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PREFACE 

Within tM last few years several valuable treatises 
have been written on publio finanoe. These books usually 
cover the theory and ge~eral aspects of the subject and 
only incidentally touch on financial organization and ad-I 
ministration. They give little or no space to financial 
methods and procedure in oity governments. These are 
treated, if at all, in special books, reportc.,.and periodi
cals. There is no oomprehensive, single treatment of 
publio finance as applied to city governments. And yet 
the financing of such governments has beoome extremely 
important because of the rapid growth of cities and the 
wide expansion of munioipal activities. 

The present volume is intended to give a oomprehen
sive treatIVent of this neglected subject. It attempts to 
present the various elements of the subject in a synthetio 
manner, as related to one "nother and to the whole field 
of finance. The approach is from the ~g!l!atic point I .I 
of view, emphasis being placed on practical and efficient 
financial administration. The method of treatment is 
~~l)i!"tr.alLtbeory is reduced to a minimum. The cri-"/ 
feria used are based on experience and practice. The 
aim is frankly to outline a finanoial system which city 
governments may adopt and use. Many city authorities, I .I 
no doubt, will. find that they cannot install this system in 
its entirety on account of state laws and local conditions. 
For them it represents an ideal towsrd which they may= 
work. 

This book is ~to be regarded as an exhanstive treat-I 
ment of municipal finance. It merely lays out the broad 
outlines of the subject. A. volume, in fact, might be writ- .. ., 
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ten on each chapter which this book contains. For this 
reason, it has not been an easy matter to determine what 
should be included and what should be- left out. We hope, 
however, to have succeeded in setting forth, at least, the 

I most essential things in the field of municipal finance. 
The work of the New York Bureau of Municipal Re-

/ search in city finance forms the background of this book. 
For a period of twenty years this organization has given 
special attention to financial administration and methods 
in city governments. It has conducted more than a hun-

/dred surveys of city governments scattered throughout 
this country and Can!lda and has assisted in many in
stances in the complete overhauling of the financial sys
tems of these governments. From this experience much 
of the material of this book has been drawn. 

While this book has been written mainly for city ad-
I ministrators, councilmen, financial officers, and those 
interested in the practical side of municipal finance, it 

lis hoped that it will be serviceable to teachers and stu
dents. As an aid to students and those wishing to mske 
a more exhaustive study of the various phases of munici
pal finance, we have appended a selected bibliography 
of books, reports, and periodicals bearing on the subject 
matter of each chapter. 

The writing of this volume has not been an easy task. 
If broth is often spoiled by too many cooks, what may . 
five authors do to a single bookY We dare not say. 
Should the reader have any serious complaints to make, 
he will find the names of the authors listed in the table 
of contents in connection with the several chapters and 
can thus distribute his criticism according to their re
spective merits. 

Our appreciation and thanks are due to certain people 
outside our own staff, who have given us advice and 
help· in the .preparation of this volume. Mr. Francis 
Oakey has read the chapters on accounting and offered 
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a number of helpful suggestions. Dr. John Bauer has 
read the chapter on financing municipally owned utili· 
ties; his wide knowledge of public utilities has saved 
us sev;eral slips. Dr. Charles A. Beard has read the 
entire manuscript. We are indebted to him for sound 
advice and critical and constructive suggestions far more 
than we can express by a mere mention of his name in 
this preface. Mrs. Philip H. Cornick has given us val. 
uable assistance both in proof reading and in making the 
index. 

New York City. 
October, 1926. 

A. E. BuoK. 
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MUNICIPAL FINANCE 

CHAPTER I 

THE SIGNIFICANCE OF MUNICIPAL FINANCE 
• 

THill process of raising and spending money is vital to 
the operation and development of government. Only a 
few decades ago this process was comparatively simple. 
The sources from which money was secured for govern
mental purposes were few. The functions of government 
were limited in number and their fiscal requirements were 
small. But today these conditions have vastly changed, 
more especially in the case of municipal government. 
Within the past twenty-five years, our cities have not 
only grown mdre rapidly than ever before,l but their 
activities have become widely diversified. 

This is largely the outcome of the present industrial 
age. Most of our great industries are located in or near 
cities. Population is daily drifting to the cities to supply 
the necessary labor to operate these industries. In order 
to meet the conditions growing out of this situation, city 
governments, especially the larger ones, have been com
pelled to extend the functions already established and to 
undertake many new functions. So that today, the ao-I 
tivities of any large city are infinitely more varied and 
complex than those of any private business or corpora
tion. 

Because of these things the financing of city govem-
• I. 1_ t"'ft _" IllS dtitoe of 110.000 or _ b.ll.hI...... ";do •• 

........ popul.tioa of IP.Oro.8:U; ia 1WS ...... -.. lW8 ..... d_ ";do 

.. total popula.l .... of 88,li:!,11i1!. 

1 
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ments is no longer a simple matter. City administrators 
and practical men are generally aware that the fiscal 
policies involved in the raising and spending of munici
pal funds demand greater attention and more careful 
consideration than ever before. They understand that 
the financial practices of a few years ago are more or 

: less obsolete under present conditions' and that new 
methods are required to meet the complex sitaations 
which are constantly arising in connection with city 
finances. 

The Financial Demands of MuniciPfJ Business 

The financial demands of municipal business have 
already assumed tremendous proportions. To carry on 
the activities of the hundreds of American cities 1 re
quires the annual expenditure of large sums of money; 
in fact, the amounts so appropriated range from a few 
thousands of dollars in the small city to millions of 
dollars in the large city. Cities of thirty thousand or 
more population spent during 1923 a little over two 

{
billions of dollars as against slightly more than half a 
billion dollars twenty years before.' Although we have 
no compilation of the total amount of municipal ex
penditures subsequent to 1923, ther&'is every ,indication 
that the amount has increased rapidly since that time.' 
New York City alone provided in its 1926 budget for an 

./ expenditure of $437,000.000. This budget is larger than 
that of any other goverument-eity, county, or state-in 
this country, and it is approximately one-eighth of the 

-'annual budget of the national goverument. These figures 
I There are over 1.aoo dties with a population of 5,000 or more . 
• Lnited StaM CeD.IJU8 Bureau. F,,..ftCial S,.'U,tc. 01 Citje. ftW 19U~ 

p. 120. Cities with popuJatiou of 25,000 or more were included 10 the earlier 
etatiatica. 

• A compilation made b7 the National IodDBtrial Conference Board of tbe 
expenditnl'N of local CQvernmenta---citiea. counties. toWD8, and dilltrictJt
during 1923 abow. a total of $.'>.l36.000,fX)(). The total t!'xpendit1lftll for 1023 
of an government. in the OOUDtl'7 u. estimated at $10,(}l5,OOO.OOO, or a pel' 
capita of $90.. See Tu B ....... • ,,4 Public Eqeruli'.I'u, p. 3!. 
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of city expenditures and their comparison with expend
itures of other governments should give us some idea 
of the magnitude and importance of the municipal busi
ness carried on in the United States. 

The huge amount of money required annually for the 
support of municipal governments is secured from 
various sources, such as taxes, licenses, permits, specia~ 
asses8lllents, and borrowings. The major portion, how
ever, comes from general property taxes. Many perplex 
ing questions are connected with the raising of this money 
from the sources indicated. This is apparent when one 
examines the comp18x constitutional and statutory provi
sions of many states, which seek in one way or another to 
control or to set limits on the fiscal powers of municipal
ities. An example of these is the debt limitations im
posed upon cities. Notwithstanding such limitations, city:: 
expenditures are being financed on a rapidly increasing 
scale from bor:rowillgs. The gross indebtedness at the 
close of 192(: of cities with thirty thousand or more popu
lation was over six billions of dollars, an increase of more 
than 100 per cent in ten years.1 City governments are 
not only placing heavy burdens upon the taxpayers to 
meet their current expenditures, but they are going into 
the money markets and competing with private business 
for capital to carryon their work. The latter means, 
among other things, increased municipal indebtedness 
and consequently heavier tax burdens in the years to 
come. 

The Development of Municipal Finance as a Science 

We have only to take a sweeping glance at the financial 
experience of American cities during the past fifty or 

• u .. ltod SiaM c...... Bunea. ,.....-, s ..... 1iN ., ('in... 1~ 
(ProUmi .. ol'1 ftport). Po 1I. The ____ of dtiM..-. thirt7 
thouund population ~th., with the iDeftut duriDC 19:!5 ill f!'8t:iIDateci at 
.... dditional two billiono of doll .... ao that the toIol _ iIIdeb_ of 
cili •• t lb. d_ of 19:.!li ia ...... t $8.000.000.000. 
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sixty years to be convinced that much has been done 
,., recently to protect the municipal taxpayers and to sys

tematize the financial administration of city governments. 
In the years immediately following the Civil War the 
treasuries of several of our largest cities were plun-

,. dered by political rings. One of the most notable of these 
was the Tweed ring in New York City. Tweed and his 
supporters drew out of the city treasury more than 
$8,000,000 to build a county courthouse which was esti-

"" mated to 'cost $250,000. They trebled the bonded debt of 
the city in two and one-half years by adding about $81,-
000,000 to it. The city comptroller, under the direction 
of Tweed, fraudulently paid out enormous sums of money 
under the specious title of "general purposes. " In 1871 
Tweed's operations became so high-handed that he was 
exposed and arrested on the charge of having stolen 

($6,000,000 of the taxpayers' money. He was convicted 
and sent to prison. 

Another notable example was the Philadelphia gas 
Iring which looted the city treasury for many years after 
the Civil War before it was finally exposed and broken 
up in the early eighties. It added enormously to the city's 
bonded indebtedness and pushed the tax rate up until in 
1881 the taxes consumed between one-fourth and one
third of the total income accruing to the owners of the 
taxable property.' City officials, members of the ring, 

-were paid fees and not fix8d salaries. Many of them 
received enormous sums from fees; for example, the col
lector of delinquent taxes received nearly $200,000 a year. 
Others received large commissions on contracts which 
they gave out for public works projects. During this 
period smaller cities all over the country had similar, 
experiences, although not so st.artling from the stand-; 
point of public plunder. 

After these rings were broken up, grafters resorted to 
• See Jam .. BIT .... A ........ C __ tDeoltA. VoL II. Cbap. LXXXlX. 
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various subterfuges to get money from the city treasuries. 
In nearly every city there were" padded" payrolls. For ::> 

example, in a New Jersey city, "H. Bell" was the unchal
lenged entry on the payroll for several years. It finally 
developed that H. Bell was a horile which the foreman 
carried on the payroll as a salaried employee and pock
eted the wages. In many cities bills were paid for goods 
which were never delivered. Now and then large sums 
of money disappeared from city treasuries and were '" 
never recovered because of inadequate accounting rec
ords. These abuses still occur in some cities, although 
they are not so flagrant as they were a few years ago. 
On the whole, however, the last tw'enty-five years have 
seen a great change in the financial organization, methods 
and procedure of city governments. Nothing short of a 
revolution could carry us back to "the good old days." 

The new forms of city government which have devel
oped during recent years-the commission, the manager,! 
and the cen~raliZed-mayor forms-have done much to 
focus attention on financial administration and to sim
plify and systematize financial organization. They have 
encouraged the invention and application of scientific
financial methods and procedure. As a result, there 
have been marked developments in the financial field 
within ,the last ten or fifteen years. Among the more 
important of these are bu~t planning, centralized~ 
purchasing, employment supervision, improved account 
,ing and reporting, effective control of municipal funds, 
equitable assessments, and better debt administration. 

City authorities have not labored alone in developing 
better financial methods. In many states they have re
ceived assistance from state authorities in meeting their 
financial problems. Laws have recently been enacted in 
a num~r of states providing for state supervision of 
certain phases of municipal finance. This supervision in
cludes, among other things, the audit of city accounts, I 
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E
e regulation of municipal bond issues, the installation 

of proper accounting systems, the review of municipal 
. budgets, and assistance in the assessment of property for 

taxation. 
In many cities the authorities have received aid from 

private' or semiprivate organizations, such as burealls 
.. of municipal research. The staff specialists of these or

ganizations have recommended financial devices based 
-upon the best practices and ,adjusted to the needs of the 

particular city. They have actually installed financial 
'" records and supervised the carrying out of financial pro

cedure in a number of cities. This work has undoubtedly 
contributed much to'the recent development of scientific 

.. financial.methods and their application in municipalities. 
Briefly, this is the story of financial administration in 

city governments during half a century. The significant 
thing about it is that through the process of trial and 
error there are gradually being evolved the methods and 

7~echnique of a science-the science of municipal finance. 
Even now the scope of this science is fairly well defined; 
it includes those functions of the city government which 
are concerned primarily with the raising and spending of 
money. Such functions comprehend budget making, 
auditing, accounting and reporting, assessing property 
for taxes, collecting taxes and other revenues, keeping 
and managing funds, purchasing services and commod
ities, borrowing money, and retiring bonds. A syn-' 
thetic treatment of these functions constitutes the 
groundwork of the science of municipal finance. \ 

This science enables the city council to discharge ita 
functions of appropriation and fiscal control with pre; 
cision. It makes possible businesslike management by 
the city executive. It gives in monetary terms a picture 
of all the municipal operations carried on under his 
supervision. It presents the information necessary to 
determine the costs of projected policies. Without its 
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aid intellifent planning, effective" direction, and admin
istrative responsibility cannot be attained. 

Moreover, this science is not just a technical instru
ment for the use of municipal officials; it is a powerful, 
aid to citizens. In practical operation it enables the tax
payers to discover how much money is being raised for 
the support of lhe city goverument and where every dol
lar of it goes in detail. Through the application of such 
a science munioipal policies may be reduced to exact
mathematical terms and those made responsible for car
rying out such polioies held to strict accounting in the 
same terms. 

The further development and application of the science 
of munioipal finance promises to work a greater change 
than has yet been wrought in the organization and man
agement of city governments. This science offers thel 
meRns for the projection of great municipal undertakings 
and probabilities and at the same time it opens the way 
to the realization'of offioial responsibility-the two major: 
problems of Ilemocratic government in American cities. ' 
Sut'h, indeed, is the grand prospect of the science of mu
nioi pal finance. 



CHAPTER II 

ORGANIZATION OF FINANCIAL ADMINIS
TRATION 

FINANCIAL administration-in fact, all governmental 
administration-presupposes the establishment of certain 
agencies to give force and direction to its methods and 
procedure. As to the success of the administration, much 
depends upon the organization of these agencies. The 
manner of constituting such.agencies, the relationship 
that exists between them, and the means f.or responsible 
direction in carrying on their work are of vital impor
tance. Whether or not a city government handles its 
fiscal affairs in a businesslike manner, protecting munic
ipal funds and public interests, and at the same time dis
pensing with red tape, undue delay in the payment of 
bills, and similar annoyances to private individuals and 
concerns who deal with it, depends in a large measure on 
its financial organization. No argument is needed to 
demonstrate this. 

Evolution of Financial Organization in Cities 
A brief survey of the development of fiscal agencie! 

in city governments is essential to a general understand· 
ing of financial organization as it exists today. Such 8 

survey also points the way to future developments in this 
field. 

Twenty-five or thirty years ago very little attention' 
had been given to either the general framework or the 
organization of the fiscal agencies of city governmentsl 
Each city government usually had several officials admin. 

8 
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istering its financial affairs, the more important of these 
being the city treasurer, the auditor or controller, the city I 
collector, and the assessor or board of assessors. The 
methods of selecting these officers were generally such as 
to give each one an independent status in the city admin-~ 
istration. There was little or no general supervision by 
the mayor over the fiscal officers or their methods and:. 
procedure. Numerous checks and counterchecks were 
established with the hope of preventing dishonesty in the = 
use of city funds. City governments generally were 
without businesslik'e organizations to handle one of theirR 

most important major functions-the financing of their 
work. 

The introduction of the commission form of govern
ment in 1901 stimulated the reorganization of the finan-I.! 
cial administration of cities. Under this form the fin!Ul
cial fUI\ctions were recognized as being important enough 
to be departmentalized. The resu!U~~--1he estAplls~'./ 
ment ~~.lI.department o.f . finance .. beade<i.!>:r.()Il!'_Qfjhe i 
five COln~issiJmers~ Within this department were placed' 
the collecting office, the treasury, the acco.unting o.ffice" 
the assessing office, and sometimes the auditing office. 
In some instances, however, the auditing office was placed 
under an officer directly resPo.nsible to. all the commis- '"' 
sioners. Later, when centralized purchasing and budget 
procedure were developed, these were also. added to the!::' 
functions of the department of finance. 

The manapr form of government, develo.ped in 19131 
and SUbsequently, gave greater emphasis even than the ,. 
commission form to. financial administration. Not o.nly 
was the department of finance retained under the man- .. 
ager form, but it was better organized and placed in a 
more commanding position in the general scheme of ad- .. 
ministratio.n. In fact, it became the manager's strong-.I 
arm in directing the city's business. Through the infor
mation furnished by this department he was ahle to uer-
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"'cise day-to-day supervision over all the activities of the 
city government. He depended upon this department to 

-enforce all financial regulations, to gather all the facts 
necessary for budget making, to prepare the budget for 

- his approval and presentation to the council, and to 
enforce the budget plan when adopted. 

Numerous cities, however, did not adopt either the 
commission or the manager form of government. In 
many of these cities the administrative agencies were de
Ipa~~entalized and placed under the control of the 
ma or. A department of finance was established in many 

~ instances as an essential part of this control. This ar
rangement placed the mayor in much the same position 

'f18s the manager in directing the fiscal affairs of the city 
government. 

Such have been the general lines along which financial 
organization has developed in American cities. We may 
now ask: What are the present types of organization 

~
or the management of municipal finance and what is the 
engency looking toward the future development of finan

bial organization in city governments' 

Present Types of Financial Organization 

An examination of the financial strncture of municipal 
governments reveals two general types" of organization, 

~namely, decentralized and centralized. Under the decen
tralized tyPe, the financial functions of the city govern-. 
ment are vested in a number of separate agencies each 

,charged with duties varying in character and importance 
and all of them possessing different degrees of autono

I mous power. Under the centralized type, practically all 
the offices and divisio~arged with fiIlancial functions 
are brought under the control of a single municipal au

l'thority and they are usually consolidated into one branch 
or department of the city administration. We shall now 
discuss briefly these two types. 



FINANCIAL ORGANIZATION 11 

Decentralieed Financial Organieation 

~. In practice the degree of concentration of power at
tained under each of the above types of financial organi. 
zation varies from city to city. On this basis the cities 
having the decentralized type may be classified into Uu:ee, 
groups: (1) those cities in which the separate fiscal 
agencies are virtually independent of one another and .. 
operate under laws generally and specifically applicable 
to them; (2) those cities in which such independent agen·. 
cies are under board supervision; and (3) those cities in 
which such agencies are under executive supervision. "" 

An illustration of the kind of decentralized financial 
administration obtaining in the first of these three groups 
of cities is to be found in San Francisco. Although thel 
city and county governments have been combined in this 
municipality, there are five elective officers, namely, th~ 
mayor, the auditor, the treasurer, the tax collector, and 
the assessor, who are closely concerned with the admin 
istration of the financial operations of the city govern
ment. Besides these independent officers, the elective 
board of supervisors exercises through its committees 
certain supervisory powers over the city's financial ad· ... 
ministration. . 

In the second group of cities are to be found those 
municipalities whose financial agencies are decentralized, 
but are subjected to general fiscal and budgetary control 
through boards of estimate, or estimate and apportion-II 
menl These boards are usually composed of the mayor, 
the more important elective officials and department "
heads, and representatives of the city council They 
vary in sile from three to twelve members. 

Notable examples of cities having such boards are New 
York, 8l Louis, Baltimore and Milwaukee. The board 
of estimate and apportionment of New York City is some- , 
what clliferent from the boards of the other citiee. It is 

", .. 

6. 
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I composed of the mayor, the comptroller, the president of 
,the board of aldermen, and the five borough presidents, 
I all of whom are elective, the first three being elected from 
; the city at large. 

In the third group of cities in which the financial fune
. tions are vested in several independent agencies, the chief 
~executive has been given general supervision over these 

functions under the charter provisions. This is the case 

I in some of the mayor-council and manager cities; for 
.. example, Philadelphia and Norfolk. 

In Philadelphia the city comptroller, the city treas
urer, and the receiver of taxes are elective for a term of 
four years just as the mayor is, and each one heads a 
separate fiscal department of the city government. The 
only strictly fiscal officer who is directly responsible to 

,..., the mayor is the city purchasing agent. However, the 
mayor is empowered to prepare the city budget for the 
council. He may, at any time, demand information about 
the city's business from any officer and he may r.equire 
an audit to be made of any office. Thus, he is placed in 
a position to exercise considerable supervision over the 
finances of the city government,-the amount depending 

. # upon his personal influence over the independent fiscal 
officers and over the city council. 

The charter of Norfolk, Virginia, sets up a department 
of finance which includes the city treasurer and the com
missioner of revenue, both elective officers, the city audi
tor appointed by the council, the city purchasing agent 
appointed by the manager, and the three sinking fund 
commissioners appointed by the council While the char
ter provides that the manager shall have "direct super
vision" over this department and over the general finan
cial administration of the city, in reality, he may 
be so curtailed by the independent officers under-the de
partment that he can at best exercise only nominal con
trol over the city's finances. Only in the preparation 
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of the budget for the council does he have an opportu-I 
nity to exercise any real fiscal authority. This criticism 
o( the Norfolk charter, however, does not apply in gen
eral to the financial organization of the manager-gov
erned cities. 

Centralieed Financial Organi.eation 
Cities having their financial admini9tration largely 

centralized also fall into three groups according to the I 
degree of concentration attained. In the cities belonging 
to the first of these groups, the financial functions are 
consolidated in one department, but the h~ad of this de-I 
partment is virtually independent of the other adminis
trative departments and without any general executive 
Bupervision. This kind of centralized financial adminis
tration is generally found in commission-governed cities., 

A good example of this group is Buffalo; the largest .. 
city in the country with commission government. In this 
city practically all of the financial activities are central
ized in the department of finance and accounts. The head I 
of this department is the commissioner of f\nance and 
accounts, a member of the commission council. He is . 
the chief fiscal officer of the city. The department is di- .. 
vided into a general office, a bureau of accounting, a bu
reau of the treasury, a bureau of assessment, and a 
bureau of audit. From the general office the commis
sioner directs the administration of the city's fiscal af-, 
fairs, prepares the city budget, and together with the 
mayor issues city bonds upon the direction of the com
mission council. The bureau of accounting keeps the gen
eral accounts of the city and exercises accounting control 
over all payments from city funds. The work of this 
bureau is divided into a bond division, a warrant division, 
an accounting division, and a filing division. The bureau 
of the treasury receives all payments 9f city taxee and 
other municipal revenues. It doee not handle sinking 
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fund accumulations, these being kept in the custody of 
the bureau of accounting. It pays all warrants drawn 
upon the treasury, has the custody of the police, fire and 
teachers' pension funds, and contracts with depositories 
for the safekeeping of the city's moneys. The bureau of 
assessment fixes the value for taxation of all real and 

- personal property in the 'city, spreads the faxes according 
to the rate fixed by the commission council, distributes 
the tax bills to owners of property, and keeps a record 
of unpaid taxes. The bureau of audit checks all claims 

lagainst the city before they are paid. 
The second group is represented by those cities that 

have centralized the financial control in the chief execu-
.,. tive but have not consolidated their fiscal activities into 

a single department. An example of this group is Bos
Iton, a city having the strong mliyor plan of government. 
Under the mayor of this city there are eight separate 

=financial departments, namely, those of the city auditor, 
the city collector, the city treasurer, the budget commis
sioner, the superintendent of supplies, the superintendent 
of printing, the board of assessors, and the board of com
missioners of sinking funds. There is no fiscal officer of 

·the city government independent of the mayor. But the 
governor of the state appoints a :fin.allce commission 
whose duty it is to investigate the methods of adminis

"'tration and matters relating to appropriations, loans, 
expenditures, and accounts of Boston and of Suffolk 
County, and to report to the mayor, the city council, the 

~governor, and the legislature. However, the mayor has 
practically complete control over financial planning. He 

i originates all expenditure proposals, and the council can 
only reduce his proposals in which case he has the power 
of veto over the reduction. " 

The financial organization of Detroit, another city 
with the strong mayor plan of government, resembles 
somewhat that of Boston. There the separate financial 
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offices of the controller, the commissioner of purchases 
and supplies, and the board of assessors are under the
mayor. The only fiscal officer of any importance, not re
sponsible to the mayor, is the city treasurer who is elected .. 
by the people. This fact, however, does not seriously 
hinder the mayor in his control of the financial adminis
tration of the city government. He has power under the 
city charter to formulate the city budget, the actual work/ 
of compilation being done by a budget bureau in the con
troller's office. But the city council haa wider budgetary 
powers than in Boston; it may revise the mayor's budget 
in any way it sees fit, and it controls all transfers between I 
appropriations during the fiscal year. 

The third group includes those cities which have not 
only centralized financi,!l control in the chief executive" 
but have consolidated their financial functions in a de
partment under a single head responsible to the chief 
executive. Under this form of organization the city's 
financial functions are more or less systematically ar-. 
ranged. Experience shows that this arrangement reduces 
the cost of personal services and other expenses inci-j 
dental to carrying on the work, expedites the handling 
of the city's business, and fixes definite responsibility 
for action or inaction in all fiscal affairs. Toledo and 
Cleveland are examples of this form of financial organi- • 
lation. 

From an organization standpoint, Toledo, Ohio, is one 
of the best examples in the ClOuntry of the centralized 11 
mayor-council form of government. All the administra
tive departments and offices of the city government are 
directly responsible to the mayor, and he and JUs depart.. 
ment heads are given the right to Bit in the city ClOuneil 
without the privilege of voting. The fiscal work of the 
city is organized under the department of finance, which c 

is headed by the cJ.i!ector of finance appointed by the 
mayor and serving at. his pleasure. The director of 
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lfinance supervises the keeping of all accounts, the cus
tody of all public moneys, the purchase, storage and dis
!tribution of supplies used by the city, the making and 
! collecting of special assessments, the issuance of licenses, 
the collection of license fees, and the preparation of the 
budget for the mayor to present to the city council. The 
department has four divisions, namely, accounts, treas
ury, assessments and licenses, and purchases and sup
plies. Each one of these divisions is managed by a com

,missioner or chief appointed by the director of finance. 
The head of the division of accounts is the chief account

,ing officer of the city. There are no accounting or fiscal 
officers independent of the mayor or the department of 
finance. Whenever an independent audit of the city's 
finances is made, the council authorizes it to be done by 
Icertified accountants secured from private firms. This 
arrangement has the advantage of placing all of the ac
counting information needed for purposes of budget 
making and general fiscal control directly under the su

,pervision of the mayor and at the same time further pro. 
tects the city in the handling of its funds by an inde
pendent audit. 

Cleveland, the largest manager city in the country, 
has a department of finance headed by a director ap

IPointed by and responsible to the manager. The work 
of this department covers the administration of the finan
cial affairs of the city, including the preparation of the 
budget for the manager, the keeping and supervision of 
all accounts, the custody and disbursement of city mon
eys, the making and collection of special assessments, 
the collection of license fees, and the purchase, storage 
and distribution of supplies needed by the city. Under 
the department are four main divisions, viz.: (1)' ac
counts, (2) treasury, (3) purchases and supplies, and (4) 
assessments and licenses. The scope of the work of each 
of these divisions is indicated by its title. The functions , 
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of the last named division, however, are somewhat more 
limited than the title would indicate, since the assessment 
of the real and personal property in Ohio is a county. 
function. Each division has a single head directly re
sponsible to the head of the department. The adminis
tration of the city's sinking funds comes under the de
partment of finance, subject to the advice of the head of 
the department of law and the presiding officer of the 
city council. The council has the power .to provide for an 
independent audit of the city's finances to be made by 
certified public accountants. 

The Department of Finance 
It will be observed from the above sketch of the devel

opment of municipal finance in the United States that 
there is a distinct tendency in the arrangement and con
trol of the financial functions. This tendency is clearly 
in the direction of both the consolidation of the financial I 
agencies and the centralization of power over their oper
ation. It has largely grown out of the efforts of practical' 
men actually engaged in the management of municipal 
finance. After all, this is the only way in which any 
working approx4D.ation to an ideal system for adminis
tering city finances is to be reached. 

What is this approach to the ideal which has the sano
tion of practical experience' It is the integrated de
partment of finance, a department bringing together the 
financial functions in an orderly manner and so consti
tuted as to be an essential unit of the municipal adminis
tration under the control and supervision of the chief 
executive of the city governmeot. Experience @hows that 
the establishment and operation of a unified department 
of finance greatly streogthens the general city adminis-~ 
tration and increases the effectiveness. of executive au
thority and directio.., Such a department teods to elimi
nate red tape in the handling of the city's business, to-
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.-prevent losses through bad management and to curtail 
- extravagant expenditures on the part of the operating 

departments of the city government. 
What then should be the scope and authority of the de

partment of finance and how should it be organized' 
The department of finance should have broad powers 

!extending to the administrative supeivision and regula
tion of all the financial functions of the city government. 
Such functions include accounting and reporting, current 
auditing, budget making, debt adminisVation, custody 
of funds, making assessments, levying and collecting 
taxes and other revenues, purchasing, and printing. 

hese functions readily fall into four groups, namely, 
(1) control and accounts, (2) treasury, (3) taxation, and 
(4) purchasing. On the basis of these groups the de
partmental organization should be set up. In addition, 
there are the functions of employment or personnel su-

~pervision and pension administration. These should be 
closely associated with the department of finance. In 
small cities, employment supervision and pensions may 

l' well be organized as part of the work of the department 
of finance. In large cities, it may prove more effective 
from an administrative standpoint to have a department 

lof employment or personnel, which is coordinate with the 
department of finance. In any event, it appears that the 
management of the pension funds should be under the 
department of finance. This is discussed below more at 
length. 

The department of finance should have a single head 
f. lappointed by and responsible to the mayor or the man
, ager. This head should be designated by the title of 

,.director of finance.' He should be regarded as the chief 
financial officer of the city government. The executive 

'Other titl., ncb .. eomml .. ioneJ' of fioanee. ma,. be u.eed. In au,. 
eue. the titlee of the beada of the major departmenl:8 Roald be uniform; 
that ia, director of finance. director of public worb, director of pubUe ufet7, 
ud., OJI. . 
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and the council should look to him as fiscal adviser in all -
matters pertaining to the city's finances. He should be 
oompletely responsible for the administration of the fiscal .. 
affairs of the city government. Of course the routine 
work of the different bureaus or divisions of the depart
ment should be supervised directly by the bureau or divi-, 
sion heads. In small oities, where the general direction 
of the department of finance does not require full time, 
the head of the department might also act as head of one I 
of the bureaus or divisions. 

The internal organization of the department of finance 
should be set up under bureaus or divisions.1 These units = 
may be designated as follows: (1) bureau of control and I 
accounts, (2) bureau of the treasury, (3) bureau of tax
ation, and (4) bureau of purchasing. The heads of these 
respectivs bureaus should be given the following titles: 
(1) controller,· (2) treasurer, (3) assessor, and (4) pur-I 
ohasing agent. The bureau heads should be appointed by 
the head of the department. The number of subordi
nate officers and the size of the clerical force in each 
bureau should of course depend upon the amount of· 
work to be done by that bureau. It will often be neces
sary to have one or more persons attached directly to 
the head of the department to perform general steno-. 
graphic and clerical services. Provisions should be made 
to transfer temporarily clerical workers from one bureau 

• If It \a Dot D ...... I'J to ... i>QoDd tho tint oubdlrialou III tho IIlteraal 
....... I_lIon of tho dopartmo"t. thoD ~ oubdlrialou IIIA7 .. called 
"tlh-Ialona. » Thil I, the pn,eUce ia • D.umbf-r 01 citia and etatea at tile 
_"t time. But If It \a "_I'J to oubdindo furtho. tho dinllio .... _ 
tho moJor di.lolono obouJd .. mllod ''ba_uo· ODd tho ... bdinai ..... of 
the bUrN'" Ntonld the. become the "dl:riaiODL M Ttta ill the &eaeNI pradiee 
\D tho "otional ..... ....- • r. .. ototeo. ... d ...... \ of tbo ..... dti .... 

• 'I'be word t.'ODtroU.,r ia 8Pf'1~ atao "'c!omptrolt..r"; the ai.pier apelliq. 
bo"",",,. 'I UM throuahOQt thie tut. Uftpt .... 1'8 refeftDee ill made to 
dti .. thot .... tbo otb .. __ I • .,... dtioo tbo oIBdaI .. ho porr- tbo 
dud .. of tbe fOntrolt.1' I, _lltd tM "auditor." It wiD be DOtfd that ullifora 
IItloo ... Dot ....... ted rw tho ...... D -... .. tho dopa_t of __ 
Th. tltl .. ho .. IPftD ..... dohU ..... Dototlon .nd • well_~ 
u ....... _ dti ..... _ '" __ 11_ ........ _ thot an .t 
all wIdoI7 ..... pled. 



20 MUNICIPAL FINANCE 

to another in order to take care of seasonal tluctuations 
in the work of the different bureaus. 

Something should be said at this point on the general 
qualifications of the officials who are to conduct the work 
of the department of finance. Organization alone does 
not guarantee good financial administration j even more 
than up-to-date fiscal methods and procedure is re
quired. Such administration demands ability, foresight 

land experience on the part of the financial officers. Fail
ure fully to appreciate this fact often results in city au
thorities having to call in financial undertakers to audit 
their records, bury their past mistakes and defaults, and 
give them a clean slate for future business transactions. 
Often we find men of small ability in private affairs run

lning the financial administration of great city govern
ments, spending millions of dollars annually. This is 
sometimes the result of local political situations, but 
more often it is due to a lack of appreciation on the part 

lof the public of the importance of financial management 
in municipal governments. 

It has been recognized for some time that adminis
tration of certain municipal services requires persons of 
special training and ability. We wonld not think of plac
ing any other than a person of experience in school man
agement at the head of the educational work of the city. 
The direction of the health work of the city is under
stood to require a person trained in public health and 
sanitation. It is generally conceded that public works re
quires a person with training as an engineer j and so it 
is with many of the other services of the city govern
ment. But this is not true of financial administration; 

I 
no special training or ability seems to be demanded as a 
prerequisite in the task of raising and spending money 
to support the city government. Yet, the administration 
of municipal finance ought to lie as much of an art as that 
of education, health, or public works. Small shopkeep-
• 
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ers, real estate agents, pawn brokers, and political bosses I 
-persona without training or experienoe in either publio 
or private finanoe-should not be seleoted to direot the 
fisoal affairs of the oity government. Finanoial admin
istration in cities should be intrusted only to competent, 
administrators. 

Bureau of ControZ aM Accounts 
The bureau of ooutrol and accounts should keep all 

general accounts of the city government. .It should pre-I 
scribe all accounts necessary to be kept in the depart. 
ments and institutions of the city. 'It should exercise cur· 
rent auditing oontrol over all receipts and expenditures., 
It should prepare all general financial statements and .. 
should compile the data for the budget. The exercise 
of all t1)ese powers should fall directly upon the con· 
troller, as head of the bureau of control and accounts,. 
subjeot only to the general supervision of the director of I 
finance. Under this type of organization, the controller 
is placed in a somewhat neutral position; that is, he 
is not directly conoerned with the oreation of transac
tions affecting receipts or disbursements. His status is 
sufficiently independent of the other bureaus of the de-I 
partment of finanoe and of the other departments of the 
administration to insure effective auditing control Yet,I 
his offioe is a part of the administration, as it should be, 
sinoe the mayor or the manager must depend upon it to 
BUpPly the financial information neoe8Bary to the opera
tion and management of the city government. 

TAe Ittdtpettdett' Aud" 
The audit performed by the controller is nsually desig-I 

nated as the current audit. Aa applied to expenditures, 
it is always made prior to the payment of any claim. It 
is, in other words, a preaudit of expenditures. It extends' 
likewise to a daily checking of all revenues and reoeipts./ 
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Such an audit is the only valid and proper method of 
accounting control.' -

There is, however, another kind of audit,-the inde
Ipendent audit. Since it is generally made periodically, 
it is often called the periodic audit.' This audit is dis
tinguished from the current audit by the fact that it is 

-,made after the transactions have been completed and is 
more in the nature of a rev~ew of what has taken place. 
It is usually performed by an officer or agent of the city 

-,council, while the current audit is frequently, and ought 
always to be, performed by an officer of the city executive. 
The independent audit does not require the keeping of 

"any accounts. The records and statements in the con-
troller'S bureau are all that are necessary in making this 
audit. 

The independent audit may be made by a permanent 

r

Official, that is, an auditor, appointed by the city council, 
or it may be made by certified public accountants re
tained by the council. When made by a regular city 
audltor, this audit is sometimes -more or less continuous; 
when made by public accountants, it is generally per
formed aunually or whenever there is a change in the 
administration. Sev.eral of the manager cities employ 

/public accountants to make their independent audits. 
This method seems especially desirable for the smaller 
cities. In any event, the officer or agent making the inde
pendent audit should report directly to the city council 

/and should certify the controller's statements for pub
lication. When the state government provides through 
one of its departments or offices for an audit of the 
finances of each city government within its jurisdiction, 
this may be made to take the place of the independent 
audit under the direction of the city council, provided it 
is made aunually. 

I See below, pa&:eII 110 tL 
• See below. page 141. 
• 
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Bureau of the Treasury 
The main functions of the bureau of the treasury are 

to colleot, keep, and payout the funds of the oity gov-,/ 
ernment. Payments from these funds should be made 
only upon the authority of the oontroller. This bureau
should keep such books and reoords as are necessary for 
the reoording of all receipts and expenditures, inoluding 
bond transactions. Of oourse, a reoord should be kept 
of moneys in oity depositories. Provisions are usually 
made for the distribution of city funds among banks I 
upon the basis of interest rates as determined by com
petitive bids. The financial stability of each bank is 
also taken into consideration in allowing it to qualify asl 
a city depository. 

Bureau of Taxatiotl 
The bureau of taxation should be responsible for the 

equitable distribution of the tax burdens imposed underJ 
the taxing and other powers which have been delegated to 
the city government, and which involve the assessment 
of property, the taxing of businesses, the determination 
of benefits and privileges. It should keep the necessary 
rolls and reoords covering this work. Its authority, I 
however, should extend only to the point of oollection. I 

Some states require the assessment of general property 
within municipal limits to be made by county authorities. 
This is the praotioe in Ohio. In suoh eases the bureau 
of taxation should perform the other functions noted 
above. 

Where the state government does not provide some 
agency to handle appeals, the city government usually 
constitutes a board of appeals, or, as it is sometimes I 
called, a board of equalization. Generally this board 
consists of u officio members. For example, in Kansas 
City, Missouri, under the manager charter, it is com-



24 MUNICIP.AL FINANCE 

posed of the mayor (presiding officer of the council) as 
chairman, the director of finance, two councilmen named 
by the mayor, and the assessor.l 

Bureruu of Purchasing 

The bureau of purchasing should buy the'supplies, ma-

lterials, equipment, and,certain contractual services for 
all the departments, offices, and institutions of the city 
government. All printing should be done under the su
pervision of this bureau. No contracts should be entered 
'into or orders placed by the purchasing agent without 

"the approva:I of the controller as, to appropriation b81· 
ances. The purchasing procedure should be made as 
flexible as possible.2 

Debt Administration and Management 
Where the city government has issued only serial bonds 

the management of the debt amounts to nothing more 

j
than the payment of the interest and the retirement of 
the bonds as they fau due, the bonds being redeemed di
rectly from the current revenues. In this case the man
agement is not difficult and can be handled entirely by 
the department of finance. But where the city govern-

) 

ment has term bonds outstanding, which are redeemable 
from sinking funds, the administration of the debt is 
more compleL It seems desirable in such cases to estab
lish a board to advise the department of finance on the 

"management and investment of the sinking funds. Such 
a board may be constituted either of appointed members 

• Man7 of the recent Jaw. pnmdinc for os officio boardo include tho 
aueuol' u a member. There i.e a growing feeli~. howeYer, that makinc 
an aaeuor a member of the board ereatecl to pa .. on the aet!I1I'Ilq of hi, 
own administrative findiDga .. analogoua to matio&, a judee a member of 
the higher court before wbom an appeal from biB own deeUioD i. to be 
heard. An U8eM0I' should, of eoUr&e. be required to attend aU ht".riql 
of the board of review or appeal8 aDd to preaent bie arrumeutll in BUPport 
of the 'ValuatioD he hu fixed, but be eould have no yolee lD decidinc 
between the ftlidit7 of hill OWD argamentll and thoao of the proteotinc 
property owner .. 

• Thill ill fuU7 diocuaaed belo" in Chapter IL 
• 
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or of ex officio members. An example of the first type 
is the board of commissioners of the sinking fund of the 
city of Toledo, consisting of four citizens appointed by= 
the mayor. The second type is found in a number of 
manager cities. In Cleveland the sinking fund commis
sion consists of the mayor, the director of finance, and I 
the director of law. The sinking fund board of Knoxville, 
Tennessee, oonsists of the manager, the director of 
finanoe, and the city attorney. In Kansas City the sink
ing fund oommission is oomposed of the manager, the 
director of finanoe, and the auditor (an appointee of the 
oounoil). In some respeots the ex officio type of sinking 
fund board is superior to the other type, provided it is 
so oonstituted that the department of finance, the depart-

l ment of law, and tl,le oity executive or the council are 
represented. The records and accounts relating to bor
rowings, debt payments, and sinking funds should be 
kept in the department of finance under the bureau of 
control and accounts • 

..tdmi"istrotio" of Mutlicipal PetI8WM 
Pensions for all municipal employees are now gener

ally looked upon with favor, and several of the larger=
oities have already established pension systems. An 
important part of the administration of pensions is the 
management of the pension funds. This is largely a 1isoaJ. = 
matter and should be handled by the department 01 
finanoe. 

The general practice is to provide for a pension or re
tirement board in connection with the administration 011 
the pension system. Such a board may be entirely ex 
officio, or it may be constituted especially for this pur
pose. The New York City pension system is managed 
by a board of the former type, namely, the board of esti-I 
mate and apportionment. A board of the latter type is 
found in Boston. It is composed of the city treasurer, 
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la member appointed by the mayor, and a third member 
representing the employees appointed by these two mem
bers. This latter type of board is generally favored by 
the advocates of municipal pensions on the ground that 

;it gives the employees representation on the body. 

Employment or Personnel Supervision 

The employment or personnel work is practically neg
Ilected in all cities except those with civil service. This 
should not be the case, since personnel supervision is a 

, very important element in the management of city affairs. 
Personal services take up a large percentage of the 
current operating cost of city governments. The regu
lation of such services is closely associated with the 

~ general fiscal control, hence with the work of the depart
ment of finance. 

Recently there has been considerable discussion on the 
organization of the employment or personnel work in city 
governments. As a result, three different types of or-

• Iganization have been suggested. One is the civil service 
I-commission, the members of which are either selected so 

as to be independent of the executive or appointed by the 
executive for long, overlapping term\!. This commis
sion has general supervision over the rank and file of the 
city's employees. In some cases, however, the standard-

jization of salaries has been made a function of the de
partment of finance, or some agency other than the civil 
service commission. Another type of organization is 

• that provided for in the manager charter of Kansas City. 
II - A personnel department has been established with a di

rector, appointed by the manager, as its head. The crea
tion of this department places the personnel work upon 

Ian equal footing with the other major functions of the 
city government. It also assumes that this work is al
most entirely administrative in character and should, 
therefore, be under the direct control of the executive. 
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A third type of organization is that recently provided 
for in Charleston, South Carolina. A division of em
ployment has been oreated in the department of finanoe I ill 

under the direotion of a single offioer oalled the employ- h 
ment supervisor. This type of organization would seem' 
partioularly desirable in the smaller oities where the 
volume of personnel work does not justify the establish-.". 
ment of a department. 

No matter what the organization of the employment 
or personnel agenoy may be, it is important that this 
agency should cooperate at all times with the department 
'of finance, especially the bureau of oontrol and aooonnts."--· 
It should approve all payrolls as to designation and rate 
before they are sent to the controller, or it should fur
nish the oontroller with the data neoessary to perform 
this examination. It should olassify the positions in the 
city's servioe and establish as far as possible standard .. " 
'salary r,tes.1 

Municipal Aotivities rina.ncially Independent of City 
Authorities 

The schools, sometimes the parks and a few other activ
ities, are financially independent of the connell in a great I < 
many cities.- Their spending requirements are not made 
a part of the city budget and their fisoa.l operations are 
not subject to control by the city administration through 
its department of finance. In the case of the schools, this 
is due mainly to the fact that for yeare the school men 
havs advocated not only separate school administration, 
but separate control of school finances. In their efforts 
to improve the public schools at a time when city admin-

I Thla I. Importaot tr.>m • fiDuela1 otoadpolat" .. Ia poiJatod .... t III 
Chapter VIII, 

I I .. ('Ill ...... I'or _ph, the .......... the Ii ......... ud the ...... ua 
a .... dall7 I~ .. t of the dt7 ... _ .. t. I .. faft. ~ ...... _ 
tw.ot7 Io<aI ............ ta1 ... ita ",Iddt ... _ ... It of the dt7 ... _ 
_ ot. " .. II. th_ ...... __ b7 the _...,.. .. of the dt7. the fin.arid 
."thorltlaa or the dt7 ... _t .... _~ ... _tnl 0 __ 
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istration generally was in a more or less chaotic condi
tion, they came to the conclusion that complete independ
ence, financial and otherwise, of the school system from 
the city administration, was the thing most to be .de
sired. Since that time the organization of city admin
istration has been systematized in many cities and busi
nesslike methods have been adopted in carrying on public 
activities. But the school men still cling to the idea of 
administering the public school system as a separate en
tity, claiming that to associate it with the other activi
ties of the city government is to put it into "politics." 
They have apparently become so engrossed in the work' 
of education that they have forgotten about the other 
functions that must be carried on by the city government, 
many of which are equally as important as education. 
As they see it, the city authorities can make up a budget 
for all municipal activities, weighing the needs of one 
against the other and cutting the estimates to come within-' 
the ,anticipated revenues, but the schools must be left 
financially free with the definite assurance of an increas
ing budget from year to year.' 

In many of the cities just this situation exists at the 
present time. The schools are getting as much as 50 
per cent of the total revenues of the city, leaving all the 
other activities of the city government to be financed on 
the remaining 50 per cent. This does not mean that the 
schools, in these instances, are getting more funds than 
they can use, but it does mean that the needs of education 
are not being weighed in comparison with the needs of 
the other important activities of the city government. 
Consequently, the cost of education has risen ont of pro
portion to the cost of the other necessary municipal ac
tivities. A striking example of this is found in the city of 

S Some IICbooJ men haTe reftnt17 advanced the idea that edU4!'8tiOD ... 
atate aDd not a local function. and should. tbeft"fore.. be eompleteoly inde
pendent of munlclpal authoritiee. See B. F. Pittenlter. A .. 1,,'ro4tle'ioll ,. 
P".,w Bela •• ' Fi .... -. Chapter VII ... pedall, p. JlI3.. 
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Lincoln, Nebraska, where fifty cents out of every dollar 
of revenue collected within the city, during 1921, went 
to schools.l Out of the remaining fifty cents, the city got 
twenty-seven cents to carry on all of its other activities, 
and eleven and twelve cents went to the county and the 
state, respectively. As a result some of the most essen
tial activities of the city were so restricted by lack of 
funds that they could not be operated effectively. For 
example, the police department was curtailed to the ex
tent that it could not patrol the residential sections of 
the city, so the residents were compelled to provide their 
own night patrol and pay for it out of their pockets. 

This condition might have been endured with compla
cency when appropriations were small and taxes light, 
but it cannot well be disregarded at this time when city 
officials are at their wits' end to discover sufficient reve
nue to meet the bare costs of the essential municipal ac
tivities. Communities in many parts of the country have 
already grown uneasy over this state of affairs and in
vestigations have been made, particularly in New York 
State, in an effort to determine the proper fiscal rela
tion of the publio schools to the other activities of the 
city government.' City officials and writers on city gov
ernment are now venturing to criticize the methods gen
erally advocated by educators and adopted by boards of 
education in financing publio school work.' Courts, too, 
are beginning to take a different view of the matter. Not 
long ago, the New York state court of appeals, in deciding 
against the Buffalo board of education in a mandamus 
action brought by the board to force the commission 
council to restore $343,000 in salary items which were 
disallowed by the commissioner of finance and accounts in 

aA...,..."m "- .. H • ......., compIIo4l1J the State ne.--t or FlUD", _ 40. 
• See B...- ., f •• s-;.' " ... c_ ...... _ .,.... ....... Be.-.. 

.... t. N •• Yortl State Locioloti .. DoN .... t No. 80, 1920, Clutplu IL 
• See W. P. c._ I'M M ..... CitIr ... Ito 6... -e. CIoaplior ZII. 

• 
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compiling the tentative budget for the fiscal year 
1920-21, said: 

It would seem unfortunate, if in a city of the size of Buffalo, a body 
however able and devoted, not elected, not removable by the appointing 
power, not even with a tu budget of its own so that its aetion would 
be brought sharply to the attention of tLe public, might command what
ever part of the limited revenues it thought best to the saeri1lee of other 
interests perhaps as essential. Such a board has no detailed knowledge 
of other public needs. It knows nothing of the number of police re
quired or of the demands to safeguard the public health. Its view is 
limited to its own department, of course tmportant, but likely to be 
regarded as of unique importance by those who have its interests at 
heart. In all governments, in the nation, the state, the city, the problem 
is to reconcile a hundred pressing needs so that the total of the appro
priations shall not be excessive. In Buffalo, at least, this can beet 
be done by somebody able to consider them all and their relative 

. importance.' 

It may be pointed out that ari independent school sys
tem usually duplicates such fiscal functions as account
ing, purchasing, and budget making as well as many of 
the general services of the city government, such as, ar
chitectural, engineering, legal, and health service&. This, 
of course, tends to increase the cost of operating the 
schools. The organization of the work should be such as 
to avoid duplication of activities not only in public edu
cation but in all other local governmental func1;ions within 
the city. This means that there must be a large amount 
of administrative and financial control exercised by the 
general city authorities over lill these functions . 

• Matter of Em.non ",. Buck, 230 N. Y. 8S') (1921). 



CHAPTER III 
THE BUDGET AND BUDGET MAKING 

GLADSTONIII, the English master of budgetary technique, 
once said: .. Budgets are not merely affairs of arithme
tic, but in a thousand ways go to the root of prosperity 
of individuals, the relation of classes, and the strength of -
kingdoms." This statement epitomizes the significance 
of the budget and the importance of budget making in 
government. The budget, we may infer, is fundamental 
in any scheme of democratic government. It is a means 
of developing responsible leadership, which is necessary,.! 
to popular control. Leadership, especially executive ~ 
leadership, is demanded in budget making. And why! 
Because budget making requires skill in plauning admin-

. istrative. work, a mastery of financial details, a compre- == 
hensive understanding of governmental functions and 
their needs, and a thorough grasp of taxation and its= 
relation to the social and economic processes. 

