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CHAPTER I

THE NATURE AND PURPOSE OP THE STUDY

The various fields of public administration have

from time to time experienced periods of exceptional

intellectual ferment during which large scale movements

toward the study and improvement of .all aspects of

government spring forth in all sections of our country.

This is one such period. In the past the impetus has

often been supplied by crisis, sometimes political,

sometimes economic and in any case acting along with

other factors in a pattern by no means so simple and

clear-cut as to be attributable to a single cause. The

present movement could scarcely be called the product of

a crisis, although there are some who have been foretelling

disaster for some time. It is, rather, a product of a

complex pattern of forces in which an increased awareness

of the importance of government revenues and expenditures

plays an important part.

Something of the nature of this change in attitudes

is expressed in the following quotations from the intro-

duction to Public Finances; Needs, Sources, and Utilization ;

1
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. . . implicit in this traditional approach has been
the assumption that criteria for judging alternative
systems . . . are to be located independently of the
fiscal decision itself. There is a rather subtle
difference between this approach, which has, broadly
speaking, characterized English-language work, and
that which looks on the fiscal system as the means
through which individuals make decisions concerning
the appropriate amount of resources to be devoted to
public rather than to private uses. The difference
is sufficient to explain . . . the failure of
scholars in this country to devote much attention to
the fiscal decision-making process as such.

Recent developments represent a belated recognition
of this doctrinal gap . . . scholars are now paying
increasing attention to the collective decision-making
process. Because of these recent developments. Public
Finance seems to be on the threshold of becoming one
of the most stimulating fields of inquiry in all of
the social sciences.

Although the present situation is not one of crisis,

neither is the proper conduct of the financial operations

of government a matter of indifference. Some idea of the

magnitude of activities involved, omitting the finances of

the national government and its heavy defense-oriented

expenditures, can be obtained from the projections of the

participants in the conference of which the above book was

an outgrowth. Dick ITetzer, who was assigned the task of

projecting the financial needs and resources of state and

local governments over the decade of the 1960's, predicted

combined state and local annual expenditures, exclusive of

National Bureau of Economic Research, Public
Finances; Needs, Sources, and Utilization (Princeton:
University Press, ly&i;, pp. xi, xii.'
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interest, by 1970 ia excess of $55 billions if no improve-

ment in services takes place. With improved services his

2estimates exceed billion by 1970. His projection

also included an estimate that state and local debt,

assuming the increased standards of services, would reach

$100 billions by 1970 after allowing for sizeable increases

in rates of taxation and in other revenues,

Mr. Netzer's estimates, staggering though they may

seem, were considered conservative by the reviewers of his

paper, whose comments were also reproduced in the

conference proceedings. For example, Allen D. Manvel

suggested that with respect to Just tvio aspects of

Mr. ITetzer's assumptions, . . additional financing of

something between $30 to ^^0 billion would appear to be

indicated for the 13-year interval as a whole, either from

revenue or from borrowing."^ These amounts are in addition

to the amounts projected by Mr. Netzer. Similar views seem

to have been held by other reviewers as well.

The figures quoted above give some idea of the

importance of good financial management as applied to the

Ibid., "Needs and Resources: State and Local
Governments," p. ^2.

3Allen D. Manvel in "Comments" on paper of Dick
Netzer, National Bureau of Economic Research, Public
Finances; Needs. Sources, and Utili zation (Princeton:
Princeton university Press, i%l), o. 68.



combined finances of the states and their local units, but

as this paper is concerned with the financial administration

of local units, it is desirable to consider the relative

sizes of state and local expenditures. In The Financial

Challenge to the States , it is stated that "Local

government finances in the postwar period have climbed

without interruption," and that local government spending

from its own sources consistently has been higher than

state government spending. To put the relationship into

more specific terms, state government spending in 1956 made

up 16.^ per cent of the combined federal-state-local

expenditures while local expenditures were 19 per cent of

the combined total. If the 1956 relationships hold through

the 1960's, and if the projections are even approximately

correct, the magnitude of local expenditures will be

tremendous. The proper administration of such sums of money

thus becomes a matter of concern to all.

Even if sound administration of local government

finances is accepted as a desirable S03-1» still remains

to determine upon whom the responsibility for achievement

of the goal shall fall, and what mode of attack shsill be

employed in seeking solutions to the problems involved.

The Tax foundation. The ginancial Challenge to the
States (New York, N.I. , The Foundation, 1958), p. 10.
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The complexities of our society are such that the activities

of individual local units cannot be considered in isolation

from the interests of other local units and the state as a

whole. At the same time it has often been stated that the

strength of our system lies in a strong "grass-roots"

democracy, and the political affairs of the local units are

the well-spring of such democracy. It becomes apparent

that the responsibility for the solution of the problems

and achievement of the goals must be shared by the states

and their local units, a view which seems to have almost

unanimous support among authorities in this field.

Purpose .—It is the purpose of this study to examine

the role of the state in relation to local government

financial administration, to examine the role of the local

units, and to identify and bring together into a logical

and useful arrangement, standards for the financial

management of local units and for the role of the state in

seeking to implement the standards. It is hoped thus to

establish a frame of reference which may be used in testing

existing patterns in and provisions for the financial

administration of local governments, and in suggesting areas

where improvement is needed, as well as specific means of

achieving the desired improvement.

The standards set forth are based on the weight of

authority whenever it appears feasible to determine the
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authoritative view with reasonable assurance. In the

relatively few instances where the weight of authority is

not clear, reference is made to relevsint theoretical and

logical considerations in arriving at the necessary

standards.

Source materials and interviews .—In determining

the views of authorities in this field, an extensive

review has been made of published materials. Interviews,

correspondence, questionnaires, and, to a limited extent,

certain unpublished materials have also been used. While

the author has been unable to find a study strictly

comparable with the present one, there is a great deal of

material available which is closely related. Indeed, the

material is so extensive as to render complete citation

impracticable. There are several sources which are

particularly useful, however, and quotations from or

references to them will be found throughout the textual

material and in the "Sources cited.

"

In addition to an excellent Journal, the Municipal

Finance Officers Association also publishes the writings

of the National Committee on Governmental Accounting,

which are referred to often herein. Additional valuable

information may be obtained from the excellent biblio-

graphical lists and special publications distributed by

the Association. Other important sources consulted include



the publications of the National Municipal League, The

International City Manager's Association, The American

Municipal Association, The Council of State Governments,

and numerous other associations or organizations of persons

concerned with the broad field of government, and

particularly those concerned with government financial

administration, A comparatively recent, but nonetheless

important, addition to the list is the Advisory Commission

on Intergovernmental Relations, whose publications are

cited at several points in this study.

Additional materials have been obtained from the

North Carolina Institute of Government, The xTorth Carolina

Local Government Commission, The Georgia Institute of Law

and Government, The Institute of Public Affairs at the

University of Georgia, and numerous other sources.

Personal interviews have included, among others, talks

with Mr. V. E. Easterling, Secretary of the North Carolina

Local Government Commission, Mr. John Alexander McMahon,

General Counsel of the North Carolina Association of County

Commissioners, Mrs. Davetta Steed, Director of the North

Carolina League of Municipalities, Robert Byrd, Assistant

Director, and other staff members of the North Carolina

Institute of Government, and various representatives of

the North Carolina Association of Certified Public

Accountants.
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In Georgia, personal interviews include talks with

Dr. Morris W. H. Collins of the Institute of Law and

Government, University of Georgia, Mr. W. Slmer George,

Executive Director of the Georgia Municipal Association,

Mr. Hill R. Healan, Executive Director of the Association

County Commissioners of Georgia, Mr. Elvin E. East, CPA,

chairman of the Governmental Accounting Committee, Georgia

Society of Certified Public Accountants, and several others.

Organization .—The identification of standards for

local government financial administration is completed in

two sections. The first section, composed of Chapters II

and III, is devoted to the identification of standards

relating to the organization of the state for supervision

of the financial administration of its local government

units. Two areas of particular state interest, the

supervision of local government debt and the supervision of

local government taxes, are also considered in the first

section. The second section of the identification of and

discussion of standards is concerned with standards relating

to the tools and techniques of local government financial

administration. The tools and techniques given particular

consideration are budgetary control and accounting and

internal control in Chapter IV, and reporting and auditing

in Chapter V.
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Following the identification and discussion of the

standards, a chapter is presented, setting forth selected

information regarding the two case study states of Georgia

and Forth Carolina and indicating why they were chosen for

testing purposes.

The organization of the material covering the

application of the standards to the case study states

parallels that of the chapters in which the standards are

developed. The first portion is devoted to an examination

of the organization of the two states for the supervision

of local governments, including in the term "supervision"

any pertinent aspects of the constitutions, statutes, or

administrative organization. The provisions of each state

in these respects have been compared vrith the standards and

evaluated. The emphasis in the first section of the

examination of the two case-study states, which constitutes

Chapter VII, is upon organization. Included within the

scope of the chapter are organization of the state agencies

and state-imposed requirements or restrictions affecting

the administrative and financial organization of local

governments. In Part II of the examination of the case-

study states, which is reported in Chapter VIII, attention

is focused upon the constitutional, statutory, or admini-

strative regulation by the states of the use of the tools

and techniques of financial administration by local

governments.
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Chapters IX and X are devoted to the presentation of

selected information relative to the financial administration

practices of the local governments in the two states and

relative to economic or other aspects of the states which

may be useful to the reader in evaluating the alternative

approaches to local government financial administration.

The information in Chapter IX is derived primarily from a

questionnaire distributed by the author to local government

officials in both states. Chapter X is based upon data from

the U. S. Bureau of the Census, Georgia and North Carolina

state agencies, and from other sources. No claim is made

for the statistical validity of the sample obtained by the

author^s questionnaire, and no statistical projections are

attempted on the basis of the sample. Nonetheless, the

information in the sample itself provides some interesting

insights into local government financial practices.

Similarly, it did not appear feasible to attempt to estab-

lish cause and effect relationships between the observance

or non-observance of the standards set forth herein and

conditions found to exist in the two states. It is believed,

however, that some relationships are strongly suggested, if

not conclusively established.

In the concluding chapter, the study is summarized

and conclusions are set forth.

Limitations of study .—The scope of the study has

been restricted to the areas stated above as they relate to



11

counties, cities, and towns. Other forms of local

government have received only incidental treatment.

Similarly, towns having populations according to the I960

Census of less than one thousand persons have been con-

sidered to be outside the scope of this study, although

mentioned in passing. An important aspect of these

limitations is that they exclude consideration of schools.

The schools are omitted because they have long been

selected for special treatment in many states, including

the case study states, and because they are so extensively

state supported and state controlled as to more closely

resemble state functions than local unit functions. This

is not to deny the importance of these activities from a

fiscal standpoint, but rather to suggest that they might

more properly be made the subject of a separate study.

Other forms of districts or local units do not appear

significant in the total picture.



CHAPTER II

ORGANIZATION FOR FINANCIAL ADMINISTRATION

It is the purpose of this chapter to identify

standards of organization for local government financial

administration, including identification of the role of

the state in seeking to implement the standards.

The term "identify" is used in connection with the

standards to again make it clear that they have not been

established by the author, but rather are those which

have achieved wide acceptance among authorities in the

field of public financial administration.

The procedure in this and subsequent chapters will

be to discuss first the question of what constitutes

desirable performance in the administration of the

financial affairs of the local government units, and then

to consider how such performance may best be achieved.

The primary means for encouraging the desired results are

constitutional authorizations or restrictions, statutory

enactments, and administrative organization. Each of

these will be considered and evaluated.

In order to clarify or to explain the need for

certain standards, it will be necessary to go into matters

in some detail at points in the discussion, but no attempt

12
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will be made to present fully detailed coverage of msny of

the points to be raised. However, fairly comprehensive

treatment of most of the points may be found by reference

to the sources cited throughout the chapter.

A brief outline of the standards to be discussed

in this chapter follows:

I. Organization, state
A. Constitutional provisions
B. Statutes
C. Administrative organization, state

II. Organization, local
A. Strong executive governmental forms
B. Centralized financial operations under finance

director or equivalent
C. Implementation of local organization standards

Detailed outlines of the standards discussed in this

chapter and the following two may be found in Appendix A.

A discussion of the standards follows.

Selection of standards

The problem of selection of standards is complicated

by the fact that there exists among authorities a very

considerable difference of opinion relative both to goals

and to techniques for achieving desired goals in certain

aspects of public administration. This difference is

particularly applicable with respect to the division of

authority and responsibility between the states and the

local units, and even with respect to the relative status

in the structure of the various types of local units. One

important factor in the difference is that some of the



standards or goals proposed by writers in the field are of

the nature of "ideal" standards according to the terms

used in cost accounting. That is, they are goals which,

while perhaps highly desirable in theory, are not likely

to be achieved in practice in the reasonably foreseeable

future. An attempt will be made in this study to select

standards which are reasonably achieveble and at the same

time not inconsistent with progress toward standards of a

somewhat higher order.

Constitutional considerations

The fundamental law within which both state

governments and local governments must operate is provided

by the federal constitution and by the state constitutions.

The federal constitution applies uniformly to all states

and is largely outside the scope of state administration.

It is, therefore, not discussed here. It is pertinent,

hoiirever, to inquire into the characteristics of a state

constitution which would permit and facilitate the

development of high standards of performance in local

government financial administration. It is at this point

that a major difference in viewpoints among public

administration authorities appears.

With respect to the appropriate content of a

constitution, virtually all of the authorities agree on one

proposition; the constitutional provisions should be few
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and should be short. Further, they should be confined to

those things which have state-wide applicability and are

fundamental and timeless. It may well be observed that

very few aspects of state government meet such criteria.

Dr. Byron R. Abernethy in his discussion of constitutional

limitations on state legislatures suggests only five, which

are (paraphrased) : an organizational framework of the state

government in skeleton form; definition of the separation

and balance of powers; the suffrage system; a bill of

rights; and provisions for amending the constitution itself.

Although Dr. Abernethy' s primary concern was with

the problem of the inability of the state legislatures to

function efficiently because of constitutional limitations,

he represents a point of view which holds that the state

is sovereign. According to this view, local units should

derive their authority from legislative enactments rather

than from constitutional grants or inherent rights.

A completely contrary view is held by the advocates

of "home rule," many of whom maintain that the local units

have inherent rights to self-government which can be traced

back beyond the days of the federal constitution and the

Byron R. Abernethy, Constitutional Limitations on
The Legislature (Lawrence, Kansas: Governmental Research"
Center, The University of Kansas, 1959), p. 33.
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federal-state dichotomy of powers which resulted from that

document. The more extreme of the "home rule" advocates

would include in the constitution a guaranty of complete

freedom of self-government by all local government units.

The Advisory Commission on Intergovernmental

Relations, while giving some support to the idea of "home

rule," has taken a generally more moderate position. The

Commission has, however, expressed the view that excessively

narrow interpretation by the courts of both constitutional

and statutory authorizations constitutes an important

problem. The attitude of the courts has hampered attempts

by the legislatures to grant reasonable powers of self-

government to local units and has imposed an unnecessary

burden on the legislatures. It has forced them to deal in

detailed terms with matters which could more properly be

covered by broad enabling legislation.

As a remedy for this particular problem, the

Commission has suggested, "In order to prevent further

judicial erosion of the powers of local government, the

Commission recommends that the States in their constitutions

grant to selected units of local government all functional

powers not expressly reserved, pre-empted, or restricted

by the legislature.^

2Advisory Commission on Intergovernmental Relations,
State Constitutional and Statutory Restrictions upon the
Structural. Functional and Personnel Powers of Local "Govern-
ment uvastiington: Ttie Commission, 1^62), p. 72
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Two observations with regard to the foregoing are

relevant to the present discussion. First, the recommenda-

tion is concerned with "functional" powers, or the power

to get things done. This has reference to the conduct of

such activities as police protection, fire protection, or

other of the service functions of a governmental unit.

Many an activity has been hampered in the past by the

judicial attitude that local units could do nothing which

was not expressly granted or implied by express grants.

The freedom of a local unit to adapt with respect to the

functional demands made upon it by its citizens is fully

consistent with the objectives of efficient administration

set forth herein.

The second point to be emphasized is that the

recommendation does not apply to local unit financial

administration. It will be the position in this study that

the state has an inescapable responsibility in connection

with the financial administration of its local units and

that it cannot afford to relinquish its authority in that

area. It should be noted, also, that the state by

legislation may still retain its authority over specific

functional matters if it so chooses even should the

suggested constitutional stipulations be adopted.

The above discussed constitutional considerations

have a direct bearing on the ability of the state and of
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its local units to organize effectively for operations

and for financial administration, but what of specific

financial regulations in the constitution?

The prevailing view appears to be that expressed

by the National Municipal League with the subsequent

concurrence of the Commission, "Ideally, a constitution

should be silent on the subject of taxation and finance,

thus permitting the legislature and the governor freedom

to develop fiscal policies for the State to meet the

requirements of their time."^ This point of view is

probably applicable to virtually every aspect of state and

local government financial administration, although there

may be justification for constitutional prohibitions on

the lending of the public credit, or the use for other

than governmental purposes of the taxing power, the

borrowing power, or the public funds.

The above recommendations with respect to consti-

tutional provisions, if adopted, would tend to leave the

field of local government financial administration and

state-local relationships pertaining thereto to be dealt

with entirely through statutes or administrative agencies.

^National Municipal League, Salient Issues of
Constitutional Revision (New York, tTational Municipal
League, l9bi;, p. 156 as quoted, ibid . , p. 7.
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While some of the '•home-rule" group would doubtless deplore

this concept of the extent of state responsibility, the

arrangement lends itself to great flexibility, and does not

deter the achievement of the advantages of "home-rule"

government through statutory enabling legislation.

Statutory provisions

One note with respect to statutory requirements in

general seems to be in order at this point. It was well

stated by the Committee on State-Local Relations of the

Council of State Governments that, "... legal solutions

are only partial solutions, and that they will accomplish

little without concomitant action in the direction of

establishing sound administrative practices. . . .

The Committee also concluded that "... the

problems of state-local relationships are too complex for

detailed legislative supervision, that legislatures must

deal with the various sides of the problem on the basis of

principle, that emphasis must be placed on the erection of

a sound administrative organization, . . ."^ This means,

Council of State Governments, Committee on State-
Local Relations (Chicago, The Council or State Governments,
i^^b;, p. 180. •

^Ibid.
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in terms of the form and substance of statutory enactments,

that such enactments must be broad statements expressive of

legislative policy and intent, couched in such terms as to

permit their application to highly diverse local situations

in a flexible though consistent manner through administra-

tive action.

State administrative organization

It is suggested that the required administrative

organization be achieved by the establishment of either a

two-level agency or of two complementary agencies to deal

with state-local relationships. The discussion in this

study is based on the two-level agency, but would not be

materially altered if separate but couplementary agencies

were under consideration.

The proposed organization consists of a state-local

government commission^ as the top-level agency, and one or

more administrative divisions. The functions of the

state-local government commission should be broad, including

serving as an appellate body to hear appeals from actions

of the administrative divisions; establishing policy and

making rules for the guidance of the administrative

Vylie Kilpatrick, "State Technical Assistance to
Local Governments' Borrowing Operations," the preliminary
draft of a monograph prepared for the Advisory Committee
on Intergovernmental Relations, Washington, D.C., 1962.
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divisions; coordination with state operating departments

such as the highway department, state board of education,

or others as appropriate; suggesting changes in legislation

or practices to the state legislature or to local officials;

providing educational and consultative services to state or

local officials; and in general, serving as a link between

7the state and the local governments within its boundaries.'

The suggested new agency should not supersede the

existing functional departments of the state in dealing

with local governments in the areas of their particular

concern, but should seek to coordinate requirements of the

various state departments, to eliminate unnecessary

duplication of work such as reporting requirements imposed

upon local governments by state agencies, and should

cooperate with the various state agencies in promoting

mutual interests.

The lower echelon of the suggested agency should

coasist of one or more administrative operating divisions.

The specific divisions needed will vary from state to state.

For example, one division might be concerned with problems

of metropolitan area development in some states, whereas in

other states, such a division would be completely unnecessary.

7See the Vylie Kilpatrick monograph cited above, and
the Council of State Governments, Program of Suggested State
^f3h^-^^^^°^J:^^} (Chicago: The Council of State Governments,
lybi^;, pp. 22-2^.
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One division is appropriate for all states, however, and it

is the division with which this paper is concerned. It is

the division of local government finance, to be referred to

at times in this paper as the finance division. It may be

well to note at this point that the operating division of

the state agency will always be referred to herein as the

finance division or division of local government finance,

whereas the finance offices of the local governments will

be referred to as finance departments .

Although the finance division should not take over

proper functions of the established state departments, the

supervision of local government financial affairs should be

the exclusive responsibility of the finance division. As

Dr. Kilpatrick has noted, there are many dimensions to

supervision, including control, joint cooperation, service,

gand advice. The finance division should make use of all

of these.

The finance division should concern itself with local

government organization for financial administration,

accounting, budgetary control (including purchase and payment

procedures), reporting, pre-auditing, and post-auditing.

Two additional areas of financial administration which have

n^'ylie Kilpatrick, State Supervision of Local Finance
(Chicago: Public Administration Service, 19^1), p. 4S.



typically received particular state attention should also

be included. These are revenue administration and debt

administration. The operations of the division would be

facilitated by breaking it down into specialized sub-

divisions. The suggested subdivisions are (1) accounting

and budgeting, (2) auditing, (5) reporting and research,

(^) debt administration, and (5) assessed valuation.^

Inasmuch as the major task of implementing the

various financial administration recommendations which

follow should be left to the finance division, and as much

of the work is specialized, it should be supplied with

sufficient funds to permit the assembling of a professional

staff capable of accomplishing the task. The state-local

government commission and its subdivisions should be given

adequate authority to prescribe financial administration

procedures to be followed by the local governments, and to

carry out its responsibilities as directed by the legislature.

Local government organization-general considerations

Organization is equally important at the local unit

level. The recommendations of the Committee on Auditing

Procedure of the American Institute of Certified Public

A less desirable alternative might be to put number
(5) function under the jurisdiction of the state tax com-
mission or equivalent body, and to place the remaining
activities under the jurisdiction of the deoartment of the
treasury or the state department of audit and control or
equivalent department.
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Accountants as expressed in their publication, Internal

Control, "^"^ are pertinent to the discussion at this point.

The Committee stated:

The protection which a properly functioning system
of internal control affords against human weaknesses
is of paramount importance. The check and review
which is inherent in a good system of internal
control reduces the possibility that errors or
fraudulent attempts will remain undetected for any
prolonged period and enables management to place
greater confidence in the reliability of the data.

The term "internal control" was defined by the Committee as:

. . . the plan of organization and all of the co-
ordinate methods and measures adopted within a
business to safeguard its assets, check the
accuracy and reliability of its accounting data,
promote operational efficiency, and encourage
adherence to prescribed managerial policies.

The statements of the Committee are clearly as

applicable to governmental operations as to the operations

of a private business concern. Much of the material which

follows, while not based directly on the recommendations of

the Committee, nevertheless is consistent with and supported

by those recommendations. This can be seen in particular

by comparing the four characteristics of a satisfactory

system of internal control, as seen by the Committee, with

American Institute of Certified Public Accountants,
Committee on Auditing Procedure, Internal Control (New York-
The American Institute of Certified Public Accountants.
19'4-9;, p. 6,
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the discussion of organization which follows immediately

and with the subsequent discussions of the tools and

techniques of financial administration. The four

characteristics are:

A plan of organization which provides appropriate
segregation of functional responsibilities.

A system of authorization and record procedures
adequate to provide reasonable accounting control
over assets, liabilities, revenues and expenses.

Sound practices to be followed in performance of
duties and functions of each of the organizational
departments, and

A degree of quality of personnel commensurate with
responsibilities . 1 J-

divorced from general administration, it is necessary first

to consider what form of local unit government would offer

the best opportunity for the development of a sound

financial organization. This is a question with regard to

which the weight of authority is quite clear. The strong-

executive form is administratively strongest and lends

itself best to the achievement of operating efficiency. It

also is the form most conducive to the development of

coordinated financial administration.'^^

Inasmuch as financial administration cannot be

11
Ibid.

See National Municipal League, Model County Charter
(New York, The National Municipal League, 19%), pp. xxvii,
xxviii, including footnotes. See also The Advisory
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Tb.e term "strong-executive" does not refer to any

single official or to any particular method of choosing

the executive. It refers, rather, to an administrator in

vjhom the principal executive duties are centered. It may

be applied, for example, to the city manager or to the

county manager in the cases of council-manager government

or commissioners-manager government, to the mayor in the

"strong mayor" form of government, or to the chief admini-

strator in the so-called "CAO" or "Chief Administrative

Officer" form, which differs from the manager plan largely

in that the administrator is not given authority to appoint

subordinates.

As to the manner of selection of the executive, he

might be appointed by the governing body or elected bj the

citizens of the unit. It seems quite clesjr, however, that

the most desirable arrangement would permit the electorate

to express their collective wishes through the election of

the governing body, and would permit the governing boiy to

select its administrative agent. The chief administrator,

in other words, should be appointed by, responsible to,

Comiaission on Intergovernmental Relations, State Gonsti-
tutional and Statutory Restrictions Upon the Structural,
Functional, and Personnel Powers of liOcal Government
(.Washington, The Commission, l^b^)^ pp. by, 70, and
Clarence H. I^idley end Orin ?. Nolting, Check List on How
Cities Can Cut Costs (Chicago, The International City
Managers' Association, 19^9).



and serve at ttie will of the governing body. The admini-

strator, in turn, should have the power to appoint or to

remove the principal departmental officials through whom

he must carry out the broad policies set by the governing

body.

It should be observed that neither the "strong

mayor" form of organization nor the CAO form fully meet the

recommendations of the preceding paragraph. The "strong

major" form is deficient in that the administrator is

elected rather than appointed. This tends to result in

mixing the policy-making function with the administrative

function. The CAO form is deficient in the lack of

appointive authority vested in the administrator. The

weakness of either form may in practice be corrected in

substantial part by the governing body, and either may be

regarded as acceptable, but a strong preference must be

expressed for the council-manager form. The commissioners-

manager form is equally applicable to county administration.

The Advisory Commission on Intergovernmental

relations has recommended that states make provision for

the optional adoption by cities of various forms of

government, among which should be included the "strong

mayor" form and the "council-manager" form, and has

suggested the encouragement of the strong executive forms.
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Similar recommendations were set forth with respect to

counties. The strong executive form of administration

is so widely preferred by public administration specialists

that it seems undesirable to offer any other form as an

alternative, except, perhaps, in the case of very small

units.

The optional forms of government, which should

include only the strong executive forms, can be made

available either by statute or by constitutional authori-

zation, but the latter method is less likely to encounter

difficulty in the courts. As was suggested with respect

to the constitutional home rule provisions, the local

governments, upon adopting one of the optional forms of

government, should still have the authority to modify its

charter on its own initiative in a maimer not inconsistent

with laws of state-wide application and not inconsistent

with the objectives of the strong-executive forms.

The interrelationship between general administration

and financial administration within the organization was

emphasized in Municipal Finance Administration . The

components of administrative management were identified as

Advisory Commission on Intergovernmental Relations,
State Constitutional and Statutory Restrictions upon the
Structural, Functional and Personnel Powers of Local
Government CVashia^^ton; The Commission, l^fii^), np. (^^9-71 ,
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planning, organization, direction, and representation of

the administration. Financial administration was described

as an inseparable and indispensable element in each of the

components.
^'^^

An organization, if it is to function in the most

efficient manner, must first identify its goals and

objectives. It must then determine the means by which it

will pursue its goals, and must develop an administrative

organization designed to conduct efficiently the specific

activities necessary to accomplish the goals. It must then

develop financial plans in the form of budgets, a set of

accounting records designed to record the financial and

statistical (or work measurement) efforts and accomplishments

and a system of reports to set forth the results. To be

fully effective, all of the latter must follow the pattern

set by the administrative organization.

The parallelism between organization, budget,

accounting structure, and reports suggested above is the

basis for responsibility accounting. Responsibility

accounting requires that the responsibility for accomplish-

ing each type of activity be assigned to some particular

organizational position. For example, the preparation of

International City Managers' Association, municipal
Administration (5th ed.

; Chicago: The Association,
pp. 3-8.
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tax bills might be made the responsibility of the chief of

the assessment and billing section of the local unit finance

department. Each activity to be carried out should be

similarly assigned to some position (not to persons). The

incumbent in each position should then be made responsible

for the duties assigned to that position.

To implement responsibility accounting fully, the

budget must be prepared so as to authorize funds for each

activity, such as the tax billing activity suggested above.

The amount appropriated for each activity should be based

on an gmticipated volume of work to be performed, such as,

in our illustration, the number of tax bills to be prepared.

(The number of bills may be an inadequate measurement of the

work load, but will do for an illustration.)

Having identified activities and provided funds for

them, based on anticipated work loads, it is necessary to

accumulate information as to actual performance. This

requires the establishment of accounting records in which

the amounts expended for each activity are identified and

accumulated, and in which the volume of work actually

accomplished is measured. The number of bills actually pre-

pared would be the desired quantitative information in the

tax billing activity.

Finally, the reporting system must include regular

and frequent comparisons of the funds authorized for specific
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activities and the anticipated work loads with actual

expenditures and work loads for the same activities.

All of these points will be explored more fully in

later sections, but must not be overlooked in any discussion

of desirable administrative organization.

The assignment of responsibility for particular

activities in an organization should first be planned in

terms of broad goals, often referred to as "functions."

For example, public safety, health, and highways, are some

of the functional categories in the Standard Classification

15of Municipal Accounts . The responsibility for each such

function should be assigned to some organizational position.

The extent of breakdown below the functional level

will vary with the size of the unit and with other factors,

but the lines of authority should be clear, and should run

from the position responsible for the function down through

all of the activities and subactivities. Similarly, the

budgetary plan and the accounting records and reports should

be organized along function, activity, and subactivity

lines.

Local F^overnment financial organization

The organization for financial administration should

be derived from the needs of administrative management,

National Committee on Governmental Accounting
(Chicago: Municipal Finance Officers Association, 1953).
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while at the same time keeping in mind the fiduciaiy or

stewardship requirements of governmental organizations.

For efficiency in operation, it should he centralized under

a finance director or the equivalent thereof. The director,

in turn, should he appointed hy and responsible to the chief

administrative officer. To the maximum extent possible,

all financial activities should be channeled through the one

finance department. This does not mean that the finance

director should exercise control over functional aspects of

all activities, but rather, should serve in a staff

capacity, and provide the requisite financial procedures,

forms, reports, etc., necessary to the management and

reporting of financial affairs.

To carry the plan of organization just one step

further, there seems to be substantial agreement that the

finance department itself should be organized, on a

functional basis, into divisions or bureaus. The groupings

as presented in the illustration below are representative

of the weight of authority, although there are, of course,

some modifications which would probably be quite acceptable.

The internal organization of the finance department

of a local unit should be designed in such a way as to

separate the recording of transactions from the handling of

cash or the custodianship of assets. The duties should be

so divided that no one person controls all aspects of a
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transaction. The groupings presented in the illustration

and discussion below are designed to meet these requirements.

The recommended sections include accounts, assessments

and billing, purchasing, and cashier. The budget officer

may be in the finance department but only in terms of

location. He should be responsible directly to the chief

administrative officer, and may be located in the finance

department for convenience in access to the accounting

records. It is perhaps more accurate to consider the

budget officer in a liaison position between management,

operating departments, and finance. It should be pointed

out, however, that the budgetary accounts fall under the

Jurisdiction of the accounting section and the director of

finance.

Responsibilities of the sections

Governing body .—The governing body has the

responsibility of setting the goals of the local unit and

of choosing the means of achieving the goals. The principal

financial aspects of the policies of the governing body are

set forth in the budget. In their analysis of the budget

proposals, they must weigh various activities against each

other and must direct the emphasis of the unit toward those

which they consider most important or most pressing. Among

other things, they must often make the decisions between

current financing and debt financing, approve or disapprove
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Voters of Local Unit
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Chief Administrator

Budget Division

Department of Finance

Finance Director

Accounting Division Cashier

Division of Assessments
, Purchasing Division

Fig. 1—Organization Chart, Department of Finance
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ma;3or capital outlays, set tax rates, and in general,

establish a policy framev/ork for the guidance of the chief

administrator, , * .

The chief administrator .—It is the function of the

chief administrator to represent the governing hody and to

direct the governmental organization toward the goals and

along the paths chosen by the governing body. His responsi-

bilities V7ith respect to finance include the administrative

supervision of the budget to assure compliance with the

plan approved by the governing body as well as the

prepsiration of the budget proposals each fiscal period.

In both tasks he is assisted by the budget officer and/or

the finance director.

Finance director ,—The primary responsibility of the

finance director is to supervise and coordinate the

activities of the various sections within the department

and to direct them toward the over-all goals of the

department. More specifically, it is his responsibility to

determine what reports and information are needed and when

they should be available, and to direct the accounting

section accordingly. He must also be prepared to analyze

and interpret financial information relating to the unit

and to discuss it with the chief administrator, the governing

body, or others. It is also his responsibility to see that

financial practices and procedures prescribed by the state



division of local government finance and the local unit's

governing body are being followed both, within and without

the finance dopartiaent, and in general to review all

finance activities.

One additional and important continuing duty is to

work with the budget officer in preparing and supervising

the budgets of the unit. This may, from time to time,

require him to assist in the planning and handling of bond

or note issues.

Accounting; .—The accounting section should be

responsible for the preparation of periodic or special

financial and statistical reports showing the status of

the various funds and analyzing their operations. These

reports should include both financial information and

measurements of work accomplished. Accordingly, the section

must adopt and maintain a suitable chart of accounts and

such ledgers. Journals, and other materials as will

facilitate the reporting function.

A second major responsibility of the accounting

section is the maintenance of the operating and asset

control systems. Included in this category are the

maintenance of the budgetary accounts, both financial and

non-financial, and the design and maintenance of records

and forms. The system should pennit the establishment of

responsibility for all assets, control the incurrence of
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obligations, and disclose the status of assets, liabilities,

and surplus. The records necessary for proper, responsible

accounting, as discussed earlier, are included in this

requirement.

The third major responsibility of the accounting

section is the conduct of the internal audit functions.

This should include, for example, the reconciling and

proving of cash balances, the examination of detailed

receivable accounts and comparison with control accounts,

pre-auditing of transactions, and various other activities.

Assessments and billing s—The principal function of

this section is to assure the local unit that all funds

accruing to the unit are properly and promptly billed to

those responsible for payment. The scope of this responsi-

bility should include all charges for taxes, assessments,

utility services, sale of materials or other assets,

privilege licenses, and any other billable charges.

The importance of the separation of this function

from the collection function must be stressed. It provides

the means by which an independently computed figure for the

accountability of the collectors may be determined with

respect to the major items of receipt.

The assessments and billing section must, of course,

supply the accounting section and the collection section

of the cashier's office with the information necessary for
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recording the amounts billed and for proper collection

procedures.

Purchasing.—The purchasing section should be

responsible for the application of proper purchasing

procedures, such as the obtaining of competitive bids,

the required use of written purchase orders, designating

carriers and routing, preparing standard specifications,

maintaining lists of approved suppliers, maintaining files

of catalogues and price lists, etc. The section should be

responsible for receiving and handling procedures related

to goods purchased, and in many cases for the storage and

maintenance of inventories of consumable supplies.

Cashier .—The duties of this section include the

collection, depositing and safeguarding, and paying out of

the funds of the unit. For internal control purposes, all

receipts are subject to forms and procedures control and

audit by the accounting section. Payments should be made

only by checks originated in the accounting section. Bank

reconciliations and cash proofs should also be by the

accounting section rather than by the cashier.

Budget.—Although the budget officer may, in some

cases, be directly responsible to the chief administrator

rather than to the finance director, the duties to be

performed are distinctly a part of financial administration.

In many cases, these are performed by the finance director.
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The functions of the budget officer are to act aa

agent of the chief administrator in assembling information

for the preparation of the budget, in reaching decisions

relative to budget requests, and in administering the

budget during the operating period. These constitute

continuous activities, both in the execution aspect and

in the planning aspect.

Included among the specific activities should be

work measurement studies aimed at developing performance

budgeting, organization and procedures studies related to

budgetary execution, and the compilation and assembly of

budget estimates and assistance in preparation of the

budget document.

Implementing the recommendations

Given a desirable organizational structure for the

administration and finance of local governments, how can

such structure be effectuated? How can the achievement of

the standard be encouraged or assured? Because of the

diversity of the local units involved, accomplishment of

the goal will probably require, or at least be facilitated

by, a combination of constitutional and statutory enactments

supplemented by administrative action through the state-local

government commission, particularly by its finance division,

and by local action.
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The principal constitutional provisions involved are

those suggested earlier, which would permit the local units

to choose between optional forms of the strong executive

type of organization. Such provisions should permit the

legislature to authorize hut not to require the adoption of

other administrative forms. The optional forms should be

specified only in broad outlines in the constitution, and

should not include any limitations which would inhibit the

achievement of the financial administration standards set

forth here. The primary emphasis should be on providing

the functional flexibility which is desirable.

The primary legal framework for achieving sound

financial administration among the local units should be

established by the legislature. First, the legislature

should establish the state-local government commission,

including the finance division. The finance division

should be designated by law as the administrative agency

of the state in the supervision of the financial administra-

tion of local governments, to the extent of the state's

interest therein.

The legislature should also equip the finance

division with a set of statutes pertaining to the financial

administration of local units and expressing in broad terms

the standards which the legislature wishes to set. It

should also specifically give the finance division the



authority necessary to issue regulations and directives

for the detailed implementation of the statutes, and the

authority necessary to encourage compliance with the laws

and regulations.

Among other aspects, the statutes should require

that each governmental unit shall have a centralized

financial organization covering all financial activities

of the unit, and headed by an officer appointed by the

chief administrative officer of the governmental unit.

The chief administrator should he permitted to serve in

this capacity.

Additional requirements should be: (1) the preparation

and adoption of annual budgets, (2) the maintenance of

adequate records, (3) the preparation and publication of

annual reports, (^) annual audits to be conducted either by

independent certified public accountants or by state

appointed auditors, and (5) the requirement that budgets be

filed with the finance division before adoption, and annual

financial reports be filed with the finance division. Both

the budgets and reports should be filed at such times and

in such form as may be prescribed by the finance division.

The legislature should also designate a fiscal year

to be used by all local government units. Without a uniform

fiscal year, the collection and compilation of statistical

data regarding local units, as well as any inter-unit
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comparisons will be virtually meaningless. The year adopted

should be one which corresponds well to the activity cycle

of the units so that there will typically be no expenditure

gap in the early part of the year; that is, so that early

revenues will be more than adequate to cover early require-

ments. The calendar year is probably not a good fiscal

period because it usually lacks correspondence with the

pattern of fiscal activity. The use of a calendar year

fiscal period also creates an unnecessary conflict with the

year-end rush typical of commercial operations in securing

the services of a CP. A.

The finance division staff should prepare and

distribute manuals and other educational and illustrative

materials explaining the legal requirements and the proper

techniques for applying them. In addition, they should

make technical services available to any unit needing help

in complying with the requirements. As an administrative

agency the division would be required to issue regulations

and instructions relating to subjects under its jurisdiction.

Summary

The purpose of the chapter has been to identify at

both the state level and the local level standards relative

to organization for financial administration which would be

consistent with the goal of achieving a high level of

performance in the financial affairs of the local units.
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The standards set forth have been those which have received

wide, though perhaps not unanimous, acceptance among

authorities in the field of public administration.

The proper constitutional, statutorj, and admini-

strative framework to be established by the state was

considered, and it was concluded that the principal

contribution of constitutional provirsions should be the

authorization of adoption of optional forms of the strong-

executive type of local organization.

With respect to statutory requirements, it was

recommended that the state provide for the adoption of a

uniform fiscal year, and require the units to adopt and

publish budgets, maintain adequate records, prepare and

publish annual reports, and have annual audits by certified

public accountants or state-appointed auditors. The

statutes recommended would also require each unit to

establish a centralized financial organization covering

all activities of the unit.

In order to encourage compliance with constitutional

and statutory requirements and to assist the local units

in numerous ways, the establishment of a broadly repre-

sentative, two-level, state-local government commission

was recommended. Primary concern was with a proposed

lower-level subdivision of the foregoing agency to be

known as the division of local finance, or in short, the



finance division. An appellate procedure permitting local

officials to appeal from decisions of the finance division

was suggested. The appellate body would be the "state-local

government commission.

"

It was proposed that the detailed implementation of

the constitutional and statutory requirements be the

responsibility of the finance division and that it be given

authority to issue and enforce regulations for this purpose.

In addition to regulations, the division should prepare and

distribute manuals and other educational materials and make

various technical advisory and other services available to

the local units.

With respect to the organization of the local units,

it was recommended that the strong-executive form of

organization be considered the standard, and the council-

manager or commissioners-manager forms were identified as

the preferred forms.

Internally, the financial affairs should be central-

ized under the administration of a city-wide or county-wide

finance department. The finance department, in turn, should

be broken down into functional divisions under the supervision

of the finance director to achieve the proper division of

duties and internal control, as well as specialization. The

divisions recommended were accounting, assessments and

billing, purchasing, and cashier. The budget director was
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regarded as an administrative assistant to the chief

administrator.

In addition to the internal organization of the

finance department, the inter-relationship of finance to

administrative organization was stressed. It was stated

that the administrative organization should he designed to

identify responsibility for operating efficiency with

particular organization units. The budget, accounts, and

reports must be similarly organized so that the extent of

efforts toward particular objectives could be compared

with the success in reaching the objectives. Success or

failure, in turn, may be traced to the responsibility

centers and to the persons responsible. Financial figures

should be supported by work measurement information wherever

feasible.

It was suggested that the standards could best be

implemented by a combination of constitutional and statutory

enactments and administrative supervision. The principal

constitutional provisions involved would permit newly

incorporated units or existing governmental units desiring

to change their form of organization to adopt one of the

optional forms of strong-executive tjovernment. They would

also permit local governments to modify their charters on

their own initiative in a manner not inconsistent with laws

of state-wide application.
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The statutes should express in broad terms the

minimum standards which the legislature wished to establish

and should give the administrative agency sufficient

authority to encourage compliance v/ith the standards. A

number of specific statutory requirements were recommended,

and it was suggested that the finance division of the

state-local government commission distribute manuals and

engage in other educational and administrative activities

designed to facilitate compliance by local governments.



CHAPTER III

STATE SUPBRVIGIOU OF LOCAL GOVEMMENT DEBT

AND TAX ADMINISTRATION

The topics of state supervision of local government

debt and state supervision of local tax administration are

in many respects aspects of a common problem. In connection

with taxes, the two principal subjects for discussion will

be constitutional or statutory tax rate limitations and

administration of assessments. Similarly, some questions

relative to constitutional or statutory debt limitations

and state supervision of local government debt issues and

debt service will be considered.

A brief outline of the standards to be discussed in

this chapter follows:

I. Property tax administration
A. Tax limitation lav;s

1, No constitutional provisions
2, ITo rate limitations
3« If rate limitations used

B. Assessment of pi'operty
II. Debt administration

A. ITo coastitutional provisions
B. Statutory limits
C. Supervision by division of local government

finance

A more detailed outline of the standards may be found by

reference to Appendix A. A discussion of the standards

follows immediately.

^7



Tax limitation laws .—State constitutional or

statutory limitations on the rate of taxes on property or

on the amounts which may be raised by property taxes have

been rather generally discredited, and the position taken

here is that no such limitations should be imposed by the

state,"'" In recognition of the present extensive use of

such limitations, and their long history, however, it is

probably realistic to recommend also the least undesirable

approach to such limits.

The primary indictments of tax limitations are that:

(1) they are not flexible enough to meet the highly diverse

needs of local governments; (2) they are usually related to

an undesirable base, the local assessed valuation of

property; (3) they encourage the proliferation of taxing

districts; (^) they tend to encourage long-term borrowing

to meet needs which might be partially met on a pay-as-you-

go basis; and (5) they often apply selectively so that some

functions may be generously provided with funds while others

of equal merit receive inadequate funds.

In recognition of the foregoing and other problems,

the standard recommended is that property tax limitations,

See the Advisory Commission on Intergovernmental
Relations Report, State Constitutional and Statutory
Restrictions on Loc al Taxing Powers ^Uashin^rton , n.n, .

The Commission, 1962),
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if any, be imposed by statute rather than by constitutional

restriction. The basis of such limitations should be

state equalized, full-value appraisals of all taxable

property.

The creation of new independent taxing authorities

should be prohibited, and the taxing power restricted to

counties, cities and towns. This is not to say that there

should be no taxing districts within a county or city, but

that the rates of each district should be considered part

of total tax rate of the city or county within which the

district lies. The limit would apply, then, to all over-

lapping districts within the county or all overlapping

districts within the city or town. A maximum rate should

be established for the cities and towns and a separate rate

for the counties so that the overlapping of county taxes

would not affect the city's taxing ability and vice versa.

The rate limitations should be applicable only to

the total tax levy, and not broken down into restrictions

on levies for particular purposes. The recommendations

herein are not intended to apply to school districts or to

school tax levies which have been excluded from consideration

in this study.

The tendency of tax rate limitations to encourage

long-term borrowing will be dealt with in the debt admini-

stration section. The problem of inflexibility may be
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attacked from two points of view. The approach most

consistent with local self-;'?overmi3nt is the provision

that taxes in excess of the limit maj be assessed upon the

affirmative vote of a majority of those voting in an

election held for that purpose. The state's local finance

division mi?;ht he given authority to establish standards

for the holding of such elections to assure a true expression

of the will of the people.

The alternative to submission of the proposed

excessive rate to the voters would be to authorize the

divir,ion of local government finance to approve rates above

the statutory limit, subject to such rules or restraints as

the legislature might v;ish to impose, Tliis would introduce

flexibility and would be less expensive than the referendum.

The use by local governments of taxes other than the

property tax must be restricted to some extent by the state.

Many are not readily suitable for local application and must

be state-administered for reasons of efficiency. Others

must be state-regulated for the protection of persons or

businesses who mi^ht otherwise be subject to multiple or

discriminatory taxation, or for other policy reasons. There

is, of course, no reason why state administered taxes may

not be shared by local units, ilo attempt will be made to

select detailed standards in this area,^

See the discussion of -chese taxes in the Report of
the Advisory Commission on Intergovernmental Relations.
Ibid., pp. 9 ff. *
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Assessment of property .—The state has an interest

in the assessment of property for a numher of reasons,

although they may not all be applicable to any particular

state. Probably the most fundamental of these is the

concept that Justice demands equal treatment for all tax-

payers. If the state imposes a property tax, it is

desirable to distribute the burden so that it falls with

equal weight on all properties of equal value. Similarly,

the distribution of state grants-in-aid or state collected,

locally shared taxes creates a state interest in the

assessments of the various local governments if assessed

valuation is a factor in the sharing formula.

Two additional subjects of state concern are the

proper application of tax rate limitations or debt

limitations which are based on assessed valuation, and the

accumulation of meaningful statistics regarding valuations,

revenue potentials, debt burdens, or other points of

interest.

The assessment of property should provide for equal

assessment of properties of equal fair market value as

between taxpayers in all parts of the state, as between

classes of property, and as between taxpayers within any

taxing Jurisdiction. Experience has shown that this goal

is seldom if ever achieved in practice. The logical basis

for attaining the desired equality is the assessment of all
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properties at 100 per cent of present value in all areas.

It is possible that full value assessments could be

accomplished by a centralized assessment procedure conducted

by the state supervisory agency (the assessments subdivision

of the proposed state-local government commission), and a

very strong case can be made in spport of assessment by the

state. It is assumed in the discussion which follows,

however, that assessment will continue to be a joint concern

of the local governments and the states, with the state

exercising its influence through the media of legislative

prescription and administrative supervision.

Leading authorities in the field are of the opinion

that a standard of 100 per cent of present value for

assessments by local authorities is unrealistic and

impractical. It is suggested that the states refrain from

prescribing a fixed assessment ratio and substitute a

minimum level of tolerance for assessment ratios. "Assess-

ment ratio" means the ratio between the average level of

assessed values in an assessment district to market values

in the district. The supervisory agency should make annual

studies in all districts, using scientific sampling and

statistical techniques to determine both the fair market

values of properties, and the ratio of local assessments

to fair market values. Local governments should be free

to set their own levels of assessment so long as they equal
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or exceed the minimum level of tolerance established by the

legislature. A minimum level of tolerance in the range of

65 per cent to 85 per cent is suggested by the author,^

The information obtained by the assessments sub-

division in the course of its ratio studies and supervisory

activities, including prescribed reports from the local

governments, should also be used to determine the tax base

of each local government at 100 per cent of fair market

value. The state-determined, and thus state-equalized,

tax base in each governmental unit should serve as the

basis for determining the limits set by any tax rate

restrictions, debt limits, or other state-prescribed

limitations. It should also serve as the basis, to the

extent that assessed valuations have served in the past,

for distribution of state grants-in-aid, state collected,

locally shared taxes, or for other similar purposes.

The state supervisory agency should assess the

properties of railroads, public utilities, or other organi-

zations having state-wide or inter-state activities, or

activities extending into several taxing jurisdictions.

The assessments, at 100 per cent of present value, should

then be certified to the various local unite according to

3
^4

Advisory Commission on Intergovernmental Rela-
li°''^?r

-^'^e Role of the States in Strem7:theninp: the Property
( yol. i; Washington, B.C.: The Commission,' pp.
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the portions of the value of properties within their taxing

jurisdictions. The need for such treatment arises as much

from the technical problems of valuation as from differential

assessing procedures by various units.

State supervision of the assessment process should

begin with the prescription by the state of assessment

procedures and techniques, including assessment forms,

records, and reports. This function should be the responsi-

bility of the state's division of local government finance.

Assessment should be carried on exclusively by the

counties. In most states, all property is located in some

county, therefore, the coverage of county-wide assessment

is complete. In the case of very small co?anties, joint

action by two or more counties may be desirable. All

property within cities or towns is also within the counties,

and therefore included in the county assessment. There is

no logical reason why the value which is used for county

purposes may not also serve the cities and towns, provided

that assessment at no less than the state's minimum level

of tolerance is achieved.
].

The assessment of property calls for technical skills

rather than political astuteness. Therefore, the tax

assessors should be appointed rather than elected. In the

organization suggested earlier in this chapter, the assessor

would be a specialist in the department of finance of the
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county. It would not be necessary to have assessors, as

such, in the cities and tovnis. However, the assessments

and billing section of the city or town finance department

should be responsible for working with the county assessor

to determine which properties should be included on the

city or town tax rolls.

With respect to the qualifications of assessors, the

state should establish standards for such positions, and

only assessors having state licenses should be permitted to

hold county assessor positions. Licensing should be based

on an examination and on standards of preparation similar

to those applicable to other occupations requiring technical

qualifications.

Property values are not fixed over time, and assess-

ments which are accurate at one time may gradually become

more and more inequitable. It is essential, therefore, to

provide for regular periodic reassessments of all properties

in each county. A reassessment cycle of six to eight years

is suggested. In addition, provision should be made for

reassessment of properties for new construction or other

factors tending to change the value of individual properties.

The state should have relatively little difficulty

in achieving adequate local assessments if qualified

assessors are used at the county level. Even if this is

accomplished, however, there may be differences of opinion,
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technical problems, or even deliberate disregard of pres-

cribed procedures. It would be advisable to establish a

specialized group within the state's finance division to

deal with such problems. The assessed valuation subdivision

suggested earlier should assume these responsibilities.

The assessment personnel in the assessed valuation

subdivision of the state's finance division should have

authority to review local assessments upon request from

any citizen or official of any local government. In the

case of an individual citizen, the most probable basis for

an appeal would be a disagreement as to the value of his

property. In the case of an official, the entire level

of assessment or some large segment thereof might be

brought into question. The state personnel should have

sufficient authority to deal with either situation.

Briefly, the assessments subdivision should have the

authority to (1) equalize over all assessment levels

between counties, that is, to bring laggards at least up

to the minimum standard, (2) equalize assessment levels

as between classes of property, and (3) equalize assessments

between individual pieces of property of equal value. The

basis on which exemptions from property tax should be

granted should be established by statute, and the assessment

personnel should administer the statute. They should also

have authority to add to the tax rolls any property
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improperly omitted, and to bring about the assessment of

any county wilfully failing to comply with either the state

minimum level of tolerance for assessments, or the state

periodic reassessment statute.

The work of the assessments subdivision of the

state's finance division should be conducted by administra-

tive tax specialists. Local citizens, officials of others,

should have the right to appeal from decisions of the

assessments subdivision or any other activity of the finance

division. Such appeals should be to the broadly representa-

tive state-local government commission.

The rendering of tax bills is a proper function of

the local government's finance department, billing and

assessments section. The collection of taxes should be by

the local government's finance department, cashier's section.

Both are discussed in the next chapter.

Constitutional or statutory debt limitations .—As

stated earlier, there should be no constitutional limitations

on the amount of debt which local governments may incur.

It is appropriate, however, to place constitutional

prohibitions in the way of incurring debt for non-govern-

mental purposes or for the benefit of private individuals

or concerns.

Statutory limitations have been criticized by many

authorities, including the Advisory Commission on
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Intergovernmental Relations, but it appears unlikely that

they will be abandoned in the near future. The recommenda-

tions which follow are designed to meet most of the major

criticisms within a statutory control framework.

Statutory debt limits should be expressed as a

percentage of fair market valuation. The market valuation

base used should be equalized statewide at 100 per cent of

present value, as discussed in the preceding section. The

debt limit rate set by statute should be relatively low,

in the sense that it would limit debt incurrence to an

amount which could reasonably be expected to be supported

by property taxation. Within the limit, local units should

be free to incur debt without need for further authorization

except, perhaps, local referenda.

The debt limit provided should apply to all forms of

long-term obligations, including the so-called "self-

supporting" bonds or revenue bonds. It has often been

pointed out that a governmental unit has a practical

responsibility for even non-guaranteed debt because default

on such debt would damage the unit's credit. It is

reasonable, therefore, to include such debt within the

limits.

