ALASKA LEGISLATURE 1594
HOUSE and SENATE FINANCE COMMITTEE FILES, <1997-1998



(%)

Bond Yields

tb
as

?;}4

Bond Yields and Subsequent Returns

e BRBERoBRERRRE

Gov/Corp 5-Year
Yields Returns



Earnings/Price (t-5)

TOLVm '

S&P 500 Earnings-Pnce Ratios and Subsequent Returns

E/P '5-Year
Returns
From Date

Annualized 5-Year Returns



aje@ WoH

suinlay

19780Q1
1979Q1
1980Q1
1981QI
1982Q1
1983Q1
1984Q1
1985Q
1986Q1
1987QS
19880
1989Q1
1990Q1
1991Q1
1992Q1
1993Q1
1994QI
1995Q1
1996 Q1
1997 Q1
1998 QI
1999 Q1
2000 QI
2001 QI



X9

Py

M- M-y 1900 - Vyrm12,,- AV e VoM e

7997Five Y ear Projections

150

100

Return
_Ni] [»)

\WAWAY

W im

m m
O S&P 500 O CAI Small m EAFE
ISNon-US Bonds = Real Estate m Alternative

Change from 1996
ts&p 0 0O CAIl Small m EA FE

a S0
0O Non-US Bonds m Real Estale m Allernative

O Dom Bends
m T-Bills

0O Dom_ Bonds
IET-B ills

—

V.



1997 Five Year Projections

40.0

30.0

& 20

100

00

15
10
05
00
«05
-1.0

Risk
19.1
13.1| 7
| !
| |
GJS&P500 EDCa | Small BEAFE
UNon-US Bonds BReai Estate m Alternative

Change from 1996

«0.1

" 830 Oponcs W%F%HS‘E B EBalive

fflDom Bends
IET-Biils

R g



Im plications

Efficient Frontier - 1997 Projections

Standard Deviation



Efficient Frontier with All Major Asset Classes



Efficient Frontier with All Major Asset Classes

Asset Mix Alternatives

1997
Compone nt
S&P

CA! Small
Inti Eq

LB G/C Bd
NUS Bonds
Real Estat
All Inv
T-Bills
Totals

M edian

Std Dev

1
10%
2%
6%
47%
0%
4%
0%
31%
100%
7.00%
4.73%

Difference from 1996

Component
S&P

CAIl Small
EA FE

LB G/C Bd

SB WGNonUs

Real Estat
Alt Inv
T-Bills
Totals

M edian

1
-6%
-1%

0%
9%
-1%
-1%
0%
0%
0%
0.00%

11%
2%
6%

53%
1%
5%
0%

22%

100%
7.25%
5.31%

-7%
-1%
0%
10%
0%
0%
-1%
-1%
0%
0.00%

13%
2%
7%

59%
1%
5%
0%

13%

100%
7.50%
5.90%

-7%
-1%
0%
12%
0%
-1%
-1%
29
0%
0.00%

4
14%
2%
7%
65%
1%

6%

1%
4%
100%
7.75%
6.49%

-7%
-2%
-1%
14%
0%
-1%
0%
-3%
0%
0.00%

5
16%
3%
9%
62%
2%
7%
1%
0%
100%
8.00%
7.10%

6
21%
4%
11%
.50%
4%
8%
2%
0%
100%
8.25%
7.84%

7
26%
5%
13%
38%
6%
9%
3%
0%
100%
8.50%
8.69%

Asset Mix Alternatives

5
-7%
-1%

1%

%

0%

0%

0%

0%

0%

0.00%

S
-8
0%
1%
5%
0%
0%
0%
0%
0%
0.00%

7
-4%
-1%

0%

3%

0%

1%

1%

0%

0%

0.00%

8
31%
6%
15%
26%
8%
11%
3%
0%
100%
8.75%
9.63%

-3%
0%
0%
1%
0%
2%
0%
0%
0%

0.00%

9
35%
8%
18%
14%
9%
12%
4%
0%
100%
9.00%
10.63%

9
-3%
1%
1%
-1%
-1%
3%
0%
0%
0%
0.00%

10
40%
9%
20%
2%
11%
13%
5%
0%
100%
9.25%
11.67%

10

-1%
1%
1%

-3%

3%
1%
0%
0%
0.00%



Efficient Frontier with All Major Asset Classes,
except Alternative Investments
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Efficient Frontier with All Major Asset Classes,
except Alternative Investments

