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PREFACE

In our democratic society, all citizens, groups and organizations need
to speak out on issues which they consider important to maintain the
effectiveness of our political and economic system. If this country is to
maintain effective checks and balances in our political system, public
officials must be held accountable for the financial affairs of the activi-
ties in the government for which they are responsible. To achieve
accountability, effective accounting controls and sound financial report-
ing are essential.

We are not experts in politics, international relations or economics—we
are, however, experts in financial reporting, accounting controls and
financial systems. Because of our concerns over current financial prob-
lems in certain governmental units, many of which problems are acceler-
ating because of the recent recession, inflation and other serious develop-
ments, we inquired about the accounting controls and financial reporting
of the United States Government. Certain interesting and surprising ob-
servations resulted from this inquiry.

In order to encourage public discussion on the need for sound accounting
controls and financial reporting in all units within the public sector, we
are publishing a summary of our findings, conclusions and recommenda-
tions. For illustrative purposes, a set of consolidated financiz! statements
for the United States Government was prepared on the accrual basis
using the reporting format followed in the private sector. This booklet
presents the results of that effort. Detailed documentation of the sources
used and the derivation of the amounts reflected in the accompanying
financial statements is available upon request.

Our discoveries in this effort, combined with our experience with finan-
cial reporting, caused us to raise a number of questions, some of which
are set forth herein. We do not present answers to these questions be-
cause many of them involve economic or political issues. However,
certain of these questions are those which Government officials and
leaders in the financial community will face in the next few years. Many
of the same questions, issues and concerns are applicable to cities and
states as well as to other nations and their governmental units.

During this inquiry we contacted numerous departments, agencies and
other units in the Government. We want to acknowledge the significant
enthusiasm with which our project was received, the serious interest on
the part of Government employees with whom we discussed the financial
data needed to complete our project and the sincere desire each of them
had to be helpful to us. Without this cooperation, this project could not
have been completed.

ARTHUR ANDERSEN & Co.

September 10, 1975.
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OVERALL SUMMARY

® In the past 40 years, the government or public sector of our economy has

been steadily growing from less than 109 of our Gross National Product to
about 33% in 1974. If government credit, tax expenditures and ‘“‘off budget”
items were included, total government expenditures would probably exceed
40%. Within a few years, the combined budgets (Federal, state and local)
may exceed $1 trillion. With a public sector this large, its operations have a
major impact on the economy. This impact could be positive if properly
planned. However, it could also accelerate economic problems if not properly
coordinated.

Several large cities, states and other governmental units appear to be in serious
financial difficulties. These problems may produce a devastating financial crisis
unless timely corrective action is forthcoming. All too often, the financial state-
ments of governmental units have proven to be less than adequate for provid-
ing basic financial information. Decision-makers, investors and the public have
been misled by not being alerted to the problems which were developing. When
difficulty occurred, they were confused and frustrated in their attempts to deal
with the emerging financial crises.

Knowledge of current deficits and surpluses is important for the annual evalua-
tions of our financial affairs. To be meaningful, these amounts should include
all costs whether paid or accrued. Furthermore, the total accumulated deficit
is crucial because this is the amount of future taxes required to pay present
liabilities. To the extent that this amount exceeds the amounts that can reason-
ably be expected of future taxpayers, a potential for crisis develops. The crisis
could become real if taxpayers are no longer willing to pay for the current costs
of government or if investors become concerned that governmental units may
default on their obligations.

In the private sector, proper accounting controls and sound financial reporting
on an accrual basis are basic prerequisites to fiscal responsibility and a mean-
ingful understanding of a unit’s financial condition. If we are to have the same
degree of accountability in the public sector, similar controls should be exer-
cised over governmental affairs and meaningful financial reporting should be
implemented.

As a result of our inquiry and our conviction that sound financial reporting
is required to inform both shareholders in the private sector and the electorate
in the public sector of the economic results for their specific groups, we have
arrived at the following conclusions:

—The United States Government should provide annual consolidated financial
statements on an accrual basis including all entities in the Government
and all programs which may require future taxes for present liabilities.

—Cities, states and other political subdivisions should be required to publish
similar statements annually and in connection with sales of securities to
the public.



OBSERVATIONS

Concerning Current United States Government
Accounting and Financial Reporting

The Federal Government does not have a central accounting
department. The Treasury Department consolidates and reports
the status of funds and certain other accounting statistics.
These summaries are not on a full accrual basis and are in-
complete. The General Accounting Office, as the auditing arm
of the Congress, approves the conceptual design of account-
ing systems for various departments or agencies. The Office
of Management and Budget has responsibility for budget policy
and procedures. The General Services Administration evaluates
and recommends improvements to financial management Sys-
tems. The Joint Financial Management Improvement Program,
representing the above organizations, has as its objective the
improvement of financial management practices.

Governmental accounting is designed to facilitate control over
expenditures by limiting the amounts which each Govern-
mental entity can spend. It is essentially a cash-basis system
and is generally not designed to summarize and report on
operating results. The underlying arrangements and systems
necessary to assemble financial reports are as important as the
reports themselves. The final product is useful and reliable only
to the extent that the data is complete, accurate and functional.

The Government produces an enormous amount of financial
data and a wide variety of financial reports. However, such
information is often duplicative and is not accumulated in one
place or consolidated into reports or statements which permit
an assessment of the overall financial condition or operating
results of the entire Government.

Both Hoover Commissions recommended accrual accounting,
and this led to the passage of Public Law 84-863. This law,
supplemented by related Treasury Regulations, specifies that
Government agencies must prepare business-type, accrual-
basis financial reports. These laws and regulations have been
in existence since 1956 but have been only partially imple-
mented.

There are no related requirements for the reports to be sum-
marized, consolidated or disseminated to the public. Through
nearly 200 years, the United States has been trying to develop
and strengthen the constitutional checks and balances and has
attempted to incorporate into this structure the concept of ac-
countability. A missing link is a unified and comprehensive
report of the financial results of the Government’s opsrations.




QUESTIONS

Related to Governmental Financial Reporting

An accrual accounting system which produces sound and con-
sistent financial reports is essential to the concepts of financial
responsibility in the private sector of the economy. Absence
of a comparable system in the public sector raises numerous
questions concerning the financial status of the Government.
Some of these questions are set forth below.

-Would an integrated financial reporting system and the re-
lated information be useful to the Legislative and the Execu-
tive Branches in understanding the financial impacts of their
decisions on present and future generations?

—Many of the elected or appointed officials responsible for
Government decisions are frequently in their positions for
relatively short periods of time. Without adequate financial
reports, can elected or appointed officials comprehend the
complexities with regard to their financial decisions?

—Would adequate financial information assist the electorate in
understanding the governmental process and evaluating the
performance of their elected representatives, thus improving
fiscal accountability by such elected representatives? Would
such financial information help the electorate develop views
on priorities to select among various alternatives?

