doubt that budgets and
their development warrant the growing practical and academic discussion highlighted in
thé research cited below. This also means, however, that any gaps in previou; research
should be carefully considered and addressed to ensure a clear picture of public
budgeting, particuiarly at the local level.
The Current Staté of Budgeting Research

Given the importance of public budgets and the processes used in their
development, what can be said about the current state of budgeting scholarship? First,
.even a cursory review of past budgeting research illustrates the breadth of public finance
and budgeting topics that have been examined to this point. Of these topics, several have
received significant and sustained attention. For example, a longstanding discussion |
among budgeting scholars, particularly those focused on national and state budgets, has
addressed the growth éf budgets over time and the patterns they exhibit. At the outset of
this debate, incrementalism was considered the dominant explanation used to describe
budgetary development. Promoted by Wildavsky (1964) and others (Davis et al 1966),
incrementalism suggests budgets are never completely reevaluated. Instead, a budget
developed in a current year is based on budgets established in previous years. Despite its

initial popularity, however, incrementalism was quickly criticized by subsequent

* According to the 2010 U.S. Census, the population of College Park, Maryland is 30,413 and its approved
2012 budget is approximately $14 million. The 2010 population of De Pere, Wisconsin, according to the
U.S. Census is 23,800 and its approved 2012 budget is $16 million.
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scholarship that questioned its explanatory power (Wanat 1974) and inherent assumptions
such as budget stability (Natchez and Bupp 1973; Gist 1977) and others (Bailey and
O’Connor 1975; Kamlet and Mowery 1980). More recently, scholars have suc.cessfully
argued that both national (Jones et al 1998; Jones and Baumgartner 2005; True 2000) and
state (Jordan 2003) budget allocations do change—sometimes dramatically.

While budget growth and allocations have been active areas for research, their
application to local governments has been relatively limited when compared to other
levels of government. This is not the case, however, in other areas of research. For
instance, one specific niche has attempted to examine how cities have utilized various
budgeting strategies and reforms to cope with increasingly challenging fiscal conditions.
These reforms have been detailed by Irene Rubin (1991; 1992; 1998) and others (Rubin
and Stein 1990; Cooper 1996, Tyer and Willand 1997) through case studies of major
cities across the United States. In some instances, the case studies have included highly
descriptive historical accounts of the development of budget methods and strategies
(Rubin 1998). Cities such as New York City (Stein 1976), Dayton, Phoenix, Rochester
(NY), Boston, St. Louis, Tampa (Rubin 1991; 1992), Milwaukee (Hendrick 2000), and
Philadelphia (Shubik et al 2009) have been highlighted.’ As a whole, the studies illustrate
how time, municipal institutions, and political necessity have moved cities toward
various budget reforms such as line-item budgeting, zero-based budgeting, and
performance-based budgeting.

Surveys also have been employed to determine the extent to which various budget

and management tools are utilized by local governments. For example, using contact

> Prior to Rubin’s analysis of budget reform in six cities (1992), St. Louis was the focus of a similar study
two years prior (Rubin and Stein 1990).
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information obtained from the ICMA, several scholars have examined the use of budget
and financial management reforms (e.g., zero-based budgeting, target-based budgeting,
and performance measurement) with quaﬁtitative methods (Botner 1989; Poister and
McGowan 1984). Subsequent surveys expanded to include tools such as revenue and
expense forecasting, financial trend monitoring, and program budgeting (Poister and
Streib 1989; Poister and Streib 1994). State-specific surveys have examined financial
trend monitoring, multi-year budgeting, multi-year revenue and expense forecasting,
program/performance budgeting, line item budgeting, zero-based budgeting, and activity-
based accounting (Mandell 1991, 1997).° Because similar surveys have been repeated
over several decades, the results, similar to those provided by case studies, provide a
relatively clear picture of the budgeting reforms and strategies adopted by local
governmenté over time. Given the benefits of each method, both are be explored when
the research design is developed in Chapter 3.

Among the reforms mentioned above, extensive commentary and research has
addressed topics such as zero-based budgeting (Schick and Hatry 1982; Sherlekar and
Dean 1980; Moore 1980; Cowen and Dean 1979; Dirsmith and Jablonsky 1979) and
target-based budgeting (Coertz 1993; Rubin 1991; Wenz and Nolan 1982). However, the
more recent wave of attention given to performance measurement in the budget process is
particularly relevant to this project.” Used in an effort to increase the effectiveness of

both management and accountability techniques (Behn 2003), performance measures

8 For Mandell’s research projects, both in 1991 and 1997, North Carolina was the state under consideration.
However, the studies were designed to replicate, at least partially, the surveys utilized by Poister and
McGowan (1984), Streib and Poister (1989) and Positer and Streib (1994).

7 The sources cited regarding both zero-based and target-based budgeting do not represent a comprehensive
review of the literature on the two reforms. The selected research simply samples scholarship as these
topics are not central to the questions examined in this research.
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have been integrated with a variety of budget reforms such as program, zero-based, and
target-based budgeting (Kelly and Riverbark 2002) at nearly every leve_,l of government.
At its most basic, governments that adopt the technique select a variety of indicators or
metrics that are uséd to measure the performance of an agency or program (Wang 2000).
Dépending on agency or programmatic performance, future budget allocations can be
adjusted in an attempt to better achieve organizational goals.

In respons.e to the initial popularity of the reform, research has focused on the
degree to which municipalities actually use performance measures in a meaningful way
when constructing budgets or making management decisions (see, for example, Grizzle
1987; Palmer 1993; de Lancer J ulnés and Holzer 2001). The conclusions developed by
the scholars have been instructive. Despite a general agreement about their importance
and support from a variety of professional organizations, the results of a case study and
sufvey conducted by Kelly and Rivenbark lead the authors to conclude, “budget officers
primarily used line-item expenditures and historical data to construct the budget, using
performance data only as a secondary informational source” (2002, 232).

Although focused on performance measurement and budgeting, the application of
these studies to this project is apparent. Similar to the-use of performance measures in the
budget process, general budgeting guidelines are theoretically satisfying and supported
by alarge and generally respected professional organization. However, as ‘Kelly and
Rivenbark (2002) demonstrate, conceptual popularity and organizational support for
certain practices do not necessarily mean they are being used in a meaningful and
consistent manner. This conclusion, as an ensuing review of Herbert Simon’s (1946)

commentary illustrates, is not entirely novel to students of public administration.
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Finally, in addition to examining budget allocations, reforms, and the historical
development of the budgeting process in American cities, some studies have examined
specific normative questions related to municipal budgeting and its practitioners. For
example, the role of citizen participatibn in the budget process has been the focus of a
wide variety of research questions (see, for example, Ebdon 2002; Franklin and Ebdon '
2005; Ebdon and Franklin 2006; Kweit and Kweit 1981; Miller and Evers 2002; Thomas
1995). For example, is citizen participation in the bu;iget process valuable? Why do
citizens participate? What makes participation effective? What factors promote citizens
participation? How should the process be designed to promote citizen participation
(Wilson 1983; Simonsen and Robbins 2000)? Deépite an extensive focus on these types
of questions, however, Ebdon and Franklin (2006) argue that “in many ways, this is a
wide-open area. Much has been written on the importance of participation in the
government process, but we have relatively little generalizable empirical knowledge
about the use of participation in budgeting” (445). Once again it appears that even a topic
informed by a large number of research efforts can rerﬁain unsettled.

. While the full extent of past budgeting scholarship cannot be exi)lored here, the
topics discussed above illustrate some of the primary areas of research related to
budgeting and its practical applications. The review indicates that the volume of
scholarship dedicated to the subject has continued to increase. However, even among
active topics, research gaps remain. Additionally, some questions have not been
addressed at all. For example, desi)ite some related efforts (Kelly and Rivenbark 2002),
previous research provides little indication that scholars have considered the extent to

which budgeting guidelines and recommendations promulgated by organizations like the
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GFOA are actually utilized by municipal governments. Answering the questions posited
in Chapter 1 will provide the first step toward filling this particular gap.
A Theory of Public Budgeting?

In spite of the expanding nature of research dedicated to public budgeting, the
above revieQ reveals a somewhat less complementary characteristic of budgeting
scholarship—its theoretical foundations are rather weak. This criticism is not new to
students of public budgeting and management. Writing in 1940, V.O. Key provided his‘
assessment of budgeting scholarship and it remains one of the most often cited comments
on the subject (Neuby 1997). According to Key, “Nevertheless, the absorption of
energies in the establishment of the mechanical foundations for budgeting has diverted
attention frém the basic budgeting problem (on the expenditure side), namely: On what
basis shall it be decided to allocate x dollars to activity A instead of activity B?” (1940,
1138). In short, Key argued that little theory had been developed that properly explained
the public budgeting process. |

| Despite‘ being written over 70 years ago, few scholars have provided evidence to
correct this observation. In fact, the sentiment has been repeated in more recent
commentaries. For example, “Theories are found in nearly every subfield of political
science and public administration, yet budgeting, as an integral part of both or perhaps a
subfield in its own right, is basically devoid of theoretical guidance” (Neuby 1997, 131).
Neuby (1997) continues by suggesting that general scholarly agreement on budget
processes, theories, methods, and overall efforts has been limited. In spite of this

skepticism, several theories of budgeting have been promoted. Incrementalism, for
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example, often has been mentioned as a theory of public budgeting. Schick (1983) begins
an analysis of incrementalism with this perspective.

For almost two decades (since the publication of Wildavsky’s The Politics of the
Budgetary Process), incrementalism has been the preeminent theory of budgeting. It is
the leading explanation of how the budget process works, and for many scholars and
participants, it is also a prescription for how the process should work (1).

Nonetheless, Schick (1983), and others (see, for example, Bozeman and Straussman
1982; Gist 1977; Rubin 1990) either have augmented incrementalism or have provided
significant resistance to its theoretical status.®

In response to these conclusions, Gibran and Sekwat (2009) suggest budgeting
theory should be guided by certain aspects of open systems theory. Budget development,
according to the authors, is part of an interactive policy process that can be influenced by
both internal and external forces. This framework, they conclude, may provide a better
perspective when cohsidering how, when, and why budgeting 1s completed. Since the
suggestions are largely descriptive, the authors leave further development and
comprehensive testing of the theory for subsequent researchers. Consequently, it appears
Key’s (1940) statements remain an accurate assessment of budgeting theory.

Overall, public budgeting—at all levels of government—has provided a fertile
area for both practical and academic research. Although no comprehensive theory has
been developed, the efforts have illustriated the dynamic and often complex nature of
public budgeting. By examining the guidelines and practices utilized by practitioners
while developing municipal budgets, the goal of this research is to provide additional

clarity to yet another aspect of this topic. However, since the implications of this research

® With the addition of their concept of punctuated equilibrium (agenda setting, attention allocation, and
information processing), Jones and Baumgartner (2005) suggest the incremental approach remains useful as
a theory of budgeting.
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may relate to the historical debate over principles and proverbs of public administration,
it is also important to examine this exchange and its connection to this project.
Principles and Proverbs of Public Administration

In its early years as a distinct field 6f research, public administration scholars
were focused on similar themes. According to Hammond, “Prior to the 1950s, students of
public administration had found questions about the design and reorganization of
o.rganizational structures to be among the most vital and stimulating in their field” (1990,
144). Among these studies was an edited volume compiled by Luther Gulick and Lydal
Urwick in 1937 that contained an essay written by Gulick himself. In the essay, Gulick
(1937) advocated for a collection of principles focused on organizational structure which
would lead to the improvement of organizational performance. These principles
addressed concepts such as the division of labor, span of control, unity of control,
homogeneity, and departmentalization. Each principle was intended to provide a specific
benefit. For example, the division of labor allowed workers to develop specjalization and,
therefore, greéter efficiency. Similarly, according to the “span of control” principle,
managers could be more effective when the number of employees under their control was
small rather than large. In short, “manag'ement scholars claimed that the implementation
of these and related principles would résult in organizations characterized by an almost
mechanical efficiency” (Meier and Bohte 2000, 116).

In spite of their initial popularity, it did not take long before the principles were
challenged. Less than a decade after their publication they were subjected to their most
direct and damaging affront. Detailed in an article written by Herbert Simon in 1946, the

commentary suggested the principles were relatively limited for several reasons. First, the
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principles contradicted each other. “A fact about proverbs that greatly enhances their
quotability is that they almost always occur in mutually contradictory pairs” (Simon
1946, 53). For example, Simon argued that unity of command inherently conflicted with
specialization. Essentially, if a person with one specialization is supervised by a person
with a different specialization he or she may find it difficult to receive help on technical
job-related questions. The supervisor would not have the knowledge to assist the
employee and a request for ass'istance from another department would violate the unity of
command principle. Simon further illustrated the limitations of the principles by relating
them to a science of administratiqn. “It is not that the propositions expressed by the
pro{/erbs are insufficient; it is rather that they prove too much. A scientific theory should
tell what is true but also what is false” (Simon 1946, 53).

According to Simon (1946), another major limitation was that many of the
principles and their component terms were vague and, as a result, created a multitude of
problems. This was particularly significant with regard to Gulick’s discussion of
organization based on purpose, process, clientele and place (but see Hammond 1990).
Simon argued that Gulick (1937) provided little clarification of the four terms which
blurred their distinctions. “It is clear that this principle is internally inconsistent; for
purpose, process, clientele, and place are competing bases of organization, and at any
given point of division the advantages of three must be sacrificed to secure the
advantages of the fourth” (Simon 1946, 58). In short, ambiguity created significant
latitude for interpretation. Criticisms related to ambiguity also were directed at terms and
concepts embedded in the specialization and unity of command principles. Overall, the

effect of Simon’s critique was significant. Not only did administrative principles appear
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less useful, but the critiques almost completely shifted public administration research
from organizational structure to decision-making (Hammond 19§O).

In spite of the criticisms leveled against the principles, recent research with a
focus on the topic has shown that the ideas of Gulick and other likeminded scholars may
still be relevant. Examining the debate in detail, several scholars have defended the
principles against Simon’s critiques and expressed regret about the theoretical shift in
publié administration after Simon’s commentaries (Meier 2010; ‘Hammond 1990).
Additionally, Meier and Bohte (2000) have found that the span of control—a key
principle—among public school personnel can influence student performance. Based on
these more recent conclusions, it appears a reexamination of the topic is not without
precedent or relevance. While this project does not focus on organizational structure and,
therefore, does not approach the debate directly, consistent and uniform use of practices,
such as those described here, could indicate the development of principles in others areas
of the public administration field.

Practices, Budgeting, and the GFOA

While debate over the series of organizational principles advocated by Gulick and
his contemporaries largely has been absent from recent public administration scholarship,
research has focused on the development of related, but less concrete concepts such as
recommended practices or “best practices”. According to Coggburn and Hays (2004),

One of the most enduring themes of management is the relentless search for a better way
of doing things. In fact, schools of organizational theory are usually based on the premise
that there is a "best” way of accomplishing generic management tasks if only it (they)
could be identified and understood (433).

The observation made by the authors is supported when the scope of research dedicated

to these prescriptions is considered. For example, early discussions of recommended
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guidelines were directed toward topics such as the use of consultants by public managers
(Bowen and Collett 1978) and the merits of policy evaluation (Bozeman and Massey
1982). More recent examinations of “best practices™ have focused on topics that range
from information management (Rocheleau 2000) and human resources management
(Coggburn and Hays 2004) to benchmarking municipal service quality (Folz 2004) and
emergency management (Henstra 2010). Local public finance topics such as procurement
(Duncombe and Searcy 2007), the use of e-government during the budget process
(Justice et al 2006), and ;he prevention of local fiscal crises (Coe 2008) have been
examined aé well. The development of best practices (Overman and Bbyd 1994) and
guidelines for researching the topic (Bretschneider et al 2005) also have been considered.
Discussions related to recommended and best practices have not been confined to
academic journals. In many cases, practitioners and professional organizations either
have commented on the use of best practices or contributed to their development. For
example, professional organizations such as the ICMA, the International Economic
Development Council (IEDC), the International Institute of Municipal Clerks (IIMC) and
the GFOA have helped to develop, publish, and promote recommended or best practices
related to their specific fields. While none of these organizations espouse their
recommendations or practices as concrete principles, their use is encouraged as a means
to potentially improve organizational performance, nonetheless. However, only a small.
amount of research has examined the degree to which governments adhere to these types
of recommendations. If these prescriptions consistently match the practices utilized by
governments, certain practices may, in fact, be better classified as principles—similar to

those promoted by Gulick. In short, principles within public administration may be more



27

prevalent and helpful than both current and previous research appears to suggest. Given
the important role of public budgeting, this project will dedicate its focus to the GFOA
and the guidelines and practices it promotes.

Evolving from its establishment in 1906, the Government Finance Officers
Association (GFOA) has become a prominent professional organization with the purpose
of promoting good budget practices among state and local governments in the United.
States and Canada. Commentators suggest the GFOA has been instrumental in increasing
the level of professionalism with regard to financial management and reporting among
municipalities (Rivenbark and Allison 2003). The organization has offered awards,
seminars, programs and training sessions in order to further promote certain financial
practices. Additionally, and most important for this project, the GFOA has developed a
broad array of recommendations, advisories, and best practices to provide “members and
other state and local governments more guidance on sound financial management
practices” (GFOA 2010).

This type of guidance was solidified when the GFOA began developing a set of
recommended budgeting practices for state and local governments. The process began in
1990 when a GFOA committee produced a white paper indicating é need for improved
public budgeting practices. A subsequent symposium consisting of government officials
and budget and finance practitioners confirmed the need identified by the committee
(Gross 1998). In response these conclusions, the GFOA, state and local budgeting
practitioners, labor organizations, elected officials, and academics formed the National
Advisory Council on State and Local Budgeting (NACSLB) to develop recommended

practices that specifically addressed state and local budgeting (Gross 1998). Following a
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three year process, a series of recommended budgeting practices was released in
December 1997 and a document entitled Recommended Budget Practices: A Framework
for Improved State and Local Government Budgeting was published in 1998.

The framework contained in the document is composed of four principles that
address the various stages in the budget process.’ For example, the first principle suggests
governments develop broad goals to guide budgetary decision making. The second
principle continues through the process by suggesting governments develop policies,
plans, programs, and strategies to identify how they will achieve the long-term goals
developed through the use of the first principlé. Because of their general nature, however,
each of these principles is composed of increasingly specific elements, practices, and
outputs. Twelve elements are divided across the four principles, 59 practices are divided
across the twelve elementé and each practice is associated with a number of identifiable
outputs.lO The outputs, developed to illustrate the tangible results of successful
implementation, represent the most specific and fundaméntal recommendations in the
framework. In sum, the elements describe the activities needed to achieve the principles
while the practices and outputs describe the activities needed to achieve the elements and
thus the principles. Figure 2.1 illustrates the basic structure of the framework and
includes the titles of each principle and element. A more complete version, that includes

the titles of each practice, is presented in Appendix A."

® Though the broadest categories in the NACSLB budgeting framework are called principles, the document
does not, in any way, suggest the term is tantamount to the principles promoted by Gulick (1937).

10 Although the outputs associated with each practice are displayed in a paragraph format, it is relatively
easy to separate each output paragraph into individual output statements.

! Given the number of specific outputs associated with each practice, they are not presented until Chapter
3, when the focus of the project becomes more clearly defined.



Figure 2.1 Basic Structure of the NACSLB Budgeting Framework

Principle 1: Principle 2: Principle 3: Principle 4:
Establish Broad Develop Approached  Develop a Budget Evaluate
Goals to Guide to Achieve Goals Consistent with Performance and
Government Decision Approaches to Make Adjustments
Making Achieve Goals
Element 1: Element 4: Element 8: Element 11:
Assess Community Adopt Financial Develop a Process for Monitor,
Needs, Priorities, Policies Preparing and Measure, and
Challenges and Practice 4.1 Adopting a Budget Evaluate
Opportunities Practice 4.2 Practice 8.1 Performance
Practice 1.1 Practice 4.3 Practice 8.2 Practice 11.1

Practice 1.2

Element 2:

Identify Opportunities

and Challenges for

Government Services,

Capital Assets, and

Management
Practice 2.1
Practice 2.2
Practice 2.3

Element 3:
Develop and
Disseminate Broad
Goals
Practice 3.1
Practice 3.2

Practice 4.3a
Practice 4.4
Practice 4.4a
Practice 4.5
Practice 4.6
Practice 4.7

Element 5:

Develop

Programmatic,

Operating and Capital

Policies and Plans
Practice 5.1
Practice 5.2

Element 6:

Develop Programs and

Services That Are

Consistent with

Policies and Plans
Practice 6.1
Practice 6.2
Practice 6.3
Practice 6.4
Practice 6.4a

Element 7

Develop Management

Strategies
Practice 7.1
Practice 7.2
Practice 7.3

Practice 8.3
Practice 8.4
Practice 8.5

Element 9:

Develop and Evaluate

Financial Options
Practice 9.1
Practice 9.2
Practice 9.2a
Practice 9.2b
Practice 9.2¢ -
Practice 9.2d
Practice 9.3
Practice 9.4
Practice 9.5
Practice 9.6

Element 10:
Make Choices
Necessary to Adopt a
Budget
Practice 10.1
Practice 10.1a
Practice 10.1b
Practice 10.1¢
Practice 10.1d
Practice 10.1e
Practice 10.1f
Practice 10.1g
Practice 10.2

Practice 11.1a
Practice 11.2
Practice 11.3
Practice 11.4
Practice 11.5

Element 12:
Make
Adjustments as
Needed
Practice 12.1
Practice 12.2
Practice 12.3

Since its development, the framework has been referenced by a number of

municipal budgeting scholars (Ervin 2001; Hendrick 2002), some of which have

29



30

highlighted its benefits extensively (Gross 1998; Peddle and Thurmaier 2011). For
example, abcording to Gross (1998), there are three ways the NACSLB guidelines assist
governments. First, they illustrate good budgeting practices that can be used to improve
the budget process. Second, they divide the budget process into specific steps which
allows it to be examined more easily. Third, and most specifically, “they make clear what
good budgeting is” (1998, 11). As a result, it appears the use of these principles and their
components can provide significant benefits to local governments (Rivenbark .and Allison
2003; Calia et al 2000; Gross 1998).

The benefits described in these commentaries provide support for a more systemic
assessment of the guidelines. As examinations of different public managément practices
have uncovered (Simon 1946; Kelly and Rivenbark 2002), it is inappropriate to assume
well supported guidelines can be applied to practice in a straightforward, practical
manner. Answering the research questions developed in Chapter 1 should explicitly
illustrate whether governments take certain liberties or if the framework is used as a
much more binding document in order to achieve the greatest number of benefits. Stated
more simply, the research will determine the degree to which municipalities adhere to, or
deviate from, these types of recommendations. The process needed to achieve this goal is
detailed Chapter 3.

Conclusions

The budgets of local governments, regardless of their size, allocate resources that
contribute to the daily protection and general well-being of their citizens. As a result, the
processes utilized to develop budgets can involve complex decisions that have the

potential to produce significant consequences. Budgets, therefore, have become much
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more than simple lists of revenues and expenditures. As the NACSLB concluded nearly
15 years ago, “A good budget process is far more 'than the prepafation of alegal
document that appropriates funds for a series of line items. Good budgeting is a broadly
defined process that has political, managerial, planning, communication and financial
dimensions” (1998, 3).

In response to this importance, a variety of research has been under;aken to
examine public budgets and their development more closely. Though the volume of
research on the topic continues to expand, the current scope of the literature is significant.
For example, financial trends (Wildavsky 1964; Davis et al 1966, Jones et al 1998; Jones
and Baumgartner 2005) budgetary reforms (Rubin 1998; Rubin and Stein 1990; Cooper
1996, Tyer and Willand 1997), performance measures (Palmer 1993; de Lancer Julnes
and Holzer 2001; Kelly and Rivenbark 2002), citizen participation (Ebdon 2002; Franklin -
and Ebdon 2005; Ebdon and Franklin 2006) and theoretical developments (V.O. Key
1940; Neuby 1997; Gibran and Sekwat 2009) have, and continue to be, prominent
budgeting topics in the fiélds of public administration and political science. However, as
public budgeting continues to develop as an important aspect of both disciplines, a closer
examination is needed to determine if any significant research gaps remain unaddressed.

As this chapter has illustrated, one important gap is the limited attention given to
the practices and guidelines utilized by practitioners throughout the budget process.
While some research has addressed recommended or best practices related to specific
topics, a comprehensive analysis of budgeting practices has been limited. In particular, no
previous research has examined the use of the guidelines published in 1998 by the

NACSLB with support from the GFOA—one of the most prominent professional
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organizations dedicated to public budgeting among states and local governments. This is
a missed opportunity, as the document contains a large number of specific guidelines that
cover the budget process in its entirety. Consequently, the project developed in the
following chapters will address this gap by determining the degree to which the
NACSLB guidelines are utilized among local governments in the United States. Chapter
3 begins this process by discussing the development of an appropriate research design

and data collection process.
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Chapter II1.
Assessing the Budget Practices of Local Governments

Introduction

With the development of guiding research questions in Chapter 1 and a review of
relevant literature in Chapter 2, attention can be directed to the scope and design of the
project under consideration here. Chapter 3 is dedicated to this purpose. However, given
the exploratory nature of this project and the general lack of data related to the use of
budgeting practices by local governments, the chapter also includes a discussion of the
efforts needed to collect necessary data. In order to justify various approaches and
decisions, the extant literature explored in Chapter 2 is referenced throughout the chapter
as well. Overall, the process largely conforms to the methods utilized by previous
research, although some innovations were made to accommodate the project’s scope and
its bopulation of interest. | | a

The chapter begins by exploring the NACSLB budgeting framework in greater
detail. Because of the size of the framework and the number of guidelines it contains, the
focus for this particular project is narrowed dramatically. A thorough discussion of the
advantages and disadvantages of potential research methods follows. Once survey
research is justified as the appropriate method, subsequent portions of the chapter discuss
development and implementation. The chapter concludes with an initial examination of
the survey results, with a particular focus on the characteristics of respondents and their
municipalities and departments. The remaining chapters are dedicated to applying the

data produced here to the questions developed in Chapter 1.
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Setting the Parameters

When Herbert Simon published his commentary on the principles of public
administration in 1946, a repeated criticism of the principles was their ambiguity.
According to Simon, concepts embedded in several principles were too vague and,
therefore, nearly impossible to implement in a consistent manner by practitioners in the
field (Simon 1946). For example, although greater specialization was recommended as a
means to increase efficiency, the principle did not desc;ibc how specialization could be
implemented and defined (Simon 1946). In short, if the principles were difficult to apply
on a consistent basis, they could not be defined as “principles” in practice.

In contrast to the management principles, the guidelines contained in the
budgeting framework developed by the NACSLB are explained, in detail, in a 78 page
- document. There are certainly benefits to this level of specificity, especially for
practitioners. Finance and budget administrators are able to examine the document and
determine, with relative ease, what actions are needed to successfully adhere to the
framework. However, for research attempti_ng to examine the use of the document among
practitioners, the exceptional detail creates a unique challenge. With four principles
defined b‘y 12 elements, 59 practices, and an even greater number of individual outputs, a
proper assessment of the entire document in a single, detailed analysis is nearly
impossible. This is particularly true for the NACSLB framework because implementation
of each of the broad principles is based on the implementation of more specific elements,
even more specific practices, and finally, the achievement of individual outputs. If the
implementation of the overall framework requires engaging in specific practices, the use

of these practices and their component outputs must be examined in detail as well. As'a
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result, detailed research examining the entire framework would require obtaining
information on the use of hundreds of specific outputs. For example, between two and
three individual output statements, at a minimum, are associated with each of the 59
practices. More than a dozen individual statements are associated with others.

Although such a study would produce an incredible amount of useful information,
it is problematic for several reasons. First, a proper examination of each output would
produce such a large amount of data that it would be extremely difficult to address in a
single study. Even a book length document would not be able to dedicate enough space to
properly address éach piece of the framework in detail. Second, acquiring information on
the use of each practice and output would require significant effort from research
participants. Responding to such an inquiry would require a time and resource
commitment that few municipal employees would be able to provide. Furthermore, and
similar to scholars in other subfields of political science and public administration,
students of public budgeting have concluded that there is a significant trade-off between
response rate and the length of an interview or survey (de Lancer Julnes and Holzer
2001). In short, it would be extremely difficult to complete a proper analysis of the
NACSLB principles if each specifié guideline was examined in a single project.

One potential solution to this dilemma involves shifting the focus of the research
from the 59 practices and their corresponding outputs to the 12 elements. This would
allow the research to focus on a smaller number of broad recommendations rather than
several hundred specific activities. A more detailed discussion could then be dedicated to
each of the 12 elements. Additionally, because the 12 elements represent the entire

framework and, thus, the entire budget process, no section would be excluded from the
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analysis; In spite of these benefits, however, there is one significant disadvantage to using
this approach. An examination of the 12 elements largely creates the same problem faced
by supporters of Gulick’s principles—ambiguity. For example, Element 7 is titled
“develop management strategies”. The element, without its component practices or
outputs, does not discuss what type of strategies need to be developed, the number of
strategies, or the details associated with each strategy. In short, like Gulick’s principles,
the elements themselves are vague, allow significant room for interpretation and,
therefore, could create significant inconsistency during implementation.

A second potential solution involves examining the practices and outputs, but
only from a portion of framework. The most obvious disadvantage to this approach is that
certain portions of the framework would not be included in the analysis. This would limit
any conclusions to the sections given explicit attention in the research. The remaining
pieces of the framework would need to be the focus of future research projects.
Nonetheless, only examining a portion of the NACSLB budgeting document provides
several significant advantages. First, the individual statements associated with each of the
pracﬁces can be examined in greater detail. As previously mentioned, the use of these
statements, the most specific in the framework, provides the best indication of the
framework’s use among practitioners. Second, less information will be required from
municipalities, which should increase the willingness of staff members to participate in
the project (de vLancer Julnes and Holzer 2001). It appears, therefore, that this approach
provides the best opportunity to complete an initial analysis of the NACSLB budgeting

guidelines without neglecting their most important and specific aspects.
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Research Focus

The next logical step in the research process is to determine which sections will
be the focus of this analysis. While the GFOA supports the use of the entire NACSLB
document, the structure of the framework allows it to be divided in a relatively
straightforward manner (Gross 1998). As the previous chapter illustrates, each of the
principles and elements—and their component practices and outputs—discuss a specific
part ‘of the overall budget process. For example, Principle 3 is entitled “Develop a Budget
Consistent with Approaches to Achieve Goals”. As a result, the elements, practices, and
outputs associated with Principle 3 specifically detail the budget creation and adoption
process. However, each principle is associated with between two and four elements,
seven to 24 practices and an even larger number of individual outputs. Consequently,
even an examination-of a single principle an‘d its individual recommendations would be
vulnerable to the analytical and data collection challenges discussed above. A potential
solution to this problem is to narrow the scope of the research even further. For instance,
if the research were to focus on specific elements, rather than principles, the research
only would need to focus on the practices and outputs associated with the specific
elements. Given these benefits, the project’s scope will be confined to a set of elements.

The next set of questions requiring consideration becomes obvious—how should
the elements be chosen and, once answered, which of the 12 elements in the budgeting
framework should be the focus of the project? One potential answer to the first question
is to randomly select from the 12 possible choices. This -method gives each of the
elements an equal opportunity to be selected and follows established research

conventions. The problem is that this type of method may not necessarily be the most
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appropriate to meet the objectives of this project. As mentiongd above, the primary goal
of the research is to determine the degree to which budgeting guidelines are utilized by
practitioners. However, budget and finance officials are not necessarily instrumental in
every part of the process. In fact, in many instances the framework includes guidelines
that primarily involve the decisions of elected officials and the actions or opinions of
municipal citizens, various municipal departments, or other stakeholders. For example,
the first practice associated with E;lement 1 is titled “Assess Government Management
Systems, and Identify Issues, Opportunities, and Challenges”. According to the NACSLB
framework, the following outputs should be associated with the practice:

A process should be instituted to routinely identify, analyze, and address issues related to
a government’s organization and management systems and the environment in which
these systems operate. This process includes an examination of strengths and weaknesses
of the organizational structure, interdepartmental communication and cooperation,
communication of goals and directives, motivation of staff, conflict management, and
provision of other internal needs and support systems. The review also should include an
assessment of management policies, procedures, and systems that support achievement of
goals. These reviews should involve stakeholders, as appropriate, including legislative
bodies; government managers, employees and/or their representatives; and business and
community leaders (NACSLB 1998).