Advisory Committee on Intergovernmental Relations,
State Constitutional and Statutory Restrictions on Loc al
Governmeat Debt CWashlngton. D.G. ! The Comml sri r.n 1 }

,
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The use of revenue bonds tends to restrict the

ability of a local government to meet its general obliga-

tions because it removes an often important source of

general funds. Revenue bonds frequently restrict revenues

beyond the real debt service requirements on such bonds.

The capacity of the unit to issue additional general

obligation debt is thereby reduced more than it would be

reduced by a similar amount of general obligation bonds.

In addition, the costs of revenue bond financing are

usually higher than costs of general obligations.

No special districts should be permitted for debt

incurring purposes insofar as the debt limit is concerned.

As recommended with respect to tax limitation laws, the

only units permitted to incur debt should be either cities

and towns or counties. Any special districts should be

treated as part of the cities and towns, or if outside the

municipal limits, as part of the counties, for purposes of

computing the amount of debt which might be issued. All

such special districts should be under the administration

of either city or town authorities or county authorities.

It may be well to re-emphasize at this point that

schools are outside the scope of this study, and the

recommendations with respect to district limitations for

assessment purposes or debt purposes do not apply to school

districts.
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Statutory and administrative control must also be

exercised over the issuance of short-term notes. Revenue

anticipation notes should be limited to some proportion of

the current year's tax levy and should be payable not later

than the end of the fiscal period, A limit (admittedly

arbitrary) of 50 per cent of the uncollected balance of the

levy as of the date of issuance of the notes is recommended.

Bond anticipation notes should be permitted only

after all the requirements for the sale of bonds have been

met. The statutes should provide a reasonable limit on

maturities of such notes, such as five years, and should

require the direct application of the proceeds of any of

the related bonds sold to the retirement of any bond

anticipation notes outstanding at the time of sale of the

bonds.

Administrative supervision ,—All of the recommenda-

tions to this point depend upon statutory enactments, and

have the drawback of inflexibility so often criticized.

The desired element of flexibility may best be introduced

through administrative supervision. All of the above

statutory requirements should be made specifically the

responsibility of the state's division of local government

finance. Responsibility alone is not enough, however, and

the division must also be given authority to ameliorate the

harshness of the statutes. Some suggestions regarding the
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duties and authority of the local government finance

division follow.

The local government finance division should be

given the authority to permit the issuance of bonds in

excess of the statutory limit when in its opinion the

circumstances warrant. The finance division should be di-

rected to satisfy itself v;^ith respect to two requirements,

(1) that sufficient revenues from both property tax and

non-property tax sources may reasonably be anticipated over

the term of the proposed issue to provide safely for

presently outstanding debt plus the proposed new debt, and

(2) that the net interest cost would not exceed some pre-

determined ratio of the current yield rate on the highest

grade of municipal securities.^

The net interest cost test would necessarily have

to be applied upon opening the bids for the bond offering.

It would simply prohibit the awarding of the bonds to any

bidder whose bid would result in a net interest cost in

excess of the legal maximum. The net interest cost limit

must necessarily be variable as conditions in the money

market change, and therefore cannot be prescribed by law

See the discussion of net interest cost limitations
in The Advisory Commission on Intergovernmental Relations,
State Constitutional and Statutory Restrictions on Local
Government Debt (Wasbington, n.n. i^'ha p.^mm-j o»^ ^v, T?^l} ,



62

as a specific rate, but must be left to the administrative

agency. As a consequence, it is essential to the proper

working of the limit that the awarding of the bonds be

under the supervision of the administrative agency.

The view often asserted by authorities on public

administration that laws are not self-enforcing is certainly

true in the field of debt administration, although it must

be admitted that some of the policing of the laws is done

by the bond attorneys and bond buyers. Nonetheless,

administrative supervision of the entire long-term debt

process is most desirable. It is believed that the soundest

basis for such supervision could be provided through the

centralized sale of all local government long-term debt

offerings.

The sale of local government debt offerings by the

administrative agency should include bonds or notes either

within the fixed debt limit or in excess of it. With

respect to debt within the limit, the function of the agency

should be to advise and assist the local unit in planning

the offering and in the technical details of marketing it.

The only controls to be exercised would be review for

compliance with procedural requirements, such as the

preparation of an offering notice containing at least

certain minimum informational material.
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Applications for authorization to exceed the debt

limit should be reviewed by the administrative agency (the

state's local government finance division) and the local

government officials should be notified promptly of the

agency's decision. All issues in excess of the limit

should require approval by the voters. In the event that

the application should be denied, the local unit should be

given the right to appeal the decision to the state's local

government commission.

If any local government, after receiving an unfavor-

able decision from the local government commission, should

wish to sell the securities, the question should be

submitted to the voters of the local unit. It should be

required that the official findings of the local government

commission be given full publicity in the local unit along

with the submission of the proposal to the people.

Standards for such publicity should be administered by the

state's local government finance division. A favorable vote

by the local citizens would constitute the authority to

issue the securities.

In addition to its advantages in administering the

legal requirements, the sale of local unit securities by a

central agency has very substantial advantages in making

specialized skills available to all local units, providing

a single market which tends to focus more attention on all
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issues, increasing the scope of contacts with potential

buyers, and in reducing the costs of selling securities.

A state administrative agency may render a number

of other services with respect to local government debt.

One important area where flexibility may be introduced is

in the choice between term bonds and serial bonds, and in

the maturities of either term or serial bonds. The state

by statute may set a requirement that all bonds be issued

in serial form, and may specify the maturities according

to the nature of the improvements financed or some other

basis » The maturities in such case should be set low

enough to assure prompt debt retirement and recovery of

borrowing capacity. The limits thus set could constitute

prima-facie authority to the unit to adopt such limits.

Flexibility may then be achieved by permitting the local

government finance division to authorize the use of term

bonds when applicable, or to modify the serial payment

requirements to meet particular circumstances.

The state's division of local government finance

should maintain complete files on the debt of local units,

as well as the budgets (including long-term plans) and the

financial statements of the units. Such files should be

kept up to date and should be used to remind local units of

approaching principal or interest maturities, and should

serve as the basis of annual state-wide summaries of local

unit finances.
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Briefly stating the role of tlie state administrative

agency, it should serve as a source of advice and guidance

to local government officials, as a review agency to assure

compliance with the laws, and as an agency for the col-

lection and dissemination of information for many purposes.

It should introduce an element of flexibility into otherwise

rigid statutory provisions, and should serve as a central

point of contact between the money market and the many

local governments which make up the state.

Summary

In this chapter, two areas of special interest in the

field of state-local relationships were discussed. The two

topics are debt administration and tax administration. It

was concluded that in each field, a framework of statutory

standards and requirements should be enacted for the guidance

of local officials and the local government finance division

of the state-local government commission. The desired

element of flexibility should be introduced into the

structure by authorizing administrative modification of the

impact of the statutory provisions.

It was recommended that no statutory tax limits be

imposed, but recognizing the improbability of achieving this

recommendation, it was suggested that the local government

finance division of the state-local government commission
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"be authorized to approvs levies ahove the limit when

justified. Extensive supervision of the local assessment

process was also recommended.

Similarly, it was suggested that the finance

division be authorized to approve debt issues above the

debt limit.

Finally, it was recommended that the sale of all

long-term debt instruments of the local units be executed

by the finance division.



CHAPTSR IV

BUDGETARY PLANNING, ACCOUNTING, AND CONTROL

The organizational structure of a governmental unit

provides a framework within which to conduct its financial

affairs. The day-by-day operation of the system depends,

however, upon the tools and techniques of financial

administration. Foremost among the tools and techniques

to he used are budgetary control (including purchase and

payment procedures), accounting, reporting, and auditing.

These tools and techniques will now be examined, in the

order given, in this and the following chapter, to

identify a set of standards which may be applied in further

evaluating the status of local government financial admini-

stration in a given state. A brief outline of the topics

to be discussed in this chapter follows immediately. A

more detailed outline may be found in Appendix A,

I. Budgetary planning and control
A. Program or performance budgeting the standard

1. Definition of objectives
2. Examination of alternative routes to

objectives
3. Identification of potential sources of

funds to finance outlays
^. Adoption of a plan
5. Execution of the plan

II. Accounting and related procedures
A. Centralized under a finance director -

unit-v/ide Jurisdiction

67
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B. Use of fund accounting
C. Double entry accounting
D. Standard classifications of accounts,

state-wide
E. lUnterprise accounting on commercial basis
F. Modification of accrual basis for general

accounting
III. Accounting and internal control, special areas

A. Assets, general considerations
B. Application of above to selected assets
C. Liabilities
D. Surplus

Budgetary planning and control

A governmental organization is an economic unit and

is faced with many of the same problems which face other

economic units. Primary among these are the allocation of

scarce resources among various alternative possible uses,

and the efficient utilization of resources toward the

selected objectives. Most of the other problems are derived

from these. Officials of a governmental unit must consider

also the "right" allocation of resources between the

governmental and the private sectors of the economy. The

administrator and the governing body must necessarily,

implicitly if not explicitly, form an opinion as to the

views of the electorate on the subject, and must make

decisions based upon such opinion. The preparation of a

budget as a systematic process facilitates choosing among

alternatives and balancing governmental requirements

against the welfare of the private sector.
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If the fundamental problems of a government as an

economic unit are the allocation of resources among

alternative uses and the efficient utilization of resources,

it follows that the budget system most conducive to

efficiency and to satisfactory allocation is the appropriate

one to be used. This, in turn, leads to the inescapable

conclusion that on both points the program or performance

budget should be the standard.^ Without attempting a full

exposition of program budgeting, a brief description of the

salient features is presented below.

The first requirement of program budgeting is a

clear definition of the objectives of the unit and of the

programs which have as their goals the achievement of the

objectives. For example, the protection of the health of

members of the community might be regarded as an objective.

This, however, is too broad to be very useful for planning

or management purposes and it is necessary to define

objectives more narrowly. In the example given such

refinement might include a breakdown of the health protec-

tion goal into activities, such as control of communicable

See Frederick C. Mosher, Program Budgeting; Theory
and Practice (New York: Public Administration Service

,

195^), and International City Managers' Association,
Municipal Finance Administration (5th ed. ; Chicago: The
Association, 195!?; » Chapts. 4 and 5.
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diseases, child health services, adult health services, etc.

By this technique the rather indefinite health objective

can be translated into more specific activities designed to

achieve the objective.

Ideally, this breakdown should be carried down to

the smallest identifiable unit which is responsible for

directing the efforts of the organization toward a specific

activity. This is a cost and responsibility center and is

the basis for budgeting and control. The identity of all

the small activities or responsibility centers with the

related broader activities and functions of which they are

a part should be maintained in both the budgetary plan and

in the organizational structure to the maximum extent

feasible.

Objectives should be defined both from the short-term

and from the long-term point of view. That is, for those

activities which tend to be continuing over time, the

current year activities should always be considered in

relationship to long-term plans, and the advantage of an

immediate benefit should be weighed against any possible

interference with more important long-range goals.

The second requirement of program budgeting is an

examination of the alternative means by which the desired

goals might be achieved and the selection of those which

appear most feasible in the light of all known facts with
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regard to costs, timing, and all the other relevant factors.

This requires that each relevant alternative waj of

accomplishing each of the desired objectives be translated

into cost terms, broken down by activities as suggested

earlier. Some of the questions to be considered are whether

to use the unit's own work forces or to contract; to use

laborers or machines; to make capital outlays or bear

increased maintenance costs, etc. Cost studies should be

made of each of these alternatives and from the information

thus derived, it will be possible to select the least

expensive approach consistent with achievement of the

objective.

In developing information about the probable cost of

carrying on the various activities, it is necessary to make

certain assumptions about the levels and quality of services.

All such assumptions should be carefully defined and

explicitly stated. For example, the proposed activities

under the heading of "streets, new construction" should

indicate the types of paving to be done, the areas to be

paved, or such other quantitative and qualitative data as

might be appropriate. The cost data should be classified

into fixed and variable categories so that the probable

effects of changes in scale from the original proposed levels

can be anticipated.
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The range of factors which influence the costs of

activities, and which must be taken into consideration in

making estimates is indicated by the following list from

2
Municipal Finance Administration ;

(1) the scope and quality of services provided; (2)
the volume of work required to render the services;
(3) methods, facilities, and organization for per-
forming the work; (^) qualities and types of labor,
material, equipment, and other cost elements required
by the work volume; and (5) price levels of the
various cost elements.

Given the data of proposed activities and potential

costs, it then becomes possible to evaluate the budgetary

proposals in terms of the programs proposed to be operated

and the probable costs of operating them. If, as is

commonly the case, it is necessary to reduce the total

amount of the proposed expenditures, decisions may be made

in terms of the relative importance of the various goals,

and adjustments may be made in the extent of efforts

directed toward each. This process automatically brings

old activities under review each period in addition to

focusing attention upon both the nature of and the probable

costs of new or expanded activities.

The scope of the budget should be such as to include

both current expenses and capital outlays. As stated

International City Managers' Association (5th ed.

;

Ghica:^o: The Association, 1955), p. 64.
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earlier, the anaual budget should be prepared against a

background of lon^j-term plans, and should be regarded simply

as one installment in a broader plan. The long-term plans

must include both current outlays expected and capital

outlays planned. The long-term capital plans are often

referred to as capital budgets, but the inference that

capital budgets are something different from operating

budgets should be avoided. They are simply an integral

part of the long-term plan, and not a separate problem.

It should also be emphasized that capital decisions have a

direct bearing on operating costs, and the effect of such

decisions should be carefully integrated into the operating

portion of the budget.

The third requisite of the budget is the identifi-

cation of the sources from which the proposed operations

and capital outlays are to be financed. Again, the long-

term aspect of the expenditure size of the budget requires

a corresponding long-term financing plan, with each year

regarded as a segment in the larger plan. The matching of

all types of expenditure requirements over a period of

several years with financing plans covering the same period

provides for much better expenditure control and much better

planning of financing than is possible if each year is

regarded as an independent problem. For example, it makes
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possible intelligent consideration of at least partial

"pay-as-you-go" financing for capital improvements.

The fourth aspect of program budgeting is the

adoption and execution of the plan. As a preliminary to

the adoption of the budget, the public should have an

opportunity to express it's views on the plans of the

officials. This suggests a requirement that public

hearings be held before final adoption of a budget by the

governing body. .
.

The whole process of planning and development of the

proposed budget should be scheduled with adequate time

allowed for careful consideration of all aspects, including

public hearing and with the entire procedure completed and

the budget formally adopted before the beginning of the

fiscal period covered. An advance copy of the proposed

budget should also be sent to the state's division of local

government finance for review, as discussed in detail later

in this chapter.

It seems almost unnecessary to say that the budget

should be balanced in the sense that reasonably realizable

resources are provided in an amount equal to the appropri-

ations. However, since the expenditure side of the budget

should include all capital outlays, the resources provided

may, when applicable, include the proceeds of bonds or

notes issued to finance capital outlays.
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Two other requirements with respect to the resources

side of the budget are suggested as highly desirable.

First, the revenues should be budgeted on a cash basis,

that is, should include only those amounts expected to be

realized in cash during the budget period. Secondly,

provision should be made for adequate revenues to cover

current requirements and to make up any operating deficit

from the preceding year, and provision should be made for

the repayment during the budget year of any revenue

anticipation notes carried over from the preceding period.

The repayment should be from a special levy for the purpose

in most cases.

The budget should be adopted by formal resolution

or ordinance, properly publicized, and recorded in the

official minutes of the governing body. It should be

subject to change with respect to functional and depart-

mental totals only by action of the governing body, taken

with the same formality as the original ordinance or

resolution, and similarly recorded in the minutes. The

appropriation ordinance or resolution adopted by the

governing body should break down the appropriations only

to the organizational unit (the cost and responsibility

'^Expenditures, hov;ever, should be on an accrual
basis. (See the discussion of accrual vs. cash basis under
"accounting procedures" below.)
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center) level. Within the limits thus set, administrative

management should have authority to decide as to the

specific objects of expenditure necessary to carry out the

plan. The plan as formally adopted should include such

quantitative measures of expected levels of services as

may be feasible.

Allotments .—In order that he may keep the rate of

actual expenditures in balance with available cash, and

provide for orderly administration, the chief administrator

should be given the authority to establish allotments for

all departments.

The allotments may ordinarily provide spending

authority by quarterly periods, but in the last quarter of

the fiscal year it is sometimes necessary to establish

monthly allotments. In any case, the allotment for each

department for each period should be based on a careful

analysis of the needs for that period, and should not be

determined by simply dividing the annual appropriation into

equal amounts per period.

Budget execution

The execution phase of a budgetary cycle consists

essentially of two parts: first, a continuous review and

For good personnel relations it would be best to
have department heads submit budgets which would then be
discussed and approved in the form of allotments.
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comparison of actual results, both revenue and expenditure

with the anticipated amounts; and second, corrective action

as may be indicated by the evaluation of the comparisons.

More broadly speaking, execution consists of the total of

activities carried out in accordance with the authorizations

and in acquiring the planned resources, but the actual

conduct of activities falls within the management sphere.

This part of the discussion is concerned with the budgetary

process as a means of communication and control to be

utilized by management at all levels in striving for the

realization of planned goals. The immediate question is,

what standards can be identified relative to the budgetary

process in this area?

At the heart of the continuous comparison aspect of

budget execution are the budgetary accounting records, both

financial and statistical. These records bring together

the plan and the financial and statistical measures of

accomplishment.

Appropriation-expenditure records .—A means of

gathering and reporting financial expenditure data should

be provided for each activity which is separately identified

in the budget plan. Recording and reporting should be by

cost and responsibility centers. It is essential that the

records of expenditures follow the organizational lines,

which, in turn, should be on the basis of functions and

activities.
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Each appropriation-expenditure account should make

provision for recording the amount authorized for the

particular activity, the amount of allotments to date, the

amounts expended or encumbered to date, and the unencumbered

balance. The latter figure represents the amount of new

obligational authority remaining to be used for that

activity.

Statistical and work-measurement records .—In addition

to the financial records, the quantitative and qualitative

dimensions of the plan should be recorded. That is, for

example, if the program includes a plan to spend one million

dollars for paving streets, it should also include a plan

for the number of miles to be paved and the type and quality

of paving. Whatever the units of measurement, whether they

be tons of garbage hauled, number of tax bills issued, or

some other, the exact nature of the plan should be recorded

for all activities for which measurement is feasible.

Approximations or rough indications may have to be accepted

for some activities.

Having established a quantitative (and qualitative)

measure of the work to be done, provision must be made for

the regular and orderly collection of the data necessary to

determine what has been done. This requires a system of

operational data collection as formalized and as carefully

administered as the financial data system. Similarly, the
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units for which statistical and/or work-measurement data

must be reported are the same responsibility units, the

smallest units of organization, for which programmed

budget authorizations are provided. For example, if one

of the activities for which an appropriation is made is •

garbage collection, the records must indicate the frequency

of collection and volume anticipated, and the data collection

system must indicate the actual frequency of collection and

volume, or other relevant information.

Unlike the financial aspects of the budgetary system,

the work measurement information is not readily generated

as a by-product of individual transactions in many cases.

It must depend upon a carefully planned system of work

re,Jorts to be prepared by department heads at prescribed

intervals. The work measurement units appropriate for each

department should be determined in consultation with the

department head. Once the appropriate units have been

selected, it becomes the responsibility of the department

head to keep records which will disclose the volume,

expressed in such units, of work in his department.

Revenue records .—The record system must also provide

for continuous comparison of the actual revenues realized

to date with the amounts projected in the budget. The

revenue records must be maintained in such form as to show

the amounts anticipated in the budget, classified by sources.
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the amounts actually realized to date, and the amount by

which realization to date exceeds or falls short of budget

estimates.

As is true in connection with expenditures, any

statistical indicators or other information, which is

pertinent to the evaluation of the actual results as

compared v;ith the planned results, should be carefully

accumulated. For example, data on average temperatures or

high and low temperatures might be useful in evaluating

certain utility revenues; amounts of rainfall would be

pertinent to evaluation of water sales; new housing

"starts" or similar data might be considered in evaluating

inspection fees and revenues from permits, etc.

Bud.qetaiy reports .—The final feature of the

"continuous comparison" aspect of budget execution is

regular and frequent reporting. Reports should be prepared

at frequent intervals, at least once each month, comparing

appropriations with expenditures and encumbrances to date,

and comparing the current period with similar prior periods.

The reports should be organized to follow the pattern of

functions and activities established by the budget. If the

accounting records are properly organized, the reports can

be prepared directly from them.

The work measurement portion of the reports should

be in the same sequence as the financial portion, and should
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show the anticipated work loads as well as the actual work

loads. In both the statistical and the financial reports,

the amounts and nature of variations from the budget should

be emphasized, thus permitting "management by exceptions."

Regular reports should also be prepared comparing

revenues actually realized with revenues anticipated and

reporting any statistical information pertinent to

evaluation of the reports.

"Continuous comparison," as outlined above, provides

the information for management action, but of itself

functions primarily in the negative sense of preventing

certain types of unauthorized actions. The execution of a

budgetary plan, however, requires frequent reappraisal in

terms of evaluation of efforts made to carry out the

original plan and in terms of possible changes in objectives

or approaches occasioned by changing circumstances. The

appraisals, in turn, must be translated into corrective

action as needed to direct the organization toward the

fulfillment of its goals.

The budgetary reports must not be permitted to become

a meaningless routine. They must be scrutinized carefully

by administrative personnel at all levels and evaluated in

terms of the responsibilities of the various reviewers. The

evaluations, in turn, should be made known to the organiza-

tion through such media as administrative newsletters,
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conferences with group leaders, departmental meetings or

such other communications devices as may be appropriate.

Any changes in plans resulting from re-evaluations, either

of effort or objectives, must be translated into financial

and statistical terms as they affect the budgetary plan.

The modifications must be recorded in the accounts and

communicated to all affected departments.

Two related reporting techniques, which have the

status virtually of axioms, also deserve comment: first, as

the usefulness of reports is inversely related to the time

elapsed between the period covered and the date of their

presentation, prompt reporting is essential; and second,

the higher the reporting level, the broader and more

condensed the information should be; or conversely, the

lower the reporting level, the more detail the report should

include, and the narrower should be its scope.

Accounting and related procedures

This section is concerned with the procedural aspects

of accounting and with certain matters of internal control

not discussed elsewhere. The most widely used and most

authoritative treatments of governmental accounting pro-

cedures and the related reporting and auditing are the works

of the National Committee on Governmental Accounting.^

5Particularly Municipal Accounting and Auditing
(Chicago: Municipal Finance Officers Association, 195l) , 250
pp., and A Standard Classification of Municipal Accounts
(Chicago: Municipal Finance Officers Association, 1^53), 129
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These bring together the views of goveromental accounting

representatives of virtually all of the leading organizations

in this field. The following discussion will, in large part,

follow the recommendations of that committee. For con-

venience, the summary of recommended accounting principles

and standard procedures written by the Committee is repro-

duced in Appendix A.^

As indicated in the discussion of financial organiza-

tion, accounting should be a subdivision of the Department

of Finance, and the latter Department should be responsible

for financial administration throughout the governmental

unit. As a consequence, the scope of responsibility of the

accounting organization should also be unit-v;ide.

Subject to review by the Director of finance, the

accounting section or bureau should have the responsibility

for designing or approving all forms, documents, and other

materials related to the gathering and recording of financial

information, or to the collection of the statistical data

necessary to proper interpretation of the accounting data.

Many forms and records also serve non-financial purposes,

and the accounting personnel should work in cooperation with

the other users of such materials to devise mutually suitable

designs.

Municipal Accounting: and Auditing: , pp. I-3,
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Fund accounting

One of the distinguishing characteristics of govern-

mental accounting is the necessity to recognize the existence

of funds. A fund is a fiscal and accounting entity which

is an accounting unit in itself, and requires virtually a

complete set of accounting records. A fund may also be

described as a group of resources set aside or segregated

for carrying on specified activities or for specified

purposes. A brief description of the types of funds usually

recommended follows.

General fund .—The General Fund is, in a sense, a

residual fund in that it is used to account for the revenues

and expenditures that are not properly includible in some

other fund. At the sajae time, it is usually the most

important fund in terms of the scope of activities financed,

and correspondingly in the revenues handled.

Special revenue fund .—Special revenue funds are

established to account for revenues which are dedicated to

special purposes. For example, the proceeds of a tax levied

for poor relief might be accounted for in the Poor Relief

Fund, which would then be a special fund. It should be

pointed out that there is general agreement that special

revenue funds introduce an element of inflexibility into

the financial structure and tend to inhibit sound management

practices. Therefore, they should be held to an absolute
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minimum. The principal evil is in the dedication of

revenues to particular purposes. There is seldom any

necessary relationship between the revenues realized and

the requirements for the purpose involved. This may result

in either starvation or opulence of the activity. In

either case, control by the governing body and by manage-

ment is weakened because they cannot weigh the desirability

of use of the revenue for the special purpose against its

desirability for other purposes sind act on the basis of

their evaluation.

Utility fund .—The utility fund (or funds) is set

up to account for the operations of a municipally owned

utility, one fund being established for each utility

operated by the unit. The term "utility" is applied to

business type operations which sell services to the public,

such as water plants, electric power systems, etc. "Other

enterprises," which in recent years have included such

commercial activities as airports, parking garages, markets,

port facilities, and numerous others, are treated much the

same as utilities. Both utilities and other enterprises

should generally be accounted for according to the standards

applicable to similar privately operated activities.

The three types of funds listed above are the most

important of the day-by-day operating funds. However, there

are some additional funds which in individual cases may

become very important. They are discussed below.
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Working capital fund .—The working capital fund is

set up to provide goods or services to other activities of

the unit. It might be thought of as similar to the "company

store." It is an auxiliary type of fund which has as its

purpose the facilitation of the operations of other funds.

An example of this fund type is a municipal garage, which

services the motor vehicles of the various activities in

the unit, charging each operating unit according to the

services rendered. It is similar to a commercial enterprise,

but doing business only with other funds and not with the

public. It is commonly set up on a relatively self-supporting

basis and is sometimes referred to as a revolving fund.

Bond funds .—Bond funds are set up to account for

the proceeds of the sale of bonds which are to be paid from

the general revenues. The debt created by the bond issues

is not included in these funds. See "General Bonded Debt"

below in this regard.

Special assessment funds .—Special assessment funds

are established to account for special assessments levied

against property owners for the costs of local improvements,

such as sidewalks, which directly benefit their property.

Sinking fund .—Sinking funds are established to

account for the accumulation of resources for the eventual

retirement of term bonds. With the emphasis on serial

bonds in recent years, the sinking fund has become relatively

unimportant.
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Trust and agency funds .—Trust funds are funds

which the governmental unit holds as trustee for some

special purpose, such as college scholarships or employee

pensions. Agency funds are used to account for resources

which are the property of some entity outside the govern-

mental unit, for example, taxes collected for another

government, v;hich are held by the local unit only as agent

for the other entity.

General fixed assets and general bonded debt .—In

addition to the funds discussed above, separate accounting

is provided for the general fixed assets of the local unit

and for the general bonded debt. A complete and self-

balancing set of accounts is set up for each of these, but

is not regarded as a fund. General fixed assets are those

not properly includible in the accounts of a working

capital fund, a trust fund, or a utility or other enterprise

fund. General bonded debt is all bonded debt not properly

includible in the accounts of an assessment fund or of a

utility or other enterprise fund.

Types of records

The types of recoixLs suitable for use by local

governments are the same as those suitable for commercial

use; that is, they consist of Journals, ledgers, various

forms of subsidiary records, and numerous kinds of forms,

documents, and other material. The techniques for recording
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and handling information within the system may properly

range from manual processing to electronic processing.

As a minimum, the records should he maintained on

a douhle-entry hasis, and should include a complete and

self-halancing ledger for each fund, together with such

subsidiary and supporting records as may be necessary for

managerial and reporting purposes.

The complete, balanced ledgers provide period by

period control over the resources of the unit, facilitate

statement preparation, provide ready reference at any

time, provide good audit trails, and greatly enhance

internal control. They should be regarded as an absolute

minimum for any unit.

Subsidiary records should be provided whenever a

summary account will not provide adequate information for

custodial, management, and reporting needs. Prom the

custodial standpoint, supporting records are usually re-

quired for most classes of receivables, such as taxes,

utility accounts, assessments, etc. They are similarly

required for almost all classes of resources other than

receivables, such as cash accounts, land, buildings, equip-

ment, investments, supplies inventories, etc.

Management must use many of the above records, and

in addition must have supporting detail from time to time

regarding such other accounts as appropriation-expenditure
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accounts, regarding contracts or other liabilities, revenues

and perhaps, analyses of surplus.

Supporting details may be needed for reporting to

the public, for example, the nature of and parties granted

tax abatements, or the tax delinquents and properties

offered or sold for taxes.

The validity of the summary account or the detail

is dependent upon regular reconciliation of the subsidiary

records with the summary records, and a careful accounting

for any discrepancies.

Classification of accounts

The purpose of the accounts is to classify infor-

mation into forms which will ultimately be useful in

connection with the operating and reporting aspects of

financial administration. Accordingly, the chart of

accounts should be derived from the uses of the information.

The recommendations of the National Committee on Govern-

mental Accounting, as set forth in A Standard Classification

of Municipal Accounts .^ meet these criteria, and will be

the standard adopted here.

A uniform system, such as that recommended above,

must be applied to a particular case with care to prevent

the inclusion of unnecessary accounts and to insure

n

^oc:.^
^^^icipal Finance Officers Association,

1953; t 129 pp. '
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completeness. The principles on which the classification

is based are nonetheless applicable. When the object of

expenditure accounts are being set up, the current

expenditures should be broken down only into the four

categories, "personal services," "contractual services,"

"commodities," and "other charges." Capital outlays and

debt service expenditures should also be carefully dis-

tinguished.

Accounting systems for municipal business enterprises

should follow the standard classifications employed by

similar private enterprises to the extent that such

classifications are consistent with sound financial admini-

stration, and to the extent consistent with stewardship of

public properties.

It is important that the public and the administration

be given enough information to judge the efficiency of

operation of municipal enterprises and to evaluate the

propriety of the rate structure. Cost accounting systems

should be used wherever their use will contribute to the

development of such information both for public reporting

and for managerial use.

The terminology developed in the chart of accounts

should be used consistently throughout all funds, and

throughout the budget, the accounting records, and the -

financial reports.
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Basis of accounting

One of the recommendations of the national Committee

on Governmental Accounting is subject to very considerable

difference of opinion and will not be followed in this

analysis. This is the portion of the eleventh item in the

summary of principles which reads, "Hevenues, partially

offset by provisions for estimated losses, should be taken

into consideration when earned, even though not received
Q

in cash,

"

The treatment of revenues on an accrual basis is

generally accepted in commercial accounting, and it is

understandable that an attempt should be made to apply

commercial treatment to this aspect of governmental

accounting. The objectives of the accounting for revenue

in the two types of activity are not parallel, however,

and the effects of accrual accounting for revenues are

undesirable for governmental units.

The two principal reasons for using the accrual

basis with respect to revenue in commercial accounting are

to obtain a matching of costs with revenues in the income

determination process and to provide for the presentation

in the balance sheet of the resulting assets which are

available for the use of the firm. The income determination

Municipal Accounting and Auditing (Chicago: MunicipalFinance Officers Association, 191?1), p. 2.
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aspect is completely irrelevant in governmental accounting

in general, althougti not to conmercial-type enterprises

conducted by governmental units. The balance sheet presen-

tation of the accruals as available assets is at best not

very useful, and in many cases is grossly misleading.

With respect to the matching process applicable to

a governmental unit, as has been discussed in the budgetary

section, the important matching of efforts against results

takes the form of a comparison of expenditures with

services rendered rather than with revenues produced . The

commercial firm evaluates its progress in terms of a revenue

produced in a market transaction between presumably

independent parties. The revenues of a governmental unit,

on the other hand, are often exactions of a legal authority

which the debtor would not have agreed to on voluntary

basis. They do not represent efforts nor do they represent

results.

Accrual basis accounting for revenues results in the

inclusion of the receivables among the assets of the unit

as available resources, and the inclusion in surplus

(ultimately) of the same amount. Such assets are currently

available to a commercial firm only to the extent that the

unit may legally borrow against them. Borrowing of this

type is severely restricted in many states and is not a

desirable type of financing for governmental units. The



93

necessity for formal borrowing against receivables is offset

somewhat by the ability of the unit to carry balances in

the form of accounts payable, but for governmental units

the latter are generally much smaller in amount than the

taxes receivable, which typically constitute the bulk of

the non-commercial receivables. In a growing governmental

unit, the balance of uncollected receivables has a tendency

to increase year by year, and thus produce an increasing

gap between the accrual basis surplus and the cash avail-

able for current use. A common by-product of this gap is

a growing balance of revenue-anticipation borrowing. It

is not a self-correcting situation, and has led many a

unit into serious financial problems.

It might be pointed out also that the amount of

uncollectible taxes is somewhat less predictable than the

bad debts of a commercial firm, and that the time of

probable collection of the remainder of the levy is even

less predictable.

One other point with respect to the fallacy of

including tax levies, in particular, in revenues of the

year levied deserves mention in connection with the political

situation in which local governments operate. Any governing

body using accrual accounting can improve the apparent

financial status of its administration by the simple

expedient of levying taxes, without regard to its ability
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to collect them. The advantage tends to bear an inverse

relationship to the relative collectibility of the taxes

levied. The more unreasonable the levy (the higher the

rate), the greater the paper advantage and the smaller

the percentage of collectibility to be expected. It is

not reasonable to assume that the provision for uncol-

lectible taxes will be increased sufficiently to take care

of this discrepancy.

With the frequency of changes in administration at

the local unit level, accrual basis accounting often

results in one administration receiving credit for good

financial administration whereas, in fact, their successors

in office were left with large, and perhaps uncollectible,

receivables and matching short-term notes payable, and the

resulting necessity for retrenchment. It is difficult to

see what advantages result from accrual accounting for

revenues sufficient to offset these disadvantages.

The accounting procedure for receivables recommended

here is that which is described in Municipal Accounting and
Q

Auditing. The amounts billed should be recorded by debits

to taxes receivable (or other appropriate receivable

account), and by credits to uncollected taxes or, for other

forms of receivables, to a similar offsetting account.

National Committee on Governmental Accountine (Chi-cago: Municipal Finance Officers Association, 1951), p. 11.
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This effectively reduces their recording to a statistical

basis. The amounts collected should be debited to cash

and credited to appropriate revenue accounts, and a reversing

entry made to remove from the accounts that portion of the

receivable account and its matching reserve which repre-

sents the billed amount collected. If discounts are allowed

or penalties charged , the actual collection may be either

less or more than the amount of the credit to the receivable

account.

Unlike the revenues, expenditures should be recorded

on the accrual basis. In addition, the amount of commit-

ments made against appropriations should be recorded in the

appropriation-expenditure accounts. As discussed in

connection with budgetary procedures, the budget provides

a plan of efforts to be directed tov/ard certain objectives.

The efforts actually put forth are best measured, in a

financial sense, by the amounts of goods and services

applied to the achievement of the objectives. The measure-

ment of this effort is independent of the time of payment

for such goods or services, and is, therefore, best

accomplished by the use of the accrual basis in recording

expenditures. The matching of expenditures against

appropriations for purposes of evaluating efforts and

accomplishments should exclude encumbrances from the amounts

spent because the benefits of such commitments have not been
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received by the governmental unit. Encumbrance accounting

has as its primary function the limiting of total expendi-

tures to the budgeted amount and is not a proper part of

the matching process.

Accounting and internal control - special areas

Assets .—In general, the accounting and internal

control systems for assets are concerned with establishing

the existence of any assets which are rightfully the

property of the governmental unit, providing both physical

protection and value protection, controlling their custody

and use, and controlling their disposition. Certain

specific applications of these concerns are discussed below.

Cash.—The procedures related to cash must insure

that all recorded receipts are properly accounted for and

also that all receipts are recorded. One additional re-

quirement is that all funds which should be received are

received. Once received, the cash must be protected, and

finally must be paid out only upon proper authorization.

Receipts.—The assurance that all funds which should

be received are received is largely dependent upon two

factors. The first requirement is that the collecting

agency, the cashier's office in the finance department

structure recommended, must receive information about all

amounts due. This information can be provided in large part

by notifications from the assessments and billing section
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for the major items of receipts, most of which are billable.

It is desirable also that the assessments and billing

section establish the amounts which should be received from

unbilled sources, such as grants-in-aid.

Items of receipts not subject to billing in advance,

such as fees for building permits or inspections can be

controlled, in part, "bj procedures which prevent the

issuance of permits or inspection certificates until payment

has been received. The cashier's section can also make use

of telephone directories, surveys, review of building

permits, and many other sources of information to discover

businesses subject to license fees or other requirements.

The second factor necessary to assure the receipt

of payments due the unit is prompt and vigorous collection

action by the collector or other appropriate member of

the cashier's section. Vigorous and impartial collection

procedures are fair to all. Any procedures which permit

some debtors to lag in payments increase the costs of those

who pay promptly.

To assure proper recording of cash, it is necessary

to begin at the point of receipt. In general, pre-numbered

receipts should be used, and should be prepared at least

in duplicate, so that one copy can be given to the payer

and one copy retained. The retained copies can be sorted

to serve as the basis for the entries necessary to record

the various receipts.
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It is desirable, wherever the cost of equipment is

not prohibitive, to make use of cash registers at the point

of receipt. The registers should be equipped with

internally recorded tape records of transactions, and such

tapes should be accessible to only the accounting department.

Such limited access is accomplished by having the tape

stored in a locked compartment in the register, and issuing

the key to only the accounting section. Validating

registers, that is, registers which print on the customer's

receipt the amount recorded in the register, are the most

desirable type.

Daily cash reports should be prepared by the cashier's

section. Such reports should break the collections down at

least by funds. The additional breakdown into the various

revenues and non-revenue sources may be done either in the

cashier's office or the accounting office.

All cash received should be deposited intact daily.

Payments should never be permitted to be made direct from

receipts. In cases where very small amounts are collected,

it may be satisfactory to require deposits only at the end

of each week, but the time and manner of making deposits

should be prescribed and enforced by the governing body.

Deposits should be made only in depositories

authorized by the governing body. The governing body, in

turn, should select depositories only from a list of approved
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depositories prepared and issued by the state division of

local government finance. All deposits should be covered

by securities placed in escrow by the depositories, or by

other approved form of security, such as surety bonds

issued by approved surety companies, as provided by the

division of local government finance.

It is essential in governmental accounting to

maintain the separation of funds from the point of receipt

throughout the financial procedures. The cash received

should be deposited immediately to the credit of the fund

to which it belongs. It may be feasible to combine the

cash of two or more funds into a single checking account,

but the portion of the account belonging to each fund

should be indicated by a cash account in that fund's

records. No check which would result in an overdraft in

any fund's cash account should be approved.

Under no circumstances should any funds of a govern-

mental unit be deposited in the name of any official or

employee of the unit. Deposits should always be in the

name of a fund or of the governmental unit.

All employees whose duties include the handling of

cash or other assets subject to misappropriation should bo

covered by security bonds. The bonds should always be

proportional to the potential loss to the unit in the event

of defalcation, and should be with approved bonding companie
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a?he division of local government finance should set the

standards for such approval and should issue lists of firms

meeting the minimum requirements.

In addition to the procedural, bond, and record

protection discussed above, the funds, while in the control

of the governmental unit, should be protected by physical

safeguards, such as vaults, locked cash registers, and

adequate security procedures. In addition, insurance

protection should be provided against other possible

sources of losses, such as fire or theft.

Purchase and payment procedures .—Control over

disbursements must begin at the point where obligations

are incurred if it is to be effective in assuring the

expenditure of funds only for legal and authorized purposes.

An essential element in this aspect of control procedures is

centralized purchasing. Centralized purchasing has a dual

function, both providing an efficient method of purchasing,

and at the same time subjecting most expenditure commit-

ments, including contracts, to careful scrutiny as to their

propriety.

Centralized purchasing facilitates the application

of internal control techniques to commitments by channeling

all such commitments through one prescribed route. As a

result, they can readily be checked against authorizations

before the purchase orders or contracts are released. When
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coupled with careful receiving procedures for all goods

and with related procedures with respect to services, as

well as conscientiously applied review of all payment

requests, it is a strong deterrent to the misuse of funds.

The role of the cashier is complementary to that of

the purchasing section. The purchasing section controls

the incurring of obligations, whereas the cashier's section

controls the payment of obligations. There should be a

requirement that all payments, with the possible exception

of certain highly restricted payments from petty cash

funds, be made by check. All checks should require the

signature of the cashier and should be signed by him only

when supported by proper payment authorizations. The

nature of such authorizations should be clearly specified

in the system design, and might include such documents as

approved invoices, supported by purchase orders and

receiving reports, approved payroll sheets, or other

appropriate forms.

Control at the point of expenditure is essential if

the centralized purchasing and personnel controls are to be

effective. Without proper payment controls, it can be

expected that purchasing or other control routines will be

by-passed.

Closely related to the foregoing are certain activi-

ties of the personnel department. The greatest portion of
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the total expenditures of a typical local government will

be for personal services; therefore, control of personnel

costs is essential. Through its hiring procedures, job

classification studies, and through review of payrolls

for such things as proper classification and pay rates as

well as validity of names and positions, it can prevent

improper payments either of error or of design. A review

of payrolls by the personnel department should be a part

of the internal control system,

Encumberinp; the accounts ,—Disbursement records are

linked with the purchase control procedures by requiring

that each purchase order be checked against the accounts

to be charged with the eventual cost of the order. The

purpose of the check is to determine, before approval of

the purchase order, that sufficient obligational authority

to cover the order remains uncommitted. If supplies are

bought for a central supply store and charged to operating

activities as issued, supply requisitions must similarly

receive clearance before being filled. No contract re-

quiring payments should be signed until it has had prior

clearance indicating that an appropriation balance is

available to cover it.

To be effective as a control device, this procedure

must include the encumbering of the appropriation accounts

when the purchase orders or other expenditure authorizations
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are approved. For this purpose, the estimated or contractual

amount of the commitment should be entered in the account

as an encumbrance, and the available balance should be

reduced accordin^^ly.

When the actual invoice or request for payment is

received and approved, the amount which was originally

encumbered should be reversed out of the account, and the

actual amount recorded as an expenditure.

If the above procedures are applied before any

commitment is made, and the related treatment is accorded

to the actual expenditures, financial compliance with the

budgetary plan can reasonably be assured. In addition,

the status of any appropriation can be determined at a

glance.

Disbursement control - other considerations ,—Careful

control procedures should also be applied to non-expenditure

disbursements, such as the purchase of investments. The

use of pre-numbered documents is recommended in connection

with purchase and payment procedures, as with receipt

procedures. It is particularly important that checks and

purchase order forms be pre-numbered.

All fund cash accounts should be kept up to date to

prevent over-drafts, and all bank accounts should be

reconciled at least monthly. The reconciliations should be

prepared by the accounting section, and the bank statements
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the bank. This, coupled with regular audit procedures by

the accounting section provides for internal control over

the work of the cashier's section.

Receivables .—The receivables procedures are closely

related to the cash receipts procedures described above.

The bulk of the cash receipts come from sources which take

the form of receivables at least briefly. Whereas the

collector is primarily concerned with collecting all of

the billed amounts, the assessments and billing section

must be concerned with the completeness of the billing

procedures.

In the system of controls recommended, the assessment

and billing sections provide two important elements. One is

the specialized attention which can be given to the problem

of assuring full and equitable billing of all amounts which

should be billed. The second is the establishment, inde-

pendent of the collecting agency, of the amounts which

should be collected. While the billing does not cover all

possible sources of receipts, it usually covers the most

important sources, and if conscientiously executed, will

leave few sources of receipts to chance collection.

It might be well to mention that the assessments and

billing section should prove the total of the individual tax

bills against the product of the assessed valuation times
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the tax rate before releasing the bills. Similar proof

techniques should be applied whenever applicable.

The assessments and billing section should report

all amounts billed, in summary form, to the accounting

department so that control accounts may be established in

the ledgers. By these control accounts the collecting

personnel are charged with responsibility for the amounts

billed. The details of the billings must be reported to

the cashier's office to provide the basis for the collection

procedures.

The accounting department should record the amounts

billed, as reported by the assessments and billing section,

the amounts collected as reported by the cashier's office,

and should compute balances due. At regular intervals the

balances shown by the accounts should be compared with the

detail of uncollected amounts as shown by the cashier's

records, and any discrepancies accounted for. This also

is a part of the internal audit function of the accounting

department. The accounting section should also test the

reliability of the detailed receivables by such techniques

as requests for confirmation of balances as listed, by

review of collection details, or by other appropriate means.

The authority to abate any part of any receivable,

other than to correct clerical error, should be vested in

the governing body. The chief administrator may properly
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submit lists of proposed abatements, supported by appropri-

ate justifications, but tbe propriety of such abatements

should be carefully considered by the governing body. Any

abatements approved should be set forth in writing, and

should be recorded as part of the official proceedings of

the governing body.

Property records .—Records of all properties, real

and personal, owned by the governmental unit are essential

both for proper administration and for protection. The

direction of the use of all resources of the unit tov;ard

the goals of the organization, as expressed more specifically

in particular programs and activities, requires full know-

ledge regarding the resources. Such knowledge may in part

be supplied by carefully compiled inventories or summaries.

Protection of governmental resources against dissipation or

misuse also requires information which may in part be

supplied by inventories or property records.

The scope of property records should be adequate to

include all real property and all personal property.

Personal property in one sense includes all resources other

than real property, but cash and receivables may be excluded

from this section because of the coverage elsewhere. Among

the assets which should be included, are investments,

operating supplies in storerooms, warehouses, etc., machinery

and equipment of all types, and furniture and fixtures.
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structures and improvements on the real estate also must

"be described but may be grouped with the real estate on

which they are situated.

The basic principles underlying procedures for

property accounting and control are well expressed by the

following statements, q^uoted from Municipal Finance

Administration ;'^^

1. Complete integration between property accounting and
general accounting,
2. Standard procedures through which to acquire, record,
transfer, and dispose of fixed assets.
3. A uniform classification of fixed asset accounts for
general ledger and property ledger purposes.
^. Use of comprehensive and well-designed forms for
recording complete information with respect to each
separate unit of property, and a well-planned arrange-
ment for filing these records.
5. Effective accounting control between the general
ledger and the property ledgers.
6. Effective physical control of properties in the
operating departments.

The principles expressed in the foregoing are quite

clear, but a few comments may serve to relate them to this

paper. First, the complete integration between property

accounting and general accounting requires that changes in

the status of the property accounts be recorded with the

same formality as changes in operating accounts. For

example, it should be possible to trace a capital outlay

International City Managers' Association (5th ed.

j

Chicago, The Association, 1955), p. 398.
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recorded in the fund expenditure accounts to a property

accountability charge in the general fixed asset accounts.

Further, the responsibility for both entries should lie

with the accounting section.

It was stated early in the accounting discussion

that the validity of the summary accounts or the detailed

records depended upon the regular reconciliation of the two.

Items "3" and "5" in the list above are applications of this

requirement to property accounting. The use of uniform

classifications in the general ledger and in the property

ledgers facilitates the comparison of the detail with the

summary accounts. The effective accounting control between

the general ledger and the property ledgers, in turn, is

supported by such comparisons as well as by the inter-

relationship of the accounting entries.

Effective physical control of properties in the

operating departments is largely a problem to be handled

through the administrative organization, through the

regular re-evaluation of programs brought about by program

budgeting, and through the related reports on properties,

which are discussed in the reporting section below. An

important ingredient in such control is the assignment of

custody and responsibility for all properties to specific

organization units, and a system of records which clearly

indicates the details of such custody and responsibility.
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Liabilities .—Without considering the detailed

mechanics of liability accounting, three principle standards

may be identified. The first of these, as stated earlier,

is that the accounts should be kept on an accrual basis with

respect to obligations. a?his will result in the establish-

ment of liability accounts among the general ledger accounts

of the various funds. The second requirement is that the

records must provide the basis for distinguishing the

character of the various types of liabilities. The third

requirement is that bonded debt should be accounted for in

the general bonded debt accounts except for bonds payable

from assessment funds or the bonds of utilities or other

enterprises.

Bonded debt, like general fixed assets, must be

carefully integrated into the general accounting system.

The proceeds of bond issues must be accounted for in one

of the operating funds, and the payment of matured bonds

or interest must be made by some fund. It is essential

that it be possible to relate the receipts or payments of

such funds with the changes in the bonded debt accounts.

Similarly, it should be possible at all times to reconcile

the amount of outstanding debt shown in the bonded debt

accounts v/ith detailed analyses of such debt. The same

requirement applies to bonded debt of assessment funds and

utility or other enterprise funds.
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Surplus .—The surplus of a fund other than a utility

or other enterprise fund should not include any amount

still represented by a receivable. This result is

accomplished automatically by the recording of revenues on

a cash basis and receivables on a memorandum or "wash-entry"

basis. An exception to this rule might be made in the case

of inter-fund receivables if loans between funds are per-

mitted and the borrowing fund is able to repay the loan.

In such case the receivable does not ordinarily represent

unrealized revenue.

The surplus of such funds should be segregated into

restricted surplus or reserves in the amount of any such

inter-fund receivables, inventories, or other assets not

available for immediate appropriation. The balance of

surplus should be designated as available surplus.

If commercial-type accounting is employed with

respect to utility or other enterprise funds, the surplus

of such funds may include amounts represented by any form

of assets.

Recommendations for implementing the standards

As stated earlier, constitutional provisions are not

generally applicable to detailed regulations such as are

involved in the application of the tools and techniques of

financial administration. Therefore, no constitutional pro-

visions are recommended relative to the topics discussed in

this chapter.
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statutory provisions should be limited to broad

statements of legislative policy, as described in Chapter

II, giving the finance division of the state-local govern-

ment commission specific authority to implement them. The

statutes should also give the division (subject to super-

vision and review by the higher-level state-local government

commission in all instances) the power to enforce compliance

with the statutes and its regulations. For example, they

should require that the approval of the finance division

must be obtained to establish the validity of any local

government budget, and that no expenditures may legally be

made except in accordance with a valid budget.

The finance division should issue regulations as

necessary, prepare and distribute manuals for the guidance

of local government officials, promote and engage in

educational activities, give advice and counsel to local

government officials or to other interested citizens,

supervise local activities to the extent necessary through

field representatives and other methods, and in general,

use all available methods to promote high standards of local

government financial administration. Service is likely to

be the keynote of success in this field of endeavor.

Summary

This chapter has been concerned with three inter-

related areas; budgetary planning and control; accounting
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and related procedures; and special areas of accounting

and internal control.

The central problems of budgetary planning and

control were identified as the determination of the proper

allocation of the limited resources available to local

governments, and the efficient utilization of available

resources in the furtherance of the planned activities.

Program budgeting was set forth as the standard, and the

elements of program budgeting examined in some detail.

These are, very briefly, the clear definition of objectives;

a careful examination of alternative routes to objectives;

the identification of potential sources of funds and

determination of amounts probably to be available to finance

outlays; the adoption of a plan for the conduct of the

affairs of the local government for the ensuing budgetary

period; and the conscientious execution of the plan.

'

In connection with accounting procedures in general,

the importance of establishing a centralized finance

department having jurisdiction throughout the governmental

unit was again emphasized. Recommendations were included

for fund accounting, double-entry accounting, the use of

standard classifications of accounts on a state-wide basis,

and for accounting for commercial-type enterprises on a

commercial basis. Most of the foregoing accounting recom-

mendations were based in substantial part ou the publications
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of the National Committee on Governmental Accounting. In

one important departure from the recommendations of the

National Committee, it was recommended that accounting for

revenues be on a cash basis, except in the case of enter-

prise accounting. Even in the latter case it would not be

objecti enable.

The discussion of special areas of accounting and

internal control was concerned largely with asset accounting,

although there was brief mention of liabilities and surplus.

The emphasis in asset accounting was upon establishing the

existence of any assets rightfully the property of the

governmental units, and with providing both physical pro-

tection and value protection, controlling their custody and

use, and controlling their disposition.

Two points are of sufficient importance to justify

their mention at several times in the discussion of budgetary

planning, accounting and control, and in the discussion of

reporting to follow. The first of these two points is that

it is essential to maintain the identity of programs with

the organization units responsible for their execution

throughout the budget in its planning and its execution

stages, in the accounts, and in the reports which are de-

rived from the accounts and other sources. It is also

important to make use of work measurement techniques and

statistical data whenever feasible, both in looking ahead



during the planning stages of the budgets, and in the

recording of events as they occur, to permit a comparison,

in retrospect, of efforts as measured by costs or expendi-

tures with results as measured by various types of

information. Although not readily applicable to all

activities, the maximum use of work measurement data and

statistics should be encouraged.

Finally, a brief statement of recommendations for

implementing the standards appears immediately preceding

this summary.



CHAPTER V

RSPOHTIITG MID AUDITING

This chapter is concerned with standards for reporting

the affairs of local Governments, both for internal infor-

mation and control purposes, and for informing the public.

Standards designed to insure the reliability of the reported

information, primarily through regular audits, will also be

discussed. A brief outline of the chapter follows.

I, Reporting
A. External

1, Complete annual financial reports
a) Given publicity
b) Freely available
c) Standards based on publications of the

national Committee on Governmental
Accounting. Standardized for all units

d) Prompt issuance essential
e) Audited reports issued if feasible

B. Internal
1. Annual statements same as external
2, Interim statements

a) r*ro!^ram type budget comparisons,
including statistical and work
measurement data

b) Cash flow statements
c) Balance sheets
d) Other reports as required

C. Reports to finance division, state-local
government commission
1, Advance copies of budget proposals
2. Copies of budgets as adopted
5. Complete audited annual reports
^. Other reports as required

115
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II. Auditing
A. Annual audits of all local units, including

all activitiss
1, By independent certified public accountants

or "by auditors on staff of finance division,
state-local government commission

2. Opinion statement required in all cases
5, Copy of report filed with division of

local government finance .

III. Implementing the standards
A. No constitutional provisions
B. Broad statements of legislative policy as

previously stated

Reporting-general considerations

The most important product of a system of records is

a set of reports presenting the important information from

the records. Information is the "reason for being" of

records. The related procedures which are involved in the

creation of the records may serve a number of purposes,

such as control, direction, or othsrs, and the use of the

information may be remote, as in the case of historical

studies; but fundamentally, a record system is an infor-

mation system. If the system is well designed much

information may be obtained by direct reference to the

journals, ledgers, or other components. For example, the

unencumbered balance of an appropriation may be determined

by reference to the appropriation ledger, but a substantial

portion of the system's informational value is derived from

the reports.

