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I. SUMMARY AND MAJOR CONCLUDING OBSERVATIONS 

1. The County government uses a process in which identified direct 
and indirect costs associated with providing goods and services by one 
County government agency to other agencies are budgeted and accounted for 
under a "chargeback" system. · Although the term "chargeback" is not found 
in any standard text on budgeting or accounting, it has widespread 
acceptance and use in local governments. 

2. Under a chargeback system, the funds required by the service 
"provider" agencies to pay for costs associated with producing the goods 
or services are apportioned and appropriated in.the operating budgets of 
the agencies who "use" the goods or services. 

3. The County government operates four services under the 
"chargeback" system: motor pool, computer center, printing and mail, and 
self-insurance. All are examinded in this report except self-insurance 
which will be the subject of a separate OLO report. 

4. The major concluding observation is that the chargeback system is 
essentially an accounting system and is useful in identifying the majority 
of costs associated with providing a service and in apportioning and 
appropriating the funds for that service. However, the report concludes 
that the County government's chargeback system is of marginal value and 
usefulness in satisfying the following additional objectives: 

a) To determine total costs of providing a specific, charge back 
service. 

b) To assist managers of service provider agencies. to: 

.facilitat~ more efficient planning on the level of service 
to be offered; 

.react to changing demands for their services; 

.make them self-supporting through chargebacks; and 

.hold them accountable for allocated chargeback funds. 

c) To assist managers of service user agencies to: 

.facilitate more efficient planning on the level ·of service 
to_be received; 

.use the costs for in-house services as a comparison for 
selecting similar services from an outside commercial firm; 

.force them to operate within their budgeted amount for a 
specific charged-back service; 

.encourage them to be more cost-conscious in the use of 
the charged-back services; and 

.hold them accountable for appropriated chargeback funds. 



II. AUTHORITY, SCOPE AND METHODOLOGY 

1. Authority. Council Resolution 10-559, subject: CY1984 Work 
Program of the Office of Legislative Oversight, adopted January 31, 1984. 

2. Scope. To review the validity of the original goals and 
objectives in creating the three County chargebacks systems (internal 
service funds): motor pool, management information services and printing 
and mail serviceo Not included in this revie~ is the self-insurance 
internal service fund as it will be examined as part of the OLO Risk 
Management Project. 

3. Methodology. This evaluation was conducted during the months 
of June and July 1984 using a variety of fact finding techniques to 
include a review of public documents (memoranda, studies and reports); 
interviews with management and staff of service providers and user 
agencies; interviews with personnel of other County public agencies 
(M-NCPPC) and other jurisdictions (Fairfax, Prince George's and Arlington 
Counties}; and interviews with appropriate personnel of national 
accounting firms experienced in auditing internal service funds. 

III. OVERVIEW AND DEFINITIONS 

/' 

1. Overview. For over a decade the term "chargeback" has been 
used to describe a budgeting and accounting process in which identified. 
costs associated with providing goods or services by a County government 
agency are appropriated in the budgets of the agencies receiving the goods 
or services and reimbursed to the agency providing those goods and 
services. Although this definition of chargeback is not found in any 
standard text on budgeting or accounting, it has widespread acceptance in 
local governments. (Note: the term Reimbursable Expenses is used to 
describe a similar "chargeback" process in the Federal Government). The 
County government provides the following four categories of services under 
the chargeback system, each financed and accounted for by an Internal 
Service Fund: motor pool, computer center, printing and mail and 
self-insurance. 

County government agencies also receive other goods and services 
from agencies within and outside the County government for which funds are 
budgeted to the receiving agency. Included in this category are telepho~e 
services, small stores (office supplies), office equipment maintenance, 
uniforms, etc. These services are sometimes incorrectly labeled as 
chargebacks. The primary distinction between the four c~argebacks and the 
above category of services is that chargeback services are totally 
provided by an internal government agency with all direct and most 
indirect costs associated with providing the service funded in the budgets 
of the user agencies. In contrast, only partial funding is provided in 
user agency budgets for the above category of .services. · To cite an 
example in the case of telephone services, the Council appropriates funds 
in the operating budget of the Department of Facilities and Services to 
pay for the central telephone office personnel and equipment, installation 
and repair of telephone instruments and other overhead expenses. 
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Appropriated in the operating budget of each government agency are funds 
to pay for the telephone instruments installed in that agency, long 
distance calls, and a prorated share of the cost ·of leased lines and 
message units. 

As stated earlier, this report will examine the chargeback system 
as it relates to three services: motor pool, printing and mail and 
computer center. Self-insurance will be the subject of a future OLO 
report. 

2. Definitions. 

a) Agency. A department, office or special fund within the 
County government or a governmental unit outside County government which 
receives an annual appropriation from the County Council. 

Using Agency. - the agency which receives·goods or 
services from a providing agency. 

Providing Agency. - the a~ency which provides goods or 
services to a using agency. · . 

b) Direct Costs. Those expenses whJch can be charged 
directly as a part of the cost to produce goods or services as 
distinguished from overhead and other indirect costs. Examples of direct 
costs include: personnel services (salaries and fringe), operating 
expenses, raw materials, and depreciation of capital (fixed) assets. 

. c) Indirect Costs (Overhead). Those expenses necessary in 
the production of goods or the performance of services which are of such a 
nature that the amount applicable to the product or service cannot be 
determined accurately or readily. Examples of indirect costs include: 
rent, utilities, management, and personnel and legal support. 

d) Internal Service Fund. A fund established to finance and 
account for goods or services provided by one agency to other agencies of 
the government, or to other governments, on a cost-reimbursement basis. 
In the County government there are four Internal Service funds: Motor 
Pool, Management Information Services (computer center), Central 
Duplicating (printing and mail), and Self-Insurance. 

e) Services. For the purpose of this report, services als~ 
include goods and products. 

IV. DESCRIPTION OF THE CHARGEBACK SYSTEM 

1. General. The use of a form of chargeback in County government 
can be traced back to the mid-1950's when an equipment motor pool fund was 
established whereby County agencies reimbursed that fund for the use of 
vehicles and certain heavy equipment. However, it was not until the 
1970's that the motor pool chargeback system as presently structured was 
developed. At approximately the same period, the County Council directed 
the establishment of a system of chargebacks for printing and mail and the 
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entire management systems operations. In this section of the report each 
of these three chargeback systems will be described in detail. 

2. Motor Pool (Vehicles and Equipment) Chargeback 

a) Funding for the County's motor vehicle and equipment fleet 
is provided through the Motor Pool Fund. This Internal Service Fund 
finances and accounts for fleet p~rts, fuel, lubricants 9 technical 
services and facilities which are furnished by the Department of 
Transportation's Equipment Division to the various departments of County 
government, the State's Attorney's Office and Sheriff's Department. With 
the exception of funding for additional vehicles and equipment for 
expansion, all costs related to vehicle and equipment operations and 
maintenance are included in the annual operating budget for the Equipment 
Di vision with funding pro,vided by revenue received in the form of 
chargebacks from the agencies which use the vehicles and equipment. 

b) The total costs to operate the Equipment Division and 
maintain the motor vehicle and equipment fleet are allocated to the 
various categories of vehicles and equipment as a fixed (flat) charge and 
as a mileage (operating) charge. The fixed and mileage charges differ 
between categories of vehicles and equipment and are determined from five 
major cost components. 