Based on the statement included in paragraph it is obvious that proper implementétion of
the practice involves the participation of individuals beyond those in the budget or
finance department. Similarly, the final practice associated with Element 10 is titled
“Adopt the Budget”. This practice, though clearly instrumental to the budget process,
cannot be completed by the chief financial officer or municipal budget analysts; the
budget must be formally adopted by a municipality’s legislative body. In short,
determining the elements most closely associated with the activities of practitioners will

allow this project to isolate the activities of practitioners and permit future research to
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further explore adherence to the framework by other stakeholders such as elected officials
and citizens.

Given the focus on budget and finance officials, several principles and their
elements can be eliminated at the outset. For example, Principle 1 is titled “Establish
Broad Goals to Guide Government Decision Making”. As would be expected, the
principle and its component elements, practices, and outputs discuss the need for
municipal officials and other stakeholders to determine the concerns, needs, énd priorities
of the community. While these activities certainly are useful during the budget process,
the successful implementation of the principle and its components is a function of a wide
array of groups that exist outside of a budget or finance department. Similarly, many of
the elements and practices associated with Principle 4—*Evaluate Performance and
Make Adjustments”—involve the actions of other groups, either within the local
government or the larger community, and not the direct actions of finance or budget
employees. Based on these conclusions, the guidelines associated with Principle 1 and
Principle 4 will be reserved for future research projects.

Setting aside the above principles and their elements, seven of the 12 elements
remain as potential choices. However, in order to keep the research focused and practical,
the list needs to be reduced yet again. Following an examination of the practices
associated with the remaining elements, two elements—Element 4 and Element 9—
appear to be the most appropriate for the present research project. The elements contain
practices largely under the purview of municipal budget or finance departments. All of
the practices associated with Element 4, for example, address the development of specific

financial policies that require budget or finance officials for creation and proper



implementation. Similarly, Element 9 addresses topics such as financial evaluations,

preparations, and planning—activities largely undertaken by a municipal finance or

budget department.'? Table 3.1 displays the selected elements and their component

practices.

Table 3.1 Element 4 and Element 9 and their Component Practices

Element 4—Adopt Financial Policies

Practice 4.1
Practice 4.2
Practice 4.3
Practice 4.3a
Practice 4.4
Practice 4.4a
Practice 4.5
Practice 4.6
Practice 4.7

Develop policy on stabilization funds

Develop policy on fees and charges

Develop policy on debt issuance and management
Develop policy on debt level and capacity
Develop policy on use of one-time revenues
Evaluate the use of unpredictable revenues
Develop policy on balancing the operating budget
Develop policy on revenue diversification
Develop policy on contingency planning

Element 9—Develop and Evaluate Financial Options

Practice 9.1
Practice 9.2
Practice 9.2a
Practice 9.2b
Practice 9.2¢
Practice 9.2d
Practice 9.3

" Practice 9.4

Practice 9.5
Practice 9.6

Conduct long-range financial planning

Prepare revenue projections

Analyze major revenues '

Evaluate the effect of changes to revenue source rates and bases
Analyze tax and fee exemptions

Achieve consensus on a revenue forecast

Document revenue sources in a revenue manual

Prepare expenditure projections

Evaluate revenue and expenditure options

Develop a capital improvement plan

40

There are several additional benefits associated with using Element 4 and Element

9. First, the elements represent two separate principles, Principle 2 and Principle 3.

Because each principal describes distinct steps in the budget process, the research will not

be confined to a single stage. Second, the topics of the selected elements are very diverse.

Element 4 primarily addresses the creation of specific budgeting policies while Element 9

primarily addresses specific budgeting activities such as evaluation, preparation, and

* 2 This does not mean that the remaining elements and practices are not important to the budget process and

budgeting-related research. These choices simply represent the initial focus of what will become a much

larger research agenda that will examine the remaining portions of the framework more specifically and the
roles played by additional stakeholders.
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planning. If the practices associated with these elements are utilized at different rates, the
research may help to determine if different priorities are given to different portions of the
framework. Finally, because the two elements are associated with 19 individual practices
and, subsequently, an even greater number of specific outputs, the breadth of the topics
are more than adequate to be the focus of a single, yet comprehensive, research project.
Research Method

Because this research is attempting to fill a void in an existing set of literature,
there are numerous research methods that could be replicated for this project. However,
unlike other areas of political science and public administration, there is no existing
database that indicates the degree to which local governments adhere to the specific set of
guidelines under consideration here. Thefefore, in order to properly examine the use of
NACSLB recommendations, original data must be acquired. As the scholarship examined
in Chapter 2 illustrates, there are a variety of possible research tools that can be used to
gather the requisite information.

One potential method, the in-depth case study, has been the choice for numerous
studies focused on specific budgeting activities and broad reforms (see, for example,
Franklin and Ebdon 2005; Rubin 1992; 1998). Cities such as Boston, St. Louis, Tampa
(Rubin 1992), New York City (Stein 1976), and Philadelphia (Shubik 2009), among
others, have provided useful cases. This approach certainly offers a variety of benefits.
For example, case studies allow individual cities or reforms to be examined in greater
detail than a large-N study normally would allow. Additionally, specific causal

mechanisms can be examined that could be hidden if other methods were used. For
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instance, case studies can be used to determine, in detail, why specific budgeting reforms
have been implemented by some cities and not others (Rubin 1992).

Despite their benefits and use in past budgeting scholarship, case studies may not
be the most appropriate method for this project. If the budgeting principles are to be
considered “principles” in the way Gulick used the term in his commentary on public
management, they need to be used in a large number of cases. While a case study may
find that a si'ngle city uses the principles regularly, it would be inappropriate to generalize
the level of use to other cities. In short, because the use of these principles must be
examined in a large number of municipalities, in-depth case studies would be an
impractical primary research method for the purposes needed here.'?

Given the need for information from a large sample, the use of surveys becomes
an obvious alternative method. There is no question that survey research has been popular
among political science and public administration scholars. For example, students of
public administration have utilized surveys to examine topics that range from
privatization (Dilger, Moffett, and Struyk 1997) and the use of management tools (Poister
and McGowan 1984) to contract management (BroWn and Potoski 2003) and the
adoption of e-government (Holden, Norris, and Fletcher 2003). '* In many instances, the
surveys are conducted and endorsed by the ICMA—one of the most prolific professional
organizations for public managers and employees. Additionally, public budgeting

research has employed surveys to explore general budget reforms (see, for example,

" This does not mean that case studies would be completely unhelpful when considering the potential
existence of budgeting “principles”. In fact, the final question in the resultant survey asked respondents
they if would be willing to participate in a more in-depth interview about the NACSLB budgeting
guidelines to support additional research.

" In political science for example, the voting behavior subfield makes extensive use of the American
National Election Survey (ANES), the General Social Survey (GSS), and Gallup Polls, among others.
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Mandell 1997; Poister and Streib 1994; Botner 1989; Poister and McGowan 1984)
performaﬁce measurement (Kelly and Rivenbark 2002; Melkers and Willoughby 2005;
Poister and Streib 1999) and citizen participation in the budget process (Berner 2004).

Similar to case studies, however, survey research has both benefits and
drawbacks. One drawback is that it is very difficult to create dynamic surveys. Once a
survey is distributed to a sample, it cannot be changed to account for trends or
unanticipated responses revealed in early returr;s. Additionally, while a quantitative
analysis can be used to explore survey results and determine statistical relationships, a
more detailed analysis often is required to determine why such relationships exist. In
_ spite of these drawbacks, surveys permit a researcher to obtain information from a large
population in a uniform and relatively efficient manner. Survey questions also can be
designed to obtain a standard set of responses (e.g., agree, disagree) or more unique,
open-ended responses. Finally, a survey instrument can be disseminated through a variety
of methods such as mail, telephone, or email. This allows the delivery method to be
customized based on the population of interest. Based on these advantages, the precedent
set by past schoiarship, and the nature of questions under consideration here, a survey
will be utilized as the primary research method for this project.
The Survey

When Luther Gulick published his thoughts on bureaucratic organizations and the
potential relationship between structure and performance, it was obvious that bureaucrats
themselves would be af the center of any changes and their cooperation would be a
requirement for implementation. If the principles were going to be implemented properly,

expertise needed to be developed, managers needed to limit the number of employees



44

under their direction, and departments needed to be properly organized (Gulick 1937). In
sum, the activities of practitioners were integral to Gulick’s strategy for greater
organizational performance. When examining the NACSLB budgeting guidelines, the
actions of public budget and finance practitioners are no less instrumental. Although the
guidelines address the entire budget process and its numerous stakeholders, the
recommendations require participation, either directly or indirectly, from muﬁicipal
finance or budget departments. | |
The essential role played by budget and finance practitioners in the budget
process is important to note when considering the practitioners of interest for the surveys.
Within any community a variety of groups or officials can have intimate knowledge of
the budget process. As a consequence, a number of potential respondents exist in a local
government beyond budget or finance officials. For example, mayors, council mémbers,
city administrators, clerks, and department managers generally are familiar with either
| part or all of their municipal budgets. Nonetheless, it would be difficult to justify using
the responses of these individuals over those of personnel specifically designated to
oversee and direct the development of municipal budgets. Previous research on local
public budgeting has reached similar conclusions (Kelly and Rivenbark 2002; Berner
2004; de Lancer Julnes and Holzer 2001). 15 Therefore, because of their responsibilities
and knowledge of the budget processes in their municipalities—particularly with regard

to the potential use of guidelines such as those established by the NACSLB—budget and

'> Many of the surveys implemented by the ICMA, though often primarily concerned with city managers,
include responses submitted by municipal finance officials such as chief financial officers, finance
directors, or treasurers.
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finance officials can be safely selected as the primary individuals of interest for this
-project.lé

To address the research questions developed in Chapter 1, much of the survey will
need to address the sections of the NACSLB budgeting document selected for
consideration here—Element 4 and Element 9. In order to properly address these aspects
of the framework, each element’s component practices and outputs need to be considered.
If municipalities want to adhere to the NACSLB elements, and thus, the principles, they
need to adhere to the outputs. For example, Practice 4.1—part of Element 4—is entitled
“develop policy on stabilization funds” and its output paragraph states:

The policies should establish how and when a government builds up stabilization funds
and should identify the purposes for which they may be used. Development of a policy on
minimum and maximum reserve levels may be advisable. Policies on stabilization funds
~ should be publicly available and summarized in materials used in budget preparation.
They also should be identified in other government documents, including planning and
management reports (NACSLB 1998, 17).

Based on these recommended outputs, it becomes apparent that a municipality must
provide stabilization fund policies to the public and they should be identified in a wide
array of reports and materials if the practice is followed correctly. As an additional
example, Practice 9.1—part of Element 9—is entitled “conduct long-range financial
planning”. According to the output paragraph:

The planning process results in the preparation of a financial plan consisting of various
components such as an analysis of financial trends; an assessment of problems or
opportunities facing the jurisdiction and actions needed to address these issues; and a
long-term forecast of revenues and expenditures that uses alternative economic, planning,
and policy assumptions. The financial plan identifies key assumptions and choices related
to achievement of goals. The plan may be summarized in the budget document or in a
separate report. It should be available to decision makers for their review in making
choices and decisions related to the budget process. It should also be shared with
stakeholders for their input (NACSLB 1998, 43).

16 As other areas of the framework are explored beyond the sections selected here, it will be important to
include other stakeholders such as elected officials, municipal administrators, and community members so
their roles in the use of budgeting guidelines can be better explored.



46

Based on these recommendations, long range plans need to include a variety of elements
such as an analysis of financial trends, problem and opportunity assessments, and
alternative assessments based on alternative assumptions. Additionally, the plan must be
made available to both decision makers and stakeholders for their review and input. The
practices and outputs associated with both elements are displayed in Appendix B.

As the above examples illustrate, the outputs associated with each practice are
formatted into paragraphs. However, the paragraphs are organized so specific outputs can
be easily identified and separated into individual statements. In order to reconstruct the
output paragraphs into individual outputs more appropriate for a survey-based research
method, each paragraph was separated into specific outputs which were then rephrased
into statements rather than recommendations. For example, two statéments were derived
fromv ?ractice 4.1 shown above. :

1. Stabilization policies have been developed that establish when stabilization funds are
created.

2. Stabilization policies have been developed that identify how stabilization funds
should be used.

Similarly, two statements were derived from Practice 9.1—the second example shown
above.

1. Long-range financial planning, which can include components such as an analysis of
financial trends, an assessment of problems or opportunities, and a description of
necessary actions to address any issues, has been completed.

2. Long-range financial plans include a description of long-term revenue and
expenditure forecasts using alternative economic, planning, and policy assumptions.

The examples also show, however, that additional outputs can be derived from each
paragraph. For example, additional outputs associated with Practice 4.1 could be:

1. Policies on stabilization funds have been made publicly available and are summarized in
materials used in budget preparation.

2. Stabilization policies are identified in other government documents; including planning
and management reports.
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Similarly, additional outputs associated with Practice 9.1 could be:

1. Long range financial plans are available to decision makers for their review in making
choices and decisions related to the budget process.
2. Long range financial plans are shared with stakeholders for their input.

The problem with including every individual output associated with each practice is that,
even though the scope of the research was reduced to two elements and their component
practices and outputs, the total number of output statements would be nearly impossible
to include in a single survey. As consequence, output statements were selected that best
represented their corresponding practices. Using this process for the remaining 17 output
paragraphs resulted in 38 individual statéments, 17 related to Element 4 and 21 related to
Element 9. The number of statements associated with each output paragraph ranged from
one to five, with two statements being the most frequent. !’

Once the output statements were developed for each of the practices, each
statement was paired with five potential options from Which the respondent could.choose:
agree, somewhat agree, somewhat disagree, disagree, and don’t know. While agree-
disagree questions can be problematic in some instances (Fowler 2002); an explicit set of
respondent instructions was developed and placed immediately prior to the 38 statements
in the survey to ensure accurate responses. The instructions briefly explained the
* statements and the response categories. The instructions, while included with the survey

displayed in Appendix C, are replicated in Table 3.2 as well.'®

17 Although the selection of the outputs may appear somewhat arbitrary, the number of statements would
have increased exponentially if all of the potential outputs were utilized in the survey. The reader is invited
to examine the survey instrument in Appendix C and compare the derived statements with the output
paragraphs shown in Appendix B.

'8 Another benefit of providing instructions to the respondent prior to the budgeting statements was to
reduce social desirability effects. Although the instructions at the beginning of the survey stress the
confidentiality of the responses, the sentence ‘“‘the practices described in the document may be used by
some budget departments and may not be used by others” was added to reinforce the idea that disagreement
or a lack of knowledge is not necessarily negative.
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Table 3.2 Respondent Instructions

In 1998 the National Advisory Council on State and Local Budgeting (NACSLB) developed a
document entitled, “Recommended Budget Practices: A Framework for Improved State and Local
Government Budgeting”. ’

The following statements are practices derived from this document. The practices described in the
document may be used by some budget departments and may not be used by others. Regardless
of your knowledge or use of this specific document and the budgeting framework it describes,
please indicate the extent to which your department either engages in, or does not engage in, the
following practices using the scale shown below.

Agree—indicates complete and/or annual compliance with the statement.

Somewhat agree—indicates frequent but not complete compliance with the statement.
Somewhat disagree—indicates irregular compliance with the statement.
Disagree—indicates non-compliance with the statement.

Don’t know—indicates you are unsure if there is compliance or non-compliance with the
statement.

If somewhat disagree or disagree are selected, please indicate why this is the case in the space
provided, if possible.

The “don’t know” response option included among the potential responses has
been heavily discussed by scholars who utilize survey research. With regard to public
opinion polls more generally, Berinsky (2004) discusses the response and how it can lead
to a biased picture of the preferences being considered. However, for this survey, and
similar to the like-dislike scale, the “don’t know” response was explained in the
instructions to ensure respondents knew what they were indicating if it was selected. By
providing this type of information to the respondents, more accurate conclusions can be
drawn about respondents who “don’t know” about a paﬁicular statement. Based on the
instructions, respondents wl'lo answer “don’t know” are simply unsure about the degree to
which their municipality adheres .to the listed statement. This type of response is
particularly important when cohsidering the research questions being addressed. Limited
knowledge of a municipality’s adherence to a statement by a respondent would not
support the idea that the budgeting framework contains commonly accepted and utilized

principles of public budgeting.
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While the ordinal agree-disagree scale provides important information about the
use of portions of the NACSLB framework, there is certain information that this type of
question cannot ascertain. Most specifically, respondents do not have the ability to
indicate why a certain response was selected. This can be a significant limitation,
especially for those who select somewhat disagree or disagree. If respondents do not
adhere to the recommendations in the budgeting framework, the next and most obvious
question to explain is why. In order to obtain this type of information, respondents were
invited, at the end of each statement, to provide an open-ended explanation if a
“somewhat disagree” or “disagree” response was selected. The final statement of the
instructions provides this information to respondents. By creating questions with this type
of structuré, the benefits of both open and closed questions can be obtained." In short, a
standardized set of information is obtained from the respondents but each respondent is
able to provide unique answers to explain why certain answers were chosen.

Although the survey was designed to be largely composed of the specific
guidelines derived from the NACSLB budgeting framework, several additional questions
were asked of the respondents. At the outset of the survey, prior to the specific budgeting
questions discussed above, questions were included to obtain information about the
respondent, the respondent’s municipality and department, and the general budgeting
strategies utilized by the respondent’s municipality.”® These questions were designed to

develop a more complete picture of the respondents, their municipalities, and the basic

% For a detailed discussion of the benefits and drawbacks to open and closed questions, see, for example,
Fowler (2002).

% In order to obtain the most accurate information from respondents, the initial welcome message and
instructions highlighted the confidential nature of some of responses. Because respondents were asked to
provide the name of their municipality and their title, the message was designed to ensure respondents that
their name, municipality, and contact information would not be revealed or connected to their individual
responses.
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budgeting practices being utilized. One question in the group also asked respondents
about their familiarity with the NACSLB budgeting framework. Following the opening
set of questions and the questions derived from the budgeting framework, a final set of
questions concluded the survey. Respondents were asked about their use of the
framework more broadly and their overall opinions of the guidelines it contains. Because
the specific budgeting questions derived from the NACSLB document could only address
a c_ertain portion of the framework, the concluding questions were designed to obtain
respondent’s evaluations of the framework in its entirety. A copy of the entire survey, as
alluded to above, is included in Appendix C.
Sample |

According to the U.S. Census, there are over 36,000 municipalities and townships
in the United States. Though this project is an attempt to determine if certain budgeting
guidelines are widely accepted and utilized by local governments across the United
States, it would be nearly impossible to contact budget and finance practitioners in every
municipality. The time and resource requirements would be enormous and, in some
cases, local governments do not employee individuals dedicated to budgetary and fiﬁance
activities. In order to narrow the population of municipalities to a more manageable
scope, a sample was selected from the population of local governments in the United
States. The population was developed by compiling the names of iricorporated places and
minor civil divisions in each state.”' The lists were obtained from annual population

estimates developed by the U.S. Census Bureau.

2 Depending on their classification in each state, the incorporated places and minor civil divisions lists
included local governments with titles such as city, village, town, township, or borough.
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For this project, local governments with populations less than 10,000 were
excluded from the population and, therefore, selection into the sample. As mentioned
above, some local governments, because of size and resource limitations, do not employ
full-time staff members or services are contracted to nearby governments (e.g., counties).
Because the focus of this research is the use of budgeting practices among budget and
finance practitioners, a population floor appeared appropriate to ensure the sample largely
consisted of municipalities that employ staff dedicated to budget and finance issues. As
this portion of the project occurred prior to the completion of the 2010 U.S. Census, the
population floor was based on 2009 population estimates developed by the U.S. Census
Bureau. Following the removal of municipalities with a population less than 10,000, over
3,600 local governments remained.

| While the number of municipalities is reduced dramatically, the ability to contact
nearly 4,000 local governments for a preliminary project also would be a difficult and
lengthy process. As a result, a random sample of 1,000 municipalities was selected from
the sample frame of 3,600. The final size of the initial sample was selected because it was
feasible for this study yet large enough to encompass a wide variety of municipalities
across the country—a characteristic needed to properly address the research questions
and meet the requirements for appropriately designed research. The frame was placed
into STATA statistical software and the program’s random sample generator was utilized
to draw a random sample. The population of the cities selected in the sample ranged from

over & million to 10,008, with a mean of 55,879.
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Implementation

One of the benefits of using a survey-based research design is the number of
methods that can be used to distribute the survey. For example, surveys can be delivered
to potential respondents by an interviewer, either by phone or in-person. The ANES
survey utilized by a large number of political scientists is an example of this type of
survey. If an interviewer is not used, a survey can be self administered by respondents
which can be provided through standar;i mail, e-mail, or a dedicated website. As Fowler
(2002) explajns,‘there are benefits and drawbacks to each of these methods. Personal
interviews, for example, allow the interviewer to obtain clarification and follow-up
responses to unclear answers. However, the method is costly and can be very time
consuming. In contrast, telephone-based interviews are cheaper and faster but response
rates tend to be lower. Similarly, self-administered mail and internet surveys tend to be
less costly but obtaining clarification to responses is challenging and reliable mailing or
email addresses can be difficult to acquire in some cases. Overall, the choice, as Fowler
(2002) concludes, “depends very much on the particular study situation” (75).

The population of interest for this project consists of budget and finance
administrators employed by municipalities across the United States. At the outset, this
population presents significant challenges for a personal interview strategy. The
resources and the time required to employ this method would be significant and the
information obtained from a less resource-intensive method would be very similar.
Because of the public nature of budget and finance administrators, the remaining three
methods share a significant advantage—contact information such as telephone numbers,

mailing addresses, and email addresses can be obtained easily. Of these methods, mail
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and telephone-based surveys have certainly been the convention for many research
projects completed in the past. More recently however, commentaries identifying
internet-based surveys as an appropriate research method have increased. For example,
when co}npared to telephone-based surveys, Berrens et al (2003) find:

In terms of survey administration, [the internet] offers several advantages relative to the
telephone: dramatically lower marginal costs of producing completed surveys, superior
capability for providing information, including visual displays, to respondents and for
asking complex questions, and the minimization of interviewer bias. Its primary
weakness involves the nature of the samples that it can currently provide. One problem,
which current trends are making much less important, is the incomplete penetration of
Internet use among U.S. adults. The other, more serious, problem is the difficulty of
drawing representative samples from among Internet users (2).

The primary advantage for thisvstudy is that the drawbacks of internet-based surveys, as
described by Berrens et al (2003), are largely mitigated. In contrast to the larger U.S.
population, the use of the internet and email has become prevalent among local
governments. With publically available email addresses now largely assigned to most
municipal staff members, the problems of incomplete penetration and representativeness
are nearly eliminated for this group of individuals. Furthermore, the information obtained
through the method can be considered similar in quality to that which would have been
obtained through other methods (Berrens et al 2003). For these reasons, an email-based
survey emerged as the most practical method to obtain information for this project.

A variety of methods are available to provide email-based surveys to potential
respondents. For example, a survey can be attached to an email sent to the entire sample.
The completed document can then be returned to a predetermined email address
established by a researcher. Another method involves sending an email with a link to a
customized website containing the survey. The responses are recorded automatically and

can be viewed by a researcher as they are received. Finally, a web-based surVey, the
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method selected for this project, can be utilized. A number of platforms, including Survey
Monkey, QuestionPro, and Qualtrics, are available. However, the Qualtrics instrument
was selected for a number of reasons. In particular, Qualtrics is affiliated with the
University of Wisconsin-Milwaukee. The university maintains a contract with Qualtrics
to provide a uniform survey instrument to its faculty and staff members and, therefore, -
enables its user to have access to UWM logos and website banners that can be
incorporated into the survey design. Additionally, for respondents, the process required to
complete the survey is relatively straightforward. An email is received by respondents in
the sample that briefly describes the project, provides a few initial instructions, and
presents a link that immediately forwards the individual to the survey and a set of
customized instructions. Once the survey is corﬁpleted, the respondent receives a
customized “thank you” message and the responses are automatically entered into a
database for immediate review.

In order to distribute the surveys with the Qualtrics instrument, email addresses
were obtained from the websites of municipalities in the sample. When available, the
primary email address of interest was that of the municipality’s primary budget or finance
official (e.g., chief operating officer, finance director, budgét director, or director of
administrative services). As would be expected, however, the email address of every
director or officer in the sample could not be obtained. Of the 1,000 municipalities
included in the sample, addresses for 824 primary budget or finance officials were
acquired. When this type of contact information was not available, the next option was to
utilize a finance or budget department email address. Thirty-four department email

addresses were utilized. If a department email address was not available, other public
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officials such as municipal administrators, treasurers, or clerks were contacted in lieu of a
budget or finance official. Twenty-eight emails were sent to these officials. In some
cases, when no individual or departmental email addresses were available, a general
municipal email address was listed or a contact form was imbedded within the municipal
website. Thirty-two municipalities were contacted via general email address and 51
municipalities were contacted through a contact form.?* Finally, when no email-based
options were available, municipalities were sent a paiper version of the survey through
standard mail. In the initial distribution of the survey, only 42 paper surveys were
required. Regardless of the contact method, the initial instructions included the following
statement:

If you are not the primary individual responsible for preparing the annual budget or for
the day-to-day financial management of your municipality, please forward this survey to
the most appropriate individual.

In short, municipal staff members who received the survey that were not related to the
budget or financial activities in the municipality would know to forward the survey to the
most appropriate staff member.

The initial email was sent to the sample in January 2011. In order to maximize the
number of responses, a schedule was developed for two additional emails reminding
respondents of the survey. The first reminder was sent 12 days after the initial email and
the second reminder was sent approximately two weeks after the first reminder. In some
cases the initial emails were undeliverable for a variety of reasons. When this occurred
the survey was sent to different officials or through other contact methods such as an

imbedded contact form or through the mail. The survey process concluded in March

2 In some cases it was possible to send the contact form directly to a budget or finance official while in
other cases the form was sent to a more general municipal email account.
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2011, although several mail surveys were received after the Qualtrics instrument was
disabled. At the conclusion of the process, every municipality in the sample was
contacted through at least one of the methods described above.
Initial Results: Respondents and their Municipalities

Of the 1,000 contacted municipalities, 278 completed surveys were returned
through the Qualtrics instrument or standard mail.?> This results in a response rate of
nearly 28%. When compared to other surveys conducted by public budgeting scholars,
the response rate is somewhat lower (see, for example, Kelly and Rivenbark 2002).
However, unlike many previous studies, the sample ;Nas nationwide rather than regional
(Berner 2004; Kelly and Rivenbark 2002) and no data was.used from surveys conducted
by the ICMA (Poister and Streib 1999) or other professional organizétions with
established membership lists. The nature of the research questions under considération
also required a somewhat longer survey than would normally be used. As a result, the
length of the survey may have influenced the response rate, as other public budgeting
scholars have noted (de Lancer Julnes and Holzer 2001). Nonetheless, a lower response
rate is not unprecedented when a specific or “elite” population is being examined. For
example, in Furlong’s (1997) analysis of interest group influence on agency rulemaking,
178 interest groups completed a survey submitted to 2,114 groups. In spite of this turnout
rate, Furlong concluded that the responses provided a largely adequate representation of
his population of interest. As the discussion below illustrates, this is believed to be the
case for this project as well.

Municipalities that returned the survey represent 45 of the 50 states. Only Alaska,

Montana, North Dakota, West Virginia, and Wyoming did not receive representation

3 Of the 278 survey responses, eight were paper versions received through standard mail.
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among the responding municipalities.”* Overall, as Table 3.3 illustrates, the distribution
across the states is largely similar to the distribution in the sample.25 For example, as
would be expected, California had the largest number of municipalities in the sample.
Similarly, among those who responded, the largest number of local governments was
located in California. Illinois, the state with the second largest number of municipalities
in the sample, also had the second largest number of responding municipalities. However,
several states were either overrepresented or underrepresented. New Jersey, for example,
was the most underrepresented state with 67 municipalities in the sample and only three
responses. New York also was somewhat underrepresented with municipalities totaling
approximately 2% of the sample but less than half a percent of the responses.
Overrepresentation was slightly less common with Colorado, Washington, and Wisconsin
being the most pronounced examples. In the case of Wisconsin, the overrepresentation
may be attributed to the survey originating from the University of Wisconsin-Milwaukee.
With regard to population, the municipalities that returned completed surveys had a mean
of approximately 56,414, very similar to the 55,879 mean population of the sample as a

whole. 2

2 Only seven municipalities represented Alaska, Montana, North Dakota, West Virginia, and Wyoming in
the sample. In comparison, 103 municipalities were included from California.

5 One municipality that returned the survey did not provide enough information to determine its state of
origin. As such, the number of municipalities in Table 3.3 is listed as 277 rather than 278.

% The municipality with the lowest population level in the sample had a population of 10,008 while the
municipality with the largest had a population of 1,547,297.
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Sample Responses Sample Responses
Total % Total % Total % Total %
Alabama 23 230 6 2.17 Montana 1 0.10 0 0.00
Alaska 1 0.10 0 0.00 Nebraska 4 0.40 2 072
Arizona 13 130 6 2.17 Nevada 3 030 2 072
Arkansas 7 070 1 0.36 New Hampshire 11 1.10 4 144
California 103 10.30 24 8.66 New Jersey 67 6.70 3 1.08
Colorado 15 150 10 3.61 New Mexico 7 0.70 3 108
Connecticut 32 3.20 5 1.81 New York 19 1.90 1 036
Delaware 1 0.10 1 0.36 North Carolina 23 2.30 8 2.89
Florida 50 5.00 14 5.05 North Dakota 2 020 0 0.00
Georgia 19 190 1 036 Ohio 48 4.80 17 6.14
Hawaii 1 010 1 0.36 Oklahoma 15 1.50 4 144
Idaho 12 1.20 4 144 Oregon 10 1.00 6 2.17
Illinois 69 690 21 7.58 Pennsylvania 65 6.50 15 542
Indiana 18 1.80 4 1.44 Rhode Island 7 0.70 3 1.08
Iowa 11  1.10 4 1.44 South Carolina 13 1.30 3 1.08
Kansas 6 0.60 4 1.44 South Dakota 4 040 2 072
Kentucky 5 050 1 036 Tennessee 12 1.20 4 144
Louisiana 8 0.80 1 0.36 Texas 55 5.50 12 433
Maine 8 0380 2 0.72 Utah 10 1.00 5 1.81
Maryland 6 0.60 4 1.44 Vermont 3 0.30 2 072
Massachusetts 45 4.50 10 3.61 Virginia 9 090 2 072
Michigan 51 5.10 12 433 Washington 25 2.50 12 4.33
Minnesota 26  2.60 10 3.61 West Virginia 2 0.20 0 0.00
Mississippi 11 1.10 2 0.72 Wisconsin 23 230 11 3.97
Missouri 20 2.00 8 2.89 Wyoming 1 0.10 0 0.00

Beyond state representation and population estimates, other characteristics of the

municipalities can be determined as well. First, the majority of local governments are

ihcorporated cities or villages. In fact, slightly more than 83% of the responding

governments are cities or villages. Although definitions vary by state, these types of

governments usually are associated with a type of home rule authority and protection

against annexation by neighboring municipalities. The remaining governments, slightly

more than 16%, are unincorporated towns, townships, and certain types of boroughs. The

majority of these local governments are concentrated on the east coast and in the Midwest
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where the form of government remains prevalent. Although the populations of towns and
townships are usually smaller than cities or villages, there are several in the sample that
maintain populations well above the sample mean.

In addition to government type, a large majority of the responding municipalities
employ some type of municipal administrator or manager. In fact, nearly 82% of the
responding municipalities maintain this type of position. This does not mean, however,
that 82% of municipalities consider themselves council-manager governments. In many
cases municipalities employ a manager or administrator in addition to a relatively
powerful elected executive (e.g., mayor, village president). Nonetheless, past research has
uncovered a variety of differences in budgeting practices between municipalities with
administrators or managers and municipalities without (Rubin 1998). In an effort to add
to this particular discussion, the relationship also is highlighted in subsequent chapters.

