THE PERFORMANCE MANAGEMENT AND BUDGET SYSTEM
OF THE CITY OF SUNNYVALE, CALIFORNIA

John Mercer

INTRODUCTION

On August 3, 1993, President Bill Clinton signed into law
the Government Performance and Results Act, requiring all
departments and agencies of the U.S. government to develop five-
year strategic plans, annual performance plans with measurable
goals, and annual performance reports showing actual results.
Also included in the legislation is a provision requiring that in
fiscal years 1998 and 1999, there be at least five pilot projects
in performance budgeting.

Authored by Senator William V. Roth, Jr., this legislation
was directly inspired by the comprehensive system of performance
management and budgeting used by the city of Sunnyvale,
California. Known as "The Heart of Silicon Valley", Sunnyvale
has a population of 120,000 and is located about 40 miles south
of San Francisco.

Sunnyvale’s system has attracted significant national and
international attention since its development and implementation
in the 1970’s. However, only recently has the Federal government
of the United States become aware of this city’s sophisticated
system of program performance measurement and recognized that it
may offer lessons of broader application.

In 1991 officials from the U.S. General Accounting Office
(GAO) and the Office of Management and Budget (OMB) visited the
city to study its system. In 1992, in testimony before the U.S.
Senate Committee on Governmental Affairs, OMB testified that
Sunnyvale’s system, "stands out as the single best example of a
comprehensive approach to performance measurement that we have
found in the United States. . . One underlying reason for the
success achieved in Sunnyvale is the fact that every program
manager uses the system to plan, manage, and assess progress on a
day-to-day basis."

THE PLANNING AND MANAGEMENT SYSTEM
The General Plan

Sunnyvale’s comprehensive Planning and Management System
(PAMS) begins with the city’s General Plan. As the long-term
policy document for the city, the General Plan is both a
statement of purpose and a guideline of general direction for
moving from existing conditions to desired conditions.



It is comprised of seven elements (Transportation, Community
Development, Environmental Management, Public Safety, Socio-
Economics, Cultural, and Planning and Management) and various
sub-elements, covering each of the 24 fundamental areas of city
services. For example, Water Resources and Noise are
sub-elements of the Environmental Management element, and Fiscal
Management and Community Participation are sub-elements of the
Planning and Management element.

Each of these documents is a 20-year strategic plan,
providing a long-term vision of what the city hopes to achieve in
a particular area of municipal responsibility. Each plan is both
a problem statement and an integrated set of goals, policies, and
actions.

A sub-element goal is a statement describing a general
community condition which the city is trying to achieve or
maintain through its operating programs. Grouped within the sub-
elements are the Community Condition Indicators, which are
statistical measures of existing conditions within the city (such
as library visits per capita). These indicators provide a
quantitative expression of the sub-element goals (which are
usually broad, general statements that describe the ideal
condition). Changes in the Community Condition Indicators from
year to year provide an objective basis for assessing progress in
achieving the goals.

In addition to the goals and community condition indicators,
the sub-elements include assumptions (outlining what conditions
and trends will affect the future and what objectives would need
to be pursued to ensure that the desired conditions will be
achieved) and action statements (describing specific, short-term
steps that must be taken to achieve the city’s goals and
objectives).

Together, these 24 strategic plans form the blueprint for
what type of community the city would like to become over the
next two decades. The plans are reviewed and updated
approximately every five years, to reflect changing community
conditions. This is done with considerable involvement from the
public, through both citizen advisory committees and direct
public participation. '

Properly executed, the General Plan’s long-term goals and
policies should be reflected in every aspect of daily municipal
operations, including the weekly agenda of the elected City
Council. It is the purpose of the other parts of the Planning
and Management System to ensure this happens.



Ten-Year Resource Allocation Plan

Each year the city adopts a 10-year financial plan,
projecting year by year over the next decade the city’s revenues,
operating costs, capital construction costs, and debt service.
This financial plan, known officially as the Resource Allocation
Plan (RAP), is structured to support the goals of the 24 elements
and sub-element strategic plans. A capital project would not be
scheduled in the 10-year financial plan, for instance, unless it
were aimed at achieving one or more strategic goals, such as
maintaining a certain level of traffic flow along major city
streets.

