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A progras or project is considered to ke fully funded
if the tudget authority requested and made available is for the
total cost of that program to be initiated in the budget year. A
study vas undertaken of multiyear programss shether or not
obligations for the entire program were made at cne tise.
Pindingss/Conclusions: To be considered fcr cenversion to full
funding, a prograam or project should: be a discrete, multiyear
prograa with a planned completion date; ke subject to total cost
estimating; not be subject to changes in design that would
affect funding levels sigrificantly; and be a cosmitsment to the
extent that there is clear evidence that the Government intends
to fund the progras to completion. Factors to ke considered for

-full funding involve diminished control by.the Ccngress over

outlays, fluctuation cf budget estimates, and increases in
unobligated balances. Pull funaing is usvally thcught of as
being applicable mainly to major construction and procurement.
Other categories with prugrams that could pcssibly be considered
for full funding inclode research and development, sutsidies,
and social-type prograss. Areas deserving spredial attention are
land acquisition, ADP leases and purchases, qrants for ,
construction of transit systems, programs with tctal dollar
limitavions, grant prograss for phased construction, pemsion
type prograss, and revclving funds. Two possibilities for the
availability of funds are no-year authority and multiyear
aathority. A list of 60 accounts with potential fcr ccnversion
tc full funding is included. (RES)
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A Federal program or project is considered to
be fully funded if the budget authority
requested and made available is for the total
cost of that program to be undertaken in the
budget year. This study is concerned with
multi-year programs whether or not
obligations for the entire program are made at
one time.

There is potential for further application of
full funding in the government. This is true
not only for those types of programs usually
associated with the concept--construction and
procurement--but also for some research and
development, subsidy and social type
programs.

GAOQ identified 60 appropriation accounts in
the Federal budget which have programs with
potential for conversion to full funding.
However, changes in the way programs are
funded should be made only after detailed
analysis on a program by program basis.
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COMPYROLLER GENERAL OF THE UNITED STATES
WASHINGTON,. D.C. 20848

B-165069

The Honorable Butler C. Derrick
Chairman, Budget Process Task Force
House of Representatives

Dear Mr. Chairman:

This is in response to your request of May 31, 1978,
for GAO to conduct a two-part study on the impact of
further implementation of the full funding concept in
the Federal Government. For the first part you had asked
that we:

(1) establish a list of accounts with potential for
conversion to full funding;

(2) develop criteria for selection of the accounts
since different definitions of full funding are
in current use;

{3) categorize the accounts by type of activity (e.gq.
construction, procurement, etc.): and

(4) provide dollar figures for budget authority,
obligations, and outlays for fiscal years 1977
through 1979 for each account. ’

In Part II of the study we w1ll analyze the impact of
convertxng selected accounts to full funding and will report
to you in early 1979. PFollowing are the results of Part I.

WE IDENTIFIED 60 ACCOUNTS
WiTH FULL FUNDING POTENTIAL

We are providing in Appendix I a list of 60 accounts——
funded incrementally now--which we believe have potential .
for conversion to full funding. However, before decisions
- can be made about changing the way funds are provided for
these programs, we believe it is necessary to consider
all pertinent factors on a program by program basis. Due
to the short timeframe of your request, we were not able
to analyze the factors involved and provide recommendations
about ‘changes to full funding.
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As you requested, the accounts are listed in Appendix I
by category of activity: (1) construction, (2) procurement;
(3) research and development; (4) subsidies; and (S5) social
programs. Budget authority, obligation and outlay amounts
are also provided. ' '

HOW IS FULL FUNDING DEFINED? .

You mentioned in your request thet there are different
definitions of full funding in current use. In our research
and discussions with agency officials we £xxmd a generally
accepted definition of full funding in use 5y civil agencies:
that is:

A program {or project) is considered to be fully funded
if the budget authority requested and (made) available is
for the total cost of that program to be initiated in the
budget year. .

A differing definition is the one used by the
Department of Defense for procurement. Under the Defense
definition, the concept provides for "up-front® funding of
only those items-—usually part of a total program--for which
procurement will begin in the budget year.