A generation ago, no attempt had been made to apply 
budget methods and procedure to American city govern
ments. In those days city authorities were spending 
thousands, even millions, of dollars annually with litUe
or no thought as to where the money was coming from 
or what they were getting for it. Often the expenditures 
and the income of the government did not balance. Some
city departments received too much; others were starved l 
from lack of funds. Frequently money was borrowed to 
meet current bills and the obligation of peyment passed 
on to the next generation in the form of long term bonds" 

But things have ehanged. Today practically every pro-
11 
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gressive city government in the country has established 

(I a budget procedure of some kind.' In many cases, how~ 
ever, this procedure is not very effective, owing to the 
form of administrative organization or to the relation 

..:that exists between the city .executive and the legislative 
body. But the present trend in the development of 
municipal organization points toward the gradual elimi
nation of most of the difficulties that now stand in the 
way of a comprehensive and workable budget procedure 
in many cities. 

The Budget a.nd Budgetary Procedure 

A1nong the financial operations of the city govern-
,./ ment, planning stands first. It is the point in the cycle 

of such operations at which we begin our consideration 
of financial methods and procedure as set forth in the 
subsequent chapters of this volume. 

What does financial planning comprehend' Briefly, 
two ,things: (1) a complete plan set up in the form of 

Ja carefuIly prepared document; and (2) a definite pro
J cedure, carried out by properly constituted agencies of 

the city government. 
The first is the budget. It shows the proposed expendi

tures of the city government and the means of financing 
them for a fixed period. In other words, the budget must 
balance the outgo, or the expenditures, with the income 
of the city government. Unless it does this, it is not a 
budget. It has been said that "stable finance rests not 
on pious hopes, but on making both ends meet." To 

:I In the development of municipal budget proeedure and methods, the New 
York Bureau of Municipal RelJe8.rcb hu bad a JeadJnc ''PIlrt. It began 

-immediateJ,. after its organization In 1906 to IltudJ' the budcet neecU of 
New York City. Among ita first reporte W88 ODe on "MatiDl' a MuDicipaJ 
Budget." publiobed in 1901. Thi • ...,port __ perba.,. tbe fim attempt. 

Ithrough • careful analy.is of a locaJ sitoatioo. to lIhow the need for the 
application of budget methode to the work of clt7 lIovel'DlDent& The ell'ort 
put forth In gettinc oot thil report ma,. be nwarded .. the beciDDiDl' q.f 

J 
what latfor became a natioD~wide eampaip to educate the public 1a the 

:: llipificaoce of the budget. 
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make both ends meet is the main purpose of the budget 1 { 
plan. 

The second is the budgetary procedure. It includes 
the bringing together of estimates covering the various 
financial needs of the city government, the checking of 
these estimates against recorded information relative to 
past expenditures' and income, the preparation of the 
budget document and supporting bills by a responsible 
officer or agency of tl}e government, the adoption of the 
budget and the enactment of the bills designed to carry 
it into effect by the legislative body, and the carrying 
out of the budget plan by the administration according 
to the stipulation of the legislative body. These are, in 
brief, the various steps in budgetary procedure. It is 
apparent that such procedure involves, either directly 
or indirectly, every phase of municipal finance and 
touches aU the functions of the city government. 

By what authority do city governments generally adopt 
budgetary procedure! Such procedure may be author
ized by state law, charter provision, or city ordinancei_ 
or it may have only the sanotion of local custom. As a 
rule there is no uniformity in the budgetary legislation 
enacted by city councils. Cities within the same state 
often have widely different provisions relative to the 
preparation and authorization of the budget. The effec
tiveness of the budget system under such provisions, of 
course, varies greatly. In view of this fact, several 
states have recently enacted laws providing for the es
tablishment of uniform budgetary procedure in all cities-I 
within their borders. These laws sometimes require the 
state government to assume more than merely nominal 
responsibility in assisting the municipal authorities to 
install a budget system and to make it operate. Indiana 
and New Mexico have extended rather drastic adminis
trative supervision on the part of the state government •• 
over all local budgets. In fact, the Indiana supervision 
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was so drastic when established in 1919 that it has since 
been modified. Now, the state tax commission has the 
authority to reduce a local budget upon the protest of ten 

~ taxpayers of the community affected and after a public 
hearing in the locality. In New Mexico all local budgets 
are made up according to a general form and a copy is re-

_quired to be filed with the state tax' commission. This 
commission has the power to examine the budget of any 

Ilocal government and to increase or reduce it, the deci
sion of the commission being final. It is doubtful if other 
states will see fit to go as far as these two states have 
gone in regulating local budget making powers. 

In the following discussion of the budget and budget 
making, we cannot refer, because of limited space, to 
many of the variations in local budget practice. How
ever, these have been taken into consideration in out
lining the budget forms, methods and procedure con
tained in this ·chapter. Our presentation is from the 
standpoint not of theory but of prevailing tendencies 
in tnunicipal budget experience. We have constantly 
kept in mind the practical side of budget making. 

This chapter covers 'the budget document and bills, 
long-time financial programs, the character and classifi
cation of budget information, the budget estimate forms, 
and the general budget making procedure. Briefly, it 
comprehends the formulation, and authorization of the 
budget. The execution of the budget under effective 
methods of budgetary and auditing control is discussed 
in Chapter IV. 

Form and Contents of the Budget • 

No uniform practice prevails 'a~ong cities as to the 
form and contents of the budget. In some cities the 

Ibudget is a fairly complete document, setting forth in 
considerable detail both the proposed expenditures and 
tl}.e income to meet them; in othCl"s it is merely a short 
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statement of proposed appropriations and a brief sum.. 
mary of anticipated revenues. In practically every case, 
however, the budget is incomplete in some of its essen-. 
tial parts, or the information contained in it is poorly 
arranged. For example, the New York City budget gives 
the expenditure data in great detail but does not contain. 
even a prief statement of the city's income. Such a docu
ment, of course, cannot be regarded as a budget. 

Since the main purpose of the budget is to present a 
complete picture of the finances of the city government" 
the budget document should be so set up and summarized 
as to make this picture quite clear to the councilmen, citi
zens, and taxpayers. This document should be presented 
in two parts. The first part should show the budget plan 
as a whole, presenting it through a general budget sum- .. 
mary with a few supporting schedules and charts and a 
budget message. The second part should present all sup
porting statements and information, such as the detailed _ 
estimates and other data relating to the financial condi· 
tion and operations ·of the city government. 

The Budget Message 
The most important part of the budget document, from 

the standpoint of illuminating the financial plan for the 
citiaens, is the budget message which should be prepared '" 
by the mayor, or manager, or other budget making au· 
thority. This message should set forth in clear and sim· 
pIe style the main features of the financial plan as pre
sented in the general budget summary and the supporting 
schedules. It should explain those matters which can· 
not well be shown in tables and financial statements. It 
should show what is being done by the city authorities 
looking toward long-time planning, especially for im
provements, and how such a plan, if any, is being carried 
out each year throngh the budget. It should discuss de
partmental organisation, personnel, and methods looking 
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.toward more effective service. It should emphasize the 
results that are being obtained in the different fields of 
municipal work as compared with the cost of the work. 
It may include a discussion of the taxable wealth and the 

I economic and industrial conditions of the city. The 
budget message should be printed in the budget document 
preceding the general budget summary and the sup
porting schedules. It should refer to these state
ments and to the detailed estimates and other finan
cial data in support of the budget proposals. 

The General Budget Summary 

The complete budget plan of the city government 
should be shown in one summary statement on a single 
page. The accompanying form (Figure 1) called the 
"general budget summary," shows how this statement 
should be set up. On this form all expenditures of the 
city government are summarized and totaled. Following 
. the expenditures, there is the income, or means of financ
ing, the sources of which are likewise summarized and 
totaled.1 The resulting surplus or deficit is shown at the 
bottom. A surplus at the beginning of the. fiscal year 
is added to the total income, while a deficit is subtracted 
.from it. If the budget is perfectly balanced, there should 
be theoretically neither surplus nor deficit at the end of 
the budget year. However, this condition is never actu-

i tallY the case; hence a small surplus may be shown at the 
.. end of the budget year, but a deficit is never permissible. 

In fact, a surplus amounting to 1 or 2 per cent of the 
total general property tax levied for the year may be 

.required in some cities to cOm!r uncollectible taxes. The 
general property tax is set up separately from the other 

. revenues, since in most cities it is the elastic source of 
revenue in balancing the budget. Usually the other 

, The groul*- 01" clanea on this IlUmmal'J' fol'lll are uplalned iD • nhleqaeaC 
•• ~~OD. C!f thi' ,cbaptE'r. pp. 59-17. 
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sources of revenue are determined or estimated before 
the general property tax'rate is calculated. 

The schedules BUpporting the various items on this 
summary are indicated by numbers. This form pro
vides a column not only for the expenditures and the in
come of the budget year but also for the expenditures 
'and the income of each of the two preceding years. This 
is done for comparative purposes. However, it should 
be understood that the amounts of the same item in dif
ferent years may not be comparable owing to changed 
conditions or extraordinary situations. For this reason 
the general budget summary may 'show only the expendi
tures and the income of the budget year, and such com
parisons with previous years as seem necessary may be 
made in the budget message. 

The essential feature of the general budget summary, 
which should not be'lost sight of, is the balanced rela
tion that it shows between the expenditures and the in
come of the budget year. The other information is purely 
of a supporting character. This summary should be the 
first statement in the budget document and should imme-
diately follow the budget message. -

The Supporting Schedules 

The items on the general budget summary should be 
supported by schedules which are built up from the de
tailed estimates and other data. A large number of such 
schedules may be set up, but only those that are neces
sary to a clear understanding of the budget plan are 
described below. Each schedule should carry a number 
by which it is designated on thll general budget summary. 

The first of the supporting schedules (Schedule No.1) 
should show expenditu.",,' ciassi1icd by organization 
units, that is, the departments, offices, boards, and other 
agencies of the city government. It should be set np with 
the proper caption and with a Columnar urrangement 
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from left to right as follows: (1) organization units, (2) 
totals, (3) services-personal, (4) services-contractual, 
(5) commodities, (6) current charges, (7) current obliga
tiens, and (8) properties. Columns (2) to (8) inclusive 
should be totaled at the end of the list of organization 
units. These totals should agree with those on the gen
eral budget summary for each main class of expenditures. 
The last class, namely, debt payments, is omitted from 
this supporting schedule, since it is analyzed by other 
supporting schedules. 

The second supporting schedule (No.2) should show 
the revenues that appear on the general budget summary 
olassified by souroes. It should have a suitable oaption 
and the following oolumnar arrangement: (1) sources, 
(2) legal referenoe establishing source, (3) proposed 
changes, (4) totals, (5) taxes, (6) rights and privileges, 
(7) services and sales, (8) interest and premiums, (9) 
fines and forfeitures, (10) grants and donations, (11) 
pension assessments. and (12) special assessments. Col. 
umns (4) to (12) inclusive should be totaled at the end of 
the list of sources. These totals should agree with those 
on the general budget summary for each subclass of 
revenues. 

When a city government has several funds other than 
the general fund. there should be a supporting schedule 
(No.3) showing the distribution of expenditures for the 
various organization units aecording to the main claeaes 
of fuuds from which the expenditures are made. This 
aohedule would support Schedule No.1 as well as the 
ieneral budget summary. It should have the following 
columnar arrangement from left to right: (1) organi. 
zation units. (2) total expenditures, (3) general fund, (4) 
special expendable funds (listing each group separately 
and giving totals). (5) working capital funds, and (6) 
endowment funds. Expenditures from the earnings of 
endowment funds are seldom included in the budgeL 
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But they should always be shown, otherwise the budget 
will not contain all the financial provisions made for the 

· support of those institutions and agencies of the city 
government that have endowments. Sinking funds are 
omitted from this schedule, since they are covered by an-

· other supporting schedule.' 
There should also be an analysis by funds of the income 

and the surplus at the beginning of the budget period 
shown on the general budget summary. This schedule 
(No.4) should have the following columnar arrange
ment: (1) main classes of income, including surplus, 
(2) total income, (3) general fund, (4) special expend
able funds (listing' each group separately and giving 
totals), (5) working capital funds, and (6) endowment 
funds. If any revenue accrues directly to sinking funds, 
such funds should also be listed in the columnar headings 
,of this schedule. 

Another supporting schedule (No.5) should show the 
serial bond redemptions. It should have the following 
colUmnar arrangement from left to right: (1) purpose 
of the bonds (list each series), (2) citation of law author
izing bond issues, (3) date of issues, (4) total amount of 
bonds issued, (5) term of bonds, (6) rate of interest, (7) 
time of year interest becomes payable, (8) amount of 
bonds outstanding, (9) amount of interest accrued for 
budget year, and (10) amount to be redeemed during the 
budget year. 
· In case the city government has issued term bonds re
tired by sinking funds, it will be necessary to have a sup
porting schedule (No.6) showing the sinking fund in
sta~ents. This schedule shOuld show for each sinking 
fund the following in columnar arrangement: (1) title 
.of fund, (2) legal reference, (3) estimated accumulation 
by end of current year, (4) reserve required by end of 
current year, (5) estimated surplus or deficit at end of 

~ Tbeee lunda are defined below on pacM 87·71. 
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~urrent year, (6) amount required aunually by law, (7) 
amount required annually for complete redemption, and 
(8) annual installment provided in the budget. 

In the event the city authorities propose tQ issue bonds 
d11-ring the budget year, another schedule (No.7) is· 
needed. This schedule would support borrowings on the 
general budget summary. It should set up the following 
information in columnar arrangement from left to right: 
(1) purpose of bonds, (2) department directing expendi
ture, (3) total expenditure required for purpose, (4) total 
of previous bond issues, (5) amount of proposed bond 
issue, (6) term of bonds, (7) rate of interest, (8) time 
of year interest payable, and (9) amount of interest ac
crued for budget year. 

Finally, there should be a schedule (No.8) showing 
the redemption requirements and annual interest charges 
ae effected by proposed bonds. This should have the fol
lowing columnar arrangement: (1) year, (2) redemption 
requirements of existing debt, (3) redemption require
ments of proposed debt, (4) total redemption require
ments, (5) annual interest charges of existing debt, (6) 
annual interest charges of proposed debt, (7) total an
nual interest charges, (8) total redemption and interest 
requirements of existing debt, and (9) total redemption 
and interest requirements of existing and proposed debt. 
The main purpose of this schedule is to show the distri
bution of the city's debt over future years until the long
est term bonds have matured. Any peaks in the curve 
of the redemption requirements and interest charges then 
become apparenll Hence, the redemption of proposed 
bonda may be distributed, if state laws permit, so as to 
lessen or eliminate these peaks. In this wayan equable 
distribution of the debt burden over future years may 
be arranged as the bonds are being issued from time to 
time. 
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The Estimates, Cost Data, and Financial Statements 
The second part of the budget document should include 

a recapitulation of the expenditure estimates by organi
zation units followed by the detailed estimates themselves 
together with supporting cost data and information.1 

Accounting statements covering the financial condition 
and operations of the city government for the past year, 
as outlined in Chapter V, may also be included. 

The recapitulation of the estimates should be set up so 
as to show the expenditures for each main class under 
each organization unit of the city government. It should' 
show the proposed expenditures for the budget year and 
the estimated or actual expenditures during each of the 
two preceding years fo~ each class and unit. It should 
indicate the subseque,nt pages upon which the detailed 
estimates and other data for each organization unit are 
to be found. 
~he detailed estimates should show the complete in

formation contained on the estimate sheets of the vari
ous organization units and, in addition, the budget allow
ances of the budget making authority for each item or 
group of items. Supporting information on operation, 
per capita and unit costs, and results of work should 
also be included, whenever possible, with the estimates 
of each organization unit. 

The basic data of the budget plan are, of course, essen
tially accounting information; that is, the records and 
analyses of the financial transactions of the city govern
ment. But this is not all. Certain statistical information 
gathered outside the accounting system is of value; this 
relates to social changes and economic conditions. The 
financial policy of a city government cannot be deter
mined wisely without an understanding and an interpre-

• Th... ..lImateo and other data are cIiac:uued below ID thill ohapte., 
...... 17-87. 
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tation of many more facts than those which appear upon 
a consolidated balance sheet. 

Charts ~d Graphs ita the Budget 

The use of charts and graphs in setting forlh financial 
data is discussed in Chapter VII. A word may be said· 
here on the application of graphics to the information 
contained in the budget document. Graphs and charts 
may be included in the budget to help visualize the in
formation oontained in the supporting schedules to the: 
general budget summarY. Bar charts are perhaps better I 
for this purpose than the ordinarY line or curve charls. 
A less enct means, though often used for this purpose, is 
the pie chart. The line or curve chart, however, should 
be used to indicate the trend of the debt burden, as shown ,. 
in one of the supporting schedules (No.8). The informa
tion shown on the supporting schedules which analyze 
expenditures and income, should be presented on bar 
charts. Such charls should show expenditures by major 
olasses, expenditures by organization units, inoome by 
main groups or classes, and inoome by funds. In the sup
porting estimates and other data attached to the budget 
plan, oharts and graphs may be used to show the admin
istrauve organization of departments and institutions 
and the trend that the aotual expenditures of each organi
sation unit has taken during the months of the past or 
ourrent year as compared with the allotment of the ap
propriation.l 

.AU CitJl .AcCif)iliu l .. cluea ita Ik Bugel 

That the budget should include all the activities of the I ( 
oity government is quite important. In many oities the 
budget covers only a portion of the total income and ex-I 
penditures of the government. The budget of San Fran
cisoo includes only about $35,000,000 of the oity's total-

'All Wu __ 01 ..... " ......... ........... __ m. 
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expenditures, amounting to over $50,000,000. Expendi. 
tures from bond funds, the county road fund, and for the 

:ooperation of such enterprises as the municipal railway 
are not incorporated in the budget. Furthermore, the 
budget, as presented to the board of supervisors, does not 
contain estimates of revenues other than property taxes, 
which amount to over $4,000,000. Hence, it does not by 
any means give a comprehensive picture of the city's 
finances. 

The expenditures of municipally owned utilities are 
I c frequently omitted from the budget. Since these utilities 

are generally regarded as self.supporting, their finances 
are rarely scrutinized as in the case of ordinary depart. 
ments. As a result, serious operating deficits often de· 
velop before the city autb,s>rities are aware that the utili· 
ties are not making ends meet. In such cases, the rates 
have to be increased to 'payoff the deficit. This amounts 
to compelling the customers of a later period to pay part 
of the bills of the customers of the period under which 
the deficit was created. Such situations may be avoided 
by including the municipally owned utilities in the budget. 

Bills to Authorize the Budget 

Cities should follow the practice, now widely accepted 
J"' among states,of having a set of bills-appropriation, 

revenue and borrowing-to carry out the budget plan. 
These bills should be prepared by the mayor, or manager, 
or other budget making authority and presented along 
with the budget document when it is sent to the city 
council. ' (, 

Segregated versus Lump·Sum Appropriations 

There has been considerable discussion from time to 
time on .the subject of the "segregated budget." This 
discussion seems to have arisen mainly over the failure 
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to distinguish between the budget and the appropriation& { 
bill. The two should be separate and distinct documents, 
although they have often been confounded, especially in 
some cities where the only document produced is a seg
regated appropriation bill. The purpose of the budget, 
as has already been pointed out, is to present a financial 
plan and to give complete detailed information with re-_'! 
gard to it; the purpose of the appropriation bill is to 
present the expenditure side of the budget in the form 
necessary for its enactment into law. The former, there- - / 
fore, should be segregated; but the latter not necessarily 
so. Experience dictates that when proper arrangements 
have been made to administer and control expenditures, 
appropriations should be made in lump sums rather thanl 
in detailed or segregated form. 

A few years ago there was a general demand over the 
oountry for highly and rigidly itemized appropriations •• ( 
This was the result largely of disclosures in many city 
governments of the diversion and misuse of publio funds. 
It was thought that the remedy was to define every item 
of appropriation and to nail down the oonditions sur
rounding it. The experience of New York City in this 
regard has been summarized as follows : 

A aignillaant featllnl is the development of the tedlnica1 devic!ea to 
chock the oorrupt exponditllnl of money by department bea~ _ -
of money for purposes other than thoee intended by the appropriating 
authorities. Tbis is done by the utensive aegn!glltion of items of 
expenditu .... and the establishment of auditing 8upervision in the eompo _ 
lroUer'. om... . . . The spending om_ is told bow much money be 
aan spend and for wbat objeeto be aan spend it in detail and the 
eomptroller bolds him to the book. This doee Dot Dee rily mean 
wise expendilllnl or eoonomica1 u:penditun. Segngation aDd eontroll 
are the produot of a MUCh for lIBanoiai honesty in mnnieipal admjnja.r 
tration. The millions of doll .... to be spent ..... aU .. t forth in minute 
slims in the appropriation ordinanee. The oiliRn ..., .. them there. 
The CIIlIIlptroUer bolds the department beads rigidly to the items, and 
the tazpayer, if be will tab the trouble, ean _ the .... neb_ ad other 
doeumenta wbieh 1'IIOOId uptIIdi_ --'i., to"'" The Amer· D , 
faith in the .... uober is ai"",", patheti", bot it is ia • way justilled--by 
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experience with the disastrous prllAltices which arose under the system 
of uncontrolled lump-sum expenditures. 

It has been said that "the hand is subdued to the dye in wbich .it 
works." This is true. So budget :reform bears the imprint of thor age in 
which it originated. Wearied of the continued story of public expendi-
tures for corrupt p os .. designed to s.rve the ends of political ma-
chines, citizens d ded an aeeounling. This is literally what they got. 

I
. . . How far it mpers the upright official and leads to innocent waste 
of funds is anot matter. But new economies in management are to 
come not from a • m to old prllAltices but from advances made from 
the points now g'n .' • 

The t~end is n distinctly away from the highly item
ized and rigid a opriations. C~ties need a method of 
making appropri ti ns that wih give free play to admin-

,:istrative officers . rrying on the work of their depart-
ments, and yet pr s rye the budget plan as adopteq by 
the council and at t e same time protect the public in
terest. This can b s ured through appropriations made 
in lump sums to ea h rganization unit, provided the city 

Ihas established the p oper financial organization and ac
I counting control B applying a system of allotments· 

under executive s p rvision, the lump-sum appropria
tions may be mad cover all expenditures of each or
ganization unit a c rding to a definite work program. 
This is explained the following chapter.' 

The .J.ppr6pri~tion Bill 

The advantages of a single appropriation bill over a 
series of such bills are obvious. In fact, it is almost 
common practice among cities to have only one appropri
ation bill. This avoids confusion in. the comparison of 
appropriations with the budget plan of expenditures. A 
point that should be stressed in this connection is the fact 

jthat the passage of supplementary. appropriation bills 
during the fiscal year by the city COlWcil is apt to throw 

'0. A. Bean!, M .... icipoJ RuIJlJrc1t. No. 88, AUll1lot. 1917, publlohed bJ' 
Ne .. York Bureau of Muuicipal Beoeard!. pp. 'f'ii-riiJ. 

• See belo ... JNIC" 1041r. • 
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the whole budget pIa out of balance. This is discussed 
in the nexti~LIlpJ~Y 

The important thing in authorizing appropriations is 
to fix responsibility for the expenditures that are to be 
made. This is accomplished by making the appropria
tions to organization units rather than to functions or 
activities. The head of each organization unit then be
comes responsible for expeQding the appropriations made 
to the unit in accordance with the budget plan. The ap
propriation bill should state the period covered by the 
appropriations and should set forth th.e amounts appro- -
priated to each organizah'n unit, indicating the fund or 
funds from which these amounts are to be drawn. The 
total amount to be invested in properties by each organi
zation unit should be appropriated separately from that -
required for the current expenses of the same unit. The 
appropriation bill should contain a provision requiring 
quarterly allotments of the appropriation for current 
purposes to be made by the administrative head of each 
organization unit, those allotments to be approved by the 
executive head of the city government and transmitted 
to the chief acoounting offioer before any expenditures 
are made. This provision should further require that 
the allotments made for any organization unit at the 
beginning of the budget period should follow the general 
budget plan adopted by the council and should oover the 
entire year by quarters, any necessary changes in the al
lotments being made at the beginning of each quarter sub
sequent to the first quarter. 

U"d~sirablfl Killd$ of .A.pproprialiOfl8 

Appropriations which are properly made have three 
essential features i vi.., a tl~fi,.itfl GlllOII'" to be applied I 
to a cer,ai,. ptlrpO$e during a fiz~tl p~riod. An appropri
ation of fifty thousand dollars made by the city council 
's. IIoIow. _ 10:1-101S. 
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to the department of finance for carrying on its work 
during a fiscal year has all of these features. This is 
known as a definite annual appropriation . 

. There are three other kinds of appropriations com
monly found in appropriation bills, which lack one or 
more of thl\ essential features enumerated above. These 
are "indefinite," "revenue" and "continuing" appropri
ations. An indefinite appropriation is one that does not 
state the exact amount appropriated, and consequently 
makes it impossible to balance the budget or to exercise 
proper control over the expenditure. 

A revenue appropriation is one that authorizes the ex
penditure of certain recei}9ts from taxes or other sources. 
It not only has the disadvantage of being indefinite, but 
it fluctuates in amount from year to year depending upon 
the change in property valuations or business conditions 
in the city. With such an appropriation a department or 
institution may get more than it needs one year and faU 
far short of its requirements another year. A common 
example of a revenue appropriation is the dedicated 
fund available from a special mill levy. ' The main argu
ment in support of such a levy is that the fund thus made 
available for the work of a department or institution 
increases from year to year in proportion to the general 
increase in the city's wealth. This argument is often 
advanced, especially in the case of educational institu
tions and agencies. But, should the expansion of the 
work of a given department 00 institution of the city 
government keep pace continuously at some fixed ratio 
with the growth of wealth in the city' In other words, 
is the amount of taxable wealth in t~e city an index at 
all times of the amount of money that should be spent to 
carry on the work of a certain activity of the city 
governmentf Neither question can 'be answered in the 
affirmative. 

A continuing appropriation is an authorization to 
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spend indefinitely, year after year, a given amount for a 
particular purpose. Here the element of time is uncer
tain; the appropriation may run for o11e year, it may run,. 
for five years, or it may run for ten years, unless changed 
by the legislative body. During this time the work for 
which the appropriation was made may have greatly 
decreased in importance, with the result that there may
be much more provided than it is necessary to expend. 
Those who favor continuing appropriations argue that 
such appropriations permit a department or an insti
tution of the government to pian its work over a period I 
of years and, therefore, it is not subjected to what they 
choose to call "the cataclysmic theory and practice of 
administration"-hand-to-mouth existence.1 There can 
be no objection to planning over a period of years for 
any work the government may undertake; in fact, such 
planning is extremely desirable, as is pointed out below.l • 

But the difficulty arises in the distinction between plan
ning and appropriating. Planning does not commit the.' 
government to a definite obligation to raise funds; ap
propriating does. Whenever appropriations are made 
on the expenditure side of the budget, provisions should 
be made on the income side of the budget to meet the ap
propriations. Otherwise, the budget is never exactly in 
balance. If IIPpropriations are made over a period of 
years, then the income of the government should be deter- _ 
mined oyer the same period, and every time the appro
priations are increased the income should be revised so 
as to balance. Experience has shown that owing to 
changing conditions, most city governments cannot run 
over a year on a hed budget plan, and even then it ia 
necessary that the appropriations should be made quite. 
flexible so as not to hamper the administrative work. In I 
view of this fact, it seems best to appropriate annually, 

'It. A. Fi __ trl<t. B"".., Jl.,... ... -.". pp. 811 I!. 
• 8M lIoIow • ..- 61-llll. 
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1 I or at the most, biennially, for all the activities of the gov
ernment and to scrutinize carefully each time the whole 
range of governmental expenditures. 

Revenue and Borrowing Bills 

Bills to provide revenues and to authorize borrowings 
for the financing of the budget plan should aecomp"any 
the appropriation bill. In many cities the sources of 
revenue (including general property tax and special as-

",sessments) are fixed by state laws. Where the city au
thorities enact ordinances establishing these sources of 
revenue, such ordinances usually continue in effect until 

... repealed and are not reelUlcted each year. In some cities, 
however, the revenue system is revised aunually in so far 

I' as it is permitted under the state laws. Whenever changes 
are proposed in existing sources of revenue, or new 
sources are recommended by the budget making author
ity, then bills or amendments to existing ordinances 
should be drawn to carry out these proposals or recom
mendations. Bills should also be drawn and submitted 
to the city council covering any proposed borrowings in-

/ cluded in the budget plan, if this is in accordance with the 
procedure set Vp by the state legislature. The scope of 
such bills is usually limited by state laws, and ~ven con-
stitutional provisions. . 

The tax levy bill is the means of giving elasticity to the 
revenue system of cities. If it is necessary to increase 
the income of a city governmeJ;lt to balance its budget, the , 
increase is usually met by raising the amoimt to be levied 
against general property. The tax levy bill of most city 
governments is a simple document. It usually lays the 
general tax levy in mills on ea~h dollar of assessed valua
tion of real and personal property within the limits of the 
city and taxable under the laws of the state for city pur
poses. In the event the general levy is distributed to two 
or more funds, the ~tribution is made either by mills 
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aggregating the general levy or preferably by amounts 
aggregating the total amount tlJ.at the general levy is cal
oulate~ to yield. 

;Lonr-Time FinanciaJ. Progra.ma 
Budget planning for a oity government does not prop

erly extend beyond a year. The main reasons for this 
are that the budget is the plan for definite action on the 
part of the oity oounoil in making the annual appropria
tions, and that it is the basis for the administrative work 
program to be applied during the fiscal year in carrying 
on the oity government. However, this does not mean 
that the years immediately ahead of the budget period 
should receive no thought on the part of the city authori-I 
ties and should be left entirely to the "fortuitous oon
catenation of ciroumstanoes." This is almost as bad 
from a business standpoint as not to plan for the ensuing 
year. The sooner city authorities generally come to ap
preciate this faot the better it will be for the citizens . 
and taxpayers of munioipalities. 

A financial program-not a budget--should be pre
pared for each city government oovering five or ten years :II> 

ahead, preferably ten years in the case of large cities. 
This program should set forth year by year, all mUniCiPal~ 
expenditures, laying special emphasis on expenditures 
for permanent improvements, and it should show the 
probable revenues and other means of financing these ex 
penditures. The budget making authority through ita 
staff ageney should prepare the financial program. How
ever, in some cities private or special agencies have done 
so. 

The prooedure in assembling and reviewing the data 
for the preparation of ilie financial program. should fol
low that outlined below for the preparation of the 
budget.1 The program estimates cover a longer period 

'800 Wow. _ MIL 
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and are less detailed than those for the budget; and .for 
that reason they are less exact. The program when com-

/pleted should be printed and circulated within the city for 
the information of the taxpayers. It should be aaopted 
by the city council subject to whatever modifications may 
seem necessary when the budget is prepared at the be-

/ ginning of each fiscal year. The program should be modi
fied throughout whenever unforeseen or unusual condi
tions arise that warrant changes, and it should be ex-

". tended a year at each annual budget making. As the an
nual budget is made up each year, the part of the financial 
program belonging to that year would be embodied in 
the budget with such ch~Jlges or revisions as might be 
necessary. 

A beginning h~s already been made in the preparation 
of long-time financial programs for city governments. 
In connection with a complete survey of the city govern
ment of Newark, New Jersey, made in 1919, the New 

. York Bureau of Municipal Research prepared a five-year 
,financial program for that city. This was perhaps the 
first complete financial program prepared for any city in 
this conntry. It showed the expenditures for departmen
tal expeuses, necessary improvements and debt charges 

/ that would be required during the next five years, also t.lte 
income that would be available to meet these expendi
tures. Had the city authorities chosen to follow this pro
gram, they would not only have been able to tell the effect 
of the various demands upon .the city treasury, but it 
would have been possible for them to keep the city tax 

Irate practically uniform throughout the entire five-year 
{period. 

Last year (1925) a ten-year financial program was 
~prepared for Detroit, Michigan.' The mayor of that city 

• Tb;. PI'OIIl'IlIIl ;. fully deoerlbed ID P .. &,iG Btni"..., pubUohed by tho 
Detroit Bureau of Goverumontal _reb, .1 llDe lli, 1925. See aIoo 0, I!l. 
Ricbtor, "How Detroit'. Tea-Year Financial Procn.m w .. Prepared:' 
N a' ...... ' M .... icipal Revie .. , Februa.,., 1926, pp. 108 If. 
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appointed a citizen committee of five members to frame I 
the program. This committee was assisted by a spe
cial stall' and had the full cooperation of the city depart
ments. The task consumed five months, during which 
time estimates were prepared by the various city depart
ments for the ten-year period, hearings and meetings,. 
were held to revise these estimates, and the program was 
set up for the approval of the mayor and the council. 
In considering the estimates, special attention was given, 
to those for permanent improvements. The proposed 
improvements were listed, as far as ascertainable, in the 
order of relative desirability and public necessity. These 
improvements were then included in the program as far 
down the list as means of financing would permit. The 
income of the city government to meet the proposed ex
penditures for each of the ten years was calculated with 
due regard for the provisions and limitations of state 
laws. Questions pertaining to pay-as-you-go for perma
nent improvements, borrowing for such improvements, 
term and sale of bonds, valuation of the city's taxable 
property over a long period, and special assessments 
were considered in arriving at the anticipated income. 
The financial program when completed was transmitted 
by the committee to the mayor, who in turn referred it to' 
the city council. At the time of thie writing the council 
had not yet acted on it. 

Long-time financial programs, relating only to perma
Dent improvements, have been carefully worked out and 
applied by the governmental authorities of a few cities. 
Notable examples of such cities are Bluefield, West VU'
ginia, and Kalamuoo, Michigan, where five-year im
provement programs were recenUy prepared by the city. 
managers and authorised by the councils. These pro
grams include the street improvements, sewer construo
tion. and park and playground developments. They 
show the projects to be undertake~ and completed each 
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year, how much each one is estimated to cost, and how 
the work is to be financed. 

Although it has not been done to any extent, the devel
opn;J.ent of institutional plants may be planned in much 
the same manner as other permanent improvements. A 
definite building program is quite essential to the orderly 

lexpansion of institutional work. Of course, where there 
is a general city program, such as the one prepared for 
Detroit, the plant needs of the city institutions would 
be covered in it. The same is true of street improve
ments and other similar projects. 

City planning has recently been recognized in this 
1= country as having a distihct financial value in prevent

ing the waste of municipal funds in the construction of 
public improvements. Not long ago (1914) the city of 
Boston spent $1,300,000 to open a new street in its con
gested business district between Boylston and West 
streets. There was no cross street at this point for about 
1,000 feet, a fact which might have been observed many 
years before and provision made for the new street at 
much less cost. Another notable exainple was the ex
tension and widening of Seventh Avenue in New York 
City in 1913 at a cost of over $4,000,000. } 

The city plan is essentially a long-time, comprehensive 
{(program for the physical development of the city. It 
, includes the major public improvements and facilities 

which are necessary to meet the social and industrial 
needs of the community, such 'AS the street system, the 
parks and recreation facilities, the public buildings, and 
the transportation system. In addition to the physical 
side of the city plan, there is the fin~ial side which out
lines the methods of paying for the various improve
ments. It is this latter side of the city plan which ties 
directly into the long-time financiaIprogram.1 

• Cit7 plallllinc bas not. .a yet. been vel'7 widt'17 URd fn th.l. couat..,.. 
The cit7 plan of Cincinnati. Ohio, the preparation of whlcb wu eompltted 
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A serious drawback to long-time financial planning in 
many cities is the lack of reliable information on the 
finances of the government extending back over ten or :or I 
fifteen years. Often the information is reliable enough, 
but not in sufficient detail or properly classified to be of 
much value in financial planning. The difficulties in the 
way of preparing a long-time financial program are much 
the same as in the case of making up a budget, but more 
exaggerated on account of the longer period covered. 

Cha.racter of the Budget Information 

The basic information needed in the preparation of 
the budget consists mainly of :fiscal data. It embraces the 
essential facts collected from the multitudinous details .. 
'concerning public income and outgo and the relation that 
these bear to the operations and accomplishments of the 
government. This information is secured largely, but not 
entirely, from the accounting records and reports. 

Briefly, budget information relates to four things: (1) 
the wQrk the city government is doing or under . 
to do (the function or activity) ; (2) the municipal agency 
that does or will do this work (the organization unit); (3) 
the cost of the work (expressed as far as possible in terms 
of purchases, operation costs, and results); and (4) how 
the cost is to be met (financed from revenues, borrow
ings, etc.). A statement of some of the factors involved 
under these four heads may not be amiss. 

'" 18!!l1, .. aotewortlo7 .. tile _ pin to be otIIdaJq .dopted '" • ~.I 
dtt. It ......... perioel of 61\7 ,.. ... Dd diatribu_ tile _ to be doole 
'" chlaU 0_ 6_,... peri. wido • falrtt ..... op_dlllC of \he .-.-
TIl .... douch of lDud.., the pi .. b ........ Iftd opeeIal .__ Tbeee 
",.dood .... di .... ....s I. CbaplN KV of the O~ Ci,. r ... eJ c;..;-Ii, 
O'ie, .dopted ~ tile dtt plaaallIC _1Il __ 1-' 

Tba I"'portaa .. of the _10<101 _ of dtt plllaal.., fa _ ~ 

R.rt>.1t So S ..... la bla .. port .. ach I. 111'.!3 to the dtt pinal.., ...... ·i .... 
of Paterooa. N .... JO<W7. GO n. ,. ...... ,.... aDd rNIie 0' ra_ 
Cbapte. V of dolo _ ... _ the _lIistntti .. aDd ... Mia! ~ 
for .. ...,.;.., out the pia-. CU_ VI Ie .. ___ .... 
Cb.apter '·11 oa wpedaI .1 ............. of 6ueeiac tM pla&. 
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In the first place, we can expect municipal activities 
to continue to grow, at least, for some time to come. Old 
activities are being extended; new activities are being 
added from year to year. This means increased expendi
tures, resulting in added tax burdens.1 The only way to 
keep these expenditures within the ability of the taxpay
ers to meet them is through careful budget planning. 
Such planning must consider not only the cost of the vari
ous municipal activities but also the service each one is 
rendering to the public. 

In the second place, any work the city government car
ries on must be performed by some one of its agencies, 
that is, by. a departmentq a bureau, or an institution. 
The type or character of each of these agencies influences 
in some measure the cost of the work performed by it: 
If this were not true, no great significance would attach 
to organization and methods in municipal government. 
But since we know that these things have a direct bear
ing upon the cost of services rendered, they are therefore 
.important from the standpoint of budget making. 

In the third place, there is the actual determination 
of the cost of every kind of municipal work. Arriving 
at this cost is thll real nub of budget making. There are 
three possible methods of doing it: (1) through an analy
sis of purchases, that is, the services, commodities, prop
erties, and so forth, which are bought by the city govern
ment to carry on its work; (2) through an analysis of the 
operation costs of the municipal departments, bureaus, 
and divisions; and (3) through an analysis of the actual 
resnlts or accomplishments of departmental and institu
tional services. 

So far, in practice, the information' for budget making 
purposes has been based largely upon an analysis of pur-

• See aboYe, Chapter I. What .... rk the eit~ authorltlea wID or win Dot 
oDderteke ill Iaqe17 a matter of poU.,.: oDI~ the lIaaaeial reqoiremeDta of 
f;u('b work coDcern lUI beN. 
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chases. The budget estimates present in greater or less 
detail the services, commodities, properties, and so on, 
required by the various city departments and agencies, 
and compare the est.imated cost of these with past and, 
present expenditures for the same things. These esti
mates are based upon the general accounting information, 
the greater part of which has to do only with transactions 
incident to purchases and payments made by the city 
government.l The efforts of accountants and others have 
been directed in the past largely toward classifying and· 
systematizing this information. The result is that we 
know definitely how much it costs. to purchase the various 
things required to run a department of the city govern
ment, but we usually have little or no information on how 
'the department uses these things or what it accomplishes I 
for the community. 

The operation costs of institutional or departmental 
services and the actual results obtained from sucm serv-. 
ices are important from the" standpoint of careful budget 
making. This information may be supplied through a 
system of cost accounts maintained by each institution 
or department of the city government. Such a system 
assumes that ths work of the organization unit is resolved 
into its essential activities and that the unit cost of per-I 
formance for each of these activities is obtained by some 
convenient measure.- Cost data are now generally reo
ognised as being valuable in budget making and almost 
indispensable to the efficient administration of many of, 
the city's functions. They furnish a real basis for jUdg-t 
i.ug the administrative costs of municipal services and for 
determining the policy to be followed in the support of 
these services. 

The application of OO8t accounting methods in deter-
mining the working efficiency of municipal departments 

's.. _ •. C'U_ v. 
'(loot _tiaa .... na app\i<a_ .... --.. __ .. a...- VL 
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and agencies is still largely limited to public works, pub
lic utilities and certain institutional services. More than 
ten years ago an interesting experiment was conducted 
in New York City looking toward the development of a 
"cost data" budget for the borough of Richmond.1 Cost 
records were installed and a continuous field survey of 
departmental operations was carried on by a staff of in
spectors. The information thus gathered was used in 
checking up the working efficiency, of the departments. 
The scheme was abandoned in 1915, after only about four 
years of application. During this time it was practically 
forced on hostile departments and received the half
hearted support of the central authorities. Hence the 
scheme cannot be regarded as impracticable, because it 
failed under these conditions. It has worked successfully 

lein industry. 
Lastly, we come to financing the cost of municipal work. 

As we have already pointed out, city authorities usually 
determine how much they are going to spend before they 
figure on how much income they will have. If the esti-

Imated expenditures exceed the anticipated income, then' 
,they try to find some way to increase the income. Munici
pal income may be increased through additional revenues, 
sales of properties, or borrowings. The increase of 
revenues brings up the vexatious problems of taxation. 
Borrowing involves such questions as the nature' of 
expenditures for which bonds should be issued, the kind 
of bonds, and the term of such ,bonds. These problems 
and questions are considered in other chapters of this 
volume. Fund restrictions may make it difficult to finance 
municipal expenditures and may hamper the power of 
the city authorities in budget planning and in making 
appropriations.a 

"'The New Yort CI~ Budllet," JI .... lcipaJ lluMrM. No. 8!\. Aarut. 
1917. pp. IJ2.127 • 

• Theae an IlOted below. pace. 68, 70, 71. 
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Classification of Budget and Accounting Informa.tion 

The classmcation of financial data is essential in budget 
lXI.aking. It aids in gathering, compiling, and reviewing 
the facts that go into the budget; enables comparisons to 
be made i insures uniformity in presentation i and facili· 
tates accurate planning. The classmcation should be 
such as will clearly reveal the essential facts regarding 
the nature of expenditures and the sources of income. It 
should never be carried to the extent of obscuring the 
fundamental significance of the facts classmed. The sub
stance of these facts is always more important than their 
arrangement. 

Ezpetlditure Classificatioft 

Several schemes for the classmcation of expenditure 
data have been devised for use in connection with ac
counting and budget making. These are confined almost 
entirely to the classification of information concerning 
the purchases and payments made by the government. 
Five general types of expenditure classmcations limy be 
noted, as follows: (1) functions, (2) organization units, 
. (3) objects, (4) character, and (5) funds. These classm
cations naturally overlap to a certain extent. In making 
use of some of them, it is necessary to superimpose one 
upon the other. Some must be subordinated to others, 
according to their use and relative importance from the 
standpoint of budget making. 

The work of the city government may be divided into 
major functions, and these major functions may be 
subdivided into minor functions. The latter approach 
closely the working units, or activities. There are sev
eral classifications of the major functions of municipal 
government. The striking thing about these classifica
tions is their lack of uniformity; each city follows a dif
ferent arrangement of its functions. Probably the best 
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known functional classification is that devised and used 
by the United States Bureau of the Census in its Finan
cial Statistics of Cities. This classification, as it applies 
to the general governmental activities, is set up under the 
following heads: (1) general government; (2) protection 
to persons and property; (3) conservation of health; 
(4) sanitation or promotion of cleanliness; (5) highways; 
(6) charities, hospitals, and corrections; (7) education; 
(8) recreation; and (9) miscellaneous. To this group of 
general governmental activities are added two other 
groups, namely, public service enterprises, and debt pay
ments. This is not strictly a functional classification, 
but rather a convenient"arrangement for grouping the 
total expenditures of municipal governments under a few 
headings. It is the means, however, of compiling the 
most authoritative and comparable financial statistics of 
city governments that we have. Most city authorities 
use it only in submitting the financial data to the Bureau 
of the Census, and not in keeping their accounts or in 
preparing their budgets. 

The functional classification is valuable not only from 
the standpoint of statistical and general information, but 
more particularly with respect to organization. Modem 
city organization is built along functional lines, a major 
function constituting .the work of a department and the 
subordinate functions within this major function consti
tuting the work of the bureaus or divisions. The func
tions therefore parallel the organization units, that is, the 
departments, bureaus, or divisions of the government. 
Emphasis must be placed upon the departments, bureaus, 
or divisions for budget making purposes, since the ap
propriations are usually made to these units. This is 
necessary in order to fix responsibility upon the depart
ment, the bureau, or the division head for carrying out 
his part of the budget plan. . We cannot get away from 
the organization or working units of the government and 
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still maintain full responsibility for the work that is to 
be done. 

While it is desirable to make appropriations only to 
organization. units, the information. presented in the 
budget does not have to be confined to an arrange
ment on the organizational basis. It may ~e presented 
under functional headings and according to functional 
arrangement irrespective of the organization units. In 
fact, functional classification is often serviceable in call
ing attention to faulty and uneconomical organization. 
Functional grouping of expenditures is sometimes help
ful in promoting a wider appreoiation and a better un
derstanding of what the government is doing. If such is 
the case, then it is worth while to ,nmmarize the expendi
tures of the budget on a functional basis. 

A funl1tional classification may be made according to 
the major functions of the government, which in many 
cities will practically follow the departmental organiza
tion. Where subordinate funotions are shown in the clas
sifioation, they will in many instances oorrespond to the 
bureaus or divisions within the departments. Where the 
funotional classification does not line up very well with 
the organisation unit classification, the two should be 
shown separately, the former not being superimposed 
upon the latter, as is sometimes done. Of oourse, par
allels between the two classifications should be drawn so 
as to show the existing relationships, and the totals 
should be made to agree at certain pointe. This enables 
oompsrisons to be made more readily. 

The object classification of expenditures is not confined 
entirely to objects, such as services, supplies, materials, 
equipment, and properties. Bince it covers all expendi
tures of the city government, it must include thoss that 
are not only for objects but also for payments to dis
charge obligations, such as debt redemption. For want 
of a better tenn, we may continue to call it an object 
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classification. Anyhow, the term "object" is now very 
well established through usage. 

n is doubtful if an object classification, strictly speak
ing, could be devised to embrace all the expenditures of 
a large city government such as New York.! And, if 
such a classification were devised, it is even more doubt
ful if it would be adaptable to accounting and budget 
making purposes. The chances are that it would not 
present the expenditure information in the most desir
able form. 

The object classification, so-called, is the primary ac
counting and budget classification in most city govern
ments at the present tiI[ijl. In fact, it is the only classifi
cation other than organization units according to which 
many of them attempt to distribute their financial infor
mation. But the discouraging thing about it from the 
standpoint of comparative data, is that there is prac
tically no uniformity in this classification as used by the 
various cities. One city government follows one group
ing; another an entirely different grouping. This is illus
trated by the classifications of Dayton, Ohio, and Min
neapolis, Minn~sota. The Dayton classification, which is 
perhaps more widely copied among the manager cities 
than that of any other city, is as follows: (1) personal 
service; (2) contractual services; (3) sundry charges; 
(4) supplies; (5) materials; (6) equipment; and (7) 
lands, buildings, and structures. The catch-all class is 

L Some Jean ago the New York Bureau of Municipal Research attempted 
to devise a "standard claasUication" along stricti, object liDetI. The cluli· 
ficatiOD fiUed leveral typewritten volumee before the work .. u Bnall, «iYen 
up on account of lack of funda. The main elallllell ... teotatinl,.- outlined. 
were .. fonowa! 0000, eervieee: 1000, anima"; 2000, plaDt8: 3000, nb
mncea in bulk: 4000. formed parta, attachmenta and acceeeoriN; 5000, 
band toola. utensil .. and implement.: 0000, equipment for obtaininc aod 
eommunicating informatioD. idea, aDd concept. (inatrumeontli of tbollCht aDd 
expreuioD); 7()()(). equipment for worlEiD&' upon and with nb8tanca ad 
articlea (machine loom) ; 8000, equipment for the prodUetiOD of heat. licbt., 
and power, and for refrigeration, YentilatioD and pumpinc (plant): 9000. 
eoveriDp. nppon.. eoawnen. enclonra. aad II1te1: Xooo. money and 
eredit: EOOO. opecial and mi"""lIaneo.... Includinc .. to, lulto, and eompl .. 
menta of related article-. 
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'sundry charges"; it includes debt service, contribu~ 
~ions, pensions, refunds, imprest cash, etc. The Minne
lpolis classification, which is considerably more detailed, 
is as follows: (1) personal service; (2) contractual serv
ices; (3) supplies; (4) fixed charges and contributions; 
(5) special and contingent; (6) temporary expenditures; 
(7) repairs and replacements; (8) permanent improve
lIlents and acquisitions; (9) automotive equipment; and 
(10) revenue deductions not otherwise classified. The 
61th class includes such expenditures as those for re
funds and indemnities. The sixth class covers cash ad
vances for manufacturing purposes. Automoti'ITB equip
lIlent is separated from other equipment by the ninth 
olass. The tenth class includes deductions from revenue 
which do not represent actual administrative costs. 

In view of the varying practice in the classification of 
expenditures for municipal purposes, an attempt should 
be made to set up a classification of the object type that 
may be generally accepted and used by city authorities. 
This classification should be so arranged that it will per
mit the use of the other expenditure classifications if the 
city authorities desire to have the financial information 
classified according to them. In the event the other clas
sifications are not used, this one should be devised in such 
a way as to supply fairly complete information in sys
tematic order without further classification. Most im
portant of all, it should be elastic; that is, easily adapt
able to any city government regardless of size. 

The accompanying "expenditure classification" is pro
posed as one that will meet the above requirements.' 

I Tbe writ ....... JlOOf<\ tilu. 010001 ... _ or upoadita_ about '- -" 
.... 1. bio M ...... ".. B ....... _ B ...... M .... (lll:!ll) ...... 1S-n. It .. 
• __ tiOll or •• tllI .. rliN 01_,"",_ ... hkIl ._nod i. bI8 B,..., 
M .... (lU:ill ...... 1i1-6S. TIl. _lit _hll ... boo heM ........... 
• 1_1 I. 1111 ... tI"'l7 b7 tile ladia ... _111 baud or _to fw badlft 
.ul.,. .ad .......... 1 .. _ la .11 aU- or lIlat _... As ........... b7 til .. 
.... "" tile _I. 010_ ... oicIat. aalMl7. III ... 1= ~ I:!) ..n...--tn.ct ... 1, tlll CNPPIioa. (tl _~ (iiI ___ 
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The seven main classes of this classification may be de
fined briefly in the following manner. Class 1000, 
services-personal, includes the direct labor of em
ployees of the city government. Class 2000, services
contractual, includes all work performed for the city 
government by persons who are not employees of the 
city, the work involving both labor and the USII of equip
ment or the furnishing of commodities under express or 
implied contract. Under class 3000-commodities-are 
included supplies, materials, and repair parts. Class 
4000, current charges, covers those expenditures which 
may be contracted annually at the option of the city 
authorities. Class 5000,nC'Urrent obligations, sets up the 
fixed charges resulting from financial transactions pre
viously entered into by the city authorities. Under class 
6000 are properties, including lands, buildings, fixed im
. provements, and equipment which has an appreciable 
and calculable period of 'Usefulness. Class 7000-debt 
pagments--contains, of course, those expenditures for 
the redemption of the city's debt. 

