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THE WHITE HOUSE
WASHINGTON

June 25, 1976

MEMORANDUM FOR:

JAMES M. CANNON

FROM:

STEPHEN G. McCONAHEY

SUBJECT:

Joint Financial Management Proposal

We have reviewed the materials you forwarded from
Bill Seidman on a Presidential Joint Financial Management
Commission. We also met with the authors of the proposal,
along with the OMB officials responsible for financial
management.
The proposal recommends legislation that would establish
a joint Presidential-Congressional commission to carry
out, on a greatly expanded scale, the work of the existing Joint Financial Management Improvement Program
(JFMIP), run out of Treasury. The JFMIP has experienced
successful results in two projects (at Treasury and at
USDA), and two enthusiastic devotees of these efforts
have drafted a plan that would, in effect, establish a
separate Federal agency to bring this program to all
Federal, state and local government organizations. The
OMB financial management people feel that JFMIP does
have potential for growth, but suggest that this proposal goes
much too far too fast, based on the limited experiences and
successes of the program to date. They have agreed, however,
to maintain liaison with the sponsors of the plan.
The proposal is outside the legitimate interests of any of
the regulatory reform efforts.
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May 21, 1976

TO

JIM CANNON
Domestic Council

FROM Bill Seidman

This suggestion might be
of interest to your regulatory
reform group.
LWS

per handwritten note
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A PRESIDE11TIAL BIPARTISAN INITIATIVEA

JOINT FINANCIAL-MANAGEMENT COMMISSION AND PROGRAM
TO MEET
THE THREAT
TO OUR SYSTEM OF GOVERNMENT
POSED BY
RAPIDLY ACCELERATING FEDERAL; STATE AND LOCAL EXPENSES

'I
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OUTLINE OF PRESENTATION
-- THE OBJECTIVE
-- THE THREAT
-- THE SOLUTION
-

ACTUAL RESULTS OF JFMIP EFFORTS

-- ANTICIPATED IMPROVEMENTS IN PERFORMANCE EFFECTIVENESS
-- GOALS
ATTACHMENTS
--PROPOSED LEGISLATION FOR ESTABLISHING THE JFMC
--MARCH 11, 1976, WHITE HOUSE LETTER TO AGA SYMPOSIUM
--JFMIP ANNUAL REPORT

JOINT FINANCIAL MANAGEMENT COMMISSION AND PROGRAM
THE OBJECTIVE

This Presidential bipartisan initiative is dedicated to meeting a ma1or objective of the
Administration stated by the President in his March 11, 1976, message to the Twenty-Fifth Annual
National Symposium of the Association of Government Accountants:
"In government, as in private industry, financial management is an essential
part of decision making. Today, Federal, state and local units of government
face many issues and problems in a variety of areas such as education,
health, welfare and transportation. In many instances the failure to
properly address these problems is caused, not by a lack of funds, but by a
lack of management know-how.

---7

Too often governmental accounting systems are designed merely to ensure that
funds are used for purposes specified by law. This is necessary, but clearly
not enough. Accounting systems must be structured to assist managers to
ascertain that results were achieved and that the resources employed were
effectively and efficiently used.
I hope that this Symposium and other educational seminars your Association
conducts will serve to create a greater awareness by governmental managers
of the importance of financial management in the decision making process.
I look forward to our continuing cooperation toward more effective
government-wide financial management practices."
(Underlining added.)
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THE THREAT
From a July 17, 1972, U.S. News and World Report interview of the Director of OMB, Casper
Weinberger, the following questions and answers are quoted to succinctly articulate the
threat to our system of government posed by rapidly accelerating federal, state and local
expenses.
Question:
Answer:

"How much are we paying, all told, to meet the expenses of government
in the u.s.?"
"We are spending a-little more than one third of our total gross national product the value of all goods and services produced per year - and the proportion keeps
. moving higher."

Question:

"How much of that represents the cost of Federal programs?"

Answer:

"The Federal Government's budget now amounts to about 21 percent of the
gross national product. The other 12 percent is the cost of State and
local governments."

*Impact---"Now people are saying "we can't seem to cut spending, so we'll have to increase taxes,"
and if that keeps up, we will be moving to a point where we may be spending 40 to 50 percent of our
total output on taxes.

Under those circumstances, the experts who have studied the subject say

it will be impossible to maintain a free enterprise capitalist, incentive-oriented economy, and
I agree with them.
So the stakes in the financial management process are far greater than worrying about whether we'll have
higher taxes.

The stakes ultimately are whether we can keep the kind of system we have--one under

which we've made greater progress than any other country in the world."
-2-

A SOLUTION
To capitalize on the highly successful Federal Government's (Executive-Legislative)
Joint Financial Management Improvement Program (JFMIP) which has provided the technical
assistance to Federal agencies enabling them to achieve cost effective management of major
Federal programs, a new Joint Financial Management Commission (JFMC) will be established by the
I

attached Act.
'
I

The Commission will provide the resources to significantly expand the JFMIP at the Federal
level and subsequently at the State and local level, to ultimately establish cost effective
-----~

management (the most quality service for the tax dollar) at all levels of government.
Further, the Commission will provide the basis for facilitating and institutionalizing
cost effective changes at all levels of government.
It is estimated that the resouces required for the Federal level effort are 25 professional
and 14 support personnel.
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ACTUAL RESULTS OF THE JFMIP EFFORT
The following accomplishments were achieved in a recent JFMIP joint project with the
Farmers Home Administration (FmHA) and the Department of Agriculture. ·
;"--A new Loan Disbursement System (LDS) was installed in FmHA which resulted
I

in an estimat_ed savings of $40 million per year in. interests costs to the
FrnHA borrowers (rural citizens) and the Federal Government.
*--The new LDS will cause a one-time reduction in outlays of about $750 million.
--A new FmHA Unified Management' Information System (UMIS) is estimated to achieve
the following cost benefits.
- The project team recommends installation of the Full Field Service
conceptual design providing immediate handling of transactions of all
county offices.

This concept was selected from a range of six

approaches providing varying degrees of service at varying costs.
Key factors addressed in this section include:
- Total annual operating budget

$ 10,263,000

- Incremental annual operating budget

7,180,000

- Phase II development costs

2,181,000

- Communication development costs

510,000

- UMIS generated annual interest savings

$20-50 million

- Annual value of increased county office
productivity generated by UMIS

$10-20 million

*These cost savings are documented in a GAO report.
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- Nonquantifiable benefits such as:

--More credit counseling available with resulting
improved financial status of borrowers
--More applicants and borrowers servec1:because of
faster turnover of funds
--Improved economic conditions in rural communities
--More business for rural banks as more FmHA borrowers
attain sounder financial conditions
- The new FmHA systems are designed to be readily adaptable
to government agencies at.all levels
--Utilizing the FmHA system designs and the Department of Interior's Department of
Interior Personnel/Payroll System (DIPS), a joint project team of JFMIP/Bureau of
Alcohol, Tobacco and Firearms (ATF) and the Department of Treasury are designing a
new financial management/planning system (FM/PS) for ATF.
the following benefits:
.

This system will provide

'.

iI

- Demonstration of a total FM/PS
I

I"

- FM/PS is designed to be readily adopted to other bu~e~us
!

A breakthrough in
Lm.r Enforcement
:!2 n29;ement

----~

- This system is designed to provide officials a method to cost
effectively manage law enforcement operations at,all levels of
I
government from local to Federal
- The ability to cost effectively manage operations will also be
true of regulatory agencies at all levels of government
- Alleviate the computer under utilization problems at
cited in the recent GAO study
- Fully automated accounting system
-5-
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.ANTICIPATED IMPROVEMENTS IN PERFORMANCE EFFECTIVENESS
It may be anticipated that the Commission and Program will result in performance effectiveness
in terms of the following characteristics:

qI
, n-- ·•·

--strengthening the capacity of local, state and Federal government institutions to
contribute to and manage balanced growth and development at all levels
--facilitating increased coordination of local, state and Federal programs to achieve
locally desirable patterns of resource use, environmental protection and
community development
--priority ordering programs or projects
--linking of day-to-day operational management to

1JJ~-rl~~e planning

--prediction of potential problems before they occur - through impact analysis reports

I

--reduction in the probability of omitting important activities and decisions
--visibility as to the results of

accomp~ishments

and effects on changes in planning

--establishment of performance targets (goals) for each program or project by task and
responsible government organization and

~ontractor

--provision of a system for measuring performance effectiveness
--achievement through the local, state and Federal Unified Management Operations Centers
of enhanced visibility, management communication and coordination, analysis,' evaluation
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and action within the city at all levels and between it and responsible state,
regional and other Federal, state and local organizations including the Domestic
Council, Congress, GAO and the President
--cost/benefit to the recipients and community for each program or project
--assignment of professional managers to each department office and community program
or project, as required
--plans, methods and techniques for establishing and maintaining a total
Financial Management Program
--a cost/benefit technique for government

organizatio~s

to utilize o9 their research

and demonstration programs
--a common mechanism for city, state, regional councils and other Federal agencies to
evaluate government programs and projects on a cost/benefit basis from proposal
I

state to completion
--a vehicle to provide the

loca~

state and Federal entities with a-mechanism to achieve

inter-agency coordination and more efficient utilization of Federal resources by
combining them into IGA and Federal revenue sharing and provide the city, state and
Federal

~gencies

with enhanced program visibility

-7-

GOALS
Through the anticipated improvements in performance effectiveness these goals
can be achieved:
---~

--decreasing the proportion of GNP devoted to the support of Federal, state and
local government
--comprehensively treating the problems of poverty and employment including the
erosion of tax base and the need for better community services at the lowest
possible cost and job opportunities
--reversing and redressing the disparities (economic, social and physical) existing
I

within the local area, region and state
--encouraging patterns of economic development and stabilization offering a range of
alternative choices and locations and encouraging the maintenance and balanced
use of physical and human resources througg fostering the economic strength and
viability of our human resources and social, economic, cultural and governmental
entities
-----~

--a cooperative environment for designing, developing and implementing a Unified
Training Program and establishing and operating National Training Centers for
training professional government financial managers

-8-

DRAFT
5/11/76
(Revised)

AN ACT
To establish a Joint Financial Management Commission
Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,
Joint Financial Management Commission
Section 1.

There is hereby established a permanent bipartisan

commission to be known as the Joint Financial Management .Commission,
hereinafter referred to as the "Commission."
DEClARATION OF PURPOSE

A1~

GOALS

Section 2. - PURPOSE - Because the complexity of modern life intensifies
the need in a federal form of government for the fullest cooperation and
coordination of activities between the levels of government, and because
socio-economic-technical growth and development portend an increasingly
complex society in future years. it is essential that an appropriate
agency be established to give continuing attention to financial and
program management problems.
GOALS - decreasing the proportion of GNP devoted to the support
of Federal, state and local government
comprehensively treating the problems of poverty and employment" __
including the erosion of tax base and the need for better
community services at the lowest possible cost and
job opportunities
reversing and redressing the disparities (economic, social
and physical) existing within the local area, region and state

- encouraging patterns of economic development and
stabilization offering a range of alternative choices
and locations and encouraging the maintenance and
balanced use of physical and human resources through
fostering the economic strength and viability of our
human resources and social, economic, cultural and
governmental entities
- a cooperative environment for designing, developing and
implementing a Unified Training Program and establishing
and operating National Training Centers for training
professional government financial managers
It is intended that the Commission, in the performance of its
duties for achievement of its stated purpose and goals will-(1)

made available technical assistance to the executive
and legislative branches of the various levels of
government for the review and design, development,
implementation and operation of financial management
systems so as to improve the quality of government
programs and their delivery mechanisms as well as reduce administrative overhead through the establishment of cost effective financial and program management
at the agency level,

~

{2)

bring together representatives of the Federal, State
and local governments for the solutions of common
problems on financial and program management;

(3)

give critical attention to the conditions and controls
involved in the administration of Federal programs to
- 2 -

assure a minimum of administrative procedures through
cost effective development of government services at
all levels of government;
(4)

encourage discussion and study at an early state of
emerging public problems that are likely to require
intergovernmental· cooperation to achieve cost-effective
financial and program management;

(5)

recommend, within the framework of the Constitution,
the most desirable allocation of governmental functions, responsibilities, and revenues among the
several levels of government; and

(6)

recommend methods of coordinating and simplifying
laws and administrative practices to achieve the
most cost effective financial and program management at all levels of government and to reduce the
burpen to all taxpayers-.

