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Informative accounting is the light by which the path of
public administration is illuminated. The only hope that
we can have for an interest in the administration of public
affairs by the body politic is to keep that light burning
brightly. The keeper of the light must never sleep, for,
notwithstanding the fact that the public seems at times
totally indifferent to the administration of its affairs, it
nevertheless is true that an informed person will ask ques-
tions. He will want to know the reason why. Accounting
tells the reason why.

T. CoLemaN Anxbprews, C.P.A.
RICHMOND, VIRGINIA

From Address at Municipal Accounting
Clinic, American Institute of Account-
ants, San Francisco, September 20, 1939

Regardless of the position we may hold, as public admin-
istrators, we should rise to our high public duty, devoting
ourselves in a cooperative effort by joining in a program
to build an accounting and reporting system which will
provide adequate safeguards for the public funds, necessary
tools of management, and information which will give the
American citizens a true statement of the government's
fiscal affairs. The government accountant should be a serv-
ant of administration and, at the same time, a watchdog for
the people.

Epwarp F. BaArRTELT

FISCAL ASSISTANT SECRETARY,
UNITED STATES TREASURY DEPARTMENT

From Address at 43d Annual Conference of Mu-
nicipal Finance Officers Assoctation of the United
States and Canada, Detroit, May 26, 1949






PREFACE TO SECOND EDITION

The years that have elapsed since the 1942 edition of this
volume have been marked chiefly by the further extension
of the activities mentioned in the foregoing preface. Little
major change in basic principles or terminology has taken
place. The number of cities following these standards has
steadily increased. Considerable improvement has taken
place in accounting and auditing in the federal government.

In the present volume the authors have made every ef-
fort to be guided by constructive criticisms received from
the many teachers who have used the volume and to expand
the explanations so that they will be more complete. Pre-
vious problem material has been improved, and, in addi-
tion, a series of problems is added taken from the uniform
Certified Public Accountant examinations of the American
Institute of Accountants. The list of references has been
extended to include a number of important additions.

Lroyp MoRrey
RoBerT P. HACKETT
URBANA, ILLINOIS
January, 1951






PREFACE TO FIRST EDITION

Proper methods of accounting and financial reporting are
essential for every business, whether large or small. In
public affairs they are of even greater importance because
they must be depended upon to prove the integrity and the
efficiency of those upon whom the responsibility of govern-
ment has been placed. Government has become one of the
nation’s major industries. With the increase of govern-
mental functions the necessity for adequate methods of
financial administration is steadily augmented.

Evidence of the interest in the methods and adequacy
of the financial records and reports of public bodies has
expressed itself in the following events and developments
of recent years:

1. The creation and work of the National Committee on
Municipal Accounting, which has developed and secured a
wide acceptance of basic principles, definitions of terms, and
standard forms of financial reports for municipalities.

2. Discussions of the subject in general and special meet-
ings of national associations of accountants and public officials.

3. A material increase in the number of courses devoted to
the subject in colleges and universities.

4. The inclusion of questions in this field in the majority of
accountancy examinations.

5. The publication of many notable additions to the litera-
ture of the subject.

6. A widespread interest in improvement of the accounts and
reports of state and local governments and institutions.

7. An extensive discussion of the problems relating to ac-
counting and reporting in the federal government.

As a result of these activities, an authoritative and ac-
ceptable body of underlying principles applicable to public
accounts has been developed and has received general
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recognition. This volume is intended to present these
principles and a broad outline of their application. It deals
chiefly with principles rather than with details of form or
procedure, and concerns itself with matters more or less
common to all types of governments and public institu-
tions. Its purpose is to present the essentials necessary
for a fundamental picture of the problems involved for
students in accountancy and public administration and for
the reference of teachers, practitioners, and officials,

To illustrate more effectively the principles set forth
herein, typical transactions are presented under each sub-
ject. These transactions are numbered serially in each
chapter and are carried into illustrative general ledger ac-
counts by entries bearing these numbers. Financial state-
ments based on these accounts are exhibited. The transac-
tions and accounts, as well as the statements prepared
from them, are progressive throughout the book. As a
further aid in the study of the material presented, a series
of problems is included, covering practically all the impor-
tant features of both principle and procedure.

Lioyp Morey
RoBerT P. HACKBTT

URBANA, ILLINOI8
October, 1942
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CHAPTER 1
SCOPE AND FUNCTION

The Field of Governmental Accounting. Government
in the United States is carried on by about 150,000 sepa-
rate agencies. The list includes the federal government,
the various states, counties, cities, towns (or townships),
school systems (urban and rural), park, sanitary, health,
drainage, and other separate units. The majority of those
mentioned have the power to levy and collect taxes. There
are also many other public agencies, more or less autono-
mous in nature, which operate under the authority of some
governmental body. For example, the federal government
has set up a number of separate corporations for carrying on
certain types of federal business, such as the Reconstruction
Finance Corporation, the Federal Housing Authority, the
Tennessee Valley Authority, and the Atomic Energy Com-
mission. In state governments and in many cities, publicly
supported universities and colleges are found; in cities are
found libraries and hospitals.

Governmental accounting deals with all these agencies
and activities. Each of them, like each type of private busi-
ness, has problems of finance and accounting peculiar to it-
self. The same fundamental principles, however, apply to
all, and a main outline of accounting procedure therefore
may be studied in relation to the entire field.

Federal, state, and local taxes of various kinds in the
United States probably equal not less than one-fifth of
the country’s income, or at least fifty billion dollars. Other

receipts of governmental bodies—public utility services,
1



2 FUNDAMENTALS OF GOVERNMENTAL ACCOUNTING

special assessments, trust receipts, for example—make up
a sum of sizable proportions in addition to tax receipts.
Outstanding debt obligations of state and local govern-
ments approach twenty billion dollars, and those of the
federal government exceed two hundred fifty billion dol-
lars.

Governmental accounting must deal with all these sums
and items.

Distinctiveness of Governmental Accounting. In many
respects, the accounts of governmental bodies are similar to
those maintained for private business. The essentials of
double-entry bookkeeping are to be followed here the same
as elsewhere. Many items of terminology and many fea-
tures of reporting are the same in both instances. However,
as will be shown in more detail later, governmental accounts
and reports do differ in certain fundamental respects from
those suitable for private concerns. These distinctions re-
sult from certain basic differences in the nature and rela-
tionships of the two types of organization.

Governmental accounting is a distinet field of accounting,
which must be developed and studied with full regard for
the conditions governing the agencies and operations with
which it deals.

Finance in Government. In many respects, finance is
government’s greatest concern. The activities for which
government is responsible can be carried out only if finan-
cial support is maintained. Every undertaking must be
weighed in the light of its financial implications. Govern-
ment’s relations to its citizens are largely financial, and this
phase of its operations affects the individual citizen most
directly. Sound and efficient financial management is es-
sential to the success of every public agency.

Adequate and effective accounting, in its various phases,
is indispensable in securing the best financial management.
Through it, and it alone, can information be secured, on the
basis of which plans can be made and operations controlled.
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Only through it can the public know what has transpired
and whether regularity and fidelity have prevailed.

Organization of Government. Before an accounting sys-
tem can be set up for any undertaking, it is important to
secure an understanding of its organization. Public organ-
ization differs considerably from that of privately owned
concerns. In private affairs, business is commonly organ-
ized under one of the following types: single proprietorship,
partnership, or corporation. These types have been devel-
oped to provide and express ownership in various ways suit-
able to conditions in the respective cases. Primarily they
express personal ownership and interest of one or more per-
sons, on the basis of which these individuals benefit propor-
tionately.

Public business in the United States commonly is con-
ducted under what is known as the public corporation. The
powers enjoyed by such agencies vary in the different in-
stances. The national and state governments exercise sov-
ereign powers, granted to them in their respective constitu-
tions. Local governments, in most instances, receive their
powers through statute or charter from the state, and their
powers are limited to the provisions of these documents.
Various other public bodies in some situations are endowed
with corporate powers by the national or state governments.

In the public corporation, all citizens making up the po-
litical unit by virtue of their right of franchise, such as the
national, state, and local governments, are, in effect, “mem-
bers” or “stockholders” thereof. In public institutions or
similar bodies, those persons elected or appointed as mem-
bers under provisions of law constitute the corporation’s
members. All such persons act in a corporate capacity,
without individual liability (except in case of fraud or il-
legality), the same as in a private corporation. However,
they do so without the right of sharing as individuals in the
ownership of property or in any gains that may ensue.

Public Corporation Powers. The powers and rights of a
public corporation correspond in general to those of a pri-
vate corporation. Within the limits indicated by the pur-
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pose for which it is established, the public corporation or-
dinarily has the following powers similar to those of a pri-
vate concern:

1. To have a corporate name.

2. To sue and be sued.

3. To contract and be contracted with.

4. To acquire, hold, and dispose of real and personal prop-

erty.
5. To borrow money for corporate purposes.

There are many limitations, however, on the extent to
which these powers may be exercised by most public corpo-
rations as compared with private corporations. For ex-
ample, many governmental bodies cannot be sued other
than in connection with a contract. Limitations frequently
prevail on the extent to which public bodies may enter into
contracts which involve financial liability, this authority
often being limited to a single fiscal period or to funds pres-
ently available. Limitations as to the amount they may
borrow without securing special authority from the people
or from a superior government are placed on practically all
governmental bodies except the federal government.

In addition to the powers already listed, there is one ad-
ditional power enjoyed by most governmental bodies other
than institutions and special agencies, that is, the power to
levy and collect taxes. No private corporation has that
right. It is an authority which constitutes the basis of the
financial structure of government generally and provides
the resource on which government primarily depends for its
maintenance. The presence and use of this power, there-
fore, have a far-reaching effect on the accounts and reports.

Peculiar Cnaracteristics of Public Corporation. Whereas
the powers of a public corporation are in many respects sim-
ilar to those of a private concern, its objectives, organiza-
tion, and accountabilities nevertheless are materially differ-
ent. Besides the special power of levying and collecting
taxes, there are certain qualities peculiar to it which distin-
guish it from a private corporation, all of which qualities



S8COPE AND FUNCTION 5

have a definite effect on its financial procedure and on the
nature and content of its accounts and reports. Conse-
quently they must be understood in approaching the study
of what constitutes an adequate accounting system for such
an undertaking.

These characteristic qualities may be stated under the
following heads:

1. Purpose.

2. Ownership.
3. Management.
4. Income.

Public Corporation Purposes. The usual purpose of a
private corporation is to make a profit. Though it may ren-
der services of an important or even an essential public na-
ture, if it represents the investment of individuals, its oper-
ations are directed toward making a profit and avoiding a
loss. The purpose of a public corporation is to render ser-
vice, gencral or specific, to the public as a whole in the area
covered and at as low a cost as possible. Only rarely does
it engage in any enterprise with the expectation of making
a profit and, even if profits ensue, they are retained for pub-
lic uses and are not available for use by, or distribution to,
specific individuals as they are in a private corporation.

These facts eliminate the necessity of determining profit
and loss in the ordinary governmental operations or of
keeping accounts or rendering reports with that end in view.

There is one major exception to this general condition.
Where a business enterprise is carried on by government,
of a type frequently operated under private ownership, such
as a utility, it is highly desirable to determine the true profit
and loss of such an enterprise. In this event, the accounts
should be kept in general accord with commercial practices.

Public Corporation Ownership. Mention already has
been made of the fact that no individual ownership exists
in a public corporation and that ownership is vested solely
in the body politic as a whole. Although all individuals
making up this body may be said to have a share of owner-
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ship in the corporation’s assets, they cannot dispose of that
share or in any way realize any specific return thereby.
The value is represented by the service the corporation ren-
ders to them.

A public corporation also holds its property in two capac-
ities. Some property it holds as an outright owner, using
this property for public purposes. Even then there fre-
quently are limitations on its power to convey, and partic-
ularly on its power to mortgage such property for debt. If
the property is disposed of, there may be limitations on
what may be done with the proceeds. In any event, the
proceeds cannot be distributed to individuals.

Other property often is held by the public corporation
in trust. This property may be used only in accordance
with the limitations of the trust in each instance. In some
cases, the principal or corpus must be invested and kept in-
violate, the income only to be used. In others, the principal
is to be used, but only for some specific purpose. The use
of income or principal may be for some public purpose or it
may be for the benefit of some individual or group of indi-
viduals.

Thus the public corporation frequently acts in a triple
capacity: as an owner, as an operator, and as a trustee.

Public Corporation Management. Management in a pri-
vate corporation represents a definite succession of author-
ity and responsibility. Stockholders, as owners, elect a
board of directors; directors elect officers upon whom are
placed the major responsibility of management; officers
appoint or employ the administrative and operating staff.
Relatively few internal limitations are placed upon directors
or officers, but they are held responsible for results and are
fully accountable. Outside restrictions imposed by law,
while growing in number and now assuming major propor-
tions, are general and apply to all corporations in a given
area alike rather than specifically to any one concern.

Public bodies and their officers, on the other hand, are
governed in almost every act by specific laws, regulations,
or restrictions. The control and management of finance in
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a public corporation is largely a process of limitation. The
citizen publie, through its various constitutions, places lim-
itations on its representatives, legislative and executive, by
limiting the conditions under which taxes may be levied,
debts incurred, and expenditures made. Superior govern-
ments place limitations on subordinate divisions, such as
states over local bodies. Legislative bodies place limita-

CHART 1
PRIVATE vs. PUBLIC ORGANIZATION
PRIVATE PUBLIC
STOCKHOLDERS CITIZENS
ELECTED LEGISLATIVE
DIRECTORS OFFICIALS BODY JUDICIARY
EXECUTIVE AND APPOINTED
ADMINISTRATIVE ADMINISTRATIVE AUDITORS
OFFICERS OFFICERS
OPERATING STAFF OPERATING STAFF

tions on executives, administrative officers, and department
heads through revenue and appropriation acts. Executives,
also, through regulations and administrative orders, place
restrictions on department heads and other operating
officers through budgetary allotments, work programs, ex-
penditure procedures, etc. Chief executive officers of the
national, state, and city governments have certain rights of
veto of the acts of legislative bodies. Finally, the courts
constitute independent reviewing bodies whose decisions
may result in further restrictions on the actions of other
branches of government. The contrast in relationships in
private and public enterprises is illustrated in Chart I.
Altogether, these decisions constitute, in most instances,

a formidable body of laws and rules which must be followed
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and which vitally affect the powers and procedures with
respect to finance and financial records.

Public Corporation Incomes. The earned incomes of
any business consist of the returns from charges made by it
for services rendered, either in the form of direct service or
of commodities sold. In a private business, this charge or-
dinarily is based on the cost of the service, including the
wear of physical assets and the cost of borrowed capital em-
ployed plus a margin of profit to be returned to the owner
or owners. Prices of such service are contingent, to a con-
siderable degree, upon the market and the demand for it
and upon the voluntary interest of the public in each par-
ticular service. Most of the time this interest is stimulated
by efforts of the vendor, the cost of which efforts also are
covered in his selling price. A private concern has no guar-
antee, however, that it will be able to sell its goods or
services or recover its cost and has no power to force the
public to maintain it.

The incomes of a public corporation consist likewise of
returns from charges made by it for services rendered.
Taxes are levied to cover the estimated annual outlay for
the services which the particular governmental unit has
been set up to provide, such as fire and police protection,
schools, or park systems. Fees are charged for certain spe-
cific services, such as automobile license plates. But these
charges in total are based on the annual outlay necessary
for that service for each fiscal period and are levied on a
uniform basis against all citizens benefited in each instance.
Within the limits placed upon it, each governmental body
has the power to make these levies and enforce their collec-
tion. Governments scek sundry means of securing the rev-
enue necessary for their maintenance, some of them directly
related to the specific services to be rendered and others
having no such direct relation.

Because many of these levies for revenue purposes are for
specific ends, frequently they are made under limitations
which provide that the money collected shall be used only
for the specific purposes for which the levies were made.



SCOPE AND FUNCTION 9

Debt obligations, also, frequently are incurred to secure
funds for some definite purpose only. Gifts are received
with restrictions as to how the money is to be used and as
to whether both principal and income or only the income
may be expended.

Thus governments, in spite of their great powers, op-
erate under a wide range of limitations with respect to the
ways in which their income may be secured and used, and
this fact has an important bearing on the financial proce-
dures, including the accounting.

Scope of Financial Administration. Public financial ad-
ministration involves a number of elements and objectives
with which the accounting procedures must be coordinated
and with which they must serve. An understanding of
those elements is important in the development of adequate
accounting in its various phases.

The essential phases of financial administration with
which accounting is involved may be stated under the fol-
lowing heads:

1. Assessment of charges, such as taxes, licenses, fines; bill-
ings of services, such as utility bills; collection of interest on
investments; grants from superior governments; gifts and de-
posits. For each of these items an adequate control is needed
from the time it becomes a resource until it is finally collected.

2. Control and custody of cash. This involves control as to
who may receive money; records of receipt of money; disposi-
tion of money reccived; petty cash and other advances; deposit
and custody of public funds.

3. Purchasing and gencral stores. There should be the full-
est practicable centralization of purchasing and of control over
central stocks of materials. There should be a central and uni-
form record of all commitments for purchases.

4. Control over expenditures. The whole program of finan-
cial administration is directed more or less toward this end.
There are, however, certain important mechanics to be ob-
served, such as proper authorization for incurring expenditures,
proper recording of obligations incurred, checking of receipt of
goods by responsible employecs, proper certification of vouch-
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ers providing for payment, and adequate accounting at every
step.

5. Control over employment and payrolls. Under this head-
ing are involved proper authorization for employment and
rates of compensation, keeping of adequate employee records,
affecting suitable check on service, preparation and checking
of payrolls, and delivery of payroll checks.

6. Control of property other than cash. In this category
are securities, consumable supplies, equipment, buildings and
other improvements, and land. Their proper administration
involves suitable allocation of responsibility plus the require-
ment of accountability.

7. Incurring and paying debt obligations. This involves not
only correct legal procedure but also control of documents,
both before and after payment, and the recording of obliga-
tions incurred, maturing, and paid.

Accounting, in its various forms, enters vitally into each
of the foregoing areas and, without its proper functioning,
the maximum control and effectiveness in them cannot be
achieved.

Purpose of Public Accounts. Accounting has been de-
fined as “the art of recording, classifying and summarizing
in a significant manner and in terms of money, transactions
and events which are, in part at least, of a financial charac-
ter, and interpreting the results thereof.”*

The general purpose of accounting is the same in all un-
dertakings. In private enterprises, the following purposes
may be considered paramount:

1. To produce information concerning past operations and
present condition.
2. To provide a basis for guidance for future operations.

The foregoing purposes primarily serve the owners and
operators of the business. If the scope of the business is of
broad public interest, its ownership widely spread, and its
bonds and similar obligations extensively held as invest-
ments, as is now true of most large corporations, the facts

1 American Institute of Accountants: Report of Committce on Termi-

noloa}/i ;Accounting Research Bulletin 9, May, 1941. (See also Footnote 1,
page 11.
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concerning the enterprise become matters of general public
concern and of governmental regulation. The accounting,
therefore, must serve these ends by providing for prompt,
accurate, and complete recording of all financial transac-
tions and for ready translation of those records into service-
able financial reports.!

All governmental operations are of this character. For
that reason, governmental accounting must be directed not
only toward the purposes already mentioned but also to-
ward the following:

3. To provide for control of the acts of public bodies and
officers in the raising and expending of funds.

4. To publicize the facts concerning financial operations and
condition of governmental bodies for the information of the
citizens concerned therein.

Because the acts of all governmental bodies and officials,
as already described, are limited in a variety of ways, par-
ticularly with respect to financial operations, means of con-
trol over them and of requiring an adequate accounting
from them must be provided. Aeccountaney, in its various
aspects, constitutes the most important means by which
this control can be exercised, first on behalf of the public,
second on behalf of law-making bodies over officials, and
lastly on behalf of officials over subordinates.

Publicity is a foundation stone of democracy. Every citi-
zen is entitled to adequate information concerning all gov-
ernmental financial operations. The accounts should fur-
nish readily the means for accomplishing this end. They
should provide information in a form that is both compre-
hensive and intelligible to the average citizen. They should
provide ready means of meeting all requirements of report-
ing, such as reports to central statistical agencies like the
United States Bureau of the Census and similar state agen-

1Cf. W. A. Paton and A. C. Littleton, in An Introduction to Corporate
Accounting Standards: “The purpose of accounting is to furnish financial
data concerning a business enterprise, compiled and presented to meet the

needs of management, investors, and the public.” American Accounting
Association, 1940. (Used by permission.)
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cies which assemble comparative data. Both the public and
the officials, also, are entitled to an independent verification
of the financial reports through proper audits.

The Accounting Cycle. Accounting in government
should not be considered from the standpoint of bookkeep-
ing records alone. They are only a part of the total scope
of the complete program. The instruments which are essen-
tial to efficient public management and financial control
are: (1) the budget; (2) the accounts; (3) the reports;
(4) the audit.

The budget is the program for a specific period or activity
of a given governmental body, expressed in financial terms
and expected results. When enacted into law through rev-
enue and appropriation acts, it becomes the authority and
the controlling instrument over all financial operations.

The accounts constitute the record of the execution of the
program and of all financial transactions. They should re-
veal the progress of the program as contained in the budget
and the present status of all factors entering into the finan-
cial picture.

The reports provide the means whereby the information
contained in the accounts is made available to officials for
their further guidance and to legislative bordies and the pub-
lic. They should indicate to what extent the program, as
expressed by the budget, has been carried out and should
show the actual, as compared with the contemplated, re-
sults.

The audit is the verification of accuracy in accounts and
reports and of fidelity in the handling of funds, property,
and records. It becomes a guide for the preparation of the
budget of the succeeding period, and thus a complete and
continuous cycle is formed.

Relation of Legislative Bodies to Accounts. All matters
relating to public finance are at one time or another subjects
of legislation. General or specific authority for financial
acts and procedures rests with the legislative body, subject
to limitations of constitutions or of superior governments.
Executive and administrative officers may proceed only by
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this authority. Public accounts, therefore, must be kept
with careful regard for all acts of law that affect them.

The most important legislative enactments affecting the
accounting of its own affairs or those of subordinate govern-
ments are

1. Those acts authorizing the raising of revenue.
2. Those acts making appropriations for expenditures.
3. Those acts authorizing the borrowing of money.

No assessment of taxes or of other forms of revenue-
producing levies may be made for any government except
in accordance with action taken by its legislative body. In
the federal government, this means the Congress; in the
states, the state legislature, which also in most instances
must determine the limits within which local governments
may act; in cities, the city council. No obligations may be
entered into nor money disbursed except in pursuance of a
law making appropriations or in otherwise authorizing the
incurring of obligations.

The law-making bodies of the various governments must
depend upon the accounting system in its various phases to
provide information necessary to indicate the progress of
financial programs, the stewardship of responsible officers,
and to provide guidance in framing new acts relating to
finance. The record of past operations, as shown by the
accounts, furnishes a working basis for the development of
budgets for the future and for the determination of depart-
mental efficiency and regard for law in the past. The en-
forcement of the limitations set by legislative bodies on the
financial operations of departments and officials depends for
its success largely upon the accounting system and the re-
ports which it produces. The accounts are also the basis for
the independent audit (which every legislative body should
have) of the acts of officials who are made responsible for
financial operations.

Executive and Administrative Use of Accounts. For
the governmental or institutional executive or administra-
tive officer or department, the need of a comprehensive sys-
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tem of accounts and reports is both positive and constant.
The executive depends upon the accounts for information,
supplied to him in the form of frequent and regular reports,
as to progress of budget operations, present financial con-
dition, and prospects for the remaining portions of fiscal
periods. He makes use of them in checking on the activi-
ties of subordinate officers and agencies. He must have
them for use in preparing the financial program for future
periods for presentation to the legislative body.

Financial and other administrative officers rely upon the
information furnished by the accounts for guidance in au-
diting expenditures and in controlling financial operations
of various departments, in preparing budgets of fiscal pe-
riods, and in preparing all financial reports required of
them. Department heads depend upon the accounts for
necessary current information as to condition of appropria-
tions, results of operations for which they may be respon-
sible, and for data on which to base requests for support
for future periods.

In summary, it may be said that every public official re-
sponsible directly or indirectly for the collection or expendi-
ture of public money, or for the custody of money or other
property, must rely upon properly kept accounts to produce
the information necessary for him to make a correct report
of his stewardship to those to whom he is responsible.

Public Use of Accounts. The public is not and need not
be concerned with the details of accounts or accounting pro-
cedures of governmental bodies or public institutions. It
should be concerned, however, that adequate procedures in
all matters relative to accounting are set up in accordance
with sound principles and consistently are followed. Such
a situation gives much assurance as to the orderliness and
honesty with which the finances are being handled.

The public should be concerned primarily with the
budget, since it is through that mechanism that it has the
best opportunity to know what the representatives and offi-
cials it has chosen to run its business plan to do and what
effect the proposals will have on its pocketbook. It should
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then insist that there be a regular and understandable re-
porting to the public. This means that the accounting
must be complete and accurate and that the financial re-
ports must be in a form that will give adequate information
as to results and condition. For this purpose, the reports
not only must be in good accounting form but also must be
accompanied by interpretative explanations, so that citizens
untrained in the technical character of governmental finan-
cial statements may be able to understand them.

The public should also insist on an independent examina-
tion and verification of the financial records and reports by
certified public accountants.

Financial Organization. The effectiveness of the ac-
counting procedure in government as well as in private busi-
ness depends largely upon the presence and the proper func-
tioning of a responsible organization. The first requisite for
such an organization is a proper allocation of responsibility.
There must also exist the means of enforcing accountability.

Conditions in various governments vary materially. Ex-
isting laws also differ in their requirements. No one rule or
pattern can be stated which will be found to be universally
followed or applicable. Broadly speaking, the executive
branch of the governmental body or the chief executive of
a public institution should lay plans and make recommenda-
tions as to necessary expenditures and the means of finane-
ing them. The legislative body should consider these pro-
posals and reach its own conclusions as to the resources nec-
essary, the means of providing these resources, and the way
in which they are to be expended. It must make rules and
regulations that will insure a business-like financial proce-
dure. The executive has the right to veto any acts of the
legislative body which he thinks are not in proper form or
in the public interest. When the acts of the legislature be-
come laws, the executive and administrative organization
becomes responsible for seeing that they are carried out.
The legislative body should provide itself with the means
for independent check and observation of results through
periodical reports concerning this execution.



16 FUNDAMENTALS OF GOVERNMENTAL ACCOUNTING

In the administrative organization, responsibility for
financial functions other than independent audit should be
unified in a single department of finance. This department
should carry out all duties relating to the supervision of
budgetary control and accounting; levying and collecting
taxes and other revenues, as authorized by the legislative
body; receiving and disbursing money; purchasing supplies
and equipment; and serving as custodian of money, securi-
ties, general stores, and other general property. Suitable
divisions should be set up within this department, among
which these functions can be distributed in such a manner
as to provide adequate means of internal check. A typical
organization of such a department might be as follows:

Revenue division (assessments and collections).

Treasury division (receipts, disbursements, custody of
money and securities).

Audit division (administrative examination and approval of
revenue levies, receipts, requisitions, and vouchers; internal
audits of other divisions and departments supplementing inde-
pendent audit).

Accounting division (accounts and financial reports).

Purchasing division (purchases and general stores).

Property division (general property).

The department of finance should also render service in
the preparation of the budget. In some instances, it is re-
sponsible for this function, and then a separate division is
needed within the department. In others, the preparation
of the budget is an executive matter and the budget division
is attached to the executive branch. In a few cases, the
budget division is attached to a committee of the legislative
body. Data concerning past operations, however, should
come from the department of finance, and its aid is essential
in estimating revenues and in advising executive and legis-
lative officials concerning various expenditures.

Accounting Organization. With respect to the account-
ing organization also, no single pattern can be laid down.
As a general principle, all accounting “should be centralized
under the direction of one officer. He should be responsible
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for keeping or supervising all accounts and for preparing
and issuing all financial reports.”* This does not mean
that all accounts must be kept in the same place. Accounts
should be kept where they will be of the most service, which
frequently means at the seat of operations. It does mean
that a central officer should pass on their form and adequacy
and that information from them in the form of financial
reports should clear through that office. It does not mean
that all accounting must be uniform. In the general de-
partments of most governments, substantial uniformity can
be achieved. Institutions, utilities, and special agencies,
such as federal corporations, however, must have systems
adapted to their needs and conforming with similar activ-
ities of either a public or private character elsewhere. For
general reporting purposes, certain data from these units
may be assembled under headings uniform with other gov-
ernmental divisions.

Conditions, with respect to accounting responsibility, nec-
essarily differ widely in different governments. In the fed-
eral government, with operations scattered all over the
world, a decentralized system of accounting is a practical
necessity. The various agencies also differ widely in their
needs. Some, like certain of the independent corporations,
require a system on more or less of a commercial basis and
complete in every detail. Others, like most of the cabinet
departments, are concerned mainly in accounting for appro-
priations. In a state and city government, most of the ac-
counting can be unified. However, distinct systems are es-
sential for institutions, such as schools, universities, colleges,
hospitals, libraries, and utilities, which will meet their op-
erating needs and will give suitable information concerning
them.

The important thing in this respect is that the accounting
be adequate and suitable to the needs in each instance; that
it be under at least the general supervision of a central offi-
cer; and that financial information covering the govern-

1 National Committee on Municipal Accounting: Municipal Accountfing
Statements, 1941,
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ment as a whole be assembled and issued by him regardless
of the type of subsidiary reports issued by the several agen-
cies themselves. Lastly, all accounts and reports should be
the subject of adequate independent audit.

Legal Restrictions. One of the major difficulties in con-
nection with the study and development of governmental
accounting, and one which must have constant considera-
tion, is found in the numerous and varying provisions of
law which affect its operation. There are federal and state
laws which affect the accounting not only of these govern-
ments themselves but also of governmental bodies subordi-
nate to or receiving aid from them. For example, provisions
with respect to federal aid to states and other governmental
units often contain requirements which affect accounting
in those units. Laws of states respecting local governments
usually make more or less specific provisions affecting
financial procedure. These laws, though intended to pro-
vide fuller control, and often containing admirable provi-
sions, frequently make requirements or contain terminol-
ogy contrary to the best principles or procedures in
accounting.

As long as such provisions exist, they must be followed.
This fact often leads governmental bodies to use an unsat-
isfactory system of accounting and reporting, whereas in
nearly every instance it is possible to meet the special re-
quirements and still follow sound principles. In many
cases, however, additional work and procedure are neces-
sary, and officials do not put forth the effort to overcome
the limitations placed on them.

Because of these conditions, in actual practice many
variations will be found from the principles and standards
generally accepted as applicable and desirable in govern-
mental accounting. It would be impracticable if not im-
possible to record and consider all these variations. It is
preferable to study an outline which is more or less common
in its broad features and which represents a consistent plan
based on sound principles, generally applicable, and a model
toward which future laws and other actions may move.
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This volume is designed in that manner and with that ob-
jective.

Municipality As a Model. Of the many types of govern-
mental bodies, the municipality or city government offers,
on the whole, the best and most satisfactory model for
study. Cities hold a major place in the governmental struc-
ture in the United States and touch the lives of individuals
more closely than most other governments. The individual
citizen is in closer contact with the affairs of his local com-
munity than with most other governmental units.

Fiscal procedures of cities have received more study and
have been brought to a higher standard of perfection than
those of most other governmental units. This is not to be
taken to mean that the accounting and other financial ac-
tivities of all cities are on such a plane. There exists at this
time a wide variation in this respect. Many cities, both
small and large, have excellent svstems and organizations;
many others, of all sizes, are deficient in many respects.
However, genuine progress is taking place.

More definite standards of accounting have been devel-
oped for cities than for most other types of government.
This is owing considerably to the fine work of the National
Committee on Municipal Accounting. This group was or-
ganized in 1933 from representatives of the leading national
associations of public officials, accountants, and accounting
instructors. It has formulated and disseminated funda-
mental principles and standards for accounting, uniform
terminology. and model forms of financial reports for cities.
Its work is authoritative in nature and has received wide
approbation. In many respects, it is applicable to all types
of governmental bodics, and therefore represents a highly
important basis of approach to the entire study of govern-
mental accounting.

In view of these facts, this volume deals more with situa-
tions found in cities than in other types of government.
Some of the funds and accounts described are found only
in cities. In most respects, however, the material applies
to all governmental bodies, at least in principle.



CHAPTER II
PRINCIPLES AND STANDARDS

Principles Are Needed. After the particular conditions
and needs of a given governmental organization have been
determined, before detailed accounting and reporting pro-
cedures can be perfected, a statement of the underlying
principles which will govern the accounting system is essen-
tial. A principle has been defined as “a general law or rule
adopted or professed as a guide to action; a settled ground
or basis of conduct or practice.”* It provides the broad
basis upon which the general accounting structure can be
erected. Only by the development and consistent applica-
tion of sound principles can a complete and adequate sys-
tem be formulated.

Purpose of Principles. As the definition of the term
principle indicates, its fundamental purpose as applied to
accounting is to establish the basic concept upon which the
detailed accounting system can be built. It represents the
starting point in the program.

The American Institute of Accountants, in its studies of
accounting principles and procedures, has emphasized two
basic requirements: (1) that the accounts and reports be
based on “generally accepted” principles; (2) that these
principles be “consistently followed” in successive periods.*

To be truly useful, therefore, a principle must be gener-
ally accepted, that is, it must represent the judgment of an
authoritative group of individuals or organizations and must
be followed to a major extent by other concerns or enter-
prises of a similar nature. It must also be followed consist-

1Victor H. Stempf, Journal of Accountancy, page 105, August, 1941,

2 American Institute of Aceountants: Statements on Audiling Procedure,
5, February, 1941.
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ently period after period; in other words, there should be
continued adherence to the principle, and changes should
be made only for substantial reasons and purposes.

Basis for Principles. In setting up a body of principles
for any given area of accounting, it is essential that the par-
ticular conditions and needs be accurately established. The
American Institute of Accountants, through its research de-
partment and committees, has made much progress in the
development of accounting principles for private business
concerns operated for profit.' Important contributions have
also been made by the American Accounting Association.?
However, these studies do not cover the requirements of
non-profit governmental or institutional bodies. The needs
for these enterprises must be determined through other
channels.

In Chapter I it was brought out that public corporations
have certain peculiar characteristics with respect to their
financial structure and operation. It is now essential to
determine the effect these conditions have on the account-
ing system. They make the procedures of governmental
accounting differ in several important respects from those
generally followed in commercial accounting.

Profit and Loss Accounting Not Required. As indicated
in Chapter I, public organizations, except in accounting
for utility or other business enterprises, are not concerned
in determining a profit or loss in the usual sense. For that
reason, many of the accounting devices followed with this
end in view are not here required. It is neither necessary
nor in most cases desirable to carry out a full system of
accrual accounting, for reasons later set forth. Outlays for
fixed assets made from revenue must be treated as expendi-
tures and “capitalized” in another section of the accounts.
The entry of and accounting for depreciation on general
governmental property is not essential, for reasons to be
given later.

18ee Research Bulletins, American Institute of Accountants.

2 8ee especially, “Accounting Principles Underlying Corporate Financial
Statements,” Accounting Review, June, 1936, June, 1941, and October, 1948.



92 FUNDAMENTALS OF GOVERNMENTAL ACCOUNTING

Instead of a profit and loss accounting procedure, the em-
phasis is on an accounting for revenues and expenditures in
each period. Under revenues, the important objective is
the determination of the amount which has become avail-
able for use and against which obligations may be incurred.
Under expenditures, the important question centers on what
outlays have been made out of the revenues of the period
or what obligations have been incurred which must be paid
out of those revenues. It is also essential to determine
whether there is an excess of revenues over expenditures or
the reverse, namely, a deficiency resulting from an excess of
expenditures over revenues.

Ownership Accounts Absent. Public corporations do
not require accounts that express the ownership interest
of individuals. Accounts of individual or partners’ capital
or of capital stock, therefore, are not needed. Accounts ex-
pressing proprietorship of a governmental body consist sim-
ply of various surplus accounts or their equivalent. These
accounts constitute the excess of certain assets (and in some
cases other resources) over liabilities and reserves and rep-
resent chiefly the accumulated excess of revenues over ex-
penditures.

But, as will be shown later, this does not mean one sur-
plus acount. It means as many such accounts as there are
different funds, since each fund is a separate fiscal entity.
There are also various kinds of surplus or equity to be dis-
tinguished. The surplus of some funds is expendable; in
other funds, the equity represents the amount of a non-
expendable fund, such as an endowment fund, or of an in-
vestment in fixed assets. These different types of equities
or proprietorship must be distinguished.

There is no one figure of “net worth” in a governmental
body or institution.

