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Introduction
To the Citizens of the Commonwealth:
In many ways, the Massachusetts economic success story is a national model. One
important part of this story deserves more attention: the improved management
of our state government.
Over the past three years, all state managers, under the Governor 's leadership, have
made a determined effort to use the state's resources wisely and carefully, to deliver
services more efficiently, and to pursue new and innovative ways to meet public
needs. As a result, we have saved money, improved services, and increased pro
ductivity. Because of these efforts, we have generated more than $ 3 50 million in
additional resources-through savings and the more aggressive collection of
federal reimbursements-which have made it possible for us to provide both better
services and tax relief. For example:
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• By making the most of the opportunity presented by the deregulated
telephone industry, Massachusetts has both gained better telephone service
and saved more than $ 3 million annually;
• By remembering the lessons of the energy crises of the 1970s and planning
more energy efficient operations, the state has saved more than $7.6 million
annually;
• By increasing the number of businesses bidding on state jobs and acting as a
more attractive client for contractors to do business with, the state created a
more competitive purchasing environment and saved more than $ 26 million
since 1983; and
• By demonstrating that services the state provides to human service clients are
eligible for federal reimbursements, the state has increased revenues by nearly
$170 million since 1983 .
These are only a few of the Massachusetts managerial successes that are part of our
larger effort to create opportunity for every citizen in the Commonwealth. We in
state government are proud of these efforts; they are an important yardstick of how
well we are doing the job of delivering quality, cost-effective services.
There is clearly more that can be done. We will continue to be challenged by the
scale and complexity of Massachusetts state government, an enterprise that in
cludes over 200 agencies that spend over $9 billion annually in the delivery of
public services ranging from day care for children and home care for the elderly
ii

to the enforcement of drunk driving laws and the disposal of hazardous wastes.
Despite the work that we still need to do, it is nonetheless valuable to pause and
measure our progress. Therefore, we have prepared this set of reports to document
our success to date and specify where we plan to make further improvements in
the management of state government.
Those who take the time to read these reports will find much useful information ,
much to be proud of, and much to praise. For all that remains to be done,
Massachusetts is today at the vanguard of the nation in innovative management.
The men and women who have done such an outstanding job of meeting the day
to-day responsibility of delivering timely, efficient , effective, and compassionate
services deserve the continued encouragement of all the people of Massachusetts.
State government's strides are due to them; the progress that will come in the years
ahead will be the result of their continued efforts. Together we are building a Com
monwealth where there truly is opportunity for all.

Frank T. Keefe, Secretary
Executive Office for
Administration and Finance
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Executive
Summary
State government is the largest consumer of goods and services in Massachusetts.
Because of its regular and large-volume purchases, it should receive favorable
prices from vendors. Unfortunately, because the state has not always paid its bills
on time, it has lost out on discounts and discouraged potential vendors from par
ticipating in the procurement process.
The state has acknowledged the consequences of late payments. Accordingly, it
has implemented several measures, summarized here, to improve its payment pro
cesses for the benefit of both the Commonwealth and its vendors.
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Prompt Payment Systems: The Comptroller's Division has worked closely with
other state agencies to reduce the time it takes to process bills. T� date, the Divi
sion has improved systems so that 86% of all bills are paid within 30 days of receipt;
in 1983, that rate was only 38%. The Division aims to increase the rate to 95% by
the end of 1986.
Ready Payments System: Human service providers are on tight budgets and de
pend on rapid payment from contractors to stay solvent. In 1985, the Comptroller's
Division initiated a program to speed up payments to these vendors. Under the new
program, bills are now being paid as much as eight weeks faster.
Snow and Ice Removal Project: The Department of Public Works and the

Budget Bureau designed a pilot program in 1985 that guarantees payment from in
itial appropriations for snow and ice removal services. The program has also led
to the more efficient purchase of supplies and services. After one winter, the pilot
program yielded savings of $134,000.
Performance-Based Contracting: The Division of Employment Security and
the Department of Public Welfare have developed a contracting arrangement that
bases payment on performance relative to targets. Payments can fluctuate above
or below budget depending on the quality of services delivered, thereby offering
an incentive to the provider and a lever to the purchaser.

