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INTROCUCTION

The purcose of this study is to point out the need for standardization
in municipal accounting and budgetary oractices, to describe the various
organizations that are working toward this goal, and to ascertain the extent
to which this need has been rcecornized in the several central idichiran cities
visited.

The logical develooment of the subject as stated calls for: (a) a review
of the progress in the United States (with special emshasis on lichigan's
experience) of the movement to standardize municijel accounting and budgetary
orocedures within each state by statutory measures; (b) an examination of the
various organizations prinarily engaged in promoting more uniform accounting
and budgetary practices throughout the United Ctates by asjealing directly to
the municipal governinz bodies, officials, and voters; (c) a stateaent and
explanation of the working principles recoanenced by the foremost advocates and
pronoters of starndardized accounting and budgetary orocecdure for municipezlities;
(d) a review of accounting and budgetary practices in the centrel .lichigan
cities of Lansing, Jackson, .us%egon, Flint, Saginaw, and Ery City; ané (e)

a résuné of the writer's sugrestions for securing more standardized accounting
and budgetary sractices in these cities.

In order to secure data on the geieral asccounting sresctices and
budgetary policies of these cities, each vas visited during the veriod from
June 17 to July 25, 1935; encd by uscing a survey form and cuestionnaire prenared
Jrevious to this period (cee Table Lo. II), an atte1st was made to get as much

o

informution on the above subjects as Jossible in the short tiie available. 1The

comptrollers or chief finance officers of Lansings, Jactsorn, .iuskegon, and Flint



proved willing to be of any assistance vossible, the Comdtroller of Sagiraw

was entertaining visitors and could give but linited time, while the Auditor

of Bay City had no time for an interview. The data thus collected, supplemented
by data of a similar nature taken from the various publications of the cities
visited (where such publications were avzilable), are oresented in table form;
the trend toward standardization is discussed; and suggestions oresented which,
in the opinion of the writer, will, if adopted, lead to a closer cooperation

betreen cities in respect to problems of financial cortrol.



CHAPTER T

TRLND TOWARD STANDARDIZATION OF IIUNICIPAL ACCOUNTING
AND BUDGLTARY PRACTICES THROUGHOOJT THE UNITED STATES

It has only been in relatively recent years that due attention has been
given to municipzl accounting theory and practice. The concdition of some of our
American cities bears mute evidence to the neglect and ignorance of this branch
of the science of economics. But there has been an awakening to the need of
budgetary ané financial record keeping which will sermit more accurate forecasts
of the city's receipts and expenditures.

In former years municipel accounting was looked upon ag a device to
determine what had happened in the »ast, with 1little attemdt to coordinate the
historical with the present trend as a basis for forecesting future revenues
and exsenditures. Industry has not been so backward in grasping the significance
of past performance in deteraining future performance. Perhaos it will be argued
that indusiry has 1ore incentive to foriulate systems of accounting because of
enhanced profit as a result of budgeting, cost accounting, and forecasting, but
this is a weak argument. The taxpayer, as stockholder in the municipsality, has
as much right to savings in taxes, assessments, and fees as the stockholder in
industry has to increased cdividends through savings in costs. And in the last
analysis it is the taxpayer who has to be awakened.

lluch has been cdone in this direction through municipal research bureaus,

professional institutes, universities and colleges, and governmental agenciesl.

lThe growing recognition of the iuportance of scilentific training in municipal
adninistration is emphasized by Walter B. Pitkin in an article entitled "Young
Jan Go ianage a City" (condensed from The Rotarian ir Readers Digest of October
1935), in which he states:

"A promising career for youngz men is city menageaent. Today city wenagers run
the business of gbout 450 cities. This year, at least twelve more are canpaigning
for the planjmsny others will shortly follow the city-manager band wagon, sick
and tired of wasteful, obsolete, politics-ridden municipal government.

"Each of these cities will employ not only a trained city manager, but pro-
fessionally cualified experts in all subordinate municipal jobs. To qualify for
such jobs,young men must be college graduates,and engineering training is valuable.
Courses designed for prospective city managers are offered st the Universities of
California, ilichigan, Stanford, Syracuse, and t:e Texas A. and .. College. The
International City ilanagers' Association, Chicago, offers extension courses
covering the entire field of municipal adainistration".







Most noteworthy in t~is connection are the accomplishments of the National
Comnittee on ilunicipel Accounting, which will be discussed more fully in the
folloving pages.

Unifornity seems to be the keynote of the campaign for improved municipal
accounting. -- "Already some activities of government have well recognized
standards of accounts. .lunicipal utilities use the classificetion of the National
Association of Railway and Utility Commissioners. Schools have generally accepted
the classifications developed by the National Educational Association, and the
U. S. Office of Education. Colleges and universities are using the reports of
the National Committee on Stendard Feosorts for Institutions of Higher Education.
The genersl activities of municipal government can be rejorted just as uniformly
if standards are provided".l

It would seem rather paradoxical that although the higher governments
oromote or attempt to provide satisfactory accounting and reporting systems for
semi-public enterprise by statute, and have been reasonably successful along
this line in the case of banks, insurance compenies, railroads, and publie
utilities, yet very few successf1l attempts have been made by these same higher
governments to provide for the stendardization in the financial administration
of municipalities. A conspicuous exaindle of such failure mey be found in our
owvn State. In 1331, the Legislature of the State of Michigan enacted Public
Act 315, which made it the duty of the chief financial officer of each munici-
pality to report annually, within thirty days after the close of the fiscal
year of that municipelity, an operzting statement for the last fiscal year and
a statement of the assets snd liabilities as at the end of the fiscal year.
Statenent forms were to be prescribed or assroved by the State Treasurer, who
also was given power to require statements at any time during the current fiscal

year.

1
"Toward iore Uniform Reports for 'unicipalitiesg", National Committee on Municipal
Accounting, February, 1334.
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Section 3 of the Act required a !lunicipal Budget Authority to prepare
the budget upon forms and in such manner as set forth by the State Treasurer.

The appropriation ordinance was &lso to be framed end passed in a similarly
prescribed or approved manner, cnd a certified copy of the budget as passed
filed with the State Treasurer within ten days after enactunent.

Section 5 gave the State Treasurer the power to classify municijalities
on a basis of population or tyne of municipality or both, with the provision
that all forms for resorts were to be uniform for any one group or class.

Section 6 provided for a temdorary comnittee of seven advisory to the
State Treasurer in recommending and devising the aforementioned form. This
comnittee was to consist of the chief accountant of the State Administrative
Board and six members, =t least two of whom were to be municijel financial
officers, as defined in the Act, aspointed by the governor t» serve without szlery.

Section 7 imposed upon the State Treasurer the duty of devising "a systenm
of uniform accounts for each sejarate tyne and class of municipality and to offer
assicstance and aid to any municipality reauesting such in the installation and
operation of such uniform system of accounts, the cost of which shall be defrayed
by such municipality".

The very purpose for which the law was constructed; namely, thcot of
providing uniformity in municipal accounting and resorting, brought about its
eventual abandonment. Uniformity was secured, it is true, but at the expense of
flexibility. .The resulting accounting systems and rejorts were too rigid to
meet specific conditions, so the entire law was revealed in 1933 by Public Act
No. 41.

At present the lichlgan municipality has practically a free reign in the
field of accounting, subject, of course, to its charter provisions. The only
accounting practices and reports prescribed are those for the operation of

municipality-owvned public utilities, which must report to the Michigan Public



Utilities Commission, and for the municipel debt structure as reported to the
Public Debt Commission, :funicipal Bond Tivision.

Upon looking farther into the matter of State supervision of munici-
palities, we find that throughout the remaining forty-seven states, twenty-two
require no examination of municipal accounting, twenty-one make no provision
for installation of accounting systems, eighteen require no financial reports,
and twenty 30 not require the use of a budget. Of those states which do
require one or more of the above, many qualifications are made in the requirenents;
e.g., one state reported that it examined municipal accounting records occasionally,
three reported that they examined them partially, three by order of soﬁe state
adainistrative agency, six yearly, three biennially, and the remaining merely
reported "Yes". (See Table No. I)

It thus appears that State control by statute has not met with wide-
spread success, but perhapjs that is not the point at which to attack the problen.
It seems that control by statute tends too much toward an unwanted rigidity of
practice which is detrimental in some cases, as well as impractical in all cases.
It appears that best results are being obtained through non-political institutions,
with the National Commnittee on Municipal Accounting taking the lead. Because
this paper is based primarily on the first constructive work of this Committee;
namely, its "Tentative Outline of The Principles of unicipal Accounting", the
organization and activity of the Committee and its constituency will be covered
somewhat in detail.

The National Committee on lunicipal Accounting is a joint committee
representing associations of public officials, professional accountants, and
citizens groups founded to formulate principles of accounting, classification,
and terminology for the use of minicipalities in maintaining their records and
preparing financial and statistical reporfs and to secure the recognition and use
of those principles. The Committee is composed of an outstanding representative

of each of the following groups:  lnicipal Finance Officers! Association; American






Table Ho.

