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Actions to Minimize Negative Impact of Federal Sequestration on Oklahoma Department of Labor through the VOBO, Closing of  Underutilized Tulsa Office, and Adoption of Technology

The level of federal government debt and deficit spending has severe consequences to existing and future grants to the states. The trajectory of federal spending is unsustainable. Rather than respond in a reactive fashion, I instructed my administration to take immediate action when notified of grant cuts. I initiated a voluntary buy out (VOBO) of employee service, as opposed to a reduction in force (RIF), when notified by several federal agencies that grant funding is to be cut by hundreds of thousands of dollars.  

The VOBO was offered agency wide on a first come, first serve basis, until the funding was consumed. A major benefit of the VOBO is that it allows employees to voluntary self-select their departure from the agency; whereas, the RIF is an involuntary process.  An additional cost savings step was closure of the underutilized satellite Tulsa office. To mitigate anticipated funding loss, the agency embraced IT consolidation in 2012, is scheduled to move into Phase II of AMANDA (online licensing), and will Beta test tablet technology in field inspections and compliance applications.

The Federal Debt and Deficit

	Much has been reported in the media of the size and impact of the federal governments’ budget, debt, and continued deficit spending.  The official debt of the United States government, as of April 3, 2013, is $16.8 trillion or specifically, $16,786,970,142,479 (Agresti, 2011 - updated April 4, 2013). This amounts to:
 	• $53,222 for every person living in the U.S. 
• $138,639 for every household in the U.S. 
• 106% of the U.S. gross domestic product. 
• 616% of annual federal revenues. 
  
	The unfunded liabilities of major social welfare programs have increased the obligation of the U.S. taxpayer.  Agresti (2011 - updated April 4, 2013) reports that at the close of the federal government's 2012 fiscal year (September 30, 2012), the federal government had roughly:
• $7.5 trillion ($7,517,000,000,000) in liabilities that are not accounted for in the national debt, such as federal employee retirement benefits, accounts payable, and environmental/disposal liabilities. 
• $21.6 trillion ($21,622,000,000,000) in obligations for current Social Security participants above and beyond projected revenues from their payroll and benefit taxes, certain transfers from the general fund of the U.S. Treasury, and assets of the Social Security trust fund. 
• $27 trillion ($27,000,000,000,000) in obligations for current Medicare participants above and beyond projected revenues from their payroll taxes, benefit taxes, premium payments, and assets of the Medicare trust fund. 

  	According to federal documents and resources employed by Agresti (2011- updated April 4, 2013) in his analysis, the shortfall equates to:
 	• $215,311 for every person living in the U.S. 
• $559,331 for every household in the U.S. 
• 428% of the U.S. gross domestic product
• 2,513% of annual federal revenues

Federal Government Funds 40% of Oklahoma State Spending

Public policy desired by the federal government that is to be executed at the state level is often accomplished through the use of federal grants. Federal grant funding is either conditional or unconditional. A conditional grant, also called a categorical grant, places specific conditions on the use of grant money (Raimondo, 1992). The Department of Labor receives categorical grants that fund state OSHA voluntary consultation, public school asbestos inspections, and statistical research of workplace injuries. 

	“The bait of ‘free’ federal money has enticed state agencies to create and expand programs, which has significantly increased state spending to match federal money,” (Small, 2013). According to Oklahoma House of Representatives Speaker, T. W. Shannon, “more than 40 percent of our annual state budget is based on federal tax dollars” (Griffin, 2013, March 4).  Oklahoma Council of Public Affairs Fiscal Policy Director Jonathan Small provides specific detail relating to federal funding, “Federal grants used by the state were $6.935 billion, equaling 40.2 percent of total revenue,” (Small, 2013).

“Spending has grown every year since 2001 in spite of two recessions. Despite a net decrease of $564 million in federal grants, total state spending increased,” states Small (2013). Speaker Shannon also warned, “The endless mandates and the lack of leadership from Washington, D.C. have left Oklahoma and the other 49 states dangerously dependent on federal funds and on the verge of a fiscal emergency,” (Griffin, 2013, March 4).  The result of receiving significant federal funds year in and year out by state government is reflective of an observation by Economist Barry Poulson who states, “Oklahoma citizens may be surprised to learn that they have become an actual ‘welfare state’ more dependent on the federal government to finance spending than their own tax-generated funds,” (Dutcher, 2012).