EnzNmTUU C!.ASSIPICUIOIr 

lOO()-8..-.icu-P.,. .. "", 
1100~8larie8 and wages regular 
1100--8aiariea and wages temporary 
1800-Other compeDSatione 

200()-8ort1ic......contractual 
2100-CommunieatiOll BIId transportation 

IllO-Pootage 
IIlO-Telephone and telegraph 
IISO-Freight BDd expreaa 
Il40-Traveliag expo .... 
'160-Hired boreea and ",ehiel. 

220O-Subaioteooe, eare aud support 
"I0-SubsietenC8 and support of penoD 
It.t0-8ublristenee and eare of anima" 
""O-Storage and eare "t vehielea 

230c.-Printing, binding and advertisiag 
1810-Printing 
1810-Typewriting and mimeographing 
'''3D-Binding 
1840-Ad.ertiaing 

(6) eurrent ohligatloll8. (7) propertiea. and (8) debt pa,.."enllL The· ...... 
moditl .... cluo ia mere17 divided Into two ~ anppliea and maleriala. 
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aOOO-SOl'1llD......c ... ,rODluol (C •• Ii ..... <I) 

'8So-Pbotographlng and blue·printiug 
'860-Publication of noti ... 

a40G-He.t
1

Ilght, power and water 
'4 o-Furniahlng heat 
'4,o-Furniahlng light and p ..... 
'480-Furniahinll water 

aGoG-Repair. 
'Slo-Repair. to equipment 
'S,o-Repalr. to buildinga and otber _ .. 

'600-..J anitorlal, oIoanina and otber .... i ... 

800D-C_clill .. 
8100-8uppll .. 

81I0-0mce 
81SG-Food 

Il'l-Food for p_ 
II'_Food for aaimall 

818O-Fuol and lubrl .... to 
1181-ooal 
11I'-otber fDole 
IIII-Lubrioatiug oilo 

al'o-Inotltutlonal 
IUI-olotb!ng and boUlahold 
'14I-Laundr1 and alMnin, 
I141-Befrlgerating 
114.-Modioal and BUl'(Jioal 
114l-General 

116o-&bool and ~0IUIl 
IIBo-Fum and da1r7 
I no-Labor_'''' 
IlBO-GeDerai 

UGo-M_torlaJa 
" 100Bulldiq ,,_Road 
,,~ 

.aoo-Bepaln 
1810-Pvta of Iq1>iplllellt 
llIo-P_ of _ .... 

~'C • ...., .. 
Uoo-Bento 

.UD-Of bnlldlJlp ........ 
• 11o-ot oquiplllellt 

aoo-lu_ 
Ul~ bnllcllJlp ud ot>iNtGi_ .no-oa_ 
'''0-0. oqui_' 
.H«I-Ofhial bond • 
• uo--Empl ___ ' li_blII~ 

4Iro-BefDa<Ia, _..- .. d iadomJOitloa 
4400-R<l(latntioaa .. d IUberiptioaa . 

~'O.~ '1._lD_ "'_J>.uiou ud ~'" "' __ to ud ... __ 
UIlO-Tu. 
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6000-Properlies 

6l00-Equipment 
6110-01Ii .. 
61.fO-Inotitutional 
6180-8ebool 
6UO-Motor vehiclea 
615O-Farm 
6160-Live stook 
617O-General 

6200-Building. and improvement. 
6.nO-Buildings and fixed equipment 
6110-Walks 8Dd pavement. 
6".f0-8ewera and draiDa 
6UO-Roads 
6.f50-Bridges 
6.f60-Trees and ahrub. 

6"OO-Land 

TOOO-Debl Pa_l. 
7l00-8erial bond. 
7.f00-8inking fn'!li iDotallmenti 

This classification can be easily expanded or contracte< 
to fit the accounting requirements of any city govern 
ment. The seven main classes should not, however, bl 
changed. In most instances it will not be necessary t< 
make any changes in the first subclasses. Additions maJ 
be made to the second and third subclasses by expand· 
ing the code numbers. The titles of these subclasses arl 
merely suggestive of what may be included under eacl 
subheading and are not supposed to be rigidly followed 
The italicized code numbers precede those titles thai 
should appear in the. accounts. The code numbers ma, 
be used on the vouchers and in entering the accounts, thuE 
saving the time of writing a description. A:ny one of thE 
code numbers, although separated from all the others, 
indicates clearly the class and subclasses to which thE 
item belongs. Take for example, 3131-ooal. The first 
digit to the left indicates the main class to which the item 
belongs, the second digit the subclass to which it belongs, 
and so on. The department to which the expenditure be
longs may be indicated by preceding the code number by 
one, two, or three capital letters. If the item noted 
above is purchased for the sewer division of the depart-
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ment of publio works, the code may be written thus: 
PWS3131. If the same item is purchased by the fire divi
sion of the department of public safety, the code may 
be written thus: PSF3131. 

The main purpose of the character classification in 
budget making is to serve as an index to the method of 
financing the expenditures. Under this olassification ex
penditures are usually divided into four groups, namely, 
(1) ourrent expenses, (2) fixed oharges, (3) acquisition 
of property, and (4) redemption of debt. The first group 
is sometimes subdivided into current expenses for ad
ministration, for operation, and for maintenance. The 
last two groups are often referred to as capital outlays. 
In the preceding expenditure olassification, the first four 
main classes, namely, servioes-personal, servioes-con
tractual, commodities, and ourrent charges, are included 
under current expenses. The last three main classes, 
namely, ourrent obligations, properties, and debt pay
ments, correspond respectively to fixed charges, acquisi
tion of property, and debt redemption under the charac
ter classification. Hence, the oharaoter olassification may 
be made a part of the other classification by merely bear
ing this in mind. In the financing of the different char
acter groups, the first two groups should ordinarily be 
met from ourrent revenues and should not be deferred 
if a sound fiscal policy is to be maintained. The third 
group may be met from cnrrent revenues, or from bor
rowings. Paymeut by means of ,special assessments or 
bond issues is permissible for the acquisition of prop
erty which confers a benefit or constitutes a capital a88et. 
Part of the cost may be handed over in this way to those 
directly benefited or to those who later enjoy the use of 
the property. The last group is usually met out of cur
rent revenues; however, bonds are sometimes refunded 
when due and not paid. 

The fund c1aBBification is applicable both to upendi-
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tures and to income. When money comes into the city 
treasury, it is placed to the credit of certain funds, and 
when eipenditurell are made, these funds are drawn upon 
in making payment. A fund ordinarily means a sum 
of money set aside to meet an expenditure; there are 
usually certain legal restrictions thrown around it as to 
the purposes for which it may be expended. Funds are 
classified in a broad sense according to their (1) owner
ship, (2) authority for establishment, (3) availability for 
use, and (4) sources of increment. 

The ownership of funds may be either public or pri
vate. Public funds belong to the government and are 
used for public purposes. Private funds are held by the 
government as an agent a~d are either used for private 
purposes or returned to their owners. They consist of 
cash derived from such sources as the following: retained 
perc~tages on contracts; deposits to guarantee fulfill
ment' of contracts, to insure return of borrowed govern
ment property, or to insure restoration of streets; cash 
found on deceased persons; and cash received for safe
keeping from prisoners or inmates of institutions. While 
the city government may hold these funds in trust or cus
tody, they do not enter into the budget. In budget mak
ing, we are therefore concerned only with those funds of 
public ownership. 

The authority for establishing, likewise the authority 
for abolishing, a public fund may come through the state 
legislature, through thll city council, through some eon
tractual agreement, or through executive order. This, 
however, does not especially concern us in budget mak
ing. If a city should have a large nnmber of funds estab
lished through different authorities, these would tend to 
complicate the accounting system and at the same time 
to bamper the financial planning. As will be pointed out 
later, the fewer funds a city bas tbe better. 

The availability of publio funds directly eonoerns 
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budget making and especially the expenditure side of the 
budget. From the point of view of availability, munici
pal funds fall into four groups, namely, (1) expendable 
funds, (2) working capital funds, (3) endowment funds, 
and (4) suspense funds. For budget making purposes, it 
is necessary to divide the expendable funds into three 
classes: the general fund, special expendable funds, and 
sinking funds. The general fund is expendable for any 
purpose to which the city council may wish to apply it. 
It is the unrestricted fund of the city government so far 
as expenditure is concerned. It is the one fund that can 
be budgeted freely, and that can be drawn upon to re
plenish other funds. Usually the bulk of the city's in
come goes into this fund. The special expendable funds 
include expense funds, capital funds (loan or bond 
funds), local improvement funds (special assessment 
funds), and pension funds. These funds, sometimes 
called" special funds," are all more or less restricted as 
to the use that may be made of them by the city council. 
They are establisbed for a specific expenditure or class 
of expenditures. In preparing the budget these restric
tions must always be taken into consideration. Some of 
thsse funds are generally constituted by setting them 
aside from the general fund, and therefore reducing the 
size of it. While sinking funds are special expendable 
funds, they are commonly required by law to be held 
separate from all other funds in the treasury .. Since they 
are set aside for the redemption of bonds, they are re
garded from the budget standpoint as a separate class of 
funds. Working capital funds are usually called "re
volving funds." They are commonly used for institu
tional or manufacturing purposes and are frequently 
replenished from receipts of salss or transfers from other 
funds. Only the earnings of an endowment fund are ex
pendable; the principal of any such fund must remain in
tact. Undistributed receipts in the city treasury are 
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sometimes known as suspense funds; these receipts im
mediately lose the characteristic of "suspense" when 
distributed to other funds, it being only a transitory con
dition. 

A classification of public funds for budget making pur
poses should be as follows: 

I-General fund 
2--Speeial expendable funde 

a-Expense funds 
~apital fund. . 
c-Loeal improvement funds 
d-Penaion lunda 
e-Other expendable funde 

3-8inking funds 
_Working capital funde 
5-Endowm ... t fund. 

It is desirable to have as few funds as possible, espe
cially of the special expendable type. When bonds are 
sold ,th.e proceeds are usually set aside as a special ex
pendable fund. This separates the bond money from 
the other money in the city accounts and iIisures that it 
will be spent for the purposes for which the bonds are 
issued. The physical separation of thjs cash according 
to funds is not, however, absolutely necessary, if a care
ful budget plan is followed and accounting control is 
established. When long term bonds, retired through 
sinking funds, rather than serial bonds are issued by the 
city authorities, it is necessary to set up aud maintain 

. sinking funds from which to pay these bonds. 
Special mill levies are very often authorized by city 

councils, the resources of which constitute a special· ex
pendable fund and go to pay the current expenses of some 
function of the city government. Such levies usually 
work against comprehensive budget planning, since they 
are equivalent to special appropriations and are seldom 
taken into account in the budget plan.' They should 
not be made. A general tax levy should cover all the 

~ See above. page 48. 
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needs of the city government, with the possible exception 
of sinking fund requirements, and the proceeds from this 
levy should go into the general fund. 

Income CllJ8sificatiott 

Income may be defined forthe purposes of this discus
sion as all the resources which the city authorities are 
empowered to expend for municipal purposes, except 
temporary loans incurred in anticipation of the collec
tion of taxes and special assessments. It is commonly 
classified by (1) funds, (2) sources, and (3) collecting 
agencies. The fund classification, discussed above under 
expenditures, is likewise applicable to income. The im
portance of analyzing income, as well as expenditures, 
by funds is apparent from the budget making standpoint. 
The city oouncil should know the extent to which fund
ingprovisions restrict the use of moneys commg into 
the city treasury. Such provisions account for the fact 
that one fund may have more money than is required to 
meet its obligations, while another fund may be short of 
money and oompelled to borrow from other fund sur
pluses. 

The proper classification of inoome by sources is im
portant from the standpoint of budget planning. City 
authorities generally have given very litUe thought to 
working out a oonsistent classification of income based 
upon sources.l Such a classification is of primary value 
in tabulating munieipal inoome. Although sources of 
increment were mentioned above under the general en,
oussion of funds, olassificatiou by such sources was not 
discussed there because it applies to the income Bide of 
the budget. 

The accompanying classification, covering the sources 
.".. daoollklltiOll _ .-ralIJ _ 10 tile _ '" ._ .... _ .... 

.......... b,y tile t'Ditod Staloe B .... _ '" tile 0..- tv tile -.ua- '" 
lla I'; ..... b_ .... ., ~ 
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of municipal income, is suggested as being both logical 
and practical. 

IN'COKJ: CLASSmCATIOH 

I-B6VetW" 
lI-Taxe. 

ll1-General property (speeify) 
lIS-Poll 
113-Ineome 
114-Buoin ... (specify) 
115-Inheritance 
ll6--Other ta:rea 

IS-Bights and Privileg .. 
121-Licensee 

1211-Motnr (speeifyl 
l21S-BnBiD ... (speelly) 
1213--Profeorional (.pedly) 
1214-J4iaeellaneone (epeelfy) 

12S-Permits (specify) 
123--Franehis .. (speetfy utility) 
l24---{Joneeorione (.pecify) 
125-Rents (specify) 
126-Boyalties (epeeity) 

D-8ervi ... and Bal .. 
13l-Fees 

13l1-Legal eervi ... 
131S-InBpectioual _ 
1313--Teehnieal eervi ... 
1314-Mieeellaneone (epeeify) 

132 Bale. of _ and oommoditiea (epeeify) 

14-Intsrest and Premium. 
141-Intsresl (epeeify) . 
14S-Premimna (under eertsiD eonditlone)' 
l43--DiIeount 

15-FiD .. and Forfeitnrea 
151-FiDes 
15S-Forfeiturea 
153C-PeuaItloa 

l6--Grants and Donations 
161-Grante and aubventiou 
16S-DoDAtione and gifts 

l1-Pension Aaeasments 

18-8peeia1 As. ..ents 
S-B""",",,,g' 

3-B.Ju 0' Prop,..,iu 

Some explanation of each of the main classes and sub
classes of this classification will aid in understanding it. 

S See below, pace 492. 
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Revenues consist of the moneys coming into the city 
treasury nnder such conditions as to increase assets with
out increasing debt liabilities. Unlike borrowings, reve
nues produce a surplus that is expendable for the general 
purposes of, the city government, subject, however, to 
whatever fnnd restrictions may exist. The proceeds from 
the sales of lands, buildings, or equipment, do not con
stitute revenues, since capital assets are decreased by 
such sales. The scope of the first class of revenu~s, 
namely, tues, is indicated by the subclasses. Ingen
eral, taxes are compulsory contributions to the support 
of the government that are levied at regular intervals 
upon persons, properties, and businesses. The sub
classes under the second class of revenues-rightEi and 
privileges-are less easily defined. The difference be
tween licenses and permits is one largely of degree. A 
license allows the exercise of certain cOtltinuing acts or 
rights. A permit allows the exercise of certain' tempo
rary or specific acts or rights. Franchises are privilegee 
that permit the continuing use of property, such as city 
streets, and include the element of regulation. Con
cessions are privileges granted with respect to special 
rights or conditions that arise out of the use of property 
and differ from licenses and permits in that they have 
a monopolistic value. However, the money derived from 
them, unlike tues, does not represent compulsory pay
ment. Rents are the return for the use or possession of 
lands and buildings belonging to the city government. 
Royalties represent a percentsge of proceeds. paid to 
the city government by persons permitted to develop, 
use, or operate any property or right belonging to it. 
Under the third class of revenues-services and sal_ 
fees represent payment for various services rendered 
by the city government. The proceeds derived from 
operations of a eommercial nature are included under 
sales of services and eommodities. The next four classes 
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of revenues, namely, interest and premiums, fines and for
'feitures, grants and donations, and pension assessments, 
are self-explanatory, at least, sufficiently so for the pur
pos_es of this discussion_ 

Something should be said about special assessments 
as a class of revenues. Special assessments are levied 
by the city government upon property adjacent to or 
in the vicinity of an improvement to reimburse the gov
ernment for all or part of the cost of the improvement. 
Such assessments are also levied to meet the cost of cer
tain services performed by the city government. Special 
assessments are generally made upon the theory that 
benefit accrues from an improvement or service to the 
property upon which the assessment is laid. In other 
words, it is assumed that the value of the property is en
hanced to the amount of the assessment, if not more. 
Some able accountants have insisted that such assess
ments &hould not be classified as revenues.1 The reason 
for excluding special assessments from revenues is that 
"they represent the recovery of particular expendi
tures. " This may be a sufficient reailon from the ac
counting staudpoint, but it does n~t square with eco
nomic facts. Special assessments 'are being used to 
an increasing degree by city governments in the financing 
of public improvements and certain services. To this 
extent special assessments may be considered as reduc
ing the burden of general property taxes. Instead of the 
city as a whole bearing the cost of an improvement or 
service, only that part of the city bears the cost (or a 
large part of the cost) which is most benefited by the 
improvement or service. In those cities where tax limits' 
exist under state legislation, city authorities show more 
and more of a tendency to transfer certain govern
mebtal costs from the general tax levy to special assess-

. Me Fran~i. Oake7, Pri"ciplu 01 Oot1ent"""" ACCOtI .. ,i .. " .u Reporti,." 
pp. 91-114, 287-293. 
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men£. Special assessments, therefore, serve to permit a 
certain leeway in meeting the growing demands of city 
governments where the general tax rate has reached the 
upper limit. In such cases, special assessments are truly 
of the nature of revenues, and the fact that the city gov
ernment may advance funds to carry on work before 
collecting assessments does not alter the general charac
ter of the assessments. The United States Bureau of the 
Census appears to have taken this point of view when 
it included special assessments in its classification of 
revenues. 

All revenues, except pension assessments and special 
assessments, usually go into the general fund of the city 
treasury unless otherwise specified; then they may go 
into other funds, as indicated in the fund classification 
outlined above. The bulk of the money available for 
general budget purposes in city"governments is derived 
from the different classes of revenues, and largely from 
the first class-taxes. It will be noted that the number 
of classes under revenues has been reduced to a minimum 
by combining all of those sources that are related. Es
cheats are not included among the revenues of city gov
ernments, since they belong especially to state govern
meuts.' 

It may be well to explain briefly what is comprehended 
in the main classes of income other than revenues. Bor
rowings are moneys derived from the sale of long term 
bonds. Temporary loans and special assessment bonda 
are not included in this class. Borrowings resnltJD the 
ereatiou of liabilities in the form of debt obligstions. 
Proceeds from the sales of properties are the moneys 
derived from the sale of lands, buildings, or equipment, 
and consequently reduce capital assets. Reeeipts ob-

a Some .... or t"ftI .. ,... ...... tile 1'1I1t-..! Sta ... Ba ..... of tile eo-
bldudrMI Sa ita dalSillft. ... 01 ••• idpal .......... daas _lItrd. ~t&. 
Ho __ • tM -18 nportod ~ tile 01 ___ ........... 
• trl~ _!tiDe. ........... 
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tained from the sales of properties should be used in de
fraying the cost of acquiring such properties; that is, 
if bonds are outstanding, they should be retired or pro
visions made for their retirement out of the receipts 
thus obtained. Any excess of such receipts may then be 
used for general purposes, except that such excess, when 
very large and hence likely to upset the continuity of the 
tax rate, should not be turned into revenue all at once. 
Moneys obtained under excess condemnation proceed
ings should be included in this latfer class. Such moneys, 
accruing from the sale or lease of condemned property 
not used in an improvement may go to pay the cost of 
the improvement, or for"general purposes in case they 
exceed the cost. In other words, any excess over the cost 
may become revenue. 

The classification of income, particularly revenues, by 
collecting agencies has been used by a number of city 
authorities; but it is not useful in budget making, and 
it is not especially helpful in accounting. If the financial 
organization of the city government is properly arranged, 
most of the revenues and receipts, will be collected 
directly by the treasury bureau or office. This classifi
cation is, therefore, of little value. 

Essential, Classifications 

The matter of classification both of expenditures and 
of income may be briefly summarized. The expenditure 
classification, outlined above, shows the services, commo
dities, properties, charges, and obligations, so arranged 
as to indicate the character of the expenditure from 'the 
point of view of the means of financing. This classifi
cation should be used in conjunction with the organization 
units, so as to establish responsibility for expenditures. 
A . functional classification may be used, as has been 
suggested, to supplement the information furuished by 
the above classification. The income classification, pre-
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viously outlined, shows the sources from which the reve
nues and receipts of the city government come. The fund 
classification sets forth the nature of the funds into which 
the revenues and reoeipts go and from which payments 
are made. These are the essential classifications required 
both in budget making and in accounting. 

The Budget Estimates and Supporting Data 

Budget making authorities should use uniform estimate 
blanks in gathering the information for the preparation 
of the budget. The use of such blanks permits carbon 
copies to be made at the time the budget estimates are 
prepared. These copies can be bound up in sets and are 
useful in the review and revision of the estimates. 

Many oities use uniform budget estimate blanks; but 
many do not. In the latter cities the estimates are Bub
mitted on letterheads and various sizes of plain paper. 
This, for example, was reoenUy the practice in New 
Orleans. Only one copy of the estimates was submitted, 
and it oontained very litUe detailed information and prac
tically no supporting data to the requests. Because of 
the varying sizes of paper used, the estimates were not 
bound together for use, but were folded like legal docu
ments and the name of the agenoy making the request 
was written on the outside. 

Erpl'ltdi'tfre Es'imate BllJflu 
While uniform estimate blanks should be used by all 

city governments in preparing the budget, the general 
form of 'these blanks may be varied for cities of durer
ent sizes. Small cities and towns may use a Bingle esti
mate form to advantage, the different items being entered 
in the order of the erpenditure classification and BUm

mari.ed at the end of the last sheet of the form. Where 
a Bingle estimate form ie used, it should be so arranged 
as to show oonsiderable detailed information especially 
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concerning salaried positions. The expenditures for each 
of the two years immediately preceding the year to be 
budgeted should be shown on the estimates. This infor
mation has some value for comparative purposes. It 
shows the trend of expenditures for the various agencies 
of the city government, but it should not be regarded as 
indicative of the value of the work of such agencies. 
Other means, such as cost data and compiled facts con
cerning results, must be found to determine accomplish
ments. These should be supplied, wherever possible, in 
support of the information contained on the estimate 
blanks. 

Only two expenditure estimate forms are used by the 
city of Boston. The entIre expenditure classification is 
printed in the left hand column of the first form and the 
various departments and institutions are required to put 
the ,total amounts needed in a column after each item of 
the Classification for whicQ. a request is made. The sec
ond form supports the personal service items on the first 
form and the departments are required to give on this 
form a complete list of all employee~. The first form 
serves as a recapitulation sheet as well as an estimate 
form. It may be criticised on this ground, since it does 
not contain enough detailed information. It does, how
ever, show the expenditures for each of .the three years 
previous to the year to be budgeted. . ~ 

Three estimate forms should be sufficient to outline the 
expenditure needs of the departments and institutions 
in a city of 30,000 to 100,000 population. These forms 
should be a convenient size, say sixteen Inches wide by 
twenty mches long, so they can be filled out by using a 
wide carriage typewriter. The first one of these forms 
shonld be for personal services. It should be set up ac
cording to the accompanying Form A (Figure 2). In 
case an employee of the city government receives com
mutation or maintenance in addition to salary, this should 
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be indicated on the estimate form or on a supporting 
sheet, using the item number on the estimate form as a 
reference key. When estimating the amounts needed for 
labor or irregular employees, only the number of the 
employees and the days required should be shown in 
column 4 of Form A. All new positions should be spec
ified in this column. 

The second form should be used for classes 2000 to 
6000 of the expenditure classification previously outlined. 
It should follow the arrangement of the accompanying 
Form B (Figure 3). In the case of classes 4000 and 5000, 
units and unit prices, of course, cannot be shown, so these 
col~s are left blank in filling out the form for items 
under these classes. The larger city governments may 
find it advisable to have additional forms for the 6000 
class, namely, properties. Where considerable expendi
tur~ is made for properties, a form for equipment, an
other form for buildings and improvements, and a third 
form for land may be used to advantage.1 Of course, 
it is to be understood that the information furnished on 
these supplementary estimate forms ~hould, when such 
forms are not used, be supplied as supporting informa
tion to the shorter estimate Form B. This can easily be 
done where there are only a few purchases under the 
6000 class. 

The purpose of the recapitulation form is to enable the 
budget estimates and supporting information of each or
ganization unit to be summarized on a single sheet. The 
arrangement of this form is shown on the accompanying 
Form C (Figure 4). The estimates of the different 
bureaus or divisions constituting each department, or 
the institutions under each department, should be sum
marized separately according to the main classes of the 
expenditure classification, and these in turn should be 

• Set' A.. E. Buek. Bv411'" Maki"". pp. T1, so. 84., for Rl'ceated Ntimate 
rOnr.f (or equipment, buildiDCs aDd impl'OftlDeDta, aad land. 
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summarized for the whole department. These summaries 
should be made on Form C. 

Brief instructions for the preparation of the estimate!! 
should accompany the forms. In fact, it may be advisable 
to print such instructions in the caption or on the back 
of each form. It is important that the spending agencies 
understand just how the budget information is to be 
filled in on the estimate blanks. Otherwise, the estimates 
may not be correctly made out and may have to be re
turned to the spending agencies to be made over. In a 
few cities this is avoided by having the controller, or 
other chief accounting officer, make up the estimate 
blanks as to items and :fill in past expenditures hefore 
these blanks are sent to 'the spending agencies. These 
agencies then fill out only the request columns and re
turn the estimates. The desirahility of this procedure 
is 4iscussed later" 

Supporting Expenditure Data 

Uniform estimate sheets cannot be made to contain 
all the information needed in budget making. It is neces
sary to have certain supporting data. These cover a 
wide range. There should be complete explanations of 
all requests that are out of the ordinary. Requests for 
buildings should be accompanied by the architect's esti· 
mates, blue prints, and specifications. In adding a new 
building to an institutional plant, a complete plan of 
the grounds should be furnished showing exactly how it 
will fit into the general scheme when completed. In 
the constrnction or resurfacing of streets, a plan of the 
city should be furnished showing just where the work
is to be done and the rate at which it is to be finished. 
'Requests for appropriations to purchase land should be 
supported by a full description of the land and a state
ment of the use that is to be made of it. 

a See beloW', pace 90. 
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;Per capita costs should be furnished with the esti
mates of all city institutions.· Complete figures should be 
given on the production and cost of operation of all 
institutional, agricultural and shop industries. Where 
services are conducted on a pay basis in connection with 
departments and institutioQ.s, these should furnish in
formation to show whether or not they are self-support
ing. 

Complete information should be furnished on the op
eration of all municipally owned utilities. The charges 
for the services of such agencies are generally fixed at 
rates which will make them self-sustaining. Figures 
should be furnished to show if this is the case. Unit 
costs of operation not only for utilities but for other 
agencies of the city government are of assistance in bud
get making. 

While municipal debt requirements do not relate to 
the '. estimates of the various spending agencies, they 
should have a very important place in the city budget as 
a whole. Such requirements should be calculated by the 
chief financial officer of the city government and turned 
over to the budget making authority. - Estimates of the 

, .amounts needed for sinking fund installments, serial bond 
redemption, and interest charges should be carefully cal
culated and properly summarized for th& budget. 

The work program is valuable in making estimates 
since it sets forth the cost of the different activities in 
each department.1 At the present time its value, where 
it happens to be used, is largely administrative. It has 
not been applied to any extent as an aid to the deter
mination of fiscal policies. As has already been pointed 
out, the needs of departments and agencies should be 
expressed in terms of cost of activities as well as in terms 
of services and things to be purchased. The total amount 
of appropriations needed in either case Cor a certain de-

'See Chapter IV for. dl8euaoioD of the work procram, pp. UK-lOll. 
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partment would be the same, but the different methods 
of expressing the requirements would enable the city 
council to check one against the other by comparison. 
The work program of the current year may be used to 
advantage in budget making by comparing it with the 
appropriations allowed at the beginning of that year. 
This should show the relation between What has actually 
happened in making the expenditures of the fiscal year 
and what was contemplated in the budget when it was 
prepared and adopted.1 

The information supplied with the budget estimates 
should, if possible, go beyond the stage of operation to 
the actual accomplishments of the service. A particular 
service may be performed satisfactorily by a department 
or agency of the city government, and yet the community 
may be getting nothing in return for the expenditure 
made in carrying on the service. All the important facts 
that can be gathered with refer!!nce to the results of 
munioipal servioes would undoubtedly be a great aid in 
deciding upon the detailed proposals of the budget. A 
method of bringing these facts together and presenting 
them in systematio form along with the other budget in
formation should be developed. 

EstjMales of Ret1et1VM 

The chief financial officer of the city government 
should prepare the estimates of revenueS. This method 
of preparatiou assumes that all moneys belonging to the 
city government are collected and deposited in the city 
treasury. The revenue estimatea should be carefully 
made, since they largely determine the amount of money 
to be raised through the general tax levy. The estimates 
of re\'t'nuea from sources other than the general property 
tax should not be more than 10 per eent above or below 

. the a{'tuai collet'tions. When, under normal conditione, 
'nlo 10 anplalcs117 .....,.tooI ____ !S2. 
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revenue estimates vary considerably from the collections 
later made, it indicates either that proper care has not 
been used in making the estimates or that the officials 
responsible for them have resorted to wilful misrepre
sentation. High estimates are sometimes intentionally 
made to keep the tax rate down. This usually occurs 
in the election years when the artificially lowered tax 
rates constitute distinct political assets for the party in 
power. Such estimates are one of the chief causes of 
deficits in the funds of city governments. Low estimates 
are intentionally made to provide more money for ex
penditures where tax rates are not particularly pressing. 
Great care should be taken to avoid mRking revenue esti· 
mates that are too high or too low. Such estimates repre
sent bad financial planning and in time shake. the public 
confidence. 

Under existing legal provisions, certain departments 
and 'institutions in some cities are permitted to retain and 
expend the moneys which they collect. The situation 
thus created militates against a sound budget procedure, 
but it is usually beyond the power of the citY'authorities 
to correct. In such cases, however, complete estimates 
of revenues should be furnished by these agencies to the 
budget making authority. Such estimates should be made 
on a special form, and the revenues should be classified 
according to the income classification previously out
lined. These revenues should be deducted from the total 
expenditure requirements of the department or institu
tion and the balance appropriated out of the general 
treasury. . . 

Bubsidized_ Private Agencies 

It is the practice in many cities to subsidize privately 
o~ed and operated institutions and agencies, which are 
expected to render certain services to the community in 
return for the aid thus given. For example, the city 
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government of New Orleans recently appropriated vary
ing sums of money to more than fifty private institutions 
and agencies. The authorities in many municipalities 
have questioned the wisdom of making such appropria
tions and have restricted the use of public funds for such 
purposes. Generally speaking, city governments should 
not aid private institutions and agenoies. Government 
aid is justified only where much needed and satisfactory 
service is rendered in return for the money appropriated 
to such private agencies. If the service is worth doing 
and the city government can arrange to pel'form it 
through one of its own agencies, then this method IiIhould 
be followed. All private agencies receiving subsidies 
from the city government should be required to report 
in full the sources of their income tnd the distribution 
of their expenditures. 

'l'he Budget Making Procedure 

The budget making procedure includes the bringingl 
together of the budget estimates, the review and revi
sion of these estimates, and the setting up of the budget 
document and supporting bills. This procedure presup
poses some agency to carry it ouLThe general charao
ter of this agency, which has already been referred to as 
the budget making authority, may well be discussed at ... 
this point. 

The Budge' MGki"g Au'hority 
The budget making authority may be of the ccueeu_1 

tive" type, the "board" type, or the "legislative" type. 
The type of this authority is largely determined by the 
general organisation of the city government, although the 
authority itself is usually constituted and established by -
law. .An executive type of budget sYstem, one in which 
the mayor or the manager prepares the budget plan and I 
carries the plan into _ution after it has been adopted 
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by the council, is not possible under any but the manager 
form or the centralized-mayor form of city government. 
Such a system caunot be carried out under the COmlnis-

.. sion form or the decentralized mayor-council form. The 
board type or the legislative type is more appropriate for 
these forms of municipal government. Under the board 

. type, the budget is prepared by a board or commission 
consisting of leading administrative officers, or of both 
administrative officers and representatives of the coun
cil. Under the legislative type, the budget is prepared 

,. by the council, usually through one of its committees. 
Neither of these types places definite responsibility on 
a single executive or administrative officer for carrying 

". out the budget plan after it has been adopted by the 
council.1 

It is now generally agreed among budget specialists 
and students of government that responsibility for the 

..( ..initihl budget plan should rest upon the chief executive 
.. or administrative officer of the city government. If the 

existing organization of the city government is not such 
as to permit this officer to assume authority in budget 

"making, then there is a strong reason for reorganization. 
Budget making by the executive has been emphasized 

lin promoting the adoption of the manager form and the 
centralized mayor-co.uncil form of municipal government. 
In either case the executive is in direct control of the 

~ administrative work and is, therefore, in the proper posi. 
tion to do the financial plauning. The manager form is 
usually' somewhat more simple and direct in its operation 
than the mayor-council form. Under the latter form 
there is a possibility of deadlocks between the mayor 

Iland the council over the budget plan, which does not 
exist under the other form. . 

In a number of cities many of them large cities-the 
..budget is prepared by a board of estimate, or, as it is 

• See above, poem _ ID Chapter lL 
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called in New York City, a board of estimate and appor
tionment. There are instances where such a board seems 
to work fairly well as a budget making agency. The main I 
weakness of the arrangement, however, lies in the lack 
of unified control over the carrying out of the budget 
plan. 

In a few cities, notably Chicago, a committee or agency 
of the council prepares the budget; The mayor has littlec-t 
or nothing to do with it until the appropriation ordinance 
is presented for his approval after having been voted 
by the council. In general, this method has not been con
ducive to careful budget planning. 

From the standpoint of effective budget making and 
more particularly budgetary control, the commission I 
form and the decentralized mayor-council form of city .,. 
government are very weak. In neither of these forms 
is responsibility for the administration of city affairs 
centralized in one individual. Hence, no one is in as./ 
position to view the work of the city government as a • 
whole, to determine the relative importance of the differ-
ent activities, and to prepare a complete budget plan on 
this basis. 

TAe Budget Staff AgttlCY 

In the preparation of the budget, the budget making 
authority, whether it be the mayor, the manager, a board, 
or a committee, should have the assistance of a staff
agency. The most suitable staff agency for this pnrpose, 
as has been pointed out in Chapter II, is a properly or
ganized dl'partment of finance in which all the essential . 
budget information is brought together and classified.' 

A few cities, notably New York, Detroit, and Boston. 
bave created the office of budget director or eommi,,
sioner, whose duty it is to bring together and scrutinise::. 
the estimates and other budget information and to pre-

's.. abo .... _ 17-21. 
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sent these to the budget makjng authority for its recom
mendations. The director of the budget of New York City 
is appointed by the mayor and works in conjunction with 

s= a subcommittee of the board of estimate and apportion
ment. 

Preparation of the Budget Estimates 
The . department of finance, or other budget staff 

? agency, should secure all estimates and budget data. The 
necessary information relative to purchases and pay
ments made by the government should be recorded in the 
department of finance currently as the expenditures are 
made. This makes it possible to fill out the estimate 
sheets with the items of expenditure for the past year 
and the current year before these sheets are sent out to 
the various spending departments and agencies. Of 
course, the expenditures for the current year have usually 
not all been made at the time the sheets are sent out, but 
an estimate for that year can be made on the basis of 
the expenditures of past months. Where the system of 
accounting is centralized, this can be more easily done 
by the department of finance than by the other depart
ments. This method of making out the estimates insures 
uniformity in the information returned. Supporting in
formation on operating costs and accomplishments 
should come from the recorda and cost accounts main
tained by each spending agency. It may be possible in 
the future to work out a system under which these rec
ords can be centralized in the department of. finance. 
However, at the present time only the expenditure rec
ords necessary for the control of the appropriations and 
the distribution of expenses are kept in the department 
of finance. 

Departmental and institutional heads should be im
pre~sed with the fact that the preparation of the budget 
estimates is important. They should understand that 



THE BUDGET AND BUDGET MAKING 91 

they may be called upon to explain each item in their 
requests before it is allowed by the budget making au
thority and that they may be quizzed by the city council 
before the appropriation Is made. This will help to pre
vent the submission of "padded" estimates to the budget 
making authority. 

The correct procedure in the preparation of the esti
mates is for the head of each bureau, division, or insti
tution to make up estimates for his unit and to turn 
these over to the departmental head. The latter should 
go over the estimates for each unit in his department to 
see that the amounts requested are in harmony with the 
genl'rl\i. departmental budget as he conceives it, that the 
requests of the various units are not out of balance with 
each other, and that the needs of some of the activities 
of the department are not being magnified while those 
of other more important activities are being neglected. 
The departmental head should assume responsibility for 
the estimates of the department and should adjust the 
estimates of the subordinate units so as to make them 
fit into his budget plan for the whole department. He 
should prepare a general summary of all the estimates 
for the department upon a recapitulation estimate blank. 
indicating his approval of the requests. He should then 
submit all estimates and supporting data to the depart
ment of finance or other budget sta1f agency_ 

WMtt SltoKld 'M Es,u..ales Be Filed' 
The date upon which the estimates should be filed is 

governed largely by the date of the adoption of the bud
get and the passage of the appropriation ordinance. The 
budget should be adopted just prior to the beginning of 
the fiscal year. When the fiscal year begins on January 
1, as it frequently does in cities, the budget should be 
adopted and the appropriation bill passed by the council 
in December. This necessitates pftparing the estimates 
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during October. They should be in the hands of the bud
get staff agency early in November. 
. It is advisable to prepare the estimates as late in the 
fiscal year as possible. Of course, sufficient time must 
be allowed for legislative consideration and action on the 
budget before the beginning of the next fiscal year. When 
estimates are prepared late in the fiscal year, the finan
cial information for the current year is more complete 
and the estimating is more exact owing to the nearness 
of the budget period. Some municipalities follow the 
practice of preparing the estimates directly after the be
ginning of the budget year, so as to have complete in
formation on the expenditures of the year just closed . 
.AJ:J.y advantages that may come from having this infor
mation are usually far outweighed by the fact that two 
or three months of the budget year are gone before the 
budget is adopted and the city government has been run
ning along during this time without any budget plan. 

Consolidation, Review and Revision of the Estimates 
When the estimates and supportin!\' data have been 

brought together in the department of finance or other 
staff agency, the next step in the budgetary procedure 
is the consolidation of the estimates. This is largely a 
clerical matter. The estimates of all ol'ganization units 
in the city government, including all debt and miscel
laneous requirements, are tabulated, thus getting a grand 
total of requests. This total is then compared with the 
total estimated means of financing, giving due considera
tion to the availability of moneys coming into the various 
funds. Having set up a tentative summary statement 
which exhibits the relationship between the proposed 
expenditures and the anticipated income of the city, the 
estimates are now ready for consideration by the mayor, 
or manager, or other budget making authority. 

A satisfactory budget plan caunot be prepared with· 
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out painstaking review and revision of the departmental 
estimates by the budget making authority. Without this, 
the budget will be nothing more than a compilation of 
the estimates. The estimates are made up in the first 
place by individuals who are interested primarily in the 
work under their supervision and naturally regard this 
work as the most important that the city government is 
carrying on. Hence, it is necessary from the standpoint 
of the community that these estimates be scrutinized by 
a person who has a wide perspective and understanding 
of the needs of the city as a whole and can view the total 
demands for appropriations in the light of the income 
available to meei them. Obviously, the proper person to 
do this is thll mayor or ths manager. When responsi
bility for revision If the estimates looking toward a com
prehensive budget plan is placed upon the mayor or the 
manager, it rests upon the same individual as does the. 
responsibility for administering the a1fairs of the city 
government. No one should be better acquainted with 
the financial requirements of the government than the 
chief administrator. 

In reviewing the estimates it may be necessary to make 
considerable reduction in them so as to balance the total 
proposed upeuditures with the anticipated income of 
the government, or it may be desirable to leave the esti
mates as they stand and to find new or increased sources 
of income as a means of meeting the larger expenditures. 
This is the job of the budget maker. If he finds that the 
estimates do not preserve a proper balance in the rela
tive importance of departmental work, be ehould make 
the necessary adjustments by revisions. In making these 
adjustments be should, of course, have conferences with 
departmental beads and others interested in the esti
mates. Tbe priucipalsdministrative ofIicers should have 
a full understanding of all revisions that are made in 
the estimatee, so they will be able, if called upon, to de-
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fend the budget proposals before the members of the city 
council. 

The budget maker should have the help of the depart
ment of finance or other staff agency in revising the esti
mates. In the larger cities he should have the assistance 
of one or more persons assigned by that department to 
make investigations and study the different problems 
bearing on the financing of the city government. Studies 
of a general nature might profitably extend to an eco
nomic survey of the community, covering the wealth, 
industr~es, resources, and taxable properties within the 
city. All of these things have a distinct relation to the 
general fiscal policy, especially when considered over a 
period of years. Eventually we can expect that a state
ment of the economic and commercial conditions existing 
within the city will find a place in its budget. 

Setting Up the Budget for the Council 
Following the revision of the consolidated estimates, 

the budget making authorities of several cities prepare 

land publish a tentative budget and hold public hearings 
on it. Where such authorities not only prepare but .. 
practically enact the budget, public hearings may be held 
to an advantage at this point in the procedure. 'This is 
true in the case of the board of estimate and apportion-

.... ment of New York City. In most cities, however, public 
/ r; hearings can be held to better advantage by the council. 
~ This is especially true in the manager goverued cities. 

The manager should plan the financial needs of the city 
government as he sees them. When his budget has been 
presented to the council, it should examine the proposals 
carefully and hold public hearings on them. 

When the consolidated estimates of expenditures and 
of i,ncome have been finally revised and the detailed al
lowances of the budget maker have been inserted on the 
expenditure estimates, then comes the work of summariz-
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ing the estimates and of casting all the budget data into 
the form of a clear, concise, and nnderstandable docu
ment. Such a document has been described above. 

Upon oompletion the budget document is transmitted 
by the budget making authority to the city conncil. Such = 
bills as may be drafted to carry out the budget plan 
usually accompany the document. Often these bills are 
included in the budget document .. This is not objection
able, so long as the bills are put in a separate section 
at the end. Frequently, a detailed appropriation bill 
oonstitutes the entire budget, a practice which cannot· 
be in anywise oommended. In many cities the budget 
bills are prepared by a oommittee of the conncil after 
the budget has been received from the manager or the • 
mayor. It would greatly assist the oonncil in its oon
sideration of the financial plan if these bills were pre
pared and submitted by the budget maker along with the
budget. Usually the budget is printed in pamphlet form. 
at the time it is submitted to the oouncil, or soon there
after, and oopies of it are made available to the public. 

OoDSidsratioll and Actioll 011 the Budge' by the Conncil 
The organization of the city oonncil is important from 

the standpoint of budget making. The small nnicameral 
oouncil, the membere of which are not directly respon-. 
sible for the .dmjnjstrative work, seems to be the most 
satisfaotory type for budget making purposes. This type 
of oouncil exists in practioally all of the manager cities 
and in many of the strong mayor cities, such as, Boston, 
Pittsburgh, and Detroit. The bicameral oonncil is almost I 
a thing of th~ past in city governments. 

The members of tbe nnicameral council are usually 
elected at large or from districts within the city. Mem
bers chosen in either of these ways are not always repre
sentative of the various interests in the eomJDunity. As 
a possible means of making them so. proportional repre-
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sentation has been applied in a few cities. One of the 

I latest experiments of this kind is in Cleveland, Ohio, un
der the city manager form of government.' The city 
area is divided into four districts, electing by propor
tional representation five, six, seven, and seven members. 
It is argued that the main community interests-political, 
social, and economic-in each district will be represented 
by one or more members according to their relative 
strength. The dominant characteristic of the first coun
cil elected under this system in 1923 appeared to be politi
cal. There were fourteen Republicans, six Democrats 
and five Independents.' The Republicans controlled the 
organization of the body. Proportional representation 
did not disrupt party control in this case, although it 
seemed to have weakened it. But greater public interest 
seems to attach to the work of the council than before 
for many years. Only a few people used to attend the 
council meetings; now, over 500 regularly attend these 
meetings. This increased public interest is largely due 
to the presence of the manager and his department heads 
upon the council floor and to the criticisms by an inde-

"pendent minority in the council, a result that is especially 
1 desirable in budget making. 

Procedure in Considering I"he Budget 

The budget and accompanying bills should be sub
mitted to the city council in time to permit of considera

/ tion and adoption before the beginning of the fiscal year. 
In most cities from €bree to six weeks are required for 
proper action on the budget by the council. 

Practically every city council has a committee to which 
/ all fiscal ~atters are referred before the .. council as a 

I Cincinnati. Ohio. wbich became a Dlanage .... ovemed city OD Janu817 1. 
lO26t baa a council of nine memben elected at 1A.rce b7 proportional 
representation . 

• Political lin.. we", PNedcall7 the _. fa the .oWled e1_ fa 
November, 1925. 
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whole takes them up for consideration. This committee 
is ordinarily called the finance committee or the ways 
and means committee. The usual practice is to refer the 
budget to this committee immediately following its sub-' 
mission to the council. The members of the committee 
go over the budget carefully at several sessions, often 
holding publio hearings on it or making investigations of .. '/ 
the requests presented in it, and then report on it to the 
council as a body. The members of the council who are 
not on the oommittee generally accept the committee's 
report at faoe value and vote to pass the budget as recom-w" 
mended by the committee. This is a weakness in the 
budget prooedure of the oouncil, especially in cities with 
the mayor-council form of government, that should be 
oorrected. The oOlll'ideration of the budget plan and t~8\I_ 
publicity given to the budget requirements by the cityJ -
oounoil are entirely too limited. 

In order to meet this situation some cities have recently 
provided for a more or less open procedure in the oon
sideration of the budget and the supporting fiscal meas
ures. In Cleveland, as noted above, publio interest is 
stimulated by bringing the manager and his department 

. heads into the oouncil where they may be quizzed by mem-I 
bers of the oouncil or they may speak on any subject 
under disoussion, although they may not vote on any 
measure. This procedure is especially effective in the 
oonsideration of the budget. It gives the minority or 
the opposition in the council an opportunity to find out = 
about the details of the budget plan. By this procedure 
the publio may also become informed. A discussion of 
the finanoial plan can thus be staged that has real news =
value. This method is a modification of the oommittee-of
the-whole procedure. 

When the budget comes up for consideration in the 
council the chairman of the finance or the ways and means 
oommj"ee. or the presiding oIIicer of the council, should 
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I take the floor and explain the general fiscal policies out
lined in the budget plan. Perhaps the mayor or the 
manager should do this, if the council is lacking in ag

. greGsive leadership. This oral explanation is known 
as the" budget speech," a term that has come to us from 
English budget p.ractices. Such a speech leads to dis

,. cussion, arouses public interest, and makes news for the 
papers. It, therefore, has value from the budget making 
standpoint. 

j Many cities have tried to encourage publicity by hold
/ I ing public hearings on the budget document. Some report 
i' fair success; others little or no public interest. This fail-

ure probably lies in the fact that public opinion is passive 
." on most governmental matters until aroused, and no 

effort is made to arouse it. Public hearings on the budget 
are generally held on stated dates and in the most per-

"functory manner. Such settings lack the dramatic ele
ments that attract public attention. As a solution, a few 
cities have tried carrying the budget information directly 
to the people through meetings in different parts of the 

,community. These meetings are held during the time 
the council is considering the budget. At·them the mayor 
or the manager speaks on the fiscal policies set forth in 

.)_ the budget and invites questions and criticisms. Such 
meetings have seemed to stimulate public interest in the 
budget. 

Passage of the Budget Bills 
The council should discuss the budget requirements of 

each department or agency of the city government. The 
opinion of the members of the council should be ascer
tained immediately following this discussion as to the 

1\ amount to be appropriated to each department or agency. 
When the discussion of the entire expenditure side of the 
budget has been concluded in this manner, then a total 
of the proposed appropriations for all departments and 



THE BUDGET AND BUDGET MAKING 99 

agencies of the city government should be compared with. 
the total anticipated income. After the necessary adjust
ments have been made to balance the proposed expendi
tures with the anticipated income, the council should then 
pass the appropriation bill and the revenue and borrow-:
ing measures which have also been adjusted to corre
spond with the budget plan as adopted by the council. 
This having been done, a copy of the budget ordinances 
should be sent immediately to the controller, who should 
set up the appropriation and other accounts on the proper 
books before the beginning of the fiscal year. 

City oouncils are usually restricted in the action they 
may take on the budget. While some councils are per
mitted to increase the budget items as formulated and. 
submitted by the Qlldget making authorities, others may 
only decrease items. Even the power to increase is sub- c 

ject to certain limitations, such as the amount of esti
mated income. Where there is a separation of the policY:r 
executing and the policy determining powers of the oity 
government, as in the mayor-council form of government, 
these limitations may, be of a serious nature. If the 
mayor is the budget making authority and also has the 
power of veto over the appropriations adopted by thel 
oouncil, he may become practically the planning and the 
legislating agency so far as the budget is concerned. 
This is the case in Boston, where the power of the council 
to appropriate city funds is seriously ourtailed. The 
mayor originates all proposals to spend money. and no) 
expenditure proposal may be increased by the council. 
In case an item is reduced by the council, the mayor may 
veto the reduction. 

Publicity-Budget Exhibits 

After the appropriations have been made and the tu 
levy fixed, the city council or the chief administrative 
officer shodld issue a publio statement. This statement 



100 MUNICIPAL FINANCE 

should show the final action of the council as affected 
by the executive veto, in case the veto is permitted and 
exercised. It should present a summary of the budget 
as finally adopted, and it should compare this with the 
general budget summary in the document previously pre
sented to the council for its action, showing the changes 
that have been made in the process .of discussion and 
adoption. This statement should be handed to all the 
newspapers in the city. 

Another excellent means of stimulating public interest 
~in the budget is through the medium of budget exhibits. 
~o far, ouly a few cities have made use of such exhibits, 
notably New York City and Springfield, Massachusetts. 
These exhibits are usually set up periodically during the 
budget making period in the city hall or some other 

~ building that is convenient for the citizens to visit. They 
consist of maps, charts, diagrams, placards, samples, and 
so fox;th, that tell quickly and easily the story of where 
the city government gets its money, how it spends this 
money, and what it gets for it. It is possible now for 
the city authorities to produce motion picture films of 
the more important activities, showing just what work is 
being done by the city government- The'se films may be 
sent around the city to be shoWn in the different picture 
theaters. Such exhibits and pictures help the citizens to 
visualize and understand the work of the city government 
and are valuable means of civic education. The radio 
also has possibilities in this direction. New York City 
has recently installed a municipal broadcasting station I :to be used for the instruction and amusement of the 
public. 