In addition to keeping the city on track toward achieving
its long-term vision, the 10-year plan serves another very useful
purpose. It indicates the multi-year fiscal impacts of adopted
policies. By projecting implementation costs over a l0-year
period, it shows whether today’s commitments can be sustained
over the long term.

For example, if in a particular year the city has a surplus
in its budget, a group of citizens might urge that a swimming
pool be built in their neighborhood. If the City Council were to
approve such an expenditure, it would also have to put into the
10-year RAP the projected operating and maintenance costs
(accounting for inflation) for all the remaining years. This
step might show the budget going into a deficit beginning in year
seven or eight. Sunnyvale’s City Council could then more easily
show the citizens that despite the current budget surplus, the
city cannot really afford the proposed project. 1In the
alternative, the city might decide to go ahead with the project,
but also to raise a tax or cut back a service elsewhere in order
to bring the long-term projections back into balance. The 10-
year RAP prevents the city from suddenly coming to the edge of a
financial cliff and having to take drastic action.

These l10-year projections are not intended to be accurate
predictions of the actual revenues and costs. The city does not
expect that the numbers shown in its fiscal year 1993-94 plan for
FY 2002-03 will necessarily hold true. However, each year as .
FY 2002-03 comes closer, the projected numbers will be steadily
adjusted in small increments, so that the final modifications
after FY 2001-02 are relatively minor. This is, unless a
significant change in policy or some external factor occurs,
which would then be reflected through larger changes in the
financial plan.

Regarding operating costs, the l0-year RAP is a projection
of the inflation adjusted costs of the current levels of service.
With respect to revenues, the city puts serious effort into
anticipating trends which will affect those income streams. For
instance, because there is a municipal tax on utility bills, the
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city consults with the telephone and electric companies on their
projections of usage and rates.

The city has a policy of not projecting in its 10-year
financial plan intergovernmental funding for the period beyond
which current law expressly authorizes such funding. For
example, if a particular grant from the Federal government has
been authorized by Congress for a three-year period (three to
five years is typical), then the dollars are put into the city’s
10-year financial plan only for those years. This means the city
must show alternative funding sources for the program in
subsequent years, or indicate that the program will then be
dropped. Only if Congress re-authorizes funding would that money
then be anticipated by the city.

Two-Year Performance Budget

The cost projections of the current service levels, as
reflected in the 10-year Resource Allocation Plan, are derived
from the two-year Performance Budget (itself part of the RAP).
While the city budget is technically adopted annually, the second
year of the budget cycle generally addresses minor modifications
and budget supplements.

Sunnyvale’s budget is a service-oriented document, placing
its primary focus on the level of service to be provided to the
community and how much that service will cost. City officials
first developed this type of operating budget in 1979, and it is
the major tool for implementation of the 20-year General Plan.

The Performance Budget is organized around the same seven
elements as the General Plan. Within these elements are a total
of 82 budget programs, each associated with one or more sub-
elements. For example, within the Transportation element are
four programs (such as Traffic Engineering and Street Lighting),
while within the Cultural element there are 17 programs (such as
Tennis Activities and Cultural Arts Services). Under these
budget programs are listed over 300 different service level
objectives, stated as measurable performance goals. Arrayed
under these objectives are about 1500 separate tasks, covering
every type of activity in which city employees engage.

The premise of this arrangement is that if all the tasks are
completed, all of the service objectives should be accomplished--
and if all the objectives for that year are accomplished, the
city should be on track to achieve the strategic goals of the
General Plan’s elements and sub-elements.

Two distinguishing features of Sunnyvale’s budget should be
noted. 'One is that it is not organized by city department, but
rather by General Plan element. The Parks and Recreation




Department may be responsible for a budget program listed under
the Cultural element and for one listed under the Community
Development element, for instance.