Budgetary Accounts Required. Control over the finan-
cial operations of the management forces of a public body
requires accounts that will indicate the progress and status
of the budget. For this purpose, accounts for estimated
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revenue, as well as for realized revenue, are required. It is
necessary also to keep accounts of appropriations dealing
with authorizations to incur obligations, of obligations in-
curred, of expenditures made, and of unobligated balance of
authorizations.

These budget accounts constitute a basis for enforcement
of the limitations set by higher authority on collecting and
spending, officers and agencies. They introduce into the
accounts the estimates made in advance of the revenues
from each source and the expenditures for each purpose dur-
ing the succeeding fiscal period. Against these estimates
the actual transactions are to be entered as the period pro-
gresses. Comparison between the two thus is readily avail-
able. The use of budgets in commercial undertakings is
not unusual and is growing. Such budgets, however, fre-
quently do not cover the entire operations but apply only
to certain areas and programs. They represent forecasts
and objectives, rather than limitations. except as to certain
specific expenditures. They are rarely, if ever, brought into
the general books of account but are used for memorandum
reference only.

In governments, however, budgets are both comprehen-
sive and binding. They cover all funds and activities.
They are reflected in laws or other actions which operating
officers and agencies must follow. Hence they constitute
a part of the historical progress of the financial program.
It is for these reasons that it is appropriate to incorporate
them in the general books of account and reflect them in
financial statements. They may be said to represent a fur-
ther extension of the accrual principle in accounting, by
recording anticipated operations., which have been formal-
ized by the action of legislative or other bodies having
power to authorize and set limits on such operations.

Accounting by Funds Required. Because public corpo-
rations do not have full control over the incomes and prop-
erty received by them, which, in many instances, are subject
to special restrictions, definite means of carrying out these
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limitations must be established. To that end, the process is
followed of setting up a separate fund for each restricted
item. In this way, money or other property, received from
a specific source and designated for use only for a certain
purpose, is earmarked and held inviolate to that use. Each
fund is a complete accounting entity, having its own assets,
liabilities, revenues, expenditures, and surplus. Its assets
are segregated from all other assets and applied only to the
purposes for which the fund was created. This means
that the governmental balance sheet, instead of being a
single statement as in commercial accounting with accounts
grouped under various headings, and ownership expressed
in a single total, is in fact a group of balance sheets, each
complete in itself and expressing its own position separately.

Examples of situations requiring separate funds are tax
levies for definite purposes; bond issues for particular im-
provements or other objects; gifts for specified uses. The
process of funding is one of the most distinctive and vital
features of public accounts and affects their operation and
classification throughout as well as the methods of prepar-
ing reports for them. Separate funds are found to a limited
extent in commercial accounting but are a part of the
general balance sheet, and not set forth in separate balance
sheets.

Basic Principles. The special conditions just described.
together with other essential considerations, require the es-
tablishment of basic principles which deal particularly with
governmental accounting and which take cognizance of all
these factors. The most important work toward the ac-
complishment of this end is that of the National Committee
on Municipal Accounting.! That group has enunciated a
series of basic principles and standard procedures for mu-
nicipal accounting. For the most part, they are applicable
to all governmental bodies. Because of their authoritative

! Name changed November, 1949, to National Committee on Govern-
mental Accounting.
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and comprehensive nature, they are presented herewith,
with brief comments.!

The Organization Principle. “The accounts should be
centralized under the direction of one officer. He should be
responsible for keeping or supervising all accounts and for
preparing all financial reports.” *

The General Ledger Principle. “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. Additional subsidiary records should
be kept where necessary.”

In the present stage of advancement of accounting, it
would hardly seemn necessary to state that the double-entry
basis i1s essential. However. doubtless because of the in-
completeness and primitive character of the records of
many governmental bodies. particularly the smaller units.
this basic stipulation has been included by the committee.
It is too obvious and generally accepted to call for argu-
ment.

In the accounting system of a governmental body. as in
every business, the General Ledger is the heart. Hardly
any unit of government is too small to escape the need of
this fundamental record. Any agency that owns any prop-
erty. or has any obligations outstanding. should have at
least this record in addition to its record of cash receipts
and disbursements. The larger the unit, and the more
varied its activities and financial operations. the greater the
need for such a ledger becomes and the more the number
and complexity of other records increases, including both
books of original entry and subsidiary ledgers.

In the General Ledger, every account is kept or con-
trolled, and every transaction recorded individually or in
summary. The record of cash may be maintained physi-

t National Committec on Municipal Accounting: Municipal Accounting
Statements, 1941. (Used by permission. Quotations used in the opening
sentences or paragraphs of specifically titled sections in this chapter are

from this volume.)
2 This subject has already been discussed (Chapter 1),
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cally in another volume, but if so this record and its balance
are in effect a part of the General Ledger. Leading to the
General Ledger are the General Journal and the necessary
registers. Supplementing it and controlled by it are the
various subsidiary or detail ledgers.

The Terminology Principle. “A common terminology
and classification should be used consistently throughout
the budget, the accounts, and the financial reports.” (See
also The Report Principles, page 33.)

It has already been pointed out that the budget. the ac-
counts, and the reports (including the audit) constitute a
continuous cycle of financial records. Since each one in suc-
cession supplements and implements the others, it is of vital
importance that the language used in all of them be sub-
stantially identical. The budget should be set up in terms
of regular accounting classifications. These classifications
should reflect correctly the sources of revenue and the de-
partmental organization and program of activities. The
reports should reflect the results of the budget operations;
hence they should follow the same classification. In this
way, all these records will be aided in achieving their great-
est usefulness.

The Fund Principle. ‘“The accounts should be classified
in balanced fund groups. The group for each fund should
include all accounts necessary to set forth its operation and
condition. All financial statements should follow this clas-
sification.”

This principle has already been emphasized. It is one
of the most distinctive and important principles of govern-
mental accounting. It will be discussed at greater length
in Chapter I11.

The Segregation of Fized Itemns Principle. “A clear seg-
regation should be made between the accounts relating to
current assets, liabilities, and operations, and those relating
to fixed assets and liabilities. With the exception of working
capital, utility, or trust funds, fixed assets should not be car-
ried in the same fund with the current assets but should be
set up in a separate self-balancing group of accounts. Simi-
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larly, except in special assessment and utility funds, long-
term liabilities should not be carried with the current liabili-
ties of any fund but should be shown in a separate self-
balancing group of accounts.”

The basic reason for this principle is that fixed assets in
most instances are not available to meet expenditures, and
fixed liabilities in most instances are neither a lien against
nor payable out of assets now on hand. Hence any equity
represented by fixed assets should be segregated from that
represented by current assets which may be reduced to cash
and used to meet expenditures. Furthermore, fixed liabili-
ties should not be so set up as to indicate a reduction in the
sum available for current expenditures.

In expendable funds, such as those arising from taxes and
other revenues, the accounts should be set up to indicate
the amount available (deseribed as “unappropriated sur-
plus”), if any. available for further appropriation and ex-
penditure during this fiscal period or in the immediate
future. Obviously fixed assets are not so regarded, since
they represcent expenditures already made and property to
be held indefinitely. Fixed or long-term liabilities are
payable out of revenues to be raised in the future and,
except for those maturing at an early date, are not a charge
against current assets.

In the other funds mentioned, all assets are available to
be used for the purposes of the respective funds, and all
liabilities are a lien against those assets. Fixed assets and
fixed liabilities are incorporated in the regular accounts of
those funds. In the accounts of trust funds, such items
would almost never appear except in the non-expendable
group. Even with utility funds it is desirable to subdivide
surplus to indicate what portion has been invested in fixed
assets and what portion is represented by current assets and
18 therefore available for appropriation.

The Budgetary Control Principles. “The general ac-
counting system should include budgetary control accounts
for both revenues and expenditures.”

“As soon as purchase orders or contracts are signed, the
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resulting obligations should be entered as encumbrances of
the funds and appropriations affected.”

The budget is the program of financial operations for the
period covered by it. The records should be formulated so
that they indicate whether the operations are carried out
in accordance therewith and so that actual results can
constantly be compared with estimates and limitations.
To this end, it is essential that the estimates and limits, as
indicated by the budget, be incorporated in or maintained
in close conjunction with the accounts in which actual
transactions are entered. It is also essential that these rec-
ords show obligations incurred, which must be paid from
appropriations provided by the budget. Otherwise an over-
draft might arise against one or more of these appropria-
tions, which might in turn result in a deficit of the fund out
of which the expenditures on account of these transactions
must be paid.

The exact method of maintaining this control may vary
under different conditions. Control accounts for budget au-
thorizations and for encumbrances may be set up in the
General Ledger, supported by subsidiary ledgers. This is
the most complete and comprehensive method. However,
especially in smaller governmental units, satisfactory con-
trol may be maintained through other less involved proce-
dures, as explained in Chapter IV. In all events, if general
ledger budgetary accounts are maintained, they should be
incorporated in the general accounting system in each fund
where needed, with other asset, liability, revenue, and ex-
penditure accounts.

The accounts that are needed for budgetary control pur-
poses are called budgetary accounts, as distinct from ac-
counts for assets, liabilities, revenues, and expenditures.
The latter are known as proprietary accounts. (They
are not to be confused with proprietorship accounts, which,
in governmental accounting, are represented only by the
accounts of reserves, surplus, or principal of the various
funds.)

In some systems, the budgetary and the proprietary ac-
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counts are separated into two distinct and complete self-
balancing groups. Since they deal to a considerable extent
with the same transactions, this is undesirable. It means a
considerable amount of duplication of both accounts and
entries. If this separation is carried into the financial state-
ments, much confusion is likely to result, especially for the
lay reader. For these reasons, it is preferable that both
types of accounts be handled in a single group in each fund.

The resources of a fund include both its assets in hand
and other resources that are expected to produce usable as-
sets during the fiscal period. Its obligations include the
actual liabilities, orders, and contracts that must be met
out of its fiscal resources and the further commitments of
those resources in the form of appropriations. The excess
of all resources over all obligations represents the sum avail-
able for further appropriation, or unappropriated surplus
of the fund. This is a figure of vital importance. No cor-
rect statement of it can be made during a fiscal period ex-
cept by taking into account all the unrealized resources of
the fund for the fiscal period at the date taken and all ob-
ligations or commitments against those resources. This
means that the proprietary accounts cannot safely be segre-
gated from the budgetary accounts.

At the close of the fiscal period, budgetary accounts are
closed, so that the resulting statement is one of actual as-
sets, liabilities, reserves, and surplus. The last item is then
more nearly a real surplus instead of being, in part at least.
an estimnated surplus, as is true during the fiscal period.
(See Chapter III for discussion of term, “surplus.”)

The Accrual Principle. “The use of the accrual basis in
accounting for revenues and expenditures is recommended
so far as practical. Revenues, partially offset by provisions
for estimated losses, should be taken into consideration
when earned, even though not received in cash. Expendi-
tures should be recorded as soon as liabilities are incurred.”

The full application of accounting on the accrual basis
would correspond to that followed generally in private busi-
ness. In it all income earned in a given period is treated
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as income of that period whether or not it is due and
whether or not it has been received. All expenses relating
to the period are entered as expenses of the period whether
or not they are due or payable and whether or not they
have been paid. These procedures are followed largely for
the purpose of determining profit or loss, which purpose, as
already indicated, does not prevail in governmental account-
ing except in business enterprises, such as utilities.

The opposite extreme from a complete accrual accounting
is accounting on the cash basis alone, which is followed by
many small governmental bodies and by some larger ones.
The accounts are said to be on a cash basis when revenue
items are entered as revenue only when received in cash,
and items are treated as expenditures only when the cash
is disbursed for them.

In general, an accrual basis should be followed to the
extent applicable, modified to take account of the objectives
of a governmental body. Revenues should be entered when
they are earned and become receivable, even though not re-
ceived in cash. Ample allowance should be made, however,
for abnormal delay in collection and for estiimated losses
through inability to collect. Only those amounts should be
considered revenue that are reasonably certain of realiza-
tion within the fiscal period under consideration or soon
thereafter. Accrued items, not yet due, need not be set up
except where profit and loss accounting is involved. Ac-
crued interest not due or collectible until a succeeding pe-
riod, on securities owned, for example, may best be treated
as income of the succeeding period. Items need not be set
up in a deferred status unless they represent revenue of a
future period received in advance of that period, or unless
desired for purposes of profit and loss determination, as in
utility funds.

Expenditures should be accounted for and reported on a
basis that will include as expenditures all items for mate-
rials or services used during the period under review. Ac-
crued items, not yet payable, need not be set up except
where profit and loss determination is necessary. Accrued
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interest, not yet due, on obligations owed is treated as an
expenditure of the succeeding period. Expenditures that
may relate to several periods, such as insurance, are fre-
quently treated as an outlay of the period in which the
payment is made instead of being in part deferred. De-
ferred items need not be set up unless they are to be liqui-
dated out of future income, such as premium on investments
of trust funds, interest items in assessment funds, or unused
expenses in utility funds. Except in these cases, such items
may be entered in full as expenditures of the period in
which they have been incurred and in which resources must
have been provided to meet them.

The Valuation Principle. “Inventories of both consum-
able and permanent property should be kept in subsidiary
records controlled by accounts in the general accounting
system. The fixed asset accounts should be maintained on
the basis of original cost, or the estimated cost if the origi-
nal cost is not available, or in the case of gifts, the appraised
value at the time received. The computation of deprecia-
tion on general municipal fixed assets is not recommended,
except for unit cost purposes, unless cash for replacements
can legally be set aside.”

Entry of depreciation on property of a governmental
body other than in utilities and similar activities is not con-
sidered desirable for the following reasons:

1. Property valucs in governmental bodies are not used as
a basis for credit. Hence it is not essential to show the current
or replacement values in the books or financial statements. If
such values are needed for insurance purposes, they should be
computed separately.

2. Since an accounting for profit and loss is not required in
the general operations of a government, the entry of deprecia-
tion as cexpense of those activities is not essential.

3. Unless depreciation can be provided for in the budget by
sctting aside funds to cover it, it should not be entered in the
accounts because the accounts will then not agree with the
budget.
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4. The chief item of interest and importance in connection
with permanent property is its cost to the taxpayers.

5. A reserve for depreciation would be useful only if it could
be funded and if the cash representing it could be carried for-
ward to provide for replacement of the property when it is
worn out. This ordinarily is impossible and frequently illegal.
Governmental bodies usually cannot raise more than sufficient
revenue to meet actual expenditures during each successive fis-
cal period and are often prohibited or prevented from levying
more taxes than necessary to this end. Public bodies usually
must expend appropriations within the fiscal period in which
they are made and cannot carry balances forward. Much
property subject to depreciation is acquired through bond is-
sues, and it would be impossible to raise by taxation an amount
to provide for depreciation in addition to amortizing the bonds.

Many of the above reasons do not apply to any govern-
mental body in which profit and loss are involved. In such
operations, depreciation should be entered as an expense, as
in a private enterprise of a similar nature, and Reserve for
Depreciation credited. (See Chapter XIII.)

The Standard Classification Principle. “(a) The account-
ing for municipal business enterprises should follow the
standard classifications employed by similar private enter-
prises. (b) Each college, hospital, library, and other public
institution should follow the standard classification em-
ployed by similar private institutions.”

The first part of this principle deals with such enterprises
as utilities. Comment already has been made as to the im-
portance of following recognized methods of profit and loss
accounting in these enterprises, even when under govern-
mental management.

The second part deals with special types of institutions
frequently operated by governments. For such institutions,
accounting systems and classifications should be maintained
which will produce information according to accepted stand-
ards for such institutions. In colleges, for example, the rec-
ommendations of the National Committee on Standard Re-
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ports should prevail.! For hospitals, those of the American
Hospital Association should be followed.?

The Audit Principle. “A periodic audit by independent
accountants is desirable.”

The independent verification of financial transactions and
records through an outside audit, made at least annually, is
essential for every government body. Such an audit is
needed for the protection and information of legislative
bodies and executive officers and for the protection and in-
formation of the public.

This examination may be carried out by another depart-
ment of the same government, by a superior government,
or (preferably in most instances) by independent certified
public accountants. The essential thing is that it not be
under the control, in any manner, of the persons or depart-
ments being audited, that it be made by competent persons
and in accordance with accepted standards, and that the
public be informed as to the results.

The Report Principles. *‘Financial reports should be pre-
pared monthly or oftener, to show the current condition of
the budgetary accounts and other essential information. At
least once each year a general financial report should be
prepared and published.

“There should be general uniformity in the financial re-
ports of all municipalities of similar size and type.”

These principles embody the standards needed with re-
spect to the presentation of financial information. Al-
though not of themselves a part of the accounting proce-
dure, they represent ends toward which that procedure
should be pointed. Consequently the accounting system
itself should be designed to serve these ends in the most
complete manner possible. Otherwise its major objective,
that of providing accurate and understandable information
about financial operations and condition, cannot be realized.

Justifications for Differences between Commercial and
Governmental Accounting. The necessities of financial

1 Pinancial Reports for Colleges and Universities. (See References.)
2 Hospital Accounting and Statistics. (See References.)
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control which governmental accounting must serve, re-
quiring funds, budgetary accounts, and a special meaning
of accrual, make governmental accounting differ materially
from commercial accounting. These characteristics are not
only absent in commercial accounting but there the ascer-
tainment of profit and loss is considered a primary objective.
Further emphasizing these differences is the strength of
added legal considerations in governmental accounting.

Since governmental financial activities differ from com-
mercial financial activities by their very nature, the ac-
counting for the two must differ. It is wrong to assume
that something that is right for one situation is necessarily
right for another. In fact, if the second situation is suffi-
ciently different from the first, it necessarily has different
requirements. The fact that governmental and commercial
accounting are both accounting does not mean they have
to be alike.

It would be misleading to apply the identical accounting
techniques to the two fields of governmental and com-
mercial activities. Accounting can serve only if it com-
municates the particular nature of the organization on
which it is reporting. To the extent that there are mutu-
ally similar areas in the two fields, like accounting should
prevail. But beyond this it is a mistake to claim that
governmental and commercial accounting should be the
same. Instead of trying to make them alike, emphasis
should be placed on why differences in the two areas are
necessary.

Some literature has included criticisms of these differ-
ences, without recognition of the character of the two fields
and thereby the justifications for the differences. Such
criticism is mainly directed at governmental accounting
under the allegation that it should be like commercial
accounting. Governmental accounting can perform its task
only by being different in certain important respects from
commercial accounting.

Application of Principles. The foregoing principles, al-
though drafted with specific reference to municipal bodies,
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constitute a broad basis for the development of the account-
ing procedures of all public bodies. They should not be
looked upon as binding to the letter of their content or as
inflexible with respect to varying conditions. “An account-
ing principle,” says the American Institute Committee on
Terminology,' “is not a principle in the sense that it admits
of no variation, nor in the sense that it cannot conflict with
other principles.” In the wide range of size and complexity
of governmental bodies, certain variations are bound to
arise. Kqually good results are achieved by different meth-
ods of approach. A principle or standard generally may be
looked upon as correct but may not have been put into
practice on a great scale. It does, however, constitute a
measure against which actual practices may be judged.

Documents and Records. Whereas principles constitute
the basis upon which an accounting system is to be built or
measured, documents and record forms constitute the pri-
mary means by which principles are put into action. Con-
sequently they play an important part in every system.
However, they may vary greatly to conform to local condi-
tions and individual ideas and in accordance with different
sizes of governmental bodies and with the volume of trans-
actions. In many instances, they are advantageously kept
on machines, whereas in others pen and ink records suffice.
Numerous types of machines offer different methods of
handling forms and producing records.

In this volume it has seemed best to confine the discus-
sion to basic principles and procedures, without undertak-
ing to deseribe and illustrate all the various forms needed
for complete recording. Transactions are set forth in jour-
nal entry form only, even though in practice the majority
of such entries would be made in special registers for the
different types of transactions.” Illustrative accounts are

1 American Institute of Accountants: Research Bulletin 7, November,
1940.

2 For illustrations of forms needed for a complete municipal accounting
system, sce Lloyd Morey and Orval W. Dichl, Municipal Accounting—
Principles and Procedure, 1942



36 FUNDAMENTALS OF GOVERNMENTAL ACCOUNTING

shown for the General Ledger, covering essential transac-
tions of a typical character. Obviously not all possible
transactions which may arise are included, but only those
that are generally common in most governments. Certain
important subsidiary ledgers also are illustrated.

Statements and Reports. The ultinate objective of every
accounting system is to produce information about finan-
cial operations and conditions and to present that informa-
tion in a form that will be useful for management and for
public consumption. Financial statements, therefore, form
a vital part of the procedure. The form of such statements
and their relation to the accounts are matters of prime im-
portance.

In this volume, forms of essential financial statements
are frequently presented with illustrative figures taken from
the accounts that are exhibited. The manner in which
these statements are brought together ultimately in periodi-
cal financial reports is also described. Only as the relation
between the records and the financial statements is clearly
understood and maintained will the full significance of the
accounts themselves be realized.

The statements presented include only the principal ac-
counts, those more commonly found. The accounts listed
are those usually appearing in cities, although often found.
perhaps with some variation, in other governments. For a
more complete illustration of actual conditions, reference
should be made to the published financial reports of various
governmental bodies. A brief list of reports especially
suitable for this purpose is given at the close of the book
under. Selected References.



CHAPTER III
FUNDS

Purpose of Funds. One of the most distinctive features
of public financial procedure is the use of various funds.
This results from the fact that many activities are financed
solely from specific revenues. Money is raised by tax levies
or by bond issues to be used only for specific purposes.
Grants are made by superior governments, or by gifts re-
ceived from individuals, to be used only for certain purposes
or in certain ways.

Separate funds are established in order to make certain
that revenues or other receipts, restricted as to the manner
or object of use, are handled and applied only in accordance
with these restrictions. This procedure has a far-reaching
effect on the accounts and financial reports.

Meaning of Fund. A fund, as defined by the National
Committee on Municipal Accounting, is “a sum of money
or other resources (gross or net) set aside for the purpose
of carrying on specific activities or attaining certain objec-
tives in accordance with special regulations, restrictions, or
limitations, and constituting an independent fiscal and ac-
counting entity.”*

A fund is not merely money. It consists of all resources
designated for use for a particular purpose only. These re-
sources may include assets other than cash, such as taxes
receivable or securities. They may also include resources
other than assets, such as anticipated revenue from taxes
authorized but not yet levied.

The resources of a fund are earmarked for a particular
purpose from the time they are created. That purpose may
be to meet the expenditures necessary for a specific activity,
department, or enterprise, such as a park, school system, or
hospital. The purpose may be to earn, by investment of
the principal, an income that may be used for some defi-

1 National Committee on Municipal Accounting: Municipal Accounting

Statements, 1941,
37
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nite object. The purpose may be one that serves the pub-
lic in general, or that is for the benefit only of certain in-
dividuals, as in a pension fund.

A fund may be created by constitution, statute, ordi-
nance, resolution, or by administrative order. The method
of creation affects the degree of freedom with which the
fund may be administered. If it has been created by the act
of a superior body, the provisions of this act must be fol-
lowed until modified by that body. If it has been set up by
administrative order, it can be altered in the same manner.

The entire resources of a fund may be available at a given
date for the purposes of the fund, or some of them may be
obligated. In the former case. the gross resources consti-
tute the fund's surplus, whereas in the latter case the sur-
plus represents only the net excess of resources over obli-
gations. Obligations may consist of actual liabilities, such
as accounts payable, to be paid out of the fund’s resources;
of encumbrances, such as orders and contracts not yet filled
but to be paid by the fund when completed; and also of
appropriations not yet encumbered.

It is essential to distinguish between “fund” and “appro-
priation.” The former represents the creation of resources.
The latter is a separate action, usually related to the budget,
granting authority to expend part or all of the resources
of a given fund. An appropriation, therefore, is a part of a
fund.

Effect on Accounts. [lach fund, as the definition indi-
cates, is a distinct financial and accounting entity. In ac-
counting for funds, the complete record of the assembly and
application of resources from the time the fund is created
must be shown separately. A separate self-balancing group
of accounts is required for each fund. In these accounts
are included all resources and obligations, all assets and
liabilities, and all accounts needed to show the revenues
and expenditures of the fund. The excess of debit bal-
ances over credit balances at any time is the fund’s surplus or
principal, or its deficit if the reverse is true. The transactions
of each fund are distinet and complete within themselves.
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The result of this condition is that the use of funds results
in the classification of all accounts by funds in separate self-
balancing groups. Each fund has a distinct and complete
series of transactions and a complete set of accounts bal-
anced within itself. Statements of revenues and expendi-
tures or of operations are distinct for each fund. Each fund
has its own balance sheet. No consolidations or elimina-
tions between funds may properly be made, and no consoli-
dated statement is correct which does not now show the
assets, liabilities, operations, and surplus or deficit of each
fund distinctly.

The Balance Sheet presented in Chapter XIX illustrates
the application of this principle.

The application of all assets to the funds to which they
belong does not necessarily require a physical segregation
of the assets themselves. If the accounting system, for ex-
ample, shows correctly the amount of cash belonging to each
fund, it is not essential that a separate bank account be
maintained for each fund. Instead, a consolidated bank ac-
count may be maintained, the accounts indicating at all
times the amount of the bank balance applicable to each
fund. The balance of the bank account at all times should
be equal to the total of the bank balances of all funds. The
same may be true as to investments. Funds may be pooled,
for example, for investment purposes, and securities pur-
chased may represent the consolidated investments of sev-
eral funds. The accounts of each fund would then show
the share of that fund in the total investment.

Fund Procedure. Three distinct steps may be recognized
in the creation and operation of a fund. All are essential to
secure its complete functioning. These steps are

1. The authorization of resources which are to constitute the
fund, and designation of the purpose to which they must be ap-
plied; for example, a special tax authorized for a city hospital.

2. The collection of the resources; with a tax levy, this
means the levying of the tax and collecting it in cash.

3. The authorization for expenditure of the fund, and its ex-
penditure in accordance with this action.
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Authorization of Resources. A fund may be created by
constitution, although this is rarely done. It may be cre-
ated by legislative act, such as an act of Congress, a state
legislature, or a city council. The majority of funds are
established in this manner. Federal and state legislative
bodies, in making grants to governments which are receiv-
ing aid from them, frequently indicate conditions that re-
quire the creation of separate funds for these grants. State
legislatures, in specifying the duties and powers of local
governmental bodies, often require separate funds for vari-
ous types of revenue or other receipts.

Funds may also be established by administrative order.
Generally this is unnecessary if an adequate budget and
accounting system is in use. In fact, it may be said that
many of the special funds now required, as a result of sep-
arate tax levies for various purposes by the same gov-
ernment, might well be consolidated into one fund, if the
proper legislative body would so authorize, and the budget
used for the needed control.

There are a number of methods by which resources for
various funds are established. The following are the most
common:

1. Establishment of a certain source of revenue, to be used
for a specified purpose; for example, a special tax levy or a
special fee, the proceeds of which are for use only for a stated
purpose; such an action must be had by the legislative body,
and in some instances must be confirmed by popular vote.

2. Authorization of a bond issue, the proceeds of which are
to be used for a stated purpose, such as a new improvement; in
nearly every instance, other than in the federal government, a
vote of the people is necessary to make this process effective.

3. A special assessment to cover the cost of a certain im-
provement or service, this assessment made chiefly against the
properties or citizens served; this action while made initially
by a legislative or administrative body ordinarily must be con-
firmed by a judicial body.

4. A grant by one government to another; such as the federal
government to a state, municipality, or educational institution,
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or a state to a municipality or other local government; such a
grant may be expendable, either for some operating purpose or
for a permanent improvement, or it may be for an addition to
a permanent fund, such as an endowment fund.

5. A gift or bequest by a private party or organization;
such an item also may be either expendable or for endowment,
the income only to be expended; if it is expendable, it may be
unrestricted as to its use, or it may be limited to some definite
purpose.

6. The transfer of money from one fund to another; for ex-

ample, a sum may be transferred from the General Fund to
create a working capital fund.

Actions of the types just described do not always con-
stitute the establishment of a new fund. This result fol-
lows only if the amount derived from a given source is des-
ignated for use only for a special purpose. If no restriction
of this kind has been made, the money goes into the General
Fund and may be used with other unrestricted income for
any purpose for which the particular government may ex-
pend its money.

There also may be other receipts than those indicated,
which conceivably may result in separate funds; for ex-
ample, deposits representing a guarantee for performance of
some obligation; proceeds from sale of assets; and receipt
of money to be held for others, such as the collection of
taxes for a city by a county. Usually these items are han-
dled through funds already established, instead of being set
up in separate funds.

Collection of Resources. Fund resources are either cash
or items that will become cash or may be reduced to cash.
The collection of the resources of a fund begins with the
levying or assessing of taxes and other charges. Cash is
then collected from these charges or, in other instances,
from the sale of bonds or other property. All cash collected
is deposited promptly in the treasury, from which it may be
disbursed only upon specific authority.

Fund Expenditure. The expending of a fund requires a
separate authorization from that creating its resources. The
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procedure creating a fund earmarks its resources for a spe-
cific use. They may not be used, however, until an author-
ization to that end is accomplished.

The first step in the expenditure of a fund is an appro-
priation. This is made by the legislative body having au-
thority to make funds available for expenditure. It is fol-
lowed by encumbering the appropriation through the plac-
ing of orders or contracts. As goods are received or services
rendered, vouchers are prepared and certified. The item
then becomes a liability of the fund. A warrant against the
treasury is then issued in payment of the voucher, and the
last step consists of the payment of the warrant.

Each step in this process must be recorded in the accounts
of the fund.

Kinds of Funds. Funds are of different kinds, depending
on various conditions relating to them. They may be clas-
sified in the following ways:

1. As to their ownership.
2. As to whether or not they are expendable.
3. As to the source of their income or their purpose.

Classification by Ownership. Governments operate in
the capacity of both owner and trustee. As owner, they
hold certain funds which may be said to belong to them.
They also hold funds of which they act only as trustee or
custodian. Hence governmental funds may be classified
from this standpoint as follows:

1. Public Funds. In this group are included all funds that
are available for expenditure for public purposes, that is, for
the benefit of the entire public concerned. Examples are the
General Fund, special revenue funds, bond funds.

2. Trust Funds. These funds arise from public or private
sources, but are for the benefit of individuals or groups of in-
dividuals, or are held subject to certain restrictions. Examples
are pension funds, endowment funds, income of restricted en-
dowments, restricted gifts. ‘Special assessment funds and sink-
ing funds are of the nature of trust funds, although not gener-
ally so classified.
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Certain funds are held by governments as agents. Ex-
amples are deposits and taxes collected for other govern-
ments. These funds are spoken of as agency funds. Fre-
quently they are grouped with trust funds for accounting
and reporting purposes.

Classification As to Expendability. Funds are either ex-
pendable or non-expendable. They are expendable when
their entire resources may be expended or used up in their
operation. They are non-expendable when their principal
or capital must be maintained intact. If non-expendable
funds produce income, the income usually constitutes an
expendable fund.

Expendable funds include those arising from revenue
sources, from bond issues, from special assessments, from
grants, gifts, and bequests when the sums received are ex-
pendable, from deposits and other sources. The group in-
cludes utility funds and sinking funds.

Non-expendable funds are of two classes.

1. Working Capital or Revolring Funds. They are created
to provide capital for some enterprise or operation. They in-
clude imprest funds for pettv expenses or working cash pur-
poses, funds of manufacturing and other self-supporting opera-
tions, funds for stores or service departments, and loan funds
when the principal may be loaned. The initial capital is pro-
vided in eash by transfer from some other fund by loan or by
gift. It is first disbursed for expenses, for acquisition of other
assets, or for loans. Reimbursement is then secured from other
funds, from the sale of the assets, or by collection of the loans.
Thus it is always intact, in the form of cash, receivables, or
inventory.

2. Endowment Funds. An endowment fund is “a fund, the
principal of which shall be maintained inviolate, the income of
which alone may be used.” ' The principal of such a fund is
invested to produce income to be used for the purpose for
which the fund was established. The income is expendable,
being placed in the General Fund if its use is unrestricted, or
1 National Committce on Standard Reports for Institutions of Higher

Education: Financial Reports for Colleges and Universities.. (See Refer-
ences.)
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constituting a separate expendable fund if it is limited to some
special purpose. Endowment funds occasionally have been es-
tablished from public sources, such as the United States Land
Grant of 1862, providing endowments for state universities and
colleges. More frequently they are established by private gift
or bequest. They are more common in institutions such as
universities, colleges, or hospitals, than in other areas of gov-
ernment.

Classification by Source or Purpose. In the discussion
relating to authority for setting up funds, reference has
been made to some of the principal sources fromn which
funds are derived. The more common ones are

Revenue sources

Taxes of various kinds.

Miscellancous revenues.

Utility revenues.

(For a fuller discussion of revenues, see Chapter VI.)

Non-revenue sources

Loans, including bond issues, temporary loans, tax anticipa-
tion notes, and other forms of borrowing.

Special assessments, which are made against certain prop-
erty owners to cover the expense of improvements which are
considered of benefit to the properties owned by these individ-
uals. (The United States Bureau of the Census treats this
item as a revenue, on the ground that the facilities derived
therefrom are of general public rervice.)

Grants from superior governments for endowment. (Grants
which are expendable are revenues.)

Gifts and bequests for endowment. (Gifts and bequests for
current purposes are revenues.)

Depozits, including sums collected as guarantees and which
may be subject to return under certain conditions.

Sale of assets, such as real estate, stores, and securities.

Agency receipts, including items accepted to be held in cus-
tody for others.

Transfers between funds.

From these various sources, different types of funds are
created and augmented. Some of the different sources re-
quire setting up funds of the same type for each item. For
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example, special assessments, grants or gifts for endowment,
and revenues restricted to specific uses involve separate
funds for each individual unit. Loans for specific purposes
are handled in the same manner. However, loans may be
made for revenue funds, and all general revenues may go
into one fund. Unrestricted grants and gifts also go into
that fund.

The different types of funds more or less commonly re-
quired for all purposes, listed according to their object, are

1. Revenue Funds. They include all funds arising primarily
from revenue sources. These funds relate to the current opera-
tions and activities of government, and their transactions are
controlled by the budget. They include

(a) The general fund, which is found, under one title or
another, in practically every government. In it are placed
all revenues and other receipts not by law or contractual
agreement applicable to some specified purpose.

(b) Speeial revenue funds, including all funds arising
from revenues designated for specific use only. Each fund
requires a sceparate accounting.  Examples are: Park Fund,
School Fund, Hospital Fund, Library Fund, Sanitarium
Fund, Highway Fund, Relief Fund.

Revenue funds constitute the most numerous and most
active of all funds.

2. Working Capital Funds. They include funds set up to
finance some service enterprise or operation, as already de-
scribed.

3. Utility Funds. Included here are funds established to
cover the operation and maintenance, and sometimes the con-
struction, of government-owned utilities, such as electrie plants,
water departments, power dams, transportation systems. A
separate fund should be maintained for cach utility.

4. Special Assessment Funds. The nature of these funds al-
ready has been described.

5. Trust and Agency Funds. This group includes the fol-
lowing:

(a) Non-expendable funds, some of which are for endow-
ment to produce income, and some of which are of the work-



4  FUNDAMENTALS OF GOVERNMENTAL ACCOUNTING

ing capital type to be loaned. In each case the principal is
to be maintained inviolate.

(b) Expendable funds, in which group are included the
income of restricted endowment funds, gifts for special pur-
poses, deposits, and agency receipts for custody only.

6. Bond Funds. Included in this group are those funds aris-
ing out of bond issues, to be expended for some specific pur-
pose, such as an improvement. Procceds of special assessment
bonds are handled in special assessment funds, and proceeds
of utility bonds in utility funds.

7. Sinking Funds. These funds are provided by special rev-
enues or by transfer from revenue funds to liquidate the prin-
cipal of bonds due at some future time.

All these funds are expendable except working capital and
non-expendable trust funds. Iixpendable funds, therefore,
are the most extensive, both in number and variety.

Not all these types of funds are used by all governments
or necessarily by all units of the same type of government.
The types mentioned are necded by the majority of cities
of medium and larger size, but some of them will not be
used by smaller cities.

Every governmental body or institution has a general
fund. Many also have special revenue funds. Working
capital funds are found chiefly in larger organizations. Util-
ity funds are found frequently, though not universally, in
cities and occasionally in counties, states, or the federal gov-
ernment (though treated in the federal government as an
operation of the General Fund). Bond funds are found
where debt oblizations for specific purposes are authorized
by law, and sinking funds where obligations mature in full
at future dates. Trust funds may be found in any govern-
ment, but endowment funds are more frequent in institu-
tions.

