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Here’s a question for you: 

How long has there been a statutory requirement for agencies of the federal government to link accounting data to the budget? 

a. 5 years or less

b. more than 5, but less than10 years

c. more than 10 years, but less than 25 years

d. since the middle of the last century


Think about it – the answer will emerge later.

There is a dual purpose in this paper: first, we want to explain what “linking” accounting information to the budget means. Second, we want to share with you some of the history of the development of these links. To effectively carry this out, we plan to provide a definition of what is meant by the terms “link” and “budget” and provide the reasons why a linkage is necessary. We will then discuss three important criteria for linkage (an accounting system, a naming convention, and a reporting system) and provide a discussion of each.  Because the development of the naming convention and the reporting system criteria reflect a government-wide cooperative effort crucial to an understanding of the linkage of accounting and budget, we will digress into some historical background concerning how this system came into being. After this discussion, we will describe the linkage of a sampling of critical budget events (appropriation, obligation, and outlay) by providing a road map from the accounting data to the budget. We will also discuss a couple of events that do not completely follow the model. Finally, we will share some of the results of this linkage.          

What Do We Mean by “Link?”
In order to focus our efforts, for the purposes of this paper we will define “budget” as particular entries in the prior year column of the Program and Financing (P&F) schedules of the President’s Budget Appendix and we will define “accounting data” as the data residing in general ledger account balances or (in some cases) as detailed transactions in agency accounting systems. We will consider a “link” between accounting information and the budget to be established when we have described how a sampling of entries in the President’s Budget are derived from those balances or detailed transactions in the accounting systems. This requires a discussion not only of where the information resides, but also the methodology for retrieving this information and placing it in the President’s Budget.  

Why Link?
Aside from all the good management reasons for being able to support the amounts we ask for in our annual budget by actual accounting information, the primary reason we link accounting information to the budget is that the requirement is in law.  Congress required heads of agencies to “establish and maintain systems of accounting designed to provide reliable accounting results to serve as the basis for agency budget requests and budget control and execution” in the Budget and Accounting Procedures Act of 1950 (codified at 35 U.S.C. § 3512(b)). So, as you can see, the statutory requirement for agencies of the federal government to link accounting data to the budget has been with us since the middle of the last century. In addition, the Federal Financial Management Improvement Act of 1996 mandates the consistent recording of accounting transactions in agency accounting systems.

Criteria for Linkage

There are three essential criteria necessary for linkage: an accounting system, naming conventions, and a reporting system. Each will be discussed in turn.

1. Accounting System
Accounting systems have many demands. First, there is the cash accounting requirement imposed by Treasury, our banker. The system has to be able to keep track of the cash in each of its accounts in the same way we keep our own checkbooks. Agencies have to reconcile the amounts they have recorded in their accounting systems to the amount Treasury has recorded, just as we have to reconcile our checkbooks each month.

Second, there is the budgetary accounting requirement. The Anti-Deficiency Act requires federal agencies to control spending by the use of a process often referred to as “administrative control of funds.” This involves an OMB apportionment process and a requirement that agencies’ systems (through a hierarchical process of allotments and allowances) keep spending within amounts appropriated and apportioned. Spending more than Congress appropriates – or more than OMB apportions -- is a “federal offense,” punishable by a fine of up to $2,000 and up to two years in jail. This feature makes budgetary accounting requirements fairly unique – especially when compared with private sector accounting.

Third, there is what we call the “classical” accounting requirement: keeping track of assets, liabilities, revenues, expenses, costs, etc. These requirements (frequently referred to as “proprietary” accounting) are the ones covered in an Accounting 101 class and make up most of the information provided in financial statements. 

Finally, there is the requirement that accounting systems provide financial information to help us with our jobs; whether in the calculation of program costs or telling us how much we spent on a particular line item last year.

Chart 1 represents these multiple demands of our accounting systems:

Chart 1

Multiple Demands of Accounting Systems
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In order to provide answers to these multiple demands, accounting systems have to be able to identify, classify, or “capture” accounting information in a variety of ways or in what are sometimes referred to as “buckets.” But it isn’t enough to just capture accounting information, we have to be able to give that information a name so that we can be sure we are aligning our information with the correct “bucket.”  This is crucial in the federal government where agencies each have their own accounting system or systems. In order to properly identify budgetary information for publication in the President’s Budget, all entities must use the same naming conventions for their accounting “buckets” so that they can refer to the same accounting information in the same way. That leads us to the second criterion for linkage – naming conventions.

2. Naming Conventions
While it is true that an accounting system is a necessary condition for linking accounting information to the budget, it is not a sufficient condition in itself.  Another rather obvious criterion for linkage is the need for a naming convention or (to use a worn cliché) making sure we don’t confuse “apples and oranges.” A naming convention is needed for several dimensions of accounting information, but the most significant one for purposes of our discussion is the U.S. Standard General Ledger (USSGL). 

If you have ever traveled in a foreign country and needed a guidebook to figure out how to ask “where is the bathroom?” you can appreciate the necessity for a translator or naming convention for accounting events. Linking budget information to accounting requires the same sort of translator. In fact, in order for accounting events to be consistently “named” across the entire federal government (a necessity for properly identifying amounts in the President’s Budget or combining or consolidating financial statements), the “United States Standard General Ledger of accounts” (USSGL) was developed (more on this later). 

