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If it works 
here, it can 
work 
anywhere. 
Thanks to a collaboration of Johnson Controls and other world-class 

experts, the Empire State Building is being retrofitted to make it 

over 38% more energy efficient. When these improvements are 

completed in 2013, this international icon will be in the top 10% of 

all U.S. office buildings in energy efficiency.

Johnson Controls is providing the Empire State Building with 

innovative technologies, building infrastructure improvements and 

systems monitoring services that reduce energy costs and lower 

carbon emissions. By 2011, more than 50% of the improvements will 

be implemented. This will create high-performance tenant 

workspaces, and keep them that way. 

The work is projected to save $4.4 million in annual energy costs 

and will pay for itself in just over three years. The Empire State 

Building…one of the world’s most admired buildings, advancing to 

one of the most energy efficient. It’s a building that works. From 

educational institutions and hospitals, to government and office 

buildings, Johnson Controls can make your building work more 

efficiently, sustainably and profitably. To learn more, visit 
MakeYourBuildingsWork.com.

T
h
e
 E

m
p
ir

e
 S

ta
te

 B
u
il
d
in

g
 i
m

a
g
e
®

 i
s 

a
 r

e
g
is

te
re

d
 t

ra
d
e
m

a
rk

 o
f 

E
S

B
C

 a
n
d
 i
s 

u
se

d
 w

it
h
 p

e
rm

is
si

o
n
.

GOV_June10spreads.indd   5GOV_June10spreads.indd   5 5/17/10   9:22:46 AM5/17/10   9:22:46 AM

 Designer Creative Dir.

 Editorial Prepress

 Other OK to go

100 Blue Ravine Road
Folsom, CA 95630

916-932-1300

PAGE



06.2010

FEATURES
22  MOVING PICTURES

States spend billions on incentives to 
lure fi lm productions away from Hollywood. 
Some say it’s gone too far.
By Zach Patton

28  HAPPY BIRTHDAY, BABS
The new Build America Bonds are having an 
outsized impact on the way states and localities 
raise money to build and fi x infrastructure. 
By John Petersen

30  RISE OF THE GENERALS
With a Democrat in the White House, 
conservative state attorneys general are 
mobilizing against federal power.   
By Josh Goodman

36  IS IT OUTSOURCING STILL IN?
High-profi le problems and emerging 
technologies are changing attitudes about 
the would-be savior of enterprise IT. 
By Chad Vander Veen

40  FRAUD FIGHTER
Five years ago, New York state was burned by 
revelations of pervasive Medicaid fraud. 
Now the Empire State is showing other 
states how scams can be stopped.   
By John Buntin

VOL. 23, NO. 9

Angela Brice-Smith, acting 

director of the CMS Medicaid 

Program Integrity Group
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GREENER.
At Ford Fleet, we believe in getting the most out of green technology. We’re continually 
working to improve vehicle performance while decreasing negative environmental 
impact. Our proprietary EcoBoost™ engine* can do just that for your fl eet. It combines 
turbocharging and direct-injection technologies to provide the performance of a V8 
with the fuel economy of a V6.** Our ultimate goal is to go beyond producing a more 
powerful and greener fl eet — to ensuring every mile your fl eet drives barely leaves an 
impression at all. Ford Fleet. Get More.

fl eet.ford.com

* Optional, available on select models. **EPA-estimated 17 city/25 hwy/20 combined mpg (Taurus SHO/MKS); 
16 city/22 hwy/18 combined mpg (Flex/MKT), EcoBoost AWD.

D_18635_0_Pg_R04.indd 1 5/3/10 1:18 PM
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IN THIS ISSUE 

S
ome big changes are afoot at Governing.com—we’ve 
made some major upgrades in an eff ort to bring you 
even more job-critical news, analysis and solutions. 

First, we’ve greatly expanded the amount of news 
and commentary we provide each day. From state, city, county 
and federal government issues, Governing.com now provides 
more up-to-date news and information as it’s happening. We’ve 
added a “Top Topics” section to help guide you to the site’s 
most commented on and recommended stories. And we’ve 
expanded coverage on health, fi nance, transportation, human 
services, public workforce, education and technology under our 
“News & Topics” area.   

What’s more, Governing.com now features fi ve new blogs, 
including one from management gurus Ken Miller and Bill Bott. 

Titled “Public Great,” this blog and 
online community is for change 
agents dedicated to helping govern-
ment increase its capacity to do more 
good. I think you’ll like what you see 
there.  

And I’d like to offi  cially welcome 
Stephen Goldsmith and the “Better, 
Faster, Cheaper” team to their new 
online home at Governing.com. This 
Ash Center for Democratic Gover-
nance and Innovation at Harvard 
Kennedy School site is the online 

source for smart ideas that deliver public value and off er ways 
to improve services and lower costs. 

But that’s not all. In the coming weeks, we’ll add live chats, 
video, and additional features and events. Once you’ve reviewed 
the new site, let me know how we’re doing by e-mailing me at 
publisher@governing.com.

On another note, this issue discusses how Build America 
Bonds have changed the municipal bond market almost over-
night. This taxable bond option—born under the stimulus pack-
age last year—now represents nearly one-third of the market-
place and has vastly changed the bond market. Up for legislative 
renewal at the end of the year, these bonds are expected to have 
much support from those who once resisted them. 

Lastly, did you know that Medicaid and Medicare fraud costs 
taxpayers an estimated $60 billion each year? To crack down, 
states and the federal government are joining forces. We explore 
the many problems Medicaid fraud causes for taxpayers and 
examine possible solutions.

Enjoy our June issue, and don’t forget to check out the new 
Governing.com. 
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with Microsoft Dynamics® ERP, ZH·UH�DEOH�WR�LQFUHDVH�HIÀFLHQF\�

and reduce costs.”

improve our citizen

response time

have the data from multiple systems 

available in one place

stay on top of incoming 
and outgoing taxes

manage election supplies 
for all precincts

VWUHDPOLQH�WKH�ÁRZ�RI�information

DQG

DQG

DQG

DQG

DQG

DQG

“WeKDYH�W
R keep track of millions of records…

Snap this tag to get the latest  
news on Microsoft Dynamics 
or text GOV to 21710*

Get the free app for your phone at 
http://gettag.mobi

Microsoft Dynamics® ERP helps streamline and automate the processes that enable cross-agency collaboration. You can improve accountability 
and service to your constituents, while reducing the resources it takes to do it.  

7R�OHDUQ�PRUH�DERXW�HIÀFLHQFLHV�0LFURVRIW�'\QDPLFV�(53�FDQ�FUHDWH�IRU�\RXU�JRYHUQPHQW�DJHQF\��JR�WR�Microsoftdynamics.com/government

*Standard messaging and data charges apply.
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LETTERS

No Room for Waste
Thank you for digging into the little 

issue of high-speed rail in California [Not 
So Fast, p. 20, May issue]. I live in Menlo 
Park, and my property is adjacent to the 
tracks. To me that has meant two things: 
All my comments are dismissed as NIMBY 
[not in my backyard], which was never 
said about me when I was for high-speed 
rail seven years ago; and if they build what 
they are planning, I expect our house to be 
taken through eminent domain.

As a member of the Community Coali-
tion on High Speed Rail, we are focusing 
our eff orts to convince the legislature to put 
a professional management team in place to 
run this program. Waste and mismanage-
ment of more than 700 consultants work-
ing on this project is the tip of a $40-billion 

iceberg. The California High-Speed 
Rail Authority has had to reverse 
their previous alignment decisions 
(Anaheim-LA and the Peninsula 
Route) and reopen alternatives like 
an underground San Jose terminal. 
This is all because their original 
plans were not suffi  ciently techni-
cal, but rather were decisions made 
by politicians. Ridership, or size of 
the system, is also a huge question. 
With funding so limited, there is no 
room for the kind of waste we are 

seeing now, and a partial system would be 
the biggest failure of all.

Russ Peterson

Community Coalition on High Speed Rail
Menlo Park, Calif.

High-Speed Reality Check?
Well done overview, but there was no 

discussion of a key point that is just now 
starting to get a lot of attention: How is 
it even remotely possible that California 
high-speed rail can attract four times more 
passengers than all of Amtrak’s Northeast 
Corridor despite having half the population 
of the Northeast Corridor? 

According to the California High-Speed 
Rail Authority (CHSRA), they are basing 
their fi nancial plan on attracting 41,000,000 

passengers per year. Here is a reality check 
on their projections. 

The Northeast Corridor from Boston 
to Washington, D.C., has nearly twice the 
population of the San Francisco to San 
Diego corridor. The Northeast attracts 
20 percent more tourists, and in stark con-
trast to most California cities, the Northeast 
Corridor also has cities with actual city cen-
ters, meaning that when you arrive at the 
train station, you are close to hotels, offi  ces 
and other places people want to visit. 

Yet the entire Northeast Corridor 
with 2,600 trains operating daily gen-
erated a total of 9,946,027 passengers in 
fi scal 2009. 

To summarize, the CHSRA expects its 
service between Northern and Southern 
California to transport nearly twice as many 
people as traveled on the entire Amtrak 
national system in fi scal 2009.

Very simply, the entire basis of the 
CHSRA ridership research is based on 
a gigantic, glaring error. There has been 
growing skepticism about the ridership 
numbers, but the authority has refused 
to release details about the ridership 
study or detail the size and scope of 
admitted errors.

Martin Mazner

Menlo Park, Calif.
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“I think a VAT [value added tax] in lieu of income tax is 
interesting. It would allow people to pay off  debt and save 
money, which in and of itself would be one heck of a 
stimulus. The poor, with some eff ort on their part, could 
be reimbursed. Perhaps an expense report? I am not 
interested in VAT and income taxes. As a local government 
employee whose bosses can’t print money, we’re cutting 
back. The feds need to learn that lesson too.”
—from a fan of the Governing Facebook page

 Join Governing’s LinkedIn group at linkedin.com

 Fan Governing on Facebook at facebook.com/governing

 Follow Governing on Twitter at twitter.com/governing

 Put Governing in your RSS reader at governing.com

GOVERNING |  May 201020 21May 2010  |  GOVERNING

California is racing to 
build an ambitious 

high-speed rail system. 
Some cities think it 
should slow down.

By Josh Goodman
 P h o t o g r a p h s  b y  D a v i d  K i d d

Arborist Dave Dockter fears 

for the fate of El Palo Alto, 

California’s beloved 1,070-

year-old redwood tree (just  

to the right of the tracks).

Not
SoFast

Check out the new and improved 
Governing.com and our new (and 
renewed) blogs!

Fed Watch

Public Great 

Sunlight

BFC (Better, Faster, Cheaper)

Politics (formerly Ballot Box)

View (formerly the 13th Floor)
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INTRODUCING
THE NEXT

GENERATION OF

©2010 Kronos Incorporated

INSTANTLY REACHING HUNDREDS OF EMPLOYEES.

TIME & ATTENDANCE     SCHEDULING     ABSENCE MANAGEMENT     HR & PAYROLL       HIRING       LABOR ANALYTICS

Visit kronos.com/mobile21 for a free video introduction to the Kronos Workforce MobileTM Scheduler. 

When you need to fi ll a shift, why waste hours calling each employee when you can text them all at once? Just one example 
of how Kronos workforce management products help reduce costs, improve productivity and minimize compliance risks. 

And with Kronos you’ll always get unsurpassed depth and reliability, combined with solutions that are both easy to own and 
use. In fact, with thousands of installations in organizations of all sizes — including over 2,000 government customers  — 
we’re proving workforce management doesn’t have to be so hard.
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I
n 1610, upstart philosophers and astron-
omers challenged the prevailing notion 
that the earth was the center of the uni-
verse. Four hundred years later, upstart 

activists are challenging the long-held 
assumption that government is at the cen-
ter of the transparency movement. 

Left alone, government acts as owner 
of the public record. And when govern-
ment rubs against others who have an 
interest in the public record, this pre-
sumption of ownership gives way to the 
responsibility of stewardship, even with 
the friction that comes from such a multi-
disciplinary process.

But government is not alone, nor is it 
at the center of the transparency universe, 
according to the 4-year-old nonpartisan 
Sunlight Foundation, which draws its 
name from Supreme Court Justice Louis 
D. Brandeis’ famous observation that 
“Sunlight is said to be the best of disin-
fectants.” The foundation has done us the 
favor of diagramming what this universe 
looks like.

Its “Cycle of Transparency” is based 
on the idea that government should be 
part of a community that revolves around 
transparency in the service of an open and 
accountable government. The foundation’s 
view is that government is not at the cen-
ter of transparency; it is on the outside with 
many other players, all of whom are engag-
ing in something bigger than government 
itself—and that government is based on a 
broader set of terms that aff ects the over-
all community’s priorities, demands and 
expectations.

Sunlight’s model draws attention to 
the other players in open government 
and the transparency cycle. The cycle’s 
release has been a catalyst for much com-
ment and critique. Some reviewers have 
suggested that the model is too com-
plex, while others say it is overly simple. 

By Paul W. Taylor

Revolving Around the Sun
A new model of how transparency works changes the view of open government.

DISPATCH

potent than the classic accountability 
argument for transparency in break-
ing down resistance to change within 
government.

The record from the fi rst 43 years of the 
modern transparency movement is decid-
edly mixed. In talking about sunlight as a  
disinfectant, Brandeis went on to call “elec-
tric light the most effi  cient policeman,” to 
which we might add digital data the great-
est accelerant. 

In thinking about the continuing 
hard work of having government revolve 
around the sun, it is worth remembering 
one other thing Brandeis said: “Most of 
the things worth doing in the world had 
been declared impossible before they 
were done.”  G

E-mail ptaylor@governing.com

At New York state’s Open Government 
Summit held in March—where the 
cycle was a topic of discus-
sion—some delegates were 
surprised to see lobbyists 
included as part of the 
solution in making 
money fl ows more 
transparent and 
government more 
accountable. 

There was also 
some grumbling 
that the category 
of Web developers 
was too narrow to 
refl ect the contribu-
tion of the technology 
industry as a whole. 
In a recent conversa-
tion, Sunlight Foundation 
Engagement Director Jake 
Brewer explained that industry 
players have a signifi cant role in help-
ing government to organize data, make 
data accessible and give data context—all 
of which are integral parts of the transpar-
ency cycle. 

The expanded use and analysis of 
real-time government data also refl ects 
the foundation’s view that transparency 
has important if latent economic poten-
tial. Sir Tim Berners-Lee, inventor of the 
World Wide Web and now champion of 
transparency in the United Kingdom, 
touched on this view when he said, “The 
openness of governments is one of the 
things which makes investors decide 
whether to invest. When you make the 
government open, when they can see 
what’s happening, they’re much more 
likely to bring their money and compa-
nies into your country.”

As the country’s economy recov-
ers, this dimension may prove more 
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Who manages the 
retirements of the people 
who manage our cities?

Whether your employees are police officers keeping the traffic flowing, or administrators 

maintaining the workflow, they could all use help with retirement planning.  As the only 

not-for-profit focused exclusively on the retirement needs of the public sector, we provide 

plan sponsors with exceptional support. And we help more than 900,000 employees 

build retirement security through our education materials and multi-manager 

investment strategy. No wonder so many city, county and state employees turn to us 

to power their retirement plans. Call 800-729-4457 www.icmarc.org 

Vantagepoint Funds are distributed by ICMA-RC Services, LLC, a wholly owned broker-dealer subsidiary of ICMA-RC, 
member FINRA/SIPC. ©2010 ICMA-RC AC: 0110-3655

PlanSMART with ICMA-RC. 
Learn more at www.icmarc.org/plansmart10.
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www.broadacademy.org

Take your leadership skills 
from public policy to public schools.

Government leaders are becoming urban school district leaders with the help of The Broad Superintendents Academy.
  
Effective management, innovation, smart budgeting and a focus on results are as critical in public education as they 
are in government. A background in education is not required 
– leadership and vision are.

Visit our web site or email leadership@broadcenter.org 
to learn more.

Academy graduates have filled 156 school district leadership 
positions and are raising student achievement nationwide.

Pictured above: Robert Bobb, Emergency Financial Manager, Detroit Public Schools, Former city manager of five major U.S. cities, 
Broad Superintendents Academy Class of 2005, Courtesy of: David Coates / The Detroit News

Change Lives.
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OBSERVER   By Josh Goodman

Livonia 
Mails 
It In 

Compared to much of southeast Michigan, Livonia is prosper-
ous. Its unemployment rate is a fraction of the rate elsewhere in 
Wayne County. Crime is rare. Foreclosures and abandoned build-
ings aren’t epidemic problems. In Livonia, 90 percent of residents 
live in homes that they own.

