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June 23, 2011 

The Honorable Beverly E. Perdue, Governor 
Members of the North Carolina General Assembly  
Mr. Andy Willis, State Budget Director, Office of State Budget and Management 

Ladies and Gentlemen: 

We are pleased to submit this performance audit titled Program Budgeting, Office of State 
Budget and Management.  The audit objectives were to determine if (1) policies and 
procedures are in place to ensure that state agency performance information will be relevant 
and reliable, (2) state agencies have met initial Program Budgeting requirements, and (3) the 
Program Budgeting process is structured to achieve its objectives.  Mr. Willis reviewed a draft 
copy of this report.   His written comments are included in the appendix. 

The Office of the State Auditor initiated this audit to improve the effectiveness of the State’s 
system to measure performance of state government operations.  

We wish to express our appreciation to the staff of the Office of State Budget and 
Management for the courtesy, cooperation, and assistance provided us during the audit. 

Respectfully submitted, 
 

 
Beth A. Wood, CPA 
State Auditor 
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PERFORMANCE AUDIT 

SUMMARY 

Purpose 

This audit report evaluates whether (1) policies and procedures are in place to ensure that state 
agency performance information will be relevant and reliable, (2) state agencies have met 
initial Program Budgeting1 requirements, and (3) the Program Budgeting process is structured 
to achieve its objectives. 

This audit makes recommendations so the Governor, Legislature, and Office of State Budget 
and Management (OSBM) can take appropriate corrective action. 

Results 

To link budgets to agency results and accomplishments, OSBM required state agencies to 
begin submitting performance measures during the 2007-09 biennial budget process.  
However, OSBM has not performed reviews to ensure that state agency performance 
measurement information is relevant and reliable.  Specifically, OSBM has not performed 
reviews to ensure that (1) agency performance measures are linked to agency goals; (2) 
agency performance data is accurate, complete, and consistent; and (3) agencies have policies 
and procedures in place to ensure that performance data is accurate, complete, and consistent.  
Furthermore, three out of four Office of State Auditor (OSA) audits on “key agency 
indicators”2 determined that the agency performance measures were not clearly linked to 
agency goals and were not collected, calculated, and reported under a system that ensured 
accurate, complete, and consistent performance measures.  As a result, the Governor, 
Legislature, and public may not be able to rely on agency performance measures to evaluate 
agency performance and indentify programs that need to be cut or enhanced.    

As part of the Program Budgeting process, OSBM directed each state agency to develop an 
inventory of programs3 and required each cabinet agency4 to submit a strategic plan to 
explain how an agency’s mission and goals will be achieved.  The program inventories and 
strategic plans are to be used in the budget process to analyze agency needs and make funding 
decisions.  However, the information may not be reliable for analysis and decision-making 
because the list of programs is inaccurate and some cabinet agency strategic plans do not 
                                            
1 The OSBM website states, “OSBM emphasizes measurable results as an integral part of budgeting in order to encourage 
more efficient and effective management of state resources.  Through program budgeting OSBM is creating a budget process 
that does the following: increases transparency, ensures accountability, promotes proactive management,  and focuses on 
performance.  Government leaders, elected officials, and citizens can more easily understand an agency’s goals and 
strategies, measure program results, evaluate past resource decisions, and make well-informed resource decisions for the 
future.” 
2 Key agency indicators are performance measures that identify and measure the key results necessary for an agency to 
achieve its goals.  OSBM states that key agency indicators should “provide stakeholders, both internal and external to the 
agency, a clear message of what is important and how the agency is progressing toward achievement in the identified areas.” 
3 A June 18, 2009, memo on “Program Inventory” from OSBM stated, “A program is a set of related services within an 
agency designed to achieve a measurable outcome for a designated group in support of the agency mission and goals.” 
4 Cabinet agencies include the Departments of Administration, Commerce, Correction, Crime Control and Public Safety, 
Cultural Resources, Environment and Natural Resources, Health and Human Services, Juvenile Justice and Delinquency 
Prevention, Revenue, Transportation as well as the Office of Information Technology Services, Office of State Personnel, 
Employment Security Commission, and State Board of Education 
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include all of the required information.  The lack of an accurate list of programs and properly 
completed strategic plans may prevent the Governor, Legislature, and OSBM from using the 
information to determine which programs are achieving their goals and objectives and which 
programs should be cut. 