The USSGL serves as our naming convention for financial events.  For example, budgeteers may refer to the enactment of appropriations, but accountants recognize that USSGL account number 4119 (“appropriations realized”) is used government-wide to record that particular accounting event. An obligation that has not yet been paid is recorded (“translated”) as account 4801 (“undelivered orders--obligations, unpaid”) or 4901 (“delivered orders--obligations, unpaid”). Disbursements to the budgeteer are recorded as accounts 4802 (“undelivered orders--obligations, paid”) and 4902 (“delivered orders--obligations, paid”). The following table illustrates these“translations”:

Table 1

Translations of Budget Events into Accounting Terminology

	Budget Event
	Accounting Description
	USSGL Account Used

	Enactment of appropriations
	Appropriations realized
	4119

	Obligation of funds without payment
	Undelivered Orders—Obligations, Unpaid 

or 

Delivered Orders—Obligations, Unpaid
	4801 (if order not received)

4901 (if order is received)

	Outlay or Disbursement of funds (payment of obligations)
	Undelivered Orders—Obligations, Paid 

or 

Delivered Orders—Obligations, Paid
	4802 (if order not received)

4902 (if order is received)


The USSGL accounts are classified as follows:

1000
Assets (cash, receivables, advances, inventory, investments, etc.)

2000
Liabilities (accrued liabilities, debt, actuarial liabilities, etc.)

3000
Net Position (cumulative results of operations, status of unexpended appropriations)

4000 Budgetary (appropriations, apportionment, obligations, etc.)

5000
Revenue and Other Financing Sources

6000 Expense

7000 Gains/Losses/Miscellaneous Items

8000 Memorandum

9000
Agency-Specific Statistical and/or Memorandum Data

Each of these classifications corresponds to a different accounting purpose. Given the focus of this paper, we will focus on the 4000 (i.e., budgetary) series of USSGL accounts. The remaining account series relate to the “classical” (or proprietary) accounting requirements referred to earlier in this paper (see page 2). These budgetary accounts permit us to classify and group certain types of accounting transactions for reporting purposes. 

3. Reporting System
So far we have covered two of the three criteria necessary to link accounting information to the budget. We have to have an accounting system and we have to have a naming convention to assure we are classifying budgetary accounting events in a uniform, understandable, decipherable way. Once these criteria are met, we still need the third criterion – a reporting system – in order to complete the link.  The reporting system that fulfills this role is the Federal Agencies’ Centralized Trial-Balance System II (FACTS II).  Since the development of this system not only rounds out the necessary trio of criteria for linkage but also epitomizes the need for naming conventions, we want to spend some time describing just how it came about.

USSGL, FACTS I and II: Some History

In September 1997, the Department of the Treasury’s Financial Management Service (FMS) wrote the first lines of code for the Federal Agencies’ Centralized Trial-Balance System II (FACTS II).  In October 1999, FMS initiated the FACTS II system.  According to the number of Treasury Appropriation/Fund Symbols covered, about 20 percent of the Federal Government reported their fiscal 1999 budget execution results through FACTS II.  By the end of fiscal 2001, the coverage was about 96 percent. In only 4 years from the start of coding, FMS had fully implemented a very complex system.  In reality, though, FACTS II development began in the mid-eighties.  The history of FACTS II development and its relationship to other significant events provides some insight into its importance to the evolution of Federal financial reporting.

USSGL

In the mid-eighties, accountants from many agencies held extensive meetings to produce a government-wide “naming-convention” called the U. S. Government Standard General Ledger (USSGL).  Some might point to the Budget and Accounting Procedures Act of 1950 or the Chief Financial Officers (CFO) Act of 1990 as beginning the revolution in Federal financial management, but others could make a case for the USSGL document being the actual genesis of a government-wide vision.  The accountants who prepared it understood that the Federal Government had financial information problems because each Federal agency recorded and reported the same economic event and interpreted high-level guidance differently. As a result of these differences, agencies’ financial reports to the central agencies were sometimes conflicting, often confusing, and always inconsistent. The original USSGL group recognized that a single interpretation of high-level guidance must prevail and that agencies must use a standard set of detailed debits and credits, based on that interpretation. 

Why are a prevailing interpretation of high-level guidance and a standard set of detailed debits and credits so important?  The answer is simple.  Decision-makers require accurate, consistent, and relevant information.  For example, people decide what to wear based on the weather forecast they hear while gulping their morning coffee.  They decide which route to take based on the radio traffic report.  They read Consumer Reports before buying a car.  People ask a friend how the doctor treated his or her son. And what happens when decision-makers do not have relevant information? They make unwise decisions that may result in problems. Last winter, a fast moving storm put sleet and freezing rain on the roads during the morning rush hour, and none of the weather forecasters predicted it.  School buses could not complete their routes, kids were stranded, plans disrupted.  None of that would have happened had the forecast been accurate.  For too many years, agencies have been providing the government’s central decision-makers with inaccurate and inconsistent financial information.  Fifteen years ago, the founding USSGL members realized the necessity for accurate and consistent financial information and took a significant first step toward providing it.

After FMS became the lead agency responsible for USSGL maintenance in 1987, it established a team to perform this USSGL function.  Over time as the team’s responsibilities and duties continued to grow, FMS established a branch, and eventually the U.S. Standard General Ledger Division to handle USSGL maintenance.  Annually, FMS conducts 30 to 40 meetings and provides the staffing necessary for USSGL maintenance.  Agency representatives participate fully in issue debates and discussions and vote on all substantive issues.  The result is the detailed, comprehensive guidance provided in the USSGL, a supplement to the Treasury Financial Manual (TFM). To underscore congressional interest in the usage of a government-wide naming convention (USSGL), the Federal Financial Management Improvement Act of 1996 mandated that agencies record transactions in their accounting systems using the USSGL.