(1) Overhead and indirect personnel expenses (salaries 
and fringe for administrative personnel, stock room 
personnel and mechanics helpers; utilities, 
advertising, and outside labor services). 

(2) Insurance. 

(3) Replacement (depreciation) of all ~ehicles and 
equipment except buses. 

(4) Parts and labor (spare parts, oil, lubricants, 
antifreeze, tires, batteries; and salaries and fringes 
for mechanics, welders and auto body repairmen). 

( 5) Fuel. 

c) The first three components constitute fixed (flat) 
charges, the latter two, mileage (operating) charges. 

d) An agency's budget appropriation for motor pool is 
determined by the agency's anticipated use of vehicles and equipment and 
the fixed and operating rates which are computed annually by the Equipment 
Division and published in the manual which is used in preparing the 
operating budget. 

e) Currently the Equipment Division is self-supporting. 
After a number of years of operating at a deficit, the Motor Pool Internal 
Service Fund has operated without a deficit since FY82. At the end of 
FY83 (June 30~ 1983), the Motor Pool Internal Service Fund had retained 
earnings of $1,651,794 which equates to 14% of that fiscal year's charges 
for services. 
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3. Printing and Mail Services Chargeback. 

a) Beginning in July 1975 (FY76) The Council included 
services provided by the Printing and Mail Services Division of the 
Department of Facilities and Services in the chargeback system. Services 
under this category include printing (to include all related operations 
such as typesetting, collating, stapling, binding, etc.), duplicating, 
postage, mailing and interoffice mail delivery. Not included are outside 
printing by commercial firms and the use of commercial package express 
services such as Federal Express and Emory, which are paid directly· to the 
commercial firms with funds appropriated in the operating budget of the 
agencies using these services. 

b) The direct expenses ~f the Printing and Mail Services 
Division which are charged back include personnel services (salaries and 
fringe), all operating expenses (paper, telephones, ink supplies, etc.) 
and capital outlay in the form of depreciation of the printing and postage 
handling equipment. 

c) The.Printing and Mail Services Division and 0MB jointly 
determine each agency's budget allocation for routine printing, postage 
and photocopying based on the experience of prior years, estimated 
inflation and any anticipated postal increase. The sum of these agency 
allocations then becomes the operating budget MARC (maximum agency request 
ceiling) for the Printing and Mail Services Division. The rate schedule 
used to set the charges for printing and mail services is developed by ~he 
Division and approved by 0MB. 

d) Accounting for the printing and mail chargeback system is 
through the Central Duplicating Internal Service Fund. That fund has 
operated at a loss since FY79, primarily because the rate schedule has not 
kept up with the annual increases in the operating budget of the Printing 
and Mail Services Division. (At the end of FYf3, the deficit in·retained 
earnings was $226,590, which equates to 12% of that fiscal year's 
chargeback for services). The rate schedule which was approved in July 
1980 was used for two fiscal years (FY81 and FY82). A higher rate1 

schedule was published in July 1982 and was again used for two years. 
However, in the same four year period, the operating budget of the 
division increased each year. On July 1, 1984, a new and higher rate 
schedule was approved for FY85. 

4. Management Information Services Chargeback 

a. Beginning in July 1976 (FY77), the Council added 
management information services to the category of services to be charged 
back to the using agencies. Initially, direct costs for all computer 
related services (computer center, ·systems analysis and development, 
maintenance, etc.) were charged back to the using agencies. However, 
effective in FY82, a partial chargeback was established for selected 
elements of County government agencies and special funds. The partial 
chargeback established on July 1, 1981 was as follows: 

(1) For County government agencies only, those direct 
costs associated with the operation of the Computer Center Division were 
charged back. 
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(2) For the seven Special and Enterprise Funds (Landlor~ 
Tenant Affairs, Liquor Control, Refus~ Collection, Parking Lot Districts, 
Recreation, Community Use of Schools and Motor Pool) a chargeback was 
levied for operations performed by the Computer Center Division, and also 
for certain salary and administrative expenditures related to the 
Management Systems Division, (systems analysis and development, user 
information center, and information services)o · 

(3) For non-county government agencies: Montgomery 
College, M-NCPPC, WSSC, the State of Maryland (including Social Services), 
municipal governments and all Federal and State grant projects, all 
computer related costs were charged-back. 

b) The most recent change in the chargeback system occurred 
in FY84. Beginning on July 1, 1983, a chargeback to Special_and 
Enterprise Funds for the work performed by the Management_ Systems Division 
was no longer levied. Instead, the cost of this work (systems analysis 
and development) was considered to be part of the indirect cost allocation 
charged to Special and Enterprise Funds. 

c) The direct expenses of the Computer Center Division which 
are charged back include all personnel services (salaries and fringe), 
depreciation and all operating expenses (postage, teleph~nes, supplies, 
repairs, etc.) nece~sary_to operate the Computer Center. 

d) A cha~geback allocation to a using agency is determined by 
0MB on the basis of'the agency's Computer Center usage level two years 
prior. That usage level is projected into the current fiscal year where a 
per-unit cost for one or more of the following six services is applied, 
with the sum of all using agency allocations becoming the operating budget 
MARC for the Computer Center Division: 

(1) Data preparation: Key punch charged at a per-hour 
rate. ·· 

(2) Special forms: Procured by the Computer Center and 
charged back at actual cost. 

(3) Equipment rental: Charged at a monthly rate for the 
use of terminals, printers, disk drives, etc. 

(4) Contracts: Charged back at the actual .cost of the 
contract. 

(5) CPU time: Charged at a per-hour rate for the time 
the computer is working on a particular job. 

(6) Teleprocessing: Charged at a designated rate for 
1000 Datalanguage (DLI) calls and Message Gets. 
(Computer transactions are made up of a multitude of 
DLI calls and message gets). 

e) Accounting for the ~omputer services chargeback is through 
the Management Information Services Internal Service Fund, which has often 

6 



operated at a loss. (At the end of FY83, the deficit in retained earnings 
was $1,127,144, which equates to 36% of that fiscal year's chargeback for 
services). Until FY83, that fund has operated at a loss. The changes to 
a partial chargeback in FY82 and·'FY84 were an attempt to reduce some of 
the unknown factors affecting the recordation of actual costs and to 
concentrate on the more measurable operations of the Computer Center 
Division. 

V. EVALUATION OF THE CHARGEBACK SYSTEM 

1. General. As stated earlier in this report, the County Council 
established chargebacks because it believed " ••• that a system of 
chargebacks which has a using agency pay for the support services received 
is an efficient management tool.'' The Council further declared when it -
established the most recent chargeback in computer services that, ·~hen a 
using agency is required to budget, justify and pay for such computer 
services there is created a mechanism for establishing priorities and 
evaluating the need for a given service." 

a) In this section of the report, various rationales for 
establishing chargebacks will be examined and an evaluation will be made 
as to the degree that each purpose has been accomplished. 

b) The use of chargebacks is a management technique which has 
application in both the budgeting and accounting process. While the 
chargeback system identifies anticipated costs to pay for specific 
services (printing and mail, computer center and motor pool) and provides 
funds to cover those costs, the chargeback system as practiced in 
Montg?mery ~ounty does no~ control the expenditure of those funds by the 
agencies using those services. , . 