m(997 Asset Mix Alternatives

Component 1 2 3 4 5 6 7 8
S&P 10% 11% 12% 14% 17% 21% 26% 31%
CAI Small 2% 2% 3% 3% 4% 7% 9% 11%
Inti Eq 6% 6% 7% 7% 9% 11% 14% 16%
LB G/C & 47% 53% 59% 65% 61% 49% 36% 23%
NUS Bonds 0% 1% 1% 1% 2% 1% 6% 8%
Real Estat 4% 5% 5% 6% 7% 8% 9% 11%
T-Bills 31% 22% 13% 4% 0% 0% 0% 0%
Totals 100% 100% 100% 100% 100% 100% 100% 100%
Median 7.00% 7.25% 7.50% 7.75% 8.00% 825% 8.50% 8.75%
Std Dev 473% 5.31% 590% 6.48% 7.09% 7.83% 8.69% 9.62%
Difference from 1996 Asset Mix Alternatives

Com pone nt 1 2 3 4 5 6 7 8
S&P -6% -7% -7% -7% -6% -6% -5% -3%
CAIl Small -1% -2% -2% -2% -2% -1% 0% 0%
EA FE 0% 0% 0% -1% 1% 1% 1"» 1%
LB G/C B 9% 10% 12% 14% 7% 6% 3% 1%
SB WGNonUS -1% 0% 0% 0% 0% 0% 0% -1%
Real Estat -1% 0% -1% -1% 0% 0% 1% 2%
T-Bills 0% -1% -2% -3% 0% 0% 0% 0%
Totals 0% 0% 0% 0% 0% 0% 0% 0%
Median 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% -0.01% -0.01%
Std Dev -0.52% -0.53% -0.55% -0.56% -0.54% -0.44% -0.28% -0.07%

35%
13%
19%
11%
10%
12%
0%
100%
9.00%
10.62%

9
-3%
0%
2%
0%
-1%
2%
0%
0%
-0.01%
0.16%

40%
15%
22%
0%
10%
13%
0%
100%
9.25%
11.67%

10
-2%
0%
3%
-1%
-3%
3%
0%
0%
-0.01%
0.42%
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Table 1

Rolling Periods 1926-1996

Average Rolling 5-Ycnr Real Returns (Annunlized)

Quarterly

Returns 1st Period # Rolling

Since End Date Periods S&P 500 LT Corp 75/25 50/50 25/75
1/1/26 12/31/30 265 6.79 2.31 6.03 5.03 3.79
1/1/56 12/31/60 145 5.98 2.40 5.28 4.45 3.48

Rolling 5-Year Counts /At least 4% Real Return)

Quarterly

Returns 1st Period # Rolling % % % % %
Since End Date Periods S&P 500 Periods LT Corp Periods 75/25 Periods 50/50 Periods 25/75 Periods
1/1/26 12/31/30 265 171 65% 93 35% 163 62% 149 56% 123 46%
1/1/56 12/31/60 145 95 66% 52 36% 88 61% 75 52% 66 46%

Table 2
Rolling 5-Ycnr Counts (Negative or 0% Real Return)
Quarterly
Returns 1st Period # Rolling % % % % %
Since End Date Periods S&P 500 Periods LTCorp Periods 75/25 Periods 50/50 Periods 25/75  Periods
1/1/26 12/31/30 265 53 20% 122 46% 52 20% 55 21% 71 27%
1/1/56 12/31/60 145 31 21% 61 42% 37 26% 41 28% 47 32%

Nolc:  50/50 isa composite portfolio consisting of 50% S&P 500/50% LT Corp. rebalanced quarterly.
75/25 is a composite portfolio consisting of 75% S&P 500/25% LT Corp, rebalanced quarterly.
25/75 is a composite portfolio consisting of 25% S&P 500/75% LT Corp, rebalanced quarterly.