CHAPTER IV 

BUDGETARY AND AUDITING CONTROL 

TaB execution, or carrying out, of the budget plan re
quires continuous supervision on the part of the city's 
chief executive officer in conjunction with the accounting I 
and auditing control established through the department 
of finance. The budget, as approved by the city council, 
should be olosely adhered to throughout the period ~e) 
which it applies, unless some extraordinary oircum-, 
stances should aris. making changes necessary. Budget 
planning means very little if this is not done. As the 
budget plan is being carried out, information should 
be recorded and olassified by the department of finance 
for use in the preparation of the nm budget. Careful 
fiscal supervision and auditing oontrol should be estab
lished over both the receipta and the disbursements of 
the city government. There should be a continuous 
checking of the revenues and other receipta coming inte) 
the city treasury. At the same time the expenditures 
for all governmental purposes should be carefully au
dited to insure that they are being made in accordance 
with the budget plan and for value received • 

. frac\ices That Tend To l>efea\ Budget&rf Control 
Many city governments do not include the expenditures 

of all municipal agencies in the budget plan. Certain_ 
agencies are permitted to oollect local revenues and to 
expend these without central budgetary supervision. 
This is often true in the case of schools and municipally, 
owned utilities. In New Orleans. for example, the ex
penditures of many agencies, including the school board 

10l 
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and the sewerage and water board, are completely out
side any budgetary control by the city council. Of more 
than $16,000,000 spent during 1921 by the various agen
cies of the city government, the council controlled 
through its budget only about $6,000,000. Under such 
conditions as these, the budget is not a controlling plan, 
and it is not possible to maintain the proper balance be
tween the expenditures of the different agencies of the 
city government. Some agencies may spend more than 
their share of the total income of the city government; 
other agencies l1'..ay be so hampered by lack of funds that 
they cannot operate Ilffectively. It is of prime impor
tance, as stated in the preceding chapter, that the budget 
plan should include all the agencies of the city govern
ment. 

Overezpenditure of Appropriations 

Th/! expenditure side of the budget plan is not closely 
adhered to in many cities. The appropriations are not 

\

binding upon the spending officers. They may overex
pend year after year without restraint. In Yonkers, 
New York, for example, the expenditurell of the city de- " 
partments and agencies exceeded the appropriations for 
each of the seven years prior to 1921 with the exception 
of one year. This excess was usuaIIy taken care of either 
by deferring the payment of bills from one fiscal period 
to the next or by using revenues which came into the ·city , 
treasury in excess of the budget estimates. Usually the 
fiscal year ended with a deficit. In 1917 this deficit 
amounted to over $870,000 in a total budget of $4,500,000, 
or almost 20 per ce~t. Such conditions are the result 
largely of poor budgetary and auditing control 

Additional or Supplementary Appropriations 
The practice among city councils of making additional 

~or supplementary appropriations during the fiscal year 
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defeats in a large measure the budget plan. Such appro
priations should not be maae except to meet extraordi- '$ (. 

nary situations. There is little use of adopting a budget 
plan if during the year additional appropriations are to 
be made by the council for purposes which should have 
been considered and included at the time the budget was 
made. Ordinarily, very little attention is given to the 
means of financing such appropriations when they are 
adopted. During 1923, the council of Charleston, South 
Carolina, authorized supplementary appropriations. 1 
amounting in the aggregate to over $128,000. No addi
tional revenue was provided to meet these appropria
tions. Revenue had been provided in March of that year 
to cover only the appropriations made at that time in 
the annual appropriation ordinance amountinl{ to $1,-
382,700. The obvious result of such action on the partr, of the council is a deficit. To avoid such a condition the 
budget plan when once adopted must be binding alike 
upcn the council and the admjnjstration. 

Funds aNd .4.ppropriatiotlS No' Under ,he Budget 

Many cities have funds which are not under budgetary 
control. Certain agencies are authorized to make expen
ditures from these funds without any central fiscal super

. vision. An example of such a fund is the judicial ex-
. pense fund of New Orleans, provided for in the state con
stitution. It consists of the fees collected by the clerk 

'.Qr Jhe ci\il district court, the clerks of the first and sec
ond . city courts, the register of conveyances, and. the 
recorder of mortgages. The receipts of this fund amount 
to over $..'l()(),OOO annually. The city department of finance 
has custody of this fund, but the expenditures from it 
are entirely controlled by the judges of the civil district 
court. 

Continuing appropriations and other expenditure au
thorizations which are not brought into the annual bu~ 
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get plan are objectionable from the standpoint of proper 
:fiscal control. These should be avoided. In the event 
they are authorized by state laws, steps should be taken 
to bring about the repeal of such laws. 

Methods of Budgetary Control 

. Budgetary control becomes largely an administrative 
'Ilmatter as soon as the appropriations have been made 

by the council. The council's direct control over the 
spending of the appropriations should practically cease 
with the :fixing of the maximum amount to be expended 
by each of the several departments and agencies and the 
placing of responsibility on the spending officers through 
the appropriation ordinance. The administration, before 
starting. to carry out the budget plan for the :fiscal year, 

, should frame a work program for each department and 
agency of the city government. The lump-sum appro
priations to each department or agency should then be 

..distributed upon the basis of the work program and ac
cording to a system of executive allotments. Frequent 
reports should be made to the council on the progress 
of the work program and the adjustmentS that have been 
made in the allotments to meet changed conditions: The 
council should also be informed at quarterly intervals 

... as to the sufficiency of funds in the treasury to meet the 
city's bills. At the end of the :fiscal year all unencum
bered appropriation balances should lapse into the sur
plus of the funds to which they belong, making a new 
appropriation necessary for further expenditure. These 
methods of budgetary control are considered more at 
length in the following discussion. 

The Wo,.k p,.og,.am 

The work program is developed to a large extent after 
the appropriations have been authorized by the council. 
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Briefly, it is the allocation of the lump-sum appropriation 
made to a department for current operating expenses to 
the activities or working units of the department so that: 
each of these will get its proper share of the appro
priation. The work program should be prepared by the 
administrative head of each department or agency anCl_ 
it should be in line with the general fiscal policy deter
mined by the council. This program should be reviewed 
by the chief administrative officer of the city government 
and approved by him before the department head pro
ceeds with the work. It should be approved immediately 
preceding the beginning of the fiscal year to which it re
lates, and it should be subject to quarterly revisions, if 
necessary, during the year. 

The work program is an effective means of avoiding 
detailed itemizations and restrictions in making appro-I-' 
priations and at the same time insures adequate fiscal 
control and information. When such a program is in 
force, the council does not h~ve to prescribe in the appro
priation ordinance the kinds of services and things to be 
bought, the conditions to govern contracte and purchases, 
and the uses to be made of the services and things ao
quired,-all of which more or less hamper the managing 
abilities of the administrative officers. The council may 
make an appropriation for current expenses to each de-

, partment or agency in lump sum, thus permitting a high 
.degree of fiexibility in carrying out the budget plan. Tliis 
!does not curtail in the least the power and authority of 
the council in determining the fiscal policy of the .city I 
government. It simply means that after the council has 
once appropriated a sum of money to a department or 
agency and has defined the general policy to be followed 
in spending tha~ sum of money, the further direction of. 
the work thus provided for is an administrative matter 
and comes within the jurisdiction and control of ad
ministrative officers. 
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Ezecutive Allotments 

A system of executive allotments is necessary in order 
to carry out the work program in the most effective man
ner. Assuming that the council makes a lump-sum ap
propriation for the current operating expensE}s of each 
department, this appropriation should be divided among 
the four quarters of the fiscal year according to the work 
program. The allotments should be approved by the 

\

chief administrative officer of the city government and 
transmitted to the controller or other chief accounting 

I officer. If the allotments are revised at the beginning 
of any quarter, the same procedure should be followed. 
Five or ten per cent of the total appropriation may be 
reserved at the beginning of the fiscal year to cover any 

dcontingencies that may arise during the year. Twenty
five per cent of this reserve may be regarded as belonging 
to each quarter, and this amount, or the remainder 
thereof, may be returned at. the end of the quarter and 
applied to the regular expenditure purposes. In order 
to meet changing conditions, allotments made at the be
ginning of the fiscal year may be revised at the time of 
starting on the second, third, or fourth quarters of the 
year. This gives a certain flexibility to the plan of ex
penditures that cannot otherwise be secured. 

A few cities have provided that one-twelfth of the 
money appropriated to a department for current operat
ing expenses may be expended during each month, but 
this arrangement' does not allow for fluctuations due to 
seasonal expenditures and unduly hampers administra
tive officers. Some cities are already making use of the 
executive allotment system. either with reference to the 
entire budget or as applied to individual departments.1 

·Wuhi_ ... D. C., bu _ the allotment _ for .. veral yea .... 
the appropriation allowed by Congre. for the operation of tbe J»iMtriet 
fuamoH 00 .... allotted bJ' the eommj-onen OD • qaarteri7 hula aeeonli.., 
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This system, when coupled with a definite work program, 
is coming to be regarded as a desirable and effective 
means of budgetary control. It acts as a positive reo 
striction on loose spending, including spending in excess 
of appropriations. If a shortage is apparent in the 
year's income, this system can be made to control the 
expenditures accordingly. Since the allotments are made 
by the departmental heads with the approval of the chief 
administrative officer, the city council ie relieved of hav· 
ing to consider budget items during the year except 
when extraordinary situations may arise. Transfers of 
appropriations, involving the approval of the council, are 
not required, and the council is to a large extent freed 
from the apparent necessity and the temptation to make 
additional or supplementary appropriations during the 
year. Such appropriations are not needed under the 
allotment system. Thus one of the practices that results 
in defeating budgetary control in a great many city gov· 
ments is avoided. Another advantage of the allotment 
system is the budgeting of each lump·sum appropria. 
tion just as the work to which it applies is begun, thus 
permitting the requirements to be scrutinized again 
when they may be more carefully determined than when 
they were presented in the budget. By requiring the 
administrative officers to make an allotment of amounts 
previously estimated, considerable reduction may some-
~t.imes be made in the estimated cost of the work because 
otchanged conditions that were not anticipated when the 
budget estimates were prepared. Likewiee, conditions 
that might under other methods result in an overeXJien
diture • of the appropriation can be satisfactorily met. 

to a d.llnlte oz~ndlhl .. P........... s. ....... ,.. QoIifomia. h ........ t17 I. 
aucurat..cl a 00"""",,, ..... t.... .,._ .,hid> _teo ..., '-ta. 
Th. allotmfollta. Ito .. "r ..... IMde QpGaI • lDOatltb' ntbPl' tUB • Qual'UrIJ' 
haelL Indl"idu.' ... rt .... t. of cllJ' JrO"'nl ...... ta ...ei ... opeorate .. 
tM allotmeat _: for .~ ....... tM publi ............... _ of UOIIldair. 
N ... J.1W7. haa fouDel aUotaeatli __ .lfedift ia mD.lI'Olli .... ita u:peJtCli.. 
_ th __ t tM "",r. 
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An allotment system, based upon a work program and 
supported by cost data, gives the chief adniinistrative 
officer the means whereby he can exercise effective con
trol over the departments and agencies of the city gov
ernment. 

Maintaining Sufficient Fund Resources to Pay Bills 

While it is quite important that the administrative 
head of the city government should constantly supemse 
the expenditures by means of a work program and a 
system of eXjlcutive allotments, it is just as important 
that he should keep in touch with the cash resources of 
the city's funds and should maintain them as nearly a8 
possible at a point where all bills can be paid promptly. 
In many cities taxes are not paid into the treasury until 
late in the fiscal year. As a result, the current expendi
ture~ made during the early part of the year must be 
met either from money borrowed in anticipation of taxes 
or from a cash balance carried over from the preceding 
year. There is always considerable interest expense at
tached to temporary loans; hence, they sllOuld be avoided 
where possible. It is. not good business on the part of 
the city government to carry over a large surplus to 
meet bills during the early part of the fiscal year, be
cause this necessitates taking the money from the tax
payers many months before it is needed. An adjustment 
of the dates of collecting taxes and other revenues to 
the expenditure needs of the fiscal year is highly desir
able. Arrangements may be made by means of a bud
getary or finaucial calendar so that revenues will be com
ing in at different times during the year in sufficient 
amounts to meet the current needs. If this cannot be 
done,then an effort should be made to reduce to a mini· 
mum the amount of temporary loans that may be required 
during the year. 



BUDGETARY AND AUDITING CONTROL 109 

Frequetlt Reports on Allotments and Fund Balances 

Reports should be made by the controller to the chief 
administrative officer at frequent intervals respecting the 
allotments and the balances of the city's funds. In some
of the manager cities such reports are made daily. In 
this way the administrative head is kept in constant touch 
with the financial condition of the city government. He 
is enabled by reason of these reports to exercise effective 
budgetary supervision at all times.1 

A summary of such reports should be sent to the city 
council at the end of each quarter and at such other times ~ 
as that body may demand it. At the same time this 
summary should be made publio for the information of 
the oitizens. Sending suoh a summary to the council 
keeps it informed as to the progress that is being made 
by the administration in carrying out the budget plan. 
It has been argued by some that the system under which 
the oouncil authorizes transfers be.tween itemized appro
priations, when changes become necessary, is preferable 
to the executive allotment system of lump-sum appropria
tions, because the former system serves to keep the coun· 
cil more closely in touch with the financial operations 
of the city government. While the transfer system of 
itemized appropriations may bring the mattera pertain. 
ing to expenditures more vividly before the oouncil, it 
,jaas oertain serious disadvantages from the standpoint 
of_ budgetary control. The council is plaeed in a position 
where it is oontinually oalled upon to approve expendi. 
ture details, a matter that is purely administrative. -At 
the same time, the way is opened up to the council to 
upset completely the original budget plan by making 
changes here and there in it during the year. This hap
pens in many cities at the present time. Such situations, 
to a large extent, grow out of this praoties of making 

• s.. _tIIad of eIwtIJtc .............. upoadi_ <OIdroI, Po .... 
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transfers, which permits the council constantly to tinker 
with the appropriations. If the council wants to know 
how the budget plan is being carried out, it should get its 
information not from tinkering with expenditure details 
but from comprehensive financial reports prepared by the 
administration. 

Lapsing Unencumbered .Appropriation Balances 

It is important that all unencumbered appropriation 
balances should lapse at the end of the fiscal year into the 
surplus of the funds from which the appropriations were 

. made. As explained later in this chapter, the auditing 
methods should provide for the encumbering of an ap
propriation by the controller whenever an order or a 
contract is approved by him. By this procedure the con
troller should know on the last day of the fiscal year just 
how much remains unencumbered in the different appro
priations and therefore will not be expended. If this 
amount is reverted to.the treasury, it augments the sur
plus and is a means of financing the budget for the next 
fiscal year. If the unencumbered balances are left avail
able for future nonbudgeted expenditlVes rather than 
reverted, the effect upon the budget plan of the following 
year is practically the same as though additional or sup
plementary appropriations were made during that year. 

General Scope of Auditing Control 

There are two general types of auditing-periodic and 
I current. The difference between these from the stand

point of results is this: periodic auditing is performed 
at the end of a given period and merely ascertains that 
transactions were or were not regular when made; cur
rent auditing is performed continuously from day to day 

~and is the means of establishing control by which trans
actions that are not regular may be forestalled. The 
periodic audit is sometimes referred to as "locking the 

, . 
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ibam door after the horse is stolen." However, this 
,comparison somewhat understates its value, since such 
an audit does serve certain definite purposes.1 Of 
course, it does not provide the means of current control,-" 
but thj.s is not its object. Current auditing does estab
lish control, since it requires all financial transactions to 
be audited before they are approved or disapproved and
prior to the payment of all claims. Such control is the 
means of preventing loss of revenues or forestalling ir
regular expenditures, both of which may occur through 
illegal, dishonest or inaccurate financial transactions. 
This control is properly exercised by the financial officer, II ( 
usually designated as controller.· 

The current audit is sometimes called the continuous 
audit or the preaudit. The latter designation comes from 
the fact that the audit is made in time for the controller 
to take action before collections of cash can be withheld. 
from the city treasury or irregular disbursements cif cash 
mad&. 

There are various means of performing the current 
audit. By the use of billing systems, financial station-, 
ery, and accounts of amounts to be collected, the con
troller can check the revenues and other receipts collected 
and deposited by collecting officers. This method enables 
him to know daily if such officers are collecting the taxes 
due the city government, if the amounts they collect from 
JiDenses, permits, fees, and sales are correct, if they are 
prompUy depositing their collections in the city treas
ury, and so forth. Through contract and purchase order 
forms, advices of goods received, employment records, 
and accounts of appropriation balances and fund re
sources, the controller can check the expenditures in
curred by the various agencies of the city government. 
He is in a position to know before a claim is paid if the 

ton.- an poIDtod oat laM I. tII.~. Sea 1toIow. _ ItL 
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expenditure involved is covered by an appropriation, if 
it is otherwise legal, and if the city has received what it 
is asked to pay for. Even before the purchase order or 
contract is issued, he can be assured if there is a suffi
cient appropriation balance to meet the expenditure when 
incurred. 

Prevention of defalcations and illegal use of moneys, 
however, are not the sole concern of auditing control. 
As a matter of fact, many cities probably lose more at 
the present time through careless administration than 

/: through graft or deliberate dishonesty. The more impor
tant, although not the exclusive, concern of auditing con
trol, therefore, is to provide an effective method of hold· 
ing officials to account for efficiency both in the collection 
of revenues due the city and in the administration of 
expenditures. 

Facts To Be Established in the Audit 

The controller is too often content with facts so limited 
that they do not show if the transactions he approves are 
honest and accurate, though he may determine that they 

/ = are technically legal. For example, in exercising control 
over collections, he may ascertain only' that the amount " 
deposited in the bank agrees with the amount reported 
as collected. He still does not know if the amount re-

:: ported is all that was actually collected. In exercising 
control over expenditures, he may ascertain only that 
the claim is approved by the department head, that it is 
correctly computed and that the appropriation balance 
is not overexpended by the expenditure involved. He 
still does not know if the approval of the department 
head was purely perfunctory, if the city actually received 
what it is asked to pay for, if the prices charged were in 
accordance with the purchase agreement, or if payrolls 
were "padded." Very often, local laws do not permit 
the controller to find out all of these things. 
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The facts which should be established in the audit of 
transactions, may be classified as follows: 

I. Facts about transactions that result in revenues and 
other receipts: 

1. ~re all amounts accrued but not collected correctly 
reported for collection' Examples of these 
amounts are tax levies, special assessment levies, 
charges to water consumers, and miscellaneous 
sales. Such amounts are said to be "accrued" 
because they are accumulations of prospective col
lections. 

2. ~re the foregoing amounts collected within the 
time provided by law or otherwise accounted for 
satisfactorily' 

3. In cases where collectiolls are coincidenl with ac
cruals, are the amounts collected corred under the 
lenns of law or executive order' Examples of 
such collections are those from licenses, permits, 
and fees. These are "coincident with accrual" 
because it is not known until collection what is to 
be collected. Under rare circumstances, the 
amount to be collected may be left to the authority 
of the executive instead of being specified by law. 

4. ..t re all coUecliollS deposited 10 lhe credit of lhe 
city as promptly as required by law' 

5. ..tre 11Ie legal or euculille provisiOllS for Ihe safe
keepiHg of lhe city's cash complied with' Ex
amples of such provisions are those covering se
ourity to be furnished by city depositories, limit 
upon amount of separate bank balances, satisfac
tory financial condition of banks chosen as deposi
tories and surety bonds of oollecting and cnstodial 
officials. 
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TI. Facts about transactions that result in expenditures: 
(These facts are subdivided into classes A, B; and C 
following) : 

A. Facts about transactions evidenced by claims 
only for personal services. These claims include 
payrolls. 

1. Are the payees actually employed in the service 
of the city government' Is the payroll 
"padded" with fictitious names' 

2. Are the payees employed in accordance with 
whatever employment regulations, civil service 
or other, that are in effect' 

3. Is the amount credited to each payee actually 
earned' Is the payroll padded with more time 
than the employees were on duty' 

4. Are the respective rates of pay appearing on the 
claim those authorized by salary or wage regula,. 
tions or agreements' Is the payroll padded with 
inflated rates of pay' 

B. Facts about transactions evid~nced by claims 
only for expenditures other than for personal 
services. These claims include those covering 
purchases of supplies, materials, equipment, and 
contractual services. 

1. Were the quantities of commodities or services 
specified in the claim actually received by the 
city for its use or benefit' 

2. Does the quality of commodities or character 01 
services received agree with that represented in 
the claim' 
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3. Does the unit price, quality 0" other terms of pur
chase stated in the claim agree with the terms 
stated in the purchase order or contract1 

C. Facts about an transactions that result in ~ 
penditures. 

1. .Are the e:z;tensions and footings of amounts in 
the claim arithmetically correct' 

2. Has the claim been paid previously' 

S. W iU the amount of the claim e:z;ceed the appro
priation balance after the amounl of unlined 
purchase orders and contracts has been de
ducted' 

" Win the payment of the claim create an over
draft 0" the cash beloflgiflg to the fud from 
",hich the claim is legally"payable' This fund 
Clash must not be oonfused with either total cash 
in bank or appropriation balance. There oould 
be an ample bank balanoe and appropriation bal
ance but not sufficient Clash that belongs to the 
fund from which the claim is to be paid. 

6. .Are Ihe fud a"d appropriatiot& agaifl81 ",AicA 
tAe claiM is reported to apply 'Mse legally pro
vided for 'M ~ettdiltlre ",volved' 

.. -.... 
6. Is IAe gOtJet"IIM/lId activit, or service agaifl8r . 

"'McA tAIl claiM is reported 10 appl, 'Jie Otte for 
" .. Aiel 'Jie ~ettdittlre "",ollled ",as created' 

7. Is tAe paytllettl MOde by tAIl disbursiag officer 
lor Ottl, tAe GMOUU caudiled GIld ordered paid' 

8. Was 'Ae persOttGl receipl of eocl pa,ee ob'oitIed' 
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A.uditing Control Over Revenu.esand Other Receipts 

The essentials of auditing control over revenues and 
other receipts may be briefly summarized as follows: 
(1) s.ummary digest of financial laws, (2) reports to the 
controller of amounts accrued but not collected, (3) au
tomatic checks on the accuracy and authenticity of ac
cruals, (4) accounts of amounts due the city but not col
lected, (5) billing systems, (6) controlled financial sta
tionery, and (7) daily reports Elf collections to the con
troller. These are considered below in the order named. 

~'Il/,!"mary Digest of Financial Laws 

Nearly. all revenues and other receipts accrue to the 
government as the result of legislative enactments
state laws, ordinances, and councilmanic resolutions. 
frovisions of law are involved in all the facts to be de
terminedin the audit of transactions relative to revenues 
and 'Other receipts. It is, therefore, necessary that the 
controller be fully informed upon the various legislative 
enactments that are in force. 

Many competent controllers provide their offices with 
the necessary volumes of law, secure copies of new enact
ments and familiarize themselves with the contents, 
trusting thereafter to their memories and occasional 
reference to the various enactments_ In many instances, 
this may be sUfficient for practical purposes. However, 
a summary digest of financial laws, suitably classified, 
would more readily disclose whether or not the city was 
accruing receipts from all authorized sources. In such 
Ii digest; the summarized provisions of the laws should 
be classified according to the sources of revenue. The 
digest can be a loose leaf record containing separate 
sheets or cards for each source of revenue. On each sheet 
should be written a brief statement of the legal provisions 
classified in a comprehensive and uniform manner,.80me-
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what as follows : base on which tli~· revenue'ie computed; 
rate, period oovered by tax or privilege, date due, date' 
ilelinquent, penalty for nonpayment, discount for early; 
payments, provisions for sale of property, colleoting 
~flioer, fund to whioh revenue becomes an increment. 
A.fter each summarized provisioilehould be written'the 
legal referenoe.The digest should fuclude the' prim;; 
lions of 1inanciallaws with reference to aUditing contt-o! 
~ver expenditures. It should also !Dclude the legal pro, 
visions governing the issuailQe of bonds and it should 
be· the duty of the oontroller to see that these are en
foroed. ' The digest should, of course, be cUmulative.: : [til 
should provide oonvenient referenoe to legal eniuitlnentiP 
on the same subject, so that occasional moot questions: 
oould be decided more authoritatively. It should draw! 
attention to loose administration of finanoial lawS 'gen.' 
erlllly and point to careless and oonll.icting'legislation. ,: , . ,.~ .. ~, 
Rfports of ...4lno .. ,.ts ...4ccrUed bId Not Colleeled' , , 

The amounts of receipts aocrued but not ciollect~ 
shOuld be reported to the controller by submitting to him' 
the following rolls and schedules: ,~·'l 

1. Tax rolls-often called tax duplicates or tax lists;' 
These show the amount of each kind of taxes leviecl; 
against each taxpayer. Different kinds of taxes often 
~eql\ire ditTerent forms of rolls. ' : ': 
I 2. Special assessment rolls. These show the' amount' 
~e\'ied against each parcel of property benefited by' an' 
:improvemeut, or against which the cost of a service is' 
I ssessed. ' 

3. Schedules, or lists, of bills issued. These include! 
uoollected charges against customers of municipal!:,.' 

oWlled utilities, and sales of miscellaneous servicee"OoJD.,i 
OOities, discarded property, and so forth. ',' - ,i 
The above rolls and schedules provide the controller 

with the necessary information concerning the amonnfa 
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that are later to be collected or otherwise satisfactorily 
accounted for. However, their accuracy and genuineness 
must first be substantiated by the means described below. 
In order to facilitate the control over collection of these 
accruals, the totals Qf each roll and schedule should be 
charged to accounts of amounts due the city. The gen
eral character of these accounts is discussed in Chapter 
V.l 

Checks on the Accuracy and Authenticity of Accruals 
The controller should verify the extensions and foot

ings on the rolls and schedules. Aside from this, he 
cannot otherwise literally verify the accruals reported to 
him because it would necessitate recomputation and en
tire duplication of work already performed. He should, 
nevertheless, substantiate their accuracy to his satisfac
tion by whatever reasonable means may be adopted for 
that purpose. These means are briefly outlined below. 

The responsibility for accruals should be delegated 
to an agency separate from the one tlu!t is responsible 
for their collection. For example, taxes should be as
sessed in one bureau or division bu~ collected in an
other. Thus, the opportunity is not afforded to falsify" 
accruals to agree with collections subsequently reported. ", 

An important feature of auditing control is the audit 
of tax returns of corporations or businesses. This audit 
is made when it is considered necessary to verify the ac
curacy and authenticity of the volume of business or 
other taxing base as reported by the taxpayer. The audit 
may be performed by either the assessor "or the con
troller, but should be subject in any case to the super
vision of the latter. Such an audit cannot be under
taken, of course, without the necessary legal authoriza
tion to examine the accounting records of taxpayers. 

,Special assessments are frequently levied on the basis 
I See below, pp. 165, 183 It 
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of actual cost after the completion of an improvement 
or the rendering of a service. Accounts of the expendi
tures on such improvements and services should be kept 
by the controller. By this means, he is able to tell 
whether or not the total accruals resulting from special 
assessments are complete and accurate, according to the 
policy pursued in levying cost. 

When the services of municipally owned water, gas, or 
electric utilities are metered, provision is often made to 
prevent what is known as "curb-stone meter reading." 
That is, some system is adopted which makes it difficult 
if not impossible for meter readers to adopt the easier 
way of merely inventing the readings they report rather 
than visiting each meter and reporting actual readings. 
If the meter reader reports his readings in a book which 
oontains the previous readings, it is easy for him to in
vent the new readings. The prinoipal precaution to be 
taken, therefore, is to furnish the readers with fresh re
port blanks for each new r\lading of. meters. This method 

. is often supplemented by interchanging the routes of 
readers from time to time. A method has also been in
troduced of photograpliing meter dials. 

Often municipally owned water supply is not metered 
but is charged for on the basis of a fixture rate.1 That 
is, the oonsumer is charged according to the number of 
taps on his premises, such as faucets, bath tubs, water 
closets, hose connections, and so forth. In order to in
sure oomplete accruals under the fixture rate, there 
should be a careful system of reporting new connections 
and taps to the office of the water utility. This system of 
reporting is often supplemented by periodical inspec
tions of PreIU!ses to see if all connections and taps are 
accurately listed. 

The controller should occasionally test the accuraoy 
of the reports of meter reading&, connections, taps and 

• .. Wow._DI. 
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inspections. He 'should prescribe a system of making 
such reports that will insure accuracy in accordance with 
the :local ,requirements. 

,:Numbered .bill forms should be usedm'billing charges 
f9r services and sales of a miscellaneous nature such as 
:I:epairs to street openings, repairs to pavements between 
car tracks, sewer connections, city hospital services, sales 
'9f discarded property, and so forth. Such bill forms 
serve to prevent omissions in the schedules of bills for 
lDiscellaneQus services and sales. The numbered forms 
:UJ; blank: should -be issued by the controller to the billing 
1J.gency and charged by him to it. Used forms should 
lIJlbsequently be accounted for at short intervals. 

:Accounts of Amounts Due the City but Not Collected 

--Accounts should be kept by the controller of amounts 
due the city government in order to ascertain if all the 
.accruals are subsequently collected or otherwise satis· 
factorily accounted for. There should be separate ac· 
counts, for the different kinds of taxes, special assess·' 
J!ients, charges against customers of municipally owned 
utilities, and sales of miscellaneous services and com· 
ntodities. These accounts should be ~'controlling" ae
counts only. That is, they should be accounts with the 
total amount due from each of the sources just men· 
tioned, and they should "control" the accuracy of the 
amount owed by each debtor as shown on the several tax 
rolls, assessment rolls, customers' ledgers, and so forth, 
kept by collecting officers. Collections shoulct also be in
dicated on the tax and special assessment rolls and sched· 
ules of bills kept in the collecting office in order that the 
controlling accounts may be proved with the detailed 
records. 

It is usually provided that taxes on real property, spe
cial assessments, and sometimes water rates, become a 
lien on the property and that the property may be Bold 
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when these charges remain unpaid and become. delin~ 
quent. All delinquent charges should, therefore, be trans
ferred to a delinquent record which shows the accumu~ 
lated delinquent charges against each parcel of property 
for each year. In this record sho:uld also· be recorded 
the action taken in the sale of the property for charges, 
the costs of sale, the amount of penalties charged, and the 
amount reoovered. 

Billing Systems 
Properly designed billing forms may be made an im.~ 

portant aid in the establishment of auditing oontrol. A 
desoription of the tax bill used in oertain cities for this 
purpose and of the system of oontrol which it facilitates, 
will serve to illustrate this statement. 

The tax bill in question is printed· in triplicate OD on~ 
sheet of paper, the three parts being identical in form and 
wording except that they are designated respeotively .1 
notification, receipt, and stub. For the information of 
the taxpayer, the receipt, or the notification, .or both, 
may bear on the reverse side information conoerning the 
city budget, taxes and tax rates, and instructions on the 
time and plaoe prescribed for payment. When ready for 
use, the bill is in a triple fold-over form, the fold lines 
being perforated. If the reverse sides of the copies are 
not required for purposes of supplying information to 
taxpayers, the backs of two of the folds may be carbon~ 
bed. Otherwise, it becomes necessary to provide addi~ 
tional carboni.ed fold-overs in order to eliminate the la· 
bor of inserting carbon papers between the copies when 
the bill is made out. In case taxes are payable in install· 
ments, vertioal perforations may be used to provide the 
requisite number of coupons. All bills are numbered 
serially, the same number appearing on all the copies anet 
eoupons of one bill As the bills are made out, the BeJZial 
number of each successive bill is anten!d on a colUlDJi-
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provided for the purpose on the tax roll. The bills are 
then filed in numerical order in the treasury or collecting 
office: . 

The taxpayer subsequently receives the J).otification 
copy either by mail or messenger, or it is handed to him 
in the collector's office when he calls there to pay his 
taxes. When the taxpayer pays his taxes to the cashier 
in the collector's office, he surrenders the notification copy 
to the cashier and receives from him the receipt copy. 
The notification copy has a notice printed on it to the 
effect that it is not a receipt for taxes and that the tax
payer is entitled to the receipt copy when he pays. The 
surrendered notification copies are used by the cashier 
in balancing his cash at thll end of the day and in record
ing his receipts. The stub copies of all tax bills collected 
are turned over to the controller daily. These copies are 
filed in the latter's office by index number after the aggre
gate amount thereof has been found to agree with the 
total shown as collected on the daily cash report. The 
controller should find in the collector's file the receipt 
copies of all bills that have not been reported as collected. 
The bills not so reported should be those for which there 
is no stub in the files of the controllel'. When the con
troller fails to find in the collector's office the receipt copy 
of any bill of which he does not have the stub, the pre
sumption is that the bill has been collected but deposit 
not made. The controller should make an examination 
for this purpose at such times as he considers advisable. 
He should also make a test check daily on bills selected at 
random. 

The above procedure should of course be varied or 
elaborated to fit the local requirements and the size ot 
the city. For example, in small cities the notification 
copy may be dispensed with. In large cities more copies 
of the bill may be found convenient and the controller 
may also enter the collections on a duplicate of the tax 
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roll kept by him. Bills of accruals other than from taxes 
should be h8lldled through a more or less similar pro
oedure. 

Cont,.ollell FiMnciaZ 8tatiofle'71 
Licenses, permits and fees are revenues, the collection 

of which is made at the same time as the charge for the 
privilege or service. The audit of such revenues, there
fore, requires that the accuracy of the accrual and col
lection and the prompt deposit of collections be ascer
tained at the same time. For this purpose, what is known 
a8 "controlled financial stationery" should be used in 
making the collection. 

Numbered bills for miscellaneous revenues are one 
form of controlled financial stationery. Another form 
that may be used in the collection of licenses, permits 
and fees is similar to the post office money order. The 
essential feature, of oourse, is the counterfoil margin 
which is a better safeguard than the written stub against 
falsification of the record of the amount collected. When 
the rate of the license, permit or fee is constant, and does 
not involve a caloulation or does not vary according to 
other circumstances under which it is collected, the 
amount may be printed on the form and the special mar
gin eliminated. The controller must, of course, see that 
the oorrect rate has been used in calculating the amount. 
These forms are numbered and charged to the collecting 
officer by the controller. They are usually prepared in 
triplicate. The original is given to the payer and the 
duplicate goes to the controller. The triplicate is not 
provided with the margin and is retained by the collect
ing officer. 

Another method for controlled stationery is by nse of 
a locked machine instead of the counterfoil margin. One 
copy remains in the machine as the other two are .drawn 
out. The controller keeps the key to the machine. 
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Daily Reports of Oollections 

Frequently there is more or less disorder in the manner 
in which the controller receives the necessary informa
tion about collections. Such information may be handed 
to him in the form of loose memoranda from the collect
ing officer, or he may secure it through an examination 
of the collecting officer's records made at more or les8 
irregular intervals. 

When collections are reported in an unsystematic, in
formal manner, the controller does not have an authori
tative statement of the collecting officer on which to 
base his audit. The collecting officer may tlien evade re
sponsibility for the collections recorded by the controller 
in the latter's acconnts; the precision necessary to good 
recording is lacking. 

There should be a regular form of daily cash report. 
It should be prepared each day in duplicate by carbon 
proCeSS, the original being transmitted to the controller 
and the duplicate'retained by the collecting officer. When 
the treasurer is the collecting officer, this report would 
be prepared by him and would contain only his sigua
ture. The total amount shown by stubs of bills, licenses, 
permits and fees collected, should be checked with the 
respective amounts shown on the cash report. The con
troller should also check the amonnt of interest and 
penalties on delinquent taxes and assessments by apply
ing the prescribed rates thereof to the principal shown 
as collected. The amonnts of previous accruals collected 
should be entered to the credit of the respective accounts 
of amounts due the city government. The controller 
must see that the receipts are also credited to the right 
fnnd. At the end of each month, the controller should 
reconcile the bank balances reported to him by the banks, 
with the total cash in the bank shown by a cash acconnt 
to be kept by him. The various bank balances should 
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be examined at sufficiently frequent intervals to see that 
their amounts are not in excess of legal requirements, 
tha.t the depositories are chosen according to law, and 
that the security furnished by them is adequate as well 
as legal. 

Particular Transactions Noted 

There are certain occasional transactions the auditing 
control of which is implied in the foregoing procedure 
but which deserve special note. Abatements of taxes pre
viously levied constitute important transactions that are 
often only loosely controlled. Such abatements arere
ductions of taxes by a designated authority, which have 
been determined to be erroneous. In ascertaining that 
taxes accrued are collected or otherwise satisfactorily 
accounted for, the controller should see that any abate
ments are properly authorized, and that the correct 
amount thereof is credited to the account for taxes re
ceivable and also entered on the tax rolls. U for any 
reason the abatements authorized cannot be reported di
recUy to the controller by the authority responsible there
for, the controller should at least be empowered to ex~ 
amine the authorizations for abatements received by the 
collecting officer. 

Another important class of transactions from the 
standpoint of auditing control is the receipts from bond 
sales. The terms of the bond sale should be known defi
nitely by the controller, as well as the amount of bonds 
issued, and he should then verify the amount reported 
to him as received with his calculation of the amount that 
ought to be received according to the termlt of the sale 
and the issues. The circumstances of the sale will deter
mine just what detailed methods of audit the controller 
should follow. Sometimes an account is opened to cover 
bond issues and sales. 

Sales of city owned properties occasionally require 
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the attention of the controller. In all such matters, the 
controller should receive authoritative information from 
original sources as to the conditions on which the trans. 
actions are based and he should then verify his calcula
tion of the amount accrued with the amount reported 
to him as collected. 

Auditing Control Over Expenditures 

Expenditures on account of payrolls require special 
methods of auditing control. These will be considered 
later. The essentials requisite to auditing control over 
expenditures, not peculiar to payrolls, may be briefly 
summarized as follows: (1) purchase order and con· 
tract forms, (2) appropriation accounts, (3) file of en· 
cumbrances, (4) advice of commodities received and con. 
tractual services performed, (5) physical inspection of 
commodities and services, (6) claim forms and certifi. 
cations, (7) claimants' ledger, (8) fund cash accounts, 
and (9) voucher-warrant-check forms. These are briefly 
considered below. 

Purchase Order and Contract Forms 

Each purchase order or contract should be sent to the 
controller for validation before it is issued. If the 
amount of the purchase order or contract is in excess of 
the appropriation balance after other encumbrances, or 
unfilled orders and contracts, have been deducted, he 
should not permit it to be issued. 

Copies of all purchase orders and contracts should be 
filed in the office of the controller. They should be used. 
in determining the amount of encumbrances against ap· . 
propriations and in checking claims as to purchase agree· 
ments. They should also be used in preventing duplicate 
payments of claims. For this purpose, the completed or· 
delS should be filed separately as the respective claims 
are paid. Thus, the absence of an order in the uncom-
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pleted files corres'ponding with a claim received would 
be evidence that the claim had been previously paid. 

Appropriation Accounts 
Theopurpose of appropriation accounts in auditing 

control over expenditures is to give information as to 
the unexpended balance of appropriations. 

An appropriation account sheet that has been designed 
for a loose-leaf binder should be used to record the trans
actions affecting each appropriation. Spaces should be 
provided in the caption to record the name of the or
ganization unit or spending agency, the title of the appro
priation, the fund from which it is payable, the total 
appropriation, the allotments, and any reserve for con
tingencies that may be established. In case the execu
tive allotment system is not followed, a space should be 
included in the caption for appropriations and trw
fers. As transfers are authorized during the year they 
should be recorded in this space and the resulting in
crease or decrease of the appropriations shown at the 
same time. 

The appropriation account sheet usually shows in col
umnar arrangement the date of claim, claim number, 
order number, name of claimant, description of claim, 
journal page on which it has been registered, amount of 
claim, unexpended balance of appropriation, and re
mainder of quarterly allotment. However, some ao
oountants believe it is neceBBary to identify the claim only 
by its number and that the other description thereof may 
be omitted in this record. 

Sometimes special funds are expended without a defi
nite appropriation, the exact amount available not being 
shown at the beginning of the fiscal year. In such easee 
the foregoing appropriation aoccunt sheet is not used, 
but the neceBBary control is provided through a special 
account kept on an ordinary ledger shl!4't_ 
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File of Encumbrances . 
. 

. An encumbrance against an appropriation means an 
obligation which will become chargeable against it in the 
future when the transaction represented by an uncom
pleted purchase order or 'contract shall have been con
summated. A considerable time may elapse between the 
fiIing of a purchase order and the delivery of the goods, 
or between the signing of a contract and the completion 
of the work thereunder. In order to keep an accurate and 
compact record of every such uncompleted transaction, 
a copy of every· purchase order and a brief memorandum 
of every contract should immediately upon approval by 
the controller be placed in an encinnbrance file, classified 
according to the appropriation out of which payments 
therefor are eventually to be met. The unencumbered 
balance of an appropriation is the unexpended balance in 
that account minus the aggregate of all the encumbrances 
in the corresponding section of the file. Failure to main
tain such a file or to refer to it in advance of validating 
further purchase orders or contracts may lead the con
troller to authorize expenditures in excess of the total 
amount available in the appropriation. In other words, 
he would be doing business on the plan followed by a man 
who contents himself with ascertaining his cash balance 
in the barik before drawing a check against it, and neg
lects to find out whether he has previously drawn checks 
against that balance which have not yet been presented 
for payment. In short, the encumbrance file serves a pnr
pose similar to that of the stubs in a check book. 

On the controller's copy of the purchase order form 
separate space's should be provided for "unencumbered 
balance," "adjusted encumbrance" and "adjusted unen
cumbered balance." The first is noted on the document 
at the time it is placed in the file in order to avoid the in
convenience of, adding up all the encumbrances against 
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anyone appropriation each time an order or contract is 
received. That operation is like carrying forward the 
bank balance on the back of the check stubs, if the above 
analogy is continued. 

The "adjusted encumbrance" is noted on the docu
ment as the result of an adjustment between the original 
estimated total amount of the order and the revised esti
mated total. The total amount of the order frequently 
must be estimated, due partly to the speculative element 
in the quantity that will actually be delivered. After one 
or more deliveries have been made, it may be ascertained 
that the total amount"is more or less than the estimated 
total amount. Adjustments will occur also as the result 
of partial deliveries on an order because these 'reduce the 
amount of the encumbrance. The" adjusted encum
brance" will be the adjusted estimated total less the 
amount of the deliveries. Several adjustments may be 
necessary before the order or contract is finally com
pleted if the partial deliveries are numerous, but adjust
ments are not necessary for comparatively small 
amounts. The partial deliveries should also be noted 
on the document. 

As the result of an adjusted encumbrance, or the elimi
nation of an entire encumbrance when an order is com
pleted, it will be necessary to adjust the unencumbered 
balance shown on the last order placed in the file. Hence, 
the provision for several spaces on the form for "ad
justed unencumbered balance." It will ordinarily be 
sufficient to make these adjustments monthly. An "order 
register, " or chronological and serial record of orders is
sued, should be kept. The file should be checked with 
this register monthly to see that all open order documents 
are in place in the file. The necessary adjustments to 
balances should be made at that time. 

The issuance of purehase orders against contracts bas 
the Bame effect upon enoumbrances resulting from eon-
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tracts that invoices for partial deliveries on purchase or
ders have on the encumbrances resulting from the latter. 
The adjustments to be made on the contract memoranda 
'in the file would therefore be similar to those to be made 
on the purchase orders. 

The general purpose of the above procedure is to have 
the last document placed in the file show the unencum
bered balance as it may be adjusted from time to time. 
An older method of recording unencumbered balances is 
to show them in the appropriation accounts. This meth
od, however, is more intricate than the encumbrance file 
and often results in a great deal of trouble in bookkeep
ing. 

Advice of Goods Received O/TId Se,.vices Petjo,.med 

Claims should be approved by the operating executive 
responsible for the expenditure involved. However, this 
is not sufficient evidence for the controller that the city 
has 'actuallY received in quantity and quality what the 
claims show. Operating executives do not have first
hand knowledge in all cases about the claims they ap
prove. Their approvals are apt to be Pllrfunctory.' Sub
ordinates may likewise be perfunctory or even negligent 
in their approval of claims. They may not have care
fully counted and thoroughly inspected the commodities 
delivered or services performed. 

A protection against such perfunctory or negligent 
action is an original report to the controller from the 
employee who actually received the goods or supervised 
the services performed. Such a report is known 88 an. 
"advice of goods received or services performed." The 
kind of services thus reported ou, however, are only con
tractual services and not personal services. The" ad
vice" should be prepared by the receiver or supervisor 
without seeing a copy of the claim. Thus he would be 
required definitely to determine upon his own initiative, 
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the quantity and oondition of what was received. Dupli
oate copies of this .. advice" should be prepared, one 
oopy going to the oontroller and the other to the depart
mental office. The order number and name of vendor 
would be obtained from package marks and delivery slips, 
the vendor having been instruoted on the purchase order 
to place suoh information thereon. Some accountants, 
however, believe it is often suffioient for the controller 
to depend upon the different departmental offices to check 
the olaims against the advices, the former testing the ac
ouracy of this departmental audit from time to time. 

Physical Examillatioll of Commodities alld Services 

It will be readily understood that the quality of some 
oommodities cannot be determined by merely viewing 
them; as, for example, ooal, brick, cement, some food 
supplies, fire hose, and so forth. It is necessary to make 
laboratory tests of samples of such oommodities in order 
to determine their quality. A report of each test should 
be sent to the controller in order that he can ascertain 
if the q\lalit;y corresponds with that billed to the city. 

Certain construction work and other contractual serv
ioes should be inspected by engineers or other special 
technicians, in order to determine if the requirements 
have been fulfilled. Reports of such inspections should 
also be made to the controller. 

It is often contended, with reason, that all such exami
nations and inspections should be directly under the au
thority of the oontroller. 

Clai", Forms Gttd C"'ificaliOM 
It is apparent that a claim cannot be intelligently 

audited, which does not oontain a definite, detailed state
ment of the goods or servioee covered by it, and where 
and when these were delivered. The approval of the 
operating executive to the claim onght also to be ex-



132 MUNICIPAL FINANCE 

pressed in definite particulars. The essential informa
tion on the claim form should be as follows: (1) definite 
description of each commodity or service billed, (2) quan
tity of each, (3) unit price of each, (4) amount charged 
for each, (5) total amount of claim, (6) date of delivery, 
(7) delivery point, (8) city's order and contract number, 
and (9) certificate of approval of the department head or 
operating executive. 

The certification of the operating executive should be 
to the following effect: (1) that the commodities or 
services specified were received in proper condition in 
accordance with reqnirements and the terms of the pur
chase order or contract, (2) that they are to be used solely 
for the benefit of the city, and (3) that they are properly 
chargeable to the fund and appropriation indicated on 
the claim. On the purchase order, the purchasing officer 
will have certified that the price charged is reasonable 
and just. The real value of the certification, of course, 
is that it establishes responsibility. For that reason it 
must be more definite than merely "0. K." or "ap
proved." 

Very often it is required by law that the claim Cflntain 
an affidavit of the claimant to the effect that payment has 
not previously been received, that the claim is honest, 
and so forth. Such an affidavit may be of value in court 
action to recover on incorrect expenditures. Otherwise, 
it presents only facts which the controller should be able 
to establish authoritatively by his audit; and it does not 
relieve any city official of responsibility for the honesty 
and accuracy of the claim . 

.It is the duty of the controller to see that claims are 
received, audited and paid promptly, if they are ac
curate. He should not permit payment to be delayed by 
the departments. To this end, he should use the purchase 
order and advice of goods received as a follow up. Either 
of these documents should indicate if the claim is due 
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to be received by him. If audit and payment of a claim 
are delayed, it may mean the loss of cash discount or 
the oompromise of good trading relations with the 
vendor. 

After the claim has been audited by the controller and 
approved for payment, he should certify to it as fol
lows: (1) that it has been audited by him, (2) that it is 
not in excess of the appropriation against which it is 
ohargeable, (3) that it is in accordance with the contract 
or purchase order as reported to him, (4) that extensions 
and footings are oorrect, (5) that it has not previously 
been paid, (6) that no law is violated thereby, and (7) 
that to the best of his knowledge and belief the commodi
ties or services were received as represented and that the 
price is reasonable and just. It may be sufficient to have 
these oertificates less detailed. N everthelesB, they should 
be definite with respect to the facts they are supposed to 
oover. 

Sometimes standard forms for claims are printed by 
the oity and furnished to vendors. The practicability 
of requiring the use of such standard forms is a matter 
largely for local consideration. Usually the vendor's 
own stationery will suffice to satiety the above require
ments. 

,Clai"'G,ds' Ledger 

I The claimants' ledger providee the means by which 
double payment can be prevented. Copies of filled pur
chase orders and advicee of goods received provide evi
dence of previous payment, but the claimants' ledger is 
the proved and balanced aocounting record of previous 
payments to claimants. 

This ledger contains aoconnts with each vendor or 
contraotor, arranged alphabetically by name. On the 
credit side of the aocount is entered the amount, date 
'and brief deeoription of each claim. On the debit side 
, 
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is entered the amount, date and voucher number of each 
payment. The account may be set up in other ways. 
The important point, however, is to arrange the account 
in such a manner that one can determine readily when a 
claim is being audited if it has already been on some 
previous date. 

A substitute for the claimants' ledger is a voucher
index card for elich claimant, filed alphabetically by 

. name. On this card should be written the date, voucher 
number and amount of each payment made to the claim
ant. Reference to this card would disclose whether or 
not the claim had been paid. 

Fund Cash Accounts 
The resources of a fund may consist of both cash and 

uncollected resources. Every disbursement of cash is 
made out of the cash resources of some particular fund, 
general or special. Therefore, no disbursement of cash 
can be made from a fund in excess of its cash resources 
without in effect drawing upon the cash of some other 
fund. Such a transaction is illegal in most cases and 
is contrary to sound financial management. If the cash 
in a particular fund is depleted, more cash may be bor-. 
rowed from another fund upon legislative or executive 
authority. The loan, however, should be recognized in 
the accounts. , 

It is therefore necessary for the controller to aseertain 
that the payment of any claim does not create an over
draft upon the cash of the fund from which it is payable. 
For this purpose separate accounts for the cash in each 
fund should be kept by him. These accounts should show 
the available cash; that is, the cash after all approved 
claims, paid or unpaid, have been deducted. In order 
to prevent overdrafts, it is neeessary to know the avail
able, rather than the actual, cash balanee. On the debit 
side of such accounts should be entered the cash reeeipts 
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!I.S shoWn by the daily cash reports; on the credit side, 
the approved claims. 

Voucher-Warrant-Check Forms 
After a claim has been audited and approved, three 

documents are frequently used in its payment. The first 
is the disbursement voucher which is a statement of the 
amount or amounts being paid and the appropriation 
accounts charged. Attached to the voucher are the sup
porting claim or claims and other documents which evi
dence the transaction, such as purchase order, advice of 
goods received, and so forth. The second document is 
the warrant, which is the order of the controller on the 
treasurer or other disbursing officer, to pay the claim. 
The third document is the check on the bank, usually 
signed by th& treasurer and countersigned by the con
troller. 

The check and warrant must sometimes, under legal 
provision, be countersigned also by other officers, such 
as the mayor, city manager, or officers of the council 
Sometimes the warrant is transmitted directly to the 
treasursr and the check then sent to the payee. Some
times the warrant is sent directly to the payee who pre
sents it to the treasurer or to his bank for collection. 

In exercising auditing control, it becomes the duty of 
the controller to see that the warrants agree with the 
respective vouchers and the checks with the respective 
warrants. He should also see that the canoe11ed checks 
constitute receipts for the amounts paid or secure such 
receipts in another form. 

The voueher.-warrant-check form, as the name signifies, 
combines those three documents; produces an automatic 
audit between voucher, warrant, and check; secures a 
reccipt from the payee; gives him a Etatement of what 
is being paid; and saves time in writing the documents. 
The upper section of the voucher-warrant-check is usually 
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separated ft:om the lower section by perforation and 
constitutes the voucher statement. The lower section 
when signed by the c.ontroller, becomes a warrant on 
the treasurer, and when signed by the latter, becomes 
a check on the bank. It is detached from the upper sec
tion by the payee when he deposits it in his bank for 
collection. One voucher-warrant-check should be drawn 
for all the claims in favor of the same claimant paid at 
the same time. An exception to this rule should be made 
when the cash of different funds is kept in separate 
bank accounts. In that case, separate documents must 
be prepared for the amounts drawn from each bank 
account. 