In some ways, however, Livonia is stagnating. Its population is 
falling. Immigrants and young people have little reason to move 
to town. The city is more than 90 percent white, even though 
it’s only minutes from Detroit, which is more than 80 percent 
black. Livonia has a median age of 43—six years older than the 
national average.

The census struggles to get young people, renters, immigrants 
and the poor to respond to its questionnaire. Middle-class whites 
who have lived in the same place for a long time are easy. Livonia’s 
secret is that it has many people who are easy to reach; Detroit 
doesn’t. Its mail participation rate was 62 percent, far below the 
national average of 72 percent.

That disparity highlights an unfortunate truth. “The commu-
nities that can least aff ord to have a low response rate,” Metzger 
says, “are the ones that come in the worst.” G 

   C
 ongratulations are in order for humble Livonia, Mich., 
which at least briefl y is the envy of cities nationwide.

The bedroom community near Detroit scored an 
87 percent mail participation rate in the census this 

spring—the highest of any city of at least 50,000 people. Cities 
scrambled to boost their participation rates, knowing that state 
and federal representation and funding was at stake. So how did 
Livonia beat them?

The answer is by doing the same things that other cities did. 
Livonia coordinated its census eff orts with schools, the media and 
business groups; it reached out to snowbirds, who might miss the 
arrival of census forms; it had census posters, signs and public 
service announcements. “We’re pretty proud of the work that 
was done,” says Dave Varga, Livonia’s director of administrative 
services, “and more proud of the response of the community.”

But Varga, who oversaw the eff orts, also says the city spent 
next to no money on census outreach. He spent minutes, not 
hours, each week on the topic. The reason that Livonia scored so 
well, says Kurt Metzger, a Detroit-area demographer, isn’t what 
it did, but rather what it is.
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            F
or years, Sacramento, Calif., has been fl ummoxed over 
how to build a new basketball arena without breaking 
the bank. If there’s anyone who would seem to have 
the right background to get the job done, though, it’s 

the city’s mayor.
That would be Kevin Johnson, a standout point guard for 

the Phoenix Suns in the 1990s and a Sacramento native. He 
was elected mayor in 2008.

Johnson didn’t run for offi  ce focusing on basketball. But 
the failings of Arco Arena, where the Sacramento Kings play, 
made the subject unavoidable. It’s the oldest and smallest 
arena in the National Basketball Association (NBA) and lacks 
lucrative luxury boxes. The arena’s location far from the city’s 
center also has limited its value as an economic develop-
ment tool. In 2009, college basketball offi  cials rejected Arco 
as a site for future tournament games, intensifying calls for 
a replacement.

As with all stadium and arena projects, the trouble is paying 
for it. At the polls in 2006, Sacramento County voters over-
whelmingly rejected a plan to raise the sales tax to fund a new 
arena. The city faces a large budget shortfall, and California, 
with its daunting fi scal problems, is in no position to help.

As a result, Johnson has turned to an unorthodox, com-
plicated plan. With his support, the Sacramento City Council 
voted unanimously to negotiate with a developer who wants 

to facilitate a three-way land swap to help fund the arena. 
The city would off er land near Arco as a new location for the 
state fairgrounds. The fair’s current location would be sold
 to a developer, with the proceeds used to fund a new arena.

If all goes according to plan, the arena would anchor a 
massive new downtown development on a brownfi eld site 
where Sacramento’s railyards used to be. The development 
would mix an intermodal transportation hub with shop-
ping, restaurants, offi  ces and 12,000 new residential units. 
It would double the size of Sacramento’s downtown and 
perhaps alter the city’s reputation as a sleepy home for state 
offi  ce buildings.

For now, that vision remains far off . The fair’s govern-
ing board and the California Legislature both would have to 
agree to the plan. Whether fi nancing for the plan will add up 
remains in doubt. Still, after years of false starts, the city has a 
plan that it, the Kings and the NBA all support.

Insiders say Johnson’s good relationship with league 
offi  cials helped move the deal along, but the three-time NBA 
all-star also has emphasized that keeping the Kings isn’t really 
about basketball. “His worry has been that he doesn’t want to 
lose an asset that creates jobs and brings attention to the city,” 
says R.E. Graswich, a special assistant to the mayor. “He goes 
to the games and has a good relationship with the team, but 
he’s moved on. It’s really an economic question.”  G

  I
n 2006, Georgia approved what many 
observers at the time considered the 
nation’s most stringent law to crack 
down on illegal immigrants. The 

legislation allowed the state to audit any 
employer doing business with state or local 
government to ensure that its workers 
had proper documentation. Since then, 
how many employers has the state 
audited? Zero.

The rule sounded tough, but the leg-
islature never appropriated any money 

for audits. With Arizona having recently 
approved a new immigration law that is 
considered the toughest in the country, 
Georgia’s story is a reminder that when it 
comes to immigration enforcement, states’ 
reach often exceeds their grasp. Arizona’s 
new law has been celebrated and reviled 
since Gov. Jan Brewer signed it into law in 
April, and Georgia’s experience suggests 
both responses might be overreactions.

The Georgia legislation, SB 529, had 
a variety of provisions beyond the rules 

on audits. But the overall story is the 
same. “There was not much substance or 
enforcement in Senate Bill 529 in its fi nal 
passage,” says Jerry Gonzalez, executive 
director of the Georgia Association of 
Latino Elected Offi  cials. “It was more to 
send a message that Georgia wanted to be 
at the forefront of states trying to regulate 
immigration.”

Arizona’s law is quite diff erent than 
Georgia’s.  In Arizona, the provision draw-
ing the most attention would require law 
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 I
n New Hampshire in 2006, Democrats won one of the great landslides in recent 
American political history. The party swept key races for governor, Congress and 
state legislature. It netted an increase of around 90 seats in the New Hampshire 
House of Representatives alone. The result, political analysts said, refl ected New 

Hampshire’s turn left, but it also refl ected a peculiarity of New Hampshire’s ballot: 
the ease of straight-ticket voting.

In New Hampshire, voting for all Democrats on the ballot at once was as easy as 
pushing a single button. In 2006, Democratic partisans turned out in much greater 
numbers than their Republican counterparts. Even if the voters who showed up only 
focused on a high-profi le congressional race, 
that one button made it easy for them to elect 
Democrats to offi  ces up and down the ballot.

Around 15 states, including Texas, Michi-
gan and Pennsylvania, have a straight-ticket 
device similar to that of New Hampshire 
in 2006. Five months before this year’s 
general elections, polls show that Republi-
cans are more motivated than Democrats to 
vote. As a result, there’s a chance that Repub-
lican gains will be bigger and broader in the 
straight-ticket states than they otherwise 
would have been.

However, David Kimball, an associate pro-
fessor of political science at the University of 
Missouri-St. Louis who has studied straight-ticket voting, suggests caution in attrib-
uting too much power to it. Missouri abolished the straight-ticket device in 2006, 
but the state’s politics weren’t fundamentally reordered. The reason, he explains, is 
that partisans still are partisans. It’s relatively easy for someone to vote for all the 
candidates of one party, even without that button.

At least in most places it’s relatively easy. In Texas, where ballots tend to be 
clogged with dozens of judicial contests, the straight-ticket option is a popular 
alternative. That’s especially true in Harris County, says Richard Murray, a political 
scientist at the University of Houston. “We’ll have about 100 races and hell, it would 
take 15 or 20 minutes to vote the ballot individually,” he says. “But people get in and 
out in 30 seconds.”

Voting a straight ticket is so popular in Texas that there are results like Dallas 
County’s in 2006 and 2008. Dallas County isn’t a monolithic Democratic bastion; 
President George W. Bush carried it in both 
2000 and 2004. But for the last two election 
cycles, Democrats have won every single 
countywide post they’ve contested, powered by straight-ticket voting. Those results 
lead most election watchers in Texas to conclude that at least some low-profi le races 
end up with diff erent winners than they would have if the straight-ticket option 
weren’t available. 

Today Republicans are showing signs of a resurgence in New Hampshire, but 
they won’t be winning any victories buoyed by straight-ticket voting. The newly 
empowered Democrats scrapped it soon after the 2006 election, fulfi lling a long-
time promise. —Josh Goodman

All Of The Above
Will Republicans win big in states that allow straight-ticket voting?

| BALLOT BOX

enforcement to query the immigration 
status of anyone they have a “reasonable 
suspicion” is an illegal immigrant.

Still, the lesson from Georgia might 
well apply to Arizona. No state eff ort to 
crack down on illegal immigration will do 
very much unless legislators, bureaucrats 
and local law enforcement offi  cers stay 
committed to it. In Arizona, where many 
police chiefs oppose the new law, it’s quite 
possible that offi  cers won’t be suspect-
ing residents are illegal immigrants very 
often. Arizona’s measure also could end 
up like an Oklahoma immigration law that, 
in its day, was another contender for the 
“nation’s toughest” title. Key provisions of 
that measure, approved in 2007, have been 
blocked in court.

But Gonzalez makes another point. 
Though the actual provisions of Georgia’s 
legislation didn’t do very much, the bill’s 
passage shaped what happened next. Chip 
Rogers, the bill’s legislative champion, 
saw his political fortunes rise. Today he’s 
majority leader of the Georgia Senate. 
Immigration became a perennial topic for 
debate in the Georgia Legislature, with 
some additional measures passing and 
others failing. In some places in Georgia, 

tensions between law enforcement and 
immigrants are high.

In this way, Arizona almost certainly 
is like Georgia. Whether the law ever is 
implemented, the political aftershocks of 
Arizona’s foray into immigration enforce-
ment will be felt for years to come.   G
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Where the Action Is
Health-care politics continues to grab headlines, but what’s important lies elsewhere.

By Donald F. Kettl

 Health-care reform has made for some strange battles, 
but none is stranger than the one Michigan Attorney 
General Mike Cox is having with himself.

Conservative opponents to the new health-care 
law were loaded and ready to fi re before President Barack Obama 
had even signed the bill. They found an argument they think will 
work: They say the law forces consumers to buy a product—health 
insurance—which is an unconstitutional use of the Constitution’s 
interstate commerce clause. 

Cox headed a group that included 13 other attorneys gen-
eral who fi led suit against the new health-care reform bill. But 
Michigan Gov. Jennifer Granholm ordered him to fi le on the other 
side of the case. To paraphrase Abraham Lincoln, a Cox divided 
against himself cannot stand. 

“On behalf of the interests of the people of Michigan,” as the 
attorney general put it, he’s trying to torpedo health-care reform. 
On Michigan’s behalf, as the governor’s lawyer, Granholm says 
Cox is obliged to advance her pro-reform position. Without an act 

of the legislature, he counters, how can the governor 
know she’s speaking for the state?

And to steal from the movie classic Casablanca, 
we might be shocked—shocked!—to discover there’s 
politics going on here. In Michigan and three other 
states, Democratic governors are battling Republi-
can attorneys general. In Georgia and Mississippi, 
Democratic attorneys general are refusing to contest 
the law on behalf of Republican governors. Three of 
the attorneys general are running for governor and 
a fourth is considering a contest next time around. 

We’ve been down this state-nullifi cation road 
before: In the ’60s—the 1860s, that is—nullifi cation 
didn’t work out well for states below the Mason-
Dixon Line that brought disputes, which had been 
simmering for decades, to a bloody battle over 
supremacy. In the 1960s, some states were pain-
fully dragged to new federal civil rights and voting 
rights standards. 

The health-care reform battle is a bit diff erent, 
since it’s grounded in an argument about whether 
individuals can be forced to do something (buy 
insurance) instead of be forced not to do some-
thing (discriminate). But it’s unlikely to have a dif-
ferent outcome. Bit by bit, the federal government 
has chipped away at Thomas Jeff erson’s argument 
that the states were the Constitution’s supreme 
arbiters. The upcoming row over Cox’s competing 

loyalties will be great political theater, but it’s unlikely to pro-
duce legal doctrine.

However, it would be a huge mistake to write this off  
completely as partisanship. Health insurance reform might 
be the federal law, but its implementation depends critically on 
the states. Beneath it all is the always-simmering question of 
federal preemption of state power.

On the implementation side, the cornerstone of the new pro-
gram is a collection of state-run insurance exchanges. After the 
health-care fi ghting was over, the “public option” became a state 
option, which became a plan in which state governments will 
create online marketplaces—a kind of Hotels.com for health 
insurance. These exchanges don’t have much of a track record. 
The plan is based on the Massachusetts Health Connector, 
created in 2006 under former Gov. Mitt Romney, who’s now 
doing a quick tap dance trying to explain how his plan diff ers from 
the “Obamacare” program that followed in its steps. This plan 
creates strong government control over basic packages of care.
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AT ISSUE: Exoneree Compensation

Utah created the nation’s second 
exchange. This one relies far more on 
telling citizens which private plans are 
available, and it’s already gone back to the 
drawing board for more tinkering. Utah 
House Speaker Dave Clark claims it’s a 
better way, because, “not only can we run 
these programs adequately without fed-
eral oversight and interference, but we 
can operate them more eff ectively, more 
effi  ciently and serve citizens better.”

Beyond the exchanges, the new 
health-care bill signifi cantly expands eli-
gibility for Medicaid, the nation’s health 
program for the poor. Pre-health reform, 
Medicaid mostly covered health care 
for children and nursing home care for 
seniors. The law opens up the program 
to others under 133 percent of the federal 
poverty level, which will put states on 
the front lines of expanding coverage for 
many more Americans. 

Of course, the states don’t actually 
provide health care, either through Med-
icaid or the exchanges. They are brokers, 
leveraging and overseeing the behavior 
of private insurance markets, hospitals 
and health-care providers without actu-
ally hiring the doctors and hospitals that 
provide the care. This is where the real 
action in health-care reform will be—and 
it’s why public battles over who is suing 
whom miss the big point. 

We’re in the process of rejiggering $1 
of every $6 moving through the American 
economy and rethinking one of the few 
things—health—in which all of us have 
a strong and equal interest. The feds are 
changing the rules of the game. The big 
questions will be who gets what care from 
whom and how much it will cost—and 
they will depend on how the states set up 
and play the game. 

The federal government will decide 
which state models meet the new pro-
gram’s national standards. So enjoy 
the on-stage Cox drama. The second 
act, where states and the feds fi ght 
out how to run something that’s only 
barely been tried, will be where the real 
action is. G

E-mail kettl@umd.edu

By Tina Trenkner

Paying for Lost Time  
What is the responsibility of states to innocent people 
wrongly convicted of a crime?

The use of DNA testing in post-conviction criminal cases has helped exonerate 

more than 250 innocent people. These exonerees spend an average of 13 years 

in prison, often diverting any education or career trajectory they once pursued. So 

if the state wrongly incarcerates an innocent person, how much the state owes 

that citizen is a moral and ethical question—with a price tag. 

Depending on the state, the wrongfully convicted could get social services and 

up to $80,000 per year—or get nothing at all. Twenty-seven states and Washing-

ton, D.C., provide compensation and/or services, but many states have provi-

sions that could make an exoneree ineligible for such damages, including having 

a prior felony conviction or submitting a guilty plea when not guilty. Twenty-three 

states have no provisions, but the exonerated could sue or request compensa-

tion through a private bill, requiring a legislator to sponsor it—both options are 

diffi cult to pursue. 

The Innocence Project, a criminal justice group, would like to see every state 

have an exoneree compensation law mimicking current federal guidelines: Pro-

vide the wrongly incarcerated up to $50,000 per year of wrongful incarceration, 

and $100,000 per year served on death row. “The beauty of a compensation 

statute is that it provides a formula that treats everyone equally,” says Rebecca 

Brown, policy advocate for the Innocence Project.

 This year, at least seven states have considered implementing or adapting 

exoneree compensation laws—Michigan is considering a new law while New 

Jersey may seek to increase compensation. With states juggling tight budgets, it 

may be diffi cult for legislators to prioritize justice when it could carry a hefty price 

tag. But Brown says the time is always right to provide justice to the innocent. 

“There’s always a matter of immediacy.”
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By Jessica B. Mulholland

Fixing the Doctor Defi cit
Improving effi ciencies can help, but cutbacks at state medical schools don’t.

W
hile everybody talks about the rising cost of health 
care, there’s one number that’s expected to drop. 
The country could end up with a doctor short-
age—124,000 fewer physicians by 2025 to be 

exact, according to the Association of American Medical Colleges 
(AAMC). Some of the reasons have to do with population growth 
and aging, but the doctor defi cit will be exacerbated by the new 
health-care reform law providing coverage to an additional 
32 million patients by 2019. 

Edward Salsberg, co-author of the AAMC’s The Complexities 
of Physician Supply and Demand: Projections Through 2025¸ says 
the legislation likely will have a signifi cant impact on demand, 
though pinpointing by how much is diffi  cult. Nonetheless, “it’s 
going to be a challenge for the supply side to keep up,” he says.