The operating funds of an agency providing a service (for 
example, computer services) are apportioned and appropriated in the 
budgets of the various agencies using the service. Those operating funds 
are theoretically dedicated to pay for the specific chargeback service 
provided by the providing agency (in this example, the Computer Center 
Division). However, the manager of an agency using the specific service 
is neither required to expend all the funds appropriated in the using 
agency's budget for that service, nor prevented from expending in excess 
of what w~s appropriated for the service if surplus funds can.be generat~d 
in another category of the agency's operating budget. 

2. Purpose of a Chargeback System. 

In examining the documentation which established chargebacks 
and in interviews with managers and staff personnel in agencies which both 
provide and use those services, the following rationales for a chargeback 
system were identified: 

(a) The County Council and top management are able to identify 
total costs associated with providing a service. 
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(b) Once the total costs of providing a service are 
identified, they can be equitably apportioned and 
appropriated to the agencies receiving the service. 

(c) The responsibility for defending the appropriation for 
services is shifted from the agencies providing the 
services to the agencies using the services. 

(d) Agency managers' awareness of costs facilitates efficient 
planning and timely decisions concerning service levels. 

(e) Because individual budget allocations for services are 
under their direct control, agency managers have greater 
flexibility to address changing priorities and 
circumstances which may not have been anticipated at the 
time budgets were adopted. 

(f) Agency managers are provided a mechanism to identify costs 
for a particular in-house service which can be used as a 
comparison with alternate ways of providing the service, 
such as outside contract. 

(g) The costs for providing services to enterprise funds, 
other special funds, outside agencies and grant-supported 
programs can be identified and recovered. 

(h) Agency managers are able to identify specific costs for 
services received, and that awareness will lead to a more 
cost conscious use of those resources. 

(i) Managers of agencies using the services can be held 
accountable for how efficiently and economically they 
managed their budget appropriations for those services. 

3. Evaluation of the Chargeback System. In evaluating the above 
rationales, the following. questions and comments were examined: 

(a) ARE TOTAL COSTS ASSOCIATED WITH PROVIDING A SPECIFIC 
SERVICE IDENTIFIED AND ARE THOSE COSTS EQUITABLY 
APPORTIONED AND APPROPRIATED TO THE AGENCIES RECEIVING 

. THAT SERVICE? 

Although the majority of the direct and indirect costs are 
identified and appropriated, total costs are not identified. 

For the three chargeback services examined in this report, 
the majority of the direct and indirect costs associated with providing 
the services are identified and appropriated to the using agencies 
according to the amount of the specific ch~rgeback services received. 
While the majority of the direct and indirect costs are used in arriving 
at the cost of the service, the "total" costs are not identified. For 
example, while the cost of utilities is included in the motor pool 
chargeback computation, utilities are not included in computing either 
printing and mail or computer center chargebacks. Also not included in 
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the indirect costs is that portion of top management's time which is 
devoted to managing the agency providing the service. (For example, the 
0MB Director's time which is devoted to managing the Computer Center). 
Other indirect costs not currently considered in the "total" costs of 
providing a service are rent and building use charges. 

(b) HAS THE SHIFTING OF RESPONSIBILITY FOR DEFENDING AN 
APPROPRIATION FOR SERVICES FROM THE AGENCIES PROVIDING 
.SERVICES TO THE AGENCIES USING THE SERVICES GIVEN THE 
USING AGENCY MANAGERS MORE CONTROL OVER SERVICE LEVELS 
costS? 

THE 

AND 

Before the chargeback system was introduced, the manager 
of an agency providing a service was responsible for defending the budget 
appropriation needed to produce a given level of service to the various 
using agencies. With the introduction of the chargeback system, the 
responsibility for defending the budget appropriation for a charged back 
service was shifted to the managers using the service. However, the using 
agency managers do not have total managerial control over the two factors 
which most directly impact on the amount of the chargeback appropriation: 
the actual level of service t6 be received and the rate to be charg~d for 
that service. 

First, the level of service to be received is, in many 
instances, not totally under the control of the agency manager using the 
service. While the using agency manager would have discretion as to the 
level of some services received, in many cases the program priorities 
assigned to an agency manager will dictate the level of service which must 
be budgeted. For example, snow and ice removal requires the use of trucks 
to· plow and spread sand and salt. The mission could be accomplished with 
less trucks if the community would accept a longer period of time to 
accomplish the mission. However, the community and the government place a 
high priority on the timely removal of snow and ice which requires the use 
of many trucks with corresponding motor pool charges. The Director, 
Department of Transportation could not unilaterally reduce the number of 
plowing and spreading trucks to reduce the department's motor pool charges. 

Also, some managers of user agencies have no control over 
the level of charged back services. For example, the Finance Department 
has responsibility for the FAMIS system. A major part of that system is 
the monthly publication of numerous computer-generated reports to all 
County government agencies. The funds necessary to pay the computer 
center charges to generate those reports are appropriated in the Finance 
Department's operating budget. The Director of Finance cannot 
unilaterally reduce his budget for computer services by arbitrarily 
reducing the number and frequency of FAMIS reports he distributes to the 
other County government agencies. 

As for the rate that using agencies are charged for a 
given level of service, the using agency managers have no control.· The 
rate or unit cost for charged back services is determined by the agency 
providing the service, usually in conjunction with 0MB; and is set to 
cover the agency's estimated operating costs to provide the anticipated 
service. The using agencies have no input in the process of setting 
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rates. In fact, with the exception of motor pool charges, most using 
agencies are not aware of the current chargeback rates. 

In summary, the chargeback system places responsibility 
for defending an appropriation for motor pool, printing and mailing and 
co~puter center services on the agency managers using those services. 
However, because of limited control over missions, priorities and program 
requirements which directly impact on the level of service, and no control 
over the rate charged to produce that level of service, managers of 
agencies receiving charged back services have little managerial discretion 
over the amount of the charged back appropriations. 

(c) ARE SERVICE PROVIDER AND SERVICE USER MANAGERS ABLE TO 
EXERCISE GREATER FLEXIBILITY IN ADDRESSING CHANGING 
PRIORITIES AND CIRCUMSTANCES FOR CHARGED-BACK SERVICES 
WHICH MAY NOT HAVE BEEN ANTICIPATED AT THE TIME THE 
BUDGETS WERE ADOPTED? 