In addition to the characteristics of the municipalities, some of the initial
questions in the survey also provide us with information about the budget and finance
departments within the municipalities. For example, the average number of staff
members employed by budget or finance departments in the sample is approximately
eight employees. The number of employees associated with budgeting and financial
activities range from a low of one to a high of seventy. The general budget process
utilized by the municipalities varies as well. When asked to describe their department’s
approach to budgeting, over 27% of respondenté indicated that some form of zero-based
budgeting was the method being utilized—the most prevalent of any approach. The
second and third most utilized approaches were target-based budgeting, representing 24%

of the responses, and performance budgeting, representing over 16% of responses. The
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remaining approaches offered by the respondents in the open-ended question ranged from
incremental budgeting and line-item budgeting to a hybrid or unspecified approach.

With respect to the professional organization under consideration here, many of
the respondents indicated that their departments have some type of relationship with the
GFOA. For example, nearly 85% of the represented departments employ at least one staff
member who is a member of the GFOA. Almost 25% of the represented departments
employ three or more staff members who are members of the GFOA. Additionally, over
half of the represented departments have received some type of an award from the
GFOA.”” For some departments, multiple awards have been an annual occurrence for
decades. Finally, when asked about their familiarity with the document containing the
NACSLB budgeting framework, nearly 75% of the respondents indicated at least some
knowledge. Therefore, although the represented departments vary with regard to size and
budgeting approaches, a large majority have at least some experience with the GFAO and
the budgeting guidelines it promotes.

Finally, beyond the characteristics of the municipalities and their budgeting and
finance departments, several questions in the survey also provide us with information
about the respondents themselves. For instance, a large majority of the respondents can
be considered the most responsible for budgeting or financial management within their
municipalities. Seventy-one percent of respondents listed their title as budget or finance
director, chief administrative officer, or director of administrative services. Additionally,
nearly 10% of respondents listed their title as budget or finance officer or manager. The

titles of the remaining respondents ranged from budget analyst, controller, or accountant,

2 The awards provided by the GFOA are not based on adherence to the NACSLB budgeting framework.
Award categories address topics such as budget presentatlon comprehensive annual financial reporting,
and leadership or innovations in public budgeting.
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to treasurer, municipal manager, or clerk. The respondents also are well educated. Over
95% of respondents have received a bachelor’s degree and over 40% have a more
advanced degree. Respondents also are well connected in their profession. Nearly 80% of
respondents are members of ‘the GFOA and almost 95% of respondents are members of
some type of professional organization. These organizations range from the ICMA and
state based public management associations to a variety of associations representing
public accountants or finance officers. As a whole, respondents largely are educated and
well-connected to their occupation. Subsequent chapters illustrate, however, that this
does not necessarily mean that their‘opiﬁions about budgeting or established guidelines
are equally as strong or unified.
Conclusions
The research project discussed above is an attempt to provide a closer
examination of local governments and their use of budgeting guidelines, specifically
those developed by the NACSLB and promoted by the GFOA. In érder to undertake such
an analysis, however, proper research techniques must be utilized. Because this type of an
analysis has not been completed in the past, a comprehensive discussion of the chosen
research method becomes even more important. Chapter 3 provides this discussion.
Overall, the research techniques utilized here do not deviate from convention to a
significant degree. The most ﬁoteworthy depgrture from previous research, in either
political science or public administration, is the use of an internet-based survey method.
However, the characteristics of the population of interest largely mitigated the method’s
‘drawbacks and permitted its use, even when compared to established survey techniques

such as in-person interviews or mail-based surveys. While the response rate was



62

somewhat lower when compared to surveys utilized 'by other scholars of public
budgeting, the respondents provide a relatively accurate representation of the sample as a
whole. Additionally, the surveys largely were completed by the primary budget and
finance officials within each municipality. As a result, the data produced by the survey
can be used, with a high degree of cpnfidence, to address this project’s primary research
questions. While this chapter included a discussion of municipal, departmental, and
respondent characteristics derived from completed surveys, th;a following two chapters
focus on the responses to survey questions that directly address the specific budget
practices included in the NACSLB budgeting framework. Chapter 4 begins this process
by examining the degree to which responding municipalities adhere to the guidelines

associated with Element 4.
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Chapter IV.
Element 4: Adopt Financial Policies

Introduction

In response to a need for additional research on the practices utilized by local
governments duﬁng their budget process, the previous chapter detailed the development
and implementation of an internet-based survey submitted to local governments across
the United States. The survey was designed to determine fhe degree to which
municipalities adhere to specific guidelines contained in two sections of the NACSLB
budgeting framework, Element 4 and Element 9. Respondents were asked to indicate the
degree to which their municipalities adhere to 38 specific statements and comment on the
framework more broadly. Respondents also were given the opportunity to explain, in
their own words, any deviations from th.e framework. This chapter, in addition to Chapter
5, will make extensive use of the collécted data. The i7 statements associated with
Element 4 will be the focus here, while Element 9 wil}l be addressed in Chapter 5.

The chapter begins with a brief discussion of Element 4 and its practices and
outputs. A thorough examination of survey responses to the output statements follows.
Summary statistics for each statement are provided and general trends are discussed. The
aﬁa]ysis reveals significant variation across Element 4 praétices and outputs.
Furthermore, certain municipalities adhere to a large majority of the guidelines while
others do not. Because of these deviations, the chapter concludes by examining the open-
ended explanations provided by respondents in an initial attempt to explain why such
variation exists. Chapter 6 will compliment this analysis—and a similar examination in
Chapter 5—by using respondent, departmental, municipal, and state-specific

characteristics to further explain the variation.
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Element 4
As Chapter 3 illustrates, the large amount of details contained in the NACSLB

_budget framework required narrowing the focus of this project from the entire framework

to two elements and their component practices and outputs. Element 4, the first of these

elements, is a component of the framework’s second broad principle. Principle 2 is

entitled “Develop approaches to achieve goals”. According to the GFOA, the elements

associated with Principle 2 are designed to help governments attain goals established

earlier in the budget process. According to the GFOA (2000),

[Principle 2] provides for the establishment of specific policies, plans, programs, and
management strategies necessary for the government to achieve its long- term goals.
While broad goals set the general direction of a government, it is the policies, plans, and
programs that define how the government will go about accomplishing these goals. As
such, the development of policies and programs must explicitly consider how they
contribute to the achievement of the government's broad goals. Policy and program goals
should relate, where appropriate, to broad goals. Measures should be developed to
determine the progress being made by the government in achieving goals. '

In short, the elements should help determine how governments will achieve the larger
goals they establish for their communities. Principle 2 and its component elements are
displayed in Table 412

Table 4.1 Principle 2 and its Elements

Principle 2—Develop Approaches to Achieve Goals
Elements
4. Adopt financial policies
5. Develop programmatic, operating and capital policies and plans
6. Develop programs and services that are consistent with policies and plans
7. Develop management strategies

Entitled “adopt financial policies”, it is apparent from the GFOA’s description of
Element 4 that it represents an instrumental segment of the budget process.

A government should develop a comprehensive set of financial policies. Financial
policies should be consistent with broad government goals and should be the outcome of

2% Although not the focus of this research, the remaining elements and their practices discuss the
development of the plans, programs, services, and management strategies referenced above.
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sound analysis. Policies also should be consistent with each other and relationships
between policies should be identified. Financial policies should be an integral part of the
development of service, capital, and financial plans and the budget. All other adopted
budgetary practices of a government should be consistent with these policies (GFOA
2000).

Stated another way, the financial policies developed by governments are critical to
achieving their larger goals. Unfortunately, the element, when considered on its own,
does not provide much guidance about the establishment of financial policies. For
example, questions about the number and content of the policies are not addressed. When
the nine component practices associated with Element 4 are considered, however, some
additional clarity is provided. As displayed in Table 4.2, each of the practices highlights
specific policies that should be developed.29 The policies address topics that range from
stabilization funds and one-time revenues to revenue diversification and contingency
planning. Two topics; debt management and inconsistent revenues, are highlighted by
multiple practices.

Table 4.2 Element 4 and its Component Practices

Element 4—Adopt Flnanmal Policies
Practices
4.1 Develop policy on stabilization funds
4.2 Develop policy on fees and charges
4.3 Develop policy on debt issuance and management
4.3a Develop policy on debt level and capacity
4.4 Develop policy on use of one-time revenues
4 .4a Evaluate the use of unpredictable revenues
4.5 Develop policy on balancing the operating budget
4.6 Develop policy on revenue diversification
4.7 Develop policy on contingency planning

While the practices associated with Element 4 reveal the types of policies that
should be considered and developed, they remain somewhat vague, nonetheless.

However, output paragraphs listed with each of the practices in the NACSLB document

® Two of the practices, Practice 4.3a and Practice 4.4a, address topics that are similar to their related
practices—Practice 4.3 and Practice 4.4, respectively.
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provide much more detail. These paragraphs, as Chapter 3 indicates, contain a number of
specific and actionable outputs. Consequently, adherence to the entire framework
requires general adherence to these outputs. As the foundation of the budgeting
framework, the outputs were selected as the basis for survey questions provided to budget
and finance officials. The challenge, however, was that the output paragraphs provide so
much detail that when every individual output ‘was isolated from each of the paragraphs
there were too many to practically include in a single survey. Because of this unique
dilemma, outputs were selected that best described their corresponding practice. Once
this process was completed for each practice, 17 specific output statementé were derived
from the nine practices in Element 4.

Table 4.3 provides a list of the 17 statements. Because the output paragraphs vary
by both length and content, the number of statements derived from each paragraph also-
varies. For example, the output paragraph associated with Practice 4.5 is three times
longer than the paragraph associated with Practice 4.4. Stated another way, some
practices are defined by a large number of output statements, while others are not. As a
result, three of the practices are associated with one output statement, five practices are
associated with two statements, and one practice is associated with four statements.
Rather than develop an equal number of output statements for each practice, the content
of each paragraph determined the number of statements that were developed and,

therefore, used in the survey.
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Table 4.3 Element 4 Practices and Output Statements

Practice 4.1 Develop policy on stabilization funds

1. Stabilization policies have been developed that establish when stabilization
funds are created.

2. Stabilization policies have been developed that identify how stabilization funds
should be used.

Practice 4.2 Develop policy on fees and charges

1. Policies on fees and charges have been developed that address aspects such as
the level of cost recovery for services, the reason for subsidies, and the
frequency with which cost-of-service studies will be undertaken.

Practice 4.3 Develop policy on debt issuance and management

1. Policies on debt issuance and management have been developed that include
elements such as the purposes for which debt may be issued; matching of the
useful life of an asset with the maturity of the debt; limitations on the amount of
outstanding debt; types of permissible debt; structural features; refunding of
debt; and investment of bond proceeds.

2. Debt policies include legal or statutory limitations on debt issuance.

Practice 4.3a Develop policy on debt level and capacity

1. Policies on the use of debt such as general obligation debt, special assessment

bonds, tax increment financing bonds, and short-term debt have been developed.
Practice 4.4 Develop policy on use of one-time revenues

1. One-time revenues and their allowable uses are explicitly defined by a formal

policy. : -
Practice 4.4a Evaluate the use of unpredictable revenues

1. Policies have been developed that discuss unpredictable revenues and their use if
they generate revenue higher or lower than projected.

2. Policies related to unpredictable revenues are used in budget decision making.

Practice 4.5 Develop policy on balancing the operating budget

1. A policy has been established that provides clear definition as to how budgetary
balance will be achieved.

2. Definitions of items to be counted as operating resources (e.g., revenues) and
operating resource uses (e.g., expenditures) are explicitly identified. '

3. The policy on balancing the operating budget discusses and explains relevant
constitutional, statutory, or case law provisions that impose a balanced budget
requirement upon the government.

4. The policy on balancing the operating budget identifies the circumstances when
deviations from a balanced budget may occur.

Practice 4.6 Develop policy on revenue diversification

1. A policy has been developed that can be used to improve revenue diversification.

2. In order to implement a revenue diversification policy, an analysis of each
particular revenue source was completed.

Practice 4.7 Develop policy on contingency planning

1. A policy has been developed that identifies types of emergencies or unexpected
events and the way in which these situations are to be handled from a financial
management perspective.

2. A contingency planning policy considers operational and management impacts.
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The list illustrates that, although each practice discusses a distinct aspect of the
budget process, the practices can be grouped together by topic. For example, two of the
practices discuss the development of policies related to debt and debt management.
Practice 4.3 focuses on debt issuance and management and Practice 4.3a focuses on debt
level and capacity. Similarly, four of the practices discuss the development of policies
related to revenue. Practice 4.2 addresses fees and charges, Practice 4.4 addresses one-
time revenues, Practice 4.4a addresses unpredictable revenues, and Practice 4.6 addresses
revénue diversification. The remaining practices discuss stabilization funds (Practice 4.1),
balancing the operating budget (Practice 4.5), and contingency planning (Practice 4.7).
The ability to group the practices in this manner is important to note at the outset of the
analysis because of the usage trends that are uncovered and highlighted in subsequent
portions of the chapter. |

As Chapter 3 discusses, survey respondents were presented with the output
statements and five potential responses—agree, somewhat agree, somewhat disagree,
disagree, and don’t know. Instructions displayed prior to the statements provided budget
and finance officials with clear definitions of each potential response. An agree response
indicated complete or annual adherence to the statement, somewhat agree indicated
frequent But not complete adherence, somewhat disagree indicated irregular adherence,
and disagree indicated a complete lack of adherence. Finally, a “don’t know” response
indicated uncertainty about the degree to which the municipality adheres to the statement.

The implications of these responses to the research questions developed in
Chapter 1 also warrant a brief review prior to examining the results in detail. A majority

~of agree or somewhat agree responses would indicate that NACSLB practiécs are being
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used consistently and across a widé range of municipalities. Such results would,
therefore, also support the hypothesis of strong adherence to a common set of principles
in budgeting. In contrast, a significant percentage of somewhat disagree and disagree
responses would indicate deviations from the practices and, thus, more qualified |
conclusions about whether NACSLB budgeting practices are widely accepted principles
among practitioners. Don’t know responses would indicate a limited knowledge of
municipal budget practices by respondents and, potentially, limited knowledge of the
practices contained in the framework: Similar to somewhat disagree and disagree
responses, a large number of don’t know responses generally would not support the idea
of consistent and accepted principles within the public budgeting arena.

The Adoption of Financial Policies: Universal, Partial, or Complete Disregard?

In order to provide an initial insight into the use of budgeting guidelines-among
budget and finance officials—and address this project’s primary research questions—this
section displays the output statements and the percentage of respondents that selected
each of the potential responses. The statements are displayed with their associated
practice. For example, Table 4.4 includes the two statements derived from Practice 4.1
while Table 4.5 includes the single statement derived from Practice 4.2. A brief
discussion of the responses follows each table, though a larger discussion of the results
and their implications for the research questions conclude the chapter.

Practice 4.1, the first practice associated with Element 4, recommends the
development of policies related to stabilization funds. From the output paragraph in the
NACSLB budget document, two statements were derived. The first statement indicates

that municipalities have developed stabilization policies that establish when stabilization
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funds are created. The second statement indicates that municipalities have developed
policies that identify how stabilization funds should be used. Table 4.4 displays the

percentage of respondents by category.

Table 4.4 Develop Policy on Stabilization Funds (Practice 4.1)

1. Stabilization policies have been developed that establish when
stabilization funds are created.

Agree Somewhat Agree =~ Somewhat Disagree  Disagree Don't Know
20.51% 29.30% 7.69% 19.41% 23.08%

2. Stabilization policies have been developed that identify how stabilization
funds should be used.

Agree Somewhat Agree  Somewhat Disagree  Disagree Don't Know
19.39% 29.66% 6.84% 21.67% 22.43%
Question 1 N=273; Questions 2 N=263

The table indicates that significant variation exists among survey respondents and
their municipalities. Of the 273 responses to the first statement, less than 50% of
respondents indicated that stabilization policies have been established that specify when
stabilization funds should be created. In contrast, 27% of respondents indicated a léck of
adherence with the statement, either in part or completel);. Similarly, over 23% of
respondents did not know the degree of their municipality’s adherence. The responses to
the second statement related to Practice 4.1 are nearly identical to those of the first
statement. Approximately 49% of respondents indicated that stabilization policies have
been developed that specify how funds should be used. In this case, over 28% of
responses indicated limited or no adherence with the statement. Finally, over 22% of
respondents were unsure of policy usage within their municipalities.

Overall, approximately half of the municipalities represented in the sample have
developed stabilization policies that adhere to the guidelines in the NACSLB budgeting

document. Over one quarter of the municipalities do not have fully-developed
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stabilization policies and nearly another quarter employ budget and finance officials with
limited knowledge of the statements. Although Practice 4.1 and its outputs are the first to
be examined here, there is no question that variation exists among municipalities when
stabilization fund policies are considered.

The second practice associated with Element 4 addresses the development of
policies related to fees and charges. In this case, the NACSLB suggests policies on fees
and c'hanges cover a variety of topics. However, the output mentions three topics
specifically, the level of cost recovery for services, the reason for subsidies, and the
frequency with which cost-of-service studies are undertaken. Table 4.5 displays the

responses to this statement.

Table 4.5 Develop Policy on Fees and Charges (Practice 4.2)

1. Policies on fees and charges have been developed that address aspects
such as the level of cost recovery for services, the reason for subsidies, and
the frequency with which cost-of-service studies will be undertaken.

Agree Somewhat Agree = Somewhat Disagree Disagree Don't Know
25.09% 43.27% 12.73% 13.82% 5.09% -
N=275

Of the 275 responses, slightly more than 25% indicated their municipalities
adhere to the statement. Additionally, more than 43% of respondents indicated at least
partial adherence. Stated another way, approximately 43% of the municipalities in the
sample have developed policies that address at least one of one of the aspects, but not all
of them. When agree and somewhat agree responses are combined, more than 68% of
municipalities adhere to the statement, either fully or in part. Although this is a
significant increase when compared to Practice 4.1, over 26% of respondents also
indicated a lack of adherence to the statement. An additional 5% of the respondents did

not have enough knowledge about their municipality’s practices to make an assessment.
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Therefore, in addition to a nearly 70% rate of adherence, budget and finance officials also
are more certain about the use of these policies within their municipalities.

The third practice included in the budgeting document under Element 4
recommends the development of policies related to debt issuance and management. The
output paragraph associated with Practice 4.3 is extensive and detailed. In brief, the
paragraph lists a variety of elements appropriate for policies on debt issuance and
management. For example, the policy should include aspects that discuss the purpose for
which debt is issued, matching the life of an asset with the maturity éf the debt,
limitations on the amount of outstanding debt, types of permissible debt, structural
features, the refunding of debt, and the investment of bond proceeds. The first output
statement reflects this variety. Additionally, the output paragraph also recommends debt
policies include legal or statutory limitations on debt issuance. This recommendation is
reflected in the second output statement derived from Practice 4.3. The responses to these

statements are displayed in Table 4.6.

Table 4.6 Develop Policy on Debt Issuance and Management (Practice 4.3)

1. Policies on debt issuance and management have been developed that
include elements such as the purposes for which debt may be issued;
matching of the useful life of an asset with the maturity of the debt;
limitations on the amount of outstanding debt; types of permissible debt;
structural features; refunding of debt; and investment of bond proceeds.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
53.82% 27.64% 7.27% 8.00% 3.27%
2. Debt policies include legal or statutory limitations on debt issuance.
Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know

72.53% 14.29% 3.30% 6.59% 3.30%
Question 1 N=275; Question 2 N=273

Of the 275 responses to the first statement, over 53% of respondents indicated

complete adherence to the guidelines included in the debt issuance and management



73

policies. Additionally, nearly 28% of respondents indicated at least partial adherence. The
high percentage of agree responses is particularly interesting when compared to the
percentage of somewhat agree responses; gi\‘fen the large number of components listed in
the first statement. It appears that a majority of municipalities include nearly all of the
components in their policies on debt and debt management. Because of the high
percentage of agree and somewhat agree responses, only 15% of respondents indicated a
lack of adherence to the statement and only 3% indicated that they were uncertain about
the degree of adherence by their municipalities.

The responses to the second statement also are significantly skewed toward
adherence. Over 86% of respondents indicated that their municipality’s debt policies
include or discuss legal or statutory limitations to some degree. Fewer than 10% of
respondents provided a somewhat disagree or disagree response and only 3% indicated
that they were unsure of their municipality’s use of the policy. Of the practices examined
to this point, the highest level of adherence is associated with debt issuance and
management. Adherence, either complete or partial, reached at least 80% for each of the
statements. A majority of municipalities appear to have developed policies related fo debt
issuance and management that conform to NACSLB recommendations.

The fourth practice associated with Element 4 also addresses the topic of debt.
Practice 4.3a recommends that policies related to debt level and capacity be develbped.
Slightly broader‘than Practice 4.3, this practice suggests policies should be developed that
address different forms of debt. The output paragraph lists a variety of types that include
general obligation bonds, special assessment bohds, tax increment financing bonds, and

short-term debt. One statement was derived from the output paragraph and the various
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types of debt were included to provide a reference for respondents. Table 4.7 displays the

responses to this statement.

Table 4.7 Develop Policy on Debt Level and Capacity (Practice 4.3a)

1. Policies on the use of debt such as general obligation debt, special
assessment bonds, tax increment financing bonds, and short-term debt have
been developed.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
51.28% 28.94% 5.49% 10.62% 3.66%
N=273

Similar to the statements associated with'Practice 4.3, the responses indicate a
large majority of municipalities in the sample have developed debt level and capacity
policies for different forms of debt. Slightly more than 80% of respondents indicated their
municipalities adhere, at least partially, to the output statement. Approximately 5.5% of
the municipalities in the sample indicated limited adherence, while over 10% do not
adhere to the statement at all. Only 3% of respondents could not indicate the level of
adherence within their municipalities. Coupled with the results from Practice 4.3, it
appears that municipalities have developed policies related to a variety of debt-related
topics. Based on the relatively low number of “don’t know” responsés, it also appears
that budget and finance officials are well aware of debt policies that either exist or have
not yet been developed by their municipalities.

The fifth practice shifts from topics related to debt—as discussed in Practice 4.3
and Practice 4.3a—to topics related to revenues. The practice recommends municipalities
develop policies on the use of one-time revenues. As the budget document discusses,
one-time revenues should not be used to fund ongoing expenditures. In order to prevent
these types of activities, the output paragraph simply suggests that one-time revenues and

their allowable uses be explicitly defined by a formal policy. Significantly shorter and
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less detailed than other output paragraphs, the recommendation does not provide any
details beyond the creation of a formal policy. As such, one output statement was derived
from the paragraph. The statement, and the percentage of respondents that selected each

response, is displayed in Table 4.8.

Table 4.8 Develop Policy on Use of One-Time Revenues (Practice 4.4)

1. One-time revenues and their allowable uses are explicitly defined by a
formal policy.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
19.93% 31.52% 12.32% 30.80% 5.43%
N=276

In contrast to the debt-related practices discussed above, fewer municipalities
have established formal policies on one-time revenues. In fact, less than 20% of
respondents indicated complete adherence to the statement. When combined with the
percentage of respondents who selected somewhat agree, approximately 51% of
municipalities adhere, at least partially, to the statement. In contrast, over 43% of
respondents indicated, to varying degrees, a lack of adherence to the statement. In fact,
when compared to the previously examined practices, no other practice elicited a higher
percentage of disagree responses. The percentage of “doﬁ’t know” responses also
increased. Consequently, in spite of the vague nature of the practice and output statement,
it appears that fewer policies related to the use of one-time revenues have been created
when compared to other budgeting topics—especially debt and debt management.

The sixth practice included under Element 4 also addresses revenues and is
similar to the one-time revenues discussed in Practice 4.4. While Practice 4.4
recommends caution when dealing with one-time revenues, similar caution is suggested
with unpredictable revenues in Practice 4.4a. Like one-time revenues, unpredictable

revenues are not a reliable means to pay for normal expenditures. If unpredictable
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revenues do not materialize or are lower than expected, alternative revenue sources may
be needed to compensate. The output paragraph discusses these potential fluctuations and
their impact on budgeting decisions. The first statement derived from the paragraph states
that policies specify what happens if unpredictable revenues are lower or higher than
expected. Because policies are only useful if they are utilized when making decisvions, the
paragraph also recommends that the creéted policies be used to inform decisions during
the budget process. The second statement derived from the output paragraph reflects this
recommendation. Both statements, and the reactions provided by survey respondents, are

displayed in Table 4.9.

Table 4.9 Evaluate the Use of Unpredictable Revenues (Practice 4.4a)

1. Policies have been developed that discuss unpredictable revenues and
their use if they generate revenue higher or lower than projected.

Agree Somewhat Agree  Somewhat Disagree  Disagree Don't Know
12.55% 36.16% 8.86% 36.53% 5.90%
2. Policies related to unpredictable revenues are used in budget decision
making. v
Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
19.27% 33.82% - 12.73% 29.09% 5.09%
Question 1 N=271; Question 2 N=275

The reactions to Practice 4.4a and its outputs largely are similar to those given in
résponse to Practice 4.4. Although more than 48% of municipalities have developed
policies on unpredictable revenues, only 12% completely adhere to the statement. In
comparison, approximately 9% of respondents indicated limited adherence while more
than 36% indicated no adherence. Finally, more than 5% of respondents were unable to
determine the status of policies related to unpredictable revenues.

The responses to the second statement, while somewhat less skewed toward a lack

of adherence, are similar. More than 53% of responding municipalities utilize, at least
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partially, policies on unpredictable revenues during the budget process while use among
nearly 42% of municipalities was limited or nonexistent. Similar to the first stateriient,
more than 5% of respondents indicated limited knowledge about the use of such policies
during the budget process. When considered together, policies related to both one-time
revenues and unpredictable revenues are developed and utilized at much lower rates than
those related to debt. This is particularly interesting bécause, in contrast to stabilization
policies, nearly 95% of respondents had enough knowledge of the topics to definitively
comment on the policies and their use.

Of the nine practices associated with Element 4, the seventh practice is given the
most attention by NACSLB. The practice recommends the development of policies
related to balancing the operating budget and provides significant details about the
content of the policies. The output paragraph-discusses topics that range from techniques
and definitions to restrictions and deviations. Given its importance to the NACSLB and
the budgeting guidelines it developed, four output statements were derived from the
output paragraph in order to properly address its primary recommendations.

The first identifiable statement in the paragraph is the most direct. The statement
recommends the development of a formal policy that explains how a municipality will
balance its budget. In short, what actions, strategies, or techniques will be used to ensure
a balanced budget? Second, the paragraph suggests that items in the budget such as
revenues and expenditures be explicitly defined and identified. Third, because many local
governments are subject to various budgetary restrictions, the paragraph recommends

policies discuss any constitutional, statutory, or law provisions that require a balanced
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budget.30 Finally, the paragraph suggests the development of a policy that identifies the
circumstances under which potential deviations may occur. Table 4.10 lists the four

statements and the respondents’ reactions to each.

Table 4.10 Develop Policy on Balancing the Operating Budget (Practice 4.5)

1. A policy has been established that provides clear definition as to how
budgetary balance will be achieved.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
43.48% 28.99% 8.33% 16.67% 2.54%
2. Definitions of items to be counted as operating resources (e.g., revenues)
and operating resource uses (e.g., expenditures) are explicitly identified.
Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
58.61% 27.84% 6.96% 5.86% 0.73%
3. The policy on balancing the operating budget discusses and explains

relevant constitutional, statutory, or case law provisions that impose a
balanced budget requirement upon the government.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
44.00% 23.27% 6.18% 19.64% 6.91%

4. The policy on balancing the operating budget identifies the circumstances
when deviations from a balanced budget may occur.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
27.31% 29.89% 8.86% 29.15% 4.80%
Question 1 N=276; Question 2 N=273; Question 3 N=275; Question 4 N=271

In contrast to the statements related to revenue in Practice 4.4 and Practice 4.4a,
deviations from policies on a balanced operating budget are relatively limited. In fact,
more than 65% of respondents indicated at least partial adherence to three of the four
statements. The policies discussed in two of the four statémcnts are utilized by an even
.greater number of municipalities. When considering the first statement, 72% of
respondents indicated that policies have been developed that define, to some degree, how
a balanced budget will be achieved. Similarly, when considering the second statement—

the development of policies that define revenues and expenditures—more than 86% of

* In Wisconsin, for example, the state requires all local government to maintain a balanced budget on an
annual basis.
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respondents indicated at least partial adherence by their municipalities. Although lower
when compared to the first two statements, more than 67% of respondents consider
balanced budget restrictions in their policies. Finally, slightly more than 57% of
respondents have developed policies that address potential deviations from a balanced
operating budget—the lowest rate of adherence among the four statements.

Overall, municipalities have developed policies that relate to balancing their
operating budgets. These policies discuss the ways in which budgets will be balanced,
definitions, and limits imposed by local legislation or other levels of government.
Although policies that relate to deviations from balanced budgets are developed at much
lower rates, these types of policies may not be needed if deviations are not legally
permissible. Given that none of the statements elicited more than 7% of the respondents
to select “don’t know”, it appears budget and finance officials are well aware of these
types of policies, even if they are not utilized.*'

Similar to Practice 4.4 and 4.4a, the eighth practice also discusses policies related
to revenue. For this practice, however, the NACSLB recommends that policies be
developed to improve revenue diversification. These types of policies are significant
because “a diversity of revenue sources can improve a government’s ability to handle
fluctuations in revenues and potentially help to better distribute the cost of providing
services” (NACSLB 1998, 25). The output paragraph suggests that, in addition to the
development of a policy, an analysis of each revenue source be completed. Two

statements were derived from the paragraph to reflect these recommendations. The

*! The percentage of respondents that selected “don’t know” for the second output statement, approximately
.13%, was the lowest of any output statement derived from Element 4.
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statements and the responses provided by budget and finance officials are displayed in

Table 4.11.

Table 4.11 Develop policy on revenue diversification (Practice 4.6)

1. A policy has been developed that can be used to improve revenue
diversification.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
9.52% 28.94% 13.19% 38.46% 9.89%

2. In order to implement a revenue diversification policy, an analysis of
each particular revenue source was completed.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
13.28% 23.62% 9.23% 39.85% 14.02%
Question 1 N=273; Question 2 N=271

Similar to the previous practices that directly address revenue topics, the
responses are skewed toward a lack of adherence when compared to other, non-revenue
policies. In fact, only 38% or respondénts indicated that their municipalities have
developed policies desi gned to increase revenue diversification. In contrast, over 51%
provided somewhat disagree or disagree responses. When asked about the completion of
an analysis concerning revenue sources—the second statement—Iless than 37% of
respondents indicated complete or partial adherence, while nearly 50% indicated limited
or no adherence. As a result, the two statements are associated With the lowest rates Qf
adherence when compared to the other outputs derived from Element 4. Additionally,
they are also associated with a high number of “don’t know” responses, second only to
the étabilization policies discussed in Practice 4.1. Therefore, not only do municipalities
not develop policies on revenue diversification, but a significant number of budget and
finance officials are unsure if the policies even exist.

The ninth and final practice recommends the development of policies. related to an

entirely different budgeting topic—contingency planning. According to the NACSLB,
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policies should be developed that help local governments deal with financial emergencies
or other unexpected events. Natural disasters such as floods, tornados, and hurricanes are
obvious examples of disasters but unexpected drops in revenue as well as unexpected and
significant capital repairs are cited as additional examples of financial disasters. To better
prepare for these types of events, the output paragraph recommends the development of a
policy that identifies potential emergencies and the ways in which they will be handled
from a financial perspective. The paragraph also suggests that the policy consider the
operational and management impacts of a disaster on the government and its finances.
These aspects of the paragraph were developed into two output statements and are

displayed in Table 4.12 with the reactions of budget and finance officials.

Table 4.12 Develop Policy on Contingency Planning (Practice 4.7)

1. A policy has been developed that identifies types of emergencies or
unexpected events and the way in which these situations are to be handled
from a financial management perspective..