The current structure of the Program Budgeting process may not be sufficient to achieve the 
objectives of increasing transparency and ensuring accountability because the current 
structure (1) does not include the costs to perform the activity or provide the services, (2) does 
not require all state agencies to submit a strategic plan to explain how an agency’s mission 
and goals will be achieved, and (3) does not include a state-level strategic plan to explain how 
the State’s goals will be accomplished.  The lack of service and activity cost data limits 
transparency and may prevent the Governor, Legislature, and public from obtaining the cost 
data needed to evaluate the efficiency of state government services and activities and assess 
the impact of proposed funding changes on those services and activities.  Also, the lack of a 
state agency and state-level strategic plans limits accountability and may prevent the 
Governor, Legislature, and public from determining whether a state agency is sufficiently 
contributing to the accomplishment of statewide goals and objectives.  

Recommendations 

OSBM should conduct reviews to ensure (1) agency performance measures are linked to 
agency goals; (2) agency performance data is accurate, complete, and consistent; and (3) 
agencies have policies and procedures in place to ensure performance data is accurate, 
complete, and consistent. 

OSBM should work with state agencies to ensure the list of programs is accurate and cabinet 
agency strategic plans include all required information. 

The Legislature should consider directing the Office of the State Controller to work with 
OSBM to identify a method to include activity and service costs information in the North 
Carolina Accounting System (NCAS).     

The Legislature should consider enacting legislation that requires all state agencies to create 
and submit a strategic plan to OSBM as part of the state budget process.  

OSBM should work with the Governor’s Office to develop a state-level strategic plan for 
North Carolina. 

Agency’s Response 

The Agency’s response is included in the appendix. 
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INTRODUCTION 
 

BACKGROUND   
 
The State Budget Act requires the Governor’s biennial budget recommendations to include 
performance information for each state government program and for each proposed capital 
improvement.5  In response, the North Carolina Office of State Budget and Management 
(OSBM) introduced results-based budgeting as part of the development of the state budget for 
fiscal years 2007-2009.   

The Governor’s Executive Order No. 3, issued in January 2009, enhanced this effort by 
requiring the creation of a comprehensive performance and budgeting system.  This system 
was required to determine the cost and benefits of state programs and to hold agencies 
accountable for results.  To comply with this order, OSBM is expanding the existing results-
based budgeting effort to fully integrate budget and performance in a process called “Program 
Budgeting.”   

An effective performance and budgeting system can provide useful information for assessing 
whether the State is using its resources efficiently and effectively.  The Governor, legislators, 
and the public can use performance information to help determine whether a state agency is 
improving its efficiency over time, compare the effectiveness of similar services among 
agencies, and make decisions regarding the most cost-effective use of available resources to 
accomplish statewide goals and objectives.   

OBJECTIVES, SCOPE, AND METHODOLOGY 

The audit objectives were to determine if (1) policies and procedures are in place to ensure 
that state agency performance information will be relevant and reliable, (2) state agencies 
have met initial Program Budgeting requirements, and (3) the Program Budgeting process is 
structured to achieve its objectives. 

The Office of the State Auditor initiated this audit to improve the effectiveness of the state’s 
system to measure performance of state government operations. 

The audit scope included a review of requirements outlined in the Governor’s Executive 
Order No. 3, strategic plans, and program inventories submitted to the Office of State Budget 
and Management (OSBM) by cabinet agencies.  We conducted the fieldwork from February 
2011 to March 2011. 

To achieve the audit objectives we reviewed states laws and interviewed North Carolina 
Office of the State Budget and Management personnel.  We obtained an understanding of the 
information system to process financial transactions, as well as the performance management 
and budgeting system currently under development. We also reviewed other government 
performance management and budget systems.   

