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In order for a financial management system to
better meet the needs of policy makers, program
managers, front-line supervisors and other users
there must be greater compatibility between the
budgeting, accounting, and auditing components
of the system. Each of these should be supportive
of, and in turn be supporied by, the other major
comp:-~nts. The resultent i o2l ¢ysiem of
financial management would be responsive to
increased demands for greater efficiency, effec-
liveness, and accountability in public sector pro-
grams.

The importance of this topic was stressed at a
1978 national conference titled the Financial
Management Needs of Local Government. spon-
sored by HUD's Office of Policy Development
and Research. Participants in the conference
included representatives of virtually all of the
major national public interest groups represent.
ing local officials.

At the conference, participants set priorities
on the needs they felt to be most critical 10 local
fiscal management. Ranked second among all of
the issues listed by the conferees was the need
to integrate local budgeting, accounting. perfor-
mance measurement, and auditing. The need for
better forecasting of revenues and expenditures
was the only issue that outranked fiscal integra-
ton. The conference report went oa to say:

The basic problem revolves around the fact thas
budger accounting and performance functions in
local governmen: are mot sufficientty integrated.
Each funcrion of local governmens produces one
piece of the financial system. but frequenily there
i o connection berween the pieces. The resuls is
that 1op elected and appointed officials camnot
determine actual program costs, the depariment
and employee performance, and how these are
related to the service provided and their impact on
the communiry. Persoanel in these functions don's
‘talk’ 10 each other.

This recognition has led (o a new concept mak-
ing the rounds in public administration/public
finance—Integrated Financial Management Sys-
tems. This type of system could be defined as the
complete, barmonious, and coordinated process
of designing, implementing, and evaluating those
policies and practices that deal with the raising,
storage, and use of money. The purpose of this
paper is to develop a coaceptual framework that
will assist in the designing of integrated financial
tmanagement systems.

The Municipal Finance Officers Association
(MFOA) suggests that a financial management
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system consist of nine components: budgeting.
accounting. auditing. treasury and cash manage-
ment, debt management, public pension fund
management, local fiscal policy. performance
evaluation.and intergovernment fiscal relations.®
Since a major focus of integrated financial man-
agement systems is the tying together of budget-
ing. accounting, and auditing. emphasis will be
placed on these three components.

In talking about a complete. harmonious. and
coordinated financial management system (FMS)
this author finds it useful to talk about integration
taking place along two separate dimensions. The
first dimension concerns integration within each
componeni: that there should be intra-compo-
nent integration. The second is inter-component
integration: that is, integration among the com-
ponents. This paper will suggest how this two-
dimensional integration can be developed.

First we need (o define the common link. the
thread that will serve to integrate the financial
management components of budgeting. account-
ing. and auditing as well as provide insight into
organizational performance. This author sug-
gests that the integrating link will be the selection
and presentation of appropnate information. That
is. an integrated FMS will exist when appropriate
information is identified within each component
and each component is designed to track and
report on this information throughout the Finan-
cial Management System.

In order to discuss inter- and intra<component
integration, however, a more detailed discussion
is needed on each of the three relevant compo-
nents of a financial management system: the bud-
geting component. the accounting component.
and the auditing component.

Budgeting

There are probably no activities that take up
the timc of the elected and appointed officials of
any local government that are more important
than those involved with the budget process. A
recent MFOA resource paper stated that “‘the
budgeting process represents the heart of local
government financial management.'” (underlin-
ing mine)

Too many individuals, unfortunately including
many public officials, consider the purpose of a
budget to be the presentation of a list of proposed
expenditures and the required revenues. As we

shall see. however, the purposes of budgers

be as vaned as the purposes of individuals. These
purposes of budgets will serve as the critena for
the selection and presentation of the informatign
i.e.. the thread. that will make our integrateq
financial management system work.

