The Execution of the Budget
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There are two aspects or objectives in the
execution of the budget, which, in a sense,
are contradi: tory of each other. They are the
control aspe t of budget execution and main-
taining flex ibility in the execution of the
budget. V) )

Professor 3urkhead, in his Government Bud-
geting, poin s out three objectives for budget
execution, :amely: (a) preserving legislative
intent, (b) :bserving financial limitations, and
(¢) maintair ing flexibility.”” However, it may
be said that the control aspect of budget ex-
ecution may embrace both “preserving legisla-
tive intent” and “observing financial limita-
tions.”

This pape: will be concerned with appor-
tionment anl allotment in the control aspect
of budget ececution, and the examination of
transfer, czryover and contingent funds as

devices to 1aintain flexibility in the execution

of the budg:t.

A. Apportionment and Allotment

Immediat: ly after the budget is passed by

D. The General Contingent Fund
E. Disbursements

the legislature each ministry and agency deve-
lops an expenditure program showing the
amount to be expended in each quarter of the
fiscal year. These programs are submitted to
the Minister of the Economic Planning Board
for authorization of quarterly apportionments.

At the same time, each ministry and égencs;
prepares the revenue and receipt plan which
indicates the amount of revenue to be collected
in each month of the year, and the disbursing
plan showing the amount of cash to be disbu-
rsed in each month of the year. These plans
are submitted to the Minister of Finance, who
in turn prepares for transmission to the Mini-
ster of the Economic Planning Board the con-
solidated funding plan on the basis of revenue
receipt plans and disbursing plans submitted
by ministries and agencies.

The Minister of the Economic Planning
Board, upon receipt of the consolidated funding
plan from the Minister of Finance, prepares the
quarterly apportionment plans for all ministries
and agencies, and submits these plans, together
with the Finance Minister’s consolidated fun-

ding plan, to the State Council (Cabinet) and
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the Presidert. If the Minister of EPB wants
to make chinges in the funding plan, he is
required to ‘onsuit, in advance, with the Fin-
ance Minist r.®

As soon as the President approves these
plans, the )linister of the Economic Planning
Board make apportionments in accordance with
these plans, and the Finance Minister notifics
each minisicy and agency of the disbursing
plan showin; the maximum amount each mini-
stry or ager :y is allowed to disburse in each
month of tt2 year.®

The mini: tries and agencies are required to

keep obligi tions within the limitations of,

apportionme its, and their monthly disburse-
ments may 1ot exceed the amounts notified to
them by thi Finance Minister.

Two thin ;s account for this complexity of
the system. In the first place, in Korea as in
the United states, an appropriation is a two-

phased prog ssition.

First i- establishes on the books of the
operating agency an account against which
obligation may be incurred. Second, it esta-
blishes in the Treasury an account through
which carh may be made available when
necessary to liquidate obligations legally
incurred. !’

The Miiister of the Economic Planning
Board, . thrwugh the apportionment process,
gives the ninistries and agencies authority to
incur obligitions, and the Finance Minister

provides th:m with authority to disburse cash.

(3) Arti:le 33, Budget and Accounting Law.

Secondly, in the United States, it is the
responsibility of the Treasury Department to
make sure that current receipts or borrowings
will meet the demand for cash. If current
receipts are inadequate, additional government
securities are sold.® In Korea, short-term bor-
rowings by the government to meet the demand
for cash has been discouraged because of the
inflationary pressure which the borrowings
create. " Before the cnactment of the Budget
and Accounting Law in 1961, there was no
systematic coordination between apportionments’
made by the Bureau of the Budget and the
supply of funds to meet the demand for cash,
which was the responsibility of the Bureau of
Treasury of the Ministry of Finance. It, there-
fofe, was not unusual for government agencies
to fail to liquidate obligations which were
legally incurred and which were within the
apportionments made by the Budget Bureau.
Under the new system this is eliminated.

After the apportionments are made by the
Minister of the Economic Planning Board, each
minister and head of agency allots funds to his
bureau, and they in turn to field services and

other subdivisions.