-~

MEMBERSHIP OF THE COMMISSION
I

Section 3. · (a) The Commission:shall-be-composed of eleven members,
as follows:
(1)

Three appointed by the President of the United States,
one shall be a governor, one shall be an executive
from lo·cal government, and one private citizen,

(2)

Two appointed by the President of the Senate, one
shall be a member of the Senate and one shall be a
member of a state legislature,

(3)

Two appointed by the Speaker of the House of Representatives, one shall be amember of the House and
- 3 -

one who shall be a member of a local legislative body.
=c(4) --'l'he-oComptroller General oL-the United States, the

Director of the Office of Management and Budget, the
Chairman of the Civil Service Commission,and the
Secretary of the Treasury shall also serve as members
of the Commission.
(b)

The appointed members shall be appointed without regard to

political affiliation.
(c)

The term of office of each member of the Commission shall be

two years, but members shall be eligible for reappointment.
-------ORGANIZATION OF THE COMMISSION
Section 4.

(a)

The President shall convene the Commission within

ninety days following enactment of this Act at such time and place
as he may designate for the Commission's initial meeting.
(b)

The President shall designate a Chairman and a Vice Chair-

man from among members of the Commission.
(c)

Any vacancy in the membership of the Commission shall be

filled in the same manner in which the original appointment was
made.
(d)

Where any member ceases to serve in the official position

from which originally appointed under Section 3(a), his place on
the Commission shall be deemed to be vacant.
(e)

Six members of the Commission shall constitute a quorum, but

two or more members shall constitute a quorum for the propose of
conducting hearings.
DUTIES OF THE COMMISSION
Section 5.

It shall be the duty of the Commission--

(!) to engage in such activities and to make such studies

- 4 -

and investigations as are necessary or desirable in
the accomplishment of the purposes set forth in Section 2 of this Act:
(2) to consider on its own initiative ways and means for
fostering cost effective financial and program management
at all levels of government;
(3) to carry out the duties and·responsibilities of the Joint
Financial Management Improvement Program as·defined in the
Budget and Accounting Act of 1950 (31 USC 65) and amendments
thereof;
(4) to submit an annual report to the President and the Congress
on or before January 31 of each year.

The Commission may also

submit such additional reports to the President, to the
Congress or any committee of·the Congress, and to any unit
of government or organization as the Commission may deem
appropriate.
POWERS AND ADMINISTRATIVE PROVISIONS
Section 6.

(a) The Commission or, on the authorization of the Commission,

any subcommittee or members thereof may, for the purpose of carrying
out the provisions of this Act, hold such hearings, take such testimony,
and sit and act at such times and places as the Commission deems
advisable.

Any member authorized by the Commission may administer oaths

or affirmations to witnesses appearing before the Commission or any
subcommittee or members thereof.
(b) Each department, agency, and instrumentality of the executive branch
of government, including independent agencies, is authorized and directed
to furnish to the Commission, upon request made by the Chairman or
Vice Chairman, such information as the Commission deems necessary to
carry out its functions under this Act.
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·(c) The Commission shall have power to appoint, fix the compensation of,
and remove an Executive Director without regard to the civil service
laws and the Classification Act of 1949.

Such appointment shall be

made solely on the basis of fitness to perform the duties of the position
and without regard to political affiliation.
(d) Subject to such rules and regulations as may be .adopted by the
Commission, the Executive Director without regard to the civil service
laws and the Classification Act of 1949, and without reference to
political affiliation, shall have the power-(1) to appoint, fix the compensation of, and remove personnel
as he deems necessary,
(2) to procure temporary and intermittent services to the
same extent as is authorized by Section 15 of the
Administrative Expenses Act of 1946 (5

.

u.s.c.

55a)

(e) Except as otherwise provided in this Act, persons in the employ of
the Commission under subsections (c) and (d) (1) of this section shall
be considered to be Federal employees for all purposes, including-(1) the Civil Service Retirement Act, as amended (5 U.S.C.
2251-2267)'
(2) the Federal Employees' Group Life Insurance Act of 1954,
as amended (5 U.S.C. 2091-2103),
(3) annual and sick leave, and
(4) the Travel Expense Act of 1949, as amended (5 U.S.C.
835-842).
(f) No individual employed in the service of the Commission shall be paid
compensation for such employment at a rate in excess of the rate prescribed
for level IV in Federal Executive Salary Schedule of the Federal Executive
Salary Act of 1964.
-6-
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COMPENSATION OF COMMISSION MEMBERS
Section 7.

(a) Members of the Commission who are members of legislative

and executive branches of government shall serve without compensation
in addition to that received in their regular public employment, but
shall be allowed necessary travel expenses (or, in the alternative,
a per diem in lieu of subsistence and mileage not to exceed the rates
prescribed in the Travel Expense Act of 1949, as amended), without
regard to the Travel Expense Act of 1949, as amended (5 U.S.C. 835-842),
the Standardized Government Travel Regulations, or Section 10 of the
Act of March 3, 1933, (5 U.S.C. 73b), and other necessary expenses
incurred by them in the performance of duties vested in the Commission.
-(b) Members of the Commission, other than those to whom subsection
(a) is applicable, shall receive compensation at the rate authorized
by Section 15 of the Administrative Expenses Act of 1946 (5

u.s.c.

55a)

for each day they are engaged in the performance of their duties as
members of the Commission and shall be entitled to reimbursement for
travel, subsistence, and other necessary expenses incurred by them in
the performance of their duties

a~

members of the Commission, as

provided for in subsection (a) of this section.
AUTHORIZATION OF APPROPRIATIONS
Section 8.

There are authorized to be appropriated such sums as may

be necessary to carry out the provisions of this Act.
"Receipt of Funds"
"Section 9. The Commission is authorized to receive funds
through grants, contracts, and contributions from Federal,
State and local governments and organizations thereof, and
from nonprofit organizations. Such funds may be received and
expended by the Commission only for purposes of this Act. In
making appropriations to the Commission the Congress shall
consider the amount of any funds received by the Commission
in addition to those funds appropriated to it by the Congress."
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THE WHITE lfOCSE
WASHI~OTON

~rch

11, 1976

On the occasion. of the Twenty-Fifth Annual National
Sympodum of the Aasoci.atiOD of Government Ac·
countanta, 1 a.m happy to conunend your member a aD
your excellent work in helpin& 'o develop aovernment
accounting audit ri:andards. 1 eapecf..ally note with
satief'actian your efiorta to exchange: UMcful !in.a.ncial
in!onnation a.nd experience with Federal, atate and
local a:ovenunenb.
ln government, aa in private induatry, !inaneJ.a.l m&Dagemenf h an easentW part o! decision makin1.. Today, Federal. able and local u.n.lh o{ 1overnment face
many hauea and problenu in a variety of areal auc.h
a a education, health, welfare and tra.naportatlOil. JD
many insu.ncea the failure to properly addreaa tbeae •
problema h cauaed, not by a lack of
but by-&--- ___ _
lack of management know-bow.

fund••

Too often aovern.mental accountina; aystexn.a are deaigned merely to ensure that lunda are uaN for pur•
pose• specified by law.
i~ necessary. but clearly
not cnoueb. Acc:ountina: systeme muet be •truc:tured to
a• aiel uu.naaer• to aacert&in that rc•ulh were achieved
and that the resource• employed were eflcctivcly and
efficicnUy u.aed. _ _ _ "---

nu.

I hope that th!8 Sympo•ium and other educational • emJnara your Aaeociatiou cODduct• wW eerve to create a
a:rcater awarene•• by 1overmnental nu.na.a:erl of the
irn.porta.nce of financial m.a.nagement iD the decllioa.
making proce••· J look forward to our continuiDa
cooperation toward more eflcctive aove.rnrnent-wide
financial manaae.ment practicea.

APRIL 1976

JOINT FINANCIAL
MANAGEMENT
IMPROVEMENT
PROGRAM
ANNUAL REPORT
FOR 1975

FORE.WARD
In 1948 the Secretary of the Treasury, the Director of the
Bureau of the Budget, and the Comptroller General initiated the
Joint Financial Management Improvement Program (JFMIP) as a cooperative
venture to improve accounting in the Federal Government. The Budget
and Accounting Procedure Act of 1950 gave the Program official status,
recognizing all three agencies' statutory responsibilities in this area.
The Chairman of the Civil Service Commission was added to the Program
by agreement in 1966.
During the past year significant progress has been made in two
cooperative projects for assisting agencies in developing improved
financial management and work measurement systems which lead to substantial dollar savings as well as increased effectiveness. Many of
the concepts developed in these projects have wide applicability to
other agencies. These and other projects carried on by JFMIP in 1975
are contributing to improved financial management throughout the Federal
Government. This report also identifies examples of financial management
improvements made by individual Federal agencies during the year.

~e.~
Executive Director
Joint Financial Management
Improvement Program

April 1976
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JOINT FINANCIAL MANAGEMENT IMPROVEMENT PROGRAM
ANNUAL REPORT - 1975
ORGANIZATION AND OPERATION
The overall objective of JFMIP is to improve financial management
practices throughout the Government so that they will most effectively
serve program and general management purposes and achieve maximum
efficiency and effectiveness in all operations. JFMIP carries out a
variety of activities aimed at achieving this objective. It sponsors
conferences, workshops and seminars. It publishes a periodic JFMIP
Bulletin and various other documents to disseminate information on
progressive financial management practices and promotes their widespread
application. It reviews the management improvement efforts of the
operating agencies and coordinates financial activities. of the central
agencies. JFMIP sponsors or conducts research or other studies on
financial management matters of general interest and assists operating
agencies in dealing with specific financial management problems,
particularly those that have relevance to other programs and agencies.
It also has important responsibilities in the Federal Government's
effort to measure and improve productivity.
Some problems are dealt with through a joint study team, some by
referral to a source of expertise, some by assignment to one of the
central agencies, and some by informal consultation. JFMIP serves as
a catalyst to stimulate action by whatever approach most suits the
circumstances. Achievement of financial management improvements depends
heavily on the interest and active participation of personnel from the
central agencies and operating agencies. JFMIP plays a key role in
mobilizing resources and coordinating cooperative efforts.
In 1973, the responsibility for developing Government-wide financial management policy was transferred from the Office of Management
and Budget (OMB) to the General Services Administration (GSA). The
action resulted in GSA becoming a fully functioning partner in JFMIP.
Effective at the end of 1975~ the financial management policy function
was transferred back to OMB and the JFMIP now continues under the
leadership of the Comptroller General, the Director of the Office of
Management and Budget, the Secretary of the Treasury and the Chairman of
the Civil Service Commission.
FEDERAL AGENCY FINANCIAL STATEMENTS
In May 1975, the JFMIP sponsored a workshop on Federal Agency Financial Statements. The purpose of the workshop was to focus attention on
the objectives and uses of financial statements for Government agencies.
As expected, there was no overall consensus on the need for or usefulness
of annual financial statements of the type usually prepared by a
business. It was agreed that the objectives of financial statements,
-1-
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as published by the American Institute of Certified Public Accountants,
were not really applicable to Government, and it was suggested that
Government needs to restate the objectives that apply to Government so
they will more closely conform to the Government environment. A draft
of objectives for Federal agency financial statements is being prepared.
Consideration will be given to developing a JFMIP publication.
Subsequent to this workshop, Arthur Andersen & Co. published a
booklet entitled "Sound Financial Reporting in the Public Sector--A
Prerequisite to Fiscal Responsibility.'' The booklet serves a useful purpose in illustrating overall aspects of the Federal Government's "financial
operations and in highlighting some of the critical financial questions
that need attention. The Secretary of the Treasury has announced plans
to publish consolidated Federal financial statements on an accrual basis,
beginning with a report for FY 1977.