Note:

Average Rolling 5-Ycnr Real Returns (Annualized™

Quarterly

Returns 1st Period # Rolling

Since End Dale Periods S&P 500 LTCorp
1/1/73 12/31/77 77 7 83 455
Real Return  # Rolling D

llurdlc Periods S&P 500 Periods LTCorp
At least 4% 77 61 79% 49
At least 3% 77 61 79% 49
At least 0% 7 66 86% 52

Table 3

Roiling Periods 1973-1996

EAFE Gov/Corp
857 4.15
% %
Periods EAFE
64% 40 52%
64% 45 58%
68% 60 78%

50/50 is a composite portfolio consisting of 509b S& P 50Q/509b LT Corp. rebalanced quarterly.
40/10/50 is a composite portfolio consisting of 409b S&P 500/109b EAFE/509b LG Gov/Corp Bonds, rebalanced quarterly.
50/15/35 isa composite portfolio consisting of 509b S&P 500/159b EAFE/359b LG Gov/Corp Bonds, rebalanced quarterly.

50/50
6.48

Periods Gov/Corp

a7
49
57

40/10/50
6.36

%
Periods
61%
64%
74%

50/15/35
6.97

50/50
50
53
61

% %
Periods 40/10/50 Periods
65% 52 68%
69% 57 74%
79% 62 81%

%
50/15/35 Periods
55 71%
58 75%
63 82%
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Table 11

Rolling Periods 1926-1996

Average Rolling 5-Year Nominal Returns (Annualized)

Quarterly

Returns 1st Period # Rolling

Since End Date Periods S&P500 LTCorp 75/25 50/50 25/75
1/1/26 12/31/30 265 10.35 5.62 9.53 8.47 7.17
1/1/56 12/31/60 145 10.86 7.13 10.13  9.26 8.26

Table 12
Rolling 5-Yenr Counts (Negative or 0% Nominal Return)
Quarterly
Returns 1st Period  # Rolling % % % % %
Since End Date Periods S&P 500 Periods LT Corp Periods 75/25 Periods 50/50 Periods 25/75 Periods
1/1/26 12/31/30 265 28 11% 14 5% 24 9% 12 5% 3 1%
1/1/56 12/31/60 145 4 3% 11 8% 2 1% 1 1% 2 1%

Note:  50/50 isa composite portfolio consisting 0f 50%S&P 500/50% LT Corp, rebalanced quarterly.
75/25 isa composite portfolio consisting of 75% S&P 500/25% LT Corp, rebalanced quarterly.
25/75 isa composite portfolio consisting of 25% S&P 500/75% LT Corp, rebalanced quarterly.
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Tabic 11

Rolling Periods 1926-1996

Average Rolling 5-Year Nominal Returns (Annualized)

Quarterly
Returns Ist Period  #Rolling
Since End Date  Periods S&P 500 LTCorp 5 500 H6B
1/1/26 12/31/30 265 10.35 5.62 9.53 8.47 7.17
1/1/56 12/31/60 145 10.86 7.13 10.13 9.26 8.26
Table 12
Rolling 5-Year Counts (Negative or 0% Nominal Return)
Quarterly
Returns  1stPeriod #Rolling % % % % %
Since End Date  Periods S&P 500 Periods LT Corp Periods 75/25 Periods 50/50 Periods 25/75 Periods
i/1/26 12/31/30 265 28 11% 14 5% 24 9w 12 5% 3 1%
1/1/56 12/31/60 145 4 3% 1 8% 2 1% 1 1% 2 1%

Note:  £0/50 isa composite portfolio consisting of 50% S&P 500/50% LT Corp, rebalanced quarterly.
75/25 is a composite portfolio consisting of 75% S&P 500/25% LT Corp, rebalanced quarterly.
25/75 is a composite portfolio consisting of 25% S&P 500/75% LT Corp, rebalanced quarterly.