Simply educating and training more physicians won’t be 
enough to address these shortages, and Salsberg, director of 
the AAMC’s Center for Workforce Studies, says improving 

effi  ciencies is a key factor. “When we surveyed physician, time 
spent on paperwork and administration of health insurance is 
always listed as a very signifi cant factor,” he says. “If addressed, 
practicing physicians think it would free them up to provide 
more services.”

Salsberg also mentions making better use of physician assis-
tants and nurse practitioners by utilizing the team approach. “It 
may be that a physician working with a nurse practitioner and 
a physician assistant can comfortably serve a panel of 2,500 or 
3,000 patients,” he says, “but if they were by themselves, they 
might only be able to serve 1,500 patients.”

In this vein, 28 states are considering expanding nurse 
practitioners’ authority, allowing them to prescribe narcotics 
and practice without a doctor’s watchful eye. And in upstate 

New York, a new project developed by the Workforce Invest-
ment Board will train 2,450 students in supportive health-care 
roles, such as nurse educators, certifi ed nursing assistants and 
licensed practical nurses, to name a few, according to Alice 
Savino, executive director of the Workforce Investment Board. 
The program was made possible by a three-year, $2.7 million 
U.S. Department of Labor grant. 

Still, the country needs more physicians, and one university 
is making it even easier to educate and train them: The Texas 
Tech University Health Sciences Center School of Medicine 
started a Family Medicine Accelerated Track program, which 
allows primary-care students to complete their degree in three 
years at half the cost of the standard four-year program.

Overall, however, educating and training more doctors 
is diffi  cult in this economic climate. The University of Utah 
School of Medicine, for example, lost nearly 40 percent of 
its budget from both the feds and the state for the 2009-2010 

school year. The result? The school had to shrink 
the size of its fall 2009 entering class from 102 
to 82 and raise tuition by 15 percent, says David 
Bjorkman, the school’s dean, calling what hap-
pened to cause this magnitude of cuts a “perfect 
storm” and disastrous for the current and worsen-
ing doctor shortage. 

“Many medical schools were poised to increase 
their class size to meet the demand for more phy-
sicians—we were one of those,” he says. “The year 
before this, we off ered to increase our class size by 
30 percent if the state could provide the marginal 
additional funding. They couldn’t, so we didn’t. 
So instead of having a class of 130, we have a class 
of 82.” 

And the University of Utah School of Medicine isn’t alone: 
Indiana University’s School of Medicine was handed a $7 mil-
lion reduction in state funds, and plans to reduce the number of 
fi rst-year medical students it admits in August 2010 to 308—14 
fewer than in 2009. 

The hope, Bjorkman says, is that these cuts are temporary. 
But additional funding will be necessary to increase class sizes. 

And ultimately, Salsberg says, educating more physicians is 
critical. “I think it’s going to be a tremendous challenge just to 
meet the rising demand. We really do believe it’s a combination 
of adding supply and improving effi  ciency, and we wouldn’t 
recommend either one of those alone.”  G
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By Elizabeth Daigneau

Southern Ineffi ciency
With its growing population, the South must determine how to reduce energy consumption.

T
he South may be known for its relaxed, 
slower way of life, but the region 
churns through energy resources as 
fast as or faster than anywhere else. 

As the area’s population continues to surge over 
the next 20 years, however, energy effi  ciency is 
sure to become a bigger issue.

What’s behind the South’s lax attitude 
toward effi  ciency? Well for one thing, in recent 
years Southern states haven’t been faced with 
the kinds of effi  ciency demands other regions 
have experienced. While other parts of the 
country have seen prolonged droughts, rolling 
blackouts and skyrocketing gas prices, the South 
has—for the most part—lived a charmed life. 

Take the Southeast’s recent three-year 
drought. True, parts of the region, mostly in 
Georgia, suff ered severe water shortages, lead-
ing to restrictions on outdoor water use. But 
at the behest of Georgia’s governor, the resi-
dents prayed for rain and it apparently worked: 
By 2009, the drought was over and the water 
restrictions were lifted. And when large por-
tions of the country saw the price of gas top 
$4 per gallon in 2008, most of the South never 
saw per-gallon prices exceed $3.80. If anything, the area’s his-
torically cheap electricity rates have only served to subdue any 
enthusiasm for energy conservation. 

A day of reckoning may be near, however. The South is the 
largest and fastest-growing region in the U.S., with 36 percent 
of the nation’s population, according to the U.S. Census Bureau. 
The area already accounts for 44 percent of the nation’s total 
energy consumption. If Southern states continue at current 
rates, their energy use will climb another 16 percent over the 
next two decades. Adding more power plants is one option, but 
they come with hefty price tags and even more environmental 
concerns. What’s the South to do?

According to a recent study by researchers at the Georgia 
Institute of Technology and Duke University, the region can 
introduce aggressive effi  ciency measures to three sectors: 
residences, commercial buildings and industry. By doing so, 
the South could off set the expected growth in energy demand 
over the next 20 years; it also could reduce the need for new 
power plants, create jobs and reduce utility bills. The report, 
Energy Effi  ciency in the South, blames the region’s “energy-
intensive lifestyle” on a range of factors including its low 

electricity rates; the need for large amounts of heating in 
the winter and cooling in the summer; the lowest penetra-
tion of energy-effi  cient products in the nation; and per-capita 
spending on energy-effi  ciency programs that is lower than the 
national average.

“If the South could achieve the substantial energy-effi  ciency 
improvements that have already been proven eff ective in other 
regions and other nations,” the authors conclude, “carbon emis-
sions across the South would decline, air quality would improve 
and plans for building new power plants to meet growing elec-
tricity demand could be downsized and postponed, while saving 
ratepayers money.”

Based on the protracted battles over energy resources in the 
West, Midwest and Northeast, the South may want to act now, 
before looming energy pressures become a full-blown crisis. It’s 
an opportune time for the region to look at effi  ciency measures 
such as retrofi ts for homes, offi  ces and power plants, as well as 
ongoing restrictions to curb water use. And a little prayer might 
not be a bad idea either.  G
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any city or region that off ers lightning 
fast Internet access to all its citizens and 
businesses at a low cost. Google’s web-
site paints an amazing picture: “Imagine 
sitting in a rural health clinic, streaming 
three-dimensional medical imaging over 
the Web and discussing a unique condi-
tion with a specialist in New York, or 
downloading a high-defi nition, full-length 
feature fi lm in less than fi ve minutes.”

Infrastructure is one of the primary 
ways that towns, cities and states can 
make themselves more competitive. Build 
the right thing at the right time, and new 
residents, jobs and businesses will come. 
But this terrain is rife with strife. A cen-
tury ago, towns and cities started public 
power companies, and saw private power 
companies resist such eff orts in courts 
and with legislation. Today many of these 
public power companies are doing quite 
well, thank you very much, as exemplifi ed 
by the Los Angeles Department of Water 
and Power and others in small towns. 

In the 1930s, President Franklin Roos-
evelt attempted to make the formation 
of public power companies government 
policy as a way to push private compa-
nies to keep rates down and spread the 
economic benefi ts of plentiful power. But 
as it occurred with the “public option” in 
the recent health-care battles in Congress, 
powerful interests pushed such an option 
off  the table. Roosevelt did get Congress 
to pass laws encouraging the formation of 
rural electric cooperatives, many of which 
are still operating in places like Minnesota 
and Wisconsin. 

What water and power were in 1910 
or 1930, Internet access is in 2010. Cit-
ies needn’t wait for Google like a home-
bound Cinderella waited for her prince 
to rescue her from her ashes and sack 
clothes. Cities and towns could deliver 
such services more cheaply and compre-
hensively than private companies, and 

Cinderella Syndrome
Don’t wait to fi nd out if Google will install broadband in your city.

 I
f you weren’t already aware, Google 
is making headlines: The Internet 
search giant is off ering to install fast 
Internet access via fi ber-optic lines 

to a few cities of its choosing. The eager 
supplicants include Los Angeles; Topeka, 
Kan.; Duluth, Minn.; Baltimore; Pitts-
burgh; Santa Monica, Calif.; Asheville, 
N.C.; Oklahoma City; Madison, Wis.; 
Sarasota, Fla.; Seattle; Austin, Texas; and 
Fresno, Calif. Winners will be announced 
later this year, but in the meantime, cit-
ies have gained notoriety to the degree of 
their obsequiousness, including some—
like Topeka—that have off ered to rename 
their towns “Google.” 

As a test project, the California com-
pany plans to off er high-speed service of 
1 GB per second—100 to 1,000 times faster 
than most current “high-speed” Inter-
net service of 1 to 10 MB per second—to 
50,000 to 500,000 people at low cost. The 
possibilities of such a service are immense 
for residents, businesses and government. 

Google deserves kudos for this venture, 
which could spur broadband service. 

There is, however, a question that no 
one is asking: Why don’t towns and cities 
just do it themselves? Cities, like Google, 
are corporations, and they have money 
and power to build broadband infrastruc-
ture, including laying fi ber-optic lines. 

This is not a new argument. Munici-
palities have successfully built and run 
public utilities for decades. The Los 
Angeles Department of Water and Power 
serves approximately 4 million residents 
and contributes some $200 million annu-
ally into the city’s coff ers, all with reason-
able utility rates. During the deregulation 
wars in California over the last decade—
when private electricity companies jacked 
up rates more than tenfold in some areas—
Los Angeles residents were immune to 
such tactics. 

The capital investments are not minor, 
but neither are they out of the question. 
Clearly great advantages will accrue to 

By Alex Marshall

Politics+Policy | ECONOMIC ENGINES
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In the spring of 1968, race riots broke out in Washington, D.C., following the 
assassination of Martin Luther King Jr. The burning and looting destroyed the city’s 
inner-city economy and cultural life. For decades, the U Street Corridor, once the 
social hub of African-American life in Washington, barely functioned. 

Today, however, the neighborhood is experiencing a renaissance, with night-
clubs, restaurants and condominiums replacing empty lots and shuttered buildings. 
In other cities, once forgotten neighborhoods have been bouncing back as mostly 
young people discover the excitement of urban life.

But sometimes the city neighborhoods aren’t so much returning to life as chang-
ing a way of life. Working-class neighborhoods in top-tier cities are feeling the pres-
sures of gentrifi cation as the demand for loft apartments, well built row houses and 
heavily traffi  cked commercial areas outstrips the supply, pushing up rents, forcing 
the poor out and letting the middle class in.

To some people, these changes are robbing cities 
of their authenticity, no matter how gritty or unsafe 
the neighborhoods may have been. Single-room occu-
pancy (SRO) hotels, bodegas and 99-cent stores are 
authentic. Starbucks, designer loft condos and wine 
shops are not.

San Francisco’s Tenderloin district has stayed 
authentic thanks to the support of nonprofi ts that 
have bought up the numerous SROs in the neighbor-
hood, providing the poor with cheap housing that 
no one else wants. But rampant crime and vice have 
become a growing problem (see Street Fight, Govern-
ing, May 2010), forcing the city to fi nally try to rein in the Tenderloin’s less romantic 
lifestyle. Yet eff orts to crack down on crime have raised heated debates on whether 
the Tenderloin can be cleaned up without changing it.

The latest battle over urban authenticity has erupted in New York City, where 
the poor, middle class and rich have rubbed shoulders for centuries, thanks to 
the Big Apple’s dense urban grid. Sharon Zukin, a sociology professor and author 
of Naked City: The Death and Life of Authentic Urban Places, points out that key 
New York neighborhoods are in danger of losing their authenticity to gentrifi ca-
tion, none more so than Harlem. Today the ghetto around 125th Street is being 
transformed as urban professionals move into renovated brownstones and apart-
ment buildings.

Zukin and other anti-gentrifi ers call for more government involvement to control 
rents and set zoning laws that limit the development of high-rise towers in small-
scale neighborhoods. They want to slow down what they see as the rapid and whole-
sale transformation of gritty neighborhoods into glitzy oases that cater only to the 
urban affl  uent. At fi rst glance, her argument seems elitist in some ways, a type of nos-
talgia that relies on government regulation that may not produce the desired results. 

But the poor and working class are part of the urban fabric too. They work at 
unsung jobs, and they rely on a city’s supply of aff ordable apartments, transit and 
inexpensive retail stores to meet their modest needs. Unlike other income groups, 
the poor have far fewer options when it comes to living outside the city. Perhaps it’s 
time to change the argument about urban authenticity. It shouldn’t be about gentri-
fi cation or nostalgia, but about giving all sectors of society the authentic opportunity 
to live the city life.  G

 E-mail tnewcombe@governing.com 

even more importantly, could spark new 
business ventures within their borders in 
ways impossible to calculate.

 Some towns and cities already have 
ventured into this rich but dangerous 
terrain. The Minnesota Supreme Court 
affi  rmed in 2009 the right of Monticello, 
a suburb of Minneapolis with about 
10,000 people, to lay its own fi ber-optic 
lines, something its citizens chose in a 
referendum for a project dubbed “Fiber-
Net Monticello.” A private company, 
TDS, opposed the project in court, but 
the city already had issued $26 million 
in bonds and plans to begin work in July, 
according to press reports. 

The much larger city of Philadelphia, 
population 1.5 million, similarly received 
immense resistance a half decade ago 
from private companies when it set out to 
provide low-cost wireless Internet access 
to its citizens. Some states have even 
attempted to bar localities from provid-
ing Internet service directly. 

The logic here is outrageously con-
tradictory. Usually opponents say that 
because government may be able to pro-
vide service more cheaply and better, it 
should not be allowed to do so. But when 
private companies can claim to provide 
something more cheaply, such as prisons, 
then they should be allowed to. Munici-
pal and state offi  cials do not have to keep 
straight faces with such self-serving logic. 

The intricacies of Internet connectiv-
ity are many, and I don’t pretend to be an 
expert in them. But the broad outlines are 
clear: An opportunity exists for localities 
to take charge and not wait on private 
companies, including Google, to imple-
ment fi ber-optic networks. Right now 
our reluctance to venture into these areas 
keeps our country behind. The Informa-
tion Technology and Innovation Founda-
tion ranked the United States 15th in the 
world in how well its citizens are provided 
Internet access. By comparison, once 
third-world South Korea now leads glob-
ally in providing fast and cheap Internet 
access, largely because its government has 
not hesitated to get involved.  G

 E-mail alex@alexmarshall.org 

By Tod Newcombe

| URBAN NOTEBOOK

Stamp of Authenticity
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 I
n the 2009 movie Whip It, 17-year-old misfi t Bliss Caven-
der longs to escape the beauty pageants and big hair of 
her tiny hometown of Bodeen, Texas, by joining an under-
ground roller-derby league in Austin. In the fi lm—actress 
Drew Barrymore’s directorial debut—Bliss stares wist-

fully across the desolate Texas plains while killing time dur-
ing her waitressing shift at the Oink Joint, the local barbecue 
dive that sports a giant pink pig on the roof and a sign touting 
its signature menu item, the “Squealer.”

It’s quintessential small-town Texas. Only it’s not. It’s 
southeast Michigan. Whip It was fi lmed almost entirely in and 

around Detroit. And Ypsilanti, a town near Ann Arbor, stood 
in for the fi ctional Bodeen. The Oink Joint was actually Ken’s 
Diner, a shuttered restaurant in the little town of Birch Run, 
north of Flint. (Thanks to the increased local notoriety, Ken’s 
has since been reopened and rechristened the Oink Joint. The 
giant pink pig, however, remains in storage.)

 If you’re wondering why a movie seeking to capture the 
 fl avor of Austin and its environs would set up shop in Michi-
gan,  it helps to know that for the past two years,  the state has 
been home to the nation’s most generous fi lm incentives. 
Thanks to an aggressive tax-credit plan created by Gov. Jennifer 

o 

.
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     States spend billions on 
incentives to lure fi lm 
productions away from 
Hollywood. Some say 
it’s gone too far.

By Zach Patton
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 Granholm in 2008,  productions that shoot in Michigan can be 
reimbursed by the state for as much as 42 percent of their expenses.

That was enough to lure Whip It, which originally planned 
to shoot entirely in the Lone Star State. During fi lming, the 
movie’s screenwriter told an Austin newspaper that the Michi-
gan deal was just too good to pass up. “For a year, it was going 
to be Texas, and if it hadn’t been for money, it would have been 
Texas all the way.”

The infl ux of showbiz cash is welcomed by many in Michi-
gan. In a state that’s lost nearly a million jobs since 2000 and 
still suff ers the nation’s highest unemployment rate, attracting 

business revenue and creating new jobs—even the temporary, 
short-term positions associated with movie productions—
is seen as a bright spot for the economy. But it’s not quite 
that simple.