FARMERS HOME ADMINISTRATION PROJECT
Late in 1974, the Administrator of the Farmers Home Administration
(FmHA) requested JFMIP assistance in developing specifications for a
coordinated financial management program with special attention to
improving the work measurement system. The interagency project team
organized to carry out this project included representatives of the
Farmers Home Administration, other organizations within the U.S. Department of Agriculture, the General Accounting Office, the Department of
the Treasury, the General Services Administration, the Office of Managemen7 and Budget, the.Civil Service Commiss_ion, and JFMIP. Representatives
ass1gned to this proJect have not committed their agencies to any actions
taken or recommended. There also was consultation with representatives
of other Federal agencies. The Associate Administrator of FmHA served
as project director. The team included persons skilled in loan programs,
financial systems, and management information systems.

REVIEW OF ACCOUNTING SYSTEMS
At December 31, 1975, principles and standards had been approved for
98 percent of the accounting systems subject to approval. Designs had
been approved for 52 percent of the systems. The emphasis given to this
work in recent years is reflected in the fact that, of the 148 systems
~pproved, 30 percent were approved prior to 1969 and 70 percent from 1969
to date.
The Department of Defense accelerated its efforts to get its
accounting systems approved. During the year 19 of its system designs
were approved by the General Accounting Office.
The table below summarizes the status of accounting systems approval
as of December 31, 1975.
STATUS OF ACCOUNTING SYSTEMS APPROVAL
AS OF DECEMBER 31, 1975
Systems
Subject to
Approval
Civil
Defense
D.C. Government

and Standards
Percent
Completed
Approved

Princi~les

Designs
Percent
Approved Completed

170
115
1

165
115
1

97
100
100

114
34
0

67
30
0

286

281
...........

98

148

52

An early step in the project was a comprehensive review of existing
FmHA programs, processes, and operating practices. Process and system
flowcharts were developed to aid in analyzing the existing loan programs
and processes and in considering alternatives. Flowcharts identified
functions of all of the participating organizations and depicted the
actual steps and functions performed in processing all types of FmHA
loans and grants.
The next step was to analyze all the FmHA loan processes and programs
and develop a comprehensive financial management program. By the end of
1975, most of the work of the interagency project team had been completed.
The major results are summarized below.
Work Measurement System
Although the agency has had a Work Measurement System for some
time, it did not provide the Administrator the information which he
considered necessary for planning and control of manpower workload and
budgets. The project team reviewed the existing system a~d developed a
matrix for comparing the features, advantages and disadvantages of
several alternative systems. The matrix was used by FmHA and USDA
officials in selecting the most cost-effective system to meet FmHA
requirements.
After testing in State, district and county offices in three states
a new system was put into effect in September 1975 on a nation-wide basi;.
It is being used in a statistically designed sample of 506 of the 1,750
offices. The system starts with a simple daily data card on which
employees record the hours spent on the major FmHA programs with coding
to show the type of function in each program. The data is recorded on a
previously unused portion of the standard time and attendance report
which then is run through an optical scanning process. This work measurement data is joined with loan obligation, case-load, and salary data from
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existing accounting systems to generate a variety of work measurement
reports. The Work Measurement System provides managers at various levels
with a management tool to measure and assess the productivity and cost
effectiveness of FmHA in delivering its services to FmHA clientele.
Loan Disbursement System
For many years the disbursement of FmHA loans has been handled in a
manner which did not take into account the value of interest on the money
flowing through the system. The general practice was to withdraw from
the U.S. Treasury the entire amount of the loan upon approval of the
loan and place the money in a non-interest bearing supervised bank
account at the locations from which the loan was being administered. In
many cases, only a small part of the loan was needed to meet construction project payments. Yet, the borrower was paying interest on the
entire amount of the loan and both the U.S. Treasury and FmHA were
incurring interest costs.
After analysis of the existing process and related accounting and
management systems and evaluation of several possible systems, a new
Loan Disbursement System was deve~oped. The new system was tested in
3 states and is scheduled for nation-wide implementation in 1976. Under
the new Loan Disbursement System a county supervisor uses only one standard form to obligate funds and request an initial advance if needed.
The key feature of the new system is that partial payments of loan
amounts are disbursed from the U.S. Treasury on an as-needed basis.
Interest costs are incurred only on those partial payments rather than
on the full amount of the loan. It has been estimated tha.t application
of the new Loan Disbursement System to the FY 1974 volume of $3.5 billion
in loans would have produced annual interest savings to borrowers and the
Government of about $20 million.~/ In addition, the new system would have
made possible a reduction in initial loan outlays of about $373 million.
With a current loan volume of about $7 million per year, the savings
for the year beginning March 1, 1976, are expected to be about double the
amounts mentioned in the GAO report or $40 million in interest costs of
borrowers and the Government and a one-time outlay reduction of about
$750 million. In addition to these savings, the new system will reduce
the amount of administrative work in county offices and will substantially
reduce the time required to process a loan. Another example of the improved efficiency is a reduction in number of loan obligating forms from
19 to 1.

2:,1 In a September 10, 1975, report on "Personnel Management Improvements
Initiated or Needed to Help Farmers Home Administration Meet Its Expanded
Mission " the General Accounting Office estimated that FmHA borrowers
paid in~erest of $14.8 million on idle funds in FY 1~74.and th~t the
Federal Government incurred interest costs of $4.9 m1ll1on on ldle funds.
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Management Information System
During the early part of 1975, an information requirements survey
was conducted on a nation-wide basis at the county, district, state,
national finance office, and national office levels. Analysis of the
survey data, together with the flowcharts and other analyses performed as
a part of this project, provided the basis for development of specifications and a Request for Proposal for the design, development, and implementation of a Unified Management Information System. Through the
normal competitive process, a contractor was selected and work was
started on phase one of a two-phase effort.
The Unified Management Information System will incorporate the new
Work Measurement System and the new Loan Disbursement System. It will
also include a new loan accounting system and a new administrative and
budget accounting and management system. The individual parts of the
system are being designed as operational entities which can operate
separately prior to availability of the completed unified system.
The improved systems developed under this project will provide FmHA
management with tools to assess the cost effectiveness of its delivery of
services to its clientele. They will provide capability for better program plans and budgets. They will improve the agency's capability to meet
expanding requirements set forth in recent legislation, to evaluate its
effectiveness in carrying out assigned responsibilities, and to allocate
its resources in a cost-effective manner.
Executive Development Program.
In addition to various other steps taken to strengthen the skills
of its staff to meet the growing and increasing complex workload.of the
agency, FmHA has undertaken a new execut~ve development program. The
major feature of this program is participation of FmHA employees in
courses of the Institute for Applied Public Financial Management at the
American University in Washington, D.C.
The work on this project has been fully coordinated with related
activities within the Department of Agriculture. It is expected that
many of the project results will have applicability elsewhere within the
Department and in other departments and agencies.
ALCOHOL, TOBACCO AND FIREARMS BUREAU PROJECT
The Director of the Bureau of Alcohol, Tobacco and Firearms (ATF)
requested JFMIP assistance in the development of a financial management/
planning system for routinely recording all resources data, both input
and output, in such a manner that data may be extracted on a regular
basis for review by various levels of Bureau management. An interagency
project team, chaired by the Assistant Director for Administration, ATF,
was organized in March 1975, to develop proposed specifications for a
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financial management program, including a work measurement system. The
team includes personnel skilled i~ financial and accounting systems,
regulatory and criminal enforcement ~nagement, and management information
systems from ATF, the Department of the Treasury, the General Accounting
Office, the General Services Administration, and JFMIP •. Representatives
assigned to this project are not committing their agencies to any actions
taken or recommended. Team members from ATF 'include representatives of
financial, programmatic and general manageme~t groups.
The team reviewed the existing ATF programs, processes and operating
practices in its two operational areas, Criminal Enforcement and Regulatory Enforcement, and in the support functions of Administration and
Technical and Scientific Services. Process and system flowcharts were
developed to aid in the analysis and to provide the data base for the
design of the Financial Management/Planning System. The flowcharts
depicted the actual steps, functions, and decision points for all ATF
programs, processes and operations. Field visits were made to ATF
field organizations in each region. The process and system flowcharts
were validated and modified to provide an operational baseline of how
each region is actually operating in each ATF program area.
Conceptual system specifications for a comprehensive Financial
Management and Planning System (FM/PS) were then developed based on an
aQ.alysis of all process/system flowcharts.
Decisions are being made on an incremental basis concerning the
system operational environment, including the system hardware and software
that will be used.
Detailed system specifications are in the process of development
along with a detailed system development and implementation plan, cos~
estimate, system hardware configuration designs, and schedules.
The detailed specifications are being prepared separately for the
major ATF programs. Design has been completed for the Regulatory Enforcement segment and is nearing completion on the Criminal Enforcement segment.
These designs incorporate a work measurement system to aid ATF management
in the allocation of resources on a cost effective basis. The work
measurement system represents an adaptation of the system developed for
the Farmers Home Administration by a joint JFMIP/FmHA/USDA project team.
ATF regional offices have been briefed on the system design and
field preparations for system conversion are in process.
The Department of the Treasury is planning a new Treasury Personnel
and Payroll Information System (TPPIS) which is modeled after a system
used by the Department of the Interior. The systems design effort in
this ATF project is being coordinated with this Department effort and
ATF has been selected as the pilot bureau in implementing TPPIS.