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know

25.55% 29.93% 13.50% 27.01% 4.01%
2. A contingency planning policy considers operational and management
impacts.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know

27.47% 33.33% 8.06% 24.91% 6.23%
Question 1 N=274; Question 2 N=273

As the table illustrates, there is significant variation among municipalities. While
more than 55% of municipalities have developed some type policy that identifies
potential emergencies and corresponding responses, more than 43% of municipalities in
the sample have not taken significant steps toward policy development. An additional 4%
of the respondents were unaware if policies had been developed. The distribution of
responses to the second statement is across response categories as well. Approximately

60% of municipalities have developed, at least partially, contingency policies that
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consider the operational and management impacts of potential emergencies while 32%
have not given much attention to the development of this type of policy. More than 6% of
respondents were unable to determine if such a policy had been developed. It appears that
while a majority of municipalities have developed some type of contingency management
policy, a significant minority have yet to develop policies that correspond to those in the
NACSLB framework.

Finally, while the above paragraphs detail variation across statements, it is no less
important to explicitly consider variation across municipalities themselves. For example,
when considering the element and its practices and outputs, seven municipalities
indicated a lack of adherence to all of the element’s 17 specific output statements. In
contrast, 22 municipalities reported at least partial adherence to all of the listed
statements. On average, 10 statements are utilized by municipalities in the sample. Figure
4.1 displays the complete distribution with the y-axis representing the number of
municipalities and x-axis representing the individual output statements in use. As a

whole, the distribution is skewed toward the right, indicating a bias toward adherence.
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Figure 4.1 Use of Element 4 Output Statements across Municipalities
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Municipalities and their Financial Policies: Observations and Trends

According to the NACSLB budgeting document, the development of financial
policies is an important piece of the budget process because established policies can help
local governments achieve the long-term goals they set for themselves. The document
includes nine different practices that address different budgeting policies ranging from
stabilization funds and revenue to contingency planning and debt. In the survey
developed for this project, budget and finance officials were asked to determine the
degree to which their municipalities adhere to these practices and the policies they
describe. The results displayed above are their responses to 17 outputs derived from the
nine practices and their explanations. While a careful analysis of the responses to each
practice and output is important to this project and its conclusions, the responses also can

be organized into several themes that highlight important trends.
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First, the highest rates of complete or partial adherence among municipalities in
the sample were associated with the practices that recommend various debt-related
policies. These practices, Practice 4.3 and Practice 4.3a, were represented by three output
statements. The percentage of respondents that selected the “agree” response did not fall
below 50% for any of the statements. When “somewhat agree” responses were included,
adherence increased to at least 80% for each of the statements. Over 86% of the
municipalities indicated at least partial adherence to the second statement assbciated with
Practice 4.3—the highest of any output statement. Respondents also were relatively
familiar with debt policies in their municibalities. The percentage of respondents that
selected “don’t know” did not reach 4% for any of the statements. In short, debt policies
that consider various types of debt, as well as issuance, management, and limitations have
been adopted by municipalities and largely correspond to NACSLB recommendations.

Second, while debt-related policies have been developed at higher percentages
than others in the budget document, revenue-related policies have been developed at the
lowest rates. Although revenue policies are addressed by four practices and six outputs
statements, only policies related to fees and charges have been widely adopted among
municipalities in the sample. Adherence to the remaining three practices and their five
output statements has been limited at best. The percentage of respondents that indicated
complete adherence did not reach 20% for any of these statements. In fact; the percentage
of respondents that consistently analyze their revenue sources—the first output statement
associated with Practice 4.6—did not reach 10%. Furthermore, of the five revenue-
related output statements, more than 40% or respondents selected either “somewhat

disagree” and “disagree” for each statement. The output statements associated with
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Practice 4.6 were the most skewed, with nearly 40% of respondents indicating a lack of
adherence. Overall, it appears that revenue policies, with the exception of policies related
to fees and changes, receive relatively little attention by the municipalities in the sample.
It would, therefore, be very difficult to conclude that the revenue policies recommended
by the budgeting document have become principles of public budgeting.

Third, surveyed budget and finance practitioners had the least knowledge of
Practice 4.1 and.its stabilization fund ‘policies. Of the 17 outputs statements derived from
Element 4 practices, the two statements associated with Practice 4.1 received the highest
percentage of “don’t know” responses. Nearly 25% of respondents were unfamiliar with
stébilization fund policies in their municipalities. While this trend does not mean
municipalities deviate from the recommendations associated with the practice, it does
suggest that the policies, if they exist, are not very familiar to those tasked with their
implementation. This appears to indicate that stabilization fund policies are not prominent
within a significant minority of municipalities in the sample—a trend that also would
seem to be counterintuitive to the idea of consistently utilized budgeting principles.

The fourth and potentially most significant theme that can be derived from
responses to the individual statements is the existence of variation across practices and
municipalities. In many casés, the variation is significant. For example, each of the five
potential responses associated with the first statement under Practice 4.6 was selected by
at least 9% of respondents. The category with the highest percentage of responses was
“disagree” with 38%. The statement that received the highest percentage of “agree”
responses (Practice 4.3, statement 2) also was largely disregarded by nearly 10% of

respondents and, potentially, by another 3% that did not have enough knowledge to



86 .

indicate a more concrete response than “don’t know.” However, while no practice is used
universally, no practice or outf)ut is completely disregarded. Approximately 40% of
respondents indicated complete deviation from the second practice associated with
Practice 4.6—the highest percentage of any statement—but 37% of respondents indicated
at least some degree of adherence to the same statement. Furthermore, while some
municipalities do not adhere to any individual guidelines, others adhere to all of them.

The deviations from the NACSLB budgeting document uncovered in this chapter
lead to an important question—one that was discussed at the outset of this project. What
accounts for the variation in use among municipalities? While Chapter 6 will answer this
question more directly, the following section attempts to provide a partial answer using
one particular source of information—the views of practitioners themselves.
Explaining Deviations from the Framework: Views of Praétitioners

In the survey provided to local budget and finance officials, respondents were
asked to provide explanations if they selected either the “somewhat disagree” or
“disagree” responses. By utilizing this question format, respondents essentially were able
to describe, in their own words, why their municipalities do not adhere to the output
statements. On average, approximately 38 respondents per statement utilized this
opportunity when considering the Element 4 outputs. While some respondents simply
stated that policies had not been developed, others provided more telling and detailed
explanations. Although these individuals do not account for every “somewhat disagree”
or “disagree” response, their explanations provide an important perspective on why some

municipalities adhere to the NACSLB practices and others do not.
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When respondents were asked to indicate why their municipalities had not
developed policies on stabilization funds—Practice 4.1—responses to the two output
statements were relatively similar. One of the most frequently cited reasons for deviations
across both statements was the use of informal, unwritten policies in lieu of formal
policics. Another frequently cited explanation was the lack of need for such policies.
Essentially, if stabilization funds are not utilized, there is no need to develop
corresponding policies. Othér explanations, although not mentioned as frequently,
provide interesting insights into the realities of public budgeting. A few respondents
indicated a lack of sﬁpport for policies among elected officials while others indicated that
such policies were too specific and theoretical. As a result, the policies were not useful in
practice. For example, according to one respondent “It's nice to think that this can
happen, but reality doesn't work that way.” Similarly, another respondent suggested, “We-
don't believe in policies that are way too specific—policies are guidelines and directional
points, not procedures.” |

When compared to Practice 4.1, the output statement derived from Practice 4.2
received a similar number of explanations as well as several similar responses. For
example, the most frequently cited explanation for the lack of policies on fees and
charges was the use of informal policies rather than formal polic';es. Additionally, limited
support from municipal managers, elected officials, or citizens was cited by several
respondents. One respondent éuggested that the policies were not needed in a small
municipality and another indicated that time or resource constraints limited the

development of these types of policies.32

2 Resource constraints indicate that the respondent mentioned limitations caused by minimal staff support
or a lack of financial resources.
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Respondents, when presented wifh statements concerning the development of debt
issuance and management policies in Practice 4.3, indicated significant adherence and,
therefore, provided fewer explanations. However, similar to the practices discussed
above, the use of informal policies was mentioned by numerous respondents while others
indicated that policies were in the process of being developed. Multiple respondents also
indicated the use of a case-by-case approach to debt and others stated that their
municipalities did not carry debt and, therefore, did not need policies related to its use.
Limitations imposed by states, elected officials, and a lack of resources prohibited the
development of debt policies in several municipalities as well. For example, one
respondent stated that “we would like td establish policies in the future but a lack of
resources [has] inhibited the process.”

Also focused-on debt, Practice 4.3a suggests the development of policies on
various types of debt (e.g., general obligation debt, special assessment bonds, and tax
increment financing bonds) that includes a discussion of debt level and capacity.
Respondents consistently mentioned one of four common explanations in response to
their deviations from this practice. First, informal policies were used in lieu of formal
policies. Second, formal policies were in the process of being developed. Third, state
policies or restrictions limited the degree to which the municipality couid implement its
own policy. Fourth, the municipality is unable to legally carry debt. The use of a case-by-
case approach to debt, the size of the municipality, and time and resource constraints also
were mentioned by several respondents.

Practice 4.4 asked respondents about policies on the use of one-time revenues.

The most frequently cited reason for deviations for this policy—by the large margin—
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was the use of informal policies that replaced the need for formal policies. Several
respondents also indicated that one-time revenues were handled on a case-by-case
approach, which also limited the need for formal policies. In one case, a respondent
indicated that policies had not been developed because one-time revenues were being
used to balance the operating budget.

Responses to the development of policies on unpredictable revenues discussed in
Practice 4.4a largely were comparable to those provided for Practice 4.4. Again, one of
the comments mentioned often was the use of informal policies rather than formal
policies. For many municipalities, excess revenues are simply applied to other funds or
subsequent budgets without a formal policy. Similar to Practice 4.4, a case-by-case
approach often is employed to determine the use of unpredictable revenues. Finally,
comments concerning municipal size', time and resource constraints, and the political
nature of policy creation were each mentioned as well. |

Practice 4.5—the longest and most detailed practice associated with Element 4—
was divided into four output statements that addressed policies related to balancing the
operating budget. Although the topics of these policies ranged from methods and
definitions to limitations and deviations, many respondents who indicated a lack of
adherence provided similar responses. While the use of informal policies was cited by
several respondents for each of the statements, the most frequently mentioned reason was
limited need. In many cases, policies are not required because a balanced operating
budget is required by elected officials, a municipal charter, or state statutes. For these

municipalities a balanced budget is an imposed requirement which removes the need for
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internal policies. Finally, similar to comments on other practices, the case-by-case
approach was mentioned at least once for three of the output statements.

Although Practice 4.6 recommends the development of revenue diversification
policies, the reasons for limited adherence were similar to those provided for Practice 4.5.
For example, one of the most frequently mentioned comments for both of the practice’s
output statements was state imposed restrictions. In addition to the use of informal
poliéies, some respondents also indicated that the small size of their municipalities
limited revenue diversification and, therefore, the need for a policy. For example,
according to one respondent, “As a small city we don't need a lot of extra policies to tell
us to do something—there is no one to paés the information onto since the same people
who write policy are the same who must implemént [it]. Things like this don't fall
through the cracks like big organizations who can point fingers.” Several respondents -
indicated that time or resource constraints limited their ability to develop policies and one
respondent mentioned that elected officials were opposed to revenue diversification.

Finally, Practiée 4.7—the last practice associated with Element 4—recommends
that policies on contingency planning be developed. The use of informal policies was, yet
again, one of the most frequently mentioned reasons for a lack of adherence to the
outputs. Respondents also indicated that contingency planning, and the emergencies it
addresses, is completed on a case-by-case basis. Several respondents stated that
contingency planning was the responsibility of the municipal manager or elected
officials. Similar to previous policies, a few respondents also referenced the small size of

their municipality and time or resource constraints as explanations for deviations.
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In sum, although each of the Element 4 practices addresses different topics and
policies, the reasons provided by respondents for deviations are somewhat similar across
the practices and outputs. For example, the use of informal policies in lieu of formal
policies was one of the most frequently mentioned responses across all of the practices
and outputs. For some practices, especially those associated with debt, a balanced
operating budget, and revenue diversification, restrictions from state statutes or municipal
leaders were referenced often. Other explanations, although mentioned on a less frequent
basis, were listed for many of the préctices. These explanations often involved municipal
size, time constraints, resource 1imitétions, political hindrance, and a general distaste for
“theoretical” or textbook policies. In some cases respondents indicated that their
municipalities were in the process of developing budgeting policies that conform to those
described in the NACSLB budgeting document.

Use of Element 4 Practices among Local Governments: Implications

Although this research only examines a portion of the NACSLB framework and
the focus of this chapter is Element 4 in particular, the results are informative
nonetheless. Overall, responses to the survey submitted to budget and finaﬁce officials
indicate that municipalities across the United States adhere to many of the guidelines
described in Element 4. Municipalities have developed policies that address stabilization
funds, revenue, operating budgets, and debt, among others. The development_of these
policies, however, has not been universal. For example, while nearly 90% of survey
responses indicated that their municipalities have developed policies that correspond, at
least partially, to certain aspects of the budgeting framework, only 37% of survey

responses indicated at least partial adherence to others. Additionally, nearly 40% of
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respondents indicated a lack of adherence to several statements and “don’t know”
responses approached 25% in other cases. The answer to the second research question,
therefore, is that while many municipalities have developed policies that correspond to
those recommended by the NACSLB and the GFOA, others deviate from theA
recommendations or employ officials who are unaware of the policies developed by their
municipalities. In some instances, deviations and low levels of knowledge are significant.

Based on these results, what are the implications for the first and primary question
concerning the potential existence of principles of public budgeting? As a whole, it would
seem that the use of Element 4 varies significantly across practices and local
governments, which makes it difficult to classify the entire piece of the framework as a
set of budgeting principles. However, when more specific aspects of the element are
- analyzed individually, the classification may be more realistic in some cases. For
example, all of the debt-related policies associated with Element 4 have been developed
to some degree by more than 80% of the municipalities represented in the sample. While
these guidelines only represent a small portion of the complete NACSLB budgeting
framework, outputs and practices associated with this rate of adherence cannot easily be
ignored. Once the practices and outputs associated with Element 9 are examined in
Chapter 5, the results will be combined with these findings to develop more concrete
conclusions.

Although these findings are, on their own merits, contributions to public
budgeting and public administration literature, the next logical research question becomes
immediately relevant. Since deviations from the framework, particularly Element 4, have

been uncovered, what explanations account for the variation across municipalities? While
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deviations were not fully expected at the outset of this research, the potential dictated that
such a question be included with the two primary inquires. Since the survey asked
respondents to explain their responses if they indicated that deviations occurred, this
question can be answered, though only partially, in this chapter. Based on the comments
provided by the respondents it is clear that one of the primary reasons municipalities have
not adopted the formalA policies recommended in Element 4 is that informal, unwritten
polices have been developed and utilized instead. Deviations also can be explained by
municipal size, time constraints, resource limitations, state laws, and political opposition.
In short, a variety of factors have limited the ability of municipalities to conform to the
policies espoused in the budget framework. Reflecting the conclusions of previous
authors, it appears that applying theory to practice may be challenging or unnecessary for
some local governments (Kelly and Rivenbark 2002; Simon 1946). Following Chapters 5
and 6, additional explanations will be combined with those uncovered here to formulate a
more complete explanatory picture in Chapter 7.
Conclusions

In an attempt to examine public budgeting guidelines and the potential
development of budgeting principles, a survey was submitted to municipal budget and
finance officials across the United States. The primary purpose of the survey was to
determine the extent to which municipalities adhere to budgeting guidelines contained in
a framework developed by NACSLB. While the survey included broad questions
concerning the use of the framework in its entirety, the majority of the questions focused

on the specific practices and outputs associated with two of the elements in the
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framework—Element 4 and Element 9. The survey results, specifically those related to
Element 4, were presented and discussed in this chapter.

As a whole, municipalities across the country have developed budgeting policies
that correspond to the practices and outputs contained in the NACSLB budgeting
document. In fact, nearly 90% of respondents indicated that their municipalities adhere to
several outputs mentioned in the survey. Outputs associated with debt policies often were
associated with this level of adherence. However, adherence to the remaining outputs was
lower. For example, the percentage of municipalities that adhere to a number of outputs
did not reach 40%. In other cases, respondents were unable to determine the degree to
which their municipalities adhere to the statements. Nearly one quarter of all respondents
was unable to provide a concrete respon.se concerning stabilization fund policies, for
instance. Thus, while policies certainly have been developed that correspond to
NACSLB recommendations, the development has not been consistent or universal.

Since the results of the survey indicated significant deviations ffom the practices
and outputs, the next step in the research process was to determine if any systematic
cxplanaﬁons could account for the variation among municipalities. In order to begin.
answering this question, explanations for the deviations were examined from one specific
source—the budget and finance officials themselves. According to respondents, one of
the primary reasons for limited adherence was the use of informal or unwritten policies in
lieu of the formal policies recommended by the NACSLB. Other explanations involved
municipal size, time constraints, resource limitations, state laws, political opposition, and
disconnects between theory and reality. While these responses are individual and context

specific, they illustrate an interesting perspective that supports, at least partially, the
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conclusions of past commentary and research. For the purposes of this project, the
responses also will be used to supplement the explanations explored through a more
quantitative approach in Chapter 6. Prior to undertaking this exercise, however, the
practices and outputs associated with Element 9 require an examination similar to that

afforded Element 4 here.
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Chapter V.
Element 9: Develop and Evaluate Financial Options

Introduction

In order to begin informing the questions developed in Chapter 1, Chapter 4
displayed and discussed the results from a survey sent to budget and finance officials
across the United States concerning their use of one portion of the NACSLB budgeting
framework—Element 4. Overall, the results were somewhat mixed. For example, a large
majority of respondents indicated that their municipalities adhere, at least partially, to the
debt policies recommended in the framework. However, municipalities were much less
likely to adhere to policies related to revenues and nearly one quarter of respondents was
unsure if their municipalities had developed stabilization fund policies that correspond to
NACSLB recommendations. Furthermore, a number of local governments adhere to all
of the recommendatioﬁs, while othersA do not adhere to aﬁy. In short, adherence to the
framework largely is dependent on the recommendations and local governments under
consideration. As a consequence, individual recommendations may be better classified as
principles, but applying the label to the entire element would appear, at this point, to be
1nappropriate.

In spite of these initial conclusions, the practices and outputs associated with
Element 4 only comprise one portion of the NACSLB budgeting framework. To better
gauge adherence to the guidelines across the budget process, the survey‘questions
provided to officials also focused on the practices and outputs associated with Element 9.
While Element 4 primarily addresses the creation of specific budgeting policies, Element
9 addresses the evaluation, preparation, and planning activities that occur as a budget is

being developed.
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This chapter begins with a brief discussion of the element, its practices and
outputs, and its place in the NACSLB budgeting framework. Similar to Chapter 4, a
thorough examination of survey responses to the output statements follows. Summary
statistics for each statement are provided and trends are discussed. The analysis reveals
that guideline use continues to vary across statements and municipalities but, when
compared to the results from Chapter 4, the variations are much lower. Nonetheless,
explanations provided by respondent are presented, once again, as a partial effort toward
explaining the variations. The chapter concludes with a comparison of Element 4 and
Element 9 and the trends uncovered by the survey.

Element 9

As Chapter 3 explains, a complete and detailed analysis of the NACSLB budget_
framework and its use among budget officials in a single study would be nearly
impossible given its size and the number of specific recommendations it contains.
However, Chapter 4 begins the process by examining Element 4 and its practices and
outputs. Grouped under Principle 2, the element and its practices recommend the
adoption of policies that focus on topics that range from stabilization funds and one-time
revenues to debt management and revenue diversification. This chapter continues the
examination of the budget guidelines by utilizing a portion of the survey provided to
budget officials that focuses on another section of the budgeting framework—Element 9.

In contrast to Element 4, Element 9 is located under the third broad principle.
Principle 3 follows the natural sequence of the previous two principles. Principle 1
suggests governments establish goals to guide decision making, Principle 2 suggests

governments develop approaches to achieve the goals, and Principle 3, following this
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progression, suggests governments develop a budget consistent with the approaches to

achieve established goals. According to the GFOA (2000),
[Principle 3] provides for the preparation of a financial plan, a capital improvement plan,
and budget options. Development of a long-range financial plan is essential to ensure that
the programs, services, and capital assets are affordable over the long run. Through the
financial planning process, decision makers are able to better understand the long-term
financial implications of current and proposed policies, programs, and assumptions and
decide on a course of action to achieve its goals. These strategies are reflected in the
development of a capital improvement plan and options for the budget.

In short, Principle 3 and its components guide the budget and financial process by

recommending the development of plans and budget options that are consistent with a

government’s needs and goals. Table 5.1 displays the three elements included under

Principle 3.

Table 5.1 Principle 3 and its Elements

Principle 3—Develop a Budget Consistent with Approaches to Achieve Goals
Elements .
8. Develop a process for preparing and adopting a budget
9. Develop and evaluate financial options
10. Make choices necessary to adopt a budget

Entitled “develop and evaluate financial options”, it is apparent from the GFOA’s
description of Element 9 that it represents a key segment of the budget process.
According to the organization’s description,

A government should develop, update, and review long-range financial plans and
‘projections. The information obtained from these plans and projections is used in
determining the resource and expenditure options available for the budget period and the
implications of those options. This element does not address decisions on a specific set of
programs and services to be funded through the budget (GFOA 2000).

Stated another way, governments should engage in long-range planning and projections
in order to better determine the resources available for near-term budgets. While the
element and its descriptive paragraph are relatively brief, long-term planning and

evaluating can be a significant process involving a government’s revenues, expenditures,
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and capital projects. As a result, the element, even when considered with the descriptive
paragraph quoted above, does not provide much detailed guidance. However, the
practices associated with Element 9 address specific aspects of the development and
evaluation process. Displayed in Table 5.2, the element includes 10 practices, the most of
any element in the NACSLB budgeting framework.”® The practices begin by suggesting
governments engage in long-range financial planning and continue by focusing on
specific forecasts and proje(.:tions. Six of the ten practices address various aspects of
revenue, while the remaining practices address expenditures, capital projects, and other
related, but more general topics.34

Table 5.2 Element 9 and its Component Practices

Element 9—Develop and Evaluate Financial Options
Practices :
9.1 Conduct long-range financial planning
9.2 Prepare revenue projections
9.2a Analyze major revenues
9.2b Evaluate the effect of changes to revenue source rates and bases
9.2c Analyze tax and fee exemptions
9.2d Achieve consensus on a revenue forecast
9.3 Document revenue sources in a revenue manual
9.4 Prepare expenditure projections
9.5 Evaluate revenue and expenditure options
9.6 Develop a capital improvement plan

Similar to Element 4 practices, those associated with Element 9 provide guidance
but generally remain vague. However, once again, each practice includes an output
paragraph that specifies concrete actions needed to successfully implement the practice.

As previous chapters explain, proper implementation of the practices and, therefore, the

33 Element 4 and Element 9 are each associated with nine practices, while the number of practices
associated with the remaining elements in the framework range from two to six.

?* Revenue topics receive considerable attention in this element because Practice 9.2 “Prepare revenue
projections” is associated with the four subsequent practices as indicated by their numbers—Practice 9.2a,
Practice 9.2b, Practice 9.2c, and Practice 9.2d. Each of these practices discusses specific aspects of the
revenue projection process. For example, Practice 9.2a recommends the analysis of major revenues while
Practice 9.2b recommends the evaluation of changes to revenue source rates and bases.
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larger elements and principles, requires municipalities to adhere to the specific outputs.
Consequently, the outputs, as the foundation of the budgeting framework, were selected
as the basis of the survey questions associated with Element 9. Following the strategy
developed in Chapter 3 and utilized in Chapter 4, output statements were selected from
each paragraph that best described the corresponding practice.

Table 5.3 displays a list of 21 statements that were derived from the output
paragraphs. Similar to Element 4, the output paragraphs vary b'y both length and content
and, as a result, the number of speéific statements derived from each paragraph also
varies. Four of the ten practices are associated with one output statement, three practices
are associated with two output statements, two practices are associated with three outputs
statements and one practice is associated with five output statements.

Table 5.3 Element 9 Practices and Output Statements

Practice 9.1 Conduct long-range financial planning

3. Long-range financial planning, which can include components such as an
analysis of financial trends, an assessment of problems or opportunities, and a
description of necessary actions to address any issues, has been completed.

4. Long-range financial plans include a description of long-term revenue and
expenditure forecasts using alternative economic, planning and policy
assumptions.

Practice 9.2 Prepare revenue projections

2. Revenue projections developed for financial planning purposes extend over a
period of at least three years.

3. Updated projections are available during the budget period to avoid unintended
deviation from balanced-budget requirements.

Practice 9.2a Analyze major revenues

3. An analysis of major revenues that identifies factors that have influenced
historical collections, forecasting assumptions, and any problems or concerns,
has been completed.

4. Revenue trends and their stability (i.e. elasticity) have been identified.

5. Significant changes to major revenue sources—projected or actual—are
highlighted in the budget document.

Practice 9.2b Evaluate the effect of changes to revenue source rates and bases

2. An analysis of the effect of pending or potential changes to revenue sources

has been undertaken as part of the budget process or as warranted.
Practice 9.2c Analyze tax and fee exemptions




2. Routine analyses and reports that identify each tax and fee exemption and an

estimate of foregone revenues have been completed.
Practice 9.2d Achieve consensus on a revenue forecast

3. The process for producing the revenue forecast is clear, open, and consistent
(i.e. it does not engender controversy).

4. The process developed to achieve consensus on revenue forecasts among
stakeholders recognizes where problems are likely to emerge and is structured
accordingly.

Practice 9.3 Document revenue sources in a revenue manual

5. Documentation of revenue sources in the form of a revenue manual has been
completed. In lieu of a revenue manual, documentation of major revenue
sources has been included in the budget document.

Practice 9.4 Prepare expenditure projections

3. Expenditure projections extend at least three years into the future.

4. Fund level and government-wide expenditure projections have been prepared
and documented.

5. Fund level and government-wide expenditure projections have been integrated
into overall financial projections.

6. Expenditure projections identify service level assumptions and key issues that
affect actual expenditures.

7. Expenditure assumptions are described in relation to revenue assumptions.

Practice 9.5 Evaluate revenue and expenditure options

3. A process has been established for undertaking a comprehensive review of
options for program and service levels and projected funding amounts. The
review includes components such as beginning and ending fund balances,
changes in fund balances at a fund level, and outstanding debt levels.

Practice 9.6 Develop a capital improvement plan

1. A process exists for evaluating proposed capital projects and financing options.

2. A-long-range capital improvement plan has been developed that includes both
capital and operating costs (i.e. their impact on the operating budget).

3. A long-range capital improvement plan projects at least five years into the
future.

Although these praétices highlight an array of topics related to the development of

financial plans and'options, several themes are apparent. For example, six of the ten
practices largely are focused on revenue. In fact, four of the practices are closely
associated with Practice 9.2, which discusses the preparation of revenue projections.
Practice 9.2a discusses the analysis of major revenues, Practice 9.2b highlights the
evaluation of changes to revenue source rates and bases, Practice 9.2c addresses fhe

analysis of tax and fee exemptions, and Practice 9.2d discusses the achievement of a
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consensus on revenue forecasts. Additional practices discuss the documentation of
revenue sources in a revenue manual (Practice 9.3) and the evaluation of revenue and
expenditure options (Practice 9.5). The remaining four practices address expenditures,
capital projects, and broader financial planning and evaluating issues. Of the 21 output
statements derived from the element, 11 address topics not directly related to revenue.
Despite a significant emphasis on revenue, the element and its practices and outputs
address many of the components that are needed to develop financial plans and options—
in both short and long-terms.

As previous chapters have explained, survey respondents, when viewing each
statement, were presented with five potential responses—agree, somewhat agree,
somewhat disagree, disagree, and don’t know. An agree response indicated complete or
annual adherence to the statement, somewhat agree indicated frequent but not complete
adherence, somewhat disagree indicated irregular adherence, and disagree indicated a
complete lack of adherence. Finally, a “don’t know” response indicated uncertainty about
the degree of adherence. For the purposes of this project, a majority of “agree” or
“somewhat agree” responses indicate the NACSLB practices are being used consistently
and across a wide range of municipalities. Such results would support the hypothesis that
principles of public administration are present within the public budgeting field. In
contrast, “somewhat disagree”, “disagree”, or “don’t know” responses indicate deviations
from the practices or a lack of knowledge about the framework. More qualified
conclusions about the use of the NACSLB budgeting framework, and budgeting

guidelines more broadly, would be associated with these types of responses.
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The Development and Evaluation of Financial Options: Universal, Partial, or
Complete Disregard?

Following the format established in Chapter 4, this section displays the output
statements and the percentage of respondents that selected each of the potential
responses. The statements are displayed with their corresponding practice and are listed
in the order they were presented in the survey and NACSLB budgeting framework. For
example,. Table 5.1 includes the two statements derived from Practice 9.1 while Table 5.2
includes the single statement derived from Practice 9.2. A brief discussion of the
responses follows each table, though a larger discussion of the results, and their
implications for the research questions, is presented near the conclusion of the chapter.
Overall, the examination provides an additional insight into the use of budgeting
guidelines among budget and finance officials beyond the initial conclusions developed
fromlthe analysis of Element 4 in the previous chapter.

Practice 9.1, the first practice associated with Element 9, recommends
municipalities conduct long-range financial planning. Because long-range financial
planning can include a variety of components, two output statements were derived from
the output paragraph provided in the NACSLB document. The first statement reflects the
broad nature of long-range planning and recommends that a plan include key components
such as an analysis of financial trends, an assessment of problems or opportunities, and a
description of necessary actions to address issues. The second statement recommends
long-range financial plans include revenue and expenditure forecasts using alternative

economic, planning, and policy assumptions—an additional component beyond those
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addressed in the first statement. Table 5.4 displays the percentage of respondents that

selected each of the potential responses.

Table 5.4 Conduct long-range financial planning (Practice 9.1)
1. Long-range financial planning, which can include components such as an
analysis of financial trends, an assessment of problems or opportunities,
and a description of necessary actions to address any issues, has been
completed.

Agree Somewhat Agree  Somewhat Disagree  Disagree Don't Know

41.54% 29.41% 8.82% 15.07% 5.15%
2. Long-range financial plans include a description of long-term revenue

and expenditure forecasts using alternative economic, planning and policy
assumptions.

Agree Somewhat Agree ~ Somewhat Disagree  Disagree Don't Know
36.86% 32.85% 8.03% 16.06% 6.20%
Question 1 N=272; Questions 2 N=274

Of the 272 responses to the first statement, more than 70% of respondents
‘indicated that long-range plannihg has been completed and includes at least some of the
components detailed in the statement. In contrast, approximately 24% of respondents
indicated a lack of adherence to the statement, either completely or in paﬁ. Additionally,
5% of respondents were unaware of their municipality’s long-range planning efforts. The
responses to the second statement were nearly identical to the first. Slightly less than 70%
of respondents indicated long-range planning efforts in their municipalities included, to
some degree, a description of long-term revenue and expenditure forecasts using
alternative assumptions. Approximately 24% of respondents indicated a lack of
adherence to the recommendation, and 6% were unsure if the planning efforts in their
municipalities included the appropriate components. When considered together,
municipalities largely engage in long-term planning efforts that meet, at least partially,
the requirements established by the NACSLB. However, reflecting the analysis of

Element 4 practices, adherence is not universal.
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The second practice continues the focus on long-term planning and recommends
municipalities prepare revenue projections. Two specific aspects of the practice were
derived from its output paragraph. The first output statement suggests municipalities
develop revenue projections for financial planning purposes that extend over a period of
at least three years. The NACSLB also recommends updated projections be available
during the budget process to avoid unintended financial challenges. This recommendation
is reflected in the second output statement. The statements, and the respon'ses provided by

budget and finance officials are displayed in Table 5.5.

Table 5.5 Prepare Revenue Projections (Practice 9.2)

1. Revenue projections developed for financial planning purposes extend
over a period of at least three years.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
53.68% 21.32% 6.62% 16.18% 2.21%

2. Updated projections are available during the budget period to avoid
unintended deviation from balanced-budget requirements.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
55.68% 28.94% 4.40% 4.40% 6.59%
Question 1 N=272; Question 2 N=273

Over half of the respondents indicated their municipalities prepare revenue
projections that extend at least three years into the future. With the addition of
respondents who indicated partial adherence, 75% of municipalities in the sample adhere,
at least partially, to the statement. However, more than 22% of respondents indicated a
lack of adherence to the statement and 2% of respondents were unable to determine the
length of revenue projections in their municipalities. The second statement, when
compared to the first, is characterized by much less variation. Nearly 85% of
municipalities update their revenue projections to some degree during the budget period

while less than 9% of municipalities do not update their projections in a meaningful
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fashion. When compared to the first statement, a greater number of respondents have
limited knowledge concerning the frequency with which revenue projections are updated.
Overall, adherence to these NACSLB recommendations is somewhat mixed. Revenue
projections may not extend over a period of three years for some municipalities, but a
large majority of governments in the sample update their available projections.