                                            
5 As specified in North Carolina General Statute G.S. 143C-3-5 . 
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Because of the test nature and other inherent limitations of an audit, together with limitations 
of any system of internal and management controls, this audit would not necessarily disclose 
all performance weaknesses or lack of compliance. 

We conducted this performance audit in accordance with generally accepted government 
auditing standards.  Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives.  We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 

We conducted this audit under the authority vested in the State Auditor of North Carolina by 
North Carolina General Statute 147.64. 



FINDINGS AND RECOMMENDATIONS 

1. NO ASSURANCE PERFORMANCE DATA IS RELEVANT AND RELIABLE 
 

To link budgets to agency results and accomplishments, the Office of State Budget and 
Management (OSBM) required state agencies to begin submitting performance measures 
during the 2007-09 biennial budget process.  However, OSBM has not performed reviews 
to ensure that state agency performance measurement information is relevant and reliable.  
Specifically, OSBM has not performed reviews to ensure that (1) agency performance 
measures are linked to agency goals; (2) agency performance data is accurate, complete, 
and consistent; and (3) agencies have policies and procedures in place to ensure that 
performance data is accurate, complete, and consistent. 
 
No Reviews to Ensure Agency Performance Measures are Linked to Agency Goals 
 
OSBM has not performed reviews to ensure that state agency performance measures are 
linked to agency goals and provide a method for measuring agency goal achievement.  
Additionally, three out of four Office of State Auditor (OSA) audits on “key agency 
indicators”6 determined that the agency performance measures were not clearly linked to 
agency goals.  
 
Performance measures that are clearly linked to agency goals can provide important 
information for evaluating agency performance, determining whether an agency is 
achieving its goals, and justifying state appropriations for an agency’s budget.  OSBM 
“Planning Guidelines for North Carolina State Government” states: 

“Performance measurement is a key element in achieving the actions that are 
outlined in an agency’s planning process. Identifying performance measures and 
establishing targets further refines the answer to the question, ‘Where do we 
want to be?’ Performance measures also provide the basis for continuous 
monitoring and evaluation of progress towards the agency’s goals and 
objectives.” 

 
Due to the lack of reviews, the Governor, Legislature, and the public cannot be assured 
that state agency performance measures are clearly linked to agency goals.  As a result, 
the Governor, Legislature, and public may not be able to rely on agency performance 
measures to evaluate agency performance and indentify programs that need to be cut or 
enhanced.   
 
No Reviews to Ensure Performance Data Is Accurate, Complete, and Consistent  

OSBM has not performed reviews to ensure that reported state agency performance data is 
accurate, complete, and consistent.  Additionally, four out of four OSA audits on key 
agency indicators determined that agency performance data was incomplete because 
agencies did not report key agency indicators to OSBM for state fiscal years 2008-09 and 

                                            
6 Key agency indicators are performance measures that identify and measure the key results necessary for an agency to 
achieve its goals.  OSBM states that key agency indicators should “provide stakeholders, both internal and external to the 
agency, a clear message of what is important and how the agency is progressing toward achievement in the identified areas.” 

6 
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2009-10.  It was also noted that OSBM did not require state agencies to update key agency 
indicators for those years. 
 
Performance data that is accurate, complete, and consistently calculated and presented 
from period-to-period can provide important information about whether an agency is 
operating efficiently and effectively.  In fact, 2009-11 OSBM budget instructions state 
that good performance measures are consistent and verifiable (data is accurate, on file, and 
auditable). 
 
Due to the lack of reviews, however, the Governor, Legislature, and the public cannot be 
assured that state agency performance data is accurate, complete, and consistent.  As a 
result, the Governor, Legislature, agency management, and the public may not be able to 
rely on agency performance measures to evaluate agency performance.   
 
