INNOVATIONS: Management

Charter Agencies pioneer a new, bureaucracy-busting “deal.” These agencies volunteer to (1) be held accountable for measurable customer benefits
and (2) contribute savings/revenues to shore up the budget. In return the state gives charter agency directors more authority and autonomy in how
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they produce those results, including exemption from many bureaucratic requirements.

deer and a Department
of Corrections car met
on a winding southern
Iowa road. Neither sur-
vived. Corrections would
have waited 15 months
for a replacement vehicle following the nor-
mal procurement procedure. Reclassifying
a corrections position through the person-
nel system usually took a couple of months.
But because the Department of Corrections
is an Iowa Charter Agency, they picked up a
new car in less than two weeks and they turned
around a reclassification in a few days.

What’s going on here?

Towa is testing the hypothesis that state
agencies can accomplish more for the people
they serve if they can focus more effort on
achieving results and less on complying with
rules. Put another way, lowa is exploring the
trade-off between getting something done
and making sure we do nothing wrong.

A New Deal

Four years of budget cuts sent lowa through
the usual paces: across-the-board cuts, early
retirement incentives, top-to-bottom re-
views, reorganizations and layoffs. While
these moves kept the budget balanced, Gov.
Tom Vilsack and Lt. Gov. Sally Pederson
realized that they would not solve the struc-
tural imbalance. “Government as usual” is
simply not sustainable in this fiscal and po-
litical climate. In response, the Iowa Rein-
vention Partnership hatched the idea of
charter agencies and asked for volunteers.
How are charter agencies different? Char-
ter agencies are all about achieving results
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for lowans. Easy to say. But agency
directors who put results first know
they will encounter barriers in the
form of the state’s administrative
systems. These systems were not de-
signed to achieve results; they exist
to minimize risk, at the expense of
innovation. Procuring cars and re-
classifying positions are but two
good examples. Here’s another:
seven separate signatures required
for a travel authorization ironically
means no one actually feels account-
able for the decision.

So in addition to putting results
front and center, charter agencies
take on bureaucracy’s web of rules.
Government’s usual “must follow
the rules above all else” mentality
both frustrates the public and stifles
those working in government.

The charter agency invitation was
(1) spend less time and money on
paperwork and low-value-added
rule compliance, so you can (2) re-
direct that energy into innovation to
achieve the results Iowans most
value.

Instead of relying on the Gover-
nor’s Office and the Department of
Management to drive change and
improvement, the charter agency
deal would kindle ongoing improve-
ment from within each agency. The
Governor’s Office and Management
change roles, shifting from command
and control to become enablers and
barrier busters (see text box).
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In more detalil, here is the lowa charter agency "deal that
was offered to all lowa agencies, except Management and
Administrative Services. Charter agencies commit to:

* Produce measurable benefits—and improvements in
those benefits—for the people they serve.

Help close the current year's budget gap, through con-
tributed savings or additional revenues. Additional rev-
enues should be entrepreneurially achieved, not raised
through new taxes or fees. Charter agencies must collec-
tively come up with at least $15 million each year.

In return, charter agency enacting legislation provides:

. Charter agency directors may stand in the shoes of the
director of administrative services to “exercise the
authority granted to the department of administrative
services” in three areas: ‘personnel management con-
cerning employees of the charter agency,”"‘the physical
resources of the state,” and “information technology.’

2. Charter agency directors may “‘waive any personnel
rule,” “waive any administrative rule regarding pro-
curement, fleet management, printing and copying, or
maintenance of buildings and grounds,” and "“waive any
administrative rule regarding the acquisition and use of
information technology!”

w

. Charter agencies are exempted from required Executive
Council approval for out-of-state travel, convention
attendance,and professional organization memberships.

4. Charter agencies may retain the proceeds of capital
asset sales.
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. Charter agencies may retain half of yearend appro-
priation balances.

o

The governor may authorize a bonus for a charter
agency director of up to 50 percent of the director's
salary. Similarly, a charter agency director may authorize
employee bonuses of up to 50 percent of the amount
of the director’s salary.

7. During the period of FY04 through FY06, charter agen-
cies are exempt from mandatory across-the-board
budget cuts.

s

Charter agencies are not subject to FTE caps.