In attempting to set standards for the reports of a

local government, one is confronted by the dual problems
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that there are manj forms and sizes of local governments

and that many different individuals and groups are interested

in the reports, but their needs and interests are not

identical, ?ov these reasons, coupled with the fact that

the requirements v^ithin groups tend to be for several types

of information, an attempt will be made to identify

standards which are relevant to the different purposes and

the varying types of reports involved.

There are a number of authoritative publications

available relative to reporting for local governments, but

probably the most widely quoted and followed is that of the

National Committee on Governmental Accounting, which was

cited earlier. A fairly complete set of illustrative

statements is included in the foregoing book and a number

of them are reproduced, together with supplementary materials

and discussion in Municipal Finance Administration ;^ there-

fore, no attempt will be made to include the forms here.

However, numerous matters relating to form and content will

be discussed.-^

Municipal Accounting and Auditing (Chicago: Municipal
Finance Officers' AssociaUon, 1931).

(5th ed. , Chicago: The International City Managers'
Association, 1955).

^See also. Municipal Finance Officers' Association,
Criteria for Judging A riunicipal Financial asport (Chicago:
Municipal Finance officers Association, i'j^^), and Clarence
E. Ridley and Herbert A. Simon, Specifications For The Annual
Municipal Report (Chicago, The International City Managers'

—

Association, 19'4-8), 52 pp.
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Reporting requirements will be divided into those

applicable to reports prepared for the governins body,

administrator, and other participants in the operation of

the local government, referred to herein as "internal

reports," and those prepared for the taxpayers, investors,

public administration students, state or federal authorities

or other interested parties, to be designated as "external

reports," The external reporting requirements, other than

those relating to state-local relationships in this area,

will be discussed first, followed by "internal reporting,"

and finally, by state-local relationships.

External reporting

The reporting needs and interests of taxpayers as a

group, investors, public administration students, and other

outside groups other than state or federal authorities are

much alike in many respects; therefore, this discussion

will pertain to all of them except where otherwise indicated.

The presentation of information in a report should

always be based on the point of view that the function of

the report is to inform rather than to conceal; to enlighten

rather than to confuse. Accordingly, full use should be

made of the entire range of techniques designed to assure

the readers' understanding of the information presented.

In more specific terms, the report should include such

charts, graphs, "pie diagrams," and other visualization aids
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as will contribute to ease of understanding and interpre-

tation. The reports should also include complete functional

data, that is, information about the nature and volume of

work performed. The use of the so-called "popular" approach

to reporting is particularly applicable to reporting to the

taxpayers, since they are a highly diverse rjroup, many of

whom are not prepared to read and understand formal

financial statements and statistical reports. Well-designed

charts, graphs, and other illustrative materials, however,

are useful to all groups.

Some local units have followed the practice of

preparing two reports for the use of the external interest

groups, one in highly popularized form and usually including

very condensed financial and statistical data, and the other

more formal in arrangement and more complete in its range of

detail. There is no objection to this practice other than

the additional expense involved so long as both types of

reports are generally available, and so long as the

information contained in the two reports is consistent.

Closely related to the latter requirement is the recommen-

dation that all reports either directly financial in nature

or involving statistical data such as is used in connection

with the financial reports be issued by the finance officer

or issued only subject to his prior approval. This will

prevent the possibility of inconsistencies appearing in
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published data which might tend to reflect upon the

integrity of the reports of the governmental unit.

Financial statements and the accompajiying general

information should be issued not less frequently than

annually and should cover the full fiscal year of the

reporting unit. Consistency in scope of coverage and period

covered is essential. Special reports prepared for such

purposes as informing the public on a proposed bond issue,

annexation, or other special situation may properly be

prepared at any time. There is, of course, no objection

to the regular issuance of reports on a quarterly or more

frequent basis if desired and practical.

As is discussed in the section on auditing, which

follows this discussion of reporting, the records of each

local government should be audited at least once each year

by an independent auditor, and the audit should cover a

complete fiscal period in most cases. Inasmuch as the

subject matter of the audit report is essentially the same

as is covered in the report prepared by the personnel of

the unit, much duplication can be avoided by combining the

reports. Ideally, the reports should be prepared by the

local unit personnel and reviewed by the auditor. The

reports should not be prepared for publication by the unit

until after the audit is completed, however, so that any

necessary corrections disclosed by the audit may be
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incorporated into the published report. The auditor's

opinion may also be included in the published report.

Promptness in reporting is a most desirable

characteristic of a system, and herein lies a problem. The

desirability of publishing an audited report can be offset

by undue delay in completing the audit. Therefore, it

should be stressed that early arrangements should be made

with the auditor to assure promptness in the conduct of the

audit. Such arrangements should be made early in the year

to be audited so that he can carry out certain preliminary

work before the close of the fiscal period and so that he

can schedule his other commitments to permit him to begin

his final audit procedures promptly at the close of the

fiscal period. In any event, a report should be published

within two months following the close of the fiscal year.

A tentative, unaudited report should be issued if necessary

to meet this requirement.

Certain questions arise with respect to the methods

and extent of distribution of the reports, and the solutions

adopted can affect materially the attitudes generated among

the interested parties, and potentially, the credit standing

of the unit. A number of media are available in most cases

for making the distribution to local taxpayers. Many units

have successfully utilized a popularized form of report

published through the local newspaper. A highly condensed
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and summairized statement covering all funds and activities

can contribute materially to public understanding. This

can be supplemented by sending copies of the report to local

radio and television stations, by posting in public places,

and by forwarding copies to the local public library system.

In all cases, however, a supply of copies of the complete

and detailed report should be kept on hand and made available

to any taxpayer upon request. There should be no hint of

secrecy about local government reports.

The file of available copies of the complete

technical report will, upon request, also serve the investor

or student of local government, but the local unit will

profit from a more positive approach. The positive approach

consists of developing and maintaining a file of names and

addresses of interested parties or organizations and the

mailing to them, without solicitation, of copies of all

relevant reports. Of particular importance in this respect

are the investment rating agencies, such as Moody's or

Standard and Poor's, and bankers or brokers who deal in

local government securities. A standardized "Report on

Finances" has been developed by the Investment Bankers

Association of America'*' and copies of the report form may

be obtained from that organization.

231 South LaSalle St., Chicago, Illinois.
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Conterits of external reports

This study is concerned primarily with standards for

financial administration; therefore a number of aspects of

an annual report for external use will not be covered. A

good guide to such additional considerations may be found

in Ridley and Simon, Specifications For The Annual tlunicipal

5
Report *^ The financial and statistical contents of an

annual report should follow the recommendations of the

National Committee on Governmental Accounting, as discussed

below.

Statements by funds .—The financial statements of a

governmental unit are composed of those which present

financial position at a particular point in time, the

balance sheets and supporting statements or schedules, and

those which summarize changes which have occurred over time,

the statements of revenues and expenditures, analyses of

changes in surplus, and other analyses and supporting

schedules. It is important that the records be so maintained

and the statements so prepared that the various statements

and schedules covering the changes during a fiscal period

will link together the balance sheets at the beginning and

^(Chicago: The International City Managers'
Association, 1948).

6
Municipal Accounting and Auditing (Chicago:

Municipal j?inance Officers' Association, 19:?1 )

.
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end of the period covered. As each, fund is a separate

fiscal unit, a full set of statements appropriate for the

particular fund should be prepared so as to make possible

an understanding of the transition from the balance sheet

position at the end of the preceding period to the balance

sheet position at the end of the currently reported period.

A brief survey of the required statements follows.

Balance sheets .—A balance sheet should be prepared

for each fund. In governmental accounting most funds are

essentially "operating funds" in the sense that they deal

only in current items, and their balance sheets include

only current assets or resources and current liabilities or

commitments. The principal exceptions to this rule are the

utility or other enterprise funds which may include both

fixed assets and bonded debt, working capital funds which

may include fixed assets, and special assessment funds

which may include bonded debt.

It is desirable that balance sheets be presented in

comparative form. These should show the financial position

at the end of the current fiscal period compared with the

position at the end of the preceding period. The assets

and liabilities shown on the balance sheets should be

classified carefully to distinguish each significant class.

For example, cash in checking accounts should be distinguished

from cash with fiscal agents or cash in sinking funds; taxes
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receiva"ble should be shown separately from accounts re-

ceivable, and the latter should distinguish each type of

account. The taxes receivable should be broken down by

year of levy either on the balance sheet or in a supporting

schedule. Similarly, any significant differences between

classes of liabilities should be indicated.

To be consistent with the earlier recommendation

that revenues be recorded on the cash basis, the balance

sheet receivables should be offset by 100 per cent reserves.

It is also good practice in budgetary funds to offset or

restrict surplus in an amount equal to the investment in

such non-cash items as inventories.

Utilities or other enterprises, ideally, should be

accounted for as though they were independent business units,

paying the other funds for any goods or services received

from them, and billing other funds for all goods or services

rendered. The accounting for utilities should generally be

on a commercial basis, although some concepts primarily

associated with regulatory rate-setting are not applicable.

The balance sheet accounts recommended for various types of

utilities may be found in the publications of the National

Association of Railroad and Utilities Commissioners.^ The

'^

Uniform System of Accounts for Electric Utilities
(Few York; The State La\>r Reporting Co., 1937j, Uniform System
of Accounts for Gas Utilities (New York: The State Law Re-
porting Co., 1939) > and Uniform System of Accounts for Water
Utilities, Classes A and B (New York; The State Law Reporting
Co., 1939).
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use of such classifications will be considered to be the

standard.

Statements of operation .—For each fund covered by

the budgetary revenue estimates, a statement of actual

revenues compared with budget estimates should be prepared.

The statement should classify the revenues by sources as

recommended in A Standard Classification of Municipal

Accounts,^ and should compare the amounts realized v/ith the

estimates used in the budget, setting forth the difference

as actual over or under budget estimates.

A second set of budget comparisons should be included

in the statements for each budgetary fund. These should

show the amounts appropriated for each purpose, the amounts

expended and encumbered for such purposes, and the unen-

cumbered balance of each appropriation. There should be

no over-expenditure balances, because proper control

procedures do not permit any overexpenditures. If original

appropriations prove insufficient, the proper remedy is an

amendment to the budget ordinance or resolution.

The organization of information for the budget

comparison should be on the basis of functions and activi-

ties; that is, in terms of the services which were planned,

such as fire prevention, street lighting, or other activi-

ties, and should show the amounts which were authorized for

National Committee on Governmental Accounting
(Chicago: Municipal Finance Officer's Association, 1955).



127

such purposes compared with the amounts spent or encumbered,

9
and the unencumbered balances of the appropriations.

The financial information provided by the budget

comparisons should be supplemented by reports showing the

volumes of work anticipated for each of the activities

covered by the financial reports, the actual volumes of

work completed during the budget period, and sufficient

textual material to explain why goals were not achieved or

why performance was better than anticipated. For example,

the reports might show that the garbage collection activity

was expected to consist of 150,000 tons collected at an

anticipated cost of ^225,000 whereas the actual collections

totaled 175,000 tons at a cost of ^>250,000. The textual

explanation might indicate that the additional activity

was due to an annexation which had not been anticipated at

the beginning of the year. The significant point in this

aspect of reporting is that the reports should provide

enough information to permit an understanding and interpre-

tation of both the plan and the results, and of any

variations from the plan.

If, as was recommended earlier, the administrative

organization is subdivided according to programs and

activities, and the accounting records and budgetary plans

^See Chapter 5 in Municipal ii^inance Administration ,

particularly pp. 119-155.^
—

-
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are all on the same basis, the financial information for

the above reports can be taken directly from the accounting

records. Similarly, the quantitative work measurement data

should be accumulated in records organized on the same plan.

Each of the two preceding financial statements

pictures one aspect of the operating results of the fiscal

period in isolation. It is necessary to bring them to-

gether, and for this purpose, an analysis of surplus

statement should be included. This statement should show

the beginning balance of the fund surplus, the amount added

or deducted because of the excess of revenues over expendi-

tures or vice versa , the amounts and nature of any surplus

adjustments made during the period, and the ending balance

of surplus for the fund. The beginning figure used should

correspond to the closing figure from the preceding period's

surplus statement and, similarly, the closing figure should

be carried over to the next period's statement.

Additional details pertaining to the expenditures of

each fund should be provided by a statement of the expendi-

tures, still grouped according to programs and analyzed

into character and object classifications but omitting the

budgetary figures. For this purpose only the three character

classifications of current expense, capital outlay, and debt

redemption, plus four object classes, personal services,

contractual services, commodities, and other charges, are

required.
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statements of cash receipts and disbursements are

desirable for all funds, but a single combined statement in

which the transactions of individual funds are indicated by

columnar arrangement will generally be satisfactory.

Utility or other enterprise operating statements

should be prepared on an essentially commercial basis,

using the standard systems recommended in connection with

utility balance sheets. The income statements should

provide for the classification of revenues by source or

type of revenue, and of expenditures by activities, such as,

in the case of a water utility, source of supply, power and

pumping, purification, etc."'"*^

Non-fund statements ,—General fixed assets and

general bonded debt are not covered by any of the preceding

statements; therefore additional statements must be provided

to show the status of general fixed assets and bonded debt

at the end of the fiscal period, and the changes which have

occurred during the fiscal period, a?wo points relative to

these accounts should be stressed: first, they do not

constitute funds, but only sets of self-balancing accounts;

and second, they should never be combined or offset against

each other. There is no direct and necessary relationship

between them.

See forms 29 through 33 in Municipal Finance
Administration , pp, 121-125,
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General fixed assets statements .—Recommended state-

ments for general fixed assets include two which show the

balances at the end of the period and two which analyze the

changes which have occurred during the period. '^^ They will

be discussed in that order.

A summary statement should be prepared showing, (1)

the balances of the fixed asset accounts at the end of the

period classified by types of assets, and (2) total assets,

balanced by an analysis of the sources from which the funds

were obtained to acquire the assets. This is somewhat

similar to a balance sheet composed solely of fixed assets

and corresponding equity or investment accounts. It does

not, however, include such accounts as "Accumulated de-

preciation" because no depreciation is recorded on general

fixed assets.

The summary statement of fixed assets should be

supported by an analysis of fixed assets at the end of the

fiscal period showing the functions and activities to which

they are assigned. While this analysis might be confined

to a listing of the amounts charged to each activity, it is

useful to know what kinds of assets each function or activity

is responsible for; therefore a columnar tabulation by

See National Committee on Governmental Accounting,
Municipal Accounting and Auditing (Chicago: Municipal
Finance Officers' Association, 1951), pp. 120-139,
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functions and activities, with columns for land, buildings,

improvements other than buildings, and machinery and

equipment is recommended.

Changes in general fixed assets during the period

should be analyzed to show the sources from which funds

were obtained to make additions to fixed assets, and to

show the nature of reductions in fixed assets during the

period. The same columnar arrangement suggested for the

preceding statement, with the addition of a column for

construction work in progress will provide for the desired

information. Depreciation should not be recorded on

general fixed assets, therefore, the changes reported

should represent the gross amounts of additions to fixed

assets or the cost or other book value of assets disposed of.

An analysis of the amounts added to or deducted from

the fixed asset holdings of each function or activity is

provided by the final statement recommended for inclusion

in the coverage of general fixed assets, which is the

statement of changes in fixed assets by functions and

activities.

The principal schedule reporting the status of

general bonded debt is the combined statement of general

bonded debt and interest. It should show the amounts

available in sinking funds, together with the additional

amounts to be provided in future years for both bond
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principal and "bond interest. This provides some basis

for beginning an evaluation of the probable debt burden

imposed by existing obligations. Although it obviously

must be supplemented by a great deal of additional infor-

mation, it is distinctly superior to listing only the

12
principal amounts of future maturities. The amounts

listed under the above headings of amounts available and

to be provided are balanced against a listing of the amounts

of bond principal and bond interest payable in future years.

The statements and schedules listed above are the

principal financial reports required, but to be fully

useful they must be supplemented by a multitude of supporting

schedules and analyses. In addition, the statistical tables

illustrated in Section III of Municipal Accounting and

15
Auditing are virtually indispensable if the statements are

to serve adequately the requirements of the investor and the

investment rating agencies. These should also be considered

a standard part of an annual report for external distri-

bution, but will not be discussed further here.

However, see comments to the contrary in Arthur tT.

Horig's article, "Suggested Improvements in Governmental
Accounting," The Accounting Review , Vol. XXIVIII, No. ^,
October, 1963, p. 760.

13'See National Committee on Governmental Accounting,
Municipal Accounting and Auditing (Chicago: Municipal
i'lnance Officers' Association, 1951).
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Internal reportiag

Heports to the governing body are ordinarily designed

to keep tliem informed of activities and events in broad

terns consistent vriLth their principal function of policy-

making. Consequently they should receive regular reports

of financial position and budgetary expenditure comparisons

in condensed program ter^is. That is, the reports should be

by funds, and shoul(3, be broken down further by functions

and activities which correspond to the programs authorized

by the governing body, and to the responsibility centers

charged with carrying out the programs. For example, the

report should group together all public safety activities,

under the general heading of public safety. That general

function should be broken down into its components, such

as police department, fire department, and such other ma;jor

activities as might be appropriate. Police department, in

turn, should be broken down into the various units of its

internal organization, which should be by the nature of the

work done by each sub-activity, such as police training,

general and criminal records, uniformed patrol, etc. The

financial reports should indicate only total expenditures

and encumbrances for each of the activities compared with

the appropriations. Similarly, the v/ork load reports

comparing actual \ifith anticipated work should be in summary

form by activities.
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The governing body should also receive regular reports

of the status of revenue realization efforts and results in

condensed form. In addition, they should receive fully

detailed reports of special studies and investigations which

will require their careful evaluation in arriving at policy

decisions, as well as any other detailed information they

may request.

A copy of the complete annual report as prepared for

external distribution, if prepared in accordance with the

above standards, will ordinarily serve the purposes of the

governing body as well. This body must also be provided

with a fully detailed copy of the budget document together

with its' supporting justifications and analyses.

Internal reporting requirements, other than those

pertaining to the governing body, are largely divisible into

those relating to reports to department heads and other

operating officials, and those relating to reports prepared

for the chief administrative official. Standards for

reporting to operating officials other than the chief

administrator will be omitted except to mention that such

reports are usually equivalent to segments of the reports

prepared for the chief administrator but containing more

detailed information with respect to the sub-unit's opera-

tions.
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Among the most important of the reports required by

the chief administrator are those which are necessary for

the proper exercise of budgetary control and those which

are necessary for adequate cash management and control. The

necessity for adequate budgetary reports was mentioned in

the section on budgetary control but was not put into

specific terms; therefore some basic requirements will now

be set forth. They will be followed by a discussion of cash

control and other relevant reports.

The reporting period for budgetary control purposes

should ordinarily be a month, often supplemented by compari-

sons with the preceding month or the corresponding month of

the preceding year, and by year-to-date figures. The use

of an allotment system, however, makes it necessary for the

budgetary reports to show the status of each allotment

balance which introduces a quarterly element if the allot-

ments are on a quarterly basis. The reports, nonetheless,

should be prepared each month.

The financial portion of the budgetary reports should

indicate (1) the amount of the appropriation for each

appropriation purpose separately identified in the budget

ordinance, (2) the adjusted balance of the allocations to

date, (5) the expenditures and encumbrances chargeable

against the authorizations, and (^) the unencumbered balance.

The appropriations should be expressed in program terms.
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broken down into responsibility centers, and the expendi-

ture and encumbrance information in the same terms, so

that the financial measure of efforts expended toward

particular program objectives to date is clearly set forth.

In conjunction x^rith the financial reports, simultaneous

reports of a non-financial character setting forth the

measurements or other indications of the extent to which

the immediate program objectives have been accomplished must

be prepared, A comparison between efforts and accomplish-

ments to date is thus provided. The immediate program

objectives are such relatively measurable concepts as the

amount of paving completed or the number of street lights

installed. The ultimate objectives of programs, such as

economy in maintenance, or greater safety are not immedi-

ately measurable; but measurement is not essential to the

control aspect of program budgeting.

Management of the revenue aspect of the budget is

also essential, and monthly statements which compare the

revenues collected to date with the amounts estimated in

the budget should ba prepared. These should be supplemented

with statements organized for cash management. Management

of the cash position requires anticipation of both cash

inflows and cash outflows and is, therefore, related to,

although not identical with, the revenue and expenditure

sides of the budget.
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In. order that management may plan cash requirements

and to permit logical allotment procedures, each department

head should he required to submit a plan, based on the

approved appropriation for his department, in which he sets

forth by quarters his estimate of when his expenditures

will he made. Prior to the start of each quarter he should

also be required to submit quarterly estimates, broken down

by months, of his payment requirements for the coming

quarter. From these departmental estimates, the finance

officer can develop cash requirements forecasts each month.

In a similar manner, the pattern of cash receipts

should be analyzed, and the expected receipts for each

month put into the forecast of cash available. When

combined with the beginning cash balances and the disburse-

ment forecasts, a cash budget, identifying any needed

borrowings in advance, can be prepared. This should be

submitted monthly to the chief administrator.

The cash anticipation report should be accompanied

by (1) statement of cash transactions to date, showing the

planned receipts and disbursements to date as compared with

the realized receipts and disbursements to date, and (2)

a statement setting forth the beginning cash balances,

receipts, disbursements, and ending cash balances. Summary

figures should be used for receipts and disbursements.
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Tlie chief administrator should also receive monthly

operating statements of all utilities or other enterprises

showing the operations of such enterprises in considerable

detail, and should receive monthly balam.ce sheets for all

funds and enterprises in summary form. At the end of the

year he should receive a complete annual report containing

essentially the same information as the one prepared for

general distribution, but with more detail, particularly of

revenues and appropriation-expenditure data.

Reporting to state or federal agencies

It is not feasible to set detailed standards for

reporting to state and federal line agencies because the

reporting requirements vary with the nature of the state-

local or federal-local relationship. For example, the state

highway department or the U.S. Bureau of Roads may require

reports of road and highway construction in such form as

to meet the requirements of particular cost-sharing or grant

legislation; federal or state welfare agencies may require

particular case information, etc.

It is clearly desirable, however, that the division

of local government finance (or in some cases the state-local

government commission) act in a liaison capacity between

external agencies and the local units with respect to

reporting requirements. Efforts should be made to assure

that the accounting system designed for the more important
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purposes of efficient operation and guidance toward planned

objectives will not be unnecessarily burdened by such

special reports.

The reporting requirements of the division of local

government finance should include a provision for the

regular filing with the division, by each local unit, of a

copy of the complete and audited annual financial report.

This should be a fully detailed report, in accordance with

form and contents requirements set by the finance division,

and not a summarized version such as might be prepared in

popular format for distribution to local taxpayers.

In addition, it is highly desirable that a copy of

the proposed budget be filed with the division prior to its

adoption by the governing body, and that a copy of the

•budget as adopted be filed with that office. Budgetary

forms and procedures should be prescribed by the division

of local government finance.

The division should have statutory authority to

review the proposed budget for compliance with legal re-

quirements. The review should be concerned with both the

estimated revenues and the appropriations.

The revenue estimates should be checked for conformity

with the cash basis and for reasonableness. The meaning of

the term "reasonable" in this connotation should be estab-

lished either by statute or by regulations issued by the



division of local government finance. Each unit would thus

know in advance the standards which would be applied.

Standards of "reasonableness" should be designed to evaluate

the reliability of the estimates in the light of the particu-

lar local government's record and prospects. For example,

is the estimate of non-property taxes reasonable in view of

past experience, trends, changes in statutes, or other

relevant factors. Similarly, are estimates of surplus

available for appropriation based on apparent conditions?

The finance division should have authority to correct

improper estimates of revenues and to require appropriate

modification of the budget to achieve a balance consistent

with the revised revenues.

The principal concern of the finance division in

reviewing the expenditure side of the budget should be with

legal compliance. This primarily concerns the adequacy of

content and proper manner of presentation. The purposes

for which the local units choose to spend their money should

not be subject to review. There are, hoivever, two major

exceptions to this position: (1) the expenditures should be

for governmental purposes x^ithin the meaning of the consti-

tution and statutes, and (2) adequate provision should be

made for debt service. These are proper subjects for

administrative review. In addition, the total appropriations

should not be permitted to exceed the approved estimate of

revenues plus any bona-fide surplus appropriated.
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The division of local government finance should also

maintain complete files relating to formal local government

debt: therefore, all issues or retirements of bonds or

notes, deposits in or payments from sinking funds or funds

with fiscal agents, or other debt transactions should be

reported to the division.

In governmental accounting te3?minology there are two

types of audits, classified on a time basis—the pre-audit

and the post-audit. The pre-audit is more commonly known

in commercial practice as a part of the internal control

system, and the post-audit as the external audit. These

are discussed below in accordance with governmental

accounting terminology.

The pre-audit .—The pre-audit consists of all of the

procedures by which the internal functioning of the organi-

zation is checked before transactions or activities are

completed. For example, the examination of an invoice for

mechanical accuracy and for proper supporting documents,

such as purchase orders and receiving reports before payment

is approved, is a form of pre-audit. The checking of

purchase orders against appropriation accounts to determine

the availability of an encumbered balance before the release

of the order is another example. Numerous other pre-audit

activities are built into the internal control system des-

cribed earlier. These will not be discussed further.
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The post-audit .—A post-audit consists of an

examination of the financial affairs of an organization

after the transactions or activities have been completed.

It is a historical review in large part, although many-

aspects of post-audits have forward-looking purposes. For

example, the review of the existing system of internal

control maj provide the basis for suggestions with respect

to future improvements in organization.

The post-audit has a number of purposes, and all of

them are important. However, the review of the stewardship

of public funds which it provides should probably be listed

first. By means of an independent examination of the manner

in which the financial affairs of a unit have been conducted,

it becomes possible to assure the public that the public

business has been honestly and efficiently administered.

In the less common ca se, it may reveal mismanagement,

illegal use of resources, or other deficiencies.

As a closely related purpose, the audit serves to

protect the local unit personnel against unwarranted

suspicion.

At the same time that it provides the public with a

review of the affairs of the unit, it provides the governing

body with a review of the work of the chief administrator,

and the administrator with a review of his subordinates.
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A properly conducted audit will also provide the

administrator with a useful "outside" view-point on the

management of the organization, and often will result in

valuable suggestions regarding management, internal control,

or other topics.

There is some question as to who should conduct the

audit. a?his is a point on which authorities are not in

complete agreement. They are in agreement, however, that

the auditor should be independent of the activities being

audited.

The three possibilities usually considered are audits

by independent public accountants, audits by state auditors,

and audits by auditors representative of the legislative

body of the local unit. Of these three, the third is

clearly the least desirable, since it does not involve a

review by someone completely outside the authority of the

unit. The public is entitled to a point of view which is

unbiased with respect to policy as well as with respect to

detail.

It is the position of the author that local units

should have the option to call upon the services of an

independent public accountant, but that the state should

maintain a staff sufficient to audit those local units

which fail to contract for such services or which request

state audits. The local unit should be charged for the

services of the state auditors.



It is of paramount importance to the value of the

audit requirement that the auditor chosen "be fully qualified.

It is to "be presumed that the state would provide only

qualified auditors; therefore the standards of qualifica-

tions pertain primarily to the independent public accountant.

In this respect it should he required that audits only by

certified public accountants would be acceptable. It is

probably true that some non-certified accountants are

capable of doing the work satisfactorily. The qualification

of such accountants has not been established by independent

and competent examining authority, however, and the public

is entitled to assurance in this respect,
t

Independent audits should be required at the close

of each fiscal year, and at the close of any other period

when there is a change in the personnel responsible for the

handling of public funds.

All financial activities of the local government

should be covered by audits as of the same date; that is,

as of the close of the fiscal period. There is no justifi-

cation for excluding from the audit requirement any unit

which handles the public funds or properties. If distinct

activities exist, such as independent boards, they may be

audited as separate entities; but the dates of all audit

periods should coincide. The results of all such separate

audits should be incorporated into the unit's general report.
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The auditors should ordinarily be appointed by the

governing body or requested by that body in the case of

state auditors. In either event, the appointment should

be made as early in the year to be covered as possible to

permit preliminary work by the auditors before the close

of the fiscal year. This is particularly important when

contracting with independent CPAs. The state auditors

often do not have the staff to permit flexibility in timing

and promptness in auditing.

The terms of the engagement should be carefully

spelled out in the contract. No attempt will be made here

to cover the terms recommended, but a discussion of this

point may be found in Municipal Accounting and Auditing; . 1^

Although the discussion here will be expressed in

terms of the standards applicable to certified public

accountants, standards for the conduct of a municipal audit

are essentially the same, whether the work is performed by

state auditors or by certified public accountants.

The basic standard is that the audit should be con-

ducted in such a manner as to encourage the auditor to

express an opinion that the financial statements present

fairly the financial position of the various funds and

l^National Committee on Governmental Accounting,
Municipal Accounting and Auditing (Chicago: Municipal
J^-inance OlTicers' Association, 1951), pp. 187-189.
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accounts, and the results of fund operations for the fiscal

period. He should also he ahle to state that the accounting

records have been kept and the statements prepared in

accordance with generally accepted accounting procedures,

applied on a basis consistent with that of the preceding

15year. ^ For this purpose, generally accepted accounting

procedures may be regarded as those set forth by the National

16Committee on Governmental Accounting with the qualification

that revenues should be recorded on a cash basis, as dis-

cussed earlier.

Except for special audits, the work of the auditor

should always be conducted with the above requirement in

mind. In the event that his findings make it impossible

to give an opinion, as recommended above, he should then

specifically disclaim an opinion and indicate the basis for

his disclaimer. There is an intermediate area in which the

auditor feels that he can not give an unqualified opinion,

but does not wish to deny an opinion entirely. He may

properly give a qualified opinion in such cases, but should

use the procedure with caution. The opinion requirement is

equally applicable to state auditors.

15See Committee on Auditing Procedures, American Insti-
tute of Certified Public Accountants, Generally Accepted
Auditing Standards (New York: A. I. CP. A., 1954).

. "'"^^^f
c^Pal Accounting and Auditing (Chicago: The

Municipal Finance Officers' Association, 1951).
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The other generally accepted auditing standards set

forth in the American Institute of Certified Public Ac-

countants publication cited above, are equally applicable

to governmental audits. Two of these, listed as standards

of field work, are especially pertinent:

2. There is to be a proper study and evaluation of the
existing internal control as a basis for reliance
theroon and for the determination of the resultant

'

extent of the tests to which auditing procedures are
to be restricted,
3. Sufficient competent evidential matter is to be
obtained through inspection, observation, inquiries
and confirmations to afford a reasonable basis for an
opinion regarding the financial statements under
examination.-'-^

The reliance ox the auditor upon the system of

internal control is pointed out for two reasons: first, to

emphasize the importance placed on the system of internal

control by the auditor, which is indicative of its impor-

tance to the unit, and second to suggest the use of test

procedures. There is a tendency to think in terms of

completely detailed audits when dealing with governmental

units. In some cases this is necessary, but the proper

application of selective testing procedures can materially

reduce the audit cost without substantially reducing its

effectiveness.

The necessity for obtaining sufficient competent

evidence to form the basis for an opinion must not be

Ibid,, pp. 15, 1^.



overlooked. In particular the importance of observation,

inquiries, and confirmations must be stressed. The need

for such procedures in connection with the audits of re-

ceivables and inventories, including fixed assets, is a

case in point.

The financial statements and statistical tables

included in the audit report should be substantially the

same as those recommended for inclusion in the complete

annual report for public distribution. Because of this

duplication, it is highly desirable that the audit be per-

formed promptly after the close of the fiscal year so that

the audited statements, including the auditor's opinion,

may be distributed.

The finance department of the local unit can materially

reduce the audit cost and expedite the v;ork by the advance

preparation of drafts of the financial statements and the

various tables. They can be of further assistance by pre-

paring various detailed lists and schedules which will be

needed by the auditor, such as lists of accounts receivable,

taxes receivable, analyses of equipment changes, etc. With

the aid of such prepared materials, the auditor can concen-

trate on verification and examination of the information

and on related subjects, such as the internal control system,

and spend less time on needless clerical detail.

An attempt has been made to identify the most



1^9

important and broadest standards applicable to local

government audits, but much additional discussion, together

with procedural recommendations may be found in Kunicipal
1 ft

Accounting and Auditing .

Recommendations for implementing the standards

Constitutional requirements are not generally

applicable to detailed regulations such as are involved in

the supervision of reporting and auditing. As in the

preceding chapter, therefore, no constitutional treatment

of the subject is recommended.

Statutes should be limited to broad statements of

legislative policy, as described in some detail in Chapter

II, giving the finance division of the state-local govern-

ment commission specific authority to implement them.

Adequate powers of enforcement are also essential in this

connection, as was true in connection with the other tools

and techniques of financial administration. In brief, the

implementing recommendations of the preceding chapter are

fully applicable here.

Summary

The importance of preparing and publishing complete

annual financial reports of local government activities was

National Committee on Governmental Accounting
(Chicago: Municipal Finance Officers* Association, 1951).
Part Three.
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stressed. Such reports should be available in fully

detailed form and should be given publicity, including

voluntary mailing to such interested parties as bond

dealers, investment rating agencies, or others as applicable.

It is also useful to publish reports (in addition to the more

formal and detailed statements) in "popular" form, for the

benefit of citizens not familiar with financial statement

analysis.

The standards as to form and content are based largely

upon the recommendations of the National Committee on

Governmental Accounting, but with additional emphasis upon

the use of work measurement and statistical data. They

should be standardized for all units within a state, that

is, minimum standards and uniform terminology should apply

to all. Any local government should be free to go beyond

the requirements of the standards.

Prompt issuance of reports is essential, and the

reports issued should contain the audited statements if

feasible. If the audited statements are not available in

time to permit publication within two months after the close

of the fiscal period, however, promptness should take

precedence over the audit requirement.

The internal reports should include the complete

annual report prepared for external distribution, but should

be supplemented by frequent additional reports. For internal
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management purposes, statements should be prepared at least

monthly, and promptness in reporting is even more essential

internally than in connection with external reports.

Internal reports may be more detailed in some respects than

external reports, and should include complete statistical

and work measurement data. They should also include cash

flow statements to facilitate management of the local

government's cash position.

Reports to the finance division of the state-local

government commission should include an advance copy of the

local government's proposed budget, to be reviewed and

approved by the division, and a copy of the budget of the

local unit as adopted. A copy of the complete and audited

annual report, and such other reports as might be requested

by the division should eilso be filed.

Audits should be made promptly after the close of

the fiscal year, preferably on the basis of early con-

tractual arrangements permitting the auditor to do some

preliminary work before the close of the fiscal period.

Audits should be either by independent certified public

accountants or by the staff of the finance division of the

state-local government commission. The local governments

should have the option to choose either type audit, but

standards for either should be established by the finance

division. A clear statement of the auditor's opinion
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should be a requirement of each audit report. Copies of

the audit reports should be filed promptly with the finance

division of the state-local government commission. The

finance division should have the authority to conduct an

audit of any local government on its own initiative,

whether audited by an independent auditor or not, and for

any period pertinent to the purpose of the audit.



CHAPTER VI

SELECTION OF CASE STUDY STATES

The two case study states of Georgia and North

Carolina, at the start of the 1920' s, were very much alike

in economic and social characteristics, and in their

approaches to local government financial administration

including the role of the state in this respect but they

have taken widely divergent paths since that time. North

Carolina early established itself as a pioneer in the field

of state supervision of local government finance, as

indicated by the following quotation: "No state within

recent years has applied itself v;ith greater energy to the

improvement of its governmental structure and its methods

of administration, State and local, than North Carolina.

What is more, these efforts have resulted in changes and

improvements of so advanced a character that they have

attracted widespread attention of all of her sister common-

wealths.""^ The extent of the interest generated is indicated

by the following quotation from the same source: "Due to the

Paul V. Betters (ed.)» State Centralization in North
Carolina (Washington, D.C.: The Brookings Institution, 1932),
Preface, p. v.
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widespread interest that the enactment of these laws has

attracted throughout the country the Institute for Govern-

ment Research [now incorporated into the Brookings

Institution] has thought that a service would be rendered

by the publication of a volume having for its purpose to

2make known the character of this action,"

Evidence of the continuing interest in the North

Carolina approach to state-local relations in the field of

local government finance is the following quotation from

Dr. Wylie Kilpatrick, one of the country's leading

authorities in this field: "Of the many illustrations of

the relation between accounting and debt administration,

the one chosen is the North Carolina Local Government Com-

mission, perhaps the best known of state agencies dealing

with local debt."^ The high regard in which the North

Carolina Local Government Commission is held nationally is

also shared locally, as stated by Mr. John Alexander
'

McMahon, General Counsel of the North Carolina Association

of County Commissioners: "The respect and. regard among local

Ibid., Preface, p. vi,

-'V/ylie Kilpatrick, State Technical Assistance to
Local Governments* Borrowing Operations (Preliminary draft )

.

The preliminary draft of a monograph prepared for the
Advisory Commission on Intergovernmental Relations, 1962,
p. 23.



government officials both for the Commission and its

Secretary of almost thirty years, Mr. V. B. Basterling,

is the best indication of its success, ..."

Georgia, in contrast, has been regarded as lagging

badly by those most intimately acquainted with her affairs.

Many statements to this effect could be cited from the

1930' s, and the situation was not much different in the

1940' s, as evidenced by the following quotation from

Dr. Robert P. Brooks, a leading student of Georgia's fiscal

affairs:

Prom one of tho [Tennessee Taxpayers] Association's
recent publications, the following quotations are
made

:

The chief improvements furnished by other states
to local Govornment are centralized accounting,
modern budgeting, complete annual audits of
every official of the local units of government,
and uniformity in administrative procedure.
These reforns, if installed and properly adminis-
tered, would help to eliminate the losses and
wastes of the local units of government in
Tennessee.

One would only have to chanf^e the name Tennessee to
Georgia to make the above quotation completely
applicable to our state. The only difference is that
Tennessee is actively moving in the direction of better
government . . v/hile Georgia supinely does nothing.

5

John Alexander McMahon, The TTorth Carolina Local
Government Commission (Chapel Hill : The North Carolina
Association of County Commissioners, I960, p. 18.

^Robert Preston Brooks, State Supervision of Local
Fiscal Affairs in Georgia (Athens: Institute for the Study
of Georgia Problems, The University of Georgia, 1948), p.
5, quoting Tennessee Taxpayers Association, Inc., County,
City and Town Government in Tennessee (Nashville: tfhe
Association, Dec, 19'+7) » p. 14.
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The failure of Georgia to act is a^ain cited, by

another student of Georgia financial administration, in

the follov/ing quotation from a 1957 publication:

Who is going to bring about the changes recommended
in this paper? The legislature is apparently un-
concerned, as evidenced by the many century old laws
still on the statute books. County officials either
are unaware of the improvements now possible, or
they prefer the tine-honored ways of their grand-
fathers to any change. Citizens are usually
oblivious of what is going on at the courthouse until
they receive a higher tax bill, and then their con-
cern soon passes. In this setting, isn't it his?;h

time thatgsomebody took an interest in Georgia county
finances?

As the situation has not changed materially since

the dates of the latest quotations above, the tv/o states

present a significant contrast and an interesting

opportunity to apply the standards set forth in the pre-

ceding chapters and to demonstrate their usefulness. It is

hoped that this will suggest a pattern for similar studies

in other states. At the same time, although secondary to

the foregoing objective, the comparison may provide some

insight into the validity of the standards themselves. The

standards carry the weight of considerable authority: North

Carolina is widely regarded as a leading state in the

achievement of sound local government financial administra-

tion. It is to be expected, therefore, that there should be

niomer Black, "County Accounting in Georgia," Eleventh
Annual Georgia Accounting Institute (Athens; College of
Business Administration, The University of Georgia, 1957), p.



157

a strong parallelism between the standards and the framework

for and practice of local government financial administra-

tion in North Carolina. Conversely, such parallelism should

be lacking in Georgia. In Chapters VII and VIII, the

constitutional, statutory, and administrative aspects of

the two states' approaches to local government financial

administration will be compared with the standards to

evaluate the systems used in the two states, and incidentally,

to review the validity of the standards. This will be

followed, in Chapter IX by an examination of the results of

the author's questionnaires which were distributed in both

states, and by other information relevant to an evaluation

of the financial administration systems and practices in use.

In order that the reader may observe for himself the

similarity between Georgia and North Carolina which existed

prior to the period of change in the latter state, certain

selected data regarding economic and social patterns in the

two states will be presented next, followed by materials

selected to illustrate the similarity of the financial

administration problems confronting the authorities of that

period. Finally, a brief exposition of the major changes

in the constitutional, statutory, and administrative frame-

work in North Carolina will conclude the chapter.
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Economic and social data

Tlie following tables indicate sometMng of the

similarities as well as the differences in the composition

of the population, income, and governmental structure

(numbers and types of local units) of the two states.

They have been selected as illustrative rather than compre-

hensive. However, they appear to be representative and

consistent with many other statistical indicators to be

found in the publications of the U.S. Bureau of the Census

or of the various state agencies.

TABLE 1

TOTAL POPULATION, GEORGIA AND NORTH CAROLINA
(In Thousands)

1910 1920 1930 19^0 1930 I960

Georgia 2609 2896 2909 512^ 3^5 39^3
North Carolina 2206 2559 5170 3572 ^062 ^552

Source: U.S. Bureau of the Census, Census of Population .
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TABLE 2

POPULATION, URBAN AND RURAL, GEORGIA AND NORTH CAROLINA
(In Thousands)

1920 1930 19^0 1930 I960

Urtan: Georgia 728 895 10?^ 1559?- 2180?
North Carolina ^90 810 97^ 1368^ 1802p

Rural: Georgia 2168 2013 2050 1885t 1763p
North Carolina 2069 2360 2597 269^ 275^

'"Based on new (in 1950) census definition of "urban"
which includes incorporated places having populations of
2500 or more, unincorporated places having populations of
2500 or more, and the densely settled urban fringe around
cities.

2
Based on I960 definition, which is substantially the

same as the 1950 definition.

Source: U.S. Bureau of the Census, Statistical Abstract
of The United States.

TABLE 3

FARM POPULATION AS A PER CENT OF TOTAL POPULATION
GEORGIA AND NORTH CAROLINA

1920 1930 19»0 1950 I960

Georgia 58.2 ^8.8 43.8 27.9 10.5
North Carolina 58.7 50.5 ^.5 33.9 17.7

Source: U.S. Bureau of the Census, Census of Population .

It can be seen from the tables above that both states

have groim steadily since 1910, with North Carolina showing

a faster growth until the 1950-1960 decade, but the total

populations are still somev;hat similar. North Carolina's

total population first exceeded that of Georgia in 1930,
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and the excess for North Carolina in 1950 and I960, though

not large, was important. The pattern of growth appears

somewhat different in that the rural population of Georgia

has shown an absolute decrease while the urban population

has approximately trebled since 1920. In North Carolina,

on the contrary, the rural population has increased

simultaneously with an increase in urban population to

almost four times the 1920 figure. The farm popula-cion in

North Carolina has also remained a higher proportion of

total population than is true in Georgia. Hov;ever, these

facts can be appraised only in conjunction with the

population density figures in the following table. The

two states are quite similar in size, Georgia's area of

58,876 square miles exceeding that of North Carolina,

52,712 square miles by approximately 11 per cent.

TABLE 4

POPUIATION P3H SQUARE MILS, G30P.GIA AND NORTH CAROLINA

1910 1920 1950 19^0 1950 I960

Georgia ^^.^ ij-9.3 '^9.?} 53.^ 58.9 67.7
North Carolina A-5.3 52.5 6^.5 72.7 82.7 92.9

Based on 19^0 land area.

Source: U.S. Bureau of the Census, Statistical Abstract
of The United States.
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The racial composition of the population also follows

a similar pattern. In terms of absolute numbers, the non-

white populations have been very similar, although non-

whites make up a smaller proportion of the total population

in North Carolina. A negligible portion of the total

population in both states has been foreign-born or of

foreign-born parentage. Table 5 shows the racial composition

of the populations, 1930 to I960.

TABLE 5

POPULATION 31 RACE, GEORGIA AI-ID NORTH CAROLINA
(In thousands)

1910 1920 1930 19^0 1930 I960

Georgia: White 1^32 1689 1837 2058 2381 281?
Non-white 1177 1207 1071 1085 106^ 1126

North Carolina: White 1501 178^ 2235 2568 2983 3399
Non-white 706 775 935 100^ 1079 1157

Source: U.S. Bureau of the Census, Statistical Abstract
of The United States .

The personal income data which follow give further

indication of the fact that Georgia and North Carolina have

much in common.
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TABLE 6

PERSONAL INCOME, GEORGIA AND NORTH CAROLINA
(Millions of Dollars)

1920 19?0 19^0 1930 I960

Georgia 1092 897 1060 3510 65'l-9

North Carolina 933 929 1171 ^108 718^

Source: U.S. Department of Commerce, Office of Business
Economics, Personal Income by States Since 1929 , September,
1956; U.S. Bureau of the Census, Statistical Abstract of

The United States ; and National Bureau of 'Sconomic Research
Inc., income in the Various States, 1919. 1920, and 1921
(New YotFTT'^^^T;

TABLE 7

PER CAPITA PERSONAL INCOME, GEORGIA AND NORTH CAROLINA
(Dollars)

1920 1930 19^0 1950 I960

Georgia 331 308 3^0 1016 1608
North Carolina 3^5 293 328 1009 157^

Source: U.S. Department of Commerce, Office of Business
Economics, Personal Income by States Since 1929 t September,
1956; U.S. Bureau of the Census, Statistical Abstract of
The United States ; and National Bureau of Economic Research
Inc., Income in the Various States, 1919* 1920, and 1921
(New York, 1925).

The local government structures of the two states

have been characterized by many small governmental units,

and even in the I960 Census cities in excess of 10,000

population numbered only thirty-three in Georgia and thirty

five in North Carolina. While both states have excessive

numbers of counties, spreading Georgia's smaller population
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among 159 counties has resulted in generally smaller

counties than in North Carolina. This factor may "be signi-

ficant with respect to the administration of counties, but

there appears to be little material difference in the sizes

of the cities and towns in the two states.

TABL3 8

NUMBER OF CITIES, TOWNS, AND C0UNTI3S, GEORGIA AND
NORTH CAROLINA

GEORGIA NORTH CAROLINA
I960 I960

Number Number %

Cities and towns: 561 100 100
100,000 or more .S7

50,000 to 99,999 5 .053 4 .89
25,000 to ^i-9,999 5 .089 7 1.56
10,000 to 2^,999 22 5.92 21 4.68
5,000 to 9,999 26 4.65 26 5.79
2,500 to 4,999 55 9.80 45 10.02
1,000 to 2,W 109 19.'<-5 109 24.28
Less than 1,000 338 60.25 234 52.12

Number % Number %
Counties

:

1(30 100 100
250,000 or more "~T 1.00
100,000 to 2^9,999 5 3.14 7 7.00
50,000 to 99,999 2 1.26 22 22.00
25,000 to 49,999 21 13.21 50 50.00
10,000 to 24,999 64 40.25 28 28.00
5,000 to 9,999 54 33.96 11 11.00
Less than 5,000 11 6.92 1 1.00

Source: U.S. Bureau of the Census, Census of Governments

;

1962, Vol. I, Governmental Organization (Washington, P.O.:
U.S. Government Printing Office, 1965^.
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In addition to the above, the findings and recom-

mendations of various study groups, talks by prominent

citizens, newspaper and Journal articles, books, and other

materials which appeared between 1898 and 19^0 gave evidence

of the similarity of the problems faced both by the states

and by their local units. A few examples have been selected

for inclusion in this chapter to illustrate briefly the

nature of some of the problems and the similarities in the

views of the various study groups and others who wrestled

with them. These examples and quotations are intended to

be representative rather than exhaustive.

This paper is concerned with local government

financial administration rather than administration of state

finances. Hov/ever, at times the two become very intertwined

and it becomes impossible to consider one v.dthout giving

some consideration to the other. This was certainly so

during the period of the 1920* s and 1930' s, and many of the

studies of the period were studies of state revenue or

expenditure problems which were often aggravated by the

problems and demands of the local governments. The property

tax in both North Carolina and Georgia was shared by the

states and the local units. Therefore its administration

became a common problem, and its productivity likewise con-

cerned both levels of government. Most of the studies and

writings were directly or indirectly concerned with this tax.
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In both Georgia and North Carolina the scope of

state governments and the scope of local governments were

small prior to 1900, and their support imposed a relatively

light burden on the taxpayers. However, following the turn

of the century the citizens of both areas began to demand

expansion of governmental functions and the undertaking of

new functions. Although the time schedules were not

identical, the same two functions of schools and roads

gradually assumed roles of primary importance in the

expenditure patterns of both states; and in both cases,

these were considered to be local functions at the outset.

Since the principal source of local revenue in both states

v^as the property tax, the great increase in local expendi-

tures created severe pressure on the property tax system.

Some of the more specific examples of the pressures and

certain related matters are set forth below.

The first aspect of the property tax for discussion

here is the problem of initial assessment, which includes

considerations of completeness or thoroughness and con-

siderations of fairness or equality. As early as 1899 a

special tax commission in Georgia wrote:

Your committee has concluded at the outset that the
system of taxation v/hich makes every taxpayer his own
tax-assessor, is radically erroneous. The experience
of government testifies to the fact that avarice is
too often the master of human frailty for the state to
practically leave to the taxpayer the question as to
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how much, he shall take from his ovm pocket to
contribute to the support of the body politic'

The quoted statement has reference to the listing of property

for taxation in Georgia then, as now, consisting of the

filing, by the taxpayer, of a listing of his taxable

properties, with the values affixed by him. The duties of

the local official responsible for preparing the tax lists,

called the Tax Receiver, do not include assessing procedures

and responsibilities in the usual sense, but are limited to

"receiving" the lists submitted by taxpayers.

The situation in North Carolina in the late 1920'

s

was quite comparable to that encountered by the Georgia

study commission as indicated by the following humorous

but pointed comment:

Property is listed for taxation largely on the
principle of let your conscience be your guide.
Some people are conscientious, even when it comes
to paying taxes. Others seem to have only wee
small consciences. The tax book should be awarded
the annual prize for the best book of fiction pro-
duced during the year.°

In both states, also, equalization of property

values for tax purposes constituted a continuing problem.

As quoted by Harley L. Lutz in The Georgia System
of Revenue (Atlanta: Poote & Davies Co., 193<5), p. l03.

—

g
News Letter, OX, no. 42, as quoted by Samuel

Huntington Hobbs, Jr. in rjorth Carolina, 3conomic and Social
(Chapel Hill, The University of North Carolina Press, 1930),
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For example, the State Sducational Commission of North

Carolina expressed their dissatisfaction in 1927 in these

terms

:

Both the constitution and the statute provide that
real property shall be assessed and personal property
shall be listed for taxation "at its true value in
money. " In Part I of this report the Commission
pointed out that equalization of the assessments of
property is essential to the successful and just
working of the property tax. The Commission does not
pretend to believe, however, that the valuation of
property among the several counties is equalized either
at its truegvalue or at any given percentage of its
true value.

The equalization of assessment was of concern in both states

because of the existence of educational equalization

policies. The Georgia statutes provided for a review and

equalization of the various county tax digests by the State

Tax Commissioner, and directed him to visit each county

annually to investigate the methods and procedures and to

familiarize himself with the various classes of property.

The inadequacy of this arrangement was made clearly

apparent by a 1925 tax commission in the following comments:

Finally, under this system the State Tax Commis-
sioner must visit each of the one hundred and sixty-one
counties every year, familiarize himself with values
and conditions in each county and then equalize assess-
ments, causing him to travel continuously, learn all

^Report on The Public School System of North Carolina«
Part lY-jThe Pinancial Condition of Counties (l^aleigh;
Edwards & Broughton Company, 1927), p. 1.
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values throughout a county in two days, and this
leaves him forty-three of his Sundays in which he
may do his equalizing . . .^^

In addition to the problems of assessment mentioned

above, both states suffered from inadequate collection

procedures and inadequate safeguards over the funds re-

ceived, inadequate settlement procedures, and numerous other

defects throughout the property tax structure. The problem

of financial administration extended to virtually all areas

of local government finances in both states, and was

accompanied by a lack of efficient organization at the state

level in each case. Among the more important defects were

the existence of numerous boards and commissions (both

state and local) with the resulting diffusion of authority

and responsibility, lack of leadership because executive

authority was further diffused by the election of too many

officials, insufficient provision for accounting, reporting,

and auditing procedures, excessive reliance on the property

tax as a revenue source, unsatisfactory division of

functional responsibility between the states and their local

units, no satisfactory control over the incurring of debt or

Report of the Committee on Taxation (Atlanta: The
Committee, 19^5), PP. ^, 5. The one hundred and sixty-one
counties referred to by the Committee were reduced to the
present one hundred and fifty-nine by the merger of Campbell
and Milton Counties v/ith Fulton County as of January 1, 1952.
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the expenditure of funds, and in general, a vacuum in the

field of financial manasoment.

As previously stated, the problems seemed to ho

recosnized in both states, but the course of action chosen

in North Carolina differed greatly from that chosen in

Georgia. Georgia chose to continue reliance on constitutional

and statutory provisions, and made no significant changes

in the provisions which existed in the 1920' s. Although

numerous constitutional and statutory changes have affected

the conduct of local government financial affairs since the

1920* s, Georgia has made no concerted effort to improve

administration through state action. Consequently, no

purpose would be served by considering such changes in

detail. In North Carolina, by contrast, very substantial

constitutional, statutory, and administrative changes have

been brought about with the avowed purpose of improving the

quality of local government financial administration.

Therefore, a brief summary of the major changes will be

presented in the balance of this chapter.

