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THE FEDERAL BUDGET PROCESS

Introduction

This report outlines the legislative and administrative procedures
involved in the Federal budget process. These procedures are the methods by
which the magnitude and composition of Government receipts and expenditures
are determined.

The primary purpose of the budget is to present the Administration's
requests for new gpending authority to the Congress. It also contains proposals
affecting revenues of the Federal Government. In turn, the budget becomes a
basis of decision-making by the Congress as it considers the new spending
authority requested.

The President’'s budget is characterized by a heavy emphasis on the govern-
ment's outgo -- appropriations, obligations incurred, and outlays. Furthermore,
the administration's tax program is traditiomally submitted to the Congress at
a different, generally later time than the budget. Therefore, largely because of
this organizational and separate time sequence, the Federal budget is principally
thought of as an expenditure document.

However, although much less emphasis and attention are given to revenue
and tax polic§ in the budget presentation and discussion, they are, in fact,

a major determinant of the volume and timing of Federal Govermment borrowings and
repayment of public debt securities. The budget summary tables show the relation
between estimated receipts and outlays; requested or anticipated tax changes

have been considered in arriving at these estimates.
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Any budget is basically a set of plans for future action. The Federal
budget documents Y are the most inclusive statement of the Federal Govermment's
proposed policy and plans for the budgetary period. They serve several different
purposes, some of which are: planning future outlays, reviewing previous out-
lays, relating estimated outlays and receipts to indicate the need for new
borrowing or the possibility of debt reduction, and indicating the fiscal impact
of planned government action on the economy. Actually, through the new legis-
lation proposed and new budget authority requested, the budget is indicative of
government plans beyond the specific budgetary period.

Not only is the budget a planning instrument used by Congress and Federal
agencies, but it 1is also used for planning purposes by State and local govern-
ments, individuals, businesses and other private organizations that will be
affected by Government policies and decisions. Many businesses and industries

2/

are substantially affected by changes in Government policies.

1/ Generally, there are four published budget documents submitted to the Congress
each January. For fiscal year 1973 these were:

The Budget of the United States Govermment, 1973. 570 pages.

The Budget of the U.S. Government, 1973--~Appendix. 1103 pages.

The U.S. Budget in Brief, 1973. 88 pages.

Special Analyses, Budget of the U.S. Government, 1973. 309 pages.

2/ One economist has pointed out the attachment and dependency of some industries

~  on Government action. Based on 1958 Census of Manufacturers data, shipments
to the Federal Government, as a percent of their total shipments for the fol-
lowing industries were: 95 percent for complete aircraft, 75 percent for
aircraft propellers, 54 percent for aircraft and missile engines, 39 percent
for shipbuilding and repairs, and 38 percent for scientific instruments.
Weildenbaum, Murray L. Federal budgeting -- the choice of Government programs.
Washington, D.C. American Enterprise Institute, 1964. p. 16.



CRS - 3

The purposes which the budget is designed to serve are summarized as
1/

follows in the budget special analyses:

To serve the broadest national objectives, it proposes an allocation
of resources between the private and public sectors, within the public
sector and, through its effect on investment decisions, within the
private sector;

It is an economic document that reflects the taxing and spending
policies of the Government for promoting growth of the national economy,
high employment, relative price stability, and strengthening of the
Nation's balance-of-payments position;

It sets forth the President's requests to Congress for appropriation
action on existing or new programs, and changes in tax legislation; and

It is a report to the Congress and the people on how the Government
has spent the funds entrusted to it in past years.

The budget document contains various types of data and various totals for
receipts and outlays. Included are actual data for the last completed fiscal
year, plus revised estimates for the current fiscal year, plus estimates for the
forthcoming fiscal year based on current and proposed legislation.

The budget documents are compiled and presented on the unified budget con-
cept. Prior to fiscal year 1969 the budget was formulated and presented prin-
cipally on the administrative budget concept.

The administrative budget concept corresponded closely to the current

Federal funds basis of the unified budget. The administrative budget recorded
revenues and expenditures of Federal funds transactions only. All trust fund
activities of the Federal Government were excluded from the administrative budget
accounts. Administrative budget revenue came from income taxes (individuals and
corporations), excise taxes not earmarked for specific accounts such as the

highway trust fund, estate and gift taxes, customs duties, and miscellaneous

1/ Special Analyses, Budget of the United States Government, fiscal year 1973,
page 7.
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receipts. Administrative budget expenditures were for the historical functions
of government, such as national defense, commerce, labor, agriculture, welfare,
education, veterans' benefits, international affairs, interest on the public
debt and other general government activities. The administrative budget provided
a measurement of the operations financed by the Federal Govermment's own funds.
Also, except for the permanent Federal fund appropriations -- largely interest
on public debt, the administrative budget expenditures represented those
activities which the Congress generally appropriates for on an annual basis.
The major criticism of the administrative budget focused on the fact that it
covered only "wholly owned" Federal funds and omitted the large and rapidly
growing transactions of the Federal trust funds. During the decades of the
1950's and 1960's, there was increasing criticism of the continued use of the
administrative budget concept.

Early in 1967 President Johnson appointed a commission to study Federal
budget concepts and presentations. This commission rendered its report and
recommendations in October 1967. Y The President's Commission on Budget Con~
cepts stressed that its most important recommendation was that the budget should
be presented on a unified basis and thereby replace the three budget concepts
employed previously (the administrative budget, the consolidated cash budget,‘and
the national income accounts budget.) President Johnson adopted this recommenda-
tion and in January 1968 submitted the budget (fiscal year 1969) on the unified
budget concept. The unified budget ?as been the form used in compiling and

presenting all subsequent Federal budgets.

1/ Report of the President's Commission on Budget Concepts. Washington, U.S.
~  Govt. Print. Off., October 1967, 109 pages.
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The major differences in the new unified budget and the three budget con-
cepts it was designed to replace were summarized in the following chart published

in the February 1968 issue of the Survey of Current Business.

SUMMARY OF MAJOR DIFFERENCES IN BUDGET CONCEPTS

New unified National income Cash budget Administra-

budget accounts tive budget
Coverage

Trust funds Included Included Included Excluded

District of Columbia  Excluded Excluded Included Excluded

Federal land banks, Excluded Excluded Included Excluded

Federal home loan
banks.
Timing 1/

Receipts Accrual * Personal taxes Cash collec~ Cash collec-
(payment); all tions tions
other (chiefly

2/ accrual).

Expenditures Accrual * Purchases (de- Checks paid Interest (ac~-
livery); in- crual); all
terest (accrual); other (checks
all other (chiefly issued).

checks issued).
Treatment of Financial Transactions
Net lending Included Exluded Included Included
activities (but shown
in sep. loan
account) 3/ **

Participation Excluded Excluded Included as Included as
certificates negative negative
expenditures expenditures
Purchase of foreign Included Excluded Included Included
currency

1/ Recorded on a cash collections basis in fiscal 1969 budget.

g/ Interest recorded on accrual basis in fiscal 1969 budget; all other expen-
ditures recorded on checks issued basis.