 M
ichigan’s movie-money measure has drawn all sorts 
of big-budget Hollywood productions, including 
Clint Eastwood’s Gran Torino in 2008 and 2009’s Up 

in the Air, starring George Clooney. This summer, the state will 
play backdrop for fi lms starring Hugh Jackman, Pierce Bros-
nan and Jennifer Connelly, as well as the next installment of the 

23June 2010  |  GOVERNING
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Scream franchise. In the two years since the incentives became 
available, 89 movies and TV shows have been shot in Michigan. 
The state’s fi lm offi  ce says more than 4,000 jobs were created 
for Michigan crews in 2009, and another 4,000 were created for 
actors, including extras and day players. In 2007, before the tax 
credit was off ered, fi lm expenditures in the state were $2 million. 
That rose to $125 million in 2008 and to more than $223 million 
in 2009. Eastwood proclaimed that the state “will be the new fi lm 
capital of the world.”

Michigan may off er the sweetest deal to moviemakers, but the 
reality is that almost every state has some incentives designed to 
attract Hollywood productions. What was unique just a few years 

ago has quickly become standard. Back in 2002, 
only fi ve states off ered production incentives for 
fi lm projects. But as of the beginning of this year, 
more than 40 states do. Arizona, Connecticut, Illi-
nois and Louisiana, for instance, off er 30 percent 
tax credits or rebates, while Alabama, Maryland 
and North Carolina off er 25 percent—and on 
down the line. In fact, these types of incentives 
have become so de rigeur that even California has 
felt obliged to get in on the act. Lawmakers last 
year approved a 25 percent credit for fi lms shot in 
the Golden State.

All totaled, states distributed $1.8 billion in 
incentives and tax credits to the entertainment 
industry from 2006-2008, according to an Asso-
ciated Press study. “States are trapped,” says 
Robert Tannenwald, an economist and a senior 
fellow at the Center on Budget and Policy Priori-
ties. “Thanks to the extreme mobility of fi lm pro-
duction, when one state goes after these movies, 
another state, if it wants to stay in the game, has to 
match the deal they’re off ering.”

But as those subsidies have become more 
widespread and generous, some policymakers are 

beginning to reconsider the whole idea. In recent months, several 
states have contemplated reducing the incentives they off er—or 
eliminating them altogether. Facing unprecedented fi scal pres-
sures, some lawmakers question whether handing out money to 
Hollywood is the best use of increasingly limited public funds. 
And there’s intense disagreement about the actual economic 
windfall associated with landing a movie production in your state. 
After a decade of ever-expanding fi lm incentives, some say it’s 
time to end states’ gold rush for the silver screen.

Even in Michigan, where the incentives have brought in such 
high-profi le success stories, the enticements have come under 
fi re from people who say they’re unnecessarily generous. The 

M O V I N G  P I C T U R E S

A scene from the movie The Butterfl y Effect 3: Revelations is fi lmed 

inside a bar on Woodward Avenue in downtown Detroit.
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If you think offering more  
benefits will cost you more,  
you don’t know quack.
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fact is that Michigan still faces a massive $1.6 billion budget gap, 
and it’s been in a fi scal downturn for a solid decade. The state 
slashed spending on corrections, education and human services. 
At the same time, it doled out tens of millions of dollars in tax 
credits—$48 million in 2008, $68 million in 2009 and an esti-
mated $155 million in fi scal 2011. Lawmakers last year debated 
placing an annual $50 million cap on the incentives that could be 
paid out. Even Granholm entertained the idea, but remained an 
avid supporter of the program as it stood. But the fi lm industry 
and tax-cut advocates rallied, and ultimately no caps were put 
in place.

State Rep. Pete Lund was one of the legislators fi ghting for the 
cap. Lund says he has “no problem” with the basic idea of making 
tax credits available to fi lm productions, but Michigan’s handout 
is too generous. “I don’t think we should be paying their bills,” he 
says. “Is it creating jobs in the state? Sure. What industry wouldn’t 
be creating jobs if the state were paying 40 percent of their bills 
for them? But you have to wonder how many other jobs we could 
be creating if we focused on reducing the tax burden on the busi-
nesses that we already have.”

 M
ichigan’s dire economy and generous fi lm incentives 
make it an extreme case. But the debate that’s happened 
there is being replayed in states across the country. 

Governors in Massachusetts, Connecticut, Rhode Island, 
Oklahoma and elsewhere have recently proposed capping or 
eliminating their tax credits as a way to plug budget holes. Last 
year in Wisconsin, Gov. Jim Doyle essentially gutted his state’s 
25-percent no-limit tax incentive, turning it into a $500,000 
annual grant program after a state Commerce Department report 
showed the benefi t provided almost no net income for the state.

Kansas recently suspended its incentives for two years to save 
money. Although the program was modest compared to others, 
with a $2 million annual limit on payouts, the lack of any incen-
tives eff ectively takes Kansas out of the running for attracting 
any projects, says Peter Jasso, the director of the state’s Film 

Commission. “Just the way the industry works now—you have 
to have some incentive [to off er] to even start the conversation.”

Offi  cials in Iowa have suspended their fi lm-credit program 
until mid-2013, after an independent audit in 2009 uncovered 
sweeping problems regarding credit oversight. The state had 
off ered the nation’s biggest rebate on fi lm costs, reimbursing 
50 percent of in-state spending and touting “half-price” fi lmmak-
ing. But the audit showed moviemakers had grossly overinfl ated 
their expenditure fi gures and received credits for nonqualifying 
expenses, such as luxury car purchases. The state fi red the head 
of the fi lm offi  ce; he and two other employees await criminal trials 
later this year. Louisiana was similarly rocked by scandal last year 
when the state’s fi lm commissioner was sentenced to two years in 
prison for accepting bribes to award infl ated credits.

But not all states are scaling back. Alabama, New York, North 
Carolina, Ohio, Utah and California have created or boosted their 
fi lm incentives in recent months. And even in Louisiana, despite 
the scandal, lawmakers actually increased the state’s tax credit 
and made it permanent.

Still, fi lm incentives are increasingly coming under fi re. Part 
of the problem is data. It’s hard to get a good handle on the exact 
impact of an in-state movie production. In most places, the only 

Drew Barrymore, director of the movie Whip It, with 

members of the Detroit Derby Girls in Farmington, Mich.
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reports on movie-production revenue and jobs come from the 
state fi lm offi  ce—or the movie industry itself. Objective studies 
are relatively hard to come by. And even where independent stud-
ies of fi lm incentives do exist, the data can easily be interpreted 
in myriad ways.

Take Massachusetts, which has off ered a 25 percent fi lm 
incentive since 2006 and already has attracted numerous big-
name projects and stars, including Tom Cruise, Cameron Diaz, 
Leonardo DiCaprio and Mel Gibson. The Bay State is one of only 
a couple that require an annual, independent report on how the 
incentives are performing. When the most recent report was 
released by the Department of Revenue in July 2009, tax-incen-
tive opponents said it unequivocally showed the credits weren’t 
working. According to the report, the state paid $113 million in 
movie tax credits in 2008, while fi lming in the state generated 
$17.5 million in new tax revenue and created about 1,100 full-
time-equivalent jobs for state residents.

“That’s roughly $89,000 spent by the state creating each new 
job,” says state Rep. Steve D’Amico. “In terms of cost-to-benefi t, 
it’s clearly not justifi ed.” D’Amico sponsored a bill this year—
ultimately unsuccessfully—to reinstate a $7-million-per-fi lm 

cap that had been lifted in 2007. “Our funds are too scarce for 
us to be wasting money on economic development that has so 
little impact.”

Looking at the same state study, though, fi lm advocates saw 
Massachusetts’ incentives program as an unqualifi ed success. 
“We’re gratifi ed by the outcome,” says Nick Paleologos, a one-time 
legislator who now heads the state’s Film Offi  ce. The incentives 
were never meant to pay for themselves with new tax revenue, 
he says. Instead, they were intended to bring new spending to the 
state. Paleologos points to the $452 million spent by movie pro-
ductions in Massachusetts in 2008. That’s evidence, he says, that 
“the tax credit is working and doing what it was intended to do.”

And that fi gure still doesn’t capture the full impact of these 
productions, he says. For one thing, there’s the “multiplier 

eff ect”—the money spent by fi lm crews on hotels and food and 
other services keeps cycling through the local economy again 
and again. Added to that is the even less quantifi able—but no 
less important—boost in overall interest in the state. “When San-
dra Bullock goes on TV and talks about how great it was to fi lm 
in Rockport, Mass., it’s like having a national celebrity tourism 
endorser for free.” Discounting these kinds of secondary ripple 
eff ects misses the big picture, he says. “We may argue about how 
to count these dollars. But they’re real.”

 Getting good data isn’t the only problem. “These fi lm 
credits have another shoe to drop,” says Tannenwald of 
the Center on Budget and Policy Priorities. He’s refer-

ring to the fact that in most states, the incentives paid to movie 
studios are transferrable. That means a fi lm producer can sell 
unused credits on a secondary market. As a result, the credits 
could wind up benefi ting people who have nothing to do with 
movies or entertainment. Worse, Tannenwald says, reselling the 
credits means they may be redeemed years down the line.

In Massachusetts, for example, credits awarded by the state 
in 2006 might not be redeemed until 2011 or 2012. And the num-

ber of the credits being resold is enormous: Of the 
$166 million in credits given out by Massachusetts 
from fi scal 2006 through fi scal 2008, $149 million 
were resold on a secondary market, according to 
Tannenwald. “It complicates budgeting and fore-
casting. It’s a serious cost to policymakers and to the 
public in terms of uncertainty.” So even if Massachu-
setts suspended its incentives today, it could still be 
paying out credits for years to come.

The worry, D’Amico says, is that states’ one-upman-
ship may have created an irreversible system of incen-
tive handouts. Off ering these kinds of broad tax incen-
tives to fi lm companies isn’t creating a permanent new 
industry in Massachusetts; it’s merely setting the state 
up to pay an ongoing subsidy it can’t easily get out of. 
Thanks to the constant competition from other states, 
he says, “these jobs will only persist as long as we con-
tinue to off er the credit. It’s not as though we’re creat-
ing jobs. We’re renting them. But once you start hand-
ing out money, it’s really hard to step away.”

Despite those concerns and the uncertain economic 
benefi ts of fi lm incentives, they remain extremely popular with 
the public. And that could prove to be one of the biggest obstacles 
to critics who want to do away with the tax credits. Even in the 
midst of Iowa’s high-profi le criminal investigation into its fi lm 
program, a poll of state residents showed 61 percent still thought 
the credits were a good idea. In-state movie productions generate 
buzz, and visits from marquee-worthy celebs can engender no 
small amount of local pride. That can drown out a lot of talk about 
job creation and secondary credit markets. “It’s hard for people to 
be rational about this industry,” D’Amico says. “Everybody dreams 
they’ll someday be in the movies. Everybody wants to see a celeb-
rity walk down the street.”  G

E-mail zpatton@governing.com

Main Street in Royal Oak, Mich., becomes Castro Street in San 

Francisco as a fi lm crew shoots the Lifetime movie Prayers for Bobby.
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      A
pril 15,      the day federal taxes are due,      is not usually 
a cause for celebration. But this year,      it marked 
the fi rst anniversary of Build America Bonds, 
     dubbed BABs,      a new type of bond for the munic-
ipal market. Grabbing onto this bundle of joy, 

     the market put its party face on and has been singing Happy 
Birthday with gusto.

State and local issuers are among those with the loudest, 
happiest voices. The Texas Department of Transportation, for 
instance, will be using proceeds from the new bonds to make 
highway improvements; Chicago, sewer upgrades; and Kansas, 
improvements to its public schools.

All totaled, it was a very impressive fi rst year for the new baby. 
Government agencies in 48 states issued BABs. Some $90 billion 
came to market—about 22 percent of all the dollar volume of bor-
rowing done by states and localities in that time period. 

There were, of course, a few bumps and bruises along the way. 
But overall the BABs program has changed the market for state 
and local government obligations for the better. The major ques-
tion now—will it last?

 B
uild America Bonds are diff erent from traditional, tax-exempt 
municipal bonds: The interest income on BABs is fully taxable 
by the federal income tax. This would normally be unattract-

ive to issuers—if the interest rate is taxable to investors, issuers must 
pay those investors a higher rate. But with BABs, the federal govern-
ment pays the state or local issuer a subsidy equal to 35 percent of the 
interest rate. Government issuers must run the numbers to see if, at 
the time and under the circumstances they are coming to market, 
BABs are less expensive than selling a traditional muni bond. When 
Washington state issued its fi rst BABs in October 2009, it found that 
the $500 million off ering for transportation projects had signifi cant 
interest-rate savings over a tax-exempt version. “Without the Build 
America Bonds program,” said State Treasurer James McIntire at the 
time, “these bonds would have cost taxpayers another $62.4 million 
over the life of the bonds—enough to buy another passenger ferry.”

 Bottom line: Municipal issuers now can access an aff ordable 
way to issue a bond with taxable interest. That’s an important 
breakthrough. The municipal bond market has long been seques-
tered in the sense that traditional tax-exempt bonds were only of 

SPECIAL SECTION Finance 2010 

The new Build America Bonds are having an outsized impact on the way states 

and localities raise money to build and fix infrastructure.

       Happy Birthday,        BABs 

By John E. Petersen

interest to American investors that pay U.S. income taxes. This 
excluded many domestic institutional investors (such as nonprof-
its and governments), as well as foreign investors. So BABs adds 
new names to the issuer’s Rolodex—a whole new pack of inves-
tors are potential buyers. That’s how the Texas Department of 
Transportation saw it. In discussing the bonds on its website, the 
department noted that BABs provided it with “another option to 
access a broader investor base, as well as reduce borrowing costs.”

During the fi rst year of BABs sales, the initial buyers were 
institutional investors—bond funds, money manager funds (such 
as mutual funds) and life insurance companies. As the program 
became better known, a second wave of buyers, including pension 
systems, began buying BABs. The third wave, sales to individual 
investors, is now beginning to grow. 
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With Build America Bonds (BABs), state and local debt is now 

of interest to a whole new range of buyers—from foreign investors to 

U.S. institutional portfolio managers who don’t have to worry about 

tax-exempt yields. So how do BABs measure up?

Overall, they have carried somewhat higher interest rates when 

compared to sovereign and corporate issues of the same credit 

rating. But the distance appears to be closing as new investors learn 

more about the new bonds. One of the remarkable things is that the 

BABs have brought an injection of higher-rated, investment-grade 

bonds to the market at a time when the corporate bond market 

has few strong issuers, such as Microsoft, left. Last year, roughly 

40 percent of all investment-grade, taxable bonds (excluding 

those issued by the federal government) were BABs.

Measuring Up
A Market View of Build America Bonds

As to foreign investors, many are interested in investing in 
high-quality infrastructure projects. But foreign investors have 
tended to see the municipal bond market, which fi nances such 
projects, as an American curiosity since they saw no advantages 
in holding its tax-exempt securities. Now with the availability of a 
taxable bond, those foreign investors are trying to wrap their arms 
around the United States’ political structure, where each of the 
states is sovereign and there are no federal guarantees of the debt. 
Even more challenging is the idea that thousands of local gov-
ernments troop to the fi nancial markets each year and sell bonds 
on their own credit, a situation for which there’s no comparison 
throughout the globe. 

 

          F
oreign investors seem to be coming around, especially as 
BABs enter their second year. But there have been other 
problems. There were early complaints that the underwrit-

ing costs (the margin that the investment banks charge for doing 
the deals) were too high. There is no question that the initial deals 
were expensive, with costs around $8 per $1,000 in bond amount. 
By early this year, the underwriting spreads had declined to about 
$6.50 per $1,000, still slightly above the $6.20 per $1,000 average 
in the tax-exempt market. 

The high underwriting fees were a function of the new market 
getting started, plus an opportunity, no doubt, for underwriters to 
make some money on the new bonds’ novelty. But as BABs issues 
came marching forward in greater number, competitive pressures 
have pushed the underwriting fees down.

 Of more concern is the federal subsidy, a source of continuing 
debate. It’s hard to argue that it hasn’t helped expand the munici-
pal bond market and lower issuers’ borrowing costs. Many bond 
issues are competitively auctioned off  by taking bids for the bonds 
on both a taxable and tax-exempt basis. The bonds are awarded to 
whichever deal will be cheapest. So far at least, BABs have been 
saving interest costs for the issuers. 

