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If Virginia's revenues were compared
with those of America's major manufacturing companies, the Commonwealth
would rank among the fifty largest corporations in the United States. Given the
diversity of activities carried out by the
state's 228 agencies and institutions,
maintaining fiscal accountability on a
consistent basis is a major technical and
professional challenge for the state's finance officials.
The governor's Secretary of Finance is
charged with ensuring that financial poli~
cies and practices are in place to maintain
Virginia's outstanding reputation for fiscal soundness. The Office of the Secretary of Finance is comprised of five agencies, each with a unique role to play in
Virginia's fiscal affairs.' Their primary
roles, simplified greatly, are these:
• Department of Taxation-interprets
and enforces the state's tax laws and
forecasts revenues;
• Department of Treasury-invests state
revenues, manages the issuance of
debt, and administers the state's Unclaimed Property Act;
• Department of Accounts-pays the
state's bills and prepares the state's financial statements;

• Department of Planning and Budgetdevelops the state's budget and monitors expenditures; and
• Department of the State Internal Auditor-monitors state agencies to ensure
that proper fiscal and administrative
controls are followed.
In the biennium that begins on July 1,
1988, the Commonwealth will collect and
spend approximately $22.5 billion. About
half of that amount is state-generated
("general fund") revenue. It is not surprising, then, that many Virginians think the
Office of the Secretary of Finance engages
solely in the activities of tax collection
and budgeting. Actually, the finance
agencies conduct dozens of programs that
have far-reaching impact, yet seldom receive much public attention. This News
Letter reviews some of these programs
and their importance to the financial affairs of the Commonwealth.

NONTAX REVENUE SOURCES
The finance agencies engage in several
revenue-producing programs that have
nothing to do with taxes. In fiscal year
(FY) 1987, these activities resulted in approximately $185 million in additional
general fund dollars.

Investing the Commonwealth's
Cash
The interest earned on the Commonwealth's investments represents the

largest nontax revenue source in the
state's general fund. The Department of
Treasury's Cash Management and
Investments Division is responsible for
investing state monies, forecasting and
monitoring cash flows, and administering
cash management policies for the Commonwealth's agencies and institutions.
Assets under the division's management total approximately $2.3 billion on
any given day and include the state's general account; the Virginia Supplemental
Retirement System's short-term investments; various construction and trust
funds for transportation, hospitals, and
education; and the Local Government Investment PoOo!. In addition, the treasury
acts as custodian for $120 million of securities pledged as collateral by insurance
companies authorized to conduct business
in Virginia.
In FY 1987 the treasury's gross income
from investments was $167 million, down
$6.3 million from the previous year (see
Figure 1). The decreased earnings, resulting from a 1.5 percent decline in interest
rates, were substantially offset by.a $314
million increase in portfolio balances.
The average yield on investments in FY
1987 was 7.3 percent. Citizens of the
Commonwealth can take considerable
pride in the fact that the state's average
yield exceeded both the U.S. Treasury Bill
yield and Donoghue's Money Fund
Averages by 1.6 percent and 1.8 percent,
respectively.
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FIGURE 1
Income Earned on All Funds, Virginia, 1984-1987
(Millions of Dollars)

monies for a multitude of research and
education programs.
When these federal monies arrive, they
are slated to cover direct payments to recipients; the cost of state employees' salaries and wages; and the cost of equipment,
supplies, and other nonpersonal expenditures. They do not, however, cover all of
the costs associated with supporting a federally assisted program.
Unless a state agency has a precise
cost-accounting system in place, there are
a number of expenditures that support
both regular state activities and federally
assisted programs. These expenditures,
which cover a common or joint purpose,
are called indirect costs, and they can be
only be recovered from the federal government through a complex application
process.

FY 1984

FY 1985

FY 1986

FY 1987

Source: Compiled by author from state flScal records.