Writers have identified many different pur-
poses sought by public officials and the Cilizeng
that budgets can serve. These include serving g5
acontract. a managément tool. a vehicle for com.
munication, a control mechanism, a planning, a5
instrument of democracy. and the major policy.
making tool of the jurisdiction. :

A budget format contributestoa given purpose
by the rype of information that is identified in the
budgeling process and the budget document, the
way in which this information is presented, and
the emphasis that is placed on this information.
[n other words. budgets can be classified accord-
ing to what type of information is presented and
how expenditures are aggregated. i

It is also possible to relate the four *‘pure”
forms of public budgeting—line item, perfor-
mance. program (PPBS) and zero-based—1i0 these
purposes. ;

Each of the four *"pure’ types of budget for-
mats (ocuses on different types of information
and presents this information in a unique way.
Line item budgets, for exampie. focus on inpur
measures (indicators of resources consumed) an‘d(
aggregates this data by objects of expenditures;
within organizational sub units. The performance’
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budget presents information grouped by activi-
tics and tasks also within organizational sub units
and emphasizes output measures (volume of goods
or services produced or of work 10 be done) and
efhciency measures (usually expressed in unit
cost estimates),

Information in a program budget quite natu-
rally is aggregated by ‘“program™ (grouped
according . the goal to which it relates). Great
stress is placed in program budgeting on the iden-

tification of appropniate impact measures (mea-
sures of efTectiveness and benefit measures).
Finally. information in zero-based budgeting is
aggregated by decision units which usually include
input. output. efficiency. and more rarely impact
measures.

The relationship between fundamental pur-
pose of budgets. the **pure™” formats and the
information each format emphas..__. ., summa-
rized in the table below.

Focuses Mainly On
Bedgetary Purposes Budget Format these
Programs Measures
(‘NMI'CII Li'\' Hem'
Cinnmunication object Inpus
—tells how many and how much resources will be utilized expenditure
Contract
—let citizens know what products they will receive and the
relative efficiency of their government Efficiency
Munagement Outpur
—provides information that aliows manager 10 assess Performance —workload
efficiency of their agency —product
Communication —program size
—shown basis of estimation
—provides information as 10 what is being produced
Plunning
—shows the goals and objectives 10 be achieved
Policy
—allows choice between different policy goals and between P
alternative means of reaching these goals mpact
L e * Program/PPBS —measures of
Cammunication effeztiveness
—shows the purpose of expenditures. the policies and
pnonities of the government
Contract
—let citizens see what objectives are achieved
Policy ' Output
—allows choices between different levels of output associated —product
with each (unding levei Zero-base Input
—COStS
Perhaps Impaci

From the previous discussion. it should be
obvious that difTerent kinds of budgets serve dif-
ferent purposes depending on their orientation.
the information they contain, and how it is pre-
sented. A Financial Management System that is
integrated within the budgeting component should
contain information that will contribute to as many
different purposes of budgets as possible. This

belief leads us to propose a fifth type of budget
format, the comprehensive budger. which com-
bines the strong points of each of the previous
formats into what we feel is a usefu! and workable
format.

The Comprehensive Budger. The basis of the
comprehensive budget is a program structure in
which resources are grouped by program and the
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programs are ranked ventically depending on the
prionty given to each of the community s sira-
tegic goals and objectives. Different alternatives
forachieving each objective are presented as well
as the decision packages to facilitate a compari-
son of different funding levels for each chosen
alternative. In this way, difTerent alternatives and
different levels of funding for each alternative
can be coordinated in an overall plan in the bud-
get 1o achieve the community's stated objectives
and goals.

The comprehensive budget can be used as a
management tool because it contains elements of
performance budgets: output, workload. and efR-

Budgeting Purposes

Budget Format

ciency measures. bt also conuains fine item allo.
cations by program which provides the clemen;
of control.