B. Transfer (Virement)

The use of transfers or virement® finds wide
application among state and local governments

in the United States as well as in many other

(4) As vill be noted later in this paper, the disbursement process is decentralized in Korea.
(5) Geo:ge F. Harvey, “Contract Authorization in Federal Budget Procedure,” Public Administ-
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countries. Before we go into the details of the
transfers, it should be noted at this point that
the transfers as they are used in the United
States are ¢ flerent from  those applied in
Britain and many other countries although
many Amerian authors do not distinguish the
former from the latter.®® In the United States,
the transfer means the interchange of funds
between apg -spriation items whereas in Britain
it means no only the interchange of funds
betwcen apropriation items (votes) but the
interchange of funds between sub-appropriation
items (sub-l eads).

In Britain estimates are divided into appro-
priation iteris called votes, each comprising a
particular strvice, or a group of services admi-
nistered by a single department. The vote is
the “water-1 ght unit,”® and money cannot be

transferred rom one vote to another, except in-

the case of Navy, Army or Air vote, where
such transfe s are allowed, provided that Trea-
sury sanctic1 is obtained. ™ These transfers
are subsequently approved by the House of
Commons af er the close of the fiscal year. The
transfers be ween votes in a fighting service
are the sam: as the transfers used in the Uni-
ted States.

Each vote is divided into three paris, of
which Part [ describes the service or purpose
for which t e estimate is presented, and the
total amoun of money required for that scr-

vice. Part I divides that total into sub-heads,

showing the amount of money estimated to be
spent on, or received under, each sub-head.
Part IIl is a detailed explanation of the expen-
diture or receipts making the sub-heads of Part
II. Part I alone is included in the Appropria-
tion Act of the year passed by Parliament.
Part III is for information only, and appears
only in the estimate. Part IT serves the purposes
of Treasury control. “Since the authority ulti-
mately given by Parliament depends on Part I
only, the distribution of the total grant among
the sub-heads in Part II has no statutory signi-
ficance.” However, the department is required
to obtain Treasury sanction in order to transfer
savings on one sub-head to another sub-head. 9%
The “transfer” as wused here is not known
among the national, state and local governments
in the United States. As Lewis points out, the
interchange of funds between sub-appropriation
items is within the sphere of departmental

~

discretion.

The Department {Department of Agricul-
ture) was committed to observe, in addition
to the Congressional stipulations, its own
detailed estimates as submitted to the Con-
gress unless there was a substantial reason
for changing its plans during the course of
the year....... Again, although such estimates
had no binding legal effect, there was a moral
commitment to the Congress that the funds
would be used in the designated way.™®

In the United States, there is no control by

the Cfice of Managemrent and Budget, or other

(9) For .xample, A. E. Buck, Public BudgetingNew York: Harper, 1929), P. 487; A.E. Buck,
The Budget in Governments of Today (New York: Macmillan, 1934, pp. 250-251; Burk-

head op. cit., 348-349.
(10) E. H lton Young, and N. E. Young,
(Lon lon: John Murray, 1924), p. 161.

The System of National Finance, second edition

(11) Sir F erbert Brittain, The British Budgetary Systems(London: George Allen & Unwin, 1959,

p. 205,
(12) Ibid. pp. 223-224.

(13) Vern: B. Lewis, “Budgetary Adminisiration in the Department of Agriculture,” in John M.
Gaus and Leon O. Wolcott, Public Administration and the United States Department of
Agri ulture (Chicago: Public Administration Service, 1940), p. 432.
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central bud, et office over the transfers of funds
between sul -appropriation items. The ministe-
rial budget:
(Chang),
Chapter in o Sections (FHang), a Section into

Sub-Section

in Korea, are divided into Parts

a Part into Chapters (Kwan), a
(Sehang), and a Sub-Section into
Ttems (Moc ). Parts, Chapters and Sections
are appropr ation items, while Sub-Sections and
Items are s ib-appropriation items or administra-
tive items. The interchange of funds between
ministries 0 between appropriation items within
a ministry s not allowed, except on specific
occasions, :s stated in the budget passed by
the Nation: 1 Assembly.”S Even in these cases,
the ministr es are requircd to obtain sanctions
in advance from the Minister of the Economic
Planning Bard; actually from the Office of the
Budget (fc ‘merly Burcau of the Budget).