But the reasoning is really more complex. The borrowing costs 
for all state and local governments have fallen in relationship to 
those on other borrowers’ instruments. That’s so because of the 
reduced supply of tax-exempt securities, thanks in part to the 
BABs option. In other words, the benefi ts of interest-cost savings 
extend not only to those issuers that use the BABs program, but 
also to those that do not. The program, however, comes at a long-
term cost to the federal government, which will pay a 35 percent 
subsidy on every dollar of interest paid over the life of a Build 
America Bond. 

Comparing the benefi ts to state and local governments to the 
program’s costs is a diffi  cult but politically important exercise. 
The U.S. Treasury Department has signed onto $23 billion in 
future interest subsidy payments resulting from the $90 billion 
in BABs sold in the fi rst year. In present value terms, this amounts 
to $19 billion in costs. Treasury offi  cials estimate that Build Amer-
ica Bond participants have toted up reduced-interest costs of 
$12 billion on the $90 billion of BABs sold so far. By this reckon-
ing, the federal government is paying a $1.90 subsidy for every 
$1.20 that states and localities are saving in interest costs. 

But that calculation is only part of the story. With a smaller 
number of tax-exempt bonds available, the law of supply and 

demand went into eff ect, resulting in lower interest rates on the 
$380 billion in traditional municipal bonds sold in 2009. How to 
calculate these added savings in interest cost is debatable. But one 
estimate, based on diff erences in yield curves between taxable 
and tax-exempt bonds, is another $8 billion to $10 billion in the 
present savings’ value on tax-exempts.

 Economists will face a chore in sorting out all these market 
eff ects and their implications for interest cost savings. But 
it’s likely that the total reduction in borrowing costs for 

state and local governments, after combining savings on both the 
BABs issues and the tax-exempt issues, will match or perhaps 
even exceed the cost of the interest subsidy to the federal gov-
ernment. In sum, that means the taxable-bond subsidy, working 
through the fi nancial markets, pretty much pays for itself by mak-
ing tax-exempt borrowing more effi  cient. That is, investors’ tax 
savings were largely passed along to the borrowing governments 
in the form of lower interest rates. Whatever the precise dollars 
and cents, the outcome has been a huge reduction in borrowing 
costs over what likely would have been the situation. 

The Obama administration proposed to continue the BABs 
program beyond 2010, but at a lower subsidy rate of 28 percent. 
Alternative bills call for setting the subsidy rate at 30 percent and 
expanding the allowable uses of the BABs program to include 
not-for-profi ts, such as hospitals. The 35 percent subsidy was evi-
dently an “introductory off er” to kick-start borrowing for infra-
structure spending—and to grease the skids for acceptance of the 
taxable-bond idea. 

It seems clear that the BABs program has developed a constitu-
ency—here and abroad. After years of seclusion in the tax-exempt 
market, the premier state and local credits are mixing it up with the 
big corporate and foreign country credits. This is one area where 
“Buy America” campaigns may have considerable success.  G 
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With a Democrat
in the White House, 
conservative state 
attorneys general 
are mobilizing against 
federal power.
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Republican AGs the fi rst to engage in a politically charged battle 
with a president of the opposite party. Democrats did the same 
thing to George W. Bush over environmental regulation.

New model or not, one thing is clear: Almost overnight, some 
of the country’s most important, controversial politicians are 
Republican AGs. They can attribute their new clout to the pres-
ence of a Democrat in the White House.

A
fter the tobacco settlement, AGs became stars—well, 
some of them anyway. Connecticut’s Richard Blumen-
thal made a name for himself as a scourge of health 
maintenance organizations, insurance companies and 

power plants. California’s Bill Lockyer sued car companies for 
auto emissions. Most famously, New York’s Eliot Spitzer cracked 
down on the excesses of Wall Street.

Blumenthal, Lockyer and Spitzer are all Democrats. It took 
two years for the fi rst Republican AG to join Democrats in their 
suits against tobacco. Most of the AGs who engaged in a major 
anti-trust case against Microsoft in the late 1990s also were 
Democrats. 

It’s not as though Republicans completely stayed on the side-
lines. Most Republican AGs eventually participated in tobacco 
suits. And Republicans generally have been as happy as the Demo-
crats to become involved in consumer protection cases. But with 
business groups complaining that the Democratic activists were 
bullies who overstepped their roles as state offi  cials, Republican 
AGs never quite embraced the model that Spitzer and others 
refi ned. Conservatives didn’t want to be anti-business or favor 
excessive regulation.

In fact, some conservative AGs, led by Alabama’s Bill Pryor, 
actively rebelled against this model. But Pryor and his ideological 
compatriots largely were defi ned by what they weren’t: activists 
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RISE OF THE
By Josh Goodman

  GENERALS
W

hen state attorneys general agreed on a landmark 
settlement with tobacco companies in 1997, all they 
needed to fi nish the deal was approval from Con-
gress. But Washington, D.C.’s powerbrokers balked 

at taking orders from the states’ chief legal offi  cers. “Who do these 
people think they are?” Sen. John McCain wondered. 

Over the last 13 years, it’s become quite clear who state AGs 
think they are. The tobacco settlement, fi nalized in 1998 with tens 
of billions of dollars in payments to states, was just the begin-
ning. State AGs continued asserting themselves on a national 
level as the scourges of corporate bad guys and the guardians of 
consumer interests. In 1997, the national infl uence of state AGs 
seemed novel. Today it doesn’t.

 Yet many Democrats in Washington now are asking the same 
question as McCain: “Who do these people think they are?” 
That’s because the powerful people state AGs are confronting 
aren’t just in corporate boardrooms—they’re in the White House 
and the U.S. Capitol. In the last few months, conservative AGs 
have become some of the nation’s most prominent opponents of 
federal power in general and the Obama administration specifi -
cally. They’re trying to block provisions of the federal health-care 
reform law in court, and they’re working to limit the federal gov-
ernment’s power to regulate guns and greenhouse gas emissions.

On the surface, these actions look like another reimagining of 
the state AGs’ role. The tobacco settlement created a model for 
activism for a liberal Democratic AG. Perhaps then, conservative 
Republican AGs, with their states’ rights stands, are developing 
their own model as to how to aff ect the nation’s most important 
policy decisions.

But it’s probably more accurate to say that the Republicans are 
developing a new twist on older models. After all, AGs of both par-
ties long have fought to protect state prerogatives. Nor are today’s IL
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in the Spitzer mold. Most Republican AGs weren’t having 
a national impact in the way that some of their Democratic 
counterparts were. They didn’t seem to have a coherent, 
common national purpose.

In that context, it’s surprising how easily Rob McKenna, 
Washington state’s Republican AG, articulates just such a pur-
pose. “The role of the attorney general,” McKenna says, “is to be 
a guardian of federalism and to protect state prerogatives.”

For Republican AGs, protecting state prerogatives has meant 
battling the Obama administration and Democrats in Congress. 
In doing so, they’ve enjoyed instant infl uence.

When the Senate passed a version of health-care reform 
that included special Medicaid payments to Nebraska—the 
so-called “Cornhusker Kickback”—13 Republican AGs wrote 

to Congress threatening to sue, claim-
ing their states weren’t being treated 

equitably. Congress dropped the pro-
vision. Later, Democratic leaders in the 

House of Representatives considered using a 
procedure know as “deem-and-pass” to allow 

the House to give approval to the unpopular Senate ver-
sion of health-care reform without a direct vote on the matter. 

Republican AGs threatened to sue again, arguing deem-and-pass 
was unconstitutional. The House dropped the strategy.

Those concessions, of course, didn’t stop AGs from suing when 
Obama fi nally signed the health-care bill into law in March. The 
AGs argue that requiring everyone to buy health insurance is 
unconstitutional and that the law places an unfair burden on the 
states. So far, around 20 states are supporting legal action to block 
the law, and all but one of the participating AGs are Republicans.

Health-care reform is the most obvious example of the 
Republican activism, but it’s not the only one. A group of 
Republican AGs and a few Democrats from energy-producing 
states also teamed up to try to prevent the federal Environmen-
tal Protection Agency (EPA) from regulating greenhouse gas 
emissions. Eight AGs—fi ve Republicans and three Democrats—
from conservative states are arguing in court that federal gun 

regulations shouldn’t apply to fi rearms made and sold within 
their borders. “There is a sense now among conservative attor-
neys general that this position could be used creatively and 
aggressively to pursue conservative ends,” says James Tierney, a 
former Maine AG who directs Columbia Law School’s National 
State Attorneys General Program.

A
mong the Republican AGs, none has proven himself 
to be more aggressive—or more conservative—than 
Virginia’s Ken Cuccinelli. Cuccinelli, a global warming 
skeptic, took the lead challenging the EPA over green-

house gas regulations and now is challenging the EPA over new 
automobile fuel economy standards. Mere minutes after Obama 
signed the health-care reform bill, Cuccinelli fi led a challenge 
to it that was separate from other states, arguing that a Virginia 
law prohibiting a health insurance mandate should supersede 
the federal law.

Cuccinelli also has created controversy back home. He wrote 
a letter to public colleges and universities telling them they 
couldn’t bar discrimination on the basis of sexual orientation. 
He’s demanding documents from the University of Virginia on a 
former faculty member’s research, saying they might reveal the 
scientist’s work on climate change to be fraudulent.

The end result is that Cuccinelli is a darling of the right and a 
villain to the left. He is perhaps as famous as Spitzer in his heyday. 
He’s clearly just as polarizing. The remarkable thing: Cuccinelli 
took offi  ce just fi ve months ago.

Other Republican AGs who also have been quite active, such 
as South Carolina’s Henry McMaster and Texas’ Greg Abbott, 
haven’t become as famous. But even if they’re not household 
names, what they’re doing is national news. Democratic AGs 
now are the ones on the defensive. In conservative states such 
as Oklahoma, Arkansas and Georgia, Democrats have faced—and 
resisted—pressure to join the health-care suit.

While Cuccinelli is the person most closely linked to the states’ 
rights revival, the state with the most enthusiasm for it is Utah. 
There, Republican Attorney General Mark Shurtleff  has been an 
eager participant, though he hasn’t completely had a choice in 
the matter: The Utah Legislature has demanded that he take on 
the federal government.

The legislature approved a resolution asserting the state’s sov-
ereignty under the Constitution’s 10th Amendment. It passed a 
bill to opt out of federal gun regulations, setting up Shurtleff ’s 
participation in that issue. It even approved legislation directing 
Shurtleff  to try to use eminent domain on federal lands to claim 
them for development.

The situation in Utah highlights one reason conservative 
AGs are becoming so prominent. Conservative legislators and 
governors are engaged in their own rebellion against the Obama 
administration. As states’ legal offi  cers, AGs logically are becom-
ing some of the faces of this movement.

So is Shurtleff  celebrating his brand-new sense of purpose? 
Well, no. “This isn’t new for me,” he says.

Shurtleff  notes that Utah long has had a fondness for fi ghting 
the federal government. He points out that early in his term, he 

GOVERNING |  June 201032

The Utah Legislature 

has demanded that 

Attorney General Mark 

Shurtleff take on the 

federal government. 

He’s eagerly obliged.

U
T
A

H
.G

O
V to Co

ing th
equitab

vision. L
House of R
procedure 

the House to give ap
sion of health-care reform

U
T
A

H
.G

O
V

U
T
A

H
.G

O
V

GOV06_30.indd   32GOV06_30.indd   32 5/18/10   10:30 AM5/18/10   10:30 AM

 Designer Creative Dir.

 Editorial Prepress

 Other OK to go

100 Blue Ravine Road
Folsom, CA 95630

916-932-1300

PAGE



GOV_June10.indd   4GOV_June10.indd   4 5/7/10   10:06:44 AM5/7/10   10:06:44 AM

 Designer Creative Dir.

 Editorial Prepress

 Other OK to go

100 Blue Ravine Road
Folsom, CA 95630

916-932-1300

PAGE



was battling with the George W. Bush administration over federal 
land issues. “I said, ‘I don’t want to sue my new Republican presi-
dent, but it’s states’ rights,’” Shurtleff  says.

Utah isn’t unique. Western states have battled Washington 
over federal lands for years. AGs have been the forefront of these 
battles—and other ones with the feds. “States and their lawyers 
have long been suspicious of federal power,” Tierney says. “That’s 
why we have federalism. It would be unnatural for states not to 
protect themselves within the federal system.”

Most of these fi ghts are bipartisan. Almost every AG sup-
ported New York as it worked to preserve states’ right to enforce 
their own lending laws. In 2009, the Supreme Court sided with 
the states.

Almost every AG teamed up again to ask the Obama administra-
tion to support ending federal pre-emption of state banking regu-
lation in this year’s fi nancial reform legislation. The White House 
agreed. Tom Miller, Iowa’s longtime Democratic attorney general, 
says fi nancial reform shows the real story. It isn’t that AGs are bat-
tling the White House more; they’re actually battling it less.

 “My view,” he says, “is that the litigation against the federal 
government is the exception. Overall, the attorneys general have 
the best relationship with the Department of Justice in decades. 
That includes Democrats and Republicans.”

B
ut if health-care reform is an exception, it’s an awfully 
big one. Obama has won approval of the most far-reach-
ing domestic legislation under any Democratic presi-
dent since Lyndon Johnson. The last people standing 

in the way from it becoming a reality aren’t in Washington, D.C.; 
they’re attorneys general in the states.

In principle, AGs may agree on defending states against federal 
power, but in this case they’re divided. A group of Democratic 
AGs plan to submit their own brief defending the constitutionality 
of the health-care law.

The question is whether this divide is a sign of things to come. 
Sure, people such as Shurtleff  have been fi ghting the feds for a 
long time, but the prominence of conservative AGs in the health-
care debate wasn’t quite like anything that’s happened previ-
ously. Over the long term, will conservative AGs become more 
aggressive in trying to check the grandest ambitions of the federal 
government?

Michael Greve, a federalism expert at the conservative Ameri-
can Enterprise Institute, has an interesting answer to that ques-
tion: They shouldn’t want to.

Greve’s point is that limited government and reduced regula-
tion—key conservative goals—aren’t served by devolving power to 
the states. “It is a conceit and mistake on the part of Republicans 
to think that decentralization translates into smaller government,” 
he says. “If you really wanted to form an eff ective coalition in favor 
of a deregulatory agenda, you’d have to oppose states that are on 
the pro-regulatory side.”

If you look back at the role that Democratic AGs played dur-
ing the Bush administration, you can see what Greve means. 
Liberal AGs fought for states to be allowed to set tougher auto 
emissions standards than the federal government. During the 

Bush years, more state power would have meant more stringent 
environmental regulation. That probably will be true again dur-
ing the next Republican presidency. If conservative AGs were 
to fi ght for more state power regardless of who is in the White 
House, they’d end up doing so at the expense of conservative 
policy objectives.

But at least with regard to environmental rules, conservative 
AGs weren’t fi ghting federal power under Bush. Instead, liberal 
AGs were. They didn’t just ask to set their own emissions rules. 
They sued to force the Bush EPA to treat greenhouse gases as 
pollutants—and won before the Supreme Court.

On the policy question—whether there should be more or less 
environmental regulation—the two sets of AGs have been com-
pletely consistent over the last two presidencies. But on the feder-
alism question—how much power the federal government should 
have to design whatever environmental policies it wants—they’ve 
fl ipped. Democratic AGs wanted to constrict federal power under 
Bush. Republican AGs want to do it now.

That’s why Tierney gives a pithy answer to the question of 
whether conservative AGs are doing something new by fi ght-
ing Obama. “It’s only new,” he says, “because conservatives are 
doing what liberals did before.” Maybe Republican AGs now are 
so committed to fi ghting the feds that they’ll become prominent 
foes of the next Republican president too, but if so, that would be 
something truly new.

If, instead, the precedent set in the last two presidencies con-
tinues, then the infl uence of Republican AGs over national policy 
is likely to wane the next time a Republican is elected president. 
With a Republican in the White House, it will be Democrats’ 
turn to battle the federal government—and to become the new 
political stars. G 
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By Chad Vander Veen

Is IT Outsourcing 
Still In?

High-profi le problems 
and emerging technologies 
are changing attitudes 
about the would-be savior 
of enterprise IT.
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I
n 2003, Mark Warner had a problem. As 
Virginia’s then-governor, he badly wanted to 
use information technology to improve how 
the state operated, but had little data about 

what was being spent on automation and whether 
IT investments were paying off . At the time, the 
commonwealth’s IT operations were decentralized 
and uncoordinated. Warner, who made a fortune in 
the telecom business prior to becoming governor, 
knew the state’s agencies could, with IT, do a better 
job while probably spending less.