—Would appropriate accounting controls and financial report-
ing reduce the costs of Government by helping the public
realize the total costs of decisions that are made, the cumu-
lative impact on present and future taxes and the priorities
under which such costs have been incurred?

—Can Government have effective long-range planning with-
out adequate financial reporting as a base point to develop
such plans?

—Can Government properly measure the costs, efficiency,
productivity and impact of its programs and develop costs
for the services it provides without using accrual accounting
which includes all costs?

-Would improved financial control and accountability over
transfer payments and major Government assistance pro-
grams, such as welfare, food stamps, unemployment, medi-
care and student loans, assist Government officials to better
estimate and plan for these needs in order to provide proper
stewardship over Governmental funds?

—~Could improved ‘“‘early warning'' systems (especially where
costs start to increase significantly) be developed if ade-
quate financial information on major programs were
available?



ILLUSTRATIVE CONSOLIDATED FINANCIAL STATEMENTS

UNITED STATES GOVERNMENT
June 30, 1974 and 1973

For purposes of illustration, we have collected financial infor-
mation currently available in several publications of the
United States Government and have used this information as a
basis for preparing consolidated financial statements of the
United States Government in conventional format as of June
30, 1974 and 1973, and for the years then ended.

The amounts reflected in the following illustrative financial
statements and notes thereto have not been audited by Arthur
Andersen & Co., and accordingly, we do not express an opinion
on them. Even though these financial statements may not be
complete and accurate in all respects, they do provide the
necessary background for discussion of some of the issues
involved.




UNITED STATES GOVERNMENT

ILLUSTRATIVE CONSOLIDATED BALANCE SHEET

(Unaudited) (Notes 1 and 2)
JUNE 30, 1974 AND 1973

ASSETS

CASH AND CASH EQUIVALENTS ... .. . ....... ... ..
GOLD, at official rate (Note 3) ... ..... ... ......

RECEIVABLES (net of allowances):
AGOBUNISS &, ey s e wow sisosos 3im nasms ags Sueserini S ooy S
Taxes: (NOYBUS) i o emaitia s covmnd g 259 1 TRERTEN 0 B i e s
Ioans: (NOYEIEY | . v vind mis wis someewm snmiase s moramsns Savemie e G

INVENTORIES, at cost (Note 6):
Military and strategic system supplies
Stockpiled materials and commodities ... ..

Other materials and supplies . .. . ..

PROPERTY AND EQUIPMENT, at cost:
Land (Note 7) ........... S AR S e AYE EWAIDE N %
Buildings, structures and facilities (Note 8)
Strategic and tactical military assets (Note 9) ... ... . .. . .. .
Nonmilitary equipment (Note 9) . ..... ... .. .. .. . . .. . ..

CONStEuCtion’ i Propress - «u .o o saess a4 o v o my b
5} 11-] 7

Less—Accumulated depreciation (Note 10)

DEFERRED CHARGES AND OTHER ASSETS . ..

Millions

1974 1973
$ 18,127 $ 22,797
11,567 10,410
5,490 4,859
14,960 12,844
_ 65836 62985
__86,286 80,688
28,019 25,173
11,526 12,693
11,026 12,012
_ 50571 49878
6,686 6,415
88,649 86,129
119,913 117,670
39,708 37.377
19,400 17.169
2,11_8 I.Bﬁ
276,474 266,608
129,000 122,000
147,474 144,608
__15.297 _ 15,369
$329,322 $323,750




LIABILITIES AND DEFICIT

Millions
1974 1973
FEDERAL DEBT (Note 11):
Gross debt outstanding . ... ... . ... . .. ... ... .. . $ 486,247 $ 468,426
Less—Intragovernmental holdings—
Tedst Funds .. .. .o v oo W ONee—— ~ S (129,745) (114,852)
Federal Reserve .. . . . e e S RN BT : (80,649) (75,182)
8 o T o e (10,449) (10,529)
Debt outstanding with the public . ....... ... ..... 265,404 267,863
Less—Unamortized discount Srs NGRS S DR e N B L 2,506 2,243
262,898 265,620
FEDERAL RESERVE LIABILITIES:
Federal Reserve Notes outstanding . . ...... ... .. . . . 64,263 58,754
Deposits of-member Banks: . o ws ove v e s 25abn oo 26,760 25,506
OIRET i Soiieh G505 §5 aemce s msmsamst e sorcere voo. sk s i 2,286 1,725
93,309 85,985
ACCOUNTS PAYABLE AND ACCRUED LIABILITIES:
Accounts payable . ..... .. .. L VR IR Y A S 32,491 30,757
Accrued interest, annual leave and other ... .. ... . . . oy 11,187 11,819
Deferred revenue ... .. o e L B e ) =0 6,734 6,565
50,412 49,141
OTHER LIABIEITIES: 5552 20 vt b sie ssoeimne ssceiene air v et s : 18_,291 19.8§E
RETIREMENT AND DISABILITY BENEFITS (Note 12):
GVl SOTVIEE e civmne w0 Bt We 5o ol s et etsimce. ol e o 108,000 97,000
Milary e L B N e K R 80,380 70,950
VEEIANSE . n sy s emmsn solomen 28 SV 90 S0 655 s 6 e e 110,980 110,850
299,360 278,800
ACCRUED SOCIAL SECURITY (Note 13) . ............0 ... 416.020_ 340&
CONTINGENCIES (Note 14)
Total liabilities ... ... ... ... ... ... .. .. .. .. . 1,140,990 1,040,312
LESS—ACCUMULATED DEFICIT .. .. .. ... .. ... ... ... . ... .. 811,668 716,562
$ 329,322 $ 323,750

The accompanying notes are an integral part of this balance sheet.




