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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

DIGEST _----- 

WHY THE REVIEW WAS MADE 

GAO was asked to comment on state- 
ments by a State employment secu- 
rity agency offlclal that a chanqe 
ln the policy for funding admlnlstra- 
tive expenses may Jeopardize true 
reportinq of activity time and con- 
sequently lnvalldate the State's cost 
accounting system GAO concurred 
;na;je;eJobservatlons (See pp 

GAO also studied the matter further 
to find the reason for the change 
hy the Manpower Admlnlstratlon, rle- 
partment of Labor, and to find al- 
ternative solutions which would 
insure accurate accountinq informa- 
tion 

For fiscal year 1974 Federal funds 
of more than $1 bllllon are being 
requested for admlnlstratlve ex- 
penses of the State employment secu- 
rity agencies The aqencles oper- 
ate ln the 50 States, the Dlstrlct 
of Columbia, Guam, Puerto Rico, and 
the Vlrqln Islands 

FINDINGS AND CONCLUSIONS 

The Department of Labor arants obll- 
gatlonal authority to each State from 
several Federal fund sources and 
relies on the States to account for 
the funds, however, the Department 
1s responslhle for comolylng with 
the Antldeflclency Act (31 U S C 
665) 

LKISLATION FlEEDEll TO SIMPLIFY THE 
FCWRAL FUNf)I% OF STATE EYPLOY"IENT 
SECURITY A~;EKIESI AIXIINKI-RATIVE 

I / EXPWES 
department of Labor B-175349 

!Intll recently obllqatlonal author- 
lty was granted to the States with 
a llmltatlon placed on the total 
funds provided, even thouqh funds 
were provided from several sources 
I'lurlnq fiscal year 1972 the Depart- 
ment advlsed the States that the ob- 
llgatlonal authority would annly to 
each of the various fund sources, 
rather than to the total funds pro- 
vided, and that an overcharqe to any 
fynd source would he regarded as a 
vlolatlon of the Antldetlciencv Act 

Several States complained when the 
Department changed its policy They 
pointed out that, since services are 
slmllar, employees are used on varl- 
ous programs as required Such use 
1s more efflclent and economical than 
allowlnq emnloyees assigned to a 
particular proqram to remain idle 
while additional employees are hired 
to help ln another proqram 

State offlclals contend that the 
current lnstructlon could force 
State agencies to charge their ex- 
penses to proqrams which have remaln- 
lnq funds rather than to proqrams to 
which they actually relate This 
would, in effect, negate the benefits 
of the States' cost accountlnq sys- 
tems and result ln reoortlnq lncor- 
rect information reqardlnq operat- 
inq costs of the programs. (See 
P 4) 

Leqislatlon 1s needed to simplify 
the Federal funding of admlnlstra- 
tlve expenses of State aqencies. 

Tear Sheet Upon removal the report 
cover date should be noted hereon JULY23,1973 



WIthout 'this legislation the Depart- 
ment IS fac.ed with the dilemma of 
either (1) requiring that State 
agencies correctly report,the use 
of funds and thereby run'the risk 
of vlolatlng the An"tldeflclency 
Act for particular fund sources or 
(2) allowing the State agencies to 
incorrectly report fund usaqes to 
avoid recordlna and dlscloslng such 
violations (See P 4 1 

There are several alternatives which, 
GAO believes, can solve the dilemma 
However, to achieve this, conqres- 
;lynal action 1s needed (See p 

RECOMMENDATIONS 

We recommend that the Secretary of 
Labor request legislation embracing 
some form of Joint funding and per- 
mlttlnq State agencies to obligate 
administrative expenses aqalnst a 
single allocation of funds (See 
P 8) 

AGENCY ACTIONS 

The Department aqrees that there 
IS a need to slmpllfv the Federal 
fundlng of admlnlstratlve expenses 
of State aqencies Moreover, the 
Department and the Office of Manage- 
ment and Budget concurred in the 
prlrlclple of provldlnq some type 
of Joint fundsnq that would permit 
States to obligate administrative 
costs against a single limitation 
The Department has agreed to re- 
quest such legislation as recom- 
mended (See P 8 ) 

MATTERS FOR CONSIDERATION 
BY THE CONGRESS 

The C'onqress should consider leqis- 
latlon to simplify the fundlnq of 
admlnlstratlve expenses for State 
aqencies GA!3 1s suqgestlnq sev- 
eral alternatives to accomnllsh this 
obJective, which the Deoartment has 
agreed to consider in preparing Its 
request for lesislation (See 
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CHAPTER 1 