Accounts of Fixed Assets and Liabilities. As already in-
dicated, fixed assets, although acquired out of the resources
of funds, arc not available to meet expenditures, and long-
term liabilities are not payable out of current resources.
Consequently fixed assets and long-term liabilities are not
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included in most instances among the resources and obliga-
tions of funds. General fixed assets and liabilities are set
up in one or more separate groups, as described in Chapter
XVIII. TFixed assets and liabilities of utilities are carried
in the accounts of those funds. Special assessment bonds
appear in the accounts of special assessment funds because
they are to be liquidated out of the assets of those funds.
Except in those funds where fixed assets and liabilities are
a part of the fund accounts, it is not correct to debit Fixed
Assets and credit Accounts Payable or Cash, or to debit
Cash and credit Loans Payable, as is done in commercial
accounting. Accounting for the asset and for the liability in
such cases involves separate entries from those relating
to the receipt and disbursement of cash. This requirement
will be more fully explained later, particularly in Chapter
XVIII.

Accounts of Funds. Iach fund must be accounted for
in such a way as to preserve its complete identity and keep
it distinet from all other funds. Each fund is a separate
accounting unit, having such accounts as are necessary to
exhibit fully its operation and condition. These accounts
form a self-balancing group. Consequently in a govern-
mental accounting system, there is not merely one cash ac-
count, but as many cash accounts as there are funds. The
same is true of other assets and of other liabilities. Each
fund also has its own accounts of revenue and expenditure,
and its own surplus. principal, or balance account.

Revenue funds also include budgetary accounts, consist-
ing of estimated revenues, appropriations, and encum-
brances. The excess of such a fund’s assets and budgetary
resources over its liabilities and budgetary obligations rep-
resents its unappropriated surplus or the estimated sum still
available for appropriation. At the end of a fiscal period,
all budgetary accounts, as well as accounts of revenues and
expenditures, are closed, and the result is a real surplus or,
if liabilities exceed assets, a deficit. The surplus items of
various funds may not be consolidated, and the equity in
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fixed assets must not be consolidated with surplus repre-
sented by expendable assets.

The term “surplus” is appropriate only in revenue funds
or in certain other funds where sums accumulate that are
unrestricted as to use within the respective fund. It should
not be employed except with some qualifying term, such
as ‘“unappropriated’ surplus.

Increasingly there is doubt as to whether the term should
be used at all. In cominercial accounting, where it has been
generally in vogue, its use is much curtailed and even seri-
ously questioned in many quarters. A satisfactory replace-
ment of the term, however, especially in governmental ac-
counting, has not yet been found. A more accurate and
complete title for it would be “Excess of the Fund’s Assets
and Budgetary Resources over its Liabilities, Budgetary
Obligations, and Reserves.” The authors have retained the
title “Unappropriated Surplus” in the accounts of those
funds where it may properly be used, but it should be un-
derstood that its meaning is that just expressed.

A fund’s surplus may be increased by its revenues or by
non-revenue items which do not increase its liabilities or
reserves. It is decreased by any expenditure, whether for
current purposes or for capital purposes. A transaction
that affects two or more funds must be reflected by a com-
plete double entry in each fund. A debit may not be made
in one fund and a credit in another without corresponding
credit and debit in the other respective fund.

Procedure of Different Funds. Although all funds have
certain characteristics in common, each of the various types
of funds has certain features peculiar to itself. The study
of governmental accounting is concerned chiefly with the
operation of the different types of funds, and with the ac-
counts necessary to reflect these operations.

Charts II and III presented at the end of this chapter
indicate the various types of funds that are to be studied.
Chart 11 presents a general classification of funds, based on
the sources from which they are derived. It indicates the
status of ownership of the various funds and the condition
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as to expendability, which is a very important factor in
their operation. Chart I1I indicates a classification by pur-
pose, again based on their sources. This classification is
followed in order in the chapters that follow, and each
type of fund indicated in this chart is discussed in a separate
chapter or chapters. An additional group of accounts is
required for fixed assets and liabilities. This group oper-
ates and is accounted for in the same manner as a fund.
although it lacks certain of the aspects of funds.

For some purposes, funds of a similar type are grouped
for convenience in accounting and reporting. This is true,
for example, of special assessment funds, trust funds, and
sinking funds. Each fund. however, continues to be a dis-
tinet entity.

The accounts of all funds, as well as of fixed assets and
liabilities. may be brought together in a single combined
balanced sheet, as illustrated in Chapter XIX. In any such
form, the accounts of each tund or group of similar funds
must be shown clearly and separately, its debit balances
equaling its own credit balances.



CHAPTER 1V
THE BUDGET AND BUDGETARY ACCOUNTS

Place in Accounting System. One of the fundamental
problems of public finance is the problem of limitation. All
governmental bodies and officers having to do with the rais-
ing and expending of public funds act under certain restric-
tions, their authority being limited by constitution, statute,
or administrative regulation.

In order to enforce effectively the various limitations thus
preseribed, the “budget system” of finance and accounts has
been developed. Through it, definite limitations on the
amounts of revenues to be raised and on the sums that may
be expended for the respective governmental purposes are
set, Its use has become general in all kinds of governments,
and its importance and effectiveness are recognized every-
where. It is generally regarded as the most effective mech-
anism for both legislatures and administrators in planning,
directing, and controlling activities and operations. Fur-
thermore, it gives voice to the fiscal policy of a government,
and thus indicates in advance what plan is proposed by
those in power, and provides an opportunity for open dis-
cussion and criticism of that plan.

The budget system provides that authorization for raising
revenues and expending all revenue funds be made on the
basis of a comprehensive presentation of all financial facts
of the government and that accounts be kept in such a man-
ner as to exhibit at all times the relation of the actual reve-
nues to the estimates and of the actual commitments and
expenditures to the authorizations,

Definition of the Budget. The budget is defined as “an

estimate of proposed expenditures for a given period and
52
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the proposed means of financing them.”* In its broadest
form, it is a fiscal document exhibiting the estimated and
actual revenues and expenditures of previous periods, the
proposed appropriations for expenditure for the succeeding
period or periods, and the proposed sources of revenue or re-
ceipts from taxation and from miscellaneous sources to meet
those appropriations, with all necessary supporting data and
information. In this form it is known as the “budget docu-
ment.” In its narrow sense, as an accounting document of
a given period, the budget is an authorization to make ex-
penditures for a given governmental body and fiscal period
and to provide the means of financing them, as expressed
in appropriation and revenue acts, ordinances, or resolu-
tions. The budget, therefore, deals with two major subjects,
revenues and expenditures.
The budget may be said to constitute:

1. A financial program.

2. An essential aid to legislative control over finances.

3. A working guide to the administration of finances.

4. A basis for the accounting system.

5. An assurance to the public of the orderly handling of
financial matters and a source of public information as to these
matters.

Essentials of Good Budget System. Four phases of the
process of public budgeting may be discerned.

1. Preparation of the budget; in most instances this is rec-
ognized as the function and responsibility of the executive.

2. Approval of the budget; this involves passage of various
revenue and appropriation acts by the legislative body, and
their approval by the executive.

3. Operation of the budget; this involves raising the revenues
necessary to cover expenditures, incurring obligations in the
form of orders and contracts, and making expenditures from
appropriations; it comprehends such control over these trans-
actions by the executive and central administrative organiza-
tion as may be authorized or required, including in some in-

1 National Committee on Municipal Accounting: Municipal Accounting
Statements, 1941,
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stances release of appropriations through allotments or by ap-
proval of work programs.

4. Accounting for budget operations; this covers the keeping
of accounts, rendition of reports showing the progress and re-
sults of the carrying out of authorizations, and verifications of
these reports by audits.

To make a budget system function effectively in all these
areas, certain essential features of procedure and content
are evident.

1. The budget should represent a comprehensive program
covering all funds and activities which properly may be
brought under it. (All general and special revenue funds
should be included, as should also utility funds, subject to lim-
itations later stated, and expendable trust funds. Usually other
funds are not covered in the budget.)

2. The budget should provide adequate and dependable
means of financing the proposed expenditures,

3. The budget should be based on accurate estimates of rev-
enue and should provide for all essential items of expenditure
on the basis of the most accurate estimates possible, with a
reasonable margin for contingencies. Fstimates of revenue
should include adequate allowance for slow collections or for
items which may never be collected.

4. The budget document should contain comparative data
for the previous year or years to such an extent as to indicate
trends and significant changes.

5. The classification of items in the budget should conform
as closely as possible with the accounting classifications. The
same basis of accounting should be used in both; that is, if a
cash basis is used in the accounting, the same plan should be
used in making estimates of revenue and expenditures for
budget purposes; if an accrual basis is followed in the one, it
should be followed in the other. Since depreciation on general
property should not be entered in the accounts or reported as
an expense of revenue funds, it should not appear as an item
in the budget.

6. The budget should be prepared by or under the direction
of the chicf executive: the President of the United States for
the federal budget, the governor of a state, the mayor of a city,
the executive head of an institution. This officer should trans-
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mit the budget to the legislative body with an explanatory
message.

7. There should be adequate opportunity for a public dis-
cussion of the budget.

8. The budget as passed by the legislative body should be
in usable form not only as to its arrangement but also as to
the method of appropriation. FExcessive detail in appropriation
acts ordinarily is undesirable.

9. After the budget is passed, there must be effective means
of controlling its operation. Regardless of the accuracy or
completeness of the budget, it is ineffective as a financial in-
strument unless it is followed. Responsibility for initiating
expenditures from each appropriation must be fixed. Central-
ized checking of proposed expenditures against authorizations
and available balances should be provided. Purchasing should
be centralized to the fullest extent possible. Restricting ex-
penditures to periodical allotments or to approved work pro-
grams may be desirable.

10. The budget, when passed, should be entered in the ac-
counts in such a way as to make available currently at all
times information on the relation between estimates and actual
results, both as to revenues and as to expenditures. From
these accounts, periodical reports should be prepared for the
information of department heads and of administrative offi-
cials. In cities and counties, where the governing body holds
frequent meetings, reports also should go to them regularly. In
other governments, reports should be made at the close of each
fiscal period, showing the results of budget operations in com-
parison with authorizations and estimates.

Not all these conditions directly affect the accounting pro-
cedure. However, because of the close relation between the
budget and the accounting system, and because the account-
ing department usually is actively concerned in the prepara-
tion of the budget, they are all matters of definite concern
from an accounting as well as from a general administrative
standpoint. '

Budget Procedure. It is not essential in this discussion
to go into details of budget procedure because this study is
primarily concerned with the budget as it relates to the
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accounts. A brief outline of the steps incident to the prep-
aration and adoption of the budget as they are followed in
the most representative plans of budget procedure now in
force, however, is not out of place.!

1. The first step in budget procedure consists of the prep-
aration of budget estimates, composed of statements exhib-
iting the actual revenues and expenditures of previous
periods and the proposed revenues and appropriations for
the period which the budget covers. These estimates are
of two classes:

(a) General, including estimates of revenues and estimates
of expenditures necessary for general purposes, including inter-
est on and the retirement of debt obligations, and other fixed
and unavoidable expenditures, prepared by the financial officer.

(b) Departmental, consisting of the reports and estiinates
of the respective departments as to their needs for appropria-
tions, prepared by department heads.

2. The next step in the budget procedure consists of the
preparation of budget summaries by the budgetary officer.
This work is carried on sometimes by the financial officer,
sometimes by a special budget division under the chief ex-
ecutive, and occasionally by an agency of the legislative
branch, such as a committee of the state legislature or a
city council. Under any one of these plans, the accounting
department should furnish the data needed. covering past
budgets and operations. In this step the estimates of the
departments are drawn together and summarized, and a
general summary of the entire budget is exhibited in bal-
anced form.

3. The proposed budget or “budget estimate” at this
stage goes to the chief executive for executive review and
revision. It is usually the function of the executive to re-
view the budget and transmit it to the legislative body with

1 For a very complete review of the considerations and procedures of
budget preparation, see “Municipal Budget-Mauking,” in Municipal Finance

and Administration, International City Managers’ Association, Chicago,
1949.
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his recommendations. In this task usually he is aided by
the financial officer or by a special division.

4. The resulting tentative budget, in the form of the
“budget document,” including the recommendations of the
executive, now goes to the legislative body, for legislative
consideration. Since all authority for raising revenues and
expending money rests with the law-making body in each
government, this step in the budget procedure is of great
significance. Presentation to that body frequently involves
an extended run of hearings before committees and sub-
committees and investigations by these committees.

5. In its final stage a budget is dissolved into one or more
appropriation and revenue acts, which, when passed by the
legislature and approved by the executive, become laws.
The summary of these acts is in reality the budget for the
fiscal period and is the basis for the budget accounts that
must be kept.

Budget Form and Analysis. In the preparation of
budget estimmates, the following essentials as to form and
material should be followed:

1. Revenue estimates (see also Chapter VI):
(a) Analysis by funds (sece Schedule A).
(b) Classification by source (sec Schedule B).
(¢) Comparison with former years.
2. Appropriations and Expenditures (see also Chapter
VII:
(a) Classification by funds (sce Schedules A and C).
(b) Classification by departments (see Schedule C).
(¢) Classification by object of expenditure (see Sched-
ule C-1).
(d) Comparison with previous periods.

The analysis of the budget by funds is essential in view
of the fact that certain revenues by nature accrue to certain
funds, and appropriations must be designated as to the
funds from which they are to be paid. Any number of ap-
propriations may be made from a given fund, provided that
they are all in accord with the purposes of the fund. For ex-
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ample, appropriations may be made from the School Fund
for “salaries,” “supplies,” or “equipment,” of schools.

In the classification of revenues by sources, the most im-
portant item is very often taxes. Other sources of revenue
are fairly definite as to amount, and the sum to be raised
by taxes consists of the difference between the amounts ap-
propriated and the total of other revenues. It is on this
basis in local taxing bodies and many state governinents
that the “tax rate” is determined, subject. of course. to any
limitations as to maximum rate already fixed.

In the analysis of appropriations, the “department” is
usually the unit. Appropriations are commonly made to
departments. The departmental classification will vary in
different governments and institutions. There may also
be divisions or bureaus in the various departments which
should be stated separately. Certain types of expenditures,
such as interest, are stated as specific itemns not under any
department.

The budget estimate may, and frequently does, provide
also for a complete analysis of the past and proposed ex-
penditures of each department under object headings, such
as salaries (itemized), office expense, travel, repairs, sup-
plies, and equipment. Further discussion of classification
of expenditures is given in Chapter VIIIL.

Performance Budget. Much emphasis is now being
placed on the value of what is described as a “performance
budget,” in contrast to a budget based on either the organi-
zational units or the objects of expenditure alone. The
performance budget, as defined by the Hoover Commis-
sion,' i1s: “A budget based on functions, activities, and
projects . . . which would focus attention upon the general
character and relative importance of the work to be done,
or upon the service to be rendered, rather than upon the
things to be acquired, such as personal service, supplies,
equipment, and so on. . .. The all-important thing in

1 Budget and Accounting, Vol. 4 of the Reports to the Congress of the

Commission on Organization of the Executive Branch of the Government,
U. 8. Government Printing Office, 1949.



THE BUDGET AND BUDGETARY ACCOUNTS 59

budgeting is the work or the service to be accomplished, and
what that work or service will cost.”

Such a budget requires, in both estimates and accounting,
a breakdown in terms of the purposes, programs, and ac-
tivities of the organizational unit. These may vary from
period to period and, of course, would not be uniform as to
the various divisions of the organization. In each instance
feasible, the estimates should be supported by the detail of
work to be done in terms of appropriate units of produc-
tion or intended accomplishment, the cost of which is based
on unit costs determined from past experience if possible.

All of this means greater emphasis upon and use of “cost
accounting” in government, a field of development yet in
the formative stage for the most part, but offering possi-
bility of mugh service in budgeting and financial manage-
ment. In a fully developed cost accounting program, gen-
eral and indirect costs would be allocated to each operating
department, activity, or project, instead of being shown as
separate items in the manner commonly followed in budget-
ing and expenditure reporting at the present time. To
make the system complete, an amortization of capital ex-
penditures and distribution of these expenditures to operat-
ing departments would also follow. Expenditure account-
ing would also of necessity be on a full acerual basis.

Another essential feature of a cost accounting system now
generally lacking is an appropriate cost unit or units for all
the various activities. Only in a few areas, such as public
works, hospitals, and utilities, have such units been estab-
lished. They are necessary not only for a complete cost
accounting system but also for predictions of programs and
revicw of accomplishment.

Form of Appropriation. It is not necessary, however,
that appropriations in their final form be made for each
specific item. When so made they are spoken of as “item-
ized appropriations.” When the total sum is appropriated
to a given department, activity, or project, to be expended
for the various purposes at the discretion of the department
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head, the appropriation is known as a “lump-sum appro-
priation.”

Both methods of appropriation have been followed in
various instances. It is believed, however, that the most
satisfactory form of appropriation, from all standpoints, is
the lump-sum appropriation, based on itemized estimates.
Under this plan the appropriation account for each depart-
ment or activity shows the appropriation in one sum, but
the accounts are so kept as to show constantly the distribu-
tion of expenditures under the various expenditure headings.
Material deviation from the original estimate, even though
legally possible, should not be permitted without proper
approval.

Budget Schedules. Suitable exhibits and schedules are
needed for the proper presentation of every budget. The
exact form and arrangement will vary with the kind and
size of the governmental body.

Both the revenue and the expenditure sections of the
budget are presented first in summary form, followed by
detailed schedules of the various branches of government,
supported further by detailed analyses of the individual de-
partments. The brief schedules presented herein, Schedules
A, B, C, C-1, and C-5, serve merely to illustrate the essen-
tial features of a budget exhibit.

SCHEDULE A—BUDGET SUMMARY

Balnn:e from Estimated App‘ropria- Um}ppro-
Previous Year Revenues i tions o priated
(If Any) (Schedule B) | (Schedule C) | Balance
1. Genersl Fund $75 000 $72 500 $2 500
2. A Special Revenue
Fund * 50 000 49 000 1 000
Totals $125 000 $121 500 $3 500

* Each special fund is to be stated separately.
t Use this column only if such balances are included in the budget. Hee discussion.
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SCHEDULE B—ESTIMATED REVENUES

Items Fund Totals
(Schedule A)
1. General Fund *
a. Taxes $50 000
b. Licenses 10 000
¢. Fines 10 000
d. Service Charges 5 000 $75 000
2. A Special Revenue Fund
a. Taxes 40 000
b. Fees 10 000 50 000
Total, to Schedule A $125 000

* For a more complete classification of revenues, see Chapter VI.

SCHEDULE C-—APPROPRIATIONS

Ttems Fund Totals
(Schedule A)
1. General Fund
a. General Administration (Schedule C-1) $ 5 000
b. Public Safety (Schedule C-2) 30 000
¢. Public Welfare (Schedule C-3) 15 000
d. Public Works (Schedule C—4) 15 000
e. Education (Schedule C-5) 7 500 $72 500
2. A Special Revenue Fund
a. Recreation (Schedule C-6) $15 000
b. Education (Schedule C-5) 34 000 49 000

Total, to Schedule A

$121 500
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SCHEDULE C-1—APPROPRIATION ANALYSIS
(By Object)

General
General Fund Administration
Purpose Items Totals
1. Salaries
a. Chief Clerk $2 500
b. Secretary 1 200 $3 700
2. Office Expense 400
3. Travel 200
4. General Supplies 200
5. Repairs
6. Equipment 500
Total, to Schedule C $5 000

Additional schedules in the form of Schedule C-1 are re-
quired for the public safety, public welfare, public works,
and recreation departments. In the education department,
it is noted that appropriations are made to this department
from two funds. The details under both funds should ap-
pear in one schedule for the department, such as Schedule
C-5.

SCHEDULE C-5—APPROPRIATION ANALYSIS
EbucaTioN DEPARTMENT
(By Activity)

- General | Special
Activity Fund Fund Total
1. Instruction $24 000 | $24 000
2. Recreation 6 000 6 000
3. School lunches $3 000 1 000 4 000
4. Pupil transportation 3 000 3 000
5. Adult services 4 500 4 500
Total $7 500 | $34 000 | $41 500
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Explanation of Budget Schedules. The Budget Sum-
mary, Schedule A, is intended to present a summary of the
entire budget, showing the Estimmated Revenues and the
Appropriations by funds. Each fund with which the budget
is concerned should appear as a separate item in this sum-
mary. In the first column is shown the Surplus, if any,
remaining in the fund at the close of the previous fiscal year
and therefore available for appropriation during the year
covered by the budget. In the second column the Esti-
mated Revenue of each fund for the new year, as shown
in Schedule B, is entered. The amounts in this column
added to those in the first column, if any, indicate the esti-
mated amount available for appropriation. In the third
column are entered the total Appropriations made from
each fund, as per Schedule C. The fourth column then
shows the Balance remaining unappropriated or the differ-
ence between the suin of Columns 1 and 2 and of Column 3.

Whether the balance of Unappropriated Surplus from
the preceding year is applied to the budget is a matter of
policy. As a general principle, the actual revenues of a
given year, not including previous balanee, should equal or
exceed the regular, recurring expenditures of that year.
Otherwise, the governmental agency will find itself with an
established budget n excess of its continuing resources.
It is definitely preferable to limit the use of any accumu-
lated balances to special and non-recurring items. Al-
though in general it is not good policy for a governmental
body to accumulate a surplus, if the body has to resort to
borrowing in anticipation of the receipt of revenues, such a
surplus helps to reduce or eliminate such borrowing.

The fact that the objective of a governmental activity
should not be that of accumulating a surplus is implied in
its “non-profit” character. Most of its revenue comes from
tax levies. Taxpayers should not be assessed beyond the
amount necessary to meet current expenditures and provide
reasonable working capital. Funds raised by a government
are to be spent, not saved, hoarded, or accumulated.

Schedule B is a detailed exhibit of the Estimated Reve-
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nues, in which the amount anticipated from each source
under each fund is shown. The totals for each fund are
carried into Schedule A. Schedule C shows the individual
appropriations under each fund, each of which is in turn
supported by a detailed statement giving an analysis of the
appropriation to the respective departients, indicating the
purposes for which the appropriation is made.

If any part of the expenditures included in the budget is
to be met by borrowing, or through means other than from
surplus or from revenues, provision must be made for these
items in the budget schedules.

These schedules, of course, show the budget in its final
form. In its earlier stages the schedules should include
columns showing comparative figures of previous years and
columns in which the revision or modification of the various
items in the successive steps of budget procedure can be
entered. The classifications of revenues and expenditures
should follow standard classifications for the type of gov-
ernment to which the budget relates and for the depart-
mental organization of the particular unit.

The budget in its final form becomes the basis for the
accounting for the period that it covers. The accounts
for revenues and expenditures should be classified in accord-
ance with the budget and kept in such a way that the actual
operations, as to both revenues and expenditures, can be
constantly compared with the budget. In the matter of ex-
penditures, the limitations set by the budget can be en-
forced only through the use of information derived from
properly kept accounts. These accounts must operate in
such a way as to prevent any overdraft on any budget
appropriation. This is one of the most important purposes
of governmental accounts, and they should be designed and
maintained in such a way that this function will be fully
and constantly met. This necessitates, among other things,
entering of all orders or contracts as encumbrances of the
respective appropriations.

Contents of Budget. The budget of a governmental body
should include all its regular operations, funds, and activi-
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ties. The budget of the General Fund includes all activities
financed through that fund and all revenues not earmarked
for specific purposes. Each special expendable fund other
than bond and assessment funds should also be included,
each balanced within itself. All utilities and institutions
should be included. Working Capital funds ordinarily are
not included since their transactions for the most part repre-
sent transfers from other funds included in the budget,
and the operations vary with the amount of services
required.

The Budget Summary (Schedule A) should include all
funds covered by the budget and should show the status of
each fund separately. The budget is of greatest importance
with respect to revenue funds, that is, the General Fund
and special revenue funds, including funds of institutions.
It is these funds that require budgetary control and from
which appropriations are made. This part of the budget
is frequently called the general budget. The remainder of
the budget, dealing with trust funds and utility funds in
particular, may be termed the special budget. Expendi-
tures in this section of the budget are controlled by the
amounts of income, rather than by specific amounts of
appropriation.

Budgets for utilities must be more flexible than those of
other activities. Greater variation in income may take
place in these operations, and such variation is more or less
directly reflected in the expenditures. Periodical state-
ments, showing the income and expenditures of utilities in
relation to budget estilmates (in addition to statements
showing operating results, as described in Chapter XIII)
should be prepared as for any other department. Adjust-
ments in these budgets should be made from time to time
as may be found necessary.

Capital Budgets. Treatment of capital projects of a ma-
jor nature, such as buildings and highways, varies in differ-
ent governments. In the federal and state governments,
such items are usually included in the annual or biennial
budgets. In local governments, undertakings of this kind
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are often financed by special borrowing in part or in full
and do not appear in the regular budget. (See Chapter
XVI.) They must be reflected in the budget, however, by
suitable provision for interest and amortization of debt.

Capital budgets frequently are set up on a tentative basis
for more than one fiscal period, in other words, on a long-
term basis. This is desirable because of the long-range
nature of such expenditures and because of the formulation
of a comprehensive and well-considered scheme. Such a
budget does not have significance as an accounting docu-
ment since it is subject to enactment from year to year with
respect to the part finally approved as applicable to each
successive period.

In some national governments, and in a few local govern-
ments in this country, budgets have been set up on a “dual”
basis: the current or ordinary budget contains regular oper-
ating and maintenance items and an aiortization item for
long-term expenditures financed by borrowing; the capital
or extraordinary budget contains expenditures for capital
and sometimes for other purposes applicable to more than
one fiscal period. Emergency expenditures of a major type
are sometimes included under this heading.

This plan has its dangers. There is often a tendency to
make the “extraordinary” budget a dumping ground for all
sorts of items for the relief of the current budget, even
though they are properly chargeable to it. Thus the “bal-
ancing” of the budget is achieved only in a fictitious man-
ner, certain to cause trouble in time.

Another problem relates to maintenance and ordinary re-
placements as distinct from capital outlay. Such items
should be covered in the current budget. A capital budget
should include only those items definitely increasing invest-
ment In permanent property, and, except in the most un-
usual circumstances, only such items should be financed
over more than the current fiscal period.

The whole problem of a “balanced budget’ is one of great
economic and public importance. The question to be faced
often is, When is the budget in balance? This condition is
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brought about only when current revenues, collected or
reasonably certain of collection without great delay, equal
or exceed the following items: (1) all expenditures for cur-
rent operation and maintenance and for ordinary replace-
ments, both paid and incurred; (2) interest on all indebted-
ness; (3) provision for the retirement of long-term debt to
the extent properly chargeable to the current period. Only
when these things are accomplished can the budget of a gov-
ernmental body for a given period be said to be “in balance.”

Forms of Legislative Acts. The form of legislative en-
actments necessary to carry a budget into effect varies in
the different governments.

In the national and state governments, revenues are
raised primarily by continuing laws. As long as these laws
produce the revenues needed to meet appropriations, no
new acts may be required for revenues. The necessary ad-
ditional acts, therefore, have to do only with appropriations.

In local governments, the budget usually is supported in
part by miscellaneous revenues of a continuous nature and
in part by taxes levied annually. A tax levy thus must be
passed in connection with each budget. This means two
distinet ordinances, an appropriation ordinance, covering
all appropriations from both taxes and miscellaneous reve-
nues, and a tax levy ordinance, specifying the taxes to be
levied and the purposes for which they are to be expended.

Budget Control through Accounts. Merely having a
budget does not provide a guarantee against financial diffi-
culties. Its usefulness depends on how carefully it is made
and how closely it is followed. To carry out the financial
program and the limitations on expenditures provided for
by the budget, accounting procedure through which a con-
trol can be exercised is essential. This procedure requires
that certain accounts, both general and subsidiary, be main-
tained which will reflect budget operations and conditions
at all times. On the basis of these accounts, frequent finan-
cial reports can be prepared by which executive and admin-
istrative officers and legislative bodies can be informed of
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the progress of financial operations and of the state of finan-
cial affairs.

This involves particularly the following accounts, or ac-
counts corresponding thereto, in each expendable revenue
fund.

Estimated Revenues. This account is debited at the be-
gining of the period with the budget estimate of revenues
for a given fund for the ensuing fiscal period.! Subsequent
changes in these estimates are debited or credited to the
account. Separate accounts may be maintained for esti-
mated revenue from (a) taxes and (b) miscellaneous
sources. This plan of procedure is illustrated in this chap-
ter, but in later chapters in the interest of simplicity of
treatment only one Estimated Revenues account is em-
ployed.

As revenues are realized, either through the setting up of
accounts receivable or through collection, Revenues account
is credited.! In the preparation, during the period. of any
balance sheet or other statement of the condition of the
fund the total revenues realized as shown by the Revenues
account is deducted from the balance of the Estimnated Rev-
enues account. If the difference is a debit balance, this sum
indicates what portion of the original estimate is not yet
realized; if it is a credit balance, it represents the amount
by which the actual revenues to date have exceeded the orig-
inal estimate. In this case, the excess is shown on the right-
hand side of the Balance Sheet.

At the end of the fiscal period, Revenues account is closed
to Estimated Revenues, and the latter to Unappropriated
Surplus. If a government unit wishes to keep the number
of its accounts to the minimum, the accounts of Estimated
Revenues and Revenues may be combined in the former, in
which event the credits to Estimated Revenues represent
the revenues of the fund for the fiscal period.

Appropriations. The Appropriations account is credited
at the beginning of the fiscal period with the amount appro-

1The credits and debits correlative to these entries are shown with illus-
trative figures in Chapter V and subsequent chapters.
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priated for various purposes in the budget and payable out
of the particular fund.! Subsequent credits or debits con-
sist of additional appropriations or adjustments in appro-
priations and of other items that increase the amount
available for expenditure.

As expenditures are made, they are debited to Expendi-
tures account in the General Ledger and to subsidiary detail
accounts.”* Whenever a balance sheet or other statement of
the condition of the fund is prepared dvuring the fiscal pe-
riod, the balance of Expenditures account must be deducted
from the balance of Appropriations account. The differ-
ence, which is ordinarily a credit balance, represents the
amount unexpended in appropriations of the fiscal period
in that fund. Allowance must also be made for outstanding
encumbrances chargeable to this balance.

At the end of the fiscal period, Expenditures account is
closed to Appropriations, which ordinarily is then closed to
Unappropriated Surplus, except as to an amount equal to
the balance of Appropriation Encumbrances. The latter
amount is carried forward to cover unliquidated encum-
brances, definite invoices (or vouchers) for which will be
presented for payment at a later time. If a governmental
unit wishes to keep the number of its accounts to the mini-
mum, the Appropriations account and the Expenditures
account may be combined in the former, in which case the
debits to Appropriations account represent the expendi-
tures of the fund for the fiscal period.

Encumbrances. EKncumbrances consist of those obliga-
tions of a fund that are represented by outstanding orders,
contracts, or similar items which are expected to become
payable and for which provision must therefore be made.
In order to exhibit properly the condition of a fund, it is
necessary to show what amount is outstanding in this form.
For this purpose, accounts should be kept that will show
this information. These accounts consist, for revenue
funds, of Appropriation Encumbrances account and Reserve

v Ibid.
* Ibid.
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for Encumbrances account. (The latter account is some-
times called Unliquidated Encumbrances.) The estimated
costs of all items for which commitments are made, and
which later will be presented in the form of vouchers to he
charged to Expenditures account, are debited to Appropri-
ation Encumbrances and credited to Reserve for Encum-
brances. When the items are audited for payment, the re-
verse entry is made in the encumbrance accounts, debits for
actual amounts of vouchers being made at the same time
in Expenditures account.

The balance of Appropriation Encumbrances account
therefore shows at any time the amount of unliquidated en-
cumbrances outstanding against appropriations of the fund.
This sum is to be deducted from the unerpended balance
of Appropriations (Appropriations less lixpenditures) ac-
count, and the net difference will be the unencumbered
balance of Appropriations.

The balance of Reserve for Encumbrances shows th:
amount outstanding in the form of orders. contracts, and
similar items, at their estimated costs. and will appear as
one of the obligations of the fund in its balance sheet.

All the above acounts must appear as a part of the group
of accounts of each revenue fund, since in governmental
accounting each fund is a complete entity, requiring for its
correct accounting a complete self-balancing set of accounts
covering all its resources, obligations, and operations.

Since the admission of budgetary accounts into the ledger
does mean the inclusion of unrealized assets and unaccrued
liabilities, the governmental balance sheet comes to have
a different meaning fromn the commercial statement. More
than existing assets are shown on the resources side, and
more than actual liabilities and customary reserves and
balances appear on the liability side. But the purpose of
the Balance Sheet is to report financial condition, and the
condition cannot be ascertained unless the budgetary ac-
counts are included in the statement.

Although budgetary accounts inay on the surface seem
to be unreal, actually they are real authorizations and
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should be thought of in that light. A necessary part of
the reporting of the condition of a fund is the showing of
information regarding these authorizations. Not only is
budgetary information essential to the reporting of condi-
tion, it is also a very vital element in maintaining control.

Alternate Methods of Budgetary Control. The fore-
going outline of budgetary accounts represents the most
complete and comprehensive plan for controlling budget
operations through the accounting system. It provides for
complete general ledger control of all transactions at every
stage. The procedure presented in this volume is based on
this plan. However, there are other methods that are
used in various places and may be considered, depending
on the volume of transactions and on other local conditions.
Descriptions of these methods follow.

General Ledger Control of Revenues, Appropriations, and
Expenditures, and Subsidiary Ledger Record Only of En-
cumbrances. This plan is the same as the previous outline
as to revenues. It is the same as to appropriations except
that no general ledger controls are maintained for encum-
brances. Encumbrances are entered in detail in the sub-
sidiary ledger only and are checked periodically against a
register or file. The amount of encumbrances of each ap-
propriation is available in the subsidiary ledger, and the
total for each fund is determined by taking the total of all
accounts of that fund in the subsidiary ledger. In any bal-
ance sheet of the fund, the balance of Appropriations, as
shown by the General Ledger (Appropriations less Expendi-
tures), is divided as to Encumbered and Unencumbered.
As far as individual appropriations are concerned this
method gives complete information. The plan is quite sat-
isfactory, even for rather large cities. Its disadvantage is
the lack of continuous accounting control over encum-
brances, making it necessary to check them frequently in
detail.

General Ledger Control of Revenues, Appropriations, and
Expenditures, and Register or File Record Only of Encum-
brances. This plan provides general ledger control accounts
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for estimated revenues, appropriations, and expenditures,
and subsidiary accounts for them as well. Encumbrances,
however, are omitted from the subsidiary Appropriation
Ledger, which then deals only with appropriations and ex-
penditures. The balances shown by it, therefore, are un-
expended balances and do not allow for encumbrances. For
the latter, a register, file, or separate subsidiary ledger is
maintained, arranged by appropriations. As orders are
placed, entry is made in such a record or dependence is
placed on copies filed. When the encumbrances on any
particular appropriation are wanted, reference is made to
this record. At the end of each month, a statement is com-
piled in part from the Appropriation Ledger and in part
from the Encumbrance Record or file, and the unencum-
bered balances of individual appropriations as well as totals
for funds are determined.

The plan is reasonably satisfactory for smaller cities, but
is less reliable and convenient than the other plans, since it
does not show readily the unencumbered balances of appro-
priations without computation.

No General Ledger Control. Under this plan, entries of
budget estimates of revenues and of appropriations are
omitted from the General Ledger, and subsidiary ledgers
and records are depended on entirely for all needed infor-
mation. The subsidiary procedure may be in the form
of any of the foregoing plans. The plan may be followed
in very small places but is deficient where any considerable
number of accounts or transactions are involved, since it
does not provide ready means of check on the accuracy of
the accounts and entries.

No fixed rule can be made as to the place where the record
of encumbrances can best be maintained. In a local govern-
ment of moderate size, the central accounting office usually
is the best location and serves all needs satisfactorily. In a
large city, or in a state or federal organization, it is usually
necessary for the department to maintain such a record in
order to have information readily at hand as to the status
of its appropriations. In such circumstances, it is fre-
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quently possible to make this record serve the needs of the
central accounting department through reports from de-
partments submitted with requisitions or at regular inter-
vals.

Regardless of the plan of accounting followed as to budg-
etary control, budgetary figures should be included in every
Balance Sheet prepared during a fiscal period.



CHAPTER V
REVENUE FUNDS

Nature. Revenue funds are those expendable funds that
are concerned with the creation, realization, and expendi-
ture of revenues. They reflect the operations of the budget.
Their accounts, therefore, include all resources considered in
and arising from the operation of the budget controlling
them and also include all commitments made through the
budget or its operation as well as loan transactions neces-
sary to provide cash in anticipation of collection of reve-
nues. Other accounts may be required to cover non-budget-
ary operations and items of a current nature. Accounts of
fixed assets and of long-term liabilities, however, are not
commonly included in revenue funds and. if included, must
be in a separate self-balancing group distinet from the ac-
counts of current resources, obligations. and surplus.

Resources and Obligations. The principal resources of
a revenue fund are

Cash.