While the issuance of accounting guidance is an important FMS responsibility, it is only one facet of its mission, which is rooted in the U.S. Constitution (article 1, sections 8 and 9). In those sections, the Secretary of the Treasury must provide reports to the President, the Congress, and the public on the Federal Government’s financial condition. FMS, as the Government’s financial manager, provides the Secretary with essential financial reporting information.  Daily, FMS ensures that the Federal Government has enough money in its checking account to cover the day’s expenses and invests any excess to earn interest.  Usually, that checking account contains from $50 to $70 billion. FMS also makes most of the Federal Government’s payments using both checks and electronic funds transfers.  

As a tool, accounting guidance supports accurate and consistent reporting, but it cannot improve reporting by itself.  Agencies must implement the accounting guidance for it to have an impact.  How did FMS make that happen?  In the late eighties, the Director of FMS’ Accounting Group presented an achievable FMS objective as the answer to that question.
  He stated that FMS should stop collecting agencies’ financial reports and start collecting agencies’ trial balances. At the time, FMS’ staff did not realize the profound change that collecting agencies’ trial balances would cause.

Although the Federal Government does both proprietary accounting and budgetary accounting, FMS first began effecting this reporting change with the “classical” or “proprietary reports.”  As mentioned earlier, these reports result from traditional accounting taught in schools and used in the private sector.  The familiar terms “assets,” “liabilities,” “equities,” “revenues,” and “expenses” apply. From 1976 until 1996, FMS prepared an annual report on the Federal Government’s proprietary activity called the Consolidated Financial Statements of the United States Government (CFS).  The report’s cover always included the word “prototype.” Agency reporting was sporadic, inconsistent, and often late.  More importantly, though, the form-based reports agencies used through fiscal 1993 and the number of rollups the reports contained made it impossible for FMS to analyze the data.  The reports consisted of traditional balance sheets, operating statements, cashflow statements, and other information. Agencies rolled up many general ledger account balances to a single report line, and the reports usually covered many Treasury Appropriation/Fund Symbols. In addition, no provision existed for tracking intragovernmental activity among Federal agencies. As a result, the CFS was inaccurate, late, and not very useful.  However, it did provide FMS with plenty of practice consolidating financial statements for the largest, most diverse entity in the world—the U.S. Government. This experience prepared FMS for the major financial reporting changes of the nineties. 

FACTS I

With the CFO Act of 1990, FMS realized that the methods it used to prepare and report data in the CFS were not as accurate and timely as required.  FMS needed agencies to report consistent data and an automated system with edits that would reject obviously incorrect agency reports in a timely manner.  In addition, FMS needed to process the data much more quickly; that is, FMS had to automate.  The USSGL would play a key role in that automation process. Since 1987, the TFM had required agencies to use the USSGL to record their accounting transactions. In 1991, FMS began a project to replace the forms-based reporting it used for preparing the CFS with an automated system for reporting USSGL-based trial balances. FMS named this new system the Federal Agencies’ Centralized Trial-Balance System I (FACTS I).  FACTS I could check trial balances to ensure that they were balanced and did not use incorrect accounts. It could process the trial balances much easier than the previously used forms.  FMS decided to produce the fiscal 1994 CFS through FACTS I. By the end of the final day of the first reporting window, more than 70 percent of the trial balances were in FACTS I, and FMS experienced better reporting than it had ever experienced with the forms.  FMS successfully produced the fiscal 1994 CFS with USSGL-based trial balances. Although the fiscal 1994 CFS was not perfect, it was better.

Over the years, FMS has continued to improve FACTS.  The most notable improvement was the addition of USSGL account attributes.  Primarily, the USSGL account attributes eliminate intragovernmental activity and improve consistency between agency statements and the Financial Report of the U.S. Government.  For fiscal 2001 reporting, FMS integrated FACTS I and some supporting applications and moved them to the Internet.  FACTS I is now much easier to use because of the User-Centered Design concept that involves users directly in screen design and processing. On March 29, 2001, FMS issued the fiscal 2001 Financial Report with FACTS I as the primary data source.

Meanwhile, after two cycles with FACTS I, some things became clear.  First, FMS indeed could produce the Financial Report from USSGL-based trial balances.  Second, the trial balances process caused agencies to think more about what they were reporting.  Third, the reporting of trial balances provided valuable feedback to the USSGL staff.  By reviewing the trial balances, the USSGL staff could tell if accounting guidance was effective and could identify particular problem areas that needed work.  FMS began to think earnestly about tackling a much more serious issue -- inconsistencies in budget execution reporting.

FACTS II

The budget execution reporting was a more serious problem for several reasons.  The first reason was that a successful project on budget execution would not be solely an FMS project, but a joint FMS and OMB project. Achieving management cooperation and agreement on system objectives was going to be a challenge.

The second reason for the increased difficulty in developing the budget execution system was its importance.  In recent years, it has become fashionable to support financial statement reporting by Federal agencies. Historically, financial statement reporting has been accepted as necessary for sound financial management in the private sector; however, it is relatively new to the Federal Government.  After a large agency failed to get a clean opinion on its fiscal 2000 financial statements, a prominent U.S. Senator said something to the effect that the agency obviously could not have had good enough information to perform its mission well.  Maybe he’s right, but the Government somehow managed fairly well from 1789 until 1990 without financial statements. Budget execution, on the other hand, has existed since our Founding Fathers ratified the U.S. Constitution and vested in the Congress the power of the purse. For example, the next time an employee suggests a new project or initiative, will management ask, “How will this new project impact our net position?” or, “Do we have the resources in the budget for this initiative?”  The budget runs the Government.