Unclaimed Property:
Finding Owners and Funding
Schools
Virginia's Unclaimed Property Act is one
of the most important consumer protection laws of the Commonwealth. It is
administered by the Division of Abandoned Property in the Department of
Treasury. The primary purpose of the act
is to return property to rightful owners.
The law requires holders of unclaimed
property to report to the Commonwealth
all property for owners who cannot be located at the conclusion of the statutory
dormancy period. The Commonwealth
acts as custodian of the property until the
rightful owners or heirs can be located. In
the interim, the property is placed in the
Literary Fund and held in perpetuity for
the owner. While the money is being held
in custody, it may be used to provide low
interest rate loans to local governments
for financing public school construction.
Since 1981 the program's activities
have accelerated dramatically. The total
amount transferred to the Literary Fund
from the act's inception in 1961 through

1980 was $8.4 million. From 1981
through 1987 the amount increased by
515 percent, to $43.5 million. In fiscal
year 1987 alone, a total of $23.8 million in
unclaimed property was reported, of
which $14.2 million was remitted to the
Literary Fund.
The division is also responsible for administering escheat laws, which provide
for abandoned land to be auctioned after a
statutory process. The proceeds first go to
pay delinquent local taxes on the land.
This benefits localities by returning abandoned land to the local tax rolls. The balance of the auction proceeds, less the expenses of the sale, are deposited in the Literary Fund. In 1987, 589 parcels were
sold for a total of $910,036.
Recovering Indirect Costs
In recent years the Commonwealth has received between $1 billion and $2 billion
annually from the federal government to
support federally assisted programs.
These programs provide a wide variety of
social services, aid in the construction of
the federal highway system, and provide

Since 1986 the Commonwealth has
increased its recovery of indirect costs
from the federal government by focusing
attention on two administrative vehicles
that are necessary for such recoveries.
The first vehicle is the Statewide Indirect
Cost Allocation Plan, which establishes a
dollar amount of recovery for allowable
expenditures that indirectly support federally assisted programs. Such expenditures
cover personnel administration, financial
administration, procurement, and other
functions of central state government.
The second vehicle is the Indirect Cost
Proposal for individual state agencies and
institutions. This proposal is intended to
identify state-supported general and special funds that are indirectly involved in
supporting federally assisted programs.
Since 1986 the efforts of the Indirect
Cost Recovery Unit, located within the
Department of Accounts, have begun to
bear fruit. The greater accuracy and thoroughness in recording costs and preparing
cost proposals have increased the level of
indirect cost recoveries flowing to the
general fund. In FY 1986 the amount of
recoveries returned to the state's coffers
totaled $2.4 million.
Managing Virginia's Debt
Virginia enjoys a national reputation as a
"low debt" state. In 1985 only six states
had less per capita state and local debt
outstanding. From time to time, however,
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program-establishing policies, standards, and procedures; providing technical information; and developing
evaluative tools;
2. Monitoring effectiveness-examining
the adequacy of agencies' internal auditing programs;
3. Staffing-establishing internal auditing organizations within state agencies;
4. Professional development--creating
and conducting training programs; and
5. Performance of audits-providing general technical audit assistance to
agency inte na auditor and the Auditor of Public Accounts and governor on
request.
The efforts and success of the unit and
the influence it has exercised to establish a
topnotch Commonwealth internal auditing program are demonstrated by the following accomplishments.
• Staffing and Professional Developmento 151 positions in state agencies are
dedicated to internal auditing activities;
o 53 percent of the state's internal
auditors are professionally certified,
a figure that exceeds the national
rate published for governments by
nearly 20 percent;

o 50 percent of the agencies where
quality assurance assessments have
been con ucted have received either
substantial or full compliance ratings, which are the highest available
based on standards from the Institute of Internal Auditors.
• Policy and Technical Leadershipo The Commonwealth's internal auditing programs report to the highest
level of authority within state agencies, thus providing maximum independence to the function; and
o The Commonwealth's internal auditing units have adopted and use
the Institute of Internal Auditors'
Standards for the Professional
Practice ofInternal Auditing as the
foundation for their programs.

