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Subjeot: Applying the Building Block Concept in the
Department of Labor )

Agriculture have been working with the Office of Management
and Budget in a pilot test of a concept designed to link the
now separate systems of planning, budgeting and execution.
This ljinkage was to be forged by using the building block
program as the common denominator of all these systems; each
building block being a real-world program--producing results,
consuming resources, and operating under the control of a
responsible manager. In the Department of Labor, this test
has been confined to the Manpower Administration. Attached
is a copy of the executive summary of the report of the

— pilot test prepared by McKinsey and Company, consultants to

- the Office of Management and Budget.

’ For over a year, the Departments of Labor, Commerce and
:
.

The Secretary, in a letter to the Director of the Office of
Management and Budget dated February 1, 1971, endorsed the
objectives and major recommendations of the report and indicated
that the Department would: ‘

1. Continue to develop the concept in the Manpower
Administration, and

2. Begin applying the concept to the planning, budgeting,
and execution systems of the rest of the Department.

As a next step, the Assistant Secretary for Policy, Evaluatioxjx
and Research and the Assistant Secretary for Administration will
analyze the present appropriation, activity and progran st;’uc-
tures in order to simplify them and eliminate inconsistencies




among them, in line with the '"building block"™ concept. The results
of this review will be reported to the Program Budget Review
Committee before July 1, 1971 along with recommendations as to
changes which might be incorporated early in the fiscal year 1973
budget cycle. The report will also note those instances where the
review indicates that additional time will be needed to develop
recommendations. A final list of recommendations which will
include these more difficult areas will be submitted to the PBRC
prior to July 3, 1972 in order to be incorporated in the FY-197L

budget cycle.

This analysis will be conducted for the PBRC by representatives
of AS/PE&R and OASA with the assistance of A%0 representatives.
Please designate a member of your staff to work with the study

- team and have that individual contact Mr. Tom O'Brien (0ASA) on

extension 2277, to arrange for participation by your office.

In a related development, the Legislative Reorganization Act of 1970
requires the Secretary of Treasury, Director of the Office of
Management and Budget, and the Comptroller General to develop
standard classifications for programs, activities, receipts and
expenditures. These two tasks will parallel each other to a

large extent. The initial classifications are required by

December 31, 1971. The Department will be cooperating in this
effort.

Under Secretary of Labor
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EXECUTIVE SUMMARY

STRENGTHENING PROGRAM PLANNING, BUDGETING,

AND MANAGEMENT IN THE FEDERAL GOVERNMENT

OFFICE OF MANAGEMENT AND BUDGET

The Office of Management and Budget (OMB), in conjunction with
McKinsey & Company, Inc., has been gtudying ways to improve planning, bud-
‘geting, and management in the federal government. The objectives of this study
have been to:

l. Integrate newer planning, p'rogramming, and budgeting (PPB) methods
and the more traditional appropriation budgeting processes with each
other and with internal agency management systems

_.; . 2+ Strengthen department and OMB capability to perform program and

budget reviews and analyses in goal-oriented terms within and across
agency lines :

3. Develop concepts for information systems to support planning, budget-
ing, and management processes, with particular emphasis on a pro-
gra;x"n progress reporting system that provides periodic reports of
program accomplishments and costs against approved goals, objec-
tives, and plans.

The study team conducted pilot tests in three selected areas - Department of
Commerce (Science and Technology programs), Department of Agriculture
.Rural Housing program), and Department of Labor (Manpower programs). On
‘the basis of these in-depth examinations, recommendations were made in four
major areas:

9 Approaches to strengthening agency planning, budgeting, and manage-
ment systems

9 Changes in OMB information requirements imposed on the agencies

-

Needs to strengthen internal OMB capability for using planning, bud-
geting, and management information

A

Plans for implementing the recommendations.

Zach of taese areas is discussed in turn below.
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The principal study recommendation is that both traditional appropriation
buczeiing and newer program budgeting processes should conform to the needs
of agency line management to ensure: (1) planning, budgeting, and performance
measurement are integral parts of ongoing agency management processes rather
than externally imposed requirements incompatible with agency management

needs, and (2) management accountability for achieving specified results within

‘approved resource levels is clearly identified.