O

. Charter agencies are eligible for part of the $3 million
Charter Agency Grant Fund to foster innovation.
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Table | lowa Charter Agencies Savings and Revenue Reporting, FY 2004

Expenditure Actual Revenue Actual Total Actual

reduction expenditure increase revenue FY 2004 FY 2004 FY 2005
Department commitment reduction commitment increase commitments total commitments
Human Services $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000
Corrections 500,000 500,000 500,000 500,000 500,000
Natural Resources 50,000 50,000 150,000 154,665 200,000 204,665 300,000
Revenue 683,073 1,000,000 633,705 1,000,000 1,316,778 1,500,000
Veterans Home 1,300,000 1,300,000 1,300,000 1,300,000 1,300,000
Alcoholic Beverages Division 1,250,000 9,788,598 1,250,000 9,788,598 5,000,000
Uncommitted Grant Funds 1,750,000 1,750,000 o 0
Lottery 8,000,000 8,400,000 8,000,000 8,400,000 10,900,000
All Departments Total 15,000,000 22,510,041 20,500,000

The main “central control” agencies also
contributed to the flexibilities, allowing char-
ter agencies to:

* Purchase goods and services outside Gen-
eral Services contracts, provided the char-
ter agency can document the cost benefit,
including authority to purchase travel tick-
ets directly instead of using the state’s
travel contractor;

Access technical assistance from experts
on innovation and public entrepreneurship
at Public Strategies Group, at no charge;
Retain 80 percent of all new entrepreneur-
ial revenues generated; and

Utilize streamlined contracting require-
ments for capital projects.

Also, charter agencies are exempted from
many requirements. For example, charter
agencies no longer need to:

* File travel claims when expenses are paid

by an outside entity;

* Submit pre-contract questionnaires for

contracts valued at $1,000 or less; or

* Submit pre-contract questionnaires for

corporate or governmental vendors, pro-

vided they obtain the information needed
to meet audit requirements.

Finally, Gov. Vilsack, Lt. Gov. Pederson,
and Department of Management Director
Cynthia Eisenhauer made their support un-
equivocally clear.

Despite all of the above, many directors
and staff remained skeptical. Many did not
want to gamble on the new deal because they
were unsure it was “real.” Some felt they could
not justify the fiscal obligation. Others had
not made transformation into a results-based
organization a priority.

But six directors, who were running into
roadblocks on the road to results, saw
enough potential to literally pay for charter
status with budget cuts or new revenue con-
tributions. They perceived net value.

Jeff Vonk, director of the Department of
Natural Resources (DNR), was already
pushing entrepreneurship and change, chal-
lenging his department to be a “world-class
organization.” Charter agencies fit naturally
with his vision. In addition to the DNR, five
others stepped forward in July of 2003: the
Departments of Corrections, Human Ser-
vices, and Revenue, the Alcoholic Beverages
Division of the Department of Commerce,
and the Iowa Veterans Home. The Towa Lot-
tery has its own, similar new deal.

All commitments to the new deal are
documented in the charter agency legisla-
tion and in annual Charter Agency Agree-
ments for each agency, negotiated and signed
by the agency director and governor. Each
agreement leads with a list of the agency’s
specific and quantified performance goals
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and special projects. The agreements also
include a list of flexibilities, the fiscal obli-
gation and other terms.

Note that charter agency status does not
infringe on collective bargaining agree-
ments. Charter agencies have worked suc-
cessfully with our unions as they exercised
flexibilities that touched union interests. For
example, the Department of Revenue used
their flexibility to rehire a retiree at a higher
salary because the person had recently be-
come a CPA. Union approval was needed,
and obtained after a good discussion.

So Far, So Good

If the new deal is ultimately about better re-
sults for Iowans and less bureaucracy for
agencies, the first round of reporting is posi-
tive. Achievements include:

* Reduced turnaround time for air quality
construction permits from 62 to six days;
for wastewater construction permits from
28 months to 4.5 months, both without
sacrificing environmental quality;

* Reduced stays in Child Welfare shelter
care by 20 percent, or 10 days;

* Increased the number of children with
health coverage by 12 percent this year;

* Improved the rate of income tax returns
filed electronically from 55 percent to 63
percent, first nationally;

The Council of State Governments



* Reduced the failure rate for probations by
17 percent;

Reduced the number of Veterans Home
residents who have moderate to severe
pain from 18.5 percent to 9 percent;
Provided good work experiences for 50
percent more women inmates than before
charter agencies;

Saved $200,000 by developing a new
pharmaceutical bidding process and ne-
gotiating drug costs;

Replaced that wrecked car in two weeks,
instead of 15 months;

Saved $38,281 by bringing contracted
work back in;

Saved money on air tickets, e.g. Des Moines—
San Antonio for $444 instead of $656;
Eliminated the M-40 form, speeding in-
tern hiring from 10 days to one day;
Waived an administrative rule to correct
a pay equity mistake; and

Reduced turnaround times on personnel
actions from months to days.