I State Sugervision of ilunicipal Accounting

and Budgetary Practices.l

Exa1ination of Installation of Financial Use of State Agency
Accounting Accounting Reports Budget Prescribes
Records System Required Required Budget Forms
1. 2. 3. 4. Se
Yes 25 26 29 27 17
No 3 22 19 <1 reported -
no or left
blank

Of those states answering in the affirmative, the following limitations or
reservations were made:

1. Examination of Accounting Records was —-- Annually, 6; Biennially, 3; Occasion-
ally, 1; Partially - e.g., Bonds and debts only, 3; By petition or request
of an interested agency - e.g., 8 city council, 63 By order of a state
acdninistretive sgency, 3.

2. Inctallation of Accounting System was -~ Recommerded, 5; On petition or
recuest, 5; At discretion of the state, 1; For certain municipal functions,
2; Dependent on type or population of municipality, 2.

Z. Financli&al Fecorts Fequired -- Arnuslly, 4; Biennielly, 1; Every four years,
1; Occaciorelly, 1; On cdirectior only, l; For certain municipsl functions
and activities only, 8; For publicatior, 13; For partiel putlication, 3.

4, Use of Budget Recuired -- Partial, 2; Ootional, 1; By statute or charter, 1;
Dependent on tyne or powulation of the municipality, 6; For tax funds, 1j
Only through accourting forms, 2.

wm
.

State Agency Prescribes Budget Forms -- State Tax Commission, 5; State Board
of Control, 1; State Boerd of Accounts, 1; State Bucdget Pirector, 1.

lCompiled from charts prepasred by Dr. ¥ylie Kilpatricc in a pamphlet entitled
"State Supervision of Locel Finance". The psunphlet was obtained through the
Municipal Finance Officers'! Associztion, Chicago, Illinois.






dunicipal Associstion; Nationel Municivel Learfue; Internatiorel Cit, ‘lznagers!
Associetion; Lational Associztion of State Auditors, Comptrollers, and Treasurers;
Anerican Institute of Accountsnts; American Society of Certified lublic
Accountants; lational Association of Cost Accountants; American Accounting
Associntion; with the Bureau of the Census acting in liaison cavacity. _ach of
these rejresentatives in turn is chairmszn of & sub-committee vithin his own
organization.

Bach organization represerted on the National Comnittee on iunicipal
Accounting is an important contributor to the work of the Comnittee, &nd so
nerits some discussion of its activities.1

The .unicipsl Finance Officers! Association, sdonsors of the llational
Committee on linicijal Accountingz, with a menbership of 250 state, county, and
municisal financiel officers &nd privete accountsznts and euditors "serves as a
clearin: house for financial inforastion and a service bureau for municinal
finance authorities. It conducts reseerch in administrative problens of municival
comptrollers and accountants; prensares accounting forms and accounting manuals;
cooperates with the U.S. Bureau of the Census in comoilation of financial
stetistics of local rovernment; conducts special long-term studies on municipal
revenues and functions, and municisel accountling and rejsorting; and issues
frequent redorts on current financial problens.”

The conctituency of the Americsan “Yunicinal Association is composed of
"70 state minicissl leagues snd the Union of Canadian ‘lunicipalities, which
includes all provinciszl unions. The memnbershin of eéch learue is the municipal
corporation (as cistincuished from the individual municidal officizl), snd the
cobined membershi> of constituent leagues is mors then 5,000 cities™. Its
activities revolve ebout the state learzues of cities, furnishing "informational

and other services designed to assist leagues to werform their functions more

effectively, conducting required research, and sromoting organization of leagues

1 . _ 4 - T . 113
"A Directory of Orgarizations in the Field of rublic Administration", rutlic
Acairietration Clearing KHouse, 19%






in states where none exist". It supports committees on training in public
service, state control of local finance, model ordinances, public utility
rates, new sources of municipal revenue, and distribution of gasoline tax to
cities.

Further reference to the American .unicipal Association is desirable
at this point, due to the activities in the field of iluniecipal Accounting
of the Michigan Municipal League, a constituent of the American unicipal
Association. The Michigan League has for the past four years been active in
promoting mnore adequate accounting procedure for Michigan's smaller munici-
paelities, vwith stress during the present veriod on adequacy rather than
uniformity, but recommending the adoption of uniform procedure and classi-
fication of accounts. !ire A. J. Kirch of the lMichigan League, in his letter
of February 14, 1936, to the writer,further points out that rigid uniformity
is not desirable. "Due t» the varying sizes of our municipalities, their »>lan
of government and the many variations in the functions which thej perform, an
accounting system designed for one municipality nay be either too cumbersome or
far too inadequate for another. From our experience, it is necessary, we believe,
that an accounting system should be fitted to meet the needs and idiosyncrasies
of each city. Uniformity shoul@ go only so far as to provide a classification of
accounts for receipts and disbursenents to which expenditures for identical
functions in different municipalities can be charged. Rigid uniformity, in
other words, to our way of thinking, is not feasible". He also refers to our
experience in Michigan with Public Act No. 315 of 1931, which has been discussed,
as an indication of the results of rigid uniformity.

The National llunicipal League, with a membership of 2,500 persons
interested in the improvement of municipal governments, workinc through
committees, prepares, recommends, and promotes improved principles of municipal
governament, furnishing speakers, consultants, and data on pertinent problems at

the request of interested legislators and citizens. To this end it supports
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connittees on new municipal prograns, model administrative code, citizen
organization for municipal activity, citizen participation in government,
county government, model special assessment laws, model state constitutions,
selection of judiciary and citizens' councils for constructive economy.

The International City llanagers' Associatlon has & membership of 191
city managers of at least three years' standing (active members); 99 city
managers of less than three years' standing (associate members); and 195
professional public administrators, students, and interested citizens. Its
purposes are to "ald in the improvement of local governmert administration;
to erncourage city managers to adninister the affairs of their cities in
accordance with best methods developgd through research, practical application,
and actual experience; to offer linited consulting service; to maintain a
permanent research staff; and to ascertain and record the more significant
developments in public administrative and mansgerial practices." The committees
are on research training and professional conduct.

The membership of the National Association of State Auditors, Comp-
trollers, and Treasurers consists of 78 auditors, comptrollers, and treasurers
from 31 states, ex officio. Its purpose is to "promote the study of state
financial problems, and to ald in dissenination of information and interchange
of profitable ideas among its members".

The Americen Institute of Accountants'! membershi» is composed of 2,243
practicing accountants who have passed an exanination in accounting, and met
educationsl and experience requirements. Its chief activities are establishing
and enforcing a code of professional ethics, providing standard examinations for
State Certified Public Accounting Boards, and maintaining a reference and
circulating library, bureau of information, and placement service. It has
committees on arbitration, education, federsl legislation, state legislation,

and speclal committees on technical problems.
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The Anerican Society of Certified Public Accountants with a membership
of 2,400 certified public accountants "carries on a progrem cdesigned to improve
standards of the accounting profession to protect and foster the certificate of
the certified public accountant, and to assist government authorities in regu-
lating the public practice of accounting". Of its numerous committees, those
on Federal legislation, State legislation, accounting practice, and governmental
accounting are of chief interest here.

The National Association of Cost Accountants has a memnbershipn of 6,000,
including cost accountants, public accountants, auditors, controllers, accounting
executives, and municipal accounting officials. Its chief activities are
"developing an understanding of the nature and velue of accounting, especially
cost accounting; studies to inprove technical methods and to establish sound,
general principles; and meinteining a research end service departmenf for use
of members".

The Americen Accounting Associstion, the Nationsal organizatior of college
and university instructors in accounting, has a membershiu of 644 accounting
instructors, providing "an agency through which members can exchsnge ideas and
discuss common problems" end maintaining committees on governmental accounting,
research, and exchange of teaching material.

A1l of these organizations have publications eadequately covering their
activities. In addition, three of the outstanding municipal associations; namely,
the American :unicival Associatior, Municipal Finance Officers! Associstion, and
the Internatioral City llanagers' Association are affiliated with the Publie
Administration Clearing House, which "serves as &n exchange for information,
experiences, snd ideas among organizatiors of public officials and others in
the United States and Canada which are engaged in the active work of planning
for improvements in the administrative technigue of government". In so doing,

there is prevented needless overlepping of program and duplication of effort.
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"The Clearing louse seeks particulerly to bring together oper=tins officiels,
research agencies, end technical experts to reduce the gap between theory and
practice".l

As a result of the cooperation of these institutions, the views, ideas,
recommendatiors, and experierce of men close t» the vital problems of municipsl
accountancy can be brourht tocether, combined, improved, end cdisseninaztec so as
to bring ebout a much needed and desired unification of practice in this field.
The forces of theory, practice, snd public serntiment combined zre producing

results that could not have arisen out of past confusion and indecision.