However, the threat by the federal government to cut funds to the state is not new. In 1995 a warning was issued regarding the potential loss of federal funds that was estimated at $69 million (Report, 1995). 

	The threat today is different; sequestration has taken place, federal funds are being cut to state governments. I have called the behavior of the federal government unsustainability since my 2010 candidacy for state office.  The level of federal government spending has recently generated warnings from other state officials as well. State Treasurer Ken Miller (2012) warns, “Oklahoma has to get ready for a federal pullback in spending.”  Prior to the sequestration of federal funds, Secretary of Finance and Revenue, Preston Doerflinger (2012) states, “No question, regardless of whether a deal's reached in the immediate future, we're still going to see less federal dollars flowing to states.”

To summarize;
· State spending has grown every year since 2001 “in spite of two recessions”
· Despite a net decrease of $564 million in federal grants, total state spending increased 
· Appropriations account for only 39 percent of state spending
· Federal grants used by the state were $6.935 billion, equaling 40.2 percent of total revenues 
· Even in a year when state personal income taxes were cut, state tax collections grew by $883 million from fiscal years 2011 to 2012 (Small, 2013)
Sequestration

	Sequestration is a term used to describe the $1.2 trillion, across-the-board, automatic spending cuts by the federal government over the next 10 years (Chokshi, 2013). The federal government utilizes a line item form of budgeting. “Line item budgets are easy to cut (e.g. 6% across the board) with no real accountability for the consequences” (Turner, 2009). The across the board nature of cuts to federal agencies is not popular. Thus, the Obama administration distanced themselves from the unpopular concept of sequestration, until Obama’s chief economic advisor Gene Sperling confirmed while “under the pressure of tough questioning” that “yes, in fact, the sequestration was President Obama’s plan,” (Gregory, 2013).  An alternative means to reduce federal spending would have been to prioritize policy goals and eliminate those lower tier programs that fail to meet specific policy goals. 
 
Inherent Structural Barriers of Bureaucracy - Line Item Budget, Merit Rules 

The modern public administrative structure is rooted in the German state bureaucracy created by Otto von Bismarck, the first Chancellor of the German Empire from 1871 to 1890 (Bureaucracy, n.d.).  Public administration scholar James Q. Wilson (1989) identifies seven principles of public administration associated with the German model by the late 1930’s in the United States: 1) planning; 2) organizing; 3) staffing; 4) directing; 5)coordinating; 6) reporting; and lastly, 7) budgeting. Bureaucracy is legally structured to be rigid, uniform, and neutral. Even today, U.S. bureaucracy remains very much rooted in its German origins. “When we think of bureaucracy, our minds turn to thoughts of immense, sterile, and inflexible governmental machinery,” (Graham & Hays, 1993). Such an observation reflects the very nature of bureaucracy in the U.S., Germany, and even Oklahoma.

Since statehood, Oklahoma state government has been structured using the same German bureaucratic model. Except, Oklahoma state government is strongly decentralized with its vast number of agencies, boards, and commissions, numbering in excess of 500. Yet, the Center For Good Government (n.d.) holds that “bureaucracies designed in the 1940s are an absolute misfit in today’s ever-changing technologically advanced society. The fast growing economy and expanding global marketplace put enormous pressure on our economic institutions.” I strongly agree. My thirty plus years in the private sector taught me to be agile in meeting problems and to be grounded in executing my business plan. However, government bureaucracy limits the ability to be agile in meeting problems. Two significant obstacles to agility in problem solving are the line item budget and Merit Rules.

Line Item Budget Restrictions
	The line item budget restricts the ability to allocate resources to accommodate sequestration.  There are several methods through which budgeting occur. The most used form of budgeting in government is the line item budget. Turner (2009) states, “Basically, there is a line for every type of expenditure and a numbering system to keep track of them. The great problem with line-item budgets is that they don’t show the true costs of services or programs, which are comprised of several line items.” Beyond the ability to true up costs, the line item budget does not measure performance or efficiencies. Salaries are appropriated by line item in Oklahoma; furthermore, each specific job is identified and individually funded. Thus, there is limited latitude to reallocate funding to accommodate sequestration.   

