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A Budgetary and Fiscal System for the Proposed Field Administration Program,.

To the President and Members of the Committee for the Study of Budgetary and
Financial Questions:

I am very happy to have this opportunity to present to you Michigan State
University's conception of the budgetary and fiscal process as it would relate
the proposed field administration organization for Viut ilan, recommended by
Michigan State Universgity,

I wish to point out that although my concern in this report is primarily
with the budgetary aspects of a fiscal system, it is necessary for me to discuss
superficially the accounting and auditing system as well, Govermmental budgeting,
accounting and auditing are the three components which make up fiscal administra-
tion and rone of them can be completely understood without reference to the
others, I am not an accounting specialist, but within a period of a few weeks
MSU will have a governmental accounting specialist on the staff to work with me,
This person will be more qualified than I to work out with you in detail an
accounting system,

Also I would like to mention that the material I am attempting to cover here
in a relatively short period of time usually covers a full semester of course
work at a University. I recognize that all of you have considerable experience
in this phase of administration and therefore I have not attempted to present
in minute detail some of the processes that I will discuss,

Before dicussing a budgetary and accounting process specifically related to
the administration of the proposed field administrative organization, I believe
it is necessary to discuss briefly our conception of the budgetary process in
general, Section I of the report covers this phase, Section II lists some essen-
tial elements of the proposed system and Section III attempts specifically to re-
late the budget process to the proposed field organization. Charts are used in
Section III to more clearly explain the process,

SECTION I: THE BUDGET, THEDRY AND PROCESS

A, A budget is a plan of operations expressed in fiscal terms. Because it is a
plan it covers a defined period of time - usually a year., A governmental budget
is a plan of the total program that the government expects to accomplish through-
out the fiscal year, indicating what is to be done, who is to do it, how it is

to be done and (because to accomplish most things money must be spemt) what it is
going to cost to do it, Tt is primarily concerned with the cost of the program,
because, in governmental administration, the amount of funds available for ex-
penditure, derived through taxation or borrowing, determines what can be accom-
plished, Budgeting is the allocation of limited resources to worthwhile, yet com-
peting projects.



B. Budget Administration is the preparation, creation, and operation of the plan,
Budget administration can be divided into the following phases, processes or tech-
nigues.

l. Budget preparation and review, which is the creation of the plan,
2, Budget execution, which i1s the operation of the plan.

3. Budget control, which assures that the execution is done in accordance
with the budget plan,

1. Budget preparation and review falls into two main subdivisions:

&+ The recommended budget of the Chief HExecutive, This includes the
establishment of budget pelicy by the Chief Executive, agency
preparation of budget reguests, review and recommendations by the
Central Budget Agency, which reflect the policy of the Chief
Executive, and the preparation of the budget document,

b. Review of the Chief Executive's budget recommendation by the
Legislative body, and creation of the legally established program
for the ensuing fiscal year, This 1s done by passing appropriation
statutes (laws) authorizing the expenditure of public funds for
defined purposes. Articles 43, Lk, and 66 of the Draft Constitu~
tion of Viet Nam refers to this process,

2. The process of budget execution begins once the budget has been approved,
Funds have been legally made available to do certain jobs. The two important ele-
ments of budget execution are:

a. bBudgetary allotment,

b. Agency responsibility for spending

as A budgetary allotment system is an instrument of both execution and
control, It consists in securing the advance approval by the national budget officer
of the agency plan for spending the appropriation.

The system works in this manner. As soon as the appropriation has been
authorized and before the beginning of the fiscal year, the central budget agency
sends out allotment forms to the agencies, On these forms the agencies indicate the
rate at which they expect to spend the funds and the broad purposes of such expen-
ditures, Allotments are made for uniform time periods, usuelly either months or
quarters, The allotment schedule must show that the funds are apportioned over the
entire year in order to prevent exhaustion of the funds before the end of the year,

In addition to the time of expenditures, the allotment schedule indi-

cates the purposes or objects of expenditure, The schedules are returned by the
agencies to the central budget agency where they are analyzed to see that funds are
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spread over the whole year and that the purposes or objecté for which the money will
be spent agree with the legally approved budget appropriation, If the schedule is
found to be in order, or when corrected, it is approved by the central budget agency.