1
"Hationsl Governmental Organizations", ifarch, 1935, p. 3



CHaAPTLR II

THy WOF{ING PFILCIVLLY f 1AL LAIIOTAL COLUITTEE
O UL IFO¥.0 £CCOULLING CTATED anl BIPLAIL LL

The followine odrineisles of municinel accauntingl, ac recomnerncded by the
Netinnoal Comaittee on :unicipal Accountiry, were used ss & .aessure or yardstick
n the stucdy of the several iilchican cities included in this study:
1. "The sccounts should be cerntrilized under the direction of one
officer vho should be made ressonsitle for keeping or sudervising
the %eening of all finencial records, and preoaring all finsncial
reports’". Thies is for the Lursose of slacing resojoncibility for
the accounting of the municijyality's finances scuarely uoon one
cepable oerson, thus avolding needless duslication of resorts

¢ the financial

(&3

andé recorcds, and coordirating and centralizin
activiities of all municionsl deoartients in relestion to the

municipslity es a vhole.

le  "The gensrel accounting eystem shisuld be on a cdouble entry basis

2
.

47

vith a generrl leager arintained in accordance with the folloving
princionles:

(a) The accounts chould be classified in balanced fund

groups.

(b) Asset accounts for osermenent sroperty not availcble
to meet exwvenditures or obligations s%ould be secre-—
guted froa other fund asrete and the equity rejresented
by thea not included in the current surplus of any

fund."

1. : .
"lentat}ve Outline o7 the Princisles of lunicinal Accounting™, INationcl Committee
on .unicinal Accounting, Eulletin Na. 1, Janusrr, 1304

Juefse



The double entry systea of accounting 1s one that syortrays zll
chenzes in assetr, lirbilities, end surslus by svelyzins esch
financinl trensaction as to its debit end credit comdonents, and
Dy s2 coins meintain a methenctical balance of the argregate
accounts contained in its ledger. In the case of & municiosality,

it is desirsble to cleseify the lecrer accounts into balenced

.

grous of releted accounts known as funds. A fund lLcs been

cefined

D

as "a sun of money or other resources sct asice for the
surdsose of carryins on certsin activities or attelning certein
objects in accordance vwith soecial resul-tions, restrictions, or
limitations".l The number and kind of funcs deoend uoson the size
ané¢ activities of the municioality.

It is also necessary to sesregate assets of & oeraanent nesture,
those thst cannot be converted into cash within a short tiie, or be
used to meet current exosenses, from other furd assets, and to onit
froa current surslus tha eguity reoressuted thereby, cue to the
reculting distortion of the current condition of the municiosality;
i.e., its ability to pay creditors end its ability to ta%e on new
oblizations. Tor exandle, suppose a city hevinr e 100,000 city
hzll conteining equinment valued at ..50,00) carried these assets in
the accounte of the generxzl fund and included the esuity ir the
genercl fund surplus. Further, suspose the g¢eneral fund had a
casn balance of ..10,000, accounts receivable of 5,000, and accounts
pay-ble of 12,000. At this point a balance gheet vould show ..185,000
ascets, 12,000 lirbilities, and .15Z,020 surslus. These figures

would indicate that the fund was in good condition but a closer

exaairnation wonuld show that ithere wes only : 2,000 exceses of cuarrent

"iunicijal Funcds and Thelr palance &Sheets", lationel Committee on ‘unicinal
Accounting, Bulletin lo. 5, June, 1235, ». 5.
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assets over current liabilities, which would indicate that the city
would not be able to take on new obligations and it might even
indicate that the present lisbilities were impeired because the
operating expenses yet to be paid might consume more than the
$¢3,000 margin. Thus a false impression of the general fund's con-
dition could have been averted by segregating the assets, building
and equipment, from the general fund accounts and omitting the eguity
from the surpluas of the general fund.

The only exception to this statement is in the case of fixed
assets used in connection with the operation of a utility through a
utility fund or with activities carried on through the working capit=l
fund. In such cases, where cost of services rendered must be compa-
rable with similar private costs, the jermanent assets must be ircluded
in the fund and depreciation recognized as an operating cost; but here,
too, the ecuity of the city in these properties must be separated froa
current fund sur)lus and be shown as a separate iten orn the fund

belance sheet.

"The following classification of funds is recommnended:
(a) "General Fund" -- consisting of the proceeds from
general tax and miscellaneous revenues not allotted
by statute or charter which are used to finance the

current operation of the municipality.

(b) "Special Revenue Funds" —- usually provided for by
statute or charter to finance particular activities
through sjecific taxes or other special sources; e.g.,

parks and hospitszls.
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(¢) "Utility Funds" —- used to finance the construction,
operation, anc maintenance of municipally owned

utilities; e.g., water, gas, and light utilities.

(d) "Bond Funds" —- include the receipt and disbursement
of proceeds from all bond issues, exce>t sjecial

assessaents and utility bonds.

(e) "Special Assessment Funds" —- used to firance improve-
ments or services which are to be paid for wholly or
in part by assessment on benefited property; e.g.,

sidewalks and pavemnentse.

(f) "Trust and Agency Funds" --— consisting of morey and
property received and held by the municinality as
trustee or custodian or in the capacity of en agent

for individuasl or governmentsl units.

(¢) "Sinking Tunds" -- created to retire the principal of
term bonds, and built up by periodicel installuents

paid into the fund for that pur,ose.

In addition to the fund classification mentioned, the Lational Committee on
“unicipal Accounting suggests more recently funds designated as:
(n) M™uorking Capital or Revolving Funds"l —- used to
finance activities of a service or manufacturing nsture
when these activities become too large to be efficiently
onerated through general funds; e.g., central purchease
and stores dejartnents and municipal garsage.
It chould be noted that in each of the above classi-

fications, excedt the general fund, there may fall one

"funicinal Funds anc¢ Their Balance Sheets", National Committee on iunicipal
Accounting, Bulletin No. 5, June, 1235, p. 75.
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or nore related funds; i.e., the nunicijality may
support a water works, street railway, nnd electric
light 2lant, e&ll of which fall under tre utility
clascsification, ilut each muct have a selarste group
of baleasiced eccounts to record eccurately its

activities.

"The genrersl eccounting systen should incluce bucdpetary control accounts
of revernues, expenditures, appropri:iiong, and encumbrarces". Vhen the
budget is pasced u.on, the estimeted reverues from texes &nd miscel-
laneous sources should be charged to anprooriate sccount and uregjro-
prieted surolus crecited (See Perce %4, rntry No. (1) ); then the

budget egproprietions should be set upn out of thre una)ropristed
surolus crected by estimeted revenues (See Pzge 4, kntry Fo. (2) ).

As orders &and cortrechts are awvarded, the aposroprietion should be
encumbered Ly a charge to encumbranrces ard a credit to reserves for
encumbrences (See “age 25, Fntry l'o. (3) ). These accounts, when

read together vwith ajpropriastion accounte, vrevent ary accidental
imoairing of the budget. As the liability in conrection with the
orders esnd contrectg is definitely sssurmed and brousht on thre

books through charges to aspropricled expenditures and credits to

cagh, or accounts payable, the encumbrarce record is cleared of

he same amount by reversing the above encumbrance entry (See Page

«5, Intries No. (?) snd (10) ). Thus budret control is maintaired
throngh careful scrutiny of the unercu.ibered balence of aspropristiors

as it appears on the periodical steteverts.

"Revenue should bte accourted for through budgetary control sccounts.

If revenue is accounted for on an accrusl basis by taking into the
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accounts each item when it becomes due or & bill is issued for it,
the re.iorts should be presared on that basise In this csse suitable
srovisgion should be mace for possible losses trrough inability to
collect. If revenue is accounted for on a casi basis, meaning that
an item is considered reverue only when it is collected in cash,

the reosorts chould be srepered on that basis. In either case, all
items of non-revenue character should be excluded from resorts of

revenue. Levenues should be classified by fund and by source in

accordznce vith: standard classification.”

6. "ixovenditures swould be accounted for through the budgetery control
accounts and on such a basis as to take irto the accounts all |
matericl usec or services rendered during e given period. Suitable
provieions out of the a :propriations of the current seriod should
be made for ercumbrzrces for whrich materiel or services are rot yet
received or rendered. Exdencitures should be clagsifiec by fund,
by depsrtaent, by activities, end by object, in accordai.ce with
standard clessifications”.

In regard to the last tvo osrincioles the comiittee in its revised

1 yent a step farther and recomnended

principles of municipsl accourting
the use of the accrusl basis in ;ccounting for revenues and expendi-
tures so far as practical. The accrusl method is thet of taking on
to the books all revenues as earned, regerdlecs of the time of caéh
receipnt, and recognhizing all exvenditures at the time the liability
is incurred, regardless of the tine of cash payment.

A non-reveﬁue receint is one which increszses a liability or

reserve, or revresents the recovering of &n exjenditure; i.e.,

borrowings. Revenue end non-revenue receipts must not be confused.