Special Methods for Pa.yrolls 

Auditing control over expenditures on account of pay
rolls or personal services requires the appropriation and 
fund cash accounts already discussed. The voucher
watrant-check is also used in a mauner explained sub
sequently. The other essentials are briefly as follows: 
(1) advice of employment, (2) daily time records, 
(3) payroll document, (4) uniform pay periods and pay 
dates, and (5) pay-checks. These are'briefly conllidered 
below . 

.Advice 01 Employment 

The advice of employment provides the means by 
which the controller can ascertain if the payroll is 
padded with fictitious names. It is the means of iden
tification of each payee appearing on the payroll. A 
separate advice-of-employment form for each employee 
should be prepared in duplicate by the employing office. 
One copy should be transmitted to the controller and 
the other should be retained in the department where 
the person is employed. If there is a civil service body 
or other central employment agency, a third copy should 
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be prepared and kept in its office. If an employee is 
transferred for an indefinite period to another depart
ment, the departmental copy of the advice should be 
transferred with him. The form should be signed by the 
person who hires the employee and by the department 
head who approves the employment. If there is a cen
tral employment agency, its certificate on the form 
should be necessary before the employment becomes 
valid. The information to be recorded on the form and 
the procedure in connection with it will vary with local 
requirements for employment administration. 

The controller should check the names, designations 
and rates of pay on the payrolls with these advices. He . 
should also see that no employee has been included on 
the payrolls twice for the same period. Such a circum
stance is liable to occur where an employee is' tempo
rarily transferred or loaned to another department. 

The preparation and filing of the advice with the con
troller is considerable protection against padding and 
inaccuracies of the kind referred to above. Nevertheless, 
he should test the genuineness of the advices as occasion 
seems to demand. In some cities, occasional test checks 
are made of payrolls by resort to visiting the addresses 
given for employees in order to ascertain if the names 
listed represent real persons actually in the employment 
of the city government. 

Daily Ti ... e Recorls 
The nE'd thing for the controller to ascertain, in so 

far as possible, is whether or not each payee is entiUed 
to the amount credited to him on the payroll. This fact 
is partly substantiated by daily time reports. 

A combined payroll and daily time report for each 
employee should be prepared by the employing de~ 
ment in duplicate. One copy of this report should be 
transmitted to the controller and the other retained. The 
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time report upon salaried employees who are not paid 
by the day or hour may be indicated by code as follows: 

W=Working 
S = Sick with pay 
V = Vacation with pay 
A = Other absence with pay 
o = Absent without pay 

The controller should check the extensions and foot
ings on the report to see if they agree with the results 
that should be produced by the time credited. To sup
plement the time report submitted to him the controller 
should provide for daily time reports of foremen and 

. other supervising employees of the department. As often 
as circumstances seem to require he should make test 
checks between the reports of the foremen and the time 
report and payroll. 

The deductions on account of contributions to pension 
funds should be shown on the payroll and also verified 
by the controller. Since deductions on account of nnes 
are a disciplinary measure, these need not be verified 
by him. 

If there is a central employment agency, the payroll 
should also be certified by its Bupervising officer, to the 
effect that the information presented is in accordance 
with civil service or other employment rules and. regu
lations. 

Pay,.oll Document 

The purpose of the ·payroll document is to evidence 
the amount paid to each employee and the authority for 
the payment. It is desirable to combine the payroll 
document with the time report. This may not always be 
feasible, due to local methods of employment manage
ment and supervision. When the two documents are not 
combined, the payroll document should supplement the 
information on the other. It should be prepared from 
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the time reports by the controller or, in large cities, by 
a central payroll division. A summary of the payrolls 
for the same period should also be prepared showing 
the total amount chargeable to each appropriation under 
the various organization units. 

Uniform Pay Periods and Pay Dates 

Sufficient time should elapse between the end of the 
pay period and the pay date to permit of a thorough 
audit before payment is made. Frequently, the pay date 
is the same as the end of the pay period; payrolls for the 
calendar month are paid on the last day of the month. 
As a result, such payrolls are prepared and approved 
before the end of the month, thus authorizing payment 
for time that had not been earned when the payroll was 
approved. Absence from duty or separation from ser
vice may consequently occur after preparation of the 
payroll without the required deduction from pay. It is 
not sufficient or convenient to require the approving of
ficers to notify the disbursing officer on the pay day of 
any changes in the payroll Thia ia a negative forIil of 
advice and may be overlooked. 

From two to five days is the time usually required for 
preparation and audit of the payroll and drawing of pay 
checks or preparation of pay envelopes. The pay date 
should, therefore, be about that length of time after the 
end of the pay period. 

Although not necessary to auditing control, payroll 
procedure is considerably aimplified by having uniform 
pay periods and pay dates for the aame group or class 
of employees. This does not require that all employees 
of the city ahould be paid on the same date, but only 
those in the same unit or same class of employment. In 
fact, payment might be facilitated in a large city by pay
ing employees of different units or classes on successive 
days. It sometimes OCCllre that the approval of • board, 
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commission or other body, which meets at irregular in
tervals, may be required before a payroll is valid, or 
that payrolls may be paid at whatever date they are 
rell,dY. This results in irregular pay periods and pay 
dates, and should be avoided. It frequently requires 
inconvenient accounting procedure, disruption of rou
tine, and calls for cash advances to employees. Besides, 
it is not satisfactory to low paid employees. The ap
proval of boards, commissions or other bodies in such 
instances is more or less perfunctory and does not usually 
have very much value in evidencing the accuracy of pay
rolls. 

Pay.Checks 

T11-e advantages of pay-checks over paying in cash are 
principally to insure that payment goes directly into the 
hands of the payees shown on the payrolls and that a 
bona fide receipt is automatically secured. Something 
may. also be said for the greater ease with which payment 
can thus be made and payroll ;moneys satisfactorily 
accounted for. 

It is not an uncommon practice for payment to be made 
in cas~ and for the payee to receipt the payroll docu
ment. Payroll padding is easier when payment is made 
in cash. When the receipts for payment are made on the 
payroll document, they can easily be forged or otherwise 
violated. In fact, it usually becomes convenient practice 
under such methods for 80me one other than the payee 
to receipt for him either because the latter cannot write 
or because he delegates another person to receive his 
pay. 

Under a system of payment by check, a separate check 
can be drawn to the order of each payee. The checks 
can be of the self-identifying kind, similar to a traveler's 
check. If the payee does not have a bank account, he 
may present his check to anyone of the city's depositories 
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where special payroll bank accounts have been estab
lished. If the payee cannot endorse his check, he may 
be identified at the bank by presenting his badge or 
brass check, the number of which is written" on his pay
check. 

In order to conserve the time of higher salaried of
ficers in signing pay-checks, they may be signed by a 
paymaster or clerk in the office of the disbursing officer. 
Under this method one voucher-warrant-check is drawn 
for the total amount of payrolls payable on a given date. 
It is deposited in a special payroll bank account estab
lished exclusively for payroll transactions. 

The time of the payees can also be conserved by hav
ing a paymaster deliver their checks to them at their 
places of employment. In smaller cities, arrangements 
can usually be made with banks, especially savings banks, 
to cash the pay-checks at such times as would not require 
many payees to leave their employment. 

Independent Audit Essentia.l to Oomplete Oontrol 

The controller's duties which have been outlined in 
the foregoing sections are intimately connected with, and 
indispensable steps in, orderly administration. From 
the standpoint of administrative efficiency, therefore, it 
is essential that the controller be appointed by and re
sponsible to the chief eJ:ecutivs. The need for control, 
however, does not end with the relations between the 
executive and his subordinates. It enends also to the 
relations between the uecutive and the city council. 
It is not sufficient that the ezecutive should know whether 
or not the administrators under him are complying with 
their duty. Before complete control has been estab
lished, it is necessary also to know whether or not the 
chief uecutive is carrying out the policies determined 
upon by the people or their legislative representatives. 
Consequently, as an assurance of the integrity of the 
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administration, the need for an audit conducted inde. 
pendently. of the executive becomes apparent. Except 
possibly in the largest cities, a periodic audit is suffi· 
cient for this purpose.' 

• See above, pagea 21~22. 



CHAPTER V 

GENERAL ACCOUNTING AND REPORTING 

TEB accounting system of a city government oompre
hends certain forms and methods of procedure. These 
forms oonsist of vouchers, financial stationery, journals,l 
ledgers and reports. The methods of procedure relate 
to the gathering, auditing, reoording, and reporting of 
the information on the financial transactions of the city 
government, the forms being used in the process so that 
permanent records of these transactions may be main
tained. The accounting system, oorrectly oonceived, is 
perhaps the most important element in financial admin
istration. It touohes all the funotions of the city govern
ment, the information which it furnishes is the basis of 
budget planning, and its reports are the instruments of 
administrative direction and oontrol. 

The auditing methods and records are outlined in the 
preceding chapter. This chapter sets forth briefly the 
general reporting and accounting forms and methods. In 
the following chapter cost accounting is discussed. At 
some other points in this text reference is made to ac
oounting practice and procedure.' These discussions, 
taken together, are intended to present in outline form 
the essentials of an accounting system for any city gov
ernment. 

In describing the methods and procedure of accounting 
and reporting in this chapter, we have not found it prac
tical to present anyone or more of the existing municipal 
systems. Obviously, it is impossible in this volume to 

• 11M Wow. Cbapten IX ..... X. ........ 
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give a comprehensive description or critical review of the 
various types of accounting systems that are to be found 
in the different cities. Until recent years the provisions 
for accounting procedure in most city governments were 
hopelessly inadequate. Within the last fifteen or twenty 
years, however, a marked improvement in accounting 
methods has taken place along with the general advance 
in municipal administration. At the present time there 
are several states, notably New York, Washington, Indi
ana, Ohio, and .New Jersey, which prescribe uniform 
accounting systems for the municipalities within their 
jurisdiction. In a number of states, local authorities are 
left largely to their own initiative in the installation of 
accounting systems. While the better systems have a 
more or less common purpose, they vary in their contents 
and methods. This is due in part to the requirements 
of local laws. In view of this situation, the United States 
Bureau of the Census has formulated certain rules con
ceruil'l.g the interpretation of financial transactions, which 
are designed to assist in gathering its financial statistics 
of cities. 

Tmancial Reports and Reporting 

The financial reports may be defined briefly as those 
statements and documents which set forth the facts re
lating to the financial condition and operations of the 
city government. It is the purpose of this chapter to 
outline the form and contents of such statements and 
documents. 

The financial reports are prepared by the controller, 
or other chief accounting officer, at various times and • 
are submitted to the chief executive, to the administra
tive officers and to the city council, and are usually pub
lished for the information of the citizens. These reports, 
or rather the statements of which they consist, should 
be prepared at regular intervals and should cover def-
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inite periods i orderly attention to the matters of finan
cial administration demands such procedure. The state
ments which refieot rapid changes in financial condition 
or which involve matters that require close supervision, 
should be prepared at least monthly for the city execu
tive, and more often upon demand. The department 
heads should be informed frequently of their appropria
tion balances. The council should receive a complete set 
of the financial statements when the budget is presented, 
and particular statements at such other times as the 
fiscal policy or special financial proposals are being con
sidered. 

The financial reports are made up from the accounts 
which constitute the permanent records of the financial 
transactions of the city government. Hence the form 
of the accounts is largely determined by the character 
of the information that is to be presented in these re
ports. For this reason, the nature and contents of the 
financial reports are discussed in this chapter before 
taking up the accounting records. 

Unfortunately, the financial reports of many city gov
ernments invite indifference rather than attention on 
the part of those who should follow them closely. The 
information ccntained in such reports is often incom
plete, ambiguous in statement, erroneously interpreted, 
or irrelevant as a basis for action. Not infrequently 
the financial reports consist only of a tardy annual re
port or a carelessly prepared budget document. Dur
ing the year, the facts about the city's finances, in so 
far as they are recorded, may remain buried in the books 
of the accounting office and finally appear in such form 
as to be of little value. 

The information that should be presented in the finan· 
cial reports is necessarily determined by the .dministra· 
tive purposes which are to be served. Some of the more 
impon.nt of these purposes are the formulation of the 
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budget, the administration of the budget plan, the effi. 
cient and honest management of fiscal matters, and the 
accounting to the council and the citizens for the accom
plishments or failures of the administration. The things 
upon which information is required as a basis for admin
istrative action may be summarized as follows: (1) the 
surplus available for appropriation or the deficit to be 
met, (2) the general bonded debt that may be legally 
issued and the future annual charges on the existing 
debt, (3) the administration of expendittres of the past 
period, (4) the means of financing those expenditures, 
(5) the observance of legal restrictions upon the expen
diture of resources, (6) the management of funds for 
investment, (7) the liquidation of assets and liabilities, 
(8) the custody and security of cash, (9) the acquisition 
and custody of property, and (10) the solvency of publio 
utility enterprises owned and operated by the city gov
ernment. 

The financial reports consist of a series of statements 
which should contain the information just outlined above, 
in systematic form. These statements are either of a 
summary or a detailed character. The summary state
ments or exhibits relate to the following: (A) the re
sources, obligations and surplus of each fund; (B) the 
income and expenditures of each fund; (C) the current 
assets and liabilities. of the municipality as a whole; 
(D) the general bonded debt; (E) the permanent prop
erties and stores; and (F) the balance sheet of each 
public utility. The detailed statements or schedules, 
which in most respects support the information pre
sented by the summary statements, concern the follow
ing: (1) current assets, liabilities and investments; 
(2) appropriation balances; (3) revenues; and (4) ex
penditures. 

The form and contents of the above statements and 
the manner in which they serve administrative purposes 
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are discussed below. The relation of the statements to 
each other is also explained. For the sake of brevity, 
the statements will occasionally be referred to by the 
designation indicated above, thus: "Exhibit A," "Ex
hibit B," etc.; "Schedule 1," "Schedule 2," etc. 

Summary Statement of Fund Resources, Obliga.tions and 
Surplul 

When the preparation of the budget is undertaken, it 
is necessary to know how much is left of the city's re
sources that can be spent in the succeeding period. This 
remainder of resources is conveniently referred to as 
surplus; and to be more specific, it should be called sur
plus at/ailable for appropriation.1 Just as there may be 
a surplus available for appropriation, so there may also 
be a deficit to be financed in the succeeding period. This 
surplus or deficit must be known with respect to each fund 
because the legal provisions that create funds restrict 
the purposes for which surpluses may be appropriated 
and the use of resources to finance deficits. 

A surplus represents an excess of resources over ob
ligations, while a deficit represents an excess of obliga
tions over resources. It is important to know the sums 
of each of the various classes of resources and obliga
tions of each fund in connection with the surplus or de
ficit of the respective funds. This may be illustrated in 
the following manner. If in one case the resources 
amount to $50,000 and the obligations to $49,000, and in 
another case the resources amount to $2,000 and the obli
gations to $1,000, the surplus is the same in either case. 
But the oonditions are quite different. Should these re
sources not be in the form of cash, it is easier to convert 
$2,000 into a cash resource than it is to convert $50,000. 
Taxes and other forms of aooounte receivable may not 
be entirely collectible. Under such circumstanoea the 

• Boo _Iblt A. I'IIun II. 
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exact value of the resources is doubtful. Distinction, 
should be made between the different classes of obliga
tions, because the total of certain obligations can be less 
exactly stated than others. Thus, the total outstanding 
purchase orders and contract~nliquidated encum
brances-must often be estimated; while the total tem
porary loans can be known exactly. 

A balanced budget means that the total expenditures 
from a particular fund do not exceed the total income 
of that. fund. Whether or not the budget is being prop
erly carried out can be ascertained if the sums of the 
different resources and obligations of each fund are. 
known at frequent intervals. When the budget period 
begins, the resources are in the form of estimated income 
and the obligations are in the form of appropriations or 
otherwise authorized expenditures. This, of course, as
sumes that there is no surplus or deficit carried over 
from the preceding period, and the sum of the estimated 
income equals that of the appropriations. As the period 
progresses, the taxes, for example, that are levied, will 
decrease the estimated income as a resource but increase 
the resource which we will call taus accrued and esti
mated collectible. The term "accrued ,.' means that the 
taxes have accumulated as a resource although they have 
not yet been collected. As the taxes are collected, the 
above resource will be decreased but the resonrce con
sisting of cash will be correspondingly increased. In a 
comparable manner the other sources of estimated in
come will pass through the processes of accrual and 
collection. If, however, the appropriations are being 
used more rapidly than the resources are being accrued 
and collected, an excess of expenditures over income 
will be the result. If temporary loans have been issued, . 
these must also be taken into account as obligations which 
should be provided for out of resources in addition to 
appropriations. Consequently, if the administrator car-
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ries out the budget properly, he must be continuously in
formed of the condition of the resources and obligations 
of each of the various funds included in the budget. 

It is often necessary to borrow money in anticipation 
of the collection of revenues, when the dates of collection 
are subsequent to the dates on which expenditures must 
be met. In order to know when to borrow on temporary 
loans and how to plan for the payment of these loans, 
it is necessary again to know the condition of the re
sources and obligations in each fund. For example, a 
cash balance that is small compared with the sum of the 
approved claims and warrants awaiting payment would 
obviously indicate the immediate necessity for temporary 
borrowing; This relation between the cash balance on the 
one hand and the claims and warrants payable on the 
other, is expressed by the resource known as cash (Wail
able which is the difference between those two totals. 
Further, the obligations known as ""etlcumbered ballJllces 
of appropriatiolls, ,,"liquidated etlcumbralfces, and tem
porary loa", outstalfdiflg, when compared with the prog
ress that has been made or is probable in the accrnal and 
collection of resources, indicate in advance whether pro
vision for temporary borrowing will later be necessary. 
U IIencumbered ballJllctS of appropriatiOflS represent the 
unexpended balances of appropriations less the encum
brances resulting from outstanding purchase orders and 
contraots. Hence, if it appears that the resources will 
not be aoorued and collected in time to meet the expendi
tures that will result from this obligation, it is evident 
that plans must be made to borrow. If it appears that 
there are not sufficient resources to meet the loans that 
would thus be necessary, the alternative is presented of 
outting down the appropriations still unenoumbered. In 
this respect, a course of aotion can be taken with the un
encumbered balances of appropriations that cannot be 
taken with temporary loans and only to a limited extent 
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with unliquidated encumbrances, because the last two 
represent agreements with creditors while the first does 
not. 

The preceding discussion illustrates the manner in 
which information respecting the resources and obliga
tions of each of the various funds is used in the prepara· 
tion and carrying out of the budget; It is this informa· 
tion that is set forth on the summary statement of fund 
resources and obligations, and further detailed in sup· 
porting statements or schedules. While budgetary con· 
trol to a greater or less degree is now common in the 
administration of municipal governments, it is not uni· 
versally employed. Where budgetary control is not es
tablished, the statement of fund resources, obligations 
and surplus may be regarded as even more essential to 
efficient administration. Under such circumstances, the 
information contained in the statement constitutes the 
basis for action comparable to that where budgetary con· 
trol,is established. 

Proposed Form OITId Contents of the Statement 

The accompanying pro forma statement of fund re
sources, obligations and surplus (Figure 5) is presented 
in order that the reader may visualize'the form of such 
financial statements. The· columnar arrangement indio 
cated is used to show the totals of the various resources, 
obligations and surplus of each fund or class of funds. 
One column may be used for each separate fund unless 
there are numerous funds in anyone class. In that 
case, the total of all funds in the class may be shown on 
the summary statement and the total of each fund of that 
class shown on a detailed or supporting statement. The 
last column may be used for all sundry funds, provided 
no two of such funds have resources or obligations of 
the same designation.1 

ISee aboft. eJuoiJIeatioD of fundi. pq.. 67· TO. 
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The interpretation of the term "resources" in the 
statement of resources, obligations and surplus, limits 
such resources to those of a special nature and is there
fore somewhat peculiar to governmental accounting and 
reporting. We have seen that the proposed statement 
serves certain definite purposes. Items should, there
fore, be excluded from the statement which are not per
tinent to its purposes, which do not offer any additional 
information of value as a basis for action, or which in
vite misleading conclusions. To this end, resources rep
resented by fixed or permanent properties "Such as lands, 
buildings, improvements and equipment are excluded 
from the statement. Such resources are not included 
in the budget as a means of financing, they are not a fao
tor in balancing the budget, and hence they are not a 
subject for consideration in the statement that is used 
in preparing and carrying out the budget. The mere 
statement of a more or less arbitrary valuation placed 
upon permanent properties, aside from those of munici
pally owned utilities which are not included on this state
ment, is not information that suggests any basis for ac
tion. To include a value for these properties on the 
proposed statement inaates the surplus and invites a mis. 
leading conclusion as to the amount available for appro
priation. Nor do such resources belong to any particular 
fund. The information that is essential about permanent 
properties should be presented on a separate statement, 
which is discussed later.l . 

In view of the purposes of the statement, it should in
clude certain resources which, as such, are eomewhat 
peeuliar to government accounting and reporting. These 
are grouped on the pro fOf'flllG etatement ae "income eeti
mated or authoriled but not accrued." They are re
sources in the sense that they represent means of finano-
ing made available by the government. . 

• s.. IIoIow. _ ITf .. 



EXHIBIT A 
CoNBOLIDA'l'ID SUM:KABY OJ' TBII RuOU'J'WESJ OBLIGATIONS AND SUBPLVB or EACH PUBLIO FuND 

Aa of ................... 19 •. 

Lo.al 
Other Fund. 

S.hed· General Capital Improve- Sink· 
ul. Total Fund Fund. ment ing Nam. 
No. Fund. Funds of Amount 

Fund -----BuotIrDU • • • • • • Income .timated or authorized but not accrued: 
ReveDU8I estimated but not acerued ...................... - - - -

ii 
Special all8UlD.enti authomed but not accrued •........... - -
Bondo authorised but not luu.d •..•.•••••••••.••.•..•••• - -

Income accrued and estimated collectible: 
Tuea accrued and eatimated collectible .................. - - - -
Sp •• lal .... oom.ntB a.cru.d and &Btlmated collectibl.: 

AgoiDat tho oity .•.•.••••••.••.•.••.••...•••..•••••• - -
AgaiDat 'property own... • •••.•..••.•••..••..•.•.••••. - -

Aceta. receIvable of city owned utilitiea estimated eolleatible - -
MiecellaneoUi aeaount. reoeivable eatimated collectible ...... - - -

Dua from other funda ................. : .................. - -
Cub availabl. (after doduotiDg Imm.diat. demand.) .•.••.•• - - - -
Recoverable ezpenditure on u.ellehle improvements ........ - -
Storoo .................................................. - - - -
Car~;a~~~: ................ C>A-1'Io.; .'-. ••••• '., •••••••••• - - -

Cuh to be Invaoted ••••••• T ............................ - - -
f- ---

Total ................................................ - - - -
--



i 

Oblltl_ ..... ,.", .. 
E~111IrN .utborlJe4 bat DOt _ed, 

'DeD.<1IIIIbored bal...- of .pproprialiou " •••••••••••••. - - - -UaUqaldaled _br..... .. ........................... - - - -
T;::::::a". loaDa oawlndine .............................. - - - -
H _eM boDda oaloialldlDc ...................... - -
I1ue to other IDIIdo ...................................... - -_ .. , 

Htor_ (of npndoble fDlldo) ........................... - - - -
Work::::f.:rtal (of .MkiDg ".P'I.I fundJo) •••••••••••••• -
Auamu reqalremODU (of I.ukla, fooeIe) ............. - -
p...,.~ (or .. p1tal) of ODdowmeal fundJo ............... -
Am &loll of pr8lIDlll paid .......................... --Total obll,.tloaa .................................... - - - - -

8arplu .BlIable lor .pproprialloa (or ddeit) ............. - - - - ----Total obU,.t ...... &lid larplu ......................... - - - - -
!fOB. The duboo (-) Indleata Ibe __ of amOUDIe of mODQ' In lb. various oolum .... 

:rwvu I. Oouolldated 810tement of FuIId Beoourooo &lid ObllgatioDL 
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-
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The value that is placed upon the resources is of de
cided importance. It should represent the sum which 
they will probably amount to when they are converted 
into cash. Hence the sum of the taxes receivable or 
other similar resources should be stated as that sum 
which is estimated collectible rather than the total sum 
outstanding. Otherwise, the surplus available for ap
propriation would be overstated. This explains why 
the second group of resources on the pro forma state
ment is qualified as "estimated collectible .. " Although 
it is essential to know the total sum, for example, of 
taxes outstanding, yet such information has a bearing 
only upon the liquidation of assets. It is not pertinent 
to the purposes of the fund statement of resources and 
obligations and should be presented on a separate state
ment, which is discussed later.l 

The terms "resources" and "obligations" are used 
here in a sense distinct from the terms" assets" and "lia
bilities," although the two sets of terms are often used 
as if they were synonymous. On this statement, how
ever, the resources include not only what are commonly 
understood as assets, but also estimated income; while 
the obligations include not only liabilities, but also au
thorized expenditures. There is a difference likewise 
in showing the "cash available" as a resource, rather 
than the actual cash as such; and the claims and war
rants payable as obligations. The term "income ac
crued" is also used with more freedom than in com
mercial accounting, where as an asset it generally means 
only income accrued that is not yet due. Other captions 
appearing on the form presented, which may invite in
quiry on the part of the reader, are explained below. 

"Recoverable expenditures on assessable improve
ments" represents those expenditures that are later as
ses,sed against benefited property or against the city as a 

• See belo... _ 16111l 
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whole. Hence, it is comparable in the case of improve
ment projects to cash advances and constitutes a re
source. It ensts under the method of levying special 
assessments, discussed in Chapter XII, such assessments 
being levied after work on the improvement project has 
begun or been completed.' 

"Capital resources" are those which are used only to 
produce income and hence during the time they are thus 
segregated are not expendable. Generally such resources 
belong to sinking funds and endowment fUnds. The two 
classes of capital resources shown on the form are "in
vestments" and "cash to be invested." Sometimes there 
may be other resources of sinking funds; such as, taxes 
accrued and estimated collectible. Rigid consistency in 
the use of terms would require that the latter resources 
be designated also as "capital"; but for practical pur
poses this has not been done on the ".0 formG statement 
presented here. 

Technically, "reserves" are neither resources nor ob
ligations, although they are often classified more or less 
indiscriminately as obligations or liabilities. In this 
discussion the term" reserves" is used to designate those 
sums which must be set aside or provided for out of 
surplus before the balance of the latter can be appro
priated. In this sense, the term does not mean that the 
expenditure of any specified resources is restricted as 
does the term "fund." Thus we may have reserves for 
"capital of working capital funds," "accumulated re
quirements of sinking funds," "endowment principal" 
(or "capital of endowment funds"), "amortization of 
premium," and "stores." 

"Reserve for capital of working capital funds" repre:. 
sents the sum set aside out of the surplus of the respective 
funds to maintain the capital authorised by the creation 

• Spooial LEA , ... rw .rri_ IM7 .... lie 10 ..... Aft tile -.. ... 
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of those funds. As already explained, working capital 
funds are also known as "revolving funds" and are funds 
established to purchase commodities in advance of their 
need, or to carry on activities which require capital to 
inaugurate.1 Usually the legal provisions creating these 
funds require that the sum of the capital advanced must 
be kept intact although the cash originally constituting 
the capital may be converted into other forms of re
sources during the process of administration. 

"Reserve for accumulated requirements of sinking 
funds" is equivalent to the least sum that should be 
accumulated in resources in the respective sinking funds 
as of the date of the statement, in order to make it pos
sible to retire the term bonds at maturity. The method 
of calculating this sum is discussed in Chapter XIV." 
Theoretically, the sum of the capital resources of sinking 
funds should equal the sum of this reserve. A deficit 
in the capital resources represents the sum required to 
be financed while a surplus represents the sum that may 
be directly or indirectly appropriated either through 
transfer to another fund or by applying it to the redue
tion of the sum "that may otherwise be appropriated as 
the annual installment to the sinking funds. 

"Reserve for endowment principal" represents the 
evaluation of the endowment which the contractu8I agree
ment establishing the respective funds provides shall not 
be expended but shall be investe~ as capital or principal. 
When compared with the sum of the capital resources, 
the sum of this reserve denotes whether or not the former 
has been depleted. 

"Reserve for amortization of premium paid" repre
sents the sum which must be passed to capital resources 
out of income because of the premium paid in the pur
chp.se of securities. "Amortization" signifies that the 

I See above. page 69 . 
• See below. page. 498 If. 
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return of the premium to capital resources is to be accom
plished gradually over a period of years. However, the 
reserves both for endowment principal and for amorti
zation of premium indicate the responsibility of the ad
ministratiofl to replenish capital out of income. If the 
practics is followed of amortizing the premium received 
on bonds sold, then such a reserve also appears on the 
statement. The sum of this reserve is the amount that is 
still to be passed to revenues, out of the sum first re
ceived. 

"Reserve for stores" is equivalent to the sum of the 
resource called" stores." This reserve does not appear 
in working capital funds because. such funds carry a 
reserve for working capital which includes the value of 
the store_so When stores are purchased out of other 
funds, their value is set aside or reserved out of the sur
plus available for appropriation. This is done because 
such stores have been purchased for authorized purposes 
and their value must legally be held for those purposes, 
until otherwise appropriated; although a physical sep
aration of stores according to funds is not required. 

~ometimes a reserve for the replacement of worn out 
or obsolete plant units of municipally owned utilities is 
included uuder the "reserves" on Exhibit A. A reserve 
for replacement of plant, or a depreciation reserve, which 
is calculated as a factor in showing the financial eondi
tion of a city owned utility, properly belongs on a state
ment designed for that purpoee.' Exhibit A is not so de
signed. A reserve for the replacement of properties of 
the municipality other than those of utilities has not been 
shown on Exhibit A. because it is not observed that such 
method of financing those properties is ever followed by 
city governments. 

A summary statement of resources, obligations and 
surplus of each fund is often called the tv'"' lIal_ 

• So. _ ... .,... .. 8, .... 1'11l. 
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sheet. When the balance sheet of each of the various 
funds is presented on one form as in Exhibit A, it is 
sometimes referred to as the consolidated fund balance 
sheet. 

Summary Statement of Income and Expenditurea of 
Ea.ch Fund 

Those who direct municipal administration cannot pro
ceed very far without considerable information on the 
expenditures and the income of the past period. A state
ment of income and expenditures is indispensable to the 
preparation of the budget and to efficient fiscal manage
ment because it presents' the record of financial experi
ence or operations. The statement of resources, obliga
tions and surplus shows the financial condition as of a 
particular date. The statement of income and expendi
tures shows the financial operations during a given period 
throiIgh which that condition was brought about. For 
this reason the latter is often called the statement of 
operations. 

The balance sheet of the general fund may show a sur-. 
plus at the end of a particular year of $10,000. The state
ment of operations may show that the revenues accrued 
during that year amounted to $1,000,000 and the ex
penditures incurred were $990,000, resulting in the sur
plus shown on the balance sheet. The bab.nce sheet in 
this example, however, may show total resources of 
$100,000 and total obligations of $90,000. Such a con
dition would mean that of the $1,000,000 accrued in reve
nues, $900,000 had been collected and disbursed to liqui
date the corresponding amount of expenditures put of 
the total $990,000 incurred. When the $100,000 of re
sources were all converted into cash and the obligations 
of. $90,000 discharged, there would be $10,000 left in 
cash. The point to be observed from this illustration is 
that the statement of operations shows the increasing 
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and decreasing elements resulting from income and ex
penditures, during the period, while the balance sheet 
shows the unliquidated portion of the same income and 
expenditures which by arithmetical calculation results 
in surplus or deficit comparable to that shown by the 
statement of operations. By pursuing the process of 
analysis, summarized in the statement of operations, the 
surplus or deficit can be explained j unsound financial 
policies disclosed; and by carrying the analysis far 
enough, mismanagement and inefficiency can be located. 

The analysis of the income and expenditures may be 
made in a way to show the variations between budget 
estimates and accruals. To do this requires that the 
accruals of income and expenditures shall be analyzed 
according to the classification of estimates in the budget. 
Such an analysis will explain wherein the surplus or def
icit was caused through departures from the budget 
estimates. 

Summary Stateme,d 01 Iftcoml! aftd Expetwlitures 

Complete analyses of inoome and expenditures involve 
the use of all the generally accepted classifications out
lined in Chapter Ill,l However, for the purpose of this 
disoussion we shall use only the character classification 
of expenditures and the source classification of income 
as set up on the general budget summary.· The sum
mary statement of income and expenditures, when set up 
along these lines, should show the following main head
ings: 

,-
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Ezpendit1w .. 

Current expenses 
Current obligatiollll (hed chugee) 
Properties 
Debt P"1"'enta 

Total espenditures 
Surplus (or deficit) 

The above analysis should be presented for each fund. 
By. providing a columnar arrangement to show the re
spective sums for each fund, it is possible to produce a 
consolidated or summary statement on one form. This 
summary statement (Exhibit B) should be accompanied 
by detailed statements or schedules which support the 
various items that require further analysis.' These de
tailed statements or schedules are explained below fol
lowing the discussion of the summary statement. 

The different headings under both income and expen
ditures have already been explained." "Current ex
penses" is sometimes referred to in accounting termi
nology as expenses of administration and operatiou. 
"Current obligations" is often called fixed charges, im
pJying that the amonnt is fixed in its relation to opera
tion. Such obligations are a decreasing element of sur
plus; they do not redl-ce liabilities and do not create 
assets. 

The difference between the total income and total ex
penditures of each fund is the surplus (or deficit) trom 
operations of the respective funds for the period. This 
surplus should be shown on the statement immediately 
below the expenditure. It indicates, of course, whether 
or not the financial operations have tended towards a 
favorable or unfavorable financial condition of the vari
ous funds. To express the interpretation of this surplus 

:l The revenues and e%pendituree of municlpal17 owued utiJItie. are Included 
on the general ltatemeat of operation. of tbe city I'oyemment. It ia ... 
neeet11ar7 to .t up • balance lIheet and • .tatement of operati011l for eacb 
utility. The form. to be UBed in thil coDnection are .bOWD ~Iow on 
pegs 179. 180 . 

• See aboYe, paps 84. 67, 78. 
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in apother way, it shows whether the administration has 
liv'!d within or beyond the means made available. The 
rea!Ier is warned, however, against an impression that" 
the surplus from operations represents the same con
clusive index to the success or failure of the adminis
tration as would the comparable item in private enter
prise. The financial success of municipal administration 
must be conditioned upon the quality and extent of the 
servioes that have been rendered in return for the money 
expended, the provision of maintenance and additions to 
physical capacity for servioe, the economy of methods, 
and the equitability of the means of financing. These 
oonditions the detailed analyses of inoome and expendi
tures attempt to express. 

Reconciliation with Statement of Resources, Obligatio"s 
alld Surplus 

Sinoe the surplus fro,," operations is affected only by 
the inoome and expenditures of a period, it is not identi
oal with the surplus available for appropriation shown 
on the statement of resources, obligations. and surplus, 
which is affected also by other increasing and decreasing 
elements. These elements include one or more of the 
following: the surplus (or deficit) that had accumnlated 
at the beginning of the period i the authorizations and 
estimates of income and expenditure that had not lapsed 
or been cancelled at the end of the period i possible ad
justments due to unavoidable losses, such as, wastage 
in the stores carried on hand, and unforeseen pins that 
are not income i reserves that had been set aside .during. 
the period i and transfers of cash between funds. In 80 ' 

far as they occur, these various additions and deductions 
necessary to reconcile the surplus from operations of 
each fund with the surplus available for appropriation 
of the respective funds ahonld be shown at the bottom 
of the summary statement of income and expenditures. 
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But the surplus at the beginning of the period as origi
nally recorded and reported may have been several times 
adjusted during the progress of the period. These ad
justments result from transactions of the period under 
review that affect the income or expenditure of prior 
periods. For example, certain taxes that were levied, 
accrued and perhaps collected in a previous period may 
be abated or refunded in the current period; a rebate 
may be secured in the current period on goods purchased 
in a previous period, which later were found to be defec
tive in quality. Such transactions should not be included 
as reductions of income or expenditure of the current 
period, if the statement is to show accurately the opera
tions of the period. They should be shown as adjust
ments to surplus at the beginning of the period. 

One of the factors in this reconciliation deserves spe
cial comment, namely, transfers between funds. Trans
fers ''from one fund, to another are distinct from loans 
and denote cash or possibly other resources given to an
other fund rather than borrowed by it. For example, all 
of the cash accumulated in a suspense fund is eventually 
transferred to other funds and is never turned back to 
the suspense fund; while temporarily idle cash in a 
capital or bond fund may be borrowed by the general 
fund and later returned instead of borrowing from a 
bank. Transfers affect the surpluses of funds while 
loans do not; in the latter case, a resource' Ql obligation 
is created equal to the sum of the loan made or received. 

Other examples of transfers ate those made from the 
general fund to special assessment funds to cover the 
city's share of the assessment; those made to help finance 
the expenditures of other special public funds, such as, 
pension funds, public utility funds, school funds, and 
libJ;'ary funds. Sinking fund installments are also tran8-
fers; however, they should be included as deb' payments 
under .. expenditures. " 



GENERAL ACCOUNTING 163 

Distinction Between the "Cash" Gntl the ".Accrual" 
Basis of Reporting Income Gntl Ea;pentlitureB 

The sum of the income is often reported as the cash 
receipts and the sum of the expenditures as the cash 
disbursements. This interpretation is known as the cash 
basis of reporting. Another interpretation is to report 
the sum of the income which has been accrued and the 
sum of the expenditures which have been incurred. This 
interpretation is known as the GCcrval basis of reporting. 
The accrued income, as has been said before, is the in
come which has accumulated to the credit of the city, even 
though it may not all have been collected. The expendi
tures incurred are likewise those that have accumu
lated, even though they may not all have been paid. 

It is quite obvious that cash receipts and cash disburse
ments will equal or closely approximate accumulations 
of income and expenditures of the same period only by 
coincidence. The cash basis of reporting provides a re
port only upon the operations of the collectmg and cus
todial officers. The accrual basis provides a report upon 
all fiscal operations that will result in the increase or 
depletion of resources. If the analysis of income and 
expenditures is to serve those purposes that have been 
outlined previously, the accrual basis of reporting seems 
essential. 

In passing, it may he noted that these two forms of 
reporting have been the subject of frequent debate. It 
is not pertinent to this discussion, however, to go into 
the various points of argument that may ba raised on 
either side. Those may he learned, if the reader so de
sires, by reference to numerous works on accounting. ~ 

I flCOtflfl olld Erpelldilllre .As .AI ~clei. bJ Befwllds aN 
Rt'iNlbllrs~etIIls·. 

Refunds of previous inClOllle should not be regarded as 
expenditures; neither should reimb1ll'8eDl.ents of previous 
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expe~ditures be considered income. Both income and 
expendjtq.reshave a more restricted meaning than that 
~incr~asing or decreasing elements in financial condi
iiQ~ Refunds represent mostly corrections or adjust
ments of income previously recorded and mean a reduc
tionof income as at first accrued. Reimbursements rep
resen'( the recoyery on particular items of expenditure 
and meal). a reduction of expenditure as at first incurred. 

The sum of these reductions may be shown either on 
tb,e sUmmary or on the detailed statements of income and 
ei,P.~nditure, but in either case the summary statement 
sho\lld:, be . based on the net amounts. Otherwise, the 
statements .will not interpret the transactions in accord
anc~ with. fact; and if the refunds and reimbursements 
are.larg~an.incorrect impression of the financial opera
tions may be given. For example, thousands of dollars 
iP., illxes may be illegally or incorrectly assessed. If 
the re'funds of these are included as expenditures, it will 
appear t,hat the municipality was expending a great deal 
m.ore than .was actually the case. Or, sidewalks and 
streets may be repaired by the municipality at the ex
penSe of those liable, when the latter hAve failed to do 
it; schoolsupplies, vaccine, employees' uniforms, and so 
forth, may be supplied at cost to particular individuals. 
These expenditures and their recovery do not essentially 
affect the general financial plan; the fiscal consideration 
due tbe transactions is limited to the recovery of what
ever is expended. To include these reimbursements as 
income woUld tend to destroy th~ basis of comparison 
between successive periods and between estimates and 
accruals. 

Reimbursements should be distinguished from rebates 
ilnd from· revenue accrued from services and cominodities 
sold. As has been said, reimbursements constitute the 
rec~very on particular iteniB of expenditure, such as those 
cited above. Rebates constitute merely the correction of 
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errors in oash disbursements. The latter do not deserv~ 
any oonsideration on the statements, but they should, of 
oourse, be deduoted in caloulating the total expenditures. 

It is sometimes somewhat puzzling to make the dis
tinotion between reimbursements and revenue from sales. 
This oiroumstanoe, however, should. not discourage the 
attempt to do so, beoause the distinotion has. practical 
significance. It has been seen that the fiscal consideration 
to be given to reimbursements is limited to the recovery 
of the corresponding expenditures. The revenue from 
sales, especially of utility services, involves important 
questions of policy. 

Detailed Statemsnt of Rsvsnuss 
We have Been that for certain definits purposes Exhibit 

A shows ths balance of total estimated revenues still 
awaiting aocrual and that Exhibit B shows the total 
revenues aocrued during the period reported upon. The 
information respecting the balance of estimates await
ing accrual and the sum accrued will not be complete for 
the purposes it is to serve until those facts are known 
with respect to each of the various sources of revenue. 
The detailed statement of revenues should provide for 
such information. 

Accordingly, this statement may be drawn in such a 
way as to show the sources of revenue, listed vertically, 
and opposite each source, in columnar arrangement, the 
respective sums as follows: (1) the estimate for the fiscal 
period; (2) the aocrual for the period reported UPOIl; 
(3) the balance awaiting aocrual, or, if the report is 
~or the entire fiscal period, the balanoe that haa.Japsed 
or been cancelled as a resource, or the excess of aocrua1 
over estimate; and (4) the refunds and other reductions 
of sums aocrued within the period. 

It is not necessary on this statement to classify the 
various sums according to funds beeanse the fund claasi-. 
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fication shown on Exhibits A and B is sufficient for prac
tical purposes. Additional columns may be introduced, 
however, for references to the fund to which each item 
of revenue becomes an increment and the law authorizing 
the revenue. Comparison with the respective sums in 
previous periods is often shown on similar statements. 
Comparison with only one or two years, which is about 
as much as could be crowded on this statement, is of 
doubtful value, however. For budget making purposes, 
a graph, showing the trends in accruals over a suffi
ciently long period of time, should be especially val
uable. 

Detailed Statements of Expenditures 

The grouping of expenditures contained on Exhibit B 
shows, as we have seen, the total expenditures incurred 
on account of each of the following: (1) current expenses, 
(2) current obligations (fixed charges), (3) properties, 
and (4) debt payments. The detailed statements of ex
penditures are to provide whatever further information 
with respect to each of these groups that is required to 
serve the purposes of budget making arid financial man
agement. 

The most commonly used detailed statement of expen
ditures is one which classifies the expenditures according 
to appropriations and thus shows a comparison with the 
budget estimates. Since such a statement cad combine 
certain information with respect'to appropriation bal
ances, it serves other purposes as' well. Hence, it is sub
sequently discussed in its general application as the de
tailed 8tatement of appropriation balance8. 

The detailed statements of expenditures may then be 
completed, as is often done, with a further analysis of 
pur9hases showing in greater detail than on the above 
statement, just what services and commodities were 
bought and what was paid for them. This analysis is 
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oonsidered in the nen chapter, since it is properly a part 
of cost accounting. 

Summary Statement of Current Assets and Liabilities 
The fiscal officers of the city government are generally 

charged with the duty of collecting what is due the city 
and of paying what it owes to its creditors; in other 
words, they liquidate the assets and lisbilities of the 
city government. Sometimes certain revenues of the city, 
principally its taxes, are collected by officers of the county 
in which the city is located. In any case, the summary 
statement of current assets and liabilities, often referred 
to as the curren' balance 8hee', provides certain infor
mation that is primarily essential to the effective liqui
dation of assets and liabilities. It shows, besides cash, 
the balances of each of the various classes of unliqui
dated assets and liabilities as at the end of a stated 
period. 

The balanee sheets of city governments often include 
investments and permanent properties as capital assets 
and net general bonded debt as a liability. Such a form 
of statement is not proposed here, since the capital assets 
are not aequired for the purpose of liquidating liabili
ties; and the net general bonded debt-that is, gross debt 
less sinking funda-is not liquidated from existing assets. 
Henee, their inclusion on a balance sheet does not pro
vide information that is essential to the liquidation of 
assets and liabilities. The information that is essential 
to the administration of capital assets and bonded debt 
cannot be presented on a balance sheet; it requires ae ... 
rate statements. ' -

A convenient arrangement for the statement of CIUI'

rent assets and liabilities is the balance sheeL Such a 
balance sheet, however, denotee financial oondition 0Dly 
to a limited extent, and it does not shoW' the fnnding 
restrictions which are shown on Exhihit A. The assets 
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and liabilities which are shown on the current balance 
sheet, in so far as they may exist in Ilny particular city 
government, are as follows: 

Cash: 
In bank 
On hand 

Aum 

To .. aecrued and uneolleeted 
Le .... timated uncollectible 
Estimated collectible 

Aeeounts reeeivable of city owned utilitiell 
Less estimated uncollectible 
Estimated collectible 

:Miseellaneoul BeeOUDU reeeivable 
Le88 estimated uncollectible 
Estimated colleetible 

Special ........... enta """rued and uneol1eeted 
Lesa estimated uneolleetible 
Estimated eel1eetibl. 

Beeoverable upenditures on ........ ble improvementa 

LlGbiUI,., 

Immediate demando against ... : 
Warranta payable 
Approved cIaima payable 

Temporary 1o&nl not due 

Interest aeerued, not due 

Special a_ont bondo 

The term cu,.,.ent is used in designating the assets and 
liabilities listed above because it signifies that they are 
applicable to the financing of the current period and ex
clude capital assets and liabilities. The summary state
ment of current assets and liabilities does not exhibit 
details; these are shown on supporting statefl)ljIlts. In 
preparing the summary statement, the assets and liabili
ties should be separately grouped; the groups may be ar
ranged one under the other or horizontally opposite to 
each other. The difference between the totals of the re
spective groups may be 'designated as "surplus (or de-
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ficit) of current assets over current liabilities,~'. and: 
added to one or the other groups, thus balancing the twQ. 
sides of the statement. The funding restrictions 'are not. 
pertinent to this statement and the assets and liabilities 
shown on the statement need not be grouped according 
to funds. 

Comparing the summary statement of current assets 
and liabilities (Exhibit C) with the statement of fund 
resources and obligations (Exhibit A), it will be observed 
that, while all the resources and obligations shoWD., on. 
Exhibit A are not shown on Exhibit C, all the assets and 
liabilities shown on Exhibit C are shown on ExhibitA., 
Thus, the surplus on Exhibit C is comparable with the 
surplus on Exhibit A. In a simple situation, the 'total 
column on Exhibit A could be used for the same pur
poses as Exhibit 0 and the latter statement be elimi
nated. 

Detailed Statements of Curren, Asseta and Liabilities' 

The liquidation of current assets and liabilities can~ 
not be followed closely unless there is considerable de
tailed information about them. The time at which dif
ferent courses, of action should be taken in the collection 
of taxes, for example, will depend upon when the taxes 
become delinquent or if the property against which theY' 
are assessed has been sold or may still be sold in order 
to collect. Similar circumstances will be true of uncol
lected special assessments, and to a eertain extent of 
water rates and other uncollected charges. of public 
utilities. The dates upon which liabilities come due is 
likewise an important factor in managing their liquida
tion. Oomplete detailed statementa of current asseta and 
liabilities provide the information that is used in follow
ing closely their liquidation. Stated in another way, the 
detailed statementa form a eon of calendar to Yhieh the 
summary statement is, in a way, an index. The .ad-
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ministrative action involved in the liquidation of current 
assets and liabilities is discussed in greater detail in 
Chapter X. 

While these detailed statements support Exhibit C, 
at the same time they likewise support Exhibit B, in 
that they corroborate the values shown on the latter 
for the corresponding resources and obligations. To 
state, as is done on Exhibit B, that the taxes outstanding, 
for example, will equal a certain amount when they are 
finally converted into cash, requires that the evidence 
upon which such a statement is based should be pre
sented. 

There is still another important set of facts which the 
detailed statement of the current asset, cask, proviqes 
and which relates to its custody and security. The safety 
of the cash which the municipal authorities have in their 
posseasion is an important matter. This cash sometimes 
affords one of the best opportunities for private exploita
tion. These conditions are commonly understood and do 
not need to be reiterated here. . 

An outline of the contents of the detailed statements 
should in general be as follows: 

1. Total cash-the receipts of each collecting agency, 
subclassified according. to sources; the total disburse
ments of each disbursing officer (if there is more than 
one such officer) with reference to the corresponding 
warrant numbers; the difference between receipts and 
disbursements added to the balance at the beginning of 
the period to produce the balance at the end of the 
period. ; 

2. Cash in bank-with respect to each depository used, 
the following data: (1) name of depository; (2; capital 
and surplus of depository or other statement of its finan
cial eondition; (3) security held by municipality, showing 
nature of security and amount; (4) rate of interest; (5) 
amount of legal or executive limit on deposits; (6) 
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amount on deposit; (7) amount advanced to pay coupon 
interest; (8) total amount in depository. 

3. Cash on hand-amount held by each custodian. 
4. Taxes accrued and uncollected-with respect to 

each year of levy, the following data: (1) taxes uncol
lected on real property; (2) taxes uncollected on per
sonal property; (3) other taxes uncollected, giving title 
of tax and amount; (4) total taxes uncollected; (5) taxes 
on property bought in by municipality at sale; (6) taxes 
estimated uncollectible; (7) accrued penalties and inter
est on taxes estimated collectible. 

5. Special assessments accrued and uncollected-with 
respect to each year of levy, the following data: (1) total 
amount uncollected; (2) amount unoollected, against oity 
at large; (3) amount delinquent; (4) amount on property 
bought in by municipality at SalE!; (5) amount estimated 
uncollectible; (6) accrued penalties and interest on 
amount estimated collectible. 

6. Accounts teceivable of oity owned publio utilities 
-with respect to each year of accrual, the following 
data: (1) accounts receivable of each utility; (2) total 
accounts receivable; (3) charges against property bought 
in by munioipality at sale; (4) accounts receivable esti
mated uncollectible; (5) accrued penalties and interest 
on amount estimated oollectible. 

7. Miscellaneous accounts receivable-with respect to 
each source of revenue represented by the accounts, the 
following data: (1) the organization unit responsible 
for the collection; (2) date of accrual; (3) amount of 
accrual. 

8. Temporary loans not due-with respect to each loan 
the following data: (1) type of loan and law authori.
ing the issue; (2) date of issue; (3) date of maturity; 
(4) rate of interest; (5) amount outstanding; (6) inter
est accrued and not due. 

9. Special assessment bonds (similar to 8 above). 
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Detailed Statement of Investments 
The detailed statement of revenues and of current as

sets provide the supporting data ordinarily required for 
the resources shown on Exhibit A, except with respect to 
investments. Certain further information concerning 
this resource is needed to corroborate the investments 
shown on Exhibit A and explain the reserve for amorti
zation of premium also shown on that statement. A 
detailed statement of investments should provide this 
informatiQn. Equally important inforD!ation as a basis 
for management of investments should also be provided 
on such a statement. 