We prefer the definition in general use among civil
agencies; however, this does not mean that the procedures
followed by DOD are inappropriate for their programs. This
study is concerned with multi-year programs whether or not
obligations for the entire program are made at one time.

GUIDELINES USED BY GAO IN IDENTIFYING
ACCOUNTS WITH FULL FUNDING POTENTIAL ;

In your letter you stated the importance of establishing
criteria for selection of accounts with potential for conver-
sion to full funding. Following is a statement of the guide-
lines we used. While we did not apply it as the definitive
standard, we did use it as a guide in our discussions
and research.

In our opinion, to be considered for conversion to
full funding, a program (or project! should:

- be a discrete, multi-year program with a planned
completion date;

- be subject to total cost estimating;

- not be subject to changes in design that would
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affect funding levels significantly;

- be a commitment to the extent that there is clear
evidence that the Government intends to fund the
program to completion.

FURTHER DEVELOPMENT OF
THE PULL FUNDING CONCEPT

In our earlier report to you (FGMSD~78-18; Febkruary 23,
1978), we discussed many aspects of full funding, and as
noted above, we are providing a list of accounts having
potential for full funding ir Appendix I of this report.

We feel, however, that in reviewing our listing and in
considering full funding, there are other important factors
to be considered. These are discussed below.

Pactors to be considered for full funding

In our February report, we pointed out that full
funding improves many aspects of management, such as
minimizing construction delays; facilitating better budget
estimates; and providing cost savings in conjunction
with multi-year contracting. Concerns brought out in
that report included diminished control by Congress over
outlays; fluctuation of budget estimates; and increases
in unobligated balances. 1In this study, we have locked
further into these factors and expounded on those we
feel need additional development. We also identified
other factors to be considered when formulating the
full funding concept.

Congressional decision making

!

The full funding concept has a significant impact on
congressional decision making. The concept entails the
provision of funds at the outset for the total estimated
cost of a given item. This gives Congress and the public
knowledge of the full dimensions and costs ¢f any item
when it is first presented for funding. We believe this
knowledge facilitates congressional decision making with
respect to funding priorities within the budget year spending
ceiling. Programs compete on a more equitable basis
under the full funding concept since it emphasizes the full
Federal investment involved in each neéw start. Incrementally
funded multi-year programs enjoy an advantage in competing
for dollars in that only a portion of their total cost is
requested each year. The fact remains, however, that once
a commitment is made, the Pederal Government may find it
difficult to terminate the project. Therefore, full
funding would increase Congress' initial control and
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oversight over total spending and outlays in future years.
We feel that this is one of the primary objectives of
the Budget Control Act of 1974.

On the other hand, providing budget authority for the
full program costs in 1 year wculd require a higher budget
authority ceiling in the concurrent resolutions on the
budget than would currently be required by providing
budget authority for partial costs for the same programs
under incremental funding. In short, the political
realities of implementing the full funding concept
Government-wide may be difficult to accept.

Time span of outlavs

While full funding makes visible the multi-year
implications of current year decisions, a prediction-
about impact on future years is not meaningful unless
associated with the time span of outlays. For example,
consider the future implications of fully funding two
$300 million programs with different life spans. If the
outlays of one were made over 3 years the annual impact
on the budget and the economy might be significant. 1In
the other case, if the outlays were spread over 30 years,
the annual impact would be much smaller. Therefore,
although future implications of full funding (and all
commitments for future spending) are important, they
become more meaningful in the context of actual timing
of outlays.