Managers of agencies using chargeback services have more 
flexibility in reacting to changing priorities and circumstances than do 
managers of agencies providing the serviceso 

Managers of agencies using printing and mail and computer 
center services are informed by 0MB early in the budget formulation stage 
of the amount that each agency must budget for those services or justify 
to 0MB any Variance from that amount. That allocation is bas.ed on the 
experience of a prior year, inflation, and any other anticipated ~ncrease 
(such as a known postal increase)o In the case of motor pool charges, the 
monthly fixed and operating rates for each category of vehicle and 
equipment to be used by that agency are published in OMB's Manual for 
Preparing the Operating Budget. · 

Should op~rational or program changes during the fiscal 
year result in a reduction in the required level of service aftef the 
appropriation is adopted by the Council, the using agency manager can 
reduce the demand for that service and thereby reduce the agency's 
expenditure for service in that category. For example, a winter season of 
less than average snowfall would reduce the motor pool operating charges 
for the large fleet of plowing and sanding trucks. Also, fixed motor pool 
charges can be reduced by simply turning in a vehicle or piece of 
equipment for which there is no longer an operational need. Likewise, 
should changing priorities or program demands require additional servicis, 
a manager can increase the service level received and pay the additional 
costs with other appropriated funds through reallocation, transfer, or 
with additional funding provided in a supplemental appropriation. 

In sharp· contrast, the manager of an agency providing the 
-charged-back service has less flexibility to react to changing priorities 
and circumstances, especially a change which results in a reduction in 
service demand. When service demand is reduced, there is a corresponding 
reduction in the level of payments from the using agencies to the 
providing agencies. Recalling that the operating budgets of the service 
provider agencies are based on programmed payments received for an 
anticipated and budgeted level of service, any reduction in that level of 
service will result in a shortfall in funding for the service provider. A 
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decision by the service user manager not to "buy" at the budgeted level of 
service results in a shortfall for the agency providing that service. 

-unlike commercial operations where fluctuations in the 
market demand can be met with changes in the personnel complement, 
agencies which provide charged-b~ck services are staffed with merit 
emplpyees and their annual personnel complements are rigid, especially for 
the current fiscal year. The fact that two of the three internal service 
funds, Central Duplicating (printing and mail) and Management Information 
Services (computer center) have often operated with a deficit is partially 
due to the fact that services actually provided were at a level less than 
that which was anticipated and for which funds were appropriated in the 
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budgets of ·the agencies using those services. The other major reason for 
these deficits can be traced to rate schedules which were set too low. 

In the event th~re is an increase in service demands, 
service provider managers have considerably more flexibility. In the case 
of motor pool and printing, the service provider can go to overtime 
operations or use a commercial firm to absorb the overflow. In the event 
overtime operations are required .to satisfy an increased demand for 
services, the agency receiving the services is charged directly for the 
overtime hours worked by the service provider employees. 

(d) ARE MANAGERS OF USING AGENCIES ABLE TO USE IDENTIFIED 
COSTS FOR CHAR.GED-BACK SERVICES AS A COMPARISON FOR 
SELECTING SIMILAR SERVICES FROM AN OUTSIDE COMMERCIAL 
PROVIDER? 

With the exception of ouiside printing, using agency 
managers do not have the option of choosing an outside commercial vendor 
for charged-back services (motor pool or computer center services). 

Rarely and only under unusual circumstances can agency 
managers contract for services similar to those provided by the charge 
back agencies, especially mbtor pool and computer center services~ ·In the· 
case of printing services, funds to contract with a commercial printing 
firm can be budgeted under an object code distinct from the chargeback 
printing o~ject code to which in-house printing funds are appropriated. 
Commercial printing is 1imited to jobs beyond the capability of the 
in-house equipment or special multicolor printing requirements. 

Under certain limited situations, agencies which obtained 
prior authorization from the Printing and Mail Services Division or the 
Equipment Management Division may use funds appropriated for in-house 
printing or vehicle and equipment services to purchase similar services 
from an outside commercial firm. However, there are no procedure~ whereby 
agencies can use funds appropriated for services from the in-house 
computer center to purchase similar services from a commercial firm. 
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(e) ARE COSTS FOR PROVIDING A SERVICE TO ENTERPRISE AND OTHER 
SPECIAL FUNDS, OUTSIDE AGENCIES 2 AND GRANT SUPPORTED 
PROGRAMS MORE READILY IDENTIFIED AND RECOVERED WITH A 
CHARGEBACK SYSTEM? 

The chargeback iystem has facilitated the identificatiori 
of these services and the recovery of costs from special and enterprise 
funds and programs not appropriated in the general £undo However, costs 
for the other operating expense services not under the chargeback system 
are also identified and recovered .. from these non-general fund activities. 
(For example, telephone service). In addition, the County imposes a 151 ,. 
charge for general overhead services on most of the special and enterprise 
funds (exceptions are the Fire Departments, Landlord-Tenant Fund and 
Community Use of Educational Facilities Fund). This charge is made to 
recover the indirect costs of providing general oversight (executive 
management) budgeting, financial, personnel and legal support to the 
special funds. 

~bile it is f~ir to conclude that the enterprise and other 
special funds pay their equitable share for the chargeback services they 
receive, they currently do not share in the funding of any . 
end-of-fiscal-year supplemental appropriation which may be needed to cover 
deficiencies in any of the three internal service funds. Because 
supplemental appropriations are usually drawn from the unappropriated 
general fund surplus, the enterprise and special funds do not contribute 
their proportionate share. · 

(f) DOES THE AGENCY MANAGERS' ABILITY TO IDENTIFY SPECIFIC ' 
COSTS FOR RECEIVING A CHARGED-BACK SERVICE LEAD TO A MORE 
COST-CONSCIOUS USE OF THOSE RESOURCES? 

The follow~ng case is usually made in response to this 
question: "Because managers of agencies using ·charged back services have 
the funds to cover the costs of those services appropriated in their 
budgets, and are responsible for the expenditure of those funds, they are 
more cost-conscious. This increased cost-consciousness results in more 
economical decisions being made concerning the expenditure of those funds 
and the level of service received." 

While it is obvious that the budget appropriation is, in 
itself, a limit on expenditures for motor pool, printing and mail or 
computer center services, there is no evidence that the chargeback syste~ 
is in itself a motivating influence to use those resources in a more 
conservative manner. Agency managers are confronted with funding 
limitations in a broad range of expenditure categories, in addition to 
those included in the chargeback system. These other expenditure 
categories, like charged-back services, are identified and appropriated in 
the individual agency operating budgets. Examples include salaries, 
fringe, communications (telephone service). local travel, dues and 
subscriptions, office supplies, etc. The majority of agency managers who 
were interviewed did not believe that they were more cost conscious in the 
use of those County resources which were subject to the formal chargeback 
system than in the expenditure of funds for services in the other 
operating expense categories which are appropriated in the agencies' 
budgets, but not included in the formal chargeback system. 
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One of the reasons that it is difficult to determine 
whether chargebacks contribute to an increased cost-conscioushess is the 
lack of data and analysis to support that claim. Interviews with user 
agency managers reveal that when a situation occurs which requires 
services in excess to that which had been budgeted~ the manager must make 
a number of ·program decisions of which the cost of the charged-back 
services is only one of the considerations. In almost every case, 
responding to a new mission requirement is of greater importance to a 
manager than is the possibility of increased expenditures for charged-back 
services. An example of such a situation would be the added motor pool 
charges incurred in removing ~now and ice during a season of unanticipated_ .. 
severe weather. · 

(g) ARE AGENCY MANAGERS HELD ACCOUNTABLE FOR HOW EFFICIENTLY 
AND ECONOMICALLY THEY MANAGED THEIR BUDGET APPROPRIATIONS 
FOR. CHARGED-BACK SERVICES? 