3/ The "expenditure account" of the new unified budget excludes net lending as
defined by the Budget Bureau, but includes several types of loans excluded
in the national income accounts.

Source: U.S. Department of Commerce, Office of Business Economics.

* The recording of unified budget receipts and expenditures on an accrual basis

has been indefinitely postponed due to accounting difficulties.

**The separation of loan data and expenditure data in the budget has been

abolished.
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The consolidated cash budget statement was designed to measure the flow

of cash between the public and the Federal Government. It included all Federal
funds and all trust funds transactions. The 'cash'" budget statement was referred
to in official budget documents as 'receipts from and payments to the public.”
Since it measured the flow of cash between the public and the Government, the
"cash" budget indicated the deficit that would need to be financed b& borrowing
from the public. There were two major criticisms of the consolidated cash bud-
get:

First, it was considered inadequate as a measure of fiscal policy because
it was on a cash basis rather than an accrual basis, and thus it did not reflect
the timing of the economic impact of Federal payments and receipts.

Also, it included all Federal loan transactions along with other Federal
activities, although loan transactions are generally considered to differ from
Federal expenditures in theilr economic impact.

Current budget documents provide data on the amount and breakdown of
Federal receipts and outlays on three different budget concepts. These different
budget forms are called: (1) the "Unified Budget," (2) the "Federal Funds Basis,"
and (3) the "National Income Accounts (NIA) Budget.'

The National Income Accounts (NIA) Budget was specifically designed by the

Department of Commerce to complement the data on private expenditures and incomes
used to build up the official statistics on the gross national product (GNP) and
national income, which provide the basis for much economic analysis. The NIA
budget expenditures indicate the amount of‘current economic production of goods
and services consumed by the Federal Government. The NIA budget revenues indicate

the amount of income withdrawn by the Federal Government from the private sector.
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The NIA budget includes expenditures and receipts of both Federal funds
and trust funds. However, it differs from the unified budget in that it records
the Government's fiscal transactions on an accrual rather than a cash basis and
also it excludes all Federal loan transactions because they do not represent
additions to income.

The Unified Budget concept combines all programs of the Federal Govermment

and its agencies including transactions of all trust funds (e.g. social security,
Federal employees retirement, unemployment, and highway) as well as the regular
Federal funds which are closely associated with the earlier concept termed the
administrative budget. The unified budget concept of combining trust funds and
Federal funds applies to both revenue and expenditures. The unified budget con-
cept combines expenditures and net loans under the term outlays.

Federal fund receipts are those which the government administers as owner;
they are related to the historical sources of revenue such as individual and cor-
poration income taxes, estate and gift taxes, customs duties and those excise
taxes not earmarked for a specific function or program such as the excigse taxes
on alcohol and tobacco products.

Federal fund outlays (expenditures and net loans combined) are those
primarily associated with what might be termed historical functions of government--
national defense, international affairs, service of the public debt, and general
government activities relating to legislation, justice, general administration,
commerce, transportation, agriculture, labor, education, welfare, health, postal
service etc.

The annual level of trust fund tramsactions, both receipts and outlays,
has increased at a very rapid rate in the post World War II period. Annual trust

fund payments or outlays have increased from $6.8 billion for fiscal year 1954
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to $67.0 billion for fiscal year 1972. Thus, over this eighteen-year span
(fiscal years 1954-1972) trust fund outlays have increased almost 10 fold, where-
as Federal fund outlays have increased by approximately 2-3/4 times.

Trust fund receipts are paid into accounts established for specific pur-
poses and programs. Trust fund payments are made from these specific accounts.
Trust fund receipts are administered by the govermment in a trustee or fiduciary
capacity. The major Federal trust funds are the old-age and survivors insurance,
disability insurance, health insurance, unemployment, railroad employees retire-
ment, Federal employees retirement, veterans life insurance, and the highway trust
fund.

Trust funds are accounting for an increasing portion of the total budget
both as receipts and as outlays. Furthermore, the trust funds for most years have
significant surpluses; these surplus trust fund receipts are invested in U.S.
Government securities. At the end of fiscal year 1972 $111.5 billion of Federal
securities were held by U.S. Government Accounts. The majority of these Federal
securities were held by the following major trust funds: Federal Old-Age and
Survivors Insurance Trust Fund ($33.2 billion), Civil Service Retirement and
Disability Fund ($27.7 billion), Unemployment Trust Fund ($9.8 billion), Federal
Disability Insurance Trust Fund ($7.0 billion), National Service Life Insurance
Fund ($6.5 billion), and Railroad Retirement Accounts ($4.6 billion).

Table 1 presents a comparison of budget data on the unified budget concept,
the Federal funds basis, and the national income accounts (NIA) budget on an
annual basis for fiscal years 1954 to 1975. Receipts and expenditures are less
and usually the deficits are larger for the Federal funds basis of the budget than
the other budget form;, primarily because the trust funds are excluded. 1In recent

years the trust funds have had significant surpluses ranging from approximately
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$5 to $10 billion annually. The cumulative deficit on the Federal funds basis
for the period, amounts to $167.5 billion compared to $118.7 billion on the
unified budget basis. This difference results primarily from the trust funds
surpluses included in the unified budget data. It may be noted that the cumu-
lative deficit ($67.1 billion) on the NIA budget is substantially less than for
the other budget forms. The smaller NIA deficit primarily is the result of
two factors. First, all loan transactions are excluded from the NIA data thus
reducing the expenditure levels. Second, the receipts on the NIA budget basis
are greater than for the other budget forms because NIA budget data are on an
accrual basis. During a period of economic expansion budget receipts on an
accrual basis will be greater than on an actual collection basis because the

receipts are more closely related to the level of economic activity.
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The Full Employment Budget is not a budget in the general sense of

recording govermment receipts and outlays, rather it is a concept developed to
analyze and measure the impact of the Federal budget on the economy. In dis-
cussion of the Federal budgets for fiscal years 1972 and 1973 there has been an
increasing emphasis placed on the full employment budget concept. The full
employment budget surplus or deficit is determined by comparing adjusted budget
outlays not with actual revenues but with the revenues that would be generated
if the economy were operating at full employment.

The analysis under a full employment budget concept essentially determines
the way Federal receipts and outlays would change as the economy moves toward a
"full employment' level. It starts with a level of projected outlays. The pro-
jected budget outlays are adjusted to reflect the assumed reductions resulting
from lower spending levels for unemployment insurance and public welfare due to
the increased level of economic activity. Then, the amount of receipts is cal-
culated at the tax rates planned for the year on a basis of what would be pro-
duced if the economy were operating at a "full employment' level; generally,
"full employment" level is taken to mean an unemployment rate of 4 percent of the
civilian labor force.

These calculations can be made by determining what the gross national
product would have to be to produce "full employment." Next, the level of
receipts such a gross national product would produce are calculated. Then,
these receipts are matched against the adjusted outlays to determine what the
budget surplus or deficit would be if the economy were operating at 'full employ-

ment."
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Constitutional Basis for the Federal Budget Process

The Constitution places the responsibility of providing revenues and
controlling expenditures on the Congress. The Constitution provides that:
The Congress shall have Power to lay and collect Taxes, Duties,
Imposts, and Excises, to pay the Debts and provide for the common
Defense and general Welfare of the United States;

To borrow Money on the credit of the United States; ...

