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THIS DOCUMENT 1S THE RESULT ©F A FROJECT TO CONCEIVE AND
ESTABLISH AN INFORMATION SYSTEM FOR FINANCIAL, FERSONNEL, AND
FROGRAM ACCOUNTING OF STATE EDUCATION AGENCIES®' TOTAL
INTERNAL OFERATION. SUCH SYSTEMS ARE DEEMED NECESSARY NOW
THAT THE AGENCIES' OFERATIONS ARE STRONGLY AFFECTED BY
FEDERAL PROGRAMS AND FUNDS AND ARE THUS A MATTER OF
NATIONWIDE INTEREST. THIS STUDY SHOULD FACILITATE DEVELOFMENT
OF A BENCH MARK OR BASE FOR A NATIONWIDE CATA EXCHANGE
SYSTEM. THE PROBLEM 1S TO DEVISE A MEANS (1) TO DIFFERENTIATE
AMONG THE VARIOUS SUBSTANTIVE THINGS THAT A STATE EDUCATION
AGENCY DOES, (2) TO DETERMINE THE VALUE OF THE AGENCY'S
INVESTMENT IN EACH SUBSTANTIVE THING IT DOES, AND (3) TO
REPORT THESE MATTERS IN CONCISE, WELL-ORDERED, AND
UNAMBIGUOUS FASHION. A RELATED FROBLEM 1S THE DEVELOFMENT OF
A MEANS WHEREBY THE INFORMATION THUS GENERATED BY EACH STATE
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AGENCIES. RECOMMENDATIONS INCLUDE=-~-(1)
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PROGRAM, AND (33 THE CLASSIFICATION OF ALL COST CENTERS IN
TERMS OF A SERIES OF DESCRIFTIVE NEASURES. FART I1 OF THIS
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FOREWORD

This document is one result of a project to conceive and to establish an
information system for financial, personnel, and program accounting of
State education agencies’ total internal operation. Such systems are espe-
cially necessary now that the agencies’ operations are strongly affected by

Federal programs and funds and are, therefore, a matter of nat_ionwide.

interest, This study should facilitate development of a bench mark or base

for a nationwide data exchange system. The project is funded from Title’

V, Section 505, of Public Law 89-10, The Elementary and Secondary
Education Act of 1965.

* What is the present level of operation of state agencies? How can’

progress be measured? Quantitatively? Qualitatively? In short, what are
the relationships between progran: expenditures and effectiveness?

The agencies must develop a nationwide data information system which
is broad enough to encompass systems already in existence, now being estab-
lished, and yet to be devised. The system must be sufficiently flexible to
accept new data and new requirements as educational programs evolve.
The information system must provide for the organization of reliable data
to permit classification, analyses, and maximum use. Obviously, this system
will be valuable only if it represents standardization of bases to permit com-
parability and, ultimately, to ; rmit use in the improvement of management
and the achievement of agency purposes. This data system must also make
provision for immediate feedback and immediate related data retrieval.

Toese “guidelinc(s)” or this “guidebook” may eventually become a
national handbook, but this is neither our immediate nor primary purpose.
The broader purpose of this project is tha: of considering a common format
Zor accountability relationships. We may ask, “Is money making a differ-

ence in state agency effectiveness, with special focus on each of the Federal

programs affecting state agency functions?”

This project should provide certain common criteria for use in measuz-
ing the effectiveness of state department of education internal functioning,
Therein may be a potential source of strength for state department of edu-
cation operation as intended in Title V of Public Law 89-10, The Elemen-
tary and Secondary Education Act of 1965. The end results, hopefully,
should benefit all states, not only the eight states participating in this project.
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Success of this project could well influence the strata of function to be
reserved to state depariments of education.

Obviously, the project direction and dimensions are, and must be,
influenced by the need for a high degree of compatibility of data (a) be-
tween the state department and local school systems, (b) among all state
education agencies, and (c) among the state agencies and the U. S. Office <
of Education.

For example, when our State Department, and we are sure this is true
of other state departments, needs specific projects developed, we invite the
local school systems to assist us. In other words, we bring to bear the best
resources available. In the final analysis our Department and the local
school systems all benefit from this cooperative effort and attack.

We believe this must be the case with this project. All state depart- o
meats, local school systems, and the U. S. Office of Education will derive ‘ T
benefits, and all will be contributors. For example, the U. S. Office of
Education will need to be a full participant, for it must delineate clearly
the information needs which it will have to satisfy. All needs—local, state,
and national—must be put into the hopper for consideration. |

FERPR TR Py

Obviously, no sector of education can be considered in isolation, nor
should it be. An information system for state education agency functions
and relationships must be couched in a broad, functional context. Thus it
clearly will be necessary to relate other studies to this one. Some examples
are the current Iowa-based Midwestern States’ project, the vocational
cducation information system study, and the work of the Committee ¢n
Educational Data Systems. What are their relationships to each other znd
to the proposals advanced by this project?

The Maryland State Department of Education hopes that the present
study will prove to be a positive contribution to the total information task
and that our system will prove to be the prototype for other states to adopt
and 2dapt. We anxiously anticipate the favorable outcomes tha this data
information system project shiouid produce.

JAMES A, SENSENBAUGH

State Superintendent of Scheols
Maryland State Department of Education
QUENTIN L. EARHART

Assistant Superintendent
Maryland State Department of Education
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PREFACE e

This document is one product of a study conducted during the period
February-September, 1966. The Maryland State Department of Education
was the administering agency; seven other State education agencies partici-
pated in the task. I had the privilege of directing the study. After eight
months of attention to this matter, I believe that a few points deserve special
emphasis. I take the liberty of inserting these value judgments into the
record.

1. Unquestionably, in my judgment, a program-oriented informa-
tion system can be superbly useful to a State education agency.
Accordingly, I would urge that each agency develop such a system.

e B A s 7 s e E e P o et § - L
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2. There are at least two indispensable prerequisites to a satisfactory

system; one, a well-conceived and effective budget system, with
provisions for both responsibility-oriented and program-oriented
budget processes; and .two, fully integrated with the budgeting
process, an equally well-conceived and effective accounting system.
An information system cannot substitute for budgeting and account- o
ing systems, nor can it be developed in their absence. ' ;

3. X suspect that a free translation of the above paragraph might o

read this way: if an agency has good management and manage- RS
ment processes, it can develop a good program-oriented information
system, and the information system will make good management even
better; but without good management, the information system can
be neither adequately designed nor properly utilized.