The min stries are allowed to transfer sa-
vings on >ne Sub-Section or Item to meet
expenditur¢ on another Sub-Section or Item.?®
However, i: is not allowed to transfer savings
on salaries and utility services ic meet excess
expendituri under other items.t'?

In the fi cal year 1977, these transfers bet-
ween Iters in the General Account reached
45,236 mil ion won, which accounted for 1.6
per cent o the total General Account expendi-
tures, *® a.d amounted 1o 72,923 million won
(2.1 per ¢ nt) in the fiscal year 1978. 9

A.E. Bu k, in speaking of the transfers in
the Amer can state and local governments,

concluded:

One should not overlook the fact, however,
that the use of transfers may, in the end,
defeat the very purpose which the legislative
body in mind when it voted the detailed
appropriations. Such appropriations may be
completely changed during the course of the
fiscal year by the extensive application of
the power to make transfers... In other words,
the detailed stipulations of the legislature are
rendered more or less null and void before
the fiscal period is over by the great number
of transfers between

various appropria-

tions. X0

It should be noted, however, that this criti-

cism is directed to the transfers of funds
between appropriation items, not to the inter-
of funds

change between

sub-appropriation

items.

C. The Carryover

Before beginring a discussion of the carry-
over, it is desirable to examine the types of
budget authorizations and the relation of ac-
counts to the fiscal year for a better under-
standing of the carryover system.

Budget Authorizations by the United States
Congress can be classified into thrce main cate-
gories, and the first category in turn includes
several types.

1. Crdinary authorizations empower to make
both obligations and expenditures. These can
be classified into several types in terms of
duration of availability, definiteness or indefini-

teness of amount, and so forth.

(14) Un il FY 1963, an Item was divided into Sub-Items.
(15) Ex ctly the same restriction may be found in the Japancse budget system. (Article 33,

Fir ance Law of the Government of Japan).

(16) Aricle 35, Budget and Accounting Law.

(17) Ar icle 22, Decree for Implementing the Budget and Accounting Law.
(18) Jai nubu (Ministry of Finance), FY 1977 Kyuisan Gaiyo (Synopsis of FY 1977 Final

Ac ounts), Seoul, 1978, p, 140.

(19) Jai nubu, FY 1978 Kyulsan Gaiyo (Synopsis of FY 1978 Final Accounts), Seoul, 1979, p. 46.

(20) Bu 'k, Public Budgeting, p. 458.
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(a) Annua' (or one-yecr) approfriaticns cen-
stitute the !ulk of all appropriations needed
to finance 1he day-to-day operations of the
government,

(b) Multiz 'e-year appropriations resemble one-
year appropr ations cxcept that obligations may
be incurred “or a specified period longer than
one year.

(¢) No-yea- appropriations are available for
obligation ur til the purpsse of the appropriation
has been acc implished.

(d) Annua indefinite appropriations are inde-
finite in amo int but specified as to purpose.

(e) Perma. ent appropriations resemble Con-
solidated Fu1 d Services in Britain. Under these
appropriation: funds become available from year
to year with ut specific action by the Congress.

(£) Author. zations to expend from public debt
receipt are scmetimes used for such agencies as
the Commodi:y Credit Corporaticn, Rural Elece-
tification Ad:1inistration, Farmers’ Home Admi-
nistration, ar 1 Federal Intermediate Bank in-
stead of apprpriations.

2. Contrac authorizations empower to incur
obligations b t not to make expenditures. In
other words contract authorizations confer
authority to ncur obligations during a single
fiscal year by permitting the granting of con-
tracts on wh ch no payments may be required
until after th:t year. The Congress must, in
subsequent ye¢ ars, appropriate whatever amounts
are necessary to cover them.

3. Appropr ations to liguidate prior contract
authorizations empower only to make ex-
penditures bit not to incur any new obliga-

tions

Budget authorizations by the Korean National
Assembly also include three major categories,
but they are not quite the same as those by
the U.S. Congress.

1. Ordinary authorizations. These confer au-
thority to incur obligations and to make expen-
ditures, There are twa types of ordinary autho-
rizations:

(a) Aanual appropriations account for more
than 90 per cent of all the appropriations pas-
sed by the National Assembly. The principle
of annuality is well observed in the Korean
budget system.