The progress to date indicates that the new system being developed
for ATF will be of substantial help in planning, financial, and program
management. It can provide management with the ability to measure work
performance and make decisions based on the operational cost effectiveness of various aspects of program operations. The design can be applied,
not only to other organizations within Treasury Department, but it has
great potential for application to other law enforcement and regulatory
enforcement agencies at Federal, state and local levels.
IMPROVED EDUCATION FOR PUBLIC FINANCIAL MANAGEMENT
The American University has established an Institute for Applied
Public Financial Management within a Center for Financial Management, at
the University. The objective of this program is to educate government
employees and other students in financial management skills which will
contribute directly to improved government programs. The Institute is
specifically devoted to the preparation of practitioners who will be
qualified for responsible financial management positions, or other
management positions requiring financial management skills in government.
The first class of 20 students from the Farmers Home Administration
entered the program in September 1975. FmHA has made contractual
arrangements with American University for this program and plans to have
additional classes in subsequent years as a major part of the agency's
executive development program.
JFMIP has assisted in plans for establishment of the Institute at
AU as a pilot operation in the belief that the concepts being developed
have wide application to other universities and locations.
Several hundred universities throughout the United States have been
advised of this program and of the interest of AU and JFMIP in sharing
information with any interested university. A number of specific requests
for information have been received. The JFMIP staff has sent information
to over 30 colleges and universities, discussed the concept with representafives of 12 institutions, as well as with representatives of the
National Association of Schools of Public Affairs and Administration
(NASPAA) and the American Assembly of Collegiate Schools of Business (AACSB),
and has visited several institutions to talk about the program and learn
more about other relevant programs.
During FY 1975, the Civil Service Commission's Bureau of Training
conducted 240 course sessions and trained 5,353 participants from Federal,
State and local governments, international organizations, and foreign
governments. This training was in courses dealing with financial management; program and management analysis; government contracting and procurement; and program, planning and budgeting. The Commission's ten Regional
Training Centers also conducted 411 sessions of these courses and trained
7,121 participants during the same period. Twenty-two new courses aimed
at improving the knowledge and skills of employees in financial management related careers were introduced by the Commission during FY 1975.
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For several years, JFMIP has sponsored an annual one-day financial
conference. The purpose of these conferences is to stimulate the development and widespread use of good financial management practices. At the
conference held in January 1975, Mr. David Packard, Chairman of HewlettPackard Company, presented the luncheon address emphasizing the need for
an efficient and effective budget system in Government. At the February
1976 conference, Representative Frank Horton spoke about the work of the
Commission on Federal Paperwork. The theme of this conference was
"Communications in Financial Management." About 350 top level management
officials attended this conference. One highlight of the conference was
the presentation of the Financial Management Improvement Awards.· The
purpose of these annual awards is to give public recognition to government employees who, through the practice of effective financial management, have achieved significant economies, efficiencies and improvements.
The award winners in 1975 were Bernard B. Lynn, Director, Defense Contract
Audit Agency, and Martin Ives, Deputy Comptroller, State of New York. The
1976 award winners were Terence E. McClary, Assistant Secretary of Defense
(Comptroller), and John E. Dever, City Manager of the City of Sunnyvale,
California.
ELECTRONIC TRANSFER OF FUNDS
The Treasury Department is developing a program aimed at paying many
recipients of recurring Federal payments by credit to their accounts at
financial organizations. Currently, only a small number of such payments
are directly deposited, at the option of the individual, using interim
systems. In November 1974, social security beneficiaries in Georgia were
given the option of receiving their monthly payments at their financial
institutions. In April 1975, this option was extended to residents of
· Florida and in the latter part of 1975, was extended nationwide. Since
then, the Treasury Department has initiated a second pilot project in
Georgia and Florida for testing electronic transfers of these payments
to financial organizations.
Public Law 93-495, dated October 28, 1975~ created the National
Commission on Electronic Fund Transfers to conduct a thorough study and
investigation and recommend appropriate administrative action and legislation necessary in connection with the possible development of public
or private electronic fund transfer systems.
The Treasury Department's Bureau of Government Financial Operations
is developing new methods and procedures designed to update and streamline
its Government-wide accounting practices. One such effort involves the
EFT computer-to-computer link with the New York Federal Reserve Bank.
When operational next year, it will replace an existing low speed teletype
system. This new link is the first step in the implementation of a high
speed EFT system that will clear and reconcile deposit transactions annually and generate certain types of payments.
The Department of the Air Force program for electronic transfer of
military pay through the Federal Reserve System to individual accounts
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is fully implemented. About 500,000 payments are made monthly under this
program. It will be extended to retired pay and the Joint Uniform Military P~y Systems allotments. An annual cost avoidance of $110,000 for
active duty members and $260,000 for the other extensions of this service
is projected from the elimination of the need to furnish check listings
(or checks) to individual financial institutions.
JFMIP and the Association of Government Accountants sponsored a oneday seminar in the fall of 1975. This seminar provided information on
current Federal efforts in the electronic transfer area plus a look at
current technology, proposed new systems and the impact on individuals and
organizations.
Because of the interest in this seminar, JFMIP held a workshop on
the subject as part of the annual Financial Management Conference in
February 1976.
Other examples of EFT advances can be found later in the report.
PRODUCTIVITY PROGRAMS
During 1975 much national attention has been given to the subject
of productivity and substantial progress was made in the cooperative
effort to measure and improve the productivity of Federal workers. The
JFMIP continued its active participation in this program along with the
Bureau of Labor Statistics, Civil Service Commission, General Services
Administration and the various Federal operating agencies.
JFMIP's annual report to the President and Congress, "Productivity
Programs in the Federal Government- FY 1974," was issued in June 1975.
It consists of Volume I "Current Efforts and Future Prospects" and
Volume II "Case Studies." This report covers the period FY 1967 - 1974
and includes data from 245 separate org~nizations within 48 agencies.
Output, input and productivity indexes have been developed for over
1.8 million staff years representing almost 65 percent of the total
Federal civilian work force compared to about 61 percent in the previous
report. The productivity index, which is expressed in terms of output
per staff year, has grown from the FY 1967 base of 100 to 110.7 in
FY 1974, a slight decrease from the figure reached in FY 1973. Over the
7-year period the average annual increase in productivity has been about
1.5 percent.
In addition to summarizing overall productivity trends, the report
presents the trends for the three major groups of Federal employees-defense workers, postal workers and employees in the various civilian
agencies. It also presents data for 23 functional categories but it
does not present specific productivity indexes for individual agencies.
While the overall productivity index decreased slightly in FY 1974,
15 of the 23 functional categories experienced increases, while only 8
showed declines. In some of the functions there have been impressive
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productivity gains over the 7-year period. In some functions where there
were large gains in output, managers have also been able to significantly
reduce the level of staffing. Other functions where there were rapidly
declining workloads showed productivity gains because there were even
greater reductions in staffing. Of the 23 functions, only 2 experienced
a downward trend over the 7-year period.

of Federal agencies have provided technical and financial support in this
area. In addition, Federal agencies operate a number of programs that are
related to improving productivity in the private.sector. For example,
GAO and others are working to identify ways to improve national manufacturing productivity through a more rapid diffusion of appropriate technology.

Agency representatives have given a number of reasons for the change
in productivity for their organizations. These causes of change have
been grouped into 3 general categories: people or human factors, process
factors and product factors. While generalizations are dangerous because
of the magnitude of the data and the problem of accurately attributing a
specific level of change to a particular cause, it appears that most
productivity increases were attributed to the process factors while most
decreases were attributed to problems in management of the work force.

Work is currently underway on collection and analysis of data to be
included in the next annual productivity report. The data submitted by
operating agencies is being compiled by the Bureau of Labor Statistics.
A series of functional workshops will be held early in 1976. Work is
underway on a number of case studies.

Productivity gains were most often attributed to the use and acquisition of capital equipment, automation, work simplification, reorganization, revised workflow and procedures, and technological improvements.
Problems in obtaining capital investment funding and increases in the
·complexity of the work process were often cited as reasons for productivity
declines.
People factors have made significant contributions to productivity
gains in some cases. Some agencies have had encouraging results from
various behavioral science approaches. On the other hand, reductions
in force, hiring and promotion freezes, high rates of turnover and the
retirement of skilled employees were frequently cited as barriers to
productivity improvement.
Product factors that have resulted in real gains in productivity
included large gains in volume that allow use of economy of scale techniques, redesign of products, and increased workload stability. Productivity decreases were often attributed to such factors as decreases in
workload, future workload uncertainties, and problems in obtaining raw
materials and supplies when needed.
In some cases the indexes have also been affected by changes in the
complexity and quality of products. Productivity measures are usually
not so precise that they can sort out and identify all of the variations
in quality which may have an impact on the productivity indexes. It is
important that managers pay careful attention to quality and effectiveness indicators along with the productivity measures in order to consider
tradeoffs of quality versus quantity and efficiency versus effectiveness.
The JFMIP productivity report also contained information on productivity in non-Federal sectors. Over the last several years, employment
in state and local governments has been increasing much more rapidly than
Federal employment. In fact, this is one of the most rapidly growing
segments of the Nation's economy. It is important, therefore, that
increasing attention be given to productivity in this sector. A number
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Various productivity studies have shown that existing programs for
the acquisition and use of capital equipment are only partially effective
in promoting productivity growth in the Federal sector. The General
Services Administration, with help from JFMIP and others, has undertaken
a special study and prepared a report, "Enhancing Productivity Through
!mproved Acquisition and Management of Capital Equipment." The GSA
report evaluates the extent of agencies' problems in acquiring and using
productivity-enhancing equipment, identifies and assesses alternative
approaches to financing capital equipment, and contains guidelines for
use of agencies in improving their programs. The report stresses the
importance of agencies developing equipment financing arrangements which
permit them to take advantage of opportunities for savings through
acquisition of productivity-enhancing equipment.
The work to date demonstrates clearly that productivity measures
can be very useful management tools when used in conjunction with other
measures of program performance. During the past year there has been
some interesting experimentation with the concept of a total performance
measurement system. In this approach t~e traditional productivity
measures are combined with measures of program effectiveness and with
information on employee attitudes and customer attitudes. This can be
particularly helpful in providing insight into causes of performance
problems and identifying possible corrective measures. The initial results
with this approach have been quite encouraging. The JFMIP staff is currently
providing technical assistance to the National Center for productivity and
Quality of Working Life in a comprehensive test of the total performance
measurement concept in 4 levels of government--a regional office of a
Federal agency, a state agency, a county agency, and a city.

~

Continuing attention is being g~ven to efforts to expand and improve
the coverage of the productivity program. This is done through special
workshops, special research projects, and continuing consultations with
representatives of operating agencies. For example, special workshops
were held on such matters as legal services, food service at medical
facilities, and library services.
Even more important than the compilation and overall analysis of
productivity data is the use of that data in the management of programs.
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This is the responsibility of operating agencies, but the staffs of JFMIP
and the central agencies have worked with the staffs of the operating
agencies to provide information and technical assistance in development
of agency productivity programs. Briefings on the productivity program
have been presented to a number of agencies and to several professional
organizations. During the past year a special effort has been made to
acquaint Federal managers in field offices with the productivity program.
This has been done primarily through a series of one-day seminars for
Federal Executive Boards. During 1975, seminars were presented to 18 of
the 25 Federal Executive Boards.
Some areas of Federal activity are very similar to work being done
in state and local governments and in the private sector. Information on
the Federal effort has been provided to a number of organizations and
visits have been made to several private companies to obtain information
about their programs which may be useful in improving Federal programs.
In some areas, such as medical services, arrangements have been made for
participation of private groups in workshops and conferences. Through
cooperation with the National Commission on Productivity and Work Quality
and the National Science Foundation, a limited amount of technical assistance has been provided in efforts to measure and enhance productivity in
state and local governments.
JFMIP has worked closely with the National Commission on Productivity
and Work Quality and plans to continue this relationship with the newly
established National Center for Productivity and Quality of Working Life
which was established bY Public Law 94-136 signed by the President on
November 28, 1975. The new Center is an independent establishment within
the Executive Branch under the direction of a Governing Board composed of
up to 27 members with the Vice President now serving as Chairman of the
Board. The objectives of the law are to provide for a review of all
Federal activities which impact the performance of the economy; to
encourage joint labor, industry and government efforts to improve productivity and working conditions; and to establish a national productivity
policy.

Interest costs to the Federal Government are incurred for three
reasons: (1) borrowing to finance expenditures in excess of receipts,
(2) borrowing to maintain liquidity when receipts dq not coincide with
expenditure requirements, and (3) borrowing to insure liquidity in the
face of uncertain receipt and expenditure patterns. Total Treasury
interest payments on borrowing now amount to more than $30 billion per
annum. While much of this is out of the control of individual operating
agencies, the programs, policies, and procedures of Federal agencies can
have a significant impact on the flow of funds and the effective management of Government funds. Poor cash management by agencies can result
in unnecessary borrowing by the Department of the Treasury.
The study confirmed previous impressions concerning the general lack
of attention to cash management policies and procedures within operating
agencies. Agency managers generally have not been much concerned about
the cost of money, and the potential significance of their management
actions on the Government's interest costs. The task group found many
examples of management actions taken with little or no regard for money
management considerations. The report of the task group shows clearly
that there are many opportunities for substantial savings through careful
attention to cash management. The areas to which operating agencies
should give increased attention include the following:·
1.

Carefully developed plans for the collection and disbursement of cash.

2.

Improved procedures for forecasting of cash flow.

3.

Systematic schedules and control systems for collections
and disbursements.

4.

Attention to the time value of money along with other
factors affecting collections and· disbursements.

5.

Reporting and analysis of actual collections and disbursements compared to plans.

6.

Procedures for updating plans and forecasts to meet
changing situations.

7.

Fuller use of improved techniques such as letters of credit.

MONEY MANAGEMENT
interagency task group organized in 1974 has completed its study
of cash management practices of Federal agencies. Most of the work in
this pilot study was done within the Department of Agriculture, primarily
in two operating agencies of that department, but there. also were consultations with representatives of other departments and agencies. The task
group included representatives of the Department of the Treasury, the
General Services Administration, the General Accounting Office, the
Office of Management and Budget, the U.S. Postal Service, the National
Aeronautics and Space Administration, the Department of Agriculture, the
Department of the Navy, and the Department of Health, Education, and
Welfare.
An

The results of the task group study are being published in a JFMIP
booklet. Workshops and seminars will also be used to disseminate information on cash management. It is hoped that the guidelines in the JFMIP
booklet will help agencies in establishing improved cash management procedures and policies.
The Bureau of Government Financial Operations in the Treasury Department, to further optimize the advantages of the letter of credit procedure,

-12-13-

encourages Federal agencies to adopt the Delay of Drawdowns technique.
Under this method the grantee delays drawing down on the letter of credit
until some time after it has issued and mailed checks disbursing funds
under the involved Federal grant or program, thus taking advantage of the
outstanding float. This practice is used by the Social Security Administration (SSA) in funding Medicare insurance carriers. The State of
Georgia has recently agreed to adopt this technique. The Energy Research
and Development Administration has been using an even more advanced technique, the paid checks basis.