Two years, several studies and one major reor-
ganization later, Virginia signed a 10-year, $2.3 
billion deal with Northrop Grumman to take 
over the state’s entire IT operation. The agree-
ment’s scope was as breathtaking as its price tag. 
Northrop agreed to and delivered on its promised 
investment. It refreshed more than 42,000 desk-
top, laptop and tablet PCs; moved 1,700 agencies’ 
sites to a new, centrally managed network; built 
two new data centers, bringing jobs to hundreds; 
and migrated more than 60,000 users to a central-
ized help desk.

But not all was going to plan. Complaints 
piled up about delays on certain initiatives, poor 
performance and disruptions in service. And 
the much-vaunted savings that outsourcing was 
supposed to produce—as much as $100 million 
annually—hadn’t materialized. The situation 
became so untenable that in June 2009, Lemuel 
Stewart, the state’s chief information offi  cer (CIO), 
withheld a $14-million payment to Northrop, only 
to lose his job shortly thereafter. In October, the 
state released an audit that was highly critical of 
the partnership—and of Northrop in particular.

Yet the problems weren’t as cut and dried 
as they appeared in the report. Timothy Kaine, 
who succeeded Warner as governor, faulted state 
agencies, not Northrop, regarding missed dead-
lines. In particular, he singled out the Virginia 
Information Technologies Agency, which over-
saw the contract, for having a poor organizational 
model. The state legislature also pointed to seri-
ous problems with the governance structure used 
to oversee the partnership.

Nearly 1,500 miles to the southwest, a similar 
story was unfolding in Texas. The state’s seven-
year, $863 million outsourcing deal with IBM 
had become so unwieldy that in October 2008, 
Gov. Rick Perry ordered a halt to the project so 
a thorough assessment of the problems could 
be completed. The work halt was in response to 

IBM’s apparent failure to back up data for more 
than 20 agencies, including the temporary loss of 
eight months’ worth of data from the Offi  ce of the 
Attorney General. 

As happened in Virginia, the agency tasked 
with overseeing the contract, the Texas Depart-
ment of Information Resources (DIR), withheld 
$900,000 in payment to IBM until the back-up 
situation was remedied. IBM acknowledged the 
delays, but a 2009 Texas State Auditor’s report 
criticized the DIR for failing to adequately over-
see and verify IBM’s performance. A study to fi nd 
the root of Texas’ problems, commissioned by the 
DIR and completed by outsourcing consultancy 
EquaTerra, found that governance provisions 
spelled out in the IBM contract were ineff ective 
and inappropriate for keeping the massive out-
sourcing deal on track.

Despite all the diffi  culties they encountered, 
Texas and Virginia are pressing on, as the proj-
ects have grown so large it would be catastrophic 
if they failed. And while most believe both states 
eventually will fi nd their way out of the woods, 
the troubled projects have exposed a fault line 
in government IT governance, one that must be 
addressed quickly if outsourcing is to have a future 
in state and local government.

There’s a lot that can go wrong in a huge gov-
ernment IT outsourcing deal—too much, according 
to many critics and experts who track these part-
nerships. Even those at the helm of IT outsourc-
ing eff orts seen as paradigms for other agencies to 
emulate agree that traditional outsourcing arrange-
ments may be on the way out. Key among the rea-
sons these mega-projects are trouble is the weak 
governance used to oversee such projects, and lack 
of focus on the actual goal for outsourcing IT. 

Lynn Willenbring, CIO of Minneapolis, says 
many problems encountered when organiza-
tions try IT outsourcing stem from the fact that 
those in charge were looking specifi cally to save 
money instead of increasing the overall organiza-
tional eff ectiveness. In other words, short-term 
gains were valued over long-term productivity 
improvements.  

Willenbring speaks from experience. In 2003, 
Minneapolis began an outsourcing initiative 
with Unisys to streamline its organization and 
save resources. Early troubles persisted, which 
Willenbring pinned on a nonexistent governance 
structure and internal defi ciencies. To correct its 
course, Minneapolis brought on an IT consultancy iS
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fi rm, which found that the city could achieve signifi cant improve-
ments by instituting a best-practices governance model. 

In fact, the city shaved $1 million off  its annual expenses and real-
ized $18 million in savings. Minneapolis and Unisys renewed their 
contract in 2007, which now includes data center services, program 
management, service desk, end-user services, network management, 
disaster recovery, 911 systems and the city’s security camera network.

Willenbring’s key recommendation for improving the chances 
for success is to align objectives with the appropriate sourcing 
model. In other words, don’t say, “Oh we’re going to outsource 
and we’ll save money,” she says. “When we looked at [outsourc-
ing], we were looking at it not as a cost-savings measure, but as a 
way to shift away from some of the work that was keeping us from 
doing what we really thought we should in our IT department.”

However, even a better focus on outsourcing objectives won’t 
overcome the No. 1 problem for outsourcing failures: “I think the 
biggest gap that I see in other outsourcing arrangements is a lack 
of governance,” Willenbring says. “We went into our fi rst arrange-
ment with no governance as well. We got lucky; others haven’t.” 

While the idea of establishing a governance structure sounds 
straightforward, actually doing it isn’t. Time, money, legislators, 
the citizenry and private-sector partners all can often and inad-
vertently conspire against attempts to establish solid governance.  

Sometimes it takes time, a lawsuit and a renegotiated contract 
to get to the root of the problem. Michael Moore, a one-time CIO 
for San Diego County and now an executive with EquaTerra, 
knows well the importance of good governance when it comes 
to IT outsourcing.  

In 2002, Moore became CIO for San Diego County, 
which had been outsourcing its IT operations since 
1999, fi rst with Computer Sciences Corp. (CSC). 
Problems with the outsourcing arrangement took the 
county and CSC to court. The legal battle exposed the 
fact that both the county and CSC failed to value and 
include the agencies in the decision-making process. 

Though the dispute was eventually settled out-
side of court, the experience served as a useful 
learning opportunity for San Diego County offi  cials 
when they rebid the contract after the deal with CSC 
expired. The goals and requirements of the original 
CSC contract were far too broad, and service-level 
agreements were unrealistic. In addition, county 
employees were asked to manage pieces of the con-
tract that they had no experience managing. In 2007, 
Northrop Grumman won the bid to run the county’s 
IT operations, marking the start of a new phase in 
the county’s long journey with outsourcing.

The struggle that Moore went through led him to 
value the importance of governance when it comes to outsourc-
ing. “Who gets to make decisions is what governance is about, and 
all of those decisions become very visible when you’re outsourc-
ing,” he says. “But how you make those decisions wasn’t given a 
lot of thought on the front end, and they didn’t have time to go get 
consensus with every one of the 50 departments, so they made a 
decision for the enterprise.” 

The initial outsourcing problems taught county offi  cials to 
ensure that departments and agencies were intimately involved 
in IT decisions. The county spent months talking with IT chiefs 
from individual departments, eventually hammering out a set of 
decision-making rules. Now the 11-year-old San Diego County 
outsourcing arrangement includes three formal groups designed 
to keep county managers, business groups and technology leaders 
on the same page: an IT Management Committee that includes 
the CAO, the HR director and the county’s general managers; a 
Business Process Governance Group that includes the CFO and 
the county’s fi nance directors; and an IT Governance Group, led 
by current CIO Harold Tuck and including group IT managers, 
group fi nance directors and the county Technology Offi  ce. 

T
hat’s a direction Texas is moving as well. Under a new 
CIO, the state is making changes designed to give indi-
vidual agencies stronger representation in—and more 
accountability for—its outsourcing initiative. An exec-

utive committee of agency leaders now guides business direc-
tion for the initiative. Another committee of agency IT leaders, 
DIR representatives and contractors tackles technology issues. 
And a handful of working groups focus on specifi c aspects of 
the project like service delivery and program management.  

Texas offi  cials say the old governance model, which used the 
DIR to centrally direct the consolidation project, simply didn’t 
fi t the state’s highly federated government structure. The new 
approach, dubbed the “owner-operator model” by the state, seeks 

to push decision-making authority to the lowest 
level possible for a given issue.

Along with evolving governance models, 
there’s evidence that the shape of outsourcing 
deals themselves may be shifting. Industry observ-
ers say comprehensive outsourcing of enterprise 
IT functions is being replaced by narrowly tar-
geted arrangements known as hybrids or multi-
sourcing arrangements. Coupled with cloud com-
puting, software as a service and other alternative 
service-delivery techniques, these new models 
may deliver effi  ciency improvements and cost 
savings that enterprise outsourcing frequently 
promises but often underdelivers. 

“I think the new model is going to have one 
segment of the population that’s going to be 
moving more and more toward the cloud, which 
of course is not traditional outsourcing,” says 
William D. Eggers, global director for Deloitte 
Research’s Public Sector Industry. “And then I 
think we’re going to have others that are trying to 

get a lot of benefi ts of the private-sector expertise and manage-
ment and everything, but without necessarily moving everything 
out in the traditional outsourcing arrangement.” 

Eggers, who also is co-author of the book If We Can Put a Man 
on the Moon: Getting Big Things Done in Government, says he sees 
movement toward hybrid, as well as smaller projects. “We’re 
going to see much more along the lines of cloud computing.”
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T
he shift away from large-scale outsourcing to some 
hybrid form of contracting will happen soon, says 
Rishi Sood, vice president of research at Gartner. “I 
think as you move forward in the state and local gov-

ernment marketplace, particularly within the larger tier-one 
organizations, you’re going to see more of a shift away from the 
whole sourcing strategy and toward the multisourcing strategy.”

Multisourcing gives governments the freedom to better 
assess which operations and applications need to be under their 
control and which can be more successful when outsourced.

Whatever the model, government IT outsourcing will 
remain a challenge. States and localities are in a unique but 
diffi  cult position thanks to numerous and varied stake-
holders and, often, no single authority to which a public 
enterprise must answer. In the private sector, all roads 
lead to the CEO. In government, the reality is diff erent, 
which is why outsourcing pieces of the enterprise—usu-
ally multiple, alternative methods—is growing in appeal. 

“State and local budgets are tight, and agencies look 
to modernize their major applications,” Sood says. “I 
think you’ll see a growing trend toward application 
outsourcing. So rather than whole sourcing, they’ll be 
taking a look at specifi c towers again and looking to 
outsource only a piece of that tower.”

IT outsourcing, it seems, is far from dead. Rather, 
as Moore explained, it’s a matter of evolution. What 
was once clearly defi ned as shipping IT functions out 
to some organization to do them better has changed to 
incorporate new technologies and new strategies that 
serve the same purpose. 

“I think the defi nition of outsourcing is in fl ux,” 
Moore says. “I think outsourcing in general is growing. 

The description and what people are calling it is a bunch of diff er-
ent things.”

Regardless of how outsourcing is labeled, to be successful, one 
constant remains—good governance. 

As Willenbring says, “The thing that most signifi ed to me that 
we had been incredibly successful—and we’ve won some awards 
and those are great and [we are] appreciative—but where my suc-
cess is measured is inside my organization.”  G
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 J
ames Sheehan was getting tired of paying for health 
care for dead people.

As the New York state Medicaid inspector general, 
Sheehan had a list of such outlays, thanks to a new 

enforcement regimen the state implemented in the fall of 2009. In 
mid-November, Sheehan’s offi  ce ran a database query that tagged 
303 providers who were billing for services to deceased patients. 
Dead doctors surfaced too: A handful of physicians seemed 
to be writing prescriptions and ordering tests from beyond 
the grave. 

Sheehan’s offi  ce went into action. Staff ers prepared a letter 
for providers, asking them to clarify who had served and billed 
the departed—within 15 days. Since state death records have a 
small margin of error, Sheehan’s offi  ce also off ered providers the 
opportunity to establish that the patients were still alive. 

The fi rst round’s results: Sixty-seven of the contacted 
providers reported that the patients were indeed deceased and 
the billing had occurred as a result of an error. Fifty providers 
claimed that eligibility records or a provider indicated the 
benefi ciary was alive. And nearly 150 reported that the patients 
were still alive at the time the services were provided. 

“We’re pretty sure that’s wrong,” says Sheehan. His offi  ce is 
now matching records with death certifi cates to be sure.

Dead patients are just the start. During his three years as 
inspector general, Sheehan has seen almost every kind of scam, 
from Long Island millionaires pretending to be paupers to dental 
clinics that pay Medicaid recipients to come in for expensive 

Fraud Fighter
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treatments. And New York isn’t alone in dealing with criminal 
creativity: In Florida, a 2008 report from the Offi  ce of Program 
Policy Analysis and Government Accountability, a research unit 
of the Florida Legislature, estimated Medicaid fraud costs to the 
state at between $940 million to $3.7 billion per year—that’s 5 to 
20 percent of its total Medicaid spending.

With waste like that hitting an already expensive program, 
a growing number of states are putting money and personnel 
into the problem. In Ohio, for example, the addition in 2009 of 
10 new staff  positions to the Medicaid Fraud Control Unit helped 
the state increase its recoveries from $65 million in 2008 to 
$91 million in 2009. In addition, state Medicaid fraud units also 
are teaming up to mount complex, multistate cases, many target-
ing pharmaceutical companies promoting unapproved, off -label 
prescription drug use, a strategy that in 2008 alone recovered 
$1.4 billion from 13 multistate civil suits. 

The federal government is off ering a helping hand to recover 
money lost to scams. In 2005, the federal Centers for Medicare 
and Medicaid Services (CMS) created the Medicaid Integrity 

Program and gave it a very specifi c charge: Provide state Medic-
aid programs with the technical assistance, such as sophisticated 
data mining, to identify overpayments. The feds are sure the states 
won’t come up empty-handed. “For me, the No. 1 way of knowing 
we have a lot of fraud,” says Peter Budetti, deputy administrator 
and director of the CMS Center for Program Integrity, “is that 
whenever we look, we fi nd more.”

 Eff orts to combat Medicaid fraud aren’t new. In the 1970s, 
Congress passed legislation that required states to cre-
ate Medicaid Fraud Control Units (MFCU) that consist 

of teams of investigators, auditors and attorneys. But state laws 
diff er widely in what they permit MFCUs to do. In New York, 
for instance, prosecutors in the MFCU develop their cases and 
then take them to court. In contrast, MFCUs in Florida, Texas and 
Virginia turn the cases over to county district attorneys or a state-
wide prosecutor to initiate a prosecution. “That makes it more 
diffi  cult,” says Barbara Zelner, executive director of the National 
Association of Medicaid Fraud Control Units. “They have to sell it 

to another agency, and that agency may not 
have the resources to take it on.”

Another major diff erence in state eff orts 
revolves around incentives for whistle-
blowers. Twenty-four states have enacted 
so-called qui tam or whistle-blower statues 
that encourage informants to step forward. 
Such laws off er states a chance to profi t: 
The federal government allows states with 
qui tam laws to recoup an additional 10 
percent of the cash recovered from joint 
federal-state Medicaid fraud prosecutions. 

While states diff er on tactics, there’s 
widespread agreement on at least one issue: 
Eff orts to combat fraud more than pay for 
themselves. According to CMS’s Budetti, 
studies of fraud prosecutions have found 
that health insurers recoup money on a 
seven-to-one ratio. Angela Brice-Smith, 
acting director of the CMS Medicaid Pro-
gram Integrity Group, is a bit more cau-
tious: She says the return on investment 
for her program has been closer to two for 
one. But both estimates point to a clear con-
clusion: States should be doing more. One 
place that illustrates how much money can 
be recovered is New York. 

 The scale of New York’s Medicaid 
program can be hard for outsid-
ers to grasp. In fi scal 2009-2010, 

some 60,000 providers and 20 managed 
care plans billed the New York Med-
icaid program more than $50 billion, a 
sum larger than most states’ budgets. No 
state (including California, which serves 
50 percent more recipients) spends more 

Fraud Fighter
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on health care for the poor. For years, 
though, the state did little to ensure that its 
funds were being well spent. That changed 
fi ve years ago after The New York Times ran 
a fi ve-part series on fraud in the Medicaid 
program. That story revealed that the state 
had been “misspending billions of dol-
lars annually because of fraud, waste and 
profi teering.” 

New York responded with a two-
pronged approach. The fi rst part involved 
a renewed push by New York’s MFCU to 
crack down on crime. In 2008, New York’s 
MFCU secured nearly 150 convictions and 
recovered $263 million, more than any 
other MFCU in the country. The second 
involved the creation of a new Offi  ce of 
the Medicaid Inspector General. The state 
turned to Sheehan to head it.

Sheehan was well versed in health-care 
fraud. As an assistant U.S. attorney in Phila-
delphia, he spent nearly two decades work-
ing fraud cases. He also played a major role 
in a case against pharmaceutical company 
SmithKline Beecham that resulted in a $332 
million settlement. His new position, however, presented a whole 
new level of challenges. After the exposé in The New York Times, 
the state negotiated a $1.5 billion payment from Washington, D.C., 
to fi x the problems exposed. But the payment came with a catch: 
The money had to be recouped. That meant New York had four 

years to reduce fraud by $1.5 billion. If it fell short, the state would 
have to repay the diff erence. The most any state had hitherto 
collected in a single year was $126 million. The second high-
est collection in a given year was $26 million. Not surprisingly, 
doubters were legion. One state senator told Sheehan point blank: 
“Everyone knows we’re not going to meet those goals.”