Merit Rules Restrictions
	To the best of my knowledge, the Oklahoma Labor Department and the Oklahoma Corporation Commission are the ONLY agencies headed by statewide elected officials who oversee a bureaucracy where Merit Rules (Rules, n.d.) govern the employer/employee relationship. The 47 pages that constitute the Merit Rules exceed the length of many private sector union collective bargaining contracts. City and County government in Oklahoma are not subject to state Merit Rules. With the noted exceptions, all other state wide elected officials, the legislative and judicial branches of state government are not subject to state Merit Rules. The aforementioned entities enjoy an at-will relationship with their employees. Approximately one-third of state employees serve “at-will.”  According to the Oklahoma Bar Association (n.d.), “Oklahoma has traditionally recognized the ‘at will’ doctrine, meaning that an employee works and a business employs on an ‘at will’ basis, and either may cease the employment relationship at any time.” 

	Specific Merit Rules define many aspects of the employer/employee relationship including rules that describe the process to downsize an agency. Such rules address a reduction in force while ignoring issues of reduced funding, regardless if the funding is state or federal. Therefore, the ability to navigate through the complex maze of workplace rules increases the amount of time needed to right size the agency according to funding levels.  The worst case scenario is when funding cuts are immediate while the Merit Rules reduction in force (RIF) process takes approximately 90 days to vacate unfunded positions. 

	In other words, an agency is forced into a position where the Merit Rules’ timeframe requires retaining the position without funding for up to an additional 90 days. To add to the complexity, the legislature funds agency payroll specific to each legislatively allocated job. This funding method burdens the reallocation of positions to accommodate the agency mission.

	One last potential obstacle to realignment is possible litigation by the Oklahoma Public Employee Association (OPEA, 2011). In a 2011 lawsuit, the OPEA alleged the Oklahoma Tourism and Recreation Department violated the State Government Reduction-in-Force and Severance Benefits Act, 74 O.S. §§ 840-2.27 when the agency sought to reassign employee duty stations when several parks were scheduled to close. The lawsuit is still under review. 

The Choice: Proactive Business Model or Reactive Bureaucratic Model

	There has been ample discussion relating to inefficiencies, size, and responsiveness of government since President Ronald Reagan called for less government, lower taxes, and more individual freedom in the early 1980s. Across the nation many states, cities, and counties have examined their offerings to their citizens. Such examination has not gone unnoticed by the academic community.

	When the state of Florida underwent a reform of their merit system authors of the report noted: 
Managerial practices in state government, however, have not kept pace with advances in the private sector, leading to generally lower public-sector performance. The problem has many facets: slower implementation of technology, lack of long term planning, inefficient use of capital, insufficient flexibility for managers, improper budget incentives, and even at times “over-management,” by past legislatures (Cobb & Hoffman, 2000).

	Public administration scholars David Osborne and Peter Plastrik explain in their book, ‘Banishing Bureaucracy’: 
“Reinvention is about replacing bureaucratic organizations and behavior with entrepreneurial organizations and behavior. It is about creating public organizations and systems that habitually innovate, that continually improve their quality without having to be pushed from outside. It is about creating a public sector that has a built-in drive to improve, what some call a “self-	renewing system.”

	In The New Public Management (Cornell University, n.d.), there is a recognition of applying a business approach to the delivery of government services at the lowest possible cost.  What is surprising is that this has not been the model of public administration. Chandler (1987) in his Centennial History of the American Administrative State wrote, “In this sense, the challenge of public management consists largely in directing the ‘gospel of efficiency’ to the constitutional ends of limited government.”

	After taking office in 1995, Governor Frank Keating commissioned a review of state government. Completed by the end of his first year in office the report states, “Oklahoma state government is the state's largest business, it has a very different bottom line. Its business purpose is not to make a profit or grow its market share, but to provide services that would otherwise not be delivered to the state's ‘customers’- that is, our citizens and taxpayers,” (Report, 1995).