UNITED STATES GOVERNMENT

ILLUSTRATIVE CONSOLIDATED STATEMENT OF
REVENUES AND EXPENSES

(Unaudited) (Notes 1 and 2)
FOR THE YEARS ENDED JUNE 30, 1974 AND 1973

Millions
1974 1973
REVENUES: ST a
Individual inComMe TaxX@S . . . . ...t e e $118,952 $103,246
Social Security and unemployment taxes and
retirement contributions . .... ... .. ... ... 76,780 64,541
Corpofate ifCOME: TAXeS iuurws smenion e fe Seimids Hats B Gy emne 8 40,736 37,588
EXGISE ToDi0ai o, o vvss o roseien 2lis e Biful olos A% Vs Wa-sien 16,844 16,260
Estate afid BIft FaKES . is vovnms o suin oo a0 cmioomss siiensce @i 5w m 5,035 4917
Outer continental shelf rents and royalties ... ............... 6,748 3,956
CRAEr NGB B  covien s smsmims o i 50 Al s s W s et o 6,539 4,970
Total TeVERUES. (v oo sooman s v s i a0 e 271,634 235,478
EXPENSES (including transfer payments):
National defense—
Military personnel .. .............. S e [ S 23,728 23,246
Operations and maintenance ... .. ................ 27,698 24,980
Research and development ... .. ....... .... ... ..... 8,582 8,157
PEprasiEaton (CNOKE DY i s ovee s v s iss nsteess s 11,100 10,800
Other . ..o ¢ mve e BRAYET B S S A 1,371 ) 3,091
72,479 70,274
Other operating expenses, including depreciation of $2,100 million
in 1974 and $2,000 million in 1973 (Note 10) ............ 41,982 36,328
Grants-in-aid, primarily to state and local governments . . ... .. .. 41,500 40,400
Transfer payments to individuals—
Income security, including retirement, unemployment
and Social Security payments made . ............. . 69,381 60,373
Health Care oo i citis swmss o oS St b » L Py 11,300 9,000
Veterans' benefits and services . .. ...... ... ... ..... s 10,400 9,700
OFRET = i srvais o soanesns ssvalii s wsieors w moa . B 6,900 4,800
97,981 83,873
Noncash provision for retirement and disability benefits—
Social Security, (Note IB) i s Foaees ww ovabis HRans e o 75,090 63,670
Othet (NOE L2)| . vov vir mvieivir sow vowie s s msig sin rin ivimes n #50e 20,560 13,360
95,650 77,030
Interest expense (net of interest income) ... .. . e e el 17,148 14,146
Total expenses . ............ I U I M 366,740_ 322,051
EXCESS OF EXPENSES OVER REVENUES (Note 15) . ............. $ 95,106 $ 86,573

The accompanying notes are an integral part of this statement.
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UNITED STATES GOVERNMENT

ILLUSTRATIVE CONSOLIDATED STATEMENT OF
CHANGES IN CASH AND CASH EQUIVALENTS

(Unaudited) (Notes 1 and 2)
FOR THE YEAR ENDED JUNE 30, 1974

SOURCES OF CASH:
Excess of expenses over revenues . .
Add (deduct) items not affecting cash—
Depreciation (Note 10) .uu g inisin v vem oe oes o

Noncash provision for retirement and disability
benefit expense (Notes 12 and 13) ....... ...........

Revenue attributable to change in gold
valuation (Note 3) ... . :

Increase in accrued corporate income
taxes receivable ... ... ... .. .. .. ... .. ... .. . ... ...

Effect of other accrual adjustments (net) ...... .. ... . . ..

Cash provided by operations . ....... . .. ... . ..

Increase in Federal Reserve liabilities ... ... ... ... ... . . ;
Total sources of cash . ............ ... ...

USES OF CASH:

Decrease in net Federal debt—

Increase in gross debt outstanding . ... ... .. .. . . . $17,821
Less—Increase in intragovernmental holdmgs

Trust funds . ............ .. ... ... ... .. .. e 14,893

Federal RESEIE o somuonss v cnis ity 5155304 5 o os e o 5,467

GEYOE: 52 05 07 Fin fisimmerai siihemie mir s S oo et Shecos (80)

20,280

Decrease in debt outstanding with the public . .. . 2,459

Increase in unamortized debt discount . ...... .. ... . 263

Additions to property and equipment ... ... ..., .. .. ..
Increase in loans receivable . ............. ... ... .. .. . .

The accompanying notes are an integral part of this statement.

Millions

$(95,106)

13,200
95,650
(1,157)

(2,116)

{ 151)

10,320
7,324

17,644

2,722

16,066
2,851
675

22,314

(4,670)

22,797
$ 18,127

1
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UNITED STATES GOVERNMENT

Notes to lllustrative Consolidated Financial Statements
(Unaudited)

June 30, 1974 and 1973

SOURCES OF DATA

The United States Government does not have a centralized accounting
system which would furnish data necessary for the preparation of con-
solidated financial statements on an accrual basis. The asset and liability
amounts included herein were obtained from several sources within the
Government. For some agencies, numbers purporting to reflect the same
items were available from more than one source and differed as to
amount. In such instances, the sources which appeared to be the most
reliable were used.

PRINCIPLES OF CONSOLIDATION

The accompanying financial statements include the accounts of all sig-
nificant agencies and funds included in the Unified Budget of the United
States Government, plus those of the traditional *“‘off budget'' agencies
and the Federal Reserve System. Government-sponsored enterprises such
as Federal Land Banks have been excluded because they are privately
owned. Amounts reflected are as of June 30, 1974 and 1973, except for
the Federal Reserve System, which reports on a calendar-year basis and
for which December 31, 1973 and 1972, amounts were used. Intra-
governmental assets, liabilities and revenue/expense items of significance
have been eliminated in consolidation.

The Federal Reserve System (which operates independently from the
Executive and Legislative branches of the Government) has been included
in the accompanying financial statements because of the interrelation-
ships between the Federal Reserve System and the Treasury.

a. A large portion of the Federal debt is held by Federal Reserve banks.

b. Virtually all of the gold has been ‘‘pledged'’ to the Federal Reserve
banks in return for Treasury demand deposits.

c. The net income of the Federal Reserve System is transferred annually
to the Treasury.

d. In the event of liquidation, after capital contributed by member banks
is returned, residuals of Federal Reserve banks would be transferred
to the Treasury.

The effect of including the Federal Reserve System in the consolidated
balance sheet as of June 30, 1974, is summarized below.

Millions

Incréaseletal G868E8 - i = wraw w5 o @ o B b e SR $ 3,089
Reduce Federal debt ... .........c.ovuiineienn.. $(80,649)
Eliminate gold certificate liability . ... ........... ... (11,460)
Add Federal Reserve Notes ... ................... 64,263
Add deposits of member banks ... ........ ........ 26,760
Increase other liability accounts. . .. ............... 2,286
1,200

Reduce deficit . .. ... .. . . .. . . e 1,889
$ 3,089




Government trust funds have been included in the accompanying con-
solidated financial statements. This reporting has been adopted because
the trust funds are included in the Unified Budget and because the assets
in such funds are almost exclusively Federal debt securities. In substance,
the Government trust funds serve as segregated accounts for specific
purposes rather than as trusts.

GOLD

Gold has been recorded at the official rate established by Congress
($42.22 per ounce at June 30, 1974, and $38.00 per ounce at June 30,
1973). Although the free market rate for gold is currently much higher,
a different rate was not used because (1) the official rate is the basis
upon which the Treasury uses the gold as security to increase its demand
deposits with the Federal Reserve (most of the gold has been utilized in
this way) and (2) it is not possible to determine what effect sales of the
Treasury's gold would have on the free market price and, therefore, what
alternative value would be appropriate. If the free market rate as of
June 30, 1974, of $144.50 per ounce had been used, the aggregate
carrying value of gold would have been $39,586 million.

The effect of the change in the official rate for gold between June 30,
1973, and June 30, 1974, is reflected as revenue of the Government in
the accompanying consolidated statement of revenues and expenses
because such a valuation increase allows the Treasury to increase its
cash balances.