4. When all agencies have installed appropriate information sys-
tems, creation of a genuinely informative interagency data bank
will be both feasible and highly desirable.

One further point merits special note:

Each State education agency’s set of integrated management systems
—systems for budgeting, accounting, information, ¢t al.—can and probably
must be a unique and independently-established, differently-designed kit
of management tools. The several agencies’ information systems do not
need to be alike.




They do need to be compatible, however, in order that interazency
data exchanges, data banks, etc,, may be established. Compatibility can be
achieved with ease. It requires agreement only on a limited set o (using
the terminology adopted in this study) “dimensions” and “categories.”
These should be used in uniform fashion by all agencies. Their use does not
materially affect the design of each agency’s own program-oriented infor-
mation systern. Data generated by any suitable system can be “translated”
into the common language created by adoption of the standard dimensions
and categories. 1 would urge early adoption of the recommended “common
language.”

BURTON DEAN FRIEDMAN

Director
September, 1966
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1. SUMMARY OF SYSTEM PROPOSALS

In this report, the product being sought is program-oriented informa-
tion. The agency under study is the siate education agency.*

A state education agency deals with two distinctly different sets of
financial data: (1) data reflecting the costs of operating the agency per se
and (2) data reflecting the value of resources distributed to other educa-
tional units via the agency. In this report, attention is limited to the first of
these.

Program-oriented information is needed by the agency’s ewn manage-
ment. Such information also is reeded for purposes of exchanging data
between and among comparable. or related educational organizations. In
this report, primary emphasis is placed upon the internal information re-
quirements of agency management. System proposals are believed to be
amply justified exclusively in terms of those requirements. System proposals
are believed to be justified further in terms of the requirements for ex-
changes of information, e.g., agency-to-agency, agency-and-USOE relation-
ships, Compact on Education relationships.

System proposals are based substantially on the proposition that
program-oriented information must be generated by a “management sys-
tems complex” that incorporates planning, programing, budgeting, bud-
getary accounting, and financial reporting, among other ingredients. A
corollary to that proposition is that the several ingredients must be inte-
grated into the systems complex, so that the entire complex may be a
compatible and unifying management device.

The several systems must reflect the fact that operations are performed
by organizationai units of an agency and that heads of such units are held
to be responsibie aud accountable for performance. One phase of budget-
ing, accounting, and other systems therefore must be organization- or
responsibility-oriented. An ager.cy is not created for the purpose of support-
ing organizational units, however; information ordered to the organiza-
tional or responsibility basis is of limited utility.

The several systems must reflect the more fundamental fact: that
operations are performed in pursuit of substantive purposes, goals, and

¢ As utllized throughout this document, the term “state education agency” refers to each of
some fifty-five governmental units that perform approximately equivalent tasks in the iifty
states, Puerto Rico, and the several territories. Whatever the unit’s proper name, “state
education agency” refers to the “department of education,” “department of public instruction,”
or other corresponding organization.
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objectives; and that operations consist of the performance of zubstantive
tasks, projects, functions, activities. Basically, therefore, budgeting, ac-
counting, and other systems must be program-oriented, i.., must reveal
the cost of resources invested in each type of operation.

Orgamzatlonal patterns change through time; the particulars of “pro-
am” also change through time. For short-term matters, this fact is not a
handlcap For longer term plannmg, however, it is a handicap. Thcrefore,
the current particulars regarding “program” must be expressed in “generic
terms,” i.e., they must be translated into one or more patterns of language
that will permit the accumulation through time of consistent series of data.

The proposals contained within this xreport accordingly include:

1. Responsibility-oriented aspects of management systems,. designed
to isolate data pertinent to each organizational unit.

2. Program-oriented aspects of the systems complex, designed to

isolate data pertinent to each component of program; the neutral
teim “cost center” is utilized to identify any substantive component
of program which an agency deems to merit separate attention,

3. The classification of all cost centers in terms of a series of descrip-

tive measures or descriptive “languages.” Each basis for dcscnp-
tion xs termed a “dimension.” For each dimension, a set of “cate-
gories” is established. Each cost center, it is proposed would be
categorized on the basis of every dimension established. When the
actual or projected costs attributable to a cost center are known,
those costs can be reported in the language provided by each dimen-
sion (or combination of dimensions) and their categories. If utilized
consistently and through time, such language will provide useful sets
of generic terms by which to refer to the programs and program
components of state education agencies.

Systems proposals are based on an additional proposition: that finan-
cial matters—which are not inherently occult or arcane—should be made as
transparent, explicit, and unambiguous as possible; they should be compre-
hensible even to persons who are largely innocent of technical knowledge of

accounting or budgeting but who require knowledge of the substantive *

matters of agency operations.

Substantive matters are those which treat of program: program con-
tent; program priorities; program-oriented past, current, and projected
costs; possibilities or prospects for program change. These are the funda-
mental matters at issue in the design of an agency’s plan of operations.

2
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Inasmuch as the budget is an expression of the plan of operations, these are
the fundamental matters to be expressed in the budget.

An agency has—or ought to have—one comprehensive plan of current
operations, and the principal budgetary expression of that plan is—or ought
to be—one comprehensive plan of current expenditures, enumerating each
program, subprogram, project, or other program component, and indicating
the amount of the resources to be invested in each of them. Such a state-
ment would comprise a consolidated and program-oriented expression of
the agency’s expenditure budget for all current operations. It would be
relatively clear to nontechnical (i.e., nonfiscal) persons. If similarly organ-
ized, related financial reports, such as those indicating actual expenditures
to date, also would be clear.

Budgeting, accounting, and financial reporting must deal simultane-
ously with collateral matters as well. A plan of expenditures implies a
related plan of revenues, expressed in a statement indicating the sources of
support for the agency’s operations, and indicating the amount of the re-
sources to be received from each source. Such a statement would comprise
a consolidated and source-of-suppori-oriented expression of the agency’s
budget of the revenues to be used in support of orsrations. It would be
relatively clear to nonfinancial people; related financial reports, similarly
organized, also would be clear.