The approved allotment schedule form is sent to the National accounting
agency, a copy 1is retained in the central budget agency and a copy 1s returned to
the operating agency, This becomes the operating agency's authority to spend funds
in agreement with the schedule. Note that all this is done before the beginning of the
fiscal year.

b. Agency responsibility for spending is assured in the following manner,
Once appropriationshave been made and allotment schedules approved, it becomes the
responsibility of the agency to carry out its program. The operating zgency has com-
plete authority to spend, so long as it stays within its allotment of funds, and
carries out its authorized program. /in elaborate system of pre-audit and administra-
tive authorization by a number of control agencies simply slow down the process and,
in the long run, fails to effectively control expenditures. Programs which are intended
to be accomplished often fail to materizlize because authority is shifted from the
operating agencies, which are responsible, to staff officers who are sometimes more
concerned with form than with substance.

3. Budgetary control ensures that funds will be spent for the purposes inten~
ded and will not be misused or misappropriated, also that expenditures will not exceed
appropriations, It achieves this through:

a, Central accounting
b, Budgetary control reporting

¢, Post auditing

a. In a central accounting system, the national accounting agency establishes
accounts for each agency and each appropriation., Tt zlso sets up in the accounts the
approved allotment schedule received from the budget office indicating how each agency
plans to spend its funds, When the agency wishes to spend funds - say for a payroll
or to buy supplies ~ it initiates a spending document which must clear through the
national central accounting agency or one of its branches to make sure that funds
are available and that the purpose or object of expenditure are as approved.

The national accounting agency'!s "pre-audit" does not concern itself
with the wisdom or lack thereof of the expenditure. That is the responsibility of
the operating agency, If the operating agency's account shows it has money for the
purpose of the proposed expenditure, the accounting unit passes the document for
payment. If, however, it believes there is something wrong, it does not substitute
its judgement for that of the agency, Instead, it sends the document either back to

the operating agency for an explanation or to the central budget agency for review
and investigation,

The national accounting agency deoes not try to run the government. It
simply develops factual data and reports such to the responsible management authori-
ties. It does this periodically, so that the latter can have current facts upon
which to base its decision.



The naticnal accounting agency uses a system of obligation accounting.

b. Using a system of budgetary control reporting, each operating agency
is reguired to keep its own accounts so that it can know the exact condition of its
own affairs, As the agency issues the spending documents it posts all obligations
to its bookkeeping records and makes the proper entry as the transaction goes through
obligation, liguidation and payment, igencies are required to reconcile their
accounts with the records of the national accounting agency each month by use of
statements sent by the national accounting agency to the operating agency. At the
end of each month the operating agency prepares a report showing the exact status
of its accounts and forwards this to the central budget agency, where it is analyzed
to see if it appears that any appropriations accounts may be in danger of being
over expended, If the budget agency believes the account is endangered they con-
tact the spending agency for a review to see what action should be taken by the
agency to correct the situation.

Upon the basis of these monthly reports, the central budget agency can
approximate the rate of obligation and expenditure and by comparing this with the
monthly report of actual versus estimated revenues {which should alsc be furnished
by the national accounting agency) can determine whether the government is operating
in the "black" or '"red", On the basis of such comparisons action can be taken to
avold a year end deficit, If actual revenues fall below revenue estimates, allotments
can be reduced,

c. Post-Auditing . 4udit is the process for determining whether the ad-
ministrator is spending, or has spent, public funds in accordance with the terms
of the executive order or legislative act which appropriated the money. It if
occurs before the money is spent or during the process of spending, it is referred
to as pre~audit. If it takes place after the money is spent, it is called post-
audit, Pre-audit can stop improper expenditures before they are made; post—audit
can report the misuse of funds for subsequent administrative or legal action, but
cannot prevent it. The chief value of pre~audit is safety. The principal advantage
of post—audit is that it gives the agencies maximun freedom to spend their funds
in a flexible manner to meet the exigencies of the moment, An efficient fiscal
system necds both types of audit, for a government that depends upon a complicated
and involved system of pre-audit control pays a price in the administration of its
programs becauscs of excessive rigidity and delay,

Most public administrators agree that the post-audit function should
be conducted by an official who is independent of the executive branch of government.
A pood post-audit operation shouwld concern itself with not only a check upon the

money transactions of an agency but also on the administrative procedures of the
agency.

SECTION II: ILSSENTIAL ALFIENTS OF THE FROPOSED SYSTEM

1. Budget Policy should be prescribed by the President. This policy should be
expressed through means of a budget message and budget recommendations, embodied
in a budget document, presented amnually to the National Assembly.