The third major reason for the increased difficulty in developing the budget execution system was its technical complexity.  The system collects data at the Treasury Appropriation/Fund Symbol level, one level more detailed than FACTS I.  Quarterly, agencies would report trial balances for 6,000 fund symbols through the new system as opposed to 2,500 annually through FACTS I.  Each trial balance eventually would contain about twenty attributes, as opposed to five attributes in FACTS I.  In addition, each Treasury Appropriation/Fund Symbol had to feed the prior-year column of the President’s Budget, which was not based on the Treasury symbol but on the OMB Budget Formulation Account.  The system would have to perfectly match the 6,000 Treasury accounts to about 1,200 OMB accounts.

The task was onerous, but the potential benefits were great.  In the mid-nineties, the differences in three key measures (obligations, outlays, and unobligated balances) were huge.  In some cases, Governmentwide differences of $100 billion existed between numbers reported on the Report on Budget Execution and Budgetary Resources (SF 133), and the President’s Budget.  If FMS and OMB could give decision-makers consistent numbers, it would provide an essential service.  FMS thought agencies could use the USSGL to provide consistent numbers, and, in January 1996, it began to test this theory.

FMS decided to analyze data agencies reported on the FMS 2108: Yearend Closing Statement to determine if changes were necessary, and if the USSGL supported the report. Agencies submitted the FMS 2108 about six weeks after fiscal year-end.  The FMS 2108 contains a mix of proprietary data, such as Fund Balance with Treasury (similar to your checking account balance), and budgetary data, such as unpaid obligations.  Besides reporting what has already happened, the FMS 2108 can cause things to happen, such as the return of lapsed funds to Treasury, or the adjustment of indefinite authority from an estimated to an actual amount. It is a complex report.  FMS found that both the USSGL and the FMS 2108 required changes. Agencies reported some information on the FMS 2108 that did not make sense from an accounting perspective and that was never reported on published FMS documents.

By October 1996, FMS had changed the FMS 2108 reporting and the USSGL changes were in process. OMB had modified the SF 133, working closely with the USSGL over many months. FMS knew the USSGL-based trial balances, which now supported OMB’s SF 133, soon could support the FMS 2108. The Program and Financing Schedule (P&F), a complicated report containing about 200 lines, remained the only report the USSGL could not support. In addition, the USSGL had never attempted to support it. To ensure the consistency in budgetary reporting required, the USSGL would need to support this schedule too. 

Some basic rules to guide the FACTS II development project were produced. FMS and OMB would do the following:



· Jointly develop FACTS II.

· Respect the objectives of both agencies.

· Build a logical data model first, with program agency participation.

· Use the USSGL as the FACTS II foundation.

· Remove unnecessary reporting requirements.

· Change the reporting process when sensible to do so.

· Define the scope as the data collected in the SF 133, FMS 2108, and P&F.

Data modeling began immediately. The development team included representatives from about ten agencies, usually with four or five representatives present at any one meeting.  The three-hour meetings were held almost every week from October 1996 to October 1997 and combined hours of tedious boredom with sporadic heated discussions.  During the final months, a contractor assisted in developing a data model that incorporated the results of these meetings. The value of the data model cannot be over-emphasized. There is a temptation when designing a new system to start with the coding and database design before developing the data model. This tendency often leads to automating a flawed process or failing to take advantage of unrecognized opportunities. Data modeling forces the designers to focus on the data in a disciplined way. For FACTS II development, data modeling highlighted what was wrong with the existing process and allowed for major improvements.  About 90 percent of the FACTS II application in production today came directly from the 1997 data model. In April 1998, FMS published the data model in the TFM, and, today, it is part of the USSGL Supplement. Data modeling, although tedious, is tremendously helpful.

In January 1997, high-level OMB and Treasury officials reached an agreement to proceed with FACTS II.  The working-level development team already had been hard at work for some time, so the real impact of this agreement was approved funding for contractors, computers, and other necessities. With data modeling complete and all the pieces in place, detailed design sessions began in September 1997.  In January 1998 the team produced the first screens for FACTS II.

About twenty-six months passed from the first physical design session until FACTS II went into production. At the end of fiscal 1999, agencies reported about 1,200 of the 6,000 fund symbols (20%) during the first reporting period for FACTS II.  Agencies continued to use the old reporting method for the other symbols.  More switched over to the new method each quarter.  By the end of fiscal 2001, agencies reported 96% of their fund symbols in the new system. With the completion of this system, the trio of criteria necessary to forge the linkage between accounting information and the budget was finally in place.

Back to Linkage 

Having finished our digression into some of the history, let’s summarize where we are in the description of a budget and accounting linkage. So far the steps are:

· A budget execution event occurs  

· This budget execution event is recorded as an accounting event in an accounting system 

· A naming convention (USSGL) is used to record this accounting event

· This naming convention is used to organize the financial information which is in turn provided to a reporting system called FACTS II 

· FACTS II uploads this accumulated information to OMB’s Budget Preparation System (MAX) 

· MAX organizes this accounting information into lines in the Program and Financing (P&F) Schedule in the President’s Budget. 

Sampling of Critical Budget Events

Following are a few sample budget execution events that use the above model to describe the steps in the linkage between accounting and budget.

Appropriation
The steps required for linking the appropriation accounting event to the budget are as follows:

· Congress appropriates funds in an Appropriations Act and the President signs it into law. This appropriation is an accounting event that has to be recorded in an accounting system.

· The federal agency receiving an appropriation records an accounting transaction in its accounting system establishing a balance in USSGL account 4119 “Appropriations Realized.”
 

· Quarterly, the balance in account 4119 is reported in FACTS II by the federal agency. A quarterly report called the “Report on Budget Execution and Budgetary Resources” (SF 133) is created from the FACTS II submission containing the USSGL account balance in account 4119 on line 1A as “appropriations realized.”