The two sides of the budget would be clear but separate and differently-
stated. The revenue side, indicating amounts to be received, would he
arrayed to indicate receipts per source. The expenditure side, indicating
amounts to be spent, would be arrayed to indicate expenditures per program.
The two sides cannot be arrayed identically if each is to be arrayed logically,
because they express very different information: one side counts income,
but the other counts expenses; one side indicates the origins of money,
whereas the other side tells of its destinations.

Connections between the two sides do exist: some revenue items are
receivad enhiect to conditions regarding the manner of their utilization.
Such stipulations prescribe a further collateral problem of budgeting, ac-
counting, and financial reporting.

Pursuant to the proposition that financial matters should be made
comprehensible, two comparatively innovative accounting and budgeting
matters are proposed; together, they provide the necessary clarity in the
expression of each “side” of the budget and permit performance of the
collateral task of observing the restrictions that may govern the utilization
of revenue items. Proposed are:

3
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1. The use of the “single fund accounting” concept, either literally
(if not precluded by legal or regulatory matters) or figuratively,
i.e.,, by simulation.

2. The use of “funding plans” as a mechanism for establishing ex-
plicit and unambiguous linkages between (a) program content
and (b) sources of financial support.

The entire systems complex is designed to emphasize agency program
matters rather than other matters of intrinsically lesser importance. A state
government establishes and maintains its education agency so that the
agency may conduct activities and exercise leadership with respect to several
substantively significant matters of program. Even the agency’s organiza-
tional structure, in that sense, is a peripheral matter; so also is the agency’s
pattern of funding arrangements. Putting first things first, the principal
preoccupation of agency management must be with program-oriented mat-
ters; accordingly, the primary orientation of management’s systems complex
must be to program matters.

The primary task of budgeting, accounting, information reporting, and
related systems must be to illuminate the substantive matters of each state
education agency’s program. A compiementary, but intrinsically lower-
priority task, is to illuminate the relationships among (a) the agency’s
program components, (b) the agency’s organizational structure, and (c) the
financial structure through which funds are received for conduct of agency
program.

Under some systems, there is a tendency for the tail to wag the dog.
Attention is so heavily concentrated upon funding arrangements that it is
diverted away from program matters. Peripheral questions become major
preoccupations; e.g., whose salaries shall be paid from which revenue item?
and which revenue sources paid for which items of equipment? The ac-
counting and reporting of expenditures tends to be couched in terms of
funding arrangements, which are incidental, rather than in terms of pro-
gram matters, which are the heart of the matter.

The proposed systems complex is designed to perform all required
tasks, without permitting secondary matters to divert attention from main-
line problems. Single fund accounting greatly facilitates the basic task of
relating cost data to the substantive components of agency program. It also
facilitates the task of relating cost data to the organizational units of the
agency’s administrative structure. The use of funding plans, in conjunction
with single fund accounting, greatly facilitates the companion task of trac-
ing the relationships between expenditures and the agency’s funding struc-
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ture. Under the arrangements proposed, each task can be performed -with
precision and clarity, with due attention to creation of a complete audit
trail, and with due attention also to the restrictions or limitations that may
govern the agency’s use of money received from each revenue source. The
several tasks are sufficiently segregated so that none is permitted to dis-
rupt the others,

Employment of the proposed systems will permit main-line questions,
rather than peripheral ones, to be featured, A main-line, program-oriented
question might be: what is the agency doing—and what has it accom-
plished—with respect to a specified problem? Program-oriented budgeting,
accounting, and information reporting can illuminate that matter by pro-
viding past, present, and projected data regarding the magnitude of the
agency’s investments in the problem. These program-oriented questions
and answers are the proper objects of an agency’s attention. When they
have become major preoccupations, the peripheral questions—who shall
be put on the Title XXI payroll >—will receive only the attention that their
limited significance requires.

2, SCOPE OF STUDY

The present study is held within rather narrow limits that are readily
defined.

1. The problem under consideration is to devise a means:

a. to differentiate among the various substantive things that a
state education agency does; -

b. to determine the value of the agency’s investment in each
substantive thing it does; and

C. to report these matters in concise, well-ordered, and unam-
biguous fashion.

2. The related problem undertaken is that of devising a means
whereby the information thus generated by each state education

agency can be expressed in a language and format that may be

utilized essentially in common by all state education agencies.

* * *

A very few further comments may be in order.

First, it will be noted that this is a problem dealing with an educationzi
management information system, calculated to permit management of a

5

L
2%k - 0 T

. Lo,

-



O

state education agency to become informed about its own agency’s work.
It therefore is quite different from the parallel system—e.g., a “basic educa-
tional data systern”—that an agency utilizes to produce and disseminate
comprehensive information regarding the educational system of its state.
A comprehensive educational data system gensrates information regarding
students, teachers, and school facilities, finances, and programs. The state
education agency’s management information systei» generates data regard-
ing the agency’s own participation in the educaiional system. Both systems
may be regarded as segments of a “total information” package, but each is
: a separate unit. :
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- 5 Second, the agency is an integral part of the educational system, and
. “the various substantive things that an agency does” are chosen on the basis
of the condition and needs of the educational system. The utility of the
agency’s operations, moxeover, is measured in terms of their effects upon
the condition and nzeds of the educational system. The basic edwucational
data system and the agency’s management information system #aerefore are
closely related, even though they are discrete units. Data from the basic
system—in the long run—will be used to assess the facts revealed by the
management system. For example, when an agency is able to statz(on the ‘ S
basis of its management information system) precisely how much it spends : , ’ 1
on each component of its own program of operations, it will utilize data ;
drawn from the basic system in order to help deternine whether it is
placing too much, too little, or just exactly the proper amount of emphasis
on each phase of agency operations. The present siudy does not undertake
to predict how such determiuations will or should be made; this study :
undertakes to enable management to determine how much it is spending on - oy
each component of its program, not how rauch it ought to spend.* S

Third, a state education agency operates under a single management,
N which employs an interrelated set of management systems: e.g., budgeting,
planning, programing, accounting, cost accounting, payroll accounting and
personnie! record-keeping, inventories, et al. An internal management in-
formation system ought not stand apart from other management processes.
On the contrary, it should be integrated into the management systems com-
plex and should supplement, supplant, or be consolidated with other pro-
cesses. In the present study, rather than merely to indicatc that the manage-
ment information system ought to be so integrated, recommendations are
made regarding means by which it can be.