INTRODUCTION 

The Department of Labor was established on March 4, 1913 
(37 Stat 736) Its responslbllltles are based on the act 
creating It and on subsequent leglslatlon The Manpower Ad- 
minlstratlon, a component of the Department of Labor, admln- 
lsters the Federal-State Employment Security programs which 
are carried out by State employment security agencies In the 
50 States, the Dlstrlct of Columbia, Puerto RICO, Guam, and 
the Vlrgln Islands The services include paying persons cov- 
ered by unemployment insurance, collecting unemployment taxes, 
assisting in Job placement, making allowances for training and 
relocation, asslstlng employers in analyzing their requlre- 
ments, and aiding communltles in developing employment 
opportunities 

Our review concerned the funding of the admlnlstratlve 
expenses for these programs which 1s estimated at $1 billion 
for fiscal year 1974 We tried to identify the problems in 
accounting for admlnlstratlve expenses by the Department and 
by the State agencies for grants funded under the Federal- 
State Employment Security programs We studied Department and 
State pollcles and procedures for accounting for funds granted 
to the States and discussed the accounting for these funds wit1 
offlclals of the Department and with representatives of two 
States We also reviewed related documents obtained from the 
Department 
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CHAPTER 2 

FUNDING OF STATE EMPLOYMENT 

SECURITY AGENCIES’ ADMINISTRATIVE EXPENSES 

Leglslatlon 1s needed to slmpllfy the Federal fundlng of 
admlnlstratlve expenses of State agencies Our review of 
Federal and State pollcles and procedures for accounting for 
funds granted to the States indicated that current funding 
arrangements tend to discourage the States from accurately 
accounting for costs by program 

Under present legislation the Department 1s faced with 
the dilemma of either (1) risking vlolatlon of the Antl- 
deficiency Act for particular fund sources even though funds 
are available through other sources or (2) allowing the State 
agencies to incorrectly report fund usages to avoid recording 
and dlscloslng such vlolatlons 

CONTROL OF OBLIGATIONS UNDER 
PRESENT fUNDING ARRANGEMENTS 

The Department grants obllgatlonal authority to each 
State from several Federal fund sources and relies on the 
States to account for funds, however, it 1s responsible for 
complying with the Antldeflclency Act The Department obtains 
funds from direct approprlatlons and by transfers from several 
approprlatlons made to other agencies Obllgatlon authority 
of more than $1 bllllon 1s being requested for admlnlstratlve 
expenses in 1974 through eight different funding authorities 
Fund sources for 1974 and the amounts of obllgatlonal author- 
ity estimated to be granted to the States for each are shown 
in appendix I 

The State admlnlstratlve expenses are predominantly for 
personal services, State employees interview, test, and coun- 
sel applicants to determine ellglblllty, capability, and 
avallablllty for placement in various tralnlng programs or 
directly in a Job and determine ellglblllty and make payments 
of authorized financial benefits to lndlvlduals 

Since the services are slmllar, employees are used on 
various programs as required Such use 1s more efficient and 
economical then allowing employees assigned to a particular 
program to remain Idle while additional employees are hired 
to help in another program The State accounting system 1s 
designed to charge costs to the programs where the work 1s 
done and to dlstrlbute the related obllgatlons to the flnanc- 
ing appropriations 
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Until recently obllgatlonal authority granted to each 
State for Its admlnlstratlve expenses was allowed to be con- 
sidered as a single llmltatlon even though funds were provided 
from several sources Actual admlnlstratlve costs and obll- 
gatlons Incurred by programs were then reported by the States 
wlthout regard to each fund source llmltatlon It was antic- 
ipated that, although overobllgatlons might be reported by 
some States for a particular fund source, these would be off- 
set by underobllgatlons reported by other States 
late In fiscal year 1972, 

However, 
admlnlstratlve expense funds author- 

ized for some programs were being eiceeded by several States, 
and It appeared that overobllgatlons of lndlvldual funds on an 
overall basis might result To avoid vlolatlons of the Antl- 
deflclency Act, which llmlts obllgatlons to the amount avall- 
able from each approprlatlon, 
States ’ 

the Department resclnded the 
authority to combine obllgatlonal authority (referred 

to as bottom-line authority) 