Taking advantage of New York’s comparatively robust Medic-
aid database, Sheehan’s  offi  ce and staff  from the state’s Medicaid 
program teamed up to identify the outliers—the providers whose 
billing practices clearly stood outside the norm. Sheehan breaks 

that group into three subgroups: good providers who sometimes 
struggled with complex systems; providers who simply wouldn’t 
follow the rules; and the outright criminals, the people who 
billed dead patients or deceased doctors. While the latter cate-
gory received the most attention, Sheehan hasn’t been shy about 
expecting all providers to comply with the letter of the law. 

When errors show up, Sheehan’s offi  ce is aggressive in seeking 
recovery. One controversial tactic is extrapolation: If his auditors 
fi nd errors in a random sample of Medicaid claims, they assume 
the mistake occurred a similar number of times across other rel-
evant areas of operation and they bill for the full amount. 

Sheehan’s tactics have attracted critics. At a recent hearing 
called by legislators close to the health-care industry, Sheehan 
was accused of relying on “gangster-style” tactics. Some private 
providers say state agencies now are treating mistakes that private 
insurers would handle as a technical error as “abuse” and make 
huge fi nes from small ones.

For Sheehan, the answer to that charge is straightforward: “A 
number of providers had not been audited in 15 or 20 years,” he 
says. “When you tell people they got money and they have to give 
it back, it’s never a pleasant moment.”

 Pleasant or not, New York’s tactics have worked. In 2007, 
Sheehan’s fi rst year as Medicaid inspector general, New 
York recovered $130 million dollars. In fi scal 2008-

2009, the Offi  ce of the Medicaid Inspector General’s recoveries 
jumped to $304 million, while the state MFCU brought in another 
$227 million, bringing the total funds recovered by the state to 
more than $550 million—approximately 1.2 percent of New York 
Medicaid’s total expenditures, the highest recovery rate in the 
nation. In contrast, CMS fi gures show that the average state 

Angela Brice-Smith says 

CMS is looking to expand 

its partnership with states 

“beyond the traditional 

audit model.” She sees 

four areas where CMS 

and states should work 

together: in-patient hos-

pital payments, nursing 

home payments, home- 

and community-based 

services, and pharmacy 

reimbursements.
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recovers a mere 0.09 percent of state Med-
icaid spending. Not surprisingly, other 
states are now taking a hard look at the 
Medicaid Inspector model. A few—Texas, 
Kansas and most recently Michigan—have 
gone as far as creating Medicaid inspector 
general offi  ces. 

New York also has invested in staff -
ing. Sheehan took over an offi  ce with a 

300-person staff  and doubled it. That’s 
diffi  cult to do, especially since the payoff  
for spending more on fraud prevention 
isn’t immediate. Criminal cases typi-
cally take about three years to prepare 
and prosecute. Given states’ fi scal straits, 
spending more money now, even with 
a virtually guaranteed payoff  down the 
road, is even harder to do. 

IT Results. Built-for-Government.

Shrinking budgets, limited resources and increased demand for 
services – legacy systems and processes worn out years ago won’t 
deliver the performance needed to meet today’s business challenges 
of government. CGI’s managed services solutions reduce costs, 
modernize and transform systems, extend access to talent and 
capabilities and improve service delivery.

It’s time to try CGI on for size.

Need better  
performance?

But there are lessons states can and 
should draw from New York’s experi-
ences. One is that states must move 
beyond isolated enforcement and toward 
constructing systems that encourage all 
providers to comply. “The biggest weak-
ness with Medicare and Medicaid,” Shee-
han says, “is not stealing, but cheating.” 

It is important, he says, to nudge the 
great majority of providers toward strict 
compliance, which also is where the big-

gest savings will be found. While New 
York brought in $550 million in fi scal 
2008-2009 recoveries from fraud, the 
savings from crackdowns on cheaters 
along with the state’s other vigorous 
anti-fraud activities have been even big-
ger—about $2 billion. That’s a fi gure any 
government offi  cial should be excited 
about.  G

E-mail jbuntin@governing.com

Sheehan: “The biggest weakness 

with Medicare and Medicaid is not 

stealing, but cheating.”

Fraud Fighter

State offi  cials interested in federally funded 
fraud training should visit the new CMS-
funded Medicaid Integrity Institute website 
at www.justice.gov/usao/eousa/ole/mii/.
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The NASCA Institute on Management and Leadership

Atlanta, Georgia – August 15-17, 2010

The inaugural National Institute of Management and Leadership, presented by the 

National Association of State Chief Administrators (NASCA), is a unique opportunity 

for senior state-level leaders to learn, network and develop new skills for agency 

leadership in the 21st century.  Developed in cooperation with the University of 

Pennsylvania, the Institute will feature faculty from Penn, its Wharton School and  

Fels Institute of Government–the Ivy League’s most practical professional program  

in public management.

• Learning to live with, and even love, uncertainty

• Leading and managing through crises

• Negotiating for results

• Building high-performance teams in a state government context

• Adapting promising practices from the private sector  

and federal government

• Putting strategy to work through execution and follow-through
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W
hen Lisa Calise Signori 
took over as head of bud-
geting for Boston in 2003, 
one of her fi rst offi  cial 

decisions was borderline heretical:  She 
eliminated the mayor’s management 
report—long considered akin to the Bible 
among public-sector managers. “It wasn’t 
helping my mayor make informed deci-
sions,” she says. “By the time the report 
was published, the data was no longer 
useful.” 

Calise Signori reasons: “We shouldn’t 
keep using a tool that was created decades 
ago just because it was the way things 
were done.” The city, she says, needed a 
tool for the present; it needed a tool that 
would provide real-time data, helping the 
city to see immediately if it was on tar-
get in meeting budgetary, administrative 

and service delivery goals. Besides, Calise 
Signori says, the mayor’s management 
report missed the mark. “This is about 
performance and accountability in gov-
ernment on a day-to-day basis,” she says. 
“It shouldn’t be a process or product that 
gets handed to policymakers and citizens 
once a year.”

A handful of private vendors appar-
ently agreed. Starting in the late 1990s, 
a trickle of software programs debuted 
aimed at helping states and localities to 
better monitor spending, activities and 
results in real time. Today many play-
ers, large and small, have jumped into 
the game, off ering a dazzling array of 
products and services that come with an 
equally dazzling array of sticker prices—
from eye-popping to bargain basement. 
The basic questions around acquiring 

such software, of course, include whether 
to buy off  the shelf, go boutique or take 
a crack at creating an in-house solution.

Calise Signori can’t remember how 
many vendors responded to the city’s 
initial RFP when it went shopping to 
upgrade its system, but the mayor and 
cabinet members were determined to 
fi nd new tools because data collection 
and management in Beantown were 
fragmented, episodic and idiosyncratic. 
“There were homegrown tools on peo-
ple’s laptops all around the city,” Calise 
Signori says. That led to many “ownership 
issues.” In addition, there was virtually no 
integration of data citywide, no use of data 
to drive real-time decision-making and no 
transparency for citizens who wanted to 
know how well government was respond-
ing to their concerns.

Computing 
Performance

GOVERNING |  June 201048

Problem Solver
Real-world solutions and ideas for government managers.

More governments are turning to 
technology to help them budget 
and manage for results. By Jonathan Walters
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Calise Signori wanted an easy-to-adapt 
software program that would allow Bos-
ton to track all sorts of key indicators. She 
wanted a program that would provide 
fl exible ways to do data analysis, such as 
allowing city offi  cials to gin up a variety of 
customized reports; allowing managers to 
include explanatory notes with their data; 
and helping connect dollars, actions and 
results. Most important, the system had to 
do all that and not require a twin Ph.D. in 
IT and statistics to use.

The city found a small software com-
pany that was doing a lot of work with 
the private sector on collecting, integrat-
ing and reporting on budgeting and per-
formance. “I was extremely impressed 
with how it integrated resources and per-
formance metrics,” Calise Signori says. 
“When we upgraded our performance 
system in 2006, it put us light years ahead 
of where we’d been. It wasn’t just a com-
puter tool; it was a full-blown manage-
ment system.” As an added bonus, the new 
system allowed for putting performance 
reports on the city’s website for citizens to 
check out, and allowed managers to create 
strategic plans and tie a plan to results in 
relation to resources. 

Like Boston, the New York State Offi  ce 
of General Services (OGS) also was an 
early adopter of performance-tracking 
software. Becky Meyers, who oversees 
the offi  ce’s performance management 
system, remembers how many companies 
the state found that proposed to help her 
agency—very few.

In 1998, the OGS got serious about 
strategic planning and performance 
measurement. After a fairly exhaustive 
national search, and working with a con-
sultant, the OGS turned up about a half 
dozen potential vendors. “There was 
really only seven or eight, and of those, 
only a few had products we thought could 
really help us,” Meyers says.

Like Boston, OGS staff  had been 
cobbling together various homegrown 
systems for reporting and tracking per-
formance measures. Two things made 
choosing a software provider relatively 

simple. First, they found a small software 
developer with a product that matched 
the OGS-developed systems rather well, 
and second, the price was right—less 
than $100,000 for initial installation and 
user licenses.

C
ost obviously is a huge part 
of the equation when fi nd-
ing a software package to fi t a 
state or city’s needs, which is 

why some places have opted to build their 
own systems using existing business intel-
ligence software. That’s what the Massa-
chusetts Executive Offi  ce of Health and 
Human Services did when it created its 
ambitious performance measurement and 
management system EHSResults.

“To keep costs down and to make 
sure we didn’t have any problems down 
the line with integration of products, we 
used an application that is part of our 
existing business intelligence suite of 
products,” says Melissa Pullin, who coor-
dinates EHSResults for the department. 
“I’m sure we made some functionality 
trade-off s by using that software, but it 
works OK for us.”

Alternatively some offi  cials have 
shopped around for bargains, which is 
what Matthew Birnie, county manager 
for Gunnison County, Colo., did when 
he went with a small start-up software 
provider, even getting a bit of a break by 
acting as a guinea pig for the new prod-
uct. “Cost is a huge issue for a jurisdiction 
our size, and we had some vendors who 
basically wanted to charge us half our 
operating budget for a performance man-
agement system,” Birnie says. “When our 
vendor came out with their software, we 
agreed to be a beta site at a very reason-
able cost.”

While a relatively small outfi t—Gun-
nison County only has 225 employees 
and a $60 million budget—its portfolio 
of responsibilities is nonetheless consid-
erable, ranging from running hospitals 
to airports. Still, the county hasn’t had 
to do much tweaking of the software to 
use it, and it allows everyone from man-

agers to policymakers to easily go from 
strategic plans right down to front-line 
operations. If there was any challenge, 
it was the same challenge every juris-
diction that wants to travel down this 
road faces: getting people to actually use 
data to budget and manage. “The county 
had a well deserved reputation as being 
well managed,” Birnie says, “but you still 
have managers who’ve been around for 
20 years and they had an established way 
of doing things.”

The same was true in Boston. “It was 
fascinating to watch as we rolled our 
system out because we had some man-
agers who love data, and then the ones 
who like to manage by walking around,” 
Calise Signori says. But it was the sys-
tem’s versatility that brought everyone 
around. The system allows managers to 
get multiple reports at all diff erent lev-
els of an organization. They can track 
against goals or monitor progress by past 
performance. Handiest of all, it helps 
them literally do street-level cost analysis 
that can inform policy.

For example, Boston citizens too often 
exercise a time-honored ritual of strip-
ping the license plates off  their clunker 
automobiles, leaving the cars abandoned 
on the street for the city to deal with. 
In response, the city’s Transportation 
Department launched a citizen education 
campaign emphasizing the potential value 
of old cars for parts, scrap and as dona-
tions to charity. The city is now tracking 
towing trends to see if the campaign is 
making any diff erence.

And ultimately it is that kind of util-
ity by which all these systems should be 
judged, says Chuck Half, city performance 
manager for Pittsburgh. “The software is 
important, but where I spend 60 percent 
of my time is not on the system but on 
using the system to improve day-to-day 
performance.” The question at the end of 
the day, Half says, is whether “the soft-
ware is helping us to work and govern 
smarter.” G

E-mail jowaz22@gmail.com 
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if you are not physically there,   you must 
be eating bonbons.”  

There are also potential problems 
with security. Florida’s Department of 
Corrections discontinued its telecom-
muting policies in part because of con-
cerns over data security—primarily a dis-
comfort with inmate health data being 
accessed on home computers. There 
was also a reluctance to off er telecom-
muting to some employees when many 
others simply couldn’t take advantage of 
it because of the nature of their jobs (for 
example, providing direct supervision 
to inmates). 

Even some workers resist. For exam-
ple, many people enjoy the hubbub and 
socialization of a bustling offi  ce. Virginia’s 
Wilson noted one longtime employee 
who transferred out of her department 
“because so many of our people tele-
worked and he wanted to be around 
people. He missed the interaction.”

There’s also pushback from the general 
public (including state workers who aren’t 
telecommuting themselves). Here’s one 
comment from the State Workers Blog at 
The Sacramento Bee: “My experience as a 
state worker is that the folks allowed to 
telework are ripping off  the state in terms 
of time at work. There is very little over-
site [sic] and if there are measurable pro-
duction expectations or standards such 
expectations can be handled easily with-
out working eight hours per day. At best, 
the teleworkers might put in four hours 
of meaningful work.”

That argument is countered by numer-
ous people who say they get far more work 
accomplished during days away from 
the offi  ce—and away from the constant 
interruptions of offi  ce meetings and the 
seductiveness of little chats around the 
coff ee machine.

New Mexico embarked on a path 
toward more telecommuting in 2008 with 

By Katherine Barrett and Richard Greene
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congestion and a desire for the fl exibility 
to achieve an optimal work-life balance. In 
Virginia, which has been a leader among 
states in promoting telework policies, it has 
been an attractive idea to both legislators 
and executive managers, partly due to the 
horrendous traffi  c congestion problems. 
“A lot of the people pushing this are our 
elected offi  cials from northern Virginia who 
want to get people off  the road,” says Sara 
Wilson, director of Virginia’s Department 
of Human Resource Management.

Wilson’s agency has plunged into 
telework with enthusiasm. Ninety-seven 

percent of its jobs have been deemed eli-
gible for telework and more than half of 
employees actually do it. (The defini-
tion has been tightened in recent years 
to include people who work at home at 
least one day a week.) 

  Of course,   telecommuting is hardly 
beloved by all. A report from the U.S. 
Office of Personnel Management in 
August 2009 cited management resis-
tance to teleworking as a major obstacle 
to its growth. “The biggest barrier to tele-
working,  ” says U.S. Rep. Gerald E. Con-
nolly,   “is a cultural mindset that believes 

Home Work
Telecommuting has been touted as the future, so why isn’t it catching on faster? 

H
ere’s a bit of wisdom on 
telecommuting from a 1972 
children’s book called 2010: 
Living in the Future:         “People 

who do offi  ce work do it at home. To keep 
in close touch with other people in their 
offi  ce they use the vision phone. The vision 
desk is connected to their fi rm’s computer, 
        which stores all the offi  ce fi les. With this 
close contact between everybody in the 
offi  ce,         it is easy to work from home.”

Turns out the children who read that 
book nearly 40 years ago were rather well 
informed about the future. For years now, 

when we’ve asked state and local human 
resource departments about their innova-
tive eff orts, the notion of telecommuting 
comes up with astounding frequency. A 
recent report from the Pew Center on the 
States, Human Capital: Trends and Innova-
tions, found that in 2008, nearly a quarter of 
responding states said “all executive branch 
employees” had access to telecommuting. 
This was up from 11 percent in 2005.

Factors that drive this phenomenon 
include the price of gas, tightness of 
offi  ce space, a desire to cut down on auto 
emissions, time spent commuting, traffi  c 
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the announcement of new telework and 
alternative work schedule policies. The 
move was prompted by high fuel costs 
and the administration’s desire that state 
government, as the largest employer in 
the state, “lead by example” in promot-
ing energy savings. In addition, Santa Fe, 
where many state departments are based, 
is an extremely expensive place to live. 
Telecommuting would allow workers to 
settle in less-expensive locations, without 
enduring lengthy commutes.