TAXES RECEIVABLE

The total for taxes receivable includes $5.0 billion (net) for delinquent
taxes owed and $10.0 billion of accrued corporate income taxes receiv-
able as of June 30, 1974; the comparable amounts as of June 30, 1973,
were $5.1 billion and $7.7 billion, respectively. No accrual has been
made for individual income taxes because of the payroll withholding
system. Also, assessed tax deficiencies pending settlement have not been
included in receivables because the ultimate settlement value is inde-
terminable.

LOANS RECEIVABLE

Interest rates and loan repayment terms vary considerably for outstand-
ing loans, with rates ranging from zero to '12.09% and terms from as
short as 90 days to well over 40 years. The longer terms and lower rates
generally apply to loans to foreign governments. Outstanding balances
and allowances for losses have been recorded as reported by the various
lending agencies. No attempt has been made to evaluate collectibility or
the adequacy of the allowances for losses. Loans outstanding are sum-
marized below by major classification of borrower.

Millions |

Classificating 1974 1973
Business entities ... ... . ... ... .. .. $20,434 $17,200
Students, farmers and other individuals . . . 22,502 21,264
Foreign . ............. G S R B SRS 19,794 21,588
State and local governments. . .... ... .. 2,123 1,838
ORBE vie v o s nmm 5 v o an 3 e o 5 S0 5 _ 2,513 2,251
67,366 64,141
Less—Allowances for losses........... 1,530 1,156
$65,836 $62,985

13




6. INVENTORIES

Inventories include nondepreciable personal property and are generally
stated at cost. The major components of inventory are summarized below.

Millions
Classification _1974 1978
Military and strategic system supplies—
AMMUNIEGON =5 a5 5 505 el vim 5 oo $ 9,387 $ 6,944
Materials related to missile, air and
weapons systems ............. 11,293 11,167
Repair parts for weapons and vehicles 2,545 2,425
Excess materials awaiting disposition 2,354 2,862
Miscellaneous . ................. 2,440 1.775
28,019 25,173
Stockpiled materials and commodities—
Nuclear materials . ............. 6,599 6,611
Metals and like materials ...... .. 4,417 5,595
HEBUNY & 5 won o conw mins 5 s s » o0 510 487
11,526 12,693
Other materials and supplies—
Electric, industrial and petroleum
EHOBHES: | T R aeatiean rh @ st 4,094 4,141
Clothing, subsistence and general
supplies . ................... 1,936 1,799
Excess materials awaiting disposition 2,190 2,333
Miscellaneous ................. 524 1,395
Subtotal—Department of N =
DEefefisSe - & wog o soew i v i % 8,744 9,668
Agencies other than Department
Of DEIENSe. o w scavw v 4 & o e o 2,282 2,344
11,026 12,012
$50,571 $49,878

The inventory accounts do not include the weapons stockpile of the
Atomic Energy Commission, since the extent of this inventory is classified
information.

14




7. LAND

Land owned by the Government as of June 30, 1974, is summarized
below by predominant usage.

Acres Cost
Usage (Millions) (Millions)
Forest and wildlife ........ ... .. ... .. . 503.2 $ 497
GIBZINE: 505 6 6155 wms snonn x bow 5w = 19 S0 o 163.5 26
Parks and historic sites ............ . . . . 251 477
Alaska oil and gas reserves. . . ... .. ... . . 23.0 —
Military (except airfields) .. ....... .. . . . 18.1 314
Flood control and navigation . ... .. ... .. .. 8.0 3,256
Reclamation and irrigation .......... 7.0 305
IAAUSEHIBE ... . v v o son v oimie osie o e o o & 3 2.9 204
Airfields .. ......cooiiiinn i, 2.3 203
Power development and distribution ... .. .. 1.5 272
RO 550y 555 5 M 2 S e e Srmcn @ e sciore Tl 5.9 979
760.5 6,533
Outside United States . ....... . ... .. .. . . .6 153
761. $6,686

The outer continental shelf and other offshore land are not included above.

The Government owns approximately 33.59% of the total acreage of the
United States, or 761 million acres (of which 352 million acres are
located in Alaska). This total includes 704 million acres of public domain
land (land vested in the United States by virtue of its sovereignty).

Cost represents cost to the Government, except that the cost of land
acquired through donation, exchange, devise, forfeiture or judicial proc-
ess is estimated at amounts the Government would have had to pay for
the properties if purchased at the date of acquisition by the Government.
Public domain land is included at no cost.

A committee of the House of Representatives reported as of June 30,
1972, that the estimated current value of the 704 million acres of public
domain land was approximately $29.9 billion. No similar reports are
available estimating current values for other land, mineral resources or
the outer continental shelf.

BUILDINGS, STRUCTURES AND FACILITIES

This category includes all real property owned by the Government except
land. Approximately $36 billion of the total at June 30, 1974, and $35
billion at June 30, 1973, reflects the acquisition cost of buildings,
whereas the balance includes the costs of acquiring or erecting dams.
utility systems, monuments, roads and bridges. The following table sum-
marizes the buildings, structures and facilities reported.

Millions
Agency or Department _ 1974 1973
BT FEEERE 05 vl oo 0 sros Soie o 80 55 & I $16,738 $16,859
Army—
Corps of Engineers ............. 14,309 13,752
Other .........ccoiiiviniiinnnn 12,105 11,898
NBEF S oo s o miam s 5 e e 2 & s gt 12,168 11,839
1121 e A e N R 9,018 8,885
Tennessee Valley Authority ........ . .. 4,769 4,490
Atomic Energy Commission ........... 4,171 4,061
ABHICHIRING oo vn s s @ik v 80 6 o 3 S s 3,035 2,914
il . R S S e i 2,471 2,475
General Services Administration ... .. ... 2:373 2,315
RABY . .. ot s w s i e o s 7,492 6,641
$88,649 $86,129

15




9. DEPRECIABLE PERSONAL PROPERTY

Depreciable personal property has been divided into two categories to
split out that portion which relates solely to defense of the nation from
that which may have nonmilitary applications. The assets are recorded
at acquisition cost and include only those which are currently in use or
in usable condition. The major components of each category are sum-
marized below.

Millions
Classification 1974 1973

Strategic and tactical military assets—
‘Aircraft and related equipment ...$ 51,032 $ 49,891
Ships and service craft . .. ....... 36,268 36,081
Combat and tactical vehicles .. ... 16,923 18,324
Missiles and related equipment . .. 9,746 9,255
Weapons .................... 1,091 509
Other (primarily ground support) . 4,853 3,610
$119,913 $117,670

Millions
Classification 1974 1973
Nonmilitary equipment—Department of
Defense—

Industrial plant equipment . ... .. .. $14,028 $13,833
Communication and electronics . ... 4,123 3,997
Mehieles . ... s s 5 5a s s s ¢ 2,149 2,168
CH OIS IS 5 B T 1,435 459
21,735 20,457
Atomic Energy Commission ........... 5,814 5,648
Maritime Administration . ............ 1,538 1,729
Tennessee Valley Authority ........... 1,348 1,206
U. S. Postal Service . ............... 1,158 984
Other agencies .................... 8,115 7,453
$39,708 $37,377

10. DEPRECIATION

Most Government agencies do not depreciate property and equipment.
Accumulated depreciation as of June 30, 1974 and 1973, for such
agencies was estimated based on available information; reported amounts
were used for those agencies (e.g., AEC and TVA) which do depreciate
property and equipment. The methods used to arrive at accumulated
depreciation for the major categories of property and equipment are
described below.