A major reason why it is difficult to determine whether 
the chargeback system contributes to a more cost-conscious use of 
resources is that there is presently no formal system of reconciliation 
whereby managers are required individually to demonstrate to the Council 
how efficiently and economically they managed their charged-back services. 

In the case of using agency managers, the charged-back 
services, the actual end-of-fiscal-year expenditures are rarely the same 
as the amount originally appropriated by the County Council. The 
differences are usually due to changing priorities and circumstances which 
necessitate the shifting of fund allocations between operating expense 
categories by the agency manager, the transferring of appropriation 
authority by the Executive or County Council, or the adding of funds 
through a Council-approved supplemental appropriation.· 

· If the combined end-of-fiscal-year expenditures (and 
encumbrances) for all categories of operating expenses of an agency's 
operating budget (the three charged-back services plus the other 
non-charged-back services) do not exceed the amount originally 
appropriated for operating expenses, there is no over-expenditure. 
However, if all the combined expenditures (and encumbrances) of all 
categories of operating expenses do exceed the original Council 
appropriation, then the operating expense category is over-expended. 

When an over-expenditure occurs, a Council and/or 
Executive transfer or a supplemental appropriation is required. However, 
at the time the transfer or supplemental is submitted to the Council, 
seldom is there presented a detailed explanation of how and why the 
over-expenditure occurred. Thus, the Council is not systematically 
informed of whether the over-expenditure was the result of added program 
requirements or changing circumstances beyond the control of the manager 
(for example, inflation, severe weather impact on snow removal and public 
safety operations, increase in citizen demand for a particular service, 
etc.), or simply a case of a manager not efficiently managing budget 
resources. 

Likewise, in the case of providing agency managers, their 
operating expenses at the end of the fiscal year may exceed the operating 
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revenues which were appropriated in the various user agency budgets as 
chargebacks. 

There are two primary reasons a providing agency may . 
over-expend its budget: rate schedules which were not set high enough to 
cover actual operating costs of the agency; and actual user demand was 
less than anticipated and budgted. Other reasons for an over-expenditure 
may be due to an increase in the cost of supplies and materials or 
performance deficiencies by the providing agency's staff. Unfortunately» 
there is no accounting to the Council which would serve as a detailed 
review of the reasons why the original appropriations were insufficient t~. 
fund these provider agencies. 

It must be noted that the Annual Financial Report includes 
combined statements on the Internal Service Funds which account for the 
charged back services. These statements are examined by the Council's 
independent auditor. However the Annual Financial.Report is published 
several months after the close of the fiscal year and after action has 
been taken on tra.nsfers or supplementals. Thus, a review of Internal 
Service ,Fund statements do not serve as a timely review of how efficiently 
and economically the charged-back services were managedo 

VI. THE USE OF CHARGEBACKS IN OTHER COUNTY PUBLIC AGENCIES AND LOCAL 
JURISDICTIONS 

1. Information was obtained from other County public agencies and 
_ three local jurisdictions so as to compare the County government's 

chargeback system and Internal Service Funds with similar systems and 
funda with those other agencies and jurisdictions. All public agencies 
and jurisdictions use some type of chargeback for services provided to 
another external public agency or jurisdiction. However, not all public 
agencies use chargebacks for services provided another agency internal to 
the organization or jurisdiction. A summary of the policies and 
procedures relating to chargebacks to agencies internal to the 
organization is outlined below. 

2. Board of Education. The school system does not have any 
formal chargebacks or internal service funds; however, they do have a 
revolving warehouse fund for supplies and materials. In addition, a 
procedure has been established to reimburse selective charges for services 
to projects in the capital budget. Finally, the Division of · 
Transportation has a procedure for securing reimbursement for field 
trips. In 1981, a Management Operations Review and Evaluation (MORE) 
study recommended that planning and development of a cost accounting 
system be initiated, and after a cost accounting system is in place, a 
re-examination of the desirability of implementing a chargeback system 
should be made. 

3. Montgomery Colle~e. Montgomery College does not have any 
internal chargeback system;owever, a method of reallocating selective 
costs relating to computer operations is in effect. The reallocations are 
based on past usage and anticipated projects and include a prorated share 
of the cost of leasing the hardware, maintenance of the system and paper 
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supplies. Personnel costs are not reallocated to the using agencies. 

4. Washin~ton Suburban Sanitary Commission. 
utilize any charge acks. . 

The WSSC does not 

5. Maryland-National Capital Park and Planning Commission. Three 
services are charged back in the M-NCPPC: information systems, risk 
management and certain categories of capital equipment. All computer 
related services provided the Montgomery County portion of the Commission 
are charged-back to the users except systems development and programming 
for the Planning Division, which has its own staff programmers. 

· 6. Arlington County, Virginia. Arlington County utilizes 
chargebacks in four areas: central stores, automotive equipment, data 
processing and printing and duplicating. For each of these services, an 
internal service fund is used to finance and account for the goods and 
services. Data processing costs include all direct expenses (personnel, 
equipment, supplies) relating to computer center operations. Data 
analysis and systems development services are provided by a separate 
County government department and are not charged-back; however, present 
plans call for expanding the chargebacks to include these two services. 

7. Fairfax County, Virginia. This county has five chargeback 
services, each with its own internal service fund to finance and account 
for goods and services: central stores, motor pool,. self-insurance, 
communications (print shop, radios and graphics), and computer operations 
(computer center, systems analysis and development). 

8. Prince George's County Maryland. Prince George's County has 
internal service funds for three chargeback services: self insurance, 
vehicle maintenance and printing and reproduction. Unlike other 
jurisdictions, Prince George's does not have a chargeback for computer 
operations because the county contracts out all computer operations. The 
county owns the hardware, but contracts with a private commercial vendor 
to operate the computer center, and perform systems development, key 
punch, systems maintenance, and other computer-related operations. Funds 
to pay for these contracted services are included in the County's general 
fund appropriations. 

VII. OTHER MATTERS 

1. In the course of this evaluation, several matters relating to 
the charged back system were noted and are presented in this section of 
the report. 

2. Absence·of sanctions for spending in excess of an 
appropriation. 

Section 311 of the County Charter explicitly states that, "No 
expenditure of County funds shall be made or authorized in excess of the 
available unencumbered appropriations therefor." Section 309 of the 
County Charter carries an implicit prohibition on expenditures in excess 
of the original appropriation by providing limits to Council transfer 
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authority between departments, boards or commissions~ or to new accounts; 
and Executive transfer authority within a division or between divisions of 
the same department. 

Nowhere in the Charter or in legislation is there any 
reference to sanctions against any fund manager who over=expends an 
appropriation. Federal law, Section 1349 and 1350 of Title 31, Money and 
Banking, provides for administrative and criminal sanctions, respectively 9 

for those who make or authorize an expenditure or obligation exceeding the 
amount available in the appropriation.. ,. 

In addition, Federal law (Section 1351 of Title 31) provides 
that those responsible for expenditures in excess to an appropriation must 
report such over-expenditures to the President and the Congress with all 
relevant facts. Neither County law nor administrative regulations require 
that custodians of County appropriated funds report to the Council the 
reasons at the time an over-expenditure occurs. 