® The knowledge would be sterile if it were not utilized, of course. The uses of information
system outputs are explored in Appendix B, which in effect offers a rationale for the develop-
ment, adoption, and use of information systems.
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Fourth, it may be noted that the fifty-five state education agencies
share a strong family resemblance, so to speak, and are in some respects
alike, Each agency, on the other hand, is in some respects unique, and
difers from the others in size, organization, environiuent, and ‘activity.
Each agency has its own complex of management systems, and cach—if it
undertakes to establish a management information system of the type herein
recommended—may devise unique methods for incorporating a program-
oriented information system into the management complex. The raw data
generated by each agency’s system therefore can be predicted to be tailored
exclusively to the agency’s own internal management needs and methods.
Each state education agency, in other words, will develop its own “language”
of program-oriented management information.

The first three of the foregoing points suggest the nature of the solution
to the principal problem addressed by this study: to devise a means for
determining the cost of each substantive activity of a state education
agency. The fourth relates to the collateral problem: to enable all such
agencies to exchange information. The solution to that problem is regarded
as a matter of translation: agencies need not pretend to adopt identical
systems; they do need to make arrangements for translating the information
generated by each system into a compatible common language and coramon
format. Recommendations are offered regarding the means by which trans-
lation may be achieved very readily.

3. SYSTEM COMPONENTS

The information system relies upon and should be integrated with other
management system ingredients. The ingredients include the following:

Y. Responsibility-oriented budgeting—Reference here is to the

aspect of the total planning/programing/budgeting process that
is oriented to the organizational structure of the agency. It is
“responsibility-oriented” because it highlights the amounts of money
and of personnel for which the director of each organizational unit
shall be the responsible administrator.

2. Program-oriented budgeting—Reference here is to the aspect of

the planning/programing/budgeting process that is oriented to
the substantive content of the agency’s work. It is “program-
oriented” because it highlights the programs, subprograms, projects,
and—under whatever other terms may be employed to describe
them—other components of the total program of work undertaken.

7
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3. Responsibility-oriented accounting.—Reference here iz to the

aspect of the expenditure accounting process that is designed to
reflect the financial activity and financial status of the amounts of
money set aside for use as authorized by each responsible adminis-
trator. The sum of money thus set aside may be referred to as an
appropriation, allocation, apportionment, allotment, ctc. That sum
is recorded in the accounts; commitments to expend money and
actual expenditures of money are charged against it; and at all times
the accounting is intended to indicate the available balance of the
original sum that, thus far, remains uncommitted.

4. Program-oriented accounting—Reference here is to the aspect
of the expenditure accounting process that is designed to reflect
the financial activity and financial status of the amounts of .money
set aside for use—as planned—for the performance of each com-
ponent of the agency’s total program of work. A sum of money thus
set aside for use in a specified program component may be referred
to as an appropriation, allocation, apportionment, allotment, etc.
Under whatever name such a sum is reserved, the sum is recorded;
expenditure transactions are charged against it; and the accounting
is intended to indicate the portion of the original sum that, at any
time, remains as an uncommitted available balance.
5. Revenue budgeting and accounting.—Reference here is to the
segments of the planning/programing/budgeting process—and
to the related accounting—that are designed to anticipate, esti-
mate, and record the sources and amounts of money that are
prospectively or actually available for use by the agency. The intent
is to know, at all times, from each source and from all sources
combined, the amounts of revenues that are anticipated, the sums
thus far received, and the balancing amounts that are estimated
but not yet collected.
8. General accounting and financial reporting—Reference here is
to the processes by which the agency summarizes its financial
operations, determines its financial condition, and reports on all re-
lated matters. These matters include the attribution of verifiable
relationships between (a) revenue amounts received from speci-
fied sources and (b) the expenditures incurred in the conduct of the
enterpsise; in part, the purpose is to demonstrate that the agency
has complied with substantive or other restrictions that may govern
the use of each revenue item. |
7. Payroll accounting.—Reference here is to the processes by
which: salaries and wages are paid to employees; matters of

8




- 5 s Fnnrrien ey e gt 7RI SEEEWTEE 4TETTTERTTTEOET RO e DL A . o . ! Liang Y D
i F ol S Nl C ARG S

deductions, taxes, and related benefit costs are dealt with; and the
determinations are made regarding the portions of total personnel
services that shall be charged against each iesponsibility-oriented
and each program-oriented appropriation or allotment account.

8. Expenditure analysis and distribution—-Refererice here is to

the processes by which expenditure transactions are examined

. and—regardless of the account to which they may originally have

been charged or from which they caused disbursements to be made—

their values are finally determined to constitute proper charges
against specified responsibility- and program-oriented accounts.

e 4. BUDGET AND BUDGETARY ACCOUNTING:
. GENERAL
The budget is an agency’s plan of operations. The pian can be ex-

pressed in words. It can be expressed in numbers. It can be expressed
in dollars. In the normal course of events, it is expressed in all three ways.

The processes termed budgeting, programing, and planning all con-
tribute to the confection of the budget. The budget expresses the con-
clusions reached by an agency regarding one segment of time and the ac-
tions to be taken during that time in pursuance of matters that have
been studied, planned, and programed. The course of action requires
the expenditure of human effort and the utilization of physical and ma-
terial resources.

7he human effort must be compensated in money. The physical and
, material resources must be acquired, distributed, and maintained through
! the expenditure of money. Money therefore is carefully focused upon in a
budget, which must contain both a revenue plan and an expenditure plan
for the specified period of time.
3 ‘ A budget provides that operations shall be conducted; money there-
e fore must be allocated among identifiable operations—that is, among sub-
stantive parts of the total agency program. ,

Program components are carried out by organizational units of the

agency—its divisions, bureaus, and sections; money therefore must be al-
located among the several organizational elements.

g Yo S g o e e
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To conduct the operations, an organization pays salaries and wages;
buys other services; purchases materials, supplies, and equipment; may
acquire land or buildings; and may expend money in other ways. In gov-

N ernmental accounting terminology, these several categories of “things”
) acquired are referred to as “objects of expenditure.” The money to be

9

v
3
B AN




spent by an organization, in pursuit of a program component, therefore
can be allocated among the several objects of expenditure.