Nolc:

Aicrace Rollir.e 5-Year Nominn! Returns fAnnunllzcdl

Quarterly

Returns 1st Period # Rolling

Since End Date  Periods S&P 500 LT Corp
1/1/73 12/31/77 77 13.78 10.28
Rolling 5-Year Counts

Return # Rolling %

Hurdle Periods S&P 500 Periods LT Corp
At least 0% 77 75 97% 73

Table 13

Rolling Periods 1973-1996

EAFE Gov/Corp 50/50 40/10/50 50/10/3J
14.55 9.90 12.33 12.23 12.87
% % %
Periods EAFE Periods Gov/Corp Periods 50/50
95% 76 99% 76 99% 77

S0/50 ii a composite portfolio consisting of 50% S&P 500/50% LT Corp, rebalanced quarterly.
40/10/50 is a composite portfolio consisting of 40% S&P 500/10% EAFE/50% LD Gov/Corp Bonds, rebalanced quarterly.
50/15/35 is a composite portfolio consisting 0f50% S&P 500/15% GAFE/35% LB Gov/Corp Bonds, rebalanced quarterly.

%

Periods 40/10/50 Periods

100%

77

%

100%

%

50/15/35 Periods

77

100%
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Alaska Permanent Fund
Presentation to Legislature/Board
February 12,1997

Description of Oregon PERS

a. Membership

1. retired: 67,000
2. active: 180,000

b. Funded status: Roughly 95-100%

Market Value: $24 Billion
Cash Flow: Benefit payments modestly exceed the total

of employee/employer contributions
c. Administration:
1. PERS Board: responsible for benefit side only

2. Oregon Investment Council: responsible for asset side only

d. Investment authority: Prudent Person Standard



History of Asset Allocation

a.

Inclusion of stocks dates to the mid - 1960°’s

OPERF was one of the first public pension funds to make
equity investments. Over the 30 year history of the equity
program, results have been favorable, and this success has
enabled the System to both reduce contributions and to
enhance benefits. Cumulative results for the equity program,
on areal dollar basis, have been roughly twice that of bonds.
Total holdings of domestic and international stocks is

currently 60%.

Alternatives (LBQO’s, etc.) dates to mid-1980’s

Over the past 15 years, OPERF has been an active participant
in Alternative equity vehicles. This program has yielded an
inception-to-date internal rate of return in excess of 20%. As
conventional markets have become more “efficient”, the
System has made more active use of this asset category.
Currently, about 11% of total assets are invested (actual
funded amount) are invested within this category.

Discuss current asset allocation

a. Comparisons to other funds

Historically, Oregon has had an equity allocation far in
excess of most public pension funds. Currently, this
allocation is only modestly higher than the ‘norm’.
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b. Asset allocation process

The Investment Council, in conjunction with their
consultants, have established policy ranges for each asset
category/sub-category,

c. Re-balancing process

As sector allocations move above or below established policy
ranges, assets are re-balanced to the mid-point of the policy
ranges. In a sense this can be viewed as selling high, and
buying low.

Discuss investment results

a. Absolute
b. Relative

Summary

Total hand performance has been favorable relative to the
Council’s established investment policy. Further, total fund results
compare very favorably with both public and private plan
universes. These favorable comparisons are substantially due to
the high equity and alternative allocations.