Another distinguishing feature is that the budget funds
tasks, not line-item object accounts. In other words, it shows
what activity a worker in a budget program will engage in and
what that costs, not how much the program will spend on wages,
postage, or travel. These line-item object accounts are used,
however, to calculate the unit cost of each task.

For example, one of the six budget programs within the
Public Safety element is Program 411-Police Services, with a
budget of $12,602,686 for FY 1993-94, projected to increase to
$19,560,767 by FY 2002-03. As with each of the 82 budget
programs, there is a Program-wide Objective, containing a cost-
oriented performance standard and summarizing at the broadest
level the effectiveness desired. For Police Services it is:

"Promote the safety of the community and an atmosphere

of security, primarily through the deterrence and

prevention of crime and by the apprehension of

offenders in order that the city remains within the

lowest 25% of Part 1 crimes for cities of comparable
~size at a cost of $103.82 per capita."

(Part 1 crimes are the major crime categories for which the
Federal Bureau of Investigation keeps nationwide statistics.)
Listed under this program-wide objective are eleven program
service level objectives, including Objective 411F:

"Provide quality investigations to aid the District
Attorney in the prosecution of criminal cases in order
that criminal charges are filed on 90% of the cases
submitted for review."

As in this example, the service objective is generally a two-part
sentence, describing both the service to be provided and the
measurable standard with which its results will be compared.

There are several Performance Indicators for each service
objective, used to determine actual quantity and quality of
service achieved. These are listed in the back of each program’s
performance budget, along with the numerical goal for each. (For
Police Services, the Performance Indicators for Objective 411F
include the number of criminal complaints requested, the percent
issued, and the percent denied.) A Standard Operating Procedure
(SOP) for each service objective specifies how, when, and by whom
its performance shall be measured and recorded. Random
compliance audits are conducted to verify accuracy of reported
results.




Listed in the budget under each service objective are the
tasks. For Objective 411F there are two. Task 41131 is
"Maintain liaison with courts and District Attorney". Shown next
to that task is the type of production unit, in this case
"complaints requested" (i.e., criminal charges requested to be
brought). Next on the line is shown the number of production
units, in this case "3,900". Then is shown the unit cost,
"$32.06", followed by the number of work hours to be expended,
"3926", and finally the budgeted cost of $125,025.18.

The other task under this service objective is 41132,
"Assist in court prosecutions". For this task, budgeted at
$206,482.78, the units are the actual work hours (4200). This is
frequently the case, but it is also common that the task units of
production are items such as "number of investigations",
"collisions investigated", "emergency responses", and
"citations". 1In every instance, however, the number of work
hours is indicated. This is key, because Sunnyvale managers do
not actually budget dollars. They budget work hours. The cost
attributed to each work hour will vary, depending on what task it
is related to, under the city’s full-cost accounting system.

The manager of the Police Services program does have an
accounting of program expenditures shown in the traditional line-
item format, but it is not part of the formal budget. For this
particular program there are 61 line-item accounts, such as
"regular salaries", "contract personnel", "retirement", "office
supplies", "books and publications", "travel and meeting
expense", "facilities rent-city", and "telephone equipment
rental-city".

These 61 items total the identical amount shown in the
Performance Budget for all the costs of all the tasks under
Police Services ($12,602,685.71). The program manager apportions
the costs of the various line-items to the appropriate tasks in
the Performance Budget.

A vital characteristic of Sunnyvale’s budget is that it
fully allocates all costs of a program to its underlying tasks.
For example, in calculating the cost of a robbery investigation,
that task is charged an appropriate portion of whichever of the
Police Services’ 61 line-item accounts are relevant. The robbery
investigation task would certainly be charged for such items as
regular salaries, leave time, pensions, and mileage. It would
probably not be charged for prisoners meals.

An important aspect of this full-cost accounting system is
its use of rental charges. All programs are charged rent for
city-owned facilities and equipment. For any item that will
eventually have to be replaced, every task within every budget
program is charged for its appropriate share of the expected



replacement cost.
stated purpose.