Practice 9.2a, the third practice associated with Element 9, examines another
aspect of revenue and the long-term financial planning process. Since revenue changes
can have a significant impact on a government and the services it provides, the NACSLB
details several specific recommendations to ensure stable and largely predictable
revenues. For example, municipalities should analyze major revenues and identify factors
that have influenced collections and forecasts, as well as any potential problems.
Municipalities also should identify revenue trends and their stability-and highlight any -
revenue changes, whether projected or actual, in the budget .document. These
recommendations were divided into three output statements and are displayed, with

corresponding_responses, in Table 5.6.

Table 5.6 Analyze Major Revenues (Practice 9.2a)

1. An analysis of major revenues that identifies factors that have influenced
historical collections, forecasting assumptions, and any problems or
concerns, has been completed.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
62.50% 26.10% 2.21% 6.99% 2.21%
2. Revenue trends and their stability (i.e. elasticity) have been identified.
Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
57.76% 33.21% 2.89% 4.69% 1.44%

3. Significant changes to major revenue sources—projected or actual—are
highlighted in the budget document.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
69.20% 23.19% 1.45% 5.07% 1.09%
Question 1 N=272; Question 2 N=277; Question 3 N= 276
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When considered together, the activities of a large majority of local governments
correspond to the recommendations. More than 88% of respondents indicated their
municipalities analyze major revenues to some degree, 90% of municipalities have
identified, at least partially, revenue trends and their stability, and 92% of municipalities
document, at least in part, projected or actual changes to their major revenue sources in
the budget document. Nine percent of respondents do not, to any significant degree,
analyze major revenues—the highest percentage of the three statements. Regardless of
the degree to which municipalities adhere to the statements, nearly every respondent
knew enough about the statements to avoid selecting “don’t know.” In sum,
municipalities analyze their major revenues and, even when an analysis does not occur on
a significant or consistent basis, respondents are aware of the revenue analysis efforts in
their .municipalnities. .

Practice 9.2b, similar to the previous two practices, focuses on revenue. In
particular, the practice notes that revenue sources can change for various reasons.
Whether because of internal political decisions or external factors such as economic
conditions or decisions made by state or federal officials, the NACSLB recommends
municipalities consider and evaluate potential changes to revenue sources. The output
paragraph associated with the practice suggests municipalities analyze the effect of
pending or potential changes to revenue sources as part of the budget process or as
warranted. This recommendation is reflected in the output statement displayed in Table

5.7. The responses provided by survey respondents are displayed as well.
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Table 5.7 Evaluate the Effect of Changes to Revenue Source Rates and
Bases (Practice 9.2b)

1. An analysis of the effect of pending or potential changes to revenue
sources has been undertaken as part of the budget process or as warranted.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
63.27% 33.09% 1.09% 2.18% 0.36%
N=275

Nearly every municipality represented in the sample adheres, at least partially, to
this recommendation. In fact, more than 96% of municipalities conduct, to some degree,
an analysis of changes to revenue sources as part of their budget processes.
Approximately 3% of respondents indicated that their municipalities do not analyze
changes or, if changes are considered, the practice does not occur consistently. Of the
practices examined to this point, whether connected to Element 4 or Element 9, Practice
9.2b is associated with the highest rate of adherence by a large margin. It appears,

| therefore, that most municipalities agree with the NACSLB—<changes to révénues can
have a significant impact on municipal operations and any potential changes, whether
positive or negative, warrant significant attention.

Practice 9.2c, the fifth practice associated with Element 9, continues the element’s
focus on revenue. The practice recommends municipalities routinely analyze their tax and
fee exemptions. Since exemptions have an impact on the revenue a municipality receives,
a periodic review of exemptions can help determine if current exemptions are needed or
if they should be altered. Given a brief output paragraph, only one statement was needed

to reflect the practice. The statement suggests municipalities routinely identify and
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analyze tax and fee exemptions and estimate forgone revenues.*” The statement, in

addition to respondent reaction, is displayed in Table 5.8.

Table 5.8 Analyze Tax and Fee Exemptions (Practice 9.2¢)

1. Routine analyses and reports that identify each tax and fee exemption
and an estimate of foregone revenues have been completed.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
26.28% 35.40% 14.23% 18.61% 5.47%
N=274

In a relatively dramatic change from the previo'us revenue-focused practices, the
percentage of municipalities that adhere, at least partially, to the practice is lkess than 62%
and there is significant variation across the response categories. No response choice was
selected by more than 36% of respondents and, excluding the “don’t know” category, no
category was selected by less than 14% of respondents. With over 32% of respondents
indicating a lack of adherence to the statement, the practice is one of the least used
among Element 9 practices. In addition, approximately 5% of respondents were unaware
of tax and fee exemptions in their municipalities. It appears that tax and fee exemptions
are considered less often when compared to other aspects of revenue planning and
management.

Practice 9.2d concludes the series of practices related to Practice 9.2. Also
focused on the revenue, the practice recommends municipalities achieve consensus on a
revenue forecast. Since a revenue forecast is an estimate of the resources that are
available for a budget, a consistent process for developing the forecast can make the
budget process more efficient and less controversial (NACSLB 1998). The output

paragraph provides several broad recommendations. First, the process producing a

3 Although the output paragraph is relatively brief when discussing the process municipalities should use
when analyzing tax and fee exemptions, the paragraph does caution municipalities about the politically
sensitive nature of changing or removing certain exemptions.
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revenue forecast should be clear, open, and consistent. Second, the process should be
structured to minimize potential controversieé or problems. These aspects of the
paragraph are reflected in the two output statements developed from Practice 9.2d. The
statements, and the responses provided by budget and finance officials, are diSplaycd in

Table 5.9.

Table 5.9 Achieve Consensus on a Revenue Forecast (Practice 9.2d)

1. The process for producing the revenue forecast is clear, open, and
consistent (i.e. it does not engender controversy).

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
55.15% 36.03% 3.31% 3.68% 1.84%

2. The process developed to achieve consensus on revenue forecasts among
stakeholders recognizes where problems are likely to emerge and is
structured accordingly.

Agree Somewhat Agree  Somewhat Disagree  Disagree Don't Know
36.86% 44.53% 3.65% 9.85% 5.11%

Question 1 N=272; Question 2=274

When comparing the two statements, municipalities adhere to the first at hi gher
rates than the second. Over 91% of respondents have developed, at least partially, a
process for producing a revenue forecast that is clear, open, and consistent. Less than 7%
of respondents indicated a lack of adherence to the statement and fewer respondents,
approximately 2%, did not have enough knowledge to provide a definitive response.
Although utilized at lower rates than the first statement, a large majority of municipalities
have developed a process to achieve consensus on revenue forecasts that is designed to
minimize controversies or problems. Over 80% of municipalities adhere, at least
partially, to the statement while less than 14% of respondents indicated a lack of
adherence. Similar to several other Element 9 practices, approximately 5% of

respondents could not provide a concrete response. When the statements are considered
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together, municipalities generally adhere to the NACSLB guidelines conceming revenue
forecasts, though some aspects are utilized more than others.

While not directly focused on revenue projections like the five prior practices,
Practice 9.3 focuses on an additional component of revenue. In short, the NACSLB
recommends the documentation of revenue sources in a revenue manual. Particularly
informative for stakeholders and new staff members in the budget department, a manual
lists revenues in an organized and accessible manner (NACSLB 1998). In lieu of a
revenue manual, documentation can be included in the budget document. A single output
statement was derived from the paragraph to reﬂect this recommendation. Table 5.10

displays the statement and the responses of budget and finance officials.

Table 5.10 Document Revenue Sources in a Revenue Manual (Practice 9.3)

1. Documentation of revenue sources in the form of a revenue manual has
been completed. In lieu of a revenue manual, documentation of major
revenue sources has been included in the budget document.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
51.09% 28.62% 4.35% 14.13% 1.81%
N=276

The responses to the statement, similar to others associated with Element 9,
largely are skewed toward adherence. Nearly 80% of municipalities represented in the
sample document major revenue sources in a revenue manual or budget document to
some degree. Approximately 18% of municipalities do not document revenue sources
consistently or do not adhere to the recommendation at all. An additional 2% of
municipalities were represented by respondents who were unable to determine the degree
to which revenue sources are documented. While the recommendation provided by
Practice 5.7 is not utilized at the rates of other revenue practices, an adherence rate near

80% represents a large majority of the municipalities in the sample, nonetheless.
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The eighth practice shifts the focus from revenue to expenditures. In particular,
Practice 9.4 recommends municipalities prepare expenditure projections. Although it is
the only practice to explicitly address expenditure projections, its output paragraph is
much longer and more detailed than any other Element 9 practice. Topics discussed in the
paragraph include the length of projections, preparation, integration into larger financial
projections, and connections to revenue assumptions. Because of the extensive and
detéiled content included in the paragraph, five output statements were developed to
represent the practice.

At the outset, the paragraph suggests municipalities extend expenditure
projections at least three years into the future. Second, the paragraph suggests
municipalities prepare and document fund level and government-wide expenditures.
Third, the projections discussed in the second statement should be integrated into overall
financial projections. Fourth, the expenditure projections prepared by municipalities
should identify service level assumptions and key issues that affect actual expenditures.
Finally, the paragraph suggests municipalities describe expenditure assumptions in
relation to revenue assumptions. Table 5.11 displays these recommendations and

respondents’ reactions to each.
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Table 5.11 Prepare Expenditure Projections (Practice 9.4)
1. Expenditure projections extend at least three years into the future.
Agree Somewhat Agree  Somewhat Disagree Disagree‘ Don't Know
44.93% 20.29% 8.33% 25.00% 1.45%
2. Fund level and government-wide expenditure projections have been
prepared and documented.
Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
59.85% 25.55% . 4.74% 8.03% 1.82%

3. Fund level and government-wide expenditure projections have been
integrated into overall financial projections.

Agree Somewhat Agree = Somewhat Disagree Disagree Don't Know
58.55%. 27.27% 4.73% 8.36% 1.09%

4. Expenditure projections identify service level assumptions and key issues
that affect actual expenditures.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
51.44% 34.89% - 3.24% 6.83% 3.60%
5. Expenditure assumptions are described in relation to revenue
assumptions.
- Agree Somewhat Agree  Somewhat Disagree  Disagree Don't Know

40.44% . 42.65% 5.15% _ 9.19% 2.57%

Question 1 N=276; Question 2 N=274; Question 3 N=275; Question 4 N=278; Question 5
N=272

Of the five statements derived from Practice 9.4, adherence to the first is the
lowest. Approximately 65% of municipalities extend expenditure projections at least
three years into the future somewhat consistently, while nearly 34% of municipalities do
not. Although the per‘centage of municipalities that adhere to the statement remains over
50%, adherence to the four subsequent recommendations is much higher and more
consistent. For example, 85% of municipalities in the sample prepare and document fund
level and government-wide expenditure projections, 85% of municipalities integrate the
projectionsvinto overall financial projections, 86% of municipalities identify service level
assumptions and key issues in their expenditure projections, and 83% of municipalities
describe expenditure assumptions in relation to revenue assumptions. The percentage of

respondents that indicated a lack of adherence also was similar, ranging from 10% to
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14%. When the statements are considered together, it appears municipalities prepare
expenditure projections in ways that largely correspond to NACSLB recommendations.
Practice 9.5, the ninth practice associated with Element 9, provides a natural
extension of previous practices. Following long-range planning and the preparation of
revenue and expenditure projections, the practice recommends municipalities evaluate
their revenue and expenditure options. The output paragraph recommends the
establishment of a process that provides a comprehensive review of‘options for program
and service levels and projected funding amounts. The review can include elements such
as beginning and ending fund balances, changes in fund balances at a fund level, and
outstanding debt levels. One statement was derived from the output paragraph that
highlights these aspects of the review process. The statement, and the percentage of

budget and finance officials who selected each response, is provided in Table 5.12. -

Table 5.12 Evaluate Revenue and Expenditure Options (Practice 9.5)

1. A process has been established for undertaking a comprehensive review
of options for program and service levels and projected funding amounts.
The review includes components such as beginning and ending fund
balances, changes in fund balances at a fund level, and outstanding debt
levels.

Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know

46.57% 33.57% 6.14% 11.55% 2.17%
N=277

Similar to the statements associated with Practice 9.4, responses indicate
municipalities have established a review process that corresponds to the recommendation.
Over 46% of respondents indicated that their municipalities completely adhere to the
statement while an additional 34% adhere in part. Less thaﬁ 18% of respondents indicated
a lack of adherence and approximately 2% of respondents were unable to assess the

review process employed by their municipalities. In short, a large majority of localities
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move beyond the projection process to evaluate both revenue and expenditure options
using methods similar to those highlighted in the NACSLB budgeting document.

Practice 9.6, the final practice associated with Element 9, addresses another aspect
of financial planning—capital spending. The practice recommends the development of a
capital improvement plan. Because most municipalities have identified a number of
potential capital projects that require significant financial investment, this type of plan
assists governments by making the selection process easier and more efficient. As a
result, the output paragraph suggests municipalities develop a process for evaluating
proposed capital projects as well as potential financing options. The paragraph also
suggests long-range capital improvement plans include both capital and operating costs
and address projects at least five years into the future. Three statements, displayed in
Table 5.13 with the responses of budget and finance officials, reflect these

recommendations.

Table 5.13 Develop a Capital Improvement Plan (Practice 9.6)
1. A process exists for evaluating proposed capital projects and financing
options.
Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
68.59% 23.83% 2.89% 2.89% 1.81%
2. A long-range capital improvement plan has been developed that includes
both capital and operating costs (i.e. their impact on the operating budget).
Agree = Somewhat Agree  Somewhat Disagree Disagree Don't Know
54.91% 31.64% 4.00% 8.00% 1.45%
3. A long-range capital improvement plan projects at least five years into
the future. -
Agree Somewhat Agree  Somewhat Disagree Disagree Don't Know
68.84% 17.03% 5.07% 6.88% 2.17%
Question 1 N=277; Question 2 N=275; Question 3 N=276

The responses to each of the statements are notably skewed toward adherence.

Over 68% of municipalities have developed a process for evaluating capital projects and
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financing options, nearly 55% of municipalities have developed a long-range capital
improvement plan that includes both capital and operating costs, and nearly 69% of
municipalities have developed capital improvement plans that project at least five years
into the future. When “somewhat agree” responses are included, overall adherence
increases to 92% for the first statement, 86% for the second, and 85% for the third.
Twelve percent of respondents indicated a lack of adherence to the second statement, but
this was the highest rate among the three statements. It appears, therefore, that capital
improvement plans developed by local governments largely correspond to NACSLB
recommendatipns.

Finally, in addition to variation across statements, variation across municipalities
is present as well. For example, 66 municipalities indicated at least partial adherence to
all of the element’s 21 output statements. However, six municipalities do not adhere to
- more than five statements and 28 municipalities do not adhere to more than ten.
Nonetheless, every municipality in the sample adheres to at least one Element 9 output
statement. Overall, 17 statements, on average, are used by municipalities in the sample.
By examining the complete distribution provided in Figure 5.1, a bias toward adherence

is explicitly illustrated, though, as mentioned above, it is not universal.
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Figure 5.1 Use of Element 9 Output Statements across Municipalities
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According to the NACSLB budgeting document, an important piece of the budget
process involves governments engaging in long-range planning and projections in order
to better determine the resources available for near-term budgets. The document includes
ten different practices that address topics such as revenue, expenditures, capital financing,
and general planning. While the above section provides a necessary discussion of each
individual output and the reactions provided by survey respondents, the responses can be
organized into several important themes as well.

First, the highest rates of complete or partial adherence among municipalities in the
sample are associated with practices that address the revenue planning and evaluating
process. More than 96% of the municipalities evaluate the effect of changes to revenue

source rates and bases to some degree. Asa result, approximately 3% of respondents
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indicated a lack of adherence to the statement and less than 1% of respondents did not
have the required information to develop a conclusion. Furthermore, approximately 92%
of the municipalities high]ighp, to some degree, significant changes to revenue sources in
a revenue manual or budget document. In sum, and as would be expected, nearly all
municipalitiés in the sample appear concerned with revenues and any potential changes to
the status quo. As the NACSLB recommends, the impact of changes are evaluated and,
subsequently, documented in the budget document on a consistent basis.

Second, although the most utilized recommendations associated with the clement
involve revenue, the least utilized recommendation focuses on revenue as well. Slightly
less than 62% of municipalities analyze tax and fee exemptioné and estimate foregone
revenues—the recommendation provided in Practice 9.2c. While a lack of tax and fee
exemptions would preclude their use, nearly 33% of respondents indicated a lack of
adherence to the statement and approximately 5.5% of respondents were unsure of the
practice within their municipalities. While the practice is somewhat of an anomaly when
revenue-related practices are considered as a whole, rates of adherence to statements that
address other aspects of financial planning and evaluation were sifnilar. For example,
approximately 65% of municipalities extend expenditure projects at least three years into
the future and less than 70% of municipalities consistently develop long-range financial
plans that include forecasts using alternative assumptions. It appears municipalities
deviate from certain statements more than others, regardless of the planning and
evaluation topics under consideration.

Third, the second statement derived from Practice 9.2 recommends municipalities

provide and utilize updated revenue projections during the budget process to avoid
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unintended deviations from balanced-budget requirements. However, approximately
6.5% of respondents, the highest percentage of any Element 9 statement, did not have
enough information to determine the degree to which their municipalities adhere to the
statement. In contrast, only 2% of respondents did not know if revenue projections extend
over a three year period—the first statement derived from Practice 9.2. Though it appears
respondents are aware of the length of their municipalities’ revenue projections, fewer
officials know if projections are utilized during the budget process. While this trenrl does
not mean municipalities deviate from the second statement, it does suggest the guideline
may not be highlighted during the budget process in some municipalities.

Fourth, revenue-related practices largely are.utilized at higher rates than those
explicitly focused on expenditures or capital projects. For example, of the ten revenue-
related statements derived from Element 9, five are associated with adherence rates
higher than 88%. Of the five statements, four are associated with adherence rates higher
than 90%. None of the five expenditure-related statements reached 88% and only one of
the three capital finance statements reached the thréshold. Of the practices described in
Element 9, it appears those related to revenue receive priority among municipal
governments.

Finally, local governments largely develop and evaluate financial options in a manner
that corresponds to NACSLB recommendations. At least 70% of municipalities adhere
entirely, or in part, to 18 of the 21 statemer]ts and over 90% of municipalities adhere to
five of the statements to some degree. Furthermore, 66 municipalities indicated at least
partial adherence to all of the element’s 21 output statements. However, similar to

Element 4, adherence is not universal. In fact, more than 30% of respondents indicated a
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lack of adherence when considering two Element 9 output statements. Additionally, at
least 10% of respondents selected either “somewhat disagree” or “disagree” when
considering 11 of the element’s 21 statements. As a consequence, and to partially address
the third research question, the focus of this chapter shifts to exploring potential
explanations for these deviations. Following the format established in Chapter 4,
explanations provided by respondents are examined below, prior to a more systematic
analysis in Chapter 6.
Explaining Deviations from the Framework: Views of Practitioners

In the survey provided to local budget and finance officials, respondents were
asked to assess the degree to which their municipalities adhere to various statements
derived from practices contained in the NACSLB budgeting document. In addition to
choosing from different degrees of adherence, respondents also were asked to provide
explanations if they selected either the “somewhat disagree” or “disagree” responses. On
average, approximately 13 respondents per statement provided comments to explain a
Jack of adherence.*® Although a number of respondents did not provide an explanation
when prompted, the explanations still provide an important perspective on why some
local governments adhere to the guidelines and others do not. The following paragraphs
explore the explanations associated with each specific output statement detailed above.

When respondents were asked to indicate why their municipalities had not
conducted long-range financial planning consistent with Practice 9.1, the responses to
both output statements were somewhat similar, though a greater variety of reasons was

provided in response to the first statement. Addressing a lack of general long-range

36 Approximately 38 respondents per statement utilized this opportunity when considering the Element 4
practices and outputs. However, when compared to Element 4, adherence to Element 9 statements was
much higher and, therefore, explanations for deviations were much lower.
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financial planning, several respondents cited time and resource constraints as an
explanation for deviations. For example, according to one respondent, “Due to limited
accounting and finance staff, there has not been an attempt to perform long-range
financial planning.” A lack of support from elected officials also was highlighted when a
respondent suggested, “Selectmen are notoriously short-sighted. They only care about
this year's property tax rate, not what next year will hold. Ours are no different.”
Respondents also indicated the use of informal policies, economic challenges and
- municipal size as reasons for a lack of adherence. Regarding the second statement,
informal financial planning was again cited as an alternative to long-range financial plans
that include a description of forecasts using alternative assumptions. Several other
respondents indicated that policies similar to the recommendation were being developed.
“According to the first statement derived from Practice 9.2, revenue projections
developed for financial planning purposes should extend over a period of at least three
years. For most respondents who provided a written explanation, the time period was the
biggest reason for a lack of adherence. One year, 18 months, and two years were common
alternatives to the three year projection period recommended by the NACSLB. Several
respondents indicated that three year projections were not practical while others cited a
lack of political support as the primary reason for limited or no adherence. Finally, one
respondent cited time and resource limitations while another referenced economic
challenges as the primary reason for deviating from the statement. The second statement
derived from Practice 9.2 suggests municipalities update projections for use during the
budget period, but several respondents were adamant that updated projects only be

available at certain times—which may or may not coincide with the budget period. A
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lack of data and legal limitations imposed by state governments comprised additional
explanations.

Respondents, when presented with statements concerning the analysis of major
revenues in Practice 9.2a, indicated significant adherence. Because of this, fewer
explanations were provided when compared to other statements. For example, the first
statement recommends that an analysis of major revenues identify factors that have
influenced historical collections, forecasting assumptions, and any problems or concerns.
One respondent indiéated that the process to analyze major revenues was being
developed; a second respondent indicated that revenues were the responsibility of elected
officials, and a third cited time and resource constraints. The second statement,
suggesting revenue trends and their stability be identified, received a single useable
rcsponse.3-7 Accofding to the respondent, the guideline was not appropriate for small
municipalities. The third statement recommends municipalities highlight significant
changes to major revenue sources in the budget document. Four specific explanations
were provided. One respondent stated that adherence would be forthcoming, another
suggested changes were highlighted in a different document, a third stated changes were
discﬁssed informally with elected officials, and a fourth indicated that the state did not
require the information in the budget and it was, therefore, not needed.

As highlighted above, over 96% of respondents indicated at least partial
adherence to Practice 9.2b and its recommendation that an analysis of the effect of

pending or potential changes to revenue sources be undertaken as part of the budget

1In many cases, including this statement, respondents provided a written explanation but the responses
simply stated that the statement was not being followed without any additional explanation. These types of
responses did not provide any additional information that could not be obtained from the selection of either
“somewhat disagree” or “disagree” from the closed-ended response options.
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process, or as warranted. Of the nine respondents who indicated limited or no adherence
to the statement, only two offered written explanations and neither response provided
insight into their deviation from the statement.

The statement derived from Practice 9.2¢ recommends municipalities complete
routine analyses and reports that identify each tax and fee exemption and an estimate of
foregone revenues. In contrast to Practice 9.2b, slightly more than 61% of respondents
indicated complete or partial adherence—the lowest percentage of any statement aeﬂved
from Element 9. As expected, the most frequently cited reason for deviating from the
statement involved a lack of tax and fee exemptions. A municipality cannot identify and
analyze tax and fee exemptions if exemptions do not exist. Other frequently cited
explanations suggest the use of informal analyses and a lack of time or resources as-
factors that contribute to a lack of adherence. Some respondents indicated analyses were
completed, but on an irregular basis. Explanations such as the small size of the
respondent’s municipality and the idea that such analyses would be “overkill” also were
mentioned. For example, according to one respondent, “no detailed analyses of these
types are generated. We have a good sense of the level of foregone revenues, but do not
waste tax dollars and time to generate more reports and create more bureaucracy.”

In contrast to Practice 9.2c, adherence to the two statements derived from Practice
9.2d at the time of the survey was much higher. More than 91% of local governments
have, to some degree, a clear, open, and consistent process for producing a revenue
forecast. Although relatively few respondents provided written explanations, the
available responses are informative. For example, several respondents indicated revenue

uncertainty limits the ability to develop forecasts through a noncontroversial process.



124

Another respondent remarked that budgets are political and, therefore, always engender
controversy to some degree. The second statement, suggesting the process developed to
achieve consensus on revenue forecasts among stakeholders recognize where problems
are likely to emerge and is structured accordingly, received a slightly higher number of
explanations. The most frequently cited response to the statement was that stakeholders
usually have not been included in the process. Others indicated that their municipalities
or groups of decision makers were too small to necessitate such a process. Finally, one}
respondent indicated that “consensus is not the objective—accurate forecasts are.”

Also related to revenue, the single practice derived from Practice 9.3 suggests
municipalities document their revenue sources in a revenue manual or budget document.
One of the most frequently mentioned responses to the statement involved the
documentation of revenue sources in a location other than a revenue manual or the budget
document. Several others suggested documentation occurs, but not frequently. Finally,
one respondent indicated a similar practice was being developed and another indicated
that state government provides specific documentation guidelines that do not necessarily
correspond to those in the NACSLB budgeting framework.

Practice 9.4—the longest and most detailed practice associated with Element 9—
was divided into five output statements that address the preparation of revenue
projections. Because of the diversity of the statements, responses tended to vary based on
each statement’s tepic. For example, the first statement recommends expenditure
projections extend at least three years into the future. Similar to the statement regarding
revenue projections, the explanation provided most frequently involved the use of an

alternative time period such as one year, eighteen months, or two years. Other
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respondents indicated projections only are developed for capital budgets while several
others noted a lack of support from elected officials. The second statement recommends
goveﬁments prepare and document fund level and government-wide expenditure
projections. For most respondents who provided an open-ended response, deviations
occurred because expenditure projections only are prepared at the fund level.
Respondents also expressed a lack of need for entity-wide projections, suggesting the
process has little value. For example, one respondent stated, “we don't care about entity-
wide accounting. It's just a required practice that bears no discernable value.” The third
statement recommends governments integrate fund level and government-wide
expenditure projections into overall financial projections. Similar to the second statement,
the majority of respondents that indicated a lack of adherence cited a focus on fund or
area-specific projections rather than government-wide projections. The usefulness of
entity-wide expenditure projections also was questioned by a respondent when
considering the statement.

The fourth statement derived from Practice 9.4 recommends expenditure
projections identify service level assumptions and key issues that affect actual
expenditures. Although written explanations associated with this statement were limited,
one respondent indicated that inflation assumptions had been identiﬁed in lieu of service
level assumptions and another suggested service level assumptions were in the process of
being identified. The final statement associated with the practice prompted a greater and
more varied number of responses. For example, one respondent suggested matched
assumptions were not relevant to the budget; another indicated revenue and expenditure

assumptions were not directly correlated; a third argued timing issues made the matching
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process challenging and a fourth respondent concluded that a “poorly trained staff limits
[our] ability to match the assumptions.”

The statement derived from Practice 9.5 recommends municipalities develop a
process for undertaking a comprehensive review of options for program and service
levels and projected funding amounts. The review, according to the statement, can
include a variety of components. Although explanations provided by respondents were
varied, the most frequently cited reason was the use of informal guidelines in lieu of a
formal process. One respondent suggested that, “once again, [this is] a theoretical
question while the practicality is that we deal with these issues in day-to-day operations”
and another indicated that “it is more about who the budget committee and selectmen
like, or don't like. Actual need doesn't often enter the equation.” Other respondents
suggested their review process was limited to certain areas or components and, as a
result, did not adequately correspond to the recommendation.

Finally, Practice 9.6—the last practice associated with Element 9—recommends
municipalities develop a capital improvement plan based on the recommendations in
three specific statements. The first statement recommends the development of a process
for evaluating proposed capital projects and financing options. For several municipalities,
a process—bften in need of improvement—exists, though it is not used consistently.
Others indicated the use of an informal process in lieu of a formal process. The second
statement suggests municipalities develop a long-range plan that includes both capital
and operating costs. Although adherence to the statement generally was high, some
respondents indicated that their plans were not tied to operating costs. Similar to the first

statement, several respondents indicated the need for an improved plan and another
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respondent indicated that capital projects have been limited. The third and final statement
recommends capital improvement plans project at least five years into the future. Once
again, the open-ended responses indicate certain municipalities do not meet the five year
recommendation. In one instance, three years was offered as the alternative time period.

In sum, although each of the practices associated with Element 9 address different
topics, the reasons provided by respondents for deviations from the statements and their
recommendations are somewhat similar. For example, the use of informal practices in
lieu of formal practices, municipal size, time and resource constraints, limited support
from elected officials, uncertain f%nancial conditiohs, and negative opinions toward
“theoretical”” recommendations were cited as explanations for deviations across practices
and output statements. When asked about projections, whether related to revenues,
expenditures, or capital projects, the most frequent response cited alternative time periods
that were shorter than those referenced in the statements. Although explanations were not
provided by every respondent that selected either “somewhat disagree” or “disagree”, the
available responses help illustrate why certain municipalities deviate from Element 9 in
the NACSLB budgeting framework.
Use of Element 9 Practices among Local Governments: Implications

Based on the above analysis of Element 9 and its use among public budget and
finance practitioners, results of the research can be applied to the questions posited at the
outset of this project. In fact, the conclusions derived from this chapter address, at least
partially, each of the three individual questions. Overall, survey responses provided by
budget and finance officials indicate municipalities across the United States largely

adhere to many of the practices and outputs described in Element 9—an answer to the
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most basic research question developed in Chapter 1. The majority of municipalities
represented in the sample conduct long-range financial planning, prepare revenue
projections, analyze major revenues and exemptions, prepare expenditure projections,.
evaluate revenue and expenditure options, and develop capital improvement plans in
ways that meet the requirements contained in the NACSLB budgeting framework. In fact,
at least 50% of respondents indicated at least partial adherence to every Element 9-based
statement listed in the survey. Fifteen of the 21 statements are associated with pani.al or

.complete adherence rates over 80% and five of the statements are associated with
adherence rates over 90%. Over 96% of municipalities in the sample adhere, at least
partially, to the statement derived from Practice 9.2b. Additionally, 66 municipalities
indicated at least partial adherence to all of the element’s 21 output statements. However,
it also needs to be noted that several output statements prompted adherence rates lower
than 70%. Less than 62% of municipalities adhere to Practice 9.2c, the lowest of any
Element 9 statement. Furthermore, five statefnents promptéd at least 5% of respondents
to select the “don’t know” response category.

Based on these results, what can be said about the first and primary question
concerning the potential existence of principles of public Budgeting? As a whole, the
degree to which the framework is utilized varies across practices and municipalities.
However, in many cases variation is limited. Consequently, it appears Element 9 and its
components cannot be discounted when considering the existence of budgeting
principles. While it would be difficult to classify the entire element as a set of principles,
adherence to a large majority of individual guidelines appears consistent and Widespread,

hallmarks of management principles. While the guidelines only represent a portion of
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Element 9 and, therefore, an even smaller portion of the larger framework, additional |
research examining the remaining portions of the framework appears warranted in order
to refine these initial conclusions.