The long time horizon of the PERS allows us to capture the higher
returas that equities have historically provided.
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State of Oregon
Historical Asset Allocation, Current Policy and Ranges
Total Equity Fixed
80% 35%
8§ 75% c 30% -+«
| 70% | 25%
8 65%-- | Aome
3 60%-- < 15% m
55% 10% "
9312 9412 9512 9612 9412 0512 9612
Policy “ 68% Q "ler Total Equity Range - 60-75% Policy - 25% Quarter Fixed Range - 20-30%
US Equity Real Estate
50% 25% -
- e 20% -
ﬁ o
5 15% »
................................................................................................................ 0 1<Y>©_
3 Vviu
25% i 1 0% - 1 1
8312 0412 9512 9B12 9312 3412 9512 9612
Policy - 35% Quarter US Equity Range - 30-40% Policy-7% Quarter R/E Range-5-10%
Non-US Equity Cash
30% o)
C 25%++
& %
15% o
1064-'
5% m - e
9312 9412 9512 9612 9312 9412 0512 9612
Policy - 20% Quarter  NOn-US Eq. Range - 15-25% Policy-0% Quarler Caih Rango - 0-6%
Alternative Investments
AN
c 15‘? ¢ Policy Range
| 10% Actual Allocation
8 5%--
*
5% o+
9312 9412 9512 96(2
/A le Policy 120 Quarler Alt. Inv. Range -0-15%
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Sheetl

QPERS Performance Comparisons

Periods ending 9-30-96
Source: WIlIshire Associates

Since
Quarter  JJfear  3Jfenra  12-31-92(1)

OPERS Total Fund: 2.2% 14.7% 12.2% 12.6%
Policy Return (2): 2.1% 12.9% 11.4% 12.2%

Universe Percentiles:

Public Funds 91st. 14th. 25th. ligll

All Funds 65th, 22nd. 19th. ---
Domestic EQUItY: 2.6% 19.3% 15.6% 15.9%
Russell 3000 Index 2.9% 19.0% 16.4% 15.9%
International Equity; -0.6% 9.1% 8.2% 17.0%
EAFE Index -0.1% 8.6% 6.1% 15.7%
Domestic Bonds: 2.5% 6.3% 5.7% 10.8%
Lehman Aggregate Index 1.8% 4.9% 6.0% 9.0%
Real Estate: (3) 2.8% 12.2% 8.3% 6.7%
Russell NACREIF 2.5% 9.6% 7.2% na
Alternatives: (3) 4.5% 27.9% 20.9% 15.9%
S&P 500 + 5.0% 4.3% 25.3% 22.4% na
Short-Term 1.4% 5.7% 5.0% 4.8%
T-Bills 1.4% 5.6% 5.1% na

(1) WIllshire began calculating Total Fund' returns on 12-31-92.
(2) Policy Return = policy weight of each segment multiplied by the index return of each segment.
(3) neal Estate & Alternative retum3 are lagged by one quarter.

Page 1



OPEREF,;. Comparative Performance

Periods Ending 9-3P-96

1Year
% Rank

2 Years
% Rank

3 Years
% Rank

Inception

(€]
<2)
(3)
4)

@ @
OPERF
Policy
OPERF Portfolio
14.69 12.90
15.73 15.88
12.20 11.40
4 12.60 12.20

As calcufalad and reported by WllshlioAscoeimea.

Sheetl

(3
Wilshire
Median

PtMc

13.72
14 th.

16.53
64 th.

11.37
25 |h.

NA

Policy Return m=policy weight of each segment muttipOcd by the fndax return of each segment

Fund Universe# suppfled by Wffshina Associates. 'AH Funds* includes both public and private plans.

i.weplton date Is 12-31-92. Prior to thatlime, Wilshire had r»t calculated aTotil Fund return.

(©)

Wilshire
Median
All Funds

12.51
22 nd.

15.95
54 th.

10.93
19th.