The money generated is held in reserve for the

Therefore, in the above robbery investigation example, the
budgeted cost of all such investigations would reflect rental

charges for photocopy equipment, computers, telephone equipment,
office space, etc.

Every city employee reports on a timecard the number of
production units completed and how many hours are to be charged
against which task codes during the workday. The specific task
might be as broad as "provide administration" or as narrow as
"inform political candidates of sign requirements".

Tracking the number of hours spent on a task allows the city
to calculate the actual cost of rendering the service, compared
to the budgeted amount. Comparing those figures with the number
of each type of production unit completed allows the city to

measure efficiency, as these are the measures of output used to
accomplish a task.

Together, the ten-year Resource Allocation Plan and the two-
year Performance Budget establish a process to assist management
in scheduling work and resources to carry out the policies and
achieve the goals of the General Plan. When managers prepare
their base budgets (i.e., the amount necessary to maintain
services at the previous year’s level and to meet any new Federal
or State requirements), they review service objectives, units per
hour, unit costs, numbers of units, and performance indicators.
From this data, they determine what resources they will need, and
then budget the required work hours.

Management Achievement Plans

On an annual basis the city develops for each management
employee a performance contract, called a Management Achievement
Plan (MAP). These are comprehensive documents, which outline the
manager’s assignments for the coming year, placing primary
emphasis on the budgetary service objectives for which the
manager is responsible.

The Management Achievement Plan is the fundamental link
between the individual manager and the Planning and Management
System. By clarifying the precise role of the manager in
fulfilling all the city’s goals for the year, the MAP is also the
basis for completion of the manager’s Management Achievement Plan

Report (MAPR) and for preparation of the Management Achievement
Plan Audit (MAPA).

The Map has four parts of varying weight, specifying what
the manager is to accomplish in each. Part I relates to program
budget performance. Depending on the particular manager’s degree
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of responsibility for managing the program’s budget and achieving
its service objectives, the weight assigned this part would be
between 15% and 65%.

Part II is for major work assignments and job
responsibilities, also with a weight of between 15% and 65%. The
total for parts I and II must equal 80%. Part III covers the
general expectations of all managers (such as serving all
citizens with courtesy and impartiality, functioning as a team
player, maintaining a neat appearance, etc.) and is weighed 15%.
Part IV is a set of personalized goals for career and
professional development, at 5%.

Periodic Management Reports

Every four weeks each program manager receives management
information reports showing how the program is achieving compared
with planned goals. The reports contain data on revenues, work
hours, units of production produced per work hour, cost per work
hour, and percent of budget used to date. The City Manager also
receives these reports, and is able to determine government-wide
performance regarding service quality and overall productivity.

Management Achievement Plan Reports

The year-end Management Achievement Plan Report is a
manager’s self-evaluation based on established budget objectives
and other job responsibilities. It gives program managers the
opportunity to review the statistical performance of their
programs, comment on significant activity for the year, and
indicate needed changes in program activity and structure.

The MAPR includes two types of management-by-objective
reporting. One is information on the Performance Indicators for
each program objective. Data on actual performance is added by
the program manager, based on information compiled during the
year. This is auditable data that has been collected under the
methods established by standard operating procedures. Based on
the pre-established criteria for each Performance Indicator, the
program manager determines if the indicator’s numerical goal was
met, exceeded, or not met. '

The other type of management-by-objective information
involves translating the data for each task into Equivalent
Units. The concept of Equivalent Units was developed by the city
to permit it to compare the relative productivity of dissimilar
programs, and to calculate and track the overall productivity of
the entire city government.

A particular task’s equivalent units are based on the number

of hours it takes to complete one unit of production. If it
takes six minutes to complete a particular production unit, that
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one would be converted into .1 Equivalent Units. If another
task’s production unit takes 1.5 hours to complete, it would be
valued at 1.5 Equivalent Units. Once a task’s equivalent unit
value is established it does not change. For the first year, the
number of work hours applied to a task will equal the number of
Equivalent Units produced, but in subsequent years this may not
be the case.