• Performance of Audits:
o The DSIA has provided general and
specific audit assistance to the
governor, cabinet secretaries, agency heads, and the Auditor of Public
Accounts. The most notable recent
review involved the Child Support
Enforcement program at the Department of Social Services.
The agency is gearing up to provide
greater assistance to agencies in the area
of electronic data processing, which is
clearly the wave of the future.
Evaluating the Effectiveness
of State Programs
Since 1983 the Evaluation Section of the
Department of Planning and Budget has
been conducting studies of state activities,
services, and programs at the request of
top decision-makers. The section has
completed more than thirty reports, which
influence, to varying degrees, major decisions about program funding, staffing, and
policy direction within each functional
area of state government. Almost without
exception, the studies have resulted in
changes to the Commonwealth's fiscal
policy, management, revenues, or expenditures.
Section assignments come directly
from top state decision-makers, including
the governor, the governor's secretaries,
the General Assembly, and the budget director. The section conducts one-time,
special studies, of four to ten months' duration, that are scheduled to dovetail with
the budget calendar and the pre-session
legislative process. The section has no
ongoing monitoring responsibilities,
which frees it for a new slate of requested
studies each year. The section's placement within the budget office allows it to
work closely with budget analysts to ensure that studies are implemented and
used in decision making.

These studies not only established
staffing guidelines but also identified
opportunities for administrative improvement.
• The feasibility of contracting in
Virginia's mental health and mental retardation facilities, which explored the
programmatic, fiscal, statutory, and
personnel implications of contracting
with the private sector for these major
statewide services.
• The Commonwealth's use and management of bonded debt, which resulted in improvements to the state's
debt management laws and practices.
• The collection of the Commonwealth's
accounts receivable, which identified
ways to increase the state's recovery of
these monies.
• A program review of the Commonwealth's industrial training program,
which recommended ways to improve
the management and methods for estimating funding requirements of this
important economic development
function.
• The collection of the Commonwealth's
court fines and fees, which identified
ways to increase the state ~ s enforcement of judicial orders and the recovery of these revenues across the state.
• The taxation of Blue Cross/Blue
Shield, which brought equity to the
state's policy regulating the taxation of
insurance companies and resulted in a
one-time revenue windfall in excess of
$6 million.
The Evaluation Section plays an important role in ensuring that the Commonwealth's funds-after they are collected, invested, and audited by the other
finance agencies-are indeed well-spent.

Section projects completed as of January 1988 include:
• Staffing studies for the major statewide
programs of
o probation and parole
o state police
o mental health hospitals
o adult and juvenile correctional
institutions
o licensure of health care facilities

VIRGINIA'S FISCAL REPORT
CARD: AAA
Any overview of Virginia's finance programs is incomplete if it does not mention
the budget and tax policies that have
earned the Commonwealth a reputation as
a fiscally responsible state.
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The Commonwealth has just completed its third year of operation under the
Prompt Payment Act. The act has been
extremely effective in ensuring that invoices for goods and services are paid on
time. All agencies and institutions of the
Commonwealth have to pay at least 95
percent of their bills when due. Agencies
are provided with detailed performance
reports each month. The same reports go
to the governor's cabinet, and a summarized report is shared each month with the
governor and key members of the General
Assembly. On a statewide basis-taking
into consideration all executive, judicial,
and legislative agencies-there have been
a number of months when 95 percent of
all
'bill ave been paid
time.
Vendors doing business with the Commonwealth view the act positively. They
have used its stipulations to charge the
Commonwealth interest for those few
payments that have been late. As a result
of the Prompt Payment Act of 1984, the
Commonwealth now merits the reputation
of a responsible participant in the business
community.

FIGURE 2
Actual General Fund Collections Compared to the Official Estimate,
Virginia, 1984-1987
(Percent Difference)
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Source: Compiled by author from state flScal records.

Maintaining Standards of Fiscal
Accountability
Fiscal soundness is a quality that is importan t not only to business and industry in
Virginia, but also to organizations beyond
our borders that are thinking about establishing a presence in the Commonwealth.
The investment community is also vitally
interested in Virginia's fiscal health. The
relative fiscal strength of the Commonwealth can be measured in many ways,
including consideration of its taxing powers, its economic health, and the relationship between its future long-tenn commitments and the ability to pay them.
An essential aspect of this measurement process is the clarity and reliability
of the Commonwealth's financial records.
This is where the annual financial statements of the Commonwealth come into
play. The state comptroller is charged
under the Code of Virginia with preparing
two annual reports for the governor and
General Assembly each year. A preliminary, unaudited report in mid-August
presents the cash position of the state as of
the previous June 30. The second annual
report, issued in the middle of December,
contains a full set of financial statements
for the Commonwealth, prepared in