2, The National Assembly should review the presidential budget recommendations and
pass appropriation act® legally providing public funds to the various agencies
of the government to carry out planned programs,
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3.

8.

9-

10.

1z,

13.

14.

15.

The National Assembly should enact a budgeting and accounting law to govern
administrative procedures within the area of fiscal administration. The MSU
Group will be glad to assist in this task if requested to do so.

The budget calender should be revised so that the presidential budget recommen-
dations can be presented to the National Assembly and the National Assembly can
review and cnact appropriations laws prior to the beginning of the fiscal year,

The naticnal budget agency should act as the staff arm of the President to
prepare the budget message and budget recommendations of the President. It
should be reorganized, expanded and relocated into more adequate quarters.

The national budget agency should annually issue to the agencies a directive
establishing presidential budget policy for the fiscal year and follow the pre-
sidential budget shatement with a budget 01rcular advising agencies as to how

to submit agency budget requests,

The budget document should be revised extensively. It should include, in addition
to the recommended amounts for each agency and program:

a. sound revenue estimates, based upon prior year collections and the consider=-
ation of future factors that will affect subsequent fiscal year revenues,

b. Actual expenditures of agencies for preceding fiscal year.

c. DIxplanations and program data which are meaningful for an understanding
of the purpose of the proposed expenditure,

There should be but two levels of budgets, one for the nation and one at the
municipal and village level,

The national budget dccument should contain a rectidn for each ministry, This
section should cover all costs of carrying out the ministry's program both in
Saigon and in the field. '

4 national accounting agency closely assoclated with the national budget agency
should be established within the office of the Presidency.

An agency responsible for making post-audits should be created., This agency
should probably be responsible to the Natilonal Assembly,

Pre-audit controls should be reduced and post—audit controls strengthened,

When post-audit controls reveal dishonesty and corruption, the officials respons-
ible should be removed and should be criminally prosecuted,

Budget and accounting officers should be established as staff assistants to
heads of all agencies,

Preparation of an annual budget reguest should be a responsibility of the agencies
and their field agents.

Agenciles should abide by th» broad statement of Presidential budget policy in
preparing their requests.



16,

17.

18,

19.

20,

22.

Area chiefs and area councils should have the opportunhity to examine and
comment on (but not alter) the requests prepared by each technical service of
the area.

Budget execution should be a fundamental responsibility of the agencies and
their field agents.

An allotment system should be established to control budget expenditures and
at the same time permit primary responsibility for execution to be placed upon
the operating agencies.

Budgetary control records should be established and maintained by or for all
agencies, Monthly reports should be submitted to the national budget agency.
The central accounting agency should prepare pericdic reports on the status of
revenues, obligations and expenditures to serve as guides to management
authorities,

The tax revenues of the national government should be assessed and collected
by naticnal government employees. The tax system should be highly centralized
and all collection and economic information should be available at the General
Direction of Taxation.

All revenues other than those for villages, should be paid into the national
treasury and should be disbursed in accordance with appropriation acts to the
accounts of the agencies,

A11 personnel having budget and accounting experience or skills should be
identified and moved into related positions,

SECTION TIT: THE BUDGET SYSTEM ADAPTED TO THE PROPOSED FIELD ADMINISTRATIVE

ORGANTZAT JON

The purpose of this section of the report is to present a step by step analysis

of how the budget process will work when specifically related to the proposed field
administration organizational structure,

Because the timing of each step in the process (the budget calender) is extreme-

ly importamt (many of the steps have no meaning and would better be left undone if
the time factor is ignored) an approximate date indicating the timing of each step
is also presented, For purpcse of clarity this study has used the 1958 budget and
fiscal year as the period for which the process will be put into effect,

Also accompanying this explanation are three charts on which each step in the

process is plotted. These charts should be used in conjunction with this paper and
are to serve as a visual aid to understanding the process. Again for purposes of
clarity, only the process as it applies to one line agency (Health) and one area
(# 1) have been shown, Exactly the same process applies to all agencies and areas,



Chart # 1 - The Process of Budget Preparation and Review

Step #

Approx, Date

1

april 1, 1957

April 15, 1957

April 16 -
June 30, 1957

April 16 -
June 30, 1957

April 16 -
June 30, 1957

April 16 -
June 30, 1957

Lpril 16 -
June 30, 1957

Process

The national budget agency acts as a staff
organization to assist the President in develop—
ing national budget pelicy. The budgst agency
should present him with all facts necessary to en=-
able him to make sound policy determinations,.