Buildings—Acquisition dates and original costs were obtained for all
buildings owned by the Government as of June 30, 1974, and ac-
cumulated depreciation was determined based on the number of years
each building had been owned.

Structures and Facilities—Net additions in this category were ob-
tained for the last 21 years, and accumulated depreciation was com-
puted under the assumptions that the balance as of June 30, 1953,
was one-half depreciated as of that date, that such balance would
be depreciated evenly over the remaining one-half of the estimated
useful life for this classification, and that there were no sales or
retirements since 1953 for this category. 1

|
el e il s s R |
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Military Assets and Nonmilitary Equipment—Net additions by major
category were obtained for the past 20 years for the Department of
Defense. Budget outlays for major equipment purchases were com-
pared to net addition amounts to arrive at estimated percentages for
retirements, and the available information and estimates were ex-
tended to cover all assets within these categories to arrive at gross
addition and retirement figures by year. Estimated useful lives were
then used to determine the remaining undepreciated portions of gross
additions.

Depreciation by year was computed on a straight-line basis with no
salvage values.

Useful lives were selected for major categories to spread the acquisition
costs over the periods during which the average asset in each group
could reasonably be expected to be useful at the time of acquisition. The
useful lives adopted for agencies for which estimates were required are
listed below.

Classification Life
Buildings, structures and facilities . .............. . .. 50 years
Ships and service craft . ...... . ... ... ... ... ... .... 30 years
Industrial plant equipment .. ... .. ... ........... .. 20 years
All other depreciable assets . ...................... 10 years

Accumulated depreciation balances so computed as of June 30, 1974
and 1973, are shown below by balance sheet classification.

Millions
Classification 1974 o 1973
Buildings, structures and facilities . . . .. $ 45,000 $ 43,700
Strategic and tactical military assets .. .. 63,500 59,700
Nonmilitary equipment ... ..... ... ... 20,000 18,100
OO s e v v 5% G008 ¥ SAE S e & 500 500
$129,000 $122,000

FEDERAL DEBT

The gross amount of Federal debt outstanding at June 30, 1974, and
June 30, 1973, consisted of the securities summarized below.

Millions
Type of Security __1974 _ 1973
Marketable—
Treasury bills - .o v cun won @ son wn $105,019 $100,060
Treasury notes . ............... 128,419 117,840
Treasury bonds ............... 33,137 45,071
266,575 262,971
Nonmarketable—
L S, Savings 'Bonde ; x vow e o o 61,921 59,418
Foreign series ................ 25,011 28,524
Government account series (special
issues related to specific funds). 115,442 101,738
OFHBE 500 5053 5555 950 5 csvs m w0 ri 5,286 4,666
Total Treasury obligations ... 474,235 457,317
Agency securities .. ................ 12,012 11,109
$486,247 $468,426
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Maturities of the outstanding marketable
following table.

Due Within
ONE VBTEL « s 0 oo © w40 5w G o bie 3
One fo five years .« sw s awn anis » v
Five toten years ................
Ten to twenty years .............
Twenty years or longer .. ..........

securities are reflected in the

Millions
1974 1973
..$139,942 $122,803
w17, 199 88,223
w20, 907 31,111
.. 17,403 14,477
o 5,074 6,357
$266,575 $262,971

The gross amount of Federal debt outstanding has been reduced by the
holdings of entities included in the consolidated financial statements.
The largest such reduction reflects the holdings of Government trust
funds. Significant trust fund holdings of Federal debt securities are sum-

marized below,

Trust Fund

Social Security Administration—

Federal old-age and survivors'
INSHFANGe: = 5 =55 s s veon ¢ a6 4

Federal disability insurance . ...
Federal hospital insurance .. ...

Federal supplementary medical
iNSUrance . ...............

Civil Service Commission—

Civil Service retirement and
disabliify ... . ... ces b ea s s

DHAEE & oot s o S0 SELid T E W

Department of Labor—Unemployment .

Department of Transportation—
FERAWAY ..o vt 5 oo 5l 5otivis B
DAL e Ms o saus el o 556 Gk

Veterans Administration . ..........

Federal Deposit Insurance Corporation .

OO & vanrs som © e sos wei o Hew S0

Millions

1974 1973
..$ 37,717 $ 35,501
.. 8195 7,803
- 7,864 4,222
- 1231 ' 700
55,007 48,226
.. 34,331 30,866
el o gy 1,468
36,003 32,334
o 12,121 10,957
" 7,599 5,550

o 878 —_
8,477 5,550
.. 7,567 7,428
5,861 - 5,636
ol 4,709 4,721
$129,745  §$114,852

Of the debt outstanding with the public at June 30, 1974, and June 30,
1973, approximately $57.7 billion and $60.2 billion, respectively, was
held by foreign and international investors.



12. RETIREMENT AND DISABILITY BENEFITS

Liabilities for military retirement benefits and for retirement and disa-
bility benefits provided under Civil Service have been recorded, irre-
spective of whether trust funds exist for the programs, because the
liabilities are those of the Government and not of the trust funds and
since the covered individuals worked directly for the Government. The
recorded amounts are based on the estimated present values of vested
benefits, which were derived from the actuarially computed present values
of future benefits (as computed by the Government) less the present
values of future employee contributions, if any.

The liability for Veterans Administration benefits represents the com-
puted present value of annual benefit payments, which have been esti-
mated by the Government to the year 1999.

The noncash provisions for retirement and disability benefits of $20.560
million for 1974 and $13,360 million for 1973 represent the combined
changes in the liabilities for Civil Service, military retirement and veterans’
benefits between years.

No attempt has been made to record liabilities for several other Govern-
ment plans providing future benefits, since the total liabilities for such
plans would not be significant in relation to those recorded and certain
basic information was not readily available.

13. ACCRUED SOCIAL SECURITY

The Government computes two estimates of future liabilities for Social
Security. These estimates are based on a present-value approach, taking
into consideration future contributions and benefits which have been
established by present laws. Beginning in 1972, benefits are automati-
cally adjusted for changes in the consumer price index. The first esti-
mate, usually referred to as the Official Actuarial Concept, indicates that
the excess of benefits to be paid to present and future participants over
anticipated receipts for the next seventy-five years on a present-value
basis is $1.312 trillion as of June 30, 1974. The second estimate, usually
referred to as the Full-Reserve Actuarial Concept, estimates that the
excess of benefits to be paid to present participants over contributions
by present participants on a present-value basis is $2.460 trillion as of
June 30, 1974. This estimate is based on concepts that more closely
approximate those used in the private sector.