We envision that the comprehensive budget
would make use of all of the different types of
program measures. It would utilize inpur mey.
sures for control purposes. processiefficiency
measures in the determination of program |
estimation and assessment of agency perfoc.
mance. oufput measures 10 demonstrate what the
agency produces. and impact measures 10 dem-
onstrate the results of program efTorts. This cog.-
cept is summarized below:

Focuses Mainly On These
Program Measures

Conrrol Communication | Comprehensive | lnpur Outpur
Managemen:  Contract Efficiency  —workload
Planning Instrument of —product
Policy Democracy Impacit
. —aneasures of
effectiveness

A single budget document can integrate the
charactenistics of the different budget types, and
thus contribute towards several purposes. The
City of Lakewood, Colorado, stated in a recent
annual budget document:

The new Annual Budpet for 1976 is classified as a
program-performance budger. This technique of
budgeting is new but is based on proven principles
of business administration. The principles of pro-
grom budgeting have been corsolidated in one
process in order 10 1ake advaniage of the strengths
of each diferent approach.*

Other jurisdictions such as Downer Groves.
lllinois: lowa City, lowa; Palo Alto. California:
and Plain Field, New Jersey. report the devel-
opment of budgeting systems that are compos-
ites. They contain elements of line item. perfor-
mance, program, and zero-base budgeting. For
exampie, Palo Alto prepares goals. objectives.
and performance measures as pant of the annual
budget process. lowa City's budget contains goals
and objectives set by the city council and the
depaniments. The budget is presented in terms of
service levels which include a description of the
program 10 be funded and its performance mea-
sures.
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Assuming those descriptions are accurate, &
would appear that at least several jurisdictions
have successfully produced a budgeting systeat
that meets the characteristics of intra-componens
integration. D |

Since this paper takes as given the szzx:megi
that the budge! is the heanrt of the financial nn.n::
agement system. the first step in developing ag
Integrated Financial Management System would
be a detailed analysis of the existing budget l.&d
budget development procedure. Modiﬁ:atiog
should be made to the existing document (o ensure
that it includes adequate information prucn!J;
in 3 manner 1o respond to the purposes of its

Uusers.

Accounting

The Municipal Finance Officers Associatios
suggests that accounting is the process of keepmg
financial records in order to provide informatic
nceded for management, accountability, and
status of financial condition. Accounting
imporant to local officials for three signific
reasons. First, accounting can provide local




cials with a high level of confidence that tocal
government resources are being properly used.
Through sound accounting procedures (and peni-
odic sudits), assurance is gained that the resources
of the local junisdiction are properly used. Sec-
ond. and perhaps more important from the stand-
point of management, accounting reports can
provide local officials with the information they
need to evaluate local government performance
and to plan for future action. Last, the process
provides data about the flows of income and
expenditure and balances of assets and debts
needed for reporting the solvency of the unit.

A discussion of an accounting system can also
describe the purposes (needs of users) to which
it must respond and the different types of
accounting systems. The fact that financial
accounting systems need 1o be responsive to the
needs of their users is well documented by an
anticle in Government Finance by Roben N.
Anthony. Anthony wnites, **Financial account-
ing reports exist to meet the needs of users, thus
the obvious first two steps in developing financial
accounting concepts are to answer the questions:
(1) who are the principal classes who use the
financial accounting report, and (2) what infor-
mation do those users need that can be met by
such reponts.’™

Anthony suggests that there are five classes of
users: the governing bodies, investors and cred-
itors, resource providers, oversight bodies. and
constituents. He indicates that each of these groups
have specific informational needs that can be met
through the financial accounting system. These
needs appear to fall into four major types. The
first of these is financial viabiliry; the second,
fiscal compliance: thirdly, management perfor-
mance; and finally, cost of service provided.

1. Financial viabiliry. Financial accounting
users need information that indicates the orga-
nization's ability to continue to provide the ser-
vices for which iv exists.

2. Fiscal compliance. The management of a
non-business organization ordinarily must com-
ply with a number of spending mandates. Some
of these are legally prescribed by external parties
{c.g., by appropriation, by condition of grants).
Users want assurances that these mandates have
been complied with and that resources have been
used for the intended purposes. This seems io be
the predominant purpose of financial reports cur-

reatly prepared by many non-business organi-
2ations.