Congressional control over outlays

In our earlier report, we noted that full funding
could reduce Congress' ability to exercise short-run
control over outlays. We feel, however, that if full
funding is further implemented in the Federal Government,
the short-run control over ocutlays could be changed through
congressional policies governing this control. We addressed
this issue in a GAOQ report to the Task Porce on National
Security and International Affairs "Analysis of Department
of Defense Unobligated Sudget Authority" (PAD-78-34;
January 13, 1978). In summary, we recommended that the _
executive branch and Congress could establish some oversight
procedures to regularly monitor the program execution
under full funding. A specific example would be oversight
directed at the balance of total obligation authority from
year to year, not just new budget authority.
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Budget estimates

Agency officials told us that there would be problems
in developing long-range estimates for full funding the
total cost of multi-year projects. They cited uncertainty
of estimates extending beyond 1 year, and inflation as
factors adding to the difficulty in making long-range
estimates. It was the expectation of many agency officials
that supplemental appropriations would have to be sought
after estimates for multi-year programs proved to be
wrong.,

Prom a different viewpoint, some people believe
full funding is an incentive for program managers to
produce better estimates, and to work within these
estimates. The unobligated balance resulting from full
funding can be a visible measure for monitoring a
manager's efficiency in carrying out a program within
its estimate.

Another problem, which we mentioned in our February
report, would be the accuracy of estimates for obligation
and outlay rates for individual programs under full funding.
Spendout rates for multi-year programs have more room
for variance if total program budget authority is available
in the first year. .

As you know, you have requested that we study the
Pederal budget estimating procedures and raport to you
in January 1979. ' .

Expansion of the full funding concept
beyond construction and procurement

Pull funding is usually thought of as being applicable
mainly to major construction and procurement. Por example,
OMB policy (see OMB Circular A-ll, section 13.2e) is to
request budget authority for all new starts in major
construction and procurement on a fully funded basis--a
notable exception is Corps of Engineers projects. 1In
conducting this study, however, we found that other
categories have programs that could possibly be congidered
for full funding. These other categories include research

and development, subsidies and programs designed and
implemented like many social prograns.

Research and develooment

Research and development covers a wide range of
activities in the Federal budget, from multi-billion
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dollar space programs to very small projects. We have
grouped these activities into 3 classifications and found
that only one has potential for full funding. That type
consists mainly of relatively small, finite projects.

They typically last only a few years and are not part of a
larger effort with the same goal--cancer research, foc
instance. The programs listed in Appendix I are examples
of thgs. with finite projects which could be fully

funded. :

The two classifications which do not appear to have
full funding potential are (1) on-going research and (2)
development. On-going research, to cure cancer for example,
is likely to go on until all forms of cancer ace conquered.
Since there is no foregeeable complecion of this research,
there is no conception of its full cost. 1In the development
area we found that most projects--developing a weapons
system, for instance-—undergo much change as they progress.
Pull funding such an effort, with uncertainty of total
costs, would seem difficult.

Subsidy programs

Subsidies by the Pederal Government is another area
with potential for further implementation of full funding.
Presently the full-funding concept is applied to the long-
term contracts for annual payments in connection with the
Housing and Ucban Development low-rent housing programs.
During our study we found assistance payment programs
that are funded incrementally where full funding should be
applied. Por example, the Parmers Home Administration
enters into S to 20-year term contracts with apartment
owners to assist low-=income occupants with rental payments.
The budget request for this program only reflects the
amount needed for the budget year, not that required for
the full term of the contracts. The full amount of the
Pederal Government's obligation over the life of the
contract is known from its inception and should be fully
funded.

Social programs

We believe some social programs also have potential for
full funding. These programs for the most part are £
the benefit of .the public or particular groups. <Throughout
this category we found many programs carried out through
finite projects which met our criteria. In additionm,
there are many programs which are carried out year after
year, but which have relatively short periods of authori-
zation. The benefits of fully funding this type of program .
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are discussed in Appendix II under the heading "On-going
Programs Authorized for Short Periods.”

We have identified in our list of programs mostly
sducation and health programs, but there are examples
of other types of social programs, such as the Regional
Rail Transportation Protective Account (see Appendix I.)

In short the full funding concept should not be
restricted only to construction and procurement but should
be expanded to all appropriate categories of actiwvities.
Generalizations, however, about fully funding all programs
in a particular cateqory should not be made.

Soecial programs and problems for full funding consideration

During our study we identified several areas
deserving special attention:

--land acquisition |

-=ADP leases and purchases

--grants for construction of transit systeas

-=-gpecial programs with total dollar limitations

--grant programs for phased construction

-=-0n~-going programs authorized for short periods

--pension type programs, and |

--revolving funds. .