Under current procedures each State 1s required to fur- 
nish the Department with a monthly Status of Obllgatlonal Au- 
thorlty report which, for each fund source, compares obllga- 
tlons Incurred with obllgatlonal authority The Department 
Instructed the States in August 1972 to llmlt reported obllga- 
tlons for each fund source to the fund’s obllgatlonal author- 
ity and, when obllgatlons incurred exceed these amounts, to 
adJust reported obllgatlons so that an overobllgatlon would 
not be disclosed 

In January 1973, the Department rescinded this lnstruc- 
tlon and directed that no adlustments be made The Depart- 
ment advised the States that any overcharge to an approprla- 
tlon, If not covered by addltlonal fundlng, would be regarded 
as a potential vlolatlon of the Antldeflclency Act and as 
cause for disallowance during a subsequent audit 

CONCERNS EXPRESSED BY STATES ON ACCOUNTING 
FOR ADMINISTF!ATIVE EXPENSES 

Several States complalned when the Department rescinded 
bottom-line authority For example, on May 4, 1972, the ad- 
mlnlstrator for the Employment Dlvlslon, Oregon State Employ- 
ment Service, informed the Department that that State’s 
managers would be coerced by fundlng constraints to see that 
employees report their time as budgeted rather than as actu- 
ally worked 
may Jeopardize 

Thus he pointed out that emphasis on funding 
true reporting of actlvlty time and conse- 

quently Invalidate the State’s accounting system results 
The admlnlstrator sent a copy of his letter to the Chairman, 
House CommIttee on Government Operations The Chalrman of 
that Committee’s Subcommittee on Intergovernmental Relations 
sent the letter to GAO on May 11, 1972, for comment On 



June 13, 1972, we replied that we concurred in the Oregon 
offlclal’s observations 

The acting commlssloner of the Washington State Employ- 
ment Security Department slmllarly informed the Department in 
May 1972 that removing bottom-line authority would “kill the 
State’s cost accounting system as an accurate measure of true 
program cost” and that, If the States were held to program 
budget slgures, honest time reporting would “be a figment of 
the lmaglnatlon ” 

A Department official advised us that States’ objections 
to removing bottom-line authority were widespread In March 
1972 the Admlnlstratlve Financing Committee (comprising State 
Employment Security Agency representatives from 11 States) 
of the Interstate Conference of Employment Security Agencies 
(ICESA) resolved that removing bottom-line authority pre- 
vented State agency managers from proper use of their re- 
sources and recommended that the ICESA Executive Committee 
act to Insure the return of bottom-line authority 

In June 1972 the Executive Commlttee, which included 
State Employment Security Agency representatives from 11 other 
States and Puerto Rico, unanimously approved the resolution 
and, accordingly, the ICESA president brought the matter to 
the Department’s attention In a June 9, 1972, letter to the 
Department, the ICESA president stated that 

“* * * the obJective of the [State] Cost Accounting 
System [prescribed by the Department] was to secure 
an honest accounting of the cost of speclflc pro- 
grams and actlvltles That system 1s an excellent 
management tool, but only so long as personnel 
functlonlng wlthln it are motivated to report costs 
honestly It 1s suggested that removal of bottom 
line authority will result In State agencies and 
personnel being inclined perhaps to ‘put the costs 
where the dollars are, ’ resulting in the Cost Ac- 
counting System becomlng inaccurate and useless ,as 
a management tool Further, it 1s suggested that 
it 1s technlcally lmposslble for a State agency to 
know on a current day-to-day basis what its posl- 
tlon zs in regard to funding expenditures In each 
par titular program, so as to come out even at the 
end of a reporting period with the allocation in 
each program Thus, unless unhappily the figures 
at the end of each reporting period were adlusted 
to fit the allocation, the flexlblllty of bottom 
line authority to some extent at least 1s 
essential ” 
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During a vlslt to the Oregon State Employment Service to 
review that agency’s lmplementatlon of the Department’s pre- 
scribed accounting system, 
funding-reporting system- 

Oregon offlclals described the 
-which was used before bottom-line 

authority was Implemented- -as a vlclous circle costs would 
be reported in the same amounts as budgeted and these costs 
In turn, would be used to prepare future budgets There wa; 
a constant wldenlng of the gap between reported and actual 
costs to the point that reported costs had little resemblance 
to actual costs Oregon offlclals looked favorably upon 
bottom-line authority as a means of breaking this circle and 
of being able to determine actual costs by program In order 
to better support management declslons 

