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INTRODUCTION

This article is concerned in general with a system analysis in
accounting for funds and in pafticular with the modifications made to
interfund settlement procedures exercised by the Accounts Division,
Department of Financial Services of the United Nations headquarters.
located at New York. It is a case study involving practices done in the
real world and not a theoretical essay; as such it would void direct
quotations from other sources. It is supported instead by relevant
materials giving general terms of reference.

The case cited hereunder is that of the Organization controling a
multiple of funds, or of a body governing its divergent financial acti-
vities and their administrative agencies. It shows how, facing with
changes brought about by extraneous reasons, successfully effected fit

modifications to its interfund clearing system existed till then. The



aritcle in consequence is comprised of the following five parts:

1) First the term “fund” is defined as it is used hereinafter, and
the topic of bookkeeping relationships between several funds will be
discussed using a typical model.

2) Second, the pre-change practice of the Organization to normal-
ize fund relationships is described together with its rationale behind
the practice. 7‘

3) The above system functioned reasonably well till changes ex-
ternal to accounting took place. What were those changes is ex-
plained.

4) Then follows a discussion on the impact that these changes
bore on the then existed information system. A way to modify the
data recording mechanism was devised in an attempt to cope with new
demand posed by the changes. A test for this proposed solution
against the generally accepted accounting principles is presented. |

'5) The concluding part is an illustration of the improvement in
system utilization thereby achieved.

I‘t is to be understood that the accounting method talked about
here 1s based on electronic data processing. And the stages of logical
development followed through in this paper may be found of use in
any handling of funds in plurality, as the situation at issue is akin to
overseas branch accounting, or to controling technical assistance
programs executed under the like international cooperation spon-

sorship.

1. FUND AND INTERFUND SETTLEMENT

A fund, according to Longman Dictionary of the English Lan-
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guage, is an intangible resource, especially a sum of money, whose
principal or interest is set apart for a specific objective.

Apart form the definition given above, the term “fund” appears to
be interpreted by general public to mean money, available cash, cur-
rency on hand, or in any combination of all these. This catch-all usage
seems to haved given birth to such street expressions as “I have no
fund for that” or “my funds are tight.” A bank may return a third
party cheque with a rejection slip saying “insufficient funds.” In this
last case the slip really denotes the fact that the third party does not
possess a balance in his account with the paying bank large enough to
honor what he has committed himself to pay.

The term “fund” is thus used interchangeably with money and
- money, with other forms of the médium of exchange. In accounting and
related circles of profession, however, they are to be distinguished
one from another.

In governmental accounting, for instance, a General Fund normal-
ly acts as the main framework to account for income and expenditure
of a regular budget. It encompasses all the resources of a government,
except only for those held ﬁnder revolving funds, government enter-
prises, and trust funds.”

Addressed in this article, among others, are trust funds, unless
otherwise noted.

In addition, trust funds may be referred to simply as funds
hereafter inasmuch as all the funds are trust funds in their very na-
ture as well as in the precise technical sense.

Trust funds held by the United Nations are moneys and re-
sources the administration of which is entrusted with its Secretary-

General and the use of which is strictly limited in scope to the pur-



poses defined by the laws individually authorizing establishment- of
such a fund.”

Accordingly the features of trust fund are twofolds:

1) administration by custodian, and

2) the use in accordance with the wishes of ifs trustor.

As these features are common to any fund, it follows that fund
accounting is not for a government alone, but is applicable also to
businesses. |

To illustrate a case of actual fund management by the United Na-
tions, let us cite Namibia Fund.

Namibia is a vast territory adjacent to the Republic of South
Africa. It is claimed by SWAPO, SWAPO standing for South West
African Peoples’ Organization. The Fund represents cooperative
wishes of the World community to help obtain its independence.B)

As regularly reported. through newspapers including those
announcements made by the Government of Japan on pledges, a prog-
ress is being made toward free national referendum scheduled in
1989. Not so obvious, though, is the fact that all the expenses incur-
red by that progress are financed out of the Namibia Fund, which the
member states of the United Nations have built up over years mostly
through voluntary contributions. The donors stipulated at fhe onset
that the funds be utilized tb enable the inhabitants of Namibia to pre-
pare for, gain, and maintain their national identity. In consequence the
authorization given to the United Nations Secretariat, with which this
writer had the privilege of having been associated as a staff member,
included even an arrangement to issue scholarship awards to Nami-
bian students Seeking for higher education abrbad. |