NA
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Wifshire Universe Comparisons -Public Funds
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Calendar Yeara:
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W ilshire Universe Comparisons - All Funds

m Ist.Qftl. Median
9280 .x 548 303
1747 1344 11.62
544 2119 X 1810
883 498 235
3087 238 X 2106
1148 866 750
1807 X 1331 109
719 032 08
047 210 X 2398
1911 1542 X 132"
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Annual Returns Pec 31.1966 to Dec 31.1996

Period End

Dec-67
Dec-68
Dec-69
Deo-70
Dec-71
Dec-72
Dec-73
Dec-74
Dec-75
Dec-76
Dec-77
Dec-78
Dec-79
Dec-80
Dec-81
Dec-82
Dec-83
Dec-84
Dec-85
Dec-86
Dec-87
Dec-88
Dec-89
Dec-90
Dec-91
Dec-92
Dec-93
Dec-94
Dec-95
Dec-96

1.9
-206

Sheetl

BsaLBond Return Real S&P 500 Return
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SheeU

120-Month Rolling Returns Dec 31.1969 to Pec 31,1996

£erfod End Real Bond Return Real S&P 500 Return

Jan-67 178 857
Dec-67 016 1083
Dec-68 035 1777
Dec-69 0 514
Dec-70 041 510
Dec-71 010 374
Dec-72 038 6.29
Dec-73 104 177
Dec-74 2 3%
Dec-75 -181 239
Dec-76 04 067
Dec-77 008 257
Dec-78 060 338
Dec-79 023 -149
Dec-80 228 027
Dec-81 323 20
Dec-82 -118 -1%
Dec-63 015 216
Dec-84 206 6.34
Dec-85 323 6.75
Dec-86 357 865
Dec-87 377 825
Dec-88 488 975
Dec-89 6.97 1179
Dec-90 824 89%5
Dec-91 981 1310
Dec-92 762 1190
Dec-93 786 1079
Dec-94 6.17 1042
Dec-95 597 1100
Doc-96 462 1118
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-Cumulative Returns Dec 31.1968.to Dec 31.1996

Egi.od End Real Bond Return Real S&P 500 Return

Dec-66 1.00 1.00
Dec-67 0.92 1.20
Dec-68 0.90 1.28
Dec-69 0.78 1.10
Dec-70 0.88 1.08
Dec-71 0.94 1.20
Dec-72 0.98 1.38
Dec-73 0.92 1.08
Dec-74 0.82 0.70
Dec-75 0.86 0.90
Dec-76 0.95 1.07
Dec-77 091 0.93
Dec-78 0.85 0.91
Dec-79 0.76 0.95
Dec-80 0.70 111
Dec-81 0.68 0.97
Dec-82 0.87 1.13
Dec-83 091 1.34
Dec-84 1.00 1.36
Dec-85 1.18 1.74
Dec-86 1.35 2.03
Dec-87 1.32 2.05
Dec-88 1.37 2.29
Dec-89 150 2.89
Dec-90 1.54 2.63
Dec-91 1.73 3.33
Dec-92 181 3.48
Dec-93 1.93 3.72
Dec-94 1.83 3.67
Dec-95 211 4.93
Dec-96 2.12 5.87
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Sheetl

Rtek/Rgturn Dec 31.196% to Dec 31.1996

A%92te Risk Total Return
REAL BOND RETURN 718 253
REALS&P5 RETURN 1522 6.08
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Getting to OUTCOMES
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Outcomes, Outputs and Overlaps

Policy = Legislative

= Executive Branch

Service Delivery = Agency



Performance M easurement

Efficiency & E ffectiveness

Efficiency=Making the BEST use ofresources
e How much did we do?

e W hat did itcost?

Effectiveness=How WELL did we deliver our services

e Quality of our work?

e Customer perception ofour work?

NOTE: The assumption above is thatyou are doing

the "RIGHT THINGS”.......
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W hat’s IMPORTANT to measure?

R esults

not Activities

Result: The intended “outcome” of the effort.

Activities: The things done to accomplish the “outcome’.