1
"Municipal Funds and Their Balance Sheets", National Committee on iunicipal
Accounting, Bulletin Fo. 5, June, 1235.
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Keverues should be classified by the funds to which they ere
applicable; i.e., collectlons for issuance of a building permit
would be clascified as Generel Fund, and by the source from which
they srise; i.e., fees. In a lite manner, expenditures should be
classified as t> fund, derartwent, activity, character, end object;
e.g., the salery of a naster :nechanic in the fire departaent aight
be classified as follows: Fund —-- genersl fund; cegartnent —- fire
depertnent; chazracter —- expense; activity —- fire fightirg;

object —- salaryl.

7. "There should be a system of unit cost accounting in which costs are
allocatec to the various activities in the respective departments.
This eysten should be coordinated with the general accounting
systen". This princinle stated 1n the tentative outline was
omitted in tre revised statement of the principles of municipal
accounting. It is recognized that utilities oversted by the city
must have a system that will develop costs comparable to those of
orivate concerns and it slso seems thet any dedartment of the
municipality perfornirg services for any other denartment, or the
public, shoulc be eble to allocate the cost to the same even though
it may not be advisable to coordinste the cost system with the
genersl accounting system; e.g., the city engineering dejartment

may rent enuipment end operators to a taxpayere.

8. "There shoulcd be irventory records of both cornsumeble and pernanent
prooerty end the records of DJroperty should be subsidiary to and con-
trolled by accounts in the general accounting system. The asset
accounts of property should be maintained on the basis of original

cost, or estinated cost (if the originel cost is not available), or,

lExample teken from the City of Lansirg.






in the case of gifts, the appraised value st the time received. If
current valuations ere desired for insurance or statisticel purposes,
they should be computed inde.erderntly from the books ané rot carried
into the accounts. It is not necessary to account for depreciation
on general municipsl property excent for unit cost purnoses unless
casgh can legally be set aside for reoslacements". UVhere possible, it
is the best procedure to centralize the city's stock of consumstle
supplies at as few points as practicael in order to control their
usage more efficiently. In any case, there should be %ept individual

stores records to which all incoming stores sre charged and all

requisitioned stores sre credited. These records should be subsidiary

to a control account or accounts in the general accounting system.
The cortrol account would be charged with all stores purchased,
swnmarized from the vendors' invoices, and credited with all stores
removed, the totals being taken from the requisition summary.
Pernsnent property would be accourted for in much the same manner
by having a sejarate record of each item of property to which would
be charged the original cost, estinated cost, or &ppraised value,
depending on the manner in which the city acquired it, and any
additional emounts to be capitalized. These records would show
charges only until such time as the oroperty is disposed of when
the record would be credited with the entire amount of the charge,
corresponding charges made to asset accourts for the value received
and the difference to cenitel surplus. It has been pointed out
before that depreciation of permanent essets is necessary only for
cost purposes, consequently general municipal property should not

be written down, or up, on the books to current value.
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9.

10.

11.

"The accountirg for »ublic utilities or other business enterprises
operated by the city should follow the standard procedure emsloyed
by similar enterprises under private ownership. The accounting for
public institutions, such es colleges, hospitals, snd libraries
should follow the standard »rocedure employed by each class of
institution.”" This statement needs no comment other than that all
municipelly-operated utilities in ilichigan are answerasble to the
Public Utilities Commission just as any privately-operated utility.
About one year after the publishing of the tentative outline of
the principles of municipal accounting, the National Committee of
Munlcipel Accounting published a revised statement of these princi-
ples in Bulletir No. 5, entitled ":unicipal Funds end Their Balance
Sheets", June, 1935, which contained, in addition to the above

principles, with exceotions noted, the following:

"A common terminology and classification should be used consistently
through the budget, the accounts, &nd the financial reports". The
necessity of this principle is obvious in coordinating budgets,

accourts, and reports.

"There should be general uniformity in the financisl reports of all

21

municipalities of similar size and type". Note that the phrase '"general

uniformity" is used. This practice woulc tend toward comparable reports

from which all concerned would profit. Uniformity, not only in
terminology, but in periods covered and detes available is desired.
Also, in this connection, the availebility of revorts is important,
for there can be no cooperation where there is a lack of cooperative

spirit.






12. T"Financisl reports should be >repared monthly or oftener, to show the
current conditions of the budgetary accounts and other essential
information. At least once eac’: year a general financial report
should be published or otherwise made aveilable for »ublic exami-
nation".

The financial reports should embody informztion regarding the
financisl conditions of funds and appropriations, inform:ztion
regarding currert operations of the budget, comparative ststemnents
of income, cash receists and expenditures, detail of the public debt,
inforastion for cost accounting, expenditures, stores accounting,
and depreciation, and miscelleneous information on the results of
internal checks, and on other operative conditions that may not have

been foreseen.1

A1l of which should be available to whomsoever mnay
require it, whether it be the operating or depjartimental executive,

the council, the creditors, or the public.

13, Finally, "a periodic audit by indeperdert esccountents is desirable".
In planning for such an audit, the council, citizens, or municipal
officials calling for the audit should, in the first place, "outline
the scope of the examination in writing so they thoroughly under-
stand it themselves. Secondly, they should ask the interested
accountents for & record of their experience and qualifications to
make the proposed audit. Tiird, before meking any appointment, they
should examine the qualifications of sll. Fourth, s)point the best
qualified anan, after weighing his previous experience. Fifth, those
interested should insist upon an annual audit as an assurance that the

informetion will be continuous and the results comgarable".2

1prthur N Lorﬁg "Present conditions of iflunicipal Accounting" - The Journal
of Accounting, May 1, 12Z8.

“rillien H. V.elcher, "Essentials of a Municipal Audit" - .unicioal Finance,
;lk'iy, 1956 .
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The highly specieslized nature of a municipal audit and the
verying ranges from a general to a detailed audit make comoetitive
bidding undesirable; but if the city is required by law to call for
bids, there sihiould be an absolute understanding as to the scope of

the audit before the bids are plsced.






CHAPTER III

JOURNAL ENTRIES, 'T' ACCOUNTS,

AND BALANCE SHEETS DEPICTING FUND OPERATION
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In order t» set forth more clearly the technique used in operating the

various funds, simple journal entries, 'T' accounts, and balance sheets have

been employed illustrating & few of the transactions that micht be found in the

operation of the general and working capital fund. The general fund vas used

as an illustration because it makes use of budgetary accounts and is fairly

representative (with few exceptions) of all the funds except the working

capital fund and the utility fund.

The working capital fund was also used

as an illustration, because it makes use of cost accounts with an absence of

budgetary accounts.

accounts.

GilERAL FUND

JOURNAL gNTRIES

(1)

(2)

(3)

(4)

(5)

Estimated kKevenue
Unappropriated Surplus
To set up estimated revenues from
taxes, and miscellaneous sources
per budget.

Unappropriated Surplus
Appropriation Accounts
To set up budget appropriations on
passage of budget for fiscal year.

Tax Rolls - Current
Tax Revenues
Reserve for Uncollectible Taxes
To set up taxes as levied for current
year and set up reserve for estimated
uncollectible taxes.

Cash
Tax Rolls - Current
To record cash payment of taxes.

Cash
Accounts Receivable
Miscellaneous Revenues
Reserve for Doubtful Accounts

To record the receipt of cash and open

account from sale of miscellaneous
services.

£500,000

450,000

475,000

200,000

35,000
10,000

The utility fund nakes use of both budgetary and cost

$500,000

450,000

400,000
75,000

300,000

42,000
5,000






(6)

(7)

(8)

(9)

(10)

(11)

(12)

(12)

Advances to Working Capital Fund
Cash
Unappropriated Surplus
Reserve for Advance to VWiorking Capital Fund
To record advance of cash to working capital
fund and to set up reserves for sane out of
surplus.

Due from Other Funds
Cash
To record tenporary loan of cash to
other funds.

Encumbrances
Reserve for Encumbrances
To charge encunbrances with the value of
orders placed and contracts awarded.
(Encumbrance record for each ajpropriation
account)

Anpropriation Expenditures
Cash
Accounts Payable
Contracts ~ayable

Reserve for Lncumbrances
Encunbrances
To record nartial payment of orders and
contracts by cash and open accounts and
to liquldate encumbrances.

Appropriation Expenditures
Cash
To record payment of items not previously
encuibered.

Tax Revenues
:iiscellaneous Revenues
Unappropriated Surplus
Estinated Revenues
To close revenue accounts and transfer
the excess of estimeted over actunal to
unasoropriated surjlus.

Aporopristions

Appropriation Exsenditures

Encumbrances

Unapprovriated Surolus
To close ajpropriation, aporopriation
expenditure, and encuabrance accounts
and transfer the unencumbered balance of
approoriations to unappropriated surolus.