Taxes Receivable.
Accounts Receivable.
Due from Other Funds.
Estimated Revenues.

The more usual obligations of such a fund are

Accounts Payable,

Temporary Loans (in anticipation of revenue receipts).
Due to Other Funds.

Reserve for Encumbrances.

Unencumbered balance of appropriations of the fund, as

well as any special reserves, must then be allowed for. The
74
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remainder is the fund’s unappropriated surplus, or difference
between its resources and obligations at date. It is the sum
that is available for further appropriations for the purpose
for which the fund is maintained. If the obligations exceed
the resources, a deficit exists, indicating that the estimated
resources of the fund at that time are insufficient to meet
the commitments made to date.

Budgetary Accounts. As already indieated, the accounts
of a government or public institution include not only the
usual “proprietary” accounts of assets and liabilities, reve-
nues and expenditures, but also “budgetary’” accounts repre-
senting the unrealized fund resources and the commitments
of those resources.

Budgetary accounts are essential in governmental organ-
izations because the finances of such organizations usually
are carried on under a budget system. This necessitates. in
the accounting procedure, accounts that control and analyze
transactions in accordance with the limitations set in the
budget.

As already indicated in Chapter IV, there are other meth-
ods for securing budget control which involve simpler ac-
counting procedure and which may be considered satisfac-
tory under certain circumstances. In this volume, however,
the presentation is that of a complete plan of budgetary
control through the general accounting svstem.

Budgetary Accounts for Revenues. In accounting for
revenues, a general ledger account under each fund is car-
ried, known as listimated Revenues and supported by a
subsidiary ledger containing accounts with each item of
revenue. These accounts will be debited with the estimated
amounts of revenues as per the budget, an account in the
General Ledger known as Unappropriated Surplus (for each
fund) being credited. As revenues are ready for entry.
either when accrued or when collected, depending on the
procedure followed, Revenues are credited, Cash. Accounts
Receivable. or Taxes Receivable being debited.

To summarize, the entries relating to the revenue esti-
mates from the budget would be as follows:
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(1) To enter budget estimates of revenues for a fiscal period !
(from General Journal)

General Fund

General Ledger (see Budget Schedule A):
Dr. Estimated Revenues $75 000
Cr. Unappropriated Surplus $75 000
Revenue Ledger (see Budget Schedule B) :
Dr. Taxes $50 000
Licenses 10 000
Fines 10 000
Service Charges 5 000

A Special Revenue Fund
General Ledger:

Dr. Estimated Revenues $50 000
Cr. Unappropriated Surplus $50 000
Revenue Ledger:
Dr. Taxes $40 000
Fees 10 000

The General Ledger, as well as the subsidiary ledgers,
should be separated into sections for the various funds, and
all accounts of a given fund should be grouped together in
every ledger.

The illustrative entries shown herein and in subsequent
chapters show the method of recording transactions of the
general fund and of one special revenue fund. Similar en-
tries would be required for every special revenue fund. The
term “special fund” is used for simplicity in this presenta-
tion, but in actual practice every special revenue fund
would be dealt with separately and would carry an appro-
priate title.

Separate estimated revenue accounts for taxes and for
other revenues, respectively, may be maintained to advan-
tage in the General Ledger.

Budgetary Accounts for Appropriations. In accounting
for appropriations, a controlling account in the General
Ledger for all appropriations under each fund is likewise

1 The numbers in parentheses in this and succeeding chapters are used

to identify the transactions as they appear in the general ledger accounts
presented in the several chapters.
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maintained and is supported by accounts with individual
appropriations kept in the subsidiary Appropriation Ledger.
The amounts appropriated under each fund are entered as
credits to these accounts, Unappropriated Surplus being
debited. As expenditures are completed, the expenditure
accounts are debited, Accounts Payable being credited.

To summarize, the entries for appropriations, as per the
budget, are as follows:

(2) To enter budget appropriations
(from General Journal)

General Fund
General Ledger (see Budget Schedule A):

Dr. Unappropriated Surplus £72 000
Cr. Appropriations $72 500
Appropriation Ledger (see Budget Sched-
ule C):

Cr.  General Administration $ 5 000
Public Safety 30 000
Public Welfare 15 000
Public Works 15 000
Education 7 500

A Special Revenue Fund
General Ledger:

Dr. Unappropriated Surplus $49 000
Cr. Appropriations $49 000
Appropriations Ledger:
Cr.  Recreation $15 000
Education 34 000

Entries (1) and (2), as just illustrated, sometimes are
combined into one entry, which would then appear for the
General Fund as to the General Ledger as follows:

Dr. Estimated Revenues $75 000
Cr. Appropriations $72 500
Unappropriated Surplus 2 500

Since the subsidiary entries in each case should follow
the general ledger entry the choice of form of entry would
depend considerably on the number of subsidiary items.
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Where the number is large, separate entries for revenues
and for appropriations are preferable.

A special formn is necessary for the proper handling of
subsidiary appropriation accounts (Schedule C), which is
discussed in Chapter VIII. The method of dealing with
the analysis or classification of the expenditures from each
appropriation (Schedule C-1) also is dealt with in Chapter
VIIL

Skeleton General Ledger Accounts. The following are
skeleton general ledger accounts resulting from entries re-
lating to the budget. A set of accounts in this form is es-
sential for each revenue fund.

GENERAL FUND ACCOUNTS

EsTiMaTED REVENUES

(1) Estimated revenues
for fiscal period  $75 000

This account, in conjunction with Revenues account (see
Chapter VI), constitutes a control for the general fund sec-
tion of the subsidiary Revenue Ledger.

APPROPRIATION 3

- @) Budget appropra-
tions $72 500
This account, in conjunction with Lxpenditures and
Appropriation Encumbrances account (sce Chapter VIII),
constitutes a control for the general fund section of the
subsidiary Appropriation Ledger.

UNAPPROPRIATED SURPLUS

(1) Estimated revenues
for fiscal period 875 000

(2) Budget appropria-
tions $72 500

ACCOUNTS OF A SPECIAL REVENUE FUND

EstiMatED REVEN UES

(1) Estimated revenues :
for fiscal period $50 000
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This account, in conjunction with Revenues account (see
Chapter VI), constitutes a control for that section of the
subsidiary Revenue Ledger covering this fund.

APPROPRIATIONS

(2) Budget appropria-
tions $49 000

This account, in conjunction with Expenditures and
Appropriation Encumbrances account (see Chapter VIII),
constitutes a control for that section of the subsidiary
Appropriation Ledger dealing with this fund.

UNAPPROPRIATED SURPLUS

(2) Budget u'l‘)[');opria- N (1) Estimated revenues
tions $49 000 for fiscal period  $50 000

Subsidiary Revenue Ledger. In this ledger an individ-
ual account is opened with each item of estimated revenue
included in the budget (see Schedule B). The sum of the
balances of all accounts in each fund group must agree at all
times with the balance of the Estimated Revenue account
(minus Revenues, sce Chapter VI) of that fund in the Gen-
eral Ledger. If the number of estimated revenue accounts
is small, they may be carried in the General Ledger, and the
Revenue Ledger may be dispensed with. In that case the
single Estimated Revenue account in the General Ledger
would be replaced by the several accounts herein described
for the Revenue Ledger. The subsidiary ledger, however,
has the advantage of showing in each of the several accounts
the estimate and the actual in the same account, so that
comparison is more readily possible.

REVENUE LEDGER
GENERAL FUND ACCOUNTS

TaxEes FINES
(1) Budget estimate $50 000[ (1) Budget estimate $10 000|

LicensEes ServicE CHARGES
(1) Budget estimate 810 000‘ (1) Budget estimate $5 000|
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ACCOUNTS OF A SPECIAL REVENUE FUND
Taxes FEes
(1) Budget estimate $40 000 (1) Budget estimate $10 000 |

Subsidiary Appropriation Ledger. In this ledger an in-
dividual account is opened for each appropriation made in
the budget (see Schedule C).

A special form is necessary for appropriation accounts, as
described in Chapter VIII. For simplicity, the ordinary
ledger account form is used here.

APPROPRIATION LEDGER
GENERAL FUND ACCOUNTS

GENERAL ADMINISTRATION PuBrLic Works
(2) Budget appropria- (2) Budget appropria-
tion 25 000 tion $15 000
PuUBLIC SAFETY EbuvcatioN
(2) Budget appropria- (2) Budget appropria-
tion $30 000 tion $7 500
PuBLic WELFARE
(2) Budget appropria-
tion $15 000

ACCOUNTS OF A SPECIAL REVENUE FUND

RECREATION EpucaTioN
(2) Budget appropria- (2) Budget ul)propria-w -
tion $15 000 tion $34 000

The sum of the balances of all accounts in each fund
group in the subsidiary Appropriation Ledger must agree at
all times with the balance of the Appropriations account
(minus Expenditures and Appropriation Encumbrances, see
Chapter VIII) of that fund in the General Ledger.

Fund Balance Sheet. The general ledger accounts of
each revenue fund, after entering the budget as described

herein, then appear in balance sheet form, as per State-
ment 1.



REVENUE FUNDS 81
STATEMENT 1—FUND BALANCE SHEETS
(After Entering Budget)

GeNERAL Funp

Estimated Revenues Appropriations (per
(per Schedule) $75 000 Schedule) $72 500
Unappropriated surplus 2 500
'$75 000 $75 000

A SreciaL Revenue Fuxnp

Estimated Revenues Appropriations (per
(per Schedule) $50 000 Schedule) $49 000
Unappropriated surplus 1 000
$50 000 $50 000

These balance sheets should be supported by schedules
giving estimated revenues and appropriations in detail, as
shown by the respective subsidiary ledgers. (See Chapters
VI and VIII for the form of these schedules.) It should be
noted that all balance sheets prior to Statement 14, Chapter
X, show accounts as they appear during a fiscal period,
therefore including budgetary accounts not closed out until
the end of the period.

In actual practice, a fund balance sheet almost never
would appear like the ones in this chapter, for the reason
that there would always be balances from the previous pe-
riod brought forward which would be included. The more
usual accounts of this kind would be Cash, Taxes Receiv-
able, Accounts Receivable, Accounts Payable, and (if un-
liquidated encumbrances are carried forward) Appropria-
tions, Encumbrances, and Reserve for Encumbrances. The
net difference between debit and credit balances would be
the balance of Unappropriated Surplus. As already pointed
out (Chapter 1V), the budget entries to Unappropriated
Surplus may be carried to the same account or a separate
account, Unappropriated Budget Surplus (or Unappropri-
ated Estimated Surplus). may be used in order to distin-
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guish between the actual surplus from the preceding period
and the estimated surplus of the current period.

Budget Adjustments. Changes in budget estimates and
authorizations may take place during the yecar. Changes in
estimates of revenues may result from a substantial change
in the amount expected from a given source, or from the
addition of a new item, or from the elimination of one pre-
viously included. If estimates of revenues are increased,
the entry for the amount of increase is the same as the orig-
inal entry of estimated revenues. If they are decreased, the
opposite entry is made.

Changes in appropriations may result from a(ldmonal ap-
propriations, or from decreases in appropriations previously
made, or from the lapsing of appropriations prior to the end
of the fiscal year. Entries for additional appropriations are
the same as the original entry of appropriations. The de-
creasing of total appropriations or the lapsing of appropria-
tions is covered by the reverse entry. A transfer from one
appropriation to another in the same fund affects the two
accounts in the Appropriation Ledger but does not affect
the General Ledger.

Such entries usually are made only in governmental bod-
ies or in institutions where the appropriating body meets
frequently, so that budget changes resulting from its actions
can be made during the fiscal period.

Appropriation Allotments. A plan is frequently followed
whereby assignments are made from appropriations to cover
estimated expenditures for given portions of the fiscal pe-
riod, such as months or quarters or a given activity or pro-
gram. These assignments are called allotments,' and repre-
sent the limitations set on expenditures and encumbrances
for the period or purpose for which made. When this plan
is followed, if general ledger control of allotments is desired,

1In the federal government, the term “apportionment” is used to de-
scribe amounts of appropriations made availuble for specific periods, whereas

the term “allotment” is used to cover amounts of apportionments allocated
to specific activities.



REVENUE FUNDS 83

additional general ledger and appropriation ledger accounts
are necessary, as follows:

1. Unallotted Appropriations.
2. Appropriation Allotments.

The account, Unallotted Appropriations, is first opened
when the budget is entered, being credited with the entire
amount appropriated. It is debited monthly or quarterly,
through the General Journal, with allotments made, Appro-
priation Allotments being credited. Its balance represents
the amount of the fiscal appropriations not yet allotted.

The account, Appropriation Allotments, corresponds in
both ledgers to the appropriation accounts already de-
scribed, except that the credits consist of allotments rather
than of entire appropriations. Encumbrances and expen-
ditures are then handled through allotment acecounts, and
the balance represents the free balance of allotments rather
than of the entire fiscal period appropriation.

Another plan is to provide a space at the top of the
Appropriation Ledger (see Form A, Chapter VIII) in which
allotments are entered, thus providing a memorandum rec-
ord only for checking against total of expenditures and
encumbrances.

Accounts of Assets. The Cash account shows as debits
all cash receipts of the fund and all transfers of cash to the
fund from other funds. It shows as credits the warrants
issued on the treasury, to be paid out of the cash of the
fund, and all transfers of cash out of the fund to other
funds. Its balance. when thus handled. indicates the bal-
ance of cash of the fund in the treasury, allowing for all
warrants issued against it.

As 1is later shown, a Warrants Payable account is some-
times used, and warrants issued are first credited thereto.
As warrants are paid by the treasury, they are debited to
this account and credited to Cash. Under this plan, the
balance in the Cash account represents the balance of cash
in the treasury in this fund.

If receipts are not deposited at once after being entered.
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an additional account for Undeposited Cash is necessary.
An account with Petty Cash also is frequently required.
(See Chapter IX.) When money of any fund is placed in
the hands of a fiscal agency for the payment of bonds
matured or called, or of interest on bonds, an account, Cash
with Fiscal Agent for Payment of Bonds and Interest, is
also required.

Receivable accounts are maintained for taxes and for
other classes of accounts due the government. They are
set up when taxes are levied or when bills are rendered
for other charges, the credit being to Revenues. Provision
should be made for possible losses in taxes and other receiv-
ables, through accounts for Estimated Losses from Uncol-
lectible Accounts, which, in the Balance Sheet, should be
deducted from the asset accounts to which they relate.

The account, Due from Other Funds, covers any items
for which other funds are indebted to this fund, such as
loans, appropriations made to this fund from another fund,
and supplies or materials transferred. It is credited when
cash is transferred from a debtor fund, Cash being debited.
All interfund receivables and payables should be clearly
shown at all times. The total of all balances in “due from
other funds” accounts in all funds at all times must equal
the total of balances of “due to other funds” accounts. Itis
not proper to cancel these balances against each other in a
combined balance sheet covering all funds. Each fund is a
separate financial entity, and its correct condition can be
shown only if all amounts due it and all amounts owed by
it are exhibited, even though some of those items are receiv-
able from or payable to other funds or divisions of the same
government.

Other asset accounts which may be required are

Tax Liens, representing claims against properties for delin-
quent taxes on account of which legal action has been taken
by filing liens against the properties covered.

Investments, covering securities in which money has been
temporarily invested.
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Due from Other Governments, representing balances of
grants made by other governments and not yet paid, or of
taxes collected by them and not yet remitted.

If service operations or stocks of supplies are handled
through a revenue fund instead of through a working capi-
tal fund, as described in Chapters XI and XII, Stores, Work
in Process, or similar accounts will be required.

Deferred items for expenses to be carried forward against
future periods ordinarily are not set up. An exception may
be Accrued Interest on Investments Purchased, which is to
be charged against the first collection of interest on such
investments. Accrued items not yet due ordinarily are not
set up.

Accounts of Liabilities. Accounts Payable account cor-
responds to the usual account of that name and is credited
with the amount of vouchers audited and approved for pay-
ment. It is debited as warrants are issued in payment of
vouchers. Its balance, therefore, represents the balance of
vouchers for which warrants have not been issued. This
account may be omitted if warrants are regularly issued
immediately upon the approval of vouchers, Cash being
credited at this time instead.

As before mentioned, Warrants Payable may also appear
as an obligation account. Other payable accounts may be
necessary, such as Judgments Payable.

Accounts of temporary loans include Anticipation Tax
Notes (or Warrants) Payable. This account represents the
amount of notes issued in anticipation of collection of taxes
and on the basis of which funds are borrowed. These notes
constitute a first lien on the tax collections. Other tempo-
rary loans are shown in separate accounts. Temporary
loans are those that are payable out of the fiscal resources
of the fund. Long-term loans are treated in a different
manner, as later described. (See especially Chapters XIII,
XIV, XVI, XVII, XVIIL)

Due to Other Funds account represents the obligations
of this fund to other funds, for any purpose. Transactions
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between funds involving cash should be handled, if possible,
by transfer by journal entry rather than by the issuance of
warrants.

An additional account may be required for Due to Other
Governments. An account, Taxes Collected in Advance,
may be required if the practice is followed of receiving tax
payments in advance of the period in which they become
due. Otherwise deferred items are not usually set up. Ac-
crued items not yet due ordinarily are not set up.

Unappropriated Surplus Account. The Unappropriated
Surplus account is a summary account into which are
credited the amounts of estimated revenues and to which
are charged all appropriations from that revenue. The bal-
ance in this account during the fiscal period, therefore,
represents the unappropriated balance of estimated rev-
enues for the fiscal period plus the beginning balance.
Should the debits exceed the credits, it would indicate that
the appropriations have exceeded the probable revenues
and that a deficit exists.

All revenue estimates and appropriations are for a fiscal
period, and at the end of that period the Estimated Reve-
nues account and the unencumbered balance of Appropria-
tions are closed back into Unappropriated Surplus after
Revenues and Expenditures accounts, respectively, have
been closed into them. '

The balance at the end of the fiscal period indicates the
accumulated surplus of revenues over expenditures and
commitments, or the deficit of expenditures and commit-
ments over revenues in the reverse situation. A credit bal-
ance at the end of a fiscal period represents the amount
available for appropriation, which amount becomes a
budget resource of the subsequent period. (See Chapter IV,
Budget Schedule A.) It is now a real surplus of the fund
to which it relates and no longer an estimated surplus.

A distinction may be made during a fiscal period between
surplus brought forward from the preceding period and the
estimated surplus of the current period by carrying a sepa-
rate account for the latter under the heading of Unappro-
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priated Budget Surplus. The advantage of such an ar-
rangement is that the surplus which is estimated is sepa-
rated from that which is realized, and the status of the
current year’s budget as to the sum of current year’s rev-
enues not yet appropriated is more readily available. The
Unappropriated Surplus account would then represent only
the balance from preceding periods (with any surplus ad-
justments) and available for non-recurring purposes. In
this volume, such a distinction is not made; it should be
kept in mind that the balance of Unappropriated Surplus
shown from time to time during the fiscal period is in part
or in full an estimated surplus. (See also discussion of the
use of the term “surplus” in Chapter III.)

Operation of Revenue Funds. The first step in opening
the accounts of a revenue fund occurs when the budget is
approved and the resources of the fund are established. A
debit is then made to Estimated Revenues account for the
estimated revenues of the period, Unappropriated Surplus
being credited. As revenues accrue, Accounts Receivable or
(C'ash is debited, Revenues being credited. As accounts re-
ceivable are collected, Cash is debited and Accounts Receiv-
able credited.

Similarly, on the basis of the budget, Appropriations is
credited for the amount appropriated in the budget for
various purposes, Unappropriated Surplus being debited.
As orders and contracts are placed which are payable from
appropriations, Appropriation Encumbrances account is
debited and Reserve for Encumbrances credited. As these
encumbrances are vouchered and audited for payment, that
entry is reversed and, as a companion entry, Expenditures
account is debited and Accounts Payable credited. As war-
rants are issued for these vouchers, Accounts Payable is
debited and Cash credited. Thus a revenue fund gradu-
ally accumulates, then is- gradually depleted, and finally
may be extinguished or “expended.”

After all revenues for a given period have been collected
in cash and all bills have been paid as approved from appro-
priation for the period, there will result a slight increase or
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decrease in cash (unless all estimates have been correct and
all revenues appropriated) and the following accounts will
remain with balances until they are closed appropriately at
the end of the year.

1. Affecting Revenues:
Estimated Revenues with a debit balance.
Revenues with a credit balance.

2. Affecting Expenditures:

Expenditures with a debit balance.
Appropriations with a credit balance.

General Ledger Accounts. General Ledger accounts for
these various resources and obligations are necessary. The
more usual accounts are presented herein with a brief ex-
planation of the meaning of each. The transactions relat-
ing to these accounts are presented with illustrative figures
in succeeding chapters and are summarized in Chapter X.
Other accounts may be necessary, on occasion, to cover com-
pletely the operations of these funds. For example, if stores
are purchased from a revenue fund and held in stock to be
disbursed later on requisition, the stores inventory is a re-
source of the fund, and an account with it would be re-
quired. Surplus receipts, covering non-revenue items which
increase surplus, should be credited to a special hccount or
accounts until the close of the fiscal period and then closed
into Unappropriated Surplus. Other accounts, not illus-
trated, which may be necessary are Tax Liens, Due from
Other Governments, Investments, Taxes Collected in Ad-
vance. '

For every revenue fund, a group of accounts, correspond-
ing to the accounts shown herein, is kept in the General
Ledger. These accounts balance and are completely sepa-
rate and distinet from the accounts of all other funds. A
section of the General Ledger should be devoted to the
accounts of each fund.

Every transaction affecting a given fund must be repre-
sented by both a debit and a credit within that fund. If
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the transaction affects more than one fund, there must be
a debit and a credit for every fund affected. A debit cannot
be made in the account of one fund and the contra credit
made in an account of another fund or vice versa.

Cash. Balance (debit) represents the net amount of cash
on hand in this fund after allowing for all warrants issued.
(If Warrants Payable account is used, Cash balance repre-
sents cash on hand in treasury.)

Accounts Recetvable. Balance (debit) represents amount
of accounts receivable not yet collected. (This is a control-
ling account for subsidiary Accounts Receivable Ledger or
multiple record.)

Taxes Receivable. Balance (debit) represents amount of
taxes uncollected. (This is a controlling account of sub-
sidiary tax record.)

A separate account should be kept for taxes of each year
and for different kinds of taxes.

Estimated Losses from Uncollectible Taxes. Balance
(credit) represents amount set up to cover estimated losses
in collection.

Final balance is closed into Tax Revenue. The time
when this is done will depend on the stage of progress of
collection. An adjustment may be necessary at the close
of the fiscal year. (On the Balance Sheet this account is
deductible from Taxes Receivable.) A similar account is
required in relation to Accounts Receivable.

Due from Other Funds. Balance (debit) represents
amount due from other funds on account of interfund loans
or transactions and must be offset by contra balances in
other funds.

Estimated Tar Revenue. Current balance (debit) repre-
sents estimated tax revenue of fiscal period.

A similar account is used for Estimated Miscellaneous
Revenues. '

Taxr Revenue. Balance (credit) represents net tax reve-
nue for fiscal year to date. During a fiscal year this balance
is deducted from Estimated Tax Revenue in preparation of
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the Balance Sheet. It is closed at the end of fiscal year to
Estimated Tax Revenue.

This account, together with Estimated Tax Revenue,
constitutes a control for the Taxes accounts in the subsidi-
ary Revenue Ledger.

A similar account is required for Miscellaneous Revenues.

Accounts Payable (may be omitted if all vouchers are
paid immediately after audit). Current balance (credit)
represents accounts unpaid.

Loans Payable. Balance (credit) represents amount of
current loans outstanding. They must agree with subsidi-
ary record showing loans in detail. (The title of the ac-
count should indicate the type of loans, such as Tax Anti-
cipation Notes Payable.)

Due to Other Funds. Balance (credit) represents amount
due other funds on account of interfund loans or transac-
tions and must be offset by contra balances in other funds.

Reserve for Encumbrances (or Unliquidated Encuin-
brances). Current balance (credit) represents estimated
cost of outstanding encumbrances.

Appropriation Encumbrances. Current balance (debit)
represents estimated cost of all encumbrances outstanding
against appropriations of a given fund and must agree with
the net balance of Encumbrances of all Appropriation
Ledger accounts of that fund.

On the Balance Sheet this account is to be deducted from
credit balance in Appropriations account, as is also Expend-
itures account.

Appropriations. Current balance (credit) represents to-
tal appropriations for fiscal period.

Balance at end of fiscal period (less appropriation encum-
brances and expenditures) is closed into Unappropriated
Surplus.

This is a controlling account for subsidiary Appropria-
tion Ledger, the total balances of which must agree with
balances of this account less Appropriation Encumbrances
and Expenditures.
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Ezxpenditures. Current balance (debit) represents net ex-
penditures of this fund for fiscal period to date. During the
fiscal year this balance is deducted from Appropriations in
preparation of the Balance Sheet, as is also the balance of
Appropriation Encumbrances.

It is closed at end of the fiscal period into Appropriations.

Unappropriated Surplus. Current balance (credit) repre-
sents excess of estimated revenues over appropriations or
balance of estimated revenues unappropriated, plus or
minus beginning balance. (Debit balance indicates deficit.)

Balance at the end of the fiscal period represents actual
surplus (or deficit) of revenues over expenditures (cumula-
tive) and is carried forward as a balance of the succeeding
period.

FUND BALANCE SHEET OF REVENUE FUND
(As of Any Date during Fiscal Period)

Cash XXX | Accounts Pavable XXX

Taxes Receivable (less Loans Payable XXX
Estimated Uncollect- Due to Other Funds XXX
ible) XXX | Reserve for Encumbrances XXX

Accounts Receivable (less (a) Unencumbered Ap-
Estimated Uncollect- propriation Balances 2 XXX
ible) XXX | Unappropriated Surplus XXX

Due from Other Funds XXX

(a) Estimated Revenues! XXX

The foregoing pro forma Balance Sheet illustrates the
method of exhibiting the accounts of a revenue fund and
shows these accounts as they appear as of any date during
the course of a fiscal period. This Balance Sheet includes
the principal accounts ordinarily appearing in such a fund,
as illustrated in this chapter. It agrees with the principles
set forth herein. The accounts should be kept so that a
balance sheet in this form can be prepared for each revenue
fund. The amount of unappropriated surplus of each fund,
or the amount available for appropriation, is thus shown,
which is one of the most important items of information

1 Estimated Revenues less Revenues. )
2 Appropriations less Appropriation Encumbrances and Expenditures.
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for administrative purposes that governmental accounts
should produce.

At the end of a fiscal period, accounts marked (a) are
closed into Unappropriated Surplus and do not appear in
the Balance Sheet as of the end of the period.

An example of the Balance Sheet of a revenue fund as of
a date during the fiscal period is presented in Illustration I.

ILLUSTRATION I—CORPORATE FUND BALANCE SHEET

Cash $ 92 642 | Accounts Payable $ 32 858
Taxes Receivable Anticipation Tax War-

(Less Uncollectible) 387 148 rants Payable 310 000
Accounts Receivable Judgments Payable 765

(Less Uncollectible) 1 467 | Due to Other Funds 8 763
Judgments Receivable Reserve for Encum-

(Less Uncollectible) 358 brances 67 846
Due from Other Funds 111 448 | Appropriationn Balances
Estimater Revenues (Less: Encumbrances

(Less Revenues) 362 826 Expenditures 510 364

Unappropriated Surplus
(Add Surplus Receipts) 25 293
$955 889 $955 889

ILLUSTRATION II—CORPORATE FUND BALANCE SHEET

Cash $ 92 642 | Accounts Payable $ 32 858
Taxes Receivable 387 148 | Anticipation Tax War-

Accounts Receivable 1 467 rants Payable 310 000

Judgments Receivable 358 | Judgments Payable 765

Due from Other Funds 111 448 | Due to Other Funds 8 763
Reserve for Encum-

brances 67 846

Unappropriated Surplus 172 831

$593 063 $503 063

Assuming that the condition shown by the Balance Shect
in Illustration I existed at the close of the fiscal period be-
fore closing, the Balance Sheet as shown in Illustration II
would result after closing the budgetary accounts.

General and Special Revenue Funds. Expendable reve-
nue funds are of two kinds: (a) the General Fund, (b) vari-
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ous special revenue funds. The General Fund includes the
revenues from all general tax levies and also all miscellane-
ous revenues not designated for specific use by statute or
charter. In addition to these items, receipts that are not
by law or contractual agreement applicable to specified uses
are ordinarily deposited in the General Fund. The resources
of the General Fund may be appropriated and expended
for any purpose for which the government to which it be-
longs may expend its money.

Special revenue funds are necessary whenever revenues
are collected which are specified by statute or charter to be
expended only for specific purposes. Examples of such
funds are those established for the maintenance of parks,
schools, and hospitals. The enactment of mandatory pro-
visions for such funds on the whole is not to be commended,
for such procedure frequently results in building up funds
for particular activities when other, equally important ones
may be suffering because of the lack of such specific re-
sources. As a broad principle it is desirable that all reve-
nues be undesignated as to their use and be treated as gen-
eral resources and that all activities be considered on their
merits in relation to the total available resources. If special
funds exist, however, each must be accounted for separately.

If such funds are similar in nature and purpose, the ac-
counts of the group may be combined into a single state-
ment. Under no circumstances, however, should the assets
belonging to one fund be used to meet expenditures of an-
other fund unless loans from the one fund to the other are
duly authorized and actually recorded in the accounts.



CHAPTER VI
REVENUES

Significance. Government depends primarily upon reve-
nues to maintain and develop its services. These revenues
consist mainly of taxes levied for general or for special pur-
poses, and of charges made for specific services. From them
government must meet its expenses of operation and main-
tenance, interest on its indebtedness, and must provide for
the extension or replacement of its physical assets, either
outright or by amortization of debt obligations incurred in
connection with their acquisition.

Definition. Revenues are additions to cash or other cur-
rent assets which are expendable and which do not increase
any liability or reserve.

In accounting for or reporting the revenues of a particular
period, both the cash basis and the accrual basis, as de-
scribed in Chapter 1I, are followed. The foregoing defini-
tion applies when the accounting is on the accrual basis.
When the accounts are on a cash basis, the “additions” must
be to cash only; otherwise, the definition is equally applica-
ble.

The term ‘“revenue” is synonymous with “income’” in
governmental accounting, except in publicly owned utili-
ties. In those enterprises, following the usage applied in
privately operated undertakings of a similar nature, the
term revenue is applied to operations only, and the term
income is used to cover all revenues (see Chapter XIII).

Revenues Increase Assets. Revenues must constitute an
increase in net assets. An addition to assets offset by an
addition to liabilities, such as proceeds of a loan, is not a
revenue. Collection of an amount charged for services and

set up as an account receivable would not be a revenue,
94
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since it would be merely the reduction of another asset.
An example is the collection, resulting from a charge
against a property owner for the cost incurred by the street
department in opening a curbing into the property for the
installation of a private drive. Collection of the item
merely changes the asset from a receivable to cash. (The
situation is different when a fixed charge is levied, even
though that charge is set up as an accounts receivable.
Such an item is a revenue and is so entered either when it
is set up as a receivable or when it is collected, depending
on the system followed.)

Expendability of Revenues. Acquisitions of money or
wealth to be classed as revenues must be current in charac-
ter; in other words, they must be in cash or realizable in
cash within a reasonable time. They must also be expend-
able. A gift of real estate, for example, or other permanent
property to be used permanently by the government would
not be revenue because it could not be converted into
money for expenditure. A gift of an endowment fund, the
principal to be held permanently intact, even though that
gift be in money or in wealth convertible into money,
would not be revenue because it could not be expended.

Revenues Must Increase Expendable Surplus. Reve-
nues must increase net assets or, in other words, must in-
crease assets without increasing liabilities. Receipts from
loans, for example, are not revenues because they increase
liabilities to the same extent that they increase assets. Re-
ceipts from accrued interest on bonds issued are not reve-
nues, for they must be put into a reserve against the ulti-
mate payment of the interest. Receipts of deposits or
other trust money result in the creation of reserves or lia-
bilities.

Revenues, therefore, must increase the surplus of expend-
able funds. However, not all additions to expendable sur-
plus are revenues. Receipts from the sale of property, for
example, might increase expendable surplus but would not
be revenue because some asset has been reduced. Here the
equity representing this property is not included in the ex-
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pendable surplus of a fund. When the property is sold,
however, the proceeds become an addition to an expendable
fund and therefore increase its surplus. A decrease takes
place, concurrently, in the equity account of the fixed assets
and liabilities group. (See Chapters VII and XVIIIL.)

Summary of Characteristics. The essential features of
revenues may be summarized as follows:

An Item To Be a Revenue Must ~ An Item To Be a Revenue Must Not

1. Increase net assets. 1. Decrease net assets.

2. Be expendable. 2. Increase net liabilities.

3. Increase expendable surplus. 3. Be a recovery of an expenditure.
4. Increase reserves.

Revenues vs. Receipts. It is evident that there is an im-
portant distinction between the ‘“revenues” and “receipts”
of a given fiscal period. The receipts of a given period in-
clude all cash actually received from every source and on
every account during the period. Many items of receipts
are not revenues, and not all revenues are actually collected
during the period in which they accrue. Examples of cash
receipts which are not revenues are loans, deposits, gifts for
endowment, refunds of disbursements made in error, sale of
assets, such as investments or supplies held in stock, and
sale of fixed assets.

Classification of Revenues. Revenues are classified by
(1) funds and (2) sources.

Classification by funds follows the essential requirements
of authorization of resources which must be applied to spe-
cific purposes. This can be accomplished only by analyzing
and segregating revenues by funds. All revenues must be
accounted for under the funds to which they relate, as per
the original authorization.

Funds in which revenues are realized include (1) revenue
funds—the General Fund and all special revenue funds;
(2) utility funds; (3) expendable trust funds; (4) sinking
funds. In occasional circumstances, revenues might be re-
alized by working capital funds and bond funds. Examples
would be in working capital funds if sales are carried on at
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a profit and in bond funds if cash is temporarily invested
and interest is received.

The status of special assessment funds with respect to
revenues is not clearly established. The United States Bu-
reau of the Census includes the collections of special assess-
ments and interest thereon as revenues on the ground that
expenditures covered by them cannot be segregated from
expenditures from revenues. The writers, however, regard
special assessment funds primarily as trust or agency funds,
handled by the government mainly for the benefit of prop-
erty owners or bond holders affected, and consequently re-
gard neither the collection of assessments nor the interest
thereon as revenues.

Classification of Governmental Revenues by Source.
Revenues should also be classified by source in order that
accounts and reports may reveal adequate information con-
cerning the distribution of the revenues. Classification by
source varies considerably in different kinds of governments
or institutions, so that a classification, applicable to each
situation and comprehensive for its purposes, should be
made. In general, governmental revenues ordinarily may
be classified under the following major headings:

1. Taxes. They consist of charges levied at regular intervals
against persons, property, or business. They may be levied to
provide for the general expense of the government, without re-
lation to any specific service, or they may be levied for the
express purpose of meeting the expense of certain services or
activities. Any levy made for a specific purpose is a revenue
of a special fund. A wide variety of types of taxes is to be
found. The most common types are property tax, income tax,
sales tax, motor vehicle tax, motor fuel tax, cigaret tax, and
liquor tax.

2. Licenses and Permits. These charges are made for certain
rights granted by the government to the persons or concerns
paying the charge. They may rclate to the right to carry on a
certain business continuously for a certain period; the right
to do a certain act, such as erecting a building; the right to
use certain public property.
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3. Fines, Forfeits, and Penalties. They represent charges
assessed for offenses, failure to pay debts due the government
within the time allowed, and damages.

4. Use of Moncy and Property. They include interest on
bank balances, rents of income-producing properties, interest
on investments, also amortized premium on bonds sold.

5. Revenues from Other Agencies. Under this heading are
included two types of items: (a) grants or appropriations for
current purposes from other governments, such as from the
federal government to states or cities, or from the state to local
governmental units; (b) shared taxes, which are collected by
one government but divided between itself and other units. In
the first instance, the resources out of which the grants and
appropriations are made are accounted for as revenues of the
granting authority, and the grants or appropriations as its ex-
penditures. In the second instance, only the portion of the
taxes retained by the collecting agency is considered its reve-
nues. In each case, these items are revenues of the govern-
mental body receiving the aid.

6. Charges for Services. Included here are all charges made
for services or sales. They comprise service of utilities; sale
of publications, manufactured articles, or farm products; insti-
tution service; or other specific charges made for definite ser-
vices, such as recording a document or inspecting a building.