EXAMPLE

Result =

A ctivities =

-JOBS Training

Person get's a Job

Person’'s case is established

Person

Person

Person

is trained
receives child care assistance

is taught interviewing skills



Shifting from Spending to Investing

Budget: Invest:

w m uch do we “get?” W hatdid we “get?”

F ocus is on Spending F ocus is on results

Tends to “assum e”costs T ends to “challenge?”costs

“check book?”orientation R evenue orientation

In What & At What Level?

A gency Level - Mission
Program Unit - Specifics within A gencies
Outcomes - Broad (cross cutting) Goals

Combination - Agency & Outcomes



Investing In Agencies

% spent on

adm inistration.
% spent on Over Time.

R atio of m anagers to

staff.

Layers of management.



Investing In Programs
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Investing In Outcomes

% of Kindergartners
ready to succeed In
school.

# of children abused

or neglected per
1,000 persons under

age 18.

10



So HOW do we shiftto OUTCOWM ES?

“Really good i1deas ultimately
have something simple at the

bottom of them .”

Dr. Arno Penzias - Nobel Prize Winner

FORTUNE Magazine - January 15, 1996
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W hat’s your M ission?
W hat are your programs and how do they contribute
to the M ission?

W ho are your customers?

W hat are your Program Outcome Performance

M easures?

How did you do last year?

. W hat do you intend to do differently this year?

W hat are your strategies/priorities for this next year?

. W hich measures are you going to use to validate

and monitor our investment?
*1s there duplication betw een agencies?

10 A re other options viableto accom plish these

oOoutcom es?



Example Performance M easures:

i Program : W elfare to W ork

J...U .
a E fficiency:
Ll
C ostper client that gets a job
.I.. 11 t
Effectiveness:
®* A verage time to m o ve from W e lfa
<l
t e % o f clients placed a b ove m inim
J..L 0 .
e % o f “repeat”clients



Caution - “Simplify to Succeed”

R esist the urge to over com plicate for “perceived?”
com pleteness. Begin by having each program unit,
agencies, subm it the follow ing;

At least one efficiency & one effectiveness measure

for each program result.

Brief narrative to support measure.

Graph depicting baseline, actual & potential results.
Quarterly reporting to OM B

(Oregon SB-1130)
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PIT FALLS (Lessons from the “Pit”)

* There MUST be agreement by the com m ittees that

they will follow an agreed upon approach - Speaker
and President KEY .

1/ Legislative and Executive M UST agree on a shift

from spending to investing. The debate on where to

invest will still rem ain

v Create accountability mechanisms - between the

Executive and Legislative. (Performance Contracts)

s/ Noteveryone(Executive and Legislative) will “want”
to change. Predetermine the consequences

iy Reward appropriate behavior (Executive and
Legislative)



PIT FALLS (Lessons from the “Pit”)

Focus is to improve - not keep score. Resist the

urge to “judge”the numbers too quickly.

Build in a quarterly review process, and be ready to

make mid-course corrections.

M ost Financial System s “count things"” and will

probably have to be modified, to provide results

based information

Remember- no one wins -if poor investments are

m ade!



BRSNS

<o
<cccccacccackackeaKs

<cesesasesaacacackecses

Alaska State Chamber of Commerce

<CLReC<eeses

<<ecess. R e

<ccccctecdecctediceckecieeccdkecs

<<eeeSeeeasleceees ececg SRRRRSRSRRRRRe

-«

B S RN B

o A |l te rn ative W a S to D eliver

<CLLRELLLeS

<CLLELLLLLLLLE

G overnm ent S ervices

R

R L LLLLLLLLLLLLLLLLLLLLS

P

<<l <K<sesessescscs

K<<eeeeeead] <<<eee<<<addd<ss

<csekessacacssess

e LR CLLLETH TR <LLTHH!