Why is it needed?

The Bureau has been concerned that most Federal agencies have not
been fully complying with Treasury regulations in managing their grants.
Consequently, the Treasury RDO Letter of Credit System has been developed
and is currently being tested. The system is designed to give Federal
agencies a better tool for controlling advances and monitoring their
grantees' cash management practices without Treasury either assuming or
relieving the Federal agencies of primary responsibility for control and
audit. It also provides the Bureau with a better media for overseeing
that agencies are fulfilling their cash management responsibilities.
Under the new system, letters of credit are maintained at the Treasury
disbursing offices (DO) and drawdowns on the letters of credit are functioned through the DO's instead of the Federal Reserve Banks.

What are some of the pitfalls to avoid?

It is conservatively estimated that annual recurring interest savings
to Treasury as a result of utilization of letter of credit funding by the
Federal Government have reached $184 million.
Additional cash management improvements reported by operating
agencies are included later in the report.
OPERATING BUDGETS
During 1975 an interagency team studying the use of operating budgets
for program management completed its work, and JFMIP issued a publication
"Operating Budgets- A Practical Approach." The study team reviewed practices in a number of Federal agencies. Team members also drew on their
own broad experiences in budgeting and other aspects of financial management. Some Federal agencies have made very effective use of internal
operating budgets, or short-term plans for managing the resources of an
organization. However, this management tool has not been used as extensively or as effectively as might be possible.
It is clear that there is no one "right way" to·use operating budgets
to aid in the management of programs. Each agency must tailor its system
to fit its own organization and management policies. The booklet includes
a set of guidelines which have been written for the executive who may not
be financially trained or oriented, but who needs a basic understanding of
operating budgets. Guidelines are in the form of answers to the following
questions:
What is an operating budget?
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Who needs it7
What does it cover?
How do I design it?
How do I use it?

Where can I get help?
The booklet also contains a list of factors to consider in developing
and using operating budgets and some sample reporting formats.
AGENCY IMPROVEMENTS
Some financial improvements are included in earlier sections of
this report. Examples of other agency improvements follow.
The u.s. Information Agency is improving its payroll cost distribution system. In addition to work time and cost, the system will produce quantitative data on work units at the function and organization
level. The concept of the system is such that it can be applied worldwide
as well as domestic, so that future implementation overseas has also
been facilitated. A built-in reconciliation (by computer) between cash
and accrual data by payroll period is a new feature included in the
fully developed design.
The installation of a remote electronic data terminal in the National
Aeronautics and Space Administration Lewis ResearchCenter accounting
branch with direct access to the computer on which are stored valid work
units and associated codes has resulted in increased productivity and
has reduced the retention time of purchase requests and travel authorization documents for coding purposes. .Prior to the installation of the
remote electronic data terminal, allcodings on purchase requests and
travel authorization were manually checked against a listing containing
some 6,000 c'odes to ascertain if the initiator supplied coding was valid.
Because the printed listings were not always up-to-date, numerous transactions were being rejected. Since the installation of the terminal,
coding errors have been reduced from 6 percent to less than 1 percent.
The retention time for document coding has been reduced from an average
of 8 hours to an average of less than 2 hours after receipt. This terminal,
when not in use for coding of accounting documentation, is also being
used to check the validity of work units reported on time cards by all
Lewis Research Center employees, other than administrative and staff
personnel, each pay period. The work units cited are associated with
projects. The computer edits the work units cited on time cards for
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validity, rejects the invalid codes and accumulates the valid charges
by project. Prior to the use of the terminal for such editing, a clerk
manually checked the validity of the work units by a listing of valid
work units. It was also necessary for the clerk to contact many employees
to obtain a valid work unit identification. The terminal has substantially reduced the number of contacts made with employees as it identifies follow-on work units to work units that are no longer valid.
Full implementation of the Civil Service Connnission's Simplified
Intragovernmental Billing and Collection procedures has resulted in a
significant improvement in the timeliness of billing and a substantial
reduction in accounts receivable. As of June 30, 1975, the Commission's
accounts receivable were 43 percent lower than June 30, 1974, although
the number of bills issued and the program levels were about the same
for both years.
The Automated Funds Control System in the Agency for International
Development is an interactive time-sharing system. This system will
provide current information, via remote access, as to the availability
of funds to enable the Office of Financial Management to better control
the allocation and programming of funds available to AID and available
allotted amounts programmed at the countrylevel.
The Navy's planning, programming and budgeting system which systematically controls the development and implementation of needed financial
management improvements identifies deficiencies in financial systems and
then programs and supports corrective action consistent with priorities.
As a part of the process, an annual assessment is made of the future
financial management environment over the next ten years. An annual
statement of probable conditions, requirements and planning assumptions
results. These actions are then periodically incorporated into a longrange improvement plan considering deficiencies, improvement objectives,
time requirements, and priorities.
The Department of Health, Education 2 and Welfare has successfully
implemented a n~w Regional Accounting System (RAS). This automated
system services the Department's ten regional financial management offices
which in turn provide financial services to all DHEW agencies in the
region (excepting the Food and Drug Administration). The automated
system operates in a batch mode on the Department's central computer
facility in Washington linked to the regional offices through a leased
line telecommunications network and remote terminals.
Major improvements brought about by the system include:
- Replacement of regional interaction with 5 separate systems
with a single system.
- Reduction of report receipt lag time from three weeks to one
day.

- Provision of validated regional financial information in a
connnon format to the headquarters agencies of DREW.
- Provision of financial reports tailored to meet regional
financial needs using the exception reporting method.
Provision of meaningful automation support to regions~ for
example, an automated SF 224 report. Plans in FY 1976 call
for an automated schedule capability.
At the Tennessee Valley Authority, the number of copies of the W-2
withholding statement has been reduced from eight to three. This was
possible by providing computer printouts of W-2 data to states, and yearto-date W-2 data on all employees to the IRS on magnetic tape. In prior
years, the magnetic tape provided the IRS was supplemented by copies of
W-2 forms for employees terminated prior to the end of the year. In
addition to a savings in forms cost, employee time will be reduced in
processing W-2 forms.
After determining the feasibility of standardizing civilian pay,
the Office of the Secretary of Defense directed the Army to modify its
new civilian payroll system to serve as a Department of Defense system.
Detailed specifications are under development to meet the unique requirements of other DOD Components. The system is expected to operate on a
regional or decentralized basis. When the system becomes operable
sometime late in FY 1977, it will replace 105 different civilian payroll
systems in the Military Departments and Defense Agencies. Initial application of the system will involve over one million employees. Estimated
savings will be almost $20 million through FY 1982. In addition, certain
intangible benefits of standardization will result; e.g., more consistent
and uniform application of payroll policies, more ease in their administration and audit, and more uniform report~ng. A standard DOD payroll system
may also permit the wider application of system improvements, such as
microfiche, cathode ray tube display, and electronic transfer of funds.
The new combined payroll and personnel system at the Department of
State combines the personnel data elements with the required payroll data
elements into one master computer record for each employee, assuring co~
plete system linkage. Extensive validations and controls were built into
the system. Controls were designed and developed for both the Payroll
and Personnel Offices in their areas of control, and for monitoring the
records within the computer. These controls and validations provide
for verification of data within the computer system and the means for
verifying the various output reports.
Updating the master record is accomplished through the use of
Cathode Ray Tubes (C.R.T.) located in the Personnel and Payroll Offices
which are directly connected to the computer. This technique enable the
office which enters a change action to visually display the employee's
master record and to change this record immediately. Time and Attendance Reports are entered by a mark data reader for the domestic payroll
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and by Telegraphic Input (TIP) from overseas posts. After the master
records have been updated, Time and Attendance data are entered into the
system, pay and all related elements are computed, and reports produced
by the computer.
Benefits that accrue from the implementation of the system are:
- Elimination of duplicate input of common data elements for
both the Personnel and Payroll Systems.
- Elimination of need for payroll personnel to abstract and code
payroll change data onto code sheets thereby reducing possibility of errors.
- Validation of all input data prior to computation of payroll.
- A significant decrease in required computer time.
-Utilization of Telegraphic T/A's from overs~as posts for
direct input to the payroll system, thereby·avoiding the need
for delayed payment of premium pay and untimely recording and
reporting of leave.
-The ability to display on the C.R.T. the employee's entire
master record for quick response to employee or office
inquiries.
- The ability to process changes on a current basis thereby
avoiding numerous telephone or letter inquiries for pay
actions which previously required an inordinate amount of
time to research and answer.
The General Services Administration designed a Nation-wide Automated Billing Address System (NABAS) which will.be used as a central
address file for directing billings to various levels within each agency
based on the agency's particular organizational structure. This addressing system provides the capability for directing the billing to a
central location and at the same time providing for distribution of
billing information to a different location. This addressing system
also provides the capability of implementing the Treasury SIBAC p:ocedures
for all GSA's sales of goods and services. The SIBAC system prov1des
overall cost benefits to the Government by eliminating. intra-governmental
receivables and payables resulting from intra-governmental sale and
receipt of goods and services. Cash transfers between accounts are
effected periodically by the Treasury on the basis of computer produced
billing/payable tapes. SIBAC enhances the cash position of GSA revolving
funds by providing "instant" cash.
The Air Force uses a remote inquiry system via cathode ray tubes
and printer devices to have an on-line inquiry capability Master Military
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Pay Account records. The system minimizes manpower for military pay
inquiries through more efficient work flows and the use of the most
current pay information. The remote inquiry terminals will be
installed at 14 major Air Force bases in FY 1976 and subsequently at all
Air Force accounting and finance offices. Projected measurable net
savings at the 14 bases for the five-year system life cycle are $700,000.
In September 1975, the Treasury Department's Bureau of Government
Financial Operations (BGFO) released to the IRS a new Deposit Ticket,
Standard Form 215, for testing and evaluation. The SF 215 not only
replaces six existing forms but also is defoigned for automation of source
data by use of Optical Character Recognition equipment. The thrust of
the revised form is to get complete and accurate reconciliation figures
back to agencies in a matter of days as opposed to the six to twelve
weeks now required.
A major advanc~ in work simplification occurred on July 1, 1975,
when the Treasury Department converted all remaining disbursing office
checking accounts from funded to unfunded status. The significance of
this conversion is that, previously, funded accounts were required to
use a unique accounting system. Now all D.O. checking accounts will be
under a standardized and less complex accounting and financial reporting
system.
The Federal Aviation Administration implemented a real-time on-line
accounting data system in the Washington Headquarters Accounting Operations Division. The system permits inquiry and on-line response on the
status of selected data in the system. Entry is from source documents
which must pass edit and validation of coding criteria before acceptance
in the data file. This eliminates errors, delays, preparation of code
sheets, key-punching and processing by outside contract. New reports
generated by the system eliminated the need for monthly reports.
The National Finance Center in the Department of Agriculture is
engaged in major system development efforts to centralize administrative
payments of all USDA agencies and develop a central accounting system
to serve all USDA agencies and Secretarial Staff offices.
Centralized payment systems are being developed and implemented on
a transaction-by-transaction basis. During FY 1975, major centralized
payment systems were implemented for commercial telephone (140,000 transactions annually), gasoline credit cards (360,000 transactions annually),
and small purchases (50,000 transactions annually).
Formulation of the Department of the Interior's Bonneville Power
Administration (BPA) budget on a single integrated program and financing
schedule encompassing two major program categories, i.e., operating costs
and capital outlays, has been a significant accomplishment. Previously,
BPA's budget programs were shown on separate budget schedules covering
construction, operation and maintenance, reimbursable, continuing fund,
and trust fund activities.
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BPA now uses business type budget financial statements which provide
additional financial details and supplement program financing information.
The Department of State is seeking congressional approval of a new
reimbursement system. Presently reimbursements are received through the
Shared Administrative Support System (SAS). This is a portion of the
total costs of overseas administrative support. The proposed successor
to this system is the Foreign Affairs Administrative System (FAAS). It
is a fixed/added cost system under which the Department of State will fund
the fixed costs of overseas administrative support (CORE) and the
serviced agencies will pay only for the added costs created by their
presence at post. (Distributed Administrative Support - DAS)
The new reimbursement system will provide improved budgeting and
resource control for each participating agency. Under the SAS system,
the departure of an agency from an overseas post did not necessarily
produce a corresponding reduction in the cost of administrative support.
In fact, since there were fewer agencies sharing the fixed expenses, cost
may have gone up to individual agencies. Under the FAAS system, agencies
other than State can expand or contract without having an effect on the
positions and funds State needs to continue administrative support. The
CORE will remain intact. The impact of having one or more agencies
s~arply curtail, or even completely eliminate, their programs in a
country would be limited to the added or DAS costs that State incurred
to provide administrative support to the agencies. Thus, an agency can
better identify its administrative support costs.
The Energy Research and Development Administration has established
a policy and management process for obtaining approval to execute major
research and development programs that will provide improved definition
and control. The ERDA Program Approval Documentation System entails a
series of documented agreements between the various organizations
responsible for managing the ERDA programs. The process starts with the
Program Approval Document (PAD) through which the Administrator or Deputy
Administrator:
- approves program execution, including annual operating plans
for specific programs;
- establishes limits that cannot be exceeded without review
and approval; and
approves means for managerial review and control~- including
a framework for reporting results against planned performance.
The PAD approval process includes a review of the plan and objectives
for each program to assure consistency with ERDA's budget and longrange plans. The cognizant Assistant Administrator prepares a PAD for
approval by the Administrator or Deputy Administrator covering the major
p;ogram areas defined in the agency-wide budget and reporting classificat1ons and approved in the planning and budgeting process. The emphasis
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is on near-term planning, current resource requirements, and near-term
milestones in program execution. Status reporting is an integral part
of the ERDA Program Approval System. The primary status reporting
mechanism is the monthly status review scheduled by the Controller.
Effective August 1, 1974, the Veterans Administration began charging
delinquent borrowers a 4 percent late charge on installment payments
received more than 15 days after the due date. The security instruments
have always provided for a late charge, but the VA had never assessed
one. Earnings from the late charge for FY 1975 totaled $971,000.
The National Science Foundation (NSF) converted its Letters of
Credit from the Federal Reserve Banking System to the Treasury Regional
Disbursing Office (RDO) System on March 1, 1975. The Treasury RDO System,
which is still in the testing phase, uses payment voucher forms which
reflect the recipient's cash position at the time of each drawdown.
The recipient's cash position is thus reviewed by the Treasury RDO at
the time cash is requested instead of after cash is drawn. The RDO
consults with NSF when requests for cash appear to be excessive. The
Government expects to benefit from the RDO System by further reducing
excess cash draws from the Treasury.
The Department of Labor's Employment and Training Administration
has now implemented the new Treasury RDO letter of credit method for all
grants and contracts which meet Treasury Department Circular 1075
requirements for the letter of credit. In February 1975 the RDO-LC was
expanded to include national office contracts/grants and on July 1, 1975,
all remaining eligible contracts/grants were brought under the system.
The implementation of the RDO-LC has provided much more detailed and
comprehensive information for use in monitoring cash advances. Cash
balances in the hands of recipients are being substantially reduced by
the RDO-LC method.
New procedures were implemented by the Treasury and State Departments
for funding Treasury RDO local bank accounts at all Posts in Latin
American countries. The procedures were first tested at three embassies
and found to be very successful.
The procedure changed the funding of the RDO accounts from a checkissued to a check-paid basis. It permits an official of the post, designated by the Disbursing Officer, to use pre-positioned U.S. dollar checks
to fund the Disbursing Officer's bank account when the balance reaches a
minimum (floor) level agreed to by Treasury and the bank. When the post
official is notified by the bank that the account needs replenishing,
the official will purchase currency with checks totaling the U.S.
equivalent amount of the units of local currency needed to replenish the
account to the maximum (ceiling) level agreed to by Treasury and the
bank. The new procedures resulted in large reductions in cash balances
at many banks. Treasury Department estimated that installation of the
new procedures in Latin American countries serviced by Treasury will