To raise and support Armies, but no Appropriation of Money to
that Use shall be for a longer Term than two Years; ... 1/

No Money shall be drawn from the Treasury, but in Consequence of
Appropriations made by Law; and a regular Statement and Account of
Receipts and Expenditures of all public Money shall be published from
time to time.... 2/

Thus, the basic responsibility for providing revenues and controlling

outlays -- the budgetary process —-- rests on the Congress.

Evolution of the Federal Budget

The budgetary system in the United States has evolved through many stages
to its present state.

In the Treasury Act of 1789 Congress assigned to the Secretary of the
Treasury the responsibility for compiling and reporting "estimates of the public
revenue and expenditures," but no authority was granted either to review expen-
diture estimates or to oversee the use of appropriations.

Subsequently, in the next decades, the Congress enacted many laws in an
effort to regulate purchasing, contracting, payment of salaries, transportation,
and even to limit the rate at which app?opriations could be expended. All of these

measures proved 1neffective.

1/ Constitution of the United States of America, Article 1, Section 8.

2/ Constitution of the United States of America, Article 1, Section 9.
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In 1820, Congress passed a law requiring the Secretaries of the Navy and
War to submit, annually, on February 1 a statement of their financial needs and
the unexpended balances of previous appropriations. In time, such statements,
plus additional data, were required from other agencies of the Federal Government.

Under this program, which had grown piecemeal and unplanned, there was no
office responsible for formulating a budgetary program for the entire Government.
Estimates submitted to Congress were purely the requests of the administrative
departments concerned, and there was no coordination or consideration of the
relative merit of these requests or of their justification in view of the Govern-
ment's available resources.,

In 1909, Congress passed the Sundry Civil Appropriation Act, which made
the President responsible for recommending to it the means by which the annual
expenditure estimates might be brought within the amount of estimated revenues.
Later that year, President Taft conferred at length with his Cabinet officers
on the amounts of their respective requests for the year 1910.

On June 25, 1910, Congress authorized President Taft to appoint a commis~
sion which was later to become known as "the President's Commission on Economy
and Efficiency." This turned out to be a milestone in the development of the
present budget system. On February 26, 1913, President Taft, in order to demon-
strate its usefulness, submitted to the Congress a budget prepared with the aid
of his Commission on Economy and Efficiency. However, even though this budget
reform idea gained a number of supporters, no action was taken until after the
end of World War I.

In 1919, Congress passed a budget and accounting bill which provided for
a budget system. President Wilson vetoed this bill; he favored the budget system,

but he objected on Constitutional grounds to a feature which denied the President
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the authority to remove the Comptroller General from office. However, virtually
the same bill was passed by the next Congress and approved by President Harding
on June 10, 1921.

President Harding submitted to the Congress the first presidential budget,
containing estimates of both revenues and expenditures, in December 1921. The
Budget.and Accounting Act of 1921 created the Bureau of the Budget and placed it
under the direct supervision of the President, even though it remained physically
in the Treasury Department. The Budget Bureau was charged with the responsibility
for preventing new activities which would result in useless duplication of work
and for the general promotion of economy and efficiency in administratiom.

In 1939, Congress passed the Reorganization Act of 1939 which established
the Executive Office of the President and transferred the Budget Bureau to this
Office. Even though the Budget Bureau no longer had any direct connection with
the Treasury Department, the Secretary of the Treasury continued and still con-
tinues to be in charge of the preparation of the Government's revenue estimates.
This is logical inasmuch as the tax collecting services of the Treasury Department
are the principal sources of information on revenue estimates.

After World War II, the Hoover Commission recommended further budgetary
reforms. The Commission's 1949 report gave strong impetus for the budgetary
provisions contained in the National Security Act Amendment of 1949 and for the
Budget and Accounting Procedures Act of 1950. The Commission also recommended
a revised budget based upon functions, activities, and projects, which it termed
a '"Performance Budget.' The intent of performance budgeting is to make the budget
more understandable in terms of policy objectives as related not only to major
programs but also to sub-programs. Also, in its 1955 report to the Congress, the

Second Hoover Commission recommended a performance (or program) budget, stating
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that "the performance budget should permit the committees of the Congress to
give consideration to both relative size of programs and the question of economy
and efficiency."

Although the performance budget recommended by the Hoover Commission was
not adopted as such, since 1950 many of the ideas and details of information
recommended have evolved as a part of the present budget. This has resulted in
a more detailed breakdown of budgetary data, by programs and functions, than was
provided previously.

The Bureau of the Budget became the Office of Management and Budget on
July 1, 1970, pursuant to Reorganization Plan No. 2 of 1970 and Executive Order
11541, July 1, 1970.

Within a few decades, there has been a dramatic increase in Federal expen-
ditures and in Federal receipts as well. Prior to fiscal year 1917, there was
only one year in which the Federal Government spent more than $1 billion and that
was at the height of Civil War spending -- fiscal year 1865. During the 1920's
Federal expenditures ran about $3 billion annually; then they increased to 6-8
billion dollars annually during the 1930's; for fiscal year 1945, the peak year
of World War II spending, they surpassed $98 billion. Based on the new unified
budget concept, outlays in the late 1950's ranged from about 80-90 billion dollars
annually; and now, they have progressed to the $250 billion level.

The budget embodies decisions of vast impact and importance. Some major
budgetary questions today are: How much must we spend as a nation to maintain our
national security? How much of these national defense expenditures should we
spend on missiles, nuclear weapomns, conventional weapons, etc.? How much should
we spend on flood control, hydroelectric dams, etc.? Further, which parts of the

country should have priority on these public works projects? How much money
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should we spend on space research, environmental problems, agricultural and
natural resources, commerce and transportation, health, welfare, education and
other social programs plus many other worthy objectives? Should some of the
proposed expenditures be reduced or eliminated; if so, which ones and by how
much? These are only a few of the many questions that must be considered in
the preparation and authorization of the spending side of the budget.

On the other side of the budget process, revenue policies, there are
equally demanding questions to be considered. Understandably, the basic ques-
tion is: How shall Federal Government spending be financed? However, there are
many secondary questions entailed in this total question, for example: Should
taxes be high enough to finance all expenditures or should part of the expenditures
be financed through borrowing? Should taxes be high enough to provide a suplus
of revenues and these be applied to retire some of the national debt? In the
event it is decided to change the tax structure, which taxes do you alter: the
personal income tax, the corporate income tax, the excise tax, or others?

All of these questions on both the revenue and outlays side of the budget
must be considered in light of what effects they will have on general economic
conditions. One eminent authority in 1955 summed it up this way:

The budget is now so large that mismanagement can start an inflation
or a depression or can impede the process of economic growth. 1/

Since 1955 budget outlays in relation to the gross national product (GNP)
have increased. For flscal year 1955 budget outlays amounted to 18.1 percent

of GNP; for fiscal year 1972 they amounted to 21.3 percent.