· At year-end, USSGL account balance 4119 is uploaded from FACTS II to OMB’s MAX (budget preparation) system.

· MAX reflects the USSGL account 4119 balance on line 40 of the P&F schedule titled “appropriation.”

Obligation
The steps required for linking the obligation accounting event to the budget are as follows:

· The federal agency obligates funds (e.g., by signing contracts, issuing grants, incurring salary expenses). An obligation is an accounting event that has to be recorded in an accounting system.

· The agency records transactions establishing a balance in USSGL account 4801/4802 “Undelivered Orders-Obligations (unpaid or paid)” or 4901/4902 “Delivered Orders-Obligations (unpaid or paid).”

· Quarterly, the balances in accounts 4801/4802 and 4901/4902 are reported in FACTS II by the federal agency. A quarterly report called the “Report on Budget Execution and Budgetary Resources” (SF 133) is created from the FACTS II submission containing the USSGL account balance in accounts 4801/4802 and 4901/4902 on line 8 as “obligations.” 

· At year-end, USSGL account balances for 4801/4802 and 4901/4902 are uploaded from FACTS II to OMB’s MAX (budget preparation) system.

· MAX reflects the USSGL account balances for 4801/4802 and 4901/4902 on line 10 of the P&F schedule titled “total new obligations.”

Outlay
The steps required for linking the outlay accounting event to the budget are as follows:

· The federal agency disburses (outlays) funds (e.g., by the issuance of payroll checks through EFT, grant payments by EFT, etc.). An outlay is an accounting event that has to be recorded in an accounting system.

· The agency records transactions establishing a balance in USSGL account 4802 “Undelivered Orders-Obligations (paid)” or 4902 “Delivered Orders-Obligations (paid).”

· Quarterly, the balances in accounts 4802 and 4902 are reported in FACTS II by the federal agency. A quarterly report called the “Report on Budget Execution and Budgetary Resources” (SF 133) is created from the FACTS II submission containing the USSGL account balance in accounts 4802 and 4902 on line 15a as “outlays.” 

· At year-end, USSGL account balances for 4802 and 4902 are uploaded from FACTS II to OMB’s MAX (budget preparation) system.

· MAX reflects the USSGL account balances for 4802 and 4902 on line 90 of the P&F schedule titled “outlays.”

Other Necessary Links
There are, of course, other types of information that need to be reflected in the President’s Budget that are not precisely captured by the model discussed above. Two examples that meet these criteria are object classification and obligations by activity. Currently, neither of these is captured by a USSGL account, nor are they reported by FACTS II.  Nevertheless, these are items that need a link from accounting to budget. A discussion of each follows.

Object Classification
OMB defines object classes as “categories in a classification system that presents obligations by the items or services purchased by the Federal Government.” 
 The major object classes are:

· 10 Personnel compensation and benefits

· 20 Contractual services and supplies

· 30 Acquisition of assets

· 40 Grants and fixed charges

· 90 Other
OMB is required by law to include this information in the President’s Budget; therefore federal agencies must capture it in their accounting systems. Because OMB establishes the naming convention in their budget instructions, the entire federal government has to follow this practice using the same convention. In this way the budget information can be summarized properly in the President’s Budget and one can speak knowledgeably about, for example, the total amount of grants issued by the federal government in a given year or the total amount of the budget spent on personnel compensation.  In addition to the government-wide requirement to report, most federal agencies use object classification at lower levels of detail to provide a more detailed tracking of their financial activity. For example, while OMB requires only a three-digit object class code of 41.0 for “grants, subsidies, and contributions;” the Department of Health and Human Services (using a 4-digit code) further breaks this category down into the sub-category “research and demonstration grants (object class code 41.40)” -- which is further broken down into “research grants (41.41)” and “demonstration grants (object class code 41.45).”  In this case, a required naming convention has been expanded to fulfill DHHS internal needs (see table 2).

Table 2

Object Class Breakdown

	OMB Requirement
	Agency Needs

	Object Class
	Sub-Object Class
	Sub-sub-Object Class

	41.0
	grants, subsidies, and contributions
	
	

	
	41.40
	research and demonstration grants
	

	
	
	41.41
	research grants

	
	
	41.45
	demonstration grants


However, even though object classification information is required in the President’s Budget and it meets the first two criteria for linkage (an accounting system and a naming convention), it is not reported through FACTS II. Why is this? FACTS II was designed to capture USSGL account balances only – and object classification is a sub-set of obligations, i.e., a way of identifying types of obligations. Agencies can identify obligations by object class because their systems were designed to fulfill this OMB-imposed requirement. However, the FACTS II link is missing -- thereby requiring the agencies to key the information derived from their accounting system directly into MAX. 

The steps required for linking the obligation by object class accounting event to the budget are as follows:

· The federal agency obligates funds (e.g., signs contracts, issues grants, incurs salary expenses) and includes an object classification code as part of the required accounting information. An obligation by object classification code is an accounting event that has to be recorded in an accounting system.

· The agency records transactions by object classification code establishing a balance in USSGL account 4801/4802 “Undelivered Orders-Obligations (unpaid or paid)” or 4901/4902 “Delivered Orders-Obligations (unpaid or paid).”

· At year-end, internal reports are generated identifying the object classification code allocation of USSGL account balances for 4801/4802 and 4901/4902.

· These amounts, which must agree in total with USSGL accounts 4801/4802 and 4901/4902, are keyed into MAX directly to produce the object classification tables in the President’s Budget. Note: the object classification information is included in its own schedule in the President’s Budget and is not part of the P&F Schedule.