conformance with "generally accepted
accounting principles" (GAAP). These
reports, which conform with nationally
established standards, are viewed as
objective statements of the financial status
of the Commonwealth.
In 1987 Virginia's annual financial report was awarded, for the first time, the
prestigious Certificate ofAchievementfor
Excellence if} Financial Reporting by the
Government Finance Officers Association. This award, which has been received
by only five other states, attests to the high
quality of objectivity, thorough analysis,
and clear presentation that characterize
Virginia's financial statements.

FINANCIAL CONTROLS
The Secretary of Finance must ensure that
funds are safeguarded, and that program
operations are yielding the highest returns
possible. The internal auditing and evaluation functions in the Office of Finance go
a long way toward achieving these goals.

Internal AUditing:
Ensuring Checks and Balances
The Department of the State Internal Auditor (DSIA) is the most recent addition to
the finance secretariat. This organization
was originally formed as a part of the state
comptroller's operations in August 1980,
to provide a focal point for internal auditing in Virginia. Prior to 1980, there was
little uniformity in the application of auditing standards, development of audit
personnel, and creation of comprehensive
auditing plans withIn state internal auditing programs. The primary reason for
DSIA's creation was to unify and improve
the rather fragmented internal auditing efforts that existed within agencies of the
state.
In July 1985 the activity was separated
from the state comptroller's operations
and made a distinct department, to give
maximum independence to the unit. The
five major responsibilities assigned to the
state internal auditor are:

1. Policy and technical leadership for the
Commonwealth's internal auditing
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it is in the Commonwealth's best interest
to borrow money to finance needed projects. Prudent fiscal management and conservative debt practices make Virginia's
cost of borrowing much lower than in
most other states. This means that less
money is needed from the general fund or
other sources to make interest payments.
The Division of Debt Management in
the Department of Treasury provides technical analysis for and monitors all bond
issues of the state. At the end of FY 1987
Virginia's overall debt picture looked like
this:
• total debt backed by the full faith and
credit of the ommonwealth amounted
to $415.8 million, of which $343.4 million was revenue supported;
• long-term building leases outstanding
amounted to $125.6 million;
• general fund-supported debt totaled
$541.3 million; and
• state authority debt (excluding the
Small Business Financing Authority)
was $3,715.8 million.
During FY 1987 the division completed seven major state debt transactions,
as well as several bond issues for certain
state authorities staffed by the division. In
each case, the prices paid and the interest
rates obtained were highly competitive in
relation to the bond market at the time
sales took place. Bond yields fell during
the first part of the fiscal year and during
the third quarter were at their lowest point
since 1979. This made it economically
advantageous to the Commonwealth to
refund certain outstanding bonds, which
resulted in reducing total debt service payments by $41.3 million through 2008.
While Virginians still prefer to "pay as
you go," the low cost of Virginia's debt
and the careful monitoring of market conditions make borrowing a feasible alternative when necessary.

FISCAL MANAGEMENT
The finance agencies perform several
activities that are critical to the sound
management of the Commonwealth's
finances: forecasting revenues, paying
bills, and accoun ing for funds.

Forecasting Virginia's Revenues
Unlike the federal government, Virginia
balances its budgets to stay within available revenues. The governor is required
by the Code of Virginia to provide an official six-year revenue estimate to the General Assembly by December 15 of each
year. Forecasting revenues with a high
degree of accuracy is critical, since the
Commonwealth's budget will have to be
cut if revenues do not equal or exceed the
forecast.
Forecasting is not an easy task for several reasons. First, the estimates must hit
targets many months, and even years, into
the future. econd, e e timate
uire a
judgment about the impact of external
events like the passage of federal tax reform legislation; the passage of Virginia's
tax reform legislation; and the volatility of
the national economy, especially since the
stock market's plunge of October 19,
1987.
The Department of Taxation is the primary agency responsible for developing
the official general fund revenue estimates. These estimates are reviewed by
three advisory boards. The Governor's
Advisory Board of Economists, comprised of economists from both the public
and private sectors, meets each year beginning in October to review U.S. and
Virginia economic forecasts and revenueestimating methodology.
Comments and suggestions from the
Board of Economists are incorporated into
a set of general fund revenue estimates
that are reviewed in November of each
year by the Governor's Advisory Council
on Revenue Estimates. This second
groups is comprised of forty chief executives from business and industry and representatives from the General Assembly.
Their knowledge of Virginia's business
climate is used by the Department of
Taxation to revise the Virginia economic
forecast and to make updated recommendations to the Secretary of Finance on
each source of revenue.
The review process culminates in
December when this second set of estimates is provided to the Governor's
Economic Advisory Council.
The
council, comprised of twelve citizen
members appointed by the governor, is
responsible for advising the governor on