1/ Smithies, Arthur. The budgetary process in the United States. New York,
"~ McGraw-Hill, 1955. p. 4.
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The largest single portion of budget revenue comes from individual
income taxes -~ $45.99 of each $100 for fiscal year 1970, $40.79 of each $100
for fiscal year 1971, and $40.86 of each $100 for fiscal year 1972. Table 2
presents a breakdown by amounts in millions of dollars and as a percent of the
totalifor the sources of unified budget funds for fiscal years 1970-1972.

A functional breakdown of the outlay side of the budget shows that
natioﬁaljdefense uses the largest portion of funds -- $40.84 of each $100 of
totalboutlays for fiscal year 1970, $36.73 of each $100 for fiscal year 1971,
and-$33.58 5f each $100 for fiscal year 1972. Table 3, presents a breakdown
by améunts in millions of dollars and as a percent of total budget funds used

for various functions fér fiscal years 1970-1972.
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Major Steps in the Federal Budget Process

The formulation, authorization, execution, and reporting of financial data
on the Federal budget for any fiscal year covers a period of about thirty months.
There can be budgetary actions in process affecting three different fiscal years
at one time. For example, in early spring of 1972 departments and agencies of
the Federal Government were planning or formulating initial stages of the budget
for fiscal year 1974; the Congress was considering supplemental requests for
fiscal year 1972 plus revenue, authorization, and appropriation requests for
fiscal year 1973; while the Executive Branch of the Federal Government was
executing or carrying out legislative authorizations already enacted for fiscal
year 1972, Chart 1 shows the major steps and general time intervals’involved in

the budget process for one fiscal year.

Formulation of the Federal Budget

Each January the President transmits to the Congress his recommended budget
for the forthcoming fiscal year. In recent years this document has consisted of
about 500 pages and is accompanied by an appendix of nearly 1,100 pages and a
special analyses budget document of over 300 pages. It contains much detailed
information and represents the President's judgment as to the Government programs
required to meet the nation's needs during the next fiscal year.

At the time the budget is presented to Congress, it encompasses the
culmination of about 10 months of consultations, planning, and administrative
actions. For example, the preparation of the budget for fiscal year 1974 began
in March 1972 -- 16 months before the fiscal year begins. The budget will be

presented to Congress in January 1973 -- more than five months before the fiscal



CRS - 21

year begins. And by the time the fiscal year ends -- June 30, 1974 -- more
than two years will have elapsed since the beginning of this budget cycle.
During the 10 months of preparing and formulating the budget in the
Executive Branch, there is a constant exchange of information between the
President, his staff, and the executive departments and administrative agencies.
Fiscal policies, proposed requests and programs, and evaluations of domestic
and international issues are constantly examined and re-examined during this
period. This process of examining and re-examining goes on until December
when the final questions are resolved on the proposed programs and specific
dollar amounts to be requested are determined.

Chart 2 portrays the general development of the budget in the Executive

Branch.
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FORMULATION OF EXECUTIVE BUDGET

APPROXIMATE TIMING

BUDGET POLICY DEVELOPMENT

MARCH

(or earlier in some agencies)

COMPILATION AND SUBMISSION
OF AGENCY ESTIMATES

JULY~-
SEPTEMBER 30

OFFICE OF MANAGEMENT AND BUDGET
REVIEW AND PRESIDENTIAL DECISION

SEPTEMBER
OCTOBER
NOVEMBER

DECEMBER
JANUARY

AGENCY

Reviews current operations, program
objectives, issues, and future plans in
relation to upcoming annual budget.
Subimits projections of requirements
that reflect current operations and
future plans; program memoranda
and related special analytic studies
which identify major issues, aiterna-
tives for resclving issues, and com-
parisons of costs and effectiveness.

Issues internal instructions on prepa-
ration of annual budget estimates.

MANAGEMENT AND BUDGET

R R R e R T

F
OFFICE O THE PRESIDENT

Develops % economic assumptions.
Obtains forecasts of international sit-
uations. Prepares™ fiscal projections

Discusses budgetary outlook and pol-
icies with the Director of the Office of
Management and Budget, and with

the Cabinet as appropriate

issues instructions and policy guid-
ance on material to be developed for
Spring planning review.

Di program de and
management issues, and resulting
budgetary effects, with agency heads.

Compiles total outiay estimates for
comparison with revenue estimates.
Develops recommendations for Presi-
dent on fiscal policy™®: program issues,

and budget levels. Discusses with the Director of the

Office of Management and Budget
and others as necessary, gensral
budget poiicy, major program issues,
budgetary ceilings, and projections.
Establishes general guidelines and
agency budgetary ceilings for annual

Issues technical instructions for prep-
aration of annual budget estimates.

Allocates hudgetary ceiling to pro-
grams. Develops and compiles de-
tailed estimates.

Submits formal estimates for annual
budget including projections of re-
quirements for future years, and
completed program memoranda and
special analytic studies.

Revises estimates to conform to
President’s decisions.

butdget.

Conveys President's decisions to
agency heads on Government-wide
policies and assumptions and the
application of policies and budgetary
ceitings to individual agencies.

Advises and assists agencies on form,
language, and structure of appropria-
tions, and on preparation of budget
submissions.

_mendations for th

Analyzes budget submissions. Holds
hearings with agency representatives
on program, budget, and management
issues in preparation for Director's
review.

and fiscal policies, Discusses program
developments with agencies. In light
of outlook and policy discussion with
President, prepares hudget recom-
President

S

Reviews budgetary situation and de-
cides on budget allowances for each
agency.

Notifies agency heads of President’s
allowance.

Again reviews¥% economic outlook
and fiscal policy for discussion with
President of tax andeconomic policies.

Revises and approves budget message.

Transmits recommended budget to
Congress.

Drafts President's budget message;
prepares budget with summary tables
and appendix, special analyses, and
tudget-in-rief; arranges printing of
budget documents.

* In cooperation with the Treasury Department and Counci! of Economic Advisers

TRANSMISSION OF BUDGET TO CONGRESS
MID-IANUARY

EXECUTIVE OFFICE OF THE PRESIDENT/OFFICE OF MANAGEMENT AND BUDGET

MARCH 1971

11 1aBYD
€7 - SUD
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Authorization of the Federal Budget

Since enactment of the Budget and Accounting Act of 1921, the President
has had the responsibility for determining the spending requests of executive
departments and agencies. These spending requests are combined in the Presi-
dent's budget along with estimates of expected revenues based on the latest
forecast of economic conditions, the provisions of existing laws, and proposed
changes, if any, in these revenue measures. Thus, the budget is received in
Congress each January as a combined package of estimated revenues and spending
proposals.

After the budget is received in Congress, its parts are assigned to
various committees and subcommittees. The Constitution specifically provides
that all revenue raising measures must originate in the House of Representatives.
Therefore, any proposals pertaining to revenues or the taxing process contained
in the budget or transmitted later are referred to the Ways and Means Committee
of the House. Also, these measures are customarily sent at the same time to
the Finance Committee of the Senate for study, hearings, report and recommenda-
tions.