CC<CCerCans CoCLCCor<LLLLIH LIS
<ceccecacacckecsas

<cccccccckakecccckescakakesk
< Rer L LI <L LI SLLLLLLLLE

<ceccKecsecsakess J a n u a r y 2 2 n d s 1 9 9 8

R R

<<<<KKK<<K<K<<<cacKe<s
Q.
LI LI CLLLLLL LSOO
P resented by:
<<<<<ccc<<cK<cK<<<KKK<K<<K<<<
Craig L. Holt, P resident
Besscssssseess M anaging Total Perform ance, Inc.

ifovae BT



Tools for Improving Government

A ctivity B ased Costing (A BZC)
A sset Saie
Benchmarking
Contracting O ut
M anaged Competition
O utsourcing
Privatization

Perform ance Contracts - M anagers



Tools for Improving Government

Activity Based Costing (ABC): Methodology that
assigns costs to products or services based on

resources consumed.

A sset Sale: Transfer of ownership ofgovernment

assets or functions to the private sector. - Golf Course

Benchmarking: The process of comparing like

functions and services.

Contracting Out: Private or non-profit organizations

provide goods or services for the government.



Tools for Improving Government

M anaged Competition: Public em ployees and

private contractors com pete for same work.

Outsourcing: The service delivery of a government
function is contracted with the private sector, while

the responsibility still resides with the government. -

Guard Rail Repair.

Privatization: Service delivery & responsibility for an
entire government function s % ied over to the

private sector.

Performance Contracts: M anagers agree to a list of
program outcomes, with compensation and

dismissal linked to accomplishment.



Reasons for choosing Alternative Service Delivery

Georgla
Limit government growth
Reduce scope of government
Improve government efficiency
Massachusetts:
Reduce state budget deficit
Reduce cost of government services
. Improve government services
Michigan
Reduce state budget deficit
Shrink size and scope of government
New York;
Reduce size and scope of government
.. Reduce costand improve government services
Virginia;
Improve service and productivity of government

Reduce the cost of operations



Reported Results achieved - (GAO/GGD-97-48)

Georgla: Reason Result

State Maintenance of auto’s nOtCOre $300,000/year
Lancer Island Recreation Area HOtCOre $6 million/year
o Massachusetts: |
Prison health care COStsavmgS $1.4 million/year
County road maintenance Impr0V€ SeI'VICe $4.5 million/year
Solciall Service Collections ImprOVG SerVICG 40% increase
Michigan
o  Armory Sale HOtCOFG $400,000
Physical Security Services COS'[S&VIHQS $1.2 million
Worker’s Comp. Accident Fund ﬂOtCOre $261 million
New York:
Vista Hotel nOt Core $141.5 million
Ta}x _fqrm processing COStsaVII’IgS $7.5 million/year
Virginia: | |
Delinquent Tax Collection |mprove SerVICE $6.8 million/year

Child support enforcement ImpI'OVG SGI’VICE 60% cost reduct.

6
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Criteria and things to consider..

Is this currently being done in the private sector?

Is there sufficient “competition”in the private sector?
Is this REALLY a government function?

Does this function exist elsewhere in government?
Is Integration an option?

How does this function compare on cost?

How does this function compare on Service Quality?

How Strategic to the future of Alaska?



Decision Tree for Analyzing Programs

W hat are the “outcomes”desired?

Should Government play a role?

Should Government “operate”the activities?

Y es e EE L N o
I
W hich Level of government? Contract Out
Outsource
Accountability for RESULTS Privatize

etc.



Areas for Consideration

if 1. Costcannot be the only factor.
M 2. Don’t outsource to a monopoly, its actually worse.

44: 3. Force Government Agency’s to Articulate their Mission and
{t demonstrate how their resources are contributing to that Mission

4. W here similar functions are being done, managed competition

a good tool for improvement.
5. Look at State, County, and City for similarities.

6 . Make DATA driven decisions, this means you will need some

perform ance measures..

7. Provide training to Government Managers, this will be new.

8. The focus should be on IMPROVING government, not
Il outsourcing, privatizing, or competition.
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