3. Enforce procedures to request budgetary changes. 

Prior to the creation of the Office of Management and Budget, 
the Office of Budget and Research established by a memorandum dated March 
16, 1979, a procedure for the use of the BR-10 form. This form was to be 
submitted when requesting any of the following budgetary changes: 

Supplemental appropriations 
County Council Transfer 
County Executive Transfer 
Reallocation of Appropriation 
Substitution of Capital Outlay 

Two observations can be made regarding the memorandum. First, 
the requirement to submit the BR-10 Form and obtain 0MB approval before 
the agency head is permitted to reallocate expenditures between the 
several operating expense categories of the agency's operating budget 
should either be enforced or rescinded. Second, the subject matter of the 
memorandum is of such importance that it should be updated and published 
as either an administrative procedure or as part of OMB's Manual for 
Preparing the Operating Budget. 

There is no prohibition either in the Charter or the Code 
against an agency head shifting allocations between categories of 
operating expenses. A recent review of the 0MB files of submitted BR-10 
Forms indicated that few agency heads submit a request before reallocating 
an operating expense appropriation, even if the reallocation affects one 
of the three charged-back services. 

4. Operation of The Chargeback System Requires Resources. 

The operation of the chargeback system requires the 
expenditure of resources. Although providing agencies do not maintain 
records of specific costs associated with operating the chargeback system, 
the principal expenses can be identified. Each of the three agencies 
providing services which are charged-back employ at least one full-time 
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employee to maintain the various agency records necessary to operate the 
system: posting journals, billing customers, processing accounting 
documents, etc. Also, provider agencies have developed special forms for 
processing service requests and billing customers. In addition, computer 
and Wang .operating time is requirjd to process the billing and accounting 
documents and produce printouts. Finally, in the case of the computer 
center, a special software program is used to account for the time the 
computer is used for each customer. 

VIII. CONCLUDING OBSERVATIONS AND COMMENTS ', 

1. The chargeback system is essentially a cost allocation and 
accounting system. The system is useful in identifying the majority of 
costs associated with providing a specific service and in apportioning and 
appropriating the funds for those services in the operating budgets of the 
agencies using the specific service. However the current chargeback 
system is of marginal value and usefulness in satisfying the following 
additional objectives: 

a) To determine total costs of providing a specific 
chargeback service. Although the majority of costs associated with 
providing a service are identified and appropriated, other indirect costs 
are not identified, specifically; top management, utilities (except for 
motor pool), rent and other building use charges. 

b) To facilitate more efficient planning by servi~e providers 
on the level of service to be offered and by service users on the level of 
service to be received. The imposition by 0MB of a MARC (maximum agency 
request ceiling) on both the service provider agencies and the service 
user agencies which is based on two years previous service delivery 
experience, permits the agency managers little flexibility in planning 
service levels. 

' c) 'To permit managers of service provider a~encies to react 
to changing demands for their services. should the deman for service 
increase beyond anticipated funded levels, service providers can contract 
with commercial firms to absorb the additional demand. However, should 
the demands for service be less than anticipated funded levels, the 
service provider agency affected does not have flexibility to react 
quickly and reduce operating expenses, especially the current fiscal 
year's salaries and fringes, so as to avoid an operating loss 
(over-expenditure). 

d) To make managers of service provider agencies 
self-supporting through chargeback. With the exception of motor pool 
operations, appropriated chargeback funds have not been sufficient to 
permit the provider agencies to be self-supporting. 

e) To enable managers of service user agencies· to use the 
costs for in-house services as a com¥arison for selecting similiar · 
services from an outside commerc1al1rm. Service users do not have the 
option of "shopping around" and selecting an outside commercial service 
provider who may be capable of providing a similiar service at a lesser 
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cost. Except for outside printing, which is a separately budgeted 
category of operating expense distinct from the chargeback printing and 
mail services appropriation, outside services are permissible only with -
the approval of the in-house service provider manager. In practice, the 
chargeback service providers have a monopoly over the services they 
provide. 

f) To force managers of service user agencies to operate 
within their budgeted amount for a specific chargeback serviceo User 
agency managers are able to expend funds originally appropriated for 
specific chargeback services for other categories of operating expenses. 

,, 
.· g) To encourage managers of service user agencies to be more 

cost conscious in the use of those services. There is no convincing 
evidence either to refute or to support the assumption that the chargeback 
system increases the cost-consciousness in service users, and, 
correspondingly, more economical decisions on the expenditure of funds. 
However,, it is certain that to operate the chargebacks system does involve 
the expenditure of resources. -

h) To hold managers of service ~rovider and service user 
agencies accountable for appropriated charge ack funds. Over-expenditures 
by service users and operating deficits by service providers have 
traditio~ally been covered by end-of-fiscal~year transfers of 
appropriation authority. Currently, these transfers are usually made 
without the depth of examination and discussion which would provide top 
management and the County Council with an accounting of the reasons for 
the over-expenditures and/or operating deficits. 

IX. RECOMMENDATIONS 

This report has described the County government's system of 
chargebacks and evaluated the system against a number of reasons for using 
this budgeting and accounting process. In view of the report's concluding 
observations and comments, it is recommended that: 

1. The Office of Management and Budget review the system of 
chargebacks and the use of internal service funds to budget and account 
for motor pool, computer center, and printing and mail services and 
present recommendations to the County Council on revisions to the current 
system to correct the shortcomings identified in this report. 

2. A specific area of review should include a·process to 
identify an over-expenditure in an appropriation at the time of its 
occurrence and to establish a procedure for promptly reporting the 
circumstances behind the over-expenditure to the County Council • 

X. DEPAR1MENT COMMENTS AND OLO RESPONSE 

Before submitting this report to the County Council, a dr~ft copy was 
sent to the Chief Administrative Officer and the heads of all affected 
departments. Responses were received from the Directors, Departments of 
Transportation, Facilities and Services and Finance. Those responses are 
included in this section of the report as received. 
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1. Comments of the Director, Department of Transportation. 

MEMORANDUM 

November 9, 1984 

TO: Mr. Robert K. Kendal, Assistant Chief Administrative Officer 

FRQtt: Robert S. McGarry, Director, Department of Transportation f<S/ll,e~IM+k.. 
SUBJECT: OLO Report #84-2, Chargeback System Evaluation 

This is in response to your memorandum of October 24, 1984, 
concerning the Office of Legislative Oversight report on Chargeback System 
Evaluation. 

As you are aware, the Department of Transportatf on f s both a user 
agency and a provider of service agency. From both perspectives, we have been 
quite sati sff ed wf th the chargeback system. We believe that the system works 
well and is the appropriate method, particularly for motor pool charges. 

The current system does provide cost accountabil f ty as opposed to 
putting one large amount of funding in the Dfvi sfon of Equipment Management. 
Al so, the current chargeback syste.m allows the user agency (which knows its 
needs better than anyone else) to have adequate control over its equipment. 

Our Highway Maintenance· Section is a very large user of the motor 
pool. During years of limited budget resources, they have determined, as part 
of the budget formulation process the need to reduce the quantity of 
equipment. In line with their needs, they were also able to decide which type 
of equipment to get ri ci of. Hence, there is a 1 arge degree of cost 
consciousness during budget preparation and the user maintains significant 
control with the existing chargeback system. 