All proposals pertaining to appropriations, the spending process, are
referred to the Appropriations Committees of the House and Senate for action.
In reference to appropriations, there is no such constitutional stipulation on
origination of bills as in the case of revenue raising measures. However, it is
a firmly established custom that all appropriation measures are initially acted

on by the House. The Appropriations Committees of the House and Senate are
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divided into 13 subcommittees. 1/

Budget authority requests are divided into groups and referred to the

proper subcommittee for review, hearings and reporting back to the full committee.

The individual subcommittees usually work for several weeks, especially in the

House, on their parts of the budget authority requests before making their report

to the full committee which, in turn, reports the approved bills for floor action.

Individual appropriation bills approved by the House are referred to the Senate

which, in turn, refers them to the proper appropriation subcommittee. The Senate

appropriation subcommittees report their appropriations bills to the full com-

mittee and thence to the floor of the Senate for a vote. If the Senate makes no

change in the House approved bill, then it is sent on to the President for sig-

nature. If the Senate amends the House bill, then it goes to a conference

committee composed of both Senate and House Members where the differences in the

bills are worked out and then the conference report goes to the House and Senate

for approval. When the conference report is approved by both Houses the bill

is sent to the President for signature. -

The appropriations subcommittees are: (1) Agriculture-Environmental and Con-
sumer Protection, (2) Defense, (3) District of Columbia, (4) Foreign
Operations, (5) HUD-Space-Science-~Veterans, (6) Interior, (7) Labor-Health,
Education, and Welfare, (8) Legislative, (9) Military Construction, (10)
Public Works -~ Atomic Energy Commission, (11) State, Justice, Commerce, and
Judiciary, (12) Transportation, and (13) Treasury - Postal Service - General
Government.

There was one attempt by the Congress to consolidate all appropriations in omne
bill. On July 2, 1949, the Senate adopted a resolution (S. Con. Res. 18)
requiring the combination of the traditionally separate appropriation measures
in a one-package or omnibus appropriation bill (S. Rept. 616, 81lst Cong.), but
the House of Representatives declined to report an omnibus bill because of

the insistence of its Appropriations Committee that existing powers were
adequate without statutory change. After a voluntary experiment on such a
basis for the single fiscal year 1951, the House Appropriations Committee voted
to return to the old procedure of reporting separate appropriation bills. New
resolutions designed to restore the omnibus appropriation bill were introduced
in subsequent Congresses, but failed of final passage.
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Budgetary Terms

The actual procedural pattern and methods by which Congress authorizes
spending are complicated. The Congress normally does not vote on outlays
directly, but provides for authority to incur obligations which will become out-
lays when the procured goods and services are delivered and payment made.

Here are brief explanations of several of the frequently used and often
misunderstood budgetary terms.

Authorization - This is the first and probably the most important Con-

gressional action in determining the level of Federal spending. It is the
initial step in the spending process.l/ "Authorization bills'" establish which
Federal Government functions shall be performed, for example, what shall be the
basic policies pertaining to transportation programs, health programs, farm
programs, national defense, space, and others. These decisions are generally
made through enactment of legislation which need not include limits on the
amount of financial authority to be granted the agencies charged with these
functions. This basic legislation authorizes a government agency to perform

the approved function; the necessary funds are usually provided through a separate
appropriation bill. This authorization legislation is an indication of Congres-
sional intent, and thus it has economic significance even before any funds are

appropriated.

1/ 1In general, authorization legislation is enacted before funds are granted and
the financial aspects of a government activity are considered separately by
the Congress. However, some basic authorizing statutes do simultaneously
grant Federal agencies financial authority of various types. For example,
the Federal-Aid Highway Act authorizes the program of aid to the States and
allows the Bureau of Public Roads to commit the Federal Government to make
specific grants for highway construction.
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ority (BA) - This is usually the largest aggregate figure found
in the budget and the trend is for this figure to increase annually. For fiscal
year 1971 Federal outlays were $15 billion more than they were in fiscal year 1970;
however, the BA requested for fiscal year 1971 was $23 billion more than fiscal
vear 1970. What does this signify? Simply stated, this means that future out-
lays are likely to be greater than present outlays.

The government generally obligates itself to make payments before they
occur just as do individuals and business organizations. Obligations requiring
current or future payment may be incurred only when the Congress has provided
such authority. As already noted, the Constitution of the United States speci-
fies that "No money shall be drawn from the Treasury but in consequence of

."; therefore, legislation must be enacted before

appropriations made by law:
any Federal agency may commit the Government to future expenditure of funds.

The President's annual budget contains estimates of revenues and outlays
for the forthcoming fiscal year and in addition it sets forth the budget
authority (BA) requested by each Federal agency and department as approved by the
President and his advisers. This is the spending authority requested to perform
the functions already authorized plus any requests for expanded functions that
may be included in the budget. Thus the requests for budget authority repre-
sent a crucial factor in the Federal spending process. These requests for BA
are significant as they show the dollar amounts that the administration considers
necessary to carry out the programs it proposes and for which it requests authority
to incur obligations resulting in future Federal outlays.

After the Congress receives the President's budget, Congressional review

of the proposals begins. The Congress can alter or eliminate programs or add

programs not requested by the President. The Congress can change the amounts
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recommended by the President, either increasing or decreasing them.

Types of Budget Authority - There are three basic kinds of budget authority

which allow Federal agencies to incur obligations requiring the eventual payment
of money. These are appropriations, contract authority, and authority to spend
debt receipts. In addition, there are reappropriations of previously granted

authority.

Appropriations - These provide authority to incur obligations and payment

of these obligations from the general fund of the Treasury or from the various
special funds. It is the most common type of budget authority provided by the
Congress. In some cases the authority to incur obligations has previously been
granted in the form of contract authority; in such cases, the appropriation to
permit the payment of these incurred obligations is said to be to '"liquidate con-
tract authority" and it is not a part of budget authority provided for that year.
In all other cases, appropriations allow Government agencies to commit the Govern-
ment by orders, contracts, etc., for specific types and amounts of future outlays
and to pay these commitments as they are fulfilled. There are several forms of

appropriations.

The most common appropriation form is the group referred to as 'one-year

appropriations" which allow an agency to incur obligations within only one fiscal

year, the grant expiring at the end of that year. However, if the obligations are
incurred in the specified fiscal year, then the obligated balances of these ''one-
year appropriations" remain available indefinitely for the making of expenditures
in payment of these obligations. ''One-year appropriations' are commonly used for
salaries and other current day-to-day agency spending.

"Multiple-year appropriations' are another form and are available for the

incurring of obligations for a specified period of time in excess of one year.

With these appropriations, obligated balances remain available indefinitely for
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payment of incurred obligations. Appropriations for the Sugar Act program

of the Agricultural Stabilization and Conservation Service are generally approved
on a two-year basis. Some of the appropriations for special study commissions
and research projects of the Public Health Service on cancer, heart disease,

and others are approved on a multiple-year basis. The multiple-year appropri-
ation type represents a very small portion of total appropriations.