3. Management performance. Management's
responsibility is greater than merely complying
with the rules. Management is fundamentally
responsibie for spending money wisely. Users
are interested in how efficiently and economi-

_cally the money was speat. The *‘stewardship™

can be reflected through the accounting system.

4. Cost of service provided. In most organi-
zations the amount of spending for various pro-
grams is important information. Users want to
know how much a recreation program costs, how
much of a program’s budget spent on administra-
tion as compared to the costs of services deliv-
ered.

Anthony says that another potential use of
financial accounting information, that of goal
atiainment, is extremely important. However, he
concludes, that at the present state of the an it
is not possible in many organizations to devise
measurement of the degree of attainment. While
recognizing that it is highly presumptious to dis-
agree with one who makes so many contributions
to this field, this author feels that if one links a
discussion of specific program objectives and the
corresponding measures of effectiveness and data
source described by Hatry, the task of identifying
and tracking progress towards goal arrainment
is possible.*

Accepting that there are at least five (5) pos-
sible purposes an accounting system can serve,
a review of the literature suggests that there are
at least three types of accounting. An accounting
system that provides the means for accumulating
and reporting financial data and information within
a defined fund structure in compliance with legal
requirements and Governmental Accounting.
Auditing and Financial Reporting, could be
referred 10 as Financial Accounting.” Manage-
ment Accounting (Moak and Hillhouse) would
focus on performance standards and unit pro-
gram costs. and Kenneth Caldwell's Program
Accounting would provide a means for accumu-
lating program costs and information needed for
planning and evaluating the government pro-
grams.® The relationship among the purposes an
accounting system can serve, the types of
accounting available, and the categonies of infor-
mation each type tracks, is shown below:
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Accounting Systems

Purpase Tvpe of Program Measures
Accounting
Financial . -
vaability Fi ial |
Financial (Caldwell) nput
compliance
Management Management ! Output o
performance Accounting
(Moak & Efficiency
Cost of service Hillhouse)
 Program
Goal atuainment Accounting Impact
(Caldwell)
Integrating Input  Efficiency
Financial
All of the above Management & Output  Impact
Program infor-
mation System

Thus. it has been shown that an accounting
system can also serve many purposes. It should
meet the informational needs of th. users as iden-
tified by Anthony and should be integrated with
the basic budget format as suggested by Kenneth
Caldwell.

The need for the design of an accounting sys-
tem that meets the needs of the policy-makers
and the operating managers is not new 10 the
public finance profession. In an anticle entitled
**A Multi-Purpose Budgeting and Accounting for
Government.”" E. Reece Harrill wrote, **To be
truly effective. any information sysiem must serve
all levels of management and operations.’"*® Again,
as the publication Currenr Approaches to Finan-
cial Management: A Directory of Practices points
out, several jurisdictions have developed sys-
tems with features that respond 10 several of the
uses of financial accounting information. For
example. the City of Anaheim, California. as pan
of its Municipal Financial Information System.
has a general ledger system which provides man-
agement data for evaluating performance based
on program planning and modified zero-base
budgeting techniques. This evaluation can be
applied to dollars appropriated and expended,
bours allocated and expended and the unit cost
of services provided. It would appear that Ana-
beim has at least achieved an FMIS that has
integrated the charactenstics of the financial and
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management accounting systems.

To bring about integration within the account:
ing component we obviously need an inf ormation
system that tracks and reports on financial via-
bility, compliance, management performance. cost
of service, and goal attainment. Only this inte]
grated information system meets the needs of lll
of its intended users and responds adequately tb
the full range of purposes of accounting. Onct
we have recognized the possibility of an mtn-
component integrated accounting system, we mu
design this system to reflect the information pre:
ent in the budget process. The need to make thé
accoummg system compatible to the budget sy:-
tem is the focus of Caldwell’s article."! ’

Now that we have developed a process for
linking the budgeting and the accounting com-
ponents of the financial management system, the
last component, Auditing. will be discussed.