Similarly, from the point of view of the service provider (Division 
of Equipment Management), the current system works well. For the past few 
years, they have operated on a sound financial basis. Also, they have taken a 
variety of actions including computer systems and improved facilities to 
strive for improvements in the efficiency of their operations. 
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2o Comments of the Director, Departo of Faciliti~s and Serviceso 

M E M O R A N D U M 

November 79 1984 

TO: Robert K. Kendal. Assistant Chief Administrative Officer 

FROM: 

RE: 

Thomas s. Abraham. Director a~ ~,A/ 
Department of Facilities and Servic/?'rK 

OLO Report 184-2 - Chargeback System Evaluation 

ColJlnents here relate to the Printing and Mail Services chargeback 
system portions of the OLO Report #84-2, for which you requested departmental 
co11111ents by November 12. 

Section I 

Section IV 

Section V 

SUff.1ARY AND MAJOR CONCLUDING OBSERVATIONS 

1. Chargeback systems are also used fn private 
industry print shops. 

4b. Chargeback systems do facilitate efficient 
. planning in that service providers have accurate 

history and trends from previous years to detennine 
levels of service required for proper budgeting., 
Service users are influenced by chargeback rates 
when determining quantities, types of stock, and 
printing methods. 

DESCRIPTION OF THE CHARGEBACK SYSTEM 

3d. Pri nt1 ng and Man Services rate structure 1 s 
now revised annua11yo This year a rate schedule 
based on our FY 86 budget request ts included with 
our FY 86 budget request •. 

The Printing and Mail Services FY 84 retained 
earnings was a plus $61,515. Chargeback rates are 
based on actual budgeted costs and workload 
estimates based on prior history. With chargeback 
rates revised annually, variations in workload fs 
the primary variable which would cause significant 
pluses and loses fn retained earnings. 

EVALUATION OF THE CHARGEBACK SYSTEM 

31>. 4th paragraph., Copies of Printing and Mail 
Services chargeback rates have been sent to 111 
Departments and Agencies since the beginning of our 
chargeback system. FY 85 rates were sent out with 
July 1984 chargebacks. Additionally, publication 
rates are included in the Budget Preparation manual. 
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3. Comments of the Director, Department of Finance. 

MEMORANDUM 

November 20, l984 

TO: Robert K. Kendal, Assistant Chief Administrative Officer 

FROM: Max R. Bohnstedt. Director. Departlllent of Finance ~lf 6 
SUBJECT: OLO Report 184-2 

With the exception of some editing changes, I do not find the report 
to have any serious factual errors. I am not, however, able to define the 
focus of the report from the conclusions or reconnendations well enough to 
respond with specifics. 

I have attached a copy of a memo from the Accounting Division 
expressing their reaction to the report. I have marked what I think are the 
110re significant points in that memo. 

Was the report intended to evaluate the accounting and reporting 
aechanisms appropriateness for Montgomery County? Our use of the mechanism? 
Assess how well we meet the stated reasons for using the mechanism (what were 
the stated reasons used to justify ft fn the first instance)? Whfle the 
report treats these ftems, ft does not brfng the decfsfons to closure by 
taking a position as to their applicability or a rec011111endation as to their 
usefulness. 

If we are to make better use of the mechanisms, we wf 11 have to 
better accept some of the implications and decide how we want to use this 
particular fonn of accounting and reporting. To the degree that the OLO 
report projects thfs need through a reporting of the funds' histories, I 
agree. The use of this mechanism or fonn is, however, only incidental to 
these decisions which are fn fact a c0111Dftment to act in a certain way. 

Attachment: 
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(Attachment to Comments of the Finance Director) 

.IINGIAIIIN 

lowlllber I, 1114, 

TOI .·. ', ·. L Pater Mich. Clltef. Dtv1110II fll Accoullttns ~ 
FIMI :_ '.~ .J. Dutlloy, Alstshnt Clltef, Dtv11tC111., Ac:collllttV­
SU&JECT&. Dlpartaent CG 1nt1 .. CLO 184-Zs Claargebact S,Sta £,a1HttOII 

·, 

the fo11ow1ng represents 111 obsenat10M • tM •ted CLO report. TIit drift 
report 11 f1Ctu1l 111d deserves the attention ef 1111n,o1ved. llost points 1tstN 
below support Mr. NM11nne•1 obse"attons 111d conclu1ons IDd 1re ,...._ted u 
retnforceants to the draft report. 

If you have 1111 questtons or require lddtttonal taforutton, do aot ltesttate 
t.o ut. 

1) FYM Ftnanctal lnforutton ts nat11b11 for 1KOrpOrat1on tnto tlll f1na1 
report. tf des tred. . 

Z) V-1 - Coaputer services are bastc1l1y ustgnect and therefore 1ttt1e w 110 
d1scret1on u1sts at the user·agency. Nuy of the Cbarges are cttctated lty 
trld1t1on--•the way w 111,e always done thell•-or because IOIII tlltrd party 
beneftctary w111ts tt t111t way, t.1., FAMIS Ind CU,RIT reports. (Page 10, 1st 

~ paragrll)h) .. , . _·. . . · _ . ·. _ . _ ; 

,' 

User agencies do Mt p1rttctp1t1 t• aan19-t c11c111ons of tbe Internal . 
Sen1ce aperat1ons-qu1paent purchues, htr1ng pr.cttces. tiers of unagaent. · 
ate. lherefore, they cunot con\rol Ult untt prtce of tha ctw-gebact 1tna 
constant usage. Also. there ts IIO control ner lew11 of sentce (tf • Job 
Heds to be rerun, tt ts cb1rtld twice). . · _ -

Alt 11ternittve to ch1rgt119 a ner ~ for .,,ors an the part flf tile provtdlr 
agency (t.e., NS nruns or Central Dupltc1tt01 NPr1nts) aay N to han U. 
provider agency absorb the tncurred upensn Md N re111bursed through 1 · . 
_general fund nondep1rtaent11 transfer. 111111 the result to the provlder agaey 
ts tbe ,-. the user agency 111011l.a not suffer undue lllrdshtp because., · 
ctrc111Stances beyond fts control. On the othff lllnde I dtfftculty -,uld surely 
•rtse tn casting blae tn 111111 tnunces. .- . .-... . -_ ··.-~-~ · .. · _: : J. •• , ••• r • -~- ·, 

. . . .. ··. .. :.._-:-. ::· .. J* .. > .. ·. - .. :· .. '. .. :-· . < -~ ;:.: ·;, ·~· 
J) Internal Sen1ce Funds do not pnera11y'accau1ate the necessary resources te 

replace capital equtpment. · Internal Sentce Funds should be Ible to f111111Ce .. 
frca tts NI oper1ttons replac111111ts. aodentz1tton and expuston of plant 111d 
equipaent used tn operattons. ·-·· · - ·· ; . · · , - ... : . · · ·.. · -. '"'. . -. --~ .... __ .; -. - ::, . -~ .. ,.,.: ·.· . _'.;..·,. •." ·-<· ...... _ ·. :. : .. ,;,. ~-;i-·:~-{--'',_·<1 ·-.-:.:· 

C) Pafe 11. 3rd paragraph: 81he agency recitvtiig the sen1ces ts ctalrged- d1recii, ,~·· · .. 
. by till Payroll Section far the nen1• hours IINri.a ••• • Th11 chi~ ts 1 ~-~t·~~~~-- _. 
product of the payroll system and or1g1n1te1 w1tll the provider lgeftCJ•;s -·--.~~ .. >.:--i 
Payroll ~t1on processes tt•sheets but does not llak1 chvges •. · · . ::-;.-:_~---_ ~? }t:?~~--

. ·: . ~ . ,;. . . : . .. .~ . . . . . . /' ·,.~. ~:~~~ :t~: . 
. -~~ 

. ,i- .. ·- _,,:. 