7. Gifts for Current Purposes. They include all gifts which
are not endowments to be used for governmental purposes.

Control of Revenues. In order to make certain that all
revenues due the government are properly accounted for, an
adequate system of control through the budget and account-
ing system should be effected. Various methods of effecting
control under different circumstances have already been de-
scribed (Chapter IV). In this volume a complete plan of
general ledger control is followed. This control falls under
the following headings:

1. Budget Estimate. In this connection the most careful
possible estimate of revenues to accrue from the various
sources is made in the preparation of the budget, and set up
in the accounts. Regular reports should show the progress
of realization of each class of revenue.
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2. Levies. This important step consists in levying or as-
sessing the sums due (a) against all citizens who own prop-
erty or otherwise are taxable, as in general taxes; and (b)
against persons who receive service or privileges or are in
debt to the government for other reasons, as in licenses,
fees, fines, sales, and utility service. In all these matters
it is essential that a complete record of every such levy or
charge be made on multiple forms, supplied by the financial
or accounting officer of the governmental body through
which collection is made, and that on the basis of these rec-
ords entries be made in its general accounts. Copies of the
records of levy or charge are then placed in the hands of
the collecting officer, who must account for every item.
Sometimes the levy is made by one government and is
collected by another, in which case control accounts of the
levy should also be maintained by the body making it.

3. Collection. As just stated, the first steps in collecting
accounts are the assessing and billing made in a uniform
manner and properly taken up on the general accounts. The
collecting officer is then responsible for the collection of all
items thus placed in his hands, and he must account for the
collection in money or in uncollectible accounts, reporting
regularly to the accounting officer. The collecting officer
should deposit all collections in full as promptly as practica-
ble in a governmental depository to the government’s credit.

Accounting for Revenue-Producing Levies. It has al-
ready been shown how accounts are set up with estimated
revenues (Chapter V). Intry of the realization of these
estimates may be carried out in one of two ways.

1. By the levying or making of charges for items classified
as revenue and entering the same as revenues when set up as
accounts receivable.

2. By the collection of revenues simultaneously with their
assessment and entry.

If the accounts are kept on an accrual basis, both of the
foregoing methods of procedure will be required. Some
items, such as taxes or utility customers’ accounts, are set
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up as receivables and entered as revenues in advance of
collection. Other items, such as licenses or fees, usually are
collected and entered as revenues at the time of assessment.

If the accounts are kept on the cash basis as to revenues,
entries of items as revenues will be made only when col-
lected in cash. Even in this case it is desirable to set up a
receivable account to provide control over items in collec-
tion. When this is done, a contra credit for the full amount
of the receivable account is entered. In this volume, the
procedure described is that followed when the accrual basis
of accounting for revenues is used. This means that taxes
and other revenues are taken into the accounts as revenue
(with allowance for estimated amounts uncollectible) in
the year to which they relate, regardless of the time when
actually collected. In other words, the usual commercial
plan of accrual accounting is followed rather closely with
respect to revenues. The chief exception is as to items not
falling due until a succeeding period, such as accrued inter-
est on investments.

Accounting steps incident to a tax levy, for example,
are as follows:

1. Levy of taxes for General Fund and providing for estimated losses
of 4 per cent:?

In General Ledger (from General or Special Journal)
General Fund

Dr. Taxes Receivable $52 300
Cr. Estimated Uncollectible Taxes $ 2 092
Revenues 50 208

Levy of taxes for a special fund, with reserve:

In General Ledger:
A Special Revenue Fund

Dr. Taxes Receivable $41 400
Cr. Estimated Uncollectible Taxes $ 1656
Revenues 39 744
In subsidiary tax rolls, register, or ledger
Dr. Individual Accounts, total $93 700

11f the collection is made by some other governmental body which
charges a fee for this service, the estimate may also include provision for
this cost.
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In subsidiary Revenue Ledger
Cr. Taxes, General Fund $50 208
Taxes, A Special Revenue Fund 39 744

A separate receivable account should be used for each
class of accounts; for example, Taxes Receivable, Water
Rents Receivable. All receivable accounts should be clas-
sified in such a way as to indicate properly their character
and the period to which they refer, as, for example, the year
or month. When the uncollected balance of a tax levy be-
comes delinquent, the account should be so labeled. Re-
ceivables from other governmental bodies should be distin-
guished from those against individuals. The former are fre-
quently entitled in such a manner as “Due from State of

”»
.

Not all types of taxes can be set up as receivables, based
on a definite levy or assessment. Property taxes can be
handled in this manner. Deferred instalments of income
taxes may be so treated although at the present time the
general accounting system of the federal government does
not so provide for federal income taxes. Sales taxes and
similar items, as a rule, must be handled substantially on a
cash basis.

Provision for Uncollectible Taxes (Estimated Losses).
When realization of taxes is entered at the time a levy is
completed, appropriate allowance should be made for items
that may be abnormally slow or impossible to collect. This
sum is then set up as a “reserve” against the total levy
and only the net difference carried to Taxes Revenue ac-
count. In arriving at the amount of this reserve, experience
of previous years is taken as a guide.

When any accounts are actually determined to be uncol-
lectible, they may be written off by debiting Estimated
Uncollectible Taxes and by crediting Taxes Receivable. If
the actual collections exceed the estimated sum after allow-
ing for the reserve, so that the amount to be written off
is less than the amount of the estimated losses, then the
balance of the account is closed to Revenues because the
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amount realized is greater than the amount previously
credited to Revenues when the receivable was entered. A
similar allowance should be provided for each class of ac-
counts receivable. Accounts other than taxes, however, are
not levied in relation to a specific year, so that adjustments
in the allowances are not necessary unless they prove to be
excessive or inadequate.

Abatements, or reductions in taxes made after they are
levied but before the taxes are paid, may be handled in the
same manner as uncollectible taxes by debiting Estimated
Uncollectible Taxes and crediting Taxes Receivable. This
assumes that possible abatements were taken into consider-
ation when the reserve was set up. Refunds of taxes ac-
tually paid, however, must be made by warrant and usually
charged to an appropriation. In that case, the budget must
include, under each fund for which taxes are levied, an
appropriation out of which to pay refunds of taxes. In
preparing statements of revenues and expenditures at the
close of the fiscal period, amounts paid out as refunds should
be deducted from the corresponding receipts as well as from
disbursements, so that the true revenue from this source
may be shown and so that disbursements of this nature may
not appear as expenditures. (See Chapter XI1X.)

In municipalities, tax levies commonly must cover spe-
cific appropriations and may not be in excess of those
appropriations. No excess can be levied, therefore, with a
view to allowing for shrinkage in collections. In view of
this fact, it is the common practice to include under appro-
priations an item to offset uncollectible taxes and abate-
ments as well as refunds. At the close of the fiscal period,
the balance in this account would lapse into Unappropri-
ated Surplus and would thus offset the uncollectible portion
of the tax levy.

Accounting for Collection of Revenues. Accounting for
collection of revenues likewise falls under two heads, as
follows:
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1. Collection of revenues that have been previously set up
as receivables.

2. Collection of revenues not previously set up as receiv-
ables.

When an item, set up as a receivable, has been entered
under revenues at that time, the Revenues account is not
affected when collection is made. Any item not previously
entered in this manner is a credit to Revenues account when
collected. If the accounting is on a cash basis, all credits
to Revenues are of that kind. In this outline, the acerual
basis is followed as to all items assessed in advance of col-
lection. Entries relating to collection of such items are

2. For collection of taxes
(from Cash Receipts Journal, see also Chapter VII):

General Ledger
General Fund

Dr. Cash 85 600

Cr. Taxes Receivable $5 600
A Special Revenue Fund

Dr. Cash $4 100

Cr. Taxes Reccivable $4 100

In subsidiary tax receivable records
Cr. Individual accounts

Interest and penalties on tax collections are entered sepa-
rately from tax assessments. Ordinarily, it is not practi-
cable or essential to set up such items as receivables. How-
ever, if supplementary bills are prepared and sent out on
which these items are computed and entered, they should
be set up as receivables.

If property against which taxes are assessed is put up for
sale by the taxing body for non-payment of taxes and is bid
in by others, and taxes paid thereon by the bidders, the
amount received represents realization of the taxes assessed,
plus interest and penalties, if any. If such property is bid
in by the taxing body, a new account should be opened for
Tax Sale Certificates, or Property Acquired by Tax Sale,
and Taxes Receivable credited. If such property is not
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redeemed by the end of the fiscal period, a full reserve to
offset it should be set up, either by transfer from the Esti-
mated Uncollectible Taxes, if the latter is sufficient, or by
debit to Revenue.

For collection of revenues that have not been previously
set up as receivables, the following procedure applies:

3. For receipt of miscellaneous revenues
(from Cash Receipts Journal):
General Ledger
General Fund

Dr. Cash $2 700

Cr. Revenues $2 700
A Special Revenue Fund

Dr. Cash $1 300

Cr. Revenues $1 300
Revenue Ledger

Cr. General Fund: Licenses $1 500
Fines 1 200
A Special Revenue Fund—Fees 1 300

General Ledger Accounts. After the transactions de-
scribed in this chapter have been entered, the General
Ledger accounts appear as follows:

GENERAL FUND ACCOUNTS

TAXES RECEIVABLE

(1) Gross amount of (2) Taxes collected $5 600
taxes levied $52 300 | (Cr. for uncollectible
taxes written off or
for tax abatements)
(This is a controlling account for a subsidiary tax ledger or multiple
record.)

EsTIMATED UNCOLLECTIBLE TAXES

(Dr. for uncollectible taxes writ- | (1) Estimated amount of
ten off or for tax abatements) taxes considered un-
collectible or sub-

ject to abatement $2 092

(On the Balance Sheet this account should be deducted from Taxes
Receivable.)
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GENERAL FUND ACCOUNTS (Continued)
CasH

(2) Receipts from taxes $5 600
(3) Receipts from other
sources of revenue 2 700

EsTIMATED REVENUES

Budget estimate (see

Chapter V) 875 000
REVENUES
(1) Taxes $50 208
(3) Other revenues 2 700
APPROPRIATIONS

Budget appropriations

(see Chapter V) $72 500
UNAPPROPRIATED SURPLUS
Budget appropriations Budget estimate of rev-
(see Chapter V) $72 500 enues (see Chapter V) 875 000

ACCOUNTS OF A SPECIAL REVENUE FUND

TaXxes RECEIVABLE

(1) Gross amount of (2) Taxes collected $4 100
taxes levied $41 400 | (Cr. for uncollectible tax-
es written off or for tax
abatements)

EsTiIMATED UNCOLLECTIBLE TAXES

(Dr. for uncollectible taxes and | (1) Estimate $1 656
tax abatements)

CasH

(2) Receipts from taxes $4 100
(3) Receipts from other
sources of revenue 1 300 |

EsTIMATED REVENUES

Budget estimate (see
Chapter V) $50 000
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ACCOUNTS OF A SPECIAL REVENUE FUND (Continued)

REVENUES
(1) Taxes $39 744
(3) Other revenues 1 300
APPROPRIATIONS

Budget appropriations
(see Chapter V) $49 000

UNAPPROPRIATED SURPLUS

Budget appropriations
(see Chapter V)

Balance Sheets.

$49 000

Budget estimate of rev-

enues (see Chapter V) $50 000

The balance sheets of the different
funds now appear as per Statement 2.

STATEMENT 2—FUND BALANCE SHEETS

GeNERAL Fuxp

Cash $ 8 300 | Appropriations $72 500
Taxes Receiv- Unappropriated Surplus 2 500
able $46 700
Less Esti-
mated Un-
collectible 2 092 44 608
Estimated Revenues! 22 092
$75 000 $75 000
A SpeciaL REvenve Funp
Cash $ 5 400 | Appropriations $49 000
Taxes Receiv- Unappropriated Surplus 1 000
able $37 300
Less Esti-
mated Un-
collectible 1 656 35 644
Estimated Revenues® 8 956
$50 000 $50 000

The amount stated under the heading of Estimated
Revenues in each fund represents the difference between

1 Revenues deducted.
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the balance of Estimated Revenues account and Revenues
account in the General Ledger. If the balance of the
Revenues account exceeds that of the Estimated Revenues
account, indicating that the amount of revenues realized
to date exceeds the estimate, the difference should be shown
on the credit side of the Balance Sheet as an addition to
Unappropriated Surplus.

In comparing these balance sheets with those appearing
at the close of Chapter V, it is noted that the amount previ-
ously shown under Estimated Revenues has been reduced.
Cash and Taxes Receivable being increased to correspond.
The balance sheets now show, for each fund, that a certain
portion of the estimated revenues has been collected, a
certain further portion has been entered in the form of
taxes still uncollected, and an additional portion is yet
unaccrued.

Since no expenditures have been made or obligations
entered into, the obligation side of the balance sheets
remains unchanged.

The order in which the items are stated is also important.
Cash should always appear first, followed by other current
assets; Istimated Revenues should always appear last.

Subsidiary Ledger Accounts. In the subsidiary Revenue
Ledger it will be possible ordinarily to combine the accounts
of Estimated Revenues and actual Revenues from each of
the respective sources in one account. The debits to all
such accounts in a given fund, less any credits that may
affect the estimnates of revenue, must equal the balance of
Estimated Revenue account of that fund in the General
Ledger. The credits to all such accounts, less any debits
that may represent adjustments in revenue, such as refunds
of items collected in error, must equal at all times the
balance of Revenues account.of that fund in the General
Ledger. The illustrative accounts shown herewith are set
up in that manner.

The accounts of the subsidiary Revenue Ledger now
appear as follows:
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REVENUE LEDGER
GENERAL FUND ACCOUNTS

TaxXEs
Budget estimate (1) Assessed, less
(Chapter V) $50 000 reserve 850 208
LicENSES
Budget estimate (3) Collected $1 500
(Chapter V) $10 000
FiNEs
Budget estimate (3) Collected $1 200
(Chapter V) $10 000
ServicE CHARGES
Budget estimate
(Chapter V) $5 000

ACCOUNTS OF A SPECIAL REVENUE FUND

TAXxEs

Budget estimate
(Chapter V) $40 000

(1) Assessed, less
reserve $39 744

Fees

Budget estimate
(Chapter V) $10 000

(3) Collected $1 300

Should any revenues accrue from sources not indicated in
the budget, new accounts should be opened in the Revenue
Ledger and these items credited thereto. Such items may
be carried as credit balances in the Revenue Ledger until
the end of the fiscal period, at which time the accounts are
closed in regular order, or an adjustment may be made in
the budget estimate and entries framed accordingly.

The account for Taxes in the Revenue Ledger is not to be
confused with the Taxes Receivable account in the General
Ledger. The former account deals with the estimated
revenue from taxes for the year. It allows for whatever



REVENUES 109

reserve is considered necessary on account of losses in
collection. It is credited with the amount entered as
revenue, either on the accrual basis (if that method is
followed) or on the cash basis. Whichever of these account-
ing plans is followed, its balance indicates that part of the
estimate not yet realized.

The Taxes Receivable account shows as debits the gross
amount of taxes levied. It shows as credit the total amount
collected, also any reductions through abatements. Its
balance represents the net amount levied but not yet
collected.

Statement of Realization of Revenues. A regular state-
ment of realization of revenues should be prepared in the
form of Statement 3.

STATEMENT 3—STATEMENT OF REALIZATION OF REVENUES

I
(1) (2) 3) 1G] (5)
Budget | Actual B%ﬁce Col- Out-
Estimate | to Date . lected |standing
realized
GENERAL Funp:
Taxes $50 000 | $50 208 | $+-208 | $5 600 | $46 700
Licenses 10 000 1 500 8 500 1 500
Fines 10 000 1 200 8 800 1 200
Service charges 5 000 5 000
Total $75 000 | $52 908 | $22 092 | $8 300 | $46 700
A SreciaL REVENUE Funbp:
Taxes $40000 [$39744 | $ 256 | $4 100 | $37 300
Fees 10 000 1 300 8 700 1 300
Total $50 000 | $41 044 | $8 956 | $5 400 | $37 300
Grand Total $125 000 | $93 952 | $31 048 | $13 700 | $84 000

This statement is of great importance, since it shows
clearly the extent to which each item of revenue has been
realized. In the first column is entered the original budget
estimate of each item, the amounts being taken from the
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debit side of the various accounts in the Revenue Ledger.
Fund totals correspond to the total debits of the estimated
revenues accounts in the General Ledger. Under Column 2,
the amounts come from the credit side of the various
accounts in the Revenue Ledger and represent the amounts
entered as revenues to date on the accrual basis for items
entered when assessed as receivables, such as taxes, and on
the cash basis for other items, such as licenses, fees, and
service charges.

Column 3 thus gives the difference between Column 1
and Column 2, representing in each case the balance in the
respective accounts in the Revenue Ledger and the dif-
ference between estimated revenues accounts and the reve-
nues accounts of the respective funds in the General Ledger.
The amounts shown in Column 3 for the respective funds
appear in the respective balance sheets. They represent, in
each fund, the amount of estimated revenues not yet entered
as realized as of the date of the statement. For taxes this
means the excess of estimate over the amount levied to
date, or the reverse. As to other items, it means the excess
of the estimate over the amount collected to date. If the
system of accounting and reporting revenues is on the cash
basis, the latter condition applies to all items.

In Column 4 are entered the amounts collected under
each revenue item to date, the information coming from the
credit side of various general ledger receivable accounts or,
with items accounted for on a cash basis, from revenue
ledger accounts. In Column 5 is then shown the amount
still outstanding and uncollected on items entered when
billed. The amounts in it are therefore taken from accounts
of taxes receivable or other receivable accounts in the Gen-
eral Ledger, and consequently they are found also in the
Balance Sheet. If the system is wholly on the cash basis,
Column 4 would be omitted, as it would duplicate Column 2
entirely.

For items in which the revenue to date, as per Column 2,
exceeds the amount of the estimate in Column 1, a “credit”
balance would be extended; this would be deducted from



REVENUES 111

the total of the other items in arriving at the total of the
fund or of the column. A similar treatment would be
accorded new revenue items not included in the budget
estimate. Column totals must check and balance in the
manner herein described.

It is observed that the total of Columns 4 and 5 does not
equal that of Column 2. This is because the amounts
entered for taxes in Column 2 are the amounts credited to
Revenues and represent levy less provision for uncollectible
taxes. Columns 4 and 5, however, cover the entire levies
without deduction. If it is desired to have a statement
that proves across arithmetically in all respects a sixth
column can be added between the columns now numbered
(4) and (5). This column can be headed “Estimated Losses
and Other Adjustments.” In it can be placed all items
that do not properly belong in one of the other columns
but do affect the final balance. Additions and deductions
can be designated by plus and minus signs or by the use
of red and black ink as may be desired. In this manner
complete arithmetical proof of the statement may easily
be obtained.

Revenues for Fiscal Period. The Statement of Realiza-
tion of Revenues is designed primarily for use during the
fiscal period. It shows the progress being made in the
realization of each item as of the date of the statement.
When the fiscal period has closed, these details are less
important, and the principal information needed is the
actual amount of revenue of the period from each source.
This appears in Column 2 of the statement and comes from
the credit side of the revenues accounts. A comparison
with the budget estimate (and, possibly, information as to
what has been collected and what is still outstanding) may
also be desirable.

Consequently, a statement of revenues for a fiscal period
may consist of a list of the revenue items and the amounts
estimated and realized from each. The question may arise
as to when an item of revenue is actually realized, since it
may be represented not only by cash but also by receivables
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or other liquid assets. In public bodies, limitations are
placed on borrowing which make it more difficult to raise
cash, except through actual collection of revenues, than
may be true in private business. Working capital in public
bodies can arise only from surplus of revenues of prior
periods, which also is necessarily limited. Thus it is impor-
tant that revenues be realized in cash as promptly as possible
and that they be recorded so as to reveal what part of
revenues have been so realized.

Obviously the entering of a tax levy as a revenue does
not actually mean the realization of that revenue for use,
except to the extent to which money may be borrowed
against the tax levy.

In this book, as already indicated, revenue items that
are assessed in advance of collection are treated on an accrual
basis. The method of dealing with these and other items
on a cash basis entirely, however, is described.

There are many advantages, aside from its merit from
the standpoint of good accounting, in following the accrual
principle to the extent applicable, in contrast to the “cash
basis” of accounting and reporting frequently found in
governmental bodies. By the acecrual principle, revenues
are related to the period for which they were assessed and
for which they are intended to provide. Expenses are re-
lated to the period in which they are incurred and in which
values are received. The cash basis of operation does not
make these results possible, and it often brings about con-
siderable distortion in the financial picture. For example,
items that relate to a given period are frequently collected
or disbursed in a different period, and hence they are
reported only in that period. Also such items as receipts
of money from loans, disbursements for payment of short-
term loans, purchase of stores or investments are included
with and not distinguished from revenues and expenditures.

When the accounting is on an accrual basis, it is important
to distinguish between revenues arising out of various fiscal
periods. When tax levies, for example, have been entered
as receivables in the periods in which levied, and after
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allowing for estimated losses they have been credited to
revenue accounts, amounts collected in subsequent periods
are simply credits to receivable accounts and do not affect
the revenue accounts of those later periods. When this is
not done, however, all receipts from taxes, for example, in

a given year, are accounted for and reported as tax revenues
of that year.



CHAPTER VII
CASH RECEIPTS

Definition. Cash receipts of a governmental body in-
clude all sums of money coming into its possession during
a stated period, from every source and for every purpose.

Cash receipts of a fund include all money received into
that fund during a stated period, from whatever source.
The accounting must be on such a basis as to classify all
cash receipts among the funds to which they belong, and
to show at all times the amount of cash on hand belonging
to each fund.

Classification. Cash receipts may be classified broadly
under (1) revenue receipts; (2) non-revenue receipts.

Revenue Receipts. Revenue receipts are those receipts
of cash that relate to revenues. (See Chapter VI.) Such
receipts represent either (1) the collection of revenues al-
ready billed and entered as receivable; or (2) the collection
of revenues simultaneously with their entry as revenue.
Since balances in receivable accounts may be collected in
a period subsequent to that in which they were entered,
revenue receipts under such circumstances may apply to
the revenues of two or more fiscal periods and should be so
classified.

The term ‘“revenue receipts” is not synonymous with
“revenues” unless the accounting for revenues is on a cash
basis. Otherwise, revenue receipts include only those
amounts of revenue which are collected during the particu-
lar period.

Non-Revenue Receipts. Non-revenue receipts are those
receipts of cash that do not relate to revenues. The more

common items falling under this heading are as follows:
114
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1. Loans. This consists of money borrowed for either current
or capital purposes, which, as already stated, increase liabilities
to the same extent that they increase assets; also any accrued
interest on such loans received in connection with the sale
of loan obligations dated prior to the date of sale.

2. Sale of Fund Assets. Examples are sales of fixed property
held by a fund, investments, and stores carried in inventory
accounts. This is simply a conversion of one asset into another.

3. Refunds and Rebates. This might be refunds on pay-
ments made in error. These items should be treated as offsets
to the corresponding payments.

4. Surplus Receipts. This includes money received on ac-
counts of previous periods which have been written off as
uncollectible and sales of old equipment or other fixed assets,
which are not carried as assets of the fund, but are accounted
for in the Fixed Assets and Liabilities section. Although such
reeeipts inerease expendable surplus, they do not relate to
operations of the current period and are therefore not revenues
of that period.

5. Assessments and Reimbursements. Included here are as-
sessments and other charges collected from property owners
for improvements chargeable against those properties. Such
items are considered by the authors as reimbursements for ex-
penditures alrcady made by the government out of borrowed
funds, and not as revenues.!

6. Endowment Gifts. This includes additions to permanent
funds, the principal of which is not to be expended.

7. Trust and Agency Receipts. Examples are deposits, taxes
collected for other governments, funds expendable for restricted
purposes not governmental, and funds of intestate estates.

Receipts of Revenue Funds. The receipts of a revenue
fund include

A. Revenue receipts (as already described).
B. Non-revenue receipts, as follows:
1. Loans:
(a) Temporary, to be repaid within the fiscal period.
(b) Long-term, necessary on account of deficits in-
curred in operation or on account of emergencies.

18ee reference to method of treatment by United States Bureau of the
Census, Chapter VI,
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2. Sale of investments or stores, acquired and held as an
asset of the fund.

3. Refunds of payments made in error, etc.

4. Surplus receipts, or items which increase expendable
surplus but which are not revenue items of the period
in which received.

Responsibility for Cash Collections. Procedure and rec-
ords for the handling of cash should provide for strict ac-
countability for all cash collected by any officer and for the
means of complete verification. All receipts should be de-
posited immediately and in full in the treasury or other offi-
cial depository, to the credit of the government to which
they belong. Under no circumstances should any money
thus collected be used either temporarily or permanently by
the collecting officer to meet expenditures. All expenditures
of every kind should be covered by warrant against the
treasury.

To facilitate the handling of business, it is often necessary
to establish a working fund in the hands of the collecting
officer to be used for change or perhaps for meeting petty
expenditures.- This fund operates as a revolving fund, and
reimbursement is made regularly to the officer holding it,
by warrant against the proper fund and appropriation, on
presentation of regularly approved vouchers which have
been paid by him from the fund. (See Chapter 1X.)

Accounting Records of Cash Receipts. Adequate rec-
ords to record governmental receipts should include the fol-
lowing forms or their equivalent to provide the information
indicated:

1. Multiple Billing Forms, on which the account has orig-
inally been levied or rendered, in case the levy has been made
in advance of collection. They must be accounted for both in
the accounting department and in the collceting department.

2. Multiple Receipt Forms, which acknowledge receipt of
payments on bills rendered or other items. They may be com-
bined with the multiple billing forms, described under 1, in ac-
counts rendered in advance. All forms should be numbered
serially and accounted for strictly.
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3. Cash Receipts Voucher or Recapitulation, being a daily
or periodical summary of all receipts as represented by dupli-
cate copies of the multiple forms just described. This voucher
is the basis for accounting entries. A receipt or receipts from
the depository should be available, showing the deposit of the
full amount collected.

4. Cash Receipts Journal, a columnar journal to receive en-
tries of cash receipts vouchers, and in which the receipts are
adequately analyzed (a) by funds; (b) by sources.

It is noted that the “Cash account” of the government con-
sists of the accounts with cash under the various funds. The
Cash Receipts Journal, therefore, must have an analysis of its
debits by funds and of its credits by sources. The posting of
column totals is made periodically to the debit of respective
cash accounts and to the credit of respective accounts affected,
such as Accounts Receivable, Revenues, and Loans.

Accounting for Revenue Receipts. Accounting entries
necessary for receipt of revenues already entered as receiv-
able (see Chapter VI for complete illustrative entry) are

In General Ledger, from Cash Receipts Journal:
Dr. Cash
Cr.  Accounts Receivable

In subsidiary Accounts Receivable Ledger or Record:
Cr. Individual account

Entries necessary for receipt of revenues simultaneously
with their levy and therefore on a cash basis (see Chapter
VI for complete illustrative-entry) are

In General Ledger, from Cash Receipts Journal:

Dr. Cash
Cr. Revenues

In subsidiary Revenue Ledger:

Cr. Individual revenue account affected

Revenues collected in advance of the period to which they
belong should be carried to a deferred account and retained
there until the period begins. The entry on their receipt
would be

Dr. Cash
Cr. Revenues (for period) collected in advance
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On the opening of the proper period:

Dr. Revenues collected in advance
Cr. Revenues

Accounting for Receipts from Loans. Loans are de-
seribed as “temporary” when they are to be repaid out of
the revenues of the current fiscal period. They may be in
the form of notes, revenue bonds, or tax anticipation notes.

(1) For receipt of cash from temporary loans
(from Cash Receipts Journal):
General Fund

General Ledger
Dr. Cash $5 000
Cr. Temporary Loans Payable (describe) &5 000

In subsidiary register:
Detailed record of each obligation entered into.
Separate accounts should be kept with notes, revenue bonds,

anticipation notes payable, etc.

Short-term obligations of local governmental bodies ordi-
narily may be issued only as a lien against certain tax levies,
and only to the extent of a certain portion of those levies.
When liens are created in this manner, all financial reports
should show that the balances of taxes receivable are so
pledged. When collections are made from such levies, the
money received should be applied immediately against out-
standing obligations issued against them. If any such
money is on hand and not se applied at the date of a
financial statement, this fact should be stated.

Cash secured through the issuance of obligations in antic-
ipation of tax collections in effect represents the realization
of that amount of revenue from this source and may be so
accounted for and reported (see Morey and Diehl, Ap-
pendix E). >

When long-term obligations are entered into in order to
provide funds for current operations or for emergency ex-
penses, it is an evidence that a deficit in revenue funds
exists, owing to the failure of revenues to meet current
obligations. The deficit is then said to be “funded.” It still
must be met out of revenues but not out of the revenues
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of the current period. The obligation, therefore, appears
as a part of the accounts for fixed liabilities, and is either
included in the Fixed Assets and Liabilities group or is set
up in the accounts of the fund to which it relates, in the
manner described in Chapter XVIII.

When interest, accrued on obligations issued, is received
from the purchaser or party from whom funds are borrowed,
the amount received as accrued interest should be credited
to a reserve account for Accrued Interest Received on Loan
Obligations Sold, to be charged off when the interest is paid
on the obligations at the next regular interest date.

Interfund Obligations. Money sometimes is borrowed
from one fund to meet the demands of another fund for
cash. Such items should always be entered as resources
and obligations of the respective funds, in this manner:

(2) For interfund loan
(from General Journal):
General Ledger
General Fund (lending)

Dr. Due from Special Fund 23 000

Cr. Cash $3 000
A Special Revenue Fund (borrowing)

Dr. Cash £3 000

Cr. Due to General Fund £3 000

Interfund resources and obligations should always appear
in the fund balance sheets in order that the true condition
of each fund may be clearly shown.

If possible, transfers between funds should be accom-
plished without the issuance of warrants, so that these
transactions do not appear as disbursements. When thus
handled, the entries appear in the General Journal, as
herein indicated, instead of in the Cash Receipts Journal
and the Warrant Register. In statements of receipts, trans-
fers should be shown separately. (See Statement 5.)

Sale of Stores or Investments. The handling of stores
accounts is treated in Chapter XI in detail. When stores
are acquired and held as an asset of a fund, it is obvious
that a sale of such stores at book value simply involves a
change in the form of the asset, whereby the inventory
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account is reduced and receivables or cash increased. The
same is true with respect to the sale of investments. When
investments are held as an asset of a revenue fund, and are
sold, the entry will be
For sale of investments:
In General Ledger (from Cash Receipts Journal)
Dr. Cash

Cr. Investments (book value)
Revenues (for interest received)

If premium or discount was set up at the time of purchase,
a portion of the interest must be applied toward amortiza-
tion. (For discussion, see Chapter XVI.)

Refunds. When a payment has been made partly or
wholly in error, and the amount is returned, the fund and
account affected by the original transaction should be cred-
ited accordingly, if possible. For example, if the item rep-
resented an expenditure of the current period, the entry
should be:

(3) For receipt of refund?
(from Cash Receipts Journal):
General Ledger
General Fund
Dr. Cash §18
Cr. Expenditures 318
In subsidiary Appropriation Ledger
Cr. Individual Appropriation account (see
Chapter VIII)
General Administration 318

If it is legally or otherwise impossible to credit a refund
back to the appropriation account, it should be credited to
Refunds, which account, at the end of the fiscal period, is
closed into Unappropriated Surplus.

When a report is made of the expenditures under this
appropriation and fund, refunds should be deducted from
the expenditures. (See Chapter XIX.)

Surplus Receipts. Surplus receipts consist chiefly of the
realization on accounts receivable, previously written off
and not now carried as an asset (this may occur only when

1Record of the expenditure to which this relates ix in Chapter VIII.
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the accounting system is on the accrual basis), refunds of
payments made in a prior period, and sale of fixed assets.
In the last case, entries in addition to those described
herein are necessary in the Fixed Assets and Liabilities as
per Chapter XVIII, Itcm 5.

(4) For surplus receipts
(through Cash Receipts Journal):
General Ledger
General Fund

Dr. Cash $500

Cr.  Surplus Receipts $500
Old accounts $200
Sale of property 300

In the fund Balance Sheet, Surplus Receipts should be
added to Unappropriated Surplus until closed into it at the
end of the fiscal period.

Receipts of revenues of former periods, not entered as
revenues in those periods, if of minor amount, may be cred-
ited to Revenues in the period in which collected in place
of being accounted for separately as surplus receipts.

Separate general ledger accounts should be opened for
Surplus Receipts in each revenue fund, to be credited with
the receipts from the Cash Receipts Journal, and closed at
the end of the fiscal period into Unappropriated Surplus.
One or more accounts of this kind may be necessary for a
given fund, depending on the variety and volume of trans-
actions.

General Ledger Accounts. The accounts in the General
Ledger, after giving effect to the transactions described in
this chapter, appear as follows:

GENERAL FUND ACCOUNTS

Castut
Revenue receipts ' (2) Transfer to Special
(Chapter VI) $8 300 Fund $3 000
(1) Temporary loans 5 000
(3) Refund 18

(4) Surplus receipts 500
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GENERAL FUND ACCOUNTS (Continued)

TaxES RECEIVABLE

Amount levied Amount collected
(Chapter VI) $52 300 (Chapter VI) $5 600

EsTIMATED UNCOLLECTIBLE TAXES

Amount of reserve
(Chapter VI) $2 092

Due rroMm Seecian Funp

(2) Loan $3 000 |

EstimMaTED REVENUES

Budget estimate
(Chapter V) $75 000

REVENUES

Revenues realized
(Chapter VI) 252 908

TeMPorRARY LoaNs PavasLe

' (1) Loans made 85 000

APPROPRIATIONS

Budget appropriations

(Chapter V) $72 500
EXPENDITURES
(See Chapter VIII for other en- | (3) Refund $18
tries)
SurpLus RECEIPTS
(4) From old accounts $200
From sale of property 300
UNAPPROPRIATED SURPLUS
Appropriations Estimated revenues

(Chapter V) $72 500 (Chapter V) 875 000
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ACCOUNTS OF A SPECIAL REVENUE FUND

Casu
Revenue receipts
(Chapter VI) $5 400
(2) Transfer from
General Fund $3 000

TaxEs RECEIVABLE

Taxes collected
(Chapter VI) $4 100

Taxes levied
(Chapter VI) 241 400

EsTiMaTED UNcOLLECTIBLE TAXES

I Reserve (Chapter VI) 81 656

EsTiMATED REVENUES

Budget estimate l
(Chapter V) &50 000

REVENCUES
| Revenues (Chapter VI) 841 044

Due 10 GExzraL Fuxp

| (2) Loan $3 000

APPROPRIATIONS

| Budget appropriations

(Chapter V) $49 000

UNAPPROPRIATED SURPLUS

Estimated revenues
(Chapter V) 250 000

Appropriations
(Chapter V) $49 000

Fund Balance Sheets. The balance sheets of the respec-
tive funds now appear as per Statement 4. They differ
from the balance sheets presented at the end of Chapter VI
chiefly in the addition of-the accounts showing interfund
obligations and of the account of Loans Payable. The
method of showing Surplus Receipts in a current balance
sheet is also illustrated.
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STATEMENT 4—FUND BALANCE SHEETS

GeENERAL Funp

Cash $10 818 | Loans Payable $ 5 000
Taxes Re- Appropriations 2 72 518
ceivable $46 700 * Unappropriated
Less Uncol- Surplus $2 500
lectible 2 092 44 608 | Surplus Receipts 500 3 000

Due from Special Fund 3 000
Estimated Revenues * 22 092

$30 518 $30 518

A SpeciaL REVENUE Funp

Cash $ 8 400 | Due General Fund $ 3 000
Taxes Receiv- Appropriations 2 49 000
able $37 300 Unappropriated
Less Uncol- Surplus 1 000
lectible 1 656 35 644
Estimated Revenues? 8 956
$53 000 $53 000

* $5,000 pledged for loans.

Statement of Receipts. The Statement of Receipts
should be prepared regularly, showing all receipts by source,
for all funds. A suitable form for this purpose is shown as
Statement 5. It is noted that the receipts are first classified
as to “revenue” and “non-revenue” and then by particular
“source.” A separation of revenue receipts is made for
different fiscal periods. Columns are provided for each
fund. Item and fund totals are also shown.

After the grand total of receipts of all kinds has been
shown, transfers between funds are then shown as a separate
item. Transfers out of a fund are shown as deductions
from the cash receipts of that fund; transfers into a fund
are shown as additions to its cash receipts. In this way the
grand total of cash receipts of the government is not
augmented by transfers between funds. Different types
of transfers should be separated from one another; for

1 Show revenues as a deduction.
2 Show encumbrances and expenditures as deductions.
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STATEMENT 5—STATEMENT OF RECEIPTS

A Special
Source G;nel('lal Revenue Total
un Fund
I. REVENUE RECEIPTS:
Current Period
1. Taxes $5 600 $4 100 $9 700
2. Licenses 1 500 1 500
3. Fines 1 200 1 300 2 500
Total $8 300 $5 400 $13 700
Previous Periods
Future Periods
II. Non-REVENUE RECEIPTS:
1. Loans $5 000 $5 000
2. Old accounts 200 200
3. Surplus property 300 300
4. Refund 18 18
Total $5 518 $5 518
Grand Total $13 818 $5 400 $19 218
ITI. TRANSFERS:
1. Interfund loan -3 000 <+3 000
Net Total $10 818 $8 400 $19 218

example, interfund loans, permanent transfers, stores and
services.