"No-year appropriations' represent a third form of appropriations. They

remain available for both obligations and expenditures until the purpose for
which they are granted 1is accomplished. This type of appropriation is used
where a time limit would not add measurably to the system of spending controls.
Primarily, this type of appropriation is authorized for construction contracts,
such as those performed by the U.S. Corps of Engineers.

"Current indefinite appropriations’ are a type of appropriation in which

both the obligations and subsequent outlays are indefinite in amount. These
appropriations may be available on a one-year, multiple-year, or no-year basis.
The amounts involved are determined in various ways. In some cases, the amounts
may be tied to particular percentages of particular receipts, and are fre-

quently set in the enabling authorizationms.

"

Another form of appropriations is the category called "permanent appropri-

ations." Under this type of appropriation additional amounts become available
from year to year under existing law without any new action by the Congress.

Some permanent appropriations involve definite amounts for obligations and expen-
ditures. An example of this definite amount form is the basic annual endowment
of $50,000 to each State, Puerto Rico, the Virgin Islands, and Guam, for agri-
cultural and mechanical arts instruction in colleges. There are permanent

indefinite appropriations in which the amount becoming available for obligations
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and expenditures is not specified in the authorization, but is determined by
other factors. As an example of this type, Congress, in 1935, granted a per-
manent authorization which is also a permanent appropriation to allocate 30
percent of all custom receipts to the Department of Agriculture for the purpose
of expanding domestic and foreign market outlets for farm commodities. There
is also the indefinite permanent appropriation type where the amount is deter-
mined oﬁ the basis of particular requirements. An example of this type is the
annual interest expenditufes on the national debt. This is the largest per-
manent appropriation as this annual expense now exceeds $23 billiom.

"Supplemental appropriations' are the result of additional requests

presented to Congress while it is in session. They are utilized to fynd pro-
grams created by legislation that had not been enacted at the time the original
budget was submitted. The dollar amounts for programs proposed by the adminis-
tration are included in total budget outlays and budget authority under the

. heading "proposed for later tramsmittal." Also, supplemental appropriations

are used to provide funds for shortages that may have developed in budget author-
ity granted through original appropriation acts and for changes in departmental
and agency programs which could not have been foreseen at the time the budget
was prepared and submitted. For example, the occurrence of droughts, floods,
earthquakes, international crises, and other such developments lead to supple-
mental appropriations. In his budget submitted in January 1972, President Nixon
asked for supplemental budget authority in the amount of $10.5 billion for the
1972 fiscal year. These budget authority requests were in addition to the

$159 billion of budget authority enacted in the lst session of the 92d Congress

for fiscal year 1972.
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Contract Authority - A second type of budget authority is known as

contract authority. This authority permits an agency to incur specific obliga-
tions, but it does not provide the authority to liquidate (or pay) these obliga-
tions. Thus, contract authority must be followed by an appropriation authorizing
payment. (Generally, contract authority is used where the time lapse is more
than one year between the time that the obligation is placed and the time that
the payment becomes due.) This appropriation, to allow payment of obligations
incurred through contract authority, is to make payment only. These appropri-
ations for payment of obligations do not constitute additional budget authority;
therefore, they are not included in budget authority totals for the year in

which the appropriation is provided.

Authority to Spend Debt Receipts - This authority to incur obligations

and make outlays usually is used to finance lending and other government enter-
prises, such as the Commodity Credit Corporation. This is a third type of budget
authority. Such authority may take the following forms:

(1) Authority may be granted for the Treasury to make public debt receipts
available to a given agency or enterprise, often in exchange for notes of the
enterprise. This is authority to spend public debt receipts. The dollar balance
in the bank accounts of the Treasury are not distinguishable by sources, whether
obtained from taxes or from borrowing; therefore, this type of authority represents
an appropriation to commit Government funds and to spend these funds like any
other appropriation.

(2) Authority may be granted a Government-owned corporation or agency to
borrow directly from the public; this is authority to spend agency debt receipts.

(3) Notes which have been issued by a Government enterprise and are held

by the Treasury may be cancelled. This cancellation of notes restores the
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previously used authority of the agency to borrow from the Treasury and has the
effect of permitting further outlays to be made.

These actions which authorize agencies to incur obligations or to borrow
against public debt receipts provided by the Treasury, or agency debt receipts,
are not always brought before the appropriations committees for review, and
consequently have given rise to the term, 'backdoor financing.'

Reappropriations and reauthorizations - These are actions to continue the

availability of part or all unused balances of prior authority or appropriations
which would otherwise expire. The effect of such reauthorizations is the same
as if new budget authority were voted in their place. Reappropriations are a very

small portion of the total budget.

Review of Budget Authority

In summary, therefore, total appropriations and other financial authoriza-
tions made available in a specific year is called '"budget authority" (BA). These
fiscal authorizations empower Federal agencies to obligate the government to spend
in the future. Most of the budget authority granted is ordinary appropriations,
but as noted above, a substantial portion of this authority, such as permanent
appropriations and authority to spend debt receipts, generally is not subject to
direct annual review by the Congressional Appropriations Committees.

The major control point that Congress has over Federal spending is the
granting of budget authority (BA). Therefore, to the extent that BA is embodied
in permanent authorizations, that amount of the budget is not subject to recurring
Congressional review and control.

The following tabulation is a breakdown of budget authority, consisting

of current and permanent authorizations enacted for fiscal years 1967-1971.



CRS - 34

TYPES OF BUDGET AUTHORITY (BA) FISCAL YEARS 1967 - 1971

(in millions of dollars)

1967 1968 1969 1970 1971
Actual Actual Actual Actual Actual
Current Authorizations: 1/
2/
Appropriations 122,542 126,694 129,697 134,377 143,767
Authority to spend debt receipts 7,742 7,400 725 5,751 14,852
Contract authority 5,110 320 3,088 1,461 10,199
Reappropriations and reauthori-
zations 38 30 6 4 627
Rescission of prior year budget
authority = mememee —emeee -302
Total, Current Authorizations 135,432 134,444 133,213 141,592 169,444
3/
Permanent Authorizations:
Appropriations 54,451 57,154 66,685 77,086 83,492
Author. to spend debt receipts 1,264 2,399 1,211 501 133
Contract authority 2,952 8,206 7,964 7,787 1,630

Deductions for Offsetting Receipts

Interfund and intragovernmental

transactions -6,589 -6,881 -8,714 -10,178 -13,420
Proprietary receipts from the

public -4,948 -4,674 -4,192 -3,814 =4,874
Total, Budget Authority 182,562 190,649 196,167 212,973 236,406

1/ These authorizations require action by the Congress for each specific fiscal
year.

2/ Excludes appropriations to liquidate contract authorizations of (in millions):
1967, $7,302; 1968, N.A.; 1969, $7,241; 1970, $7,962; 1971, $8,576.

3/ These authorizations do not require any action by the Congress for the specific
year.

N.A. - not available.