$ 50,000

50,000

5,000

275,000

200,000

200,000

100,000

400,000
42,000
58,000

450,000

25

¥ 50,000

50,000

5,000

£75,000

125,000
50,000
25,000

200,000

100,020

500,000

200,000
75,000
75,000



'T' ACCOUNTS

ASSET ACCOUNTS

Tax Folls - Current

Q6

(3) 475,000 (4) +800,000
Feserve for Uncollectible Taxes
(%) < 75,000
Cash
(4) +300,000 (3) +125,000
(5) 35,000 (11) 199,000
(7) 5,000
(8) 50,000
Accounts Feceivable
(5) # 10,000
Lecserve for Toubtful Accounts
(5) 3,000
Lue froa Other Funds
(7) $ 5,000
Advances to Vorking Caosital Fund
(6) & 50,000
LIABILITY ACCOUNTS
Accounts Pavable
(2) £ 50,000
Contracts Payable
(9) ¢ 25,000







EQUITY A"D BUDGZTAKY ACCOUNTS

Estinatec _Revenues

(1) ..500,000 (12) 2500,00)
Tax PRevenues
(10) 400,000 (%) 400,000

iscelleneous  Feverues

(12) < 42,000 (5) i 42,000

—_———=

Anoronristiors

(12) $450,000 (2) 450,000

Anproosriztion Lxvencitures

(9) £,£00,000 (12) £300,000
(11) 100,000
Ancunbrances
(8) L £75,000 (10) £200,000
(12) 75,000

I'ecerve for Encunbrsrnces

(10) $200,000 (8) £275,000

Feserve for Advances to vorking Csoitel Fund

(€) $ 50,000

Unanprooriated Surplus

(=) £450,000 (1) £500,000
(12) 58,000 (12) 75,000
(6) 50,000




BALANCE SHEET

GENEFAL FUND

BALANCE SHEET

CLOSE OF FISCAL PLEIOD

ASEETS

Cash
Accounts Keceivable ¢ 10,000

Less PReserve for Doubtful Accounts ___ 3,000
Tax Folls - Current 175,000

Less Feserve for Uncollectible Taxes 75,000
Due from Other Funds
Ldverces to ¥Vorking Capital Fund

Total Assets
LTACILITIAS

Accounts Fayable
Contracts Payable
Total Liabilities

RESERVES AND SUEPLUS

Reserves:

Resgerve for Encumbrerces & 75,000
Reserve for Advances to Vorking Capital Fund 50,920

Unapproprieted Surplus

Total Reserves end¢ Surplus

28

& 55,000
7,000

109,000
5,000

50,000
£217,070

$ 50,000

25,000
75,000

$125,000
17,000
$142,000

-
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The foregoing simplified journal entries, !T' accounts, and balance
sheet show the relstionship of the budgetery accounts to the general accounts
in the general fund. At any time the unencumbered appropriation balance of any
account can be ascertained by combining the balance of the approjriastion,
appropriation expenditures, and encumbrance zccounts. At the close of the
fiscal period, the unencumbered eppropriation balarces are transferred to
unappropriated surplus, thus eliminsting eny carry-over into the next oeriod,
while the encumbered portion remsins as a reserve indicating a liability
contingent on the fulfillment of the contracts for which the encumbrance reserve
was set up. Also, the difference betweern actusl end estimatec revenues is
charged or credited, whichever the case may be, to uneppropriated surplus.
"Advances to working capital fund" is in the nature of a long-term loan and
will not be available currently. Yor this reason, a reserve is set up out
of unappropriated surplus, vhile "due from other funds" is merely a temporary
transfer of cash vhich will te regeined as soon as the cash condition of the

borrowing fund will permit.

VOFXING CAPITAL FUND

Account Baleznces st Beginning of Perlod:

CEEIT CEELIT
Cash £ 7,000
Inventory - Raw iateriel 10,000
Inventory - Vork in Process 5,000
Inventory - Finished goods 3,000
Buildings and Equipment Z0,000
Land 4,000
Reserve for Depreciation - Buildings and Equipment o 2,500
Accounts Payable 6,000
Capital Advances from General Fund 15,000
Surplus, Fixed 24,000
Surplus from Operation 1,500

Total £59,000 59,000







JOUERNAL SFTRIES

(1)

(4)

(6)

(7)

(8)

(3)

(10)

Cash
Cepitel Advances from General Fund
To record the receipt of advsnce from
general fund.

Purclhases
Accounts rayable
Cesh
To record purchese of materiszls.

Pirect Labor
danufecturing Lxpense
Gereral Expense
Cash
To record payment of expenses.

Accounts Receivaeble
Pue from Other Funds
Cash
Sales
To record sales to other deoartments
and to the public.

Denreciation - Buildings and Equipment
Keserve for Depreciation - Buildings and
Eguipnent

To record de.reciation for the »neriod.

Bad Lebts
Reserve for Doubtful Accounts
To set u) reserve for estimated uncollectible
accounts.

Inventory - Faw liaterials (closing inventory)
vork in Process
Irventory - Faw .Jaterials (openirg inventory)
Purchases
Direct Labor
Lianufacturing Lxense
Desrecietion - Builcings snd Equipment
To transfer the cost of operations to work
in process.

Inventory - Finished Goods (closing inventory)
Inventory - Viork in Process (closing inventory)
Cost of Goods Sold
l.ork in Process
Inventory - Finished Goods (ovening inventory)
Inventory - Work in Process (opening irnventory)
To determine cost of goocds sold.

Sales
Cost of Goocds Sold
Gereral Expense
Bad Tebts
Ooerating 2rofit
To determine the results of ooeration.

Operating Profit
Surplus froa Ooerations
To transfer Jrofit to sur»lus.

10,000

2,500
1,500
200

7,000
12,000
2,000

900

210

6,000

19,900

5,000
4,000
18,900

£1,000

290

30

$50,000

£,000
8,000

5,900

21,000

210

10,900
10,000
z,500
1,500
900

19,900
3,000
5,000

18,900
900
210
930

990






'TY ACCOUNTS

ASSET ACCOUNTS

Cash
bal & 7,020 (2) ;3,000
(1) 523,220 (=) 5,200
(4) 2,000
Accounts Feceivalble
(4) .. 7,000
FEecerve for Ioubtful Accounts
(8) . 210
Pue from Other Funds
(4) + 12,000
Inverntory - Finiched Goods
Eal « 7,000 (2) z,000
(3) . 5,000
Inventory - lLork in Process
Eel i 5,000 ] (e) .2 5,000
(8) ¢ 4,000
Irventory = Fav ‘ateriasl
real 10,009 (7) 219,000
(7) 76,00
Luildines and Eouiomant
Bal . 30,000
Fecerve for Teoreciastion -~ buildings and iquivnent
Lal . 25500
(5) 200
Land
tal . 4,000
LIABILITY ACCOUNTS
Accounte 2ayeble
Sel = 6,009
(2) 2,000
Caolitel Advirces from Generzl Fund
Bal «15,000
(1) 50,000







ECUTTY &10 OPREATING ACCOINTS
oeles
(2) £1,090 (¢) ~1,200
Tirect Lelor
(3) 3,500 (7) 2,520
Purchaces
(2) 12,770 (7) 13,020
Gererrl —yience
(7) 90 (3) <900
_iznufecturing Lxpense
() 7 1,520 (7) 1,500
Lecd Levts
(v) S f10 (2) 210
Deorecintion - Duildirgs anc Louionert
(5) 970 (7) 900
‘or'z in Process

(7) 12,970 (3) 19,900

Cogt of Coodg E£0ld
(8) v'13,990 (2) ©13,920

Ooeranting 2rofit
(19) & 9720 (?) 320

Surolus from Querations _
Bal ~ 1,500
(10) 920
"""" Surolus, Iixed

bal

854,000






(9]
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BALALCH STOUT

WOR£ING CAPITRL FULD

BALALCE SHIET

CLOCE OF FISCAL 21iIOD

ALCLTS

Cach . 45,100
Accounts Eecelwvalble ST,000

Less recerve for Doubtfil Acconnts 210 6,770
Tue froa Other Funcs 12,000
Inventories:

Rew liaterial 6,020

ork in Process 4,000

Finished Goocs 5,000 15,090
Buildings and Equipaent 70,000

Less keserve for Iepreciation - Bulldings 7 JU

and mquipnent 5,499 «6,690
Lanrd 4,000

Total Assets +103,430
LI;f-ILITIES
Accounts Psyable + 8,000
Capital Advances fron Genersl Fund £5,000
Total Liebilities S 73,Q99
£UF LIS