They are discussed in detail in Appendix II. Our intent
in providing this discussion is to raise questions about

the types of programs suitable for full funding and about
problems associated with applying the full funding concept.

PULL PONDING WOULD REQUIRE CHANGES IN LEGISLATION

We recognize that there will be a need f-r changes
in authorization and approptiation legislation for some
programs if the full funding concept is further implemented.
As far as the availability of funds is concerned, there are
two possibilities: (1) no-year authority, and (2) multi-
year authority. No-year budget authority remains available
for obligation for an indefinite period of time, whereas
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aulti-~-year budgct authority is available for a specified
period of time in excess of 1 vear.

Another consideration about changes in appropriations
under the full funding concept is how funds would be provided
for individual projects. Two possibilities are (1) lump
sum appropriations, and (2) line item apprupriations. As
mentioned befcre, decisions about changing the method of
funding should be on a program by program basis.

COMCLOUSIONS

We have applied this basic full funding criteria
to identify incrementally funded multi-year programs
with potential for conversion to full funding. Our list
is not meant to be a recommendation for conversion
to full funding; on the czontrary, {  is our opiniom that
such a recommendation would require detailed analysis
to identify and weigh advantages versus disadvantages
before any changes are made.

Major construction and procurement are genecally
thought of as the types of progranms most applicable to
full funding. We believe there ar2 other tyves which
warrant consideration for full funding, including
research and development. subsidies and social progranms. ,
It is also difficult to generalize about types of programs
which have potential for full funding. For example, the
research and development category has a broed range
of activities, some of which have potential ané sonme
of vhich do not.

- As awranged with your office, unless you publicly
announce its contents earlicr, we plan no further disctri-
bution of this report until 15 days from the date of
the report. We are continuing with the Part II analysis
of selected case studies, as you requested. My st:-f¢ |s
available to discuss this report in detail and give you
any assistance you may need.

Sin ly yours,

chpt:ollet Geua:al _
of the United Statess
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APPENDIX II APPENDIX II

SPECIAL PROGRAMS AND PROBLEMS POR
PULL PUNDING CONSIDERATION

Land Acquisition

Land acquisition by the Pederal Government (for a
national park, for example) usually involves large
tracts made up of many small parcels. In most cases
such acgquisition requires purchases from many different
land owners and t.kes several years ._ complets.

The Departaen:s of Interior and Agriculture
discussed special problems in purchasing larje tracts
of land which might impact on fully funding land
purchase programs. Disputes over the purchase of a
parcel sometimes arise when land owners decide not
to sell for various reasons. 1In these situations,
eminent domain is usually not declass2 and a buyer-
seller relationship is established.

Bach departaent resolves this situation differently.
In the Department of Interior's Land and Water Consetr-
vation Pund budget authority is requested incrementally
for only the parcels of land anticipated for purchase
in the budgat year. A project may require the acquisi-
tion of 100 parcels of land but if only 10 parcels can be
acqgnized thac year then budget authority is requested
for only 10 parcels.

The Department of Agriculture fully funds its land
acquisition projects in the first year purchases are
initiated unless there is a dispute over a parcel. When
a dispute arises, budget rutihority is requested. for '
the cost to acquire all thz non-disputed parcels. The
remaining disputed parcels are funded in the future when
the problca is resolved.

Therefore, the Department >f Agriculture's method of
fully funding land acquisitions--even though special
circumstances exist--indicates there is potential for
full funding in other land purchase programs.

Automatic Data Processing (ADP) Equipment Leases and Purchases

Purchasing and leasing of ANP eqpipmenc occurs through-
out the Pederal Government and is funded in various ways.
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Although we could have identified many cases of ADP
purchasing and leasing with potential for full funding,
it would have been impractical to list them all.

Incremental funding of multi-year lease agreements
is common. We testified before the Task Porce on Budget
Process (February 23, 1978) that leasing of ADP equip-
ment provides another example where full funding would
result in cost savings. Officials of the Departments
of Commerce and Housing and Urban Development and the
Environmental Protection Agency commented in interviews
for this study that they could possibly negotiate a lower
price for leases if full funding was available.