It is suggested that this statement show with· respect 
to each type of investment, the following data: (1) title 
or description of the investment; (2) nominal interest 
rate pr latest dividend; (3) purchase price; (4) market 
value at date of statement; (5) reserve for amortization 
of premium; (6) per cent that purchase price is of total 
purchase price of all investments; (7) actual rate of 
earnings on the basis of purchase price; (8) purchase 
price (or other book value) held in each fund. 

Detailed Statement of Appropriation Balances 

The detailed statements of liabilities provide the sup
porting data ordinarily required for the obligations 
shown on Exhibit A, except with respect to unexpended 
balances of appropriations. There could, of course, be 
a total unexpended balance shown on Exhibit A, which 
would denote that in the aggregate the authorizations 
of expenditures in anyone fund had not been exceeded; 
yet separate items of appropristion could at .Jhe same 
time be exceeded while these excesses would be more than 
offset by unexpended balances of other items. A detailed 
examination of the unexpended balance of each item of 
appropristion should be made as to the encumbrances 
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against it resulting from outstanding purchase orders 
and contracts, the restrictions placed upon its expendi
ture by executive allotments, the sum originally appro-
priated, the transfers that have been made to or from 
the appropriation, and the expenditures incurred. All 
these factors either denote the observance of legal re
strictions upon expenditures imposed by appropriations 
or constitute a basis for various courses of action that 
may be taken with respect to the unexpended balances as 
an obligation. 

The various sums to be shown in a detailed statement 
of appropriation balances that serves these purposes 
may be outlined with respect to each item of appropria
tion as follows: (1) original appropriation; (2) transfers 
from other appropriations; (3) transfers to other ap
propriations; (4) final appropriation; (5) expenditures 
incurred; (6) unexpended balance of appropriation; (7) 
unliquidated encumbrances; (8) unencumbered balance, 
either unallotted or allotted. U Bually detailed appropria
tions are made ouly from the general fund. When they 
are made from other funds, the statement outlined above 
would be required for each of those funds. 

Statement of General Bonded Debt 
One of the most important matters for consideration 

in the preparation of the budget is that of the general 
bonded debt. The means of financing special assessment 
bonds and short term loans are provided for when the 
loans are issued. These are expressed as fund obliga
tions on Exhibit A. The general bonded debt, however, 
as well as the interest thereon, remains to be finaneed 
from taxation in the future periods. Furthermore, the 
general bonded debt outstanding and the future charges 
on that debt affect the extent to which additional debt 
may be incurred and are factors to be considered in the 
general administration of debt. 
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Explanation may sometimes be required concerning 
the bonds authorized and unissued shown as a resource 
on Exhibit A, the accumulated requirements of sinking 
funds shown as an obligation on the same statement, the 
proceeds from bond sales shown as income on Exhibit B 
and the debt payments shown as expenditure on. the 
latter statement. All this information is closely related 
and may be expressed on one statement. On such a state
ment of the general bonded debt, the data would be shown 
separately with respect to each issue of bonds. It may 
be outlined as follows: (1) citation of legal authoriza
tion, (2) purpose, (3) term, (4) date of maturity, (5) 
rate of interest, (6) amount of future annual serial re
quirements, (7) amount of estimated future annual sink
ing fund requirements, (8) amount of next annual inter
est requirement, (9) amount of total future interest re
quiretnents, (10) total amount authorized, (11) amount 
authorized and unissued, (12) amount outstanding at be
ginning of year, (13) amount issued during the year, 
(14) amount of payments during the year, (15) amount 
outstanding at end of the year, (16) amoimt accumulated 
in sinking fund, (17) net debt, and (18) amount of same 
issue held in sinking funds. The borrowing margin 
should also be shown as a part of this statement, and 
the method of its calculation. 

Statement of Permanent Properties 

While other than fiscal matters are involved in the 
administration of permanent properties, the acquisition 
and custodial care of such properties become matters of 
finance and proprietorship both when the buds:e~ is pre
pared and during the continuous &dministration of ex
pen.diture. If these matters are given sufficient con
sideration, the existence of properties should be ac
counted for and the expenditures for acquisition and re
pairs explained. 
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To account for the existence of the properties is to 
show that all properties for which expenditures have 
been made and which have not been discarded or other
wise disposed of are still in the possession of the city 
government. In other words, it means the establishment 
of evidence of the proprietorship or disposition of all 
properties acquired. To do this in statement form re
quires attention to be given to these factors: the classi
fication of the different kinds of property, so that each 
item of property can be uniformly described and hence 
readily designated and identified; the adoption of a value 
that will conveniently express the worth of proprietor
ship together with additions and deductions during a 
period; and the designation of the respective organiza
tion units having oustody of the different items of prop
erty. 

The classification of property, particularly of equip
ment, is a subject that has received able attention but is 
too extensive for much discussion here.! Since the vol
ume of property owned, acquired or discarded, frequently 
cannot be expressed in number of pieces or other units 
of physical measurement, a money value is a convenient 
index. The cost value is better for this purpose than 
market value, appraised value, or depreciated value, be
cause it does not fluctuate and hence the successive in
ventories will reflect increases or decreases due only to 
transactions. 

The expenditures for the purchase and repair of prop
erty lead to explanation along two general lines. Were 
the purchases and the repairs necessary or advisable' 
Could they have been accomplished with less expendi
ture' The latter question is a mattl'r of cost accounting 
and is dealt with in the next chaptl'r. It can scarcely be 
presumed that financial statements alone should give 
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a conclusive answer to the first question but they can 
provide certain data as evidence which may be supported 
and qualified with textual explanation. The index of 
whether or not the purchases were necessary or advis. 
able is the classification of expenditures according to 
replacements of old property and the acquisition of new 
property. The age of the property replaced and the ac
cumulated expenditures for repairs during its life should 
evidence the necessity for replacement. At the same time 
this information should indicate the advisability of re
placing property rather than of making continued re
pairs. Major construction projects should be explained 
as to the amount of the accumulated expenditure to date 
and how much more will be required in order to complete 
them. All of the data so far referred to may be ex. 
pressed on the statement of permanent properties. 

The complete data which should be expressed on the 
statement of properties, may be outlined with respect 
to each item of property as follows: (1) description of 
property according to standard classification; (2) or· 
ganization unit having custody; (3) cost· value at begin
ning of period; (4) expenditures during the period for 
replacements; (5) expenditures during the period for 
new acquisitions, showing additions and betterments to 
old properties, and added properties; (6) accumulated 
expenditures on uncompleted work; (7) estimated addi· 
tional expenditures necessary on uncompleted work; (8) 
cost value of property discarded during the period; (9) 
cost value at end of period; (10) aunual depreciation; 
(11) expenditures for repairs during the period; (12) 
accumulated expenditures for repairs to date. 

I , 

Statement of Stores 

Til a greater or less enent, commodities are necessarily 
purchased in advance of requirements because obviously 
no city government can conveniently purchase each day 
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exacUy what it needs to use on that day. This buying in 
advance may be systematically organized as under the 
centralized purchasing procedure outlined in Chapter IX, 
or it may be more or less haphazard as when separate de
partments purchase independenUy of one another. 

Whatever the purchasing procedure, certain informa
tion is necessary to the proper control of the stock of 
commodities carried, as to use, custody and storage. If 
too large a quantity is carried in stores, the city govern
ment may tie up resources in this way, that are needed 
badly for other purposes, or it may lose the advantage 
of a falling market in priocs. If too small a quantity is . 
carried, emergency purchases may have to be made at 
extravagant prices. If the use and custody of stores is 
not guarded, the commodities may be wasted or stolen. 
If physical storage is not watched, storage space mily be 
disadvantageously used or the stores exposed to damage. 

A statement of stores should provide information con
cerning these various conditions. Both the statement of 
permanent properties and the statement of stores relate 
to a common subject-the custody and administration 
of property. They are parts of the same exhibit, namely, 
Exhibit E. The proposed data to be shown on the state
ment of stores with respect to each c1asa of commodities 
in stock, may be outlined as follows: (1) location of stor
age point; (2) number of the bin in which small articles 
are plaCled; (3) t'apacity of space provided for storage; 
(.) per cent of above space occupied; (5) unit in which 
quantity of the t'Ommodity is measured (pounds, feet, 
gallons, reams, sheets, pieces, etc.); (6) description and 
code designation; (7) quantity on hand at beginning of 
the period; (8) quantity purchased during the period; 
(9) total number of purchase orders issued during the 
period; (10) unit prieee paid during the period, showing 
highest, lowest, and average prieee; (11) quantity trana
ferred from other storage points during the period; (12) 
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quantity issued during the period; (13) average quantity 
issued per month quring the period; (14) quantity trans
ferred to other storage points during the period; (15) 
quantity condemned or lost during the period; (16) 
quantity on hand at end of the period; (17) maximum 
quantity which average needs permit to be kept on hand; 
(18) minimum quantity which average needs require to 
be kept on hand. 

BaJance Sheet and Operation Statement of City Owned 
Utilities 

Whether or not all municipally owned public utilities 
should be maintained in a self-supporting condition is a 
matter of financial policy. The method of financing such 
utilities largely determines what this condition is, or is 
not, going to be. For this reason there should be a 
means of knowing if each of the utilities which the 
municipality may own and operate is financially on a 
self-supporting basis. 

The balance sheet of a municipally owned public utility 
is in the nature of what is commonly referred to in com
mercial acco~ting as a "general balance sheet." Such 
a balance sheet contains a statement of all assets-both 
current and capital-and likewise of all liabilities and 
reserves. Thus, it presents a statement that may be 
used at the time of the dissolution or sale of the utility. 
If the utility is being maintained on a separate and in
dependent basis, its total assets will at least equal its 
total liabilities and reserves. 

The various interpretations bearing upon the method 
of financing a city owned utility will be reflected in such 
a balance sheet. The method, however, will not neces
sarily be expressed there. If the municipality charges 
taxes against the utility, they will be reflected in that 
statement either as a liability, if they have not been 
paid, or as so much less cash, if they have been paid.. 
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Only the effect upon assets and liabilities, of otber trans
actions, will similarly appear. A statement of income 
and expenditures (or statement of operations), however, 
shows what income and expenditures have been included 
to affect the aesets and liabilities of the utility as pre
sented on the balance sheet. A balance sheet (Figure 6) 
and a statement of operations (Figure 7), which are 
adapted to a water utility, are herewith presented to 
illustrate the contents of such statements .• 

00ItDu' .... lW.uI ... 8Bur 

.., ..... 
PIt.Dt, propert7 od equipmODt (OOR bull) .•••••••••••••••• 
BtooII od Itor.. • ...................................... . 
A_unta reoeIvable .................................... . 
Cub (11'1_&1 ourreat tude) ............................ . 
Cub (opaaIal tUDde) .................................. .. 
BIDkIna tulld. .. ....................................... . 
KiMellueoua aurren' aueta .............................. . --Total ~tI ••.•••••••••••••.••.••.••••••••••••• 

£ieWlilieo 
Cit7 at ................... eq1lit7 ( .. pltallD_') .... . 
","ded d.bt (bended obu,aUODl) ••.•..••••.••••••••••••• 
MorltlAll'l lIabilltl .. (ot"'" • __ ..... , ...... ) •••••••• 
Ourreat lIabUiU .. (;_ ................. ..,. .,.nad _) .•.•.••• 
A ..... ed lIabiUti .. (.-. __ ... h. fIOI _,_ ..... ) 

De~aUan _ ................................... . 
Other ~ ................................................ . 
Burpl_ (unappropriated) .............................. . ---Total IIabiUtioa ................................ . ---Flevu.. Coadaaaod .... ~ at • IlDllloipaQr o.n...t UtilitJ. 

While depreciation in municipally owned utilities is 
treated at length in Chapter XV,, it may be briefly viewed 
here from the accounting standpoint. The two oommon 
methods of meeting depreciation in utility properties are 
the repl_, -'loll and the resertle tItI!'1aocI. If the 
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CoNDENSED STATElIEHT or boo .... AND PBoI'lT AND LoeB 

01!61'aling B"" ... _ 

Earning. from ,ales of water to private .. D81I1Il.... •••••••••• • 
Less: AbateJ:nents, refunds, etc. •••••••••••••••.••••••••••• ---
Eat~gB from sales of water to the m1Ulieipality .....•.•.•• 
Earnmgs from use of water by the water works utility iteell 

and wluded in its operating charge. and expenses ••••• : ---Total operating revenuee (water). •••••••••••..•••• 

01!61'atmg E"lJnIIn 

Source ~t. supply expenae .•.••.••..•.•.•••••.•••••••••••• • 
TrlllUJD1188Jon expense •..•.•.....•.•.••••••••••••...•••••• 
Distribution expense .................................... . 
Commercial expense .......................•........•.... 
General expense ......................•........•.•....... 
Undistributed expense .••..•.••.•..•••••••••••••••••••••• 

Show separate total of above •.................... 
Depreciation reaerve charge ............••..........•....• 
Contingencies (mraordiuury) ••.•••••.••••••••••••••••••• 
T&U8 ................................................ . 

----

--
Total operating espenaee ••••••••••••••••••••••••• --. Operating profit ••..•...•....•••••••.••.••••• ; •• 

Nonoperating revenues (not water; net profit OD mdse ... lee, 
jobbing, rentala, etc.) .••...••••••••••••••••••••••••• --Gro .. income (forward) ••.••.••••••••••••••••••• 

DeduetioDl from Oro. Iueome . 

luterest on funded debt (net) .••••.••••••.•••••••••••••••• 
luterelt on floating debt (net) ••.•..••.•••••••••••••••••• 
Intereal on otber liabilitiee (net) .•••.••.••.•••.•••••••••• 
Miscellaneous deduetione •••••.••••••••••••••.•••••••••••• --

Total deduetious .••••.•••••••••••.•••••••••••••• ---
Net lueome .................................. .. 

=== 
Diapoaition of net in""",e: ,f"11 appropriatiou of"" _'0 ....... leOpai 

fund6, .h...u 1Ier. h tJed""'ed aad .. bala_ af ,.., __ " ,""" -ned '0 , . .ItIrplu GCCOU,,'." 
Fuwu 7. Condensed Operation Statement of • Muatcipally 0wnM Utility. 

I) •. 

replacement met~od is used, the depreciation is identical 
with, the expenditures for replaced properties, and it is 
automatically included in the expenditures for such prop
erties. It should be shown as replacements on the de-



GENERAL ACCOUNTING 181 

tailed statements of expenditures supporting Exhibit B. 
If the reserve method is used, the amount of depreciation 
met in this way is the same as that added to the reserve 
during the accounting period. It should then be shown 
on ths accompanying statement of operations (Figure 7) 
under "depreciation reserve charge." 

• 
Frequency of St&tementa for Administrative and Legis

lative Purposes 

. The administrative value of the various financial state
ments described. above depends, of course, in a large 
measure upon the intervals at which they are presented 
to those concerned and the promptness with which they 
are prepared. If the accounting records are adequate 
and kept up to date, no great difficulty need be expe
rienced in preparing the statements at such intervals 
a8 may be required and within a few days after the close 
of the period to which they relate. 

The intervals between statements will be dictated by 
local requirements and no general rule can be laid down. 
A statement comparable to Exhibit A or to Exhibit C. 
with supporting data. is sometimes prepared daily for 
the city manager or the mayor. In many municipalities, 
once a month might be sufficient for these statements, 
except as they may be required more frequently. A 
statement of appropriation balances is often prepared 
monthly. This period ought to be sufficient, but at such 
times as the balances require close watching, this state
ment may be needed more often. Department heads 
should get a statement of their respective appropriation 
balances at least monthly and under some circumstances 
daily when the ),alances are low. The detailed statement 
of revenues should also be prepared at frequent intervals 
in support of the corresponding items on Exhihit 1.,; 
The other statements are not needed so often; in fact, 
some of them may be required only once a year. 
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Annual Fitnancial Report for Publication 

The object of published annual reports should be to 
account to the citizens for the management and pro
prietorship of the administration, in such a way as to 
provide a basis for intelligent public action. Usually 
these reports fall far short of such an accomplishment 
because they are tardy in appearing and meaningless 
to the layman. It is not uncommon for an administ:ra
tion to go out of office or stand for reelection before its 
last report is published. Sometimes the budget is passed 
before the public is given much more than a casual or 
hasty explanation of the finances of two years previous. 

With an adequate system of accounting, the reports 
can be published promptly, within a month or two at 
most, after the close of the year. But the real difliculty 
is to set up a report that can be understood by the lay
man. The popularization of reports in nontechnical lan
guage has been proposed but not much has been done 
toward such a development. Several cities publish re
ports that have the quality of clarity·in presentation, 
even though no attempt is made at popularization. Un
fortunately, many reports are so set up as to defy inter
pretation. The use of graphs, as explained in Chapter 
VII, would aid in the interpretation of the financial data 
and in making the reports more popular. 

The published annual report should be complete. It 
should contain all the information that has been provided 
for in the statements previously discussed. Of course, 
under circumstances where any of the detailed state
ments do not point to matters that are of importance, 
they should be dispensed with. I, , 

Private Funds Sepa.rately Reported Upon 

The financial statements discussed in this chapter deal 
only with public funds-that is, those which are used for 
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publio purposes. Private funds-that is, those held in 
the oustody of the city government to be used for private 

. purposes or returned to their ownerB-8hould not be 
related to publio funds in the reports. They should be 
reported upon in a separate statement which is prepared 
at least annually. 

Usually the assets of private funds held by a city con
sist ouly of cash balances derived from different sources, 
the more common of which may be classified as follows: 
(1) retained peroentages on contraots, (2) deposits to 
guarantee fulfillment of oontraots, (3) deposits to insure 
return of borrowed government property, and (4) de
posits to insure restoration of streets. The statement 
of private funds should oonsist of the cash balanoes still 
on hand ola,sified according to the above, or similar, 
sources. 

System of General AooountiDg B.ecorda 
The general accounts of a city government may be 

defined as those records in which its financial transac
tions are evidenced, recorded, and classified as financial 
information. Modern aooounting praotioe provides three 
classea of records to cover such transaotions in this man
ner. These are known as flo"eMrs or dOCtltlletUs, regis
'ers or jovntGl.s, and ledgers. A devioe knGwn as dOtlblfl 
fll"ry bookkeepill, is also employed to insure accuracy 
in recording. 

TM VOtICWS 

The vouchers are the original or docnmentary evidenoe 
of financial transactions and consist of tu receipts, 
license and permit documents, invoioee or other alaims, 
payrolls, purchase orders or contracts, and so forth. 
These are often referred to as re«ip' "OtICWS, disburse
Melli t,OtIClers, or jovrtlGl tlOtICMrS according to the clasa 
of transactions to which they relate. They are need ill 



184 MUNICIPAL FINANCE 

the auditing control procedure and as the authority for 
recording the respective transactions in the registers and 
ledgers as well as in the passing of cash. We have seen 
in Chapter IV, the manner in which they are used in the 
auditing control procedure. After they have been re
corded, they should be systematically filed in such a way 
that they can be easily referred to. 

The Registers 

A register is a chronological record of one class of 
transactions. Thus there will be a register of cash re
ceipts, one of cash disbursements, one of sales, one of 
purchase orders, and one of approved claims. The regis
ters of cash receipts and of disbursements are often com
bined in one record called a cashbook, althoqgh this is not 
usually so convenient as the separate records of receipts 
and of disbursements. 

A.,separate entry is made of each document in the re
spective register, preferably each day. A~ the end of the 
month, the totals of the registers are posted to the gen
eralledger accounts. For this purpose, separate columns 
are provided on the register sheets in which the sum of 
each entry is entered according to the ledger account to 
which it is to be posted. A typical form (Figure 8) for a 
register of approved claims is presented on the accom
panying page. This form illustrates the use of these col
umns as well as the classification of other data with re

.spect to each entry, which explain the respective transac
tions and refer to other records. 

There are always a certain number of adjustments 
which caunot conveniently be entered in the registers. 
For this purpose a general journal is used, providing 
separate columns for the debits and credits to be made to 
ledger accounts. In this record, the monthly postings 
from the registers may also be entered, although this is 
not often done. 
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The Ledgers 

A ledger may be defined as a record in which the finan
cial transactions are classified· by means of what are 
known as accounts of the several kinds of resources, 
obligations, income, expenditures and surplus. Sincs the 
account is the means of classification, it is fundamental 
as a basis of information. . 

We have seen in the preceding part of this chapter that 
the financial statements require certain information. In 
Chapter IV it was stated that the information to be pro
vided through acoounts for the purposes of auditing con
trol concerned amounts owing to the municipality and 
the unexpended balances of appropriations. The same 
information is also required for the financial statements. 
In fact, as we have already said, the latter determine the 
accounts to be kept in the ledgers. 

It would be difficult to proceed further, however, with
out providing for some arrangement of the numerons 
accounts required by the financial statements. This is 
done first by groul1ing the accounts in different ledgers 
discussed below. 

The Getteral Ledger 

We haye seen that Exhibits A, Ir, and C, summarize 
information tha~ is contained in greater detail on sup
porting statements or schedules and also part of the in
formation that is contained on Exhibits D and E. The 
general ledger is likewise a ledger that contains accounts 
which summarize the accounts contained in detail or sub
sidiary ledgers and that controls their accuracy. Hence, 
the general ledger may contain accounts which coincide 
with the information as it is summarized on the exhibits. 

By the applioation of accounting technique, the ao
counts in the general ledger may be further classified and 
Bummariaed.. The nature and grouping of the accounts 
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oontained in the general ledger may be outlined as fol-
lows: . 

1. An account should be set up with each resource and 
obligation in each fund and each fund surplus required 
for Exhibit A, the accounts being grouped according to 
the funds to which they apply. The accounts in funds 
which contain only one or two resources or obligations 
may be grouped together. These accounts are known as 
f",,,a acco",,,ts. 

2. An account should be maintained with each asset and 
liability and the surplus, required for Exhibit C, con
tained in one group. These are known as proprietary 
acco",,,,s. 

3. A separate account should be maintained with reve
"",es, total curre,,' Il3:pllflSeS, currllfl' obligatiOfls, and 
properties required for Exhibit B. These would be in
cluded in the group with (2) above and would 
oomplete a trial bala"ce for this group under double entry 
bookkeeping. There would also be included in the same 
group, separate accounts for gllfleral bo"dea aeb' and 
co,,'ra gllfleral botlaea debt, these two offsetting each 
other on a trial b&lance. As a technicality likewise, the 
balance of the properties aceo",,,' would be closea to the 
Stlrp/us accou"t of the proprietary gro",p at the close of 
each fiscal period. -

•. An account should be set up with each asset and 
liability of each utility and each utility surplus, required 
for Exhibit F, the accounts being grouped according to 
the utilities to which they apply. And in each of these 
groups, there should be accounts to show revenues and 
expenses; These accounts in each group would complete 
a trial balance for the respective groupa under double 
entry bookkeeping. 

It is not necessary to apply consistently the above out
line of accounts if duplication of work can otherwise be 
avoided without dispensing with accuracy and clarity 
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in the accounts. Hence the accountant, in making an in
stallation of a general ledger, would at once see that the 
accounts of assets, liabilities, revenues and expenditures 
of utilities could be excluded from the proprietary group 
of accounts because they are repeated in the separate 
groups of utility accounts where they caunot be dispensed 
with. These accounts could be eliminated from the fund 
groups, however, only when a separate fund was estab
lished for each utility, the increments to and expenditures 
from which coincided with the revenues and expenditures 
of the respective utility. 

The accountant might also "find it possible, under a 
simple set of circumstances, to combine the proprietary 
group of accounts with the fund groups. One circum
stance that would make this inadvisablll, however, would 
be when several separate tax rates are levied for differ
ent purposes but collected from each taxpayer in one sum. 
Most'accountants would further find it advisable to intro
duce separate accounts in the proprietary group for the 
total assets of sinking funds and endowment funds with 
corresponding reserve accounts to offset. Other ac
countants would exclude these assets from the proprie
tary group and depend upon the fund accounts of such 
assets. 

This discussion cannot presume to instruct in the tech
nique of accounting of which double entry bookkeeping 
is one of the elements. There are numerous valuable 
treatises on this subject, one or more of which may be 
found in almost every library. For the purposes of this 
discussion we may observe merely that double entry is a 
device to insure accuracy in the accounting records and 
particularly in the general ledger where its use is most 
apparent. As is commonly known, the double entry sys
tem provides that the increasing and decreasing elements 
to the balance of each account should be posted to sepa
rate sides or columns of the account. The column on the 
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left of the account page is known as the debit side and 
the column on the right as the credit side. A transac
tion that increases the balance of one account will de
crease the balance of another. For example, tax receipts 
will increase the balance of the cash account and decrease 
the balance of the account for taxes outstanding. Hence, 
this system provides that all transactions shall be posted 
simultaneously to the debit of one account and to the 
credit of another account. At the end of each month a 
trial balattCIl is taken of the debits and credits to each 
account as posted. If the total debits equal the total 
credits, the assumption is that the accounts have been 
accurately posted. 

The Detail Ledgers 

Detail or subsidiary ledgers are those which contain 
accounts that support or provide detailed information of 
respective accounts in the general ledger •. The accounts 
which they support in the general ledger are called CIm

'rolling or summary accounts. The total of the balances 
of all accounts in a detail ledger should agree with the 
balance of the controlling account which it supports. For 
example, there shonld be a rw~ue ledg,.r which con
tains an account with each source of revenue, showing 
the respective sums accrued. The total of the balances 
of all these acconnts should agree with the balance of the 
revenue account in the general ledger. 

Detail ledgers then would provide the means by which 
accounts which follow the detail statements or echedules 
may be arranged and classified. It has been seen that 
each schedule supports one or more items on the exhibits. 
Therefore, while the generalle<.lger accounts parallel the 
exhibits, the detsilledger accounts parallel the schedules; 
schedules support exhibits and likewise, detail ledgers 
support the general ledger. In addition there would be 
detail ledgers which provide aceounts to reeord the de-
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tails shown on Exhibits D and E for which no schedules 
are provided. 

It will be recalled that some of the statements provide 
for data which does not represent transactions and hence 
will not be contained in the debits and credits to the 
accounts or the account balances. For example, Exhibit 
D shows various data respecting date of issue and matur
ity <1f each bond issue, interest rate and so forth. When
ever such data is called for, it would be recorded in spaces 
provided at the top or elsewhere on the account page. 

The accountant will often find ways of combining de
tail ledgers, so that one detail ledger may support several 
accounts in the general ledger. For example, he may 
provide for °a special assessments ledge,.. In this ledger 
there could be one page or series of pages for each assess
ment project which would show in separate sections the 
balance of assessments uncollected, the expenditure in
curred and, as memorandum at the top of the page, the 
estimated or authorized expenditure. Hence, by making 
a few calculations, balances could be arrived at which 
would support the general ledger accounts for recover
able expenditure and unexpended balance of appropria
tions in each fund, as well as special assessments uncol
lected, while actual expenditures could be compared with 
estimated expenditures. 

The detail ledgers which should generally be provided 
may be listed as follows: bank 'edge,., containing a ledger 
account with each deposit account; special assessments 
'edge,.; sto,.es 'edge,., containing an account with each 
commodity in stores; investments ledge,.; app,.op,.iation 
ledge,.; cont,.act ledge,.; bond ledge,.; p,.operly ledge,.; 
,.evenue ledger; and the expenditure analysis. Records 
which are a combination of register and detail ledger 
are those for temporary loans, the tax rolls or duplicates, 
and'the special assessment rolls. If the miscellaneous 
sales are not numerous, that register may be made to an-
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Bwer the purposes of a ledger by indicating payments 
opposite the entries of the respective sales. 

The expenditure analysis deserves particular mention, 
because its existence and form depend so much upon the 
extent to which the expenditures are analyzed. If no 
classification is attempted beyond that which is provided 
by the appropriation classification, then the appropria
tion ledger would provide the only record needed for.that 
purpose. If the appropriation classification follows or
ganization units, no classification of that nature would 
be required in the expenditure analysis. If the appro
priation classification is sufficiently detailed as to objects 
of expenditure, the expenditure analysis will not be 
needed for that purpose. If, however, a functional classi
fication is introduced which does not coincide with or
ganization units or if any analysis is made other than 
that which corresponds with the appropriation classifica
tion, an expenditure analysis will be required to that 
extent. Consequently, it is not possible to predict or 
prescribe the general contents of this analysis record. It 
can be visualized, however, as a series of sheets with 
several columns in which the sums of the expenditures 
would be distributed according to the analysis used with 
reference to the respective documents evidencing the 
transactions. The analysis would not include expendi
tures for debt payments or properties because the former 
would be detailed in the appropriation ledger and bond 
ledger, and the latter in the property ledger. 

Ledger and journal records are now being kept almost 
entirely on loose-leaf forms in the more progressive city 
governments, and all entries are made in these records 
through the use of modern bookkeeping machines which 
automatically show balances where required and check all 
totals. This dispenses with the cnmbersome long-hand 
methods, promotes accuracy, and helps to expedite the 
city's business. Many accountants still object to the use 
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of loose-leaf forms for all accounting records, since the 
pages of such records can be destroyed- with little or no 
physical evidence of the fact. They, therefore, insist that 
either the general journal or the general ledger, prefer-

-ably the former, should be contained in a bound book. 

The Officers Keepilflg the Records 

If the administrative organization is so arranged that 
the controller is the chief accounting officer and the treas
urer the collecting and disbursing officer, then the for
mer should keep all the records referred to above, ex
cept the register of cash receipts, the bank ledger, and 
the tax and assessment rolls. These records are needed 
by the treasurer in recording his transactions. 

The treasurer should report the cash receipts to the 
controller, as explained in the discussion of auditing con
trol. The disbursements in the treasurer's bank ledger 
shoul4 correspond with the controller's register of cash 
disbursements, since the latter would be made up from 
the warrants or warrant-checks on the basis of which the 
treasurer draws or signs the checks. The controller 
should periodically audit the tax and assessment rolls to 
see that they agree with his controlling accounts. 

In many large cities; departments that collect money 
necessarily keep various kinds of records of their re
ceipts. This departmental record keeping should be 
diminished by centralizing the collection of receipts un
der the treasurer. Departments, likewise, often keep ap
propriation ledgers, but under well organized procedure, 
particularly in smaller cities, the controller can keep the 
departments advised currently of their balances. Depart
ments also keep a certain amount of cost data. This is 
desirable when there is sufficient work of this kind in any 
one department to warrant its being done there. The 
methods of cost accounting are discussed in the follow
ing chapter. 
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COST ACCOUNTING 

COST accounting may be defined as a procedure for de
termining the costs of commodities produced, work per
formed, or services rendered by the different units of the 
city government. In private enterprises cost accounting 
is the means of disclosing the profit or loss on each unit. 
In public business, however, we are not concerned with 
profit or loss in the commercial sense; rather we are con
cerned with adjusting cost to output, the latter being the 
product, work, or service produced or performed. By 
the application of cost accounting, it is possible to test 
such product, work, or service as to quantity, quality, or 
results attained, and thus to determine whether or not 
the cost of it is reasonable or unreasonable. Hence the 
information developed through cost accounting is valu
able for budget making purposes; and what is more, it 
is indispensable to businesslike municipal administration. 
Such information furnishes the basis for day-t~ay 
administrative control over the operations of the vari
ous units of the city government. 

Cost accounting is a branch of general accounting, 
which is discussed in the preceding chapter. It deals with 
departmental and institutional expenditures, particularly 
with expenliitures for operation. It goes into greater de
tailltith reference to these expenditures than does gen
eral accounting. In other words, cost accounting begins 
where general accounting leaves off and carries the ex
penditure analysis back to the unit basis. The informa
tion de\'eloped by cost accounting thus ties into the 

183 
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general accounts. These accounts control the cost 
records so far' as the totals of the latter are concerned. 

Cost accounting as applied to city governments has 
not been developed to anything like the extent that it 
has in industries. Of course, there has not been the in
centive of profit in the former as in the latter. Recently, 
however, the application of cost accounting to municipal 
operations has been stimulated by the desire to keep 
down expenditures and by the effort to improve the 
quality of administration. It has much to contribute 
toward these ends. Certainly, more attention should be 
given by specialists in finance and accounting to the im
mediate development of cost accounting methods for the 
various departmental and institutional operations of city 
governments. In working out these methods, valuable 
suggestions may be gathered from the cost accounting 
experience of commercial and industrial enterprises. 
The general technique of cost accounting for a city gov
el"Illlient is much the same as that for a business or an 
industry. Only the ends to be served are different. 

The present discussion is limited to a bare outline of 
the essentials of cost accounting as applied to municipal 
operations. It covers cost analyses and· units, the appli
cation of cost accounting to city units by way of illustra
tion, the cost accounting records, and the relation of the 
cost accounts to the general accounts. 

Cost Accounting Analyses and Units 

A cost accounting system is designed to produce a 
series of detailed expenditure analyses. In order that 
these analyses may be of use to administrative officers, 
they should be tabulated, summarized and totaled as to 
units. They should also interlock with the general ac
counts for purposes of accounting control. 

lt is important to know the basis upon which the cost 
data should be analyzed so as to derive information that 
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will be useful and to set forth this information to the 
best advantage. The cost accounting units should be 
clearly understood in order to avoid 'making useless 
analyses and to prevent erroneous interpretation of cost 
data. These things are now briefly treated. 

There are three types of analyses essential to cost 
aooounting, namely, an analysis by organization and 
working units, an analysis by operative divisions, and an 
analysis by purchases. These are defined and discussed 
in the subsequent sections • 

.4ttalysi8 by Organieatiott and Working Units 

The analysis by organization and working units is of 
primary importanoe in governmental cost aooounting be
cause it is the means of establishing administrative re
sponsibility. The organization unit is a department, bu
reau, division, or agency of the oity government, already 
defined in the discussion of expenditure classifications 
for budget making purposes.1 The working unit is based 
upon spscifio operations or kinds of work. It is a sub
division of the organization unit, such as a pumping sta
tion, a fire unit, or a gang of street laborere engaged at 
a partioular task. In any organization unit or :working 
unit, some person is in charge of the operations and can 
be held responsible for them. This person may be only a 
foreman or a boss in the case of a working unit. The 
detailed analysis of costs is usually obtaine.d from the 
working units and the grouping of these units in the 
cost accounting rscords depends somewhat upon the in
formation desired by the administration. 

In commercial cost accounting the method of deter
mining the units to serve as a basis of cost analysis is 
termed "departmentalization"; and the major units are 
called "departments," while the minor units are often 
designated as "cost centers." The department or cost 

• 8M abo" _ eo. 
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center has two characteristic features: it comprehends 
a certain operation or kind of work, and it has some 
person responsible for its management. In these re
spects, the organization and working units of the city 

. government are analogous to the cost departments and 
centers of commercial and industrial enterprises. 

The municipal organization and working units and 
their relation to each other may be illustrated as follows: 

Department of public works 
Bureau of street cleaning and wasta disposal 

Garbage removal and disposal 
Collection (loading gang) 
Hauling (truck and driver or wagon and driver) 
Disposal (incinerator or reduction plant) 

The department and the bureau mentioned above are 
organization units, while the loading gang, the truck and 
driver or the wagon and driver, and the incinerator or 
reduction plant are working units. The employees in 
each<.working unit are responsible to a foreman or boss, 
who in turn is responsible to an administrative officer 
of the bureau and finally to the head of the department. 
Thus responsibility is clearly fixed from the working 
unit up to the head of the organization unit. 

"Garbage removal and disposal" is an operative divi
sion of the bureau work. Such a division, as it develops 
in cost accounting, is explained below. 

Analysis by Operative Divisions 
The operative divisions are largely of a functional 

character. They are established for the purpose of 
grouping or confining the cost analyses to particular 
phases of the work or Ilervice. Thill is done with the 
idea of giving significance and weight to the cost data. 
The value and even the accuracy of the cost figures de
pend in a large measure upon the intelligence and judg
ment shOwn in setting up the operative divisions. 
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In manufacturing concerns the establishment of oper
ative divisions is not a complicated matter, since the 
cost fi!rll.res pertain to the production and distribution 
of a commodity. Usually, in private businesses of this 
kind, the divisions of operation are three, namely, man
ufacturing, selling, and administration. The manufac
turing division includes all factory costs, that is, mate
rials, wages, and plant expenses, such as rent, insurance, 
light, power, depreciation, and maintenance. The selling 
division comprises all expenses necessary to the sale of 
the commodity, such as salesmen's salaries, commissions, 
traveling expenses, and advertising. The third division 
covers the cost of the general administration of the busi
ness, including officers' salaries, central office expenses, 
and legal expenses. 

Much the same operative divisions a!l those just out
lined may be applied to municipally owned utilities in 
arriving at cost figures. Such utilities are in the nature 
of manufacturing concerns, since they produce certain 
commodities or render definite services. For example, 
the operative divisions of a water supply system are: 
production, distribution, and general administration. 
There may be further subdivisions of these·main divi
sions, but the siguificant costs for the general adminis
trator are assembled on the basis of the latter.' The 
factors that enter into the setting up of operative divi
sions in the case of transportation utilities are somewhat 
more complicated.' 

It is more diflicult to set up the operative divisions of 
the service departments and institutions of the city gov
ernment. By way of illustration, we may take the pre-

• ceding outline of garbage removal and disposal. In this 
• ease the department of public works is concerned with 
, many major activities, one of which is street cleaning 

' ..... a _ ~ upluatlooo, __ •• pp. lIIOI .. 
'800 bolo •• ChaptM xv. Po Ii2S. 
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and waste disposal. The work of street cleaning and 
waste disposal, included under the bureau by that name, 
consists or different phases which are important from 
the standpoint of cost figures. Besides garbage removal 
and disposal, there is the removal and disposal of rub
bish and ashes, as well as the cleaning of the streets by 
sweeping and the removal of this waste. In some cities 
the garbage and rubbish are collected together and dis
posed of in an incinerator; in others they are collected 
separately and the garbage is sent to a reduction plant 
or dumped. Ashes are generally collected separately 
and dumped. Where the work is performed separately 
garbage removal and disposal should be covered by one 
set of cost figures, rubbish removal and disposal by an
other set, and removal of ashes by still another set. If 
garbage and rubbish are removed together, only oy{e set 
of cost figures is required. This indicates how methods 
of handling work and local conditions influence the set
ting up of costs. The removal of garbage separately con
stitutes an operative division, which may be subdivided 
according to the distinct operations involved. If the 
garbage is removed and dumped, these operations con
sist of loading and hauling; if it is removed and reduced, 
either by burning or rendering, there is added the oper
ation of reduction. ' Cost figures should be established 
for each of these three operations. Tbese figures are 
derived by an analysis of the expenditures of the work
ing units, the operations coinciding in this instance with 
these units. 

Analysis by Purchases 

The IInalysis of costs by purchases is made on the 
basis of the labor, supplies, materials, repairs, and other 
things required to produce a commodity, to carryon an 

1 Sometimes municipal garbage dumps require certain supervision. In 
such cases, the labor and expenses involved should be shown in the cost 
accounts 88 a division separate from collection and hauling. 
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operation, or to perform a service. In other words, such 
analysis follows the objects and payments included un
der current expenses and current obligations in the 
classification cf expenditures previously outlined in the 
discussion of the budget and as summarized by the gen
eral accounting statement of expenditures.' 

By way of illustration we may again use the removal 
and disposal of garbage. The analysis by purchases 
should show the costs as follows: the collection costs in 
terms of the wages of the members of the loading gang; 
the hauling costs in terms of the wages of the driver, 
the gasoline, oil, and tires used by the truck, repairs to 
the truck, etc.; and the disposal costs in terms of the 
foreman's salary, the wages of the men who operate 
the plant, supplies, fuel, power, small tools, repairs, plant 
depreciation, etc. 

Direct alld Indirect Costs 

b analyzing costs it is desirable to distinguish be
tween those that are direct and those that are indirect. 
In a manufacturing enterprise, the direct cost is that 
which enters into and forms a part of the commodity 
produced and which may be directly charged to it, 
namely, for labor and materials I while the indirect cost 
includes all other upenses which may be charged to the 
production of the commodity, such as incidental manu
facturing upenses, and selling and .dminjstrative ex
penses. Indirect costs are incurred as a result of the 
operation of the business and not specifically for the 
production of the particular commodity. Direct costs 
can be known exactly, while the indirect costs must be 
more or less arbitrarily apportioned. 

When applied to governmental agencies a somewhat 
broader meaning attsches to direct and indirect costs. 

'8M .bo ... _ M. fw u.. upoacIihl .. da ..... -. ud _ 1:111, 
fw IIle .-nI ......... Ii. __ t of upeadi_ 
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In the case of a municipally owned water utility, the 
production costs and the distribution costs are generally 
regarded as direct costs, while the costs of general ad
ministration-expenses of reading meters, billing, col
lecting, and general overhead offices-are usually con
sidered indirect costs.' Some water utilities distribute 
the indirect costs, to the direct costs, that is, to produc
tion and distribution costs; others set the indirect costs 
up as a separate division nnder the heading of commer
cial and administrative costs, or general and miscella· 
neous . costs. All operating expenses, as well as depre
ciation, interest, taxes and emergency surplus, are in
cluded in the direct and indirect costs.' 

The application of direct and indirect costs may be 
further illustrated by reference to the removal and dis
posal of garbage. The direct costs are those of collec
tion, hauling, and disposal, which are enumerated under 
the preceding section.8 The indirect costs are the sal
aries and expenses connected with the overhead admin
istr~tion of the work in the bureau of street cleaning and 
waste disposal and the department of public works, and 
also the salaries and expenses in connection with the 
handling of the payrolls and purchases. for this work in 
the department of finance. These indirect costs may be 
apportioned to the work, or they may be considered sep
arately. It is not necessary, as in the case of the water 
utility, to apportion them, since the d!)termination of the 
price of a commodity which is sold to customers is not 
involved. 

Cost Units 
The establishment of correct units of measurement for 

each operative division or for each working unit is an 

• See abon. _ 196-197. 
II See below. Chapter XV, pacee 523.1. 
-.see above, pap 198. 
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important factor in compiling and using cost data. Com
parisons of costs for different periods require the use 
of such units of measurement to which the costs can be 
reduced. A comparison of totals, when costs fluctuate 
from month to month, is oftentimes meaningless; but 
when unit costs are secured, such a comparison can be 
readily and accurately made. In other words, unit costs 
are in the nature of index numbers; they facilitate.com
parisons.' 

The unit of measurement for cost analysis varies 
widely for the different city activities. When something 
is produced, it is the natural unit of production, such 
as square yards of street paving, cubic yards of concrete, 
thousand gallons of water, cubic feet of gas, kilowatts 
of electric current. When the important thing is the 
work performed, the unit is adjusted to the measure
ment of work; for example, horse days, tons, ton miles, 
ton hours, or number of inspections. When work arid 
oommodities are combined to render a service, the unit 
is selected with the idea of measuring the service, as ·for 
example, patient days or student hours. In other words, 
there are three more or less distinct types of cost meas
urement units, which we may call production units, 
work units, and service units. The production units are 
the simplest to devise, since they are based on ooncrete 
and tangible products. The work units are based on 
measurable operations. They are devised with the idea 
of checking up on the amount of work performed; al
though the work may be rendering a service, the latter 
is not so important from the administrative standpoint 
as the former •. The service units are based on certain 
measurable factors that serve as indices to the real ob
jects to be attained. The objects themselves are not 
directly measurable for the purposes of cost accounting. 
For example, we cannot arrive by the application of cost 

• Sot boIow, _ 2H. 
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accounting methods at the value of city hospital service 
to discharged patients. In the long run the patients may 
have been benefited by their sojourn in the hospital, or 
they may not. This we cannot determine at the time they 
are discharged; but we do know that they have been in 
the hospital a certain number of days and these we can 
use as a means of measuring the service rendered by the 
hospital. 

The unit cost is found by dividing the number of units 
of measurement into the cost of the operative division, 
working unit, or organization unit. This may be illus
trated by taking three pumping units of a municipal 
water system. The first unit pumps 108,826,600 gallons 
at a cost of $4,118.49, or a cost of $.0378 per thousand 
gallons. The second unit pumps 43,747,200 gallons at a 
cost of $2,075.65, or a cost of $.0474 per thousand gal
lons. The third unit pumps 233,230,200 gallons at a.cost 
of $6,742.49, or a cost of $.0288 per thousand gallons. 
The three units pump a total of 385,804,000 gallons at 
a total cost of $12,963.63, or a cost of $.0335 per thousand 
gallons.' A comparison of the unit costs of each of the 
three pumping units with the unit cost of all water 
I!umped shows immediately that two of the pumping 
units are more expensive to operate than the other unit. 
A further analysis of the operating cost of each pump
ing unit according to expense classes would reveal the 
points of difference. This should enable the administra· 
tive officer in charge of the water system to reduce any 
ext:ravagant expenditures during the ensuing period. 
Inefficient operation within the same pumping unit may 
be detected by comparison of present unit costs with 
those of previous periods. Likewise, the cost of pro
ducing water for a future period may be estimated by 
using the unit costs of present and past periods; this 

I Theae figurea are taktoD from the 8latement of operatinc n:peun of the 
water department of lIoUaod. )Jicbigoo. for 1923. 
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is valuable to the administrative officer for budget mak
ing purposes. 

Standard Costs 
Standard costs are estimates of what costs should be' 

under as perfect conditions as it is possible to secure. 
They are artificial figures j while actual, average, or nor
mal costs are based upon real figures. Standard costs 
are used for comparative purposes, the object being 
to make the actual costs conform to them. They are not 
a substitute for actual costs j they supplement the latter 
by furnishing the administrator a medium by which he 
can judge costs and thus enable him to improve oper· 
ating conditions. For example, the actual cost per unit 
may be one dollar while the standard cQjt is one-half 
that amount. This would indicate that the administrator 
ought to be able to reduce the actual cost. 

Standard costs may be formulated for many of the 
municipal activities by a comparison of the actual unit 
costs of those activities from a large number of city 
governments.1 In gathering the data and in setting up 
the standard costs careful judgment must be exercised 
if these costs are to be anywhere near correct. The local 
conditions must be taken into account and the diverse 
elements that enter into the costs must be properly eval
uated. Unless this is done, the standard costa will not 
be worth anything, as is sometimes the case. Such costa 
should be revised as price levels and general conditions 
change. 

A.pplication of COS\ A.ccounting \0 City l1nits 

The cost accounting analyses and methods previously 
discussed may be illustrated by application to certain 

• Som •• l __ dota _ I~ol ... __ Idol .... .,..... _ 

M .... t ..... w. 1. fonDulati_ etaDdard ..... 01' ate&. See below. tIM ...... 
Ioatloa of muald.pol _luIoo, pace l!lI3. 
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units or divisions of the city government. For this pur
pose we have selected water supply, garbage removal 
and disposal, and hospital service. These three func
tions tepresent the major types of municipal activities 
from the standpoint of cost accounting; that is, they 
involve the use of production units, work units, and ser
vice units.1 

As Applied to City Ownea Wate,. Supply 

A municipal water supply system is supposed to pro
duce and deliver a sufficient quantity of wholesome water 

. for all domestic and co~ercial uses and to provide 
water for city purposes, such as street flushing and fire 
protection. Naturally, the cost of producing the water 
is the important thing from the cost accounting point 
of view. The unit of measurement for metered water 
is either gallons or cubic feet; the former unit is per
haps more commonly used. The generally accepted unit 
in determining costs is a thousand gallons of· water. 
The -trarious operation costs of the water system are 
analyzed on this basis. Cost accounting analyses are 
applied with the idea of furnishing the officer in charge 
of the water system certain informatioI\ that is usefnl 
for purposes of administrative control, and also a basis 
for fixing the customer's rate for water used. Two prac
tical methods of making such analyses are briefly out-
lined below. . 

The water department of Detroit, Michigan, analyzes 
its operation costs as follows:' 

• Public works eonstruetion and maintenance eonatitute • Jal'l'e field In 
which eoet accounting ill utenaivel7 used at the preeent time. 8uell work 
involves the U1Ie of both production nita and work unit. in varioue eom
binatioD& In coD8truction and repair work the 00IJt8 are 'Vert often IUJCeJ'oo 
taioN OD. the ballia of "projeets"" or "jobL" It la a convenient method tor 
thi.I type of work. but DOt genenD,. appliesble to city actiritiea. 

a Thil water 81stem ta city owned aod the an81,mB referred to .. for the 
;rear eudiJIg Jnne 30. 1925. During this :rear tho pumpap .. reeorded bJ' 
venturi metera YU 68.533 million caUoD& See aonual report of deput
lIlent ,f .. ater IUpplJ' for tho:rear endiJIg Juno 30. 1lI25, p. 7. 
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1. Production colla 

a. Intake and purlfieatlon colla 
(Purchua analyoia) 

b. Low lilt atation coat. 
(Purch ... analyoia) 

.. Filtration plant 
(Purch ... analyoia) 

cL Steam power eolta 
(Purch ... analyoia) 

.. Coot of operating pump' 
(Purcha .. anaIyoia) 

f. Proportion of o_head upanae 
(Detalll) 
Total coat of _tar delivered to maIDa 

I. Dlotrlbution colla 
.. Dlatributlug "1atem colla 

(Purchaac analpla) 
b. Operatlou and m&lntenBDCa of owvIce conneetiOlUl 

(Porcha.. analyoia) 
.. Proportion of overhaad upanae 

(Detaill) 
d. Met.. _,ice colla 

(Detaill) 
Total dlatrlbuting coat of _tar 
Grand total ... t of ... tar 
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The above analysis covers all operating costs, includ
ing the oosts of depreciation. There are oertain costs, 
regarded as "nonoperating," which are not included. 
Thesll include the interest on bonded indebtedness, care 
of pumping station grounds and roads, cleaning mains, 
and changing house numbere. Some utility engineere 
regard these oosts as operating oosts which should be 
added to those above in order to find the total cost of 
supplying water. In faot, this is the practice in keeping 
the cost accounts of some water systems, as will be noted 
later. 

In the above analysis there are ouly two major oper
ative divisions, namely, "production" and "dietribu
tion." The oost of administration is distributed to these 
two major operative divisions, instead of being set up 
as a separate division. Of course, this must be done 
on a somewhat arbitrary basis. Under each subdivision 
of the main operative divisions there is an analysis by 
purchases, as indicated. For example, under the first 
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subdivision, namely, "intake and purification costs," the 
purchase analysis is shown under the following four 
headings: operation of intake system, miscellaneous sup
plies and expense, maintenance of intake system, and 
depreciation of intake system.1 The other subdivision!! 
are analyzed in a similar manner. 