No Reviews to Ensure Agency Policies and Procedures Are In Place 

OSBM has not performed reviews to ensure state agencies have policies and procedures, 
or controls, in place to provide reasonable assurance that (1) source data for the 
performance measures is collected in a consistent manner, (2) errors are not introduced 
when performance data is processed, and (3) performance measures are reviewed for 
accuracy and consistency before they are reported.  Additionally, three out of four Office 
of State Auditor (OSA) audits on key agency indicators determined that the agencies do 
not have adequate controls in place. 
 
To prepare for the 2011-13 budget process, OSBM issued instructions in 2010 that 
required state agencies to “provide more descriptive information about measures, such as 
the purpose of the measure, desired trend, calculation methodology and source, and data 
limitations.”  Documenting the source of performance data and the calculation 
methodology are controls that can help ensure performance information is accurate and 
consistent.  
 
However, OSBM has not performed reviews to determine whether agencies followed the 
data collection and performance measurement procedures they submitted to OSBM.  The 
Government Accountability Office (GAO) recommends that audits are performed to 
determine if controls are in place to provide reasonable assurance that “management 
information, such as performance measures, and public reports are complete, accurate, and 
consistent to support performance and decision making.”7 
 
Due to the lack of reviews, OSBM cannot be assured that agency performance 
information was collected, calculated, and reported under a system that ensured accurate, 
complete, and consistent performance measures.  As a result, the Governor, Legislature, 
and public may not be able to rely on agency performance measures to evaluate agency 
performance and indentify programs that need to be cut or enhanced.  
 

                                            
7 GAO, Government Auditing Standards, 2007 
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Recommendation:  OSBM should conduct reviews to ensure (1) agency performance 
measures are linked to agency goals; (2) agency performance data is accurate, complete, 
and consistent; and (3) agencies have policies and procedures in place to ensure 
performance data is accurate, complete, and consistent. 
 

2. STATE AGENCIES HAVE NOT MET TWO IMPORTANT REQUIREMENTS 
 

As part of its effort to “more fully integrate budget and performance,” the Office of State 
Budget and Management (OSBM) directed each state agency to develop a list (or 
inventory) of programs and each cabinet agency8 to produce a strategic plan.  The 
program inventories and strategic plans are to be used in the budget process to analyze 
agency needs and make funding decisions.  However, the information may not be reliable 
for analysis and decision-making because the program inventories are inaccurate and 
some cabinet agency strategic plans do not include all of the required information.   
 
Program Inventory Is Not Accurate 

State agencies have not submitted an accurate inventory of programs to OSBM.  During 
interviews, OSBM personnel stated that the program inventories were not valid.  
Additionally, 495 out of 1,646 programs (30%) submitted to OSBM by state agencies did 
not identify expenditures associated with employee salaries or contracted services.  The 
lack of employee salary and contracted services expenditures indicates that the listed 
“programs” may not have people who are performing services and activities as required to 
meet the definition of a valid program.9 
 
According to OSBM 2011-13 budget instructions, a comprehensive program inventory is 
necessary to “more fully integrate budget and performance” and to “more closely align 
those programs with the traditional budget/fund/cost center structure.”  OSBM budget 
instructions state: 
 

“Funds and cost centers will be mapped to the agreed upon programs and 
subprograms to establish a program structure ‘view’ of the budget.  The program 
structure will be used in the future for analyzing budget requests based on 
program need and impact, tracking planning and performance information, and 
conducting reviews of programs.” 

 
As a result, the Governor, Legislature, and public may not be able to rely on agency 
performance measures to evaluate agency performance and indentify programs that need 
to be cut or enhanced.  Additionally, state agencies will be required to develop 
performance measures and targets for their programs.  However, performance measures 

                                            
8 Cabinet agencies include the Departments of Administration, Commerce, Correction, Crime Control and Public Safety, 
Cultural Resources, Environment and Natural Resources, Health and Human Services, Juvenile Justice and Delinquency 
Prevention, Revenue, Transportation as well as the Office of Information Technology Services, Office of State Personnel, 
Employment Security Commission, and State Board of Education 
9 A June 18, 2009, memo on “Program Inventory” from OSBM stated, “A program is a set of related services within an 
agency designed to achieve a measurable outcome for a designated group in support of the agency mission and goals.” 