Prompt Payment
Systems
The state's effort to reduce procurement expenses has focused on increasing the
number of vendors willing to do business with the state and thereby driving down
prices. To do business with the state, vendors must be confident the state will pay
its bills promptly; as recently as 1983, however, payments were routinely late. In
late 1983, the Comptroller therefore initiated a program to correct this situation.
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The Comptroller's Division began by reviewing a random sample of invoices each
week to determine where delays occurred. It found not only that delays were oc
curring in processing the bill within the Comptroller's Division, but also that agenI
cies and departments were failing to submit invoices promptly. Therefore, the ),
Comptroller's Division worked closely with agencies to speed up invoice
submissions and took steps to remove bottlenecks within the Division. To
day 86% of all bills are paid in less than 30 days; in 1983, that rate was only 38%.
In addition, the Comptroller's Division is implementing the Massachusetts
Management Accounting and Reporting System (MMARS), an automated central
financial reporting system. The system will replace the state's existing accounting
and processing system. MMARS will enable the Comptroller to process financial
transactions more quickly and accurately. The system will hasten the payment of
outstanding bills and allow the Commonwealth to manage its bill payments in ac
cordance with the vendor's industry norms. Full implementation of MMARS is ex
pected to be completed during FY 1987.
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Contact
For more information about expediting payment processes, contact Ellen M.
O'Connor, Comptroller (617)727-5000.

Ready Payments
System

In FY 1986 the Commonwealth purchased more than$ 500 million worth of client
care services from private, nonprofit vendors. These human service providers are
IC!
on tight budgets and depend on rapid payment from contractors to stay solvent. 1To ensure swift and reliable payments to vendors, the Comptroller's Division in
troduced the Ready Payments System in FY 1985.

State Action
The Ready Payments S ystem is designed to help improve the financial
stabilit y of providers doing business with the Commonwealth and to en
sure that payment is made only for services rendered. The system allows
state agencies to authorize estimated payments twice a month to eligible vendors
for services rendered during the prior two-week period. This estimated payment
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is a constant amount determined by the vendor at the time of application and ap
proved by the contracting state agency.
For vendors to participate in this program, the state agencies purchasing the client
care services must determine that the vendor meets the Ready Payments System's
eligibility requirements, which are listed in the boxed insert.
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Ready Payments Vendor Eligibility
• The vendor. must have a year of service and a regular billing history with
the agency.
• The vendor must file with the contracting state agency a curre-nt, certified
audit with an acceptable audit opinion.
• A minimum of 50% of the vendor's business, and hence its revenues, must
be derived from state government contracts.

F'inancial Benefits
During FY 1986, the number of vendors participating in the Ready Payments
System grew from 700 to 1000. These vendors have found that by improving their
cash flow, the system eliminates financial shortfalls and reduces the cost of secur
ing short-term financing. In addition, establishing regular payments for predeter
mined service levels has simplified both the vendor's bill submittal procedures and
agency's contract monitoring responsibilities.
The Commonwealth benefits from this program as well. Promoting the financial
health of these vendors ensures that they maintain a consistent level of care for
their clients.