Purchasing of ADP eqguipment is usually fully funded,
but we found an example of a lease/purchase agreement
in the Patent and Trademark Office with potential for
full funding. Under this S5-year agreement budget
authority is requested incrementally to cover the
yearly lease amounts. At the end of the S5 years the
Patent and Trademark Office will have purchased the ADP
equipment with the annual lease payments covering the
full cost of the purchase.

One problem to be considered in fully funding ADP
purchases and leases was mentioned by budget officials at
various agencies. They said that since specific accounts
are not set up for purchases or leases of ADP equipment,
the cost of leases and purchases are sometimes dispersed
throughout many appropriation accounts which have programs
served by che equipment. Special treatment of ADP costs
would be required in many cases if full funding was
applied. The fact that so many accounts include costs
of incrementally funded ADP leases and purchases is the
reason ve did not list such accounts in Appendix I. But
we do feel that a Government-wide policy of fully funding
purchases and leases of ADP equipment could result in
substantial cost savings. '

Grants for the Construction of Transit Systems

. The Urban Mass Transportation Administration (OMTA)
has grant activities with potential for conversion to
full funding. Grants for aass transportation usually
fund 80 percent of the cost of building transit systems
in metropolitan areas. It takes many years and sometimes
several billion dollars to construct such systems. ¥We
believe they neet the basic full funding criteria for

-2~
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being discrete multi-year projects with a planned
completion; subject to total cost estimating; not
subject to design changes which will affect funding
significantly. But there is difficulty in defining
the Pederal Government's commitment to fund the entire
system. .

Current UMTA practice is to fully fund each grar.:
once it has been approved. But each grant may fund
only a small portion of a segment of a system. For
example, the 13.7 miles of the Atlanta rail transit
system now being constructed was funded by nine sepacate
grants. We do not consider funding grants that complete
portions of a project to be full funding.

Atlanta hopes to extend is rapid transit system:
to cover 50 miles. Punds.for the design phase only of
the next segment have been provided. The question
now becomes "what is the FPederal Government's commitment,
moral or otherwise, to fund the whole S0-mile system?”

There is potential for fully funding some UMTA
programs but the question of what the Government is
committed to must be examined closely.

Special Programs with Total Dollar Limitations

‘ Another potential area for full funding could be
one-time programs which have a maximum authorization (i.e.,
funds appropriatad over life of the program may not exceed
an aggregate amount), when that total is likely to be used.
For example, the ksgional Rail Transportation Protective
Account under the Railroad Retirement Board is for reia-
bursement to the Consolidated Rail Corporation (ComRail)

for the payment of various benefits to protected employees
adversely affected in the establishment of the Midwest and
Northeast rail system provided by the Regional Rail
Reorganization Act of 1973. Under this authorization

act appropriations may be made annually, not to exceed the
aggregate sum of $250,000,000 over the life of the program.
The program is not expected to be reauthorized and the funds
given to ConRail for these individual benefits will probably
reach the authorizatiom ceiling. Therefore, not only dces
the program meet the full funding criteria, but it meets
solidly the two which are hardest to define; i.e., the

total cost estimate is definite, and changes affecting the
total cost are unlikely to occur.
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We feel that special programs like this one,
limited (a) in duration and (b) by a fixed dollar
amount, have potential for full funding.

Phased Construction

There has been a general assumption that most
direct construction programs (Federal agencies enter
into contracts) are fully funded, with the exception of
those under the Army Corps of Engineers and the Bureau
of Reclamation, Department of Interior. But we found
phase funding of some other construction programs.

For example, in the Federal Prison System, Departaent

of Justice, funds are requested for each construction
phase (there are generally three) even though tke

total cost is estimated in the beginning. We also

found phase funding for construction in the Department
of Energy, and the Veteran's Administration. Therefore,
even ir the "traditional®” area of full funding--construc-
tion--and in addition to the common exceptions, there

is potential for further implementation of full funding.