matters pertaining to the economic affairs
of the Commonwealth, with a major focus
on revenue projections.
Ultimately, the council makes a recommendation of estimated revenue to the
governor, who then finalizes the "official"
revenue forecast. The forecast is presented to the General Assembly's fiscal
committees in mid-December.
The Department of Taxation and the
governor's three advisory boards have an
excellent track record of revenue estimates that are both realistic and responsible (see Figure 2). In fact, in 1983 actual collections exceeded the estimate by
. I·
.
only .0
,0
are an economist, you can't do much better than that. But if you are the Secretary
of Finance, .05 percent is almost too close
for comfort!

Paying the State's Bills
The idea that the state should pay its bills
on time is not unusual, especially in 1988.
At one time, however, businesses that
supplied goods and services to the state
thought the Commonwealth was too slow
to pay its bills. This reputation was not
acceptable to the governor and the General Assembly. Therefore, in 1984 the
General Assembly passed a bill entitled
the "Prompt Payment Act." The purpose
of this act is to ensure.. that the Commonwealth meets its obligations on a timely
basis. The state comptroller is responsible
for ensuring that agencies understand provisions of the act and that state officials
are aware of agency compliance with the
act.
The key requirements of the act are
these:
• every state agency must pay promptly
for delivered goods or services by the
date on which payment is due under the
terms of the contract;
• interest accrues on all amounts that are
owed by a state agency to a vendor and
that remain unpaid seven days following the payment date;
• the comptroller must file an annual
report with the governor and the
General Assembly that illustrates the
performance of state agencies for the
preceding fiscal year.
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Virginia must keep expenditures in line
with revenues. To ensure that finite resources are most appropriately distributed
among hundreds of deserving programs,
the Department of Planning and Budget
analyzes program operations continually
-not just during the budget development
season. Testimony to the soundness of the
department's expenditure recommendations is the high level of support those recommendations receive from the governor
and General Assembly.
In order to fund billions of dollars of
services, a stable, reliable revenue structure is necessary. Virginia's tax structure
is regarded as one of the most stable, and
aif, in the nation. ncome tax rates have
not been changed since 1972. Moreover,
Virginians have one of the lowest overall
tax burdens in the nation. For every

$1,000 of personal income, Virginians
pay only $100 in state and local taxes.
That is well below the national average of
$116 per $1,000 and places Virginia 44th
in the nation.
When Virginia officials learned that
the Federal Tax Reform Act of 1986
would result in a revenue "windfall" for
the Commonwealth, the governor and
General Assembly were quick to respond.
By overhauling Virginia's tax structure,
and returning all the windfall to taxpayers,
they increased the system's fairness and
equity. Virginia was only the second state
to enact a comprehensive tax reform package-and it continues to be a model of tax
reform or other states.
As a result of these financial policies
and practices, the Commonwealth has

earned a well-deserved reputation as a fiscally responsible state. The most meaningful evidence of this is our AANAaa
rating for general obligation bonds. This
is the highest rating possible from both
Moody's Investor Services and Standard
& Poor's Corporation; it allows Virginia
to obtain the lowest interest rates on borrowed funds. It also signals to business
and industry that Virginia is a good place
to live and work-a factor that is important to the continued economic vitality of
the Commonwealth.
Virginia's position as one of only eight
states with the triple A rating says much
about the stature of the state's fiscal policies, management, and controls. It is a
position the Commonwealth will do its
best to maintain in the years ahead.
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