Like business, government is finding the world in which it operates is rapidly changing. If we are to compete, the state will have to make a major organizational shift:
• From bureaucratic to entrepreneurial
• From control-oriented to customer-oriented
• From rigid to flexible
• From manual to electronic (Report, 1995)

Reactive Bureaucratic Model Response to the Loss of Federal Funds 

In the days and weeks ahead, we can anticipate additional federal funding cuts to the states. In one email announcement to the ODOL several other state agencies were included; yet, when I spoke to a member of the appropriations committee, these other bureaucracies have been silent on their impending federal fund reduction. Members of the legislature most likely will face one of the following three traditional scenarios from agency officials:
1. Do nothing – RIF when federal funding cuts occur 
2. Seek legislative approval to raise fees to offset federal cuts
3. Seek legislative supplemental appropriations to offset federal funding cuts

	The Center For Good Government (n.d.) offers an explanation regarding bureaucracy that has significant insight, if not probable foresight to our present situation, “Traditional bureaucratic governments have nurtured people with tendencies to protect their position, to resist change, to build authority, to enlarge their sphere of control, to encourage and defend projects and schemes irrespective of their relevance to the present conditions and in short to protect the status quo.” That model will not succeed in the days to come. 

Going Proactive Under Sequestration

Oklahoma Department of Labor Overview of the Voluntary Buy Out and the Closing of the Tulsa Office
The Oklahoma Department of Labor (ODOL) experienced in the recent past a reduction of federal grant funds. Due to sequestration the agency has been notified that additional federal funding cuts are expected.  In order to address the loss of federal funds the ODOL, under Title 74, Chapter 27A, Section 840-2.28, initiated a VOBO (voluntary buy out) program in order to absorb the funding loss.  

FY13 Funding Sources				FY14 Funding Sources
43%	Revolving				43%	Revolving <Less $400k Work Comp bill>
38%	OSHA Appropriated			38%	OSHA Appropriated (FY16 reduction)
19%	Federal (1% in cuts)			14%	Federal <Est. $600k FY14>
8.9 million Budget				7.8 million Budget (12% cut)

The old model was to absorb a cut in federal funds by a RIF (reduction in force) of employees. That model has been employed in the past by the ODOL.

RIF’s			Grant Cuts			PIN-Program Area
October 2007		EPA = $63,138.00 (22%)		RIF 40500002 – Asbestos
September 2011	EPA =$128,256.00 (35%)	RIF 40500084 – Asbestos, plus 1 
										Resignation

VOLUNTARY BUYOUT

The new model is to provide an agency generated VOBO (voluntary buy out) of existing classified employees. Revolving Funds were used to fund the VOBO. 

Benefits of the VOBO include:
· Employees self-select their departure from the ODOL as opposed to an involuntary RIF 
· Agency morale is greater when employees are empowered to determine their future
· Productivity of remaining employees is not damaged 

Potential savings through the self-funded VOBO (limit of $250,000)
FY13 - Possible savings of $103,000 in personnel costs
FY14 - Possible savings of $622,000 in personnel costs

Challenge to the Administration
A greater demand is made upon the administration as some VOBO employees are from areas that are not directly impacted by the loss of federal funds. Thus, more Merit Rule paperwork and steps are necessary to realign remaining staff with revenue. 

BRICKS AND MORTAR

	"We're not keeping it open for political optics. What I'm talking about is efficient operation of state services," as I stated before the media in announcing the closing of the Tulsa office.  I am not alone in reducing surplus office space. Speaker T. W. Shannon states, “Burning tax dollars on empty buildings and underutilizing state assets is a wasteful mismanagement of funds. We need to sell these properties and use the dollars in a more responsible manner,” (Griffin, 2013, April 2). 

	The Office of Management and Enterprise Services (OMES) announced the acceptance of bids for the old OETA studio in Tulsa. “The property was deemed to be underutilized under Speaker Shannon’s Omnibus Asset Consolidation Act of 2012 and therefore can be liquidated to decrease the state’s property footprint and costs,”(Griffin, 2013, April 2). 

The underutilized Tulsa satellite ODOL office was secured when the agency was allocated 148 FTE (full time equivalent) positions, with 120 funded FTE positions. Today, the agency has 78 FTE and after the VOBO will be at 66 FTE.