Source: Budgets of the United States Govermment for fiscal years 1969-1973.
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Relationship Between Budget Authority and Qutlays

Only a portion of the budget authority enacted for a fiscal year is spent
during that year. Appropriations to pay salaries, rent, purchase current supplies,
etc., are usually spent almost entirely in the year for which they were enacted.
However, the major portion of appropriations to build sﬁips, construct missile
sites, erect public works, develop weapons systems, etc. is likely to to be spent
two, three or more years after being approved. This substantial ''lead-time" is
required to prepare designs, arrange contracts, complete construction or produc-
tion, and finally to pay the bills. Therefore, when Congress increases or de-
creases the level of budget authority for a particular fiscal year it does not
necessarily mean that outlays will follow the same pattern. It is possible that
when Congress votes an increase in budget authority for a fiscal year, the out-
lays in that same year will decrease, or vice versa.

The amount of budget authority granted may have only a limited effect
on the current year's outlays, but it will have a definite effect on future out-
lays. It is Congressional approval for the Federal Government to obligate itself
for the authorized amounts and eventually to make payment when the bills become

due at which time this budget authority is recorded as an outlay.

Unexpended balances are the result of both "obligated" and "unobligated"
authority. They represent the amount of budget authority granted that has not
been spent, and which still is available for conversion into outlays in the
future. These balances represent authority for Government agencies to enter into
contracts or to make payments for contracts already let. Funds may have been
"obligated" though not spent, or they may be "unobligated,'" which means that they
have not been committed. At the end of any fiscal year a large part of the unex-

pended balances are unobligated; these amounts are available for future obligations
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in accordance with the stipulations and provisions of the legislation granting
the budget authority.

In some cases, authority which is not obligated by the end of the year
is no longer available, and thus the authority to obligate expires. However,
in most cases, especially for such programs as comstruction of public works, naval
vessels, space research and other long-term developments, the unobligated portion
of the unexpended balances continues available from year to year, because the
original authorization by Congress generally stipulates '"until expended." 1In
a few cases, such as the authorization for the Federal Deposit Insurance Corpora-
tion (FDIC) to borrow from the Treasury, the balances carried forward represent
standby authority for possible emergency. 1In the case of the FDIC, this authority
has never been used and it is not anticipated that it will have to be used in the
foreseeable future. However, most of the unexpended balances carried over from
year to year will be obligated eventually and, in turn, result in outlays.

The Office of Management and Budget apportions to the Govermment agencies
and departments each quarter the funds appropriated to them. This prevents
Government agencies from spending their appropriations too early in the year.
Within the limits of funds apporticned and made available, the Federal agencies
place orders, let contracts, hire personnel, purchase supplies, and take other
actions which commit or "obligate' their apportioned funds. At this point in the
Federal spending process these funds are still in the unexpended balances, but
they have passed from the category of "unobligated" to '"obligated." Thus it is
at this point, that the Federal Government has incurred an obligation for which
an outlay will be made in the near future or distant future depending on the item

or items for which the Government has contracted.
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The following table shows the budget authority granted, the outlays made,
the unexpended balances carried forward at end of fiscal years and the amount of

obligations incurred during the fiscal years 1967 through 1971.
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Federal spending authority can be summarized as follows:

vl. Budgét authority (BA) granted during the year represents the total
amount of Federal spending authority approved by the Congress. Some of this BA
granted will result in outiays in future years; a very small portion of the BA
granted may lapse or bé rescinded in future years.

2. Net‘obligations incurred during the year represent the total amount
of even#uai o#tlays for which the Federal Government has been committed that year.
Somerof these obligations will result in outlays during the current year, while
others will result in outlays in future years. Therefore, when net obligations
incufrédiexceed outlays made during the year, the Government has contracted for
more spending than it has liquidated. An increasing rate of obligations can be
expected to result in increased future outlays.

3. The outiays made during the year indicate the amount of budget author-
iﬁy used up as well as the amount of incurred obligations that have been liquidated.
Thus the outlays represent only the payment of bills incurred by previous obliga-
tions during that year or in prior years.

4. Une#pended balances represent the amount of budget authority granted
during the year or carried over from prior years that has not been used. The
obligated portion of unexpended balances represents the amount of BA for which
obligations have been incurred, but for which payments have not yet come due;
whereas, the unobligated portion represents the amount of BA available for the
incurring of additional obligations and eventual outlays.

5. Table 5 shows that the unexpended balances at the end of each fiscal
year has continued to rise. Based on data for fiscal year 1971, unexpended
balances at the end of the year totaled $261 billion. Thus the Government had that

amount of spending authority available without any additional budget authority.
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Annually the budget authority enacted by Congress generally exceeds outlays
because many of the appropriations are for programs or projects to be developed
over a number of years.

An examination of table 5 shows that for fiscal year 1971 Congress
approved spending authority in the amount of $236.4 billion (BA); the Government
contracted for outlays in the amount of $215.9 billion (nmet obligations incurred);
and the Government made payments in the amount of $211.4 billion (outlays). Thus
for fiscal year 1971 the Government incurred $4.5 billion more of obligations
than it paid and Congress granted $20.5 billion more of budget authority than
the total for obligations incurred.

In the previous year, fiscal year 1970, outlays exceeded net obligations
incurred. The Congress approved spending authority in the amount of $213 billion
(BA); the Government contracted for expenditures in the amount of $194.9 billion
(net obligations incurred); and the Government made payments in the amount of
$196.6 billion (outlays). Thus for fiscal year 1970 the Government incurred $1.7
billion less of obligations than it paid while Congress appropriated $18.1 billion
more than the total for obligations incurred.

It may be noted that outlays for fiscal year 1971 were $14.8 billion more
than they were for f&scal year 1970, while obligations incurred by the Government
in fiscal year 1971 were $21 billion more than they were in fiscal year 1970.

Table 6 shows the relationship of budget authority (BA) and outlays

for fiscal year 1971.
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Execution of the Enacted Budget

After the Congressional review, hearings, deliberation, and authorization
stage of the budget process is completed and the individual appropriation bills
become law, the execution phase of the budget begins. The enactment of a
budget authority by the Congress does not require the immediate establishment
of a Treasury bank account to the credit of a Government agency. There are
several steps between enactment of budget authority and cash outlays by the
Federal Government. On approval of the individual appropriation bills, the
Treasury Department draws appropriation warrants which are countersigned by the
.General Accounting Office and then transmitted to the affected departments and
agencies.

Before the authorized appropriations can be obligated by the agencies, 
the Office of Management and Budget must apportion these funds. Y Agencies must
revise their operating budgets in view of the approved appropriations and submit
their requests for apportiomment to the Office of Management and Budget by May 21
or within 15 days after approval of the appropriation act, whichever is later.
The Office of Management and Budget must make such apportionments by June 10 or
30 days after approval of the appropriation act, whichever is later. It is a
violation of the Antideficiency Act if obligations are incurred in excess of the
amounts apportioned. Apportionments are generally made on a quarterly basis.