Establishing a fund does not by itself entail setting up of an inde-
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pendent service organization. For that matter, a separate bureau to
exclusively service the need of a fund may never be created. In the
case for the United Nations, practically all the trust funds are given
humble birth; no new recruitment of service staff is initiated, nor is
the accounting unit segregated for each fund. Consequently the work
situation i1s that a number of funds is attended by a single service
body insofar as daily financial transactions are concerned.
| The transactions consist of cash receipting, holding it in invest-
ment while in custody, diSbursing when so requested by the fund
manager, and keeping the true and updated status of the fund re-
flected on the books. Not all transactions are in cash: non-cash trans-
actions would usually call for adjusting entries.

The fund management is thus kept independent of one from
another, whereas finacial services are pfovided from the common base

or, so to speak, from a pool, as shown on the following Chart 1.

CHART 1
FUND A FUND B FUND C
Authority Authority Authority v
Policy-making Policy-making Policy~making
Staffing Staffing : Staffing
Management Management Management

Billing
Receipting/holding
Paving

Status reporting
Financial guidﬁnce

Premises of accounting information system

Now, each fund can be properly identified by the use of relevant

codes even while on the common accounting base. Further, should it



be provided with itsrown bank deposit account to draw required dis-
bursements out from it, then the fund segregation would become com-
plete and a fund, ideally independent one from another.

Clearly, however, it is neither economical nor advisable to keep
opening ﬁnchecked a bank deposit account one each for a fund as it is
created. For, the number of funds in total always tends to grow. On
the contrary, it would be prudent as a rule to limit the total number
of bank accounts that an organization might wish to keep.

The United Nations exercised such prudence, trying to keep the.
total number of banks and bank accounts it dealt with to the mini-
mum. In its accounting system, the total number of bank accounts was
far less than the total number of trust funds. Cash need of a fund
without its own bank deposit account was fulfilled through indebted-
ness to another major funds that owned bank accounts.

As a result left unavoidably with the accounting system was so-
called an interfund clearing step, whereby fund imbalances caused by
the absence of cash at bank are settled each time as interfund transac-

tions took place, or as detailed as below.

2. INTERFUND ACCOUNTING AT THE UNITED NA-
TIONS, EARLY STAGES |

For ease of explanation, only thé case of disbursing funds and no
other types of transaction is selected. |

When a payment on behalf of a trust fund is made by a central
~unit, or in this instance where a Namibia bill is paid out of an UN
General Fund bank account, the transaction was used to be journal-

ized as shown on Table 1.



ACCOUNTING FOR INTERFUND SETTLEMENT AT THE UNITED NATIONS

TABLE 1
Expenditure, Fund B 1,000 {1.17
Clearing B/A ) (1,000) (1.2)
Clearing A/B 1,000 (1.3)
Bank, Fund A ' (1,000) (1.4)

Here the entry format, as it will be noted, may appear quite dis-
similar to those normally shown in accounting textbooks in use in
Japan. This is nevertheless the most advanced standard format em-
ployed not only by the United Nations proper but also throughout its
network of agents and agencies. |

The entries required to record a payment are a pair of debit (1.1)-
and credit (1.4) which in this case would obviously destroy fund in-
tegrity since they belong to a different set of accounts, B and A, one
each. To cancel out these imbalances, contra entries (1.2) and (1.3)
are to be supplied however artificially. This additional pair, with its
plugging effect, restores self-balanced status to both Funds, B and A.

Incidentally the expenditure, spelled out in letters as such in the
above, 1s in actuality a string of codes on the books each of which de-
noting various levels of classification, that is, the location in which
the expenditure has been incurred, the object for which it was made,
and other identification data preassigned for control purposes.

Now, operations of the United Nations are spread over the globe
and they cover diverse activities in political, economical, social, milit-
ary, ecological and population problem-solving. Banking facilities had
to be engaged at various localities throughout the world.