There are two distinct “sides” to the budget: one reflects revenues
and the other indicates expenditures. Together, they express the plan of
operations for a specified period of time. Prior to the start of that
period, attention necessarily is focused upon intentions or expectations.
During and after that period of time, attention moves to actual events.
That is, early attention is focused upon the amounts of revenue that are
estimated or requested, and to the amounts of expenditures that are
planned. Later, increased emphasis is placed upon the revenues actually
received and the expenditures actually incurred; also, attention is di-
rected to the relationship between the estimated and actual amounts that
correspond to each budget item.

The accounting system can be utilized to order and report on these
matters in concise and comprehensible form. An accounting system neces-
sarily records and produces a complete record of the revenues that actually
are received and of the expenditures that actually are disbursed. It is
not at all difficult for accounting procedures to be so arranged that esti-
mated amounts and actual amounts can be presented side by side in
financial reports. All that is required is that the budget be recorded in
the accounts as one formal set of accounting entries.

If the budget is recorded in the accounting records (in fact, if and
only if the budget is so recorded), an accounting system can provide the
budgetary information upon which attention properly is focused before,
during, and after completion of a budget period. For each budget item,
whether of revenue or of expenditure, the required information includes
the estimated or planned amount, the actual amount, and the difference
between those two amounts,

Thus a single set of revenue accounts is required, one account for
cach source and type of revenue. The amount of estimated revenue must
be recorded in each account. The amounts of actual receipts must be
recorded. At all times, each account can be made to reflect the three
critical items: the estimate, the total of receipts to date, and the amount
that was anticipated but is thus far not received; the latter figure is a
balancing amount, simply derived (estimated minus actual equals un-
realized revenue).

Similarly, a set of expenditure accounts is required, one account for
each segment of the expenditure side of the budget. In each account, the.
amount authorized for expenditure must be recorded. As they are made,
actual expenditures must be recorded. At all times, the expenditure ac-
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count can. reflect the amount authorized, the total expended to date, and
the balancing amount, .which is the unexpended balance' of the -total
authorized. Prefersbly,.a fourth item enters into the account and alters
the equation; that item is a record of “encumbrances,” which are expendi-
ture items that are firmly committed but net yet incurred. Encumbrances
normally represent purchases that have been made but-on which delivery
has not yet been completed. The full equation in an expenditure account
then reflects four items: the amount authorized minus the total of expen-
ditures-plus-encumbrances equals the uncommitted balance of the original
authorization. ‘ o o

Given these two sets of accounts, the sums of account balances pro-
vide a concise summary of the budget and its status at any point in time,
with respect both to revenues and to expenditures.

B The.information provided by a revenue.account, for example, would
include the following: ,

Revenue Estimated Revenues Amount

Source . " Revenue - Received Unrealized
“Rar-marked” Tax “A” ... $50,000.00 $23,540.00 $26,460.00

The information provided by an expenditure account would include
the following: g

.Budut Authorization Amounts Now  Expended Available
Unit to Expend  Encumbered  to Date Balance
Project “X” weerens $84,00000  $ 1,200.00 $32,400.50  $50,309.50

An information system must draw upon budgetary and accounting
data. If the budget is designed to reflect both responsibility-oriented ‘and
program-oriented matters, and if the budget is both recorded and moni-
tored by the accounting system, information system requirements can be
met with relative ease. If these criteria are not met, it is quite unlikely
that information system requircments can be satisfied in any other manner.
It is for that reason that considerable attention is addressed in this docu-
ment to accounting and budgeting procedures, not because they should be
considered only as parts of an information system, but because their
=ffectiveness and clarity are essential requisites of an information system.

5. TWO ORIENTATIONS:

RESPONSIBILITY AND PROGRAM

The budget expresses a plan of expenditures. The expenditure plan
can be expressed in terms of the substantive content of the agency’s work;
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thus expressed, it is “program-oriented” The expenditure plan also can be
expressed in terms of the organizationa! units that conduct the work; thus
expressed, it is “responsibility-oriented” or “organization-oriented” Ex-
pressed either way, it remains the plan of the agency. If the total price tag
carried by the plan is $5,000,000 when expressed on one basis, it remains
$5,000,000 when expressed on the other.

Every bit of work provided for in the plan must form a part of the
substantive content of the agency’s operations; it also must be performed
by some organizational unit of the agency. Any expenditure incurred by
the agency must be incurred (a) in pursuit of some aspect of program and
(b) as authorized by a responsible officer of an organizational unit of the
agency. All expenditures can be planned in both ways; all expenditures
can be accounted for in both ways,

Responsibility-oriented Budget and Accounting—For a budgetary
period, each organizational unit is authorized to incur expenditures up to
the limit of a specified “allocation.” For each such aliocation, an ::zcount
is required. To the account, entries are posted as transactions occur; entries
may record increases or decreases in the amounts allocated, in the amounts
encumbered, and in the amounts expended. At all times, as illustrated pre-
viously, each responsibility-oriented account would indicate the following:

Budget Auvailable

Unit Allocation Encumbered Expended Balaace
Division 1 to $ $ $ $
Divizion 99
Total Budget $ $ $ $

Added together, the allocations to all divisions (or other organiza-
tional units) equal the total provided by the budget. Similarly, added
together, the sums of encumbrances, expenditures, and available balances
must indicate the net current status of the total budget.