In November 1972 be vlslted the Department’s Denver 
Regional Manpower Admlnlstratlon office and the Colorado 
State Employment Security office Offlclals of these offices 
said that the reclslon of bottom-line authority and the then- 
current requirement for the State to adlust reported obllga- 
tlons so that an overobllgatlon would not be disclosed may 
cause the States to instruct their employees to charge their 
time to programs having remalnlng unobligated funds rather 
than to programs on which they actually worked The States 
could then avoid making monthend adlustments, and the State 
agency’s accounting system would indicate that no fund sources 
were exceeded and no adlustments or report showing actual 
costs dlfferlng from reported obllgatlons would be required 
This, of course, 
costs have little 

would return the sltuatlon where reported 
relatlonshlp with actual costs 

The Department’s subsequent lnstructlons prohlbltlng ad- 
Justments and providing that approprlatlon overcharges may be 
disallowed could also encourage the State agencies to have 
their employees charge their time to actlvltles having remaln- 
lng funds rather than to actlvltles on which they actually 
worked 

One of the primary beneflclarles of a good accounting 
system with true reporting of costs 1s the Congress itself 
When admlnlstratlve costs by program differ from approprla- 
tlons therefor, the Congress can make more informed Judgments 
as to future funding levels needed, whether to continue the 
program, and whether to continue to have State agencies ad- 
mlnlster the program or to seek other means to accomplish the 
program goals 

Whenever admlnlstratlve expenses are adJusted to funding 
levels, 
rectly , 

directly or by purposefully reporting of time lncor- 
reports to the Congress will incorrectly show operat- 

ing results In about the same amounts as were appropriated 



RECOMMENDATION 

We recommend that the Secretary of Labor request some 
form of ~omt fundlng leglslatlon to slmpllfy the fundlng of 
administrative expenses for State agencies by permitting the 
States to obligate admlnlstratlve expenses against a single 
allocation of funds and to report actual admlnlstratlve costs 
for lndlvldual programs Several alternatives for meeting 
this ObJectlve are dlscussed In chapter 3 

AGENCY ACTIONS 

The Department agrees that the funding of admlnlstratlve 
expenses of State agencies needs to be slmpllfled Moreover, 
the Department and the Office of Management and Budget con- 
curred in the prlnclple of provldlng some type of Joint fund- 
ing that would permit States to obligate admlnlstratlve costs 
against a single limitation The Department agreed to request 
such leglslatlon 
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CHAPTER 3 

MATTER FOR CONSIDERATION BY THE CONGRESS 

The Congress should consider some form of Joint funding 
leglslatlon to permit State agencies to obligate admlnlstra- 
tlve expenses against a single allocation of funds The fol- 
lowing alternatives could be considered 

--Llmltlng the Department’s responslblllty under the 
Antldeflclency Act to total funds avallable to State 
agency admlnlstratlon Instead of to each available 
fund source 

--Establlshlng an admlnlstratlve operations fund similar 
to that authorized for the Department of Housing and 
Urban Development 9 the Federal Home Loan Bank Board, 
and the General Services Admlnlstratlon 

--Providing one approprlatlon for all State agency admln- 
istrative expenses 

--Provldlng some other type of Joint fundlng 

If the Congress authorizes some form of Joint fundlng, 
the various approprlatlons and funds available to the Depart- 
ment for State agency admlnlstratlon could be merged The 
Department could then issue a total obllgatlonal authority to 
each State to finance all admlnlstratlve work under the varl- 
ous programs authorized and active In the State The Antl- 
deficiency Act would apply to the total of merged funds rather 
than to the lndlvldual fund sources 

tlons 
Each State would be required to llmlt its total obllga- 

to the total authority received from the Department and 
to report perlodlcally on those obllgatlons Each State would 
also perlodlcally report actual admlnlstratlve costs Cunad- 
Justed) by program to the Department where they would be com- 
pared with proJected or budgeted costs and analyzed to promote 
more efficient State operations The Department would also 
accumulate total reported admlnlstratlve costs for each pro- 
gram for all States combined to enable preparation of more 
accurate future budget requests 

We believe that Joint funding leglslatlon would be most 
practical because It would satisfy the requirements of the 
Congress, the Department, 
ties, 

the State employment security agen- 
and other agencies that support the programs Joint 

funding would (1) provide for the same basic approprlatlon 
structure and approprlatlon process as In existence, 
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(2) establish the framework for improving the rellablllty of 
financial reports and financial lnformatlon, (3) recognize 
the pollcles and procedures employed by the States in manag- 
ing and controlling admlnlstratlve funds, and (4) provide the 
Department with the capability to comply with the requirements 
of the Antldeflclency Act while performing Its mlsslon 