(b) MMultiple-year appropriations are also used
primarily for construction and R & D projects.
Obligations may be incurrcd for a period of up
to five years, but the amounts to be spent in
each yeat of the period are specified in advance
by the Natioral Assembly.®® Tt goes without
saying that the multiple-year appropriations
are one of the most important exceptions to
the principle of annuality in the Korean budget
system.

9. Contract authorizatiens. These are called
Kooks Chaimoo Buwdem Haingyi, and confer
authority to incur obligations but not to make
cxpenditures. ¥ The contract authorizations
require  subsequent appropriations  to liquidate
them.

3. Apprepriatiens fo liquidate prior cemtrart
authorizations. These exist, at least in theory,
in the Korcan budget system in that they
empower only to make expenditures but not to
incur any new oblizations. However, since the
budget is authorized by the Korean Natioral

Assembly on an expenditure basis, these appro-

(21) Micha 1 S. March, “A Comment on Budgetary Improvement in the National Government,”
Natior il Taz Journal, June 1952, p. 160; Burkhead, op. cit., p. 317; Kohler and Wright,

op. cit, pp. 109 110.

(22) Paragiiph 1, Article 90, Constitution of 1972, and Article 19, Dudget and Accounting

Law.

(23) Article 18, Budget and Accounting Law.



priations are not substantially different from
the annual appropriations mentioned above,
except that the Assembly may not reject nor
reduce thesc appropriations without the con-
currence of the exccutive branch.

We shall now turn to the relation of accounts
to the fiscal year. In the United States {ederal
government. the outstanding balances of appro-
priations arc not lapsed at the end of the fiscal
year, even -1 the case of annual appropriations,
let alone no- year or multiple-year appropriations.
These balar ces are available to meet obliga-
tions incurr «d during the fiscal year for a
period of tv enty-four months after the close
of the fisca year. ™

This is nit so in Korea. The principle of
annuality is emphasized and fairly well obser-
ved. The a counts are closed as a rule at the
end of the fiscal year and the unexpended
balances of appropriations are lapsed. However,
an addition: | period of 20 days is allowed for
the paymen: of tardy bills for goods which
have been elivered or services which have
been render:d up to the end of the fiscal
year.'?®  Tais lapsing provision has the great
advantage of giving the National Assembly
direct contrsl over both amount and purpose

of spendiry within each fiscal year. The

carryover i© the exception to this rule.

There ar: two types of the carryover in the
Korean bucget system, namely: the Myungsi
Yiwol (legislative carryover) and the Sago

Yiwol (acc dent carryover).

When it is

foreseen th t some expenditures are not expen-

(a) The legislative carryover.

dable during the fiscal year, the government
may ask for the consent of the National As-
sembly for the carryover of these expenditurcs.
€8 The carryover of expenditures from 1977
to 1978, with the consent of the legislature,
and from

1978 to 1979 reached 8, 331 million won.®?

amounted to 29,951 million won,

(b} The accident carrysver. In some cascs,

the government ministries may carry over
unexpended balances of appropriations to the
succeeding fiscal year. The carryover of a large
amount of unexpended balances creates confu-
sion and complications, and it is, in effect,
“practically the same as making additional or
supplementary appropriations.”™® Strict restric-
tions, therefore, are imposed on this type of
carryover. For one thing, it js required that
obligations have been incurred. Unobligated
balances of appropriaticns are automatically
lapsed at the close of the fiscal year, and the
carryover is not applied to these balances. For
another, it is also required that contracts—
whether they are for goods, services, or con-
structions—have not been fulfilled by the end of
the fiscal year due to unavoidable circumstances
arising after the placement of the contracts.®¥
As noted above, when goods and services arc
provided up to the end of the fiscal year, the
bills are settled within 20 days from the end
of the fiscal year and it is not necessary to go
through this complicated process called the
“accident carryover.”

The carryover of unexpended balances, under
1978 reached

and from 1978 to 1979

this provision, from 1977 to

154, 530 million won,

(24) Buck, The Budget in Governments of Today, p. 256.
(25) Art cle 4, Decree for Implementing the Budget and Accouting Law.