Surylus, Fixed . £4,000
Surolus from Overations £,490

Total OSurplus 26,490
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The foregoing journal ertries, 'T' accounts, =nc balance sheet illustrate
the escertiel ¢ifferences between the ooer=tion of the general fund and the
vorking caoital fund. The Durvose of the worxing ceajyitul fund is to centrelize
the firancing of certailn activities vhich are beneficial %5 21l de.artients of
the municioality, anc which by this centrzlization ars oerforued more efficiently
and at leses exdense. As e result, the wvorking cajdital fund is usually established
ag & fixed ca»ital sun, derived from a bond issue or acdvances froa the genersl
fund, and in the course of its operation there is an enceavor to recover the
coct of services or amaterials furnisied the various departuents.e To this end,
cost accountin> practices arz observed; e.c., deprecisation is taken on
buildings and eaquipment. Because the working cajital fund serves tne
aunicipelity es a wvhole and oderates on a non-profit basis, its accounts
are riot tied in directly with the budget appropristion accounts. To
illustrate, the unicijel garege is overated through a working capital
fund; the heulth cepartaent has an ssproprietion of 1,000 for meirtenance
of motor egulpment; the municipal garage services the egulpment end renders
a bill =t cosgt to the health departient for services; the heelth devartaent
Qays the bill and charges it to approoriation expenditures; the aunicipal
garage recovers the cost of the service, anc the budget appropriation system

is not upset in the least.
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CHAPTLR IV
ACCQUNTING AND BUDGETAFY PRACTICES IN 1HE CITIES OF
LLNSING, JACKSON, «USXisGON, FLILT, AND SAGILAV

In general, it was found that the worx of the institutions fostering
improved municipal accounting systems had touched those cities in which
interviewswere obtained. In fact, Flint showed itself to be interested to
such an extent that it was using a system in its Public Wiorks Department
designed to improve the public works records, cost accounting, and adminis-
trative procedures in that cdeoartment. This system was installed at the
request of clity officials under the ausoices of the fichigan flunicipal
League by the Consulting and fiesearch Division of the Public Adminigtiration
Service, with the assistance of the ilunicipel Finance Officers Association.
In addition, the funicipal Finance Officers Association published in 1934 a
manual, entitled "A .lunicioal General Ledger and Principal Supporting
Records", which presented the accounting forms and procedures of tais sane
city in conjunction with another liichigan city, not "as a model system but
rather as a usable and practical plan"l. The remaining cities, zll of which
are smaller than Flint, showed evidence of the influence of the movemenrt
toward improvement and standardization of municipnel eccounting practices.

In order to become acquainted with the general accounting practices
and budgetary policies of the cities visited, a oreliminary guide or questionnaire
was orepared to be used for the interview with the Comptroller of the City of
Lansing. Using the results and suggections gained from this interview as a
basis, the guestionnaire was revised so as to be ussble for the remainirg
interviews (see Table No. II). The revised questionnaire was cirected at
four main lines of inquiry; namely: (1) Tyse of Government, (&) Organization

of Finence Department, (%) Budgetar; Practices, and (4) Accounting Procedure.

halter 0. Herris, C.P.A., "A iunicijal General Ledser end Princinsel Supporting
kecords", .unicipal Finance Officers Associetion, 1974.
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Table No. IT  Soecimen of Questionnaire Used in the Survey

Nane

Pooulation

Tyoe of Governaent City danager-Council
tlayor-Council

)
)
; Commission

Orgenization of Finance Dejasrtment
(1) bureaus or Livisions (a) Treasurer - Treasury
(b) Controller - Control % Accounts
(c) Assessor - Taxation
(¢) Purchasing Agert - Purchesing
(e)

(2) Centralization of Accounts and Financial Keports

(2) Directin; Officer

(a) Tera of Office

(b) lethod of Selection

(c) Charter Qualifications and kxjperience

Fiscal Year

Late of r‘ublication of Fiscal LRegsort

Budgetzr Practices

(1) Budget Making Authority (a) IExecutive
(t) Board
(c) Lerislative

(d)

(a) Late of presentation to Council

(b) Council's oower of revision

(c) Presentation at Public Mearing

(d) Publication, Iate

Forn




iable Lo. II (Cornt'a)

llenme

(2) Forn of Budget - Period covered Previous years included

(a) Swamary with schedules
(1) Income classification

(a) Source, i.e., Levenue (Taxes, LEirhts & Privileges, etc.),
Borrowings, and Sale of Cepital Assets

(b) Fund

(c)

(2) Exoenditure Classificetion

(2) Character, i.e., Current exp., Fixed Chgs.,Cad. outlay & debt
recdemnntion

(b) Object, i.e., Personal Services, Cont. Cervices, etc.
(¢) tund

(d) Functional

(e)

(b) Detailed estimnates by Deots. ty Liv. by Buresus Supoorted
by cost data?

(e¢) iscellaneous Statenents required
(1) Borded Indebtecness with debt redemytion requiremnents
(2) Authorized and unissued debt
() Condition of sinking funcs
(4) Borrowing csjacity of city

(5)

(8)

et bills

(1) A2p'™n Bill - Lum> sum for Ceot. Detailed App'n

(d) Budg

Other .lethods

(2) General Property Tax Levy bill irncluded?
(3) Misc. kevenue and Borrowing Lills Included?

(7) Execution
(a) Inclusiveness
(1) Treatuent of .unicisally owned P.U.

(¢) Caoital Exoenditures Included?
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Table lo. II (Cont'd)

Name

() Physical &nd Financial Lon¢ Tine City Plenning?

(Z) Are all city institutions snd activities (as well es 2.U.)

included?

(b) vorx .rograme and Allotiments
(1) Period covered

(2) Use of cosct data

(c) Possibility of additioral aso'n

(¢) Feoorts to budget authority
(1) Balance betwveen periodic incoae &nd outgo

Incoe reoorts

Allotmenﬁ reoorts

(4) Pesults of buciet % variation from year to year.

Accounting Procecure

(1) Gereral ledger with balenced fund accounts

(a) Aralysis of funé accounts

(1) Genersl Fund Vorkirg Casital or Revolving Fund

(2) Soecial Ekev. Furds (i.e.,Soecial Tax Levy) Fumber

() Utility Fund

(4) Bond Fund

(5) Special Assecsment Fund

(6) Trust and Pension Fund (cndowments)
(7) Agency Fund Coabination of (8) & (7)
(8) Sinkirny Fund |
(9)
(10)
(b) Recorcding of Fund Surolus - Sedaration of Casital or Fixed and Currernt

or ex.endable fund sur.lus?

(c) Current Balance Sheets for eachr fund or Consolidated B.S.?
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Table No. II (Cont'a)

Naae

(2) Sevarate asset accounts for vermanent oroverty in G.L.?

() Veluation of »sermanent assets - basis of originel cost or estinated cost

et time of acouisition

Current aporaiced value

Other 1etrods of veluetion

(b) Any recognition of deoreciation as exjense?

Recogrition of deosreciation {or cost wurpoces?

(¢) fre sermarent ecsets included on Ealance Sheet?

If co, is surpluc or eouity reprecented, segregated from ex.endable

fund surolus?

(2) Accounts securine budgetar; control.
(a) Fevenue, kxpense, anorojriation, and encuabrance control accounts in C.L.
(b) Lo accounting classificztionsof revenue snd expenditures coiicide with

bucdgetary classifications?

(c) Inventory records of consumable goods cortrolled through G.L.?

(1) Centrzl stores and receiving system?

. (2) Central Purchasing Department?

(4) Cost asccounting for government functions

() Extent

(b) Coordination with general accounting system

(5) Audit Provisions
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The Type of Governnsnt and Orgerization of Finance Pepartasnt sections were
constructed so as to brinz out gerersl information regsarding these phases of
auniciysl structure, and the deta gothered from these two groups were coiabined
in Table Lo. III, entitled "Gereral Information of Cities in the Survey". The
Budgetary orectices section waes divided into sub-:roups congiructed so as to
bring out inforustion as to the euthority, forn, execntion, snd resulis of the
budget. The dats gathered fron these sub-groups were cisplayed in Tables
ruaoered IV, V, and VI, entitled, rasjectively, "Preocretion of the Badget",
Fora of the Bucdiet", and M"ixecution of the Budret". The final section,
Accountirg Procedure, was alen divided into cab-grouns; nanely, gerersl ledrer
funcs, perasnent JroJerty, budsetar - control in the penersl ledger, cost
accor.ting, and audit orovisions, the data from which were vresered in Tebles
rambered VII, VIII, IX, =snd X, entitled, respectively, "Gerneral Ledger Fund
Acconnte", "Perisnent Proerty", "Cortrol of the Bucdget', nnc "Coct Accounting"
In analyzing these trnbles, an attenst has been nede to point out the trend
toward stendardization and to make suggestions which 1t is felt would te
beneficizl in furthsring this alm end oocegibly inoroving the operrtion of the

)

retens in use al oresent.