-21-

Substantial improvements were made in the system for managing cash
used for the Tennessee Valley Authority power program. These improvements
included implementation of·a system for more accurately forecasting cash
needs by considering time and magnitude of receipts and disbursements,
for monitoring large disbursements to assure that payments were not made
before due dates, and for recommending short-term borrowing levels to
provide more effective use of cash and to maximize use of the least cost
source of funds available. While it is difficult to estimate dollar ·
savings from these improvements, evidence indicates savings in FY 1975
exceeded $200,000.

result in savings of more than one million dollars per year in interest.
This savings is not a one-time savings, but will recur each year.
The procedures will be installed at other embassies and posts
throughout the world. On a worldwide basis, Treasury estimates that its
working capital will be reduced by more than $50 million.
A DREW Cash Flow Analysis Task Force was established at the
Secretary's request when it became apparent that the Department was
underrunning its estimated budgetary cash outlay by three billion.
dollars. The Task Force was to determine the major factors responsible
for the $3 billion DREW cash outlay underrun in FY 1974 when compared
to the actual outlay shown in the FY 1975 President's budget and to
review the Principal Operating Components' cash payment systems and the
Departmental Federal Assistance Financing System (DFAFS) to determine
what impact, if any, they have on cash outlay estimating the tracking.

The Audit Agency of the Department of Health, Education, and Welfare
has developed a simplified flexible system for its auditors to use t~e
power of the computer to conduct their examinations. The system, wh1ch
comprises procedures training, and computer programs, is called the HEW
Computer Audit Syste~-HEWCAS. HEWCAS composes programs written in COBOL
for processing and extracting data on any computer with a COBOL compiler.
Because of its versatility, HEWCAS has enabled the Audit Agency to use
computers in a variety of audit applications.

The Task Force made field reviews of program activities and analyzed
in depth programs comprising 83 percent ($80 billion) of the DREW budget
estimate, which represented 88 percent ($2.7 billion) of the variance.

HEWCAS provides four basic options for extracting and presenting
data available in computer-accessible files related to an audit. These
options are described below.

The Task Force reported its findings, conclusions, and recommendain a series of research reports and in an executive summary in
July 1975. The reports pinpoint the various reasons for the huge variances;
for example, some projections were made solely on the basis of past
experience, estimators failed to realize the effects of cash transfers
between agencies and the DFAFS, estimators did not receive up-to-date
trend data from other systems or simply lacked experience and facts for
new programs such as Supplemental Security Income and Medicare for the
Disabled. The Task Force outlined techniques and systematic methods that
should improve future forecasts, and set forth implementing timetables.
t~ons

... Opti-on 1, Stratify/Sample. Selects all or a sampling of records
having the characteristics stated by the auditor. Multiple sets
of characteristics can be designated for a single application.
For each set, called a stratum, statistics are provided on the
number of records on the input file, the number of records
selected, and the sums of designated data fields. Each stratum
may be sampled or printed in its entirety. The auditor can have
all selected records or only a su~ary printed. Item sampling or
dollar-unit sampling can be applied to strata in the same run as
desired.

The Secretary accepted the Task Force's report and instructed POC
and Agency heads to implement the recommendations on a priority basis.

- Option 2, Find Duplicate Fields--One File. Lists those records
which match other records on the same file. One or more data
fields designated by the auditor are compared. Records would be
sorted in advance of the HEWCAS application.

Implementation of the Task Force's recommendations has begun and it
is expected that the majority of them will be fully implemented during
the current fiscal year.
In order to minimize financing costs to the Government, the Department of Housing and Urban Development, in cooperation with the Treasury
Department, began testing of the Treasury Regional Disbursing Office
(RDO) method of letter-of-credit funding for BUD's Community Development
Block Grant Program. HUD was already using the Federal Reserve method of
letter-of-credit funding in several programs. The main advantage of the
Treasury RDO method is that it provides the Treasury with a better opportunity to review the grantee's funding request before funds are made available to him. This review includes determining whether the additional funds
are actually needed. If the test is successful, HUD may use the RDO
system for all HUD grant programs receiving advance funding in order to
avoid withdrawal of cash from the Treasury before it is needed and thus
help reduce Treasury's financing costs and the level of the public debt.
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- Option 3, Find Duplicate Fields--Two Files. Lists those records
which match records on another file. One or more data fields
designated by the auditor are compared. Must be used when the
records to be compared are in two different files. Record layouts
of the two files can be different, except for the fields to be
matched. The two files must be sorted on the fields to be matched.
- Option 4, Print Account Details and Totals. Provides subtotals
of designated data fields for each classification of records
defined by the auditor. The auditor has the option of printing
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all records supporting each subtotal or of printing only the first
two such records. Records would be sorted in advance of the HEWCAS
application.
During FY 1975, HEW exceeded its goal of 100 man-years savings for
the fiscal year by 14 man-years through the use of HEWCAS in its audits.
There were a total of 337 applications during the fiscal year.
The General Services Administration, Office of Audits, is leading a
unique Government-wide audit to determine the effectiveness of the Executive Departments' implementation of GSA Federal Management Circular FMC
74-7 on uniform administrative requirements for grant-in-aid to State
and local ogvernments. The management policies issued in this circular
(previously OMB Circular A-102) are designed to achieve uniformity and
simplification in the administration of about $50 billion of Federal assistance programs to State and local governments. Accomplishments in FY 1975
included organization of a joint-coordinated internal audit effort of
the auditors in the grantor agencies; development of a uniform audit
survey program; survey of agencies' implementing grant administration
policies; issuance of some agency internal audit reports to improve policy
implementation; and development of a draft uniform audit guide for use in
evaluating agency practices. The auditors also conducted an intergovernmental seminar for audit and grant administration personnel. Completion
of the audit and issuance of a summary report are scheduled in 1976.
Air Force Audit and the Defense Contract Audit Agency (DCAA) each
introduced program objective documents as an aid in tracking performance
to goals throughout the year and to manage the allocation of manpower
resources. In addition, DCAA implemented a procedure to assess expected
savings per audit man-hour, and the Air Force developed a productivity
measurement system to evaluate both individual and management level performance.
In FY 1975, the U.S. Information Agency leased a computer forms
printer (an off-line computer printout copier/duplicator that'automatically
reproduces multiple copies of single-ply continuous forms printout) for
producing computer printer products, including accounting and property
reports, rather than using the computer printer. Monetary savings
resulted from the elimination of purchasing costly multi-part computer
paper. Other significant benefits are: (1) tape drive and printer time
are saved by eliminating multipass computer operations, which also
reduces computer set-up time and extends ribbon life; (2) substantial
savings are realized from the storage, handling, managing, and controlling
of the smaller sized computer printer reports; (3) requests for additional
computer runs are now satisfied without the need for making additional
computer printouts; (4) elimination of the need for purchasing costly
preprinted computer forms since overlays can be acquired at a very
reasonable cost serving the same purpose; and, (5) elimination of the
need for the use of bursters and decollators since the computer forms
printer is equipped with sorter bins producing the desired number of
copies ready for binding and distribution.
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The Air Force reported a number of actions to reduce the use of
computer tab paper and file space. One effort resulted in saving about
7.3 million sheets of tab paper and over $62,000 ·annually by eliminating
or combining computer output products, reducing the frequency or number
of copies printed and converting to microfiche or computer printer forms.
For example, converting a monthly ledger trial balance printout to nine
microfiche frames replaced over 20,000 pages of computer paper annually.
Using a summary format instead of a detailed run for one monthly report
saved 125,000 sheets of computer paper_annually.
The Civil Aeronautics Board has deve.loped and used a workload
reporting system for many years. However, a program to review the existing workload and productivity reporting system was recently begun. There
are several areas in the Board's operating programs where productivity
standards are meaningful and have been adopted. These are usually
recurring, repetitive or processing operations and include: printing
plant operations; ADP systems design, programming, machine operation and
machine acrivities; certain carrier auditing and investigating activities
of the Accounting and Reporting and Enforcement Programs; and certain
procedures for the review and processing of tariff filings and complaints.
The Civil Service Commission's Bureau of Training has developed a
revised work reporting system based on the FY 1976 Operational Unified
Planning Document for the nationwide training program. By establishing
work report functional accounts for the projects and objectives included
in the Bureau of Training's FY 1976 plan, the revised system will provide
the means to track time and costs associated with implementing the plan.
The Civil Service Commission has replaced its ARS teletype network
for data entry and transmission of accounting, payroll, and financial
management information from its ten regional offices to the central office
with a new and improved communications network. Under the new network,
manual editing of data has been eliminated, data entry productivity has
doubled, manual coding from source documents has been greatly reduced,
data can be transmitted unattended after regular office hours, and costly
paper tape operations have been eliminated. The new network will also
permit the transmission of financial reports from the central office to
each regional office.
The Financial Analysis and Reporting System '(FLARES) at GSA was
recently demonstrated in a special review by the GSA Office' of Audits
of a GSA revolving fund. Via FLARES, financial data was transmitted on
remote terminals from the Regional Offices and sunnnarized financial
rep.o~:t.s. we-re imt:o.ediately .available.
The use of this system (available
t~.~i;:NE<mi'r)' resulted in the availability of mre timely financial
repotts upon which managers could make more effective financial decisions.
INFONET·' s Financial Planning and Forecasting System (FIPLAN) was used
by the GSA Office of Audits.
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The output measurement reporting system at the U.S. Coast Guard has
been expanded to include measures of effectiveness. The effectiveness
measurement data is now used to establish standards of timeliness and
accuracyo These standards will greatly enhance the value of the productivity measurement data.
The monthly "Obligation Status Report" at the·certtral·Intelligence
Agency is now being produced on COM (Computer Output Microfilm) in lieu of
two hard copy outputs. The estimated paper savings was approximately
256,000 pages of computer printed sheets in FY 1975 with comparable
savings each succeeding fiscal year.
The Department of Housing and Urban Development completed the conversion of the Time and Attendance Report processing from punched cards
to OCR documents for all field employees. Annual net savings of $27,000
and approximately 3 man-years were accomplished.
The Tennessee Valley Authority eliminated the ~vings bonds EDP
subsystem and the payroll EDP systems were modified to include the
processing of U.S. savings bonds. Eight computer programs, several
separate computer runs, and many manual controls were eliminated which
resulted in a more efficient system and annual savings of $16,000.
Use of Check Wrapping Systems in the Treasury Department will significantly re.duce the envelape costs' for 'mailing checks, particularly in
view of the increasing cost of pre-manufactured envelopes. This system
manufactures an envelope from a roll of paper while simultaneously
inserting a check and as many as three separate inserts. MOre than 90
million checks were wrapped in FY 1975 in the envelopes manufactured by
the prototype system. The first production model system was delivered
on June 26, 1975, and the installation commenced the following day.
Thirteen production model systems are planned to be installed by the end
of FY 1976. Projected annual recurring savings of approximately $1.5
million are anticipated when all Check Wrapping Systems are fully operational.
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MEMORANDUM FOR THE PRESIDENT
Subject:

Enrolled Bill H.R. 14239 - Departments of State,
Jystjpe, and Commerce, the Judiciary,
Related Agenc~es Appropriat~ Act, 1977
Sponsor- Rep. Slack (D), West Virginia

ana

Last Day for Action
July 141 1976 - we.dnesday
Purpose
Appropriates a total of $6,680.314,453 in 1977 budget authority
for the activities of the Department of SEate, Justice, and
Commerce; the Judiciary; the Small Business Administration;
the United States Information Agency; and other related
agencies and commissions.
Agency Recommendat1ons
Office of Management and Budget

Disapproval

Affected agencies

Approval (informally)

Discussion
The total new budget authority provided in this bill,
$6,680.3 million, is ~427.4 million above your requests for
1977 and fl90 0 7 mi1Jiion above amounts appropriated for 1976.
The net e feet of t ese increases on estimated outlays is to
add $231 million in 1977 and $101 million in 1978.

2

The following table shows the effect of Congressional action
on your 1977 budget requests for major agencies in the enrolled
bill:
1977 Budget Authority
{in millions of dollars}
Request
Amount
considprovided
Differered
in bill
ence
Department of State .••••.••••• 1,055
Department of Justice ••••••.•. 2,152
Federal Bureau of
(467}
Investigation ••••••••••••••
Law Enforcement Assistance
Administration ••••••••••••• . (708}
{977}
Other . .......•· . . . . . . . . . . . . . .
1,344
Department of Commerce •.••••••
Economic Development
{249}
Administration ••••.••••••••
Regional Action Planning
{42}
Commissions . . . . . . . . . . . . . . . .
National Oceanic and
(573)
Atmospheric Administration.
Other • . . . . • • • • . • . . . . • . . . • . . •
(480)
The Judiciary •••••••••••••••••
394
Small Business Adrninistration . ....................... .
631
Legal ServicesCorporation .••••
80
598
Other related agencies ••••••••
Total . . . . . . . . . . . . . . . . . . 6,253

1,048
2,237

.-7
+85

(494)

(+27}

{753}
(990}
1,516

{+45)
{+13}
+172

(387}

(+138)

(64)

(+21)

(585}
(481}
376

(+12}
(+1}
-17

781
125
597

+150
+45

6,680

+427

-1

It is impossible to directly compare amounts provided in the
bill to targets established by the first concurrent resolution
on the budget since the resolution does not provide a breakdown
of recommended budget authority by appropriation bill. A
comparison can be made, however, to House and Senate subcommittee
allocations:
1977 BUDGET AUTHORITY
(in millions of dollars
House
Senate
Enrolled
Target
Target
Bill
7,293

7,000

6,680

.·
3

Major Changes to Requested Amounts
The major changes made by the Congress to the amounts of
budget authority requested for 1977 follow:
Major Increases
An increase of $150 million for the Business Loan and
Inye~tmeut Fund o£ the Small Btis"iness Administration.

The inc.rease is distributed as follows:
0

$135 million to provide direct loans to small
businesses.

o

$15 million to establish a revolving fund to
insure small business access to the industrial
revenue bond market for financing pollution
control facilities.

The Congressional add-on of $135 million for direct assistance
loans runs counter to your budget proposal to emphasize loan
guarantees as a way to operate the business assistance program
at limited cost to the taxpayer.
An increase of $159.2 mil ion

our request for
economic development ass1s ance programs
e
Department o""f Co:riunerce. This is d'isEr1BUtea
between the Economic Development Administration
(+$137.9 million) and the Regional Action
Planning Commissions (+$21.3 million). These
additional funds would provide for increases in
various activities authorized by the Public Works
and Economic Development Act of 1965, including
public works grants and loans; business development
loans ~~d guarantees; technical assistance and
research; and increased assistance for communities
and business firms adversely affected by increased
import competition. The Congressional add-on
would increase the amounts you requested for these
two components by more than 50 percent.
A net increase of $12 million for the National
Oceanic and Atmospheric Administration. The most
significant increase, for 200-mile fisheries
management (+$22 million), is partially offset by
several small reductions.

.-

#
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- Increases for the Justice Department total $84.9 million.
The major increases are:
0

Law Enforcement Assistance Administration (LEAA}.
The enrolled bill provides $753 million for LEAh,
_$45 million more than your request of $708 million.
Wh~le your budget ~ncluded no funds for the Law
Enforcement Education Program (LEEP) or citizen's
crime prevention programs, the conference report
on the bill specifies that $40 million and
$15 million, respectively, will be used for these
programs. Similarly, while your budget requested
$10 million for juvenile justice and delinquency
prevention programs, the conference report
stipulates $75 million for these purposes.

°

Federal Bureau of Investigation (FBI)
The enrolled bill provides $27.2 million more than
your $466.8 million request. Your proposed
decreases in administratively uncontrollable
overtime ($8 million), State and local training
($8 million), equipment ($5 million}, and
personnel {$6 million) have been restored by
the Congress.

0

Immigration and Naturalization Service
The enrolled bill provides $12.4 million more than
your $221.6 million request. In addition to
restoring decreases you had proposed (including
administratively uncontrollable overtime), the
Congress increased inspection, adjudication,
and investigation activities.

An increase o' S45 mjlljgp to your $80 million request

for the Legal Services Corporation would support the
hiring of additional attorneys and support staff for
the program as well as strengthen and extend legal
services projects in the South, Southwest, and .t-1id,-Test.

5

Your budget request for the Corporation--$80 million--would
have decreased the level of funding from 1976 by
$12.3 million.
Subsequent to the transmittal of your budget
to the Congress, the Corporation formulated its O\~ independent
request ($140.3 million), and transmitted it to the Congress.
Our subsequent review of the Corporation•s budget found littJ.e
prograrranatic justification for increases beyond your budget
request.
Consequently, we believe that $80 million is an
appropriate level of funding for 1977 and do not support the
increases contained in this bill.
General Provision
New to Title VI of the hili this year is the follm·ling general
provision:
Sec. 606. None of the funds appropriated
in this Act shall be made available for the
collection and preparation of budgetary
information '\vhich '\V'ill not be available to
the Committees on Appropriations of the
Senate and House of Representatives.
This provision would require the submission of all budgetary
information to Congressional Appropriations Committees upon
request.
Enactment of this provision could interfere w·ith
the candor and w~llingness of agency officials to provide
information to the Departments and to O.MB.
Recommendation
This bill would raise Federal spending levels and significantly
increase the difficulty of bringing the budget into balance
by 1979.
I recommend that you veto the enrolled bill.

James T. Lynn
Director

j

EXECUTIVE OFFICE OF THE PRESIDENJ'
OFFICE OF MANAGEMENT AND BUDGET
•
•

ro,

Date:

J.·. ._ C,.~u·WtJ

FROM: Deputy Director

7/z.v

/ v- fi )

~

EXECUTIVE OFFICE OF THE ·PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

FOR RELEASE ON DELIVERY
Expected at 11:00 a.m.
Tuesday, July 27, 1976
STATEMENT OF PAUL H. O'NEILL
DEPUTY DIRECTOR OF THE. OFFICE OF MANAGEMENT AND BUDGET
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TASK FORCE ON THE BUDGET PROCESS
Mr. Chairman and Members of the Task Force:
I appreciate the opportunity to testify before this
Task Force on H.R. 11734 and S. 2925.
We in the Administration, following the President's strong
leadership, are firmly committed to the stated purposes of
these bills:
to eliminate inactive, unnecessary, duplicative or
outmoded programs, and
to see to it that every dollar of the taxpayer's
money is spent as efficiently as possible to produce
the best possible product.
The President's commitment to these purposes is fully
demonstrated in his legislative and budget program.
exampl~s

A few

illustrate that commitment:
The President placed before the Congress in January
legislative proposals to consolidate 58 categorical
programs into four block grants.

Together, these 58

programs account for over $18 billion in Federal

-2spending for health, education, social services,
and child nutrition.

The defects in these programs

and the obvious need for reform has been well
documented.
The Administration has proposed eliminating subsidies
for farming practices which are a normal part of
farming operations.
The Administration has proposed termination of some
housing programs because they have been found ineffectivehigh relative cost, and duplicative of other assistance
programs.
The Administration has proposed that new entrants to
the peace-time all-volunteer armed forces not be given
GI bill benefits; following the example of other
peace-time periods and in recognition of the fact that
volunteers are now being paid wages that are competitive
with the private sector.
The Administration has proposed a phased reduction
of the subsidy of direct labor in military commissaries.
The Administration has proposed reform of the so-called
Impact Aid program.
These are just a few of many, many, examples where the
President has proposed to do what the bills before you seem
to have as their objective.