Although the findings provide initial answers to the first two research questions,
the deviations, although small in some cases, cannot be ignored. As a result, the latter
portion of this chapter was dedicated to determining what accounts for the variation
among local governments. When given the opportunity, respondents indicated municipal
size, time and resource constraints, limited support from elected officials, uncertain
financial conditions, and negative opinions toward “theoretical” recommendations were
reasons for deviations from the practices. In some cases, informal practices were used in
iieu of the formal practices and processes advocated by the GFOA. Additionally,
deviations from projections often occurred because municipalities utilize time periods
shorter than those recommended in the framework. In short, these responses indicate that
a variety of explanations account for deviations from the NACSLB budgeting framework.
The explanations are internal to municipalities (e.g., a lack of political or staff support)
and external (e.g., challenging financial conditions or state restrictions). The comments
also lend some support to research that has illustrated the difficulties of applying
theoretically satisfying guidelines to practice (Simon 1946, Kelly and Rivenbark 2002).
Some respondents explicitly highlighted these challenges while others simply referenced
the benefits of informal practices. These implications, as well as those developed in

Chapter 4, are further explored at the conclusion of this project in Chapter 7.
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Policy Creation or Planning and Evaluation: A Comparison of Element 4 and
Element 9

To this point in the analysis, the two portions of the NACSLB budgeting'
framework considered here have been examined separately. Element 4 was the primary
focus of Chapter 4 and Element 9 has been the primary focus of this chapter. Following
an examination of both elements, howeve;‘, several significant trends have emerged that
have significant consequences, not only for the following chapter, but for future research
that also considers the use of budgeting guidelines. As a result, a brief comparison of the
trends and conclusions developed in both chapters is required before any further analysis
can be completed.

At the outset, the most obvious and significant difference between the two
elements is their degree of use across local governments. Respondents indicated much
greater adherence to the statements derived from Element 9 when compared to those
derived from Element 4. For example, at least 80% of respondents indicated at least
partial adherence to four of the 17 statements derived from Element 4. In contrast, at least
80% of municipalities adhere, at least partially, to fifteen of the 21 statement derived
from Element 9. Over 90% of respondents indicated at least partial adherence to five
Element 9 statements while no statement derived from Element 4 reached this level of
adherence. Additionally, over 40% of respondents selected either “somewhat disagree” or
“disagree” when considering six Element 4 statements. In contrast, approximately 30% of
- respondents selected either “somewhat disagree” or “disagree” when considering two

Element 9 statements—the highest deviation rates associated with the element.
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In addition to higher rates of adherence, budget and finance officials also have a
higher level of familiarity with the practices described in Element 9. For example, at least
5% of respondents selected “don’t know” when considering five of the 21 statements
derived from Element 9. The highest percentage of respondents that selected “don’t
know” was 6.59%. In contrast, at least 5% of respondents selected “don’t know” when
considering 10 of the 17 statements derived from Element 4. The highest percentage of
respondents that selécted “don’t know” was 23.08%. As a result, it appears respondents
have much greater knowledge of financial planning and evaluation activities in their
municipalities when compared to financial policies. |

Overall, when the two stages of the budget process are compared, it is apparent
that municipalities and their budget and finance practitioners are much more concerned
about financial planning and evaluation than creating financial policies. Given these
distinctions, it appears appropriate to examine the elements separately, even when
quantitative models are developed in Chaptef 6. As the structure of the NACSLB
budgeting framework suggests, the budget process can, and should, be divided into
relatively distinct stages.

Finally, although municipalities deviate from the elements and their components
at much different rates, the reasons for deviating provided by respondents were relatively
similar across the two elements. State-level influence, municipal size, time constraints,
resource limitations, political hindrance, the use of informal policies, and a general
distaste for “theoretical” or textbook policies were often cited explanations. As a result,
defining a similar set of explanations across the elements in a more systematic analysis of

the deviations appears warranted—a conclusion not lost in the following chapter.
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Conclusions

In 1998 the NACSLB developed a series of recommendations designed to
improve the budgeting guidelines available to state and local budget and finance officials.
Fourteen years later this project represents an attempt to determine the extent to which
municipalities adhere to, or deviate from, the budgeting guidelines contained in the
framework. In order to accomplish this goal a survey §vas submitted to municipal budget
and finance officials across the United States. While the survey i;lcluded broad questions
concerning the use of the framework in its entirety, the majority of the questions focused
on the specific practices and outputs associated with two of the elements in framework—
Element 4 and Element 9. The survey results, specifically those related to Element 9,
were presented and discussed in this chapter.

As a whole, municipalities across the country engage in the financial planning and
evaluating activities described in the NACSLB budgeting document. Although various
percentages of municipalities deviate from the recommendations, at least 70% of
municipalities adhere, at least partially, to 18 of the element’s 21 statements and over
90% of municipalities engage in activities that correspond to five of the statements. When
compared to Element 4, municipalities appear to assign greater importance to the
planning and evaluating practices described in Element 9. In fact, when considering the
high rates of adherence across the element’s practices, it is difficult to discount the
potential existence of budgeting principles, similar to the concépt described by Luther
Gulick. In contrast, Element 4 contains only a few individual recommendations that could
be considered in a similar discussion. Overall, it appears the primary research question

under consideration can be answered, with qualifications, in the affirmative.
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Though an analysis of Element 9 has produced several encouraging findings,
deviations, while not large in many cases, remain. As a result, and in response to the third
and final research question, explanations provided by budget and finance officials were
examined. According to these respondents, municipal size, informal practices, time
constraints, resource limitations, state laws, and political opposition inhibit adherence to
the recommendations. Excluding several statement-specific responses, the explanations
associated with Element 9 are similar to vthose offered in response to Element 4 and its
components. These responses, although individual and context specific, illustrate an
interesting perspective that will inform and supplement the explanations uncovered

through a more quantitative approach in Chapter 6.
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Chapter VI.
The Next Step: Explaining Deviations from the NACSLB Budgeting Framework

Introduction

Based on the responses to surveys sent to municipal budget and finance directors,
Chapters 4 and 5 have illustrated that, as a whole, the budgeting practices used by
municipalities across the country largely correspond to those developed by the NACSLB.
However, the correlation between the NACSLB practices and those used by local_
governments is not perfect. Variation exists across the practices and across
municipalities. For example, adherence to certain guidelines is nearly universal while less
than 40% of surveyed locai governments adhere to others. It appears, therefore, that a
number of guidelines are firmly established among local governments as either implicit
or explicit principles of budgeting, while others are either not used or are unknown to
survey respoﬁcients. Consequently, it is inappropriate to assume thét NACSLB budget
guidelines are being utilized consistently and universally by local governments despite
the significant support provided by various scholars, practitioners, and professional
organizations.3 8

While these findings certainly add to extant budgeting and management research
by providing a more detéiled examination of the budgeting practices utilized by local
governments, the variation illustrated above invariably leads to the third research
question developed in Chapter 1-—what explains the degree to which local governments
utilize practices that correspond to those developed by the NACSLB? To some extent,
this question is not unique to Chapter 6. In Chapters 4 and 5, open-ended comments

provided by respondents to explain their lack of adherence to the framework’s practices

¥ As mentioned at other points throughout this analysis, the GFOA, ICMA, and various state-level
professional associations have indicated support for the NACSLB budgeting practices.
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provide some initial answers. However, the responses are specific to the opinions of
respondents or the conditions within their municipalities. Stated another way, these
explanations are not necessarily generalizable to other municipalities represented in the
sample. Therefore, in order to develop a more complete picture of local budgeting
practices, additional explanations are explored here. Plausible explanations are drawn
from previously completed research on both public budgeting and public administration
more broadly. This exercise represents, to this author’s knowledge, the first attempt to
systematically explain why municipalities vary in their adherence to NACSLB
recommended budget practices.

In order to begin this process, the following section reviews the use of NACSLB
budgeting practices across municipalities. In addition to a summary of the specific
practices explored in the survey, the section also includes a discussion of responses to a
survey question that asked respondents to indicate the degree to which their
mﬁnicip_alities adhere to the budgeting framework more broadly. Subsequent sections
proQide a brief overview of explanations derived from open-ended responses as well as
those derived from previous research. A variety of statistical techniques, including
Mokken scaling, OLS regression, and ordered logit are then used to analyze the data
discussed earlier in the chapter. The chapter concludes with an analysis of the models and
a brief discussion of the results.

Use of the NACSLB Budgeting Framework and its Components

In the previous two chapters a large amount of attention was given to the variation

in use that exists across specific practices and output statements. No less important,

however, is the degree to which variation exists across municipalities. Because the focus
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of this chapter shifts to this variation, a brief but more detailed review of the practices
and their use across municipalities will be instructive.

When considering Element 4 practices and outputs, 22 municipalities reported at
least partial adherence to all of the listed statements. However, seven municipalities
indicated a lack of adherence to all of the element’s 17 specific output statements.
Overall, 10 output statements, on average, are utilized by municipalities in the sample.
Figure 6.1 displays the complete distribution with the y-axis representing the number of
municipalities and the x-axis representing thé number of individual output statements in
use. As a whole, the distribution illustrates the variation that exists across municipalities
but, because of its skew toward the right, the figure also illustrates a bias toward
adherence.

Figure 6.1 Use of Element 4 Output Statements across Municipalities

[s2]

Number of Municipalities
15
|

0 5 10 15 : 20
Element 4 Output Statements in Use



137

When the output statements derived from Element 9 are examined in a similar
fashion a comparable, yet more distinct trend emerges. In contrast to Element 4, 66
municipalities indicated at least partial adherence to all of the element’s 21 output
statements. However, six municipalities do not adhere to more than five statements and
28 municipalities do not adhere to more than ten. Nonetheless, every municipality in the
sample adheres to at least one Element 9 output statement. Overall, 17 statements, on
average, are used by these municipalities. By examining the complete distribution
provided in Figure 6.2, the variations across local governments is illustrated but, once
again, a bias toward adherence is displayed as well. When the use of these practices is
compared to the Element 4 practices shown in Figure 6.1, it is apparent that
municipalities adhere to Element 9 practices at much higher rates. However, similar to
Element 4, adherence is not universal.

Figure 6.2 Use of Element 9 Output Statements across Municipalities
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It becomes obvious, therefore, that while certain guidelines receive near universal
support among local governments, the majority of municipalities do not adopt specific
portions of the framework in their entirety. In fact, using an additional survey quéstion,
this conclusion can be extrapolated even further. Near the end of the survey, respondents
were asked about the degree to which their departments adhere to the entire budgeting
framework developed by the NACSLB. One of five potential responses could be
selected: always, frequently, occasionally, seldom, and never. Table 6.1 displays the

survey question and the percentage of officials that chose each response.

Table 6.1 Adherence to the Entire NACSLB Budgeting Framework
Overall, with what frequency does the budget department to which you
belong adhere to the entire budgeting framework created by the NACSLB?

Always Frequently Occasionally Seldom Never
0.75% 21.80% 22.93% 19.92% 34.59%
N=266

Based on 266 responses to the question, less than 25% of local governments
utilize the framework in its entirety, always or frequently. In contrast, nearly 50% of the
municipalities represegted in the survey seldom use the entire framework or do not use it
at all. Approximately 23% of respondents indicated occasional use. In short, it appears
most local governments have developed policies and practices that correspond to certain
prescriptions in the NACSLB document but most deviate, at least partially, from entire
groups of practices and, to a greater degree, the entire framework. In response to these
conclusions, the remainder of this chapter will be dedicated to explaining this variation.
Explaining Limited Adherence: A Review of Practitioner Opinions

In each of the two previous chaptérs, discussion largely focused on the degree to
which municipalities either adhere to, or deviate from, individual practices or groups of

practices. However, each chapter also included a section highlighting the thoughts and
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opinions of respondents regarding the practices contained in the survey. Respondents
were asked to provide a written explanation following a somewhat disagree or disagree
response (i.e., lack of adherence) to an output statement. Approximately 38 written
comfnents, on average, were associated with each Element 4 statement and
approximately 13 written comments were associated with each Element 9 statement.

The importance of these responses is twofold. First, and as previous chapters have
highlighted, they illustrate, at least partially, why certain municipalities do not adhere to
the NACSLB budgeting practices. For example, in response to a statement regarding the
development of policies on fees and changes, one official remarked that a
reC(.)mmendation has been made repeatedly but it has not received support from the
village manager. Although comments like these are unique to the opinions of the
respondents and the circumstances in their municipalities, it is important to reiterate the
frequency with which certain explanations were mentioned. By categorizing cémments
based on their content, a number of trendé were uncovered. In response to Element 4
statements, for example, the use of informal policies in lieu of formal policies was one of
the most frequently mentioned explanations for limited adherence. Other explanations
included limitations due to municipal size, a lack of time, reduced resources, political
hindrance, and a general distaste for “theoretical” or textbook policies. In general,
Element 9 practices elicited similar explanations, although the responses to long-term and
capital planning practices largely were unique. The use of informal practices in lieu of
formal practices, municipal size, time and resourcé constraints, limited support from

elected officials, uncertain financial conditions, and negative opinions toward
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“theoretical” recommendations were cited as explanations for deviations.*® In short, the
explanations provided by respondents illustrate a reasonable, though not entirely
generalizable, set of characteristics associated with municipalities that reported a lack of
adherence to the budgeting guidelines.

The second benefit of the responses is their remarkable similarity to explanations
that have been explored by previous scholarship focused on similar public budgeting and
management research questions. For example, when Lindblad (2006) examined the use of
performance measurement in local economic development efforts, explanatory variables
included pressure from stakeholders such as elected officials and citizens. Kelly and
Rivenbark (2002), while also examining support from key municipal officials, also
considered time and resource constraints in their analysis of performance measurement in
the budgetary process. Additionally, when considering the use of recommended
procurement practices among local school districts in New York—a particular type of
local government—the size of the school district was found to be a significant
determinant of use.*® In sum, many of the explanations provided by survey respondents
support those exarhined when other important questions in local budgeting and
management have been considered.

Explaining the Use of Budget Practices and Guidelines
While the explanations provided by survey respondents certainly produce

important insights into the budget processes of local governments, the statements, as

3% When asked about specific, long-term projections, whether related to revenues, expenditures, or capital
projects, the most frequent response involved alternative time periods that were shorter than those
referenced in the statements. For example, Practice 9.4 recommends expenditure projects extend at least
three years into the future. A common trend among open-ended explanations was to indicate a shorter time
period such as one or two years.

40 Similar to the practices examined here, the practices examined by Duncombe and Searcy (2007) were

developed by professional organizations. In their case, the organizations included the National Association
of State Purchasing Officials and the National Institute of Government Purchasing.
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discussed earlier, are based on opinions or rationales specific to individual governments.
Even when the responses are categorized based on content, they do not fully account for
all of the nearly 280 municipalities represented in the survey. Because it would be
inappropriate to generalize these responses to every municipality in the sample,
additional explanations need to be considered.

In many cases, potential explanations often can be derived from similar,

: previ(;usly completed research. However, this is somewhat problematic in this instance
because no scholarship has directly examined the use of NACSLB budget guidelines
across local governments. Additionally, no research on the public budget process has
examined the use of guidelines more broadly. As a consequence of this gap in research, it
is challenging to derive a coherent set of additional explanations from existing literature.
Nonetheless, other research has examined the use of recommended practices associated
with different areas of public administration. These topic areas have included, for
example, information management (Rocheleau 2000), human resources management
(Coggburn and Hays 2004), procurement (Duncombe and Searcy 2007), e-governance
(Justice et al 2006), and emergency management (Henstra 2010). When the explanations
derived from these studies are coupled with other important and often researcﬂed aspects
of public administration—organizational structure and leadership, for example—a
number of potential explanations emerges.

One of the most frequently examined explanations associated with the use of
certain practices or recommendations involves the support, or lack thereof, from
community stakeholders such as elected officials, administrators, citizens, or organized

groups (Duncombe and Searcy 2007; Lindblad 2006; Lu and Facer 2004; Kelly and
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‘Rivenbark 2002). In fact, when finance directors were asked why performance measures
had not been incorporated into their budget processes, the most common explanation was
a lack of support from cify council members (Kelly and Rivenbark 2002). In addition to
elected officials, Lu and Facer (2004) conclude, “major factors that influence a
government’s ability to change the budget system include the behavior of key community
groups” (89). As a result, the need to examine the impact of political or community
support is apparent. In order to address this possibility, the survey developed for this
project included a question that asked respondents if political forces (e.g., elected
officials, unions, public/citizen opinion) have ever subverted or prevented attempts to
implement budgeting practices such as those developed by the NACSLB. Based on
previous research, the directional expectation is straightforward. A lack of support from
other stakeholders should result in a lower degree of adherence to the guidelines
examined here. Approximately 27% of respondents indicated at least some type of
resistance to the implementation of specific budget practices.

While placing a spotlight on the influence of stakeholders involved in the budget
process certainly is warranted, previous research indicates a need to address a specific
type of stakeholder more directly. The characteristics of an organization’s leaders can
have a substantial impact on the direction and performance of that organization. For
example, according to Van Wart (2003),

In organizations, effective leadership provides higher-quality and more efficient goods
and services; it provides a sense of cohesiveness, personal development, and higher levels
of satisfaction among those conducting the work; and it provides an overarching sense of
direction and vision, an alignment with the environment, a healthy mechanism for
innovation and creativity, and a resource for invigorating the organizational culture (214).

For Fernandez and Pitts (2007) organizational leadership is particularly important

because of its role in policy change and implementation. “Managerial leaders often play a
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key role in organizational change by initiating a transformation and by taking steps to
facilitate its implementation” (Fernandez and Pitts 2007, 336).*' In short, knowledgeable
leaders can affect the characteristics of an organization while also implementing new or
revised policies and programs. These policies and innovations often are developed
through a specific mechanism—the exchange of information across agency officials in
other governments (Jackson and Lapsley 2003; Teodoro 2009; Mintrom and Vergari
1998; Mintrom and Vergari 1996). Research has repeatedly found that new policies,
programs, Or management innovations are disseminated across governments and agencies
as organizational le:;lders or policy entrepreneurs form formal and informal policy .
networks. As Mintorm and Vergari (1998) suggest, “although an innovation can be
communicated in a variety of ways, interpersonal contacts have been found to be critical
for facilitating the exchange of information about new ideas” (128).

Given the important role played by leadership and networks in organizational
structure and change, it appears leaders and the information they dissemiﬁate need to be
considered. Since the focus of the project is the on the policies and activities of municipal
finance and budget departments, leadership will be measured via the views and activities
of departmental leaders such and budget and finance directors, chief financial officers,
budget officers, treasurers, or controllers.*” Two questions were included to directly
explore this organizational role. One question asked respondents to indicate their degree

of familiarity with the NACSLB budgeting documents; the other asked respondents about

Al Although the focus of the research project prohibits an extended review of leadership literature, both Van
Wart (2003) and Fernandez and Pitts (2007) extensively discuss the history of leadership research as well
as its current trajectory.

2 Depending on the size and structure of the municipality, the title of the primary budget and finance
official could range from budget and finance director to treasurer, clerk, municipal administrator, or
controller.
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the frequency with which they have discussed the NACSLB budgeting practices with
budget/finance directors or staff in other municipalities. Based on the literature
referenced above, higher levels of knowledge and more frequent networking should
correspond to greater aciherence. Survey results indicate that while nearly 75% of
officials have at least some knowledge of the NACSLB budget document, only one-third
have discussed the practices with their peers.

Although this project is focused on the budgeting guidelines developed by the
NACSLB, the role of the GFOA cannot be ignored. As mentioned previously, the GFOA
originally uncovered the need for budgeting gﬁidelines and, subsequently, supported the
effort with resources, staff support, and input (NACSLB 1998). As a result, the GFOA is
prominently mentioned in the document and the association continues to support its use.
Since the association boasts a large number of municipal budget and finance directors as
members, the need to examine the connection between the GFOA and survey respondents
becomes obvious.. If a municipality employs budget and finance officials that are
members of the GFOA, the likelihood of that municipality adhering to guidelines
developed and promoted by the association should increase.

In order to account for this possibility, the survey asked respondents about their
GFOA membership status and the approximate number of staff members with
memberships. The survey also asked if the municipality had ever received any of the
‘multiple awards sponsored by the GFOA.** Again, this tyée of connection should indicate
knowledge of the association and the practices it advocates. Approximately 80% of

respondents indicated membership in the GFOA and the mean number of staff members

* As mentioned in Chapter 3, the awards provided by the GFOA are not based on adherence to the
NACSLB budgeting framework. Award categories address topics such as budget presentation,
comprehensive annual financial reporting, and leadership or innovations in public budgeting.
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with a GFOA membership was nearly 1.8. Approximafely 56% of municipalities have
received at least one award from the GFOA.

Beyond staff and departmental characteﬁstics, previous research indicates a need
to examine characteristics of municipalities and their governments more broadly. For
example, the size of a government (Duncombe and Searcy 2007; Lindblad 2006; Lu and
Facer 2004; Moon 2002; Moon and deLeon 2001) and its available financial resources
(Lindblad 2006; Lu and Facer 2004; Moon and deLeon 2001) have been used to explain
the use of a wide variety of management and budgeting activities. The effect of
government size is straightforward. “A large municipal government might have more
stakeholders and be more sensitive to the external pressure to make government efficient
than would a small municipal government” (Moon and deLeon 2001, 341). Similarly,
‘municipalities characterized by better-economic conditions (i.e., more resources) are
better able to adopt new policies and programs (Moon and deL.eon 2001).

Using these conclusions as a guide, the following models include measures of
both government size and available resources. Municipal population is used as a measure
of government size while, similar to Moon and deLeon (2001), municipal per capita
income is used as a measure of municipal resources. Based on the relationships discussed
above, high values of either characteristic should correspond to greatler adherence to
management and budgeting practices.** Of the municipalities that completed the survey,
the mean population was approximately 56,414 while the mean per capita income was

approximately $27,300.%

“ Population and per capita income data was obtained from the U.S. Census in 2011.
* The mean population of local governments in the United States with populations above 10,000 is
approximately 50,000 and the mean per capita income of all U.S. residents is approximately $27,334.
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Previous research also has focused on municipal and departmental
professionalization as potential explanations for guideline use among local governments
(Teodoro 2009; Lu and Facer 2004; Moon 2002). For example, when examining budget
changes, Lu and Facer (2004) conclude “the form of government may affect budget
changes because both commission-manager and commission-administrator forms of
government provide the government with the professional expertise to initiate and to
implement budget. changes” (89). Similarly, according to Moon’s (2002) examination of
e-government practices and their use among local governments,

City managers, who are often professional chief administrators, may be more proactive in
introducing technological innovations to the public sphere because their professionalism
tends to value innovativeness and efficiency more than mayors, who are elected officials
and thus tend to hold political values (430).

While the presence of a public manager is a commonly used indicator of government-
wide professionalization, other research has focused on the professional distinctions
between government types such as cities and unincorporated towns or townships (see, for
example, Johnson 2005; Stephens 1989). Since more than 16% of local governments
represented in the sample are unincorporated, similar considerations appear warranted
here as well. Finally, in addition to examining broad government professionalization, past
research also has highlighted the professional nature of the individual departments»under
consideration. For instance, the technical capacity of budget staff has been used as a
predictor of budget changes and reform (Lu and Facer 2004).

Given the attention provided to these characteristics, the explanatory models
developed here incorporate several measures of professionalism. First, to account for
government structure, the models include a variable distinguishing between governments

that employ a municipal manager or administrator and those that do not. Of the local
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governments represented in the sample, approximately 80% employ this type of official.
Second, in order to examine departmental capacity and professionalization, a survey
question asked respondents to provide the number of staff members employed by their
budget or finance department. On average, approximately eight staff members contribute
to budget and finance functions for the local governments considered here. Finally, to
account for distinctions between incorporated and unincorporated governments, the
models include a variable indicating the legal status of each government. Based on the
research conclusions highlighted above, higher levels of government and departmental
professionalization should be associated with greater adherence to management and
budgeting practices.46

Finally, evidence also suggests that the location of a municipal government can
affect the budget and management practices 1t utilizes. For example, the political culture
of a region appears to have a significant impact on the tax rates, aggregate spending
le§els, budget priorities, and general tax policies of its local governments (Koven
1999).47 States with traditionalistic political culture (i.e., southern states), for instance, are
distinct because of their low levels of spending and taxes when compared to other
cultures. Similar regional differences are uncovered when the use of economic
development practices among municipalities is examined. Lindblad (2006) concludes,

“These findings illustrate a strong regional effect where southern cities were less likely to

use [performance measurement]” (663). According to a number of explanations provided

“® Several scholars have found that the presence of a professional manager or administrator actually may
limit the ability of departments to innovate or utilize specialized policies (see, for example, Teodoro 2009;
Feiock et al 2003; Feiock and West 1993). However, unlike the research of Lu and Facer (2004), the
innovations and practices were not related to budgeting. As consequence, the directional hypothesis
developed and supported by Lu and Facer (2004) is utilized here.

" In his analysis Koven divides the country based on Elazar’s (1966) seminal typology consisting of three
specific cultures: moralistic, individualistic, and traditionalistic.
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by survey respondents, state characteristics, in additional to region, may matter as well.
For example, states, through a number of methods, are able to restrict the finance and
budgeting practices of their local governments.

Two specific measures are utilized to account for these explanations. First,
because previous research has repeatedly acknowledged cultural and practical
distinctions among different regions of the country, the models distinguish between
southern states and those in other regions of the country.*® Given the limited use of
economic development performance measures among local governments in the south
(Lindblad 2006), this research assumes a similar directional hypothesis. Approximately
20% of responding municipalities are located in southern states. As an initial measure of
state restrictions on local budgeting practices, municipalities located in states that have
adopted the popular initiative are distinguished from municipalities located- in states that
have not. Since the initiative process can be used to limit the financial and budgetary
flexibility of local governments (e.g., California), established management practices such
as those inclgded in the NACSLB budgeting framework may not be needed.
Alternatively, their use may be preempted by contradictory practices imposed by state
policies. In sum, municipalities located in states that have adopted the popular initiative
should be less likely to utilize NACSLB budgeting practices.

Each of the explanations mentioned above are used as independent variables in

subsequent models. A summary of these explanations, their construction, and their

“® Southern states are classified as those that were members of the former Confederacy. States include:
South Carolina, Mississippi, Florida, Alabama, Georgia, Louisiana, Texas, Virginia, Arkansas, North
Carolina, and Tennessee.



hypothesized impact on the use of budgeting practices is provided in Table 6.2. Each

variable was coded to reflect the discussions provided above.”

9

Table 6.2 Variable Summary and Proposed Expectations

Variable Construction Relationship
Stakeholder Support
Pressure® One indicates negative pressure; -
zero otherwise
Leadership
Knowledge Higher values indicate higher +
levels of knowledge
Networking Higher values indicate greater +
networking
GFOA Connection
Respondent membership* One indicates respondent +
membership; zero otherwise
Staff memberships Higher values indicate more staff +
memberships
Received awards* One indicates award(s) received; +
zero otherwise
Municipal Characteristics
Size (population) Higher values indicate greater +
population
Wealth (per capita income) Higher values indicate greater +
municipal resources
Professionalism
Professional administrator*® One indicates a +
manager/administrator; zero
otherwise
Municipal status*® One indicates unincorporated; zero -
' otherwise
Budget/finance employees Higher values indicate a higher +

Location
Region (South)*

State (popular initiative)*

number of employees

One indicates southern
municipality; zero otherwise

One indicates popular initiative
state; zero otherwise

*Dichotmous variable, one indicates the presence of a characteristic, zero otherwise.

“ The highest level of correlation between the 13 independent variables was .5304, indicating a general

lack of correlation.
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Distinguishing Among Budgeting Practices: A Mokken Scale Analysis

To this point, Chapter 6 largely has focused on developing and defining a number
of independent variables capable of explaining why certain municipalities adhere to
budgeting practices and others do not. However, in order to create a proper explanatory
model, adequate attention must be given to the construction of potential dependent
variables as well. This is particularly important for this analysis because 38 specific
| guidelines across two separate stages of the budget process are being considered. At the
outset, this structure appears to provide at least two possible options for dependent
variables. One option, for example, could involve using each statement aé an individual
dependent variable. Alternatively, individual statements could be grouped into two large
additive categories, one representing the degree of adherence to Element 4 statements and
the other representing adherence to Element 9 statements. Each approach is associated
with certain advantages and disadvantages that warrant additional discussion.

Using the first method, 38 separate models would be produced and groups of
potentially unique explanations would be uncovered for each guideline. While this is
certainly an acceptable option, there are some notable disadvantages to the approach.
First, 38 individual models will, invariably, generate more error than a smaller number of
- models—a potentially unnecessary consequence if other options are available. Second,
not only would the models generate more error than other approaches, they could require
potentially complex explanations. Clear trends across the models certainly would be
ideal. However, significant variations or contradictory results across 38 separate models

could hinder the development of any general conclusions.
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The second option involves combining each element’s practices into additive
indices—one composed of the 17 Element 4 statements and one composed of the 21
Element 9 statements. When considering Element 4 practices, municipalities would
receive a value ranging from zero to 17. A value of 17 would indicate a municipality
adheres, at least partially, to all of the element’s guidelines while a zero would indicate a
complete lack of adherence. The Element 9 index would range from zero to 21. This
approach addresses some of the drawbacks associated with the first option. By using an
additive index the number of models is reduced to two, providing less potential for error,
and onl_y two sets of conclusions remain, each specific to substantively similar budgeting
practices. However, in order to construct dependent variables in this manner, one has to
assume some type of underlying structure associated with all of the statements included
in each index. If this type of structure does not exist, it would be inappropriate to group
the practices. Since the NACSLB framework already divides practices and outputs into
substantively distinct stages, it would appear such an assumption should not be
problematic. However, the specific guidelines are not entirely similar. For example,
Element 4 describes policies that could be divided by their focus on either revenues or
expenditures and Element 9 contains a distinct set of guidelines that address long-term
financial planning activities such as capital projects. As a result, more information is
needed to determine if a single underlying trait exists across each element’s outputs.

One potential method to address the above uncertainty is to employ a cumulative
scale analysis. At their most basic, scales “are employed to determine whether qualitative
distinctions...can be represented adequately by a quantitative model—that is, a set of

ordered scale scores” (Schneider et al 1997, 244). The results of the analysis indicate
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which items—guidelines in this case—group together based on a cumulative structure.
The scales also rank the guidelines based on difficulty (i.e., degree of use). Essentially, if
a municipality indicates adherence to the guideline assigned the greatest difficulty, the
probability of adherence to all easier guidelines is high. For the purposes of this project,
the resulting scales would indicate the degree to which practices can be grouped together
and used as additive indices for dependent variables. Moreover, since the guidelines are
ranked based on their difficultly, more détajled conclusions could be developed about
individual practices and their potential use among practitioners. Based on these benefits,
a scaling procedure, the Mokken scale analysis in this case (Mokken 1971), is used to
examine the guidelines associated with each element in greater detail. >°

Table 6.3 displays the output statements derived from Element 4 based on
difficulty, with the easiest statements at the top and the most difficult at the bottom. ' As
would be expected, policies focused on exceptional circumstances such as one-time or
unpredictable revenues are used less often by municipalities while those focused on
frequéntly discussed topics such as debt limitations are used more often. Additionally,
based on the Leovinger’s H coefficient, a goodness-of-fit measure, and the guidelines
established by Mokken (1971), 16 of the 17 guidelines meet the minimum standard for a
proper scale.”® As a result, the 16 statements are combined into an additive index and

constitute the dependent variable for the Element 4 model discussed below.”

50 Although other potential scaling procedures (e.g., Guttman) are available, the version developed by
Mokken is associated with a number of unique characteristics. For example, the method is probabilistic
(i.e., accounts for response errors) rather than deterministic.

3! The results were produced with the “msp” command in STATA statistical software.

52 Loevinger’s H usually varies between zero and one. According to the guidelines provided by Mokken
(1971), values less than .30 indicate a nonscalable set of items; H values from .30 to .40 indicate a weak
scale; values from .40 to .50 indicate a moderate scale; and values over .50 indicate a strong scale. The H
value for the scale as a whole was .482—a moderate to strong scale.

> Practice 4.6, statement 2 was not included in the scale and will not be discussed further (Jacoby 2000).
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Practice (Item)

Ease

Practice 4.3, statement 2: Debt policies include legal or statutory
limitations on debt issuance.

264

8977

5659

Practice 4.5, statement 2: Definitions of items to be counted as
operating resources (e.g., revenues) and operating resource uses (e.g.,
expenditures) are explicitly identified.

271

.8708

4239

Practice 4.3, statement 1: Policies on debt issuance and management
have been developed that include elements such as the purposes for
which debt may be issued; matching of the useful life of an asset with
the maturity of the debt; limitations on the amount of outstanding
debt; types of permissible debt; structural features; refunding of debt;
and investment of bond proceeds.

266

8421

5098

Practice 4.3a, statement 1: Policies on the use of debt such as
general obligation debt, special assessment bonds, tax increment
financing bonds, and short-term debt have been developed.

263

.8327

5474

Practice 4.5, statement 1: A policy has been established that
provides clear definition as to how budgetary balance will be
achieved.