# An accrual for Social Security benefits is refiected in the accompanying
financial statements because it appears that such benefits could not be
terminated or substantially curtailed without serious social and political
implications. Social Security receipts and dishursements are also in-
cluded in the Unified Budget. Further, in principle, the consolidated
financial statements and the accumulated deficit should reflect a liability
for the amount of future benefits that will not be covered by future
contributions under present law. Under this principle, inclusion of an
accrual would seem to be both proper and required. It is recognized that
the Social Security Act states that payments should be made only to the
extent of the trust funds and that covered individuals who have con-
tributed to the fund have no contractual right to receive benefits: however.
this does not negate the need to accrue a liability.

An argument could be made to support the current accrual in full of the
estimated present value of the difference between future revenue and
benefits, i.e., $2.460 trillion for the Full-Reserve Actuarial Concept.
However, it was concluded that a more realistic approach would be to
accrue for such amounts over a reasonable future period. In determining
such period, recognition was given to the fact that the estimated average
period for present participants to contribute revenue under the Full-
Reserve Actuarial Concept would approximate 25 to 30 years; further, the
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Government amortizes its prior service costs for Civil Service retirement
benefits over a thirty-year period, and any period up to 40 years could
be used to amortize prior service costs in the private sector. A period
of 30 years was used as a reasonable period in this regard for establish-
ing the amount to be accrued.

The estimated amounts by which the present values of future benefits
exceed future receipts, determined on an annual basis for the past five
years under the Full-Reserve Actuarial Concept, are as follows (in bil-
lions): 1970—%$415; 1971—$435; 1972—%$1,865; 1973—%$2,118; and
1974—%$2,460. Using the thirty-year period to amortize the increase for
each year results in an accrual of $416 billion as of June 30, 1974, and
$341 bhillion as of June 30, 1973, as reflected in the accompanying
balance sheet.

The noncash provisions for Social Security benefits of $75,090 million
for 1974 and $63,670 million for 1973 represent the changes in accrued
Social Security ‘between years.

CONTINGENCIES

Several Government agencies insure businesses and individuals against
various risks. The amount of insurance coverage in force, representing
the maximum contingent exposure of the Government, is summarized
below as of June 30, 1974.

Nature of Coverage Millions
Federal Deposit Insurance Corporation . ... ....... .. $ 442,000
Federal Savings and Loan Insurance Corporation. .. ... 220,000
Housing and Urban Development—Riot Reinsurance.. 175,000
Atomic Energy CommiSSiON . « v o owmw siem 5 on o om s 5 60,000
IR & sih s v o s o v sk b e Suus @ =0 @ e s 194,000
$1,041,000

The Government, under several agencies and programs, guarantees loans
made to businesses and individuals by non-Government enterprises, such
as commercial banks, and by privately owned, Government-sponsored
enterprises, such as Federal Land Banks. These guarantees become
assets and/or liabilities of the Government only when the Government
is required to honor its guarantees. Loan guarantees in force at June 30,
1974, are summarized below.

Amount

Outstanding

Guarantee Related To (Millions)

Federal Housing Administration .. ... . .......... ... $ 97,753
Veterans Administration . ........................ 27,053
Farm Credit Administration .. .......... ... ... .. .. 23,612
Federal Home Loan Bank Board .. ................. 20,733
Federal National Mortgage Association .............. 25,828
Other . Tmma L e m l Ch S N Sl 32,583
$227,562

The annual rental of real property leased throughout the world to the
United States Government is approximately $600 million.




15. RECONCILIATION OF BUDGET DEFICIT

The following tabulation reconciles the reported budget deficits for the
years ended June 30, 1974 and 1973, to the excess of expenses over
revenues reflected for each year in the accompanying statement of
revenues and expenses.

Millions
1974 1973
Reported budget deficit (Appendix 1) ..$ 3,460 $14,300
Add— ;
Noncash provisions for retirement and
disability benefits . ............. 95,650 77,030
DEDPIECIAtIBN -:oii vwh s s £.80 o b e 13,200 12,800
Net expenses of off budget agencies . . 2,675 607
111,525 90,437
Deduct—
Capital outlays ... ....... .. ...... 16,066 16,117
Net effects of accrual adjustments . . . 2,267 1,586
Revenue attributable to change in gold
Valtiation swe vus @ s h oaw £6 8 3es 1,157 —
Seigniorage .................... 321 400
Earnings of Federal Reserve . .. .. ... 68 - 61
19,879 18,164
Excess of expenses over revenues . .. .. $ 95,106 $86,573
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CERTAIN ECONOMIC QUESTIONS

Related to Consolidated Financial
Statements of the United States Government

The gross Federal debt increased from $250 billion in 1949
to $382 billion in 1970 and to $486 billion in 1974 (see
Appendix 1). The amount owned by domestic private investors
(as distinguished from foreign investors, trust funds and the
Federal Reserve) increased from $190 billion in 1949 to
$212 billion in 1970 and decreased to $207 billion in 1974.

What is the significance of these changes— will the Federal
debt approach a level where it will be difficult to obtain new
funds from the public? Is the gross amount approaching a
level where the carrying cost will be unduly burdensome?
Does this mean that between 1949 and 1974 the amount re-
quired to finance the increase of $236 billion in the gross
amount of debt had little impact on the capital available for
private purposes?

The amount of Federal debt owned by foreign investors in-
creased from $3 billion in 1949 to $14 billion in 1970 and
to $57 billion in 1974.

Has the rapid increase in Federal debt held outside the
United States created a serious potential for future prob-
lems? Is there a possibility of sizable amounts being returned
to the United States for sale or redemption, thus creating an
immediate drain on the national capital markets?

The amount of Federal debt held by Government trust funds in-
creased from $38 billion in 1949 to $97 billion in 1970 and
$140 billion in 1974.

Is it proper for trust funds to be invested in Federal securi-
ties? If so, when such funds are needed, does this create a
double requirement for our capital markets? What is the
merit of having an organization invest funds held in *‘trust"
in its own securities? Is this a major defect in concept of
“trust fund''? Would the implication be any different if states
and cities bought securities of their own governmental unit
for “trust funds”? Could the Government invest large sums
of trust fund money in the private capital markets without
disturbing these markets?

e The amount of Federal debt held by the Federal Reserve

increased from $19 billion in 1949 to $57 billion in 1970 and
to $80 billion in 1974.

What are the implications of continuing to increase the
money supply by purchasing more Federal securities?
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The average maturity of Federal debt has decreased from 5.3
years in 1965 to 3.0 years in 1974.

Does the substantial amount of debt in short-term maturi-
ties create a major uncertainty for our capital markets? Does
this also create a serious situation for Government when
combined with other demands for capital?

Transfer payments for retirement benefits and salaries for
Government employees are a significant portion of the total
costs of Government.