~

To implement this major recommendation, ‘the \study proposes a concept for
‘pianning, budgeting, and management systems based on the development of a
‘clear statement of agency goals and objectives and the definition of building block
orograms specifically linked to agency goals and objectives. These programs
-ar< néckages of work activity under the control of an accountable manager and
- censurae resources to produce tangible results that serve agency goals and ob-
_jectives. The resulting hierarchy of goals, objectives, and building block pro-

‘ grams should replace existing program (PPB) structures, and should be \
integrated into appropriation structures by equating the appropriate level in the
hZicrarchy to budget activities. '

The study further recommends development of a family of integrated infor- -
mation systems - using the building block program as the common denominator - '
t0o meet the planning,” budgeting, and management needs of agencies. Specif-
ically, the study proposes development of:

§ A planning and budgeting system that:

= Requires justification of resource requests for build=-
. ing block programs in terms of the goals and objec-
tives they serve

= Enables successive levels of management to make
tradeoifs among competing requests on the basis of
priorities attached to goals and objectives

- Permits selective examination of the base program
as well as the annual budget increment

- Results in approval of specific financial and nonfinan=-

cial targets for each program

¢ A performance measurement system to assess progress toward meet-
ing approved financial and nonfinancial targets
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¢ Accounting systems that collect costs for individual building block
programs.
~OMB INFORMATION
- REQUIREMENTS

The study recommends a single,‘ stable system of OMB information require-
" ments to replace existing PPB and appropriation budgeting requirements. These
OMB requirements should draw on information already used by agency manage-
ment, and should not create additional needs for-information.

~

Specifically, the study proposes that:

. 1. The hierarchy of agency goals, objectives, and building block programs
should be used as the basic structure of information submitted to OMB.
To this end, OMB should assist agencies in developing their state-
ments of goals and objectives and in making the necessary changes to
existing program structures and budget activities.

* 2. Concurrently, OMB should develop a structure of goals and objectives
that: (a) draws on the agencies' structures; (b) provides the basis for
cross-agency review of similar programs; and (c) promotes consis-
tency between agency and national goals.

3, Separate PPB and appropriation budget submissions should be aban-
doned, and the budget for spring and fall reviews should be submitted
in the same goal-oriented structure and format used by the agencies.
Submissions for the spring planning review would likely have longer
time horizons and less operating detail than fall submissions, but all
submissions should be in the same form and structure.

4. OMB should establish a program progress reporting system containing
separate components for: (a) monitoring progress toward producing
short-term results expected from the annual budget; and (b) evalua-
ting broader accomplishments in meeting agency and national goals.

To conform existing OMB information requirements to this concept, the
::udy recommends that budget preparation data now required by Circular A-11
zac 3Bulletin 68-9 be significantly reduced by: (a) requiring budget justification
in toe same iormat as that used by agencies for internal budget development;

\0) generating tabular data for the budget automatically, using basic input docu-
w.ents such as the supplementary source document; (c) submitting certain bud-
get noeparation data after the Director's review to avoid recycling; and (d) elim-
incting some existing requirements.
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OMB SYSTEMS

To strengthen OMB's capability for using agency information submissions
znd for guiding the overall planning and budgeting process, the study recommends
OMB: )

9 Develop an automated rolling budget system to aid in budget prepara-
tion and track budget status from earliest planning figures through
final expenditure

~
~

§ Strengthen substantially its capability for analyzing programs across
agency lines in each area for which national goals are defined

'
9 Issue more specific guidance on resource and results targets, both
- as an outgrowth of the spring planning review and as an input to pro-
gram execution planning.

"IMPLEMENTATION PLAN

The study recommends evolutionary implementation of the system concept
and emphasizes the need for OMB technical assistance and agency participation
in the implementation process. Specifically, itis recommended that OMB:

. g Proceed with phased implementation in program areas where the
Phase-II pilot tests indicate the system concept can be successfully
applied without further refinement. These areas include programs
that: (a) are operated largely by personnel under direct agency control,
as in the Department of Commerce; and (b) use grant or loan opera-

; ~ tions but have relatively hard objectives and performance measures,

as in the Department of Agriculture. Specifically, implementation
should proceed in the pilot test agencies (Department of Commerce,
United States Department of Agriculture, Department of Labor), se-
lected new agencies (Environmental Protection Agency, National
Oceanographic and Atmospheric Administration), and other agencies
conducting programs that meet the above criteria.

9 Conduct four additional pilot implementations in the social and foreign
affairs program areas to refine the concept further and to provide ad-
ditional information needed to determine the course of implementation
in these areas.

g9 Continue its ongoing projects to develop a rolling budget system, legis-
lative tracking system, and progress reporting system.




ges in its existing information requirements to

¢ Make meaningful chan
o
and overlap with the system concept

eliminate unneeded requirements
proposed in this report.

It is estimated that the total direct cost of agency implementation would be

281 man-months of OMB time and 1, 777 man- -months of agency time over a

2-1/2-year period.