8 
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and targets for invalid programs will not provide useful information for operational or 
policy decision-makers and the public.  
 
Strategic Plans Do Not Include All Required Information 

Cabinet state agencies have not submitted strategic plans to the Office of State Budget and 
Management (OSBM) that meet the requirements outlined in the OSBM “Planning 
Guidelines for North Carolina State Government.”  Out of 14 strategic plans that OSBM 
received from cabinet state agencies: 

 Five (36%) did not include performance targets for each identified strategic goal;  

 Five (36%) did not include performance timeframes for each identified strategic 
goal. 

 Four (29%) did not clearly reflect the associated Governor’s priority for each 
strategic goal; and 

 Two (14%) did not include baseline data for core management functions such as 
human resources; information technology; and budget and financial management.  

 
According to OSBM guidelines, agency strategic plans are important because the 
“information developed through the strategic planning process will be the source for 
agency level performance management information presented in the Governor’s 
Recommended Budget.”  Furthermore, the OSBM guidelines state: 

“In preparation for development of the 2011-13 biennial budget, state agencies 
will work with the Office of State Budget and Management (OSBM) to develop a 
strategic plan in order to evaluate agency-specific operations, indentify areas 
where progress is most essential, and create and execute a plan for the future.” 

 
The lack of properly completed strategic plans may prevent OSBM from obtaining the 
information necessary to evaluate agency operations and “transition toward a budget 
process that focuses on results.”  Additionally, the Governor, Legislature, and public may 
not be able to rely on agency performance measures to evaluate agency performance and 
indentify programs that need to be cut or enhanced.  
 
Recommendations:  OSBM should work with state agencies to ensure that the list of 
programs is accurate and cabinet agency strategic plans include all required information.   



FINDINGS AND RECOMMENDATIONS 

3. CURRENT STRUCTURE NOT SUFFICIENT TO ACHIEVE OBJECTIVES 
 
The current structure of the Program Budgeting process may not be sufficient to achieve 
the objectives of increasing transparency and ensuring accountability because the current 
structure (1) does not include activity or service cost data, (2) does not require all state 
agencies to submit a strategic plan, and (3) does not include a state-level strategic plan. 
 
No Activity or Service Cost Data  

 
The objective of increased transparency may not be achieved under the current Program 
Budgeting process because it does not include cost data necessary to inform the public and 
decision-makers about the unit cost of state government activities and services.   
 
A program is a “set of related services within an agency designed to achieve a measurable 
outcome for a designated group in support of the agency mission and goals.”10  Services 
may be “thought of as an agency’s lines of business, business processes, set of activities, 
or generic work processes.”11 
 
Complete transparency requires that the public and decision-makers are able to easily 
determine how much a government service or activity costs and what is achieved with the 
money.  Furthermore, the Government Finance Officer Association (GFOA) recommends 
that “governments calculate the full cost of the different services they provide.”12  The 
GFOA also notes, “Cost data can be extremely useful in identifying situations where a 
government should explore alternative delivery options.” 
 
Activity and service unit cost data is not available because of the way that the North 
Carolina Accounting System (NCAS) is currently used to account for and manage 
financial transactions.  NCAS uses a 12 digit account structure to account for state 
government financial transactions.  The first four digits are used to identify the budget 
fund and the remaining eight digits are used by state agencies at their discretion.  
Agencies often use the last eight digits to allocate expenses by organizational unit instead 
of by service or activity.  Office of State Budget and Management (OSBM) personnel 
assert that service and activity costs cannot be captured by only using the first four digits 
of the account (budget fund code).  Consequently, OSBM does not require agencies to 
identify NCAS expenditure information for activities and services. 
 
The lack of service and activity cost data limits transparency.  The Governor, Legislature, 
and public may not have the cost data needed to evaluate the efficiency of state 
government services and activities.  Additionally, the Governor, Legislature, and public 
may not have the information needed to assess the impact of proposed funding changes on 
services and activities.   
 