Program-oriented Budget and Accounting—For the same budgetary
period, the agency planned to incur expenditures up to specified limits in
the performance of each substantive bit of work in its total program. In
this study, each such “bit” is referred to as a “cost center.” An allocation
of money is made to each “cost center.”” For each cost center, an account is
required. To the program-oriented cost center account, entries are posted
as transactions occur; transactions may represent changes in the amount
allocated, or they may represent encumbrance or expenditure items charge-
able to' the account. Each expenditure incurred in performance of a par-
ticular project, for example, is charged against the account that represents
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that project. The same expenditure amount would also be charged against
the proper responsibility-oriented account, i.c., the account that represents
the organizational unit which administers the project or which, though not
the administering agent, incurred an expenditure on behalf of the project.
At all times, each program-oriented account would indicate the following:
Cost Available
Genter Allocation Encumbered Expended Balance
(l;r:gec:i “A""B” $ $ $ $
ration
Task Force “C”
Group “X”
Study “y”
Ta'k “Z”

Total Budget $ $ $ $

Two Parallel Sets of Accounts—The plan of expenditures is reflected
in two parallel sets of accounts. The same total of allocations s shown in
each set. The same expenditures are shown in each set. In an overall sense,
either set of accounts will indicate, at all tiraes, the total budgeted and the
totals of encumbrances outstanding, expenditures incurred, and the un-
committed balance yet available,

The maintenance of two parallel sets of expenditure accounts requires
that each transaction be coded with reference to two criteria: the organiza-
tional unit responsible for initiating the transaction and incurring its cost,
and the program-oriented “cost center” (e.g., the task or project) to which
the transaction is chargeable, Where accounting practice includes a system

for coding transactions by object of expenditure, the appropriate object
code also is required.

Both sets of account balances are useful for purposes of analysis, For
purposes of analysis by object of expenditure, use is made of individual
transactions ra‘aer than of account balances.

6. THE COST CENTER

The concept of the “cost center” is crucial to an understanding of this
document and of the information system here proposed. All “program-
criented” budgeting, accounting, and reporting aspects of the information
system are built upon the identification and use of a set of “cost centers.”

Simply stated, a cost center is conceived of as: the smallest segment

of “program” that is separately recognized in the agency’s records, accounts,
- and reports. '

o e
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A cost center may represent what the agency thinks of as a program, a 5
subprogram, a project, a subproject, or any other component of its “total ) ";
program.” New cost centers may be established at virtually any time. The | , i
use of old cost centers may be discontinued at virtually any time. At all
times, the complete set of cost centers recognized in the agency’s budget, )
budgetary accounts, and information system must reflect the total agency i
program. - ~ ®

Some parts of an agency's program are regular, ongoing, recurring
segments of its work; cost centers that represent these segments will appear
consistently in budgetary, accounting, and information system records.
Other parts of an agency’s program are one-timé, short-term, or nonrecur-
ring segments of the work; the “project” that is producing this study is an
example of a nonrecurring item. Cost centers that represent such short-
term, nonrecurring, or special items will appear in budgetary, accounting,
and information system records only during the fiscal periods spanned by
their relatively brief existence.

The addition and deletion of cost centers will reflect the truism that a
state education agency’s total program of work is subject to change and
that such change—whether major and marked or minor and relatively : ' .
imperceptible—must be recognized in the agency’s records. ]

Cost centers are items for which costs shall be separately recorded and
accumulated. Cost centers therefore are the basic blocks used to build a
budget or a report on program-oriented operations of the agency. The total
budget for an organizational unit of the agency is the sum of the budgetary
provisions made for each of the cost centers that comprise the work of that
organizational unit. The total budget for a “program” of the agency is the
sum of the budgetary provisions made for all of the cost centers that are
deemed to comprise that program.*

The “program-oriented” budgeting of anticipated expenditures con-
sists of the allocation of moneys for use in the work represented by cost
centers. The related program-oriented accounting of actual expenditures
consists of the identification of costs incurred, the attribution or distribution
of actual costs to the several cost centers, and the accumulation of totals of
actual costs that have been determined to be chargeable to each cost center.

Each expense incurred by the agency can be attributed and charged to
the account of a cost center or combination of cost centers. The sum of all
items charged to all cost centers is the sum of the agency’s expenditures.
‘The suimn of expenses of ali cost centers reiated to one division or other organ-

D.‘An elaboration of this point appears in Appendis A, in & discussion of “Progrem”
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izational unit of the agency must also be the sum of the expenditures
charged to that unit. The sum of expenditures charged to the cost centers
included within a “program™ of the agency is also the total of expenditures
chargeable to that program.

Summary.—A cost center is the smallest segment of “program” that is
separately recognized in the agency’s records, accounts, budgets, and re-
ports. The cost center is the building block utilized to construct the agency’s
program-oriented budget and its information system’s program-oriented
reports. A cost center may be established, or its use may be discontinued,
virtually at any time, in accord with the fact that the agency’s program is
subjéct to modification at all times.
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7. COST CENTERS: | | ]
CLASSIFICATION AND COMPARISON | :

A cost center is one “bit of the program” of a state education agency. - o
For that “bit,” it can be determined how much money and the effort of how ‘ ]
many staff members represent the cost incurred by the agency in the conduct '

of its program.
For purposes of an information system, the cost of that “bit” must be

susceptible of comparison with related costs incurred (a) during other
periods of time and (b) within other similar agencies. o

- | Two modes of comparison are available: direct comparison and com- ‘ :
F parison via “translation” or via “reduction to common denominators.” Each o
mode can be used advantageously. The second mode—comparison via § ' *
translation—calls for the cost centers themselves to be described and cate- .
gorized; use of this mode therefore requires careful preparation, including

the development of the “common language” into which information shall
be translated.

Direct Comparison.—For direct comparisons, one needs only to iden- o
tify cost centers and to accumulate their expenses. The costs of Project “X” ' R
can be compared directly with those of Project “Y”; and, using the financial ) T
history of Project “X,” its expenses of this year can be compared directly ‘ '
with its expenses of prior years and with its projected future expenses.
These comparisons can be extremely useful, especially for use within the
agency, where the differences and similarities between projects are well
known and where the limitations of such comparisons are well understood.
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Direct comparisons often are either useless or impossible, however, for
cither of two basic reasons. One: program changes may eliminate a cost
center too soon for it to acquire much of a financial history; the year-to-year
type of direct comparison may be impossible. Two: the program compo-
nent that is recognized as a cost center in one agency may not be replicated
in any other agency; even assuming replication, terminology may vary so
greatly that interagency communication may be garbled; the direct com-
parison of cost centers on an agency-to-agency basis therefore may be
impossible.

In short, there are distinct limits to the use that can be made directly
of a list of projects and other cost centers and their past, present, or pro-
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jected costs. For certain uses, it is necessary to examine the characteristics
of the cost centers and to hase subsequent comparisons and analyses on the
similarities and differences observed in those characteristics.