1927 - The beginning of a new order in North Carolina

The Commission on County Government, which had been

authorized by the North Carolina Legislature and appointed

by the Governor in 1925 submitted its report in 192? and

put in motion a profound series of changes. The Commission

discovered, during its investigations, that defects which
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were observed in one county were usually found in many

other counties as well, and concluded that certain functions,

if well performed, tended to insure good management. The

same functions, if poorly performed, tended to result in

loss of efficiency, lowering of the level of public services,

and other undesirable effects. The following functions were

identified as basic:

(1) Maintaining unity in the official family of a
county in fiscal management;

C2) Preserving the taxables of a county;
(5) Collecting the revenue fairly and Justly;
C^^ Safeguarding the revenue through proper accounting;
(5) Safeguarding the expenditures through budget control

and a central purchasing agent;
(5) Protecting the physical property of a county; and
(7) Providing properly for the administration of

justice. 11

These recommendations apparently played a major part in

shaping the special message of Governor McLean to the General

Assembly, and the legislation which was enacted.

1927 Legislation .—The statutes enacted by the

Legislature relating to the foregoing recommendations were:

1. An Act to Provide Improved Methods of County
Government

.

2. An Act to Provide for the Administration of the
Fiscal Affairs of Counties. ^3 (This act is usually
referred to as the "County Fiscal Control Act.")

Report of the Commission on County Government
(Raleigh: The Commission, 1927), pp. ^4-, 5.

^^Chapter 91, Public Laws of 1927.

^^Chapter 1^6, Public Laws of I927.
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5. An Act to Provide for the Issuance of Bonds and
Notes of Counties of ttie State and for Property^^
Taxation for the Payment Thereof with Interest,
(The "County Finance Act.")

^. An Act to Provide for the Collection of Taxes Within
the Co^inties of the State and for Settlement of the
Same.l-^

5, An Act Relating to Tax Liens and Foreclosures of
Certificates of Sale.l^

The first of these acts, as listed above, provided

for the establishment of the county manager form of govern-

ment either by action of the Board of Commissioners, or by

an election held either upon a petition by the voters of the

county, or upon an order of the county commissioners. In

the event that the manager form of government should be

adopted, the act designated certain duties and powers to be

vested in the manager. This portion of the act has been of

only moderate importance because few counties have chosen

to adopt its provisions.

Another part of the act, however, which applied to

those counties choosing to continue under the county com-

missioners form of administration, modified and expanded

17
the duties of the board. ^ Section 11 required that.

1 ti

Chapter 81, Public Laws of 1927.

•^^Ghapter 213, Public Laws of 1927.

•^^Ghapter 221, Public Laws of 1927.

''^Chapter 91, Sees. 11, 12, 13, Public Laws of 1927.
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. . • whatever form in adopted, or shall be in use
in a county, it shall be the duty of the board of
county coELGiiss loners to provide, so far as possible,
consistent with law, for unifying fiscal management
of county affairs, for preserving the sources of
revenue, for safeguarding the collection of all
revenue, for guarding adequately all expenditures,
for securing proper accounting of all funds, and for
preserving the physical property of the county.

The quoted section, which remains unmodified today, is

obviously based upon the recommendations of the study

commission. Sections 12 and 15 made it the duty of the

board of commissioners to ". . • provide for the purchasing

of supplies for the different departments of the county

government in such manner as may prevent waste and dupli-
1 o

cation in purchasing, . . ." and authorized the designa-

tion of a purchasing agent for the county. The commissioners

were also required to provide for the regular inspection

and care of county property.

It should be mentioned in connection with this portion

of the discussion that all of these provisions, including

the ones relating to the county manager form of government,

such as clerks of court, tax collectors, and registers of

deeds, were weakened by the fact that many county officers

are elected rather than appointed in some counties. Several

departments are virtually autonomous. Therefore, neither the

Ibid . , Section 12.



173

county commissioners nor the county manager are able to

exercise the degree of control apparently contemplated by

the law.

The most far-reaching aspect of the "Act To Provide

Improved Methods of County Government" was the establishment

of a County Government Advisory Commission. The Commission,

appointed by the governor, consisted of five men, four of

whom had previously served on the study commission. The

Commission was directed to take under consideration the

v/hole subject of county administration, and to advise with

county commissioners with respect to the most efficient

administration of their counties. The range of the Com-

mission's responsibility included accounting, organization,

and even the legal structure within which counties were

administered. The Commission was to make recommendations

to the counties with respect to their problems, to assist

them in making changes, and to report to the Governor any

suggested changes in the general laws.

While there were four other major pieces of legis-

lation in the group under consideration, two of these,

numbers four and five in the list above, which related to

the collection and settlement of taxes and tax liens and

foreclosures, were largely restatement and clarification of

existing laws, with some strengthening features added. They

did not materially alter the pattern of pre-existing statutes.
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The remaining tv:o acts, however, the County Fiscal Control

Act, and the County Finance Act represented major additions

to the financial statutes affectinc local governments.

Major aspects of the new County Fiscal Control Act

were its budgetary requirements. These are significant,

first, in the fact that it "became mandatory for counties

to adopt "budgets, and to follow prescribed procedures,

including those related to estimates, appropriations, and

tax levies necessary to finance the budget. Secondly, the

act assigned much of the responsibility for preparation of

the budget and the subsequent administration of the statutory

budgetary control provisions to the county accountant, an

office which was created by the same statute.

Looking first at the budget estimates, the new law

required the county accountant to prepare and submit to the

board not later than the first Monday in July an estimate

of the amounts to be expended during the budget year, broken

down by functions and objects of expenditure, and an esti-

mate of the various revenues to be available, separating

taxes from other sources. The estimate of requirements was

to include provision for any deficit in any fund at the end

of the current year, and was to include an estimate of the

amount of any unencumbered and surplus revenues of the

current period in any fund.
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The law required the cominissioners, immediately upon

receipt of the estimate, and not less than twenty days

"before passage of the appropriation resolution to file the

estimate in the office of the clerk of the board where it

was to remain available for public inspection. They were

also to make it available to all newspapers published in

the county, in addition to publishing in at least one such

newspaper a notice that the estimate had been prepared and

presented to the board and was on file in the office of the

clerk for inspection.

The law required that the budget be balanced, and

made the county accountant responsible for maintaining

records of appropriations, expenditures, encumbrances and

fund balances, and for preventing the disbursement of any

funds except in accordance with the budget (with the ex-

ception of bond proceeds which did not require appropriation).

In addition to disclosure of the budget estimates

as mentioned above, the Fiscal Control Act required the

publication, at least once each year, of a statement of the

financial condition of the county and specified in some

detail what it should contain. This also was made the

responsibility of the county accountant.

Additional requirements of the County Fiscal Control

Act included bonding of county accountants, the making of

daily deposits by collecting or receiving officers of the
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county, and fund accounting, and made deliberate violations

of the act by tbe county accountant misdemoanors.

The Municipal Finance Act of 192? was essentially a

general enabling act under which the counties were authorized

to incur debt without special penaission of the legislature,

thus placing counties on the same basis as cities which had

been included in similar legislation in 1921. Among the

more important features of the act are those which define

the purposes for which bonds or notes may be issued and

taxes levied, those requiring serial maturities and limiting

the maximum repayment period, and those which require the

use of full faith and credit obligations and impose manda-

tory taxation requirements on the governing body.

In addition to the foregoing, the Finance Act also

established debt limitations based on assessed valuations,

and provided that the taxpayers, on a petition signed by

at least 15 per cent in number of the voters who voted in

the last election for governor, could force the submission

of the proposed bond issue to the voters for approval. The

act also authorized the issuance of revenue anticipation

notes to pay expenses of the current year in anticipation

of taxes or other revenues, and to meet the principal or

interest of maturing debt not othen^^'ise provided for. The

amount of such notes including unpaid balances of previous

issues for ordinary expenses was limited to 80 per cent of
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the uncollected taxes or other revenues of the fiscal year,

and the notes could mature not more than thirty days after

the expiration of the fiscal year. The corresponding

limits on notes issued to meet maturing deht were that

notes could be issued in anticipation of the revenues of

the current and succeeding years and must be paid by the end

of the succeeding fiscal year. If not paid by the end of

the year in which issued, however, the governing body was

required at the start of the succeeding year "to levy and

collect a tax ad valorem on the property in the county suf-

19
ficient to pay the principal and interest thereof."

Advertising requirements and legal requirements and for-

malities v;ere also covered.

The other tv70 statutes mentioned. Chapters 213 and

221, Public Laws of 1927 were concerned primarily with

strengthening the provisions relating to settlements with

tax collectors (then commonly the sheriffs), to assure

settlement of the previous tax year before turning the new

tax books over to the collector, and to strengthening the

requirements relating to advertising of delinquent taxes

and foreclosures and penalties on tax liens.

1929 Legislation .—The 1929 Legislature provided

only a small additional appropriation for the operation of

Chapter 81, Public Laws of 1927
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the County Government Advisory Commission, but it passed

three acts, two of which imposed new duties upon the Com-

mission, and strengthened its position in that some of the

duties were no longer strictly advisory.
.

The first of the three 1929 acts was an addition to

the County Fiscal Control Act, and made it a misdemeanor

for any county commissioner to fail to vote to raise suf-

ficient revenue to meet the operating expenses of the

20
county. It was also made a misdemeanor for a county

accountant to make a certificate of available funds as

required by the County Fiscal Control Act when "...

there is not a sufficient unencumbered balance remaining

21
for the payment of the obligation, ..."

The second act included the provisions which added

the most to the responsibilities of the Commission. It gave

the Commission supervisory authority as well as responsibility

over contracts for the auditing of the counties, and over the

22installation of bookkeeping systems. The first portion of

the new law required that before a county could enter into a

contract with an auditor other than the county accountant or

auditor, the proposed contract must be reduced to writing and

20
^^Chapter 521, Sec. 1, Public Laws of 1929.

^'Chapter 321, Sec. 5, Public Laws of 1929.

22"Chapter 201, Public Laws of 1929.
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submitted to the Commission for approval. The commission

was given the authority to consult and advise with the

counties with regard to the scope and details of the audit

and the amount of the fee. No such contract could be valid

without the approval of the Commission. It was also pro-

vided that a copy of the audit report must be filed with

the Commission.

With a view towaisi standardizing accounting systems,

the law specified further that no system of books could be

installed until it had been submitted to the Advisory Com-

mission. The combined effect of this law and the improve-

ment in accounting and bookkeeping methods which took place

under the guidance of the Advisory Commission was a

substantial reduction in the cost of auditing the counties.

The third act of particular interest in 1929

required all local units in the State to obtain approval of

the issuance of any bonds before they could be sold, unless

the proposed issue had been submitted to and approved by

the voters of the unit. The duty of approving or disap-

proving such requests was placed upon the State Sinking Fund

Commission, which had been established in 1925 to supervise

the State's sinking funds. Note that this act applied to

all local units rather than merely to counties and to bonds

only, excluding notes.
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The crisis of 1931 *—Tha Legislature, whicli was

convened in January, 1931$ found itself faced with a serious

crisis in local governmGnt finances and with shrinking

revenues, but no crisis at the State level. All of the

legislation heretofore passed had proved to be ineffective

in bringing about sound policies and procedures at the local

level. It is not too surprising, therefore, that major

changes were made.

One of the first acts passed by the 1951 Legislature

was the Local Government Act.^^ The development of this

act was unusual in two ways: first, in that the General

Assembly had appointed a joint committee, not to study, but

*° ^^^^"fe a bill regulating the financing of the local units

and to provide for supervision of their financing; and

secondly, in that it went beyond the recommendations of the

various study groups and prescribed state sale of local

government bonds and notes. There had been much discussion

of regulation of local debt, but the centralization of the

sale in an agency of the State represented a bold step into

new territory.

Among the main features of the new Local Government

Act were the abolition of the County Government Advisory

Commission and the Provision for a Local Government Commission

Chapter 60, Public Laws of 1931.

I
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and for a Director of Local Government. It is important

to an understaiding of the North Geirolina system to recog-

nize that the Director of Local Government and the Local

Government Commission are distinct entities and are

assigned distinct duties and responsibilities. The Di-

rector of Local Government was assigned the duties formerly

handled by the County Government Advisory Commission as

modified, and the Local Government Commission took over tlB

functions, powers and duties of the State Sinking Fund

Commission to the extent that those powers, duties, and

functions related to local governments. In addition, the

Commission was made responsible for the duties related to

the issuance of bonds and notes under the new centralized

system.

The Commission as originally established consisted

of nine members, of which three were ex-officio members,

and six were appointed by the Governor, who designated one

of the appointees as Director of Local Government. Thus the

duties of the Commission and the duties of the Director were

correlated. The three ex-officio members were the State

Auditor, State Treasurer, and the Commissioner of Revenue.

The ex-officio members, together with the Director of Local

Government, were constituted an executive committee to carry

on business when the full commission was not in session.
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Under the 1951 act, local units were required to

file an application with the Oommigsion before selling any

bonds or notes . Thus, the loophole in the finance acts,

which had permitted the uncontrolled sale of notes and the

subsequent refunding of the notes into bonds, was closed.

Procedures were provided for public hearings regarding the

proposed issues, review by the full Commission of any

decision of the executive committee (with minor exceptions),

and the submission of any disapproved issue to the voters

of the unit to override the Commission's veto.

The sale of local unit bonds or notes was required

by the law to take place in the offices of the Commission

in Raleigh. Procedures for notice of the proposed sale,

competitive bidding, award of bonds or notes, and a

prohibition against sale at less than par plus acrrued

interest were also included in the terms of the act. Notes

of six months duration or less, and refunding bonds were

subjected to somewhat less strict requirements relating to

advertising and/or public sale.

The act provided that the bonds or notes must be

validated by the Director of Local Government after

assurance of proper compliance with all laws, .including

proper recording of the issue, by the local unit. The

validated bonds were required to be turned over to the

Treasurer for delivery to the purchaser and for collection
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of the proceeds. The Treasurer, in turn, was required to

remit the proceeds promptly to the unit or to its properly

designated and secured depository, after deducting allowable

e3cpenses of the sale. In the case of refunding bonds, the

Treasurer was authorized to exchange the new bonds for the

old, if appropriate, or to take the proceeds of refunding

bonds sold for cash, and to deposit such proceeds for the

exclusive purpose of paying the old obligation.

Additional provisions of the Local Government Act

gave the Director responsibility for supervision of local

unit sinking funds, and gave him authority to require

reports from the units, as necessary, to determine the

extent to which they have complied with the law. This

section also included requirements relating to security

for the deposited funds.

The Director was also given authority, in the event

of default by a local unit, to appoint a finance admini-

strator for the unit. The administrator then may take over

control of all receipts and disbursements of the unit,

including the collection of taxes, and may remove accounting,

tax collecting, or other financial officers of the unit.

Another provision required the Director to maintain

records of the bonded debt and interest requirements of all

units, and to notify each unit of approaching principal or

interest maturities, at least thirty days prior to such

maturities.
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The Director, tlirough the office of the Attorney

General, was made responsible for instigating action for

violations of the criminal provisions of the act, and for

"bringing to the attention of the Governor for action,

violations or breach of duties by officials. The Governor,

in turn, after proper hearing, could remove the offending

officer and appoint a successor.

The provisions of the County TTiscal Control Act of

21].

1927 were made applicable to municipalities, an office of

municipal accountant was established, v/ith qualifications

of the accountant subject to the approval of the Director,

and with any accountant serving only at the will of the

Director, Fiscal years of all municipalities were changed

to end on June 30, corresponding '^th those of the State

and the counties.

Chapter 100 of the Public Laws of 1951 carried out

the recommendations of several groups and study commissions,

and gave the Director pov;er to develop and to prescribe

uniform systems of accounts and records and directed him to

proceed to install them in every anit in the State. He was

also given the power to develop and to prescribe budgetary

forms and records and to enforce their use, as well as

authority to require reports from any department, officer.

Chapter 1^6, Public Laws of 1927.
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or board, at any date, regarding tlie financial condition

or results of operation of the unit or activity.

Additional actions of the Legislature extended the

provisions of the 1929 act requiring approval of auditing

.cii

27

contracts to municipalities, and prohibited officials

from commingling public funds with their ovm moneys.

1933 Through 1936 - the change is completed .—The

reorganization of state-local relations and functions was

essentially completed in 1933 and 1935 by the passage of

certain refining legislation and by the passage and sub-

mission to the voters of a constitutional amendment which

was subsequently ratified by the latter. The Local Govern-

ment Commission was slightly modified in 1933 by the

addition of the Secretary of State to the list of ex-officio

members and the reduction of the number of appointees to

five. The State Treasurer became ex-officio Director of

Local Government and Chairman of the Local Government

Commission and the administrative agency thus became a

division of the department of the Treasury. This move was

prompted, not by any problem in the former administrative

organization, but by the desire to retain the services of

^^Chapter 201, Public Laws of 1929.

26
'^''Chapter 99, Public Laws of 1931.

27
^Chapter 77, Public Laws of 1931.
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the first Director, ITr. Charles n, Johnson, v^ho had been

appointed State Treasurer, Vlt, Johnson, in turn, appointed

as Secretary of the Local Government Commission his former

assistant Mr. W. B. Easterling who has served admirably

until the present date in 1963.

The other modifications in 1933 authorized again the

issuance of term bonds in funding or refunding issues as

had been requested by the Commission, and permitted the

holders of 51 per cent or more of the bonds of a local unit,

after that unit had been in default for one year, to require

the Director to appoint an administrator for the unit.

The 1935 Legislature gave the Commission additional

authority to arrange refunding plans for local units, but

the significant legislation set up a proposed constitutional

amendment to be submitted to the voters in 1936.

The amendment, subsequently ratified, changed Article

V, Section ^ of the Constitution to provide that a local

unit must submit to the voters any proposed bond or note

issue of an amount in excess of two-thirds of the net

reduction in debt during the next preceding fiscal year.

As a result, almost all new debt issues must be submitted

to the voters for approval. Tax anticipation notes within

the 50 per cent of current levy limitation, and funding or

refunding bonds were exempted from the requirement.
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There have been aunerous technical and detail changes

in the various statutes cited above and in related areas,

but the basic framework remains essentially the same as in

1936, and the later legislation will not be discussed here

except to mention that the statutes were codified into the

General Statutes in 19^3 and were reworded and modified in

some respects, and that the municipal and county fiscal

control acts were re-written in 1955. The latter writing,

however, was concerned primarily with elimination of pro-

visions which no longer had significance and with clarifi-

cation and modernization of terminology, and did not

materially alter the effect of the previous statutes.

Summary

This chapter is concerned with the esirly similarities

in the two case study states of Georgia and North Carolina

and with the developments in local government financial

administration which have taken place since the early 1920' s.

As the two states had a great deal in common at the

beginning of this period, the developments related here are

significant in that they set the pattern for any differences

in the constitutional, statutory, or administrative

structures which may now exist.

The developments in Georgia during the period repre-

sent no change in the basic philosophy toward state-local

relationships. Such relationships have traditionally
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depended almost exclusively upon detailed legal prescrip-

tions, in very restricted areas, and virtually no admini-

strative supervision exists. The constitutional and

statutory changes v^hich have occurred during the period

under consideration do not exhibit any consistent pattern

or trend. They do not greatly alter the situation which

existed at the heginning of the period. In short, there

appears to be no significant change.

The State of North Carolina has exhibited an interest

in local government financial administration for more than

four decades. The pattern of relationships took a distinctly

new turn in the late 1920' g, however, when at the request of

the counties the State established a County Government

Advisory Commission. The Commission was directed to concern

itself with all aspects of county government administration

and to advise county commissioners with respect to more

efficient administration. A number of new statutes, includ-

ing a nev7 county manager act, provided for centralization

of fiscal management of the counties, nev; fiscal and

accounting requirements, including budgetary procedures, and

a Municipal Finance Act. The latter was a general enabling

act which made it no longer necessary for the municipalities

to get individual legislative authorizations to incur debt.

Later changes established the Local Government Com-

mission and the Director of Local Government to take over
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the duties of tlie old County Government Advisory Commission

and the State Sinking Fund Commission. The new agencies

were no longer simply advisory, but vrere administrative

agencies v;ith very considerable authority. Subsequent

constitutional and statutory changes increased the authority

of the agencies and placed new limitations on the debt-

incurring powers of local units.

The broad effect of the changes was a shift from

reliance on detailed statutory prescription to heavy

reliance upon administrative supervision, complementary to

expanded statutory standards of local unit financial

administration.

At the end of the period covered, the two states

represent two very divergent approaches to local government

financial affairs, one relying almost entirely on legal

prescription, the other implementing the legal requirements

vjith administrative supervision.
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STATE SUPBRVISIOH OF ORGAITIZATION AND 0? DEBT AND

TAX ADMINISTRATION IN Tlii^ CASE STUDY STATES

The orp;an.ization of Chapter VII will parallel that

of Chapters II and III and v:ill illustrate the application

of the standards developed in Chapters II and III. Inasmuch

as it is not feasible to examine in detail all of the

constitutional and statutory provisions of the tvo states in

this chapter, the discussion will he li!!iited to major aspects

of such provisions. Similarly, the administrative structures

of the tvio states and the supervision of local government

tax and debt administration will he examined in broad terms.

However, the views expressed herein are based upon a de-

tailed examination of both constitutions and of all directly

related statutes and on important court decisions and

commentaries as well. It is felt that they will thus be

representative of the situation in its major aspects.

Qrf^anization for locaT. government financial administration -

Greorgia

The Constitution of Georgia .—The first general

criterion was that constitutional provisions should be few

and short. By either standard, the Constitution of Georgia

190
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leaves much to "be desired. There are sixteen sections

broken doxvn into numerous articles and paragraphs. Some

idea of the relative length of the Georgia Constitution may

be gained from the Handbook on the Oonstitutions of the

United States and Georgia"^ in which both the federal consti-

tution and the Georgia constitution are reproduced. It

requires but sixteen and one-half pages to reproduce the

federal constitution, while the Georgia constitution occupies

in excess of seventy-nine pages.

The contents of a constitution should be fundamental

and timeless, and again Georgia's Constitution fails the

test. There are numerous matters included which could be

more appropriately covered by state legislation or left to

the discretion of local unit officials. For example.

Article VII, Section XII lists the salaries to be paid to

Justices of the Supreme Court. Judges of the Court of

Appeals, and to Judges of the Superior Courts. It also

specifies the salaries to be paid to the Solicitors General,

and even contains clauses pertaining only to the salary of

the Judge of Superior Court of one particular circuit.

Numerous similar detailed portions might be cited.

Constitutions should be concerned with matters of

state-wide interest, and should be state-wide in their scope.

Merritt B. Pound and Albert B. Saye (6th ed.

:

Athens, Ga. , The University of Georgia Press, 1962).
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As indicated in the preceding paragraph, the Georgia Consti-

tution includes sections clearly not of gt?te-v/ide interest.

However, by far tho most serious defect of the Georgia

Constitution lies in the fact that it is not truly state-

v/ide in its application. It is subject to amendments having

strictly local application. Such amendments, after being

proposed by tha General Assembly require approval by

referendum only in the local units affected. Such local

unit may be a single to-.vn, city, or county!

Once approved by the voters, such "general provisions

vxith local application" have equal standing with all other

portions of the Constitution and can be modified only by

further -mendment, which requires voter approval. This

practice of local modification of the Constitution prevents

the enactment of truly state-wide legislation and greatly

complicates administration. The weakness of the Georgia

approach is emphasized by the record of the period from 19^7

to 1961 when the Constitution of 19^5 was amended 275 times,

and 229 of the amendments (v;hich are not included in the

seventy-nine page length mentioned above) were of local

2
application only.

On an over-all basis, the Georgia Constitution is too

lengthy, too detailed, and too fragmented to provide a firm

Ilerritt 3. Pound and Albert B. Saye, Handbook on the
Constitutions of the United States and Georgia (6i;h ed. :

Athens, Georgia: The University of Georgia Press, 1962), p. 72.
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foundation for the establishment of sound local government

financial administration. Some aspects of the Constitution

will be considered in more detail below. However, they

will be the general provisions and may be nullified by

amendments of local application in any particular unit.

Such local amendments can not be examined here.

Georgia statutory law.—Two principal standards ware

identified with respect to statutory law. Statutes should

be broad statements of legislative policy, not cluttered

with excessive detail, and they should be flexible in their

application through administrative action. On the first

point there can be little question, the Georgia statutes

are very detailed. For example, Code Section 92-6215

contains a detailed list of questions to be asked of tax-

payers re;3arding their property and taxable status. At the

same time, it indicates the purpose of the questions in the

following terms, "For the purpose of having a full and correct

return of the real and personal property of this State, . . .

In other words, legislative policy may be expressed in fairly

broad terms, but execution of the policy is made dependent

upon detailed legislation. Flexibility is not generally

sought through administrative authority to modify or adapt

the statutes.

A further weakness of the statutory framework is the

excessive use of local bills. The Constitution provides
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that "Laws of a general nature shall have uniform operation

throughout the State, and no special law shall be enacted in

any case for which provision has been made by an existing

general law,"^ Hoviever, other sections of the Constitution

offset this in part, and in addition special laws may be

passed relative to subjects not covered by general laws.

Finally, extensive use is made of "population" acts ostensibly

general, but particular in application.

State administrative organization - Georgia .—The

State of Georgia does not have an agency primarily assigned

to the supervision of state-local relations or of local

government financial administration. A number of state

agencies, such as the health department, highway department,

department of education, suid others, exercise some supervision

over local units in relation to particular activities.

Probably the activity most closely resembling those suggested

for a state local government finance division is the super-

vision exercised by the State Revenue Commissioner over

local taxation. This is an additional duty added to those

already assigned to the State Revenue Commissioner in

handling the State's revenues. Some detailed discussion of

the Commissioner's duties with respect to local taxes will

be found in the section on tax administration below.

5
"^Article I, Section I?, Paragraph I.

Article XI, Section I, Paragraph VI and Article VI,
Section XVII, Paragraph I.
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In summary, Georgia's requirements relative to

supervision of local government financial administration

are fragmented and lacking either unified administration or

individual emphasis. That is, such supervision as exists

is a by-product of some other relationship such as Jointly

collected taxes or state grants or shared funds. As was

pointed out "by Homer Black in an earlier study, "Another

defect of the existing mode of state regulation is the lack

of effective means of enforcement. Violations of the

5
statutes usually 30 undetected and unpenalized, With the

exception of the schools, local financial affairs receive

little State attention. The books and accounts of the

county superintendents of schools and treasurers of local

school systems and all other schools receiving state aid

are required to be audited annually by the State Department

of Audits and Accounts.^ This is the only application of

the potentially valuable state audit function to local

government affairs.

A very weak form of supervision over Georgia's

counties is exercised by the grand juries in the various

5
-^This quotation is from a "rou?^h draft" of the

doctoral dissertation of Hr. Black in the file of the Insti-
tute of Law and Government, University of Georgia. The title
as shown on the "rough draft" is "An Application of Generally
Accepted Principles of Governmental Accounting and Auditing
to the Counties of Georgia" and the work was submitted to the
University of Ilichigan in 1956.

Code of Georgia ilnnotated . 40-1812,
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counties, but the effectiveness of this supervision is highly

doubtful.

Provisions relating to local government organization

in Georgia .—Chapter II advocated that states authorize,

either in their constitutions or in their statutes, the

optional adoption by local units of the "strong executive"

forms of government. This had reference to changes in form

or to new incorporations. A constitutional authorization

to this effect vtas advocated, and the council-manager form

for cities and the commissioners-manager form for counties

were indicated as most desirable. It was also advocated

that local governments be given authority to modify their

charters on their own initiative, within limits set by

state-wide statutes. Georgia's provisions in these respects

will now be examined.

The Constitution leaves the forms of local government

almost entirely to the discretion of the General Assembly.

However, this is partially offset in practice by many local

amendments to the Constitution pertaining to forms or

offices of government, which inhibit the free exercise of

this discretion.

One article authorizes the General Assembly to provide

by law for the self-government of municipalities and to

delegate powers to the municipalities."^ The powers granted

Article XV, Section I, Paragraph I,
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under the foregoing article are subject only to laws of

state-wide application pertaining to municipalities. The

article is dependent upon action by the legislature for its

implementation, however, and the only legislation relating

to municipal home-rule was passed under a previous consti-

tutional article, and was held invalid by the courts. It

is probably not applicable or effective at present.

Two portions of the Constitution pertaining to county

government are also of interest. The first of these re-

quires that "Whatever tribunal, or officers, may be created

by the General A.ssembly for the transaction of county

matters, shall be uniform throughout the State, ... except

that the General Assembly may provide for Commissioners of

Roads and Revenues in any county, . . . A second section

reads, "The General Assembly shall have power to provide

for the creation of county commissioners in such counties

as may require them, and to define their duties. ""'"^

Taken together, the sections quoted above have been

held by the courts to give the General Assembly the authority

to pass local laws relating to the creation, powers, and

duties of county commissioners. The Assembly has made

See Robert L. Stoyles, Jr., Handbook for Georgia
Coungilmen (Athens, Ga. : The Institute of Law and Government
of the School of Law, University of Georgia, 1962), p. 10.

9'Article XI, Section I, Paragraph VI.

"^Article VI, Section XVII, Paragraph I,
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liberal use of this authority. The obvious result is con-

fusion as to the rights and duties of commissioners in any

particular county and the weakening of any general laws

passed relating to such rights and duties,'^''"

Statutory enactments of a general nature relating to

forms of municipal government are virtually non-existent in

Georgia as indicated by the following quotation, "From the

act of incorporation which gives life to a municipality,

through laws governing its hierarchy of officials, and down

to the specific powers possessed by the municipality, the

State Legislature reigns supreme. There is no general act

v;hich establishes an incorporation procedure, nor is there

any act which sets forth the general powers of an incorpo-

12
rated municipality,

"

The forms of county government are also largely the

result of local amendments to the Constitution and local

laws and therefore do not follow any definite pattern.

There is a general enabling act available to counties, how-

ever, under which they may adopt the county manager form of

organization by local action, including approval of the

For a discussion of the confusion v;hich results from
ambiguous court interpretations of these and related statu-
tory provisions, see Robert L. Stoyles, Handbook for County
Commissioners (Athens, Georgia: The Institute of Law and
Government, 1962), pp. 12-21,

12
Frank K. Gibson and Ted L, Hammock, Forms of City

Government in Georgia (Athens, Georgia: The University of
Georgia, Bureau of Public Administration, 1957), p. 3.
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local voters. This act has been on the books since 1922,

and at the time of this writing, only Pulton County has

elected to adopt its provisions. A 19p8 act modified the

requirement for approval to a simple majority of the

qualified voters of the county voting thereon, however, so

that future adoptions may be less difficult.

Regulation of local government financial organization

in Georgia .—The only constitutional standards relating to

this topic which were set forth in Chapter II were those

which would provide the proper setting by encouraging the

strong executive form of government. The statutory

standards identified were those relating to the authority

of the state's division of local government finance, those

necessary to implement the constitutional authority

respecting form of government, and the requirement that

each unit have a director of finance or equivalent possessing

unit-wide financial authority. The more detailed require-

ments relating to budgets, etc., will be examined in Chapter

VIII.

There are no constitutional sections in Georgia which

relate to a finance organization at the local government

level as an organic whole. The principal direct reference

Acts 1922, p. 82.

Acts 1958, p. 327.



200

to financial officials is a negative one. It provides that

"the General Assembly . . . nay abolish the office of County

Treasurer in any county, may fix the compensation of County

Treasurers, and may consolidate the offices of Tax Receiver

and Tax Collector in the office of Tax Commissioner, and

may fix his compensation, without respect to uniformity,

The same paragraph authorized the General Assembly to provide

for commissioners of roads and revenues in any county, as
|

mentioned earlier.

The authority to provide for county commissioners is

important to financial administration in that prior to the

inclusion of this authority in the Constitution, virtually

complete control o"'''er the administration of the fiscal

|

affairs of the counties was vested in the ordinary. The
j

latter was an official of the court, somewhat equivalent
|

to a probate judge, and at the same time was the chief

administrative authority of the county, as well as its

chief financial officer. In view of this, the present
j

constitutional authority, which has resulted in the estab-
|

lishment of a commissioner or commissioners in 15^ of the i

159 counties, must be approved. J

The provision quoted above relating to treasurers and

tax officials is odd in that the officers whose offices or

15Article XI, Section I, Paragraph VI.
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duties are authorized to be modified are not specifically

required by any other section of the Constitution. This is

apparently based on the court interpretation that certain

offices are required by inference from earlier constitutions.

Both the abolition of the office of the treasurer and the

consolidation of the two tax offices are contrary to recom-

nendations made earlier, but the tax offices will be

discussed later. The office of county treasurer is estab-

lished by a general statute still in effect. It centralizes

certain county financial operations in the treasurer's office.

With minor modifications it could correspond to the cashier's

section in the discussion of financial organization above,

but not to the finance director. It has been greatly re-

duced in its effect because more than one hundred counties

have abolished the office and vested the duties in banks,

or in other officials."^*^

In general, financial duties are distributed among

several officials, most of whom are elected and independent

of the control of the county commissioners. This consti-

tutes a major stumbling-block to the achievement of sound

financial organization.

^ Code of Seorgia Annotated (Atlanta, The Harrison Co.),
Chapter dj)-lQ, ^ '

17See editorial note following Section 23-1001 of Code
of Georgia Annotated (Atlanta, The Harrison Co.).
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State supervision of taxes and debt in Georgia

As in Chapter III, the principal aspects of these

topics to be discussed here with respect to taxation are

rate linitation lavrs and assessments; and with respect to

debt, debt limitations and state supervision of local

government debt issues and debt service.

Tax linitation laws .—The position expressed in

Chapter III was that there should be no tax limitation laws.

The Constitution of Georgia does not set any limit except

vjith respect to school taxation, and even that can be re-

moved by local action. In this respect, then, the Georgia

Constitution meets the standard set.

In recognition that rate limitations are not likely

to be abandoned in the near future, a set of standards was

set forth which was designed to minimize the undesirable

aspects of rate limitations. The major provisions of the

Georgia Statutes will be tested against the individual

standards below.

The basis to which rate limits are related should be

a state-equalized, full value appraisal of all taxable

property. It is hii^hly doubtful that Georgia's statutory

and administrative provisions can accomplish this, although

they provide for valuation at fair market value, local

equalization, and state review procedures. See further

discussion of this subject under assessment of property

below.
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The creation of new taxing authorities should be
;

prohibited. In Georgia, the Constitution specifically

authorizes the General Assembly to establish taxing dis-

tricts in counties, outside of municipal limits, to provide

18
water, sewer, sanitation, or fire facilities. The counties

are authorized to levy taxes only on the property v/ithin such

districts. In the absence of an over-all rate limitation

the principal question is whether these districts are

created solely to meet a need or to by-pass some specific

rate limitation. It appears that there is no relationship

between existing specific rate limits and the purposes

enumerated in the Constitution. Therefore, it may be

anticipated that such districts will be created only to

provide the services and to assess the costs thereof on

something of a benefit basis.
, .

It was indicated in Chapter III that rate limitations,

if any, should be applicable only to the total city levy or

to the total county levy. The rate limitations applicable

to Georgia counties and to Georgia cities are broken down

into a complex structure of those applicable to "ordinary

current expenses," those applicable to "extraordinary

19expenses," etc. This is accompanied by the usual require-

ment that the funds derived from the levies for each of the

18
Article VII, Section IV, Paragraph II.

19For example, see Code of Georgia Annotated (Atlanta,
The Harrison Co.), Chaoter 9^-41.
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separate purposes must be kapt and used only for that purpose.

Record requirenents and penalties for violations of such

provisions are also specified.

Georgia's cities, tovms and counties are subjected

to all of the disadvantages of specific rate limitations

cited in Chapter III, This result is mitigated slightly by

provisions which permit exceeding certain limits upon

approval by the local voters or the local grand jury, but

most of the disadvantages remain. . - n

Assessment of property .—The State of Georgia has a

direct interest in the assessment of property by counties

for two reasons. The first reason is that the state imposes

a levy of five mills per one-hundred dollars of assessed

value. The base on which this is computed is the value

assessed by the county in each instance, and the tax is

collected by the county tax collecting official. Such state

supervision as exists is largely concerned with the col-

lection of this levy, and is superficial at best.

The second reason for the State of Georgia to maintain

a direct interest in the assessment of property by local

units is a much more important one in terms of the dollar

amounts involved. It is that a very substantial portion of

the total revenue of the state is distributed to local

governments on the basis of allocation formulae virhich depend

in part upon property tax assessments.
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Georgia also imposes both tax rate aad debt limita-

tions upon local governments, and in each case the limit

is theoretically based on the "fair market value" of taxable

property. It has been stated, however, that assessments,

which are required to be at fair market value, actually

20
". . . range from about 10 to 60 per cent of actual value."

It is apparent that the assessment practice in Georgia does

not meet the criterion of justice and equal treatment for

all, nor does it provide a satisfactory basis for the col-

lection of the state tax, the distribution of State-collected

revenues, or the application of tax rate or debt limitations.

The failure of the assessment procedures to meet

legal requirements might be anticipated in view of the

following weaknesses in the Georgia system. There is no

general financial supervisory agency or even a state board

of tax equalization. The duties which should be assigned

to such agency have instead been imposed upon the Commissioner

of Revenue, whose primary interests are connected with the

collection of the state's revenues. Due to staff restric-

tions and other obligations, the review provided by .the

office of the Revenue Commissioner must necessarily be

limited. The authority and responsibility of the Commissioner

Cullen B. Gosnell and C. David Anderson, The Govern-
ment and Administration of Georgia (New York: Thomas t,
Crowell Co., 195^), p. 109.
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with respect to equalization are confined to over-all

equalization of assessment levels between counties.

At the local level, provision is made for appellate

procedures and for some equalization on the initiative of

local officials. Assessment of property is commonly

carried out "by part-time personnel having little or no

training for such work. Salaries are generally too low to

attract skilled pernonn^l. As a result, competent and fair

assessment could scarcely be expected on a state-wide basis.

A further weakness of the Georgia system is the

duplication of assessment procedures. The same property

usually is independently assessed by the county and by the

cities or towns within the county. This is an unnecessary

duplication and could easily be eliminated. Georgia's

counties and the cities or tovms located therein have

authority to use combined tax offices and thus eliminate

the duplication in assessment, collection, or both.

A final note with respect to assessment of property

in Georgia is that there is no requirement that periodic

complete revaluation studies be made. The state has made

interest-free loans available to counties to encourage re-

valuation studies, and has authorized borrowing from private

sources for the same purpose, but does not require that such

studies be made. Many counties and cities have voluntarily
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21conducted taoz equalization programs, but there is nothing

to compel any county or city to do so.

Constitutional or statutory debt limitations .

—

Chapter III stated that there should be no constitutional

debt limits. Georgia's limitations on the amount of debt

which may be incurred are almost exclusively constitutional.

It will be necessary, therefore, to examine the consti-

tutional provisions and the related statutory enactments

against the standards set for statutory debt limits.

The debt limit should be expressed as a percentage

of appraised valuations, and the valuations should be

equalized statewide at 100 per cent of present value. The

Georgia limits are expressed as percentages of assessed

values. The assessed values used, ho\i;ever, as discussed

earlier, are subject to most of the defects commonly

associated with this base, and are in no sense equalized

state-wide or (in most instances) at 100 per cent of present

value

.

The rate set by statute should be low, and the local

government should be free to incur debt within the limit

without further authorization other than, perhaps, local

referenda. It is debatable whether the Georgia limit of

7 per cent is low in the sense used in Chapter III, but it

See, for example, "The County Angle" on the back
cover of Georgia County Government Magazine . Vol. XIII
(Atlanta: Association County Commissioners of Georgia, Dec,
1962)

.
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is probably so considered by most of the local officials

affected by the limit. Vithin the 7 per cent of assessed

value limitation, local units are free to incur the debt

without further authorization except the favorable vote of

a majority of the qualified voters of the unit, voting in

an election for that purpose.

The Constitution also authorizes local governments

to incur additional long-term debt not to exceed 5 per cent

of the assessed value of taxable property within the unit.

This additional debt requires the prior approval of the

General Assembly, and is subject to the same local voting

requirement as debt '.vithin the 7 per cent limit. Clearly

this arrangement makes for inflexibility and for a heavy

burden of special legislation upon the General Assembly.

The debt limit should apply to all forms of long-term

obligations, including the so-called "self-supporting" or

revenue bonds. In Georgia, however, revenue bonds are

specifically authorized by the Constitution and exempted

22from the debt limit. It can safely be anticipated that

this article will lead to proliferation of authorities,

organized primarily for the purpose of avoiding the debt

limits. Those authorities may, however, remain under the

Jurisdiction of the governing body of the local unit by

which they are established.

Article VII, Section VII, Paragraph V
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As mentioned earlier, the creation of separate

districts or authorities tends to cause fragmentation of

administrative structures, reduces the ability of the local

units to issue general obligation bonds, and increases the

over-all cost of debt service. The undesirable aspects of

revenue bond financing are increased in Oeorgia because the

local units may pledge revenues not directly related to

the revenue-producing project, thus further restricting the

revenues available for the general operations or obligations

of the units,

The revenue bonds issued under the authority dis-

cussed above are not debt of the issuing unit, and tax

revenues may not be used to pay either principal or interest.

It is apparent, nonetheless, that should the revenues of the

activity itself prove insufficient to meet the related debt

service requirements, there would be a strong moral and

practical obligation to make property tax revenues available

for payment of the debt service on the revenue bonds.

The Constitution of Georgia also authorizes local

governments to issue tax anticipation obligations. The

aggregate amount of such obligations may not exceed 75 per

cent of the amount of gross income from taxes collected by

the issuing unit during the last preceding year. All such

•^Code of Georp;ia Annotated (Atlanta: The Harrison Co.)
Chapter 87-8.
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loans must "be repaid by December 31 of the calendar year

in which, made, and no loan may be made in any calendar <^

year if there is at that time an unpaid loan made in a

previous year. The aggregate amount of such loans , to-

gether with other contracts or obligations incurred in any

year, may not exceed the anticipated revenue from all

sources of that year.

The inclusion of temporary borrowing within the

limits set by the statutory and administrative structure

conforms with the standard set earlier. It appears, how-

ever, that the amount of temporary borrowing authorized by

the Constitution is excessive, and tends to encourage un-

sound naanoial practices.

Both the tax rate limitations and the debt restric-

tions above have tended to encourage excessive reliance

upon constitutional amendments of local application.

Administrative supervision .—There is no administra-

tive supervision over most debt issues by Georgia local

governments. Refunding bonds are made subject to admini-

strative review by virtue of the constitution,^^ and the ;!

related statutory enactment which established a Refunding

26Bond Commission. Revenue bonds issued by the various

24
Article VII, Section VII, Paragraph IV.

2S
-^Article VII, Section VII, Paragraph VI.

26
Code of Georgia Annotated (Atlanta: The Harrison Co.),

Chapter a7-i?A.
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revenue producing authorities are not within the jurisdiction

of the Commission and may he refunded or refinanced at any

27
time hy the authorities which issued them.

The Refunding Bond Commission is composed of the

Secretary of State, The Comptroller General, and the

Attorney General. The Commission acts on applications sub-

mitted by the local governments and its approval or dis-

approval is finsl. There is no provision for appeals.

Local governments desiring to refund outstanding

bonds must file applications under oath. The applications

must set forth all facts on the maturing debt, total bonded

debt of the unit, amount of taxable property in the unit,

amount and rate of proposed refunding bonds, maturities,

and other relevant information.

The Commission may require additional information

or proof and may require a hearing. It is required to act

within fifteen days from the date the application is filed.

A majority vote of the Commission is required for approval

of the proposed refunding.

If the application is approved by the Commission, the

governing body of the local unit may issue the refunding

bonds upon a favorable vote by a majority of the governing

body without submitting the proposal to the voters of the

unit.

Ibid. , Chapter 87-8
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The amount of "bonds issued under this authorit7 is

restricted to the amount of debt to be refunded. Bonds

must be in serial form maturing within twentj years in

approximately uniform principal amounts each year. The

bonds may not be sold at less than par value. Only bonds

outstanding at the time of adoption of the Constitution

are refundable under this authority.

The Refunding Bond Commission may be authorized to

approve or to disapprove applications to refund bonds

issued at any timo, if the refunding v/ill reduce the amount

of principal or interest. The General Assembly has taken

no action to put this authority into effect.

The scope of authority granted to the Refunding Bond

Commission is far too limited to be of great importance.

It is a wee small step in a desirable direction, however,

and should be commended. It suffers from the defect, which

is common among commissions, that it is composed of officials

whose principal interests lie elsewhere. However, it is

probably adequate for the limited duties placed upon it.

The serious weakness, as measured by the standards identified

in Chapter III, is the virtual absence of administrative

supervision over most aspects of local government finance.

Constitution of Georgia, Article VII, Section VII
Paragraph VII,
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Bxamination of Georgia section of state supervision of tax

and debt administration

An examination of tlie Constitution of Georgia indi-

cates that it is too long, excessively detailed, not

limited to fundamentals, and not state-wide in scope. The

statutes are also excessively detailed and do not provide

for flexibility through administrative supervision and

administrative authority to modify their effect. Extensive

use is made of local laws and "population" acts. The

Constitution is also subject to amendments of strictly

local application.

The Constitution is favorable to sound local govern-

ment organization, except as hampered by local amendments.

It includes broad enabling authority which permits the

Legislature to provide for municipal home rule, but there

is apparently no valid statute implementing the authority.

There are almost no statutes relating to forms of municipal

government and the act authorizing counties to adopt the

manager plan has been ignored except by Fulton County,

which includes much of Atlanta,

Georgia does not have an agency primarily concerned

with the supervision of state-local relations or of local

government financial administration. Such supervision as

exists is divided among several state agencies and is

incidental to other duties. The strongest supervision is



exercised in the field of local school affairs, which is

outside the scope of this study, while that most directly

related to this study is exercised by the State Revenue

Commissioner over local government property taxation. The

tax supervision is extremely limited, and falls far short

of the standards previously identified.

There are very few constitutional or statutory

requirements or restrictions relating to organization for

financial administration, but the election of many officials

tends to inhibit sound administrative forms. The election

of a treasurer in each county is an implied constitutional

requirement and a specific statutory requirement. However,

the Constitution authorizes the General Assembly to abolish

the office in any county, and the Assembly has done so in

more than one hundred counties. The Constitution also

authorizes the General Assembly to combine the two offices

of tax (listing) receiver and tax collector, and again the

Assembly has done so in many counties, thus destroying the

small element of internal control which resulted from the

separation of tax listing from tax collection.

The Georgia Constitution is consistent with the

standards identified in Chapter III in that it does not

prescribe any tax rate limitations, except with respect to

school tax levies, and the school limitation can be exceeded

by local action. The Georgia statutes, on the contrary.
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establish tax rate limits whicti are applicable to levies

for particular purposes, and restrict the proceeds of the

levies to the particular purposes. The limits are related

to assessed valuations which are in no sense equalized.

There is no administrative relief from the operation of

the limits. Over all, the tax limitation structure is

contrary to the standards in almost all respects.

The treatment of the assessment of property in

Georgia also falls short of the standards in most particulars.

The limited supervision which is nominally exercised is the

responsibility of the Comnissioner of Revenue whose primary

interests lie elsewhere. The equalization authority of the

Commissioner is confined to over-all equalization of assess-

ment levels between counties. Local assessment and review

procedures are generally inadequate. The duplication of

assessment procedure is an additional problem, both the

counties and the cities or towns assessing independently

the properties within thoir boundaries. Finally, there is

no mandatory requirement of periodic revaluation of all

taxable properties within the various taxing districts.

Contrary to the standards, Georgia imposes consti-

tutional debt limitations. The basis for the limitations

is assessed valuation, which is clearly not equalized.

Debt up to 7 per cent of assessed value may be incurred with

only a favorable vote of the local electorate, and an
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additional 3 per cent of assessed value may be incurred

with the prior approval of the General Assembly and the

electorate. Revenue bonds are specifically exempted from

the debt limit. The undesirability of permitting the

issuance of revenue bonds outside the debt limits is

heightened by the fact that, in Georgia, revenues not

associated with the borrowing activity may be pledged to

payment of the debt. One point at which the Georgia re-

quirements are in conformity with the standards is in the

inclusion of temporary borrowing within the limits set by

the statutory and administrative structure.

Most local government debt issues are not subject

to administrative supervision in Georgia. There is one

minor exception of interest. This is the establishment

of a Refunding Bond Commission with authority to approve

or disapprove the refunding of certain issues outstanding

at the time the constitutional authority was granted.

The Georgia constitutional, statutory, and adminis-

trative provisions fall far short of the standards in most

aspects of state and local organization for financial

administration and with respect to the supervision of local

property taxes and debt administration.
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Organization for local government fiaancial admlaistration -

IjTorth Carolina

The North Carolina Constitution .—The North Carolina

Constitution is too lengthy, and contains materials of a

legislative nature, but is generally limited to matters of

state-wide concern and continuing importance.

The Constitution leaves the discretion entirely with

the General Assembly to establish either State or local

organizations conducive to sound local government financial

administration. Article VII of the Constitution established

certain requirements relating to county organization, but

gave the General Assembly full authority to modify or to

abrogate them. The principal restriction placed upon the

General Assembly requires the Legislature to provide by

general laws for the organization of cities, towns, and

incorporated villages. ^ It has been held by the courts,

however, that this section does not prohibit the creation

of or amendment of a municipal (city, town, or county)

charter by special act.^*^

The North Carolina Constitution also leaves the

duties of state officials to the discretion of the General

Assembly with the exception of those of the Governor and the

Lieutenant Governor. Thus, establishment of a state super-

visory relationship is not inhibited by the Constitution.

29^Article VIII, Section ^.
30^ Holmes v. Fayetteville, 197 N.C. 7^0, S.B. 62^ (1929).
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The North Carolina Coastitution, in brief, may be

regarded as favorable to sound organization for local

government financial administration in that it creates no

obstacles to such organization. Other aspects of the

Constitution will be examined below,

North Carolina statutory law «—The two principal

general standards set for statutes were that they should be

broad statements of legislative policy, uncluttered by

excessive detail, and that they should be made flexible in

their application through administrative action. With

respect to the first point, the North Carolina statutes

are very detailed and lengthy. Although they often express

legislative policy, they also spell out many details of

its anticipated operation. In addition, large numbers of

"special-local" laws are in effect.

The element of flexibility through administrative

action is provided by a number of the statutes, some of

which are discussed below.

State administrative organization - North Carolina ,-

The standards identified in Chapter II recommended that

each state establish a two-level administrative agency

designated as the state-local government commission. The

principal portion of the duties of such agency with which

this paper is concerned would be assigned, according to the

standards, to a lower-level division of local government

finance.
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North Carolina does not have any agency with a

hreadth of duties such as were contemplated for the state-

local government commission. It does, however, have a Local

Government Commission and a Director of Local Governjient,

which function jointly and which are concerned directly with

the supervision of local government financial affairs. In

addition, there is a State Board of Assessments and a

Department of Tax Research each of v;hich is assigned some

of the functions recommended for the division of local

government finance in the standards set in Chapters II and

III.

Most of the authority recommended for assignment

to a division of local government finance is assigned to

one or another of the state agencies listed above. The

failure of the Legislature to appropriate sufficient funds

has handicapped them in the performance of the assigned

duties. Although this has been alleviated somewhat since

I960, insufficiency of funds still remains a problem. On

balance, however, the administrative organization provided

is conducive to meeting the standards to an important degree.

Provisions relating to local government organization

in North Carolina .—The two principal constitutional

articles which affect local government organization have

opposite effects.^ The first of these requires the election

Article VII, Sec. 1.
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in each county of a treasurer, register of deeds, surveyer,

and five commissioners. Clerks of the superior courts are

also elected. This requirement tends to lead to disinte-

gration of administrative organization and to inhibit

achievement of the standards for organization set forth

above. On the other side of the picture, the provision

which requires the Legislature to provide by general laws

for the organization of municipal units tends to facilitate

achievement of the standards.^ It is to be expected that

more municipal governments than county governments will

achieve sound organizations.

The General Assembly has authority to alter the

provisions of the Constitution which require the election

of several county officials,-^ but has not chosen to do so.

It has, however, authorized the strong executive form of

organization, both for counties and for municipalities.

Thus, subject to the weakness imposed by the election of

several county officials, sound organizational structure

at least is available to all units.

The county commissioners are authorized, at their

discretion, to appoint a county manager and to make him

administrative head of the county government. Ee has general

^^Article IV, Sec. 16.

^^Article VIII, Sec. ^.

^\rticle VII, Sec. 13.
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responsibility for county affairs, including appointment of

subordinates (subject to approval by the commissioners) and

removal of subordinates, v;ith.out approval of commissioners,

ITo vote is required if the commissioners decide to appoint

a manager, but the citizens may initiate a petition and

force a vote on the question should they desire a manager

when the commissioners have not acted.

The forms of government made available to cities

and tovnas range from a fairly conventional v;eak mayor-

council arrangement to the strong-mayor form, the commission

form, and the council-manager form.-^ Ho indication of

legislative preference is given.

The statutes provide that "Vithin the limitations

prescribed by the Constitution and now existing or hereafter

enacted general laws, any municipality may amend or repeal

its charter or any part thereof or adopt a new charter,
"^"^

Such action may be initiated by the governing body or by

the citizens, and must be approved by a majority of the

qualified voters voting thereon at an election held to

decide the question.

On balance, the North Carolina constitutional and

statutory provisions relating to forms of government are

^S,S. 160-291 et seq,

^"^0,3, 160-353.
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favorable to, "but do not promote, the adoption of a strong

executive form.

Provisions for local (jjovernment financial organiza-

tion in North Carolina .—The only important constitutional

provision relating to financial organization is the require-

ment that a treasurer be elected in each county biennially.

The election of the treasurer would seem to remove him from

the administrative control of the board of county commis-

sioners, but this is alleviated by certain aspects of the

general statutes discussed below, which are based on the

constitutional authority granted to the Legislature to

modify this particular requirement.''^'^

The statutes also require the biennial election of a

treasurer in each county, but except five counties by local

modifications of the act. The law is extended to the person

filling the duties of treasurer if there is no treasurer in

40
the county. In addition, some tax collectors are elected.

The board of commissioners in each county is given

authority to abolish the position of treasurer and to appoint

41a bank to act as treasurer. More than twenty counties

have .'ione so.

^®Article VII, Sec. 1.

^^Article VII, Sec. 15.

40
^G.S. 155-1 and G.S. 155-4.