Obligations by Activity

Unlike the object classification information, obligations by activity are required as part of the P&F Schedules in the President’s Budget (lines 0 –10).
 These detailed obligations are not, however, captured by FACTS II. Again, the reason for this is the same as for object classification – only summary USSGL accounts are captured in FACTS II and this information is, by definition, at a level of detail below the summary level. So how can the link be established for this type of budgetary information?  In order to explain how it’s done in the Department of Health and Human Services (DHHS), I need to digress for a moment.

The administrative control of funds requirements of the Anti-Deficiency Act are implemented in DHHS (and, I assume in most federal agencies) by a hierarchical structure which begins with the appropriation and allocates apportioned funds by the use of allotments and allowances.  This model is illustrated in chart 2.

Chart 2

Hierarchy of Fund Control
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The apportionment, signed by OMB, establishes sums of money that may only be obligated within time limits and categories stipulated by the apportionment. Federal agencies implement these apportionment controls by setting up allotments of funds in their accounting systems corresponding to apportioned amounts. Spending (i.e., obligating) more than an allotment would be a violation of the Anti-Deficiency Act. Allotments are further sub-divided into allowances in the accounting system, thereby establishing lower levels of control as required by the agency’s organizational and/or budget structure.  Actual obligating documents must identify all of the appropriate accounting information. In the DHHS, our lowest level of accounting information is currently represented by what we call a “common accounting number” or CAN. The CAN is a shorthand code for a plethora of accounting information including (but not limited to): appropriation, allotment, allowance, budget activity, budget sub-activity, budget sub-sub-activity, cost center, project, Catalog of Federal Domestic Assistance number, and so on. 

By using the CAN to identify the lowest level of accounting information, one can discover the obligations by activity by accumulating all the obligations by the appropriate CAN or CANs. For example, detailed obligations for the Head Start program can be discovered by a report on the CANs associated with Head Start. 

The steps required for linking the obligation by budget activity accounting event to the budget are as follows:

· The federal agency obligates funds (e.g., signs contracts, issues grants, incurs salary expenses), including a budget activity “tag” (CAN) as part of the required accounting information. An obligation by budget activity is an accounting event that has to be recorded in an accounting system.

· The agency records transactions by budget activity establishing a balance in USSGL account 4801/4802 “Undelivered Orders-Obligations (unpaid or paid)” or 4901/4902 “Delivered Orders-Obligations (unpaid or paid).”

· At year-end, internal reports are generated identifying the budget activity allocation of USSGL account balances for 4801/4802 and 4901/4902.

· These amounts, which must agree in total with USSGL accounts 4801/4802 and 4901/4902, are keyed into MAX directly to produce the “obligations by activity” section of the P&F Schedule (lines 0-9) in the President’s Budget.

Results

What has been accomplished? We will examine the following areas:

· Agency implementation of the USSGL and FACTS II

· Agency communication between budget and accounting

· Business process changes

· Impacts at OMB and FMS

· Future

Agency Implementation of USSGL and FACTS II  

Let’s begin by stating the obvious: the implementation of the USSGL and FACTS II has enabled much of the federal government to claim successful or improved linkage of accounting information to the budget. The requirement may have been around since the middle of the last century, but the tools to pull it together in a standardized way have only been around for a short time. Because of the heightened interest in and reiteration of requirements to link accounting information to the budget, agencies have undoubtedly become much more aware of the naming convention we call the USSGL.  It is no longer an option for federal agencies to ignore this requirement since both FACTS I and FACTS II require submissions based on balances in agencies’ accounting systems organized by the USSGL. 

It should be noted, however, that USSGL compliance in reporting to Treasury does not necessarily imply that federal agencies’ accounting systems are all fully USSGL-compliant. What it does mean is that these agencies must have a way to translate the information in their accounting systems into the USSGL naming convention.  For many agencies, this is a fait accompli – for others, it is still a hill to climb.  Given the labor-intensive effort it takes to crosswalk or translate accounting data into the USSGL, agencies have a huge incentive to bring their systems into full compliance. With dwindling resources and heightened financial statement requirements, federal agencies can ill afford to neglect this.  In fact, new accounting systems cannot be considered for purchase by federal agencies unless they meet certain criteria established by the Joint Financial Improvement Program (JFMIP) Core Financial Systems Requirements. One of these is compliance with the USSGL. 

Agency Communication between Budget and Accounting  

At times, the communications between budget offices and accounting offices resemble a visit to a foreign country where the language spoken is different from the visitor’s.  The linkage requirements discussed in this paper have begun to force accountants to talk to budgeteers, and vice versa. For example, FACTS II requires that USSGL account 4119 (appropriations realized) balances be identified by the “Budget Enforcement Act” (BEA) indicator. This indicator refers to a special status of funds (mandatory or discretionary) that is particularly important to determining ceilings permitted under the BEA and identifying such funds in the President’s Budget. As a rule, accountants are not aware of many of these budgeting nuances and need information from the budget office to properly prepare FACTS II submissions. On the other hand, budgeteers have to answer questions about prior year data that show up in the program and financing schedule (input from FACTS II). Many times, these amounts are not what were expected – due perhaps to some “missing” obligating documents. On these occasions, budget offices will call accounting offices to find out why the obligations are missing. These tools (the USSGL and FACTS II) provide a bridge enabling the accountants and budgeteers to meet on a common ground, with definitions both can understand. This is a significant accomplishment – a culture shift of great magnitude. Some agencies have begun the dialog between budget and accounting by hosting offsite opportunities for staff from both sides to get together.

Business Process Changes  

In OMB and FMS, the central agencies that sponsored FACTS II, many changes in the data collection process have already been well established.  The changes to the business processes that will result have only just begun, however.  The ripple effect of the first radical change in decades will probably still be felt for years to come.

For example, in the next budget cycle, OMB will add edit-checks in their budget preparation system (MAX) to a few lines in the prior-year column of the Program and Financing Schedule.  Agency budget formulation shops will have to provide explanations for any changes to the totals for beginning and ending obligated and unobligated balances as reported by agency accountants.  This is a radical departure from past practice, not just for agencies but for OMB budget examiners as well.  This new discipline, brought about not only by FACTS II, but also by the need for financial statements to integrate with budgetary reporting will be a difficult change in OMB.  Some may see it as a reduction in the power of budget personnel -- both in agencies and OMB -- but it is an inevitable consequence of our attempts to report consistently across government.  Fortunately, dramatic improvements in consistency can already be shown and should provide an incentive to continue on this path.

Federal agencies are moving more and more toward transaction-based accounting. As new accounting systems are implemented, JFMIP requirements will insure that business processes include a much more automated process for accumulating USSGL data and reporting it to FACTS II (for example, through bulk files transmissions as opposed to keyed entries). This will not only improve the process, it will also reduce the need for technicians to translate accounting information in legacy systems to the USSGL, prepare and submit data to FACTS II. 

Impacts at OMB and FMS

In both FMS and OMB, the level of detail the system now collects provides a great opportunity for analysis that has barely begun to be used.  The 90,000 records that FACTS II collects each quarter contain clues about accounting issues, trends, trouble indicators and plenty of other data that can be turned into management information with skilled analysis.  The analysis of that data and its conversion into useful management information require new tools and new skills.  One critical new skill that will be required of analysts is detailed knowledge of the USSGL and FACTS II.  Those skills may be slightly less important at OMB, but the analysts at FMS must have them.  The focus at FMS will change from one of data collection to one of data analysis.  This is a major change in the nature of work at FMS and in the skills of the workforce in the operating areas.  It is a change that has not yet begun, and it is a major challenge that must be addressed quickly.

Future

Where do we go from here? How do we make the linkage stronger? For starters, all federal agencies must work toward full compliance with the USSGL and FACTS II submission requirements. If existing accounting systems cannot provide this compliance, new systems should be procured. All commercial-off-the-shelf (COTS) software must meet the JFMIP Core Financial System Requirements, including the requirements to “maintain a chart of accounts consistent with the USSGL,” and “provide data in the electronic formats required by FACTS I and FACTS II reporting.”
  With such a system, agencies can meet the following requirement of the Federal Financial Management Improvement Act:

Each agency shall implement and maintain financial management systems that comply substantially with Federal financial management systems requirements, applicable Federal accounting standards, and the United States Government Standard General Ledger at the transaction level (section 803(a)). 

Once systems are in place capable of providing it, agencies should move to bulk file transmission for FACTS I and II. Given the positive results so far and the business process savings implicit in reporting USSGL account balances directly, these improvements would help agencies deal with dwindling resources (both funding and staffing). Everybody wins.

The criteria for linkage – accounting system, naming convention, and reporting system – are available and we are closer to meeting the half-century linkage requirement than ever before. But we cannot be complacent -- there is still a lot of work to be done.

APPENDIX: Lessons Learned from Implementing FACTS II

Implementation

As an addendum to our paper, the following paragraphs discuss some characteristics of the FACTS II implementation and the lessons learned from them. 

Small Development Team

Lesson learned: Keep the team small

At any one time, the FACTS II development team had no more than a dozen members.  There was an OMB functional lead, an FMS functional lead, and a technical lead.  Collectively, they “ran” FACTS II development.  There were two to four programmers, a part-time database administrator, a dedicated USSGL person, two or three experts from the FMS operations area, and a few detailees from user agencies.  Although some turnover occurred among the programmers during the period, there was general stability among the team members.  This small and stable team was a critical element in FACTS II development.  The administrative complexity of projects increases dramatically as more people are added to the team.  Projects sometimes seem so large that they demand a certain number of people, but the incremental benefit of additional people seems to fall off quickly.  It is likely that a small group could complete task A, then do task B, faster than a large group could finish A and B simultaneously.  This might be peculiar to Federal financial management projects, where people with project management skills seem to be in short supply. However, the theory is probably true in many other areas also.

The small FACTS II team could have benefited from two additional members—a configuration management specialist and a security specialist. Configuration management is the art of controlling change. Configuration management employees move applications and data into and out of different computer regions in a controlled, disciplined way. This is a much more important job than one would think especially when three or four other developing applications are using the same resources.  A good full-time configuration management specialist would have cut FACTS II development time by about 25 percent. The plan was to use the principles of rapid and joint application design and development.  After the logical model was in place, the team’s functional people worked daily with the technical people. The team assessed screens, tested functionality, and identified changes. Ideally, the next day the team would repeat this process with the previous day’s changes incorporated.  In reality, it often took 2 or sometimes 3 days to see the changes.  Because the team did not have its own configuration management specialist, it had to wait for an outside person without FACTS II experience to make the configuration changes.  In addition, the team could have benefited from having its own security specialist. Agency personnel actually did much of FACTS II testing, which required access to the appropriate region in a timely manner. This was a serious issue.  It frequently took weeks to gain access.

In summary, project teams should include small numbers of people.  They should form an autonomous unit that can do most of its work without relying on outside support.  This does not mean the team should have its own personnel and procurement specialists, but, rather, the right technical and functional people to do the job at hand. If a project team member is out for 2 weeks and not missed, he or she probably should not be on the team. An example from a different business might illustrate this more clearly.  At all times, the United States has two Marine Expeditionary Units at sea.  These units contain their own infantry, artillery, air support, and sea/land transportation.  One of these units can reach any spot within 300 miles of a beach anywhere in the world in a few days.  They can fight without resupply or dependence on outside help for 30 days.  The Marines don’t bring their entire supporting structure with them, but they do bring everything they need to fight and win.  A quality project team should be set up that way also.