269

7435

4567

Practice 4.5, statement 3: The policy on balancing the operating
budget discusses and explains relevant constitutional, statutory, or
case law provisions that impose a balanced budget requirement upon
the government.

256

7227

.3821

Practice 4.2, statement 1: Policies on fees and charges have been
developed that address aspects such as the level of cost recovery for
services, the reason for subsidies, and the frequency with which cost-
of-service studies will be undertaken.

261

71203

4257

Practice 4.7, statement 2: A contingency planning policy considers
operational and management impacts.

256

.6484

4647

Practice 4.1, statement 1: Stabilization policies have been developed
that establish when stabilization funds are created.

210

.6476

4207

Practice 4.1, statement 2: Stabilization policies have been developed
that identify how stabilization funds should be used.

204

.6324

4739

Practice 4.5, statement 4: The policy on balancing the operating
budget identifies the circumstances when deviations from a balanced
budget may occur.

258

.6008

4269

Practice 4.7, statement 1: A policy has been developed that identifies
types of emergencies or unexpected events and the way in which these
situations are to be handled from a financial management perspective.

263

5779

4839

Practice 4.4a, statement 2: Policies related to unpredictable revenues
are used in budget decision making.

261

.5594

4731

Practice 4.4, statement 1: One-time revenues and their allowable
uses are explicitly defined by a formal policy.

261

5441

5070

Practice 4.4a, statement 1: Policies have been developed that discuss
unpredictable revenues and their use if they generate revenue higher
or lower than projected.

255

5176

.6183

Practice 4.6, statement 1: A policy has been developed that can be
used to improve revenue diversification.

246

4268

5927

One practice (item) remaining: Practice 4.6, statement 2



154

Based on these results, it appears combining Element 4 practices into a single
index is, with the exception of one practice, an appropriate way to construct the needed
dependent variable. However, results from a similar analysis of Element 9 practices
indicate greater complexity. Instead of combining into a single scale, similar to Element
4, the scaling procedure divides the individual guidelines into two distinct scales. The
first scale, including 14 output statements, is displayed in Table 6.4. Again, the guidelines
are listed based on their difficulty (i.e., degree of use) with the most used statements at
the top and the least used at the bottom. In this case, many of the stateménts assigned the
highest levels of adherence do not require extensive resources to implement. In contrast,
the statements associated with a higher degree of difficulty potentially require greater
staff resources, time, or more detailed amounts of information. As a result, fewer
municipalities may be willing adhere to such guidelines after these additional costs are
considered. As a whole, the practices included in the cumulative scale address a wide
variety of general financial planning activities. However, if Table 6.4 is carefully
- compared to the complete list of Element 9 practices provided in Chapter 5, it becomes

apparent that one notable group of guidelines is absent.
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Table 6.4 Mokken Scale Analysis of Element 9 Practices (Scale 1)

Practice (Item) N Ease H

Practice 9.2a, statement 3: Significant changes to major revenue 273 9341 .4481
sources—projected or actual—are highlighted in the budget document.

Practice 9.2d, statement 1: The process for producing the revenue 267 9288 4871
forecast is clear, open, and consistent (i.e. it does not engender

controversy).

Practice 9.2a, statement 2: Revenue trends and their stability (i.e. 273 9231 .4809
elasticity) have been identified.

Practice 9.2a, statement 1: An analysis of major revenues that 266 .9060 4810

identifies factors that have influenced historical collections, forecasting
assumptions, and any problems or concerns, has been completed.

Practice 9.4, statement 4: Expenditure projections identify service 268 .8955 4707
level assumptions and key issues that affect actual expenditures.

Practice 9.4, statement 2: Fund level and government-wide 269 .8699 .4090
expenditure projections have been prepared and documented.

Practice 9.4, statement 3: Fund level and government-wide 269 8699 .4090
expenditure projections have been integrated into overall financial

projections. :

Practice 9.2d, statement 2: The process developed to achieve 260 8577 .4349

consensus on revenue forecasts among stakeholders recognizes where
problems are likely to emerge and is structured accordingly.

Practice 9.4, statement 5: Expenditure assumptions are described in 265 .8566 .4492
relation to revenue assumptions.

Practice 9.5, statement 1: A process has been established for 271 8192 4213
undertaking a comprehensive review of options for program and

service levels and projected funding amounts. The review includes

components such as beginning and ending fund balances, changes in

fund balances at a fund level, and outstanding debt levels.

Practice 9.3, statement 1: Documentation of revenue sources in the 271 8118 .3632
form of a revenue manual has been completed. In lieu of a revenue

manual, documentation of major revenue sources has been included in

the budget document.

Practice 9.1, statement 1: Long-range financial planning, which can 258 7481 .4609
include components such as an analysis of financial trends, an

assessment of problems or opportunities, and a description of

necessary actions to address any issues, has been completed.

Practice 9.1, statement 2: Long-range financial plans include a 257 7432 4644
description of long-term revenue and expenditure forecasts using
alternative economic, planning and policy assumptions.

Practice 9.2¢, statement 1: Routine analyses and reports that identify 259  .6525 4461
each tax and fee exemption and an estimate of foregone revenues have
been completed.

Table 6.5 displays the second cumulative scale. Of the six statements included in

the scale, five directly focus on long-term planning activities. In particular, three of the
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guidelines focus on either capital project evaluation or capital improvement plans.>* For
example, Practice 9.6, statement 3, recommends capital improvement plans extend at
least five years into the future. Additionally, two of the remaining statements address
concrete, long-range time periods by recommending revenue and expenditure projections
extend over a period of at least three years. In short, the scaling procedure confirms a
noticeable distinction among the prescriptions. Practitioners view general evaluation and
planning activities differently than those with a long-term focus. > Given this distinction,
two dependent variables are developed, one focused on general financial planning (scale
1) and the other focused on long-term planning (scale 2).% Finally, it is interesting to note
the greater difficulty assigned to the prescriptions that include finite time periods such as
three or five years. The specific details contained in the guidelines may limit room for
interpretation by those utilizing the practices and, therefore, make even partial adherence
more difficult—a conclusion supported by several open-ended explanations discussed in

Chapter 5.

> The H values for the scales were .441 and .492, respectively—both moderately strong scales (Mokken
1971).

%5 The final guideline included in the scale, while not focused on capital financing or projections, requires
an analysis of pending changes to revenue sources—a process that could require a long-term vision as well.
% Similar to Element 4, one guideline (Practice 9.2, statement 2) was not included in either of the scales
and, as a result, will not be considered further (Jacoby 2000).
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Table 6.5 Mokken Scale Analysis of Element 9 Practices (Scale 2)

Practice (Item) N Ease H

Practice 9.2b, statement 1: An analysis of the effect of pending or 274 9672 .4064
potential changes to revenue sources has been undertaken as part of the
budget process or as warranted.

Practice 9.6, statement 1: A process exists for evaluating proposed 272 9412 4570
capital projects and financing options.

Practice 9.6, statement 2: A long-range capital improvement plan has 271 .8782 .4661
been developed that includes both capital and operating costs (i.e. their
impact on the operating budget).

Practice 9.6, statement 3: A long-range capital improvement plan 270 .8778 .4495
projects at least five years into the future. ,
Practice 9.2, statement 1: Revenue projections developed for 266 .7669 .5209
financial planning purposes extend over a period of at least three years.

Practice 9.4, statement 1: Expenditure projections extend at least 272 .6618 5747

three years into the future.

One practice (item) remaining: Practice 9.2, statement 2
Modeling Adherence to the NACSLB Budgeting Framework
Given the nature of the dependent variables constructed above, OLS regression is
utilized for the models that address specific aspects of the framework (i.e., Element 4 and
Element 9). The- first of these models examines Element 4 guidelineé and is preséntéd in
Table 6.6. When the influence of individual variables is examined, the impact of one set
of variables becomes immediately apparent. Of the 13 potential explanations explored in
- the model, the two variables that reach statistical significance reflect the characteristics of
departmental leadership. As hypothesized, greater knowledge of the NACSLB budgeting
framework among respondents (e.g., budget and finance officials) corresponds to greater
adherence to the framework’s component practices and statements. Similarly, if
respondents discuss the framework with other budget and finance officials, the likelihood
of adherence increases as well. In sum, adherence to budgeting policies consistent with
those promoted by the NACSLB and GFOA is, to a certain degree, a function of the
knowledge and activities of departmental leadership. Although focused on specific

- budgeting and management practices, these results largely confirm the importance
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assigned to organizational leadership (see, for example, Fernandez and Pitts 2007; Van
Wart 2003) and networking (Jackson and Lapsley 2003; Teodoro 2009; Mintrom and
Vergari 1998; Mintrom and Vergari 1996) by previous scholars of public administration.
Moving beyond the effect of individual variables, the model as a whole explains
approximately 10% of the variation in the dependent variable. While encouraging, the
explanatory power of the model certainly provides an opportunity for complementary

research and additional hypotheses.

Table 6.6 Explaining the Use of NACSLB
Budgeting Practices-Element 4

Independent Variables
Stakeholder Support
Pressure 0.898 (0.623)
Leadership
Knowledge 0.896 (0.338)*
Networking . 0.896 (0.317)*
GFOA Connection
Respondent membership 0.772 (0.846)
Staff memberships -0.200 (0.261)
Received awards A -0.536 (0.661)
Municipal Characteristics
Size-population (log) -0.043 (0.370)
Wealth-per capita income 0.000 (0.000)
Professionalism
Professional administrator -0.354 (0.771)
Municipal status -0.954 (0.805)
Budget/finance employees (log) 0378 (0.416)
Location
Region-south 0.777 (0.759)
State-popular initiative -0.160 (0.618)
Constant 16.011 (4.107)
Adjusted R2 0.093
Number of observations ' 245

Notes: Standard errors are in parentheses
Significance levels: *p < 0.05, all one-tailed tests
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Based on the model presented above, departmental leadership contributes to the
use of budgeting and management practices by local governments. However, the
prescriptions used to construct the model’s dependent variable focus on one specific
aspect of the budget process—the development and adoption of financial policies.
Consequently, it certainly would be premature and inappropriate to generalize these
conclusions to the remaining aspects of the framework. In response, a similar analysis of
Element 9, and its discussion of financial planning and evaluating, provides some
additional information. Table 6.7 displays the models directly addressing Element 9 and
its component guidelines. As the results of the scaling analysis dictate, two separate
models are presented. One model, displayed in the first column, highlights general
financial planning guidelines while the other model, shown in the second column,
highlights long-term planning and evaluation guidelines. As would be expected, the
potential explanatiohs explored in these models directly correspond to those used in the

Element 4 model.”’

57 This decision was supported by the similar open-ended explanations provided by responses across each
element. Beyond several practice-specific explanations, very little variation was displayed across the two
different elements. '
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Table 6.7 Explaining the Use of NACSLB Budgeting Practices-Element 9

General Long-term

Independent Variables Planning Model Planning Model
Stakeholder Support

Pressure 0.206 (0.445) -0.068 (0.179)
Leadership

Knowledge 0.363 (0.241) 0.166 (0.097)*

Networking 0413 (0.226)* 0221 (0.091)*
GFOA Connection

Respondent membership -0.158 (0.604) 0.362 (0.243)

Staff memberships - -0.214 (0.186) -0.075 (0.075)

Received awards ‘ -0.374 (0.472) -0.085 (0.190)
Municipal Characteristics

_ Size-population (log) 0.486 (0.264)* 0324 (0.106)*

Wealth-per capita income 0.000 (0.000)*  0.000 (0.000)*
Professionalism

Professional administrator 0.381 (0.551) 0.609 (0.222)*

Municipal status 0.026 (0.575) 0.502 (0.23D)*

Budget/finance employees (log) 0.538 (0.297)* 0.084 (0.120)
Location

Region-south ' : 0.161 (0.543) -0.249 (0.218)

State-popular initiative 0.100 (0.442) -0.317 (0.178)*
Constant . 6.893 (2.935) 1.441 (1.180)
Adjusted R2 ~ 0.061 0.179
Number of observations 245 245

Notes: Standard errors are in parentheses
Significance levels: *p < 0.05, all one-tailed tests

Examining the results of the general financial planning model, four independent
variables reach statistical significance. Supporting the results of the previous model,
departmental leadership contributés to the use of general financial planning practices.
However, in this case, only the networking variable is significant. Beyond the effect of
leadership, municipal characteristics also are significant predictors of adherence. In fact,
both_ measures, population and wealth, meet the statistical significance requirements
utilized here. Confirming a priori expectations, larger and wealthier municipalities are

more likely to adhere to established budget and finance practices. Finally, one measure of
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professionalism, the number of budget and finance employees employed by a
municipality, 1s significant in the expected direction. These results impact the Element 4
model in two ways. First, they further confirm the importance of leadership despite the
reduced influence from respondent knowledge. Second, they highlight other explanations
such as municipal characteristics and professionalism. As a consequence, it appears a
combination of internal and external factors dictate adherence to certain NACSLB
guidelines, a result that supports the comments made by r;lany respondents in their open-
ended explanations.

Shifting the focus to long-term financial planning guidelines specifically, the
results shown in the second column of Table 6.7 are equélly instructive. Reflecting the
positive relationships uncovered by previous models, leadership is important to the use of
long-term financial planning practices as well. In contrast to general financial planning,
however, both measures of leadership are significant and positively related to adherence.
Additionally, municipal characteristics—population and resources—also are important
when this subset of practices is considered. Similar to the general planning model and the
directional hypothesis developed from previous research, larger populations (Duncombe
and Sea;rcy 2007; Lindblad 2006; Lu and Facer 2004; Moon 2002; Moon and deLeon
2001) and greater resources (Lindblad 2006; Lu and Facer 2004; Moon and delLeon
2001) correspond to higher levels of adherence. Furthermore, several measures of
professionalism attain statistical significance. In contrast to the general planning model,
the presence of a professional administration and mﬁnicipal status are significant
predictors of adherence. As expected, incorporated local governments (e.g., cities,

~ villages) and those that employ a professional administrator or manager adhere to a
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greater number of NACSLB practices when compared to municipalities without the
characteristics. Finally, the location of a municipality impacts adherence to long-term
financial practices. Local governments that do not face potentiél budget and finance
restrictions from the electorate through the initiative process are better able to align their
practices with those promoted by the NACSLB and GFOA. As a whole, the model
accounts for nearly 18% of the variation in the dependent variable.

In addition to examining specific aspects of the NACSLB budgeting framework, a
separate model attempts to explain why municipalities either adhere to, or deviate from,
the framework as a whole. In this case, the dependent variable is based on responses to a
survey question that asked officials to indicate how frequently the framework. as whole is
utilized by their municipalities. The five response options, as mentioned earlier, ranged
from always to never. Admittedly, the level of adherence uncovered by this question
relies on self-reported responses to a very direct and broad question which may increase
the potential for response bias. In time, this problem should be remedied as additional
survey data is collected on the specific guidelines detailed in the remaining portions of
the framework. Nonetheless, to compliment the element-specific models presented
previously and to provide an initial reference point for future research, an ordered logit

model examining use of the entire NACSLB framework is presented in Tablé 6.8.%%

%8 In contrast to the previous models, the dependent variable in this case is a five category scale that
indicates various degrees of adherence. As consequence, ordered logit was the method selected to account
for the ordinal nature of the dependent variable.
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Independent Variables
Stakeholder Support
Pressure : -0.114 (0.279)
Leadership
Knowledge 0.330 (0.158)*
Networking 1.367 (0.169)*
GFOA Connection
Respondent membership -0.252  (0.397)
Staff memberships 0.087 (0.118)
Received awards -0.087 (0.298)
Municipal Characteristics
Size-population (log) -0.447 (0.172)*
Wealth-per capita income 0.000 (0.000)
Professionalism
Professional administrator -0.202 (0.359)
Municipal status 0.337 (0.365)
Budget/finance employees (log) -0.101  (0.194)
Location
Region-south -0.583 (0.359)
State-popular initiative -0.209 (0.286)
Constant - -
Pseudo R2 0.200
Number of observations 242

Notes: Standard errors are in parentheses

LR chi2(13)=135.63; Prob>chi2=0.000; logl.=-271.456

Significance levels: *p < 0.05, all one-tailed tests

Despite the broader focus of this model and the unique structure of the dependent

variable, the results largely confirm general conclusions derived from the previous

element-specific models. Once again, departmental leadership accounts for adherence to

the budgeting framework. The amount of knowledge and discussions dedicated to budget

guidelines by these officials increases the probability that the entire framework will be

used more frequently. Additionally, and also reflective of the element-specific models,

municipal characteristics impact the use of established budget practices. The coding of

the dependent variable produces a negative sign in front of the population coefficient but
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the general relationship between the two variables remains the same as in previous
models. Municipalities with larger populations are more likely to adhere to the budgeting
frameworkldeveloped by the NACSLB. As a whole, the model explains approximately
20% of the variation in the dependent variable.
Discussion
Although Chapter 7 summarizes this project and its potential implications in
significant detail, some initial observations addressing the third research question and the
abové models are instructive here as well. First, when the four presented models are
compared, a number of trends are immediately apparent. For example, at least one
measure of leadership is significant in every model; both measureé. are significant in three
of the four models. In addition, at least one municipal charactén’stic is significant in three
of the four models and both measures—population and resources—are significant in each
of the Element 9 models. Adherence to Element 9 practices also appears to be influenced
by the level of professionalism associated With a municipality. In short, municipalities
‘with larger populations, more resources, active and knowledgeable leadership and, in
some cases, professional goverﬁments, have a greater probability of adhering to
budgeting and management practices than municipalities that do not possess these
characteristics.
These trends are particularly interesting because of the unique focus associated
with each model. The first model addresses the financial polices discussed in Element 4;
the second considers general financial planning; the third addresses long-term financial
planning; finally, the fourth considers the framework as a whole. Although future

research will be needed to examine other aspects of the framework in greater detail, it
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appears at this point that a number of internal and external determinants of adherence to
budgeting and management practices may be robust across the framework and its
components.

Second, although some general conclusions can be made about what explains
adherence to various aspects of the NACSLB budget framework, it is also important to
note that some important differences are present across the models as well. For instance,
the only variables to reach statistical siéniﬁcance in the Element 4 model are those
associated with leadership characteristics. In contrast, a variety of significant internal and
external determinants are associated with the Element 9 models. More extensive
differences are evident in the long-term financial planning model. In this case, seven
variables, including two measures of professionalism and one measure of location, reach
statistical significance. While these results are different from the models that address
Element 4 practices and the framework more generally, they also are different from those
uncovered in the general financial planning model. In short, even subsets of practices
derived from the same stage in the budget process can be associated with different
determinants. As a consequence, specific distinctions within and across individual stages
cannot be ignored as research on this topic continues—despite the potential trends
highlighted above.

Third, in addition to the trends exhibited by statistically significant explanations,
it is also instructive to consider the explanations that were not highlighted in the
empirical models. For example, despite being supported by open-ended comments and
previous research (Duncombe and Searcy 2007; Lindblad 2006; Lu and Facer 2004;

Kelly and Rivenbark 2002), support, or lack thereof, from other community stakeholders
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such as political officials or citizens did not research significance in any of the four
models. The results were similar for the various measures of association with the GFOA.
Because of the role played by the GFOA in developing and supporting the budgeting
framework, it was assumed that municipalities with a close relationship to the
organization would adhere to the practices it promotes. However, it appears these
municipalities are no more or less likely to adhere to the practices than municipalities
without close relationships. Nonetheless, given the support associated witﬁ each of these
potential explanations it would be remiss to neglect them entirely in future studies.

Finally, the results from the quantitative models provide excellent justification for
additional research on the topic. When attempting to explain the degree to which
municipalities utilize these practices, a number of significant explanations have been
uncovered. However, a considerable amount of variation is not explained by the models.
As a result, continuing the focus on this topic would not be conducted in vain. The
research questions developed here have yet to be answered in their entirety and several
new questions uncovered by this analysis require further clarification as well.
Conclusions

At the outset of this project three research questions were developed. The first two
questions focused on the degree to which local governments utilize the budgeting
principles and practices developed by the NACSLB in 1998. The third question focused
on potential explanations for any variation that was uncoveredf Given the range of
adherence revealed by survey respondents, this chapter has been fully dedicated to
informing, at least partially, why variation exists. To some degree, this question has been

addressed by previous chapters. Chapters 4 and 5 both included sections dedicated to



167
exploring the open-ended explanations provided by survey respondents. However, the
limited generalizability associated with these explanations necessitated the search for
additional determinants.

Utilizing previous research as a guide, a number of potential explanations
appeared particularly relevant to the topic under consideration here. Subsequently, 13
specific explanations were selected and grouped into six categories: stakeholder support,
leadership, GFOA connection, municipal characteristics, professionalism, and location.
In order to ensure the development of proper models, a careful analysis of appropriate
dependent variables was conducted as well. Based on the results of a scaling analysis, a
single additive index was developed from Element 4 guidelines and two indices were
constructed from Element 9 guidelines—one addressing general financial planning and
the other addressing long-term financial planning. A final dependent variable was
constructed from a survey question to examine adherence to the entire NACSLB budget
framework.

All four of the models highlighted departmental leadership characteristics as
important determinants of guideline adherence and three of the models highlighted
municipal characteristics as well. Each model also produced a number of unique findings.
This provides further confirmation that, in addition to exploring the framework more

. broadly, research must explore its individual aspects as well. Unfortunately, a number of
potentially important explanations such as stakeholder support and GFOA connections
did not reach statistical significance in any of the models. Additional research certainly
will be needed to further confirm these initial findings. When considered with the

conclusions developed in previous chapters, the findings presented here are relatively
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novel, as they deal with questions that have not been widely examined in past research on
public management and budgeting. The following chapter concludes this initial project by
exploring a number of potential implications and, finally, discussing the need for

additional research. _
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Chapter VII.
Principles of Municipal Budgeting? Conclusions and Implications

Introduction

Prior to 1946, the focus of public administration research largely was directed
toward the structure of organizations (Hammond 1990). Included among these efforts
was an essay written by Luther Gulick (1937) that contained a number of organizational
and administrative principles. Gulick and his likeminded contemporaries argued that
organizations with characteristics such as a clear hierarchy and specialization would be
defined by superior efficiency and performance. As a result, “the principles of
management were viewed by some as intuitively appealing guidelines for how to manage
organizations” (Meier and Bohte 2000, 116). However, nine years after their publication,
Herbert Simon (1946) contended that contradictions and ambiguity among the principles
made them nearly impossible té implemeﬁt in practice. Consequently; rhanagement
principles have received little additional attention and applications of the concept to
contemporary public administration have been limited (but see Meier and Bohte 2000).

In spite of past skepticism surrounding management principles, various public
management organizations have developed guidelines, prescriptions, and best practices to
encourage certain activities or decision rules. In particular, the NACSLB developed a
comprehensive set of guidelines to define a good and accepted public budget process
(NACSLB 1998). The guidelines have been supported by practitioners (Gross 1998),
academics (Kelly and Rivenbark 2003), and professional organizations such as the GFOA
and ICMA. The purpose of this project has been to determine the degree to which local
government practices correspond to these guidelines. It was argued that extensive and

consistent use of the guidelines could indicate management principles, as conceptualized
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by Gulick (1937), are present in certain aspects of public managemeﬁt. Conversely,
general disregard for the guidelines could indicate disconnects between theoretical
concepts and practice (Kelly and Rivenbark 2002; Simon 1946). In short, the project was
designed to represent a modern twist on a classic debate that has been largely neglected
for some time.

In order to address this research gap, three guiding questions were developed.
Most fundamentally, to what degree do the budge'ting practices utilized by municipalities
correspond to those suggested and developed by the NACSLB? Based on the conclusions
from the above question, to what degree can the budget practices developed by the
NACSLB be considered principles of public budgeting? Finally, if deviations were
uncovered, what explains the degree to which local governments adhere to the
recommended practices? Because of the significant number of individual guidelines
contained in the framework, the scope of the project was narrowed to address two
specific stages of the budget process—the adoption of financial policies (e.g., Element 4)
and the development and evaluation of financial option§ (e.g., Element 9).

Data for the project was obtained from an original survey sent to a random sample
of 1,000 municipal budget and finance officials across the United States. The survey was
desigx;ed to examine individual guidelines, broader budgeting strategies, and, if
necessary, explanations for deviations from the framework. As the following sections
illustrate, the data obtained from the survey was able to inform, at least partially, each of

the primary research questions.
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NACSLB Budgeting Guidelines: Adherence and Deviation

When survey respondents were asked to consider 17 specific statements that
addressed the adoption of financial policies, the responses were mixed. Over 86% of
municipalities have developed, at least partially, debt policies that include legal or
statutory limitations on debt issuance. However, less than 10% of municipalities have
developed policies that can be used to improve revenue diversification. Additionally,
nearly 25% of respondents were unsure if a policy had been developed that establishés
when stabilization funds should be created. The average rate of at least partial adherence
across the 17 statements was approximately 60%. Adherence across municipalities was
equally varied. Twenty-two municipalities in the sample indicated at least partial
adherence to all of the statements while seven indicated a lack of adherence to all of the
statements. On average, local governments indicated adherence to 10 statements.

When respondents Weré asked to consider 21 statements that addressed the
development and evaluation of financial options, a significant level of adherence was
uncovered. For example, more than 96% of municipalities evaluate, to some degree, the
effect of changes to revenue source rates and bases and approximately 92% highlight, at
least partially, significant changes to revenue sources. However, these rates of adherence
were not consistent across all of the statements. Contrary to NACSLB guidelines,
approximately 33% of municipalities indicated a lack of routine tax and fee exemption
analyses or expenditure projections that extend at least three years into the future.
Additionally, approximately 6.5% of respondents were unable to determine if revenue
projections are provided and utilized during the budget process. The average rate of at

least partial adherence across the 21 statements was approximately 83%. Sixty-six
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municipalities indicated at least partial adherence to all of the element’s 21 output
statements and every municipality in the sample indicated some degree of adherence to at
least one of the statements. However, adherence was limited to no more than five
statements for some and no more than 10 for others. Local governments in the sample
indicated at least partial adherence to an average of 17 statements.

When municipalities were asked about the degree to which the entire framework
was being used, responses also varied. Less than one percent of respondents selected
always, nearly 45% selécted frequently or occasionally, approximately 20% selected
seldom, and approximately 35% selected never. Stated another way, approximately half
of the local governments represented in the sample consider the entire framework, to
some degree, when structuring their budget process; adherence is sporadic, selective, or
entirely nonexistent for the remaining municipalities.

As a whole, there is little doubt that many of the budgeting practices utilized by
local governments correspond to the guidelines contained in the NACSLB budgeting
document. However, as reviews of the survey responses indicate, adherence is not
consistent or universal. While a number of specific practices are associated with near
perfect rates of adherence, municipalities deviate from individual sections of the
framework and, to a greater degree, the framework as a whole. Furthermore, deviations
are not consistent across stages of the budget process. Local governments are much more
likely to develop and evaluate financial options consistent with NACSLB guidelines than
they are to adopt equally consistent financial policies. Nonetheless, the rate of adherence

associated with each element remains higher than that for the entire framework.
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Principles of Public Budgeting?

After completing an examination of the practices and output statements associated
with both Element 4 and Element 9, attention can be directed toward developing a more
complete conclusion about the degree to which management principles are present within
public budgeting—the first and primary research question posited in Chapter 1. If the
NACSLB budgeting practices have become the foundation for principles of public
budgeting, their use needs to be consistent and nearly universal across municipalities.
Deviations from the practices would be indicative of potential limitations to their
application in practice—similar to the critiques leveled by Simon (1946) against Gulick’s
principles. As the above section illustrates, neithér the entire framework nor its
component elements were associated with complete or consistent adherence. As a result,
it would be inappropriate to classify the complete framework, and even specific
components, as principles of public budgeting.

While it is difficult to classify groups of practices as broad principles of public
budgeting at this point, over 90% of municipalities engage in activities that correspond to
five of the statements derived from Element 9 and at least 80% of respondents indicated
at least partial adherence to four of the statements derived from Element 4. Additionally,
nearly 70 municipalities in th¢ sample indicated at least partial adherence to all Element 9
statements and over 20 municipalities indicated at least partial adherence to all Element 4
statements. Consequently, the initial conclusions developed at the conclusion of Chapter
5 can be repeated here. The rate of use associated with a number of specific NACSLB

guidelines seems to indicate their value to local governments across the country. While a
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general threshold of use has not been established to classify guidelines as principles, it
appears there are a number of potential candidates for future research to consider.
Explaining Deviations from the Framework

Despite the high rate of adherence associated with several individual
recommendations, none of the statements had universal or consistent adherence. This
possibility was the impetus for the third research question that directed this project
toward explaining potential deviations. Two different, yet complimentary strategies were
used to address the question. First, if survey respondents selected either “somewhat
disagree” or “disagree” in response to a specific statement they were prompted to provide
an open-ended explanation. These responses were analyzed in Chapters 4 and 5. Overall,
the responses were similar across the practices. The use of informal practices in lieu of
formal practices, municipal size, time and resource constraints, limited support from -
elected officials, uncertain financial conditions, and negative opinions toward
“theoretical” recommendations were the explanations cited most frequently.

These responses were taken into consideration as other, more generalizable
explanations were derived from previous research. Thirteen specific explanations were
selected and grouped into six categories: stakeholder support, leadership, GFOA
connection, municipal characteristics, professionalism, and location. These explanations
were included in four models—one that addressed Element 4 guidelines, two that
addressed Element 9 guidelines, and one that addressed the use of the entire framework.
All four of the models highlighted leadership characteristics as important determinants of
guideline adherence and three of the models highlighted municipal characteristics such as

population and resources. These results support the explanations provided by survey
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respondents and, as will be discussed below, those explored by research focused on
explaining the use of other management strategies, best practices, and guidelines.

By addressing, at least in part, the three research questions developed in Chapter
1, two additional questions naturally develop. First, what implications are associated with
these conclusions and, second, what is the potential trajectory for future research? Since
the nature of the research represents an examination of practical events from an academic
perspective, the following sections will explore implications assoc.iated with each sphere
of public administration. Based on these implications, the final section will address the
need for additional research and its potential scope and trajectory.
Ac‘ademic Implications

From an academic standpoint, one of the primary implications associated with this
project is that it addresses several gaps within public budgeting research. First, and most
broadly, the research provides a relatively detailed picture of the practices utilized by
local governments to develop their budgets. While previous research has given extensive
attention to large reforms (Rubin and Stein 1990; Rubin 1998; 1992) that include zero-
based budgeting (Schick and Hatry 1982; Cowen and Dean 1979; Dirsmith and Jablonsky
1979), target-based budgeting (Goertz 1993; Rubin 1991; Wenz and Nolan 1992) and
performance budgeting (Willoughby and Melkers 2000; Wang 2000; Lu 1998) less
consideration has been given to the basic activities of practitioners as they progress
through the budget process.59 Since the result of the budget process is a financial plan that

dictates how and where money will be allocated (Solano 2004), its importance cannot be

% Research that addresses the use of performance measures and citizen participation highlight the budget
process to some degree.
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understated. In order to obtain the clearest picture of local public budgeting, attention
must be given to daily practices as well as more fundamental reforms.

Second, the research addresses a specific set of budgeting guidelines that, until
this point, had not been subjected to review by the academic community. Given the
number Qf stakeholders involved in their development, this should be considered an
exceptional oversight. Practitioners, labor organizations, elected officials, academics, and
members of the GFOA contribﬁted to the NACSLB and the guidelines it produced. Since
the guidelines contained in the framework, when taken together, define a good and
accepted budget process (NACSLB 1998), confirming the use of corresponding practices
by state and local governments would be an important development within public
budgeting. Similarly, a lack of use would be equally instructive. The research conducted
here provides part of the requisite analysis needed to advance these discussions.