41
^"g.S. 155-3.
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The intent of the Legislature with regard to financial

administration was made very clear by the following require-

ment: "But whatever form is adopted, or shall be in use in

a county, it shall be the duty of the board of county

commissioners to provide, so far as possible, consistent

with law, for unifying fiscal management of county affairs,

for preserving the sources of revenue, for safeguarding the

collection of all revenue, for guarding adequately all

expenditures, for securing proper accounting of all funds,

and for preserving the physical property of the county."

The statutes also charge the commissioners with a duty to

provide for purchasing so as to eliminate waste and dupli-

cation and so as to obtain the benefits of purchasing in

larger quemtities and authorized the appointment of a

45
purchasing agent, ^ A further duty assigned to the commis-

sioners is the regular inspection and care of all property

of the county, and the delegation of this power to a specific

member of the board or to an agent is suggested.

In addition to the duties imposed on county commis-

sioners by the statutes discussed above, and the similar

provisions applicable to municipalities, two major acts

relate even more specifically to financial organization.

42

^^G.S. 153-27.

44^G.S. 153-28.
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These are the Countj Fiscal Control Act ^ and the riunicipal

^6
Fiscal Control Act. The two acts, while not identical,

are very similar, and in each case require the appointment

of an "accountant" whose duties are substantially equivalent

to those of the finance director in the standards set forth

in Chapter II,

The provisions above sire reinforced through admini-

strative supervision which is provided by the Director of

Local Government and by the Local Grovernment Commission,

which are separate but closely related agencies of the

state government. The general statement of the duties of

the Director, as set forth in the statute reads: "It shall

be the duty of the Director of Local G-overnment to visit

the local units of government in the State, and to advise

and assist the governing bodies and other officers of said

units in providing a competent, economical ajid efficient

administration; to suggest approved methods for levying and

collecting taxes and other revenues; to suggest such changes

in the organization of local units of government as will

best promote the public interests, and to render assistance

in carrying the same into effect."^''

^5
^General Statutes of North Carolina, Chapter 155,

Article 10,

Ibid., Chapter 160, Article 33.

^"^G.S. 153-29.
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The Director of Local Grovernment; and the Local

Government Commission were hampered for many years because

appropriations were insufficient to permit full coverage of

all the duties assigned, which are very extensive in addi-

tion to those :iuoted above. For example, in the fiscal

year ending June 30, 19^6, the total expenditures of the

Commission (which were virtually the full amount appropri-

ated) equaled ;^22,^12. By the 1956-57 fiscal year the

expenditures had increased to 339 660, The General Assembly,

in 1959 appropriated some additional funds, and an

Accounting Advisory Section was established in I960, The

total appropriation for the 1960-61 fiscal year, which

included the amounts provided for the new Accounting Advisory

Section, was ii78,689, and in the following year, largely due

to a general increase in the State salary schedules coupled

with step increases in individual salaries, the appropriation

was :581,7&6, The section has since published a Municipal

Accounting Manual which includes recommendations for a

financial organization divided into functional sections very

similar to the standards set forth in Chapter II, It has

also assisted many local units in establishing such organi-

zations for the conduct of their own financial affairs.

Over all, the constitutional, statutory, and adminis-

trative provisions in North Carolina seems to conform

substantially with the standards set in Chapter II, There
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is some weakness in the multiple patterns of local unit

administrative organization and in the still restricted

activities of the Director of Local Government and the

Local Government Commission, but these do not appear to "be

major v/eaknesses.

State supervision of taxes and debt in North Carolina

Tax limitation laws .—The standard expressed in

Chapter III was that there should be no state limitations

on the amount or rates of taxes on property. The State of

North Carolina fails to meet this standard in either the

Constitution or the statutes. Therefore it is necessary

to examine the existing provisions against the alternative

standards set forth in Chapter III.

The first of the alternative standards was that rate

limitations should be set by statute rather than by consti-

tutional restriction. North Carolina has both constitutional

and statutory limitations and thus does not meet this

standard. The constitution authorizes a poll tax and sets

limits on the amount, but this is a relatively minor tax.

Of considerable importance, however, is a section which

limits the combined state and county tax on property to

twenty cents on the one hundred dollars of value and limits

the state portion thereof to five cents on the one hundred

dollars. The limitation does not apply to taxes levied

^Article V, Sec. 6.
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for the support of the schools for the constitutional term

or to taxes levied for "special" purposes. What constitutes

a special purpose is a subject for judicial determination.

One result of the constitutional limit, which affects

the operations of the general funds of the counties, is

that the Legislature has specifically authorized the levying

of county taxes for a long list of "special" purposes and

in some cases has designated rate limitations for such

levies. Each such special purpose may be subject to testing

in the courts.

The basis for any rate limitations should be a state-

equalized, full-value appraisal of all taxable property.

The rate limitation in North Carolina is applied to the

local assessment, and local assessments are authorized to

be set at fractional portions of "true value in money,"

therefore the limitation has highly variable impacts among

50local governments."^

The creation of new taxing authorities should be

prohibited. Certain special taxing authorities are per-

mitted in North Carolina, but it does not appear that rate

limitations are a motivating factor.

The rate limits, if any, should be over-all limits,

with one total limit set for all county activities, and one

•'Nantahala Power, etc., Co. v. Clay County, 213 N.C.
698, 197 S.E. 603 (1938).

50
G.S. 105-29^.
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total rate limit set for municipal activities. North

Carolina, however, applies its rate limitations only to

levies for particular purposes, thus leading to the starving

of some activities and satiation of others.

No provision is made for flexibility of rate limi-

tations either through administrative authority or through

a vote of the citizens.

Assessment of property .—The first standard for

assessments was that they should be at least up to the

minimum level of tolerance set by the assessments subdivision

in all areas, and with respect to all classes of property.

North Carolina laws, as mentioned earlier, specifically

permit the assessment of property to be at a fraction of

true value, with no specified minimum, although they require

appraisal at fair market value. Consequently, great dif-

ferences exist in the level of assessment among counties.

An application of the preceding standard requires

that the state assess utilities, as discussed in Chapter III.

This is done with respect to the specialized properties of

utilities in North Carolina, although the value of parts

of the property, such as land, is assessed locally.

Assessment procedures, forms, and records are pres-

cribed by the State Board of Assessment, which is consistent

with the standard set in Chapter III except that the Board

is independent of the Local Government Commission. This has
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not, in practice, created any problem due perhaps both to

the quality of personnel involved and to the fact that the

Director of Local Government is a member of the Board.

The assessment of property in North Carolina is

carried on exclusively by the counties, again as specified

in the standards, but one serious flaw mars the system.

Assessments need not be at full value, and the county

officials have final authority to set the percentage of

true value to be used. Cities and towns within the county

are thus obliged to levy their taxes on whatever fractional

valuation the county officials choose to adopt. When

coupled with the tax rate limitations, this may create

major and unnecessary problems. Cities should be free to

use full value rather than the assessment percentages set

by the counties.

The only qualifications prescribed for tax supervisors,

v/ho are in charge of county tax assessments, is that they

must have resided in the respective counties for one year

prior to appointment, and that they must have experience in

appraisal and valuation of real estate "... satisfactory

51
to the said board, "-^

The regular re-appraisal of real property specified

in the standards is provided for by a requirement that

G.3, 105-285
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52
octennial reassessments of real property be made.

Personal property is required to be assessed each year, to-

gether with any newly discovered property or property which

has changed in value due to construction, or other specified

55causes.

Although the law does not require the use of pro-

fessional appraisers, the employment of experts is

54-
specifically authorized.-^ In addition, it is required

that some sort of standard procedures be used and certain

minimum considerations to be used in the valuation of Isind

and buildings are set forth. Personal visits of officers

55
to the appraised property are required. '^'^

The State Board of Assessment of North Carolina has

substantially all the authority and responsibility set out

in the standards for such a board, including both super-

vision and equalization. -^^ It has been handicapped, how-

ever, by inadequate appropriations and has not been fully

able to provide the contemplated supervision.

Constitutional or statutory debt limitations .

—

Chapter III set as a standard that there should be no

52

53

5^,

55

56,

G.S. 105-278.

G.S. 105-279.

G.S. 105-291.

G.S. 105-295.

G.S. 105-275 and 105-276.
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constitutional limitations on the amount of debt which local

governments might incur. North Carolina varies from this

standard in having a rather unusual pair of restrictions.

The first provision is quoted rather extensively

here because of its interesting nature. It reads in part,

The General Assembly shall have the pov;er ... to
authorize counties and municipalities to contract
debts and pledge their faith and credit for the
following purposes: To fund or refund a valid existing
debt; to borrow in anticipation of the collection of
taxes due and payable within the fiscal year to an
amount not exceeding fifty per centum of such taxes;
to supply a casual deficit; to suppress riots or
insurrections, or to repel invasions. For any
purpose other than these enumerated, the General
Assembly shall have no pov/er, ... to authorize
counties or municipalities to contract debts, and
counties and municipalities shall not contract debts,
during any fiscal year, to an amount exceeding two-
thirds of the amount by which the outstanding indebted-
ness of the particular county or municipality shall
have been reduced during the next preceding fiscal
year, unless the subject be submitted to a"vote of cn
the people of the particular county or municipality. ^'^

The second provision prohibits any local unit from

contracting a debt except for "necessary" expenses without

a vote of the citizens. What are necessary expenses is a

question for court interpretation^^ Approval of debt in

either case requires a favorable vote of a majority of those

voting at an election regarding the question.

The two constitutional provisions cited do not have

the inflexibility which is usually associated with

Article V, Sec. ^.

^®Article VII, Sec. 7.
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constitutional provisions and therefore are not a major

departure from the standard. They cannot he altered as

readily as statutory restrictions, but their principal

effect is to require most bond issues to be approved by

the voters. In the opinion of the author this is not

particularly undesirable.

Statutory debt limits, according to the standards in

Chapter III, should be based on appraised valuations which

are equalized state-wide by the state administrative agency.

The North Carolina statutory limitations are based on

assessed valuations, and in no sense can the assessments

be considered to be equalized state-wide. Thus the limits

are subject to all the vagaries of highly variable assess-

ment ratios. This is compounded by the required municipal

use of county assessment ratios and consequent unwarranted

debt limit problems.

The debt limit should apply to all forms of lon^-

term obligations, including the so-called "self-supporting"

or revenue bonds. In North Carolina, revenue bonds which

do not include a pledge of the issuing unit's full faith

and credit are not included in the debt of the unit. Simi-

larly, the deductions from gross debt which are allowed in

computing net debt, to which the limit applies, include bonds

issued for water, gas, electric light or power purposes.

The latter are all full faith and credit obligations of the

issuing unit.



235

Revenue bonds are specifically authorized hj the

North Carolina statutes, but are not used primarily to by-

pass debt limitations. Similarly, special districts are

authorized for certain purposes, but again, evasion of the

debt limits does not seem to be involved.

The provisions of the North Carolina statutes relative

to revenue anticipation notes and bond anticipation notes

are consistent with the standards set forth in Chapter III.

Administrative supervision .—One of the fundamental

purposes of providing for administrative supervision is to

introduce flexibility into an otherwise rigid statutory

structure. Although North Carolina has an administrative

organization which is substantially equivalent to the

recommended division of local government finance, it has

not been authorized to mitigate the workings of the statu-

tory provisions. It has no authority, for example, to permit

the sale of bonds which would push the total debt of a unit

over the statutory limit.

On the favorable side, the Local Government Commission,

which is the agency chiefly responsible for supervision of

local government debt, provides many valuable services to

the local units. The Commission provides skilled assistance

to local units in planning bond issues, maintains mailing

lists and solicits bids for offerings, awards bonds or notes

to the highest bidder, supervises the printing and delivery
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of the bonds or notes, and collects and remits the proceeds.

In addition, the Commission maintains complete files relating

to the outstanding debt of local units, and notifies them

at the time for budget preparation of their debt service

requirements for the ensuing fiscal year. It also notifies

them each month of approaching specific maturities so that

they have ample time to forward remittances to their

paying agents. Other duties related to financial admini-

stration tools and techniques will be discussed in Chapter

VIII.

The Local Government Commission of North Carolina,

and the Director of Local Grovernment meet virtually all of

the standards set in Chapter III with respect to the

functions of the state administrative agency except the

provision of flexibility in debt limits.

Summary of North Carolina organization for financial

administration

The North Carolina Constitution is rather long, but

is generally confined to matters of continuing interest and

state-wide application. The Constitution leaves the dis-

cretion with respect to forms of local government organization

^'^Por an excellent exposition of the history and present
activities of the Local Government Commission, see John
Alexander McMahon, The North Carolina Local Government
Commission (Chapel Hill, N,C.: North Carolina Association of
County Commissioners, I960).
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almost entirely with the General Assembly. It requires

election of county treasurers, but leaves other aspects of

financial organization to the Legislature. Both tax rate

limitations and debt limitations are included in the

Constitution, but; the latter are flexible in permitting

debt incurrence above limits when approved by the electorate.

The General Statutes are very lengthy and detailed,

but provide for a significant degree of administrative

supervision. The principal agencies for supervision of

local government units are the Local Government Commission

and the Director of Local Government which function through

a common administrative official who has the titles of

Secretary to the Commission and Assistant Director of Local

Government. They are supported by a State Board of Assess-

ments and a Department of Tax Research. The principal

limiting factor on the effectiveness of the supervisory

agencies is a lack of funds.

The statutes authorize but do not require strong

executive forms of county government and municipal govern-

ment, and cities are given extensive powers to revise their

charters through local action. The Legislature has issued

a clear mandate for unified financial management in local

governments and has provided broad fiscal control acts

applicable to all units.
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A constitutional tax rate limitation applicable to

counties is supplemented hj statutory limits applying to

counties and to municipalities, which, contrary to the

standards, also require segregation of the proceeds of

particular levies. County levies for school purposes are

exempted from the limits. Limits are based on assessed

valuations, which are not equalized on a state-wide basis.

The State Board of Assessments prescribes forms and pro-

cedures for local property tax listing and assessment, but

does not do much supervising, except tlirough required

reports. Periodic reappraisals of all property are required

by statute.

Although ITorth Carolina varies from the standards in

having constitutional debt limitations, they simply require

that certain issues be approved by the voters of the local

governments, thus they are not very restrictive. The

statutory debt limits, on the other hand, contain no

authority for either administrative or voter relief from

their impact.

The above debt limits are based on assessed

valuations which are not equalized on a state-wide basis,

and the arbitrary working of the limits is increased by the

fact that municipalities must use the assessed valuations

set by the county assessors. The debt-carrying capacity of

a municipality may thus be restricted by the low assessment

ratio of the county in which it is located.
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The debt limits, contrary to the standards, do not

apply to revenue bonds which lack a pledge of the issuing

government's full faith and credit, or to certain bonds

issued in connection with the establishment or operation

of utilities.

In the field of administrative supervision of local

government debt, the State of North Carolina is particularly

strong. The North Carolina Local Government Commission

guides the planning of new debt issues, prepares and dis-

tributes notices of sale, receives sealed bids and awards

the securities to the highest bidder, delivers the proceeds

to the issuing government, and in general, supervises the

entire debt creation process. Similar supervision is

exercised over debt service, and complete debt records are

maintained in the Commission's offices in Raleigh, North

Carolina.

In brief, most of the standards identified in

Chapter III are recognized in North Carolina, with the

exceptions noted, but full implementation of certain

aspects of the standards must await greater financial

support for the administrative agencies.



CHAPTS3 VIII

STATE SUPSSVI3I0N OF THE TOOLS AITD TEGHNi:iUSS FOR

FINANCIAL ADMINISTRATION IN THE CASE STUDY STATES

Ctiapter VTI is designed to parallel Chapters 17

and V applying the standards set forth in those chapters

to the constitutional, statutory, and administrative

provisions currently in effect in the two case study

states. The discussion will be limited to broad areas

considered to be representative of the approaches of the

two states to the tools and techniques of financial ad-

ministration. Only major aspects of the constitution and

statutes \\''ill be ezcamined.

Tools and Techniques for Financial

Administration - Georgia

Budgetary planning and control

Neither the constitution nor the statutes of general

application in Georgia require the adoption or maintenance

of budgets by local government units. The closest approxi-

mation to a plan required by the statutes is the report of

the treasurer, required by the quoted portion of a statute:

" . . . and on the second Ilonday in January, annually, to

file with the ordinary, a full statement of his account,

258
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accompanied by liis voucliers for ttie preceding year, together

with his estimate of the indebtedness of the county for the

ensuing year, and the moans of providing therefor, . . .

""^

Georgia has no administrative agency charged with

general responsibility for supervising local government

financial administration. Consequently, an application of

the standards of budgetary planning and control discussed

in Chapter V would find Georgia's provisions wanting in

every particular. There is no official requirement of

budgetary procedures.

Accounting and related procedures

The discussion of organization indicated that

accounting procedures should be handled by the accounting

section of a local unit-v/ide finance department. The

Georgia Constitution and Statutes make no mention of local

finance departments, and assign fragments of accounting

responsibility to various ciovernmental officials. There

is no integrated and over-all treatment of accounting and

internal control. The managerial aspects of accounting and

financial administration have not received any overt atten-

tion. The entire approach to financial administration is

characterized by fragmentary statutory prescription with

Code of Georgia Annotated (Atlanta, The Harrison
Co.), Section 23-1015.
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little or no supervision to insure compliance. This is

particularly applicable to accounting and internal control.

Fund accounting

Fund accounting, as such, is not mentioned in the

Georgia Constitution or Statutes. Certain statutes, such

as the one quoted in part here, have the effect of requiring

separate funds for some purposes: "The municipal authorities

shall cause separate accounts to be kept, on account of all

amounts collected and disbursed on account of each of said

extraordinary expenses, and all amounts so collected shall

be applied exclusively to the extraordinary expenses for

2
which said tax was levied and collected.

"

The above statute and the smiliar ones applicable

to counties establish a requirement that at least a general

fund and an indefinite number of special revenue funds must

be established. The maintenance of separate funds is also

implied by a requirement that orders drawn on the county

treasury must specify the fund against which drawn. How-

ever, if the amount of revenue produced by a particular

levy exceeds the requirements of the purpose for which it

was levied, the excess may in some cases be applied to other

obligations,

^Ibid. , Section 92-^102. See also Section 92-5708.

^Ibid. , Sec. 23-1601.

Robert L, Stoyles, Jr., Handbook for County Commis-
sioners (Athens, Georgia: The Institute of Law and Government
of the School of Law, 1962), p. 73.



2'-:l

Georgia's laws do not make for uniformity in fund

accounting since there is no clear specification of the

funds to he maintained, and no requirement of separate

funds applicable to such activities as utilities or other

enterprises not supported by taxes. Separate funds may be

established for some revenue-producing activities by virtue

of their being set up as separate authorities for financing

purposes, but in the absence of this situation, they nay be

merged indiscriminately with other activities.

Types of records

The Constitution of Georgia does not contain any

direct references to the forms and types of records to be

maintained by counties, cities, or towns.

Several statutes refer to specific records related

to financial affairs of Georgia local governmonts. Host such

references are in general terms, specifying the mainte-

nance of such records as a • . book of receipts and

5disbursements. . . ." The quotation above is from the

act authorizing the establishment of tho county manager

form of government. This act contains the most complete

set of general record requirements set forth in the

statutes. The board of commissioners is required to keep

records of all "official acts and doings," including a

-^Code of Georr^ia Annotated (Atlanta, The Harrison
Co.), 3ec. 53-908.



minute book, a book of receipts and disbursements, a general

ledger, a warrant book, a book containing a complete list

of all the real and personal county property, a road

register, and a file of all paid warrants and vouchers. In

addition the commissioners are directed to maintain such

other records as may be necessary to show a complete record

of all transactions of the county.

The above act, if coupled with adequate administra-

tive supervision by a state department of local government

finance, would establish the basis for a reasonably adequate

set of historical records. It is significant, however, that

the managerial aspects of financial affairs are ignored

here as elsewhere throughout the statutory framework. The

act, at present, is of little practical effect since only

one county has elected to adopt the county manager form of

government.

The more generally applicable statute, setting forth

the duties of county treasurers, requires a file of receipts

for orders paid by the treasurer, a "well-bound book" in

which receipts and amounts paid out are entered, and a

"well-bound book" in which county orders or other forms of

indebtedness are recorded as presented to the treasurer for

payment. The treasurer is also charged with recording the

orders of the ordinary levying county taxes.

^

Ibid . , Sec. 23-1015
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The foregoing requirements are most inadequate to

assure th.s maiatenaace of records according to the standards

described in Chapter III. The scope of application of th3

chapter relating to county treasurers is not clear, because

more than one hundred counties have had the office of

treasurer abolished by special legislative acts. The duties

assigned above may, however, have been shifted, wholly or

partly, to some other official.

Although there is no over-all prescription of

accounting records, either in the Georgia Constitution or

in statutory enactments, which meets the standards previ-

ously discussed, there is considerable variation in the

adequacy of requirements relating to particular aspects of

financial affairs. A number of these are discussed under

the heading, "Accounting and Internal control - special

areas" below.

Classification of accounts and basis of accounting

No general constitutional or statutory requirements

specify either the classifications of accounts or the basis

of accounting to be used by local governments in Georgia,

Such detailed requirements as exist, however, seem to imply

the use of a cash basis of accounting and reporting. There

is no suggestion of uniform accounting, and no state-prepared

manuals distributed for the benefit of local governments.



Accounting and internal control -• special areas

T\io standards desit^ned to assure the unit of the

receipt of all cash which should be received were identified

in Chapter III. First, the collecting agency must be

notified of all amounts due and, second, vigorous collection

action must be taken.

The first requirement is met to some extent by the

requirement that county tsix receivers (vjho receive tax

listings from the taxpayers and prepare tax digests) prepare

the digests in triplicate. One copy is to be delivered to

the tax collector, and serves as his notification of the

amounts to be collected. The tv/o remaining copies go to

the State Revenue Commissioner, and to the ordinary or

7
other governing authority of the county, ' Reasonable

uniformity in the listings and digests is achieved through

the use of standard forms distributed by the Revenue

Commissioner.^

Several weaknesses prevent the procedure above from

being fully effective in meeting the standard that the

collecting agency must be notified of all amounts due.

First, it does not extend to all sources of county revenues,

and this deficiency is not corrected by other provisions.

Ibid ., Sec. 92-6303.

Ibid., Sec. 92-8^09.



Second, it does not apply to municipalities, which are left

virtually to their own devices in this respect. Third, the

receiver is only a "receiver" of returns, not an assessor,

a flaw which has heen criticized in numerous earlier

studies. Finally, the Constitution authorizes the General

Assembly to combine the offices of tax receiver and tax

9
collector into the office of tax commissioner,'^ and this

10 ^ ,
has been done in one-hundred eleven counties. On balance,

it can be concluded that the Constitutional, statutory and

administrative provisions fall far short of 2;iving assurance

that the collecting official is notified of all revenues

due the local units.

The second standard, that vigorous collection action

must be taken, is perhaps better met v/ith respect to property

taxes. The county tax collectors are charged vrith a duty to

dili[;ently collect state and county taxes, to seek out all

unlisted property (a duty which is shared by the tax re-

ceivers), to issue executions against defaulters and

insolvents, and to report their activities in these respects

to the Commissioner of .Revenue and to the county authorities.

The Commissioner or the county authorities are authorized to

take action against the collector in the event of his

^Article XI, Section I, Paragraph VI.

^^Bureau of Business Research, College of Business
Administration, University of Georgia, Georgia Statistical
Abstract (Athens: University of Georgia, 1963;, p. 3'<-0.
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negligence or "bad faith. These provisions, if ohserved in

practice, would tend to assure vigorous action "by county-

tax collectors. A further incentive is furnished hy payment

to the tax collectors of commissions based on the amounts

collected, including higher rates of commissions on collec-

tions in excess of 90 per cent of taxes due according to

the net tax digest,

The county treasurer is also directed to diligently

collect all moneys due the county from county officers or

IP
others. There is little to assure compliance with the

statute, ho\v'ever, ITo legal prescriptions of importance

relate to the proper collection of municipal revenues.

Chapter III specified that control of cash should

begin at the point of receipt, using pre-numbered receipts,

registers, daily cash reports, and daily deposits. Sepa-

ration of receipts by funds should be maintained from the

point of receipt, deposits should be in the name of a fund

or the governmental unit, employees should be bonded, and

physical safeguards plus insurance protection should be

provided.

The principal law relating to receipt forms requires

the tax collectors to keep "stub books" of receipts. These

Code of Georgia Annotated (Atlanta, The Harrison
Co.), Section 92-5304. In some cases the higher rates may
apply to collections in excess of 80 per cent of the digests.

•^^Ibid. , Sec. 25-105.
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are to be detailed receipts, prepared in advance, each

showing the name of the taxpajer aind the details of the

tax levied against him, and having a separate stub showing

essentially the same information as the receipt. Pre-

numbering is not mentioned.

Neither daily cash reports or the use of registers

are required. Tax collectors, treasurers, sind certain

others are required to keep cash books. The provisions

relating to tax collectors are the most specific, requiring

a record of all items of cash collected, showing the date

collected, amount collected, and the name of the person,

firm, or corporation whose taxes were paid. The other

cashbook requirements generally specify only a record of

cash received or cash paid out.

Bach tax collector in a county of 30,000 or more

population is required to pay the state tax he has collected

to the State Treasurer whenever the amount on hand reaches

$^^000 and every Saturday must pay the amount on hand

14-
whether it is equal to 35»000 or not. He is also required

to remit county taxes to the county treasurer at least

weekly and whenever the amount on hand reaches ,'f3,000.^^

^^Ibid. , Sec. 92-^902.

"^Ibid, , Sec. 92-W9.

•'•^Ibid. . Sec. 92-^910.
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In counties of less than 30,000 population the amounts on

hand must not exceed 35fOOO in either case, and must be

15 . ,

paid over at least bi-weekly.

Separation of funds, as such, is not specified, but

several laws require that taxes levied for special purposes

must be held and used only for the specified purposes.

Funds raised for debt service, including the proceeds of

special assessments, when applicable, must be held in

separate funds and used only for debt service. Two such

17
provisions are constitutional ' and several are statutory.

The general statute of widest application to county

or municipal "Officers Collecting, Keeping and Accounting

1 ft

For Public Moneys" requires "prompt" deposit of public

funds in a bank or depository. The county or municipal

governing authorities are required to designate "... one

19
or more solvent banks. . . ."as depositories.

Depository banks are required to give bond and the

types of securities eligible for deposit as such bond are

statutorily designated. No administrative supervision is

specified. The statutes do not specify that deposits must

^-^Ibid. , Sections 92-^912 and 92-4913.

•^"^Article VII, Section VII, Paragraph III, and Article
VIII, Section I, Para. VI.

18
Code of Georgia Annotated (Atlanta, The Harrison Co.),

Chapter 89-8.

"^Ibid. , Section 89-811,
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"be in the name of the governmental unit. "Collecting

officers" and "officers to hold public moneys" are required

to give bond in amounts specified by the governing

authorities of the counties or municipalities unless the

amount is fixed by existing general laws. The bonds of

tax collectors or tax commissioners collecting state taxes

are to be set by the State Revenue Commissioner to the

extent of the State tax.

The provisions relating to the handling of and

accounting for cash, in summary, are scattered, uncorrelated

and incomplete.

Purchase and payment procedures ,—The Georgia

Constitution and Statutes do not require centralized

purchasing by the local government units. The statutes do

require certain contracts, such as those pertaining to the

construction of public buildings or special assessment

20projects, to be let on the basis of competitive bids.

The chapter in the Code which deals with contracts by

counties, and which is also made applicable to municipalities

and other public bodies, requires such contracts to be in

writing and entered on the minutes by the ordinary (or other

X 21
authority).

20
Ibid,, Sections 23-1702, et seq. , 69-^08 and 69-^09.

21
Ibid Chapter 23-1?,•

»
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The act also requires the posting of performance

honds by "bidders and prohibits attempts to prevent or

interfere with competitive bidding. Successful bidders are

required to sign oaths that they have not interfered with

competitive bidding; and, by a separate chapter, criminal

penalties are prescribed for county officers \ifho award

contracts without competitive bids, who profit from such

22
contracts, Filing of a false oath by a successful bidder

25
is also subject to criminal penalties, .

To the extent of their coverage, the legal provisions

appear reasonably adequate. However, they leave a sub-

stantial portion of the expenditures of local governiaents

not covered, and fail to make any provision for the

managerial aspects of purchasing. They do not include

administrative supervision by the State.

The Georgia statutes place more emphasis upon payment

procedures than upon purchase procedures, but nevertheless

fall short of the purchasing standards. The deficiencies

are of a sort which could be corrected more readily by

administrative supervision than by statutory action.

One of the standards listed in Chapter III was that

all payments should be by check, signed by the cashier, and

should be signed only upon presentation to the cashier of

^^
Ibid , « Chapter 23-99 » Section 23-990^.

^^Ibid,, Section 25-9906.
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prescribed forms of authorizations. The statutes do not

require payment by check, consequently no specifications

are set relative to signatures or to pre-numbering. There

are some specifications relating to authorizations of

payment and related matters. . .

The statutes covering payment procedures deal almost

exclusively X'/ith county affairs. The treasurer is desig-

nated as the officer to receive and disburse all county

oil
funds except those otherwise directed by law. As indicated

earlier, the office of treasurer has been abolished in more

than one-hundred counties, but the duties of the office may

remain vested in some other official or officials designated

in the local act. Thus, the laws pertaining to treasurers

may have fairly wide applicability.

The ordinary (or commissioners) is required to audit

all claims against the county and, to the extent that the

claim is allowed, to register it and give the claimant an

order drawn on the treasurer for the amount, specifying the

25
fund from which it is payable.

The treasurer is also required "To pay without delay,

when in funds, all orders . , .," to take receipts for

payments made, to keep a well-bound book in which, are entered

^^Ibid. , Section 25-1016,

25
Ibid., Section 23-1601. Certain exceptions to this

requirement are provided by other statutes, but this statute
is of fairly broad application.
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all amounts received or paid out, and to keep a well-bound

book in which are entered all county orders or other forms

26
of indebtedness, as they are presented.

As there is no prescription of budgetary control or

centralized purchasing, there are no specification as to

control of expenditures by programs, no mention of en-

cumbrances, and no mention of the personnel control

procedures suggested in Chapter IV. No mention is made of

bank reconciliations and related internal control procedures

Receivables .—The primary emphasis of the standards

relating to receivables as stated in Chapter III was on

establishing the accountability of the collecting personnel.

The two principal means of accomplishing this purpose were

identified as the independent assessment or billing of the

amounts due, and the maintenance of control accounts by

the separate accounting section. The Georgia Constitution

and statutes do not provide adequately for either of these

control devices.

As the statutes do not mention finance departments,

a discussion of separate assessment and billing for control

purposes would not be expected. However, at an earlier date

the value of such separation was recognized. This is evi-

denced by the early provisions for separation of the office

Ibid., Section 23-1015
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of county tax receivar from the office of county tax col-

lector. The present constitution specifically authorizes

the Legislature to combine the two offices, as mentioned

earlier, and as this has been done in one-hundred eleven

counties, in which the element of control formerly provided

has thus been destroyed. The offices of tax receiver, tax

collector, or tax commissioner are elective, which also

tends to reduce their effectiveness.

Municipalities in Georgia may maintain the desired

separation under a statute which authorizes the governing

27
body to appoint a board of tax assessors. To the extent

that this is done, the desired separation is met as to tax

receivables, but the law is permissive rather than mandatory.

Beyond this permission, the establishment ^f accoimtability

independent of the collecting personnel does not seem to

have been considered.

The maintenance of control accounts by sn independent

accounting section has not been specifically required.

Certain features of the statutes lend themselves to the

maintenance of some control through review procedures v/hich

could include such recording.

The first of such provisions requires the county tax

receiver or commissioner to file copies of the completed and

Ibid., Section 92-^001.
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adjusted digests, after equalization, with the State

Revenue Commissioner, with the ordinary or other county

authority, and with the tax collector. VHiere the offices

of receiver and collector have been combined into the office

of tax commissioner, the commissioner retains one copy of

the digest. The digests, when thus filed, could furnish

the basis for establishing control accounts. No such

duties are specified with respect to municipal tax assess-

ments, but municipal tax assessors are directed to report

to municipal authorities as the municipal authorities may

require. -

County tax collectors are also required to keep

detailed cash books in which are recorded the dates and

amounts of all receipts and the name of the taxpayer for

29whom received. The amounts of money paid out to the State

Revenue Commissioner or to the county authorities must also

50be recorded in the cash book,'^ By July 1 of each year,

the collector is required to file the cash book, properly

balanced, together with a book listing all uncollected taxes,

naming the taxpayers in alphabetical order. The ordinary

^^Ibid. , Section 92-6917.

^^Ibid. , Section 92-W2.

^°Ibid. , Section 92-W3.
^•'•Ibid. , Section 92-^905.
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or other county authority is required to audit and sign the

cash book.

In addition to the preceding, the tax collectors are

required to prepare a record of unlisted taxable property

discovered by them, and lists of insolvent taxpayers, and

to turn then over to county authorities. Insolvent lists

are to be allowed only by the ordinary or other county

authority, and tax collectors are required to show evidence

that executions have been levied against the taxpayers but

no property was found from v;hich to collect.

When coupled with reporting requirements, to be

discussed below, these procedures and requirements, if

properly administered, v/ould provide some control over tax

receivables, but they are deficient in the lack of indepen-

dent information about amounts billed, and, as stated, do

not apply to municipalities or to other forms of receivables.

Property records .—The six basic principles underlying

procedures for property accounting and control, v;ere expressed

32in Chapter III,^ The Georgia provisions are so fragmentary

that the most feasible analysis is to indicate something of

their nature rather than to attempt to examine them against

each individual standard.

The six principles were quoted from International
City Managers' Association, Municipal Finance Administration
(5th ed.; Chicago, The Association, 191?!?), p. 39S.



256

One cliapter of tiiQ Georgia Code places the ordiaary

in charge of county property and makes him responsible for

any property disposals. Presumably, this power vests in

the commissioners in most counties. The ordinary is not

specifically required by this chapter to insure any property

except volumes of public laws or similar materials furnished

by the State. All insurance policies are required to be in

the name of the county, and the proceeds are to be used to

replace the destroyed property.

Another chapter of the Code places the ordinary in

charge of erection, maintenance, and repair of county

buildings, and requires him to furnish supplies for county

offices.

A more general chapter of the Code requires all state

and county officers, on or before January Ip of each year,

to make complete inventories, under oath, of all the public

property in their charge. They are required to enter the

inventories in books kept for that purpose. An outgoing

officer must account and obtain a receipt for all property,

entering the receipt in the property book. The new officer

is required to examine the inventory, within three months

of taking office, and to report anything not turned over to

-^-^Code of Georgia Annotated (Atlanta, The Harrison
Co.), Chapter 91-6.

^^Ibid. , Chapter 91-7.
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him or accounted for by his predecessor. The chapter also

requires the publication of a public notice of any plan to

sell county real property once each week for four weeks,

55
and then requires a public sale*

About the only other important provisions relating

to property accounting or control are those which specify

how bond sinking funds may be invested. The regulations

require the investment of certain municipal sinking funds

moneys, and authorize but do not require the investment of

county sinking fund cash. In either case, all bonds held

in the sinking funds, if registerable, are required to be

registered in the name of the governmental unit. The types

of securities eligible for the investment of municipal or

county funds are also specified, as well as certain

authorized temporary investments for the proceeds of bond

issues.

A few other scattered references directly or indi-

rectly apply to property accounting or control, but taken

together they assure little control of acquisition, use,

disposition, or accounting for and protecting the properties

of local government units. The property inventory provision

is a very sound idea, but needs to be related to record and

protection requirements and to the other standards listed in

Chapter III if it is to be effective.

Ibid. , Chapter 91-8
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Lial)illties and surplus .—Neither surplus nor

liability accounting is given any important treataient in

the Georgia Constitution or statutes. About the only sig-

nificant mention of debt records is the requirement that

the county treasurer maintain a well-bound book in which

are entered all county orders or other forms of debt as

presented. Accounting for surplus is not treated.

Reporting requirements

The discussion of reporting requirements below follows

the pattern set in Chapter III, that is, it is divided into

external reporting, internal reporting, and reports to state

or other agencies.

External reporting .—Reports required to be made to

the grand Juries are treated, in this discussion, as external

reports, as they are to authorities other than those of the

governmental unit, but presumably representing the local

populations.

The standards listed in Chapter III for external

reports expressed the need for complete and fully detailed

reports including statements showing financial condition by

funds, statements covering fund operations for a complete

fiscal period, and fund statements of changes in surplus.

Additional supporting schedules were recommended. Nothing

'Ibid . , Section 23-1015.



259

in the Georgia provisions misht be considered even to

approach such standards. Therefore, it i-dll again he

necessary to indicate only the nature of the requirements

which do exist.

The act tchich authorizes counties to adopt the county

manager form of goverrjaent requires the board and manager

jointly to publish semi-annual reports within fifteen days

after January 1 and July 1, The reports are to be published

in the local newspaper and are required to show receipts

by sources and disbursements by purposes. In the words of

the statute, "... and such reports shall not be mere

ledger balances, but shall be in such manner and form as

to shov/ plainly the revenues of the county, as well as the

xn
cost of county government in every branch. "•^'^

The same act requires full vrritten statements of the

financial condition of the county, to be presented to the

grand Jury each summer and fall session, and requires such

reports to be kept on file by the grand Jury.

The preceding requirements are the most complete of

any of the external reporting requirements; and, in addition

to setting no standards for reporting, are applicable to

only one county at present.

The more broadly applicable statute which specifies

the duties of county treasurers requires the treasurers

^'^Ibid. , Section 23-910.
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"To Gxhibit tio cIlg first grand iurj ... a full ctateaient

of the condition of the county troasury up to that time,

. . ." and "To publish ... a copy of his annual state-

38
ment."^ Again, no standards are established, and admini-

strative supervision is lacking to assure the maintenance

of adequate standards.

The ordinaries, treasurers, clerks of superior court,

and sheriffs are also required to malca returns, under oath,

to the grand Juries on the first day of each term. The

reports are required to cover receipts by sources, e:cpendi-

tures, and to be supported bv vouchers and other records.

It is doubtful that much worthwhile external super-

vision over county affairs results from the above acts.

Municipal reporting is left very much to the discretion of

the municipal governing body.

Internal reporting .—The statutes require the

ordinaries or other authorities in charge of county affairs

to compel the treasurers to appear before them at least

twice each year to render an accounting and exhibit their

39books and records.-^ On the second monday in January each

year the treasurers are required to file with the ordinaries

or other county authorities full statements of their accounts.

Ibid . , Section 23-1015.

'ibid. , Section 25-102^.
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accompanied 'bj tbeir vouchers for the preceding year, to-

gether v:ith estimates of indebtedness for the coming year

^0
and the means of providing for payment of the obligations.

The most numerous or lengthy statutes relating to

internal reporting are those which require reports by tax

collectors. The collectors are required to make weekly

41
reports of amounts collected, semi-annual reports of

o
. . their official actins and doings respecting the county

42
tax and funds, ..." and annually, on or before April 20

to file an accounting in which their accounts are fully

stated, and uncollected items on the tax digest listed in

detail. The reasons for failure to collect must be set

forth with respect to each uncollected item. All of the

reports listed in this paragraph are to be made to the

ordinaries or other authorities in charge of county affairs.

The above laws, if carefully administered, could

provide a degree of control over tax collections. Uith

respect to the treasurers, the regulations do not inhibit

adequate reporting, but fail to set standards which would

tend to assure such reporting. Again, the provisions do not

apply to municipal tax collectors or treasurers. As observed

^°Ibid. , Section 23-1015.

41
Ibid., Section 92-4911. Bi-weekly reports are re-

quired of tax collectors in counties of less than 30,000.

42^Ibid. , Section 92-4905.
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earlier, consideration has not been given to potential

managerial uses of financial information.

Reporting to state or federal agencies .—Georgia

lacks requirements for comprehensive reporting to state

agencies; and, as in Chapter III, reporting to particular

state agencies or to the federal government will not be

discussed.

There is no division of local government finance in

Georgia, and the closest approach to the establishing of

state supervision is the supervision by the State Revenue

Commissioner over the local property tax. The attention of

the Commissioner is necessarily focused more upon the col-

lection of the State's tax than upon the supervision of

local affairs. This is expressed by the following quotation

from the statutes which prescribe the duties and authority

of the Commissioner: "(c) supervise all tax administration

throughout the State subject, however, to the sovereign

rights of the counties to regulate their owa. affairs; . .

The principal reports required to be filed by the tax

collectors with the State Revenue Commissioner are copies

of those reports already described under internal reporting.

Ibid . . Section 92-8^06.
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Auditing

Regular independent audits are not ^jenerally required

by the Georgia Constitution or by the statutes. They are

required if the county manager form of government is adopted,

and are authorized by not required in other cases.

Examination of Georgia section of state supervision of the

tools and techniques for financial administration

Georgia has no constitutional, statutory, or adminis-

trative budgetary requirements applicable to local government

units. Accordingly, the standards relating to budgetary

planning and control are completely unfulfilled to the

extent of the state's responsibility therein.

The references to accounting and internal control

are extremely fragmented and incomplete. They are

scattered through the statutes without apparent pattern, al-

most without mention of administrative supervision, neither

the Constitution nor the statutes specifically mention fund

accounting but the tax limitation laws also require that

the proceeds of certain levies be kept separate from those

of other levies, and that separate accounts be kept of the

amounts received and disbursed. There is nothing in the

requirements to promote or even to suggest any uniformity

of fund accounting among the local governments.

Ibid., Sections 25-911 and 25-I30I respectively.
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The Constitution is silent regarding forms of rocords

to be maintained by local sovermnents and the several

statutory references are in very general terms. 7or example,

a "book of receipts and disbursements'' is typical of the

vague terms used in setting forth the requirements. The

act authorizing the adoption of the manager form of govern-

ment is somewhat more specific than any other statute, but

has been adopted by only one county, and thus is not of

great si.'^nificance. There are no req.uirements relative to

either uniform classifications of accounts or the basis of

accounting, but the use of a cash basis of accounting seems

to be implied in some statutes.

The internal control aspects of accounting and

organization receive almost no attention in either the

Constitution or the statutes. The important separation of

such functions as the assessment and billing of taxes or

other revenues from the collection of the revenues is de-

liberately violated. The constitution specifically

authorizes the General Assembly to combine the offices of

tax receiver (an official concerned with the development of

assessment information) v/ith the office of tax collector,

and this has been done in one hundred eleven counties. Re-

quirements relating to the proper collection of revenues,

accounting for the proceeds of tax levies or other revenues,

and the depositing of funds are very weak. Centralized
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purchasing is not required, and the requirements pertaining

to the awarding of contracts, including the avoidance of

conflicts of interest, are weak, but do provide some

protection if enforced.

There are more extensive requirements concerning

payment procedures than concerning either receipts or ;

purchasing procedures, but they apply largely to counties

and do not mention budgetary controls or the managerial use

of disbursement information. There is some theoretical

review of the work of the tax collectors and tax commissioners

by the grand juries and by the State Revenue Commissioner,

but its effectiveness is questionable. There is also a

protential element of internal control in a requirement that

county officers malce complete annual inventories, under

oath, of all the public property in their charge, and a few

other scattered efforts tovjard better control, but on

balance, the entire system is very weak. ,

The reporting requirements in Georgia fall short of

the standards previously discussed to an even greater extent

than do the accounting and internal control requirements.

They are almost non-existent and fall short of the standards

in almost every respect. There are no generally applicable

audit requirements. Due to the myriads of local laws and

constitutional amendments of local application, it is not

feasible to evaluate the extent to which the weaknesses of

the general legal and administrative structure are offset by

local variations.
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Tools and Tecliniques for ?iiiancial Admiaistration - N,G.

The standards for financial organization called for

a centralization of the supervision of financial affairs in

a finance director for each local unit. The office of county-

accountant or municipal accountant, as prescribed by the

General Statutes of North Carolina is essentially equivalent

to the office of finance director in the recommended

organization. Consequently, the responsibility for the

budgetary procedures, and the accounting, internal control,

and reporting discussed below rests primarily upon the

accountant in each instance.

Very few constitutional provisions apply to the tools

and techniques of financial administration in North Carolina.

Therefore, except where specifically mentioned, there are

no constitutional provisions of importance related to the

subjects under discussion.

Budgetary planning and control in North Carolina

Local government budgetary procedures are not

constitutionally regulated in North Carolina. Both counties

and municipalities are subject to budgetary requirements

established under the County Fiscal Control Act and the

Municipal Fiscal Control Act, respectively.

^General Statutes, Chapter 155 Article 10.

Ibid . , Chapter 160, Article 33. The entire discus-
sion of budgetary planning and control is based on these two
acts except where otherwise specifically indicated.
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The "budgetary requirements prescribed "by tbe two

acts are so nearly identical that only the county act will

be discussed. The first standard for budgets identified in

Chapter III was that budgets should be organized according

to programs and activities. Although prof^ram budgeting is

not specifically mentioned in the statutes, it nay be ac-

complished to some extent because the budget is required

to show appropriations by funds, departments, and activities.

The probability that the financial portion of the budgets

will be drawn according to programs is increased by the

program basis of the standard chart of accounts published

by the Local Government Commission for the use of local

units.

The various department heads of the local units are

required to file budget statements with the accountant

prior to June 1 each year, the date to be set by the

accountant. The expenditures of the then current and pre-

ceding year and anticipated requirements for the ensuing

year are required to be stated by amounts spent or to be

spent for each object of expenditure. No specific require-

ment of statistical data is included, but the accountant

may require such supporting information as he sees fit.

The statutory budget requirements apply only to

current years and no provision is made for long-term

budgets. The proper distinction between current expenditures
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and capital outlays and the need for lon'j-range budgets are

pointed out, however, in the Hunicipal Accounting Manual

distributed by the Local Government Commission to both

municipal and county accountants.

The accountant is required to prepare a budget

estimate for the governing body and submit it to that body

not later than the first Monday in July each year. He may

submit it at an earlier date viith the approval of the board*

Earlier submission is most desirable as the fiscal year of

all units begins on July 1.

Immediately after submission of the budget estimate

and at least twenty days before adoption of the budget

resolution, the board is required to file a copy of the

budget estimate with the clerk of the board where it is to

be available for public inspection. In addition copies are

to be made available to nev/spapers published in the county,

and a notice that the estimate is on file v/ith the clerk

must be published or posted. This requirement gives the

taxpayers an opportunity to be heard, as recommended in

the standards.

The time set for adoption of the budget is at least

twenty days after publication of the budget estimates but

not later than July 28. The budget must be adopted by a

^7
'N.C. Local Government Commission, Accounting

Advisory Section, Municipal Accounting Manual (Raleigh:
The Commission, 19bi;, p. 14.
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budget resolutioa, which has the force and effect of law,

and must be recorded on the minutes of the board of county

commissioners. The statutory rules for the budget pro-

cedures are substantially in accordance v;ith the standards

except that they do not provide that the process must be

completed prior to the start of the budget year which begins

on July 1,

The County Fiscal Control Act also requires that the

budget be balanced as to each fund, and that revenues be

estimated on a cash basis. Operating deficits from the

preceding year must be provided for as must certain revenue

anticipation notes carried forward from the preceding year.^

Copies of the budget resolution are required to be

filed with the county treasurer and the county accountant.

The budget resolution as adopted is binding on all depart-

ments until formally amended by the board of commissioners.

The board may transfer appropriations but may not increase

the total amounts appropriated except to the extent of

previously unappropriated surplus or the amount by which

total realized revenues to date exceeds the total amount

estimated in the budget for and within a particular fund.

The statutes specify that the accountant must keep

appropriation-expenditure accounts as set forth in the

standards in Chapter III. The particular accounts for

US
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recording revenues as \fell as the importance of adequate

revenue and expenditure controls and the proper evaluation

of results against plans are stressed in the ?Tunicipal

Ac countinr; ?!anual . In addition, the budgetary reports and

the proper administrative use of the reports are discussed

in the manual.

Summarizing the budgetary regulations, the statutory

provisions are strong with respect to the planning and

adoption of the budget and the fonaal observance of expendi-

ture controls. Pull achievement of the standards, however,

depends heavily on the administrative efforts of the Local

Government Commission. The Commission must supplement the

statutes particularly in the areas of revenue administration

and in the broader managerial use of the budget procedures.

The efforts of the Accounting Advisory Section of the Com-

mission, including its manual and field services, are

contributing to the fulfillment of this requirement.

Accounting and related procedures

The first standard identified with respect to ac-

counting procedures was that the records should provide for

the proper separation of the affairs of the several funds of

the units as fiscal and accounting entities. This is

specifically required ox both counties and cities by the

North Carolina General Statutes. Both the types of funds

^G.S. 153-ll'i- and G.S. 160-409, respectively.
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specified in the law and the related materials in the

50
Municipal Accounting Manual of the Commission are so

closely equivalent to the standards set in Chapter IV that

no detailed discussion appears necessary.

Types of records

The specific statutory regulations relating to

records are very limited. The following prescriptions

from the duties of the county accountant are typical of

those imposed on both county and municipal accountants,

"He shall keep or cause to be kept a record of the date,

source, and amount of each item of receipt, and the date,

the payee or contractor, the specific purpose, and the

amount of every disbursement or contract made; and he shall

keep or cause to be kept a copy of every contract made

requiring the payment of money.

The major section relating to budgetary accounting

reads

:

Accounts shall be kept by the county accountant for
each appropriation made in the budget resolution or
amendment thereto, which appropriations shall be
classified under the various funds maintained as re-
quired in G.3. 153-11^, and every warrant or order
upon the county treasury shall state specifically
against which of such funds the warrant or order is

50Accounting Advisory Section, H.C. Local Government
Commission (Raleigh: The Commission, 1951), pp. 32, 33,
73-83«

^-'G.S. 153-116.
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dravm; information shall be kept for each such
account so as to show in detail the amount appropri-
ated thereto, the amount drawn thereupon, the unpaid
obligations charged against it » and the unencumbered
balance to the credit thereof. 52

Of more far-reaching importance is the section which

gives the Director of Local Government authority to devise

and require uniform accounting systems, as quoted in part

here:

The Director of Local Government shall have the power
to devise and prepare for use in the local units
uniform accounting and recording systems, together
with blanks, books, and necessary methods; uniform
classifications of revenue and expenditures, and uni-
form budget blanks and forms; . . . The Director shall
have the povjer to require the use of such systems,
books, forms, classifications and budgets as provided
herein by officers or employees^of local units, and
to enforce the use of the same.''^

Under the authority granted in the quoted statute,

the Director has issued the Municipal Accounting Manual

already mentioned. Among the provisions of the manual are

the use of complete, self-balancing ledgers and adequately

detailed supporting records. Both the objectives of and

the mechanics of the record keeping system, including

journals, ledgers, reports, documents and forms, and other

aspects are discussed in the manual. While the quoted

statute seems to stress uniformity, under the authority

^^G.S. 153-135.

^^G.S. 153-30.
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granted by another portion of the statute, the Director has

consistently stressed the maintenance of minimum standards

and has permitted local governments to go beyond the

minimum requirements on their ovm initiative. He has also

approved existing systems which substantially meet the

requirements set forth by his agency. The regulations

in this respect meet fully the standards set in Chapter III.

Due to the limited numbers of personnel available to the

Local Government Commission and the Director, the standards

have not been completely implemented in practice, but sub-

stantial progress has been made in this direction.

Classification of accounts

The standards with respect to classification of

accounts were that the classification of the National Gom-

55mittee on Governmental Accounting"^^ be used, modified only

as necessary to fit the specific needs of the local units,

and that the terminology and classification be used

consistently throughout all funds, and in the budget, the

accounting records, and the financial reports.

The Municipal Ac count in^^ Manual uses the National

Committee classifications with only minor modifications and

provides for their consistent use in budgets, accounts, and

5W.
55
^-^National Committee on Governmental Accounting, A

Standard Classification of Municipal Accounts .

"
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reports. Thus, it is consistent with the standard. The

chart of accounts is designed primarily for municipalities,

however, and does not fully meet the needs of county

accountants with respect to particular classifications.

Basis of accounting

The basis of accounting set in the standards was a

combination of a cash basis with respect to revenues and

an accrual basis with respect to expenditures. The use of

encumbrance accounting was also recommended. The use of

this modified basis is made necessary by the North Carolina

statutes, although the prescribed basis is not identified

by any name.

The intention of the Legislature with respect to

revenue accounting is made clear in two statements which

read, in part, "... to the end that every county in the

State may balance its budget on the basis of actual cash

receipts within the budget period . ,
."^^ and "The

'surplus' of a fund at the close of a fiscal year is the

amount by which the cash balance exceeds the current total

of liabilities, the encumbrances, and the taxes or other

revenues collected in advance. "^"^ The second statement

quoted also makes it clear that \^ith respect to expenditures,

^S.S. 153-1^0.

^"^G.S. 153-11^.
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reduces surplus by the amount of encumbrances. If the

reduction of surplus by encumbrances results in the treat-

ment of commitments as expenditures before the goods or

services are received, it is inconsistent with the matching

process discussed in the standards*

Accounting and internal control - special areas

Cash receipts .—The standards set in Chapter III were

those designed to insure that all funds which should be

received are received; that all funds received are properly

accounted for; and that cash must be properly protected and

paid out only upon proper authorization.

To assure that all cash which should be received is

received, the collecting agency should be kept fully in-

formed as to amounts due, and should make vigorous efforts

to collect. With respect to the first point, the statutes

require the appointment of a tax supervisor by the counties^^

but make no similar provision for cities and towns. The

supervisor has the general responsibility for the prepa-

ration of the tax bills and scrolls for the county. The

product of his office serves as notice to the tax collector

of amounts due. Similar scrolls and tax bills are required

to be used by municipalities, although no tax supervisor is

specified.

G.S. 105-283.
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The above procedures, even if carefully applied, do

not cover all sources of receipts, nor are they adequately

covered by the statutes. The local finance department

organization recommended in the Municipal Accounting Manual «

however, includes a section for assessments and billing

with responsibility for establishing all amounts due.^^

The section is also responsible for notification to the

collectors of the amounts due so that the collectors may

proceed with the collection thereof.