Comparison via Translation.—Cost centers are susceptible of descrip-
tion, categorization, and grouping. When grouped on the basis of common
characteristics, the costs of a cluster of cost centers can be compared, con-
trasted, or added. Analyses can be made on the basis of comparisons among S
such clusters of cost centers and in. terms of totals of the quantitative -
measure (i.e., dollar costs or amounts of staff time invested) obtained for -
them, : '

For the classification of cost centers, several bases have been identified.
Each such basis for classification is termed a “dimension,” and each dimen-
sion is expressed in terms of a series of “categories.” There are as many
dimensions, in this sense, as there are ways of considering the cost centers.*

" For example, an agency might find it convenient to invent a dimension
termed “Longevity of Cost Centers.” Categories within this dimension
might include the following: (1) regular, recurring, perennial cost centers
for which no end is in sight; (2) relatively short-lived cost centers expected
to remain on the books during at least two fiscal years; and (3) one-time, :
nonrecurring, very short-lived cost centers to be recognized in the accounts o
during only one fiscal year. When all cost centers are coded in accordance '
with this three-way split, the cost centers can be grouped accordingly; the
agency can determine conveniently, at any time, the amounts of money and
staff time being invested in long-, medium- and short-term components of
its total program; and the sum of the three component costs is, of course,
the gross cost of the total program.

The record maintained for earch cost center must contain (a) measures
of its expenditures, expresied in dollars and/or in terms of staff time re-
quired, during past, present, and projected fiscal periods and (b) notations
regarding the cost center’s classifications, i, a coded expression of its
categorization in terms of each dimension that the agency recognizes within
the information systen.. When the records for all cost centers are grouped
on the basis of any classification that is recorded, expenditures—of money
and staff effort—also are so grouped to permit convenient summary, report,
and analysis.

Interagency Comparison.~The several state education agencies, the _ R
U. S. Office of Education, the Council of Chief State School Officers, and

* Dimensions and categories are discussed at greater leng'h in Appendis A, which also contains
proposals for coding patterns to be adoried, as well as an cxample of cost centers already coded.
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others presumably intend and expect that information froin all agencies
shall be susceptible to uniform reporting and analysis. If this expectation
is to be satisfied, several dimensions must be used by all agencies in uniform
fashion. Interagency comparisons cannot otherwise be assured. They can
be assured if all agencies classify their cost centers in terms of a minimum
set of uniform dimensions, each such dimension being expressed in terms of
a uniform set of categories. The use or disuse of other dimensions, as indi-
vidual agencies choose to utilize or ignore them, will neither aid nor hinder
the process.

With respect to any given dimension, one cost center fits into one cate-
gory. With respect to that dimension, all cost centers fit into one category
or another. 1" all cost centers are grouped and summarized on the basis of
their categorization within any desired dimension, the resulting report will
describe the agency’s total program in terms of the dimension chosen. Some
such reports will serve internal agency uses only. Others will serve inter-
agency or multiagency needs; with respect to these dimensions, agreement
among agencies will be required regarding categories to be established.

8. BASES FOR ANALYSIS:
DIMENSIONS AND CATEGORIES

A “dimension” is a basis for classifying and codifying cost centers.
There are as many dimensions as there are ways of considering the cost
centers. With respect to a given dimension, each cost center is assigned to
one “categery” among the possible categories provided for within the clas-
sification system. Every cost center is subject to categorization in terms of
all dimensions. A report may be made on the basis of any single- or multi-
dimensional analysis.

Three points deserve emphasis:

1. Individual transactions are not coded and classified by dimension

and category. Cost centers per se, on the other hand, are coded,
to indicate their categorization within each dimension. To obtain
totals of cost per category, it is unnecessary to deal with individual
transaction documents or transaction records. It is necessary only to
array all cost centers in groups by category; to determine total costs
per category, it is then possible to combine the account totals shown
for the cost centers within each category. An example follows:

19
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Analysis based on Dimension “A”:

Cost Centers Total Cost* Cost*
Comprising of Each per
Categories Category Cost Center Category
1 014 $18,000
054 22,000
087 10,000
103 47,000 $97,000
2 002 LI T Y]
023

2. The use of dimensions and categories does not affect the coding

or processing of individual transaction documents. Dimensions
and categories are used only to categorize the program-oriented
expenditure accounts that represent cost centers. When a cost center
is established in the accounts, the cost center per se is categorized in
terms of each dimension that the agency’s system recognizes. It is
so categorized one time; the categorizations are recorded one time,
for subsequent reference in the process of grouping cost centers for
purposes of analysis.

Therefore, the number of dimensions wiilized in the system does
not materially affect the volume of work, the difficulty of coding, or
the number of accounts needed. The number of dimensions controls
only the number and variety of analyses that are possible. An agency
can add or delete dimensions without significant effect upon the
time or effort that will be consumed by operation of the information
system.

3. The same cannot be said of categories, however. The number of

categories within a dimension is the one factor that determines
just “how thin the slices” into which the total work of the agency
will be divided for accounting and related purposes. The number
of categories does affect materially and directly the number of ac-
counts needed; thus it also affects the difficulty of coding transaction
documents, the volume of work, etc. Whereas dimensions may be
added or deleted without appreciable impact upon the workload,
categories cannot be added quite so freely.

R W e g

With these points in mind, an agency can establish its information
system. The system requires that cost centers be identified, that accounts be
established in which to accumulate or record cost data pertinent fo each
cost center, and that cost centers be categorized in terms of each dimension

* “Costs” subject to analysis may be actual or estimated and may represent prior, current, or
future fiscal periods in any combination.
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* i N must be designed and utilized in common by all agencies. This assumes that
o ‘ the agencies in fact do intend and expect to be able to exchange data
4 expressed in common language.