4Lfter consultation with the President, the
national budget agency issues to all governmental
agencies a presidential budget statement express—
ing the President!s budget policy for the fiscal
year 1958 and a budget circular giving specific
instructions for preparing the 1958 agency budget
requests.

National Ministry of Health receives budget
circular and budget request forms., Minister, top
officials and budget officer of Ministry discuss
budget policy ef Health Ministry for 1958, send
to service chiefs for Health in 211 areas a
Ministry policy statement , budget instructions,
and a call for area budget requests,

Service chiefs and area budget officer for
Health Ministry prepare area budget request for
Health, taking into account the policy directives
of the President and of the Minister of Health,

hrea Representative and Area Council enter
their recommendation concerning the Health program
in the area. They must net alter the request pre-
pared by the service chief for Health.

The completed area Health budget request and
the comments of the Area Representative and Area
Council are returned to the Ministry of Health,

The total budget request for the Ministry of : .
Health, which includes all area budget requests for-
Health function, is prepared by the budget officer
within the Ministry of Health, under the direct
supervision of the Minister of Health. The con-
pleted budget request is sent to the national
budget agency by June 30, 1957, '
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Chart

-~ The Process of Budget Preparation and Review {cont'd)

Process

The national budget agency, guided by policy
from the President, reviews the agency budget re-
quests, holds hearings with the agency for further
explanation and understanding of the request and
prepares the President's budget recommendations,
The budget director refers all major policy deci-
sions to the President, The Presidert's budgst re-
comuendations are presented in the budget document
which the national budget agency prepares. The
budget document should include the President's
budget message, summary statements of estimated
revenues versus recommended expenditures, the 1956
actual expenditures by agency and program, which
should be received from the national accounting
agency, the recommended amounts for 1958, and pro-
gram and activity information giving a clear pic-
ture of why the recommendations are made and what
is to be accomplished,

The completed budget document containing the
President!s budget recommendation 1s presented to
the National Assembly by the President.

The National /Assembly reviews the Presidentts
budget recommendations, holds hearings by budget
director and agency chiefs, if necessary for fur-
ther explanation, and passes appropriation acts
legally establishing governmemtal funds for broad
specific purposes., It would be well if these acts
were passed by Nov.l5, 1957 if possible, thereby
giving agencies time to develop allotment schedu-
les before the begimming of the 1958 fiscal year
on January 1, However, the Constitution establishes
a deadline of Dec, 31 for passing the budget.

- The Process of Budget Authorization and Allotment

Step # Approx, Date
8 July 1 -
Sept 15, .1957
9 Sept 230, 1957
or before
10 Sept 30 -
Nov 15, 1957
Chart # 2
Step # Approx. Date
11 Nov 15 -

Nov 20, 1957

Process

4Ls the appropriation acts are approved by the
President, and become law, the appropriation laws
go, among other places, to the national budget,
accounting and audit agencies, The national accourt~
ing agency establishes accounts for each appropria-
tion,



Chart # 2 -~ The Process of Budget Authorization and Allotment (cont'd)

Step # Approx. Date

12 Nov 15 -
Nov 20, 1957

13 Nov 20 -
Nov 25, 1957

14 Nov 26 -
Dec 10, 1957

15 Dec 11 -
Dec 25, 1957

16,

16 Dec 26 -
Dec 31, 1957

Process

The national budget agency sends an extract of
the appropriation law for Health to the Ministry
of Health, Accompanying the appropriation extract .
are allotment schedule forms and instructions which
the national budget agency prepares and requests
the Ministry of Health to complete.

The Ministry of Health notifies area service
chief for Health of the Health appropriation for
area and calls for the preparation of the allotment.
schedule,

The Ministry of Health budget and accounting
officers also enter in the books of the Ministry ,
the Health appropriations for operation of the
Central Ministry and prepare the allotment schedu=
les for these appropriations,

The service chief and budget officer prepare
the allotmemt schedule. In the preparation they
consult with and are advised by the Area Represen- |
tative and Area Council, The service chief returns
the completed allotment schedule to the Ministry
of Health by Dec 10, 1957.

After briefly reviewing the area allotment
schedules to see that they meet the policy of the
Minister of Health , the completed allotment
schedules for all Health functions are returned
to the national budget agency.