Can we adequately manage our financial affairs when re-
tirement benefits are indexed to inflation? From a control
standpoint, how can effective financial control be maintained
over such costs?

The accumulated deficit on an accrual basis has increased from
over $700 billion to over $800 billion from 1973 to 1974.

Is there any practical limit on the amount of the accumulated
deficit?

Retirement benefits, for both Social Security and retirement
programs for Government employees, have increased sig-
nificantly during the past few years.

Are the present values of future retirement benefits increas-
ing at rates that may substantially restrict the future financial
flexibility of the Government? Should the reporting and man-
agement policies imposed on the private sector by the
Pension Reform Act be extended to cover Government plans?

There are significant Government assets, such as certain land,
which could be sold if it were not required for public purposes.

Should the Government adopt a policy that all assets not
required for public purposes be sold under a controlled pro-
gram with such funds designated to pay for present liabili-
ties? Is the Government able to sell assets and use the funds
for new programs without the electorate realizing this under
the present reporting?

The additions to property represent a sizable investment each
year.

With the significance of capital outlays, should a standby plan
be developed whereby certain items would be delayed by
Government during high economic activity to provide jobs
during recession when the private sector has substantial
excess capacity? Can such interface be of prime benefit
to both the private and public sectors and reduce the cost
of unemployment and other transfer payments during periods
of low economic activity?

The amount of Federal Government transfer payments to
individuals has increased from $84 billion in 1973 to about
$98 billion in 1974 and is on an increasing trend.

With the size of transfer payments today, and with such
payments increasing during periods of low economic activity,




should the Government’s financial planning provide for sur-
pluses during periods of high economic activity?

® The excess of expenses over revenues in 1974 on an accrual

basis was over $95 billion,

Should the Government develop a five- or ten-year plan to
phase in a program to overcome such increases in accumu-
lated deficits?

Assets are valued at cost in conventional balance sheets. A
committee of the House of Representatives reported as of June
30, 1972, that the estimated current value of the public domain
lands was approximately $30 billion. No similar reports were
available estimating current values for other land, mineral re-
sources or the outer continental shelf. The accumulated deficit
as of June 30, 1974, on an accrual basis was in excess of
$800 billion.

Would the increase in values from cost for properties not
required for public purposes have a significant offsetting
influence on the accumulated deficit?

The United States dollar has been devalued twice in recent
years. A flexible exchange rate is now in effect.

Would the availability of consolidated financial statements
have an impact on the value of the dollar in world markets?

25




CONCLUSIONS AND RECOMMENDATIONS

For United States Government

Financial management systems and functions of the Federal
Government should be strengthened and integrated to achieve
financial accountability at all levels.

A strong and well-staffed central accounting department should
be established in the Executive Branch.

The accounting system should contain internal checks and
balances to assure reliability of the data produced. Such in-
ternal controls should be supplemented by annual financial
audits.

Accrual accounting should be adopted. This was recommended
by both Hoover Commissions and is required by Public Law
84-863, which was passed in 1956,

The Federal Government should take the leadership now in
developing fiscal responsibility by preparing and publishing
consolidated financial statements.
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APPENDIX 2

GOVERNMENT EXPENDITURES AND GROSS NATIONAL PRODUCT
Calendar Years 1929-1976

Government ex;ﬂanclnul'tasa
b
G,':"“I Amount ur‘::sa pg‘rcenlt:grz;ltct
product ‘ ‘ State l
Total Federal and local
Year State
(Billions) | Total Federal and local
1928.ccvnwann| 8 2031 $ 103 $ 26 $ 16 10.0 2.5 7.4
| T prmee 90.4 11.1 28 8.3 12.3 31 9.2
1931, ..., 75.8 12.4 42 8.2 16.4 5.5 10.8
1932 s 58.0 10.6 3.2 1.5 18.3 5.5 12.8
|1 e 55.6 10.7 40 6.7 19.2 1.2 12.0
1934........... 65.1 12.9 6.4 6.5 19.8 9.8 9.9
115 72.2 13.4 6.5 6.8 18.5 9.0 9.4
1838 ooz 82.5 16.1 8.7 74 19.5 10.5 9.0
1937 e 90.4 15.0 7.4 7.6 16.6 8.2 8.4
1938 ... .. . 84.7 16.8 8.6 8.2 19.8 10.2 9.7
L 1 90.5 17.6 89 8.6 194 9.8 9.5
1940 B 59,7 18.4 10.0 8.5 18.5 10.0 8.5
1941, . R 124.5 28.8 20.5 8.3 23.1 16.5 6.7
11, b S - 157.9 64.0 56.1 7.9 40.5 35.5 5.0
83 g 191.6 93.3 85.8 74 48.7 44.8 39
1944, ., 210.1 103.0 95.5 1.5 49.0 45.4 3.6
1945 . . 211.9 92.7 84.6 8.1 43.7 39.9 3.8
1946..... . 208.5 45.5 35.6 9.9 21.8 17.1 4.7
1947, . 231.3 42.4 29.8 12.6 18.3 12.9 5.4
1948 ) 257.6 50.3 34.9 | 15.5 19.5 13.5 6.0
1949 : 256.5 59.1 41.3 17.8 23.0 16.1 6.9
1950 . B 284.8 60.8 40.8 20.0 21.3 14.3 7.0
1951 - 3284 79.0 57.8 21.2 24.0 17.6 6.4
1952 i 345.5 93.7 71.0 22.6 27.1 20.5 6.5
1953, 364.6 101.2 77.0 24, 27.8 211 6.6
1954 . .. . 364.8 96.7 69.7 27.0 26.5 19.1 1.4
11T ' 398.0 97.6 68.1 29.5 24.5 17.1 7.4
1 LT E——— 419.2 104.1 /1.9 32.2 24.8 17.2 1.7
1957 o 441.1 114.9 79.6 35.3 26.0 18.0 8.0
1958. . Ny 447.3 127.2 88.9 38.3 28.4 19.9 8.6
1959, ... : 483.7 131.0 91.0 40.0 27.1 18.8 8.3
1960.. ... ) 503.7 136.1 93.0 43.1 27.0 18.4 8.6
1961... ... ... 520.1 149.0 102.1 46.9 28.6 19.6 9.0
B2 oo, 560.3 159.9 110.3 49,6 28.5 19.7 8.8
L 590.5 167.0 113.9 53.1 28.3 19.3 9.0
1964, ... . 631.7 175.6 118.1 57.5 21.8 18.7 9.1
1965........ ... 681.2 185.8 1234 62.5 21.3 18.1 9.2
1968 749.9 212.3 142.8 69.5 28.3 19.0 93
1] I 793.9 242.9 163.6 79.3 30.6 20.6 10.0
1968..... .. . . 864.2 270.2 1815 88.7 31.3 21.0 10.3
L] —— 930.3 287.9 189.2 98.7 30.9 20.3 10.6
1970 . a0l 976.4 312.2 204.5 107.7 32.0 20.9 11.0
1 [P 1,050.4 338.5 220.8 117.7 322 21.0 11.2
1872... - 1,158.0 372.1 244.7 127.4 321 21.1 11.0
1875... 1,294.9 408.0 264.2 143.8 31.5 20.4 11.1
1974..... oo 1,396.7 460.9 298.6 162.3 32.9 21.3 11.6
1975, ... ... .. 1,498.0 509.7 323.7 186.0* 34.0 21.5 12.4
1976. . 1,686.0 570.8 | 361.0 | 209.8* 33.9 21.4 12.4