-3In assessing this record, frankly, I can't help
wondering why it is the Congress doesn't turn its attention
to considering the President's program if it too is firmly
committed to the stated purposes of the bills you have before
you.
In turning more specifically to H.R. 11734 and S. 2925,
I would first like to raise a caution.

Perhaps growing out

of too many years of experience, I am frequently reminded of
one of H.L. Mencken's pithy observations.

He said:

"For every human problem there is a solution; neat,
simple .••. and wrong."
That is not to suggest that you put aside the legislation
you are considering.

But it is intended to urge caution.

I believe a good case can be made for legislative action
by observing the progress that has been made under the Congressional Budget Act.

But at the same time our experience

with the planning-programming-budgeting systems (PPBS} of the
1960's suggests we proceed with great care.

In my judgment,

our experience with PPB demonstrates the problems that can be
created with a rigidly specified system.

Those of you who

were close to it will recall, as I do, the mountains of paperwork it produced.

One saving grace was the fact that it was

a creature of the Executive Branch which we were able to
redirect without legislative action; preserving its fundamental
ideas while doing away with its process burden.

And so, I

-4think it is extremely important, as this legislation is considered that we try very hard to say precisely what it is we
think will be accomplished by its enactment and what its cost
will be.

In other words, we should apply the ideas of "sunset"

and "zero-base" review in considering this legislation.
Last Spring, in testimony before the Senate Government
Operations Committee, we offered an analysis of S. 2925 in
its original form, which at that time was identical to
H.R. 11734.

Those comments are, I believe, still valid and

I have therefore attached them to my prepared statement.
There is one concern not covered by the attachment that
I want to mention.

It has become apparent that the program

identification required to be made by the General Accounting
Office under the existing bills may lead to a paperwork process
that is mind-boggling--even by Washington standards.

We

have indications that the GAO approach may result in the
identification of 20,000 or more programs.

These programs

would then become the basis for determining the number of
reviews to be made and of objectives to be covered in the
budget.
This point emphasizes the need for caution that I stressed
earlier.
Mr. Chairman, I would be happy to answer the questions
of the Committee.

Attachment
EFFECT OF PROVISIONS OF S. 2925
Some of the specific provisions of

s.

2925 could work

at cross-purposes with the basic intent of the bill.

A

discussion of some of these problems follows.
Limiting Authorizing Legislation to Four Years
Title I imposes a 4-year limit on authorizing legislation
for most Federal programs and activities.

This means that these

programs must be reauthorized every four years or be terminated.
The Senate and House Budget Committees would have jurisdiction
over deviations from that schedule.
The bill covers virtually all Federal programs, except
interest payments on the national debt.

While it exempts

Medicare, social security and other retirement and disability
trust funds, these programs could not be changed unless a
zero-base review and evaluation had been conducted and the
results reported by the legislative committee to the House
and Senate.
The provision ignores some realities.

The functions of

some agencies (as opposed to the efficiency with which these
functions are carried out) are not subject to dispute.

For

example, there seems to be no disagreement that Justice must
enforce Federal laws, Defense must maintain the national
security and the Bureau of Census must count the population.

-2Tying the mandatory reauthorizations to the functional
classification will insure that the programs in each category
will be reviewed simultaneously.

However, this does not

provide for focusing review and reauthorization on governmentwide issues that may cut across functions or subfunctions.

In

addition, it is unlikely that any fixed classification could
provide for such focus.

Use of the functional classification

would also make restructuring of that classification more
difficult to accomplish.
The processing and paper work that would be required
each year for those Federal programs being reauthorized
would be mountainous.

The end result of this provision would

be to divert time from focusing on those programs or activities
for which changes should be made.

The necessity to prepare

detailed justifications and evaluations for all reauthorizations
would impose an unnecessary workload and paperwork burden on
those agencies whose functions are not subject to dispute and
those agencies whose efficiency is not questioned.
The means already exist for concentrating our evaluation
efforts on those areas for which they are most needed.
legislative committees

The

of the Congress clearly have it within

their power to specify that evaluation studies will be made
in conjunction with new authorizing legislation or amendments
and extensions of existing law.

Moreover, the Government

.

Operations Committees and Budget Committees would appear to

-3have both the authority and the interest to suggest areas of
study.

of course, the Appropriations Committees have a strong

interest in program evaluation, too, but the horizon of the
appropriations process is generally too short to encompass a
complete evaluation cycle.

This is not to say that progress

reports to Appropriations Committees are not appropriate.
Finally, the Executive Branch, particularly OMB, has ideas on
where program evaluation is most needed and would welcome
working with the Congress to develop program evaluation plans.
Zero-Base Review and Evaluation by the Executive Branch
Section 321 of the bill requires the Executive Branch to
conduct zero-base review and evaluation every year for about
a fourth of the Federal programs.

A very complex and technical

evaluation would have to be conducted to assess the level of
program quality and quantity that could be purchased at various
expenditure levels.

The results of the reviews conducted by

the Executive Branch would be required to be transmitted to
the Congress at the same time as the President's annual budget.
To accomplish this each year in connection with the annual
budget would either very seriously degrade the quality of the
regular budget review of the programs not subject to zero-base
evaluation--or it would require significa~tly greater resources
and more time than is now available for the budget review process.

-4If the type of zero-base review and evaluation defined
in section 302 of the bill is to be made, program impact
levels must be measured accurately--in terms of service
output--and related to resource inputs i.n terms of incremental
amounts of budget authority.

The initial program analysis and

evaluation of this bill coupled with the reauthorization process will suffer the same data and paperwork problems
experienced for the Planning-Programming-Budgeting
System

in the late 1960's.

It proved impossible to use

effectively the considerable amount of information provided
by that system.
The magnitude of this task for most, if not all, programs
can be illustrated by the following example of a two-step
process.
Step 1 - Measurement of Effort.

Determination of the

program impact of a specific level of budget authority is
frequently so difficult that it is virtually impossible to
anticipate how much time it will take to have useful results.
An excellent,

though not extraordinary, example of these

problems is provided by an elaborate evaluation of Title I
of the Elementary and Secondary Education Act (ESEA).

The

measurement instruments for this evaluation are now undergoing
tests.

Title I of the ESEA is aimed at meeting the special

needs of educationally disadvantaged children.

The evaluation

study is expected to take 7 years--at a cost of approximately
$7 million for the first 2 years.

Design and measurement

-5techniques in such an evaluation present a formidable task
due to the diversity of projects that have been undertaken
under Title I.

State and local educational jurisdictions

have taken highly varied and individualized approaches in
designing corrective programs for the educationally disadvantaged.

Moreover, the measurement of educational attainment

is clouded by the absence of standard tests for which there
is agreement among educators as to their validity, and by the
unavailability of adequate comparison groups.

All of these

uncertainties about the suacess of this long-term, expensive
evaluation project are set against a background of previous
efforts which frequently have been unable to demonstrate conclusive evidence concerning the effect of such special
educational programs.

The difficulty and expense of measuring

program effects is not to be taken lightly.
Step 2 - Production Functions.

Even if these vexing

measurement problems can be solved--and we are constantly
seeking solutions--true zero-base review apd evaluation as
outlined in the bill, requires a good deal more.

It requires

relating such efforts to varying dollar and employment levels.
Even with more program impact data than it is reasonable
to expect,the development of such production functions would
be a challenging analytical task in itself.

It is likely that

sophisticated mathematical models will be required.

We are

not aware that such techniques have been successfully developed

-6for any significant social programs, not because of a lack
of will on the part of those who have attempted to develop
them but because of the great methodological difficulties
inherent in them and excessive costs alluded to previously.
At this point, it is not more evaluations, but better
evaluations, that are needed.
There are also reservations to the indiscriminate use of
the zero-base technique.

This technique may be inappropriate

to many Federal programs and in such cases less complex, less
detailed techniques may better serve the purpose while at the
same time requiring fewer resources.

A study was made of the

indescriminate use of zero-base budgeting for a whole agency,
the Department of Agriculture, some years ago.

In the view

of one writer a major conclusion of this study was that:
" ... The main result was a mountain of paper work.
The experiment failed both because no one could figure
out how to make the comparisons and because no one was
willing and able to make the drastic reallocations
that would have been required."
It is doubtful that the basic purpose of this bill is best
served by requiring in law that across-the-board zero-base
evaluations be performed every four years.

The resultant lack

of flexibility, may not be worth the added emphasis that a
statute would provide.

It may be that despite its noble intent,

enactment of the bill as presently written, would cause more

-7harm than good.

It would so-systematize a very complex and

sensitive process and so diffuse our current efforts to
encourage quality evaluations that it might cause a net loss
of useable data to evaluate and manage Federal programs.
Nothing now prevents either the Executive Branch or the
appropriate legislative-committees from conducting zero-base
reviews and evaluations of the basic purposes and functions
of agency programs.
The Congress 'should allow the heads of agencies to work
with the authorizing committees to determine where evaluations
are needed as well as their frequency.

It should be possible to

impose a discipline without the rigidities and inefficiencies
involved in taking the across-the-board statutory requirement
approach.
Annual Objectives Included in the President's Budget
Section 402 requires that the President's Budget include
specific annual objectives for each Federal program or activity
and an analysis of how the objectives set forth in previous
budgets were met.

In addition, sections 321 and 3ll(b) require

that the President and the Congress specify--in quantitative
terms--the objectives of the programs and activities as part
of the four-year reauthorization process.
Considerable care must be taken in the proper development
of performance measures.

Otherwise, these measures often show

how busy people are rather than the cost-benefit of their
activity.

The development of a meaningful performance measure-

-8ment requires significant managerial effort and reorientation.
In addition, the maintenance of the process requires that
Congressional and Executive decisions be based on these
analyses or the process will be discredited.
This effort would be staggering.

There are more than 1,000

Federal domestic assistance programs alone.

The amount of in-

formation to be included in the President's budget would be so
great that detailed analysis by the OMB and agency staff would
--necessarily--give way to "pro forma" examination.

OMB policy

officials could not possibly do an adequate job of reviewing
such a large mass of material and devote the time and effort
required during the already overloaded budget review process.
Agency accounting systems, many of which are computer based,
would have to be redesigned and reprogrammed.

These crushing

data requirements would be superimposed on those added by the
Congressional Budget and Impoundment Control Act, which have
stretched the abilities of OMB considerably.

The requirements

of S. 2925 are more--much more--than the system should be
expected to meet.
Overlapping Work by the Legislative and the Executive Branches
The bill requires evaluations to be conducted by Congressional Committees, the GAO, the CBO, and the Executive
Branch (Sections 311, 312, and 321).
would be inevitable.

A great deal of overlap

An alternative is to reach an under-

standing on the design of the evaluation--which should be

-9fully coordinated at the start--then have either the Executive
or the Legislative Branches conduct the evaluation and avoid
duplication of effort.

SUMMARY
The-development of an effective process that provides a
systematic mechanism for periodic, full-scale review and
evaluation of Federal programs is complex and difficult.
Legislation that prov1des the flexibility that is needed
to make the process work could well be too broad to be meaningful.
On the other hand, specificity in the legislation could result
in an unduly restrictive and inflexible approach.

Rather, it

would appear that legislation is not necessary to accomplish
needed evaluations.
A more fruitful approach would be to reach agreement with
the appropriate legislative committees on a limited number of
major program areas that should be evaluated, develop cooperatively a study design for evaluating the programs included in
those areas, and then work .closely together to make certain
that the studies are completed on schedule.

OMB could suggest

program areas for these committees to consider.

It would also

make a great deal of sense if the legislative committees were
to impose evaluation requirements whenever new programs are
instituted or the authorizations for old ones are extended .
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-10This approach differs considerably from the plan outlined
in the bill.

But it should be possible to find a more appro-

priate way to accomplish the objectives of this bill without
a legislated mechanical, and inflexible approach.