The information for this statement comes from the Cash
Receipts Journal, and the statement should check with the
cash accounts of the various funds. Receipts of all funds
are to be included in the Statement of Receipts, including
the various types of funds described in later chapters. If
the accounts are kept on a cash basis, the amount of
“revenue receipts” in this statement represents the revenue
of the period to date. Otherwise it represents only the
revenues collected to date (see Column 4 of Statement 3).
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If revenues of two or more fiscal periods have been collected,
the statement should be further subdivided to show each
period separately. This subdivision is unnecessary if the
accounting for revenue is on a cash basis, since in that
circumstance all revenues collected are entered as revenues
of the current period.

Procedure for the reconciliation of receipts as per the
accounting records and for deposits as per the treasury
records is discussed in Chapter IX.

The Statement of Receipts should be clearly differenti-
ated from the Statement of Realization of Revenues (State-
ment 3). The latter deals only with revenue items and,
unless the accounting is on a cash basis, includes both
accruals and collections. The Statement of Receipts covers
only cash receipts, but includes all types of receipts. It
should be looked upon not as a report of revenues realized
but only as an accounting for cash received.

Control of Cash Receipts. Wherever money is collected,
provision should be made for adequate control and verifi-
cation. Features of continuous internal audit of govern-
mental receipts should include: setting up of controlling
accounts for all accounts receivable; bills or receipt forms
independently issued to collecting officer and accounted for
in full by him; daily balancing of cash in all collecting
offices; deposit of all cash receipts in full in the treasury as
promptly as practicable; independent verification and rec-
onciliation of records of collecting officers and of treasury;
regular verification of uncollected accounts against balances
in controlling accounts; verification of such items as interest,
penalties, etc. Wherever feasible, a machine control over
total cash received is desirable, providing for recording each
sum received and concurrent imprinting of the amount on
a receipt form.

The internal audit and control should be supplemented
by periodical and comprehensive independent post-audit.
Such an audit should cover all revenues and receipts,
regardless of where or by whom they are collected or held
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in custody. Its scope and extent will depend on the nature
and completeness of internal check and control.

A wide variety of practices is found in different govern-
ments as to the organization and procedure for the collection
and deposit of money. In many instances this procedure
is centralized and unified more or less in the manner
described herein. In other cases, money is collected and
disbursed by sundry officers, who either retain balances in
their possession or turn in only net receipts periodically to
a central officer. Although this is bad practice, it is author-
ized by law in some places and therefore must be recognized
in the accounts and reports. Amounts of such transactions
and balances should be assembled and, if possible, included
in interim reports during the fiscal year. In any event, they
should be included in the annual reports. Disbursements
made in this manner should be entered as expenditures and
collections should be entered as revenue or non-revenue
receipts as the case may be. Balances in the hands of
officers should be included in the Balance Sheet. All trans-
actions of such officers should be covered in the audit
programs.



CHAPTER VIII
EXPENDITURES

Meaning and Scope. Expenditures are all those charges
that result in the reduction of the net resources of an
expendable fund. They include both expense and capital
outlay, and also provision for the payment of long-term
obligations. If the accounts are kept on a cash basis, the
disbursements for these purposes constitute the expendi-
tures. If the accounts are kept on an accrual basis, expendi-
tures consist of all charges for these purposes, regardless
of whether paid or merely incurred. (See Chapter II.)
In this volume, the procedure outlined is on the accrual
basis.

A clear understanding of the meaning of “expense” and
“expenditures” in governmental accounting is also essential.
Expense is the cost of operation and maintenance and fixed
charges, irrespective of the date of payment, for which no
future benefit or subsequently convertible value is received
or receivable. Expenditures are amounts paid or incurred
for all purposes, including expenses, capital outlay, and
provision for retirement of debt. They differ from “dis-
bursements” in that the latter constitute all cash paid out
during a given period. By “capital outlay’” is meant those
expenditures which result in the acquisition of or additions
to fixed assets.

The expenditures of a fund for a given period, therefore,
include both expense and capital outlay. It is not possible,
in making an expenditure for capital outlay, to debit Fixed
Assets and credit Cash. The debit must be to an appropri-
ation or a special fund balance and the credit to Cash.
An additional entry is then necessary, either at the same

time or at the end of the fiscal period, to set up the assets
128



EXPENDITURES 129

acquired by this expenditure, this entry being a debit to
fixed asset accounts and credit to Excess of Fixed Assets
Over Fixed Liabilities. (See Chapter XVIIL.) Such a
procedure, as already shown, a fundamental principle of
governmental accounting, is essential in order to segregate
the equity represented by fixed assets from that represented
by current assets available for further expenditure.

Accrual Accounting. It is even more important for
expenditures than for revenues to be accounted for on an
accrual plan. Charges that are payable out of the resources
and appropriations of the current period, or represent
expenses of that period, should be charged therein even
though not yet paid. As a general policy, materials or
equipment received or services rendered during a given
period should be entered as expenditures of that period,
except as to materials placed in central stores. If these
items have not actually been paid for, they should appear
as accounts payable. When only a cash receipts and dis-
bursements plan of accounting is followed, such items may
become charges against the subsequent period and thus
constitute an improper and unexpected burden.

The accrual plan of accounting for expenditures, however,
need not be carried to the extent necessary for profit and
loss accounting. An item for which payment must be made
in a given period, such as an insurance premium covering
several years, may be charged in full in the period in which
it is paid instead of being deferred in portions to future
periods. If it has to be paid, cash must be provided, which
means that revenue must have been secured and collected
in this or some previous period. Hence it may be treated
as an expenditure of the current period. Similarly, an item,
such as bond interest falling due in a given period, may be
charged in full to the period in which it is paid.

Some of the large governmental bodies, with ample work-
ing capital, operate their accounts substantially on the
accrual basis, in the commercial meaning of that term.
There is no objection to that procedure provided that it is
consistently carried out period after period and is in general
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harmony with the budget. The accounts and reports should
not be operated on a basis different from the budget.

Funds Must Be Appropriated. The creation of a fund
does not carry with it the authority to expend that fund.
It is a fixed rule of public business that no obligation may
be incurred or any expenditure made until an appropriation
has been made for that purpose. Before any fund can be
expended, therefore, it must be appropriated, and the appro-
priations made from it must correspond to its purpose. Any
number of appropriations may be made from the same
fund provided they are in accord with its purpose and not
in excess of its net resources.

Meaning of Appropriation. An appropriation is ‘“an
authorization by the legislative body to make expenditures
and to incur liabilities for specific purposes.”* No appro-
priation should be made except out of some fund and after
the resources necessary for it have been created. All
appropriations must be accounted for under the fund to
which they relate.

Appropriation accounts furnish the accounting machinery
needed to limit and control expenditures of revenue funds.
Appropriation accounts are found primarily in revenue
funds. This chapter is devoted principally to the discussion
of appropriations and expenditures of revenue funds, al-
though some of the procedures deseribed apply also to other
funds. The full discussion of the handling of expenditures
of other than revenue funds, however, appears in later
chapters.

Kinds of Appropriations. There are many different
classifications under which appropriations can be described.
As to limit of availability, appropriations may be (1) fiscal
period; (2) continuing or recurrent.

Fiscal period appropriations are made to meet expendi-
tures for the purpose stated within a given fiscal period,
usually annual or biennial. Unless expended within that
period, they automatically lapse at the close of the period,

1 National Committee on Municipal Accounting: Municipal Accounting
Statements, 1941.
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and any balances are closed into Unappropriated Surplus.
Frequently a brief term is allowed after the close of the
fiscal period in which to receive invoices for obligations
incurred during the fiscal period and outstanding at the end
of the period as encumbrances. At the close of this term
(90 days in the State of Illinois), any unexpended balances
in the appropriations lapse.

Continuing appropriations are those which, when once
established by the legislative body, are automatically re-
newed without further legislative action, period after period,
until altered or revoked. They are less frequent than fiscal
period appropriations and are very much less desirable from
the standpoint of the budget and the acecounting procedure,
since they lessen the possibility of thorough review at the
beginning of each fiscal period and constitute a kind of
“preferred claim” against budget resources. They must
be included in each successive budget.

Appropriations may also be classified as to whether they
are definite or indefinite in amount. Appropriations are
definite when a specific amount is stated. Budget appropri-
ations are, as a rule, definite. Appropriations are indefinite
when no specific sum is stated or when an estimated sum
is stated, the actual amount appropriated to consist of the
total receipts from a certain source or of a certain fund for
the period.

Special mention should be made of capital appropria-
tions, such as appropriations for additions to fixed assets.
Although this is not always the rule, capital appropriations
should continue available until the purposes for which they
are made have been met. Since capital appropriations do
not relate to the operations of any given fiscal period, they
should not lapse with fiscal periods in the same manner as
appropriations for operation.

Classification by Purpose. Appropriations are usually
made for one of the following:

1. Departments, providing for the current expenditures of
the various departments of government.
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2. Activities or projects within departments.

3. Object of expenditure, such as salaries, equipment, mate-
rials.

4. Specific purposes, such as a new building or the purchase
of land.

In the accounting records, each appropriation should bear
a title which will clearly identify it. In addition, many
accounting systems have made use of code numbers, which
readily identify the respective appropriations.

The budget classification of appropriations should corre-
spond to the departmental classification of expenditures,
which in turn should be developed with careful regard for
the organization of the various activities of each govern-
mental body.

Classification of Expenditures. In order that govern-
mental accounts may produce the information required of
them for administrative, budgetary, and publicity purposes,
it is important that an orderly and uniform classification of
expenditures be followed. Expenditures should be classified
in sufficient detail to give all needed information concerning
the government or department to which they relate. The
classification should be uniform over successive periods and
as to different departments within the same government.
As far as possible, it should be uniform among different
governments of the same kind, particularly if the financial
operations of these governments are to be compared.

The most important use of a proper scheme of classifica-
tion of expenditures is for budget purposes. From the
standpoint of the department head, it is essential that he be
able to determine the expenditures of his department for
various purposes over succeeding years, on the basis of
which he may estimate his requirements for future periods.
The executive and financial administration must have access
to a uniform classification of expenditures in order to
compare past expenditures and to determine the needs of
succeeding years as well a8 to compare expenditures of vari-
ous departments. Legislative or other appropriating bodies
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must depend on a uniform classification in order to produce
a serviceable budget as well as to provide a basis for making
appropriations. The public can be informed concerning
financial operations only by means of an adequate and
uniform classification of expenditures.

Basis of Classification. An adequate classification of
public expenditures provides for a classification under at
least five headings as follows:

1. By funds.

2. By functions.

3. By organization units and activities.
4. By character of expenditures.

5. By object of expenditures.

Funds. That expenditures must be classified by funds
is obvious because public expenditures can be made only by
expending certain funds. Consequently all expenditures
fall under the funds from which they are made and,
therefore, are automatically classified by funds. All state-
ments and reports of expenditures should show classifi-
cation by funds. Under each fund should appear a full
classification under the other headings.

Functions. Expenditures should then be classified by
functions, for example, general government, public safety,
education. In most cases, various appropriations will be
made under each of these functional headings, so that the
latter become headings under which expenditures can be
grouped for report and statistical purposes. The functional
classification, recommended for cities by the National Com-
mittee on Municipal Accounting® and corresponding closely
to that employed by the United States Bureau of the
Census,? is as follows:

General government Sanitation and waste removal.
Public safety. - Conservation of health.
Highways. Hospitals.

1 A Standard Classification of Municipal Revenues and Ezxpenditures.
(8ee References.)

2 Financtal Statistics of Citres, 1937 and subsequent years.
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Charities Interest.

Correction. Bond Redemption.

Schools. Miscellaneous (judgments, pen-
Libraries. sion contributions, transfers,
Education. ete.).

Organization Units and Activities. Next to funds, the
most important heading in a classification of expenditures
is the one by organization units. It is under this heading
that appropriations are most commonly made. This head-
ing corresponds to the administrative organization of the
government and is the major basis for budget making. For
example, appropriations in the budget of a state are made
to such departments as Finance, Agriculture, Labor, Public
Welfare, Conservation, and Education. The department
is the operating unit and the unit on which the possibility
of efficiency and economy depends.

The accounts should reveal accurately the expenditures
for each department. If expenditures for a given depart-
ment are made from more than one fund, there must be
suitable means of assembling these figures so that the total
expenditures of the department may be readily determined.
In an exhibit of expenditures by departments, all depart-
ments falling under a given function of government should
be grouped together so that the grand total expenditures
of that division may be known.

Frequently a given department carries on a number of
different activities, the expenditures of which should he
accounted for separately. For example, a state department
of agriculture may have the following activities: Seed
Inspection; Game and Fish; Animal Industry; Apiary
Inspection; Plant Industry; Foods; Dairy Husbandry;
Poultry Husbandry; and State Fair. The accounts should
be classified in such a way that the expenditures for each
activity are shown. The total expenditures of a department
consist of the sum of the expenditures for all its activities.
All expenditures that are direct outlays on account of a
given department or activity should be charged to that
account. There should be no “lump sum” accounts in
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which certain types of expenditures for all departments
are merged, such as “executive salaries,” “printing,” or other
general classifications.

Character of Expenditures. By character of expenditures
is meant whether the expenditure is for current expenses,
for capital outlay, or for debt service.

By “current expenses” is meant those expenditures that
are required to carry on the current activities of the govern-
ment and do not result in the production or acquisition
of permanent assets or in the liquidation of long-term
liabilities. They are the expenditures incident to the ordi-
nary operation of the government.

By “capital outlay” is meant those expenditures that
relate to the acquisition of fixed or permanent properties,
such as land, buildings and other improvements, and equip-
ment. Expenditures for capital outlay, therefore, increase
the equity represented by fixed assets of the government
unless offset by liabilities which may be increased at the
same time. Such expenditures must be charged to fund
appropriations (or other fund accounts as in Bond or Trust
and Agency Funds). In addition they are “capitalized” in
the Fixed Asset and Liability account group (see Chapter
XVIII).

“Debt service” covers expenditures for interest on all in-
debtedness and for the reduction of or provision for the
payment of long-term debt obligations. Again, expendi-
tures for reduction of long-term debt must be charged to
fund appropriations (or Sinking Fund Balances) and be
reflected by additional entries in the Fixed Asset and Lia-
bility group. Interest, though a current expense, should be
classified separately from those expenditures relating to
operation and maintenance.

In addition to the foregoing headings, an additional clas-
sification may be necessary.to cover certain “special”’ ex-
penditures, for example, pensions, relief, judgments.

Object of Expenditures. Under each of the above head-
ings as to character fall a number of headings describing
the object of expenditures. The total of expenditures for
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current expenses, for example, is the sum of expenditures
under each “object” of expenditure falling under the gen-
eral heading of “current expenditures.”

Much variation exists in the object classifications em-
ployed by different governments. Some are brief; others,
like that followed by the United States Government and
some of the states and larger cities, are very elaborate. The
usefulness of the object classification is limited, and an
attempt at too great detail and refinement is likely to yield
slight return for the effort.

The following condensed classification is illustrative of
what is meant by the “object” analysis of expenditures:

Current Expense

Personal Service. Travel.
Office Expense. Supplies and Materials.
Printing and Publications. Repairs and Replacements.

Capital Outlay

Land. Improvements Other Than Buildings.
Buildings. Equipment.
Debt Service
Interest.
Payment of or Provision for Retirement of Long-term Debt
Obligations.

Interest is a current expense and in some classifications is
placed under that heading. However, since it is not an op-
erating expense, there is an advantage in separating it from
such items, and considering it with debt payments as a part
of debt service.

General Accounting Principles. To account properly for
appropriations, controlling accounts for the totals of all
appropriations made from each of the various funds are
needed in the General Ledger. Subsidiary to these are the
individual accounts with the various appropriations, classi-
fied by funds and maintained in the Appropriation Ledger.

These accounts are credited, as has already been seen
(Chapter 1V) with the amounts of appropriations as made
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in the budget or otherwise, Unappropriated Surplus being
debited. Subsidiary appropriation accounts are charged
with obligations entered into through orders and contracts
and with vouchers covering such obligations as well as any
other items of expenditures. Control accounts in the Gen-
eral Ledger under each fund, for both encumbrances and
expenditures, are also maintained. At the end of the fiscal
period, expenditure accounts are closed to Appropriations
and unencumbered balances of appropriation accounts are
closed into Unappropriated Surplus. The subsidiary ap-
propriation accounts of revenue funds, therefore, constitute
a budgetary control both over appropriation balances and
over the detail of expenditures. In the preparation of a
balance sheet from the General Ledger during a fiscal pe-
riod, Expenditures and Appropriation Encumbrances are
deducted from Appropriations. This net balance is the
total unencumbered balance of all appropriations of that
fund, and it agrees with the aggregate of balances of the
corresponding subsidiary accounts in the Appropriation
Ledger.

Accounting for Encumbrances. Appropriations act as
limitations on the expenditures which may be made for
various purposes. Therefore, it is necessary to account for
these expenditures from the time they are first entered into
in the form of orders, contracts, or other commitments.
Such obligations entered into are fund obligations which are
expected to become real liabilities, and eventually to be met
by expenditures. As accounts have been set up for the
estimated fiscal resources of funds, so accounts are set up
for the estimated obligations of funds in the form of orders
and contracts. These accounts are known as encumbrances,
and controlling accounts may be carried for them, while the
detail is recorded in the subsidiary individual appropriation
accounts. It is in this way that the free or unencumbered
balance of each appropriation and of all appropriations to-
gether is constantly known.

An adequate encumbrance control is an important factor
in securing a proper accounting for all expenditures. When
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a record in the form of an encumbrance is made at the time
that an obligation is incurred, provision for meeting it is
thus set aside out of the appropriation to which it is charge-
able. It then becomes a matter of less consequence when
the item is presented for payment, or whether it is set up
as an accounts payable in case it is not paid promptly after
the material is delivered, since the resources to cover it have
been set aside.

The Machinery of Expenditure. After an appropriation
is made, the steps incidental to making an expenditure from
it are as follows:

1. The issuance of a requisition by the department head or
officer in charge of the work for which the appropriation was
made. This requisition is a request on the central purchasing
officer to supply certain materials or equipment as listed. The
requisition must show the appropriation out of which the cost
is to be met, must be signed by the officer making the request,
and should be approved by the head of the division of govern-
ment under which this department falls.

2. The certification of the requisition by the accounting divi-
sion, indicating that there is a sufficient balance in the appro-
priation to meet the proposed expenditure and that the expend-
iture is in accordance with the purpose of the appropriation.
(See Item 4 as to entry of encumbrance.)

3. The placing of an order or contract for supplying mate-
rials or equipment requisitioned, this to be done by the central
purchasing officer. This may consist of an order or contract
with an outside concern or of an order on a service or stores
department of the government.

4. The entering of the order or contract as an encumbrance
of the appropriation to which it is chargeable. In some organ-
izations, this entry is made from the requisition instead of from
the order. A more accurate estimate usually is available from
the order. If there is any lapse of time, however, between the
passing of the requisition and the issuance of the order, the
entry should be made from the requisition.

5. The checking of the goods on receipt, to determine that
they are the quality and quantity ordered.
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6. The preparation of a voucher, to be certified as follows:
(a) By the person opening or examining the goods.
(b) By the department head or officer who issued the
requisition.
(c) By the purchasing officer who placed the order or
contract.

(The voucher should include an itemized statement of the
invoice, or should have the invoice attached containing these
details.)

7. The auditing of the voucher by the accounting depart-
ment.

8. The entry of the voucher, including an entry of liquida-
tion of the order or contract.

9. The issuance of a warrant against the treasury for the
payment of the voucher.

10. The payment of the warrant by the treasury.

(In handling expenditures for personal service, the foregoing
procedure would be modified to provide for time reports and
records, payroll vouchers, and appropriate certifications.)

Record of Encumbrances. Records of orders or contracts
at their estimated cost are maintained in the Order Regis-
ter (or registers) or Contract Register. A different order
register or section of the register may be maintained for dif-
ferent classes of orders, such as purchase orders and job
orders, which are encumbrances, and all orders must be
classified by funds. Each order or contract is also entered
in the respective subsidiary appropriation account to which
it is chargeable.

Periodically the totals of the order and contract registers
are carried to the General Ledger as follows:

(1) Orders and contracts placed:

In General Ledger (monthly totals of all encumbrances under
each fund in order and contract registers)
General Fund

Dr. Appropriation Encumbrances $837

Cr. Reserve for Encumbrances $837
Special Fund

Dr. Appropriation Encumbrances $1 200

Cr. Reserve for Encumbrances $1 200



140 FUNDAMENTALS OF GOVERNMENTAL ACCOUNTING
In subsidiary Appropriation Ledger (post each
item)
General Fund
Dr. General Administration (total of indi-
vidual items posted) $837
Special Fund
Dr. Each account affected

The posting to the Appropriation Ledger is done day by
day throughout the month, and the general ledger postings
at the end of the month represent the totals of the sub-
sidiary ledger postings during the month.

As described in Chapter V. the maintenance of general
ledger accounts of encumbrances, such as are described
herein, may be omitted. Such encumbrances may be re-
corded in the subsidiary Appropriation Ledger but not car-
ried into the general ledger control accounts. Even this
entry may be omitted where the volume of transactions is
small and the amount of outstanding encumbrances can be
determined by reference to a file of unpaid purchase orders
and contracts. It may be found desirable to maintain the
encumbrance control in departmental offices rather than in
the central accounting office. In any event, all financial
statements should show the amount of unliquidated encum-
brances and the free or unencumbered balances of appro-
priations.

Expenditures. Expenditures from appropriations fall
under two general classes:

1. Items that have been previously entered as encumbrances,
such as vouchers on account of purchase orders and contracts.
2. Items that have not been previously entered as encum-
brances, such as payrolls, travel vouchers, freight and express.

As items under the first class have already been entered
on the basis of their respective estimated costs, due account
must be taken of this fact and the encumbrances “cleared”
from the accounts before entering the expenditure. The
free balance of an appropriation is not, therefore, altered
unless there is a difference between the actual cost and the
estimated cost of the item.
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When vouchers are certified on account of orders previ-
ously posted and entered as encumbrances, entries must be
made in the order register liquidating the items previously
entered as encumbrances. These entries are made at the
estimated cost as originally entered. To post liquidated en-
cumbrances from the order register, the following entry is
necessary:

(2) Orders and contracts liquidated (or “vouchered”):

In General Ledger (monthly totals of all liquidated encum-
branches under cach fund at estimated cost; from order and con-
tract registers)

General Fund

Dr. Reserve for Encumbrances $765

Cr. Appropriation Encumbrances $765
Special Fund

Dr. Reserve for Encumbrances $850

Cr. Appropriation Encumbrances $850

Entries in the Appropriation Ledger corresponding to the
foregoing are made when the voucher is posted, as later
described. (See Entry 3.)

Accounts, as shown, to take care of encumbrances are
recommended in order to provide suitable general ledger ac-
counts for transactions of this class and at the same time
to avoid necessary adjustment in control accounts as a re-
sult of differences between estimated and actual costs. Un-
der this plan, encumbrance accounts deal only with esti-
mated amounts, all entries being on this basis. Necessary
adjustments are made only in the detail or subsidiary ac-
counts.

Appropriation Encumbrances account is really a part of
the Appropriations account and must be so considered. On
the Balance Sheet it is to be deducted from the balance of
the latter account as shown in the General Ledger. It rep-
resents the “encumbered” portion of the appropriations.

Personal Service Expenditures. Control of personal
service (salaries and wages) commitments may be main-
tained in a manner similar to orders and contracts, or in
other ways. Appropriations for personal services usually
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are distinct from other appropriations. Frequently they
are based on detailed schedules of positions and rates. In
that event, a control record should be maintained over all
position items. As appointments are made, encumbrances
are entered. Unused balances may be lapsed at that time.
or continued available for supplementing other positions.
Total commitments as represented by appointments may be
carried to an encumbrance control against which payrolls
may be entered. Interim reports will then show the un-
encumbered balance of personal service appropriations,
allowing for payroll obligations to the end of the period.

Voucher Register. For the entry of vouchers, a register
or registers should be provided. This register should show
the following information:

Date.
Voucher number.
Name of payee.

Item (general description of what voucher covers).
Total amount.

Debits, by funds, to such accounts as Expenditures and
Loans Payable.

Credits, by funds, to Accounts Payable.

Vouchers are numbered serially and entered chronologi-
cally in this register, and those chargeable to Appropria-
tions are posted individually to individual appropriation
accounts in the subsidiary Appropriation Ledger. At that
time an adjustment in the free balance of each account is
made for any difference between the actual and estimated
costs in the case of vouchers on orders previously entered.
Others are deducted in full from the free balance. The
Voucher Register is closed and posted periodically to the
General Ledger, as follows:

(3) For vouchers audited:
In General Ledger (monthly totals, from Voucher Register)
General Fund
Dr. Expenditures $ 907
Temporary Loans Payable 2 000
Cr. Accounts Payable $2 907
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A Special Revenue Fund
Dr. Expenditures $1 221
Cr. Accounts Payable $1 221
In subsidiary Appropriation Ledger
Dr. Individual appropriation accounts, at the same time
crediting the account for the estimated costs of any
items previously entered as encumbrances. Posting to

the Appropriation Ledger is done day by day through
the month.

(It should be noted that this entry includes vouchers for
those encumbrances liquidated by Entry 2. See entries in
Appropriation Ledger account, Form A, for further explana-
tion of this relationship.)

If warrants are drawn to correspond with vouchers, the
Voucher Register may also constitute the Warrant Regis-
ter. If warrants are drawn at once after vouchers are
audited, the Accounts Payable account may be eliminated
and Cash credited at once. Handling of warrants is treated
in Chapter 1X.

Vouchers of revenue funds are chiefly for expenditures
under appropriations. Some items, however, may not relate
to appropriations, for they are not expenditures. Repay-
ment of current loans, for example, should be charged to
Temporary Loans Payable account, as herein illustrated.
This would be true when other credits are decreased.

Other possible items would be:

For purchase of investments:
Dr. Investments

Accrued interest on investments purchased
Cr. Accounts Payable

If premium or discount is set up at time of purchase to
be amortized out of income, additional entries will be neces-
sary for this purpose. (For discussion, see Chapter XVI.)
For purchase of stores to be held in stock in a revenue fund:

Dr. Stores
Cr. Accounts Payable

(See Chapter XI for a full discussion of stores operations.)
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For disbursements to be made for which reimbursements are expected
from another governmental body:

Dr. Due from other governments
Cr. Accounts Payable

When payroll deductions are made for transfer to a retirement fund or
for remittance to another agency for credit to such a fund or for tax
withholding:

Dr. Expenditures
Cr. Due to other funds
or
Withholding Tax Payable

(The foregoing entry would be incorporated with the entry
for the payroll, Entry 3 in this chapter.)

Transfer Debits and Credits. Interdepartmental service
or transfer of material may require debits and credits be-
tween different funds. When, for example, stores held as a
resource of a certain fund are issued to a department receiv-
ing appropriations from another fund, an interfund entry is
necessary. This procedure is more fully described in Chap-
ter XI. In the fund containing the appropriation to be
charged, the following entry is necessary:

(4) For transfer debit, for stores (see also Chapter XI)
(from Stores Order Register):
In General Ledger
General Fund
Dr. Expenditures $62
Cr. Due to Stores Fund $62
In Appropriation Ledger
Dr. General Administration (Transfer Debits
column) $62

It should be noted that transfer debits are expenditures
of the fund to whose appropriations they are chargeable.

Transfer credits result from service rendered to or mate-
rial furnished another fund. The entry would be:

Dr. Due from other funds
Cr. Stores
or
Appropriations
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Appropriation credits for such a transaction would be en-
tered in the Credits column of the Appropriation Ledger.
If the number of transactions affecting appropriations is
large, a special column should be provided.

General Ledger Accounts. After the entries described
in this chapter are made, the General Ledger accounts ap-
pear as follows:

GENERAL FUND ACCOUNTS

CasH

As per Chapter VII $13 818 | As per Chapter VII $3 000

Taxes RECEIVABLE

As per Chapter VI $52 300 | As per Chapter VI $5 600

EsTiMATED UNcCOLLECTIBLE TAXES

l As per Chapter V $2 092
Dve rFroM SpeciaL Funp

As per Chapter VII $3 000 |

EsTiMATED REVENUES

As per Chapter V 75 000 |

REVENUES

| As per Chapter VI $52 908

TeMPoORARY LOANS PAYABLE

(3) Loans paid 782 000 l_i.oans (Chapter VII) $5 000

AccOUNTS PAYABLE

Dr. for warrants drawn in pay- | (3) Vouchers audited for
ment of vouchers (sce Chapter payment (from

I1X) Voucher Register) $2 907

(This account may be omitted if warrants are drawn immediately after
vouchers are audited. The Voucher Register may then become a
Voucher-Warrant Register.)

DuE 10 SToRES FUND

| (4) Stores $62
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GENERAL FUND ACCOUNTS (Continued)

RESERVE FOR ENCUMBRANCES

(2) Estimated cost of all en- (1) Estimated cost of all or-
cumbrances for which ders placed, contracts
vouchers are certified $765 entered into, etc.

(from order and con-
tract registers) 3837
APPROPRIATIONS

Appropriations made

(see Chapter V) $72 500
EXPENDITURES
(3) Vouchers $007 | Refunds (see Chapter VII) $18
(4) Stores (see Chapter
XI1) 62

APPROPRIATION ENCUMBRANCES

(1) Estimated cost of orders (2) Estimated cost of or-
and contracts placed, ders or contracts on
or encumbrances on which vouchers are
appropriations $837 certified 8765

SurpLUs RECEIPTS

| As per Chapter VII 3500

UNAPPROPRIATED SURPLUS

As per Chapter V $72 500 I As per Chapter V $75 000

ACCOUNTS OF A SPECIAL REVENUE FUND
CasH

As per Chapter VII §8 400 ‘

TAxes RECEIVABLE

As per Chapter VI $41 400 | As per Chapter VI $4 100

EsTIMATED UNcCOLLECTIBLE TAXES

| As per Chapter VI $1 656
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ACCOUNTS OF A SPECIAL REVENUE FUND (Continued)

EsTiMATED REVENUES

As per Chapter V $50 000 |

REVENUES

| As per Chapter VI $41 044

AccouNTs PavasLe

(Dr. for warrants issued, Chapter
1X)

(3) Vouchers audited $1 221

Dvue 1o GENERAL Funp

| As per Chapter VII $3 000

RESERVE FOR ENCUMBRANCES

(2) Orders and contracts

(1) Orders and contracts

liquidated $850 placed $1 200
APPROPRIATIONS
T Appropriations B
(Chapter V) $49 000
EXPENDITURES
(3) Vouchers audited O §1 221 l

APPROPRIATION ENCUMBRANCES

(2) Orders and contracts
liquidated $S50

(1) Orders and contracts
placed $1 200

UNAPPROPRIATED SURPLUS

As per Chapter V 349 000 | As per Chapter V. $50 000

Fund Balance Sheet. The Balance Sheets of the respec-
tive funds now appear as per Statement 6.
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STATEMENT 6—FUND BALANCE SHEET

GENERAL FunD

Cash $10 818 | Accounts Payable $2 907
Taxes Receiv- Loans Payable 3 000
able $46 700 * Due to Stores Fund 62
Less Uncol- Reserve for Encumbrances 72
lectible 2 092 44 608 | Appropriations 71 4772
Due from Special Fund 3 000 | Unappropriated
Estimated Revenues? 22 092 Surplus $2 500
Surplus
Receipts 500 3 000
880 518 380 518

* $3,000 pledged for loans.

Srecian Fuxp

Cash $ 8 400 | Accounts Payable $ 1221
Taxes Receiv- Due to General Fund 3000
able $37 300 Reserve for
Less Uncol- Encumbrances 350
lectible 1 636 35 644 | Appropriations 47 4202
Estimated Revenues! 8 956 | Unappropriated Surplus 1 000
$53 000 $53 000

Accounts of resources have not been changed by the
transactions of this chapter. Under obligations, however,
Appropriations have been reduced by expenditures and en-
cumbrances, and new accounts for Accounts Payable, Due
to Stores Fund, and Reserve for Encumbrances have been
added. The Balance Sheet now includes the principal ac-
counts ordinarily found under a revenue fund during the
course of a fiscal period.

Appropriation Ledger Form. To account adequately
for the various transactions relating to individual appropri-
ation accounts, it is desirable to use a special form, an out-
line of which, with representative transactions, is shown

1 8how revenues as a deduction.
2 Show encumbrances and expenditures as deductions.
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(Form A). This form provides for the entry of items that
are encumbrances, as well as for the entry of vouchers and
liquidations of encumbrances, and also for the entry of
items that are in the nature of transfers, such as stores and
interdepartmental items. (See Chapters XI and XII.)
Credits to an appropriation account arise out of budget
appropriations, supplementary appropriations, refunds, and
other special credits. The Balance column shows at any
time the amount of the appropriation unmortgaged, in
other words, the unencumbered balance.

The first entry in an appropriation account is the budget
appropriation itself, made from the budget through the
General Journal. (See Chapter V.) Entries are then made
from the order and voucher registers as transactions arise,
Order 32, for example, in the form given, is estimated to
cost $100, and this amount is deducted from the free bal-
ance. Other orders follow and are similarly treated. On
January 5, two vouchers that do not relate to orders entered
are presented. These items must be deducted in full from
the free balance. Voucher 64 is for Order 78, which was
entered at $450. The voucher is for the same amount, and
no change in the balance results. Voucher 87 is for Order
114, which was entered at $215. The voucher is for only
$212, so that the balance is increased by the difference or
$3.00. Voucher 112 is for Order 32, which was entered for
$100. The voucher is for $104, so that the balance must be
reduced $4.00. The item of January 20 represents a refund
on a payment made in error, which is now credited back to
the appropriation. (See Chapter VII.) The entry of Jan-
uary 24 represents a charge for stores issued to this de-
partment. Since the credit for this item is to another fund,
it is entered as a transfer debit. It is an expenditure from
this appropriation and is so treated in statements of the
appropriation. The balance is reduced by its amount, $62.
Encumbrances need not ordinarily be entered for stores,
since the charge for them is supposed to be made at once.
Encumbrances are necessary, however, where service is
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rendered by another department, as on a job order. (See
Chapter XI1.)

Appropriation balances may be increased by (1) addi-
tional appropriations to the same account; (2) transfer
credits (q.v.); (3) cash credits. Cash credits may result
when the actual receipts from a given source are appropri-
ated for use to the extent of the amount received, or when
miscellaneous income from a certain source is added to the
regular appropriation. All these entries would be made in
the Credits column of the Appropriation Ledger unless the
number of transactions were large enough to call for special
columns.

A separate appropriation ledger account in the special
form shown is necessary for every appropriation. The sum
of the balances in all appropriation accounts under each
fund must at all times agree with the balance of Appropria-
tions as shown in the Balance Sheet of that fund, which
represents the balance of the Appropriations account in the
General Ledger less the balance of the Expenditures and
Appropriation Encumbrances accounts.

Methods of Keeping Appropriation Ledger. The Ap-
propriation Ledger may be kept in pen and ink, or it can
be maintained in a very practicable way by means of a
bookkeeping machine. Machines that automatically com-
pute totals of the various columns and resulting balances
are very helpful. Through the use of machine-kept ac-
counts it is also possible to provide extra copies of the
account for the information of department heads and other
officials interested. These extra copies serve as monthly
reports of the respective appropriations.

By means of this form, the balance of encumbrances out-
standing, the total disbursements, the total credits, and the
free balance are constantly computed mechanically. The
differences between estimated and actual costs are also
mechanically adjusted, and the total postings are constantly
provable against voucher and other register footings.

Other methods of machine bookkeeping, such as the tab-
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ulating (punched card) method, are also worthy of con-
sideration.

Statement of Appropriations. Statements of appropria-

tions should be a part of every regular financial report.
A statement in the form of Statement 7 would first be pre-

STATEMENT 7—STATEMENT OF APPROPRIATIONS

(1) @) @ ) (6))
Appropria- Unen-
tions and |Expendi- Unex- Encum-| cum-

Other tures I';Tded brances| bered
Credit. | Balance Bal
redits ! alance

(Net)

Fund Appropriation

GENERAL Funp:
General Administration *| § 5018 $969 | $4040| 872 | $ 3977

Public Safety 30 000 30 000 30 000
Public Welfare 15 000 15 000 15 000
Public Works 15 000 15 000 15 000
Education 7 500 7 500 7 500

Total $72 518 $969 | $71549| $72 | $71477

A SreciaL REvENUE Funbp: !