The cost of operating the Tulsa office, the number of vacant work stations, and the low number of daily customer visits warranted the closure of this underutilized space. 

ODOL Employee Base (as of 4/1/13)		Rent expense by location and FTE
61 (78%) are Classified				$2817.42/annually per employee in OKC
17 (22%) are Unclassified			$4587.71/annually per employee in Tulsa

The Tulsa satellite ODOL office has 11 employees. Four of which conduct their work from within the office and the remaining seven conduct field work.

On site spot reviews by the administration starting October 2012 revealed little to no foot traffic to the Tulsa office. A week long paper survey (March 4-8, 2013) of all foot traffic revealed 7 unique visitors to the satellite office.  No licensing takes place out of the satellite office. Most visitors were seeking directions to other government agencies.

 		$50,460.24    Tulsa lease cost
  $6,744.24     equipment leases
 $10,400.00    supervisory time/travel
 $67,604.48    total cost	

Benefits of closing the Tulsa satellite ODOL office includes:
· Reducing lease payment for space that was underutilized
· Realign agency structure to meet reduced funding
· Apply savings to fund one FTE
· Better utilization of management staff from one location
· Continued service of Tulsans through Career Tech and industry specific testing sites 

TECHNOLOGY 

As a businessman, my background is in technology and software development.  I founded AMCAT, a telephone software company in 1984 that went on to employ over 100 employees and generated hundreds of millions of dollars in revenue globally until it was sold in 2007. I am very comfortable with technology and have sought to maximize its use in the Department of Labor. I can report that since taking office:  
· IT Consolidation is complete
· On Line Licensing has completed the Scoping Phase
· OMES partnering with ODOL to Beta test several programs
· OMES assisting ODOL in adoption of “notebooks” for field applications (enforcement, 	inspections).

In a presentation before the Government Modernization Committee, I pointed to successes with IT consolidation as a leading reason why I did not seek a budget increase.  Committee chair Rep. Jason Murphey in a guest column (March 18) to the Edmond Sun wrote, “Costello is also providing an example of an office holder who is resisting the temptation to cover up savings in order to lobby for more taxpayer dollars even though state government has more money to spend this year.” 

Conclusion

	We are Oklahomans, the descendants of hard working down-to-earth people of faith. Our families overcame the Dust Bowl, the Great Depression, and the many boom and bust cycles of the oil patch. We ask for little and are willing to give much when a neighbor is in need. We witnessed one of the most horrific attacks on our soil and we recovered and honored those who fell victim. Today, our federal government is broke. We are Oklahomans and we will meet the challenge.

	As Commissioner of Labor my actions are more in line with a business approach to problem solving. I have:
1. Reduced staff size through a voluntary buy out
2. Closed an underutilized office 
3. Entered into agreement with Career Tech to provide certain services throughout the state 
4. Increased the use of technology to increase efficiencies of remaining staff
5. Traveled at my own expense covering 80,000 miles to over 500 functions/events
6. Returned 15% ($15,750) of my net salary to the Oklahoma Department of Labor for a second time
7. Savings from points 2 and 4 provide for the preservation of 1 FTE
8. Administrative costs are lower under my administration in both total costs and percent

Administration Costs 
Labor Commissioner		Total Budget					Admin Gross Salaries
Costello				$8.9 million (includes additional program)*  	$500,636.04 (6%)
Fields				$7.5 million					$569,612.64 (8%)

  I agree with Speaker Shannon when he urged agency heads to make “strategic targeted cuts” to absorb an anticipated loss of $137 million in federal funds. My administration has taken a proactive and strategic approach in handling the loss of federal funds. My goal is to provide the best of services to the citizens of Oklahoma with existing staff using technology while effectively handling the fiscal challenges that lie ahead. 