A.udlting

Auditing performs an appraisal of financl
activity. It examines the adequacy of internal
control, verifies and safeguards assets. checkl
on the reliability of the accounting and re
system, ascertains compliance with establi
policies and procedures. and appraiscs the
formance of activities and work programs. A



may be performed internally on an ongoing basis
to keep a chech on process and performance. I
may also be performed by independent public
accouniants 10 give an outside opinion about the
operations and condition of the unit.”

Histoncally. in local government the audit
function has been largely restricted to ascerwain-
ing that the balance shee! represents a proper
suatement of the government’s financial condi-
tion. a determination that money received has
been properly recorded and deposited 1o the gov-
ernment’s accounts. and that expenditures made
are in accordance with authorizations under suate
law. local ordinances. and directives which go-
ern the use of funds.

Some students of public finance believe that
the post-audit function needs 10 be extended to
include management issues and an assessment of
program results.

This full scope audit of a governmental pro-
gam. funcuon. activity, or organization would
encompass:

a. Ar examunation of financial transactions.
accounts and reports. including an evalua-
uon of compliance with applicable law's and
regulations.

b. A review of efficien and economy to
include inquiry into whether, in carryving
out its responsibilities. the audited entity is
gving due consideration 1o conservation of
fls resources and minimum expenditure of
effon.

c. A review (o determine whether desired
results are effecrivel achieved."

These three types of auditing. financial and
legal compliance. efficiency and economy, and
program: effectiveness, each have their own data
base and management information needs.

Financial and Legal Compliance. In order 10
determine if the audited entity is maintaining
effecuve control of expenditures information
would be required on the amoun: of appropria-
uon for each specific item. This information. of
course. can be found in a line item budget. A
financial reporting system would provide a means
for accumulating and reporung financial data in
compliance with legal requirements and thus sup-
pont the financial and legal compliance audit.

Econom) and Efficiency . In order 10 determine
if th: audited entity is giving due considerauon
to corsernvanor. of its resources and minimum
expenditure of eflon, the workload and standarc
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Cost program measures. as identified m » perfor-
mance budge! are required. A Mmanagerial
accounting sysiem would be necessary for accu-
mulating the performance information required
for this 1ype of assessment.

Program Effectiveness. If an assessment is 1o
be made as 10 whether desired resuits are effec-
tvely achicved. the des 'red resuits first must have
been anticulated. This identification is carried out
in program and ZBB-program budget. A program
accounting sysiem would be required in order to
accumulate information on degree of. and cost
of. goal atainment.

An audited sysiem that focuses on the eff-
ciency and economy and program effectiveness
components is usually referred 1o as a perfor-
mance gudit. Whereas an audit that is full sco-
ped, that is. includes the activities of both the
financial and legal compliance audit and the per-
formance audit. will be referred 1o in this paper
as a comprehensive audit.

Twe major cities that appear to integrate the
purposes of financial and lega! compliance and
performance auditing into an audit system that is
comprehensive are Seattle and Dallas.

The relationship berween the types of audits
and their informational needs is shown below::

Asditing System , Program Measures
Financial and Legal laput
Compliance
Economy and Output
Efficiency .
Efficiency
Program Lmpac:
Effectiveness
Comprehensive Input  Efficiency
Audit Sysiem
Output Impact

Summary and Conclusion

1t would appear that the vanous separate ele-
ments. at least in some versions of an integrated
financial management system, are in place in local
governments.

What is needed is a *link-up ™" between an inte-
grated budget svstem as practiced by Downer
Grove, lowa City. etc., with the integrated
accounting sysiem used by Anaheim anc the
Comprehensive Audit Sy stem of Seattic anc Dal-



las. Inall probabiity, each of the Jjunisdictions are
already starting this expansion.

What would an integrated system do for public
officials and the citizens? A system that linked
the accounting component 10 the budgeting wouid
not only allow the users 10 track the rate of con-
sumption of resources but also the rate of pro-
duction of intended goods and services. Not only
would the users be able 1o compare the actual
performance against the planned performance and
have the data necessary 1o compare the perfos-
mance of their organization with others, they
would also be able 10 monitor acwal progress
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