                                            
10 June 18, 2009 OSBM memo on “Program Inventory” 
11 OSBM, Results Based Budgeting: Preparing for the 2009-11 Biennium 
12 GFOA, Measuring the Cost of Government Services, 2002 

10 



FINDINGS AND RECOMMENDATIONS 

No Statewide Requirement for Agency Strategic Plans 

The objective of increased accountability may not be achieved under the current Program 
Budgeting process because it does not require all state agencies to prepare a strategic plan 
that outlines what the agency is going to achieve and how it is going to achieve it.  
Although all state agencies are required to complete some elements of strategic planning, 
only cabinet agencies are currently required to create and submit a strategic plan to 
OSBM.     
 
Accountability requires that the public and decision-makers are able to determine what a 
government agency plans to achieve and then determine whether the agency accomplished 
its plans.  The Office of State Personnel states, “Strategic planning creates an 
accountability framework that makes clear to the citizens what the agency is doing. Later, 
the agency comes back to report on what it has accomplished.”13  Furthermore, the GFOA 
recommends that “all governmental entities use some form of strategic planning to 
provide a long-term perspective for service delivery and budgeting, thus establishing 
logical links between authorized spending and broad organizational goals.”14 
 
Not every state agency prepares a strategic plan because there is no law that compels 
agencies to create a plan.  OSBM requires cabinet agencies to create and submit a 
strategic plan because the Governor’s Executive Order No. 3 requires a plan.  However, 
Executive Order No. 3 is not binding on non cabinet agencies.  Consequently, OSBM does 
not require all state agencies to prepare and submit a strategic plan. 
 
The lack of strategic plans limits accountability because the Governor, Legislature, and 
public may not have the information necessary to effectively evaluate operational results 
for the entire state.  Although cabinet agencies are required to have a strategic plan, non 
cabinet state entities such as the Department of Public Instruction, University System, and 
Community College System are not required to submit strategic plans.  By only requiring 
plans from cabinet agencies, state agencies associated with about two-thirds of the State’s 
operating expenses may not be held adequately accountable for results. 
 
No State-Level Strategic Plan  

The objective of increased accountability may also fail to be achieved under the current 
Program Budgeting process because there is no state-level strategic plan that identifies 
goals and objectives for each major state function.  A state-level strategic plan would 
identify state priorities and allow each state agency to align its programs to help 
accomplish statewide goals and objectives.  
 
Although no state-level strategic plan currently exists, OSBM indicates on its website that 
it will develop one.  The website lists one of the responsibilities of the OSBM Strategic 
Management Section as: 

                                            
13 OSP website, http://www.performancesolutions.nc.gov/strategicPlanning/index.aspx 
14 GFOA, Recommended Budget Practice on the Establishment of Strategic Plans, 2005 
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“Statewide Strategic Plan - Work with the Governor’s office to communicate 
statewide goals and priorities that agency plans should support. Develop a plan to 
implement the Governor’s Agenda with a process to monitor its progress.”  

 
However, the current lack of a state-level strategic plan may limit accountability because 
the Governor, Legislature, and public may not have the information necessary to 
determine whether a state agency is contributing to the accomplishment of statewide goals 
and objectives. Strategic goals and objectives identify the desired long-term outcomes that 
often require contributions from programs and services administered by several agencies.  
Documentation of statewide goals and objectives in a state-level strategic plan will help 
ensure that the public and Legislature can evaluate the contribution of each state agency in 
accomplishing statewide goals and objectives.  In addition, documentation of a state-level 
strategic plan would enable the Governor and Legislature to determine proper funding 
levels for each statewide goal and objective. 
 
Recommendations:  The Legislature should consider directing the Office of the State 
Controller to work with OSBM to identify a method to include activity and service costs 
information in NCAS.     

 
The Legislature should consider enacting legislation that requires all state agencies to 
create and submit a strategic plan to OSBM as part of the state budget process.  
 