But the program isn’t all that popu-
lar. The state’s telework policies prohibit 
employees from working at home. Instead, 
they are asked to fi nd state offi  ces nearer 
to their homes that have extra space they 
can use. Why does New Mexico do it this 
way? The idea was to make telecommuting 
as simple as possible for state agencies and 
ensure that it didn’t increase costs by requir-
ing the purchase of additional equipment for 
home offi  ces. “We wanted to minimize our 
risk,” says Dominic Garcia, chief of staff  at 
the State Personnel Offi  ce. “We didn’t want 
to have employees with access to state fi les 
on home PCs, and we didn’t want to incur 
costs by giving employees laptops.”

In addition, there was the perception 
factor. “We didn’t want this to become a 
scenario where employees wake up and 
do their work from home and they’re 
still in slippers and get to work at 10 
a.m.,” Garcia says. “There had to be some 
accountability.”

While the New Mexico approach to 
telework gets around these obstacles, 
the limitations seem to have made it less 
than attractive to state workers. Between 
the launch in January 2009 until the end 
of the year, there were 152 participants 
out of a work force of 22,000 (compared 
with 5,315 employees who participated 
in the state’s alternative work schedule 
program, which allows employees to set 
arrival and departure times that vary from 
the traditional work period). Telework 
New Mexico style may not be the one to 
break through the barriers.  G

E-mail greenebarrett@gmail.com

By Andy Kim and Tina Trenkner 

Converting Pig Poo to Crude Oil 
What can pig poo do? Apparently it can be turned into one of the nation’s big-

gest imports: crude oil. At the University of Illinois at Urbana-Champaign, swine 

manure is being converted into crude oil through a thermochemical conversion 

process. The process heats and pressurizes organic compounds to produce oil 

and gas—a process that naturally takes thousands of years—in a much faster 

and more effi cient manner. According to Yuanhui Zhang, an agricultural and bio-

logical engineer at the university, the nation could see a $1.5 billion reduction in 

crude oil imports, and swine producers could see a 10 percent increase in their 

income with the adoption of this new technology. In addition, the conversion 

process could eventually solve the problem of pollution and odor at modern hog 

farms, where farmers pay big money to get rid of the waste. Already pig manure-

based material from the study has been used to repave a portion of Interstate 

44 near St. Louis.

| IDEA CENTER

Judges Push Teens from Truancy  
Truancy, or unexcused absences from school, can be an early indicator of trou-

bled behavior. In Maryland, truants at select schools may be able to get help 

and encouragement from an unlikely fi gure: a judge. The University of Baltimore 

School of Law’s Truancy Court Program uses volunteer judges as one part of 

a team of administrators and program offi cials that meet with kids to fi gure out 

why they miss fi ve to 20 days of school per semester. The judges don’t practice 

law in their role; instead they use their status and authority to help kids stay in 

school. The team meets with kids (and parents if they choose to be involved) at 

school once a week for 10 weeks. During those meetings, the team discovers 

reasons why kids aren’t at school, be it issues at home, trouble getting to school 

or bullying by peers. The team then arranges for tutoring, counseling, mentoring 

and other community services to reduce absenteeism. Schools in the 5-year-old 

program boast a 75 percent decrease in absences among program participants. 

The program also is expanding to four more school systems, including nearby 

Montgomery County, where most of the 

students in the month-old program have 

zero unexcused absences so far.

 

Find more ideas for
creative programs at
governing.com/ideas
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By Steve Towns

A Better Way to Buy
Texas focuses on cross-agency operations and innovation opportunities—and saves money. 

Problem Solver | TECH TALK

inertia. The seven-member panel 
includes the governor, lieutenant 
governor, state comptroller, speaker of 
the house and commissioners from key 
state agencies. It’s also exempt from 
state procurement laws that tend to 
discourage public offi  cials from trying 
something new.

In essence, the council looks for 
products or services used by multiple 
state and local government agencies, 
and then tries to fi nd better ways to 
buy them. The GIS master contract is a 
perfect example. Agencies all over Texas 
buy geospatial images and data to map 

everything from fl ood plains to voting 
districts. The council developed some 
basic parameters so that data acquired 
by one agency is likelier to be reusable 
by others. Then it negotiated with 
companies to create a master contract 
that off ers imagery, geospatial data and 
related services at competitive rates. Once 
the details were nailed down, the council 
designated the Texas Water Development 
Board to manage the contract.

Lanier said funneling GIS purchasing 
activity through the master contract 
encourages agencies to coordinate 
purchases. A contract administrator 
reviews all of the incoming requests 
and can match up those that have 
similar requirements before getting bids 
from qualifi ed vendors. “The contract 

L
ast year, the Texas Forest Service 
needed aerial imagery to assess 
tree loss caused by Hurricane 
Ike. At the same time, the Texas 

General Land Offi  ce was shopping for 
aerial images to spot dangerous obstacles 
and debris on public beaches in Galves-
ton. Normally each agency would have 
purchased its own images—even though 
those images covered essentially the same 
area. And they would have paid top dollar 
because they needed the data quickly.

This time things were diff erent. The 
agencies coordinated their activities 
through a new master contract that 
includes a pool of more than 20 pre-
qualifi ed geographic information 
systems (GIS) companies. With just a 
little tweaking of their requirements, 
the agencies were able to share a single 
set of images, saving about half the cost 
of purchasing separately. What’s more, 
the use of preapproved vendors shaved 
valuable time from the buying process 
without impacting the price. 

The GIS master contract—and 
a handful of similar purchasing 
programs—is the work of the Texas 
Council on Competitive Government, 
a group of top-level state leaders that’s 
using the procurement process to 
force healthy changes in how the state 
government works. “We re-engineer 
government services through contracts,” 
says Dustin Lanier, staff  director of 
the council. “We tend to focus our 
energies on cross-agency operations and 
innovation opportunities that no single 
agency would really be able to hit.”

State government is littered with 
similarly named performance and 
effi  ciency committees. But the 17-year-
old Texas council seems to have both 
staying power and enough clout to 
implement changes that often get hung 
up by turf battles and institutional 

GOVERNING |  June 201052

We re-engineer government services 

through contracts; we tend to focus our energies

on cross-agency operations and innovation 

opportunities that no single agency would really 

be able to hit.

 “

administrator isn’t just hitting the send 
button,” Lanier says. “He knows what else 
is coming in, so he can talk to agencies 
about combining their requests, helping 
them get the same information at half the 
cost, or twice as much for the same cost.”

Unlike individual state agencies, the 
council also can have much broader 
dialog with potential vendors about 
what works and doesn’t work in a 
particular implementation. “We stick 
to the standard procurement process as 
much as possible,” Lanier says. “I think 
the biggest diff erence is we do much 
more research up front on how to scope 

the project. We call vendors in and ask 
them where they’ve seen success or 
failure.”

So far, that approach has saved 
agencies $1.27 million on geospatial 
data purchases. In addition, the council’s 
master contracts for digital imaging and 
statewide fuel cards saved $4.2 million 
and $4.6 million, respectively, in fi scal 
2009. Those results off er a powerful 
argument for innovative thinking on 
how governments purchase common 
products and services—especially in 
the technology arena, which has seen 
its share of procurement fi ascos. Who 
doesn’t need to save a few million bucks 
these days?  G

E-mail stowns@govtech.com
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For municipalities facing financial, operational,  
or resource-related challenges, American Water delivers. 

Visit www.amwater.com/relief or call Bill Patterson at (856) 346-8200 to learn more 
about how American Water can help cities like yours. 

LOCAL TO THE CORE • INNOVATIVE SOLUTIONS • ENVIRONMENTAL STEWARDSHIP • RELIABLE CUSTOMER SERVICE • NATIONAL LEADERSHIP
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WE ARE THE  
SOLUTIONS PROVIDER.

WE ARE  
AMERICAN WATER.

American Water Works Company, Inc., together with its subsidiaries, is referred to as American Water.

www.amwater.com • NYSE: AWK
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By Girard Miller

 L
ast year, the California Public 
Employees’ Retirement System 
(CalPERS), the nation’s largest 
pension fund, suff ered an embar-

rassing governance crisis: Marketeers and 
“placement agents” reportedly paid their 
way into positions of undue infl uence. 
Its board has censured one member, and 
legislation was introduced to regulate 
placement agents. 

California wasn’t the only state to deal 
with such unseemly conduct on the part of 
its governing body. In New York, the 
attorney general received complaints 
of similar abuses and recently entered 
into settlement agreements with several 
implicated fi rms.

The apparent confl icts of interest—
and media coverage of them—are shining 
a spotlight on the little-known world of 
pension governance. The attention may 
be unwelcome, but it has led to a call for 
sweeping reforms in the way public pen-
sion plans are run. 

The national professional associations 
have now looked at this issue, and a new 
gold standard for governance practices 
has emerged. The Government Finance 
Offi  cers Association (GFOA), whose 
membership includes public pension plan 
offi  cers and thousands of chief fi nancial 
offi  cers for public employers and plan 
sponsors, has issued recommended gov-
ernance practices that provide clear guid-
ance to pension trustees and administra-
tors on how to govern their plans: www.
gfoa.org/downloads/GFOA_governance-
retirementbenefi ts systemsBP.pdf.

It is by far the most comprehensive 
and thoughtful document now avail-
able to pension managers and fi ducia-
ries, and it should be reviewed by every 
board in the country at least annually. 
Every new trustee orientation session 
should include explicit discussion of these 
recommendations.

The GFOA document starts with three 
key concepts: duty of loyalty, duty of care 
and duty of prudence.

The duty of loyalty concept states that 
trustees must represent the interests of all 
benefi ciaries and the overall plan. They 
should not represent the special interests 
of whatever groups might have elected or 
selected them. Trustees are not instructed 
delegates, like legislators. They are fi du-
ciaries. Accepting campaign contribu-
tions, gifts or gratuities from potential 

service providers should be a clear viola-
tion of the duty of loyalty.

The modernized duty of care concept 
now says that assuring fi nancial sustain-
ability must become a trustees’ responsibil-
ity. It’s not suffi  cient for trustees to simply 
blame structural funding problems on the 
plan sponsor. If trustees sleep at the switch 
and allow an unsustainable benefi t plan to 
jeopardize retiree benefi ts, they are violat-
ing their duty of care and should be held 
legally responsible as fi duciaries. If the 
law or their charter precludes them from 
changing the system, they must formally 
admonish those in power to do so. 

The duty of prudence concept main-
tains that many pension plans require 
investments to be made with the judg-
ment and care that an informed person 
would make with their own money for 
investment and not for speculation—the 
prudent person rule. But prudence goes 
beyond portfolio construction and should 
also include fi scal considerations.

Board composition is then addressed 
to include the important concept of 

including enough independent direc-
tors free of infl uence from employee and 
retiree groups, as well as public employ-
ers, to assure balanced decision-making. 
Pension plans now dominated by labor 
interests should take heed, and plan 
sponsors and legislatures should take 
corrective actions to insert suffi  cient 
independent trustees on their boards to 
assure the public’s interests. Personally I 
would prefer to follow the mutual-fund 
industry requirement of a majority of 

independent trustees; the bare minimum 
would be a controlling bloc of indepen-
dents that keeps the self-interested par-
ties in check.

The GFOA’s language on codes of con-
duct is also the strongest of all the policy 
documents now off ered by professional 
organizations and pension associations. 
The activities of third-party marketers 
and the control of campaign contribu-
tions and fi nders’ fees are addressed 
directly. Trustees and pension-plan man-
agers looking for more concrete language 
should also study the proposed code of 
conduct published by the New York attor-
ney general. 

Other national associations in the pub-
lic pension fi eld would serve their mem-
bers well by adopting equally informative 
and detailed guidance on governance 
practices. State legislatures and oversight 
bodies would likewise do well to adopt 
and codify these key principles.  G

E-mail millerg@pfm.com

    Wanted: A Gold Standard for Pensions
Public offi cials who run pension plans should update their rule books.

Problem Solver | PUBLIC MONEY

The GFOA document starts with three key 

concepts: duty of loyalty, duty of care and duty 

of prudence.
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Direct Connect: Nextel and PowerSource devices operate on the Nextel National Network. Other Terms: “Fastest” claim based on initial call setup time. Coverage not available everywhere. The Nextel National Network reaches over 274 million
people. ©2009 Sprint. Sprint and the logo are trademarks of Sprint. Other marks are the property of their respective owners.

Kids think the place is haunted. 
You suspect it’s not up to code. Getting 

building inspectors to places all around town takes serious 

choreography. Good thing there’s Nextel Direct Connect.®

It uses GPS to help you track and manage your team. Letting you 

instantly locate and connect, whether they’re inspecting new 

construction or a creepy old manor. Nextel Direct Connect.® 

Only on the Now Network.™ 1-800-NEXTEL-9  sprint.com/nextel 

BlackBerry® Curve™ 
8350i smartphone
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Franklin Brown
Position: Planning Director, 

Ohio School Facilities Commission

 Age: 68 

  Green Bona Fides: A vegetarian, Sierra Club 

member and locavore, Brown drives a Prius 

and is currently building his grandchildren 

a solar-powered tree house.

Surprise affi liation: Brown’s also a member of the 

National Rifl e Association. “I like to know 

other people’s positions,” he says.
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T
hirteen years ago, Ohio legislators created the Ohio School 

Facilities Commission to help poor school districts build 

high-quality schools. The task of drafting guidelines for 

the effort fell to Franklin Brown, the commission’s planning 

director and a trained architect.

Brown wanted Ohio’s schools to be green, and he was comfort-

able that the standards he helped develop were. But when Brown 

started evaluating individual schools using tools like Energy Star, he 

was surprised by the results.

“To become an Energy Star building, you have to have a rating 

of 75,” Brown says. But most of the schools built under Ohio’s code 

were falling well short of that score. So Brown turned to a different 

and more rigorous set of standards for new Ohio schools—the U.S. 

Green Building Council’s Leadership in Energy and Environmental 

Design (LEED) certifi cation.

Initially LEED was a tough sell. School districts weren’t enthusi-

astic about paying to register and certify new buildings. But Brown 

found a valuable ally—Gov. Ted Strickland’s energy adviser, who 

happened to be married to the head of the School Facilities 

Commission.

Since the commission started in 1997, Ohio has built or reno-

vated some 700 gold- or silver-certifi ed LEED schools.

“The thing that sells it in government is the reduction in energy 

consumption,” Brown says. But he believes that benefi ts like better 

light and high-quality indoor air are actually more important. 

“The effect on teachers and students is just outstanding,” he 

says. “It makes the rough parts [of the job] worth it.”   —John Bunti n
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1Essential Support includes 24x7 technical phone support and upgrade insurance; call your CDW•G account manager for details.
Offers subject to CDW•G’s standard terms and conditions of sale, available at CDWG.com.©2010 CDWGovernment LLC

Start to prepare your agency for the worst by giving CDW•G a call.
CDWG.com/stateandlocal | 800.767.4239

Let’s prepare for theworstwith thebest.
You can make sure operations continue smoothly if disaster strikes.

All you need is the help of CDW•G.We have the experts who can
assess your systems and devise a data storage continuity plan that

helps protect your sensitive data. And we provide you with ongoing
support so you’ll always be there for the people who depend on you.

No matter what happens.

Let’s get going.

HPSTORAGEWORKS® P2000 G3
MSA FC/iSCSI DUAL COMBO
CONTROLLER LFFARRAY
Call CDW•G for pricing
CDWG 2006327

APC SMART-UPS
3000VA LCD 120V

$99250

CDWG 1988083

SYMANTEC™

BACKUP EXEC™ 2010
Single-user license with
one-year Essential Support1

$73216

CDWG 1979649
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“Bank of America Merrill Lynch” is the marketing name for the global banking and global markets businesses of Bank of America Corporation. Lending, derivatives, and other commercial banking activities are performed globally by banking 
affiliates of Bank of America Corporation, including Bank of America, N.A., member FDIC. Securities, strategic advisory, and other investment banking activities are performed globally by investment banking affiliates of Bank of America 
Corporation (“Investment Banking Affiliates”), including, in the United States, Banc of America Securities LLC and Merrill Lynch, Pierce, Fenner & Smith Incorporated, which are both registered broker-dealers and members of FINRA and SIPC, 
and, in other jurisdictions, locally registered entities. Investment products offered by Investment Banking Affiliates: Are Not FDIC Insured * May Lose Value * Are Not Bank Guaranteed. ©2010 Bank of America Corporation.

Reshape your
approach to paper.
There are many advantages to folding your traditional payments model into an

electronic solution. Whether cutting costs or accelerating cash flows, you can

multiply those advantages with ePayables and card solutions. As the No. 1 U. S.

treasury management provider, we can help your organization integrate a 

comprehensive electronic solution with minimal disruption and optimum benefit.

Contact your client manager for more information or visit us

online at bankofamerica.com/government.
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