These results benefit lowans. They also
lift morale inside government. “It’s exciting
to be part of an effort that focuses on results
and enables us to report those results to a
legislative oversight committee that wants to
hear from us,” reports Jim Elliott, the charter
agency staff lead at the Veterans Home. DNR
Deputy Director Liz Christiansen adds, “We
have been able to eliminate paperwork and
undertake entrepreneurial efforts. And I feel
like we’re just getting started.”

Bill Gardam of the Department of Human
Services points to employees’ ability to make
their own travel reservations as not only re-
sulting in lower costs, but also enabling “‘em-
ployees to have a personal life because now
they can better fit their work travel into the
rest of their lives.” The bottom line, as the De-
partment of Revenue’s Cindy Morton puts it,
is that charter agencies “show that this admin-
istration is committed to results for lowans.”

State budget savings and revenue contri-
butions for FY04 totaled more than $22 mil-
lion, $7 million more than the $15 million
target. Most of the $22 million came from
increased revenues, especially from the Alco-
holic Beverages Division. Charter flexibil-
ities sparked their entrepreneurial spirit. One
of their first and most productive moves was
to switch from a uniform markup on their
products to variable pricing, which increased
revenues without significantly increasing
alcohol consumption. The Division’s leader,
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Lynn Walding, says charter agencies “helped
us be creative. It also helped me implement
ideas I’ve had for a long time, especially to
pursue the business side of our organization.
It prompted us to go the extra mile.”

Charter Agencies are also helping agen-
cies absorb budget cuts, in addition to bene-
fiting the General Fund. “Cost savings ideas
are percolating up now; these will save us
money,” observes Corrections’ Deputy Direc-
tor John Baldwin.

Revenue’s Morton put it this way, “As a
charter agency, we are able to promote out-
of-the-box thinking and then act on it.” Bald-
win also appreciates that his agency now has
“more control over what we do, especially
purchasing and classifications. Our agency
works more smoothly when we don’t have to
go through the bureaucratic process. We now
have choice.” DNR’s Christiansen echoed
this benefit, appreciating “more of a sense
of control over our day-to-day activities.”

The achievements above were expected,
at least hoped for. But charter agency staff
also described the unexpected. They reported
a liberating and energizing effect beyond
specific flexibilities. For example:

* Corrections is in discussions with a local
casino/racetrack and the Animal Rescue
League to create two thoroughbred retire-
ment farms to provide excellent work op-
portunities and rehabilitation for inmates
and more humane treatment for the horses.

* The Veterans Home and Corrections are
partnering to turn an old kitchen area into
an outpatient clinic.

Neither of these actions was impossible
pre-charter, but charter spark and momen-
tum are making them happen.

In interviews for this article, many of the
agencies focused on the connection between
creativity and charter agency status. “We want
to use charter agencies to tap into the cre-
ativity of our people,” asserts Liz Christiansen.
“Charter agency status has given us an oppor-
tunity to try new ideas, share planning and
strategies with other charter agencies, and
to promote innovation. It has also given us
recognition, that we are a proactive depart-
ment that seeks ways to improve,” accord-
ing to Jim Elliott of the Veterans Home. Lynn
Walding also noted the impact of the spot-
light on charter agencies, “Encouragement
breeds enthusiasm and improvement.”

The charter agency grant fund has also
fostered improvements. Walding notes that

“in the past, we would have to go to the leg-
islature to get improvement money. This
freedom [through the grant fund] will allow
us to provide better service to customers: a
new licensing system, automated order en-
try, and tax payments, all online. So we can
redirect staff, reduce operating expenses, and
provide better services.”

Grant money enabled DNR to create an
internal revolving fund to be a self-lender
for future improvements. Liz Christiansen
also reports “many new suggestions to save
money” that the revolving fund can enable.

When asked now “what’s the first word
that comes to mind when you think of Char-
ter Agencies?” the lead charter agency staft-
ers replied with: proactive, innovation,
opportunity, flexibility and potential.

Overcoming Inertia

For all the promising results, the charter
agency concept still faces barriers. A few in
Iowa government are still wondering
whether the new deal will last. Most are be-
lievers now, however. The big conversion
happened in October 2003, when a reduced
revenue forecast triggered a 2.5-percent
across-the-board cut—part of the charter
arrangement was that these agencies would
be exempt from any across-the-board cuts.
Agencies held their breaths, assuming that
the governor—or later the legislature—
might ask them to take their share of the cut
anyway. They did not, which meant that all
the other agencies took a larger hit than they
would have if the cut had been shared among
all agencies. From then on, charter agencies
knew the new deal was real.

(Continued on page 40)
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