OSBM should work with the Governor’s Office to develop a state-level strategic plan for 
North Carolina.   
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ISSUE FOR FURTHER CONSIDERATION 
 

The Legislature should consider establishing a board dedicated to performance 
management and reporting.  The Office of State Budget and Management (OSBM) is 
currently responsible for the development and implementation of the State’s performance 
management and budgeting system but may not have sufficient authority to effectively 
manage the system.   
 
In addition, research indicates legislative involvement in the development and 
implementation of a performance management and budget system is important to the 
ultimate success of the system.  Legislative involvement in the selection of agency 
strategic performance measures helps ensure measures are relevant to their concerns and 
will be used in its decision-making.   
 
Agency personnel and legislators may have different ideas about what is important about 
an agency’s work.  Operational performance indicators are likely to focus on management 
factors – full time employees, caseloads, staff productivity, and reports processed.  When 
these types of management indicators appear in reports to legislators, they may have the 
unintended consequence of shifting legislative attention to executive branch 
responsibilities and away from policy results.   
 
OSBM may not have the requisite authority to administer a performance management and 
budgeting system that includes all of the activities and services performed by North 
Carolina state government.  Several options exist, which would help ensure the success of 
an expanded performance management and budgeting system.  
 
One alternative is establishment of a separate entity to advise the Governor and the 
Legislature on the implementation of the State’s performance management and budgeting 
system.  Responsibilities may include: 

 Development of the  state-level strategic plan;  

 Development of  policy statements and recommendations for proposed legislation; 

 Collection and dissemination of performance results to the Legislature and the 
public; 

 Perform reviews of agency strategic plans. 
 
At a minimum, the performance board should include key stakeholder representatives to 
include the Legislature, Governor, Council of State entities, Administrative Office of the 
Courts, community colleges and universities, as well as members of the public. 
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APPENDIX 

Auditor’s Response 
 
We are required to provide additional explanation when an agency’s response could 
potentially cloud an issue, mislead the reader, or inappropriately minimize the importance of 
our findings. 
 
Generally Accepted Government Auditing Standards state, 

When the audited entity’s comments are inconsistent or in conflict with the 
findings, conclusions, or recommendations in the draft report, or when planned 
corrective actions do not adequately address the auditor’s recommendations, 
the auditors should evaluate the validity of the audited entity’s comments. If 
the auditors disagree with the comments, they should explain in the report their 
reasons for disagreement. 
 

To ensure the availability of complete and accurate information and in accordance with 
Generally Accepted Government Auditing Standards, we offer the following clarifications: 
 
To audit finding 1, No Assurance Performance Data is Relevant and Reliable, the Office of 
State Budget and Management (OSBM) responded: 

 “It is not entirely clear in the report what would constitute a satisfactory “review.” 

 “Your report…implies that formal audits (emphasis added) of the measures and 
agency controls must also be conducted before information can be useful to decision 
makers.” 

 “…the expectation that every measure collected would be formally audited 
(emphasis added) before it is reported is problematic because it ignores the best 
practice of a cost and risk based approach to validating information.  Without such an 
approach the budget development process would grind to a halt.” 

 “This data is no different than any other information OSBM collects…none of which 
goes through the type of formal audit (emphasis added) process suggested by this 
report.” 

 “OSBM does not believe the staff time and cost required for undertaking such a 
detailed audit (emphasis added) would add sufficient value to the process to be 
warranted…” 

  “It is anticipated that the Office of State Auditor and the Program Evaluation 
Division will also be validating measures as they review programs, providing further 
checks on agencies and incentives to maintain data quality and controls.  We believe 
these steps are a sufficient, cost-effective means for ensuring reliability of reported 
measures.” 

 “The report seems to imply that no information is better than information that has not 
been thoroughly audited (emphasis added).” 

 “In the real world, decision makers…frequently rely on information from agencies or 
other sources that has not been through a formal audit (emphasis added).”