·. · 22 ·- ... 
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5) A11 tlll tllf1u1b11tttes and 11Ct ef CNtro1 ner. upendttuns f• a11 1111 Mlttl, 
reuus aoted tn tbe Draft .-.port wuld ftOt tl1a1atlh tf Ult tateraa1 sent• ·-: ... 
funds wre t• N abo11shed. TM 111terN1 sentce funds 1rt 111ebu1sas fer : .. ~.'-'.'t-. 

ace nlatt119, c1us1fy1ft1, IRd report1119 costs of sentces. 1111 a1t aalreli. ~ · 
wo Mttlr MW desirable, we not tnhln11t 11 the fund ICCOtllltt,.. ltrucbn,-' · 
t11 the a1111twnt of tile untces prow1ded MCI ncetvN. It •st N r1mz tered 
that the 11M1gement of tM santcas prntded 1M recetnd ts 4111tte HParate .-.. 
•11sttngu1shlble frm Ute accountt119 1tncture (tM acc111111~1111. clustfyt"' .. · 
ud re,orttng ef costs 111d rnenues). The 111111a•1nt of tile MrY1ces ... , N 
utstant ao •tter .tlat the format ef tM raportt119 process. 1M sllortclll1np. 
of the reporting process lllould be separated fna tbl sbortcoll11191 "'· tN · 
11111agement ·flf sentces ~ns. .-· : . 

.:. 

I) Page 11, parav• (dh The opt1on u11ts • • 11•ftld buts to - prt,at1 
autos 111d then seek ntllbursment. TIits 1111 ta aany t11stuce1 N less 
expensive ta the uHr agency tllan the He of tM Motor Pool Wlll1c1e 1t11e1 Ille 
flat rate charge ts avo1ded. · 

7) Page 14. 1ut paragraphs Def1c1t retatned eam1nts, iee1a111l1ted ..,_ tt•, · -
reported after the effect flf trusfen and supplementals. staould pro,tde I clue 
en how effectively, eff1c1ently and econoa1cally \he cha~-blCk Hn1ces .,.. 
1N111ged. 81-111ted. tt uy N dtff1cult to ptnpotnt bl-, ..,.nr. tt should N 
readtly appannt t111t saae probl .. do a1st. . - _, ... 

.-. 
I) Pap 15, paragraph 11 NIICPPC bu 11 1nterna1 sentce fldld for Clptta1 . · · 

lqu tp11111t tn add 1t ton to tho~• Mted. .. . . ~ .. 
-..'.· . -;.' .. 

I) Durtng "849 0MB ,roposed that dlarges be lllde based on Ule appropr1att• 

-
~~· ... .. 

t ,-.. . 
... ~ . 

rather than actual usage. Subsequent years• -,roprt1t1on1 wn to N ldJn~ 
to include f1etors for ,rtor yean• nqe Id.Justed for the curnnt ,ear's 
rates. After d1scuss1on with Depvtaent of ,tune• penouel. 11111 dectst• 
1111 reversed. · .: ·: · -: ; .• ~:;-... ·-4'· .• 
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. , . 10) The fan11l ftnanc1a1 nporttng 1trvctur• reflechd ta tbe CAR for· 1atftl1 · .. · ·_ . 
... sen1ce funds does 110t reflect perforunce ralatt,e to budgets u ~etary . 
:~ · · data ts not presuted. Only ftaanc11l tnfor111t1on • 1 u» bU1s (mlectt .. 
·j. t nsults of operat tons froa • prof tt and loss standpotnt ts ,resented. De · · .- ,· 
~ .· :_ · · budgetary data relattve to t11t1n11l sentce funds 1s fKOrpOrat.ed tato Ille ·l ;· 

·• = · ---:. • IMadgetary 1t1taent1 of the gowefflllftta1 funds and tlle .J-14 scbedul• fw Ille·_~.-. 
,. · · ·, .;a enterprise funds. Even so. oper1t 10fts of the t1tem1l sen1ce fuacls (GIi 1 · ._ · .. ,_ 
f-<'- · .>!i · budgetary basts) cannot be spectftca11y tdent1f1ad t• e1ther tnstua; tllat ts. · 
_... the budgetary stateaents of the gOYefflllntal fllllds er tlle .J-14 schedule for the · 

-·· -.. ;._.~.: . · •terprtse funds. .,, . . . .. :- . ... . , ,_. · . , , . - .. :· ;., .:-:~ .., _\:~~-- t ·. \ ~~-
.. , .. ·· : .. ~~- ·_ ._ . " . . . . -.>:. "{." _..,>!t~; ·.:~-~:~~~:-~,~~£~_:~.~- .· . 
-~ ;; .- ~ -11) lntenal S."1ce Funds sentca 1•v•1s llave cbuged onr ttlli. ·_· .:.? : i--~'.:-:'~f./.l~-::).~.~·,;.~:. ~ 
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12) Page 12. paragraph 3: 111 "79, page 63 or Annual ftnuct11 leport clear\, .. 
tdeftttftas tbe following: -·-~ ·, · 

Operatt•g Tr111sfer In 

1be fund1ftg WIS IS follows: 

&eneral 
Spect11 lnenue 
Enterprtse 
latern1l Sentc1 

Toul 

Motor Pool 

1336,!ZJ 

$226,128 
65.710 
44,127 

514 
P36,979 

IIJS -12n,n1 

C..tr11 ·, 
: ·? 

P,p11cat1111 · · 

Nl,118 

121.n1 ,.u1 
7D 
513 

133,148 
FY79 was the last time tn recent llhtory bat losses were ldJ11sted tn tt1t1 
111nner. Subsequent years operations adjusted losse1 through tftCrflsed rates or 
were absorbed by the tnternal service fund. 

---113) Page 17._ paragraph 3: The Nason the llt-10 ts not subll1tted by the agenc_ · 1 u 
OMS for re11loc1t1on ts Meavse 0MB does aot consider re1l1oc1tfons tllll)Or'Ullt 
enough to devote nsources to. 

__J 14) -llowhere tn the Draft report 1s there ref1Nnc1 to I bU1s of eccount1ng for -· I -Chargebact• (1.e., aeasureaents of asage ,s. appropr11Uon n. aoae other 
art>ttrary b1s1s). \ 

15) Prtces should be less than 11s1ng f&mds would 111,1 to pay outside nndon /w 
equ1wa1ent products and sentces tf tbe u1stence and con~tnued operat1oa 11 t. 
be Just1f~ed. 

cc: Nu R. lohnstedt 
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