The water department of Holland, Michigan, analyzes 
its operating costs as follows: 2 

1. Pumpage 
B. 5th Street atation (steam) 

(Btand-by service for ire protection) 
(1) Operatioll 

(Purcbase analyBia) 
(2) Mamtenance 

(Purchase analyBia) 
b. 19th Street statiOIl (electric) 

(Total pumpage: gallo ... ) 
(1) Operation 

(Purcba .. analysia) 
(2) MaiDtenance 

(Purcbase BIlBlysia) 
e. 28th Street station (electric) 

(Total pnmpage: galloll.O) 
(1) Operation 

(Purehaae analyBia) 
(2) Maintenance 

(Pureh ... anaIyBia) 
a. East 8th Street station (electric) 

(Total pumpage: gallona) 
(1) Operatioll 

(Purcha .. BIlBI,yIriI) 
(2) Maintenance 

(Purchase analyBia) 
Total coot of e1eetric power pumpaga 

Total coat of all pumpage (not redueed to M gallona basta) 

:8. Diatn1mtion 
(1) Operatioll • 

(Purchase anaIyouo) 
(2) MaiDtenanee 

(Purch ... anaIyBia) 
Total distributioll coot 

S. Commercial (reading metero and billiDg eharg .. ) 
(Purchase an.1yBia) 
Total eommereial eott 

• Th_ crouP" maT be further aD.Olped Oil oapport:!.,. ochedaIM to abow 
the object8 01' aemcea purcbal5ed. 

a The Holland water .,..tem i8 mueh smaller than the IJ.etrolt.QWtem. Tbe 
report for the Tear endiDc December 81. 1924, flVlD ,.b,ch th .. ana170ia .. 
taken. abow. the total pumpoce 8IDOIlIlted to 858 millioD pIIou. Sse tIWt 
report. pp. 19 ll. 
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" General (administrative overhaad) 

(,Purchase ana!ylil) 
rota! general oost 

G. ll'ndlatributed (insurance, tue .. Interest, etc.) 
(Deta.lll) 
Total undistributed cost 
Grand total operating COlt. 
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It will be noted that the above analysis of the Holland 
water department is more detailed in some respects than 
that of the Detroit department. Each pumping station, 
or working unit, is set out in the analysis under the first 
operative division. This arrangement shows the oost of 
operating each station, the number of gallons pumped, 
and the unit cost of pumping. Since one pumping sta
tion is devoted" to stand-by sernce for fire protection, its 
pumpage is not reduced to the unit cost basis.1 The pur
chase analysis is divided as between operation and main
tenance costs. Commercial costs and general oosts are 
set up as separate operative divisions and are not dis
tributed to the other divisions as in the preceding Detroit 
analysis. There is added a so-called "undistributed" 
division, which includes principally the "nonoperating" 
costs under the Detroit analysis. These costs are all 
included in the Holland analysis in arriving at the cost 
per thousand gallons of water furnished. Only capital 
expenditures and charges for debt redemption are 
excluded. 

If oomparisons between the unit oosts of providing 
water in different municipal systems are made, consid
erable judgment and caution should be exercised. The 
operating costs of such systems vary greatly, depending 
upon the type of system and the local conditions.1 

.As .Applied 10 Garbage ReMoval GIttl Disposal 

In removing and disposing of waste materials, such 
as garbage, the process is usually divided into three 

• Soo bolo ... Chaptw XV. _ &S9. 
• Soo bolo .... C ....... r x.v. _ 5:lS. 
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distinct operations, as follows: (1) collection (loading), 
(2) hauling, and (3) disposal (reduction).' A convenient 
unit of measurement for each one of these operations 
is tons of waste. When loading, hauling, or reduction 
is expressed in tons, ton-miles, or ton-hours, we have a 
fair measure of the amount of work involved. 

In the case of rubbish or garbage disposal, some such 
analysis as the following should be made for the pur
poses of cost accounting: 

1. Colleetioll (loading) 
(Purehaa8 analyais by the various W'orkiDg units) 

Total .. st of loading 
2. Hauling 

(Purcbaae analysi. by tb. various working mdto) 
Total .. st of hauling • 

a. Dioposal (reductioll) 
8. Incinerator, No.1 

(Purchas. 8nalyllia) 
b. Incinerator, No.2 

(Purchas. analyllia) 
e. BeduetioD plant, No.1 

(Purcbas. analyllia) 
oJ. ll'eductioll plant. No. 2 

(Purcbas. analysis) . 
Total coat of reduction 

'- Administration 
(Analysia of overbead .. ate chargeable to work) 

Total eon ot administration 
Grand total .. at of garbage diopoeal 

The cost of loading per ton may be ascertained by 
merely dividiug the number of tons of garbage or other 
waste collected into the total wages and expenses. The 
problem, however, is not as simple as this ."lVould sig
nify. A numper of variable factors which affect the 
unit cost are involved, such as the character of the 
material, the size and character of the district served, 
the season of the year, the cost of labor in the locality, 
and other local conditions. The cost of loading is also 
influenced by the interval that elapses between collec
tions and the size of the wagons or trucks used . 

• See abo.... _ 197. DIoeuaion of mtlt ..... for th_ operationa ... 
Herring and GreeleP. 0. _ _ .... m."ooM of M ... ici.-l lUI .... Cbapten 
V and XIL . 
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The cost of hauling may be computed in the same man
ner as the cost of loading, using the ton-mile as the basis. 
The ton-mile is equivalent to hauling a ton one mile. 
The length of the haul is between the point of last col
lection and the place of delivery, this distance being 
covered twice for each load. The variable factors in 
hauling are the rate of travel, the weight of the load, 
and the cost of team and driver, or of the truck and 
driver. The rate of travel is infiuenced by the time of 
day when the hauling is done; if done at night or early 
in the morning, hauling is less impeded. 

The disposal of garbage or rubbish by incineration 
or reduction involves the operation of a special plant. 
The general cost accounting methods applicable to such 
plants are similar to those applied to pumping units. 
The unit of measurement is the ton, sometimes reduced 
to the ton-hour basis. It the plant operates twenty-four 
hours per day and disposes of 40 tons of rubbish or 
garbage, the ton-hours are equivalent to 960. The unit 
cost of operation may be arrived at on either the ton 
or the ton-hour basis. A number of factors tend to 
modify the unit cost of operation. The more important 
of these are the rate of combustion or chemical treatment 
necessary to suppress odors, location of plant with ref
erence to area from which rubbish or garbage is col
lected, and local wage rates. It the plant is designed to 
reduce garbage, then several more or less valuable by
products may be made in the process of r~uction. The 
more important of these are garbage grease, a low-grade 
fat used in manufaoturing soaps and glycerines, and 
tankage, used as a base or filler for commercial fer
tilizers. 

As Applltd '0 Hospital Service 
Municipal hospital service may be grouped under three 

major operath'e divisions, namely, care of patients, 
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operation and maintenance of plant, and general adI¢n. 
istration. These divisions may be further subdivided all 
indicated below. The most generally accepted unit of 
measurement of hospital service is the patient day. If 
20 patients are in a hospital for 10 days, this is equiv
alent to 200· patient days. All hospital costs are re
duced to this basis for comparative purposes. 

The cost accounting analysis for a general hospital 
may be set up on the following basis: 

1. Care of patients 
. a. Medical and nursing care (ineluding ph ..... aq ADd am

bulance service) 
(Purcha.. analysis) 

b. Housing, dietary, and laundry 
(Purchase analysis) 

e. Other services to patients 
(Purchase analysis) 
Total cost of care ot patienta 

2. 0pe1'ation and maintenance of plant 
(Purchase analysis) 

Total eost of operation and maintenance of p_ 

B. General administration 
(Purchase analysis) 

Total eost of general administration 
Grand total cost ot hospital oervice 

The direct costs of hospital service are covered by the 
first operative division above, while the indirect costs 
are included under the second and third operative divi
sions.' Pay patients in city hospitals may be charged 
with only the direct costs of the service, or they may be 
charged with both the direct costs and the indirect costs 
at the discretion of the city authorities. In many cities 
a charge is made for pay service which is not based on 
either direct or indirect costs, but arrived at more. or 
less arbitrarily. 

Usually the hospital is included as a unit under th~ 
department of health or some other city department. 
Hence there are certain overhead costs due to supervision 

a The direct eoBt8 of hmrpita1 aemce Dl8J' be further aubdJvided iD • mon 
detailed anaJysia ot hoopital eoot& 
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of the hospital service on the part of the "departmental 
head or his subordinates. The general accounting and 
purchasing work conducted for the hospital in the de
partment of finance may also be regarded as indirect 
costs of the hospital. These costs may be apportioned to 
hospital service and added to the general administrative 
Closts of the hospital. They are, however, costs for which 
the superintendent or head of the hospital cannot be 
held directly responsible. He has no control over them. 
Such costs are for that reason referred to by cost ac
countants as "uncontrollable" costs, while those for 
which the administrative officer may be held responsible 
are oalJ.ed "controllable" costs. It is, of course, the 
latter group of costs that is the more important from 
the standpoint of the administrative officer ~d the one 
t~at shQuld be subjected to careful analysis in the cost 
accounting. 

The Cost Accounting :Recorda 
The Clost" accounting records in their simplest form 

Clonsist of a summary Clost statement with supporting 
schedules, and a set of sheets upon which the detailed 
Clost analyses are made. The summary ClOst statement 
contains the information required for sdmjnjstrative 
and informational purpose&. This statement shows in 
outline form the essential Clost data for the particular 
units to which it relates.l In the case of the thres city 
functions used above as illustrations of the application 
of Clost accounting, the summary cost statement for eacll 
of these functions would present cost data npon the 
basis of the ouOine that is set up in the discussion.' 
Each summary Clost statement may have several sup
porting schedules presenting the data in greater detail, 
just as in the case of the summary budget statement 

's.. tile .~ .......... Fip,. a. • s.. .bo.... _ l!OII, 208" ilo, 
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and the general acoounting exhibits or statements.1 

The general form of the summary oost statement deter
mines, as in the case of the general accounting exhibits, 
the types of analyses and the contents of the detailed 
cost reoords. 

In order to prepare the summary cost statements, 
cost reoords must be kept in which the operating ex
penditures are currently analyzed according to the ana
lytioal groups or classes presented on these statements. 
The setting up of the detailed cost records is largely a 
matter of bookkeeping technique. Such records may, 
of cour,se, be designed in several ways. A practical 
method is briefly desoribed below. 

There should be two different sets of cost records in 
whioh the entries of expenditures are made. One set 
of these reoords should be on summary oost sheets and 
the other set on detailed oost sheets. The accompanying 
forms (Figures 10 and 11) illustrate how these sheets 
may be set up for both the summary and detailed anal
yses. The sheets for each set, that is, the summary and 
the detailed, should be plaoed in a loose-leaf binder for 
convenience in handling. 

Entries should be made daily on the detailed cost 
sheets from each approved invoice, payroll 01' stores 
requisition. Each of these documents should have a 
number assigned to it, and this number should be en
tered on the detailed cost sheet at the time the sums rep
resented on the document are distributed. Preceding 
the entry of any document, the distribution to organi
lation unit, operative division, and working unit should 
be indicated thereon by the use of a code similar to the 
one presented in Chapter m.a 

At the end of each month, or oftener, if summary cost 
statemeuts are required, the totals of the entries made 
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in each section of the detailed cost sheets should be 
posted to the summary cost sheets for the corresponding 
organization unit or operative division. From these 
summary cost sheets the summary cost statement and 
supporting schedules may be made up at any time they 
are desired by the department heads or by the city 
executive. 

The departments of public works and education in a 
few city governments are starting to use the Hollerith 
system in connection with their cost accounting. The 
cost data are punched on tabulation cards from the orig
inal documents, that is, the invoices, payrolls, etc. These 
cards are then sorted and totaled by -electrical contacts 
in automatic machines. The summary cost statement, 
described above, is secured directly from the tabulation 
cards, and so quickly as to be of maximum value to the 
administrator in controlling the work of his department. 
Detailed costs supporting the summary statement are 
also secured from the same cards. In fact, these cards 
fulfill the purpose of the entries on the cost sheets, both 
detailed and summary, which are described above, thus 
eliminating the use of these sheets. Another advantage 
of the Hollerith system in making cost analyses, in addi· 
tion to its great celerity and accuracy, is the fact that 
summary cost statements may be produced first and the 
detailed costs later. This is not possible under the ordi· 
nary methods of cost accounting now in use in most city 
departments. A practical objection to the Hollerith sys· 
tem, however, 18 that the volume of cost accounting in 
many city departments does not justify the expense of 
installing the sorting and tabulating machines which 
are necessary to operate the system. If a satisfactory 
method of bringing together the cost accounts of the 
various city departments into one office were worked out, 
it would then be possible to use the Hollerith system in 
practically all cities. 
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Relation of Cost Accounts to General Accounts 
It should be apparent from the preceding discussion 

that the cost accounts use the same expenditure data as 
the general accounts only in very much greater detail. 
The totals of the analyses on the summary cost sheets 
should agree with the city controller's accounts as shown 
in his appropriation and expenditure ledgers. This fur
nishes the proper means of control over the cost accounts. 

Who should ke'1P the cost accounts of the various city 
departments and institutions' Although this might con
ceivably be the duty of the controller, especially in a 
small city, no satisfactory method of bringing together 
the cost records in the controller's office has yet been 
worked out. The common practice is for the different 
departments and institutions to keep their own cos~ reo
ords. The summary cost statements from these records 
are furnished to the responsible administrative officers 
in the organization units. These statements should be 
seut to the mayor or the manager and also to the oity 
counoil upon request. Copies of all such statements 
should be filed with the city controller. He should use 
them in connection with his audit of the cost accounts 
and in the preparation of the oity budget. 

When the cost accounts are kept by the different or
ganization units, they should be audited periodically by 
the controller. The interlocking entries between the cost 
accounts and the general accounts greatly facilitate the 
auditing work and make the audit more accurate and 
dependable. The audit should extend beyond merely 
sesing that the figures are correct; it should determine 
if the eost accounting system is being properly carried 
out and if the information supplied by it is useful in 
all eases. 

• 



CHAPTER VII 

GRAPHIC STATISTICS IN MUNICIPAL 
FINANCE 

GRAPHS are drawings which transform the statements 
and tables of the accountant and the statistician into 
pictures-pictures that convey at a glance the es~ential 
facts contained in such statements and tables. The art 
of making these drawings is called graphics. Graphs 
enable the "man in the street" to understand the work
ings of his government and how it is financed as he has 
not before been able to do. They help the city council
men to understand the intricate problems of planning 
and controlling the city's finances. They permit the 
admjnjstrat.or to follow closely day after day the oper
ations and the eXIlenditures of the various l:ivities of 
the city government, and yet do not burden . with the 
multitudinous details. The use of graphs has a very 
salutary influence upon financial and other reporting;' it 
compels the fiscal and administrative officers to present 
their data in orderly and systematic form..' 

Graphics in combination with elementary statistical 
methods is now commonly referred to as graphic statis
tics. The application of graphic statistics to financial 
information is a recent achievement, one that has strik
ing possibilities. A treatment of municipal finance 
would be incomplete without some discussion of this 
subject. 

The field of graphic statistics has already grown so 
extensive that it cannot even be outlined in this chapter. 
Many volumes have recently been written on graphics' 
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and statistics, and still these subjects have by nc means 
been exhausted. An attempt has been made in this chap
ter tG present .only the bare essentials .of chart making 
suppGrted by such discussiGn .of statistical methGds as 
seemed tG be required fGr an elementary understanding 
.of the subject .of graphic statistics as applied tc municipal 
finance. 

The mass .of facts and figures resulting frGm the finan
cial GperatiGns .of any city gcvernment is practically 
valueless fcr infcrmaticnal purpcses, unless prcperly 
classified, tabulated and presented. The classificaticn 
and presentaticn .of financial data in ccnnecticn with 
budget making have already been discussed in Chapter 
III.l The presentaticn .of financial data frcm the acccunt
ing standpcint has been described in Chapters V and VI. 
In this chapter we shall treat financial data fr.om the.p.oint 
.of view .of statistical and graphic presentatiGn. 

Tabular PresentatiGn 

The advantages .of presenting financial inf.ormation in 
tabular f.orm, rather than serial enumerati.on, are alm.ost 
tGG Gbvi.oUS tG need menti.on. In fact. tabulati.ons very 
generally constitute a large part .of the financial rep.orts 
nGW issJled. Much can be d.one, h.owever, tG render these 
tabulati.ons intelligible tG the general public if c.onsidera
tion is given t.o the arrangement of subject matter and t.o 
the f.orm of the tables. 

Each table shGuld be a unit. If too many comparisGns 
are attempted in one table, the particular p.oint it is 
desired tG bring Gut will be .obscured. The am.ount .of 
detail readily grasped by the eye is limited, SG that it is 
much betttll' tG construct several tables t.o describe com
plu conditiGns rather than try t.o sh.oW everything in a 
single table. 

The contents of a table sh.onld be arranged so that the 
• s.. aM" ,... l1li .. 
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various relationships which may be worked out from the 
data will be readily apparent. Clear titles for both table 
and columns are also essential, if the table is to be easily 
understood. The main title should be complete and self
explanatory. It should epitomize the contents and gen. 
eral purport of the table. Care to arrange the wording 
most effectively will tend to shorten the title and to 
eliminate ambiguous phraseology. If the columns of the 
table are grouped into a few main subdivisions, repetition 
of explanatory phrases and descriptive headings is re
duced to a minimum. Column headings need then refer 
only to the contents of the column. 

Reference to the contents of a table may be facilitated 
by n1l1'Ilbering the columns., In this way the reader can 
trace down a reference in the text to a particular column 
with a minimum of delay and difficulty. The numbering 
should be placed in a single horizontal row between the 
column headings and the main body of the table. 

Legibility would seem to be an ,obvious requirement 
fpr a printed document but this factor is. overlooked in 
the preparation of many financial reports. Three points 
should be mentioned in this connection: 

1. Care should be taken to avoid eye strain by the 
selection of suitable type, and by the quintuple grouping 
of items. Instead of printing the table entries in a long, 
unbroken series, the eye can follow the column more 
easily if the items are arranged in groups of five with 
each group separated by a blank space. This pIan is 
employed in the United States censns reports with ob
vions advantage. 

2. Tables should be 1illed in only where data exist. 
Unnecessary entries serve only to obscure the real 
"meat" of a table. No misunderstandings will arise in 
reading the table if the practice is followed consistently 
of leaving blank spaces where data are not available or 
are nonexistent. 
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3. Column headings should be printed in the same 
direction as other wording on the page. An unnecessary 
annoyance is caused if the reader must crane his neck 
or shift the page to decipher the column captions. 

Statistical Averages 

A preliminary step in statistical analysis is deriving 
the "simple values" from the basic data. These values 
may be either single items, aggregates, or averages, de
pending on the nature of the comparison to be made. 
The aggregate, or sum, may be readily obtained from tho 
classification grouping. An average is a "measure of 
central tendency" or the most typical value of a series 
of items. The three types of averages, which have par
ticular application to this field, are the mea", the media" 
and the mode. These may be briefly explained by refer
ence to the following series of thirteen numbers: 

21, 13, 6, 6, 5, 5, 4, 4, 4, 4, 3, 2, 1; total. 78. 

The mean-more exacUy called the arithmetio mean-is 
found by dividing the sum of these items by the number 
of items; that is, 78 divided by 13 gives a mean of 6. The 
median is the middle item or number when the series is 
arranged in order of siae; that is, in the above series, it 
is the seventh number, or 4. If this series had an even 
number of items, then the median would lie between the 
middle items. The mode, sometimes called the inspec
tional average, is the item or number of greatest fre
quency, which in this case is 4-

The mean is probably the best type of average to use 
in anaIymng financial information. It takes into account 
each item in the entire series and thus can be said to be 
typical of all the items in the series. It is also relath'ely 
easy to compute. But perhaps the greatest advantage 
for popular presentation is that its m .... ning is welllmoWll 
and its Bignificanoe is readily grasped. 
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The median, as contrasted with the mean, is not un
duly influenced by extreme items. The addition of a 
large item to the upper end of "a series will alter the size 
of the mean by several points, while the median will be 
shifted only one item on the scale. The median, there
fore, eliminates the effect of extreme items. 

The mode has severe limitations for general use. In 
some series no distinct mode is discoverable. Unlike the 
mean, it cannot be calculated by a simple arithmetical 
process. When no well-defined mode exists, and when 
the data are to be subjected to further mathematical 
treatment, the mean or the median should be used as a 
measure of central tendency. 

No dogmatic statement can be made regarding the use 
of averages. It can be said, however, that the correct 
average to use is the one which will give the truest pic
ture of the central tendency evident in the data. It is a 
good plan to compute the several types"of averages and 
then select the one for use which seems best adapted to 
the distribution in question. 

Statistical Ra.tios 

The relationship between two quantities may be ex
pressed as a rate or ratio. A ratio is a derived figure 
which states the numerical relationship of one quantity to 
another quantity. It substitutes for two unwieldy quan
tities one simple number which embraces the significance 
of the two quantities and at the same time facilitates 
comparison between them by speaking in terms of a 
common denominator. 

The ratio is probably the commonest statistical meas
ure in use today. One need cite only a few expressions 
involving the use of the ratio to point out its prevalence. 
The "batting average" of the baseball player, for ex
ample, is a ratio between two aggregates expressed on a 
percentage scale. "Four out of five," "death rate," 
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"miles per hour," "index," "tax rate," eto., all involve 
this statistioal principle. 

Ratios, as applied to financial data, show oertain rela
tionships. These relationships can pe illustrated in the 
following manner. Let us suppose that the . aggregate 
expenditures of a city government were $1,000,000 for 
1920 and $1,500,000 for 1925. The latter amount is larger 
than the former in the ratio of 100 to 150. Then we may 
compare the upenditures for each of the various func
tions or departments of this city government for 1920 
with those of the same functions or departments for 1925. 
If the health department 8lI:pended $50,000 in 1920 and 
$80,000 in 1925, the ratio of upenditures for this de
partment is 5 to 8, or 100 to 160. We may also take 
the total e:z:penditures for 1920 and divide them among 
all the functions or departments and thus find the ratio 
of the expenditures for each function or department to 
the total upenditures of the city government. If this is 
done with the total 8lI:penditures for 1925, we may then 
oompare the upenditures for each function or depart
ment as between 1920 and 1925. It will then become ap
parent to us that the 8lI:penditures of the health depart
ment cOJlStituted a greater percentage of the total n
penditures of the city government for 1925 than for 1920, 
it being 5 per cent in 1920 and 5.33 per cent in 1925. At 
the same time we may find the ratio of the upendituree 
for one function or department to those of another func
tion or department for a given year. If the fire depart
ment 8lI:pended $100,000 during 1925, it 8lI:pended 6.66 
per cent of the total expendituree of the city government 
for that year, or as compared with the health department 
in the ratio of 5.33 to 6.66. Since the percentage scale 
is identical with the number of units in the dollar, we 
can say that out of every dollar upended by the city 
government 5 1-3 cents went to health and 6 a.3 cents to 
fire protection. 
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Another type of ratio, and one that is commonly used 
in analyzing financial data, expresses the relationship 
between two different quantities as the number of one 
category per unit of another category. The tax rate, 
per capita costs, and unit costs are ratios of this sort. 
Such ratios are valuable if the relationship between the 
two particular categories is a significant one. For ex
ample, "wealth per capita" expresses the amount of 
wealth which would fall to each inhabitant if the total 
wealth of the community were distributed equally among 
the entire population. Likewise, the "tax rate" is the 
amount of money that must be levied on each dollar of 
the assessed valuation of property within the city's limits 
in order to finance its government. The factors involved 
in the determination of unit cost ratios are discussed at 
length in Chapter VI. 

Index Numbers 

Frequently it is desired to indicate the variation over 
a period of years in certain phases of tbe city's finances. 
For example, the administrator may wish to show the 
annual changes which have taken place in the tax rate, 
the aggregate assessed valnation, the yearly expendi
tures, or the bonded debt of the city. These may lie 
shown as absolute amounts, and as a rule are so given 
in financial reports, but in this form the significance of 
the changes can be deduced only with great difficulty. 

By using relative or index numbers, comparison is 
greatly facilitated between two or more synchronous 
variables or between a "base year" and some other spe
cific period. In converting the data from absolute to 
relative amounts, the value for some definite period, 
either a year or an average of several years, is taken as a 
"base" and ia indicated as 100. Data for subsequent 
years are then expressed as percentages of this base. 

For example, suppose' that we wished to compare the 
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trends in the total Clost of government and in the bonded 
indebtedness of New Rochelle, New York. Our purpose 
is to determine what changes have occurred in these two 
items for the years 1910 to 1922 with reference to the 
period 1900 through 1909 as a base for Clomparison. The 
data for this Clomparison are given in the accompanying 
Table I. 

TABLE I 
Un 01' INn"" N11K1IU8 IN OoIlP ... ING ...... Coa .. or GoVlOUl)(~ £lID 

BONDD I .. J>BIIftDIfU8 III OJ,.. 01' Na .. IiootuLLa 

~b .. I"'. ~_.,. • D_rJlarJeaN ... b .... 

Periorl Cool., BoadorJ Cool., BORdorJ o.w .......... , lad.b''''' .... 
Oownt __ • 

ladd''''' .... 

(1) (8) (8) (') (5) B_-
Averajle of 

y ...... 1 Me,8eq 11,397,950 100 100 
1800-1909, 

iDei. 

1910 '1,178,417 '2,$116,737 178t 169 
1911 1,1131,978 8,499,658 288 179 
1918 1,847,199 8,915,148 204 BOO 
1911 1,484,518 2,997,382 l!!!5 214 
1814 1,298,131 1,148,848 198 IlI6 

1915 l,U8,80S .,095,048 199 SSl 
1918 l,MO,766 1,105.M8 140 B2I 
1917 1,545,151 8,198,848 134 B29 
1918 l,SIT,l7S 1'!",lI38 130 139 
1818 1,803.4.68 1,011.>,471 17' SSI 

1920 !,_,700 I,S14,OI1 - 280 
1921 a,8iO,115 3,48S.011 437 24' 
11ll1:l a,5D8,8S1 1,891,01' - 178 

• Data boa Rf'IIOI'l of ('i17 C-pt...u.r, 1922, Part l. pp. 118 ud 133. 
Uo:l.4lT X 100 

t Suaple _ta_: - 1'18 
_.lItlO 

In columna 2 and 3 of this table are given the absolute 
amounts. A very general idea of the trend of each factor 
may bs had by comparison of successive years with the 
base period. But if we muoe the absolute amounta to 
relative or index numbers, as is do~e in columna , and 5, 
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this will not only enable the reader to follow each trend 
more easily, but will also facilitate his making a compari
son between the two trends. The two series are now 
expressed in terms of a common scale, and one element in 
comparing the two series is eliminated. It will be evident 
from this example that several series involving absolute 
amounts of widely varying size, may be easily compared 
by reducing them to this one common scale. The com
parison of the trends may be further facilitated by de
picting the index numbers of the series on a graphic 
chart. 

Graphic Presentation 

Graphs are especially valuable in presenting many 
kinds of financial data, since in this form the data can be 
morll easily grasped and comparisons more quickly made. 
In the management of municipal finances, graphs are of 
great assistance to the administrator. They are also very 
helpfnl to the members of the council and to the citizens 
in understanding the problems of city finance. They 
should, therefore, have a definite place in the budget docn
ment, in the analysis of the day-to-day operations of the 
administration, and in the financial and general reports 
of the city government. 

Graphs, however, may be misapplied with the result 
that the data portrayed by them may give an erroneous 
or exaggerated impression. Hence, it is important that 
the administrator in applying graphic methods should 
have in mind certain rules which will do much to insure 
accurate and effective presentation. We can do no bet
ter than to quote the rules set forth in the 1915 report 
of the "Joint Committee on Standards f9r Graphic Pre
sentation. "I These rules are as follows: 

I Thil eommittee eoui.ted of reprewentativee of eoclneerloc. aeeountiDc. 
statistical, eooDomie, and biolocie eoeietiN. of municipal re.areb anDciN. 
aDd of the roiled States Bureaa of the CeuuB and BUrHU of Rtandard& 
lu report wa. publiabed b, the AmerieaD 80cleq of MK'baoicai Eqi..eeI'L 
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1. The general IUTlngement of a diagram should proceed bom left 
to right. 

II. Where possible represent quanti!iee by linear megnitudee, 88 areas 
or volumee are more likely to be misinterpreted. 

S. For a ourve the vertioal Boale, whenever practicable, should be eo 
.elected that the aero line will appear on the diagram. 

4. If the zero line of the vertioal soale will not normally appear on 
the ourve diagram, the aero line should be shown by 1188 of a horiaontal 
break in the diagram. 

6. The aero linee of the .oalee for a curve should be sharply dis
tinguisbed from the other ooOrdinate lin ... 

6. For ourvee /laving a soale representing percentages, it. is usually 
desirable to emphasise in lOme distinotive way the 100 per Il8Ilt line, 
or other line used as a basis of comparison. 

7. When the soale cit a diagram refers to datea and the pariod rep .... 
oented is not a eomplete unit, it is betler not to emphasise the llrat 
and la.t ordinates, aince anob a dUognun does not represent the begin. 
ning or end of time. 

8. When eu"""" are drawn on logarithmio eoiirdinate the limiting 
linea of the diagram should each be at eome power of ten on the 
logaritllmio eoalee. 

9. It is not advisable to show any more eoiirdinate linea than n_ 
IarY to guide the eye in reading the diagram. 

10. The ourve linee of a diagram should be sharply diatinguiahed 
from the ruling. 

11. In eurveo representing a sariee of obeervatioua, it is advisable, 
... h .... ver possible, to indi .. te elearly on the diagram all the pointo 
reproeonting the .. parala obaervatione. . 

12. The horiaontal eoale for eurvea should nanally read from left 
to right and the vertioal eoale bom bottom to top. 

13. Figures for the eoalea of a diagram should be plaeed at &he left or 
at the bottom or along the respoetive utili. 

14. It is often dosirable to ino1ude in the diagram &he nUIDerieal 
data or formul. rep_ted. 

15. If numerioal data are not ine1uded in the diagram, it is desirabl. 
to give &he data in tabular form aoeompanying &he diagram. 

16. AU lettering and all 1Igu_ on • di.,..... should be pleeed IM)" 
to be NSily reed from. the base .. the bottom, or from the right hand 
edge of the iii.,..... .. the b.lttom. 

17. Tbe title of • diagram should be made .. 01 .... IIIld _pi_ 
.. poeoible. Subtitlea or deoeriptions should be added it n-r;F to 
inaureo1_. 

In additio~ to the above rules, a few others have been 
8~ted as being of praotical value.. These are as 
follows: 
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, 1; Units 'of measurement should be selected which will allow desired 

curves to be plotted without exaggeration. 
,2. :When the chart covers a long space of time, it is well to place the 

vertical scale at the right .... well as the left. SimiIsrly, it may be 
advis&ble to put dates at the top as well as tbe bottom. 

3. Reading matter should not appear in the body of the graph. 
4. When facts of widely differing magnitude are compared, a double 

scale may ,be used, but the base line should, always be the same for both 
scales. 

5. Whenever it is desired to represent rates of increase or decrease, 
the ratio (or logarithmic), chart should be used.' 

The foregoing rules or standards apply partil.'11larly 
to curve or line charts on arithmetic 80ales. There are, 
however, several other kinds of charts which may be 
used in certain ways to illuminate fiscal data, to aid in 
financial administration, and to set forth organization 
and procedure. These are bar charts, ratio or logarith
mic charts, area and volume diagrams, circle or pie 
charts, hundred per cent bar charts, organization and 
procedure charts. In the following sections these differ
ent kinds of charts are briefly described and in most cases 
illustrations are presented showing the practical applica
tion of such charts to municipal finance: It is hoped tnat 
this discussion will stimulate the ingenuity of the reader 
who is interested in chart making. For a more extended 
treatment of graphic presentation the reader is referred 
to recent books on the subject.' 

BarCharts " ' 

The bar chart is useful in showing municipal income 
or expenditures where it is desired to make comparisons 
by years or by sources or purposes. The total proposed 
expenditures of the budget may be shown on bar charts 
by 'expenditure classes, by organization ,!uits, and by 

a 'See W. H. Smith. Grap"ie B'ali"tc. .. MOull .... '. p. 63. 
~:. Amour the heft: of .Deb boob the followi_ mal be Doted: Karf O. 
Karotn, Curto 0'" OrapAo: William Henry Smith. Ora,.", 8,.11., ... ito 
M8 __ ': John R. Riggleman, Orapli .. M.,1uHh lor P ....... 'i.., B __ 
81GIIo'ic.. ' , 
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funds. The means of financing in the budget may be 
shown on bar charts according to sources.1 

The accompanying cut (Figure 12) shows how a simple 
bar chart Bhould be Bet up. The data for this .chart are 
taken from a preceding table.' The scale has been placed 
at the top of the chart rather than the bottom. This ar· 
rangement Beems to be preferred at the present time in. 
making bar charts. It should be borne in mind that the 
length of the bars is the significant feature of this type 
of chart. The width of the bars should be uniform, 
otherwise the bars may tend to produce area illusions. 
The long bars should not be bent, curved, or broken in 
order to fit them to a small field. They cannot then be 
compared with the short bars. 

If we wished to show how the total expenditures in the 
accompanying cbart were distributed among a few major 
functions of the government, such as education, pnblic 
works, and public safety, we could cut up each bar into 
the proper proportions and indicate these relative lengths 
by distinctive markings. This would then be what is 
known as a compound bar chart. The complete data need 
in dividing up the bars ehould be ehown at the left-hand 
side of the chart opposite the particular bars to which 
they reIa teo 

Comparisons between the expenditures and the income 
of a city government for a given year or eeveral years 
may be shown on a compound bar chart. Ins~ead of one 
bar for each year, there would be two bars, one repre
senting expenditures and the other income, and each hav. 
ing a distinctive marking. . 

Often the vertical bar chart is used to set forth the 
above data. As the name implies, the bars are drawn 
vertically instead of horizontally on the chart field. The 
data for each bar are placed at the bottom of the chart 

·lIM ....... _ a. 
·lIM ....... __ 
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and the scale is set up on the left-hand side. The zero 
line of the scale should always be shown on such charts, 
else an erroneous impression will be conveyed. Vertical 
bars may be cut up into their respective component parts 
in the same way as horizontal bars. In such cases the 
data should be entered in orderly rows below the base 
line. 
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FlOUR .. 12. A Simple Bar Chart. 

Curve or Line Charls 

. 

The curve or line chart is often more useful than the 
bar chart in presenting financial data. This is due to the 
fact that the curve condenses a series of data presented 
by a number of bars into one line. Several series may 
thns be represented and conveniently compared on a 
single curve chart. 

In the day-to-day financial administration, especially 
budgetary control, curve charts are very valuable. In 
carrying out the allotments, the relation of the actual 
operating expenditures of a department or institution to 
the budget plan or to the past year's expenditures may 
be shown month after month by means of a graph.' The 

:I See above. pac_ 106 tr.. 
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accompanying chart (Figure 13) illustrates the applica
tion of the curve to this particular problem of budgetary 
control for a given department. When this chart is made 
up at the beginning of the budget or fiscal year, the past 
year's expenditures of the department are plotted on it 
and also the budget allotments for the current year as 
approved at that time. As the year advances, the actual 
expenditures of the department are plotted month by 
month on the chart. It is then a simple matter to com
pare at a glance the actual expenditures with the budget 
allotments and with the past year's expenditurell. Should 
the expenditures exceed the allotments, the chief ad
ministrative officer will find it out within a month and 
proper adjustments can be made immediately. If it be
comes necessary to revise the allotments. at the end of auy 
quarter, the curve representing the allotments for the 
remainder of the year should be replotted so that all data 
will be presented on the chart. In replotting the curve 
the old line should be left and the new one inserted in 
colored ink. The old curve may be found valuable for 
comparative purposes at the end of the fiscal year; or 
wben the budget is being prepared. 

Another application of the curve chart in budgetary 
control is in following the relation of the immediate de
mands for cash upon a given fund to the cash receipts in 
that fund during each month of the fiscal year. It is very 
important that the financial authorities of the city gov
ernment should know just what this relation is, and 
should be guided aocordingly.l This information may 
be clearly shown upon a chart like the aocompanying one 
(Figure 14). The solid lines represent cash receipts in 
the fund and the broken lines the expenditures incurred 

. against, or the immediate demands for cash upon, the 
fund. These lines are plotted from month to month; one 
pair of lines represents the mont.h1y cash receipts and 

• So. abo ... _ 108. 
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expenditures incurred against the fund, and the other 
pair the cumulative cash receipts and expenditures in
curred against the same fund. Theformerline~ are read 
by the scale on the left-hand side of the Ilhart and the 
latter lines by the scale on the right-hand side.. The lines 
representing the cash receipts of the fund st~rt with a 
surplus of $100J OOO at the beginning of the ylJar; The 
lines rep'resenting expenditures incurred agl1-inst the'fund 
start with the demands for casll made durint the first 
month. These lines or curves are a sort of, biograph 
of the fund operations. The two curves representing the 
cumulative cash receipts and expenditures' incurred are 
especially significant in that the width of the' space be
tween them indicates surplus in the fund. :However, 
when the demands-for-cash curve goes above the cash-re
ceipts curve a deficit is indicated in the fund, and trans
fers from other funds or short-time borrowing become 
necessary in order to meet further payments from the 
fund. This condition is shown on the chart during the 
latter part of the year, and the year closes with a deficit 
of $25,000 in this fund, although it began with a surplus 
of $100,000. 

There are many ways of using curve charts to advan
tage in the comparison of unit cost data. Such charts 
may also be used in counection with purchasing to show 
,the trend of prices of staple commodities or classes of 
goods, or to show the cost of important classes of goods 
distributed over the months when they were purchased. 
The relation of the debt burden to the other expenditures 
of the city government and to the city debt limit, where 
such a limit exists, may be shown on such charts. The 
plan of debt redemption, the annual retirement and in
terest charges, and the effect of new bond is!luel\. upon 
the existing !lebt burden may also be shown by curvea. 
In fact, the curve chart has a wide application in finan
cial administration, reporting and p1anning. 
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Ba4io or Logarithmic Charts 
While the ratio or logarithmic chart is a line chart, it 

has some marked advantages over the ordinary line or 
curve chart in presenting certain kinds of data. In plot
ting the expenditures of a city government over a long 
period when the variation in the amounts at the begin
ning and at the end of the period is large, the graph can 
be shown better on the ratio chart. In fact, it is almost 
impossible to plot such a graph on an ordinary line chart 
with an arithmetic scale. The same is true in plotting the 
expenditures of different governmental units when there 
is a wide range in the amounts. This is illustrated by the 
accompanying chart (Figure 15), which shows the use of 
the logarithmic scale. It is apparent from an exlllIliila
tion of this chart that a line curving upward at a uniform 
rate on a normal or arithmetic scale becomes a straight 
line on the logarithmic scale. This is due to the fact that 
on the latter scale equal vertical intervals represent 
equal rati1>s of increase instead of equal differences of 
increase. The ratio chart is, therefore, a medium for 
sho\\iug rate of change. In this regard, the position of 
the curve on the chart is without sigui1icance. The curve 
may be moved bodily up and down on the chart with
out altering the impression one may get of the curve 
fluctuations. This is due to the fact that a ratio chart 
has no base line; any value on a logarithmic scale is as 
much a base value as any other. 

Trend lines may be fitted to the curves as has been 
done in Figure IS. 1 A comparison of these lines shows 
at once the slant of the different curvee. Where the 
curves are more or less irregular the general slant may 
not be apparent without the trend linee. Each trend line 
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is fitted to the curve according to a mathematIcal formula 
which takes into consideration the various points on the 
curve. This formula, however, is too complicated to 
introduce here. A simple and nonmathematical method 
of fitting a trend line to such a curve is by the use of a 
transparent ruler or draftsman's triangle. One edge 
ot this instrqment is placed over the curve and following 
its general direction so that approximately the same area 
appears between the straight edge and the curve on one 
side as on the other side. A line drawn along the straight 
edge at this point is the approximate trend line. 

The logarithmic scale chart has no zero line as in the 
case ot the arithmetic scale chart. The logarithmic scale 
usually starts with one; or it may start with ten, or any 
multiple ot ten. Each deck or cycle of the chart, that is, 
each series of ten, is the same width and is spaced in 
exactly the same way. On Fignre 15 the first deck starts 
with $1,000,000 and ends with $10,000,000 ; the second deck 
starts at $10,000,000 and ends with $100,000,000; this is 
repeated for the third deck and again for the fourth deck. 
In spacing each deck, the logarithms of the numbers 
from 1 to 10 are used.1 A simple test to prove that the 
logarithmic scale is properly drawn is the application of 
doubles or trebles, since equal ratios have equal spaces 
ill all ('asea. That is, the distance on the scale from 1 to 
2 should be the same as that from 2 to 4, 3 to 6, 4 to 8, 
or I) to 10; also the distance from 1 to 3 should be the same 
as that from 2 to 6, or 3 to 9." 

• T .... IIlQ bo rouDd ,,, aQ taw. 01 ,_ritluu. Cam'" 10 "' .... _mal 
pia ........ 7 a .... foIIo_: lI. .aol: S. .-In: 4. .... JQ\: I\, ._: 6. .TiS; t. JKIi; 
Ii. .1l1l3: 8, .~""- Tbo Ioprillua ., .... '" aDd of '" • -. 

• Thla IIlQ bo \NltcI o .. t _ Iba a_Q!Da _rt. Fip .. 111. SJ>0daU7 
ruW paper, publilMcl for... It'rial 1'8 ......... IRQ be • .cI q pNpUiDa 
Ionrithmle __ TIl. __ Iba wort ., _n ... oil Iba _ Of 
__ wh •• Iba docb are __ up tIoQ ~ bo cj ..... a"7 _ .... ~"t 
aDd _ a_ ... I7. ,,"'- Iba -mal \opri_ ... _ • -. 
eortal" ""'Pta ."ot bo foIIo __ It 10 -. or _ __ I. 
-'lac Iba docb 01 a Iopri_ -. Iba _ft. ~ bo _ diNdI7 
_ Iba .ale ., a _ ........ "'_ ebYiata tIoa _ ., _ ..... tIoa 
lopri_ aDd ~ _ 



238 MUNicIPAL FINANCE 

Area ana Volume Diagrams 

It will be noted that with bars and curves comparisons 
are made, in effect, by contrasting distances as measured 
along a straight line, or in one dimension.' . Simple com· 
parisons are made sometimes in two and three dimensions 
by contrasting areas and volumes, respectively. The cost 
of government in a city for two different years, for ex
ample, might be represented by circles or squares of pro
portionateareas, or by two coins of different sizes. Com
parisons of this sort are sometimes made in popular 
articles by representing the quantities as money bags 
or volumes of proportionate sizes. The accompanying 
diagram (Figure 16) will make clear the different 
methods of portraying simple comparisons. 

In ,each of these illustrations the figures are drawn in 
true proportion, but the conclusion is warranted that only 
in the case of lines or bars can the eye gauge accurately 
the exact ratio intended. In the case of the squares, the 
circles, and the cubes, the difference ill size instead of 
being made clearer is minimized. When charts showing 
areas or volumes are used in public reports, the figures 
are frequently not drawn in true proportion and the re
sult is a grossly erroneous representation. 

Lines and bars must be drawn in' absolute proportion. 
If the ratio is that of 1 to 2, one bar must be twice as 
long as the other. In the case of squares, if the ratio is· 
to be as 1 to 2, the sides of the squares must be drawn 
in the proportion of 1 to the square root of 2, or of 1 to 
1.414. This proportion has been maintained in the 
squares shown on Figure 16. If the circles are to show 
the same area as the squares, which they should do, then 
it i8 apparent that the diameters of the circles must be 
slightly longer than the sides of the squares. In other 

• We ma:r eonllider a bar •• barilll' one dimension. for Ita width .... 
thlem- are ...... taDl8, aeeaoarJ to Kin! Yi8ibUilJ' to tile 1iDe, IUId I .. IeDctil 
aID ..... .;pili .... t. 
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, words, the circlllll on Figure 16 have been drawn on an 
area basis rather than a diameter basis, the areas of these 
circles being the same as those' of the corresponding 
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squares. If the circles are shown without refeI'imce to 
the squares, their diameters may be drawn in the pro
portion of 1 to the square root of 2, as in the case of the 
squares. In the case of the cubes, the ratio must be in 
the proportion of 1 to the cube root of 2, or of 1 to 1.26. 
This proportion has been maintained on Figure 16. 

Circle or Pie Charls 

Frequently in financial reports comparisons are made 
between the total expenditures of a city government and 
the expenditures of its various departments or major 
functions. Similar comparisons are also made between 
the total income of the city government and the different 
sources of income. The results of such analyses are 
often presented graphically in the form of the circle or 
pie chart, or the well-known "tax dollar" chart. For 
purely popular appeal few charts equal the circle or pie 
diagrams in their effectiveness. 

The elements of popular appeal which the pie chart 
possesses should not obscure the fact, however, that it 
has serious limitations. These are such that it can be 
used only where the desire is to convey a very general 
'idea of relative values. Even then, considerable care and 
caution are necessary to construct a pie chart which will 
have maximum interpretative value. The chart shoul<l, 
be simple; there should not be too ml\llY slices or sectors. 
All'divisions of the chart should be made along the radii 
of the circle; that is, areas should not be cut off by lines 
drawn in other directions so they have no direct connec
tion with the center of the circle. If the labels are brief, 
they may be written in the se~ors, otherwise they should 
be written outside the circle immediately adjacent to the 
proper sector. These labels should include the percent
age figures for each sector. All labels should be written 
as nearly as possible in the same general. direction on 
the chart. 
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Hundred Per Cent Bar Charts 
AI1y data that can be presented on a circle or pie chart 

may also be presented on a hundred per cent bar chart~ 
The actual amounts to be compared are expressed in dis
tances on the percentage scale. The total amount then. 
may be represented as a bar the length of which equals 
100 per cent. The component parts are represented bI 
divisions or segments of the bar proportionate in size to 
the percentage values of the several amounts. It is as if 
a separate bar were constructed for each component part 
and these were then placed end to end to form the 
total 100 per cent bar. Each component part should be 
indicated by distinctive marking. In such marking care 
should be taken to avoid optical illusions. A solid black 
segment will appear larger than a hollow segment of 
equal size when the two are next to each other in the bar. 
The labeling of the chart should be entirely outside the 
bar. 

Orgalli.eatio" Gtld Procedllre Charls 
The organization chart and the procedure chart belong 

to the same general type. In fact, among chart makers 
they are known by a common name, that is, flow charts. 
This name is applied because their chief purpose is to 
show lines of authority, control, or direction. 

The organization chart is a valuable medium for show
ing the sources of official anthority and the lines of official 
responsibility in the organization of the city government 
as a whole or in any of its component parts, such as the 
departments or institutions. If properly constructed. 
such a chart will reveal clearly and unmistakably the 
overlapping of administrative offices, the illogical group
ing of units, and any improper lines of supervision. Since 
these things have a direct bearing upon the operating 
cost of the city government, they become important from. 
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the financial standpoint. Hence, the organization and 
relation of the various governmental units should be con
sidered in financial planning and control, and organiza
tion charts of the city government as a whole and of the 
different departments should be inserted in the budget 
document and in the general reports. 

In charting the organization of a city government two 
things are important-the collection of the necessary 
data, and the arrangement of this data upon the field of 
the chart. All legal provisions pertaining to the organi
zation of each governmental unit and its relation to other 
units should be digested. These provisions are to be 
found in the city charter and city ordinances, and often
times in the general laws and even in the constitution of 
the state in which the city is located. The legal data may 
be condensed and set up in tabular form with the follow
ing ~olumnar headings: (1) officers, boards and agencies, 
(2) how chosen, (3) term of office, (4) compensation, and 
(5) composition of boards. The legal data, of course, 
should be supplemented by administrative practice, 
wherever the latter affects the organization and duties 
of any agency. 

The actual drafting of the organization chart involves 
the proper arrangement of the data on the field of the 
chart and the use of uniform symbols of representation. 
Although organization charts have been in general use 
for many years, no standard plan of charting, 80 far as 
the symbols are concerned, has been agreed upon. Th~ 
flow of the chart, that is, the lines of authority and re" 
sponsibility, are, however, generally accepted as extend
ing from the top downward on the chart. In other words, 
the electorate and the legislative and executive agencies 
occupy the upper part of the chart, while the working 
units of the government occupy the lower part. The 
accompanying chart (Figure 17), showing the organiza
tion of the city government of Charleston, South Caro-
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]ina, illustrates the general arrangement of an organiza
tion chart and the use of sYmbols. This chart p1-esents 
a picture of a rather complex·form.or.crty:government, 
and for that reason exhibits some of the difficulties of 
drafting this kind of a chart. It also brings out the idea 
that only a limited range of information may- be shown 
upon such a chart without confusing the reader. This 
chart only attempts to show how the different agencies 
are established and constituted with the general lines of 
authority and control. It does not attempt to show how 
the various officials may be removed from office or the 
functional relationships of the different agencies. 

The procedure chart is used to show working relations 
among agencies or the routing of a document or form 

. through the hands of such agencies. Such a chart is 
sometimes called a planning or routing chart. Its pur
pose is to prevent confusion in following a given pro
cedure and to show how all the agencies concerned are 
interrelated. The use of such charts has become more 
or less standard practice in the majority of commercial 
concerns. The chart presented in Chapter IX of this vol
ume on purchasing procedure, illustrates the adaptability 
of such charts to the illumination of certain phases of 
financial procedure in municipalities.1 

:I See below. page 273. 



CHAPTER VIII 

EMPLOYMENT AND PENSIONS 

THill financial importance of employment. in city gov
ernments is indicated by the fact that more than 50 per 
cent of the current expenditures of such governments 
goes for the payment of salaries and wages. The total \ 
number of municipal officers and employees in this coun
try runs into hundreds of thousands and the aggregate 
annual compensations of these amount to hundreds· of 
millions of dollars. The exact number and amount we 
do not know. Recent reports show that·in New York 
City alone, the total number of employees is over 116,000 '" [. 
with yearly salaries and wages aggregating over $224,
OOO,OOO,-more than $600,000 a day. Practically evert 

.profession, trade, or vocation is represented among the 
employees of this great city. The latest advancement in 
science and invention is quickly re8ected in the city's 
roster of employees. For .example, there are alienists, 
bacteriologists, broadcasting supervisors, dental hygien
isis, dietitians, pathologists, psychiatrists, radio opera
tors, roentgenologists, stenotypists, tabulating machine 
operators, and typewriting accountants. This enumera
tion in itself indicates the rapidly increasing scope of 
city functions, which already covers a wide range· of 
human activities. Undoubtedly, we may expect. at least 
for some time, that more and more employees will be 
added to the ahead, imposing force of· municipal ::. 
workers. The proper financial superrision of city em
ployment and adequate eontrol o\:er disbutsementa for 
personal services are, therefore, matters of extreme im. = 
porlance in municipal administration. . 

HI 
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An attempt is made to outline in this chapter some of 
the more important features of employment and pension 
supervision as they relate particularly to municipal 
finance. Perhaps it would be more exact to say that the 
discussion is limited to those features which have a more 
or less direct bearing on financial administration. The 
general treatment of the subject matter should not, 
therefore, be regarded as being in any sense either ex
haustive or final. In fact, many books have been written 

Ion the various phases of employment management and 
pension administration. Recently there has even grown 
up the profession of employment or personnel manage
ment. And withal there are many problems in connec
tion with municipal employment that are still unsolved 
and are likely to remain so for some time to come. 

what are the features of municipal employment that 
relate especially to the general financial administration 
of the city governmentf They are: (1) the employment 
agency and the extent of its supervision, (2) the classi
fication of employees, (3) the standardiZation of salaries,. 
(4) the selection of employees, and (5) the conditions of 
employment. These are briefly discussed below in the 
order named. Finally, there is a brief discussion of pen
sions for municipal employees. 

The Employment Agency a.nd the Extent of Its Super
vision 

When public employment supervision was inaugurated 
.... several years ago under the civil service, its main purpose 

was to put an end to the "spoils system." Under this 
system government positions were used by the adminis
tr,tion to reward the" faithful" for help in the political 

lcampaigu. As a consequence, when the administration 
changed hands, most of the old employees were turned 

_ out and new ones came in. A person's qualifications for 
a particular position were measured not by his ability to 
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perform the work, but by his zeal in the political cam· 
paign. In order to· uproot such a system, the· civil 
service was Qrganized as nearly as possible· on an in·" 
dependent basis. It was· placed under a commission, 
usually bipartisan in character and so constituted and 
appointed as to be largely, if not entirely, free from 
control by the elective administrative officers of the city .... 
This commission was given power, subject to certain 
general limitations, to establish rules and regulations 
governing the recruiting, promotion and removal of city 
employees. The rank and file of the city's workers were, 
therefore, under the supervision of this independent com· I 
mission and were protected in tenure of position by its 
authority. 