The tax collectors, both of counties and of

municipalities, are required to ". . , employ all lawful

60means ..." for the collection of taxes. The collectors

are also responsible for the collection of privilege

license charges. The legal means provided include sale of

tax liens, and foreclosure as well as such other devices

as garnishment proceedings. This also is limited to taxes

and does not cover such other forms of receivables as

utility accounts or other service charges. Such additional

charges are within the scope of the duties assigned to the

collection section in the Municipal Accounting Manual .

The statutory provisions mentioned above are inade-

quate to meet the standards identified in Chapter III, but

59Accounting Advisory Section, IT.C. Local Government
Commission (Raleigh: The Commission, 1961), p. 7.

^°G.S. 105-575.

61
Accounting Advisory Section, N.C. Local Government

Commission (Raleigh: The Commission, 1951), pp. 7, 29.
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as supplemented by the Manual they should, if fully observed,

satisfy the standards.

To assure proper recording of cash received, it is

necessary to establish control at the point of receipt.

For this purpose, the use of pre-numbered receipt in

multiple copies, the use of recording registers, and the

preparation of daily cash reports were prescribed. The North

Carolina statutes are quite general in their provisions

relating to cash receipts, the following quoted requirement

being typical: "He shall keep or cause to be kept a record

of the date, source, and amount of each item of receipt,

..." The requirements are somewhat more specific

regarding the procedures of the tax collectors, as the

prescribed forms and procedures affect both billing and

collection.

The statutes are again supplemented by prescribed

procedures in the Municipal Accounting Manual which are

substantially parallel to the standards above.

Additional standards listed in Chapter III were

daily deposits of all moneys received, in approved deposi-

tories, and in the name of the governmental unit or of a

particular fund. The separation of receipts by funds should

•G.S. 153-116.

'

Manual . p. 30,
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ordinarily occur at tliis point. All of these standards and

employee bonding standards are met either by provisions of

specific statutes or of the Municipal Accounting Manual .

Purchase and payment procedures .—The statutes

impose a duty on the county boards of commissioners to

. , provide for the purchasing of supplies for the

different departments of the county government in such

manner as may prevent waste and duplication in purchasing,

and may obtain the advantage of purchasing in larger quanti-

ties. To that end the board may designate some competent

person, ... as purchasing agent, . .

The statutory treatment does not make centralized

purchasing mandatory for counties, and no similar provision

applies to municipalities. Centralized control over

expenditures to assure compliance with the budget appropri-

ations, however, is mandatory for both counties and

municipalities. The accountant in both types of units is

made responsible for checking each purchase order, contract,

or payment warrant before it can be approved. In each case

he must sign a statement that an appropriation balance suf-

ficient to cover the obligation is available and unencumbered,

and must encumber the appropriation account by the estimated

65amount of the obligation. Proper procedures for centralized

G.S. 155-27.

'G.S. 155-130, 155-151 and G.S. 160-411.



279

purchasing and for meeting the above requirements are set

66forth in detail in the Municiipal Accounting Manual .

The second portion of the standards for purchase and

payment procedures, as identified in Chapter III, requires

the correlation of payment procedures with the purchase

control procedures. The General Statutes of North Carolina

meet this standard, both as to counties and as to

municipalities.

The regulations, quoted here, for payments by counties

are essentially the same as those applicable to municipali-

ties, and read "No bill or claim against the county or any

subdivision shall be paid unless the same shall have been

approved by the head of the office, department, institution,

or agency for which the expense was incurred. ..." With

minor exceptions, the bill must also have been approved by

the county accountant and must be paid by a warrant or order

on the county treasury or county depository. Again subject

to minor exceptions, the warrant or order must bear the

following statement, signed by the accountant: "Provision

for the payment of this warrant (or order) has been made by

an appropriation duly made or a bond or note duly authorized,

as required by the 'County Fiscal Control Act'."^''

66
Accounting Advisory Section, N.C. Local Government

Commission (Raleigh, The Commission, 1961), pp. 17-21.

^'^G.S. 153-131.
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Receivables ^—Control over receivables is heavily

dependent upon proper separation of assessment and billing

from collection procedures, as was advocated in the

standards for finance department organization. The North

Carolina Statutes require the appointment of a county tax

supervisor, which, by implication at least, is distinct

from the office of the collector. No such separation is

specified for municipalities, and separation is often

ignored in practice. The Ilunlclpal AccountinR Manual has

stressed the importance of independent billing, however,

and the Accountins Advisory Section has been making efforts

to promote sound practices.

Property records .—The statutes in North Carolina

give little consideration to property accounting. There

are acts authorizing local units to acquire property*^*^ and
71to dispose of property,^ and regulating the making of

contracts relating to the acquisition of property, but

virtually no mention of records. The supervision of

property records and protection by the state depends

^^G.S. 105-283.

69^Manual, pp. 27-29.

''^G.S. 160-2^0 et seq.

'^'G.S. 160-59 et seq.

''^G.S. 143-128 et seq.
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primarily upon the recommendations contained in the

Municipal Accounting^ Manual and upon the work of the

Accounting Advisory Section of the Local Government Com-

mission. The Manual contains recommendations substantially

in agreement with the standards set in Chapter III,

Liabilities .—The accounting for liabilities is left

largely to the discretion of the Director of Local Govern-

ment as are most aspects of local unit accounting. The

provisions made for liability accounting, as set forth in

the Municipal Accounting Manual are based on the recom-

mendations of the National Committee on Governmental

75Accounting''^ and are consistent with the standards set in

Chapter III,

Surplus .—Surplus is strictly defined as . . the

amount by which the cash balance exceeds the total of current

liabilities, the encumbrances, and the taxes or other revenue

collected in advance" by the North Carolina statutes, The

definition goes a little beyond the standard set in Chapter

III, in that encumbrances are among the deductions from cash

in arriving at a surplus balance.

''^Manual, pp, 59-^1.

Ibid., pp. 77-81, 95, 98-105.

75National Committee on Governmental Accounting,
Municipal Accounting and Auditing (Chicago: Municipal
Finance Orxicers' Association, 1951).

"^^G.S. 160-409.
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Reporting requirements - North Carolina

External reporting .—Tv;o sections in the ITorth

Carolina General Statutes indicate the nature of the

statutory requirements for external reporting. As is the

case with many other provisions, they are very general and

brief.

The county accountant is required "As soon as

practicable after the close of each fiscal year . . . " to

prepare financial statements and cause them to be published

in a county newspaper, or if no newspaper is available, to

post them on the courthouse door and at least three other

public places in the county. The statements are to include

'•. . .a statement of the financial condition of the

county, containing such figures and information as the

county accountant may consider it advisable to publish,

..." Other information which the county accountant "may"

include is edso mentioned. The only compulsory portion is

the requirement that a statement be published.
"^"^

The requirement applicable to municipal accountants

differs from the preceding in an interesting way. It is

virtually identical with the above provisions except that

"may" has been replaced by "shall." The applicable section

reads "... shall include a statement of the assets and

G.S. 153-123.
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liabilities of [the] several funds of the municipalitj as

of the close of the preceding fiscal year, together v/ith a

summary statement of the revenue receipts and expenditures

of such funds in the preceding year, a statement of the

bonded debt of the municipality as of the close of the

preceding fiscal year, and a statement of assessed

valuations, tax rates, tax levies, and uncollected taxes

for the preceding three fiscal years. ""^^ The v;ording of

the county act was changed to "may" in 1955.

The Director of Local Government has not specified

any requirements for publication of reports by local units,

however, the reports to the Director, discussed below, are

open to the public at the offices of the Local Government

Commission. They are used extensively by bond rating

agencies as well as other state and federal agencies but

are not tabulated and published by the Director. They are

often used by the Local Government Commission personnel in

connection with financing proposals by the various local

governments.

Internal reporting .—North Carolina lacks important

statutory regulations the nature of or contents of local

unit internal financial reports. The interim or special

internal reports are not discussed in the Municipal

G.3. 160-^10.7.
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Accounting Manual ' ^ "but many of the statements discussed in

the manual could serve equally well as monthly or annual

statements.

The Municipal Accounting: Manual®*^ gives extensive

coverage to the financial statements of the various funds

as well as to statements of general fixed assets and general

bonded debt. The pro-forma statements set forth in the

Manual are those recommended for internal use as well as

for use in the audited reports submitted to the Director of

Local Government. They are based directly upon the recom-

mended statements contained in the National Committee on

Governmental Accounting's Municipal Ac countinp; and Auditing .

Inasmuch as the standards set in Chapter III are based

directly on the same publication, it is not necessary to

discuss the North Carolina provisions except as they depart

from the recommendations of the National Committee,

The recommendations of the Accounting Advisory

Section depart at two major points from those of the National

Committee on Governmental Accounting. The first of these is

with respect to the cash basis of accounting for revenues,

79^ ^Manual, pp. 85-10*.

^^iMd.
81

National Committee on Governmental Accounting,
Municipal Accounting, and Auditing (Chicago: The MunicipalFinance Orricers' Association, 19>1).
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which has already been discussed. The Accounting Advisory

Section (and the North Carolina General Statutes) take the

position adopted in this paper. '

1

The second point of difference concerns the accounting

requirements of utilities. The National Committee has taken

the position, which is also taken in this paper, that

accounting for utilities should be as nearly on a commercial

basis as possible. The Accounting Advisory Section, although

not taking a contrary position, has not included provisions

for fixed assets or depreciation accounting in the recom-

mendations relating to utility funds. Similarly, bonded

debt of utilities is not included among the fund accounts.

The recommendations for North Carolina local units,

as contained in the Municipal Accounting Manual, include

all of the statements listed under external reporting in

Chapter III except the analysis of general fixed assets by

function and activity and the two analyses of changes in

general fixed assets by function and activity. In addition,

they recommend substantially all of the statistical tables

illustrated in Municipal Accounting and Auditing .

The principal weaknesses in the recommendations of

the Municipal Accounting Manual^^ with respect to internal

reporting are the failure to illustrate the work-load

Q^bid.

^^Ibid.
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statements to t>e used in conjunction v;ith tlie financial

budgetai^r statements, and the absence of the cash require-

ments v/ork sheets and statements although both work-load

and cash requirements accounting and reporting are advocated.

The recommendations contained in the Manual , to-

gether with the related statutory requirements, if fullj

implemented, would substantially meet the standards set in

Chapter III.

Reporting to state agencies .—All local governments

are required to make reports to the State Board of Assess-

ments regarding tax levies and other revenue s.^^ The

information from such reports is used by the State Depart-

ment of Tax Research, together with information from other

sources, in preparing it's biennial reports. The reports

of the Department of Tax Research are concerned solely with

revenues. Other reports are required by other agencies

concerned with particular aspects of local government

affairs. The reports of particular interest for present

purposes are those v^hich must be made to the Director of

Local Government.

Local units are required to make semi-annual reports

to the Director regarding the status of any sinking funds

8^Ibid .

®^G.S. 105-335.
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86
or other funds in their possession. They are also re-

quired, or more accurately, the independent auditor is

required to file a copy of his completed report with the

Director of Local Government.^''' The Director also has

authority to require local units to furnish monthly or

annual statements showing the financial condition, budget

88
position, or operations for any period of time. In

practice, the Director has tended to rely on the audit

reports for the general financial information. The debt and

sinking fund statements have also been used regularly.

The division of reporting between the Local Govern-

ment Commission and the State Board of Assessments (and the

reporting of revenue data by the Department of Tax Research)

illustrates the need for unifying supervisory processes in

one department or agency.

The requirements of the statutes and the authority

granted thereunder to the Director of Local Government are

adequate to achieve compliance with the standards set in

Chapter III insofar as regular financial statements are

concerned, Except as to compliance with prescribed forms

and procedures, the Director is not given any specific

^^G,S. 159-2^, 159-27, 159-29.

®'^G.S, 155-1^6.

^®G.S, 153-30,
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authority to review local unit budgets, however, and copies

of the budget do not need to be filed with the Director.

This is an area of important iveakness in the present pro-

visions in North Carolina,

Auditing requirements in North Carolina

It was indicated in Chapter III that the local units

should have the option to engage independent public account-

ants or to call upon the division of local government finance

for auditing services. In North Carolina they may call upon

independent auditors, subject to approval by the Director of

Local Government, but the Director has not maintained a

staff of auditors to conduct local audits. There is suf-

ficient authority in the statutes, but not sufficient funds

in the appropriations.

No local unit may hire an auditor without the advance

approval of the Director of Local Government, and the con-

tract for an audit must be on forms provided by the

89
Director. The Director has made it a practice in recent

years to approve contracts only with certified public

accountants, with few exceptions, and has in all cases

established the standards to be met in conducting the audits.

These standards are presently set forth in the Minimum

Standards of Audit Procedures and Reporting \\rhich was prepared

G.3. 153-1^^.
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jointly by the North Carolina Association of CPAs and the

90
Local Government Commission staff.

No auditor may legally be paid for his services until

his claim for payment has been submitted to and approved by

91
the Director of Local Government. ^ The Director not

approve the claim until a complete audit report, satisfactory

to the Director, has been received in the Director's office

in Raleigh. As a result of this requirement, a relatively

complete file of audit reports is obtained.

The statutory provisions and the requirements of

the Director are fully adequate to meet the standards set

herein. Nevertheless, the statutes do not specifically

require that all units have annual audits. While the

Director very probably has adequate authority to require

all units to submit audited annual reports, he has not done

so. It must be concluded, therefore, that although an

examination of the files of the Local Government Commission

discloses very broad coverage of the units by audit reports,

a potentially material weakness exists.

Examination of North Carolina section of state supervision

of the tools and techniques for financial administration

The North Carolina requirements relative to the tools

Accounting Advisory Section, North Carolina Local
Government Commission, Minimum Standards of Audit Pro-
cedures and Reporting (Uaieigh: The Commission, I960).

^•^G.S. 155-1^7.
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and techniques for the financial administration of local

governments are almost exclusively statutory or adminis-

trative. The following paragraphs summarize the

evaluation of the major aspects of the requirements as

measured by the standards identified earlier.

The budgetary requirements in North Carolina are

strong as they pertain both to counties and to munici-

palities. They emphasize careful planning and formal

adoption of the budget, the observance of a budget calendar,

the limitation of expenditures to appropriations and careful

expenditure controls, and fund and activity breakdown of the

budgetary plan. Pull achievement of the standards depends

heavily upon the administrative agency, the Local Government

Commission, particularly in the areas of revenue adminis-

tration and the managerial uses of the budget.

Certain requirements relative to accounting records

and procedures appear in the statutes, but the primary

source of such requirements is the Local Government

Commission. The requirements of the Accounting Advisory

Section of the Commission are so closely identical with

the standards as to require no separate discussion. The

over-all evaluation is that the standards are met in

substantial peirt, and that the weaknesses, listed below,

are comparatively minor.



The most important weaknesses found were the lack

of adequate discussion in tiie Commission's manual of

managerial cash flow statements and procedures, failure to

illustrate, also in the Commission's manual, statistical

and work measurement reports to support the budgetary

financial reports, inadequate requirements relative to the

separation of the billing and collection functions in

municipalities, failure to require annual audits of all

92
local governments, and lack of any administrative preview

of budgets, riost of the deficiencies found are of a type

which can be corrected by administrative action. The

accomplishment of such action will depend heavily upon the

willingness of the state to provide financial support for

the Local Government Commission.

A check, by the author, of the files of the Local
Government Commission discloses, however, that virtually
all cities and tov;ns within the scope of this study, and
almost all counties annually have independent audits and
file reports with the Commission,
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AN ANALYSIS OF RESPONSES TO THE LOCAL GOVERNMENT QUESTIONNAIRE

In the examination of the two case study states

which has preceded this chapter the emphasis has been upon

the constitutional, statutory, and administrative measures

by which the states have attempted to encourage desirable

financial practices by their local units. The extent to

which local governments in the two states observe financial

administration practices which are consistent with the

standards set forth earlier was the subject of a question-

naire distributed by the author. This chapter is concerned

with the replies which were received in response to the

questionnaire and, briefly, with information from other

sources regarding the forms of organization adopted by the

cities, towns, and counties in the two states.

As was stated in the discussion of standards, the

form of organization chosen by the local government plays

an important part in facilitating or inhibiting sound

practices in financial administration. The most desirable

form, according to the standards is the strong executive

form. The following table shows the extent to which local

governments have adopted eith the city manager form or the

county manager form in the two states.

292
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TABLE 9

LOCAL GOVERNMENTS HAVING MANAGERS, GEORGIA AND
NORTH CAROLINA, 1963

Size (population)
and type of
governmental unit

Georgia cities,
5,000-10,000
over 10,000

Georgia counties
(all sizes)

North Carolina cities,
5,000-10,000
over 10,000

North. Carolina counties
(all)

Number of
units in
group

26
35

159

26
35

100

Number of
units with
managers

13
18

Per cent of
units with
managers

50
55

15
51

.6

58
89

17

Source: International City Managers Association, The
Municipal Year Book, 1963 (Chicago: The Association, T%3)

,

PP» 555-607. Letter from Mr. John Alexander McMahon,
General Counsel, North Carolina Association of County Com-
missioners, Chapel Hill, North Carolina, October 31, 1963.

In both states an appreciable number of local govern-

ments are organized on a strong executive basis. The

percentage having managers among the cities over 10,000

population is higher in both states than the percentage among

the smaller units, but the difference is greater in North

Carolina. A significantly larger percentage of cities and

towns in North Carolina have managers than do the cities of

Georgia, but the difference is even more pronounced when the

counties are compared. In this area, North Carolina leads

17 to 1. In addition, there are three counties in North

Carolina with full-time administrative officers, and a



number having strong chairmen of the county commissioners

or having substantial authority centralized in the county

accountant. There are also some strong major cities, but

the figures regarding these and all units under 5»000 in

population were not listed in the quoted sources.

Questionnaire results

The author's questionnaire was distributed to all

counties in both states, and to all cities and towns having

populations in excess of 1,000 inhabitants. The tables

below indicate the extent of the responses received. The

questionnaire, together with detailed tabulations of the

responses are reproduced in Appendix B.

TABLE 10

RESPONSE TO QUESTIONNAIRES GEORGIA AND
NORTH CAROLINA CITIES AND TOWNS

Size of unit Number Number of Percentage
(population) distributed Responses response

Ga. N.C. Ga. N.C.

7 29 6; 2f .

25 25 ^2 51
12 15 ^6 50
16 15 75 62
5 6 60 85
1 ^ 55 100

100,000 & over 5 5 5 2 100 67
225 "TF "2^ "zf?

Ga. N.C.

1,000 - 2,W 109 109
2,500 - ^,999 55 ^5
5,000 - 9,999 26 26

10,000 - 2^,999 22 21
25,000 - ^9,999 5 7
50,000 - 99,999 5
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TABLE 11

RESPONSE TO QUESTIONNAIRE GEORGIA AND NORTH CAROLINA
COUNTIES

Size of unit Number Number of Percentage
(population) distributed responses response

Ga. N.C. Ga. N.C. Ga. N.C.

Less than 5,000 11 10 0 0 0
5,000 - 9,999 5^ 11 8 5 15 ^5

10,000 - 2^,999 6^ 28 11 14 17 50
25,000 - 49,999 21 30 6 1? 29 57
50,000 - 99,999 2 22 1 15 50 68

100,000 & over 7 8 5 5 71
r(5U "31 "5b "T^

It is immediately apparent from the tables above that

(1) the questionnaires produced a significantly greater

response in North Carolina than in Georgia, and (2) that the

percentage of response tends to increase directly with the

population of the unit. It is suspected, although not

proved, that the relatively low percentage of response from

Georgia counties, cities, and towns is indicative of a lower

level of financial administration practices among the non-

reporting units.

The questionnaire was divided into sections corres-

ponding roughly to the major subdivisions used in the

identification and analysis of standards earlier in this

study. The responses to certain questions selected from

each of the sections of the questionnaire have been selected

for presentation and discussion in this chapter.
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Organization questions .—Table 12 below indicates

the number of affirmative answers received from local

governments to several questions pertaining to local -

government financial organization,

TABLE 12

TABULATION 0^" "YES" ANSWERS TO SELECTED ORGANIZATION
QUESTIONS LOCAL GOVERNMENT QUESTIONNAIRE

A-2 A-3 A-5(a) A-5(c)
% % % %

Yes Yes* Yes Yes* Yes Yes* Yes Yes*

Georgia cities ^2 65 50 77 18 28 27 ^1
Georgia counties 8 26 17 55 7 23 5 16

North Carolina
cities ^8 53 68 76 26 29 '^5 50

North Carolina
counties 20 56 38 68 11 20 ^9 88

Source: Questionnaire distributed by author. A complete
tabulation appears in Appendix B.

(The % yes figures given in this table are the percentage
of yes responses to the total number of usable questionnaires
returned by each local unit grouping.

The first question (A-2) in the table was, "Is the

organization of the unit divided up along functional lines,

that is, along lines such as General Administration,

Finance, Public Safety, etc.?" A higher percentage of the

Georgia cities answered this affirmatively, but a smaller

percentage of the Georgia counties than of North Carolina

counties did so. However, an appreciably smaller percentage

of the Georgia counties than of their North Carolina
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counterparts indicated that any individual in the govern-

mental organization has administrative responsibility over

all aspects of local finance (question A-3)»

Questions A-5(a) and A-5(c) were, respectively, "Is

there a finance department?" and "Is there a chief accountant

or equivalent?" In both states, few of the responding

governments have finance departments, but a substantial

proportion of the North Carolina local governments have chief

accountants. In this respect the Georgia percentages were

much lower.

A further examination of the composition of the total

affirmative responses quoted above revealed that an

appreciably larger proportion of the larger units than of

small units meet the standards. As relatively more of the

small units in North Carolina responded, this influence has

tended to result in percentage figures for cities in the

two states which are quite similar. However, North Carolina

counties led Georgia counties in meeting the standards in

most respects.

Budgetary planning and control questions .—The

affirmative responses to a number of questions about

budgetary planning and control are listed in the table

below.
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Question B-1 was, "Is a budget prepared for the local

unit?" The North Carolina governments clearly met this

test, with 100 per cent of all responding units answering

"yes," whereas only 7^ per cent of Georgia's cities and 61

per cent of the counties replied affirmatively. The local

governments were also asked (question B-5) whether the

budget is formally adopted as an ordinance or official act

of the governing body. The Georgia percentages fell even

lower in this respect in relation to those of the North

Carolina governments.

A major portion of the responding units in North

Carolina, 77 per cent of the cities and 86 per cent of the

counties, reported that the budget is recorded in the ledger

accounts. Among Georgia units, however, the percentages

answering this in the affirmative fell to 38 among the

cities and 26 among the counties. To the important related

question (B-10) whether encumbrances are recorded in the

accounts, few units in either state said "yes." The per-

formance of North Carolina counties was much better than

that of Georgia counties, however.

It was indicated in the standards that statements

should be prepared at regular intervals, comparing budgetary

expectations with results. Question B-13 in the table asked

whether this is done. Again, substantially higher percentages

of the North Carolina governments meet this standard than is
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true of the responding Georgia governments. It was also

asked, in question B-15» "Are over-expenditures of appropri-

ations tolerated by the governing body?" A surprising

number of local governments in each state said that they

are. The percentages were higher in North Carolina, which

is particularly noteworthy in view of a statutory prohibition

on over-spending. Hany of the units indicated, however,

that they prepare their budgets on a line-item basis for

internal use but appropriate only by departments or

activities. Department heads are permitted to exceed

particular line items but must hold total expenditures

within the departmental appropriation.

The final question in this table, B-18, asked whether

any provision is made for the regular collection and report-

ing of statistical data relating to the operations of the

local government, such as square yards of paving, or similsir

information. In both states, a fairly small percentage of

the respondents said "yes" to this question. This is an

area of important weakness in both states, if the sample is

representative

.

In addition to the sections of the questionnaire

which have been discussed above, there were sections con-

taining questions about accounting, reporting, internal

control, and audits. The responses to a few of the key

questions from these sections are tabulated below.
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Question C-1 was, "Is the accounting system on a

double entry "basis?" This is the basis recommended in the

standards. Over 90 per cent both of North Carolina cities

and North Carolina counties replying indicated that their

records are on a double entry basis compared with only 78

per cent of the responding cities and 68 per cent of the

responding counties in Georgia.

The standards on reporting require that a general

financial report be prepared and published at least once

each year. The extent to which the local governments in

the questionnaire sample meet this requirement is indicated

by the response to question D-5 in the table above. Again

more than 90 per cent of the North Carolina units meet the

requirement but their advantage over the Georgia local

governments is less than was true of question C-1 above.

With respect to the contents of the general financial

reports, the standards specify that the results of operations

of each fund and the financial position of each fund at the

end of the period should be separately disclosed. Questions

D-4 and D-5» respectively asked v/hether these requirements

are met in the statements of the local governments. Over

90 per cent of the North Carolina cities answered both

questions in the affirmative, but the county response was

only 86 per cent and 80 per cent, respectively. However,

the North Carolina percentages exceed the Georgia percentages

in each instance.
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The importance of centralized purchasing as a part

of the control system was emphasized in the standards. In

reply to question E-^ which asked, "Are the purchases of

all departments and activities made through a single de-

partment or agent?", there was very little difference

between the percentage of "yes" answers received from the

Georgia municipal governments and the percentage received

from North Carolina municipal governments. Georgia counties

meet the standard to a slightly greater extent than do North

Carolina counties. The standard is not well met in either

state, however.

The final two questions to which responses are tabu-

lated above, F-1 and P-5» asked whether the governmental

units regularly have audits performed by auditors not

connected with the governmental unit, and if so, by whom

are the audits made. The numbers and percentages tabulated

under F-5 are the numbers of units and the percentages of

total responding units which have the audits performed by

certified public accountants. The local governments in

both states meet the requirement of regular independent

audits very well, with almost 100 per cent answering yes to

question F-1. A slightly lower, but still excellent per-

centage of the units in both states indicated that they have

the audits performed by certified public accountants.



Summary

This chapter has been concerned with the extent to

which the local governments in the two case study states

meet the standards pertaining to local government organi-

zation and financial administration. With the exception

of the legal form adopted by local governments, the

discussion is based on the response to certain key questions

selected from the author's questionnaire.

In the area of forms of governmental organization, .

North Carolina units have adopted the strong executive

forms much more extensively than have those of Georgia,

particularly among the counties, which only one Georgia

county has adopted the manager form, as opposed to seventeen

counties in North Carolina which have done so. Among

cities, the difference is less marked, but North Carolina

municipal governments have also adopted the strong

executive forms more extensively than have those of Georgia.

Analysis of questionnaire results .—The question-

naire was distributed to all local government units within

the scope of this study. An effort was made through the

municipal and county associations and the CP. A. organi-

zations in both states to obtain a substantial response to

the questionnaires. Nevertheless, the results cannot be

considered to represent a statistically valid sample, and

it appears probable that there is a bias toward representa-

tion of the units which are more advanced in terms of
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financial administration. This bias is believed to exist

in the responses obtained from both states, but the much

smaller response from Georgia local governments is thought

by the author to indicate a substantially greater lag in

financial administration practices in Georgia than in

North Carolina. In addition, the extent of the response

from north Carolina local governments makes it possible to

speak with some confidence about the practices of more than

one-half of the counties and nearly one-half of the cities

and towns within the scope of the study. The comments

which follow must be considered subject to the limitations

of the sample as discussed above.

The number of North Carolina municipalities which

reported that they were organized internally along

functional lines was larger than the number of Georgia

municipalities so reporting, but was a smaller percentage

of the total responses received from North Carolina units.

Among counties, however, both in numerical and percentage

terms, more North Carolina units than Georgia units were

functionally organized. Among those reporting, approximately

the same percentage of Georgia municipalities as North

Carolina municipalities have centralized financial adminis-

tration, although the number of North Carolina municipalities

having such administration is larger. However, a much larger

proportion of the North Carolina counties indicated that they

have centralized financial administration.
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In the area of budgetary planning and control, a

much higher percentage of the North Carolina local govern-

ments than of Georgia local governments, among those in the

sample, prepare and formally adopt budgets. Similarly, a

much higher percentage of North Carolina local governments

indicated that they record the budget in ledger accounts.

In the related area of recording encumbrances in the ledger

accounts, the responding units in both states fell far

below the standards.

A substantially higher proportion of the North

Carolina units than of the Georgia governments reported

that they regularly prepare statements comparing budgetary

expectations with results. In both states, however, it was

indicated that over-expenditures of appropriations were

frequently permitted. The responses from both states also

indicated that very few units regularly record and report

work measurement data.

In the areas of accounting and reporting, the

responses also indicated that a higher percentage of the

reporting units in North Carolina meet the standards than

do those in Georgia. In both states virtually all of the

reporting units indicated that they meet the requirements

with respect to annual audits by independent G.P.A,'s.

Summarizing the comparisons, there is a distinctly

noticeable difference in the extent to which reporting units
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in the two states meet the standards identified earlier in

this study. In almost all cases, the reporting governments

in North Carolina meet the requirements to a greater extent

than do those of Georgia, and the difference is very marked

in some areas. The North Carolina units appear particularly

strong in those areas of financial administration where the

standards set forth herein have been widely recognized for

some time, such as double-entry accounting, auditing,

adoption of budgets, and other similar areas. The greatest

weakness disclosed among North Carolina local governments

is in the failure to employ work measurement techniques,

procedures which are not required by regulations and which

have not been emphasized by the administrative agency, the

Local Government Commission. If, as is suspected, the

sample is biased in favor of reporting the more advanced

units in each state, the extent of the deficiencies in

Georgia is probably much greater than is indicated by the

questionnaire results.

The responses to the questionnaire tend to bear out

the conclusion stated earlier, that laws are not self-

implementing, and that greatest adherence to the laws will

be found in those areas where state supervision is strongest.

The greatest weaknesses found among North Carolina units were

in those areas which have received relatively little

attention from the Local Government Commission. It should



also be noted that the financial administration practices

of the Georgia local governments is not as far below the

standards as might be expected from the lack of state

supervision. Some influences which may account for this,

at least in pcsxt, will be discussed in the next chapter.



CHAPTER X

AN EXAMINATION OF EGONOmC, SOCIAL, AND GOVSHNMSNTAL

INDICATORS IN THE CASE-STUDY STATES

Thie preceding chapter was devoted to an examination

of the degree of success achieved by the two case study

states in attempting to encourage desirable financial

administration practices by their local units. There is an

assumption implicit in the encouraging of local governments

to maintain certain standards that some benefit may be

expected from the observance of the desired standards.

This benefit is commonly assumed to take the form of more

efficient use of available resources, the rendering of

more or better services to the community, greater honesty

in government, and as a by-product of some of the fore-

going, a relatively lighter burden upon the taxpayer. It

would be most gratifying to be able to make comparisons of

efficiency in the collection of revenues and to compare

the efforts put forth with the results achieved in the two

states. In brief, the end products of well-developed

performance budgeting procedures would be most desirable.

However, as indicated above, performance budgeting is

virtually non-existent in either state, and such comparisons

309
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are not feasible at this time, and it becomes necessary to

resort to less direct approaches.

If the thread which ties the legal and administrative

organization of a state to the financial administration

performance of its local governments is tenuous, that which

relates economic or social conditions to financial adminis-

tration is even more so. Accordingly, the various data

which are presented in this chapter are intended to provide

a broader perspective for evaluation of the two case study

states and to facilitate the fovulation of conclusions,

without presuming to prove the validity of the conclusions

drawn. It was pointed out earlier in this study that North

Carolina enjoys a reputation as a leader in supervision of

the financial administration practices of her local govern-

ments and that Georgia is commonly regarded as lagging in

this field. This reputation has been supported by an

examination of the constitutional, statutory, and adminis-

trative frameworks of the two states, ajid by an examination

of the practices of the local government as revealed by

responses to a questionnaire. This chapter is intended to

go one step further in an endeavor to see whether it is

also supported by the various economic, social, or other

indicators selected for examination.

General economic characteristics

The following tables present some selected information
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relative to general economic characteristics of the two

states,

TABLE 15

PER CAPITA PERSONAL INCOME GEORGIA AND NORTH CAROLINA

1929 19^0 1950 1955 1957 I960 1961 % Increase in
per capita
income
1929-6I 1950-6I

Georgia 350 3^0 101? 1332 1^31 1610 16^9 371 62
North Caro-

lina 33^ 328 1012 1285 1317 1563 16^2 392 62

Source: U. S. Department of Commerce, Bureau of the
Census, Statistical Abstract of the United States . 1963,

TABLE 16

MEDIAN INCOME OF FAMILIES GEORGIA AND NORTH CAROLINA

19^9 1959 % Increase
19^9-59

Georgia 1902 ^208 121.2
North Carolina 2141 3956 S^l-.S

Source: Statistical Abstract , 1963.

There have been some interesting changes in the per

capita income figures of the two states since 1929. Al-

though the Georgia per capita income figures have been

consistently higher than those of North Carolina, the 1929

difference of $16 per capita was reduced to $12 bj 19^ and

to S5 by 1950. By 1957, however, the Georgia per capita

figure was 3114 greater than that of North Carolina, and

since that date the gap has been reduced to only S7. The
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net result of these fluctuations has "been, a moderately

greater percentage increase in per capita income in North.

Carolina for the entire period of 1929 to 1961 t ^^t with

the percentage increases the same in both states since 1950.

The median family income changes in the 19^9-1959

period show a percentage increase in Georgia of 121.2 as

compared with a percentage increase of only 8^.8 in North

Carolina, with the result that the median income in Georgia,

which trailed that of North Carolina by $239 in 19^9 » now

exceeds the North Carolina median by i'252.

In the area of new construction activity, as measured

by the value of construction contracts, Georgia has also led

with considerable consistency according to the statistics

presented in the following table.

TABLE 17

VALUE OF CONSTRUCTION CONTRACTS GEORGIA AND NORTH CAROLINA
(In millions of dollars)

19^0 1950 1955 1958 1959 I960 1961 1962

Georgia 91 296 ^80 51-9 692 606 757 800
North Caro-

lina 81 288 553 53^ 6^3 652 622 775

Source: Statistical Abstract , 1963.

The situation is reversed in the field of manufactures,

where North Carolina has led quite consistently in recent

years in terms of dollars of payroll, value added by manu-

facturing, and in expenditures for new plant and equipment, as

set forth below.
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TABLE 18

MANUFACTURING PAYROLLS, VALUE ADDED, AND EXPENDITURES
FOR NEW PLANT AND Ev^UIPMENT GEORGIA AND NORTH CAROLINA

195^ 1958 I960 1961
Ga. N.C. Ga. N.G. Ga. N.C. Ga. N.C.

Payroll 85^ 1186 1077 IW 1212 1751 1235 1771
(Millions $)

Value added by 1592 2210 2102 3085 2'l-97 3805 2467 5891
manufacture
Expenditures for 165 130 152 169 173 240 148 224
new plant and
equipment ($
Millions)

Source: U. S. Department of Commerce, Bureau of the
Census, Statistical Abstract of the United States. 1963.

In retail trade North Carolina led Georgia ii^ith sales

of t$3,210 millions to S2,963 millions in 1954 and by a

margin of approximately 9 per cent in 1958. The value of

farm products produced in North Carolina in 1959 exceeded

the value of Georgia products by approximately 31 per cent.^

Atlanta has an important influence as a distributional

center and regional office center which is reflected in the

wholesale trade figures and in the figures for selected

services in the table below.

•^

Statistical Abstract . 1963.

^Ibid.
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TABLE 19

WHOLESALE TRADE AND SELECTED SERVICES
GEORGIA AND NORTH CAROLINA

195^ 1958
Ga. N.G. Ga. N.C.

Wholesale trade:
Establishments (number)
Sales (Millions %)
Payrolls (Thousands $)

W6 ^752

201 163
57^1 5026
25^ 211

Selected services:
Establishments 15858 18^30

^32 ^1-4-

119 11^
Receipts (Millions $)
Payrolls (Millions $)

Source: U. S. Department of Commerce, Bureau of the
Census, Statistical Abstract of the United States , 1963.

One other interesting aspect of the general economic

situation in the two states appears from a comparison of

business failures. Although there were substantially more

business firms in North Carolina than in Georgia (63,162

to ^8,552 in 1962) the number of business failures has run

noticeably higher in Georgia, at least in recent years.

The figures for the years I960, 1961, and 1962 were 227,

286, and 302, respectively in Georgia, as compared with

152, 192, and 135 in North Carolina.^ In 1962, the North

Carolina rate per 10,000 business firms was 21.^, contrasted

with a rate of 61.6 in Georgia.

In non-manufacturing employment. North Carolina led

in number of employees in I960 and 1962 with total employ-

ment of 1,196,000 and 1,251,000 for the two years

respectively, as compared with 1,051,000 and 1,090,000 for

5lbid.
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Georgia. North Carolina non-manufacturing emplojees also

worked more hours per week on the average, but received

smaller average hourly earnings and weekly earnings than

their counterparts in Georgia as revealed by the following

table.

TABLE 20

AVERAGE WSEKLT EARNINGS AND HOURS, AVERAGE HOURLY
EARNINGS NON-MANUFACTURING JMPLOYMENT GEORGIA AND

NORTH CAROLINA

Average weekly Average weekly Average hourly
earnings earnings earnings
I960 1961 1962 I960 1961 1962 I960 1961 1962

Georgia 65.^0 67.09 70.98 59.^ 39.7 ^0.1 1.66 1.69 1.77
North Caro-

lina 61.1^ 63.56 66.91 39.7 ^0.1 W.8 1.5^ 1.58 1.64

Source: U. S. Department of Commerce, Bureau of the
Census, Statistical Abstract of the United States . 1963.

In summary, the general economic indicators were more

favorable to Georgia than to North Carolina in some cases,

and were more favorable to North Carolina in other cases.

No clear distinction was apparent, and the results were

generally inconclusive. It is strongly suspected, however,

that a picture distinctly more favorable to North Carolina

would emerge if the influence of the Atlanta metropolitan

area were eliminated from the statistics.

Selected governmental data

Property taxes .—In this section, some selected

information more directly related to governmental operations
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is presented. In addition to the state agencies, there

were 917 local governments with property taxing power in

Georgia in 1962 compared with 576 in North Carolina. The

Georgia units included 159 counties, 561 cities, and 197

school districts. In North Carolina there were 100 counties,

449 cities, and 27 drainage districts with property taxing

power. School districts in North Carolina do not have

independent taxing powers.

The basis for property taxation, the assessed

valuation of property subject to tax (after exemptions) in

the two states showed a tremendous difference in 1962, The

total assessed vsiluation in Georgia was only 35,231 millions

as contrasted to $8,9^3 millions in North Carolina,^ The

difference in the current fair market value of taxable

properties is probably less, as sales-based average assess-

ment ratios computed by the U, 3. Census Bureau for 1962

ranged from 17.9 per cent to 44,9 per cent in Georgia whereas

the range in North Carolina was from 24.2 per cent to 78,3

per cent. On a state-wide basis, the Census Bureau computed

the ratios of assessed values to sales prices as indicated

by measurable sales (averages weighted by the type and size

of property) at 20,0 per cent for Georgia and 32,3 per cent

U,S. Department of Commerce, Bureau of the Census,
U.S. Census of Governments, 1962, Volume 1, Governmental
Organization .

^Ibid. , Vol, 2, Taxable Property Values ,
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for Uor-Uh Carolina. Tliese ratios, applied to the total

assessed valuations, would give estimated true values of

$27,687 million in North Carolina and :jl6,155 million in

Georgia. Even allowing for the difference in assessment

ratios, it appears that the property tax base is considerably

smaller in Georgia than in North Carolina, This is due in

part to greater exemptions in Georgia.

Some indication of the relative reliance on property

tax revenues by the tv/o states and by all states is given "

by the following table.

TABLa 21

PROPERTY TAX REVKNUES, 1961 U.S., GEORGIA, AND NORTH
CAiiOLINA LOGiJj GOViDRNM^l^ITS

U.S. Ga. N.C.

Amount (nillions of — 179.^ 176.7
Per capita (^) 9^.90 ^4.^9 57.9^
As a percentage of total tax

revenue — 88,8 95.^
As a percentage of all

general revenue — 5^ #9 32.5

Source: Census of Governments, 1962, Vol. II,
Taxable Property Values .

The table indicates that Georgia local governments

rely more heavily upon property taxes in both total dollar

amounts and per capita amounts, with the difference being

considerably greater in per capita amounts due to the larger

population of North Carolina, As a percentage of total tax

^Ibid,



revenues, however, property taxes play a smaller role la

Georgia than in North Carolina, indicating more extensive

use of other local taxes in Georgia. VThen viewed in

relation to the above figures setting forth the taxable

property bases in the two states, a relatively greater

burden upon property owners is apparent in Georgia,

Other revenues .—The "burden" of government is a

difficult thing to define or to measure, therefore the

property tax statistics, in common with those statistics

which follow, are suggestive but not conclusive. Another

rather rough measurement of "burden" is the relationship of

governmental costs to personal income. The table which

follows shows the relationship of state and local revenues

(combined) to each 1?1000 of personal income for the U.S.

as a whole and for the states of Georgia and North Carolina

in two recent years.

The table reveals that the total revenues of

Georgia's state and local governments have been higher per

$1000 of personal income in both years but the bulk of the

difference in 1962 is the result of greater revenues from

the federal government . The amount of support furnished

by all state and local sources has also been larger in

relation to personal income in Georgia in both years but

Georgia imposed more taxes in 1957 whereas the relative

amount of taxes was higher in North Carolina in 1962.
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However, in both years property taxes represented a larger

proportion of personal income in Georgia than in JTorth

Carolina. Georgia relied more heavily upon charges and

miscellaneous sources in both years. Taken in total, the

figures indicate that Georgia governments impose a

moderately heavier burden in relation to personal income

than do North Carolina governments. The difference would

probably be significantly greater vrere it not for the

substantial advantage in federal funds received by Georgia.

Sxpenditures .—In the following table the relation-

ship of state and local expenditures for selected functions

to personal income is set forth for the United States as a

whole (average), for Georgia, and for North Carolina, by

principal expenditure categories.

TABLS 23

STATE MD LOCAL EXPENDITURES PER Si000 OF PERSONAL
INCOME U.S. (AVBHAGE), GEORGIA, AND NORTH CAROLINA

U.S. Average Georgia North Carolina
1957 1962 1957 1962 1957 1962

All general expendi-
tures 116. 9'<- 155.82 150.55 1^5.52 122. OA- 151.67

Education: Total W.Q^i- ^9.86 ^7.52 ^9.65 ^9.65 56.7^
Local
schools 5^.58 59.70 ^0.75 59.97 ^1.26 ^5.15

Highways 22.6^ 25.52 22. 1^6 28.91 25.^7 22.84
Public welfare 9.86 11.59 14.46 15.71 8.94 10.42
Health and hospitals 9.27 9.88 15.28 15.58 9.47 9.51

Source: U.S. Department of Commerce, Bureau of the
Census, Census of Governments 1957, Vol. Ill, No. 5, Compen-
dium of Government Finances and Bureau of the Census,
Governmental Finances in 1962.
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Before discussing the above expenditure data it may

"be well to present some related per capita expenditure and

debt information as set forth in the following tables.

TABLE 2^
'

STATE AND LOCAL PER CAPITA EXPSNDITURBS AND DEBT
GEORGIA AIID NORTH CAROLINA SELECTED FUNCTIONS

Georgia North Carolina
1957 1962 1957 1962

Education: Total S8.23 87.71 65.35 98.85
Local schools 58.15 70.62 5^^.27 78.66

Financial administration n.a. ^.16 n.a. ^.1^
Police protection 5.1^ 7.09 ^.87 6.2^
General control 7.70 5.86 5.85 ^.10
Fire protection 2.56 5.29 1.95 2.77
Interest on debt 6.10 7.50 ^.68 5.15
Total debt outstanding,

year-end 232.29 328.99 182.03 210.51
Long-term debt, year-end 219.59 296.71 17^.07 202.^
School debt per pupil

enrolled 287.00 191 .00

Source: U.S. Department of Commerce, Bureau of the
Census, Census of Governments, 1957 » Compendium of Govern-
ment Finances and 1962, Governmental Finances in 1962.

Table 2^ above includes all types of expenditures.

In the following table, capital outlay expenditures are

eliminated and the figures cited relate only to current

operations.
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TiiBLS 2$

STATS AlTD LOC^L P^R CAPITA EAiP^iQITURiiS FOS CURRENT
OPERATIONS GEORGIA AND NORTH CAROLINA

3-SLECTJD MOTIONS (1957)

Total, all functions
Education: Total

Local schools
Highways
Police
Local fire protection
General control

Georgia North Carolina

123.20 119.95
53.02 51.2^
^^.69 ^1.55
11.5^ 10.33
5.55 ^.'<-9

2.^7 1.68
7.50 5.72

Source; Census of Governments, 1957* Compendium of
Government Finances.

In order to give the reader an idea of the relative

number of employees required to provide various services

in the two states, Table 26 sets forth the full-time

equivalent employment in government activities in the two

states for selected functions.

TABLE 26

STATE AND LOGJOj G0V3RNM:^NTS PULL TIME EQUIVALENT
EMPLOYMENT PER 10,000 POPULATION GEORGIA AND

NORTH CAROLINA SELECTED FUNCTIONS, 1957 W 1962

Georgia North Carolina
T c

Total employees:
State
Local

Schools: Total
Local schools,

instructional
Local schools, other

General control
Highways
Police
Fire protection

Source: Census of Governments, 1957, Vol. VI, No. 31,
Government in North Carolina , Vol. VI, No. 9, Government in
Georgia , and Statistical Ab.qtrar.t, 1963.

1957 1962 1957 1962
2A-1.5 30^,0 272.0 284.0

72.0 80.0
233.0 204.0

132.2 142.0 127.6 148.0

11G.9 92.0 112.8 97.0
n.a. 28.0 n.a. 31.0
1^.3 9.3
27.5 30.0 24.2 26.0
12.4 13.0 9.9 12.0
5.7 6.0 3.9 5.0
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The interpretation of expenditure figures is very

difficult in the absence of data about the quality and

quantity of services rendered through the expenditure of

the fund involved. As stated above, work measurement

informs-tion is almost non-existent in the titfo states under

consideration and objective compai'isons are rendered corres-

pondingly difficult. The author has, however, ventured a

few evaluations which are based in part upon the above

figures and the additional data quoted below, and in part

upon personal observation and acquaintance with both states

coupled with subjective appraisal b/ the author.

School expenditures .—a?he school expenditure figures

indicate that both Georgia and North Carolina made a greater

effort in relation to personal income than was made by the

average state in 1957 but that in 1962 the Georgia expendi-

tures almost matched the U.S. averages both in total

expenditures per ;U000 of personal income and in local

school expenditures related to the same income. Worth

Carolina, in the meantime remained ahead of the National

averages, but by a smaller margin than in 1957. The per

capita figures also show that Georgia made a greater expendi-

ture per capita in 1957 than did North Carolina, but the

situation was reversed by 1962. A similar change is revealed

in the equivalent employment per 10,000 population figures,

VThen the school expenditure figures are related to

enrollments, however, a different picture emerges. In I960



the current expenditure per pupil in aversige daily atten-

dance was $255 in Georgia as opposed to only $237 in North

7
Carolina. ' The average daily attendance in North Carolina

schools, according to the same source, was 90.8 per cent

of enrollment, whereas in Georgia the percentage was 86. 5»

There is some indication that North Carolina has done

slightly better in providing facilities in the statistics

which show that Georgia had almost seventy-seven thousand

pupils in excess of normal capacity of school plants in

use in I960 while North Carolina had an excess of only fifty-

nine thousand of a considerably larger base enrollment. The

school debt per pupil enrolled, as listed above, was two

hundred eighty-seven dollars in Georgia in 1957 » and one

hundred ninety-one in North Carolina.

There are numerous other figures which might be cited

with respect to the two states' schools but they are rather

inconclusive. The author's impression has been that there

is some indication that North Carolina taxpayers may be

getting more for their school dollars, but the statistics

are inconclusive, and in some respects conflicting.

Highway expenditures .—North Carolina spent more on

highways per SIOOO of personal income in 1957 than did

Georgia. However, by 1962, the situation was reversed and

Georgia spent considerably more in relation to personal

Statistical Abstract of the United States . 1963.
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income than did North Carolina. When the expenditures are

placed on a per capita basis, however, the Georgia expendi-

tures were higher even in 1957. Similarly, the full-time

equivalent employment on highway work per 10,000 population

was higher in Georgia in both years. The Georgia road • '

system includes only forty-seven thousand miles of surfaced

roads whereas thirty-six thousand miles of the system are

non-surfaced. In North Carolina, by contrast, seventy

thousand miles of roads are surfaced and only ten thousand

non-surfaced. The author has no hesitancy in saying that

North Carolina taxpayers get more for their road dollars

than do their counterparts in Georgia.

Expenditures for police protection .—Expenditures

for police protection, measured on a per capita basis, and

full-time equivalent employment in police activities have

been consistently higher in Georgia than in North Carolina

in recent years. The results of police activities are not

readily measurable, and costs are affected by many factors

which are not fully controllable. Accordingly, the follow-

ing table is included as suggestive of differences in the

two states, without attempting to attribute the differences

to the effectiveness of the expenditures made.
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TABLE 27

CRIME RATES PER 100,000 POPULATION - KNOWN OFFENSES
GEORGIA AND NORTH CAROLINA

Georgia Nortla Carolina
I960 1961 I960 1961

Murder and non-negligent
8.7manslaughter 11.9 10.0 10.0

Forcible rape 7.5 9.5 7.6 7.1
Robbery 2^.7 28.5 17.0 14.2
Aggravated assault 98.7 9^.1 184-.7 167.4
Burglary - breaking and

270.4entering 592.1 ^57.^ 258.5
Larceny, 1>50 and over 175.8 207.0 140.1 146.1
Auto theft 1^7.^ 157.0 78.0 80.6

Source: Statistical Abstract of the United States ,

1965.

Fire protection expenditures .—Georgia ' s expenditures

for fire protection have in recent years excoeded those of

North Carolina when measured on a per capita basis, both in

total and in terms of current operations. Similarly, the

employment per 10,000 population in fire protection

activities has been greater in Georgia. One might expect

that this would be apparent in the fire insurance classifi-

cations of the cities in the two states. However, as

revealed in the following table. North Carolina cities

have achieved better ratings on an over all basis than have

their counterparts in Georgia. It is possible that this

is attributable in part to better financial administration

in North Carolina. The table covers all cities listed by

the official rating agencies, but the comparison is dis-

tinctly more favorable to North Carolina when one considers
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that there are five hundred sixty-one cities in Georgia as

opposed to four hundred forty-nine in North Carolina. The

cities not included in the tabulation are those whose fire

protection was not rated as adequate to merit at least a

grade 9 which is the minimum regular rating given.

TABLE 28

iNOE CLASi
AND NORTH CAROLINA CITIES

TABLE OF FIRE INSURANCE CLASSIFICATIONS'^ GEORGIA

Class

9

Not rated*

Georgia Cities North
No. /o No

7 1.2 8
.7 5
.9 1?

18 3.2 32
41 7.3 36
159 2^.8 196
27 ^.8

55r
320 ^7.0
5sr l6C).'0'

0/

1
2
3 7 1.2 8 1.8
* ^ .7 ^ 1.1
5 5 .9 1? 2.9
6 18 3.2 52 7.1
7 *1 7.3 36 . 8.0
8 159 2^.8 196 • ^3.7

'^Based on the Grading Schedule of the National Board
of Pire Underwriters.

*

Cities not rated did not have sufficient fire pro-
tection to warrant a rating of 9 which is the minimum
regular rating given.

Source: Ratings by the official rating agencies of
the states of Georgia and North Carolina.

The ratings in the above table have an important

influence on fire insurance costs in the communities

covered. The lower the numerical value of the rating, the

more adequate the fire protection of the city is considered

to be.
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Debt oomparlsons ,—The final aspect of the financial

affairs of the two case study states for consideration here

is governmental debt and interest on the debt. The following

tables set forth some selected data regarding state and local

debt for the United States as a whole and for Georgia and

North Carolina for fiscal years ending during the calendar

year 1962 and for Georgia and North Carolina for selected

years from 1922 to 19S2. In addition, a more detailed table

of debt and debt transactions for Georgia and North Carolina

in 1957 is presented in Appendix C.

TABLE 29

STATE AND LOCAL DEBT IN 1962 UNITED STATES SUMMARY
MILLIONS)

Total

Debt outstanding -
total 81,048
Long-term 77,288

Pull faith and
credit 'J-8,105

Non-guaranteed 29,184
Short-term 5,760

Net long-term debt
outstanding 71,558

Long-term debt issued 9,595
Long-term debt retired 4,219

State Local Per Cap.

21,971
21,560

59,077
55,728

436.16
415.92

10,515
11,248

411

57,792
17,956
5,549

258.88
157.05
20.23

18,595 52,746 585.91

5,070
1,065

6,526
5,154

50.56
22.70

Source: U.S. Bureau of the Census, Governmental
yinances in 1962.

Table 50 below gives a comparison of state and local

debt for the case-study states for fiscal years ending in

1962.
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To relate the debt more directly to local govern-

ments and to provide a "broader perspective, Table 31

compares local debt in the two states over the entire period

covered by this study.

TABLE 51

NET DEBT OF LOGAL GOVBRNMELTTS GEORGIA AND NORTH CAROLINA
SELECTED YEARS, 1922 TO 1962 (TOTAL AMOUNTS IN Si,000' s)

Georgia North Carolina
Tear Total Per Cap. Total Per Cap.

1922 58,619 19.7^ l'<-7,998 55.91
1932 . 9^,W 32.^7 568,215 115.93
19^2* 97,00^ 51.05 282,639 79.15
1957** 587,225 156.51 ^85,577 110.11
1962*** 871,100 220.92 718,800 157.77

19^2 Per capita figures are based on 19^0 popu-
lations. ^ »

1957 Per capita figures are based on estimated
populations of 5,752,000 for Georgia and ^,^08,000 for
North Carolina.

* * »

1962 Per capita figures are based on I960 popu-
lations.

Source: Statistical Abstract of the United States .

19^0, 19'»-5; Census of Governments, 1957, Vol. Vl, No. 9,
Government in Georgia , and No. 51, Government in North
Carolina ; Governmental Finances in T%2 i and Bureau of
Business Research, College of Business Administration,
University of Georgia, Georgia Statistical Abstract (Athens,
Georgia: The Bureau of Business Research, 1955).