In consequence the UN General Fund in control of these bank de- |

posit accounts established at key financial centers is often expected to



play the role of a central banker. Suppose, for example, a staff belong-
ing to Decolonization Activities or Fund C works alongside a staff of
Namibia Fund or Fund B in supervising the referendum to make cer-
tain that the vote is cast out of free volition of the residents of Nami-
bia. Their work will have to be compensated for and their salary paid
by the central banker, or Fund A, inasmuch as neither Fund C nor
Fund B possesses its own account at bank.

Such compound payment could be coded in to the accounting in-

formation system based on four-corner entries as are depicted on

Table 2. ,
TABLE 2

4 ™
Expenditure, Fund B 2,000 (2.1)
Expenditure, Fund C 3,000 (2.2)
Clearing B/A (2,000} (2.3)
Clearing C/A {3,000) (2.4)
Clearing A/B . 2,000 (2.5)
Clearing A/C 3,000 (2.6)
Bank, Fund A (5,000} (2.7)

g J

The above entries, type-written on a prescribed form of carbon
interleaved paper and supplemented with other data needed to effect
payment such as those relating to whom, where, when, how and by
what bank, would make up an actual payment voucher of the United
Nations.

Once vouchers have been prepared and approved, the subsequent
actions are practically automatic - processing is done by computer.
The data are transcribed, sorted, accumulated, and they are used to
update accounts. Trial balance, or a status of fund, 1s produced by a
computer-driven high speed printer. The status of fund, kept separate

by fund and in a blocked trial balance each in the continuos totalities
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of debits and credits, would be rewritten into a more readable paged-

report form at the end of month. This flow of work is schematically

presented in Chart 2.4

Exp B
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3. A NEW MANAGEMENT TOOL IMPOSES CHAL-

LENGE

It may be said that theory and practices are often placed at the

extreme opposite ends. In a real work environment, a mountain of

paperwork is continually processed every day with attendant prob-



lems and troubles. The sheer volume of accounting work coupled with
horrendous pressure which is caused both by time elments and human
relations is, perhaps, beyond the comprehension of educators in a» se-
date academy. |

The finance-related work of the United Nations headquarters is no
exception: with the Member States numbering more than 160 and
their national currency covering no less than 100 different species,
countless data are passed through the Accounts Division daily.

The number o.f funds which required interfund settlement, as dis-
cussed previously, was not at all unlimited. As a matter of fact, there
were only several of them, each one quite major in magnitude and
nearly autonomous like the United Nations Emergency Force, a milit-
ary operation fund. In cohsequece, interfund clearing, though trouble-
prone, constituted no special difficulty till 1972.

That was till 1972. For, in that year, a new management tool cal-
led Programming and Project Budgeting System was introduced to the
Organization, and its adoption affected not only the manner of admi-
nistrative work of every unit of the entire office but also the metho-
dology of financial accounting tasks in place then.

Discussion of the Programming and Project Budgeting System it-
self is outside of the scope of this article. It, abbreviated to PPBS, was
regarded as the foremost technique in management science at that
time.

The PPBS is said to be an invention of Robert McNamara, once a
cybernetics expert at the Ford Motor Company turned Secretary of
the Defense of the United States. It could be depicted as a goal-
oriented reshuffling of resources. McNamara was said to have wished

to execute the war in Vietnam that was going on since 1962 as effi-

— 76 —
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ciently as he would improve the management of a commercial enter-
prise. In war or in a business, the logics and logistics involved are re-
portedly the same as that of fundamental economics in search of
efficacy, or “the shortest cut to a goal” and “the least costs to maxi-
mize the profits.” In the same vein budgeting has to allocate resources
in strict accordance with p-riority, and its accounting should be able
to show the degree of progress made toward the given administrative
gdal. |

Notwithstanding the deployment of the PPBS, the United States
eventually lost the war in Vietnam. The ideas of the new management
tool, however, lived on. Member delegates to the United Nations, the
headquarters of which is susceptible to any and all innovations there
is to management and technology by virtue of its location being in
New York, took on the PPBS as the most likely fit aid to quickly
~achieve the UN aim of promoting industrialization among the develop-
ing nations which were so mény.