Recreation $15000 | $500 | $14500| $150 | $14 350
Education 34 000 g 721 | 33279| 200 | 33079
Total $40 000 | $1221 | $47779| $350 | $47 429

Grand Total $121 518 | $2190 |$119328] $422 [$118 906

* See apecial appropriation ledger account, Form A. Other accounts in this statement are
taken from Budget Schedule C, Chapter IV. Expenditure and encumbrance figures for the
Special Revenue Fund represent a breakdown of those appearing in total in this chapter.

pared for all appropriations under every division of a gov-
ernment, segregated by funds. The totals of these state-
ments would then be carried forward to a summary state-
ment giving the appropriations in totals by funds and divi-
sions. These statements are of great importance and serv-
ice, since they show the condition of every appropriation.

The statement is compiled from the Appropriation
Ledger. Under each fund is first listed the appropriation
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titles in that fund. For each appropriation there is then
shown: in Column 1, the total of appropriations and credits,
as per Column 9 of the respective account in the Appropri-
ation Ledger; in Column 2, the expenditures, consisting of
the sum of “vouchers” and “transfer debits,” as per Col-
umns 7 and 8 of the Appropriation Ledger (these may be
shown separately); in Column 3 the difference between
Columns 1 and 2 (the totals in each fund must agree with
the balance of the Appropriations account less Expendi-
tures account of that fund in the General Ledger); Column
4, the amount of encumbrances outstanding against each
appropriation, as shown by Column 6 balance of the Appro-
priation Ledger (the totals by funds must correspond with
the balances of Appropriation Encumbrances accounts in
the General Ledger). Column 5 is the difference between
C'olumns 3 and 4 of the statement and must agree with the
balances shown in Column 10 of the Appropriation Ledger.

This form may be enlarged to provide for (1) compara-
tive figures of expenditures of the previous period; (2) ex-
penditures for current month or quarter and for year to
date; (3) estimates of expenditures for remainder of year.

Appropriation Ledger Accounts. If lump-sum appro-
priations are made to departments, as suggested in Chapter
1V, it is not necessary to keep separate appropriation ledger
accounts with object headings, such as those shown in
Budget Schedule C-1 (Chapter 1V) and those previously
outlined in the present chapter. The distribution under
these headings can be accomplished by means of a periodical
analysis. Column 5 of Appropriation Ledger, Form A, pro-
vides a basis for this analysis. An account must be kept in
the Appropriation Ledger, however, for every separate ap-
propriation and may be needed for each allotment. It is
also desirable to maintain separate accounts for each activ-
ity (Budget Schedule C--5, Chapter 1V).

Means of Classifying Expenditures. An expenditure is
consummated when a voucher is audited, to be paid for by
disbursement of cash or by transfer to some other fund. In
this way the item is automatically classified as to fund.
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The voucher indicates the appropriation to which it is
charged. This appropriation is probably the appropriation
of some department. Thus the expenditure is classified as
to organization unit and as to activity, by being charged to
some appropriation account.

The voucher should also be classified as to the object of
expenditure in accordance with the items that it covers.
This classification is entered in the Appropriations account
in Column 5 and constitutes the basis for a periodical an-
alysis by object. As above stated, each item in the classifi-
cation by object falls naturally under one of the headings
of the classification by character.

Object Analysis. Classification by object may be made
in an Expenditure Analysis Ledger, which is a subsidiary
record to the Appropriation Ledger of revenue funds or the
corresponding expenditure records of other funds. This
ledger contains an account for each account in the Appro-
priation Ledger. Its total must agree at all times with the
sum of expenditures as shown by the Appropriation Ledger
and also by the controlling Appropriations account in the
General Ledger. At the end of each month all expenditures
as shown in each account in the Appropriation Ledger, in-
cluding both vouchers and transfer debits, are analyzed
under the object classification, and the totals of each item
of the classification posted to the Expenditure Analysis
Ledger. Thus the entire classification of the item is accom-
plished.

Forms of statements of expenditures covering the various
methods of classification are shown in Chapter XIX.

Fiscal Closing. Appropriations are ordinarily made for
fiscal periods. Consequently any unencumbered balances
in appropriation accounts at the end of these periods are
to be closed into Unappropriated Surplus. The methods of
closing these and other accounts at the end of the fiscal
period is dealt with fully in Chapter X.

Expenditures of Other Funds. The procedure described
in this chapter covers revenue funds. The operation of
other expendable funds is dealt with in later chapters.
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Internal Check of Expenditures. Suitable procedure
should exist in every public body for the proper check of
expenditures. Such a procedure consists of provision for
certification by various persons before the obligation is
entered into or the payment for it is made, as outlined
under Machinery of Expenditure herein. This check should
determine questions of legality, financial provision, and
authorization. As payment actually takes place, checks
should be present so that all terms are properly complied
with, so that duplication does not occur, and so that the
proper person or firm has received that payment.

As with receipts, the internal check of expenditures
should be supplemented by an independent audit at least
once each year. Suggestions relating to this audit are made
in Chapter XX. Its scope will depend on the extent of the
organization and the system of internal check. Because of
the interest of the public in the honesty and efficiency with
which public funds are expended, the independent audit of
expenditures assumes a position of prime importance in the
affairs of every governmental body, both large and small.



CHAPTER IX

DISBURSEMENTS; ACCOUNTS OF THE
TREASURY

Function of the Treasury. The Treasury provides for
the custodianship of public funds. All money received
should be deposited in full at once in the Treasury, from
which it can be disbursed only by warrant properly drawn
and signed. The functions of the treasury department dif-
fer widely in various governments and under the provisions
of various laws. In some cases it is a fully organized unit,
carrying on a complete program of receiving and paying.
In other cases, it is little more than the depository bank.
The nature of the procedure and the accounts varies in ac-
cordance with the plan of organization. In this chapter,
only the functions dealing with the receipt and disburse-
ment of money have been considered. Where other duties
and responsibilities are prescribed, suitable records and re-
ports must be added.

Receipts. In the records of the general accounting office,
as already indicated, an account with Cash is kept under
each fund. This account is debited with money received
belonging to the fund, and is credited with warrants issued
payable out of the fund. All cash received is at once depos-
ited, and a proper receipt of the Treasury covers every de-
posit made. Entries in the general accounting office relat-
ing to cash receipts already have been described. (See
Chapter VIIL.)

Disbursements. Disbursements are made by means of
warrants issued against the Treasury by the accounting or
disbursing department. Every warrant must cover a cer-

tain voucher or vouchers, properly certified, audited, and
156
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payable from the designated fund. A warrant is an order
on the Treasury to pay a given sum of money. When issued
it is a credit to the Cash account of a given fund.

(1) For warrants issued:
General Fund

Dr. Accounts Payable $2 907

Cr. Cash $2 907
A Special Revenue Fund

Dr. Accounts Payable $1 221

Cr. Cash $1 221

These entries are made monthly in total from the War-
rant Register.

Warrants on the Treasury if possible should be in such
form that they will constitute a negotiable draft payable at
the Treasury or at a designated depository. They should
be countersigned and registered by the Treasury before be-
ing issued, or a list of warrants issued against it should be
furnished the Treasury daily.

Another plan of accounting for warrants sometimes is fol-
lowed. Under it the paid warrants are returned daily or as
often as practicable by the Treasury and are then credited
to the Cash account. The accounting entries under this
plan would be as follows:

When warrants are issued:
For each fund
Dr. Accounts Payable
Cr. Warrants Payable
When canceled warrants are returned from the Treasury after pay-
ment:
For each fund
Dr. Warrants Payable
Cr. Cash

Interfund Transactions. Transactions between funds af-
fect the cash accounts of both funds. As already indicated,
these transactions should be effected by transfer through
journal entry rather than by the issuance of warrants, and
the reports should show all transfers separately.
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Illustration of transactions between funds has already
been given in Chapter VII. Further illustration is as fol-
lows:

(2) Repayment of part of interfund loan:
General Fund

Dr. Cash $2 000

Cr. Due from Special Fund $2 000
A Special Revenue Fund

Dr. Due General Fund $2 000

Cr. Cash £2 000

Petty Cash. Petty Cash or “imprest” funds to meet
emergency or petty items should be placed in the hands
of proper officers so that no payments may be made by
these officers out of incoming receipts.

When a petty cash fund is advanced to officers or em-
ployees, the entry is as follows, in the fund from which the
advance is made:

(3) Petty Cash Advance:
Dr. Petty Cash $500
Cr. Cash $500

The officer receiving such a fund then pays from it, by
check (sometimes required) or in cash, such bills as he is
authorized to pay. Periodically he prepares vouchers pay-
able to himself with receipts or other evidence attached cov-
ering the payments he has made. These vouchers are put
through the regular channels of payment the same as any
other expenditure (Chapter VIII), and the warrants thus
issued are used by the officer to replenish his fund. The
accounts opened for petty cash are not affected by these
transactions.

If the amount of petty cash or other working fund ex-
ceeds a nominal sum, a reserve to cover it should be set up
out of Unappropriated Surplus. This is to prevent the ap-
propriation of a sum for which there would not be sufficient
available resources to cover its expenditure. The following
additional entry would be required in such a case:
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Dr. Unappropriated Surplus
Cr. Reserve for Petty Cash

General Ledger Accounts. General Ledger accounts il-
lustrating cash transactions only, as described in this and
preceding chapters, are as follows:

GENERAL FUND ACCOUNTS

CasH

Receipts (Chapter VII) $13 818 | Transfer to Special Fund

(2) Transfer from Spe- (Chapter VII) $3 000
cial Fund 2 000 | (1) Warrants 2 907
(3) Petty Cash 500

PerrYy CAsH

(3) Advance $500 |

Dve rroM Specian Funp

Loan (Chapter VII) $3 000

(2) Transfer to Special
Fund £2 000

AcCcoUNTS PAYABLE

(1) Warrants $2 907 l Vouchers (Chapter VIII) $2 907

ACCOUNTS OF A SPECIAL REVENUE FUXND

CasH
Receipts (Chapter VII) 85 400 | (1) Warrants $1 221
Transfer from General (2) Transfer to General
Fund (Chapter VII) 3 000 Fund 2 000

Due 1o GeENERAL Funp

(2) Payment 22 000 I Loan (Chapter VII) $3 000

AccoUNTS PaAYaBLE

(1) Warrants §1 221 l Vouchers (Chapter VIII) $1 221

Fund Balance Sheets. The balance sheets of the respec-
tive funds, after giving effect to the transactions described
in this chapter, now appear as per Statement 8. (See Chap-
ter VIII for accounts not shown in this chapter.)
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STATEMENT 8—FUND BALANCE SHEETS

GeENERAL Funp

Cash $ 9 411 | Loans Payable ¢ 3 000
Petty Cash 500 | Due to Stores Fund 62
Taxes Receiv- Reserve for
able $46 700 Encumbrances 72
Less Uncol- Appropriations 2 71 477
lectible 2 092 44 608 | Unappropriated
Due from Special Fund 1 000 Surplus $2 500
Estimated Revenues ! 22 092 | Surplus Receipts 500 3 000
$77 611 T $77 61l
A SpeciaL ReveNue Funp
Cash $ 5 179 | Due to General Fund $ 1000
Taxes Receiv- Reserve for
able 837 300 Encumbrances 350
Less Uncol- Appropriations 2 47 420
lectible 1 656 35 644 | Unappropriated Surplus 1 000
Estimated Revenues? 8 956
'$49 779 $49 779

Summary of Receipts and Disbursements.

A summary

of the receipts and disbursements of all funds may be regu-
larly prepared in the form of Statement 9. This is a very

STATEMENT 9—SUMMARY OF RECEIPTS

AND DISBURSEMENTS

Balance | Receipts Disb Trans- | Balance
Fund Previous| (State- 18 utsrsc- fers This
Report | ment 5) [ ™" (Net) | Date
1. General Fund $13 818 | $3407 |[8$—1000( $9 411
2. A Special Revenue
Fund 5 400 1221 +1000} 5179
3. — Fund
Etc.
Totals $10 218 | $4 628 $14 590

1 Show revenues as deductions.
2 Show encumbrances and expenditures as deductions.
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useful statement because it shows the gross cash transac-
tions of the government. Information for it comes from
the cash accounts of the various funds, and the balances
shown by it are the balances of those accounts. These bal-
ances are used in the reconciliation of the Treasury bal-
ances, as later described. All funds, including those de-
scribed in later chapters, are incorporated in this statement.

If it is desired to show gross transfers instead of the net
figure as illustrated above, two transfer columns may be
used, one called Transfers In and the other Transfers Out.

Treasury Transactions. Assuming that the Treasury is
a regularly organized receiving and disbursing department,
the accounts required by it are ones with cash and with each
depository bank and one with each fund. If warrants are
registered by the Treasury before being issued, a Warrants
Payable account may also be used. The entries for the
more usual transactions are as follows:

(1) For amounts received by Treasury:

Dr. Cash $6 800
Cr.  General Fund $4 200
A Special Revenue Fund 2 600
(2) For deposits in depository banks by collecting officers:
Dr. Bank A 83 295
Bank B 3 250
Bank C 4 055
Cr. General Fund $9 100
A Special Revenue Fund 1 500
(3) For deposits by Treasury:
Dr. Bank A $1 600
Bank B 1 500
Bank C 1 100
Cr. Cash $4 200
(4) For warrants paid by Treasury:
Dr. General Fund $1 100
A Special Revenue Fund 1 000
Cr. Cash i $2 100
(6) For warrants paid by banks:
Dr. General Fund $1 703
A Special Revenue Fund 221
Cr. Bank A $681
Bank B 569

Bank C 674
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Treasury Accounts. The accounts of the Treasury, after
giving effect to the foregoing transactions, appear as fol-
lows:

Casu
(1) $6 800 | (3) $4 200
(4) 2 100
Bank A
2) $3 205 | (5) 2681
(3) 1 600
Bank B
(2) $3 250 | (5) 2569
(3) 1 500
Bank C
(2) 84 055 | (5) $674
(3) 1 100

GENERAL FunD

4) $1 100 { (1) $4 200

(5) 1703 | (2) 9 100

Transfers 3 000 | Transfers 2 000
A Specian Revenve Funp

(4) £1 000 | (1) £2 600

(5) 221 | (2) 1 500

Transfers 2 000 { Transfers 3 000

The balance sheet of the Treasurer’s accounts when kept
in this manner would be in the form of Statement 10. The
Treasurer’s accounts and all statements relating thereto
must cover all funds including those described in subse-
quent chapters as well as those included herein.

Sometimes it is not essential that the Treasury maintain
separate accounts with each fund, since these accounts are
kept in detail by the accounting officer. In such an event,
the Treasury maintains one account instead of several fund
accounts.
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STATEMENT 10—TREASURY BALANCE SHEET

Cash 8 500 | General Fund $9 497
Bank 4 214 | A Special Revenue Fund 3 879

Bank 4 181

Bank 4 481
$13 376 $13 376

If the Treasurer were authorized to make investment of
any funds in his possession instead of maintaining them in
cash or on deposit, an additional item of investments would
be added to this balance sheet. Additional entries for pur-
chase and sale of investments, receipt of income, and pos-
sibly accounting for premium and discount, would also ap-
pear in his accounts, as already described.

Frequently public bodies require that banks in which de-
posits of public funds are made pledge securities as col-
lateral to protect such deposits. Such securities would be
in the custody of the Treasurer, and a record thereof would
be required.

Treasury Statement. The Treasury Statement consists
of a statement of receipts and disbursements by funds for
the period covered, the receipts classified by dates, and the

STATEMENT 11—TREASURY STATEMENT

A Special
G;{:z;al Revenue | Total

Fund
Balance, previous report
Receipts (as per detailed schedule) $13300| $4100| $17 400
Total 13 300 4 100 17 400
Disbursements (as per lists of canceled
warrants) : 2 803 1221 4024
Transfers (net) —1000! +1000

Balance, date of this report $9497| $3879| $13 376
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disbursements supported by canceled warrants, as per State-
ment 11.

Reconciliation of Treasury and General Accounts. With
each Treasury statement, all canceled warrants are returned
to and verified by the accounting officer. A reconciliation
must then be made between the balances as reported by the
Treasury and the balances as shown in the general accounts.
These two balances are brought into agreement by allowing
for warrants issued but not yet paid by the Treasury and
for other transactions entered on the books of one but not
on those of the other. A statement of these differences is
made in the form of Statement 12.

STATEMENT 12—RECONCILIATION OF TREASURY BALANCE

Treasury Accounting
Balances Warrants | Receipts | Deposits Office
Fund Outstand- Not Not Balances
(State- . .
ing Deposited | Entered * | (State-
ment 11)
ment 8)
(Deduct) (Add) (Deduct)
General $9 497 $604 $ 518 $9 411
Special 3879 1 300 5179
Total $13 376 $604 $1 818 $14 590

* This represents deposits made in the Treasury but not yet recorded in the accounting
office.

If Warrants Payable accounts are maintained in the ac-
counting office, Column 2 of Statement 12 is not required.
Another column might be desirable in some cases. Such a
column would be for Payments Not Entered. It would
contain authorized payments made by the Treasurer which
had not yet been entered on the accounting office books.
Such payments might include notes, bond coupons, or in-
terest which are paid by the Treasurer upon presentation
of properly authorized evidence. Regular notice of such
payments should be made to the accounting office but there
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*might be a lapse of time, particularly at the end of an ac-
counting period when the accounting entries might not yet
have been made. The amounts in this column would ob-
viously be an addition to the Treasurer’s balance for recon-
ciliation purposes.



CHAPTER X
REVENUE FUNDS AND THE FISCAL PERIOD

Accounts Affected by Fiscal Period. The accounts re-
quired by the budget relate to designated fiscal periods. At
the end of each period, they must be closed, and new
accounts opened for the succeeding period. Since these
accounts are found in revenue funds, those are the funds
that are affected by this requirement.

Accounts of this nature include Estimated Revenues,
Revenues, Appropriations, Expenditures, and Surplus Re-
ceipts. Accounts of Cash, Receivables, Payables, and other
assets and liabilities are carried forward, also balances in
encumbrance accounts and any balance of Appropriations
required to cover encumbrances, as well as any deferred or
accrued items which may have been set up.

Estimated Uncollectible Taxes. This account may or
may not be in condition to be closed at the end of the fiscal
period. If the collection period corresponds approximately
to the fiscal period, then it should be adjusted or closed.
Taxes that cannot be collected should be charged to it and
Taxes Receivable credited. If the account shows a balance
in excess of the balance of the receivable, it is an indication
that not all the reserve has been required. The excess, and
possibly more, depending on prospects of further realiza-
tion, may then be credited to Revenues. If the account
shows a credit balance, it may be continued or, if considered
more than needed for future losses, may be partly or wholly
closed to Revenues. If there is a debit balance, then a
charge must be made against Revenues to balance it or to
set up a sufficient sum to meet all contingencies.

The nature of the entries, if any, to be made in accounts

for taxes receivable and reserves for losses depends on cir-
166
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cumstances. If the accounting system is on a cash basis,
no problem is presented since taxes are entered as revenue
only when collected. If the system is on the accrual basis,
care should be taken that the amount entered as revenue is
reasonably certain of collection within a reasonable period.
If the balance outstanding is doubtful as to collection, the
reserve against it should be made equal to the amount out-
standing and both accounts carried forward. It is not de-
sirable to write off taxes unless some flaw in the assessment
is found which renders them uncollectible. Otherwise they
should be carried on the books, even though delinquent.
with an adequate reserve to offset them.

Revenue Accounts. Estimated Revenues account has
been debited with the estimated revenue of the period.
Revenues account has been credited with the actual revenue
accrued. If the Estimated Revenues account exceeds the
Revenues account, it indicates that the actual revenue has
not reached the estimate. If the reverse is true, this is an
indication that the actual revenue has exceeded the esti-
mate. At the end of the fiscal period, the Revenues account
should be closed to Estimated Revenues. The latter ac-
count then will show the results of the period as compared
with the estimate. Its balance will agree with the total bal-
ance of the Revenue Ledger as to each fund. It will then
be closed to Unappropriated Surplus, the revenue ledger ac-
counts being closed at the same time.

Expenditures and Appropriations. Expenditures ac-
counts should be closed to Appropriations when the fiscal
year operations are complete. The Appropriations account
then shows the unerpended balance of appropriations. As
a general rule, the unencumbered balance of appropriations
lapses at the end of the fiscal period. A sufficient sum
should therefore be retained in the Appropriations account
to cover all encumbrances as shown by the Appropriation
Encumbrances account. The remainder should be closed to
Unappropriated Surplus.

Balances in appropriations and appropriation encum-
brances accounts after this is done are carried forward into
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the succeeding year, and should carry a designation to show
the year to which they belong, to distinguish them from
new accounts of the succeeding year. As already indicated,
the balance of Reserve for Encumbrances also is carried
forward. Expenditure transactions relating to these ac-
counts are handled in the succeeding year through them in
accordance with the regular procedure. If these expendi-
tures exceed the balance carried forward, the excess must be
charged to appropriations for the succeeding year. If they
are less than the amount carried forward, the sum remain-
ing is closed to Unappropriated Surplus as soon as all trans-
actions are complete.

Some governmental bodies follow the practice of closing
all appropriation and encumbrance accounts at the end of
each year, and transferring any unliquidated encumbrances
to the appropriations of the next year. When this is done,
no balances show in Appropriations, Appropriation Encum-
branches, or Reserve for Encumbrances after closing. How-
ever, the amount of encumbrances should be shown by foot-
note on the fund Balance Sheet. At the beginning of the
next year, entries should be made at once for all such en-
cumbrances by debiting Appropriation Encumbrances and
crediting Reserve for Encumbrances and by proper entries
in subsidiary appropriation ledger accounts.

Occasionally unencumbered balances are carried forward
to the succeeding period if it has been impossible to carry
out the expenditures for which the appropriations were
made. Usually this procedure occurs in connection with
some special project rather than with continuing activities.
In this event, the balance in the Appropriations account to
be closed to Unappropriated Surplus would allow also for
such items, and the remaining balance would exceed the
balance in Appropriation Encumbrances.

Amounts carried forward for expenditure in a succeeding
period sometimes are treated as reappropriations, and that
title is also used to describe them. Such a terminology
avoids duplication of appropriations for the same expendi-
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ture in two different periods, when the expenditure cannot
be completed in the period in which originally made.

Surplus Receipts. Surplus Receipts account should be
closed at the end of the fiscal period to Unappropriated Sur-
plus.

Unappropriated Surplus. The Unappropriated Surplus
account was credited at the beginning of the period with the
estimated revenues for the period. This item, together with
the net of actual revenues for the period over estimated
revenues or the reverse, has been closed back to it from the
Estimated Revenues account. The net credits to it on ac-
count of revenue, therefore, now represent the actual reve-
nues of the period.

It was charged at the beginning of the period with the
amount appropriated in the budget, in other words, with
the estimated expenditures. Any unencumbered balance
remaining in the Appropriations account, after allowing for
outstanding encumbrances, has been closed back to it after
closing actual expenditures from Expenditures account.
The net debits on account of appropriations, therefore, now
represent the total expenditures and commitments of the
period.

The account has also been credited with any surplus re-
ceipts which have accumulated during the period. Any
reserves set up or increased during the year would have
been charged to the account, and any decreases in reserves
credited to it. Its balance, therefore, now represents more
closely a real surplus or excess of the assets of the fund over
its liabilities and reserves. This balance is carried forward
and is available to meet appropriations of the succeeding
period. If a debit balance appears, it is an evidence of the
existence of a deficit, which must be made up out of revenue
in future periods.

If a separate account is maintained for the estimated
budget surplus of each fiscal year, such as Estimated Budget
Surplus, the closing entries (which have been described and
are later shown in journal entry form) will be made to it,
after which it will be closed to Unappropriated Surplus.
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The latter account in such a procedure is at all times the
real surplus account of the fund.

Summary of Transactions. The more common transac-
tions of revenue funds, all of which have been described in
detail in preceding chapters, are suimnmarized here to present
a complete picture of the operation of these funds in the
General Ledger:

(1) Budget estimate of revenue:
Dr. Estimated Revenues
Cr. Unappropriated Surplus
(2) Budget appropriations:
Dr. Unappropriated Surplus
Cr. Appropriations
(3) Cash receipts from temporary loans:
Dr. Cash
Cr. Temporary Loans Payvable
(4) Loan to another fund:
(a) In fund lending
Dr. Due from Special Fund
Cr. Cash
(b) In fund borrowing
Dr. Cash
Cr. Due to General Fund
(5) Tax levy:
Dr. Taxes Receivable
Cr. Estimated Uncollectible Taxes
Revenues
(6) Collection of old accounts or sale of old property:
Dr. Cash
Cr. Surplus Receipts

(7) Collection of taxes:

Dr. Cash
Cr. Taxes Receivable

(8) Collection of miscellaneous revenues:
Dr. Cash ‘
Cr. Revenues

(9) Orders and contracts placed:

Dr. Appropriation Encumbrances
Cr. Reserve for Encumbrances
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(10) Orders and contracts liquidated or “vouchered”:
Dr. Reserve for Encumbrances
Cr. Appropriation Encumbrances

(11) Vouchers audited:
(a) For expenditures
Dr. Expenditures
Cr. Accounts Payable
(b) For repayment of current loans
Dr. Temporary Loans Payable
Cr.  Accounts Payable

(12) Warrants issued:
Dr. Accounts Payable
Cr. Cash
(13) Refund on payment made in error:
Dr. Cash
Cr.  Expenditures
(14) Repayment of interfund loan:

(a) In fund lending
Dr. Cash
Cr. Due from Special Fund
(b) In fund borrowing
Dr. Due to General Fund
Cr. Cash

(15) Stores furnished by Stores Fund (see also Chapter XI):
Dr. Expenditures
Cr. Due to Stores Fund
(An entry similar to 14(d) would be necessary when cash is transferred
from the General Fund to the Stores Fund to cover an item such as 15.)
(16) Petty Cash set up:
Dr. Petty Cash
Cr. Cash
(An additional entry to set up a reserve to cover such an advance
may be necessary. See Chapter IX.)
(17) Transferring of money to Sinking Fund (see also Chapter XVII):
Dr. Expenditures
Cr. Cash
(18) Transferring of money to Assessment Fund for Public Benefit (sec
also Chapters XIV and XVIII):

Dr. Expenditures
Cr. Cash
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(19) Transferring of money and setting up payables to Utility Fund
for services (see also Chapter XIII):
Dr. Expenditures
Cr. Cash
Due to Utility Fund

(20) Setting up amount to be transferred from Utility Fund (sce also
Chapter XIII):
Dr. Due from Utility Fund
Cr. Unappropriated Surplus
(21) Setting aside working capital for stores or service departments
(see also Chapter XI):
Dr. Unappropriated Surplus
Cr. Reserve for Working Capital

(22) Paying capital over to Working Capital funds (see also Chapter

XI):
Dr. Advance for Working Capital
Cr. Cash

General Ledger Accounts. For purposes of illustration,
the accounts of representative revenue funds, as they might
appear at the end of a fiscal period, are exhibited herein
with a trial balance before closing. The amounts shown in
these accounts are not based on the actual transactions used
in the preceding chapters but are intended to represent the
total transactions for a fiscal year. Intries to close are then
given, also the balance sheet after closing, with which the
new period is opened before budget entries for that period
are made. A trial balance is presented of the accounts be-
fore making the closing entries, also a balance sheet after
these entries are made. The Balance Sheet, Statement 14,
thus shows the condition of the funds at the end of the fiscal
period, which is therefore the condition at the beginning of
the succeeding period, during which a similar series of trans-
actions and entries ensues.
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GENERAL FUND ACCOUNTS
CasH
(3) Loans & 5 000 (4) Transfer to Special
(6) Surplus receipts 2 500 Fund $ 3 000
(7) Taxes 51 240 | (12) Warrants issued 37 420
(8) Miscellaneous (16) To Petty Cash 500
revenues 23 560 | (17) Transfer to Sink-
(13) Refunds 18 ing Fund 4 260
(14) Transfer from (18) Transfer to Assess-
Special Fund 2 000 ment Fund 1 000
(19) Transfer to
Utility Fund 20 000
(22) Working Capital 7 000
- Balance 11 138
$84 318 $84 318
Balance $11 138

Perry CasH

(16) From Cash

$500 |

Taxes RecEIvABLE (YEAR)

(5) Levy 252 300 | (7) Collections 251 240
Balance 1 060
$52 300 $52 300
Balance 81 060 )
REVENUES

(¢) To Estimated Rev- (5) Taxes $50 208

enues $74 S00 | (8) Miscellancous rev-
enues 23 560

(b) Unused reserve for
taxes 1 032
$74 S()O 74 S00

EsTiMATED UNCOLLECTIBLE TAXES

(b) To Revenues 31 032 (57 Reserve $2 092
Balance o } 060 L
B $2 092 $2 002

Balance
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GENERAL FUND ACCOUNTS (Continued)

Dvue FroM UTiLiTY FUND

(15) From Earnings  $10 000 |

DuE FroM SpeciarL Funp

(4) Loan $3 000 | (14) Repayment $2 000
Balance 1 000
Balance $1 000
ADVANCE FOR WORKING CAPITAL
(22) Working Capital $7 000 |
EsTIMATED REVENUES
(1) Budget estimate $75 000 | (c) From Revenues $74 800
(f) To Unappropriated
Surplus 200
$75 000 $75 000
ACCOUNTS PAYABLE
(12) Warrants issued $37 420 | (11) Vouchersaudited  $40 260
Balance 2 840
$40 260 $40 260
Balance "$2 840
TeEMPORARY LoaANs PAvaBLE
(11) Vouchers audited  $5 000 | (3) Loan $5 000
Due 10 STOoRES FUND
Balance $560 | (15) Stores received $560
Balance $560
Dvue 10 UtiLity Funp
(19) Services $5 000
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GENERAL FUND ACCOUNTS (Continued)
RESERVE FOR ENCUMBRANCES
(10) Orders vouchered $37 400 | (9) Orders placed $40 800
Balance 3 400
$40 800 $40 800
Balance $3 400
APPROPRIATION ENCUMBRANCES
(9) Orders place(r— %10 S00 (l(ﬁ Orders vouchered  $37 400
Balance $3 400
sos0 | %10 50
Balance " 83 400
REsSeErRVE FOR WORKING CAPITAL
| (21) Working Capital $7 000
APPROPRIATIONS
(e) From Expenditures $66 062 | (2) Budget $72 500
(g) To Unappropriated
Surplus 3 038
Balance 3 400
$72 500 $72 500
| Balance "$3 400
SurprLUs RECEIPTS
(d) To Unappropriated B (6) Miscellaneous $2 500
Surplus ~$2 500
EXPENDITURES
(11) Vouchers audited  $35 260 (13) Refund $ 18
(15) Stores 560 | (e) To Appropriations 66 062
(17) Sinking Fund 4 260
(18) Assessment Fund 1 000
(19) Utility Fund E 000
$66 080 $66 080
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GENERAL FUND ACCOUNTS (Continued)

UNAPPROPRIATED SURPLUS

(2) Appropriations $72 500 | (1) Estimated Reve-
(21) Working Capital 7 000 nues $75 000
(f) From Estimated (20) From Utility Fund 10 000
Revenue 200 (d) From Surplus
Balance 10 838 Receipts 2 500
(g) From Appropria-
tions 3 038
$90 538 $90 538
T Balance $10 838

ACCOUNTS OF A SPECIAL REVENUE FUND

Casn
(4) Transfer from (12) Warrants ixsued 845 200
General Fund $ 3 000 | (14) Transfer to
(7) Taxes 38 760 General Fund 2 000
(8) Miscellaneous rev- Balance 4 960
enues 10 400
$52 160 $52 160
Balance 84 960 o

Taxes RECEIVABLE

(5) Levy $41 400 | (7) Collections 838 760
(a) Uncollectible 620

Balance 2 0‘..10

$41 400 $41 400

Balance " $2 020 o

EsTIMATED UNCOLLECTIBLE TAXES

(a) Uncollectible $ 620 | (5) Reserve $1 656
Balance 1 036
$1 656 $1 656

Balance ——:Si 036
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ACCOUNTS OF A SPECIAL REVENUE FUND (Continued)

REVENUES
(¢) To Estimated (5) Taxes $39 744
Revenue 850 144 | (8) Miscellaneous rev-
enues 10 400
3;50144 $50 144

EstimaTED REVENUES

(1) Budget estimate $50 000 (¢) From Revenues $50 144
(f) To Unappropriated
Surplus » __144
350 144 $50 144

AccOoUNTS PAYABLE

(12) Warcants issued 815 200 -(—i_l) Vouchers audited  $47 800
Balance 2 600
o $47 800 847 800
" | Balance $2 600
Duve 1o GExeraL Fuxp
(14) Repaid $2 000 | (4) Loan $3 000
Balance 1 000
T $3 000 3 000
| Balance “$1 000
RisERVE FOR ENCUMBRANCES
(_10) Orders vouchered  $23 600 (9) Orders placed $23 600
APPROPRIATION ENCUMBRANCES
(9) Orders placed 823 600 | (10) Orders vouchered $23 600
APPROPRIATIONS .
E(’; From Expenditures  $47 SO0 (2) Budget $19 000
(y) To Unappropriated :
Surplus 1 200 . _
$49 000 $49 000
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ACCOUNTS OF A SPECIAL REVENUE FUND (Continued)
EXPENDITURES
(11) Vouchers audited $47 800—77e‘)—'f;‘;\ppropriations $47 800
UNAPPROPRIATED SURPLUS
(2) Appropriations $49 000 | (1) Estimated Revenues $50 000
Balance 2 344 | (f) From Estimated
. Revenues 144
7 (g) From Appropriations 1 209
$51 344 $51 344
Balance 82 344
STATEMENT 13—TRIAL BALANCE
(At End of Fiscal Year, Before Closing)
GeNERAL Funp
Cash $11 138
Petty Cash 500
Taxes Receivable 1 060
Revenues $73 768
Estimated Uncollectible Taxes 2 092
Due from Utility Fund 10 000
Due from Special Fund 1 000
Advance for Working Capital 7 000
Estimated Revenues 75 000
Accounts Payable 2 840
Due to Stores Fund 560
Due to Utility Fund 5 000
Reserve for Encumbrances 3 400
Appropriation Encumbrances 3 400
Reserve for Working Capital 7 000
Appropriations 72 500
Surplus Receipts 2 500
Expenditures 66 062
Unappropriated Surplus 5 500

$175 160

$175 160
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STATEMENT 13—TRIAL BALANCE (Continued)

A SpeciaL REvENUE Funp

(Before Closing)

Cash $4 960
Taxes Receivable 2 640
Estimated Uncollectible Taxes $ 1656
Revenues 50 144
Estimated Revenues 50 000
Accounts Payable 2 600
Due to General Fund 1 000
Appropriations 49 000
Expenditures 47 800
Unappropriated Surplus 1 000

$105 400 $105 400

Closing Entries. At the close of the fiscal period, the
following entries are necessary in each revenue fund to close
the fiscal accounts:

JoURNAL ENTRIES TO GENERAL LEDGER

General Fund
(a) Estimated Uncollectible Taxes { (Use if required)
Taxes Receivable
(To write off uncollectible taxes)

(b) Estimated Uncollectible Taxes $1 032

Revenue $1 0328
(To elose unused reserve)

(c) Revenues $74 800
Estimated Revenues 74 800
(To close Revenues account)

(d) Surplus Receipts $2 500
Unappropriated Surplus $2 500
(To close Surplus Receipts account)

(e) Appropriations $66 062
Expenditures . $66 062 S
(To close Expenditures account)

(f) Unappropriated Surplus $200
Estimated Revenues $200 S
(To close Estimated Revenues account)
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(g) Appropriations $3 038
Unappropriated Surplus $3 038 S
(To close unencumbered balance of
Appropriations account)

For items designated “S,” entries must also be made in the various
accounts in the respective subsidiary ledgers to adjust or close out the
accounts of these ledgers.

Special Fund
Entries, similar to those preceding, are made in each special revenue

fund, as shown in the General Ledger accounts already presented
(pages 173-176).
STATEMENT 14—FUND BALANCE SHEET

(Revenue Funds After Closing at the End of a Fiscal Period, Showing
Balances Carried Forward into Succeeding Period)

GeNERAL Funp

Cash $11 138 | Accounts Payable $2 840
Petty Cash 500 | Due to Stores Fund 560
Due from Special Fund 1 000 { Due to Utility Fund 5 000
Taxes Receiv- Reserve for Encum-
able $1 060 brances 3 400
Less Uncollec- Reserve for Working
tible 1 060 Capital 7 000
Due from Utility Fund 10 000 | Appropriations $3 400
Advance for Working Less Encum-
Capital 7 000 brances 3 400
Unappropriated Surplus 10 838
$29 638 $29 638

A SpeciaL REveNUE Funp

Cash $4 960 | Accounts Payable $2 600
Taxes Receiv- Due to General Fund 1 000
able $2 020 Unappropriated Surplus 2 344
Less Uncollec-
tible 1 036 984
$5 944 $5 944

Alternative Method of Closing. In the illustration
shown, Revenues are closed into Estimated Revenues and
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Expenditures to Appropriations. Balances of these two ac-
counts would then be closed to Unappropriated Surplus.
An alternative method would be to bring closing balances
of Estimated Revenues and Appropriations into one ac-
count, thus showing the net result for the year which in
turn would be closed to Unappropriated Surplus.