General Inforaztion of Cities in the Survey

A significant fsct in Table Ko. III is the variation in the dates of
the municipal fiscal year. The preference of Jactson, Flint, arncd Sacinew is
the "July 1 to June 30" yeur; of "mskegon, the calendsr year; and of Larsing,
thelay 1 to April 30" year. It is the opinion of the vriter that, regarcless
of the present fiscal year in use, no municinality's firencial probleus in
relation to the fiscal sear are of such a nature as to interfere with the
establichment of a unifora fiscal yesr which would greatly ascist in making

the fiscel reports of municinalities more comonrable. On further exaaination

it will be noted that Lensing and .ugkeron have no reculzrly published financizsl
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resort. lLithout pJublished resorts there are no means of comdarisons. Conse-
quently, thsre should be a financial reosort oubliched as soon after tre close
of the fiscal yecr as Dossible. All of the municinalities cited had a
centralization of accounts end revorts in a departmert or division created
golely for that our)ose, esnd under the direction of an officer resjousible to
the sgource of his apoointnent - e.g., tre city comaission in Tuskecon, Flint,

m

and Sacinawy neyor in Lansinr; andé city clerk ir Jackson. The tarms of these

officers varied, as c¢ic the ex)erience of each. Althourh the writer found no
specific eualifications set uo in the various charters for these officers, it

was found that in euach case there was a bacirround of experience thct verhaos

wes sufficient to permit each t> carry out his office satisfactorily, but it

is the vriter's opinion thet in %eeding with the cdevelooment of orivate finance

it would be well for municionlities to set up in their charters the rualifications
waich the chief financial officer must meet in order to hold his office. In
addition, the municinality should recoapenss the officer in keeping with the
qualifications set up. If there is to Le a betterment in the financial

managenent of the American municipelity, the municisality wmust demand and

encourage this.

Preperation, Forn, and fxecution of the BEndret

Tables numbered IV, V, and VI indicate the trend toward uniforaity of
budgetary practices. Reoresented in the five municioselities cited in Table lo.
IV are the three comnonly accented authorities for prenering governmerntel
budgets; namely, the lerislative, as used in Lansing; executive, as used in
Jac'ison, huckegon, and Flint; anc the budget board, as used in Sacinaw. The
badget-auting autrority in use is oresumsbly the onre best fittec for the
municinality's needs and as long as it acts efficiently and satisfactorily in

oresarine the budget, it need not be altered. In all cases the city charter

requires that the budget for the succeedine year be oresented to the






legislative bocy for adostion before the close of the current year, but in

the case of Flint the legislative body had not adojted it at the time of the
interview, which was one month after the beginning of the fiscal year. This is
a bad _ractice to fall into, inasmecht as the municijnality is operating for a tinme
vithout «n authorized financial plan, which mi,;ht disrupt the owveratiorn of the
current bucget vhen it 1s finally passed. In all cases the legizl:tive bocy
had jsower of revision within the estinaated totals. Jackson, Muske;on, Flint,
and Sarinaw had either public hearings on the budget or open meetings of the
budget authority, but little interect was shown by the oublic. Lansing files
the budret in the comutroller's office for public insvection one weez before
i.s passage by the legicslative body. Only in Lansing and ‘uskegon was the
budzet available to the oublic in printed form. It seems that the budget
should be available to any interested taxpayer, because he is, in truth, a
stoczholder of the municioality and, as such, it should also be his duty

to ta%e an interest in the budget before it is authorized. 1In all cases, in
Table lio. V, the budget period conformed to the fiscnl period; and, in all
cases except Lansing, oerformances of previous years! budgets were used in
compiling the budget for the next fiscal year. It would seem that »nest
performance would be essential in compiling the budget in detail fora, but if
satisfactory results are obtained without its use, the municipslity is justified
in omitting it.

In all cases, income was classified (a) by fund and (b) by source. In
the case of iuskeron, a tiird classification, (c) by departnent, was added.
Expenditures were classified by fund, depsrtment, character, activity, and
object by Lansing only. Of the remeining three, Jac'tson classified expenditures
as to fund, dejartment, character, and object; Yuskecon as to fund, departaent,
and object; and Flint as to fund, activity, and object. It would seem thet the
additional tire necessary to make a conmpylete classification of the budget in
those cases not having such would be justified by the simplification and clarity

effected.
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mstimates for the bucget items were orepared in detail in all cases,
but aporosriations were macde in the same manner in only four of the five cases,
the fifth, Flint, soproprizting in a 1um) sua for each depjartaent. The latter
met-od seems to the writer to be the better method, in that it gilves & derree
of flexibility which enables the dejartnent head to desl with emergencies with
maximun dispetch.

In Jacison, .uskegon, and facinaw (see Table No. VI) the budget was
all inclusive; e.g., dublic utilities, city institutions, and ca,ital outlays
vere included, in addition to the general operation of the municipality. Flint
and Lersing omitted public utilities from the general city budget. This
practice may be practical and justified where the public utility, though city
owned, is operated under & sesarate set-up, e.g., a board, having a sedarate
budget, but the estinated revenue or loss from operations should be shown in
the general municipal budget.

Only two of the larger municipalities, Lancing and Flint, had monthly
work prograns and allotaent systems. The adootion of such a system is cependent
largely upon the size of the municipality, although it would be desirable
regardless of the size of the municinality to have allotments vorked out for
those desartmnents in which the wor't is of a seasonal nature. In all cases
monthly revorts werz made to the budget authority on the operation of the
budget, and results were surosrisingly efficient in 8ll cases. Only Lansing
had a long-time physical ana financial plan in operztion at the time of the
study. A municipality which is considering an extensive capital outlay for
physical improvements, extending over a long period, should »repare a
financial, as well as a ohysical, vlan for these inmprovements.

General Ledger Fund Accounts

Teble No. VII indicates that the five municipezlities reojresesnted therein

have, consciously or unconsciously, taken a step in the risht direction, in that
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clascifications of funds are comparable., Sirce the nature of each of the
various funds has been discussed in & previous chapter, no additional cpoace
will be taxen here on that subject. The number of funcs, as evidenced by this
Teble, may vary, depending on the activities of the city, but care must be
exercised in creating a sufficient classificrtion of funds to account properly
for the various activities. For examile, the general fund may becone the "catch
all" for activities, the operation of which sliould be reflected in a separate
fund, as in the case of (1) a water depertment being ooerated through the
general fund when t)is activity should be segregated and classified under
utility funds, and (f) taxes collected by the municipality for the county being
accounted for through the genersl fund when tiis activity should be segregated
and classified under trust and agency funds.

~ Fund surplus, in all cases, was accounted for separately and balance
sheets were struck off for each fund in all cases except Jackson, in which a
consolidated balance sheet was coapiled. It mey be said here that a consolidated
balance sheet is of little comparative value, in that it combines a group of
severul divergent accounis into one picture, which gives the observer a false
inpression of the municijality's financial condition. For example, in a
consnlidated balance sheet, the surplus shown may not have any significance
as far as the current condition of the municinality is concerned. Perhajs a
large portion of thet surplus is represented by permanent esssets or assets which
will not mature until some future date, thus limiting the ability to meet
current liabilities.

Permsnent Property Records

In handling oermanent prooerty records, all the municioselities involved
were conoarable, as indicated by Table No. VIII. Each reported the maintenance

of sepsrate accounts in the general ledger in which the properties were set






up at cost at acquisition and were not depreciated in orcer to shovi a current
velue, & practice which is grohibited in most instances by law. The justi-
fication for such a law being that the reserve or surplus built up for
replace ient of permenent Jrooerty by one edministration might be a source

of graft for another later administration. Only in the cases of Lansing

and iluske;on were Dermenent assets depreciated, depreciation being taken on
equipment only in order to arrive &t costs comparable to those for the same
tyve of ecivil undertaking.3 In all cases, the surplus or eauity srising from
the ovnership of nermanent assets was shown as a separate item of sur)lus

on the balance sheet in order to designate it as a fixed sur)lus not

avallable for current overations.

Budget Control Throush the Genersl Ledger

Budget control sesms to be firmly rooted in the municipalities under
question, all reporting a coordination of accounting and budgetary classification,
wit!y encumbrance records in the general ledger. All reported maintenance of
inventory records of consumable goods, and central purchasing departments, while
only iluskegon and Flint resorted central stores systems. A central stores system
would be advisable only in those cases where the volune of stores handled
and the proximity of the various departments having a large stores turnover
would pernit.

Cost Accounting

Cost accounting is rot practiced extensively in any of the four
municipalities under question. Three of these, Lansing, ilustegon, and Flint,
limit it to the public works dejartment, and the fourth, Jackson, to the
water devartnent, while not any of the cost accounting systems in use are
coordinsted with the general accounting system. The chief ourpose of the

cost accounting system is to build uo costs that will be co.aperable to
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costs encountered in a non-governmental venture of the same type, in order that
a fair sales price may be placed upon the service or commodity. If cost systsus
now in use are accom)lishing this, there is no need to exo>and them or coordinate

them with the general accounting system.