a Expenditures on income and product account. They are on an accrual basis, include trust account transactions with the public, and
exclude capital transactions that do not represent current production, etc.
b Federal data include expenditures for grants-in-aid to state and local governments. These amounts have been excluded from state
and local expenditures to avoid duplication.
* Projected using straight-line interpolation of actual 1974 expenditures and projected 1977 expenditures.
Sources: Facts and Figures on Government Finance, 1973, Tax Foundation, p. 33.
Survey of Current Business Statistics, U. S. Department of Commerce, February 1975, pp. 15 and 16. 31
Economic Report of the President, U. S. Government Printing Office, February 1975, pp. 249 and 328.
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APPENDIX 3

HISTORY OF ACCOUNTING IN THE
UNITED STATES GOVERNMENT

1789—The first important legislation dealing with the fiscal authority of Con-
gress was the Treasury Act of 1789, which created the Department
of the Treasury. This Act established an auditor and comptroller within
the Treasury. The Treasury was to submit an annual report to Congress.

1921—The Budget and Accounting Act was passed by Congress in 1921. This
law made a number of important changes in the financial management
of the Government, the most significant being the creation of the Bureau
of the Budget and the General Accounting Office (GAQ). The Bureau
of the Budget was established in the Treasury Department to be ad-
ministered by a director who was responsible only to the President.
The GAO was established independent of the Executive Branch. It
became the auditing department for Congress and also kept the ledger
accounts for disbursing and collecting offices.

1933—In 1933, the President proposed that accounting should be the re-
sponsibility of the Executive Branch, and that auditing should remain
the responsibility of the Legislative Branch.

1937—In 1937, the Senate commissioned the Brookings Institute to study
the financial administration of the Federal Government. Among their
findings was, ‘‘there exists no control over the preparation of govern-
ment financial statements.”

1939—The Bureau of the Budget was transferred from the Treasury to the
Executive Office of the President.

1947—The Joint Program for Improving Accounting in the Federal Govern-
ment (JPIAFG) was established in 1947. This was the forerunner of
the present Joint Financial Management Improvement Program
(JEMIP).

1949—The first Hoover Commission recommended the creation of an “‘Ac-
countant General'’ in the Treasury to prescribe financial and adminis-
trative controls. The first Hoover Commission recommended use of
accrual accounting.

The Federal Property and Administrative Services Act was passed in
1949. This Act required the Administrator of the General Services
Administration (GSA) to work with the Comptroller General to formu-
late principles and standards for accounting for property and aid in
developing this segment of the accounting systems.

1950— The Budget and Accounting Procedures Act of 1950 gave the establish-
ment and maintenance of accounting systems to the individual agen-
cies. The GAO maintained its authority to prescribe accounting princi-
ples and standards. The GAO also was given the authority to approve
the accounting systems of the individual agencies, and prescribed
accounting principles and standards for Federal Agencies which re-
quired the use of accrual accounting to supplement the “‘obligation
basis of accounting in Government. Its primary function was now audit-
ing. It would make post-audits of operations and report to Congress.




1956—The second Hoover Commission made a strong recommendation for
accrual accounting and this led to Public Law 84-863 which required
all Government agencies to install accrual accounting ‘‘as soon as
practical.”

1967—The President’s Commission on Budget Concepts made several recom-
mendations as a result of its study in 1967. It recommended against
a separate capital budget, but called for a unified budget which
included the trust funds. The Commission recommended getting away
from the singular concern with the bottom line of the budget (surplus
or deficit), and emphasized the financing of the deficit. Most of its rec-
ommendations regarding the budget were adopted. However, it also
recommended accrual accounting and that the annual budget be pre-
sented on an accrued expenditure basis. This was endorsed by two
Presidents but was not implemented during their administrations.
Again, the Congress appeared to prefer the ‘‘obligation"’ type budget.
There were some improvements made in accruals for the year-end
statements of the Federal Government, but not always at the ‘installa-
tion or operating level.

1970—The President created the Office of Management and Budget (OMB),
replacing the Bureau of the Budget. The Legislative Reorganization
Act directed OMB and Treasury to modernize budget and fiscal man-
agement through installation of a new EDP system. To date, this
project is still in the planning phase.

1973—The President transferred much of the Executive Branch responsibility
for accounting and financial reporting from OMB to GSA. In addition,
the administrator of GSA was made a member of the JFMIP.

1974—The Congressional Budget and Impoundment Act of 1974 created the
Congressional Budget Office and a new budget committee for each
house of Congress. The new budget committees and the Congressional
Budget Office were charged with the responsibility for overseeing the
Congress’ work on the budget and insuring that the budget was re-
viewed as a whole and not just by individual appropriation. The new
Congressional Budget Office is to be the OMB of the Legislative
Branch of Government—coordinating and assisting the work of the two
Congressional budget committees.
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APPENDIX 4

ACCOUNTING AND REPORTING QUESTIONS RAISED BY
ILLUSTRATIVE CONSOLIDATED FINANCIAL STATEMENTS

With respect to the illustrative financial statements, the following are some
of the accounting and reporting questions that arise.

—Are the criteria established herein for including Government and quasi-
Government entities in these statements appropriate to best reflect the
overall financial position and operating results of the Government?

—~Should future retirement and Social Security benefits as shown be treated
as liabilities?

—Should increases in the official rate for gold be treated as income?
—Should individual income taxes receivable be recorded on an accrual basis?

—Does the Government have adequate procedures to properly account for
inventory items on hand?

—Have “‘excess materials awaiting disposition'’ been stated at net realizable
values?

—Does the Government have adequate procedures to properly account for
capital assets?

—Is it appropriate for the Government to capitalize and depreciate the cost of
assets?

—Are reserves for loan guarantee defaults and other contingencies required
to reflect potential losses or present liabilities?
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APPENDIX 5

EXCERPTS FROM SECTION 3 OF SECURITIES ACT OF 1933

Exempted Securities

Sec. 3. (a) Except as hereinafter expressly provided the provisions of this
title shall not apply to any of the following classes of securities:

Securities of Governments and Banks

(2) Any security issued or guaranteed by the United States or any territory
thereof, or by the District of Columbia, or by any State of the United States, or
by any political subdivision of a State or Territory, or by any public instru-
mentality of one or more States or Territories, or by any person controlled or
supervised by and acting as an instrumentality of the Government of the United
States pursuant to authority granted by the Congress of the United States—
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