Sunnyvale has found the Equivalent Unit device to have
several valuable applications. For example, by dividing a
program’s total number of Equivalent Units produced by the number
of work hours expended, productivity changes can be calculated
and tracked. By comparing a program’s Equivalent Unit costs with
historical data, the trend will show whether the program’s cost
efficiency is increasing or decreasing.

Pay for Performance

The Management Achievement Plan Audit is the superior’s
evaluation of the manager’'s performance and is the basis for
establishing compensation. The Management Achievement Plan
Report forms the basis for these performance audits. Since 1978
all Sunnyvale manragement personnel have been on a pay-for-
performance system. They are evaluated and compensated based on
their performance in meeting the goals specified for them in
their Management Achievement Plan.

Depending upon goal accomplishmert, a manager’s evaluation
can result in an annual reduction in compensation of up to five
percent, or a one-time bonus of as much as ten percent. (These
compensation changes are made in relation to a salary "control
point", a figure which is itself adjusted on the basis of being
the average salary for a comparable position in certain
comparable cities.)

This system directly links a manager’s pay with the
achievement of particular service objectives specified in the
budget, which objectives are themselves linked to the long-term
goals of the General Plan. 1In this way, the city government
ensures that managers are focused on implementing the policies .
adopted by the Mayor and City Council, and that program
activities reflect those priorities.

In Sunnyvale’s system, the primary incentive is to achieve
the specified levels of service (quantity and quality) more
efficiently. In other words, managers are rewarded more for
meeting a service objective at less cost than for exceeding the
objective at the budgeted cost. This is because the city would
rather save the money than exceed the service level goal, and
thereby have the option of increasing some other service level
the following year.




Annual Performance Report

At the close of the fiscal year, a city-wide performance
report is prepared that analyzes the efficiency, productivity,
and effectiveness of each service area. It compares achievement
with planned results. An Annual Performance Report is submitted
by the City Manager's office to the Mayor and City Council, and a
summary document is made available to the public.

THE SYSTEM'S EFFECTIVENESS

Sunnyvale's performance management and budget system evolved
out of a more rudimentary effort to link budget with performance
in the early 1970's. That initial attempt used the traditional
line-item budget, shown under a set of program performance goals.
In 1977 the city began a serious effort to recast the budget
information into a new format, with its hierarchy of goals,
objectives, and tasks. The General Plan was made meaningful.
Long-term financial planning was extended and made more
sophisticated. The pay-for-performance system was developed.
These were all linked into a comprehensive Planning and
Management System.

The system is certainly information intensive. The amount
of data it generates, its sophistication and complexity, might
all lead an observer to conclude that this system attempts too
much. And yet for Sunnyvale it works. As OMB pointed out in its
report to Congress, Sunnyvale managers actually use this data on
a daily basis. The information does affect City Council
decisions, particularly those that have a long-term impact.

Sunnyvale uses 35% to 45% fewer employees to deliver most
services than do other city's of comparable size and type. Its
per capita taxes are lower than those cities, and its budget is
in the low-end range also, but its personnel are better paid.
From 1986 to 1993, its costs per unit of service, adjusted for
inflation, have dropped 38%.

Perhaps the best test of Sunnyvale's system is the
satisfaction of its citizenry. 1In recent years the city has
increasingly used citizen satisfaction surveys to measure the
quality of various services. Probably the most significant one
was the comprehensive survey of its residents by a professional
polling company a few years ago. The study found that 93% of
Sunnyvale residents rated overall city services as "good" or
"excellent” (the.other choices were "fair" and "poor").

John Mercer is Counsel to the U.S. Senate Committee on
Governmental Affairs and former Mayor and City Councilmember in,
Sunnyvale, California. This paper was published in 1994 in Paris
by the Organization for Economic Cooperation and Development.
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