15 
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A “review” in no way implies a formal audit.  A satisfactory review would include 
cost/effective methods determined by OSBM that result in accurate performance information, 
which can be reliably used by the Governor, Legislature, and the public.  A review of this 
type is not an audit but instead an integral part of good business practices to ensure 
performance information can be reliably used in decision-making.   Legislators have 
indicated to the State Auditor the difficulty during the most recent Legislative session in 
determining appropriate budget cuts without reliable agency performance information.  
 
Executive Order #3 directed establishment of a comprehensive performance and budgeting 
system that incorporates a review and accountability program.  We recommend OSBM 
consult with the Office of the State Comptroller to determine appropriate methods which 
ensure, in a cost/effective manner, decision-makers are provided reliable performance data.  
“Validating measures,” after publication of performance information as anticipated by 
OSBM, by the Office of the State Auditor and the Division of Program Evaluation does not 
relieve OSBM of their statutory responsibility to ensure performance information is accurate 
when made available to the Governor, Legislature and general public. . 
 
To audit finding 2, State Agencies Have Not Met Two Important Requirements, OSBM 
responded: “We respectfully take issue with the assertion that agencies have not submitted an 
accurate inventory of program.”  However, OSBM recognizes in its response that the 
program inventory is not accurate.  OSBM states, “Additionally, because agencies were 
required to account for every budgeted fund in their program crosswalk, there are items that 
do not meet the definition of a program.”  OSBM further stated in its response: “Any 
undertaking of this magnitude will be less than perfect on the first iteration and will contain 
errors and inconsistencies that will require cleanup (emphasis added).”    
 
To audit finding 3, Current Structure Not Sufficient to Achieve Objectives, No Activity or 
Service Cost Data, OSBM responded: 

 “The implication of the report is that the effort is a failure unless it can deliver every 
thing at once.  This is an unrealistic expectation for implementation of any initiative.  
In addition, it endangers the overall objective by overwhelming with marginally 
important requirements.” 

 “The emphasis is on program performance and ultimate outcomes, as opposed to 
inputs and processes.”15 

 “Cost data at the activity level can provide useful supplemental information for 
monitoring and evaluating programs, but not be the primary level of focus for OSBM 
analysts.” 

 “When inundated with too much data, decision–makers may disregard it if they 
cannot quickly and easily hone in on the information they need.” 

 “…formally tracking expenditures in a very detailed manner can lead to micro-
management of activities…” 

                                            
15 Budget Analyst Training Program, National Association of State Budget Offices (NASBO) 
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 “…tracking of cost data at the activity/service level should be limited to expenditures 
and are for informational purposes, not for budgetary control. 

 
Our report does not imply that the performance measurement and budgeting system is a 
failure if all aspects are not provided at once.  The Office of the State Auditor recognizes 
OSBM’s efforts are ongoing and states on page 2 of this report that the Governor issued 
Executive Order No. 3 in January 2009, and “To comply with this order, OSBM is 
expanding (emphasis added) the existing results-based budgeting effort to fully integrate 
budget and performance in a process called “Program Budgeting.”   
 
The OSBM response minimizes the importance of activity or service cost data and its 
importance to budgetary control at the program level.  Examples of service cost data include: 
cost to inspect elevators by the Department of Labor and cost to inspect gasoline pumps by 
the Department of Agriculture and Consumer Services.  We believe OSBM’s position on 
activity or service cost data contradicts the best practices as referenced in this report on page 
10. 
 
The Governor, Legislators, and the citizens of North Carolina should consider the clarification 
provided above when evaluating the Office of State Budget and Management’s response to 
the audit findings.  
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ORDERING INFORMATION 

Audit reports issued by the Office of the State Auditor can be obtained from the web site at 
www.ncauditor.net.  Also, parties may register on the web site to receive automatic email 
notification whenever reports of interest are issued.  Otherwise, copies of audit reports may be 
obtained by contacting the: 

Office of the State Auditor 
State of North Carolina 
2 South Salisbury Street 
20601 Mail Service Center 
Raleigh, North Carolina 27699-0601 

Telephone: 919/807-7500 

Facsimile: 919/807-7647 
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