Statement of Revenues, Expenditures, and Surplus.
The operations of revenue funds for a fiscal period should
be summarized in a statement similar to 15. This impor-
tant statement shows the revenues and expenditures of each
fund together with all other items which affect the surplus
of each fund. It then shows the net balance of unappro-
priated surplus at the close of the year in each fund, as per
the Balance Sheet.

Information for the statement comes from the unappro-
priated surplus accounts of the various funds. The figures
of revenues and expenditures should be supported by state-
ments giving details of each, as per Chapters VI, VIII, and
XIX.

Statement 15 is a supporting statement of unappropri-
ated surplus items in the Balance Sheet, Statement 14.
Revenues and expenditures are entered as shown by these
accounts and the excess of one over the other represents the
results of the year’s operations. Additions other than net
revenue consist of surplus receipts (per account), appropri-
ation from utility fund (see Chapter XIII), and any other
additions to surplus not included in revenues. Decreases
in reserves would also be added, such as reduction in work-
ing capital reserves (see Chapter XI) or decrease in Re-
serve for Encumbrances during the year.

Deductions consist of (1) excess of expenditures over
revenues, if this condition prevails instead of the reverse;
(2) increase in reserve for encumbrances (in the illustration
this is the total of encumbrances at the end of the year
since the statement covers the first year of a fund’s opera-
tion); (3) increases in other reserves, such as addition to
working capital reserve (see Chapter XI), and any other
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STATEMENT 15—STATEMENT OF
REVENUES, EXPENDITURES, AND SURPLUS
OF REVENUE FUNDS

A Special
G;::g"l Revenue
Fund
Balance of Unappropriated Surplus at beginning
of year
Add:
Excess of Revenues over Expenditures:
Revenue $74 800 | $50 144

Less Expenditures (refunds deducted) 66 062 | 47 800

$ 8738 | $2 344

Surplus Receipts 2 500

Appropriation from Utility Fund 10 000
Decrease in reserves (itemize) :
Unused balance of encumbrances at beginning .

of period "

$21 238 $2 344
Deduct:
Excess of Expenditures over Revenues
(To be substituted for the first entry above if

this condition exists)
Increase in Reserve for Encumbrances $3 400
Increase in other reserves 7 000

$10 400

Balance of Unappropriated Surplus at end of year | $10 838 | $2 344

items which decrease surplus and are not included in rev-
enues and expenditures.
Some items that may enter into this statement less often
are:
Additions:
Refunds of payments made in error in prior periods.

Deductions:
Refunds of revenues collected in error in prior periods.
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Comparison with Estimates. Comparison of actual rev-
enues with estimates and actual expenditures with appro-
priations is made in statements of these items as illustrated
in Chapters VI and VIII. However, this comparison may
be summarized in the Summary of Revenues, Expenditures,
and Surplus, if desired. In this event, a good method is to
make a statement showing for each revenue fund, with
columns (1) budget estimates; (2) actual operations.
Statement 15A is drawn up in this manner.

STATEMENT 15A—STATEMENT OF REVENUES,
EXPENDITURES, AND SURPLUS OF REVENUE FUNDS,
AND COMPARISON WITH BUDGET

A Special
General Fund Revenue Fund
Budget Budget
Estimate Actual Estimate Actual
Balance of Unappropriated
Surplus at beginning of
year
Revenues $75 000 | $74 800 | $50 000 | $50 144
Expenditures 72 500 | 66 062 | 49 000 | 47 800
Excess of Revenues over Ex-
penditures 2 500 8 738 1 000 2 344
Encumbrances outstanding at
end of year 3 400
Increase in other reserves 7 000
Excess of Revenues over Ex-
penditures and outstand-
ing Encumbrances 2 500 5 338 1 000 2 344
Add:
Surplus Receipts 2 500
Appropriation from Utility
Fund : 10 000
Balance of Unappropriated
Surplus at end of year 2 500 | 10 838 1 000 2 344




CHAPTER XI
WORKING CAPITAL FUNDS: STORES

Working Capital Funds. Working capital funds, some-
times called “revolving” funds, are those funds established
with a fixed amount of capital to take care of a manufactur-
ing or service operation which is self-sustaining in nature.
Their receipts may consist of sales of products to outside
parties or of transfers from other funds. Usually no defi-
nite estimate can be made of their operations and, unless
laws governing disbursements make it necessary, they are
not included in budgets or in appropriation acts. The prin-
cipal requirement is that the capital sums be kept intact,
being represented by cash, receivables, or inventory. There-
fore they are not expendable. They are most frequently
employed in internal operations, to serve other depart-
ments, though they may involve transactions with outside
parties.

Three classes of funds may be recognized as working cap-
ital funds:

1. Funds relating to a productive activity which are re-
imbursed for outlays by sales of products, as, for example, a
quarry or a furniture-manufacturing enterprise of a charitable
or penal institution.

2. Funds established to provide capital for a stores system,
organized to maintain a central stock of supplies to be requisi-
tioned by all departments of a government, the fund to be re-
imbursed for its outlays by transfers from other funds. Such
a plan commonly would be followed by a large institution or
municipality having many departments.

3. Funds established to provide capital for a service depart-
ment, organized to render service to all departments of a gov-

ernment, the fund to be reimbursed for its outlays by transfers
184
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from other funds. Examples are a construction and repair de-
partment, a printing shop, a photographic laboratory, a central
garage, an asphalt plant, a grain elevator.

Funds of a similar nature are also found among trust
funds in the form of loan funds. (See Chapter XV.)
Funds of Productive Activities. Working capital funds,

established for productive activities, may have the following
resources:

Cash.

Accounts Receivable.
Due from Other Funds.
Materials.

Work in Process.
Finished Stock.

Their obligations will consist of

Accounts Payable.
Due to Other Funds.

Capital (usually represented by advances from other funds).
Surplus.

The first step in the operation of such a fund is to provide
working capital. This is done by the transfer of cash from
the General Fund or occasionally by specific borrowing for
this purpose. This cash is expended for materials, labor,
and other costs of manufacture, all expenditures being at
all times represented by inventories of materials, work in
process, or finished goods. As it is sold, other assets, in the
form of Accounts Receivable or Due from Other Funds, are
increased and inventories are decreased. As cash is realized
from these sources, the process is repeated. If a profit is
made, a surplus of the fund is created, thus increasing the
working capital or providing funds with which to reduce
the capital furnished by the General Fund. If the profit is
turned over to the General Fund, it becomes a revenue of
that fund. If the enterprise is extensive, a suitable cost
accounting system would be essential.!

1 For a full discussion of cost accounting in a public body, see Morey
and Diehl, Municipal Accounting, Principles and Procedure.
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Funds of Stores and Service Departments. Operations
of stores and service departments may be handled through
the General Fund, especially when they are of minor extent.
However, when the scope of operations is large, it is more
satisfactory to establish one or more separate working capi-
tal funds for them. As already mentioned, this usually is
done by setting aside certain sums from the General Fund
and by paying them over to one or more special funds to
be used as permanent capital for those activities. The ac-
counting entries in the General Fund, incident to setting
aside such funds, have been shown in Chapter X.

The reason for setting aside a reserve out of surplus of
the General Fund in this situation is to avoid overexpend-
ing available resources of that fund. Advances to working
capital funds are of a more or less permanent nature and
do not constitute an asset of the General Fund that is avail-
able in cash. If no reserve is set aside out of surplus to
offset it, and the full amount of surplus of the fund is ap-
propriated, the fund would be without the resources neces-
sary to meet expenditures of those appropriations.

Scope of Stores and Service Departments. In govern-
mental and institutional organization it has become a com-
mon practice to organize certain departments to serve the
other departments carrying on the regular functions of gov-
ernment. Such departments have no governmental or pub-
lic function to perform but exist solely to facilitate the
operations of other departments by supplying materials or
rendering service in various ways. They are ordinarily
under the direction of the financial or operating division of
general administration. They fall commonly into two prin-
cipal classes.

1. Stores departments, organized to maintain a wholesalr.
stock of materials and supplies needed by various departments.

2. Service departments, such as the repair department, the
printing department, and others already mentioned.

Nature of Accounts. The transactions of such depart-
ments do not end with these departments but eventually
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are charged as expenses of the departments of government
which are served or which receive and use, in actual govern-
mental processes and operations, the materials furnished
through the stores or service departments. Their expendi-
tures, therefore, do not represent expense to the govern-
ment until recharged to the department finally benefited.
Until that time, expenditures on stores or service depart-
ments are really deferred charges, not expense, and there-
fore are not reductions in surplus.

The centralization of such transactions makes it possible
to handle through a single fund all bills of purchase or pay-
rolls, regardless of the department finally served, and then
to redistribute these expenditures, when final costs are
known or final distribution determined upon, to the correct
funds and appropriations. In respect to supplies particu-
larly, when purchased in wholesale quantity in advance
of actual requirement, the funds and appropriations can be
determined only when such supplies are requisitioned by
departments in need of them. In operations involving labor,
the practical difficulty of charging each workman’s payroll
to the various funds and appropriations necessary, if he
is working on various jobs, is eliminated by the handling of
the whole matter through a temporary or deferred account
until the final cost is determined; at that time the proper
fund and appropriation are charged in accordance with the
department or activity served, and the deferred account is
credited.

STORES SYSTEM

Purpose and Scope. A central stores system in a govern-
ment is organized for the purpose of maintaining a stock of
materials, commonly and constantly required by the various
departments, so that these materials may be ready for
immediate delivery whenever needed. The stores system
rarely provides for the sale of materials to the general
public, and problems similar to those of a retail selling
establishment are therefore not ordinarily present.
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Classification of Stores. Some materials that may be
handled to advantage in a central stores system are

1. Stationery and office supplies.

2. Building and plant supplies.

3. Chemical and laboratory supplies.
4. Hospital supplies.

5. Food supplies.

The possibilities vary, of course, under different condi-
tions and circumstances. These various items may be
handled in separate storerooms or in different departments
of the same storeroom, always under central administration.
In either method of handling, accounts should be kept
with each storeroom or stores department if it is at all
practicable.

Procedure of Operation. In the operation of a stores
system, the first step (after providing the capital for
operation as already described) is the purchase of stores
for stock by the central purchasing officer. These materials
are held in the respective storerooms awaiting requisitions
of departments. When the purchasing officer receives req-
uisitions that can be filled from stock, he issues for each
such requisition a “stores order,” a copy of which with
prices is returned to the accounting department to be used
as a basis for charging the proper fund and appropriation
and for crediting Stores.

Cost Elements and Price Basis. A governmental stores
system is not operated for profit. Financially, it is expected
to supply departments with materials at the lowest possible
cost, and at not more than cost. Elements of cost for this
purpose consist of the following:

1. The purchase or invoice cost of the goods.

2. Freight and other direct expense.

3. The expense of operation of the storeroom, including
wages, delivery expense, and handling expense, and also losses
resulting from shrinkage and depreciation.

The last item ordinarily does not include depreciation on
capital expenditures for equipment, such as buildings or
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facilities. Usually they are entered as general government
expenditures and not amortized through charges to depart-
ments. They may, however, be so treated. Some govern-
mental bodies even do not treat stores operating expense
as a part of stores cost but provide for this expense by
general appropriation.

In determining the price at which a given article is
charged out, Items 1 and 2 can be accurately calculated
for the minimum distributing unit determined upon. Item
3, however, is of such a nature that it cannot be definitely
allocated to any particular article. It must be distributed,
therefore, on an arbitrary basis in such a way that it is
entirely disposed of. This is accomplished by means of
an ‘“overhead rate,” usually based on the relation between
direct cost (Items 1 and 2) and total overhead (Item 3)
for a given period. In the first period of operation, an
estimate is necessary. After that, the rate can and should
be adjusted in accordance with the experience of the
previous period. It should be kept at such a point that
the amount of overhead charged to materials disbursed on
departmental requisitions equals as nearly as possible the
overhead cost for a given period.

Price basis of goods from stock, therefore, consists of
direct cost plus a fixed percentage added to cover overhead.

Accounting Procedure. The first step in the inaugura-
tion of a stores system is the setting aside of working capital
to cover the operations. Procedure for this in the General
Fund has already been described. The entry for receipt of
this working capital by the Working Capital Fund is as
follows:

(1) To enter working capital received:

(Cash Receipts Journal)
General Ledger
Dr. Cash . $7 000
Cr. Due General Fund for Working Capital $7 000

When stores are ordered, purchase orders are issued the
entry for which, if a General Ledger control of orders is
desired, is as follows:
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(2) For stores ordered:

(Order Register)
Dr. Stores Encumbrances $4 100
Cr. Reserve for Encumbrances $4 100

When vouchers are audited on above purchase vouchers,
the following entries result:

(3) To liquidate purchase orders for stores received:

(Order Register)
Dr. Reserve for Encumbrances $2 900
Cr. Stores Encumbrances $2 900

(4) For vouchers on same:

(Voucher Register)
General Ledger

Dr. Stores $2 920
Cr. Accounts Payable $2 920
Stores Ledger
Dr. Store A $ 810
Store B 1 040
Store C 640
Store D 430

A similar entry is made also for payment of expenses of
storeroom operation:

(5) For vouchers for expense of operation:

(Voucher Register)
General Ledger
Dr. Stores $150

Cr. Accounts Payable 8150
Stores Ledger

Dr. Store A

Store B

Store C

Store D

REZE

(6) For warrants issued:

Dr. Accounts Payable $2 500
Cr. Cash $2 500

The debit accounts with Stores and Stores Encumbrances
stand as an offset to Stores Capital, and their sum must not
exceed the latter. Any difference represents the unencum-
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bered balance available to be applied to further purchases.

Accounting for Issuance of Stores. Authority for
issuance of stores comes through the “stores order” issued
by the purchasing department. A copy of this order, or
voucher corresponding to it, with articles, prices, and total
charge, is returned to the accounting department, where
entry is made in the Stores Order Register. Posting is
made from this register to individual appropriation accounts
in the Appropriation Ledger for each stores order, entries
being made in “transfer debits” column. At the end of the
month the columns in the Stores Order Register are totaled
and posting is as follows:

(7) To post Stores Order Register:
General Fund (see Chapter X)
General Ledger
Dr. Expenditures $560
Cr. Due to Other Funds $560
Appropriation Ledger
Dr. Individual accounts
(See Entry 4, Chapter VIII)
Working Capital Fund
General Ledger

Dr. Due from Other Funds $560
Cr. Stores 8560
Stores Ledger
Cr. Store A $220
Store B 340

When thus entered, stores become current expenditures
of the fund and department to whose appropriation they
are charged.

These interfund accounts are distinct from the accounts
relating to advances for working capital and are not to be
in any way combined with them. Transfers of cash for
current transactions should be made frequently, at least
monthly. When a transfer is made from another fund to
cover stores which are issued and are chargeable to appro-
priations of that fund, the usual procedure is followed:
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(8) For transfer of cash to cover stores charges (General Journal)
General Ledger
General Fund
Dr. Due to Other Funds $400
Cr. Cash $400
Working Capital Fund
Dr. Cash $400
Cr. Due from Other Funds $400

Subsidiary Records. A subsidiary ledger containing the
accounts with the various storerooms or stores departments,
called the Stores Ledger, is desirable. This may be an
ordinary double-entry ledger, and contains an individual
account with each storeroom. These accounts are respec-
tively debited with (1) purchase vouchers and (2) expense
vouchers, and credited with stores orders from the Stores
Order Register. The total balances at any balancing date
must agree with the net balance of the Stores account in
the General Ledger.

Separate accounts may be maintained for “expense” or
“overhead.” This would be for the purpose of showing the
amount of such expense more readily and for separating
it from the purchase transactions. The charges to such
expense accounts are a part of the total cost of stores at
any date, and must be considered in reconciling the book
value of stores to the physical inventory.

A detailed perpetual inventory record also should be
maintained, in looseleaf or card form. A separate sheet
is needed for each item in stock, showing quantities received
and disbursed and the present quantity balance, together
with information as to description, cost, price, etc. Purchase
vouchers and stores orders are posted individually to it,
as to quantities.

Inventories. Once each year, or more often if practi-
cable, a complete physical inventory of all stock is taken.
This inventory is checked against the perpetual inventory
record, and the differences are adjusted. It is then priced
at the cost price of each item. Next it is checked against
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the balance for each storeroom, as shown by the Stores
Ledger, and every effort made to trace and account for any
considerable difference. The book balances may then be
adjusted to the actual inventory balances as follows:

General Ledger

For excess of physical inventory over book balance at end of year:
Dr. Stores
Cr. Surplus
For deficit of physical inventory over book balance at end of year:
Dr. Surplus
Cr. Stores
Stores Ledger

Entries to individual stores accounts

No substantial amount of surplus should be allowed to
accumulate in the Working Capital Fund. If a surplus
of any considerable amount arises in any year, it should be
transferred to the General Fund. The rate of overhead
should also be adjusted to prevent the recurrence of this
condition.

General Ledger Accounts. The general ledger accounts
of the Working Capital Fund, as they are affected by the
foregoing outline and transactions, are as follows:

WORKING CAPITAL FUND ACCOUNTS

CasH
(1) Cash advanced from (6) Warrants issued for
General Fund as purchase and ex-
working capital §7 000 pense vouchers $2 500
(8) Transfers from other
funds for stores is-
sued 400 |
STorEs
(4) Stores purchase (7) Stores orders covering
vouchers $2 920 stores issued $560
(5) Vouchers for expense
of storercom opera-
tion 150
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Balance (debit) represents cost of balance of stock on
hand and controls the Stores Ledger. (A separate account
may be kept for Expense.)

StorEsS ENCUMBRANCES

(2) Purchase orders for (3) Purchase orders for
s.tores ordered (es- stores received (es-
timated cost) 84 100 timated cost) $2 900

Balance (debit) represents outstanding orders for pur-
chase of stores at estimated cost.

The accounts of Stores and Stores Encumbrances, il-
lustrated above, appear in the current balance sheet as
follows:

Stores:
Inventory XXX
Outstanding Orders XXX

RESERVE FOR ENCUMBRANCES

(3) Purchase orders filled $2 900 | (2) Purchase orders issued $4 100

SurpLus

Charged with loss in inventory I Credited with gain in inventory

Due GeNEraL Funp ror WorkING CAPITAL

| (1) Working capital $7 000

AccounTs PAYABLE

(6) Warrants issued $2 500 | (4) Vouchers audited $2 920
(5) Vouchers audited 150

Due rroM OruER FunDs

(7) Stores orders $560 | (8) Transfers $400

Stores Ledger Accounts. The subsidiary Stores Ledger
contains accounts with individual storerooms or stores
departments, if more than one.
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Store A
(4) Purchases 8810 | (7) Stores issued $220
(5) Expenses 40
Store B
(4) Purchases $1 040 | (7) Stores issued $340
(5) Expenses 50
Store C
(4) Purchases $640
(5) Expenses 35
Store D
(4) Purchases $430
(5) Expenses 25

Stores Reports. Monthly reports of the operations of the

stores system should be prepared in the form of Statements
16 and 17.

STATEMENT 16—STATEMENT OF STORES OPERATIONS

Store- | Previous Purcl:iqsos‘ Stores | Present tz? \:;' Totals
room | Balance an Issued | Balance | S/3NAINE ota
Expense Orders
- ’ |
A $ 830 $220 $630 $200 $ 830
B 1 090 340 750 600 1 350
C 675 675 400 1075
D 455 455 455
Totals $3 070 $560 $2 510 $1 200 23710
1 2 3) 4) (5) (6)

(1) Beginning balance of Stores account, General Ledger.

(2) Total debita to Btores account, General Ledger; see also Voucher Register. If separate
aooounts are kept for Expense, there should be a separate column for this item.

(83) Total Credits to Stores account, General Ledger; see also Stores Order Register.

(4) Closing balance of 8tores account, General Ledger.

(8) Balanoe of Stores Encumbrances account, General Ledger.

(6) Difference between this total and balance of Working Capital account indicates working
balance if any. No deficit should be permitted.
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STATEMENT 17—WORKING CAPITAL FUND BALANCE
SHEET

(Covering Stores Operations'Only)

Cash $4 900
Due from Other Funds 160
Stores:
Inventory $2 510
Outstanding
Orders 1200 3710
$8 770

Accounts Payable $ 570
Reserve for Encum-
brances 1200

Due General Fund for
Working Capital

38 770

General Fund Accounts.

The accounts of the General

Fund, as exhibited in Chapter X, after giving effect to
the transactions described in this chapter, appear as per
Statement 18. By reference to the Working Capital Fund
Balance Sheet, Statement 17, the relation between the
accounts of the two funds will be evident.

STATEMENT 18—GENERAL FUND BALANCE SHEET

Cash $10 738
Petty Cash 500
Advance for Working

Capital

Due from Special Fund

7 000
1 000
Due from Utility Fund 10 000

$29 238

Accounts Payable $2 840
Due to Other Funds 160
Due to Utility Fund 5 000
Reserve for Encum-

brances 3 400
Reserve for Working

Capital 7 000
Unappropriated Surplus 10 838

$29 238




CHAPTER XII
WORKING CAPITAL FUNDS: JOB ACCOUNTING

Purpose and Scope. In governmental accounting, job
accounting is used in connection with the operation of cer-
tain service departments, already mentioned in Chapter XI,
to determine the cost of each item of service undertaken by
these departments, on the basis of which a correct charge
can be made against the department benefited; also to de-
termine the costs of various items of operation, particularly
physical plant operation, such as upkeep and repair of vari-
ous public buildings and other properties, and the costs of
certain types of operations, such as street cleaning and
street sprinkling.

General Procedure. Job accounts are opened either by
setting up a series of accounts covering the various opera-
tions to be reported upon regularly, known as “standing
jobs”; or by issuing a “job order” for a special piece of work
to be done. The former method is used for continuous op-
erations, and reports of costs are made monthly; the latter
is used for all other work.

The operations of a job system are best handled through
a working capital fund, set up in the manner described in
Chapter XI.

A subsidiary set of balanced accounts is maintained in
the department office of each service department operated,
while a single control account for each service department
is kept in the general accounting office. The details of costs
are entered in individual job accounts in the department
office. In the general office, the control account is charged
for all costs incurred and credited when jobs are reported
as complete, the proper fund and appropriation then being

charged.
197
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The outline given herein covers the operations of one
service department. In practice, the title “service depart-
ment” would be replaced by accounts bearing the names of
specific departments, such as repair department, printing
department.

When a job order is issued, an estimate is made of the
cost and an entry made in the general office accounts, the
same as for a purchase order, a register of job orders being
maintained.

(1) For job orders issued (Estimated Cost):
In General Fund—already entered and included in encumbrance:
in Statement 18
General Ledger
Dr. Appropriation Encumbrances $1 200
Cr. Reserve for Encumbrances $1 200
Appropriation Ledger
Dr. Individual accounts
In service department, open individual job account in Job
Ledger
(This part of the procedure usually is not followed with respect to
standing jobs. A monthly or quarterly allotment for their estimated
cost, based on work programs, more commonly is made.)

Elements of Cost. Items of cost on job accounts may
be classified as follows:

1. Labor—including all direct labor on account of the work
or process covered by the order.

2. Material—all material actually used on the job, at pur-
chase price or price charged from storeroom, less credit for
material returned.

3. Miscellaneous—all items of direct chargeable cost not in-
cluded under labor or material, such as telephone and telegraph
charges and expense of plans.

4. Overhead—costs, such as salaries of foremen or clerical
and office expense, which are not directly chargeable to any
specific job, but which must be prorated to all jobs on some
fixed basis to be determined.

Labor. The source of information concerning labor
chargeable to various job accounts is the daily labor reports
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of employees and foremen. These reports show names,
hours, kind of work, and job distribution of the time of all
workmen. They are computed at the respective rates of
pay and posted in the service department office:

1. To payroll records, under individual names.
2. To individual job accounts and in total to controlling ac-
counts, as follows:

(2) For daily labor reports:
In service department
General Ledger

Dr. Jobs in Process $2 100
Overhead 100
Cr. Labor $2 200
Job Ledger

Dr. Individual job accounts

As certain items of labor (also material and miscellaneous)
are general in nature and not chargeable to any specific job,
these sums must be charged to Overhead, awaiting distri-
bution on some fixed basis; hence the item Overhead ap-
pearing in the above entry and in subsequent entries for
material and miscellaneous expense.

From the payroll records the payroll vouchers are pre-
pared, either weekly, bi-weekly, or monthly, to be certified
and forwarded to the general office, for payment and entry.
Accounting entries are as follows:

(3) For payroll vouchers:
In service department
General Ledger
Dr. Labor $2 000
Cr. General Office $2 000
In general office
Working Capital Fund

Dr. Service Department $2 000
Cr. Accounts Payable $2 000
Dr. Accounts Payable $2 000
Cr. Cash $2 000

The account for Labor is needed in the service depart-
ment office accounts for the reason that labor payrolls are
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ordinarily made up only at periodical intervals whereas la-
bor is reported and entered daily, Any balance in the ac-
count would be a credit balance and would represent the
amount of labor accrued and entered in the job accounts
for which payrolls had not been sent through.

Material. Material for use on job work is secured either
through the stores sytem or by direct purchase. When is-
sued through the stores system, requisitions covering mate-
rials issued to each job serve as a basis of daily charge to
respective job accounts and of daily, weekly, or monthly re-
ports to the general office on a stores order. Entries relating
to material from stores are as follows:

(4) For requisitions of materials from stores for jobs:

In service department accounts
General Ledger (daily, weekly, or monthly)

Dr. Jobs in Process $1 600
Overhead 100
Cr. Material $1 700
Job Ledger

Dr. Individual job accounts (daily)
(5) For stores orders:
In service department accounts (daily)
Dr. Material $1 700
Cr. General Office $1 700
In general office accounts (daily, weekly, or monthly)
Working Capital Fund
Dr. Service Department $1 700
Cr. Stores $1 700

For material purchased directly for jobs, the accounting
procedure is the same as for miscellaneous expense (see be-
low); in the general office, purchase orders for jobs are a
charge to Service Department Encumbrances and a credit
to Reserve for Encumbrances if it is desired to maintain a
general ledger control for such orders.

Miscellaneous. Items of miscellaneous expense usually
consist of minor vouchers in form for payment and are
treated as follows:
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(6) For miscellaneous expenses on jobs:
In service department accounts
General Ledger

Dr. Jobs in Process $100
Overhead 20
Cr. General Office $120
Job Ledger

Dr. Individual job accounts
In general office accounts
Working Capital Fund
Dr. Service Department $120
Cr. Accounts Payable $120

Overhead. Overhead expenses are charged to a general
overhead account in the service department accounts. An
estimate is made of the overhead for a given period, and on
this basis a fixed plan of charging overhead to jobs is deter-
mined upon. This may be a fixed percentage on direct
labor cost or some other practicable basis. In such an activ-
ity as a printing department or manufacturing operation a
well-organized cost system would be necessary. When any
job is closed out, the amount of overhead chargeable to it
on this basis is determined and the following accounting
treatment used:

(7) For distribution of overhead to jobs:
In service department accounts
General Ledger
Dr. Jobs in Process $100
Cr. Overhead $100
Job Ledger
Dr. Individual job accounts

The balance in the Overhead account at any time repre-
sents the amount of undistributed overhead. A careful
check of this balance should be maintained and an adjust-
ment of the rate or method of distributing overhead made
whenever it appears that the undisposed-of balance is ac-
cumulating or that a surplus is arising,.

Equipment in Working Capital Funds. Under some con-
ditions, equipment and even land and buildings may be ac-
quired by the working capital fund with the provision that
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their cost be amortized out of charges made for service ren-
dered by departments operating through that fund. In
that event, the purchase of such assets would be a debit to
fixed asset accounts in the Working Capital Fund and a
credit to Cash. The charge on all jobs in the service depart-
ment accounts would include a sum for depreciation on
these assets, either as a direct charge or through Overhead
account. In the general office, the service department
would be charged for this depreciation, and an account for
accrued depreciation credited. These entries would be
continued until the cost of the asset is equaled by the credits
to Reserve for Depreciation.

Completed Jobs. When all costs against a given job are
in, or at the end of each month for standing jobs, the over-
head is computed and entered and the job is ready to be
“closed out.” A Job Cost Voucher is then prepared, giving
the details of cost. This voucher is entered as follows:

(8) For job cost vouchers:
In service department
General Ledger
Dr. General Office $1 220
Cr. Jobs in Process ' $1 220
Job Ledger
Cr. Individual job accounts
In general office
General Ledger
In General Fund
(a) Dr. Reserve for Encumbrances $1 200
Cr. Appropriation Encumbrances $1 200
(b) Dr. Expenditures 81 220
Cr. Due Working Capital Fund $1 220
In Working Capital Fund
(¢) Dr. Due from Other Funds $1 220
Cr. Service Department $1 220
Appropriation Ledger
Post to individual accounts

A chart of the procedure for job accounts is presented in
Illustration IV.

Service Department Accounts. The accounts of a service
department consist of a General Ledger and a subsidiary
ledger for individual job accounts. The accounts of the
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General Ledger in that office are more or less extensive, de-
pending on the nature of the activity and whether a com-
plete cost accounting system is required. For a situation
not requiring such a system the accounts illustrated here-
with will suffice. The account Jobs in Process is a control-
ling account for the subsidiary Job Ledger. The account
General Office is the connecting account between these
books and the accounts of the general office and must at all
times agree with or be capable of reconciliation with the
account for the particular service department in that office.

JoBs 1IN PRrOCEss

(2) Labor $2 100 | (8) Jobs closed $1 220
(4) Material 1 600
(6) Miscellaneous 100
(7) Overhead 100
(Controlling account for Job Ledger)
OVERHEAD
(2) Labor 8100 | (7) Overhead charged to
(4) Material 100 jobs $100
(6) Miscellaneous 20
LaBor
(3) Payrolls $2 000 I (2) Labor reports $2 200
GeNERAL OFFICE
(8) Job cost vouchers $1 220 | (3) Payrolls $2 000
(5) Stores Orders 1 700
(6) Miscellaneous expense 120
MATERIAL
(5) Stores Orders $1 700 | (4) Requisitions $1 700

ILLUSTRATION III—SERVICE DEPARTMENT GENERAL
LEDGER TRIAL BALANCE

Jobs in Process . $2 680
Overhead 120
Labor $ 200
General Office 2 600

$2 800 2 800

The balance of Jobs in Process must agree with the sum of balances
of the Job Ledger.
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The balance in the General Office account must reconcile
with the balance in the Service Department account in the
Working Capital Fund accounts in the general office. (See
Statement 19.)

Working Capital Fund Accounts in General Office. The
transactions described in this chapter are handled through
the Working Capital Fund in the general office, the accounts
of which have already been set up in part in Chapter XI.
An additional account is now required with the Service De-
partment, but otherwise the transactions affect only ac-
counts already opened. The account Service Department *
agrees with or must be capable of reconciliation with the
account General Office in the service department office at
all times. The accounts opened in Chapter XI are shown
here with effect given to the transactions in this chapter.

WORKING CAPITAL FUND ACCOUNTS

CasH
Chapter XI 87 400 | Chapter XI $2 500
(3) Warrants issued 2 000

SToRES
Chapter XI $3 070 | Chapter XI $ 560

(5) Stores issued to jobs 1 700

STorRES ENCUMBRANCES

Chapter XI $4 100 | Chapter XI $2 000

SerRvICE DEPARTMENT!

(3) Labor payrolls $2 000 | (8) Job cost vouchers $1 220
(6) Material 1 700
(6) Miscellaneous 120

1This title is illustrative only. In practice it would be replaced by the
title of the specific department covered.
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WORKING CAPITAL FUND ACCOUNTS (Continued)

SErvICE DEPARTMENT ENCUMBRANCES

Estimated cost of orders
placed chargeable direct

Estimated cost of pur-
chases chargeable direct

to job orders $ to job orders, when
vouchered $
RESERVE FOR ENCUMBRANCES
Chapter XI $2 900 | Chapter XI $4 100

Estimated cost of orders
vouchered .

Estimated cost of orders
placed

AccoUNTs PAYABLE

Chapter XI $2 500 | Chapter XI $3 070
(3) Warrants issued 2 000 | (3) Labor payrolls 2 000
(6) Miscellaneous 120
Due FroM OTHER FUNDS
Chapter XI $ 560 | Chapter XI $400
(8) Job cost vouchers 1220
CariTAL
From General Fund
(Chapter XI) $7 000

STATEMENT 19—WORKING CAPITAL FUND BALANCE

SHEET
Cash $2 900 | Accounts Pavable $ 6™
Stores: Reserve for Encum-
Inventory $ 3810 brances 1 200
Outstanding Capital 7 000
orders 1200 2 010
Service Department 2 600
Due from Other Funds 1 380
$3 890 $3 890

General Fund Accounts.

The balance sheet prepared

from the accounts of the General Fund, as stated at the
close of Chapter XI, after giving effect to the transactions
described in this chapter, appears as per Statement 20.
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STATEMENT 20—GENERAL FUND BALANCE SHEET

Cash %10 738 | Accounts Payable $ 2 840
Petty Cash 500 | Due to Working Capi-
Advances for Working tal Fund 1 380
Capital 7 000 | Due to Utility Fund 5 000
Due from Special Fund 1 000 | Reserve for Encum-
Due from Utility Fund 10 000 brances 2 200
Reserve for Working
Capital 7 000
Unappropriated Surplus 10 818°

$29 238 $29 235

A statement of operations should be compiled regularly
for each service department. Statement 21 is illustrative
of a form that will meet the needs of the kind of activity
described herein. For a manufacturing enterprise a more
extended statement of a commercial type is needed.

STATEMENT 21—STATEMENT OF SERVICE DEPARTMENT

OPERATIONS
CosTs:
Direct (charges to Jobs in Process):
Labor $2 100
Material 1 600
Miscellaneous 100 $3 800
Indirect (charges to Overhead):
Labor $100
Material 100
Miscellaneous 20 220
$4 020
CrepITS:
Jobs closed out 1220
BALANCE: $2 800
Consisting of: Jobs in process $2 680
Undistributed overhead 120
—  $2 800

11t is assumed that the expenditure entered in this chapter has been
closed and the appropriation properly adjusted.
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CHAPTER XIII
UTILITY FUNDS

Scope. Many municipalities and a considerable number
of other governmental bodies own and operate various types
of utilities for rendering service to the general public.
Among these enterprises may be mentioned electrical
plants, water departments, transportation systems, and
other services.

These activities are of a business nature, and the accounts
for them should show operating results in terms of profit
or loss and their financial condition in terms of present val-
uation. The accounts that are needed, therefore, differ from
those required for the ordinary departments of government
and correspond more closely to the accounts of similar en-
terprises, privately owned and operated.

Nature of Funds. Separate funds are desirable to ac-
count properly for governmental utilities, and it is usually
preferable to have a separate fund for each distinct utility.
All the transactions which arise in connection with the util-
ity should be recorded in this fund. This is true even
though some of the transactions seem to have other charac-
teristics, such as those of trust funds, bond funds, sinking
funds, and fixed assets and liabilities. The accounts and
transactions which result in entries in these funds should be
handled in much the same way as would be true if the util-
ity were privately owned. This is in contrast to some of
the procedures given for other governmental funds.

Transactions having the elements of a trust in them may
arise, such as when a deposit is made by a consumer, which
deposit may have to be returned to him at a later date. A
separate trust fund should not be set up under these condi-
tions. The entry should be made in the Utility Fund, the

208
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trust obligation being shown by the use of proper accounts
therein.

Bonds will almost always be used in partially financing
construction and improvements in the utility, so that char-
acteristics of the Bond Fund are present. Again such trans-
actions should be recorded in the utility fund, a separate
bond fund not being used. The amount available from such
issues for the designated purposes may be segregated by the
proper designation within the accounts of the Utility Fund.

Cash and securities may be accumulated for the retire-
ment of bonds issued for the Utility Fund, so that a sinking
fund feature appears. Such sinking fund entries would be
recorded in the Utility Fund in the same manner as in a
privately owned business. A separate sinking fund in the
sense of a different group of accounts should not be em-
ployed.

Fixed assets and liabilities will arise in connection with
the utility. They should be entered in the Utility Fund. A
separate group of accounts for fixed items should not be
used for them, although the surplus shoul