Environmental Protection Agency Construction Grants

In the area of grants for construction we found
an interesting candidate for ocur list. The Construc-
tion Grants account under the Environmental Protection
Agency is preseatly for the awarding of grants to local

.Governments for construction of waste (sewage) treatment -

facilities. Both the executive branch and Congress have
proposed programs for FY 1979 with a definite multi-year
maximum authorization and yearly ceilings of budget
authority. 1/ The construction of these waste treatment
facilities usually goes through three phases; feasibi-
lity study and planningy preparation of designs and
specifications; and the actual construction. Grants

not to exceed the annual ceiling are awarded to fully
fund each phase. We learned that in almost all cases
funding of Phases II and III followed funding of Phase I.
Although the actual commitment is hard to define, there

1/ Agency officials indicated that prior to 1972 this
account was fully funded under Public Law 660. Congress
changed this law because it believed that too many funds
were being tied up. Now each phase of construction
is funded separately.

-
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is an "understanding®” that the Federal Government will
fund the total construction.

Agency officials indicated that the total cost of
each project (including phase II and phase III funding
requirements in future years) and the total authorized
for the program are not necessarily factors in approving
phase I grants-"new starts®, in effect. There might
come !a time when funds required to complete projects
already started exceed the yearly ceiling or even the
maximum authorization. PFull funding of each construction
project could-help prevent this potential situation
by providing a means of keeping the Federal commitment
within the authorization established by Congress.

On-going Programs Authorized for Short Periods

Other likely candidates for full funding are those
which are carried out year after year, but which have
relatively short periods of authorization. For example,
‘the Head Start program administered by Buman Development
Services in the Department of Health, Education and
Welfare (HEW) has been funded since 1965 under several
authorizations. The current authorization ends in 1978
but BEW officials fully expect the program to be renewed.

Onder this discretionary grant program, and many
others like it, grants ate awarded based on approved
multi-year plans, but budget authority is provided to
cover only 1 year's cost of the grants. HEW officials
stated that the benefits of fully funding such programs
would be (1) to reduce the administrative workload - for
HEW and grantee alike - of the annual formal project
approval now required and (2) to give programs stability
whereby some of the uncertainty about future funding
would be eliminated, thus helping to retain staff who
sSeek permanence in their position.

Pension Type Programs

If full funding were carried to its logical extreme,
. it would be conceivable to discuss the possibility of
fully funding pension type programs. On the surface it
does not appear practical. Since the implications of
such a seasure may be great we believe a separate, larger
study of the issue would have to be done. We did not
examine them in this study. ~
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Revolving Funds

We have identified several unique, separate parts of
revolving fund accounts as candidates for full funding.
In general the term "revolving fund” designmates a fund
estabiished by the Congress to finance a cycle of opera-
tions (business~like cycle) through amounts received by
the fund. 1In theory, most revolving funds are intended
to become self-sufficient and not in need of anpual
appropriations from the Congress in order to operate.
Therefore, such accounts would not ordinarily be considered
as having full funding potential. We found, howewver, in

. the revolving fund accounts listed in Appendix I (with

exception of the Federal Buildings Fund) that budget
authority was provided or requested in Fiscal Years 1977~
1979 to cover activities that meet our full funding
criteria, but are not supportable by the reqular fund
operations. For example, although _he Payment to
Tennessee Valley Authority Fund account is a oublic
enterprise fund, only the power program is intended to

be self supporting. Appropriations are made anpnually to
carry on the non-power activities. These include capital
investments for resources development type programs with
a multi-year construction period. While estimates are
made for the total cost, budget authority is requested
and furnished incrementally. Other accounts idemtified

can be seen in Appendix I with footnote disclosure.

If a revolving fund were totally self sufficient and
did not require appropriations, they would not be considered
for full funding. But when a revolving fund does depend
on budget authority being provided in order to carry out
its operations, including multi-year commitments, it does
not have pure revolving fund 'status. Hence, it becomes
similar to a general fund account and the full funding
concept could apply. Revolving funds need closer scrutiny
since, in the corpus of the fund, the flexibility to enter
long—-term commitments exists more than in regular accounts.
This issue has not been studied and is not resolwed in
this report.
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