The UN budgeting had been formulated in the traditional bottom-
up manner. Probable costs were estimated for a work unit by unit,
section by section, until the whole architecture has been built. The
new program budgeting, in contrast, called for budget estimates .WhiCh |
were to be made for planned project by project, transcending
bureaucratic sectionalism.

As for the accounting service corps to which this writer be-
longed, this new orientation was about to throw in new roadblocks.
For one thing, it was to sharply increase the number of required in-
terfund settlements.

Under the then existing system, the number of such settlements

was held down to minimum mainly due to a discretionary use of sub-



ordinated accounts. Many minor funds were lef hung up on the Gener-
al Fund, instead of being given independence, accounting-wise. That is
to say that unless a fund grew active enough in the opinion of the
accounting staff or until such a time as to begin generating a multi-
tude of transactions, it was subordinated to the General Fund as
either a miscellaneous account payable or receivable of the General
Fund. These miscellaneous accounts within the Fund called for no im-
mediate settlement.

This moratoriqm was to be removed by the adoption of the Prog-
ram Budgeting.

The new budgeting treated projects as its budget item one each.
Projects, then, attained their own accountability. As it may be recalled
a fund, a financial entity, is defined by 1) the legal aspect and by 2)
the specifically assigned purpose. These feature is also common to a
project, an administrative entity. In consequence, a project came to be
regarded as if a fund. |

Now, a fund tended to show imbalances whenever lacked its own
bank deposit account. A project is less likely to be permitted to open
‘its own bank deposit account. It meant that any and all transactions
affecting more than one project must be sorted out in the same way as
interfund transactions. Moreover, a - single fund may contain several
projects in it. Accordingly it became apparent that a vast number of
clearing actions which would have to be carried dut concurrent to ev-
ery inter-project transaction would be imposed just by the introduc-

tion of the new budgeting arrangement.
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4. TESTING AGAINST ACCOUNTING PRINCIPLES

For the purpose of discussing how to successfully institute the
Program Budgeting, the UN managers of various funds and budget
planners met with the financial service staff in a setting comparable
to the Corporate one. There were certain problems anticipated, and no
manager or budget officer could function without the support of
accounting staff. Through a series of such meetings many difficulties
were ironed over. The Accounts Division task force headed by this
writer revised the code structure. It also proposed to alter the work
procedure, in particulaf to abandon subroutines in regard to indi-
vidual settlement of inteffund and inter-project account imbalancs.

The managers objected to this proposal whereas budget people
raised questions as to its compatibility with the generally accepted
principles of accounting. In response this writer had to expound on
the principlés, the listing of which follows.”

1. Truthfulness

Double-entry bookkeeping

Differentiation between status and operations accounts
Unaﬁlbiguousness and full disclosure

Continuity‘

Conservatism

Single source of accounting information

© N o oA W N

significance

The propoéal made was that the set of accounts needed to clear
fund imbalances such as those shown as the entries (2.3) through
(2.6) of Table 2 be dispensed with at the very initial point of the

chain of actions, or at the time of preparing disbursement vouchers.



To dispel misgivings raised against the wisdom of such 'an in-
novative proposal, the following theoretfical explanations were offered.

Tested against the principle of truthfulness, the proposal would
yet survive because no real but mere contra data were to disappear.
No distortion of the project status would occur. Tested against the
double-entry requirement, the proposai would still keep it, inasmuch
as vouchers are prepared on the basis of self-balanced control. Like-
wise, no encroachment on any of the principles cited above 3 through
7 would take place. As for the last principle of significance, the prop-
osed omission of clearing accounts would suppress none of due to or
due from status of various projects involved, as these dues will even-
tually and unmistakably show up 'in the aggregate out-of-balance on
the consolidated financial status of the Organization as a whole.

In sum, what was being proposed was to replace the report for-
mat that the recipient was familiar with, or those samples shown on
Chart 2, with a new one. The old format invariably ended in nil ba-
lance. Whereas the new report would carry some balances, or to be
precise, the net amount of a project.