* Alarm and Locksmiths licensing and regulatory functions transferred from State Department of Health
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Voluntary Buy Out OR the Standard RIF (Reduction In Force)

Agcy. No. & Name:  Department of Labor 405                                     Date plan received:  March 13, 2013
1. The agency must explain why a reduction-in-force (RIF) is imminent and the anticipated impact.  Put the explanation here.
"Due to the federal government sequestration announcement and its effect on the federally funded grants currently in operation at the Oklahoma Department of Labor (ODOL) and in anticipation of continued government shortfalls, ODOL is requesting approval to provide a Voluntary Buy Out (VOBO) to current ODOL employees.  We believe this effort will prevent other adverse repercussions of a Reduction–in-Force (RIF) or furloughs.
ODOL’s EPA Grant has been reduced by $13,000 for the remainder of FY2013, and for FY2014 a reduction of 67.3% from $242,322 to $79,333.
ODOL’s BLS Grant to be determined; reduction percentages/amounts have not been announced.
ODOL’s OSHA Grant estimates range from 10 to 25% reduction for FY2014."

2.  The plan must identify the position(s) to be abolished.  How many FTE are affected?
We estimate that 9 employees will possibly accept a VOBO.  
The plan must explain how the agency intends to execute the offer of the voluntary out benefits.  Put the explanation here.
"ODOL’s VOBO will be in accordance with 74 O.S. §840-2.28(A) and offered to all permanent classified employees and regular unclassified employees with one (1) year or more of continuous state service with the following exceptions:
• No Director/Department Head is eligible
• Maximum $250,000.00 accumulative expenditure limit
These benefits will be offered on a first come, first serve basis and will be available until the expenditure limit is reached or June 30, 2013, whichever comes first.  Eligible employees who wish to participate will be given a separation agreement with all their specific information and dollar amounts.  Upon completion of the signed separation agreement, ODOL, in conjunction with the employee, will set a final day for termination but not to extend beyond June 30, 2013."

2. The plan must identify the amount of savings that will be achieved.  How much and what funds are impacted?  First year vs. annualized impact?
Funds 200, 215 and 410 will be affected.  
FY13 estimated savings = $103,776.00 and FY14 estimated savings = $622,707.00

3. The plan must contain an estimate of the number of affected employees likely to participate in the education voucher program.  Use of this program is not mandatory.  Indicate here how many employees they expect to use it and explain the voucher option(s) used, if they are using it.
"In addition to the payment of any unused annual leave in accordance with the accumulation limits in 74 O.S. §840-2.20 and unused administrative leave or Holidays, the following VOBO benefits are being offered:
• Payment equal to the employee’s current health insurance premium for the employee only for 
eighteen (18) months based on the cost of the premium at the time of the voluntary separation;
• A longevity payment, as prescribed by Section 840-2.18 of Title 74 in the amount which would 
Otherwise be paid to the employee on the employee’s next anniversary date; and
• A maximum lump-sum payment of Five Thousand Dollars ($5,000.00)"

4. The plan must identify which benefits are being provided and the associated costs.  Detail the costs here. 
5. Did they provide their calculations?   Listed below in “Voluntary Out Benefits”*
               

	
	
	
	
	Cost
	 

	Voluntary Out Benefits*
	 
	Estimate
	Explanation

	Required:
	 
	 
	 
	 

	     1)  18 mths employee health ins premium pymt
	70,307 
	 

	     2)  Longevity payment for next anniversary date
	18,452 
	 

	     subtotal for required benefits
	 
	88,759 
	 

	Optional:
	 
	 
	 
	 

	     3)  Lump-sum payment (up to $5,000)
	45,000 
	 

	     4)  Pay for each year of service (up to one week per year)
	 
	 

	     5)  Pay for accumulated sick leave (up to 1/2 hourly rate)
	 
	 

	     6)  Education Vouchers
	 
	 
	 

	     subtotal for optional benefits
	 
	 
	 

	Other Costs to Consider:
	 
	 
	 

	     7)  Annual leave balance
	 
	65,944 
	 

	     8)  Sick leave conversion for addl year of retirement credit
	26,000 
	 

	     9)  Unemployment benefits (self-insured)
	 
	 

	   10)  FICA/Retirement
	
	
	
	19,779
	 

	     subtotal for other costs
	 
	111,723 
	 

	Total Benefit Costs
	 
	 
	245,482 
	 

	
	
	
	
	
	

	*Reminder:  FICA costs need to be included for all benefits paid.
	

	**OSF requirements in Title 74, Section 840-2.28.
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