The national budget agency reviews the com-
pleted allotmert schedules and, if they are in
order, approves them, If the schedules need cor-
rection, the budget agency consults with the
agency concerned to secure proper correction and
then approves the schedule.

The national budget agency keeps one copy of
the approved allotment schedule, sends one approved
copy to the national accounting agency and sends
one copy back to the area service chief for Health,
The national accounting agency sends to its area
offices the allotment data for each agency whlch
maintains an office within that area,

The national accounting agency uses the allotw
ment schedule as an instrument to release funds for
expenditures in the corresponding appropriation
account.,

-9 -



Chart # 2 - The Process of Budget Authorization and illotment (cont'd)

Step #

Approx.Date

Chart

- Process

The service chief's budget and accounting
officer sets up the appropriation and allotment
schedule in the area books, The allotment schedule
now becomes an authority to spend the appropriation

- The Process of Budget Execution and Control,

The agencies are now imto the 1958 fiscal year. This is the period for which
the appropriations and allotments have been made and the several agencies are expscted

"to carry out the authorized programs, The appropriation accounts and approved allotment

schedules have now been recorded in the accounting records of the area service chiefs

and the national accounting agency and its field office. All bookkeeping is initially

done at the area level and all financial transactions are entered in the account books
of the area office of the national accounting office.

Step #

Approx,Date

17

A11 these steps take
place during fiscal
year 1958 as occasion
arises,

Process

Service chief issues purchase requisition for
certain health supplies after contacting vendor
who quotes price, Note: This study does not con-
cern itself with central purchasing procedure,
Without detailed study of this important phase of -
governmental administration it is recommended that -
present purchasing procedures remain in effect,

Purchase requisition is sent to the area
office of the national accounting office for charg-
ing a~gainst the appropriate allotment. {Notei
Administrative officer of the requisitioning agency
may keep "memorandum! accounts until he receives
his copy of the allotment ledger, which will be
sent to him monthly.

National accounting agency area office pre-
audits purchase requisition. If it appears to be
within broad purpose of program and is not an item
which appears improper, national accounting agency
area office obligates area account and returns an
approved purchase order to service chief, It is at
this step that the accounting staff must exhibit
good judgment. Accountants must not substitute
their judgment for that of the service chief in.
such a way as to interfer with delay and prevent
him from carrylng out his program, On the other
hand, obvious misuse of public funds {as an example:
the purchase of a silver tea s~rvice for the service
chief's personal use) must be stopped. In case of
doubt, the national accounting agency area office
should check all items if this type w1th the
national budget agency.
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Chart # 3

Step #

— The Process of Budget Execution and Control (cont’d)

Approx,. Date

19

20

22

25

Process

Service chief issues approved purchase order to
to vendor, Transaction is entered in area books,
Service chief receive goods from vender whe sub-
mits invoice veoucher for payment, Service chief
approves invoice voucher and sends it to national
accounting agency area office,

If invoice voucher is in order, accounting
agency records it in the account as an expendi-
ture and issues warrant for payment tc vendor, -
If any of these trnasaction exceed the amount of
funds allcted for the period, vouchers are re-
turned at any point to service chief, disapproved,
No cbligations will be incurred or payments made
unless there is a balance in the account available
tc cover the transaction,

Vendor takes warrant to a bank or to
national treasury where it is immediately cashed.
Facilities for cashing checks or warrants should
be established in each area,

Each month area Health budget and accounting
officer reconciles his account books with a
monthly report of his accounts sent from natiomal
accounting agency area coffice,

After reccnciliation of his accounts, area
office of national accounting agency prepares a
monthly budgetary control report, which shows the
true status of his accounts. This budgetary con-
trel report is sent to the national budget agency
thru the cemtral office of the national accourtt—
ing office, with a copy to the central office of .
the Department of Health.

National budget agency reviews monthly hud-
getary control report. Takes proper action if any
danger spots are indicated.

The national post-audit agency audits all ge-
vernmental agencies after the close of the fiscal
year, heports all mis-use of funds to the publie
prosecutor, the National Assembly and the Presidert
In eriminal misuse of funds, all cases are promptly
prosecuted. In administrative mis-use of funds,
depending upon the degree of the mis-use, the
President takes appropriate acticn, This acticn
might consist in removal of the agency chief
and all responsible,
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