531

Debt admiiiistration is the area in which the State

of North Carolina has exercised the strongest supervision,

and it is to be expected that if the effects of supervision

are observable, they will be most apparent in this area.

The information which is available tends to bear this out.

Both Georgia and North Carolina compare favorably

with the United States average for 1962 in terms of total

debt outstanding, but the Georgia per capita figure is 156

per cent of the North Carolina figure. The United States

average of total state and local debt per capita in 1962

was $^56.16, that of Georgia was ^328.99 and that of North

Carolina ^J210.51. Although Georgians enjoyed a slight

advantage (37) in per capita income in 1962, the total

state and local debt still represents a much higher per-

centage of personal income in Georgia than in North Carolina.

Georgia governments also relied more heavily upon short-

term debt in 1962 than did their counterparts in North

Carolina, and although this is generally undesirable, the

exact interpretation is not possible in the absence of more

specific information about the character of the short-term

debt in Georgia.

As was true of the combined state and local debt,

the total debt of local governments in Georgia exceeded

that of North Carolina local governments by a significant

amount in 1962. The net debt of Georgia local governments
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exceeded that of North Carolina local governments by $132,^

millions in 1962, and v/hen the greater total debt is dis-

tributed over the smaller population of Georgia, it results

in a per capita net debt figure for Georgia vihich exceeds

the North Carolina per capita figure by ^0 per cent. The

slight difference in per capita income figures does not

result in a materially different relationship of net local

government debt to personal income.

The above table of net debt of local governments

since 1922 illustrates the significant change which has

taken place in the relative debt position of local govern-

ments in the two states. In 1922 the net debt of Georgia

local governments was significantly lower than that of North

Carolina units whether expressed in total dollars or per

capita figures. By 1952 the per capita debt of North

Carolina local units was approximately three and one-half

times that of Georgia governments. However, following the

establishment of the Local Government Commission, the

absolute amount and the per capita debt of local governments

in North Carolina declined substantially, and as late as

1957 the per capita figure had not climbed back up to the

1932 level. Despite the precarious position in which the

North Carolina local governments found themselves at the

onset of the depression, the Local Government Commission

never found it necessary to exercise its authority to appoint



353

o
an administrator for any local unit. The extensive and

highly successful work of the Commission in refinancing

issues in actual or threatened default rendered the appoint-

ment of administrators unnecessary.

The Local Government Commission also has been a

factor in the limited use of short-term debt by local

governments in North Carolina. Short-term notes made up

about 10 per cent of the total local government debt of

$550 million in early 1931 when the Commission was estab-

lished. A substantial portion of this debt consisted of

revenue-anticipation certificates. By mid-1962 the total

of revenue-anticipation certificates was S205,000. The

balance of short-term notes were issued in anticipation of

the sale of duly authorized bonds.

In Georgia, the situation is the reverse of that in

North Carolina. Net debt of local governments has exhibited

a consistent growth both in total amount and (with the

exception of the war period) in per capita amounts. The

total figure is almost fifteen times that of 1922 and the

per capita figure is eleven times that of 1922. The net

effect is that the per capita net debt of local governments

in Georgia now exceeds that of local governments in North

Carolina by the ^0 per cent cited above.

John Alexander McMahon, The North Carolina Local
Government Commission (Chapel Hill, N. C. : The North Carolina
Association of County Commissioners, I960), p. 1^,
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In addition to the relationship of debt amounts to

personal income and to individuals, one measure of the

'•"burden" of debt is its relationship to the assessed and

real values of taxable properties. If the assessed values

in Georgia and North Carolina were multiplied by factors of

five and three, respectively, to convert them to average

true values, the resulting figures would be approximately

$27,687 million in North Carolina and ^16,155 million in

Georgia. Again, the larger absolute amounts of debt in

Georgia represent greater proportions of the tax base than

is represented by the debt of North Carolina local govern-

ments.

The debt structures of local governments in the two

states are distinctly different in terms of the types of

bonds issued. Revenue bonds represent less than 1 per cent

of the total debt of North Carolina local governments,

whereas more than 55 per cent of the long-term debt or 50

per cent of the total debt of Georgia local governments is

non-guaranteed, For all states an average of 32 per cent

of long-term debt is non-guaranteed. It is generally held

that non-guaranteed bonds require higher yields than bonds

of the same unit which carry a pledge of the full faith and

credit of the issuing unit. In addition, the cost of pre-

paring and selling the issue is likely to be greater. Some

comparisons of interest payments and yields in the two

states are given below.
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The interest payments on state and local debt in

Georgia totaled $30.6 millions in 1962, with the payment

on local debt making up S20.1 millions of this total. The

interest payments on state and local debt in North Carolina

during the same year were $2^.2 millions in total, of which

S17.5 millions were paid on the local debt. Translated

into per capita figures, the Georgia payments represented

S7.50 per capita on the total debt or $^.93 on local debt.

The corresponding figures for North Carolina were $5.15 on

total debt and S3. 72 on local debt. It is quite clear that

current interest requirements are higher relative to per

capita income or to the tax base in Georgia than in North

Carolina.

In order to inquire further into the relative

interest cost in the two states, an analysis was made of

all bonds sold by local governments in Georgia and North

Carolina during the year July 1, 1961 to June 50, 1962. The

weighted average interest rate at issue for all Georgia

bonds was 3.^036 per cent, and for North Carolina bonds,
Q

3.1279 per cent.^ The weighted average interest rate on

revenue bonds sold by Georgia local governments was 3.^975

In arriving at these figures, the lowest average
interest rate bid, which was the basis used in awarding the
bonds in both states, was weighted by the dollar amount of
principal of bonds in each issue. The sum of the weighted
interest figures was then divided by the total principal
amount of bonds sold for the year to determine the average
interest rate. The computation was the sane for the average
7o!^f®^* °^ revenue bonds, using only the revenue bond
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per cent. There were no revenue bonds sold by North Caxolina

local governments during the period studied.

To the extent that the sample year is representative,

the figures indicate both that the average interest cost to

Georgia local governments is higher than that paid by their

North Carolina contemporaries, and that average rates on

revenue issues are higher than rates on general obligation

bonds in Georgia. It would also be interesting to compare

the costs of selling bonds in the two states, including

fees of fiscal agents, engineers, attorneys, and others

engaged in the preparation and sale of bonds, but the

information is not available. It is probably a safe

assumption that the costs are materially less in North Caro-

lina, however, where the Local Government Commission serves

as fiscal agent and renders other services. There is no

charge to units for the services of the Commission, but

certain nominal expenses, such as the cost of printing the

bonds, are paid by the Commission subject to reimbursement

by local units. The maximum of such charges was estimated

at U500 by the Secretary of the Commission in 1962.-^^

Figures for North Carolina based on the Biennial Re-
port of the Local Government Commission . 1962 (Raleigh: ^he
Commission, 196^;, pp. 31-60. Figures for Georgia obtained
from the private files of the Robinson-Humphrey Co., Atlanta.
Georgia. •

*

Conversation with Mr. W. B. Easterling, Secretary.
August, 1962.
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Although the cost of operating the Commission should be

charged in part to its bond sales activities in such a

comparison, the total budget of the Commission for a year

is little more than the fiscal agent's fees on many indi-

vidual privately handled issues.

External influences on local governments

Although the comparisons of the two states have

generally supported the position that financial administra-

tion among North Carolina local governments comes closer to

the standards than does that of their Georgia neighbors,

the differences are less than might be expected. It is in

order, accordingly, to give some consideration to possible

reasons for this situation.

From the rather unimpressive picture in earlier

chapters of the existing constitutional, statutory, and

administrative framework within which the local governments

of Georgia operate, one might conclude that Georgians lack

interest in the governments of their communities. It is

only necessary to glance at the newspapers or at the Journals

of the Georgia Municipal Association and of the Association

County Commissioners of Georgia to detect the fallacy of this

conclusion. The interest of Georgians in the proper conduct

of local government affairs has manifested itself in many

ways. Among the concrete manifestations are the establish-

ment of an Institute of Law and Government and an Institute
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of Community and Area Development at the University of

Georgia. The facilities of these institutes as well as the

facilities of the Center for Continuing Education at the

University of Georgia are used to provide training and .

informational materials and programs to municipal and county

officials throughout the State. Similar activities are

carried on by the Georgia State University, by Georgia

"Tech," and by other state schools and agencies.

The organizations of the local units are also very

active in promoting good practices, in providing educational

and training materials, and in exerting leadership toward

improved government. These and other forces, such as the

League of Women Voters, for example, are constantly at work

to correct the deficiencies in the existing framework.

One approach to correcting the deficiencies is to

modify the framework. In this respect, an important step

has been taken. 3arly in 1963 a joint Senate-House commit-

tee was appointed to study the desirability of creating a

Constitutional Revision Commission. The Committee recommended

the creation of such a commission, and the recommendation was

enacted into law. The work of the Commission is now in

progress, and many of the deficiencies cited herein are under

consideration. One point has been particularly stressed in

the preliminary comments, and it is that the Constitution

should be modified into a fundamental and timeless document

to minimize the necessity of amending it.
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Voluntary action on the part of the local governments,

either as a result of some of the influences cited or inde-

pendent of them, can also offset some of the deficiencies

in the state-provided framework.

In North Carolina, as in Georgia, an important

influence is exerted upon the local governments "by several

semi-official or unofficial groups and agencies. In addi-

tion to such external influences as the federal government

and the various national associations of governments or

officials, there are at least four local factors of impor-

tance. .

.

The first of these local factors is the Institute of

Government which is located on the campus of the University

of North Carolina in Chapel Hill. The Institute conducts

numerous classes and training programs for local and state

officials, and sponsors various meetings aimed at assisting

officials in some manner. The scope of activities is far

beyond those covered in this study, but courses and other

activities for local officials concerned with financial

administration are an important part of the work of the

Institute. The offerings of the Institute go well beyond

the typical one or two day short course, and include rather

extensive and intensive formal training programs. In 1960-

61, for example, the number of schools, conferences, and

meetings at Chapel Hill was one-hundred twenty, and the
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number of "student days" exceeded thirty thousand. Over

one thousand officials participated in additional meetings

at other locations and thousands of inquiries were handled

by the Institute. '•^

Three other important influences are the North

Carolina Association of County Commissioners, the North

Carolina League of Ilunicipalities, and the Uorth Carolina

Association of Certified Public Accountants. All of these

groups have actively supported sound local government

financial administration and have contributed much toward

achieving the goal. There are, of course, many other

influences in North Carolina, as in Georgia, such as the

state and private universities, the Public Administration

Society, the League of Vomen Voters, and others which might

be cited.

Because of the diversity of influences at work in

any given state, it is not feasible to establish a direct

cause and effect relationship between any specific influence

and any condition found to exist except in unusual circum-

stances. Despite this, public administration authorities

are generally in agreement that desirable as is the work of

the voluntary associations and unofficial groups, these

• V ^
information is from unpublished materials fur-

"^^5 the author by Mr. Elmer Oerter, Assistant Directorand Mr. Robert Byrd, Assistant Director, both on the staffof the Institute of Government.
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associations and groups can not substitute for a state

agency supervising local finance. Both the state and the

associations function better when cooperating with each

other than when either works alone. This is supported by

the Georgia experience.

Summary

This chapter has been devoted to an examination of

a number of economic, social, and governmental statistics

to ascertain whether they support or refute the earlier

evidence that financial administration by North Carolina

local units is at a higher level than that practiced by

their Georgia counterparts. The principal question under

examination was whether there is evidence in the economic,

social, or governmental indicators that the presumed

superior practices in North Carolina have resulted in ob-

servable advantages to North Carolina citizens.

The general economic and social indicators were

somewhat contradictory, and in general, inconclusive. They

did not strongly support or refute the previous conclusions.

The governmental indicators, however, generally sup-

ported the position that the citizens of North Carolina are

benefitting from better local government financial adminis-

tration. The evidence takes several forms, ranging from

better ratings of some service activities accompanied by

lower per capita costs or costs per SI, 000 of personal
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income to lower total and per capita debt and lower debt

service costs, whether measured in terms of current debt

service outlays or in terms of net interest cost on bonds

and notes at time of issue. The strongest indications of

results of state supervision were found, as might be

expected, in the area of debt administration and debt costs

in North Carolina,

The general conclusions of the author are that the

evidence strongly suggests, but does not prove, that local

government financial administration is more consistent

with the standards in North Carolina than in Georgia, and

that direct benefits to citizens of North Carolina result

from the better financial administration. It also supports

the position that the standards, as set out earlier,

provide a useful tool for evaluating the structure of a

state for the supervision of financial administration

practices of its local governments.



CHAPTER XI

SUMMARY AND CONCLUSIONS

This study has undertaken to identify standards for

the financial administration of local government units,

and to examine the role of the state in achieving the

standards. Emphasis has been placed on identification

rather than on development of standards, as the standards

set forth herein are those espoused hy leading authorities

or authoritative groups concerned with local government

financial administration. An element of judgment is

necessarily involved in the selection of standards on this

basis, but every effort has been made to determine what

constitutes the weight of authority in all cases.

In order to demonstrate the usefulness of the

standards in evaluating existing state and local provisions

for financial administration of local governments, the two

case study states of North Carolina and Georgia were

selected for detailed examination. The two states had a

great deal in common socially, economically, and govern-

mentally at the start of the decade of the 1920' s. Although

they still have much in common, the 1920' s witnessed a sharp

break with tradition in the handling of local government

5^3
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financial affairs in ITorth Carolina. The principal

characteristic of the change was a significant increase in

state control over and supervision of local government

financial administration. No similar change has taken

place to this date in Georgia, Therefore, the two states

present significant possibilities for comparison.

This study has undertaken to examine the paths taken

by the two states and to evaluate the present status of

constitutional, statutory, and administrative provisions

relating to local government financial administration in

each state, and to evaluate the financial administration

practices of local governments in the two states. It was

anticipated that North Carolina, long regarded as a leader

in the field of state supervision of local financial

administration, and its local governments, would measure

up well according to the standards, and that Georgia, re-

garded as lagging in this field, would not. A comparison

of a number of economic, social, and governmental indicators

was also undertaken to determine whether there was any

indication that better financial administration, as defined

by the standards, resulted in any observable benefits in the

more advanced state. The first aspect of the problem to be

examined was organization for financial administration.



Organization for financial administration

Ttie fundamental "basis for government is the Consti-

tution of the United States, States and local units are

also affected by federal statutes and administrative action.

As these are outside the control of states or local units

and presumably impinge upon all in essentially the same

manner, they were not considered in this study. The

stEirting point for the study thus becomes the individual

state constitutions. •

.

The standards identified with respect to constitutions

were that they should be confined to subjects which are

timeless, fundamental, and state-wide in their application.

The major constitutional provisions related to this study,

according to the standards, should be those having to do

with the forms of local governments and the authority of

local governments to act on their own initiative. They

should authorize the local governments to adopt, by local

action, one of the strong executive forms of local govern-

ment organization and to adapt or modify their charters in

a manner not inconsistent with laws of state-wide appli-

cation. The local governments should be constitutionally

authorized to act in any functional area not specifically

restricted by the constitution or by general laws of the

state. The authority thus granted should be subject to

restriction by general laws, and should not extend to
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financial administration, which should be state supervised.

The constitution should he silent with respect to debt or

taxes except, perhaps, that the typical public purpose

requirements might be included.

The general standards with relation to statutes were

that they should be broad statements of legislative policy

and that provisions should be made for flexibility through

administrative action.

One of the major standards established with respect

to the position of the state was that the state should

establish a state-local government commission to daal with

the many problems of common concern to both the state and

the local governments. The study has been concerned

particularly with a functional part of such agency, a

division of local government finance which, according to

the standards, should be established in each state to deal

with local government financial affairs. The division of

local government finance should be assigned the duties of

supervision over the financial affairs of the local govern-

ments, and should act in a liaison capacity between local

governments and other state agencies.

The primary standards with respect to the organization

of the local units were that all units should adopt some type

of strong executive government. Within the organization, all

operating subdivisions, as well as the budgets, accounting



records, and reports should be established so as to permit

emphasis upon objectives to be accomplished and the specific

programs involved in the furtherance of the objectives.

Within any governmental unit, control of financial affairs

should be centered in a finance department having unit-wide

jurisdiction, and the finance department should be sub-

divided into functional units. The specific divisions

recommended were accounting, assessments and billing,

purchase and contract, treasury, and a closely related

budget office.

It was suggested in addition to the constitutional

provisions affecting forms of local government, that the

legislature should, by statute, indicate as general policy

that all units must have centralized finance, must adopt

and observe budgets, must maintain adequate records, must

prepare and publish regular annual reports, and must have

annual audits conducted by independent certified public

accountants or staff auditors of the state's local govern-

ment finance division. Each unit should also be required

to file a preliminary copy and a final copy of its budget

and a copy of its audited financial statement with the

state's division of local government finance. The specifi-

cations and details relating to all of these statutes should

be made the responsibility of the division of local govern-

ment finance. One additional standard set forth was the

adoption of a uniform fiscal year for all units.
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Two special areas which have long been selected for

special atteution by state governments were also examined.

The areas are property tax administration and debt

administration.

The major recommendations were that there should be

no constitutional or statutory property tax rate limitations.

On the assumption that rate limitations are not likely to

be abandoned, standards for the least undesirable use of

rate limitations were identified. These were that any rate

limitations should be based on appraised values which had

been state-equalized at 100 per cent of fair market value,

that an over-all rate limit should be used, rather than

restrictions on levies for particular purposes, and that

there should be one total rate limit for counties, one

limit for each incorporated city or town, and that no other

units be authorized to levy taxes except through the

counties or municipalities. Such levies should be included

within the limits. It would thus be possible to establish

special taxing districts, but the maximum levy on any

property within the district, both district and municipal

or district and county, could not exceed the limiting rate.

The county limit and the municipal limit would be indepen-

dent of each other, thus the maximum rate on municipal

property might be the sum of the maximum county rate and

maximum municipal rate. The rate limitations should be
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made flexible bj authorizing the state's division of local

government finance to grant permission to exceed the limits

under certain circumstances. School districts and levies

were not covered by the recommendations*

The states should exercise general supervision over

the assessment of property by prescribing forms, procedures,

and reports, by requiring regular revaluations, and by

making provision for state-wide equalization, or at least

minimum standards of tolerance for local assessment levels,

under the supervision of the division of local government

finance.

The standards for state supervision of debt adminis-

tration were that there should be no constitutional debt

limitations and that statutory limitations should be based

upon appraised values which are state-equalized at 100 per

cent of fair market value, as provided above. In computing

the amount of debt for purposes of applying the limitation,

all debt should be included. Neither the so-called "self-

supporting" debt or short tena debt should be excluded.

Although the statutory limitation should be set fairly low,

the local government finance division should be given

authority to approve debt in excess of the limits. The

legislature should indicate its policy with respect to the

proper basis for authorizing additional debt but should

leave detailed administration to the local government
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finance division. All debt issues in excess of the limit

should require approval of the local unit voters, aind local

officials should have the right to appeal unfavorable

decisions of the local government finance division to the

voters. Full disclosure of the position of the finance

division should be a requirement.

The division of local government finance should be

made the official sales agency for all local unit debt

issues, and should act as advisor to local officials upon

request. All bond prospectuses and other technical topics

related to the debt issues, including compliance with pro-

cedural requirements, should require the approval of the

finance division.

Tools and techniques of financial administration

The second major group of standards were those

related to the tools and techniques of financial adminis-

tration, budgetary planning and control, accounting and

internal control, reporting, and auditing.

In the discussion of standards for budgetary plan-

ning and control, the proper allocation of resources among

competing uses, and efficient use of the resources toward

desired objectives were identified as fundamental problems

of governmental management. Budgetary planning and control

were set out as indispensable in dealing with these problems
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Program or performance budgeting procedures were identified

as those most suitable to the meeting of managements re-

quirements. The importance of integrating the short-term

plans with long-term plans and of including both capital

requirements and operating requirements in the budgetary

plans were also stressed.

The budgetary plan should be expressed both in terms

of financial magnitudes and in terms of quantitative and

qualitative measures of anticipated performance. Records,

procedures, and reports should be designed to accumulate

and to use information relating both to the financial

magnitudes and to the quantitative and qualitative aspects

of actual results. Corrective action and alterations of

the basic plan should take all of the information into

consideration, ^

Local accounting should be centralized under the

finance director in an accounting section having unit-v/ide

jurisdiction. Accounting should be on a fund basis and

should use standard classifications of accounts throughout

all funds, and throughout the budget, the ledgers, and the

financial reports. In connection with both fund accounting

and the standard chart of accounts, reference was made to

the publications of the National Committee on Governmental

Accounting as the standards. Accounting should be on a

double-entry basis, using complete general ledgers and
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subsidiary ledgers as needed. One important deviation from

the recommendations of the National Committee on Govern-

mental Accounting was set forth. This departure was the

recommendation in this study that revenues be recorded on

a cash basis, while expenditures be recorded on an accrual

basis. "
.

Some special areas of accounting and internal

control were discussed relative to assets, liabilities, and

surplus. With respect to assets the discussion centered

around records and procedures to assure the receipt of all

assets due the governmental units, to assure proper re-

cording of all assets, to control custody and use, to

provide both physical protection and value protection for

assets, and to control the disposition of assets.

As applied to cash, the records and procedures dis-

cussed included the establishment of amounts which should

be received through assessment and billing by persons

independent of the collecting agency and vigorous collection

procedures by the collecting agency. Point-of-receipt

procedures to assure proper recording of cash were also

discussed. Included were the use of pre-numbered receipt

forms in multiple copies, daily cash reports, use of

validating registers, and daily deposits in approved deposi-

tories. The proper separation of receipts by funds,

deposits only in the name of the governmental unit or a fund
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thereof, employee "boading, and safeguards sucli as the use

of vaults, security procedures, and insurance coverage were

also covered.

The importance of control procedures in the cash

disbursing process was pointed out, beginning with a

requirement of proper authorizations for all disbursements.

For many disbursements, the basic authorization is the

approved budget. Consequently the use of budgetary accounts,

including the recording of encumbrances, was set forth as

essential. Centralized purchase procedures were recommended

both for control and for efficiency; and the necessity of

integrating the actual payment procedures into the control

system, along with the incurrence of obligations, was dis-

cussed. The potential contribution of a personnel depart-

ment was mentioned.

In connection with receivables, aspects discussed

included the important function of the separate assessment

and billing section in establishing, independent of the

collecting agency, of the amounts which should be collected,

and in giving special attention to billing to assure

promptness and completeness. Direct reporting to the

accounting section of amounts billed was also recommended.

Similar direct reports from the cashier's office to the

accounting section would permit ascertainment of a balance

of the receivables, which should be verified by examination
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of the detailed receivable records, and by other procedures

including confirmations.

The relative importance of property records was dis-

cussed both from the standpoint of protection of assets

from dissipation, and from the more positive point of view

that good property records and procedures are essential to

assure direction of the resources of a unit toward the de-

sired goals. Reference was made to basic principles

underlying procedures for property accounting and control

as expressed by the International City Managers Association

Municipal Finance Administration ."^ The principles

expressed in the foregoing publication were adopted, with

some explanation.

The discussion of the treatment of liabilities and

surplus was largely concerned with the proper accounting

and statement treatment, consistent with accounting

principles previously presented.

The standards identified with respect to reporting

were based largely on the publications of the National Com-

mittee on Governmental Accounting, supplemented in some

cases with additional detail. The importance of prompt and

complete reporting to the public was stressed. Reports

"•International City Managers' Association. MunicioalFinance^ Administration (5th ed.? Chicago: The AsloSj^nf
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should be uaiform from period to period, and uniform in

general characteristics among units, and should be made

freely available to all interested persons. For internal

purposes, very much the same standards were set forth with

respect to the general financial statements, but with pro-

vision for much more frequent preparation and the inclusion

of additional details and supporting schedules. Cash flow

statements and procedures and statistical and other manage-

ment information were discussed. The use of program

budgets and related budgetary control procedures and state-

ments were again emphasized. Regular annual reports to the

division of local government finance, which were set forth

as standards, should include complete audited financial

reports and both an advance copy of the proposed budget of

each unit before adoption and a copy of the final budget

after adoption. It was proposed that the local government

finance division be given authority to prescribe the forms

and time of filing of such reports, and should have authority

to review the advance copies of budgets for compliance with

any relevant legislative provisions.

An annual audit either by an independent certified

public accountant or by an auditor on the staff of the local

government finance division was also identified as a standard

for each local unit. A statement of the auditor's opinion

on the fairness and consistency of the statements should be



356

a requirement, and QenevBl supervision over all audits

should be within the authority of the local government

finance division. ;:

Application of standards to the case study states

The constitutions, statutes, suid administrative

organizations of the two states were examined in con-

siderable detail and were measured against the standards

identified earlier to determine the extent to which they

conformed to or were at variance from the standards. The

discussion of the case-study states v;as organized into

sections corresponding in general to the subdivisions of

the discussion of standards, and is summarized below in

approximately the same format.

Organization for financial administration

Organization for financial administration in Georgia .

The Georgia Constitution was found to be too long, too

detailed, and not limited to fundamentals. In addition, it

is not state-wide in scope, both because of the nature of

some of its "general" provisions, and because it is subject

to amendments having only local application and subject to

ratification by voters in localized areas. The statutes

are also excessively detailed and are not made flexible

through administrative authority to modify them when

appropriate. Local laws and "population" acts are common.
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The Constitution contains broad enabling authority

which permits the Legislature to grant municipal home rule

but there is apparently no valid statute implementing the

authority. There has been almost no statutory regulation

of forms of municipal government other than the special

acts under which governments are organized or modified.

The county manager act has been ignored by all counties

except Fulton (v/hich includes most of the City of Atlanta).

There is no state agency in Georgia concerned pri-

marily with the supervision of state-local relations or the

supervision of local government financial administration.

There is some incidental supervision of local governments

by state agencies which are primarily concerned with other

activities. The strongest supervision is exercised in the

field of local school affairs, which is outside the scope

of this study, but which may provide useful experience in

state supervision to bo applied in other areas. It is of

particular interest at the moment to note that, supervision

of the schools was strengthened during the 196^ session of

the General Assembly by the passage of Senate Bill 180

which provides for the establishment of uniform budget and

accounting systems for schools, for state approval of local

school budgets, and strong state supervision over and re-

view of local school financial administration in general.

The example of state supervision most closely related to

this study is that exercised by the State Revenue Commissioner
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over local sovernment property taxation. The tax super-

vision is extremely limited, and falls far short of the

standards previously identified.

State constitutional or statutory requirements

relating to organization of local governments for financial

administration are very few, but the election of many local

officials tends to inhibit the establishment of sound forms

of organization. There is an implied constitutional require-

ment and a specific statutory requirement that a treasurer

be elected in each county, but the General Assembly is also

given authority by the Constitution to abolish the office

in any county, and has done so in more than one hundred

counties. The General Assembly is also authorized by the

Constitution to combine the offices of tax receiver (v/ho

receives the annual listings from the taxpayers) and tax

collector, and has combined them in many counties. This

action has destroyed, in those counties, the small element

of internal control which formerly resulted from the sepa-

ration of tax listing from tax collecting.

Organization for financial administration in North

Carolina .—The North Carolina Constitution is rather long,

but less so than that of Georgia, and is generally confined

to topics of continuing interest and state-wide application.

The Constitution leaves the discretion with respect to forms

of local government organization almost entirely with the

General Assembly. The Constitution requires the election
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of a treasurer in each county, but leaves regulation of

other aspects of financial organization to the Legislature,

The General Statutes of North Carolina are lengthy

and detailed, but establish a significant degree of adminis-

trative supervision, IThe principal agencies for supervision

of local govemiaents are the Local Government Commission

and the Director of Local Government which function through

a common administrative official who has the titles of

Secretary of the Commission and Assistant Director of Local

Government. Additional supervision is exercised by a State

Board of Assessments and a Department of Tax Research, The

principal factor v/hich limits the effectiveness of the

supervisory agencies is a lack of funds, rather than a lack

of authority.

The statutes authorize but do not require strong

executive forma of county governmant and municipal govern-

ment, and cities are granted extensive powers to revise

their charters through local action. The Legislature has

issued a clear mandate for unified financial management in

local governments and has enacted broad fiscal control acts

applicable to all units.

State supervision of local tax and debt administration

Supervision of local tax and debt administration in

Georgia .—The Constitution of Georgia is consistent with

the standards identified earlier in that it does not pres-

cribe any tax rate limitations, except with respect to
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school levies, and the school limitation can be exceeded by

local action. The Georgia statutes, however, establish tax

rate limits which are applicable to levies for particular

purposes and which restrict the proceeds of the levies to

the particular purposes for which levied, a?he basis for

the limitations is the assessed valuation of property within

the taxing jurisdiction and there is no administrative re-

lief from the operation of the limits. The assessed

valuations to which the limits are related are in no sense

equalized, and the tax limitation structure is contrary to

the standaa?ds in almost all respects.

Requirements relating to the assessment of property

in Georgia are also far short of the standards in most

particulars. The very limited supervision which exists is

exercised by the Commissioner of Revenue whose primary

interests lie elsewhere. The authority of the Commissioner

to equalize valuations is confined to the equalization of

over-all assessment levels between counties. Local assess-

ment and review procedures are generally inadequate. A

further problem is created by the duplication of assessment

procedures which results from both county and municipal

officials having authority to assess the properties within

their Jurisdictions. There is no requirement that proper-

ties be periodically reassessed.

The Constitution of Georgia imposes specific debt

limitations, which is contrary to the standards. The
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limitations are based upon assessed valuations, which, as

stated above, are clearly not equalized. Debt up to 7 per

cent of assessed value may be incurred with only a favorable

vote of the local electorate, and an additional 5 per cent

of assessed value may be incurred with the prior approval

of the General Assembly and the local electorate. Revenue

bonds are exempted from the operation of the limits. The

undesirability of exempting revenue bonds from debt limits

is heightened in Georgia by the fact that revenues not

associated with the borrowing activity may be pledged to

payment of the debt. The Georgia requirements are con-

sistent with the standards to the extent of inclusion of

temporary borrowing within the debt limits set by the

statutory and administrative structure.

The majority of local government debt issues in

Georgia are not subject to administrative supervision. One

minor exception of interest applies to refunding bonds. A

Refunding Bond Commission has the authority to approve or

disapprove the refunding of certain issues outstanding at

the time the constitutional authority was granted to estab-

lish the Commission.

Supervision of local tax and debt administration in

North Carolina .—A constitutional tax rate limitation

applicable to counties is supplemented by statutory limits

applying both to counties and to municipalities. The
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statutory limitations, contrary to the standards, require

segregation of the proceeds of particular levies and the

establishment of separate funds to account for the col-

lection and expenditures of the various levies. County

levies for school purposes are exempted from the limitations.

The limits are based upon assessed valuations which are not

equalized on a state-wide basis, and fractional assessed

valuations are specifically authorized. There is no dupli-

cation of assessment of real property as municipalities are

required to use the values established by the county

assessing officials. The State Board of Assessments pre-

scribes forms and procedures for local property tax listing

and assessment, but does little supervising except through

required reports and appellate review. Periodic reappraisals

of all property are required by statute.

North Carolina varies from the standards in having

constitutional debt limits, but they are not very restric-

tive in that they simply require that certain issues be

submitted to the local electorate for approval. The

statutory debt limits, on the contrary, contain no authority

for either administrative or voter relief from their impact.

The debt limits, like the tax limits, are based on assessed

valuations which are not equalized on a state-wide basis.

The arbitrary working of the debt limits is increased by

the fact that municipal authorities must use the assessed
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values established by the county officials, which may be

set at an arbitrary percentage of true values. The debt-

incurring capacity of a municipality may thus be restricted

by the officials of the county in which it is located. The

debt limits do not apply to bonds which ].ack a pledge of

the full faith and credit of the issuing government, but

such bonds have been of minor importance in the financing

of North Carolina's local governments. A more important

defect is the fact that they do not apply to certain bonds

issued in connection viith the establishment or operation of

governmentally-owned utilities.

The State of North Carolina is particularly strong

in the field of supervision of local government debt. The

North Carolina Local Government Commission guides the plan-

ning of new debt issues, prepares and distributes notices

of sale, receives sealed bids and awards the securities to

the highest bidder, delivers the securities to the buyers

and the proceeds to the issuing governments, and, in general,

supervises the entire debt creation process. Extensive

supervision is also exercised over debt service, and com-

plete records of local government debt are maintained in

the Commission's offices in Raleigh. The Commission also

issues biennial reports of the activities of the Commission

and of the debt issued or retired by local governments.

Although the Commission's authority to disapprove

bond or note issues proposed by local governments may be
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the Commission has ever been submitted to the voters. This

is the result of one of the most valuable aspects of the

Commission's work, an aspect which never appears in the

statistics relating to the work of the COiUmission. It is

the general practice of the Secretary of the Commission to

discuss proposed financing informally with local officials

at an early stage in its planning. Most of the modifica-

tions take place at this stage and virtually all of the

disapprovals occur at the informal level and thus do not

appear in the records as no formal application is ever

filed. As a result, formal disapprovals are infrequent,

and no issue has been submitted to the voters after being

disapproved.

Regulation of the tools and techniques of financial adminis-

tration

Budp;etary planning^ and control, Georgia .—Georgia has

no constitutional, statutory, or administrative budgetary

requirements applicable to local governments with the ex-

ception of school districts. Accordingly, the standards

with respect to state supervision of budgetary planning and

control are completely unfulfilled in Georgia,

Budgetary planning and control. North Carolina .

—

The budgetary control requirements in North Carolina are

generally strong, both as they pertain to counties and as
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they pertain to municipalities. They emphasize careful

planning and formal adoption of the budget, the observance

of a budget calendar, the limitation of expenditures to

appropriations, careful expenditure controls, and fund and

activity breakdown of the budgetary plan and related

records. The principal v/eakness noted were a lack of

emphasis on related work-measurement records and the lack

of administrative review of local budgets. Pull achieve-

ment of the standards must depend heavily upon the Local

Government Commission, particularly in the areas of revenue

administration and the managerial uses of the budget.

Accounting and internal control, Georgia .—The

references to accounting and internal control are extremely

fragmented and incomplete. They are scattered through the

statutes without apparent pattern and almost without

mention of administrative supervision. Neither the consti-

tution nor the statutes mention fund accounting although

it may be implied from the requirement that the proceeds

of certain tax levies be kept separate from those of other

levies, and that separate accounts be kept of the amounts

received and disbursed. There is no suggestion of uniform

accounting.

The Constitution of Georgia is silent regarding

forms of records to be maintained by local governments, and

statutory requirements are very limited and non-specific.
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There are no requirements pertaining to uniform classifi-

cations of accounts or to the basis of accounting, although

the wording of certain statutes seems to imply that the

cash basis should be used.

The internal control aspects of accounting and

organization receive almost no attention either in the

Constitution or in the statutes. Indeed, the constitutional

authority given the Legislature to combine the tax listing

and tax collecting offices is a direct violation of the

principles ox internal control, There are some requirements

relating to the collection of revenues, accounting for the

proceeds of tax levies or other revenues, and depositing

of funds, but they are very v/eak. Centralized purchasing

is not required, and the requirements pertaining to the

awarding of contracts, including the avoidance of conflicts

of interest are inadequate. They v/ould provide some pro-

tection, however, if carefully enforced.

The requirements relating to payment procedures are

more extensive than those concerning either receipts or

purchasing procedures, but apply primarily to counties and

do not mention budgetary controls or the managerial uses of

disbursement information. G^here is some theoretical review

of the work of the tax collectors or tax commissioners by

the grand juries and by the State Revenue Commissioner, but

its effectiveness is doubtful.
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In general, althtougli there are scattered examples of

internal control requirements such as the requirement that

county officers file complete annual inventories of proper-

ties under their control, the Georgia system is almost

without provisions for internal control.

Accounting and internal control. North Carolina ,

—

There are important statutes dealing with local government

accounting and internal control in IJorth Carolina, with the

Local Government Commission assigned the responsibility for

their implementation. The requirements of the Accounting

Advisory Section of the North Carolina Local Government

Commission were found to parallel the standards so closely

that no separate discussion is needed. The weal:nesses ob-

served were judged to he comparatively minor, and the

standards, in general, were found to he well met. The most

important weaknesses found were the failure to illustrate

and discuss, in the Commission's Manual, either managerial

Gash flow statements or work measurement reports and tech-

niques, and inadequate requirements relating to the separation

of the billing and collection functions in municipalities.

These deficiencies can be cured by administrative action,

if the State will furnish the Local Government Commission

with sufficient funds to attract and retain sufficient

qualified personnel to do the work.

Reporting;. Georgia.—The reporting requirements in



368

Georgia fall short of the standards previously discussed to

an even greater extent than do the accounting and internal

control requirements. They are virtually non-existent and

do not meet the standards in any material respect.

Reporting t North Carolina .—The reporting requirements

in North Carolina are primarily the responsibility of the

Local Government Commission. The statements and other in-

formation requirements specified by the Commission were found

to meet the standards in most respects. They do not include

illustrations of cash flow statements and work measurement

reports, as mentioned above, and they do not include a

requirement that local budgets be reviewed by the Commission,

either before or after adoption. They do include a re-

quirement that a copy of each audit of a local government

performed by an independent auditor be filed with the Com-

mission before the auditor's invoice can be approved and

paid. The deficiencies can be corrected by administrative

action, but full implementation of the Commission's recom-

mendations must await more financial support for the

Commission.

Auditing; , Georgia .—There are no generally applicable

auditing requirements in Georgia, other than the audits of

local school districts.

Auditing. North Carolina.—The North Carolina

statutes require annual audits of most small municipalities
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and of various designated activities, both municipal and

county. A check of the records of the Local Government

Commission discloses that almost all counties and cities

have annual audits performed by certified public accountants,

and file copies with the Commission.

Examination of the local government questionnaire results

Chapter IX of this study was concerned with the

extent to which the two states had succeeded in encouraging

local governments to adopt forms of organization and

financial administration practices consistent with the

standards. The principal source of information for Chapter

IX was a local government questionnaire prepared and dis-

tributed by the author. It was supplemented in the area

of forms of government by information from other sources.

The response to the questionnaire was not believed to be a

statistically valid sample, and no projections were

attempted. However, the extent of the response was suf-

ficient to provide much interesting information. It is the

author's opinion that the sample is biased in the direction

of producing a greater response from the units which are

more advanced in terms of financial administration.

The conclusions reached were that local governments

in North Carolina have adopted the strong executive forms

of organization to a considerably greater extent than have

those in Georgia, and that in almost all cases, among
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governments responding to the questionnaire, the North

Carolina local governments meet the standards for financial

administration better than do the local governments of

Georgia. The difference is very marked in some areas,

particularly those where the standards set forth in this

study have been widely recognized for some time, such as

double-entry accounting, auditing, the adoption of budgets,

and other similar areas. If, as is suspected, the sample

is biased in favor of reporting the more advanced units,

the nature and extent of the response in the two states is

such that it is probable that the over-all difference is

even greater than is indicated by the sample. It was also

observed that there is evidence in the sample to support

the position that laws are not self-implementing and that

adherence to the laws is greatest in those aspects subject

to administrative supervision. One final note was that,

among the units responding to the questionnaire, the

financial administration practices of the Georgia govern-

ments were not as far below the standards as might be

expected from the lack of state regulation. Some external

influences which may be related to this situation are

mentioned in Chapter X.

An examination of selected economic, social, and governmental

indicators

In the final chapter of the study, a number of
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comparisons were made of economic, social, and governmental

data pertaining to the case-study states. The purpose of

the comparisons was to determine whether the data examined

tended to support or to refute the results of the earlier

comparisons. The analysis to this point had identified

standards of local government financial administration and

had examined the role of the state in encouraging observance

of the standards. The examination of the case study states

then led to the conclusions that the standards are observed

to a greater extent by the State of North Carolina, and by

the local governments within the state. It is to be

expected that some benefit to citizens of North Carolina

would result from the higher standards of financial adminis-

tration. The economic, social, and governmental indicators

were examined to determine whether they gave evidence of

such benefits.

The general economic and social indicators such as

personal income per capita, salary and wage levels, and

others, were contradictory and inconclusive, neither sup-

porting nor refuting the expectations.

The governmental indicators, however, generally

supported the position that the citizens of North Carolina

do receive some benefits from the better financial adminis-

tration practices in that state. The strongest indications

were found in the area of debt administration which is the

area of strongest state supervision in North Carolina.
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'

-
• It is recognized that many factors influence ••

statistics such, as those compared in this chapter, and a

number of such influences were discussed briefly. None-

theless the author's conclusions i/ere that although the

evidence does not prove conclusively, it strongly suggests

that local government financial administration is more

consistent with the standards in TTorth Carolina than in

Georgia and that direct benefits to the citizens of North

Carolina result from the better financial practices. It

was also concluded that the standards, as set out early in

the study, provide a useful tool for studying and evaluating

the structure of a state for the supervision of financial

administration practices of its local governments and for

evaluating the practices of the local governments.
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OU-nLINE OP STANDARDS OF ORGANIZATION FOR FINANCIAL ADMINIS-
TRATION

I, Organization, state
A. Constitutional provisions

1. Few and stiort
2. Fundamental and timeless
5. State-wide in application
^. Specific provisions

a) Home-rule authorized with respect to functional
affairs

b) State supervision over financial affairs
c) Silent on taxes and debt

B. Statutes
1. Broad statements of legislative policy
2. Provision for flexibility through administrative

action
C. Administrative organization, state

1. Two-level state local government commission
established
a) Top-level commission

1) Broadly representative
2) Policy functions
3) Advice to legislature or state officials
h) Coordination with line departments of

state government
5) Appellate function

b) Lower-level operating divisions
1) Various divisions to meet state needs
2) Finance division the chief concern of this

study
a^ Supervise local units
b) Supplied with sufficient funds and

authority
c) Appeals from decisions of finance

division
II. Organization, local

A. Strong executive governmental forms
1. Administrative organization, budgets, accounting,

reporting, all on functional basis, use of
responsibility accounting

B. Centralized financial operations under finance
director or equivalent
1, Functional breakdown of finance department

a) Accounting
b) Assessments and billing
c) Purchasing
d) Cashier

2, Budget officer responsible to executive but
liaison with finance
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Implementation of local organization standards
1. Constitutional home rule provisions, financial

supervision reserved to state
2. Statutory provisions

a) Establish division of local government finance
1) Define duties
2) Give authority commensurate with responsibility
5) Provide sufficient funds to staff properly

b) Broad statements of legislative intent
1) Requiring centralized financial administra-

tion in local units
2) Require adoption of budget before fiscal

year begins
3) Require maintenance of adequate records
4; Require preparation and publication of annual

reports
5) Require annual audits by certified public

accountants
6) Require filing of advance copy of proposed

budget with local government finance
division for review

7) Designate uniform fiscal year for all units
8) Require filing of copy of audited annual

report with the division of local government
finance

9) Specifically authorize division of local
government finance to set specifications
for the implementation of the above statutes

3. Administrative action
a) Prepare and distribute regulations as necessary

to implement statutes
b) Prepare and distribute manuals setting forth

and explaining requirements
c) Supervise, advise, and assist local officisds

as needed



4

376

OUTLINE OP STANDARDS OP STATE SUPERVISION OP LOCAL GOVERNMENT
DEBT AND TAX ADMINISTRATION

I. Property tax administration
A. Tax limitation laws

1. No constitutional provisions
2. No rate limitations
3. If rate limitations used

a) Base on state-equalized appraisals at 100 per
cent of fair market value

b) One over all rate limit, no limits for
particular purposes

c) One rate for county, one rate for city, no
independent taxing districts (schools excluded
from consideration)

d) Provide flexibility either through vote of
citizens or through administrative action

B. Assessment of property
1. Forms, records, reports, procedures prescribed

and supervised by division of local government
finance

2. State examined and licensed assessors
3. Regular revaluations required
4. Equalization by assessments subdivision,

division of local government finance. Right to
act on own initiative

5. State assessment of utilities
5, Appeals to state-local government commission

II. Debt administration
A. No constitutional provisions
B. Statutory limits

1. Stated as percentage of state-equalized full
value assessments

2. Include all forms of debt, no exclusion of self-
supporting or revenue bonds or short-term debt

3. No separate limits for special districts
^. Provide for proper application of proceeds

according to authorization of issue
0. Supervision by division of local government finance

1. Authority to permit exceeding of limits on basis
indicated by legislature (ability to pay and net
interest cost tests suggested)

2. Sale of all local bonds and notes
3. Assistance with debt within debt limit
^. Approval or disapproval of debt in excess of limits

a) Local officials to have right of appeal to
local voters

5. Maintenance of complete debt files
a) Notices to local units of approaching maturities
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OUTLINE OP STANDARDS FOR BUDGETARY PLANNING, ACCOUNTING, AND
CONTROL

I. Budgetary planning and control
A. Allocation of resources and efficient utilization

the problem
B. Program or performance budgeting the standard

1, Definition of objectives
a) Both short-run and long-run objectives con-

sidered
2, Examination of alternative routes to objectives

a) Costs involved
1) Anticipated levels and quality of services

made specific
2) Methods of rendering services made specific
3) Both capital outlays and operating costs

considered
b) Timing
c) Reconciling conflicts

3, Identification of potential sources of funds to
finance outlays
a) Both long-term and short-term sources considered

^, Adoption of a plan
a) Public hearings before adoption
b) Advance copy of proposed budget to state's

division of local government finance
c) Adoption of budget before start of budget year
d) Balanced budget required

1) Revenues to be anticipated on a cash basis
2) Expenditures to be anticipated on an accrual

basis
3) Provision for repayment of revenue antici-

pation notes or elimination of deficits
required

^) Qualitative and quantitative aspects of
services made specific

e) Adoption by formal resolution, recorded in
minutes

f) Chief administrator authorized to establish
allotments to control actual spending

5. Execution of the plan
a) Continuous comparison of plan with results

necessary
1) Use of appropriation-expenditure records
2) Use of statistical records relative to

qualitative and quantitative aspects of
plan smd results
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3) Maintenance of revenue records showing
planned and realized revenues

j 4) Regular "budgetary comparison reports, both
I financial and statistical

Evaluation of budgetary reports
c; Corrective action as indicated by evaluation

II. Accounting and related procedures
A. Centralized under a finance director - unit-wide

jurisdiction
B. Use of fund accounting

1. Use of National Committee on Governmental Ac-
counting recommendations the basic standard

C. Double entry accounting
1. Complete, self-balancing ledgers
2. Subsidiary records as required

D. Standard classifications of accounts, state-wide
1. Based on recommendations of National Committee

on Governmental Accounting
E. Enterprise accounting on commercial basis
P. Modification of accrual basis for general accounting

III* Accounting and internal control, special areas
A. Assets, general considerations

1. Establish existence of any assets rightfully
the property of unit

2. Provide physical protection and value protection
3. Control custody and use
^. Control disposition

B. Application of above to selected assets
1. Cash

a) Receipts
1) Collecting agency kept adequately informed

of amounts due
2^ Prompt and vigorous collection action
3; Point of receipt procedures

a) Use of pre-numbered forms in multiple
copies

b) Use of validating or other registers
c) Daily cash reports required
d) Collections deposited intact daily

^) Authorized depositories required
a) Deposits adequately secured

5) Separation of receipts by funds
5) All deposits in name of unit or fund
7) Employees bonded
8) Provide physical protection
9) Provide insurance

b) Control of payments
1) Begin at point where obligation is incurred

a^ Centralized purchasing
b) Approval of purchase orders before

issuance
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i) Proper expenditure
ii) Unencumbered appropriation balance

available
iii) Encumbrances recorded

2) Control at point of payment
a) Cashier's signature required

i) Checks signed only if properly sup-
ported

b) Control extended to all payments, not
just purchases

c) Reconciliations and audit procedures by
accounting section of unit

2. Receivables
a) Separate billing from collection
b) Controls maintained by accounting department
c) No abatements except by governing body

3. Other property records
a) Standards quoted from Municipal Finance

Administration
C. Liabilities

1. Formally recorded
2. Separate accounts for general bonded debt

a) Integrated with general records
D. Surplus

1. Amounts represented by receivables not included
2. Segregation of amounts invested in inventories,

etc.
5. Commercial basis for enterprise surplus
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OUTLINE OF STAITOARDS FOR REPORTING AND AUDITING

I. Reporting
A. External

1. Complete annual financial reports
a^ Given publicity
b) Freelj available
c) Standards based on publications of National

Committee on Governmental Accounting.
Standardized for all units

d) Prompt issuance essential
e) Audited reports issued if feasible

B. Internal
1. Annual statements same as external
2. Interim statements

a) Program type budget comparisons, including
statistical and work measurement data

h) Cash flow statements
c) Balance sheets
d) Other reports as required

C. Reports to finance division, state-local government
commission
1. Advance copies of budget proposals
2. Copies of budgets as adopted
3. Complete audited annual reports
^. Other reoorts as required

II. Auditing
A. Annual audits of all local units, including all

activities
1. By independent certified public accountants or

by auditors on staff of finance division, state-
local government commission

2. Opinion statement required in all cases
5. Copy of report filed with division of local

government finance
III, Implementing the standards

A. No constitutional provisions
B. Broad statements of legislative policy as previousli

stated "

1. Details of implementation left to state's
division of local government finance
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SUMMARY OF ACCOUNTIITG PRINCIPLISS AND PROCEDURES AS STATED

BY THE NATIONAL COmiTTEE ON GOVERNMENTAL ACCOUNTING

!• A municipal accounting system must make it possible
(1) to show that legal provisions have been complied with
and (2) to reflect the financial condition and financial
operations of the municipality,

2. If legal and sound accounting provisions conflict,
legal provisions must take precedence. It is, however, the
finance officer's duty to seek changes in the law which
v;ill make such law in harmony with sound accounting
principles,

5. The general accounting system should be on a double-
entry basis with a general ledger in which all financial
transactions are recorded in detail or in summary. Addi-
tional subsidiary records should be kept where necessary,

^. Every municipality should establish the funds called
for either by law or by sound financial administration. It
should be recognized, however, that funds introduce an
element of inflexibility in the financial system. Ac-
cordingly, consistent with legal provisions and requirements
of sound financial administration, as few funds as possible
should be established,

5. Depending on the legal and financial requirements
mentioned immediately above, the following types of funds
are recognized: (1) General, (2) Special Revenue, (3)
Working Capital, (^) Special Assessment, (5) Bond, (6)
Sinking, (?) Trust and Agency, and (8) Utility or Other
Enterprise, This classification of funds to the extent
required should be followed in the budget document and in
the municipality's financial reports,

6. A complete balancing group of accounts should be
established for each fund. This group should include all
of the accounts necessary to set forth the financial
condition and financial operations of the fund and to
reflect compliance with legal provisions,

7. A clear segregation should be made between the
accounts relating to current assets and liabilities and
those relating to fixed assets and liabilities. With the
exception of Working Capital, Utility or Other Enterprise,
or Trust Funds, fixed assets should not be carried in the
same fund with the current assets but should be set up in
a self-balancing group of accounts known as the General
Fixed Assets Group of Accounts. Similarly, except in
Special Assessment and Utility Funds, long-term liabilities
should not be carried with the current liabilities of any
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fund but should be shovm in a separate self-balancing
group of accounts forming part of the General Bonded Debt
and Interest group of accounts.

8, The fixed asset accounts should be maintained on the
basis of original cost, or the estimated cost if the
original cost is not available, or, in the case of gifts,
the appraised value at the time received.

9. Depreciation on general municipal fixed assets should
not be computed unless cash for replacements can legally
be set aside. Depreciation on such assets may be computed
for unit cost purposes even if cash for replacements cannot
legally be set aside providing these depreciation charges
are used for memorandum purposes only and are not reflected
in the accounts.

10. The accounting system should provide for budgetary
control for both revenues and expenditures, and the financial
statements should reflect among other things, budgetary
information,

11. The use of the accrual basis in accounting for revenues
and expenditures is recommended to the extent applicable.
Revenues, partially offset by provisions for estimated
losses, should be taken into consideration when earned, even
though not received in cash. Expenditures should be re-
corded as soon as liabilities are incurred,

12. Revenues should be classified by fund and source; and
expenditures by fund, function, department, activity,
character, and by main classes of objects, in accordance
with standard classifications. (See the Committee's
publication A Standard Classification of Municipal Accounts ,

)

13. Cost accounting systems should be established wherever
costs can be measured. Each cost accounting system should
provide for the recording of all the elements of cost in-
curred to accomplish a purpose, to carry on an activity or
operation, or to complete a unit of work or a specific Job,
Although depreciation on general municipal fixed assets may
be omitted in the general accounts and reports, it should
be considered in determining unit costs if a cost accounting
system is used,

1^, A common terminology and classification should be used
consistently throughout the budget, the accounts, and the
financial reports.

Standard Procedures

1, The accounts should be centralized under the direction
of one officer. He should be responsible for keeping or
supervising all accounts and for preparing and issuing all
financial reports.
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2. A budget should be prepared by every municipality
even if not required by law because such budgets are
essential to the proper management of its financial
affairs. A distinction between the different funds must be
made in such budget.

5. As soon as purchase orders or contracts are signed,
the resulting obligations should be recorded at once as
encumbrances of the funds and appropriations affected,

^. Inventories of both consumable and permanent property
should be kept in subsidiary records controlled by accounts
in the general accounting system. Physical inventories of
both consumable and permanent property should be taken at
least annually and the accounts and records should be made
to agree with such inventories.

5. The accounting for municipal business enterprises
should follow the standard classifications employed by
similar private enterprises. Each college, hospital,
library, and other public institution should follow the
standard classification for such institutions.

6. Financial reports should be prepared monthly or
oftener, to show the current condition of the budgetary
accounts and other information necessary to control opera-
tions. At least once each year a general financial report
should be prepared and published.

7. There should be general uniformity in the financial
reports of all municipalities of similar size and type.

8. A periodic audit by independent accountants is de-
sirable. (See Part Three of this volume.-^)

National Committee on Governmental Accounting,
Municipal Accounting and Auditing (Chicago, Municipal
Finance Officers Association, 195I), pp. I-3,
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APPENDIX B

Local Government C^uestionnaire

Please answer as many questions as you can, but if any
question is not applicable or the information is not avail-
able, plea se skip that question and go on to the next. If
youfeel that your answer to any question needs some qualifi-
cation or comment, please feel free to write comments on the
questionnaire sheet or write them on a separate sheet and
refer by number to the questions to which they pertain. All
comments or suggestions will be appreciated, and copies of
budgets, financial statements, organization charts, or other
pertinent materials will likewise be greatly appreciated.