Unity of Command  

Lesson learned: One boss isn’t always best.

The FACTS II team, on an organizational chart at least, violated the unity of command principle that essentially says a project should have only one boss.  All project members ultimately report to this person. This one boss is accountable for the project and has authority over the right resources to make it work. This team had three project leaders from two different agencies.  It probably should have failed. In this case, the three project leaders were aware of the history of the two agencies.  There was a commitment to overcome that history and make the project work.  The team collectively decided to sacrifice personal biases for the good of the project and the Government.  Serious discussions ended in compromise throughout the course of development.  The team compromised before development slowed.  There was continual give and take among members.  The OMB and FMS functional leads were in constant contact, and, in fact, the OMB lead worked at FMS 3 to 5 days a week for 2 years.  They would decide on a course, perhaps not exactly as they had originally envisioned, to satisfy both OMB’s and FMS’ needs. The FMS technical lead at FMS was happy as long as the functional leads gave consistent direction to keep system development moving just like the construction supervisor who is happy as long as his crew is digging.  Any direction will do. The leads stayed ahead of the crew in the FACTS II project and almost never gave conflicting instructions. To the crew, it seemed that the team had a unified command. 

User Participation

Lesson learned: involve users.

Agency users played a significant part in FACTS II design and testing.  As mentioned earlier, representatives from several agencies brought their knowledge and experience to the data modeling sessions.  Detailees from three agencies worked at FMS for 3- or 6-month periods and did much of the formal testing.  FMS began training agency users much earlier than normal in the development cycle.  This was done for two reasons.  First, FACTS II is so dependent on the USSGL that FMS wanted to teach some USSGL accounting in the training course.  A normal course solely on FACTS II application use would not be enough training.  Second, FMS wanted the trained users to log onto the still developing system to identify what parts were not working properly.  Some agencies did an outstanding job of providing accurate, detailed reports that enabled the team to easily find and fix problems.  Several of the agencies that participated in this pilot work began to feel some system ownership.  They continue to provide suggestions and feedback today, either through direct communication or through the FACTS User Group.

While FACTS II effectively used the agency users’ resources, there are better methods.  FMS used the User-Centered Design approach for the recently developed Internet version of FACTS I.  User-Centered Design requires a more structured and disciplined approach to gathering information from users about how they do their work.  If FMS made the wrong assumptions, the new system would not do what was intended. The User-Centered Design approach helped FMS get agencies’ perspectives and understand how agencies would use the new system.  With that knowledge, FMS could build and maintain a better system.  

Under the User-Centered Design approach, user participation can and should begin before the team builds any screens in the new application. Users are enthusiastic about these design sessions. They quickly and inexpensively develop a series of screens that reflect the way the system should work. The team and users first design screens on poster boards with stickies, scotch tape, and magic markers. The team converts those poster boards into PowerPoint presentations for a more realistic “computer” look.  Then, the team can build all the detailed pieces of the new system with a solid understanding of how agencies will use it and an accurate sample of final screen design.  The cost is insignificant, and the user community is very excited about “our” new system.

Rules for Roles

Lesson learned: Function – not technology -- rules

The functional organization, not the information technology organization, has responsibility for developing new applications.  FMS performs a number of activities related to its name.  It makes payments, manages the daily cash position of the United States, provides accounting guidance, and reports on the Government’s financial condition to the President, the Congress, and the public. FMS, or its predecessors, did the job before computers existed.  It uses the computer now as a tool to help do the job better.  That tool and those who maintain it exist to provide services in support of FMS’ primary functions.  The FACTS II development team members reported to a project management “office” of three persons, but the needs of the functional organization ruled, not those of the information technology (IT) organization.  Team members must know the business and the customers and must sense the urgency of the situation.  IT organization personnel keep the machines operating, determine what tool sets best serve the agency, maintain security, train in new technology, etc.  They provide a service, not unlike procurement or personnel. They authority over and accountability for projects lies in the functional area.

Accounting System





CASH: What is my cash balance in Treasury? What were my outlays?





FINANCIAL INFO: How much did I spend last year on personnel? Travel? 





PROPRIETARY: What are my assets and liabilities? What are my net costs?





BUDGETARY: Have I spent more than my appropriation? How much is left for me to spend?





� EMBED Excel.Sheet.8  ���












































� Larry Stout (currently the FMS Assistant Commissioner for Governmentwide Accounting).


� Chris Fairhall and Jean Holcombe of OMB were key members of the workgroup who helped develop these basic rules.


� There is, of course, a series of debit/credit pairs that record this and other accounting events. For the sake of simplicity, we are only focussing on the resulting balances. For more information, you may wish to consult the Treasury USSGL website at http://www.fms.treas.gov/ussgl/tfm_complete/2001&2002/index.html.  





� Note that we are only interested in the total amount obligated in this summation and it is irrelevant whether we have received delivery or paid for anything.





� Again, in this summation, we are only interested in paid obligations; we do not care if they have been delivered or not.


� Section 83.1, OMB Circular A-11.


� An activity relates to the services to be performed or the programs to be conducted (see section 82.2, OMB Circular A-11).


� For example, the Department of Interior has been very aggressive in trying to facilitate communication between its accountants and budgeteers. Its joint budget/finance offsite in the summer of 2001 was a first.








�Core Financial System Requirements, JFMIP-SR-02-01, November, 2001, p. 25 and p. 61.
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