For more information about the Ready Payments System, contact Ellen M. O'Con
nor, Comptroller (617)727-5000.
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Snow and Ice
Removal
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The Department of Public Works (DPW) is responsible for managing snow and ice flu
removal along the state's highway network, which includes more than 12,000 miles
of highway and 3,000 bridges. It purchases salt and sand supplies to spread on I
snow- and ice-covered roads and bridges, and it contracts with private snow
removal businesses for their assistance during winter storms.
Budgeted funding for snow and ice removal has historically fallen below requested
levels; budgeted funds were calculated for mild, rather than standard, winter
weather. Therefore, for seven of the past ten years, the DPW has had to request sup
plemental appropriations to fund snow and ice removal efforts. Nearly 32% of all
costs were funded through supplemental appropriations. This problem has
become worse-over the past five years, the underfunding level increased to 35%
of all program costs.
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Funds to cover private contractors ' snow removal services were typically ex
hausted by January or February. Thereafter, DPW would wait for passage of a supplemental budget to pay equipment operators for their services. Vendors often had
to wait five months to receive payments due them. These delays discouraged ven
dors from doing business with the DPW and eroded its ability to compete with
municipalities to contract for the equipment it needs to handle winter emergen
cies. During FY 1985 alone, 261 vendors stopped contracting with the DPW. With
a smaller vendor pool, the DPW paid a premium for snow removal services and
jeopardized its ability to combat storms effectively.
Because of fiscal constraints, the DPW would purchase only 38% of its salt and I
sand supplies in bulk before winter. The balance was purchased after supplies ran ·
out in winter. Thus the materials were hard to obtain when they were most needed;
furthermore, the DPW had to pay higher prices for smaller quantities.
•
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State Action
Recognizing the severity of these funding problems, the DPW and the Budget
Bureau initiated a pilot program that increases funding for snow and ice
removal expenditures. The DPW is divided into eight regional administrative
districts. The pilot program provides for full funding of salt and sand purchases
for all eight districts. After taking bids from vendors, the DPW had a supply of salt
and sand sufficient to last for one winter delivered in September 1985. It paid sup
pliers within 40 days of receiving of an invoice. In addition, in two districts it
budgeted funds to guarantee payments to contractors within 40 days of service.
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�inancial Benefits
Price discounts attributable to bulk purchases of salt and sand yielded savings of
$134,000 in the first year of the pilot program. With late payments becoming a
thing of the past, more vendors will compete for DPW contracts, thus bringing
costs down still further.
In addition, the DPW increased vendor participation in the two districts where
it guaranteed payment within 40 days. Snow removal services have improved, and
ultimately prices should decline.
At the close of the 1986 storm season, the DPW and the Budget Bureau evaluated
the contractor 's guaranteed payment system and decided that the pilot program's
success justified its expansion to all eight districts for the 1987 winter.

�ontact
For more information about the Snow and Ice Removal Project, contact Mary
Shaughnessy, Budget Bureau (617)727-4340, or William Twomey, Director of Ad
ministrative Services, Department of Public Works (617)973-7856.

Performance-Based
Contracting
Under a standard interagency contract agreement, the purchasing agency involved
establishes a budget, and the vendor agency must operate within that budget. Its
success in meeting performance targets is not a factor in determining its reimburse
ment . T his payment process thus provides neither incentives for innovation nor
penalties for failure to achieve goals.

State Action
Since 1984, the Division of Employment Security (DES) and the Department
of Public Welfare have entered into several agreements to fund the job place
ment component of the state's Employment and Training Choices Program. In so
doing, the two agencies have established a new approach to funding
labeled performance-based contracting-whereby achievement of pro
gram goals determines final payment. The two agencies negotiate
job placement targets, quality standards, and program costs. They then
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Performance-Based Contracting

convert each of these factors to a unit cost per placement. For each appropriate
placement that DES makes, the Welfare Department pays it a fixed amount.
This payment process is advantageous for both DES and the Department of Public
Welfare. It assures the contracting agency that the vendor agency will strive to meet
output and performance targets; if it does not meet those targets, the contracting I
agency does not pay. It offers the vendor agency an opportunity to receive reim
bursement above budget if it can place more than the target number of people in
jobs.
Performance-based contracting is not appropriate for all agencies, however. It may
encourage vendor agencies to emphasize performance at the expense of other
goals. For example, in situations where the vendor controls client intake, "cream
ing" is a likely result-that is, the agency finds jobs for easy-to-place clients. In such
circumstances, the vendor agency is satisfying the terms of its performance-based
contract while undermining the mission of the contracting agency. Because the
Welfare Department controls referrals to DES, this problem has not arisen.
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The performance-based contract gives DES ample incentives to improve its pro
gram management. It requires DES to monitor its performance closely and to take
corrective actions when targets are not being met.

Financial Benefits
During FY 1985, DES's performance exceeded contracted levels, enabling the
agency to earn a performance bonus of $181,000. To improve productivity and per
formance, DES has reinvested the funds in its Employment and Training field of
fices. It has also established similar performance-based contracts with local train
ing agencies for whom it provides placement services.

Contact
For further information about performance-based contracting, contact Kristin S.
Demong, Director, Division of Employment Security (617)727-6600.
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