- L One “common language” dimension is already available; the coding

M e Ry § P AT

which the system recognizes. For each cost center, a series of designators by
category would be recorded. An illustration follows:*

Cost Center Classifications by Category Dimensions

Cost Center
A B CDEVF G H 1

Title No.
Project XX ... 032 01 12 06 99 99 14 03 99 ... wo. oo oo we

When all cost centers are so classified in terms of ail dimensions, their
accounts and cost data can be grouped in accordance with any basis of

classification. The number and variety of analyses possible are adequate
for virtually any information requirement that relies upon program-oriented

cost data.
Dimensions for Internal Use—For use exclusively within the agency,
the number and content of dimensions is a matter of the agency’s own
management requirements. There is no need for all agencies to utilize all
dimensions in common. ‘
Dimensions for Interstate Use—Several key dimensions, however,

pattern for “State Education Agency Program Functions,” developed by
the Division of State Agency Cooperation, U, S, Office of Education. Its
codes are the categories for use in connection with this principal dimension.

It is considered desirable, however, that state education agencies also
utilize other dimensions in common. Detailed recommendations appear in

Appendix A. The dimensions dealt with are these:

Function: major functions and subfunctions; in essence, this is a

contraction of the USOE coding pattern.
Instructional 'evel: categories represent the grade levels at which
agency efforts are directed.
Clientele: categories distinguish among the several clienteles served

by each agency.
Subject-matter: categories represent the subject-matter groups
which receive attention of the agency.
Purpose: categories differentiate the several purposes pursued by

the educational efforts of the agency.

kil

N

* More elaborate jllustrations sre contained in Appendiz A,
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The Appendix contains both descriptions of these dimensions and pro- : o
posed sets of categories to be recognized within each dimension. At the )
date of this publication, the feasibility of use of these dimensions and cate- ' o
gories has been tested only in the abstract and only against the example : . '!;"
provided by the Maryland State Department of Education; accounts de- Ty
signed to utilize the recommended dimensions and categories have not yet o k
been tested by the actual practice of a year’s budgeting and accounting. L N
The utility of each dimension, as well as the adequi.cy of the categories - ¢ 1
within each dimension, can be determined only through such use. It may P
be anticipated, therefore, that the coding pattern should be reviewed by a ‘ ‘ '
multi-state team after several agencies have tested the proposed dimensions
and categories. 0 .
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Chart Il TYPICAL MASTER, TRANSACTION, AND SUMIMARY CARDS

COST CENTER WALTER CODE CARD \
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COST CENTER CATEGORIZATIONS
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Chart 11 TYPICAL MASTER, TRANSACTION, AND SUMMARY CARDS--{Cont.)

ACCOUNTING TRANBAGTION CARD
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Chart II. TYPICAL MASTER, TRANSACTION, AND SUMMARY CARDS—{(Cont.}

VARIABLEUSR COBT SUMMARY GARD .\
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9. BUDGET AND BUDGETARY ACCOUNTING:
STYLE OF PRESENTATION

In several crucial respects, the two “sides”—revenues and expendi-
tures—of the budget must be correlated. In other major respects, they re-
quire quite separate treatment. The budget documents—as well as other
clements of a financial reporting system—must be designed to accommodate
both sets of requirements: clear, separate treatment of the revenue and
ex.penditure “sides,” respectively; and equally clear but correlated treatment
of interrelated items from both sides. On the whole, the budget document
tends to draw attention separately to revenues and expenditures per se; to
a lesser extent, it correlates particular sources of revenue and specified i.ems
of expenditure, Other elements of the financial reporting system are utilized
to clarify further and de:ail the connections between revenue and expendi-
ture items that are linked by legal provisions or by other special considera-
tions,

The simplest expression of a budget for a fiscal period would need to
contain only the following entries:

Estimated Revenues $
Authorized Expenditures $
Estimated Surplus (Deficit)

More elaborate, complex, and informative expressions of the budg:.t—
and of each “side” of the budget—can be prepared. In point of fact, a
budget is “built” and expressed from two directions at once, s¢ to speak:
from the particular to the general, as detailed requests for budget items are
aggregated; and from the final aggregate to the particular, as decisions are
made regarding the preferred utilization of available resources.

Typically, the major stages of a budgetary cycle include the following:
Responsible administrators of segmen:s of the agency develop tentative
plans for their units’ future operations, and they submit requests for finan-
cial support based on those plans, The requests are assembled, aggregated,
and reviewed. The total thus requested from within the agency may be
vastly greater than the amount that the agency’s management is inclined to
ask the state’s legislature (and others) to provide. .\ modificd package is
prepared, and its appropriation is requested. The legislature and other
fund-providing bodies reach their budgetary decisions. Agency manage-
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ment—now in a position to base decisions on “available” revenues rather
than “requested” revenues—again modifies the agency’s internal budget
(in this context, “agency management” is presumed to include the agency’s
board, chief executive, and other responsible officers). The agency’s budget
is then adopted and recorded in the accounts; in “final” form: ie., as a
firm budget, subject to modification only as supplementary appropriations
or new grant awards may be made or as management may choose to revise
agency plans.

The process just outlined may require relatively formal preparation of
three different versions of a proposed budget, as well as subsequent reports
on the budget at various stage; of its execution. The several versions of the
budget ought to be expressed in a consistent style. The style adopted for
expression of the budget ought to be compatible with the style required for
reports on the budget’s execution. The forms utiiized for preparation and
submission of internal budget requests, furthermore, ought to be compati-
ble in style with the other statements.

A sample set of integrated and compatible forms, reports, and stte-
ments follows this discussion. ‘ :
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10. SINGLE FUND ACCOUNTING

"he agency’s management has a primary task, which is to plan and
conduct the substantive work of the state education agency. Management
has an additional task, which is to obtain and to derive maximum benefit
from the financial resources that make the conduct of the work possible.

‘ , Much of this latter task rests upon the effective use of accounting and
o financial reporting.

Financial aspects of management are not inherently mysterious. Every
effort should be made to prevent them from becoming unnecessarily obscure.
The concept of “single fund accounting” holds great promise as one means
of keeping financial matters clear, straightforward, and relatively unclut.
tered. The application of the single fund accounting concept is advanced
as a major ingredient in the proposed management systems complex, be-
cause it can contribute greatly to the ease and clarity with which program-
oriented information may be obtained.

Funds

Technically, a “fund” is a separate fiscal entity, the full record of
which is maintained in a separate, self-contained, and complete set of sclf-
B balancing accounts. Each fund requires its own revenue, expenditure, and
- other accounts. Funds may be established for legal-technical r<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>