Note: The term "unit" as used throughout this questionnaire
(except in the cost accounting questions) refers to
cities or towns having populations of 1,000 persons
or more, and to all counties. Other forms of local
units, such as water and sewer districts, and towns
of less than 1,000 are outside the scope of this study.

Please indicate what type of governmental unit you are re-
porting on by checking the appropriate blank: City or
town

; County .

Population -
Name of city, town, or county I960 Census

A. ORGANIZATION

1. Please indicate the type of governing body or adminis-
trator in charge of the local unit on which you are
reporting:

If a city or town: Mayor-council
; Commission

Council-manager .

If a county: Commissioners of roads & revenues
Ordinary

; Manager i Board o?
commissioners ; Commissi oners-
manager .

2. Is the organization of the unit divided up along
functional lines, that is, along lines such as General
Administration, Finance, Public Safety, etc. ? (If
an organization chart is available, a copy would be
appreciated.

)

3. If there is axiy individual in the governmental organi-
zation who has administrative responsibility over all
aspects of local finance?
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^, If the answer to the preceding is yes, what is the
title of the chief financial administrator?

5. Is there a finance department? A finance director?
A chief accountant or equivalent?

6. On what date does the fiscal year of the governmental
organization end?

B. BUDGETARY ACCOUNTING AND CONTROL

1. Is a budget prepared for the local unit?

2, If the answer to the preceding is yes, by what date is
it typically approved by the governing body?

3. Does the budget follow the same organizational pattern
as is used in the ledger accounts (i.e., the same fund,
functional, departmental or other classifications)?

^. Is the terminology used in the budget the same as is
used in the list of ledger accounts?

5. Is the budget formally adopted as an ordinance or
official act of the governing body?

6, Is the budget used as the authorization to department
heads or others to spend the funds of the unit?

7. Are the amounts appropriated in the budget made available
for spending only in installments, such as quarterly or
monthly allotments?_

8. If the answer to the preceding is yes, are the allotments
on a: monthly

; quarterly ; or other basis
(specify basisJT

9. Is the budget recorded in the ledger accounts?

10. If budgetary accounts are maintained, are purchase orders
recorded in the accounts at the time they are signed or
approved?

11. Are encumbrainces recorded in the accounts at any time
other than as orders are placed or commitments made,
such as at the end of the month, before the preparation
of financial statements, etc.? (Indicate when.)

12. Are statements prepared regularly which compare the
amounts of revenues estimated with the amounts of
revenues actually collected or realized?
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1$. Are statements prepared regularly which compare the
amounts appropriated for various purposes or activities
with the amounts of actual expenditures and encumbrances
related to those purposes or activities?

1^. Are the financial reports, either formal or informal,
used by the governing body to assure adherence to the
expenditure limits established by the budget?

15. Are over-expenditures of appropriations tolerated by
the governing body?

16, If the answer to the preceding is yes, please indicate
whether, in your opinion, over-expenditures occur:
rarely

; occasionally ; often .

17. What official (identify by position) has authority to
make transfers from one appropriation to another?

18, Is provision made for the regular collection and re-
porting of statistical data relating to the operations
of the local unit, such as number of persons served,
square yards of paving, quantities of material used,
etc.?

19. If the answer to the preceding is yes, is such data
used in developing performance budgets? (If so,
please identify activities to which it Ti~applied.)

20. Are budgets of any kind prepared for periods in excess
of one year? (Please indicate period or periods
covered,

)

21. If long-term budgets are prepared, do they covert
current operations? : Capital requirements?
Other (identify)

0. GBUBRAL AGCQUITTIITG

1, Is the accounting system on a double entry basis?

2. Does the ledger or ledgers include a set of accounts for
each fund?

5, Is a separate cash account maintained in the aporopriate
ledger for each fund owning cash?

^. Are detailed records maintained of consumable
and materials on hand?
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5. Are detailed invent orj records (that is, records which
show each parcel of land, each piece of equipment, etc.,
individually) maintained of fixed assets?

6. Do the fixed asset records identify the sources of the
the funds which were used to acquire the fixed assets
(i.e., current revenues, bond proceeds, etc.)?

7. Please indicate on what basis the fixed assets are
carried in the accounts: Original cost ; Estimated
cost ; Appraised values^ ;

Partially on original
cost and partially on estimated or appraised values ;

On some other basis . (Please describe.)

8. Is depreciation computed on general fixed assets (those
not in working capital, utility or other enterprise, or
trust funds)?

9. Is depreciation computed on fixed assets of: Working
capital funds? ; Utility or other enterprise funds?

; Trust funds?

10. Please indicate the basis on which depreciation is
computed on fixed assets: (if more than one basis is
used, please check or name each basis) Original cost

'
; Replacement cost ; Other (identify)

11, Is an amount of cash being set aside as a fund for the
replacement of (or addition to) fixed assets?

12. If such a cash fund is being maintained, and is on some
basis other than in proportion to the depreciation
being computed, please indicate the nature of the fund
and how contributions to it are computed:

15. If long-term debt accounts are maintained within the
accounts of any fund, please identify the fund or funds:
General

; Special revenue
;
Working capital

;

Utility or other enterorise ; Assessment : Other
(identify) '

?A« Do the revenue accounts classify the revenues by sources
(property taxes, licenses and permits, etc.)?

15« Are the expenditure accounts classified by funds?

16. Do the expenditure accounts distinguish between current
expenses and capital outlays?

17. Do the expenditure accounts identify debt service expendi-
tures?
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18, Are the expenditure accounts so labeled or grouped in
the ledgers that the costs of the broad functions of
government, such as general government, public safety,
streets and related structures, etc., can readily be

• determined?

19« Are the expenditure accounts in the ledgers identified
with departments or activities, such as police depart-
ment, fire department, etc.?

20. Do the expenditure accounts classify the expenditures
by objects of expenditure, such as wages and salaries,
supplies, etc.? For this purpose, classification into
categories of personal services, contractual services

*. and commodities is equivalent.

21. Is a common terminology and classification of accounts
used throughout the various funds?

22. Is the same terminology and organizational pattern used
in the financial statements?

23. Are computations of unit costs of services or activi-
ties made?

2^, If the answer to the preceding is yes, is depreciation
included as a cost?

25. Are cost accounting systems used? If so, please
identify the activities to which they apply.

D. FINANCIAL REPORTING

1. Are financial reports prepared at some regular inter-
vals?

2. If the preceding is yes, at what intervals?

3. Is a general financial report prepared and published
at least once each year?

4. Do the financial statements disclose the results of
operations of the various funds separately?

5. Do the financial statements disclose the financial
position of each fund?
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E. INTERNAL CONTROL

1* Are separate bank accounts maintained for all funds?
If the answer is no, please indicate what funds, if
any, have separate accounts, and what groups of funds
have Joint bank accounts.

2. Is a separate bank account used for payroll checks?

5. Is there a purchasing department, purchasing agent, or
other designated individual by v;hom purchase orders
must be authorized and signed?

4-, Are the purchases of all departments and activities made
through a single department or agent?

5. Does the above purchasing procedure apply to all pur-
chases? *

6t If the answer to the preceding is no, please indicate
to what purchases it does not apply (such as less than
$1.00, less than $5.00, etc.)

7« Are the financial duties divided among the personnel in
such a way that the persons responsible for handling
cash received or paid out do not also keep the related
accounting records?

8e Are cash payments permitted to be made other than by
check? If so, are they made from a petty cash fund?__

9. Are two or more signatures required on all checks?

10» Are pre-numbered forms used for: Checks? ; Purchase
orders? ; Licenses and permits? ; Tax receipts?
Utility'TTlls?

11. What method of verification is used to be sure that the
goods or services billed have been received by the unit
before payment of the bill is approved?

12. Is the immediate recording of all receipts required and
enforced?

13» Are receipts which belong to particular funds identified
with those funds immediately upon receipt?

1^. If the answer to the preceding is no, is provision made
for the later separation of the receipts by funds?
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15. Is the prompt deposit of all receipts in the bank re-
quired and enforced?

16, Are all bank accounts maintained in the name of the
governmental unit, or in the name of some fund thereof?

17» Are bank reconciliations prepared regularly? By some-
one other than those who handle the cash?

18, Is the preparation of tax bills handled by someone other
than the person responsible for the collection of the
taxes?

19, Is the amount of taxes billed recorded in the ledger?

20, If so, what is the source of the total billing figure
used: Tax digest or scroll ; Summary of tax bills
Other (identify) ,

'

21, Are entries made in the general ledger to record late
listings, abatements, and other adjustments to the
original levy, which occur after the original levy has
been recorded?

22, Is the amount shown as taxes receivable in the ledger
compared with the total of the detailed records of
taxes receivable, and any differences accounted for?

F^?^® answer to the preceding question is yes, please
Indicate at what intervals the comparison is made:
Monthly

; quarterly
; Yearly • other

2^, Is the comparison made by someone other than the tax
collector? If so, please identify his position or
title

25. Is the amount billed for other kinds of receivables
such as assessments, water sales, etc, posted to an
account or accounts in the ledger?

26. If both detailed and summary (ledger) records are main-tained for miscellaneous receivables, are the two
compared and any differences accounted for"?

F, AUDITS

i?r^^ J?!
governmental unit have regular audits performedby auditors not connected with the governmental unit?
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2. If the answer to the precedins is yes, how often axe
the audits made?

3» Please indicate by vjhom the audits are made: Indepen-
dent CPAs ; Noncertified public accountants not
connected with the governmental unit ; Other
(please specify)

^, How is the auditor chosen: Elected
; Appointed .

(If appointed, b/ whom?) ( Official~Htle or posiHon)

5. Is competitive bidding used in contracting for the
audit?

Date ^Prepared by
C Signature)



392

o
ss

r-i

o
IfV
< at

o

o

< ca

o

o

< n

to

4) H
O Q.^

I «a

o

HOOOOOOiH OOOOOO OOOHOOOH O H O O O H

tfNOirotnvo^ Win m^tt^uMAvo ^ h en

w

h rnop incosr h tfxoq
SlOlrHH CO HHH lA »-l H iH ^ iH

OOOOOOOO OOOOOO OflOOOOOOCO OHOOOH

»rv(nrarr>vojr oi\o Jt-*vOif\uvsr Jt woj* mHrot- inro^tHinco
CVI W r-l H 00 r-t <-i H lA H 1-4 iH jj- iH

OOOOOOOO OOOOOO WOr-IMOOOiA POVOWOOr-iH 1-4 H

CVl CV rH ON rH H H lA H rH rH ^ H

t-H O O O CO OrHOOOH (OCOinCOOOOON Ji-^JtOHP^

o\o\oooovotnaim j^- oivo-st foo\ mt-jnvo mi-i cut- ohohcoia
4t HHH J3- en

•^roNOfOHOO^ HcwfomOHH (SI rl
rot^rovo HO HH fOj«- H CO

WOHJtlfVsr 0100 OWOOtniA CMP^CMVO CVIHHt- OOHOrOiJ-

CD

OOWt-tOHOOH HprjuMAOJ* WCO-sfOHHO
4 fO H H OH H

lACvirovo irvrooivo OforoH^H <nyatcofowomoo oowHj^t-
CVI H H

O^ WHHOOCOH H H O 0\fOH O O O COH rrHAlAOOfOH

vqcq H cvjuvr otoQ Ho\(nou\qo owoNinfOHcoo jrvoHHint-HHHH \0 HH oS H H H

0\0\-sT H O O O CO cocovovooco CM^fOWOOOH inj^-rooM^

09

o H cnmt--er
ta

!^ WOOH (OHtnWH H Jt
OHCOHrOoO

I
oojcocofovoj^- cvio Oirvj^- t-miAvo at^rr»<«\oinH(Oif\ maoHvoHmH

I

CVI CVIHH

o^g\o\
ON o\ o\ o\ o\ cy>

cd"* ono\ • • •

o • • 'Jtcjxm
CNJJ* o\cvi^ o\as I I I I I +H

+> O lAO O O O Q}P*«»»»«»04iOH CMinoinoo o
a; HCMiAHtt

o\

I

HHH lA

0>0N€7\
U CT\O\0>0%
10 Ov • • •

XJ I I I I +H
+» O O O O <d
$4 • • • • Q 4*
O lAOjAO O O
»; HWlAHgH

•
CVIH H VO

2\CT»0\
kO\o\asOQ\c^o\

.•^to^o^ • • •

<tt • • ••St o^c^H cmj* o>cmj* o\
bO I I J 11 I +H
U O lAO O O O Hi
O ••••••04>
« H OIlAO lAO O OO H CVItAH E<

0) H CO
•H

§
o o\cr\Q\
oo^c^o^o^

o\ • • •

nJ ONONH CTiCy-sJ- o\ .

fcO I I I I +H
tl O O OO (A
Q • • • • O 4*
© lAO LAO O OO HOJiAHfrt



H «|

^•^ooooooo cMinrHCMOo o*rfo»voooo\ <nt*-r-4 o o h
593

01

^1 Ol f-i rH iH GO rH iH CO r-4 —4 _!i

CM CM

VOt^CMCMCMrHHrjJ r4 (OrOH CM O rH O CM iAO O (A f-tOOOCMCn

O <y\lf\0 H O ^^IS?^^^ CMrjOOt-CMOHH fO lf\ CM rH CM <n^ ^ UA r-t r-i r-i rO rH fr> ^
VO inCMJ^- HJt r-lfn rOCMrOrHOOCM CM rH CMVO r-l H CM in OOOOCMCM

o OOOOOOOOOvg OCMVOOOCO rOOt^PlOOCM

vo mro(nvojj- CMH H iH rH
irvcMH tnuMs

CM ifW O H CM
r-l

mo o iH Jtco

0|

5> CMCMfOCMHOOO H inb-^ O CHCM^cnOOCM^ O H O H M <n

SSI
»ACMCMOOOO<J\ HfHOHHJt r-l4t^Hf-IOH OCOHOrHiA

09]

O Q,|

c
o <a|

(0 C ctf

ooooooooo
xi

SCO rotomvo^ CM <y\CMCMHH aO

ta

oooooo o irvH o iH o o onrooo^

-."''•^ ^^'^''^'^ n-s^•c^o^0CMHmcM

og\mmmvo-st cmo
. CM CMH H 0\

3
H

<o-5ra\o\ • • •

H H H ir\

I

^ CM^ ONCM^ d\
ja I t I I I I +H+>oinoooo (0

oOrH CMino jno o o

3<7N • • •

•-St o\(y\
CJ\CM^ CA

si III i +r-«tOOOO (0
• • • • o -Poinoifvoo o

S5 H CM itirH H

1 1- CO CMvo ra r-4m in
CMiH r-i Co

t4
•p

cy>o\ • • •

«J • • •=i" 0\0\
^CM^CnCM^fON

.

f4 o mo o o o ci©••••••op
4)H CMinOlAO O O

eaco HvOH mH

I
CJN • • • •

ea 0\0\
-HCnCM^ OSMl Jit H
J<o o o o + aj
o • • • • O P«momoo oO HCMmiHt*



«2
o n

0)

o
as

CM

o
asH

o
SI

o

H (0

o

00
rH OB

o
as

o
as

n 4>

I 0)
I *^

O OJ

(4

I"

a
"9

'3
o
5

39^

H H 1-4

Olf-4 H H 1 H J*

HooooooH oooooo oolrHoooocn t.-»<nfMOo<o

CM CMr-i H 3 H H H lA in

b-r-li-lfOVOJt CVi

CM CVH H ph rH rH in H iH iH in

H r<jn* Jt rH rH ^

CM

OCMCMCMHHCMO O O COH H in OOrHCMOHOva- OOOOOO
^4

CM-^rcrvsf CMHOSO OCMrHHOJt

CM<MCMr-«Jt <MO<n OrHHOHPO

OOlOOVOHHCMO ^OOCMOOinin
CM in CO

^uvsrvoincoob- Oi-icmooco
CM

OCMHCMHOHb-

MCMCMinOOOH

O CM t»-VO CM rH CM OH CO

OO O OH fH

ooc^HJt »n

«nt-coo o m

o H o m t~

vor-Ji' incMHO CMtnvOVO CMfH
CM

CMt^HCO COrH
•H m

Q H H H 3r

4*

iHCOOXOOJtCOCMQ
CMH \Q

OJ* COCMH O O O OH

2 COCO H CMVO^ CMVO
CO CMrHfHH t-

«
•H
4»

"2)CI??!??!?'^-* ^2 oin-st b-inmvoCMCMrHH 0\ HHH in

•H

p _ o\g\C7\
M CJN CJ\ 0> 0\ 0> ON
«J-5t 0>ON • • •

O • • 0\O\
CM^ C^CM^'• o\
I i I I i • +fH+>Oinoooo at

h * * • * • 4»OH CMinoinoo oa H<Xdr\HH

HVOOfOCMH CMin CMCMOOfOt*-H

OCJNOHHO HCM CM UVst H CM -sfHH ro

OCMCMCMOVO OfOHHOOOin HVOHOOOO

« fOaf 0\r0f0H fovo
g H H JJ"

cocMroH in^

H
O 2>CT\0\
C>0>0NO\

tio\ • • *

o •5ro>g\
ONCM^ a\

J2 I I I I +H
*^ O O O O 0}(«•••• O .p
2"^5if>^C> O

dTVH Se5 HCMinHgH

09

«

1 ^-COCMVO COH COCMHH (900 HVO H in H
• H CO

o Q>o>g>§\8\8\
•sJ" OnON • • •

•u • • •=f cr\Q\
•H CM^ <3\CM^ 0^
60 J I I I 1 I +Hs<Oinoooo at

H CMino ino o oH CVJinH ti

O 2\Q>04og\ o\o\o\
On • • •

h cjncm^ onW » J 1 I +H
^1 O C3 O O (0O • * • • Q

fNOO OH AiinH ^
©ino in<o H Wi



as
vo

O
as

o «>

o

o «

ooo n

o

O 01

o
SB

ino a

u a

o a]
4)

U

«9

Oi O

395
r-l CVI O r-t O O in O fH H O O CM r-iJt :~irHr-iOr-iO\ tOCVIOOHVO

i£\r-i r-i rom-=r cvi H incvivo ininro (mj4- r-t^ oir-t cuvo mvo vx) h o
CVIOlHiH 00 f-»HH m HHiH jj- CM

OCOOOOOOrO OOOOOO OrOCMOHOOVO CMfOtnOOOO

>-co r^fovD^ CM -ar mrn moooovo cm h mm t^CMr-i mchCMH H H GO in

OOOOOOOO OiHOOOr-l OHCUOOOOCn HCMOOOfO

^ o rornvoj* CM CM mo m 0\ m <Tk cywom >h rovo vovotnr^inro
CM CMH H 00 in CM

qoo-3* coiHso ^rvoHCMnin vob-awtrorSiHo inovi)HfOin
iH H m HrOHH in«H 01

OOCMCMinCMOf-tO OOCMCMO-:^ O-st H CM O O HOO O O O O CM CM
CM

o o o o\mJt CM
iH 1-4 H 5
aot^OHrooo<7\ 0.-JH CMiHin

OHinOCMHrSC^

rOt-VOJ* H O H CM
CM

CMtfW H(nin

cMinoo o t-

fo^ovr)vOJ»ocM^;J rHJtHO\<*v^ :*r»1u^c^HHH.^ minrooH^

rjfOinmH<nooo f-i^^tj^- cm cmco iHcovoinooHH hj^cmh^h

ChUV* C<-H H O l«-
CM

invocTkVOinmHin

I
O H CMr-i b>CMH H
&4CMHH

CVOOO CMinar rr>H
8?

CMinC7\0OCMv^
CM

iHJt t-VO CMO
CM

CMOJt CMCMQ

cMvnitincMOH

n
0)

p
*^
og\(OfOfOvo^ CMo

CVICMHf-l 0\

H
p o>5^c^
H g\ 0\ ON ON 0\ CJN
<o-sf O\0\ • • •

o • • Overs

^ I I J I I I -fH•POinoooo cd

OHCMinoinoo oa r^CMlnHE^

a

•p

H rOH H CO On

oin^a- ^-lnlnv£)
rHrHrH in

mt^e^O r-t r-i CMiH

por^vooo CM o ovo

w cMvo inc«-o H rosr
CM

CMVO fOr-» cotn

-•^•VOH O H CM

H

mcnv£) t-i

H CMO Oj^-

H
SO\0»8\8\On • • •

o ••=t c^c^
CTNCM-s* 0\

+» o c5 o o a
t« • • • •o *»
o ino ino o o
S5 HW«nHt<

o

CM
la

f« o in
o • •

CM

SaCO rHVO H ^^\r^i

_ OvOnon
On ON ON On
On • • •

ONON
TCM^ ON
_ I I I +rHO O O O cd
• • • • O 4*
ino ixNO o oH CMinH

o ononon
oo^onOnon

ON • • •

ca o\c^
•H CACV^ ON
bO I 111 +Hfjoooo at
O • * • • O 4>
Q ino ino o o



St
(M SQ

O 4)

CO
CM CQ

Oi aaO «

CM n

o

H «O «

O

op

o

H 09

U Q>

2

s
O CQ

•o
•p 2
CS C 01

o. o
p je

396
t-vo <nH cno H CM u:vit- H o CM rsmrocMOOHCM HcnoocMvo

O-^HOHOOVO OOOCMOCM OCMHCOOOOO .-4HOOCM-*

JMCOOO H (OH OI in HiAOH^H CM <7\C0 (T)H CM -tVO^HHOQ
ii-i m

OOOOOOOiH OOOr-tOH OOOOOOOO OOHOOH

CMCMHrH 00 HiHiH in (Mr-tiH m iH CM

OOiHOOOOi-l OHOOOH OOHOOOOH H O H O O CM

ruruSlI!?^'*^^ "^^^^D^^ «f ^kr-j inroH povo voHinHinooCMCMHri 00 iH H iH lA r-4 H H lA rH CM

HOOOOOOfH OOHOOH O O H O O O O H OOOOOO
^-<Mf0^nvOJ^ cMt-CMCMHH 00 •HHH in iHHH in r-l (n

OOOOOOOO HOiHOOCM HOHOOOOCM OOHOOH

bj^rjtnrovo^cMoo -tCMj£^|ninH «^^;h uj^h cojn t-Hinninj^

OOOOOOOO HHHOOrri OOHOOOOH OOOOOO
^^cjrnrovo^CM^ coHuj^u^g o h jacoh cmvo ^.HlnHtng^

pHOOOOOOH
xs

SCMCMHH 00

03

-H
<p

O C\cr\tn(rN:i^ <MO
CM CM H H 0\

H

aj-sf 0^o^ • • •

o • » a\a>
^ qi.=f (jncmj* cn

.

J3 I I I I i I +H+>oinoooo 0)

OH cMino ino o o
S6 H CViinH Eh

OOOOOO HCMCOCMOOOOO CMCOOOOtfX

m H H H lA

4*

o^n•?^ t-ininvo

ACMVOOO CMfOHfOH H

I

HHH in

H

<tf ON • • •

fri • • • •Q 45
o lAO ino o oK H CM lAH Eh

o

^b-OOOIVOrOHCOCMHH

H
+>H
0<T>

st'-sf lAH lACnH

woo H^sO H lAH
« H (*1

9

HCMjj- qNCM.=r e\
,111 ' +•-«PjOlAOOOO

OH CMiAOinOO oO HWlAHEH

a\ • • •

ts '-^t o\<y\

W-tT+H
P< O O O O CD
O • • • • O 4>
ainoiAO o oH CMiAH &t



09

a
0
•H
4J

H o o roiA-sr cy

CM

397
cH

rojt lAOQ

cw Hi-4 CM

•HJ^CO-af rOH CM«0 H (OfOH Jt CM

00O>U>CM<n(MeMr4 OtoJtOOCMH CMflOr-lJ^'HOOVO vOosHOCMCO
CM rH r-»CO

c^^oo omcMot^ -*^-CM^-^^f»^ cmj^ h h cm h ro^ CMCM^r-ifOoi

CMatHOOOOt"- r<i.:4- CMH OOO O^tfOOOOOt^ <*VpnHOOt-

vjp o>ojcnvo^ CM Of Jtoxco^MniA inoo ov=r roHrof^ ^NO--tHmQCMHHH 00 Hi-4 ^ H H tn CM

OCMHOOOOrO HCMCOOOVJD O H Jj- H O O OvO COOrOOO^

CMCMr-»rH 00 Hr-»rH ^ rH r-l lA H *^

rOOr-IOOOOJ* HHHHOj* OinOHOOHt- OCMOOOW

^CMCV|CJv^^CMg ^C^Ivg^tAjH ^ N-CM COCOH CM 01 00 OMAH

OOOOOOOO CMCMHOOtn OHOOOOOrH oooooo

Ob-CMHiH^CMCMCJ^
t4 r-H H i-J H if\

gH^OCMHHOCTN

n
(9

-H
4>

O ONfOCOfnvO^ CMO
CMCMHr-4 CA

H H H kA

tnoOfOCOlACM

<MHH VO

(0
OOOi-IOH

HCO C7\H OOO miA lAvi> H CM<3P

IHOHHOHOjsT OHOOm**'

o

I

OlAJ* ^-IAlAVO
«H H r-4 (A

al-* ONCJN • • •

O ** •5to%g\
fCM^O\CM^a\ ,

OiAOCiOO cd

OHCMiAOlAOO O
S! iH C\* lAH &4

I
O

CJS • • »

CTVOX
<^cM^tQ\

.

fl J • 1 +HO C5 O O (d
• • • • O si*

O JAO lAO O Oa HWlAHfri

t^fOCMVO nOH OO
CMHH

o^CJ^CJ^

•=1" o\o> • • •

• Jl i • *lUOlAOOOO ct

<&H CMiAO {AOO O
C3 rH CVl lAH

llA cJOOHVOHiaH

I
oc^Cf^8^<3^

cy\ • •

bO J I I I "f rHUO O O O c3

8« • • •04>
_lAOtAO O CO HCJiAHt:



398

' o

o
oH «

O
9SO

o

>«

00

o
00
^ 2

o

HO

H

a

(4

c
o a

Pi o

rOinHOOOOOx HHOOOOI OHOcHOOOO* CVICMOOOJt

CMi-4 H r-i t-

COVOCOf-tf-lOO ON

HvOOOr-irO-af WlA
r-t 1-4 1-J m

H b-ClJt »AO\

f-1 w fni-4 o if~

CMH rH tA

o^stparHooooo

r-4 ^
rOWHiHOOOt"- WHHOOJSf OOOOOOOO

vp r-t MMvo^ euro
CM CM r-4 H 00 r-»H H ITV

Chroroo«-i oovo o O r-» f-4 rH ro

c^oofOu^cncM<MH CMH H 1-4 iH lf\

if\CM cmjj- rOfH mo
CMr-|r-( ^5

CM Ov:t CMH Or-4 0\H

fO CMCO CO CMH CMHH H J^-

cmhhoooojt ooocoom oooooooo

inCMVOH^ CMCMCMH H H lf\

vOOt>*HCMCMO0Q
*»^H H in

CM fOVO CM CO« CM OH H H iTV

POCOfOCMO OOvpH Cll

OOOOOOOVOrOCMiAH

b-H COt^O H O 0\H CM

« OtCM OVOVO mCMOO^ H H H m

HOVOJt CMfO

•^^t H H fOPOH H iH

H O in-st CM CMH

H t-inVOH 8

ft

(n»novoj*coH CM

H CMJt lAO CMH

fVJO H o ir\ D~H H CO

J* OOOOO O OH CO

fOVOCJNCM WHHJtH H

CM t-Jt POH O CM CJN

rom^-H CM H H oH H

H c^^ofoo o ovoH

CMOOt^OCOHCO^

OV£>\0-sr O H HOO

-at irvVO O CM O CM c^H H CO

CM t^J:J" H H O O lf\

0>VO CJNOO-sf-sf CM CMH H VO
a
«H
4>
Ho a>coroco\o-=r cm oW CMH H ON

0) CMH
CMincOCOCMHH H

gONOxCJN
Q>0NONO\0\O\

(d-sf cy\o\ • • •

o • • •-!to\g>
CM^t 0\CM-sr 0\

.

;c: I i I I I I +H+»otnoooo Qi^•••••••04*
O H CMlfNO ino o oa HWioHti

H H H lA

S onSnSnSn
gov • • •

•5r o\a\
0\CM-* 0\ .

jC I I I I +H
*» O o o o at
U • • * 'Q 4*
oinoino o oa HWiAHtt

2

to-fOCMVC COH CO
CMt-1 iS

CO CM COH lA-sfH

oooooo

CO HSO H lAHH CO

OHOOHCM

C0OVOHJ4-g>i

H H O O H CO

HCMinn-af HH

t^ONCOO H

H CMfOH coo

«^VOinO CMC3\H

OH H O fOlA

H coo H o in

rovomoiAONH

VOVO O H O COH

w-Jtinoinvo

nOOHVOHiAHOH CO

H caonctn
OQvQNCJNTvONON
sfONCv • • •

at • • '-si" 0%0\H CM^ O\0JJcr o\
.

bO • I III i +H
u o icso oo o\ a8» » e • • •04*_H CMiAO 'S\0 O OO H 01 lAH

O ON ON ONo c^ONONC^N
ON • •

rt ON(7N4 ONCM.:^ <JN
.

I I I I +cHOOO O tf
O • • • • O 4*
oinouxo o o6 HWirvHfri



399

o
as

fi 03

O
SB

MO)
>*

o

H
pa p

O

M «

O
S3

r-< ta

o

CM
1-4 CO

W •

O

MO)

O

«H OS

f4 4)

I
O Q.

g

0 «
.

"2

(0 c 3

01 o

/-» Wr-« O O O C^lAlAH O CO

H rH H iH in

(no OOOOOtn OOOOOO 00r>40000i-l OCMOOOOIl

r-l H rH in
^ncofn^o^o-:* cmvo
M OlrH r-t 05

OrHOOOOOi-i OOOOOO
Olr-I iH VD M

OOOOOrHOH OOOOHrH

M 01
r-< roro«^-sr CM in incMvo roinH t-c^iHinn^oencM c^iH^

r-l fi 00 rH rH r-i tf\ CM< VO

CMOOOOOOCM OOr-IOOH 0CMr-40000(n t-* O O O r4 01

c~-CMcocMvo-^ CM^ in-sfvo ininm vo«-»r-iinraHroo >-fHvo H-=t
CM CM rHH GO H r-l rH in (M rH rH so

OOOOOOOO OOOOOO OOOOOOOO HOOOOrH

incMJt rorH o Hvo OrHCM^cMcyi fOrH ccH rH o r-« a\ fo <M r-l o r^ e«-
rH

CMCMrOCMHOOO OCMOrOrHVO OrHCMOOOOJ^ CM CM rH O O in

o o\H inJ*- CM VO incM r-CM-^t o
CM rH r-i r-i r-i lf\

inCMOvo rorHroQ vooo^rHin^
CMi

<noOrHoooJt OrHoooH o rorH »-i o o o in HHHOora

CM CO CM VO J* CM^ ^roto-inuv*
CMrHH 00 r-ir-ifi U\ s t-o inrH in<g

CM^ insO CM O rH o
rH iH Jt

MOO invo mcMja- rH

H rH O O O CM

OOOOOO

r-l rHvo tf\o o o^ mmroocMH
rH CM rH

tnoemvo HHHvo cMHOOrHJ^r
CM

EhCMCOHOOOOVO OOrHrHrHCO OOCMOOHOrO rH r-l O O O CM

avo-=t o <nin-=t H po
CMrHrHH

CO

0)

H
44

oONPomrovo-^t CM o
CM CMH H 0\

• r-4 H rH J*

iixvt t^ininvo
i-irHrH in

incMO inpoopooo int-in«HinfO
CMHrH 3F W

I
OI
wvonHnmH r-l VO

nCO HVO H in rH

C7\0\Q>0\0\CJ\
<8-sl" 0\0N • • •

O • • 'sf 0\Q\
CM^ C^CM-:t CA

.

x: I I J I I I +H
*3 o incD o o o (0
u • o+>
o rH CMino ino o o
SB rHWinHEH

r-i

(d CT\ • • •

o ONg>
ONCM43- 0>

.

XS I I I I +rH
+»o o o o «
U » • • » Q 4»
o ino ino o o
sz; rH <x» inn

OONOV
a) • •

H CM^
bO i I

P« O lA
o • •

^rH CM

OS * • •

<^CMj*C5\
.

I I 1 I +rH
o O O o at
• • • • O -P
ino ino o o

rH WinrH EH

I
oo^c^o^c^

• • •

oi sj- ^(3>H 0\CM^ 0\
.

bOJ I I I +H
(4 O O O O cd
O • • • * O 4*
4) ino ino o oO rHWinHt*



400

o

o
SBH

Pe, as

a>

o2

W

o
2

pa ®

o

OJ

o

01 00

W «)

o

CM CO

W ®

O

H SO

M «

O

CO
i-l CO

5H

0 so

cd IS §H 00

01 o

^ocJ^ON'^ lAfOcu CM hoo^ tr\if\cn v£> o cy\oo cm h i-h jAHfOiHoro
CM rH rH h- «H r-4 ^ CM rH CM

lA^fOCMH rHOvO COvOCMOOiH rH fOrOvO rH O CM v£) rHOOOCMfO
rH rH rH

OOOOOOOO OOOOOO rHOOOOOOrH oooooo

fOmrOVOJl- CMO UVsft^UMTVVO NOCOCMVOCOH
CMrH rH rH H rH U\ CMrH H 00 rHVO H iTVrH

rH CO

CMOrHOOOOrO OrHOrHOCM rH COCMrH O O O t~ CMr-4000CO

c^^-o rHvo jj- CMOS rHt-cMiAmop jsi" cooNCMcorHroin ro^OH^CM
rH rH rH

OrHrHHOrHOJ* O CM rH CM O lf\ CM^CMr^OOOC^ HWfOOOvO

vO H CM CMVO rOCMCM COfOCO CO CM OA v£) C5 if\ COH CO rO ^ J*- CM i-H lA
CM CMrH rH eo irv

OOtAinOOrHO^ OOOrHiHCM rH b-O O O O OOO OCMfHOOfO
rH

CJMfVVO rOm 00 CM PO lACM-sf 0\ mH CJvH fOH fOfO VO vO •:a" H J^f rH
rH r-t f-» rH H H ^ CM

HrHOOOOOCM HOOOOH rH H H CM O O O U> HCMrHOO^
'

1

roH pocovo-^ CM CM corot^^ in CM vooorofOrHfovo m h m CJ
CM CMrH rH CO CMH rH in CM

COrOrHCMHOOO f-»VOrHHO0N CMHrHrHHOOVO COrOCOH O O

roo CMrH in^ CMb-
CM CMrH rH K rocovo-=nnvo incOrnrocMrHroro covocMO^in

H rH ^ rH H H in

CMCMOOOOOJt HCMOOOrO CMCOCMOOOOt^ tOH^HOOS

09 lArH rOfOVO-sl- CM^

I
M CMH H 9b

O
OWOVO-* CM O O
rH rH ^

•o

OvOVOCO-i*-* H C7\H CO
OO

•H
4»
•H
oONCOrorovo^ CMO

fOrH c^inmrH
f-ir-i r-i in

o-srcorH oco

OO ino^Jt inoo
4) rH rH rH J:r

ino ovo rOrH foco roocMOinp
CMrHH in rH CM

in<3\-^ t~o o o in
r-i CO

H oooo t-rO rH rOM3
CM

CM CMrH rH

H
O 0>0\CT\

s5 -sJ" CTvON • • •

O • • ••^0>0\
CM^ CT\CU^ 0\

.

I i I I i i +H
+> o ino o o o a
o H cMino mo o o
35 rH CMmrH &«

c^

3

o m-at t-mmvo
rH rH rH m

O C7NONO\

OS ON • • •

O •St a\(y\
0\CM.5t o\ .^ J I i I +rH3 o o o o oi
• » • • Q

o mo mo o o
a; rH cumH eh

is- CO
CM

to

o
p
ocJ^c^

St CJ\M • •

-H CM-st
bO I Io m
o • •

<»rH CMo

CMNOPOHPOin
rH rH '2)

OO^OVO O CM CM
CM

O-stOHfOcO

«CO rHVO rH mrH
« H CO

C7\CT\G>
<y\c\o\o\
<J\ • •

1

•St 0\0\
ONCM^it On

.

I J I I +fHoooo d
• • • • O -{Jmo mo o oH CM mrH EH

O 0N0\O\O\
ON • • •

<0 ••:* <7NCT»
•H CJNCUJt ON

.

bO • II I +Ho o o o at
O • • • • O 49^momoo oHwmH6H



401

<» •

At »
lot

I

O
o

lACrWO r-i r-i HO r-t rHVO W r-i ITV-Sf

I

k
*

CO (TV r-i -4"

in

r-l 01 CM

ON •

I

oo •

01

rooioo

Olr-4

01 01 ^<o

m HHHHr-IHi-lfO HHi-l CM in 01 OIH

8\0

01
I

8 .

°&
H

OIVOH
01

m 01

01 ONCOfH

HQ

Q)
00

C
a

2
u
o

01 U

£ w z

o

«
•ri

P
o

o
-H
-P
O
to

Om O rH

OH 3u
Hrr>m4* S

© >> 3 4* o
>»CH Ma+>

u u H « >j
x: 41 ti H
41 <D o

sis i

H

n e

88

I?H 0)
4> $4

p
O (4

4»H
§4> UH «

HOICO HOIfO HOiro
A J, J!,

a a



402

•» •

St as

Io

o

ON •

<i\o
ON •

ON

«
CS

§
a
0)

o
4*
CD SW

r-4

CM

H OtVO

CM

09
0)

+> 09H
a o Oi
o o >
o
r-i (D 0)

(d-p «

04>

C 3 «D >
O f3,+>

>»'g
rH 2 H MH «3 4> H
(4 B9 At
•H 4> 4> (4 ^p n Qi 4)

^ o c o,s:

o

ITV irvCM CM ITVH 0* r-l r-* W

lAOl <H CM

u nH © 2
<tti3 3
«H O
a. 0)

4 ^4 CO

C P ^

o 4; « &

H CM

o
4> O
aa
04*
o c

it ® So« O
H wro
C^
ri
U

00 >-»

mmcvi
r-4

r4



403

•» »

CM
I

8

o

O CM H

CM VO
r-l H

0> •

CJ\
I

6 CO

in

CO H

21

t- r-» rHCMf-4 ^

8>c>

r
8 .

CM
CM

%HH

CM
CM

H (M

^ •

CM
IOo •

O at
•»I3

H CMH

10 n

2

09

4)

4>

O
O

CM

«4
-P
O

I

I

O
ea

U

%
a
ea a d

5*2

n

§3

o s
O Oo

H
1

r-4

CMcn Jt

o

O {ii

r-l 4> 43 6 P
09 «a 0) S

p ^ :s o m

<



404

tn rH IfVlfV *n<-t

rH i-l CM CVTH

rH f-4 rH f-» i-» r-i

H 0)

U © 0) cd 9

S04>« o o

•a

1

O O '

fcOH tt

r< ^ <^ S
o+> H

4> (0

u

Qi4>

of C9 (0H +> <U fc« ^1

o o d 9

4»

fcOH <»

if\ H w fn H oi<n



405

•> •

01
t

o
o •

°g
o

r4 H

OtOI

00 OJC^HCM COfH JJ- iH -St-

r-4 iH

ON

1-4 rH r-i ri COH lA

in
.8

t-tmoi a sjr h vor-ioi co

I

8
"23
CVi

CM
IOo •

H

CQ

I

0)

03

C

a

U
O

o
+>
OS (4

HQ)©
S! -P ^

CO

;

©1-4 .

©«H O
> (0

O Cd (4 00 4*
O O -H C

© 0^r-4 4>

g© h-H Ca o i3O to 3; &

H H
g

©

CO

© ©
CQ S2
to +>
< o

f-4

u

HiH ©
3+> ©
5 c 5 j2

I

CM
a

iH fH <M (n
I I





s

oo

O bOl

o

3

cr\ t< o

io
8
o
in O

•» O t4

0}

n
4)

i

o

a
09

44
O

<a

p

Old)
g

^07

CM

at
•H +>

(4 09 QiO W <

I

4> Ih

o cd -p

Ml

1-4 CO r-4 r-4

CO HHPO

4) O

03

H 4)

U-P
•H O
o, o
01 (4 ea 43
o O H C

C -P <^ «9

*4 c a
O -P <8 0}

0)

P

H H «

C C 4 ^

m iHW m HOirO iH CM mat lAVO H <M CO*

r4
O



*08

^5
OiU O
':i o u
I ss to

8

o
o

cH

M

CO

VOr-t

ITV

r-» CVlfO

(4
«

it.
Ill
H euro
I

CM

oo

CM

g
P
O

I

CMcn ^

o
CO

P 0)

g 2 4) g
H §)5)Q«0
=1 3 3 ® «

VO



s
ass

•» o &

o\ o

8

O
in

u
o

O

s

•» o

09

0) c

c:

oH
4*
OSH 0)

34>
0.0]
" +> 3
COS

o

Of

cvH CM mm CM

CM

CM CM

CM

HiH CM

in CM

in«H

CMi

-P 43 (l4

(tf o>

o o H c
bO>> QtVt

4*
a

H CM ff\ iH CMro



CkU O
:3 o u
I 2: 3o o
8
ooH

ffS

s

ON >4 O
•» O t»

ON S3 o)
Ox O

Io

* 601
o ^
in o

Q)

8n+» <h
ON O
* o ^ONS 3

-St O

oo

O
«
C5

09

«>
« 0
0 c

S
g

g
3 u
•H O
a hH 0) d)

ct, as g0+53
0* CO a

410

<Nt in

00 P^'H H CVI Oi

H CM com ^ cwjt pr>

H in

Olr-« 01 lA



g 9

?5o

CO

p
H
«}
o

H «
cd 04
P
o

MO CMO 00

VO^ IfX

CM CM CM

o ir\

it

CO

o I

CVJ ONo ro

CM CM

.1

tno CMco ot-
CMH CMOO OCM F-00

H f-t

00 CO
r-i CM

Is

0000

JTON ^OC^ 0OC7> b-CM 0\t^ tfVCA OOCQ
r-l lf\0

iH CMH CM
iH CM

CMVO OQH «tin OOt^ t-lA VOO\ CMQ
JtrA coH oo inoo roF- o\^- t^vO
rwcM vofo lnc^ '2>fn cjvx) ho cmoo

to

s
•p
a

o

s

t

I
I
to

o

<l)

•o

e
9
4»

tiO

c

4*

3

o

I «

«

44

a

C5NSP COfO OCM JtOO <^<M o\cr\
P-W Okvp OOVO CO^ i-tcO \OrH foro

o* o* o* o* o* o* o*
•M 'tf *^ 'Msb5 xo SCO s?o so SCO so

I I
£

•o

e
•p

I



M CM

.5 1

t <k 1

o 00 00
in in m

CM
O

I GO
I *
CO

I m
I *

CM

in

I

i «
CM

CM'

CO in

vooo

^co
-51-

CMCM

00 J*O H
CMr-»
« <«

vom
CM CO
CMH

OH

00 o
H

•St in

CMH

CMH

CM CM

t*-l

00<

rooO

vo CM

HOO

inHH CM
00 -St

•t •»

CM ON
HOO
CM

OOO
CM

(ncM
ovo
CM

o in

Hit
CM

H a\

OOH

VpO
Win

83
CM

5»vo

JEt CJN

HJ4"

vo t-
CM«n
% •»

o COH

invo

CM O
COH
invo

t--COH H
0\CM

•k «
CM CM
HVOmm

coco
00
t>-CM

CM CO

CO

H ON vo fn
coon
Ooo

oqo ONOO moo
cooi H3r oco

CM mm

vo ON
cnt-H o

•» ^

vo

vogji
mo\

•» *
coco
OJH



LITSRAOTURB CITED

Books

Betters, Paul V. (ed.)» State Geritralization in North
Carolina . Washington: The Brookings Institution, 1932.

Black, Homer. "County Accounting in Georgia," Eleventh
Annual Georgia Accounting Institute . Athens: College
of Business Administration, The University of Georgia,
1957.

Brooks, Robert Preston. State Supervigion of Local Fiscal
Affairs in Georgia . Athens: Institute for the Study of
Georgia Problems, The University of Georgia, 19^8.

Bureau of Business Research, College of Business Adminis-
tration, University of Georgia. Georgia Statistical
Abstract . Athens: University of Georgia, 1963.

Gibson, Frank K. , and Ted L. Hamjuock, Forms of City
Government in Georf?;ia . Athens, Ga. : The tfniversity of
(jeorgia, Bureau of Public Administration, 1957.

Gosnell, Cullen B. , and C. David Anderson. The Government
and Administration of Georgia . New York: Thomas Y.
(5rDwell Company, 1956.

Hobbs, Samuel Huntington, Jr. North Carolina, Economic
and Social . Chapel Hill, N.C.: The University of North
Carolina Press, 1930.

Lutz, Harley L. The Georgia System of Revenue . Atlanta:
Poote St Davies Company, 1930.

Mcllahon, John Alexander. The North Carolina Local Govern-
ment Commission . Chapel Hill, N.C.: The North Carolina
Association of County Commissioners, I960.

Pound, Merritt B. , and Albert B. Saye. Handbook on the
Constitutions of the United States and GeorKia . sTxth
edition. Athens, Ga, : The University of Georgia Press,
1962.

Stoyles, Robert L., Jr. Handbook for County Commissioners ,

Athens, Ga. : The Institute of Law and Government of the
School of Law, The University of Georgia, 1962.

^13



^1^

Stoyles, Robert L,, Jr. Handbook for Georgia Councilmen. ,

Athens, Ga. : The Institute of Law and Government of the
School of Law, The University of Georgia, 1962,

Publications of Governments

Abernethy, Byron R. Constitutional Limitations on the
Legislature , Lawrence, Kansas: Governmental Research
Center, The University of Kansas, 1959.

Advisory Commission on Intergovernmental Relations. State
Constitutional and Statutory Restrictions on LocaT
Government DeblTi Washington, fl.C: The Commission, 1961.

Advisory Commission on Intergovernmental Relations. State
Constitutional and Statutory Restrictions on Local
Taxing Powers . Washington, 3. C. : The Commission, 1962

.

Advisory Commission on Intergovernmental Relations. State
Constitutional and Statutory Restrictions upon the
Structural, functional "and Personnel Pov.'ers of Local
Government . Washington, D.G.: The Comraission, 1962,

Advisory Commission on Intergovernmental Relations, The
Role of the States in Strengthening the Property Tax ,

Vol. 1. Washington, D.C. : The Commission, 1963'.

American Institute of Certified Public Accountants, Com-
mittee on Auditing Procedure. Internal Control . JTew
York, N.Y.: The American Institute of Certified Public
Accountants, 19^9.

American Institute of Certified Public Accountants, Com-
mittee on Auditing Procedures. Generally Accepted
Auditing Standards . New York, N.Y. : A.I.C.P.A., 19^^,

Code of Georgia Annotated . Atlanta: The Harrison Company,

Council of State Governments. Committee on State-Local
Relations . Chicago: The Council of Stabe Governments.

Council of State Governments. Proprram of Suggested State
Legislation 1963 . Chicago: The Council of State
Governments, 1962.

General Statutes of North Carolina . Chapter 153, Article
10; Chapter ibO, Article 33.



1^

^15

Georgia State Committee on Taxation. Heport of the Com-
mittee on Taxation . Atlanta: The Committee, 1925.

International City Managers' Association. Municipal Finance
Administration . Fifth edition. Chicago: The
Association, 1955.

Kilpatrick, Wylie. State Supervision of Local Finance .

Chicago: Public Administration Service, 194-1.

Kilpatrick, Vjlie. State Technical Assistance to Local
Governments* Borrowing Operations . The preliminary
draft of a monograph prepared for the Advisory Committee
on Intergovernmental Relations, Washington, D.C., 1962.

Moaher, Frederick C. Program Budgeting; Theory and Practice .

New York: Public Administration Service, 195^.

Municipal Finance Officers' Association. Criteria for
Judging a Municipal Financial Rejort . Chicago:
Municipal Finance Officers Association, 1954-.

National Association of Railroad and Utilities Commissioners.
Uniform System of Accounts for Electric Utilities .

New York: The State Law Reporting Company, 1937.

National Association of Railroad and Utilities Commissioners.
UQifoi'm System of Accounts for Gas Utilities . New York:
The State Law Reporting Company, 1939.

National Association of Railroad and Utilities Commissioners.
Uniform System of Accounts for Water Utilities, Classes

^ * Now York: The State Law Reporting Company,
1939.

-f "vt

National Bureau of Economic Research, Inc. Income in the
Various States, 1919. 1920. and 1921 . New ^ork: Jhe
Bureau, 1925.

National Bureau of Sconomic Research. Public Finances;
Needs. Sources, and Utilization . Princeton: Princeton
University Press, 1951.

National Committee on Governmental Accounting. Municipal
Accounting and Auditing . Chicago: Municipal i^inance
orricers Association, 1951.

National Committee on Governmental Accounting. A Standard
Classification of Municipal Accounts . Chicago!
Municipai Finance Officers Association, 1953.



'fie

National Municipal League. Model Ocunty Charter . New York:
The National Municipal League, 19%.

National Municipal League. Salient Issues of Constitutional
Revision . New York: National Municipal League, 1961.

North Carolina Commission on County Government. Report of
the Commission on County Government . Raleigh: The
Commission, 1927.

North Carolina Local Government Commission, Accounting
Advisory Section. Minimum Standards of Audit Procedures
and Reporting . Raleigh: 'the Commission, I960.

North Carolina Local Government Commission, Accounting
Advisory Section. Municipal Accounting Manual ,

Raleigh: The Commission, 1961,

Ridley, Clarence E. , and Grin F. Nolting. Check List on
How Cities Can Cut Costs . Chicago: The International
City Managers' Association, 19^9.

Ridley, Clarence S. , and Herbert A. Simon. Specifications
for the Annual Municipal Report . Chicago: I*he Inter-
national City Managers' Association, 19^8.

State Educational Commission of North Carolina. Report on
the Public School System of North Carolina, Part IV—

-

The Financial Condition of Counties . Raleigh: Edwards
Broughton Company, 192?

•

Tax Foundation, The. The Financial Challenge to the States .

New York, N.Y. : The Foundation, 1958.

Tennessee Taxpayers Association, Inc. County, City and
Town Government in Tennessee . Nashville : The
Association, December, 19^1-7.

United States Bureau of the Census. Census of Population .

Washington: Government Printing Office, 1955.

United States Bureau of the Census. Census of Governments:
1962. Governmental Organization , Vol. I. Washington:
Government Printing Office, 1963.

United States Bureau of the Census. Statistical Abstract
of The United States . Washington: Government Printing
Office, 1963.



^17

United States Depart'nsit of Commsrca, Office of Business
Economics. Personal Income by States Since 1929 »

Washinrrton: Government Printing Office, September,
1956.

Periodicals

"The County Angle," Georgia County Government Magazine ,

Vol. XIII (December, 1962).

Horig, Arthur N, "Suggested Improvements in Governmental
Accounting," The Accounting Review, Vol. :CX::CVIII, No. 4
(October, 1963), 750.

Unpublished Material

Black, Homer. "An Application of Generally Acce75ted
Principles of Governmental Accounting and Auditing to
the Counties of Georgia." Unpublished Doctoral
Dissertation, The University of Michigan, Ann Arbor,
1956.

Gases

Holmes v. Fayetteville . 197 N.C. 7^0, S.S. 62^ (1929).

ITantahala Power, etc.. Co. v. Clay County . 213 N.C. 698
197 S.3. So3 (1938)

•



BIOGRAPHICAL SKETCH

Gordon Edward Bell was born September 22, 1919 in

Mt. Morris, Michigan. He was graduated from Eastern High

School, Lansing, Michigan in June, 1937. After completing

high school he joined the staff of the Michigan State

Police in East Lansing, Michigan. While working with the

State Police he attended business college evening school,

studying accounting, business law, and related subjects.

Upon completion of the course he passed a U.S. Civil

Service Examination and received an appointment in the field

audit staff of the General Accounting Office. In August,

19^1 he was called into active service with the United

States Navy and remained with them until August, 19^5. He

entered the University of Miami, Florida in 19^6 and

received the Bachelor of Business Administration degree.

Magna Cum Laude in February of 19^8. After working briefly

in public accounting in Coral Gables, he entered the

University of Florida in September of 19^8. He served as

an instructor in the Accounting Department on a one-half

time basis while working toward the Master of Business

Administration degree. He received the degree of Master of

Business Administration in February, 1950, and subsequently

^18



4

419

served on the accounting faculties of the George Washington

University, Catawba College, and Duke University. He left

Duke University in 1958 to become a partner in the public

accounting firm of Riggs and Bell, CPA's in Vaynesville,

North Carolina. In January of I960 he agreed to organize

an Accounting Advisory Section for the North Carolina Local

Government Commission and remained as Chief of the Section

until June of 19G2, At that time he Joined the accounting

faculty of the University of Georgia, with which he is

presently associated. During the interval from 1950 until

1965 he completed most of the academic requirements for the

degree of Doctor of Philosophy at the University of Florida,

and in the spring of 1965 returned to the University to

complete his residence and othor requirements.

Mr. Bell is married to the former Donna Marcene Akers

of Gypsum, Kansas, and is the father of four children. He

holds certificates as a certified public accountant in the

states of Maryland atnd North Carolina and is a member of the

Georgia Society of Certified Public Accountants. He is also

a member of the American Accounting Association, Alpha Kappa

Psi, Beta Alpha Psi, and Phi Kappa Phi.



This dissertation was prepared under the direction

of the chairman of the candidate's supervisory committee

and has been approved by all members of that committee.

It was submitted to the Dean of the College of Business

Administration and to the Graduate Council, and was

approved as partial fulfillment of the requirements for

the degree of Doctor of Philosophy,

April 18, 196^

Dean, Colleg ss Administration

Dean, Graduate School

Supervisory Committee:


