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This manual is the second publication in a series entitled,
ProgramPOriented Information: A Management Systems Complex for State

Educstion Agencies, It has been prepared by Public Administration
Service, a nonprofit institution engaged to provide technical services

to this project, under the general guidance of the project director, ;
The project director also cooperated in the development of systems
concepts and reviewed the final contents of the manual,

Mr, Ronald Zechman has been the principal field representative
of Public Administration Service assigned to the project, receiving
assistance from other Public Administration Sexvice staff memberxs:
James B, Douglas, James Enright, Ike Nooe, Michael A, Meriwether, 4
Kenneth F., Shechan, and Stuart Steinberg, Mr. Theodore Sitkoff, PAS |
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Headquarters Representative, has reviewed the work.
A "General Project Summary" follows this introductionm. This |

summary provides the setting for this manual as it describes Part I,

Analysis ard Proposals, the first publication of this series. In ghort, j
this manual provides the mechanism to accomplish the objectives estab-

1ished by the management informaticn system.

i altad Sasand s oy

Burton Dean Friedman
Project Director
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GENERAL PROJECT SUMMARY

This document is the second part of a report: Program-Oriented
Information: A Macagement Systems Complex for State Education Agencies,
Part I buars the subtitle, “Analysis and Proposals,” and it contains an
outline of the need for a management a&étems complex within each state
education agenoy.l! The mutually interdependent components of a manage- .
ment systems complex must provide for pyonning, programming, bodgeting,
accounting, and reporting needs, All .components must be operative in
order for any of them to be utilizable in full,

In "Analysis and Propoaalo," it is proposed that a systems
complex should provide for both_programr_and responsibility-oriented
aspects of these integrated managenenr processes, "Program-oriented"
aspects of the systems are designed to describe and quantify agency
operations in terms of their substanttve, purposive content. ''Respon-
sibility-oriented" or “organizationroriented" aspects of systems are
designed to do so in ‘terms of the administrators oz the organizational
units responsible for the conduct of each "bit" of program,

A Ybit" of program, in this context, is a project, program,
subprogram, task force, team, activity, etc.==-in short any substantive
segment of the work for which the agency deems it useful to segregate
costs., Each such segmenq.of program is recognized in the accounts as
a "cost center." fhe cost center is the ouilding biock=-~the lowest
common denominator, so to speak--of which an agency's total program or
total budget is constructed,

It is proposed that each cost center shall be descriptively
coded in various ways to facilitate classification and reporting,

;!An abstract of "Analysis and Proposals" is presented in this
volume, '




For cxample, a cost center can be described in terms of the grade level
to which it is oriented, the subject matter with which it deals, or the
clientele to which the work is directed. Each basis for description is
terned a "dimension,” For each dimension, a limited set of "“categories"
is provided., Every cost center is coded to indicate its categorization

within each dimension. All cost centers therefore can be grouped and
regrouped, on the basis of their several categorizations, to permit the
summary,“analysis, and reporting of data related to them. IiIf it is
necessary to indicate the extent to which the agency's work is oriented
to the elementary grades, for example, the pertinent data can be
obtained by summarizing all cost ‘centers which, with respect to the
dimension "level of instruction,” have been c¢oded “elementary."

Twc proposed dimensions are: program.funétion (a USOE coding
pattern), function; level of instruction; clientele; purpose, subject
matter; longevity of account; and “program." It is proposed that the
first six of these parameters be utilized in common by all state educa-
tion agencies, The latter two ace intended exclusively for intemal
use within one agency. Proposed codes are presented and discussed in
Appendix A of "Analysis and Proposals," and the codes are reproduced
in this volume. o ' |

It is propcsed that the totsl of expenses for each cost center
shall be accumulated separately in the agency's records, Program-
oriented financial reports then will become readily available in a
variety of formats and in terms of a variety of "dimensions." All
such reports will be useful to each agency's own internal management,
Many such reports will be useful in the exchanges of program-oriented
data between and among the many educational'enterprises that either
generate or utilize such data, The six dimensions proposed for uniform
use by all state educational agencies provide six "common languages"
into which each agency may translate its own internally genmerated
information.,

In the earlier Golume, “Analysis and Proposals," attention is
addressed primarily to the information problem: the relationships
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between the reporting of program-oriented information on the one hand oo
‘and related management systems on the other, the need for common
languages in which to express such progiam-oriented informatlon, and
the concept of cost centers that are translatable into such common
1anguages. in nontechnical terms, attention also is addressed to the
concept of "single fund accounting" and to the device termed & ne funding
plan,"’ The use ‘of single fund accounting is proposed as a most useful,
convenient, and advantageous means to (1) make it possible for the
expenditure "side" of the agency's accounts to generate both p.ogram-
and responsibility-oriented data and (2) make it possible to establish
explicit and clear links between revenue and expenditure sides of the
budget. -
In this second volume, attention is directed more explicity to
'what to do" and "how to do it" aspects of accounting. This relatively

nontechnical introauction contains descriptive and explanatory material,
The body of the report comprises an accounting manual per se,

The manual is a technical document, It prescribes an accounting
system and a system of accounts, It is !ntended specifically for use
by the Maryland State Department of Education, and it is unlikely that
the.nanual could be adopted in toto for use within another state educa~
tion agency, However, it is intended that the Maryland manual might

be regarded as a prototype that other agencies might adapt readily for
their owm use,

The phrase “system of accounts" is intended to refer to the

} " structure of the “chart of accounts," f.e., to the choice of accounts

to be established and utilized, The phrase "accounting s);stem“ is

j intended to refer to the clerical, mechanical, and other procedures
established to govern the design and flow of accounting documents and

} accounting operations.

y The Accounting Problem

The accounting system must record ‘the diverse transactionapand
A “show the financial conditivu of the enterprire. All financial data
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must be recorded in cbnsistent and 1ntelligib1e fashion, Atl financial
data must be classified so that they can be simmarized conVeniently in
. meanﬁngful reports, and so that management can use them in exerc¢ising
various controls. Management of an enterprise caqnot develop valid
_policies unltss necessary data are recorded, élassified brought together,
”summatized reported and analyzed, Data frust be available in éonsgoli-
dated forms, in izolated form, and in & variety of intermediate summaries.
These requiremente suggest that key aspects of the entire
systemns complex must be characterized by (1) completeness and (2) central-
ization, In order to be utilized most meaningfully, data must be complete
and must be secen as a single, integrated wkole, This 1s not to say that
all accounting operations must bz centralized; however, this does
require that the xesults of all accounting be available centrally in
'compatible form; hence, this does require central control over prescrip-
tions governing the accounting system and the system of accounts,'
" Accounting must record the day-to-day fiscal transactioné of
the enterprise. Accounting must provide for preaudit and accounting
contxrols over the execution of the budget. Accounting must furnish
facts essential to intelligent planning, not just financial planning,
but substantive planning of programs, Accounting must reflect the
financial position of the enterprise, i.c., must reveal the over-all
economic condition of the agency. Accounting also must reveai the
financial operations that represent the conduct of the agency's program
of operations, i.e., must state the cost of ecach segment of operations.
The portion of accounting that indicates the condition of an
enterprise is a low-volume task; it is accomplished by professional
accounting personnel who deal with greatly condensed summary information,
The portion of accounting that records and rcflects operations
of the enterprise is a high-volume task; most of it may be performed
by clerical personnel who deal with routine transactions in standardized
and largely Judgment-free procedures. The bul of this task is comprised
of accounting for execution of the expenditure "gide" of the operating
budget: allocations and their judgment, commitments and their fulfille
ment; and payments and their occasional refund, This is the area of
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.toutine matters can be disposed of in an almost automatic fashion. The

one or more steps in the procedure fof completing the transaction; ?
.(2) to personnel of the organizational unit on behalf of which the trans-

.0r . perform gome operation upon each transaction, no matter which organiza-

accounting preaudit, budgetary controls, and disbursements related to

the large number of smal} and repetitive transactions; e.é., purchases,

salaries, wages, travel and expense vouchers, rental payments, payments

for utilities, postage and other communications, repair and other services,

and a host of other ordinary items of expenditure, “‘ , . j
Bach transaction is dealt with individually, to be sure, but a

very limited number of types of transactions can be identified, Once

satisfactory provision is made for each type of tramsaction, the financial

aspects of most op2rations can be dealt with quickly and easily; one majot i

advantage of bureaucracy, of course, is that once procedures are established,

problem is to identify matters that are not routine and to have professional |
talents available that can deal with the exceptional case gs readily as §
established procedures can deal with the ordinary. . |

Expenditure Accounting .
Every transaction that affects the expenditure side of a budget 3

is of legitimate interest to several persons within the enterprise°
(1) to accounting, purchasing, and other "service” units responsible for

action is made; and (3) ultimatcly, in summaries, to the management of
the enterprise.
The service units (e.g., accounting, preaudit, purchasing) review

tional unit or which “bit of progran ig affected by the transaction,
Similarly, management units (e.gs, a budget office) may exercise surveil-
lance over all transactions or over selected.classes of_transactions.i The

“{nformation system" aspects of accounting therefore must be buile into
even the most routine procedures, i.e., accounting procedures must be .
designed to previde all necded information to the service and management

units,




An expenditure transacticn is of interest also to persons whose
operations are affected or refiécted by the transaction, i.c., to persons
who administer organizational'uhié%'of the enterprise or who direct “bits
of program’" that are recognizeci'éé cost centers, Such persons need not
(and probably ought not) perform accounting operations, They do need,
howaver, to know of every‘transéétion that affects the accounts that
represent their organizaéiénal units and activities, For their benefit,
"{nformation system” provisions must be built into accounting procedures.

These points are readily illustrated:

Example One, Management decides to allocate added funds to an
ongoing project. The increase in allocation becomes an accounting transac-
tion at the same time that it becomes a welcome piece of news to the person
responsible for conduct e¢f the project, If procedures, forms, accounting,
and reporting are genuinely intégrated into the management systems complex,
the budget office can originate a document that (1) informs all parties
concerned and (2) causes the proper entries to be made to accounting records.
Also, still assuming hn‘integrated management systems complex, the responsible
administrator, alerted to the fact of an increased allocation, will expect
to receive an accounting statement indicating that the increase has been
posted to his account: he need not keep a set of books to know the day-to-day
status of his account; he need only review and file the statements prepared
for him by an accounting unit.

Example Two, The head of a project prepares a requisition asking
that certain services, supplies, or equipment be purchased for project use
and specifying that the expense be charged to a proﬁect account, Competent
buyers make arrangements for the purchase and write a purchase order, The
accounting office reviews the order to mgké certain of its legality and
propriety,!to determine that it is in fact a legitimate éharge against the
project account indicated, and to ascertain whether the indicated account
holds resources sufficient to meet the expense when payment becomes due,

If all is well, the order is posted to the account as an "encum-

brance," i.e., as a commitment that is expected to ripen into a liability

that will require a payment to be made; a portion of allocatzad resources

I U




aufficient to meet payment is reserved for that future use, The order
is sent.to the vendor, A&n accounting statement is supplied to the
responsible administrator {ndicating that the order (copy of which accom~
panieg, the statement) has been recoxded and showing the effect of that
order upon the cuirent condition of the account to which the order ia
charged. '

Later, the vendor delivers the merchandise to the project office
and submits an invoice to the accounting office. Personnel of the project
check the contents of the delivery; if all is well, they submit a receiving
report to the accounting office, On the strength of the original order
plus the invoice and the receiving report, the accounting office initiates
payment, records mew entries to the accounts -(liquidating the encumbrance
and recording the payment), and issues new gtatements, The project admin-
istrator, without doing any bookkeeping; remains fully informed of the status
of “his® accounts,

One major ingredient in the accounting system, accordingly, is
comprised of the arrangements that enable an accounting office to furnish
current information to-each responsible administrator=-quickly, concisely,
and accurately--regarding the condition of each account for which the
administrator is responsible and identifying explicity. the reason for every
transaction posted . to, each such account, . In this very. basic sense, an
_accounting system ia an information system.. . By maintaining copies of
statements and copies of documenta in file, an adminiatratu. can know the
status of his allocation balances without engaging in memoranGum accounting.

The combined record of all allocation accounts, similarly, is an
{nformation source for management of the caterprise. By classifying,
grouping, consolidating, and otherwise manipulating accounting data, an
accounting unit can contribute detailed and summary information regarding
both the current operations and the condition of the enterprise.

- ¢

The Accounting Office . S .. . : _.' .
-2

In the Maryland State Department of Education, accountinv and
related tasks are centralized within the Divisicn of Audits and Accounts.
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That accounting division is’resbonsibié for seeihé"that fiscal data are
recorded, that necessary controls are exercised, and that reports are
prepared regularly and promptly., '

Accounting transactions are‘originated by actions taken throughout
the agency. Documents that repiesent the transactions are submitted to
the accounting division even when they are not initiated by that division,
The accounting division‘may initiate, review, audit, edit, and code each

document., It must then:
1, Group similar documents into "batches." .
2. Maintain controls over the batches,

3. Route the documents to the data ﬁrccessing units which
actually. post most transactions to ledgers of accounts,

4. Ascertain that‘the transactions have been posted to
the accounts and that all work is in balance,

5.' Fileaaﬁd*distribute copies of transaction documents
and: machine~-written etateuents,-

6. * Post summary entries to general ledger control accounts.

7. Develop accounting reports, statements, summaries, or
analyses.

The large-volume tasks of expenditure accounting are readily
adaptable to assembly line methods. Regular work schedules are established

. and maintained so that postings may be made daily at the hour when machine

time is available to the accounting division; definite “cutoff" times are
set iot the completion of scheduled operations. Each batch of work follows
prescribed routes as it is prepared for posting to the accounts, posted,
and filed and distributed,

Daily entries (in summary formb to the con*rol accounts in the
general ledgez are few in number. As prescribed in this manual, those
entries would be made manually within the accounting division rather than
mechanically or electronically as a computer task, Similarly, some
financial statements, reports, stu@ies, and analyses will be developed
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manually by the professional gstaff of the accounting division, although
the great bulk of regular, recurring, routine accounting statements and
reports will be produced by data processing equipment in accordance with
gtandardized programs and schedules.

For example, a statcment of account cperations is produced
automatically, as a part of each 6omp1ete cycle of machine postings to
the "expenditure gide" of the agency's budgetary accounts, for each account
to which one transaction or more is posted during the machine “run,"' As
planned for the Maryland State Department of Education, a “complete cycle"
will occur each week, and subcycles will be completed daily. Specifically,
a statement of account operations for a zesponsibility-oriented account
(i.e., representing an organizational unit) will be produced each day on
which the account has activity. A similar statement for a program-oriented
account (i.e., representing a cost center) will be produced at the close of
cach week during which the account lias activity. Similarly, trial balances
of the responsibility- and program-oriented ledgers of budzetary accounts
will be prepared automatically at the close of each weekly or daily cycle
or subcycle, ' »

On the other hand, many statements and reports will be developed.
manually by professional members of the accounting staff, on the basis of
data drawn from the computer-supported, day-to-day 'routinized accounting
operations. These will include many of the reports that must be developed
regarding the disposition of limited use moneys received from the national
government or other grantors. These also may include analyses of the
Department's funding plans,* As time goes by, however, it should become
increasingly feasible to reduce many such tasks to formulas that can

be programmed for computer-supported, automatic operations.

System of Accounts

This manual incorporates the single fund concept of accounting,
the case for which is discussed at length in the “Analysis and Proposals"
section of this report, All moneys for current operations--regardless of
source or purpose~=are accounted for within one fund, Within a revenue
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ledger, a separate account is maintained to reflect the amounts received
(or expected to be received) from eack major source, Within an allocation
and expenditure ledger, a separate account is maintained to reflect the
amounts allocated to each budgetary item, as well as the portions of such
amounts that are encumbered or expended. Within a general ledger, accounts
are maincained to control and to summarize these subsidiary ledgers, and
to indicate at all times both the financ¢ial condition and the totals of
£inancial operations of the Department., '

The allocation and expenditure ledger is subdivided in several
ways: to differentiate authorizations made during the current year from
those made during prior years; to differentiate the allocations made
available to organizational units from the suballocations made avallable
for the support of cost centers; to differentiate the amounts allocated
(or expended) for each object of expenditure; for éach budgeted item, to
maintain an explicit relationship between the amounts allocated, encumbered,
expended,zand available, thereby maintaining coﬁpleée budgetary controls
designed to prevent overcommitments of resources; and to provide both
detailed and summary informatioan regarding the several organizational
units, cost cenférb, dand objects of expenditure, both individually and in
various combinations. - o SR o

The system of accounts prescribed in this manual i based upon
the modified accrual method of aécodntiﬁg, in whibhu%eveﬁﬁes are recorded
'when estimated, but are not “onsidered to be availablé for use until and
unless they actually are received and deposited, and in Which'moﬁéys are
deemed to be expended as soon as a genuine liability is created. In
general, this s a conservative method of accounting. o

Thus, sums appropriated to the Department by the state legislature
are deemed to be available for use when appropriated, Sums to be received
from other sources (herein termed "augmentations") are budgeted but are
not deemed to be available until they have been received., In nontechnical
language, a distinction is drawn between “"nominal" budgetary accounts and
"peal" accounts, The budget-~as a plan of departmental operations--is
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zecorded in nominal accounts; neither commitments nox expenditures can be
authorized, however, until “real® tesbuf?éé!becbme availa@le,' Control
accounts in the general ledger are utiiiiéd’ta‘prevent coﬁmitments and
expenditures in excess of such reaivrégéufces; nominal accounts within the
allocation and expenditure ledger also aérdé this purpose.

Multifund account structures are created to maintain explicit and '
clear relationships between (1) moﬁeysxthat are available only for restricted
uses and (2) the commitments or expenditures that are charged to such moneys,
The single fund system accomplisﬁeé the same end but does so with accounts é
within one fund rather than with many funds. In those cases in which
restricted moneys are involved, program-oriented cost center accounts within

the allocation and expenditure ledger are keyed to each such item of
restricted-use resources. Where several sources of moneys provide overlapping
support for a single cost center, the overlapping relationships are made
explicit in a funding plan, Each expenditure can be related explicity to

a particular source of financial support. |

The effort has been made to design a self-contained accounting system
capabla of rendering to the state education agency whatever services may be
required of it: to record the budget; to record commitments and expendi-
tures; to generate reports; to reflect the result of operations and the
condition of the enterprise, If it were necessary or coavenient, che system
described could be modified to include the preparation of checks and check
registers, veconciliation of bank accounts, and other tasks frequently
assigned to an agency's systems of financial management,

In Maryland's state govermment, several major aspects of financial
management are largely centralized, All agencies-~including the Department
of Education--are served by central purchasing, disbursing, and related
units. The procedures incorporated in this manual are designed to accom-

X modate to thgt situation.

Several modifications would be made if Maryland were to adopt a
r less centralized system, Those modifications would be necessary if this
ii manual were to be used by tha state education ageicy of a state--e.g.,
Pennsylvania=~in which major financial services are substantially
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decentralized, For example, if the agency were to issue its own purchase
orders, without the intervention of a central gstate procurement office,
there would be little or no reason to record requisitions in the accounts;
provisions of this manual regarding tne accounting for requisitions could
be ignored. Similarly, if the agency were to make its own disburzements,
it would be necessary to write checks and check registers, rather than
registers of vouchers payable; this manual would have to be amended to
provice for these tasks, and a bank reconciliation procedure could be

gubstituted for the vouchers payable routines,
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0100-0130

0100 INTRODUCTION

This section describes the purpose, use, and control of the manual of
accounting and procedures.

0110 Use of the Manual
Supervisory personnel and other employees concerned with the budget,

accounting, and other fiscal operations of the Maryland State Department

of Education should use this manual for reference to procedures and rules
directly affecting their work and the work of the unit to which they are

Y Y

assigned, The manual serves as a means of orienting and training new

employees in their duties and responsibilities and in the general functions
and objectives of financial administration.

0120 _Scope of the Manual
This manual relates primarily to the Department's accounting for trans-

actions that are entered in revenue, budgetary, operating, and balance
sheet accounts, but does not immediately extend to the special aspects
of payroll, stores, or fixed asset accounting.