The Department agreed to consider the above suggestions 
in preparing its request for legislation 
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APPENDIX I 

APPROPRIATIONS REQUESTED WHICH INCLUDE AMOUNTS TO BE MADE AVAILABLE 

TO STATE EMPLOYMENT SECURITY AGENCIES 

FOR ADMINISTRATIOh 

Fzscal year 1974 

SO"*C.S 

AvaIlable for 
state 

ELge”CleS 
Total (admlnls 

program tra410") 
Purpose and 

llmltatlo”s on states 

(000 omztted) 

Department of Labor Approprratlo” Act 
Department of Labor 

Manoower Adminlstratlon 
. Trust funds 

Llmltatlo” on grants to $ 817 400 $ 817 400 Pay State unemployment compensatlo” to 
States for unemployment elxgible workers collect State unem 
msurance and einploy 
merit services 

ployment taxes from employers assxst 
workers I” obtalnlng employment assist 
employers I” resolving their manpower 
problems 

$28 mllllon contingency to be used only 
to meet cost ~“creases from State law 
changes from increases I” claims flied 
and claims pald and from State salar) 
increases 

General and special funds 
Federal grants to States 

for employment servlces 
64 400 

Manpower Training Services 1 340 000 

Bureau of Labor Statlstlcs 
General and special funds 

Salaries and expenses 47 400 

Agrxulture Environmental and Consumer 
Protectlo” Approprlatlo” Act 

Department of Agriculture 
Food and Nutrrtlo” Servrce 

General and special funds 
Food Stamp program 2 195 750 

De artment of Health Educatlo” and 
R elfare Approprlatlon Act 

Department of Health Education and 
Welfare 

Social and Rehabllltatlo” Service 
General and special funds 

Work Incentives 534 434 

Social Secwity Admlnlstratlon 
Trust funds 

Lumtatlon on salarzes and 
expenses 325 560 

Offqe of Emergency Preparedness 4ppro 
prlatlon Act 

Office of Emergency Preparedness 
Disaster relief 100,000 

64 400 hew appropriation I” 1973 for employ 
ment seL”rxty services not chargeable to 
the above In accordance with the em 
ployment security amendments of 1970 
Public Law 91 373 

55 130 Screen test and counsel unemploytd and 
underemployed persons for placement I” 
traxnlng programs under the Manpoker De 
w;;;;yt and Tralnlng Act of 1962 as 

the Economic Opportunit) Act of 
1964, as amended and the Trade Expansion 
tct of 1962 AlSO to pay allor a”< es to 
ce~taln enrol ees I” these programs to 
adlllnlstcr a omputeri ad job placement 
program ana to develop labor market I” 
e0rm3t10n 

2 415 In coopelatro” klth the Bureau of labor 
statistics c..evelop statlstlLs on cur 
rent employment and on labor turnover 

16 000 Screen test and counsel Food Stamp 
reclplents for job development and em 
p1oyment 

75 000 screen test and counsel lndlvlduals 
recexvlng support from the aid to faml 
lies wth dependent children program for 
employment work experience and train 
=“g 

200 Sur\ev light and sedentary Jobs for use 
bv the Social Security Admlnlstratlo” I” 
e\aluatrng applicants applxlng for phys 
lcal dlsahllltr benefits 

JOU Assist 1” lmplemcnting disaster relief 
p**g*?llW 

$1,030,845 
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APPENDIX II 

PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF LABOR 

RESPONSIBLE FOR ACTIVITILS 

DISCUSSED IN THIS REPORT 

Tenure of offlce 
From To - 

SECRETARY 
James D Hodgson 
Peter J Brennan 

ASSISTANT SECRETARY FOR MANPOWER 
Malcolm R Love11 
Paul J Fasser, Jr (acting) 
Wllllam H Kolberg, Jr 

DEPUTY ASSISTANT SECRETARY FOR 
MANPOWER 

Paul J Fasser, Jr 

July 1970 Feb 1973 
Feb 1973 Present 

July 1970 Jan 1973 
Jan 1973 Apr 1973 
API 1973 Present 

Ott 1970 Apr 1973 
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Copies of this report are avaIlable at a cost o$ $1 

from the U S General Accounting Office, Room 64’17, 

441 G Street, N W , WashIngton, D C 20548 Orders 
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