Audit Provisions

In all cases, provisions weres made for a yearly aucit by an outside
firm; and in the case of Flint, additional quarterly insj ections were provided
for. In the cases of .uskegon and Lansing,the audit was let on a competitive
bid basis. In the resmaining three cases of Flint, Jackson, and Saginaw,no
inform=tion as to the manner in which the auditing firm was selected was

procured.
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Table FNo. VIIIL

Permanent Property

Separate
ccount In

Generel ‘lethod Of Deoreciation Equity Shown
City Ledger Valuation As Expense In Balance Sheet
Lensing Yes Cozst at Deorecietion &s | Shown in capitsl fund
eccquicilion | expense on motor
egquioment only
Jacikson Yes Cost at None Shown on Balence Cheet
acauisition as Caoital Surplus
suskegon Yes Cost at On eculpment Separate
acquisition | only
Flint Yes Cost et Iione Senarate Balance Sheet

acnuisition




Table No. IX

Control of the Bucdget

In General

Ledger Lo Budget and Inventory
Through Accounting kecord of Central
Erncumbrance | Classification Consumable | Purchasing | Central
City Records Coiircice? Goods Pepartaent | Stores
Lencing Yes Yes Yes Yes, for Lo
cdesartnents
not under
suzervision
of Boards
Jackson Yes Yes Yes Yes No
Muskegon Yes Yes Yes Yes Yes
Flint Yes Yes Yes Yes Yes







Tapnle No. X Cost Accounting

Coordination
ith Gereral

City Extent Accounting Systen
Lansing Public Vorks none
Jackson water LCepartment lNone
[luskegon Public Works lione
Flint Public Vorks rore
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ChalTrR V

-ar

’
RESUHE’OF SUGGHETIONS FOF ERCUnING STALDARDIZED ACCOURLING
LID BULGETARY PRACIICES IN Tni CITIES OF T1Hx SURVEY

In conclusion, it mey be stated that while this paper does rot represent
an exhsnstive study of the accounting end budgetary oractices of the munici-
palities visited, it coes indicate a numter of those vhich the writer feels are
most iamportant. The following surgestions ere precented as a contribution
toward the develoyment of a degree of standardizetion which will permit more
satisfactory financisl conperisons betweer municioelities and 2t the sane
time allow flexibility in dealing with specisl locel circuwrstances:

.

1. A wniform fiscal year. This would give &n opportunity for the

officials of a municipelity to comdare the results of overations cduring a
given fiscel year vith those of & grouy of similsr municipalities for the
sane period. This comsarison coulcd be made ag soon as the rejorts becane
aveilsble, thus permitting these officisls to benefit during the fiscal year
in progress by #ny chenges in policy sugspested through a stucy of their

2

neickbors! performsnces in the past fiscal yecr.

2. Comvarable firaneisl resorts oublicshed 28 coon as ossible after

the cloce qf the fisczl venr. The previous surgection hinges on the
availarility and comparability of fisczl resorts. These resorts should be
publishbed and made availeble to eny interested sersons. It micht be advisable
to include &1l municipalities of the cene class on a nailing list vhereby the
reosorts misrht be exchenged. A stardard manicinal accountirg terninolosy

smould be used throughout the re.orts.

. Cherter qualificaztions for the chief firancisl officers, also

a_s2lery in keeoing with the training and verformence of these officers. There

i

is a need for financial officers who have a systeretic knoviledge of the furctionc
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and technique of their office before they erntcr it. The financial operation of
a municipality hes emnerged into the field of big businese, the edministration
of which is tending to become divorced from mere political considerations.
Congecuently, if a municipality is striving for efficiency and econony of
operetion, it must insist upon men traired in the field of municipel finance

to hold its key finencial offices, anc it must becoune reconciled to the fzct
thet if treined men are io be obtained, a satisfactory recompense must be

provided.

4., Adoption of the bucget before the opening of the ficscal vear., This

is im.ortant es a suggestion not merely for standardizetion of budcetary
oractices, bui also for the berefit of the incdividual municipality. When a
municioality besins & fiscal yesr with the budget un=pproved, the desartnent
heads, lepally, have no funds. Of course, bucginess is carried on as ucual,
but the cepartmert heac has only his own judsment and the last yesr's
performance t> gnide him in the outlay of funds until the budget is »sacssed.

This practice easily mey hrve ianaired the budeet wher it is {inelly Dasced.

-

5. Stimuletion of opublic interest in the budget. T

™
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that chould provoke the ingenuit:; and initistive of every municipality, since
few heve been successful in erousing interest in oublic budget hearings. The
oublic pays in the form of taxes, fees, ascessnentc, etc. oractically all the
funds that are exsended for the verions municijal activities. If it could be
aroused to a point where it woulc show enourh interest in t'e soending of its
money to particioate in a public discussion of the bucget before it is passed,
a great deal of the criticisna of municipsl soending mijht be averted. The
ways and meens of accomplicshing this end is a task for those versed in group

psycholozy.
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6. A comnslete claccification of exvencditures in the budret. This

Jrovides a mears of minutely coadaring the budgrets of wvarious municiyslities,
thus giving an insisht into the manner in whica the snticinated exoenditures

for a certzin activity of ore municipality conpares with the erticioated expendi-
tures for a s'miler activity of another municinselity. It also serves as a

cliect on the inclusivernecs of the budret. If a complete clesesification is
followed, there is less Jossitilility of overlooking potantiel expenditures or

allowing undue latitude.

7. Bucret eonrodri:itinore made or & "umo sun to desartaent! bacsis.

While there sh0uld be a com.lete classificrtion of exodenditures in the budret,
it is the writer's opinion that the ajspropriztion should be azde in a lump

sua to the desartaant rather than in deteil. The conilzte clessification
of ex.enditures gives the desartient hiead a woriing guide; the lumo sun
auoroorietion gives hia authority to act quicily in energencies without

appealins to ire lerislative bocy for a revision of ar avorooristion (es

in the cese of a cdetailed anoropriation).

8. Acoption of work osrncron ord gllotnent gyetemg vhere srocticel.

M

A vor't vrogran and slliot.aent system irs beneficisl in aidine cdeorrtaent heads
to kee) vithin their budeets. If the excenditures of the department are
comparalively regular thronghout the year and there is littls trouble in
xee)ing within the budget, & vorz osrogran and ellotment svetem 1=7 not be
oracticsl. In cdednrtients vhere expenditures are of a seasonel nsture; e.g.,
a par} dedesrtnent in vhich the henviest exdenditures are ucuelly in the suamecr
nont' s, there ney bte a tenderc, tovard a deficiency in the heaviest exjendi-

)

ture nmonthe. A work% progran end sllotaznt cretem in a case of this %ind is an

T

invalaable ald in keepins within the bud;st.






9. Lor —term ohreileel end finaxncicl oleriing for casital inprov: wite.

In plarning for & rew sever rogrcn it is rot enoa z to ley out the plan on

toh

tlue yrints decicCe a yerrly coapletior gcredales A plin mst be leid ce
to the netiod of firencin: thw coustraction snd of pavive off the obliration

after it hes been incurrec.

10, Iserciss ecore in closeifirive fande, “eey eccel fund surslus

cerrete, snd resre Mund bLelavce shaoets es vell s conenlicdnted belrrce

cteet. Thie is necessrr; 1f comouriscre azre to be mrde itk other unici-
pelities or oseriods. In ecddition, on exenireiion of the se arete funds will

brin: out thore weswesgses in acdnirictiretion vhick can be strenithened. A

balarce gzt for eac fund, showing separsztely the zvril-lle and _ermanent
portiors of ite eurplus, is essertizl in order to determire the financial
concition of tht furd at e giver time. A corsolidated belanrce sheet merely
chows the financisl concditiosn of the minicioelity £s a whole without reference
to any perticuler fund. A concolicdated belance sheet aight reflect & fzvorsble
firrncial condition, hut uoon exeminetion of each of t'e comporent fund belsnce
sheete, 1t micht be found thet one furd or groun of funds, cduae to inefficient
veregonent, was in very poor concitlon. Deccuse the reasinine funcs vere in
excell:rt condition, the concolicdation of #11 funds o comulelely subierged

the migmenaged furd that its condition was not detecteble until each furd

beicr.ce sheet hnd been enalyzed.

11. A certrel storeg systen vhere Hdrocticols. A cenirel stores cysten

iz srecticel only vhen the voluwne of stores to be handled ig lsrge enough to
[y the orgarization re:uired for such a cystens Of courcse, if the
reduction irn locees cue to vaste, theft, brec:age, «nd other causes is grect
enouch to overcome the edditional exjense of a centrazl stores system, the

creten is Dracticel in eny cace.
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1%. Chec't the cost systsmn in uge to agcertain vwiether it is

[u]

Talfiliing the pdurdoge for vhich it weg inctezlled. The cost systea as used

——rl Ml

e municipelity, as hes been discussed earlier, 1s oriuarily set uo for

thie dursose of building u) costs that are conpareble to siailar coscts cdevelooded

by orivate enter.rice.

12. A yerrly sucit of the municijelity'e firancinl overctiosne by

+ Cisinterected, relicble, ord efficisnt firm. The anait snould be continued

L.

ar by ths rale firna, _rovided thie enditi le satisfectory, in order

to et continuln-, conoarzble results.
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