0130 Control of Manual

The Chief of Accounts and Audits in the Division of Administration and
Finance is responsible for the maintenance of the manual. Amendments to
any section of the manual are approved by him. He supervises distribution
of the manual and amendments thereto. f

When revised pages of the manual are received from the Chief of Audits
and Accounts, the old pages are to be removed and new pages imserted.
Changes are numbered serially, and a record of changes is maintained by
the Chief of Audits and Accounts.




0200-0210

0200 PURPOSE AND GENERAL NATURE OF THE ACCOUNTING SYSTEM

" e

The system of accounting for the Maryland State Department of Education
is designed as a prototype system of accounting for eventual uge by
other- state educational agencies throughout the .United States,

The system is designed to provide‘the”following:

! 1. Erogramroriented financial 1nformation ‘for internal
management, g \

1 2, Categorization of financial information for usge in
] connection with interagencyxe¥cb?c§es. 2

In ordey. to establish a'uniform "basic -system of £inancial reporting" for
i state educatiéd‘ageﬁcie85 it is essential ‘that .such agencies ‘maintain 3
ﬂfcgramroriented‘éystemb of budgeting, accounting, and firancial reporting,
To facilitate emphasis on the program orientation,. the eingle fund concept
of accounting is employed. All sources of revenue and expenditures,

[

1' dealing with current operations, are combined into one set of self-
balancing accounts. ° Detailed reévende and expenditure accounts ‘are subject
’2 to multiple coding ‘to facilitate "translation" of financial datd into’ ]

standardized programroriented formats.

LR

0210’ Single Fuhd Concept " .
The primary activities of the Maryland State: Department offEdueation'are
financed by appropriations from the State's general fund and Yy federal
grants received from the U, S, Office of Education. These appropriations
} and grants are accounted for in one combined set of self-balancing accounts.
‘ These accounts are under control of a set of self-balancing general ledger
accounts maintained by the State Department of Education,

By combining general fund appropriations and revenues from other sources
1 Into one set of self-balancing accounts, financial reports can be
generated from the system to provide management with useful and complete

i information. It also eliminates the need for maintaining a separate set of

?

self-~balancing accounts for each type of revenue by source,

ER&C

Aruitoxt provided by Eic:
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0220 Cost Cegtg;g e R

Program~oriented financial information is derived primarily from the
budgetary accounts established for each cost center, A cost-center .is :
the smallest-,"building block” in the structure of the Department’s

total program, . Cost centers have not been derigned to be uniform among
the state educational agencies; however, the clescification and grouping
Of cost centers on the basis of uniform "dimensions” and “categories"
does provide uniform financial information for departmental use and in
connection with interagency exchanges.

0230 Agcoggtiﬁé for Transactions

The media for posting pertinent information to the accounting records

are transaction documents. These documents fall essentially into five
general groups: (1) requisition documents, (2) encumbrance documents,
(3) expenditure documents, 4) revenue and receipts documents, and

(5) internal transfer documents,

The responsibility for preparing these documents varies, but, in all
instances, the documents pass through the Division of Audits and Accounts
in the State Department of Education for preaudit and posting to subaidiary
ledgers in accordance with the established methods described in this
manuals The accounting information derived from the transaction documents
is produced and maintained by means of sutomatic data processing

equipment, _ , |
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0300 ORGANIZATION FOR FINANCIAL ADMINISTRATION

Primary responsibility for the Maryland StQte Departmuent of Education
financial plan is shared among the Goversor, Comptroller of the Treasury,
State Treasurer, Department of Budget-.and Procurement, Board of Public
Works, -Board of Revenue Estimates, and the State Auditor, in eddition to

the State Department of Educétion. . _ 1

0310 Governor . _ :
The Governor must submit a bhdgétlfor the ensuing fiscal year to each

annual session of the General Asgembly. The responsibility for preparing
‘ and administering the annual budget is assigned to the Department of
. Budget and Procurement.

‘ 0311 Department of Budget :and Procurement, The Depértmeﬂb.of Budget and
Procurement is a staff agency to the Governor and is headed by a director

of budget and procurement who 1s the Governor's chief budget and financial

yi advisor, , The department 1s divided into two bureaus, buigeting and
‘ procurements : - : . S +
! 0311.1 The Budget Bureau. The Budget Bureau, headed by a

chief, is responsible for preparing and administering the
3 budget programs and financial requirements of the State.
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