The project also represents a natural extension of research that has examined the
use of other guidelines and practices available to public administrators. For éxample,
scholars have explored the use of practices that address the management of information
(Rocheleau 2000), human resources (Coggburn and Hays 2004), service quality (Folz
2004) and emergencies (Henstra 2010). Local public finance topics such as procurement
(Duncombe and Searcy 2007), the use of e-government during the budget process
(Justice et al 2006), and the prevention of local fiscal crises (Coe 2008) have been
examined as well. However, no research has directly examined established practiceé that
encompass the budget process in its entirety. Additionally, since deviations from the
framework were uncovered here, many explanatory variables utilized by these projects

also were considered as potential explanations in this case. Results from subsequent
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models indicate that determinants used to explain the use of performance measures
(Lindblad 2006; Kelly and Rivenbark 2002), procurement guidelines (Duncombe and
Searcy 2007) and general budget reforms (Lu and Facer 2004) appear to be robust across
the use of daily budgeting and financial practices as well.°

In addition to gaps in public budgeting research, repeated references have been
made to the historic debate between Luther Gulick (1937) and Herbert Simon (1946)
familiar to many public administration scholars. The conclusions derived from this
project speak to both participants in the exchange. For example, the research represents
an attempt to apply the concept of management principles to public administration
outside of an organizational context. Similar attempts, as other chapters highlighted, have
been limited at best—an unfortunate consequence of Simon’s (1946) critiques. Survey
results-indicate the practical value provided by a number of guidelines contained in the
NACSLB budgeting framework. Consequently, whether they have developed organically
or because of support from the GFOA, it would appear appropriate to classify a number
of specific guidelines as principles of public budgeting.

However, deviations from the guidelines indicate limitations to this classification.
It appears, therefore, that Simon’s (1946) warning also is correct. Although a set of
intuitive guidelines may receive significant support from practitioners (Peddle and
Thurmaier 2011; Calia et al 2000; Gross 1998) and academics (Rivenbark and Allison
2003), their application to practice may not be necessary or even possible. As Kelly and
Rivenbark (2002) demonstrate, conceptual popularity and organizational _suppdrt for

certain practices do not necessarily mean they are used in a meaningful and consistent

% Future research will need to note that determinants are not the same across the specific groups of
practices. Unique sets of determinants appear, at this point, to be associated with different stages or aspects
of the budget process.
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manner. As a result, this research continues to support the idea that, at a minimum,
management guidelines and their use in practice require objective attention.
Practical Implications
From the perspective of pﬁblic administration practitioners, this project also
produces a number of implications. First, the research examines the degree to which local
governments use guidelines supported and developed by a leading professional
organizatior; in public budgeting. Because survey responses indicated both adherence and
deviation, municipalities should be able to benchmark their budget process against nearly
300 other local governments across the United States. Additionally, the results should
allow local governments to benchmark their current practices against an established
group of “best-practices” that was developed by a wide variety of public budgeting and
finance stakeholders. For governments considering the adoption 6f the NACSLB
budgeting practices, the results also may provide valuable guidance since the survey and
its subsequent analysis indicate which guidelines are most used and which appear to be
the easiest to implement. Regardless of a local government’s circumstance, additional
information about such guidelines can only be helpful as thé public budget process is
given greater attention by citizens, elected officials, and public administrators.
Second, in addition to practitioners themselves, the research has the potential to
influence professional organizations dedicated to public budgeting and finance. As
previous chapters have illustrated, the most obvious organization with a significant
investment in the guidelines is the GFOA. Results from the survey may be helpful if a
new or revised budgeting framework is considered. For example, practices that appear

difficult to implement could be changed or removed from the framework entirely.
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Conversely,b more attention and resources could be directed toward helping local
governments implement useful, yet resource intensive practices. This type of feedback
also should be helpful because the GFOA recommends a number of individual best
practices and advisories on a regular basis. Feedback associated with the framework
could help structure the direction and scope of these prescriptions as well.

Third, the conclusions developed below may be relevant for those instructing
future public administrators. While sor;le have concluded that knowledge of NACSLB
budgeting practices should be a prerequisite for public finance officials (Peddle and
Thurmater 2011), the use of these practices has been previously unexplored. At this point,
it appears certain practices are valuable to local governments and should, as a result, be
promulgated in academic programs. However, since other practices are used less,

- curriculum could address challenges associated with implementation or highlight the
importance of less used practices. Greater training also would have the potential to
increase the éonnection between theoretical guidelines and practice—one of the most
significant barriers to the development of principles of public budgeting.

Finally, this resea;ch represents an attempt to bridge the commonly lamented
divide between those who research public administration and those who practice it (see,
for example, Gibson and Deadrick 2010; Posner 2009; Kuhn 2002; Streib et al 2001).
According to one commentator, reconstituting this connection is imperative. “While
theory can be self-contained, the impact of our research and teaching arguably finds its
most compelling and highest audience when it addresses the agenda items and concerns
of practitioners” (Posner 2009, 13). Nonetheless, the debate continues about the nature of

public administration research (Streib et al 2001). Should research be entirely removed
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from practice or should attention, as Posner (2009) suggests, largely focus on the issues
that directly impact the activities of practitioners? This project is an attempt to balance
these contrasting views by exploring the practice of public budgeting officials within the
context of larger theories of public administration. After all, “enhancing the linkage
between acaciemjcs and practice not only reinforces the traditional strengths of the field,
but also strengthens all aspects of the public administration enterprise” (Streib et al 2001,
523). With proper direction, subsequent research in the area can do thé same.
Future Research

Although this project represents the first attempt to examine previously
unaddressed municipal budgeting practices that have implications for both academics and
practitioners, it should not be the last. In fact, the project should illustrate the need for
additional research on a wide variety of public budgeting and management topics. For -
example, the research questions developed in Chapter 1 can only be partially addressed
here because the focus was limited to a small portion of the NACSLB budgeting
framework. Consequently, the most natural extension of this research would be a similar
project that examines different stages of the budget process. Elements 5 and 8, for
example, could be potential components for an additional study that would primarily
focuses on the activities of budget and finance practitioners. However, this focus should
not preclude future research from examining other stages of the budget process where the
activities and opinions of other stakeholders have greater roles. Surveys of elected
officials, citizens, and organized interests will be needed to determine if their

participation in the budget process matches the guidelines described by the framework.
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Because the budget process and the NACSLB framework necessitate their participation,
such information is no less important than what was gathered here.

The consequences of using this framework should be considered as well.
Essentially, are there positive consequences associated with municipalities that adhere to
the framework and negative consequences associated with those that do not? Positive
consequences could, for example, range from a better performing and efficient budget
process—as the NACSLB framework suggests—to potential financial benefits such as
high fund reserves, low annual deficits, or stable credit ratings. Completing this extension
would require utilizing the dependent variables in this analysis as predictors of either
positive or negative conséquences. Given the current budget challenges facing many local
governments, additional attention to potentially beneficial budgeting practices, or
budgeting more broadly, has the potential to be helpful. Similar to the research presented
here, implications derived from this type of project would be relevant to both.
practitioners and academics.

This project also continues to direct scholarly attention toward local governments
and their use of best practices, recommendations, and prescriptions more broadly.
Although the use of some of these guidelines has been éonsidered by past research, there
are many that have yet to be examined. For examplé, the U.S. Conference of Mayors has
compiled, and advocated for, a number of best practices associated with brownfield
redevelopment and reclamation. However, a careful examination of their use or
effectiveness in practice has yet to be addressed by academia. Research would provide
important steps toward determining the value of the guidelines for practitioners and the

organizations that expend resources for their development and advancement. This focus,
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as might be expected, underscores the lesson that has been highlighted throughout this
project. As Simon (1946) and others have illustrated, the value of recommendations and
principles should not be accepted without careful consideration and analysis.

Finally, although the significance of Simon’s commentary is illustrated here, his
perspective does not receive complete support. Given the degree to which certain
NACSLB guidelines are utilized by local governments, an appreciati_on for Gulick and
his concept of management principles has been highlighted as well. Research utilizing
this perspective and applying it to current public administration topics has been limited
and, consequently, it appears a number of potential applications have been missed.
Recent research, including this project, demonstrates that revisiting, reshaping, and
applying public administration principles to the modern era would not be inappropriate or
- without supportive precedent (Meier 2010, Meier and Bohte 2000).

As the above paragraphs indicate, it is my hope that this project has served as an
introduction to additional research on the budgeting practices used by local governments.
Although often given less attention than other aspects of both public administration and
political science, the budget process is an integral part of both fields. Research gaps, as a
result, need to be addressed in order to develop the clearest picture of budgets and their
development. For public administration scholars, this is particularly true. Practitioners
and academics have dedicated time and resources to developing and promoting
guidelines that highlight efficient budget processes and management practicés more
broadly. Fewer resources, in contrast, have been dedicated to determining their practical

value. History, nonetheless, tells us this is a worthwhile pursuit as well.
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Appendix A: NACSLB Budgeting Framework

Principle 1 Establish Broad Goals to Guide Government Decision Making

Element 1 Assess Community Needs, Priorities, Challenges and Opportunities
Practices
1.1 Identify stakeholder concerns, needs, and priorities
1.2 Evaluate community condition, external factors, opportunities and
challenges
Element 2 Identify Opportunities and Challenges for Government Services,
Capital Assets, and Management
Practices
2.1 Assess services and programs, and identify issues, opportunities, and
challenges
2.2 Assess capital assets, and identify issues, opportunities, and challenges
2.3 Assess governmental management systems, and identify issues,
opportunities, and challenges
Element 3 Develop and Disseminate Broad Goals
Practices
3.1 Identify broad goals
3.2 Disseminate goals and review with stakeholders

Principle 2 Develop Approaches to Achieve Goals

Element 4 Adopt Financial Policies -
Practices
4.1 Develop policy on stabilization funds
4.2 Develop policy on fees and charges
4.3 Develop policy on debt issuance and management
4.3a Develop policy on debt level and capacity
4.4 Develop policy on use of one-time revenues
4 .4a Evaluate the use of unpredictable revenues
4.5 Develop policy on balancing the operating budget
4.6 Develop policy on revenue diversification
4.7 Develop policy on contingency planning
Element 5 Develop Programmatic, Operating and Capital Policies and Plans
Practices
5.1 Prepare policies and plans to guide the design of programs and
services
5.2 Prepare policies and plans for capital asset acquisition, maintenance,
replacement, and retirement
Element 6 Develop Programs and Services That Are Consistent with PO]ICICS and
Plans
Practices
6.1 Develop programs and evaluate delivery mechanisms
6.2 Develop options for meeting capital needs and evaluate acquisition
alternatives
6.3 Identify functions, programs, and/or activities of organizational umts
6.4 Develop performance measures



6.4a Develop performance benchmarks
Element 7 Develop Management Strategies
Practices

7.1 Develop strategies to facilitate attainment of program and financial

goals
7.2 Develop mechanisms for budgetary compliance

7.3 Develop the type, presentation, and time period of the budget

Principle 3 Develop a Budget Consistent with Approaches to Achieve Goals
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Element 8 Develop a Process for Preparing and Adopting a Budget
Practices
8.1 Develop a budget calendar
8.2 Develop budget guidelines and instructions

8.3 Develop mechanisms for coordinating budget preparation and review

8.4 Develop procedures to facilitate budget review, discussion,

modification, and adoption

8.5 Identify opportunities for stakeholder input
Element 9 Develop and Evaluate Financial Options

Practices ,

9.1 Conduct long-range financial planning

9.2 Prepare revenue projections

9.2a Analyze major revenues

9.2b Evaluate the effect of changes to revenue source rates and bases

9.2c Analyze tax and fee exemptions
9.2d Achieve consensus on a revenue forecast
9.3 Document revenue sources in a revenue manual
9.4 Prepare expenditure projections
9.5 Evaluate revenue and expenditure options
9.6 Develop a capital improvement plan

Element 10 Make Choices Necessary to Adopt a Budget
Practices
10.1 Prepare and present a recommended budget
10.1a Describe key policies, plans and goals
10.1b Identify key issues
10.1c Provide a financial overview
10.1d Provide a guide to operations
10.1e Explain the budgetary basis of accounting
10.1f Prepare a budget summary
10.1g Present the budget in a clear, easy-to-use format
10.2 Adopt the budget

Principle 4 Evaluate Performance and Make Adjustments

Element 11 Monitor, Measure, and Evaluate Performance
Practices
11.1 Monitor, measure, and evaluate program performance
11.1a Monitor, measure, and evaluate stakeholder satisfaction
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11.2 Monitor, measure, and evaluate budgetary performance

11.3 Monitor, measure, and evaluate financial condition

11.4 Monitor, measure, and evaluate external factors

11.5 Monitor, measure, and evaluate capital program implementation
Element 12 Make Adjustments as Needed

Practices

12.1 Adjust the budget

12.2 Adjust policies, plans, programs and management strategies

12.3 Adjust broad goals, if appropriate
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Appendix B: Element 4 and Element 9: Practices and Outputs

Principle 2 Develop Approaches to Achieve Goals

Element 4 Adopt Financial Policies

Practice 4.1 Develop policy on stabilization funds
Outputs
The policies should establish how and when a government builds
up stabilization funds and should identify the purposes for which
they may be used. Development of a policy on minimum and
maximum reserve levels may be advisable. Policies on
stabilization funds should be publicly available and summarized in -
materials used in budget preparation. They also should be
identified in other government documents, including planning and
management reports.

Practice 4.2 Develop policy on fees and charges
Outputs
Policies may address a requirement to review all fees and charges,
the level of cost recovery for services and the reason for any
subsidy, and the frequency with which cost-of-services studies will
be undertaken. Stakeholders should be given an opportunity to
provide input into formulation of these policies. Policies on fees
and charges should be publicly available and summarized in
materials used in budget preparation. They should also be .
identified in other government documents, including planning and
management reports. '

Practice 4.3 Develop policy on debt issuance and management
Outputs
Elements of policies on debt issuance and management include:
purposes for which debt may be issued; matching of the useful life
of an asset with the maturity of the debt; limitations on the amount
of outstanding debt; types of permissible debt; structural features,
including payment of debt service and any limitations resulting
from legal provisions or financial constraints; refunding of debt;
and investment of bond proceeds. Legal or statutory limitations on
debt issuance should be incorporated into debt policies. Debt
policies should be made available to the public and other
stakeholders. Because these policies are essential to budget
decision making, particularly capital budgets, they should be
reviewed during the annual budget process and summarized in the
budget document. The legislative body should formally adopt debt
policies and compile them with other financial policies.

Practice 4.3a Develop policy on debt level and capacity
Outputs
A government should develop distinct policies for general
obligation debt, debt supported by revenues of government
enterprises, and other types of debt such as special assessment
bonds, tax increment financing bonds, short-term debt, variable-
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rate debt, and leases. Limitations on outstanding debt and
maximum debt service may be expressed in dollar amounts or as
ratios, such as debt per capita. Policies on debt level and capacity
should be incorporated into other debt policies and adopted by the
legislative body.

Practice 4.4 Develop policy on use of one-time revenues
Outputs
One-time revenues and allowable uses for those revenues should
be explicitly defined. The policy should be publicly discussed
before adoption and should be readily available to stakeholders
during the budget process. The policy, and compliance with it,
should be reviewed periodically.

Practice 4.4a Evaluate the use of unpredictable revenues
Outputs
For each major unpredictable revenue source, a government should
identify those aspects of the revenue source that make the revenue
unpredictable. Most importantly, a government should identify the
expected or normal degree of volatility of the revenue source. For
example, revenues from a particular source may fluctuate, but
rarely, if ever, fall below some predictable minimum base. A
government should decide, in advance, on a set of tentative actions
to be taken if one or more of these sources generate revenues
substantially higher or lower than projected. The plans should be
publicly discussed and used in budget decision making.

Practice 4.5 Develop policy on balancing the operating budget
Outputs
The policy should provide clear definition as to how budgetary
balance is to be achieved. Definitions of items to be counted as
operating resources (e.g., revenues) and operating resource uses
(e.g., expenditures) should be explicitly identified. All funds
should be included. Statutory and other legal "balanced" budget
requirements should be met, but this practice recommends
additional policies and practices, if necessary, to achieve and
report on structural balance. The policy should explicitly note and,
if necessary, explain the relevant constitutional, statutory, or case
law provisions that impose a balanced budget requirement upon
the government. The policy also should identify the circumstances
when deviation from a balanced budget may occur. The policy
should be written in nontechnical language or have a nontechnical
summary. Because of its importance in budget decisions, it should
be readily available to stakeholders and publicly discussed at key
points in the budget process. Compliance with the policy should be
reviewed and disclosed during each budget period.

Practice 4.6 Develop policy on revenue diversification
Outputs
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The policy should identify approaches that will be used to improve
revenue diversification. An analysis of particular revenue sources
is often undertaken in implementing the policy. This analysis
should address the sensitivity of revenues to changes in rates, the
fairess of the tax or fee, administrative aspects of the revenue
source, and other relevant issues. The policy and the approach to
implementation should be periodically reviewed.

Practice 4.7 Develop policy on contingency planning
Outputs
This policy should identify types of emergencies or unexpected
events and the way in which these situations will be handled from
a financial management perspective. It should consider operational
and management impacts. The policy should be publicly discussed
and reviewed periodically.

Principle 3 Develop a Budget Consistent with Approaches to Achieve Goals

Element 9 Develop and Evaluate Financial Options

Practice 9.1 Conduct long-range financial planning
Outputs
The planning process results in the preparation of a financial plan
consisting of various components such as an analysis of financial
trends; an assessment of problems or opportunities facing the
jurisdiction and actions needed to address these issues; and a long- - -
term forecast of revenues and expenditures that uses alternative
economic, planning, and policy assumptions. The financial plan
identifies key assumptions and choices related to achievement of
goals. The plan may be summarized in the budget document or in a
separate report. It should be available to decision makers for their
review in making choices and decisions related to the budget
process. It should also be shared with stakeholders for their input.

Practice 9.2 Prepare revenue projections
Outputs
Revenue projections developed for financial planning purposes
should extend over a period of at least three years into the future or
longer if necessary to evaluate how revenues may change over
time, to isolate non-recurring revenues, or to understand the impact
of revenues when fully phased in. A government may produce a
single revenue projection or projections under alternative
scenarios; alternatively, the forecast may be stated in terms of a
range of values. Major assumptions should be prominently
identified. Projections should be available to participants in the
budget process before budgetary decisions are made. One or more
updated projections should be available during the budget period to
avoid unintended deviation from balanced-budget requirements.

Practice 9.2a Analyze major revenues
Outputs
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An analysis of major revenue sources should identify factors that
have influenced historical collections, forecasting assumptions, and
any problems or concerns. Any trends should also be identified,
along with an analysis of whether or not the trend is likely to
continue. The analysis can be summarized in a separate document
or used as an input into an overall revenue projection. Significant
changes to major revenue sources — projected and actual — should
be highlighted in the budget document

Practice 9.2b Evaluate the effect of changes to revenue source rates and

bases

Outputs

Analyses of the effect of pending or potential changes to revenue
sources may be undertaken as part of the budget process or as
warranted. The results of these analyses should be available to
stakeholders. In any event, they should be presented as part of any
proposed decision on changes to revenue source rates and bases.

Practice 9.2¢ Analyze tax and fee exemptions

Outputs

Outputs include routine analyses and reports that define each
exemption and estimate foregone revenues. It is important to make
the results of analysis publicly available. Tax and fee exemptions
tend to be politically sensitive issues and often involve highly
vocal, well-established interests. An appropriate context and venue
for the release should be determined that provides an opportunity
for review, discussion, and decision making, while minimizing
unproductive discord between competing views.

Practice 9.2d Achieve consensus on a revenue forecast

QOutputs

To achieve consensus, the process for producing the forecast must
be trusted by all parties and be clear, open, and consistent.
Governments may need to reach consensus within one branch of
government, across branches of government, or across different
governments (e.g., in cases involving intergovernmental
coordination on budgetary decisions). The process developed to
achieve consensus should recognize where problems are likely to
emerge and be structured accordingly.

Practice 9.3 Document revenue sources in a revenue manual

Outputs

Documentation of revenue sources in the form of a revenue manual
that uses a consistent format for each revenue source is suggested.
Major revenue sources are the most important to document. The
budget document may also include documentation of major
revenue sources, either as summary material or in lieu of a revenue
manual. The revenue manual or other documentation should be
made available to all interested parties. It should be reviewed and
updated at least every budget period.
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Practice 9.4 Prepare expenditure projections
Outputs
Expenditure projections should extend several years into the
future. A period of at least three years (or longer if necessary) is
recommended to evaluate how costs may change over time, to
isolate non-recurring costs or savings, and to understand the
implications of costs once fully phased in. Fund level and
government-wide expenditure projections should be prepared and
documented so that they may be linked with the accounting system
and integrated into overall financial projections. All expenditure
projections should identify service level assumptions and key
issues that may affect actual expenditures. Expenditure
assumptions should also be described in relation to revenue
assumptions. A single expenditure projection may be prepared
based on one set of assumptions (covering multiple periods); or,
multiple projections using alternative sets of assumptions may be
prepared to more clearly identify the impact of different scenarios.

Practice 9.5 Evaluate revenue and expenditure options
Outputs
A process should be established for undertaking a comprehensive
review of options for program and service levels and projected
funding amounts. The review should also include beginning and
ending fund balances; changes in fund balances at a fund level, for
the government as a whole, and for major programs; and
outstanding debt levels. Financial information, both actual and
projected, and assumptions used for preparing projections should
be documented using appropriate technology to aid this process. At
least a summary of the key materials should be incorporated into
formal budget documents. Such a summary is often included in
sections of the budget document highlighting key issues.

Practice 9.6 Develop a capital improvement plan
Outputs .
A process should exist for evaluating proposed capital projects and
financing options, and developing a long-range capital
improvement plan that integrates projects, time frames, and
financing mechanisms. The plan, including both capital and
operating costs, should project at least five years into the future
and should be fully integrated into the government’s overall
financial plan. The process for developing the plan should allow
ample opportunity for stakeholder involvement in prioritizing
projects and review. The capital improvement plan should be
included in a budget document, either in a single document
describing both the operating and capital budgets or in a separate
document describing the capital improvement plan and capital
budget. The plan should be approved by the governing body.
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Appendix C: Survey Instrument

Welcome!

Thank you for taking the time to complete this survey and for providing your valuable responses.
You are being contacted because of your position as a municipal budget director, finance director,
treasurer, auditor, or primary budget official. If you are not the primary individual responsible
for preparing the annual budget or for the day-to-day financial management of your
municipality, please forward this survey to the most appropriate individual.

The results of this survey will be used as the basis for a doctoral dissertation being completed for
the Department of Political Science at the University of Wisconsin-Milwaukee. The focus of the
dissertation is on municipal budgeting techniques and policies. In particular, the dissertation will
examine a variety of guidelines or practices that may be used during the budgeting process. The
following survey will focus on broad budgeting concepts as well as on specific guidelines or
practices. Depending on your responses, the survey should take approximately 15-20 minutes to
complete. Simply circle or write in your responses and place the survey in the provided envelope.

The responses should accurately reflect practices within your municipality. Neither this survey,
nor the dissertation with which it is connected, is associated with any of the professional
associations mentioned in the survey or any similar organizations. At no time will the names of
respondents, their municipalities, or their contact information be revealed or associated
with individual responses. Identifying information will be kept confidential; it will not be
provided or sold to any third party group(s) or entities. Your completion of this survey will
signify your consent to participate.

If you have any questions regarding this survey or the dissertation please contact the study’s
author, David Helpap at djhelpap@uwm.edu.

1. Please indicate your job title as provided by your municipality.

2. What is the name of municipality by which you are employed?

3. Please indicate the highest educational degree you have obtained. If other, please specify.
High school diploma '

Bachelors degree

Master of Public Administration (MPA)

Master of Arts or Master of Science (non MPA)

Doctorate (Ph.D.)

Other

o a0 o

4. Please indicate any professional organizations of which you are a member. If other,
please specify.

Government Finance Officers Association (GFOA)

A state based government finance officers association

International City/County Management Association (ICMA)

A state based municipal/county management association

I do not belong to any professional organizations.
Other

me a0 o
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1. Please indicate the number of municipal staff members—including yourself—who are
employed in the budget [finance] department/treasurer’s office to which you belong?

2. Please indicate the annual budget of the budget [finance] department/treasurer’s office to
which you belong.

3. Please indicate—to the best of your knowledge—the number of staff members within the
budget [finance] department/treasurer’s office to which you belong who have obtained
the following as their highest degree. If other, please specify.

a. High school diploma

b Bachelors degree

c. Master of Public Administration (MPA)

d. Master of Arts or Master of Science (non MPA)
e Doctorate (Ph.D.)

f Other

4. Please indicate the approximate number of staff members—including yourself—within
the budget [finance] department/treasurer’s office that are members of the GFOA.

1. Please describe the budget process utilized by your department/municipality (e g. zero-
based budgeting, target-based budgeting, performance budgeting).

2. Has your department ever received any awards from the GFOA? If yes, please indicate
the name and year of the award(s).
a. Yes

b. No
3. To what degree are you familiar a document entitled “Recommended Budget Practices: A
Framework for Improved State and Local Government Budgeting” and the budgeting

framework it describes?

a. Very familiar b. Familiar c¢. Somewhat familiar d. Not familiar at all

- Respondent Instructions

In 1998 the National Advisory Council on State and Local Budgeting (NACSLB) developed a
document entitled, “Recommended Budget Practices: A Framework for Improved State and Local
Government Budgeting”.

The following statements are practices derived from this document. The practices described in the
document may be used by some budget departments and may not be used by others. Regardless
of your knowledge or use of this specific document and the budgeting framework it describes,
please indicate the extent to which your department either engages in, or does not engage in, the



202

following practices using the scale shown below.

Agree—indicates complete and/or annual compliance with the statement.

Somewhat agree—indicates frequent but not complete compliance with the statement.
Somewhat disagree—indicates irregular compliance with the statement.
Disagree—indicates non-compliance with the statement.

Don’t know—indicates you are unsure if there is compliance or non-compliance with the
statement.

If somewhat disagree or disagree are selected, please indicate why this is the case in the space
provided, if possible.

Stabilization Fund Policy

1. Stabilization policies have been developed that establish when stabilization funds are
created.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. Stabilization policies have been developed that identify how stabilization funds should be
used. ’

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Fees and Charges Policy
1. Policies on fees and charges have been developed that address aspects such as the level of
cost recovery for services, the reason for subsidies, and the frequency with which cost-of-

service studies will be undertaken.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Debt Issuance and Management Policy

1. Policies on debt issuance and management have been developed that include elements
such as the purposes for which debt may be issued; matching of the useful life of an asset
with the maturity of the debt; limitations on the amount of outstanding debt; types of
permissible debt; structural features; refunding of debt; and investment of bond proceeds.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know
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2. Debt policies include legal or statutory limitations on debt issuance.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Debt Level and Capacity Policy

1. Policies on the use of debt such as general obligation debt, special assessment bonds, tax
increment financing bonds, and short-term debt have been developed.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Policy on Use of One-Time Revenues
1. One-time revenues and their allowable uses are explicitly defined by a formal policy.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Use of Unpredicted Revenues

1. Policies have been developed that discuss unpredictable revenues and their use if they
generate revenue higher or lower than projected.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. Policies related to unpredictable revenues are used in budget decision making.

a. Agree b. Somewhat Agree c¢. Somewhat Disagree d. Disagree e. Don’t Know

Policy on Balancing the Operating Budget

1. A policy has been established that provides clear definition as to how budgetary balance
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will be achieved.

a. Agree b.Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Definitions of items to be counted as operating resources (e.g., revenues) and operating
resource uses (e.g., expenditures) are explicitly identified.

a. Agree b.Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

The policy on balancing the operating budget discusses and explains relevant
constitutional, statutory, or case law provisions that impose a balanced budget
requirement upon the government.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

The policy on balancing the operating budget identifies the circumstances when
deviations from a balanced budget may occur.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Revenue Diversification Policy

A policy has been developed that can be used to improve revenue diversification.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. In order to implement a revenue diversification policy, an analysis of each particular

revenue source was completed.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know
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Contingency Planning Policy
1. A policy has been developed that identifies types of emergencies or unexpected events
and the way in which these situations are to be handled from a financial management

perspective.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. A contingency planning policy considers operational and management impacts.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Long-Range Financial Planning
1. Long-range financial planning, which can includes components such as an analysis of
financial trends, an assessment of problems or opportunities, and a description of

necessary actions to address any issues, has been completed.

a. Agree b.Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. Long-range financial plans include a description of long-term revenue and expenditure
forecasts using alternative economic, planning and policy assumptions.

a. Agree b.Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Preparation of Revenue Projections

1. Revenue projections developed for financial planning purposes extend over a period of at
least three years.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. Updated projections are available during the budget period to avoid unintended deviation
from balanced-budget requirements.
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a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Analysis of Major Revenues

1. An analysis of major revenues that identifies factors that have influenced historical
collections, forecasting assumptions, and any problems or concerns, has been completed.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. Revenue trends and their stability (i.e. elasticity) have been identified.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

. 3. Significant changes to major revenue sources—projected or actual—are highlighted in
the budget document.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Changes to Revenue Source Rates and Bases

1. An analysis of the effect of pending or potential changes to revenue sources has been
undertaken as part of the budget process or as warranted.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Analysis of Tax and Fee Exemptions

1. Routine analyses and reports that identify each tax and fee exemption and an estimate of
foregone revenues have been completed.

a. Agree b.Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know
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Achievement of Consensus on a Revenue Forecast

1. The process for producing the revenue forecast is clear, open, and consistent (i.e. it does
not engender controversy).

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. The process developed to achieve consensus on revenue forecasts among stakeholders
recognizes where problems are likely to emerge and is structured accordingly.

a. Agree b. Somewhat Agree c¢. Somewhat Disagree d. Disagree e. Don’t Know

Documentation of Revenue Sources in a Revenue Manual

1. Documentation of revenue sources in the form of a revenue manual has been completed.

In lieu of a revenue manual, documentation of major revenue sources has been included
in the budget document.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Preparation of Expenditure Projections
1. Expenditure projections extend at least three years into the future.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. Fund level and government-wide expenditure projections have been prepared and
documented.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know
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3. Fund level and government-wide expenditure projections have been integrated into
overall financial projections.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

4. Expenditure projections identify service level assumptions and key issues that affect
actual expenditures.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

5. Expenditure assumptions are described in relation to revenue assumptions.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Evaluation of Revenue and Expenditure Options .

1. A process has been established for undertaking a comprehensive review of options for
program and service levels and projected funding amounts. The review includes
components such as beginning and ending fund balances, changes in fund balances at a
fund level, and outstanding debt levels.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

Development of a Capital Improvement Plan
1. A process exists for evaluating proposed capital projects and financing options.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

2. A long-range capital improvement plan has been developed that includes both capital and
operating costs (i.e. their impact on the operating budget).

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know
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A long-range capital improvement plan projects at least five years into the future.

a. Agree b. Somewhat Agree c. Somewhat Disagree d. Disagree e. Don’t Know

If you indicated that any of the above statements apply or partially apply to your
budgeting department/municipality, please indicate, to the best of your knowledge, if they
are used because of the NACSLB document and the GFOA or if they are used because of
some other reason(s). If other, please specify.

How helpful do you find budgeting practices and guidelines such as those developed by
the NACSLB?

a. Very helpful  b. Helpful c. Somewhat helpful  d. Not helpful at all
How frequently do you, or have you in past, discuss(ed) the budgeting practices and
guidelines developed by the NACSLB with budget/finance directors or staff in other
municipalities? :

a. Very Frequently b. Frequently  c. Occasionally  d. Seldom e. Never

How frequently do you personally promote the use of budgeting practices or guidelines
developed by the NACSLB throughout the budgeting process?

a. Always b. Frequently ¢. Occasionally - d. Seldom e. Never

Overall, with what frequency does the budget department to which you belong adhere to
the entire budgeting framework created by the NACSLB?

a. Always b. Frequently ¢. Occasionally  d. Seldom e. Never
Have pressures from political forces (e.g. elected officials, unions, public/citizen opinion)
ever subverted/prevented attempts at implementing budget practices similar to those
mentioned in this survey?

a. Yes . c. No

If you answered yes to the previous question (Question 6), please expand/provide
examples, if possible.
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8. Is there anything else you would like to mention about the budgeting practices within
your department/municipality?

9. Would you be willing to participate in a more in-depth phone or email interview
regarding budgeting practices within your municipality?
a. Yes-phone
b. Yes-email
c. No

Thank You

Thank you for taking the time to participate in this survey and discuss the budget practices within
your municipality. Your responses are extremely valuable to the dissertation being completed
Again, if you have any questions, please do not hesitate to contact me.

David Helpap

Doctoral Candidate

Department of Political Science
University of Wisconsin-Milwaukee

~ djhelpap@uwm.edu
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