That, however, caused an uproar among the fund managers. It
was in a way understandable, for they were used to receiving a clean-
looking status report that showed no imbalance although the true im-
balance always existed, this one shown only in a different classifica-
tion. In ‘other words, the imbalance was plugged in as dues within the
framework of a fund. The same imbalance, under the proposal, would
stand out as if the framework has been broken. Fund managers did"

not take liking of it.
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5. ADOPTED MODIFICATIONS TO ACCOUNTING
SYSTEM

The arguments this writer put forth to counter these protests had
three angles.

1) First, we faced a new situation, and the managers were sup-
posed to be ready for changes, let alone such a minor one as to
appearance of the status report.

2) Second, the new out-of-balance report ought to be more useful
rather than less, since it would henceforth highrlight the fund imba-
lance that actually represented a receivable or payable relation with
the fund donors.

3) Third and the most relevant factor was that it was near im-
 possible for the accounting service staff to cope with the envisaged in-
~crease in workload that was to be otherwise brought in by the ne-
cessity of clearing each interfund transaction. The number of clearing
entries would have exploded beyond control should the number of
funds involved be increased.

To illustrate this effect, suppose there existed only one fund.
Then there would be no doubt that no relation between funds can be
found and no settlemnt, needed. If there are two funds to deal with,
then obviously one contra account on each one of the funds, or two in
total, will be necessary.

The interfund relation works in two ways; a due to on one would
inescapably call for a due from on the other. The clearing accounts
must therefore always function in the pair. This means that 6 line-
entries are needed to connect three funds and 12 lines, to bridge four

funds.



This geometric sequence of numbers may be replaced by the fol-

lowing algorism.
V n—1
Tn=22.Xi
i=0

where:

Twn is the total number of entry lines required.

X1 1s the sequential order of the last additional fund.

In the opinion of this writer the algorism pointed to a situation
which no reasonable processing capacity whould be able to contain. It
projected, for instance, that as many as 90 line identifications would
have to be provided in the system in order to cover mere 10 funds or
projects. While this projection remained a theory, and not all of the
possible combinations may actually be utilized, our accounts codebook
must nevertheless list them all just in case. To be useful, a codebook
is expected to be comprehensive as well as complete. The United N_a-
tions account codebook had to include any code with the slightest
chance of use because it happened to be the only guide for so many a
clerk at different office locations along the United Nations network
stretching throughout the world. |

A complete codebook would have bécome quite voluminous be-
cause of the listing of these interfund clearing accounts. Printed pages
after pages would have shown the contra account codes which, howev-
er, are neither useful as a management information nor significant as
account data. That would be quite silly and for this reason alone, the
Accounts Division staff had to insist on the total abolishment of the
concept as well as the practice of individual settlement.

The fund managers still grumbled, but the arguments were finally

won in favor of the accounting service staff.
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A new procedure was then instituted in the way as this writer

had intended. This global settlement has been in satisfactory use

since; the input and output of the UN financial information system, in-

sofar as a typical fund status reporting on expenditures is concerned,

now look quite streamlined as are so suggested on the following Chart

3.
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In summary, fund is a group of resources made available for a

specific purpose that is defined by the donors. The fund manager, as



the trustee, acquires the responsibility of due diligence. The nature of
fund being as such, the fund integrity should be jealously guarded.
This would normally call for unfailing recording of the imbalances
caused by financial transaction involving another fund. Those inter-
fund imbalances are unavoidable unless numerous cash deposit
accounts are opened with banks. As to the methodology of how, when
and where to settle indebtedness between funds, however, opinions
may differ. Those who are not under the pressure of having to pro-
cess 4thousands of data daily might tend to underestimate the magni-
tude of work and are likely to adhere to the procedures that they
have been comfortable with. A planned innovation in the existing sys-
tem will therefore entail skilled persuasions to convince the people of
the advantatges that the proposed changes would offer.

The four-corner entries (1.1) through (1.4) of Table 1 which were
once held rather sacred by the United Nations accounting profession-
als might not have been so sacrosanct, since its net effect was no
more than to firmly establish the indebtedness between funds. The
identical effect, as shown in Chart 3, can be set out on the report of
fund imbalances. Similarly, as demonstrated amply in the above study,
eliminating certain contra entries of technical nature at the onset of
the chain of data-processing may save a lot of computer addresses and

processing hours.
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