The apportionment system is intended to achieve an effective and economical
use of available funds. The agencies determine in the first instance the rate at

which they wish to obligate the Govermment to future expenditures, but the Office

of Management and Budget reviews these plans before apportioning the authority

1/ The trust funds and some Government enterprises are not subject to
apportionment. See Office of Management and Budget Circular No. A-34.
(Instructions on Budget Execution)
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to ascertain that the rate is consistent with the amount of budget authority for
the entire year and to reduce the necessity for supplemental or deficiency
appropriations. The law permits apportionments which anticipate the need for
supplemental appropriations, only where necessary to meet expenditures required
by laws enacted subsequent to presentation of appropriation estimates, or to meet
certain specified emergency conditions. In all cases where an apportionment is
made on this basis, a report of the facts must be submitted to Congress. The
Office of Management and Budget may modify apportionments requested by the
agencies. Reserves may be established to provide for contingencies, or to effect
savings whenever savings are made possible through changes in requirements,
greater efficiency of operations, or other developments subsequent to the date

on which such appropriations were made available. o Amounts held in reserve may
not be obligated by the agencies unless they are released by further reapportion-
ment action.

Once the budget authority is apportioned to the agencies by the Office of
Management and Budget, a second level of apportionment occurs within the agencies.
Agency heads determine the rate and apportion the funds to various programs and
administrative units within their agencies. In turn, the appropriated funds are
obligated for goods and services.

As the goods and services for which funds have been obligated are received,
vouchers and invoices are certified for payment. Based on these certified
vouchers and invoices, checks are issued and the outlay recorded.

Chart number 4 shows the flow of budgetary actions in the execution of the

budget.

1/ 31 U.S.C. 665, (c), (2).






EXECUTION OF ENACTED BUDGET

APPROXIMATE TIMING
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On approval of appropriation bill, appropriation war-
vant, drawn by Treasury and countersigned by Revenues are assessed, coflected, and dognsitud

General Accounting Office, is forwarded to agency. by the agencies concerned as prescribed by law.

Revises operating budget in view of approved
appropriations and program p

FUNDS MADE AVAILABLE

MAY-JULY
{Enactment of appropriation may
extend into October or later. )

Prepares requests for apportionment by May 21 or
within 15 days after approval of appropriations.

Makes apportionment by June 10 or within 30 days
after approval of appropriations. May “reserve’”
funds for i ies, savings, or

sibsequent to enactment. (May reapportion at
any time, on own initiative or on agency request.
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reducing manpower requirements and costs.
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on budget and program status, manpower, manage-
ment imp , and cost i
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payment.

As hills become payable
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transactions in Monthly Treasury Statement and

Treasury issues checks (except for certain agencies %
Treasury Bulletin. g
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to Congress. [ ] tion of the executive branch.
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Even with the budget forms now in use by the Federal Government plus the
0ld administrative and consolidated cash budget concepts previously employed,
there are some who contend there is still missing one vital element of a desirable
budget -~ separation of expenditures for current operations and investment. This
has led to some support of a capital budget.

Capital Budget - The Federal Government does not have a capital budget;
however, there are some who favor adopting such a budget. A capital budget
would separate current operating expenses from expenditures of a capital or
investment nature. Thﬁs there would be two budgets -— one to cover current
operations and another for capital investments.

Proponents of a capital budget argue that it is a "businessdike" approach
to Government and that it would aid the public in evaluating Govermment expen-
ditures by differentiating between operating expenditures and investment expendi-
tures. Opponents of a capital budget charge that it would hide the facts from
the public, that it would be a means of increasing the Federal debt while
supposedly balancing the budget through deferring the charges for capital outlays.

The idea of distinguishing between current and capital expenditures is not
new. It predates the Budget and Accounting Act of 1921 which sets up the require-
ment that the President transmit to the Congress an annual budget.

As a result of the work of the President's Commission on Economy and
Efficiency and to demonstrate the usefulness of a budget, President Taft sub-
mitted a document to the Congress for consideration on February 26, 1913 con-
taining estimates for fiscal year 1914. 1In his message to the Congress, President
Taft separated estimated capital outlays from estimated current expenses and

fixed charges. He stated:
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This conclusion [that the minimum amount of revenue needed to cover

current operating expenditures for fiscal year 1914 would be $881 mil-

lion] is based on the assumption that all estimates for 'acquisition

of property' and 'unclassified' estimates would be initially financed

by the Government out of borrowing, i.e., that all these estimated

expenditures are properly classified as capital outlays. 1/

During the 1930's the terms "ordinary" and "extraordinary' expenses came
into use. '"Ordinary" expenses were those of a current nature and "extraordinary"
expenses were those which presumably rendered services or benefits to the public
for a period longer than the current year.

Recommendation number 3, pertaining to budget and accounting, of the first
Hoover Commission report in January 1949 states:

We recommend that the budget estimates of all operating departments

and agencies of the Government should be divided into two primary

categories -- current operating expenditures and capital outlays.

Even though the Federal Govermment has not adopted a capital budget, the
Bureau of the Budget, since 1951, has included in the annual budget a special
analysis ('D"). This analysis focuses on the distinction between outlays that
are of an investment or ''capital' nature and outlays directed to operating, or
"current,'" purposes. Basically, Special Analysis D treats all outlays which will
produce benefits in future years as investment outlays. These outlays amount to
between 25 and 30 percent of the total unified budget.

Readily it can be seen that if these outlays were capitalized and most
of the cost deferred to future years current budgets with large surpluses rather
than deficits would result. Here enters the primary problem in the use of a

capital budget —-- how to define a 'capital" outlay. While it is easy to classify

as capital the cost of a hydroelectric project built to render service over a

}/ Senate Document Number 1113, 62d Congress, 3rd Session, 1913, p. 26.
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period of fifty years or more and as current the cost of procuring t&pewriter
paper or the payment of employees salaries, it is not so easy to find a formula
for classifying the multitude of expenditures that fall between these two
extremes.

Additionally the question arises, from a national standpoint, as to how
expenditures which add to the assets of State and local governments, such as
Federal aid for the construction of highways, airports, schools, etc., should be
capitalized. Further, should Federal aid to privately owned projects, such as
hospitals, health research facilities, merchant ships, agriculture stabilization
and conservation projects, be capitalized?

As a further dimension in the problem of determining what is a capital
outlay we have the problem of ascertaining how to treat research and development
outlays; for example, should research and development spending on atomic energy
or the space program be capitalized? Undoubtedly, past expenditures on research
in these fields are very valuable assets of the country in relation to our present
national security. Even so, the question remains: how do we determine in advance
the expenses to capitalize and for how long a period? This is the basic question
that would surround all research and development outlays.

There are some economists who approve of the general concepts of a capital
budget, but oppose the Federal Government adopting one at this time. They reason
that capital items probably would be restricted to physical assets -~ the so~called
"bricks and mortar" type of assets -- buildings, dams, etc. Only a very minor
portion of the costs of such assets would be allocated to expenditures of current
operating budgets; most of the costs would be deferred and charged against future
budget revenues over the capitalized life of the assets. In turn, it would

probably become politically expedient to favor capital investments as these outlays
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could be made and yet a balanced operating budget be obtained. Thus, the fear
. arises that funds probably would be diverted to tangible assets which in some
cases, for the best interest of the country, should be expended on intangible

assets such as education and health research.