(26) Art cle 27, Budget and Accounting Law.

(27) Jairwbu, FY 1977 Kyulsan Gaiyo,
pp. 218-219.

(28) Buck, Public Budgeting, p. 526.

(29) Art cle 36, Budget and Accounting Law.

pp. 328 329 and Jaimubu,

FY 1978 Kyulsan Gaivyo,
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amounted t - 102, 586 million won. ¥

D. The General Contingent Fund

Another (evice to maintain a high degree of
budgetary f :xibility is the appropriation of a
general con ingent fund.“Y The general con-
tingent furd in Korea, which is another
example of lapanese influence, resembles that
used in mary state governments in the United
States. Art cle 90 of the Constitution of 1972

provides:

In orde: to supply deficiencies, which are
unavoidab e, in the budget, and to meet
requireme ts unprovided for in the budget,
contingen! funds shall be provided with the
consent of the National Assembly. Expendi-
tures from this fund shall be approved by
the Natior al Assembly in the next session.

The Budgat and Accounting Law, Article
26, reiterate : this constiturional provisions.

The generd contingent fund, so far as the
General Accunt is concerned,®® serves as a
central eme gency pool from which various
ministries ar 4 agencies may obtain funds to
meet unforse:able needs. It should be noted,
however, thit transfers are authorized from
this fund nit only to supplement existing
appropriation , but to meet requirements unpro-
vided in the budget. Put another way, a trans-
fer from this fund may be effected for purposes
or activities hat have not been approved by
the legislatur ».

When a m nistry or agency [leels that the

need of transfer from this fund, an application
showing the need, amount and justification is
submitted to the Minister of the Economic
Planning Board. When this is approved by the
Office of the Budget and the Minister, the
application for transfer from the contingent
fund is submitted to the State Council{Cabinet)
and the President. As soon as the President
approves the transfer from contingent fund,
the amount allowed by the President is appor-
tioned by the Budget Office as if it is a part =
of regular appropriations. 4%

The Budget and Accounting Law, it should
be noted, provides that the contingent fund in
the General Account should account for at least
one per cent of the total General Account bud-
get.®®  This clause, which was not found in
the old Finance Law, was inserted by the
Committee on Budget and Financial System
Reform® in the light of past experience in
the operation of the fund. In the past the size
of the fund has never been adequate.

The government, as noted above, is required
to obtain the subsequent approval of the use
of the contingent fund because the general con-
tingent fund is a lump-sum appropriation, and
the purposes for which the appropriation is to
be used are not specified in advance by the
National Assembly. The ministries and agencies
which obtained funds from the general contin-
gent fund, are required to submit by March 20
of each year, reports on the use of the funds

to the Finance Minister, who in turn consoli-

(30) Jaimuosu, FY 1977 Kyulsan Gaivye, pp. 32% 329 and Jaimubu, FY 1978 Kyulsan Gaivo,

pp. 2 8-219.

(31) Unite Nations, Gevernment Acccunting and Dudget FErecution (New York: United Nations,

1952). p. 13.

(32) In maiy special accounts, separate emergency funds are provided.

(33) Articl: 38, Budget and Accounting Law.

(34) Parag aph II, Article 26, Budget and Accounting Law.
(35) See Hron Yu “Legal Basis of the Budget in Korea, “Korean Journal of Public Administ-
ration. No. 1, Vol. XVII, pp. 145 15} for function of the Committee.
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dates the:e reports for presentation to the Pre-
sident thijugh the cabinet meeting and to the
National  \ssembly. ©®®

A.E. B «ck, who is not enthusiastic about the

use of th general contingent fund, concludes:

Althc agh regarded by some administrators

as a sa isfactory means of providing for small

conting ncies, such funds are open to abuse
unless :igidly controlled. ©?

The Korean experience tends to support
Buck’s in .istence on the necessity of control
over the se of the contingent fund. In the
past, man; Korean administrators regarded the
general ci ntingent fund as a means of securing
funds wh ch they could not obtain through the
regular tadget, and in many cases money
from the :ontingent fund was used for purposes
which co ld not be called emergencies. Fur-
thermore, ex post facto control of the National
Assembly over the use of the contingent fund
tended to be a perfunctory performance in the
closing hiurs of the session.

This w iter is not advocating the establish-
ment of £ administrative-legislative board or
an all leg slative board which is used in some
state go' ernments in the United States.®®
What the Korean National Assembly needs is
machiners such as the Public Accounts Com-
mittee in -he British House of Commons, which
would ha e tight ex post facte control over the
fund. In Britain, the Public Accounts Com-
mittee, “iratches with some jealously” to see

that the '“reasury does not make use of the

Civ il Co1tingencies Fund to “release the depart-

@36) A

1

iicle 39, Budget and Accounting Law.

ments to any substantial extent from the limi-

tations of the scheme of appropriations.”®®

E. Disburscments

1. Expending Officers

Expending officers are divided into three
groups, namely: finance officers, disbursing
officers and cashiers.

(a) Finance officers, whose functions resem-
ble those of certifying officers in the U.S.
federal government,“® are persons by law
duly authorized to incur obligations on behalf
of the government. The number of such per-
sons is not fixed by law. In some of the smal-
ler agencies without field offices, a single
official signs all the vouchers. But in all the
major ministries, which have field offices, the
authority to incur obligations is delegated to
suberdinates.

(b) Disbursing Officers, who have almost the
same functions as those of disbursing officers
in the U.S. federal government,“Y prepare
checks drawn on the Bank of Korea. Unlike
their counterparts in the United States, the
Korean disbursing officers are all subordinates
in the ministries and agencies whose accounts
they pay. The number of disbursing officers is
less than that of finance officers.

(¢) Cashiers are those who make cash pay-
ments. Under the Korean financial system,
payments for government obligations are to be

made, in principle, by checks drawn on the

 Bank of Korea, which in turp makes cash pay-

(37) Buck, The Budget in Governments cf Today, p. 252.
(38) Deniel W. Tuttle, Jr., “The General Contingent Fund in Minnesota: Operation and Manage-
ment, 1937-1947,” Public Administration. Review, Summer 1949, p. 194.

(39) Ycung and Young, op. cit., pp. 192-193.

(40) H:rvey C. Mansfield, The Comptroller General (New Haven: Yale University Press, 1939),

p. 137.

(41) Deaiel T. Selko, The Federal Financial Systems (Washington, D. C.: The Brookings Insti-

tu ion, 1940), p. 360.
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ments to pay es.“?  In some cases, however,
cashiers are : ppointed, and funds are advanced
to them by ¢ sbursing officers.

2. The Diswrsing Process

When a bil is to be paid, it must be ap-
proved for psyment by a finance officer men-
tioned above. The finance officer makes sure
that all the r:quired steps have been followed
in verifying 'he quantity, quality, and price
of goods and services ordercd and received. He
gives the supjorting documents a final review
and puts his eal on the accompanying voucher.
The voucher is then sent to a dishursing
officer, who p: epares checks drawn on the Bank
of Korea.

There is a limit on the total amount of che-
cks drawn by a disbursing officer. As soon as
a minister or agency head is notified of the

amounts the ninistry or agency is allowed to

(42) Artcle 39, Budget and Accounting Law.

(43) Article 54, Budget and Accounting Law.
(44) Article 67, Budget and Accounting Law.

disburse in each month of the year, he allots
the amounts to disbursing officers in his mini-
stry or agency if there is more than one dis-
bursing officer under his jurisdiction. The
disburisng officer may not draw checks in
excess of these amounts in each month. "

When deposited or presented by payeces,
checks clear through usual bank processes and
are paid by the Bank of Korea through its
main office and branch offices. Disbursements
in currency are infrequent, and when they are
necessary, cash payments are made only by
designated cashiers. The same person cannot
be a cashier and disbursing officer at the same
time. 44

In short, the Korean disbursing process ap-
proximates that of the U.S. federal government

before it was centralized in June, 1933. “%

(45) There :re some exceptions to centralized disbursement in the United States. (Frank J.
McKen 1a, “A Delegation of Federal Disbursing Fucntions,” Public Administration, Winter
1956, 1p. 37-39; and also E. F. Bartelt, Accounting Procedures of the United States Govern-
ment, Chicago: Public Administration Service, 1940, pp. 28-29).
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