There is no doubt that the application of civil service 
methods has greatly improved the general character of -
municipal employees. But the administration of these 
methods seemingly has not kept pace with other develop
ments in city government. Recently, the city manager 
form of government appears to have come into con1lict 

• at certain points with what are regarded in some quar., 
ters as the basic principles of civil service. The idea of 
definite administrative responsibility upon which the 
manager plan is built implies that the manager must sol 
exercise undisputed control.OVllr his subordinatce down 
to the lowest man whenever it becomes neceBBarY. In 
other words, there must be no break or shunt in the direct 
line of authority between the chief administrative officer 
and the different individuals who compose the body of 
municipal workers. Some city managers have criticised 
the civil service because it does not take these things into 
account; because it still oontinues to apply the methods, 
formerly used to defeat the spoilsmen. It seems to over
look the faot that the"manager has no political debts to 
pay and that the tenure of his position depends upon", 
what he accomplishes. which in \urn depends upon the 



248: MUNICIPAL FINANCE 

support he gets from his subordinates all the way down 
the line. 

Civil service supporters are beginning to realize the 
shortcomings of the existing methods. Many of them 
now recognize that supervision of public employment is 

l
a function of the general administration and should not 

{ be isolated by placing it under an independent or semi
independent commission. Like purchasing, accounting, 
and budget making, it lends itself readily to centralized 
direction and uniform treatment. This is the opinion 
of those who do not fear the spoilsman and who believe 
that political patronage is no longer the main thing to be 
guarded against in establishing employment supervision.' 

The recent manager charter of Kansas City places the 
management· and control of personnel under a director 

,.appointed by the manager and serving at his pleasure. 
This director is the head of the department of personnel 
which· is coordinate with the other departments of the 
city administration.. This arrangement marks a distinct 

jdeparture in municipal employment control. It dispenses 
with the commission as an administering agency and 
makes the work a part of the general administration of 
the city government. A further step may be taken, as 
has already been done in some of the states, by associat
ing the supervision of employment more closely with the 
other financial functions of the city government, that is, 

Iby making it a division under the department of finance. 
Such· arrangement would have an advantage, especially 
in the smaller cities, over the independent department 
of employment or persounel This latter plan of organi
~ation would seem to be especially well adapted for use 
by cities where state superVision over municipal employ
ment has been developed, as in Massachnsetts and New 
Jersey • 

• See Conference Committee Report, ·'The POl'llOnnel Problem ID PIIbUe 
8erriee," Publi" Penon,," Betulin • .raDUaF7, 1926,. 
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It should be borne in mind that direct contJ:'ol of the 
employment agency by the administration is designed 
to work successfully only in those governments where = ,/ 
executive responsibility is centralized, as in the manager 
form of city government. In those cities where the ad· 
ministration is decentralized and depends in its opera
tion upon the old check and balance devices, there is little 
doubt that the civil service commission is more appro·t 
priate as an agency to administer the employment work 
of the city government. Such cities are likely to have the 
spoils Iqstem in some degree, and this condition can be 
dealt with more effectively through an independent com· 
mission. . 

Claasiflcation of Employees 

Under civil service regulations, all publio offiees and 
positions are classified and examinations are held to 
select qualified applicants for those to be 1illed by com·. 
petition. This is kno~ as the merit system. Wherever 
this system is applied to city governments, the offices and 
positions are divided into two major groupe-the un· 
c1aBBified service and the classified service. The unc1assi· 
fied service includes all offices 1illed by election or by thel 
city council, and other specified positions. The cIassi· 
fied service includes all other positions and comes within 
the jurisdiction of the emploYment agency. It is usually. 
separated into three divisions: the competitive, the non
ecmpetitive, and the exempL Positions under the com
petitive division are 1illed by examinations or by promo
tions or transfers. The noncompetitive division includes 
employsee whose peculiar or exceptional qualifications, 
make it impracticable to place them in the competitive 
division and who are selected by suitable noncompeti
tive tests. The exempt division comprises the principal 
officers and deputiee and the skilled and unskilled la
borers not included in the other diyisions. 
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The above classification is sometimes known as the 
jurisdictional classification because it enables the em
ployment agency to know the limits of its authority. 
There is, however, another and more important classi
fication which is based upon an analysis of the duties 
of the various positions. This classification is regarded 
as a prerequisite to an intelligent understanding of the 
problems involved in public employment supervision. It 
is a comparatively recent development, being first worked 
out for the city of Chicago in 1911. At the present time 
there are two general types of this classification, the Chi
cago type and the New York type, so called because of 
their origins. The Chicago type outlines certain broad 

!divisions in the city service; while the New York type 
follows principally vocational lines. The recent trend 
in the application of these types of classification seems 
to fat.-or the New York type. 

The New. York classification divides all positions in the 
city government into certain grand divisions called 
"services." These are as follows: executive, legislative, 
judicial, professional, subprofessional; investigational, 
educational, clerical, inspectional, custodial, institutional, 
police, fire, street cleaning, skilled trades, and unskilled. 
The services are subdivided into "groups," so as to dis
tinguish the work or duties generally performed in the 
same profession, trade, or vocation. Each group pre
sents a somewhat special problem from the employ
ment standpoint. It is designed upon the basis of the 
functions or the kinds of work performed regardless of 
org~ationallines. Employees who perf~rm the same 
kind of work are classified in the 8ame IlTOUP or vocation 
irrespective of the department in which they are em
ployed. In other words, the city government is eon
sidered as a single employer who treats on an equal basis 
all of its employees performing the eame kind of work. 
Finally, the groups are ,subdivided into" grades" in or-



EMPLOYMENT AND PENSIONS 251 

der to distinguish the specific quality of work or duties 
to be performed by the individual officers or employees 
and to determine what the appropriate salary range 
should be. The distinctions between grades are based 
entirely upon discernible differences in the importance, 
difficulty, responsibility and value of the work. Grades 
are in each instl\nce defined in detailed specifications 
which set forth: (1) title of position, (2) duties, expressed 
in general terms, and their relative importance as com
pared with the duties described in other grades, (3) 
qualifications-the minimum for entrance and promo
tion, (4) principal lines of promotion, also special con
ditions governing advancement, and (5) compensation, 
including special regulations governing salaries. The 
titles in the specifications are for the purpose of desig
nating the range within the grade of the positions in the 
city service. They are descriptive of the duties per
formed, such general and unqualified words as "expert" 
or "agent" not being used. Hence employees designated 
by the same titles are understood to perform similar or 
closely related work within a definite grade. The titles 
are also evidence that all employees having· the same 
designation should receive oompensation on substantially 
an equal basis. Such designations are, therefore, valu
able for purposes of payroll audit. 

The position is the essential element in the type of 
classification described above. It is with the idea of de
fining each position and assigning to it the proper title 
designation that such a classification is undertaken. The 
value of this from the budget making and aceo~ting 
standpoint can be easily seen. It eliminates superfluous 
and misleading titles. Eumples may be· cited from 
studies made in various cities which show a single posi
tion appearing under fifteen or twenty different titles on 
the payroll. Probably not more than one of such titles 
gives a oorrect idea of the duties ~ such a position, and 
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hence of the compensation that should be paid to the in
cumbent. The classification of positions thus gives a 
practical working basis for arriving at the appropriation 
requirements for personal services. 

Standardization of Salaries 

The standardization of salaries is made ·possible by 
the proper classification of positions. Such standard
ization is based upon a determination of the positions iu 
the service which involve equal work and should there
fore carry with them equal pay. In many cities the 
salaries of employees bear little relation to the amount 
of work they do; there is no correlation between work 
and pay. The budget making authorities have fixed arti
ficial salary schedules which are not related to the work 
done. The result is that these cities are paying too much 
for some work and too little for other work. This is poor 
business from the standpoint of the city goverument and 
usually leads to dissatisfaction on the part of the em
ployees. 

Several factors need to be considered in the stand
ardization of salaries for city employees. These includl! 
the following: the prevailing wage for similar work in 
private employment, the present cost of living, the range 
of salary from a minimum to a maxin:!um, the qualifica
tions required for the work in terms of education and 
experience, the hazards of the work, and provisions for 
a retirement system. Some of these factors relate to 
financial administration and are discussed brielly at this 
point.. 

A study of the salaries and wages paid for similar 
kinds of work by the various corporations and business 
concerns within the city or in other cities with like cou. 
ditions should furnish figures of considerable value in 
determining the scale of salaries and wages that the city 
ought to establish. To a large extent the city goverument 
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may be reglLrded as being in competition with local pri
vate concerns i.p securing and holding its employees. It 
must, therefore, pay salaries and wages which are equally 
as good, if not somewhat higher than the prevailing rate. 
Of course, the oity government has some advantage over 
business ooncerns when it offers permanence of service 
and the prospect of regular increases in pay. 

In order to keep up with changing economio oondi
tions, the city government which has established rates of 
pay must revise these from time to time. This can be 
done most effectively through a study of living oosta. 
Cost-of-living budgets may be worked out for single 
adult employees and also for employees with families and 
the minimum rates of pay for the lower positions in the 
oity service established with these facts in mind. This 
method of approaching the problem has been used re
cently in several oities.1 

It is generally agreed that even if it were possible to 
determine encUy the value of a partioular position, it 
would nevertheless be preferable to establish a range of 
salaTY with a minimum compensation somewhat below 
and a maximum somewhat above the enct value. Usually 
an employee enters a position with very little experi
ence and by application over a period of time his useful
ness increases. Advancement within the range of salary 
offers an inoentive to continued improvement and better 
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work. Besides, it is not fair for an employee to come 
into a position upon the same salary basis with another 
employee who has filled it successfully for some time. 
Usually, a minimum rate and a maximum rate are fixed 
for a position with from one to three intermediate rates. 
This constitutes what is known as the salary range. 

The standardization of salaries facilitates the work of 
the budget making authority. Without such a standard
ization; there is little to guide it in arriving at the esti
mates of the cost of personal services. On the basis of 
standard schedules of compensation, estimates may be 
quickly and intelligently formulated and appropriations 
for personal services may be made in lump sums with 
the assurance of adequate accounting control. In order 
to simplify the payroll procedure, the various rates in 
the salary range of a position are usually fixed at exact 
multiples of twelve. For example, the position of clerk 
would be assigned salary rates as follows: $1,320, $1,440, 
$1,560, $1,680 and $1,800. This is rather difficult to ac
complish in the case of wages computed on an hourly 
basis. However, it has been found of assistance in bud
geting expenditures for day labor to adopt a system of 
annual rates divisible by 313 days and 8 hours a day. 

Selection of Employees 

The selection of employees has been and remains the 
important function of the civil service commission. While 
the classification of positions and the standardization of 
salaries have very often been performed by temporary 
or outside agencies, the civil service commission has re
served to itself the right of devising tests, of giving ex
aminations, and of certifying to the appointing authori
ties a list of eligibles. The regular procedure is to hold 
tests of a character that will determine the qualifications, 
fitness, and ability of competitors for the positions to 
which they seek appointment. The examining agency 
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is usually free to make investigations of the applicants' 
education and experience and to test their ability, skill, 
and fitness in any way it ohooses. Ordinarily, public no
tioes are required at least two weeks before tests are 
held, so that the best type of persons available will be 
attracted to take the tests. Even so, competition in 
many cities is very limited. After the tests have been 
given, the competitors are rated and an employment list 
is prepared for each position in whioh the names of 
those qUQlified to fill the position are arranged in the or
der of excellence. The appointing authority is usually 
restricted to a choice between the three names at the top 
of the list of eligibles. This is thought by some to cur
tail unduly the appointing authority in his selection. 
Something may be said at the present time in favor of 
allowing appointments to be made from any names on 
the eligible list. 

Another matter is beginning to receive attention in 
qualifying persons for appointment in the oity govern
ment; that is, age. There are numerous instances where 
city authorities have appointed employees who were past 
sixty years old. Suoh employees are on the verge of be
ooming pensioners when appointed; they have only a 
short period of service at best. It is oertainly not good 
business for the city to place such individuals on its 
payrolL 

OonditioDl of Employmen\ 
Civil servioe advocates generally agree that employess 

entering the publio semoe shonld be on probation for a 
short period. During this period they may be dismissed 
by the appointing authority if they show that they are 
not going to make good at the work, although they may 
have indicated they were oompetent according to the 
tests applied. 

Both advancement and promotion in the municipal 
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service are dependent upon some evaluation of the em
ployee's work. Service (efficiency) standards and rat· 
ffigs have been devised for this purpose. A typical ex
ample of such standards and ratings are those applied in 
New York City. They are used three times annually, on 
January 1, May 1 and September 1, in rating all individ
uals in the competitive service, except the nniformed 
police and fire forces. Each employee in a department 
is placed by the reporting officer of that department in 
one of four groups; the report is then filed with the mu
nicipal civil service commission which gives the employee 
a service rating on the basis of his record. The first 
group is termed "most efficient," and an employee is 
placed in it when he has completed service of unusual 
advantage during the record period. The second group 
is deemed "more efficient" and includes those employees 
who ,have improved in their work during the record 
period. The third group is called "efficient," those em
ployees whose service status has not changed during the 
record period being placed in it. The fourth group is 
designated as "inefficient" and consists of those em
ployees who have been guilty of some positive act of mis
conduct, or who have been disciplined by the depart
ment because of lateness or absence. At the time of an 
employee's appointment his rating is fixed at 15 per 
cent. This rating may be increased or -decreased by the 
civil service commission on the basis of the employee's 
service record. If the employee is classed in either the 
second or third groups, the commission may give him an 
increment of 1 or 2 per cent each year until he has 
reached 90 per cent. If the employee is in the first group, 
he may get an increment of as much as 10 per cent in a 
year. When an employee is classed in the fourth group, 
he may be denied any increment, or if he is guilty of mis~ 
conduct, an extra percentage may be deducted from his 
service rating. No increment is allowed for less than 150 
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-days' service during a year. The application of such a 
system falls largely upon the various ·departments of 
the administration, which must· work in harmony with 
the employment agency if the system is to be success
fully carried out. Service ratings, when properly pre
pared, are valuable not. only in determining advance
ments and promotions, but in bringing about transfers, 
demotions, retirements and removals. 

In the matter of suspensions and removals from the 
public servioe there is wide differenoe of opinion. It is 
upon this point that ensting civil service methods are 
most severely criticised. Through legal provisions and 
general regulations it is usually made extremely difficult 
for the responsible executive officer to control employees 
or to remove inoompetents from the service. Many who 
have studied the situation feel that there should be no 
restriotions upon the chief administrative officer in re
moving any employee under his control whom he deems 
unfit for the service. In other words, provisions should 
be made for an open back door to the city service. The 
power of removal is not likely to be abused so long as a 
record is made of the action taken in the case of each em
ployee. The interests of the employees are protected 
so long as they each continue to perform satisfactory 
service. The city government and the taxpayers are pro
tected by the expeditious removal of all obstreperous and 

. incompetent employees. 
Certain working regulations are important from the 

financial standpoint. These relate especially to working 
hours, vaoatious and sick leave, and political activity. 
Standard working hours should be established for the 
different services. Employees in o1Iices are usually re
quired to put in eight hours a day. beginning at eight and 
quitting at four, or beginning at nine and quitting at five, 
with thirty minutes to an hour off at noon.. 

.An annual vacation leave of two weeks with full pay 
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is commonly granted to employees who have been in the 
'city service for at least a year. There is, however, no 
uniformity among the various cities in the granting of 
sick leave. In fact, in some cities there is considerable 
abuse in the use of such leave. In one large city in the 
middle west it was found by actual observation that 13,183 
days, attributable to sickness, were lost during a single 
year in the different administrative departments. This 
meant a los8 to the city government of from $50,000 to 
$100,000 during that year. In view of such facts, it has 
been suggested that a uniform sick leave of two weeks 
be granted to all employees who have been on the city's 
payroll for a period of six months and that the depart
ment head be permitted to extend this period in excep
tional cases. A report from the sick employee should be 
at once filed with the employment agency. In case the 
employee is absent for more than three days, a state
ment with a physician's certificate should be filed with 
the department head and also with the employment 
agency. 

A service record of all employees in the classified serv
ice of the city should be kept by the employment agency. 
This record should show for each employee the title of 
position held, the salary or wage paid, the date of ap
pointment and every subsequent change in status, the 
service ratings-if any, the organization unit in which 
the individual is employed, and the name of the em
ployee's immediate superior. The employment agency 
should use this record in the certification of payrolls. I 

Pensions for Municipal Employees 

Public employment methods are largely based upon 
the idea of securing efficient employees in the govern
ment and of retaining them as long as they perform 
satisfactory service. Sooner or later these employees 

• See abo", _ 136 .. 
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become incapacitated for further service on account of 
dillease, accident, or old age. At this point city authori; 
ties must choose between dismissing such employees 
from the service or continuing them as long as they are 
able to report for duty. Dismissal on account of physi
calor mental incapacity after years of service is not 
fair to the employee or to those dependent upon him for
support; and it is not to the best interest of the city 
government to continue an employee in this condition on 
the payroll. The most humane and satisfactory means 
of meeting this situation seems to be found in the estah-n 
lishment of a pension system. 

Many cities have provided pension funds for the re
tirement of certain groups of employees, such as, police
men, firemen, and teachers. A few cities, notably New 
York, Boston, Chicago, Milwaukee, and San Francisco, 
have recently established pension systems applying to_ 
all municipal employees who t!lo not belong to the special 
groups. The New York City system makes membership 
compulsory for all new entrants in the service and op
tional for employees at the time of the establishment of 
the system. Under the San Francisco system member
ship is oompulsory for both clssses of employees. Em
ployees, included under the pension system, are usually 
grouped in classes aooording to occupation... Under the 
New York City system there are three main classes, 
namely, (1) laborere and unskilled manual workers, (2) 
mechanios and skilled workers whose duties require 
mainly physical effort, and (3) administrative, profes
sional, technical, and clerical workers. These classes are 
in addition to those covered by the special pension funds. 
Retirement is optional for the first clsss at the age of I 
58, for the second class at 59, and for the third class at 
50, it being compulsory for all at 70.' The Boston sys-

• A. _""DlpI ___ do late i. 1_ Ie ....... 1M .w. ___ r..r __ 
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tem permits the retirement of· employees at the age ot 
60, making retirement compulsory at the age of 70. The 
New York and Boston requirements for retirement illus
trate what is considered to be sound practice in this re-

I gard. Age, rather than length of service, is made the 
~ basis of retirement. A mjnjmum age is fixed after which 

retirement is permissible and a maximum age after 
which it is compulsory. The margin between the mini
mum and maximum ages is sufficient to allow for varia
tions in the time when individual employees may become 
superannuated. 

Other features-largely fiscal in character-which are 
essential to the establishment of a municipal pension 
system are: (1) .a sound financial basis, (2) proper allow
ance of benefits, and (3) administration of the system. 
These are briefly considered below in the order just 
named • 

. Sound Financial Basis 

There are two general methods of providing pension 
funds; one is the noncontributory system, and the other 
is the contributory system. Under the. noncontributory 
system the entire cost of the pensions is borne by the city 
. government. City authorities sometimes prefer this 
method since they can then exercise complete control 
over the retirements. Employees 'generally are willing 
to let the city provide tlle pension funds without any 
contributions on their part. They do not realize. that 
they are usually contributing in the form of depressed 
salaries and wages. . 

Under the contributory system the cost of the retire
ments is either borne entirely by the employees or divided 
latin bOO,. ODder the powen P'RDted to the cit,' I'ovemmeat b, the home 
rule amendment. Tbia ordinance wa. attacked iD the Rate murta main17 
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offi6ala aDd employees of the retirioa city adminilltratioD who weN onder 
the minimom ~ limit. The eoum lI1Iatained the objeetiou. ., tbe .... 
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between the city government and the employees. The 
division of the cost between the city government and the 
employees is known as the joint contributory system; J ./ 
and it is the system most generally adopted in this coun- S 

try. It looks towar(i an equal division between the em
ployees and the city government of the cost of the benefits 
on account of services rendered after the pension system 
has been established. Liabilities arising out of services 
rendered prior to the establishment of the pension system 
and the cost of benefits on account of injuries sustained 
or death occasioned in the performance of duty are: 
usually borne entirely by the city government. Essen
tially these provisions have been incorporated in the pen
sion systems of New York City and San Francisco. The 
Chicago pension system, however, provides a normal con
tribution by the city government of from 1Ys to 3 times .., 
larger than that of the employees.1 

Under the joint contributory' system the employees 
are required either to make contributions at a uniform 
rate, or at graduated rates according to entrance ages._ 
Contributions under the uniform rate usually vary from 
,to 5 per cent of the employee's salary. The city gov
ernment may contribute an equal amount, or it may con
tribute considerably more. Contributions according tit 
graduated rates range from about 3 to 7 per cent of the 
employee's salary. The object of the graduated rates is 
to aooumulate at a certain age a reserve sufficient to pay 
a retirement allowance of a certain proportion of the 
employee's salary. This involves the determination of 
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what reserves are necessary at different ages of retire
ment to make possible the payment of an annuity of a 
given amount to each retired employee during the re
mainder of his or her life. In computing annuities either 
standard mortality tables or specially prepared ones may 
be used. As soon as the retirement allowance has been 
fixed, its obligations upon a reserve basis should be 
computed and the yearly contributions necessary to ac
cumulate the reservE. to meet them. Unless the assets 
accruing from the contributions and the interest earned 
upon their investment are equal to the prospective lia
bilities, the pension fund is not solv.ent. Several break
downs in existing pension systems have resulted largely 
because the proper authorities failed to provide adequate 
reserves. An example is the New York City teachers' 
retirement fund which became bankrupt in 1916 and had 
to be completely reorganized . 

.Allowance of Benefits 

Benefits are usually allowed in the following contin
gencies: old age (superannuation), disability (ordinary 
and in the performance of duty), death· (ordinary and in 
the performance of duty), and withdrawal from the serv
ice through resignation or dismissal. The retirement 
allowance generally represents two distinct benefits: the 
annuity provided by the employee's accumulated con
tributions, and the pension provided by the accuniulated 
contributions of the city government. _ ' 

The N ew York City pension system is considered as 
providing equitably for the various contingencies noted 
above. It fixes the retirement allowance as follows: an 
annuity of such amonnt as the accumulated contribu
tions will provide, which in the average case is the same 
amount as the pension; a pension of 1/140 of salary for 
cierks, 1/136 for mechanics, and 1/132 for laborers for 
each year of service subsequent to the adoption of the 
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pension system, and 1/10, 1/68, and 1/66 of salary for the 
three groups respectively for each year of service prior 
to the adoption of the system. Hence an allowance of 
approximately half pay is obtained after 35, 34 aud 33 
years of service in the respective groups. Various op
tional benefits are allowed upon retirement. The allow
ance for ordinary disability is granted after ten years 
of service, as follows: in addition to the annuity of such 
amount as the employee's contributions will provide at 
the time of retirement, a pension is added which will 
bring the total allowance up to 90 per cent of the 1170, 
1/68 and 1/66 fractions; if the allowance so produced is 
less than 25 per cent of the salary then additional salary 
fractions are provided for each year which separates 
the employee from his regular retirement, not to ·exceed, 
however, 25 per cent of the salary. Allowances for dis
ability in performance of duty are granted any time and 
include in addition to the annuity a pension of three
fourths of the final salary. Provision is made for the re
examination and restoration to service of retired em
ployees whose disability has ceased. In the case of ordi
nary death the accumulated contributions of the em
ployee are return~ to the beneficiariee of the deceased 
and in addition a lump-sum benefit of one half year's 
salary is added. In case of death in performance of duty 
a pension of one-half salary is paid to the dependents 
in addition to the accumulated contributions of the de
ceased. The employee who resigns or is dismissed be
fore retirement receives his or her accumulated contribu
tions. The pensions, annuities or retirement allowances 
are paid in equal monthly installments. 

..4.dmillislraliotl 0/ 1M Syslnt 

Municipal pension systems are generally under the 
control of boards. In some cases these boards are con
stituted entirely of city officials, while in others they oon-
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sist of city officials and representatives of the employees. 
The New York City pension system is managed by the 
board of estimate and apportionment, and hence is of 
the former type. An example of the latter type is the 
Boston retirement board, which is composed of the city 
treasurer, a member appointed by the mayor, and a third 
member representing the employees appointed by these 
two members. Pension advocates prefer the latter type 
of agency. They argue that it is proper for the em
ployees who contribute to the pension system to have a 
voice in its administration. The actual administration 
of the Boston system is under the direction of an execu
tive officer employed by the retirement board. 

Both the New York City and the Boston pension sys
tems provide for a medical board of three physicians to 
assist the board of estimate and apportionment or the 
retirement board in passing upon disability cases. This 
board also makes examinations from time to time of 
employees who are on disability allowances and deter
mines when such employees have sufficiently recovered to 
be reinstated in the city service or to engage in some 
other gainful work. 

The establishment of certain pension funds and the 
proper investment of these funds is important if the pen
sion system is to be maintained in a sound condition. 
Under the Boston system three pension funds are estab
lished: the annuity savings fund, the pension accUmula
tion fund, and the retirement reserve fund. The con
tributions on the part of employees are placed in the 
first fund and the contributions by the city government 
are placed in the second fund. When an employee is re
tired, either from disability or superannuation, his share 
of these two funds is transferred to the third fund and 
from this fund he receives his pension. If an employee 
leilves the service, except by retirement, he receives from 
the annuity savings fund whatever has accumulated from 



EMPLOYMENT AND PENSIONS 265 

his contributions. An employee who is entitled to pay
ments on aooount of service rendered prior to the estab
lishment of the pension system may be paid out of the 
pension aocumulation fund. The New York City system 
has five pension funds, nlUQ.ely, the annuity savings fund, 
the annuity reserve'fund, the pension fund, the pension 
reserve fund, and the contingent fund. While the funds 
are split up somewhat more than under the Boston sys
tem, the same ends are served. It' is important, if all 
pension funds are to be maintained in a sound financial 
condition, that an actuarial investigation be made peri
odically into the mortality, service and compensation e~
perience of the members and beneficiaries of the system; 
and also a valuation of the assets and liabilities of the 
pension funds taking into account the results of the in-
vestigation.1 . 

In both New York City and Boston, the city's con
tributions to the pension funds are made annually by 
direct appropriations. In addition, the city government 
appropriates for the cost of administering the pension 
system. In Boston the pension funds are kept in the 
custody of the city treasurer and are invested by the r~ 
tirement board in such securities as the sinking funds of 
the city may be invested in. In New York City the pen
sion funds are placed in the custody of the city comp
troller and are invested by him- under the tlirection of 
the board of estimate and apportionment. The invest
ment of these funds is subject to the conditions and re
strictions impoeed by state law upon investments made 
by savings bank". Not to exceed 10 per cent of the pen
sion funds may be kept available as a drawing account 
to meet the current disbursements. The whole pension 
system is under the supervision of the state department 
of insurance. 



CHAPTER IX 

PURCHASING 

CITY· governments spend millions of dollars annually 
for various kinds of goods. The amount so spent is 
approximately 30 per cent of the total current operating 
budgets of such governments. However, it is not so 
much the volume as the variety of purchases, including all 
kinds of supplies, materials, and equipment, that calls 
for skill, training and experience in handling the pur
chasing work. Aside from this, if the purchasing work 
is not properly organized there are nnlimited oppor
tnnities for waste, and even for graft, in buying for city 
governments. 

Purchasing goods has been regarded for more than 
two decades as an important part of the financial ad
ministration of city governments. Only since 1910, how
ever, has much attention been given to the development 
of an effective system of government purchasing. This 
was brought about to a large extent in city governments 
by reorganization, through which the ¥arious functions 
were integrated in a few departments and general fiscal 
control established under one of these departments.' 
Centralized supervision over the purchase of all goods 
for municipal use was the natural outcome of this type of 
organization. Such supervision was established under 
the control of a single department or office of the city 
government. In working out a system for centralized 
purchasing, city authorities turned for guidance to pri. 
vaie concerns which were already successfully using the 

• s... above, _ Sit 
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centralized system of buying. The purchasing procedure 
of these concerns was adopted by the cities after changing 
it in numerous details in order to sait governmental 
needs. 

As soon as centralized purchasing was given a fair 
trial by city governments, its superiority over the ar
rangement under which the various departments and in
stitutions had individually bought their own goods was 
evident. It was found to have certain distinct advan
tages. Lower prices on goods were obtainable by con
solidating the needs of the various departments of the 
city government. This stimulated competitive bidding 
and enabled the city to buy at wholesale prices. It was 
also possible to standardize goods, thus eliminating a 
wide range in grades. This resulted in the purchase of 
goods better adapted to municipal requirements. Goods 
could also be bought when market conditions were most 
favorable; a year's supply might be bought at one time. 
Indirectly, centralized purchasing promoted the prompt 
delivery of goods, the immediate payment of vendors' 
bills, and better inspection Qf goods purchased. Under 
such a system complete records of all purchasing trans
actions could be maintained and more effective account
ing control could be established over goods. in storage. 
Surplus goods could be transferred from one department 
to another and obsolete or used gOods salvaged. Finally, 
it was evident that a centralized purchasing system might 
be adopted with advantage- by either a large or a small 
city; th.e size of the city did not limit the usefulness 
of the system. 

Centralized purchasing has spread ·so rapidly among 
city governments during the past few years that almost 
one-fourth of the 770 cities with a population of ten 
thousand or more ha\"e already established a more or less 
complete system. Of U.e cities with the manager form 
of government more than 80 per cent have adopted the 
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centralized purchasing system;' Cities usually include 
under the system the purchase of all supplies, materials/ 
and equipment-in some cases, contractual services-for 
all agencies of the government, except the educational 
agencies. This exception is largely due to the fact that 
educational work in most city governments is organized 
independently of the remainder of the city administra
tion.2 

Where centralized purchasing has· been tried out in 
the different city governments, it has worked success
fully. Of course, its success, as one might expect, .has 
been more marked in some city governments than in 
pthers, depending upon the organization, administrative 
ability, and local conditions. Economies have resulted 
from the operation of centralized purchasing, amounting 
to from 5 to 15 per cent of the total cost of the purchases. 
The cost of operating the centralized purchasing agency 
has vllried usually from 1 to 2 per cent of the aggregate 
cost of purchases. This is considered among commercial 
concerns as a low operating cost for the purchasing 
agency. As a system, centr~lized purchasing has already 
fully demonstrated its usefulness in city governments 
from the financial standpoint. 

Orga.nization of Agency for Centralized Purchasing 

Perhaps the most effective type of organization for the 
centralized purchasing agency is the purchasing bureau 
or division under the department of finance. This bureau 
or division is under the direction of the purchasiI\g agent, 
who is appointed by the head of the department.· Cities, 
especially those with the manager form of government, 
Beem generally to favor this type of organization. It has 

• See R ..... U For..... "CeDtrau.ed Purcl1uiug ill GoYemmeut. of the 
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the advantage that comes from associating the purchas
ingwork directly with the other financial work of the 
city government. 

There are, of course, other types of organization for 
centralized purchasing work. The most common of these 
is the purchalli»g department, which is more or less in
dependent of the other departments and agencies of the 
city government. This department is usually under the 
immediate direction of the purchasing agent. He may 
be responsible directly to the mayor or the manager, 
or even to the city council j or he may be under a board 
which is nominally, if not actually, head of the depart
ment. The independent purchasing department is suit
able to those city governments whose activities have not 
been integrated and properly departmentalized. Such a 
department seems to operate most successfully where 
the purchasing agent is head of it and directly responeible 
to the chief administrative officer of the city government. 

A vital thing in the organization of the city's purchas
ing work is the selection of the purchasing agent. He 
should have certain qualificatione as to training and 
experience. He should be able to interview saleemen 
and to negotiate favorable price agreements. He should 
be well acquainted with the sources of supply of goods 
used by the city government and should keep constantly 
informed on the trend of the markets. In the larger 
cities, the purchasing agent should have an assistant who 
is qualified to look after the routine purchasing work. 
The sizl! of the clerical sta1f required should, of course, 
depend upon the volume of the purchasing work. 

The organization of a stores division under the put
chasing department or bureau is quite common among 
commercial concerns. However, this is not UBUally the 
practice in city governments. Stores are JPore often 
plseed under the using agency and the goods are in
spected as received either by a representative of the 
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purchasing agent or by an employee of the using agency. 
Where there is a central storehouse under the control of 
the purchasing agent, the goods are sometimes inspected 
when received by a person or persons responsible to the 
controller, as the chief accounting officer of the city 
government. 

General Purchasing Procedure 

There are many variations from city to city in the 
existing purchasing procedure, so much so, that it is 
not even possible to consider them all in this brief dis
cussion. We shall, therefore, sketch a general purchasing 
procedure for a centralized municipal system which, 
while it does not follow that of any particular city, 
is based upon the best practices and experience of a 
number of cities. Such a procedure is briefly as fol
lows: 1 

To begin with, the purchasing agent usually receives 
from the using agencies of the city government esti
mates of their purchase needs for a stated period. This 
period is determined by the purchasing agent according 
as it offers the greatest advantages in -buying. Some 
goods may be contracted for over a period of a year, 
others over a period of six months, and still others for 
not more than three months. Coal is an example of the 
first group, and groceries of the last group. When the 
purchase estimates have been received from the using 
agencies, the purchasing agent usually distributes the 
commodities contained on them according to the classes 
of goods he may have established_ Frequently he has 
the authority to revise these estimates whenever he 
deems the quantities estimated by the using agencies 
are too large or too small, and he may also determine 
the quality of the goods according to standard .Bpecifi-, 

• 11Ie essential eJeIIlPIIta of this procedure are discu..ed iD IlUMequent 
,;eetiou of thia ehapter. 



PURCHASING 271 

cations that have been adopted. When this has been 
done, the purchasing agent nen proceeds to solicit bids 
from likely vendors on the various classes of goods. 
The bids received are usually opened on a specified date 
and the award made to the lowest and best bidder, in 
each class; whereupon contracts are entered into with 
the successful bidders. The using agencies are then noti
fied of the prices fixed under these contracts for the 
various kinds of goods. 

When goods are needed by a using agency, and the 
city government does not carry them in storehouses, 
this agency sends a requisition to the purchasing agent.· 
The requisition is usually made out in duplicate, the 
original copy being sent to the purchasing agent and 
the using agency keeping the duplicate oopy. It is sent 
to the purchasing agent long enough before the goods 
are actually needed to allow ample time for delivery 
from oontracts or for purchase and delivery.' Follow
ing the receipt of the requisition, the purchasing agent 
makes out a purchase order, which becomes valid as 
Boon as approved by the controller. However, all cities 
do not require the approval of the controller before the 
order iB placed. The purchase order is generally made 
out in quadruplicate, the original copy being Bent to the 
vendor, the duplicate copy to the controller, the tripli
cate copy to the using agency getting the goods, and the 
quadruplicate copy remaining in the files of the pur
chasing agent. From his file copy the purchasing agent 
may make up a purchase record on cards of a convenient 
size to handle. Such a record is useful in several ways, 
as will be noted later. The copy of the purchase order 
going to the ueing agency serves as a notice that the 
goods have been ordered. When the purchase order is 
received, the vendor ships the designated goods to the 

'It 10 1M .... _ III _ ritioo to ..... aD ... ___ t to tile __ 
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using agency and immediately sends an invoice of the 
same to the controller. Some cities require the invoice 
to be submitted to the controller in duplicate.' As soon 
as the goods are received the using agency checks them 
as to quantity and quality and makes out an advice of 
goods received, the original copy of which is sent to 
the controller and the duplicate copy filed." If the 
goods are nDsatisfactory in any particular, or there is 
a shortage, the using agency immediately notifies the 
purchasing agent, who takes np the complaint with the 
vendor and has it adjusted. If the goods are satisfac
tory, the purchasing agent's duties are considered at 
an end with the placing of the purchase order. In many 
cities, however, his duties extend much beyond this 
point. 

As soon as the controller gets the copy of the advice 
of goods received, he compares this with the invoice, 
checks the footings, and approves the invoice for pay~ 
ment. The city treasurer is then authorized to make 
payment. As a matter of auditing control, although not 
often done, the controller may have one of his assistants 
make an occasional inspection of the goods received by 
the various using agencies to ascertain if these goods 
are coming up to the standards set by the purchasing 
agent and to determine if the nsing agencies are making 
proper inspections on receipt of the goods. Where lab
oratory tests are made to determine the quality of goods, 
the results of these tests should be reported to the con. 
troller as well as to the purchasing agent. 

The general purchasing procedure which we have jnst 
outlined above is shown graphically on the accompany· 

• Other citl .. nqaire the IoYOl"" 10 be ... t 10 dupli<ate 10 the ............ 
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ing chart (Figure 18). The solid lines indicate this gen
eral procedure, while the broken lines cover the pur
chasing procedure for stores discussed briefly in the 
next paragraph. 

Where the city government has established a central 
storehouse, the purchasing procedure varies somewhat 

.from that outlined above. The storekeeper, upon finding 
that some of his stores are getting low, sends a requisi
tion to the purchasing agent to replenish stores. When 
the purchase order has been issued by;the purchasing 
agent for this purpose, the triplicate copy of the order 
goes to the storekeeper. After the goods have been 
received from the vendor, the storekeeper forwards an 
advice of goods received to the controller.1 The pro
cedure for payment is identical with that outlined above. 
When the using agencies secure goods from the store
hollS!!, they send a requisition-invoice on stores to the 
storekeeper in duplicate copies and retain a triplicate 
copy of the same. The goods are then delivered to the 
using agency from the storehouse and a copy of the 
requisition-invoice is sent to the controller. The store
keeper maintains a distribution record of goods and 
sends a store's report each month to the controller. 
He may also send a copy of the store's report to the 
purchasing agent. This is in brief the procedure for 
storehouse control and distribution of goods. 

There are, of course, certain exceptions to the above 
general procedure, such as emergency purchases, where 
the using agencies themselves are permitted to buy cer
tain goods. A simple procedure for handling purchases 
of_ this type should be worked out by the purchasing 
agent. Several effective plans are in use in different 
cities. Such purchases should, however, be kept down 
to the very mjnjmum. 

'Tbill adri .. of IOOIIa re<eioed IIIll7 ,0 to tho purdluiDC acoDI 8rat for 
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Purchase Requirements &I1d Standardization of Goods 

The determination of the amount of goods to be bought 
is an important feature of the purchasing agent's work. 
He has several means of arriving at the purchase re
quirements. The more important of these are the com
modity cards, the budget estimates, the stores inventory, 
and the purchase estimates. The commodity cards are 
kept by the purchasing agent. They show the amount 
and price of each commodity purchased during the pre
oeding period and for what using agency. The budget 
estimates show the supplies, materials and equipment 
needed during the fiscal year by each using agency. 
When these estimates have been adopted by the city 
oouncil the purchasing agent can accept them as a fairly 
accurate statement of the amount and general character 
of the goods he will be oalled on to purchase for each 
using agency. The store's inventory shows the amount 
of goods purchased during the preceding period and on 
hand applicable to the future period. The purchase esti
mates are made up by the using agenoies whenever 

, oalled for by the purchasing agent and for whatever 
period he may determine. They show the immediate 
needs of the using agencies and should be more accu
rate than the budget estimates. The purchase estimates 
usually state the date upon which the goods are needed 
by the using agenoy and. the quantities required at each 
delivery_ 

With the above information before him, the purchas
ing agent can proceed to develop specifications for the 
goods needed and to get out proposals for bide. The 
development of specifications involves standardization or 
simplification, as it is sometimes oalled. Standardiza
tion of goods has been defined as "the selection of the 
optimum number of types, siaes and grades required, 
and their definition by means of adequate specifications 
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upon the basis of which bids are requested." 1 The 
standardization of goods has several salutary results. 
Definite specifications save time in purchasing and en
courage better bids as a rule. They prevent in a very 
large measure collusion between vendors and users. 
They enable the purchasing agent to buy in large quan
tities by consolidating purchasing needs. Where store
houses are established, standard specifications facilitate 
the maintenance of the stock and eliminate waste and 
surplusage due to individual tastes and preferences. 
Standardized goods may be more easily interchanged 
between the various using agencies. The work of in
specting such goods is greatly simplified. By means of 
standardization bids are placed on a more comparable 
basis, making for fairness in competition. Disputes 
leading to litigation are oftentimes avoided through 
standardization, which compels competitive vendors to 
speak the same language. Graft and favoritism in 
awarding contracts are likewise practically avoided. 
Of course, a purchasing agent must be careful not to 
adopt specifications for the city government that really 
secure for it inferior goods at higher 'prices and with 
slower deliveries than is the case with commercial con
cerns." 

The purchasing agent usually follows certain steps in 
bringing about the standardization of goods. In the 
first place, he selects those II:rticles that involve the 
largest expenditures and he takes as his tentative basis 
for classification the specifications of the United States 
Burean of Standards, or such private agel1cies as the 

• See P. G. Agn .... "Reoulta of StaDdardiutioD of Supplieo," n. A-. 
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American Engineering Standards Committee. In the 
second place, he investigates the exact condition of the 
market upon which he must rely for the goods, and thus 
determines the effect of local conditions upon whatever 
standards may be adopted. In the third place, he con
sults all of the using agencies, and he generally has a 
oonferenoe with their representatives in drafting the 
tentative specifications. Lastly, he does not consider 
the speci1ications as final until he has tested them out 
on the basis of actual competition. 

The arrangement of proposals, or schedules, for bids 
is an important matter. Purchasing agents usually group 
together goods of a like charaoter, so as to establish 
several classes, such as, groceries, stationery, dry goods, 
leather goods, fuel, drugs, hardware, and so on. These 
classes are set up in separate schedules; then the sched
ules can be sent to vendors in each line. Such arrange
ment by olasses facilitates bidding. Complete informa
tion as to deliveries and other conditions ordinarily 
accompanies all proposals that are sent out for bids. 
This information includes a statement of the qualities 
desired, quantities to be delivered each time, frequency 
of delivery, place of delivery, tests to be applied, whether 
or not samples are required, requirements for submit
ting bids, and conditions of payment for goode. .All 
red tape and all speculative elements ought to be 
eliminated as far as possible. The purchasing agent 
should aim to show in liis proposals quantities and de
livery conditions that are attractive to vendors. Deliv
eries in bulk, rapid transaction of business, and quick 
payment are generally preferred by vendors. Deliv
eries at an off-season for goods are usually attractive. 

Market Conditions and Tendencies 
The purchasing agent should not make it his sole 

purpose to save money, which he ean do by buying the 



278 MUNICIPAL FINANCE 

smallest quantity of goods for the lowest price, but his 
real job should be to secure the right kind of goods to 
satisfy the needs of the various activities of the city 
government. The basis of purchasing judgment shonld 
not be price but performance. This requires a compre
hensive knowledge of the needs of the city government, 
coupled with a broad knowledge of the goods to ·be pro
cured. The purchasing agent should know something of 
the general business situation j he should follow indus
trial conditions; he should be acquainted with the sources 
of supply, the methods of manufacture in each of the 
classes of goods that he buys, the variety of goods on 
the market, and he should keep informed on the future 
trend of prices. 

In finding out where he may obtain goods, the pur
chasing agent has many sources of information. Trade 
journals, business directories, and advertisements fur
nish the most common sources. Of course, the vendors 
listed in these publications must be carefully sifted. 
Valuable information may be secured from salesmen and 
upon application to dealers. Local commercial organi
zations may sometimes assist the purchasing agent in 
securing information as to the possible sources of supply. 
Once the purchasing agent has arranged a list of pros
pective vendors, he must determine their standing in 
business. This may be done through such sources as 
Dun's and Bradstreet's, which give the ratings of prac
tically all business concerns. 

The purchasing agent should be acquainted with the 
variety of goods on the market. He should not decide 
on one article and use it to the exclusion of all others 
when the supply of this particular article is scarce. He 
should find out if there are not one or two good substi
tutes that may be purchased at a lower price. Goods 
should not be bought on mere precedent, since qualities 
are constantly changing. A constant check should be 
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kept on the use of the goods to determine the durability, 
deterioration, and so forth. The purchasing agent should 
continually watch for new materials and supplies that 
may prove superior to old ones. 

The purchasing agent should keep informed as far 
aa poss~ble on the future trend of prices. The importance 
of this is illustrated by the depression of 1921, when 
millions had to be written off of inventories because of 
the failure of most buyers to anticipate the coming slump 
in prices. The means at hand at the present time for 
foreoasting future price trends are not very satisfactory 
from the purchasing agent's standpoint. Certain sys
tems of forecasting business conditions have been devised 
by private agencies for the benefit of their clients. This 
is, however, a service that might profitably be undertaken 
by the national government. Recently, there was a pro
posal to have the United States Department of Commerce 
assemble certain figurea along this line for American 
business men. 

Soliciting and Receiving Biu 
It is usually considered more advantageous to the pur

chaeing agent to ask for bids upon groups or classes of 
goods rather ~an upon items. Vendors seem generally 
to prefer this method. Class bids are usually more at
tractive than item bids and permit of delivery in bulk. 
Of course, it is necessary to have unit prices stated in 
class bids as a means of comparison. 

There are three general methods of soliciting bids. 
These are: (1) by advertisements in. newspapers or 
official papers, (2) by bulletin board notices, and (3) by 
direct communication with the vendors. Those who 
favor the first and second methods claim that while 
publicity of proposals may not secure competition, it 
protects the city government to • eertain extent against 
graft and favoritism in purchasing its goods. From a 
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strictly business standpoint, the third method seems 
more satisfactory . 

. Several cities solicit bids by placing advertisements 
in local papers for a period of ten days or two weeks 
prior to the date set for opening bids. They usually set 
a minimum amount below which they do not advertise 
for bids. This amount varies among the cities from $250 
to $1,000; usually it is $500. Advertising for bids in 
newspapers is an expensive method and oftentimes not 
very satisfactory to vendors. The requirements are very 
often stated in the most general terms, the specifications 
being left out. Such solicitation usually amounts to 
very little, since most local newspapers are not very 
widely read, and especially is this true if the advertising 
is limited to official papers. 

The use of bulletin board notices is quite common 
among cities. These notices are placed on the bulletin 
boar4s at the city hall. They may be very brief, merely 
stating the classes of goods to be purchased and request
ing the vendors or their agents to call at the purchasing 
agent's office for specifications. Some cities post the com
plete specifications so that the vendors can go through 
them and copy those items they are interested in bidding 
on. Bulletin notices may give full publicity to local deal
ers, but they do not extend to outside dealers. This 
method, therefore, does not stimulate full competition. 
It should always be supplemented by the third method. 

Direct communication with vendors or their agents by 
mail, telephone or interview, is considered by the ma
jority of purchasing agents as the most valuable method 
of soliciting bids. While this method may not give full 
publicity, it will secure the attention of vendors better 
than the other methode_ It is a means of reaching a 
large number of selected vendors, and therefore of stim
ulating and increasing competition. 

There is a tendency in every city to patronize home 
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trade, buying from local dealers whenever they can fur
nish the goods in preference to dealers in other cities. 
If great care is not exercised by the purchasing agent 
in soliciting bids, this may result in the city paying 
higher prices due to local rings or combinati!)ns. There 
should be no geographical limit to buying goods for a 
city government. 

Certain requirements are always established for bid
d).ng. Sometimes the vendor is required to send a cer
tified check with his bid, amounting to from 1 to 10 per 
cent of the total of the bid. Where bids are solicited by 
direct communication, the purchasing agent is usually 
satisfied with the integrity of the vendor and does not 
require a deposit for bidding. If the purchasing agent 
is worthy of his job, such a requirement is not usually 
necessary. In bidding on some articles samples are 
required, which are examined or tested and the results 
considered in passing upon the quotations of the vendor. 
Samples, however, should not supersede s'pecifications. 
All bids are generally required to be submitted in sealed 
envelopes to be opened upon a certain day at an ap
pointed place and hour. 

A.wards and Contracts 

The negotiations of governmental purch~aing usually 
differ widely from those of commercial purchasing. In 
commercial purchasing the type of persona handling the 
purchasing work and the independent audit are consid
ered a sufficient check on graft. But not so in govern
mental purchasing. Praotically all cities require con
siderable publicity to be given to purchase negotiations. 
Bids are opened at a stated time, and the prices bid are 
often tabulated and made open for publio inspection. 
Some cities go so far as to require hids to be submitted 
in duplicate, one copy of which goes to the controller 
and is held as an independent check on the award until 
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after it is made. While such procedure in conducting· 
purchasing negotiations may have certain advantages 
in governmental purchasing, it is open to objections 
frol!l the purely business standpoint. Most commercial 
purchasing agents regard the exposing of prices of 
comptlting firms as poor policy. Perhaps governmental 
purchasing goes a step too far in this direction. Com
mercial purchasing agents are usually free in making 
awards without consulting superior administrative offi
cers. City purchasing agents are bound by certain legal 
restrictions, in that they must act usually with the 
authority of a superior officer or board, must secure 
competition, and so on. However, such restrictions are 
more or less inherent in the governmental system and 
cannot be avoided. 

In order to carry out the legal provisions generally in 
force, it is necessary that contracts for goods between 
city governments ~nd vendors must be fulfilled in sub
stantial compliance with the terms and conditions under 
which they are let. No officer of a city government has a 
right to vary the terms or waive the rights accruing 
under such contracts. In private business, however, the 
person awarding a contract for goods can do anything 
he chooses, since he is spending his own money or using 
his own property. He is free to make whatever changes 
he may desire in the contract or to make any kind of 
settlement he can arrange with the vendor after the per
formance has been completed. 

The forms of contracts for goods and the conditions 
attaching to them vary widely in different cities. Some 
cities use contract forms, the conditions of which are 
very involved; others use forms in which some important 
conditions do not appear. In view of the great variety 
of contracts now in use, the United States Bureau of 
the.Budget recently issued a pamphlet on "Standardiza
tion of Government Contracts" in which it set up tent&-
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tive contract forms and general inBtrnctions to vendors. 
Purchasing contracts generally include six main points, 
as follows: (1) period covered by contract, (2) security 
by bond or otherwise for faithful performance, (3) arti
cles under agreement, (4) quantity, (5) price per unit 
or total, and (6) delivery conditions. One or more of 
these elements may be left indefinite or may not be 
stated. For example, the period of the contract may 
be indefinite; it may last until notice of cancellation by 
either party. There is a tendency among city purchas
ing agents to enter into contracts that are inaefinite as 
to quantity, or that fix only the maximum quantity. 
This gives some degree of flexibility in buying, but it 
is often not possible to contract in this manner because 
of legal provisions. The usual periods of contracting in 
cities are three, six, or twelve months, depending upon 
the class of goods and upon price conditions. 

Orden and Delivery of Goods 
Goods may be bought on contract purchase, as dis

cusaed in the preceding section, or on non-eontract pur
chase. The latter is a purchase on a temporary agree
ment or in the open market. In this case, the purchasing 
agent usually gets quotations from several vendors either 
in written form or over the telephone. Sometimes, how
ever, he may watch the trend of the market and buy 
without contracts or bids whenever he deems it advan
tageous and economical to the city government. A pur
chasing agent who has good judgment may save the city 
government thousands of dollars in this way. Although 
government purchasing, as pointed out above, is pretty 
well tied up with statutory enactments, there is a recent 
tendency to give more discretion to purchasing agents 
in buying. This seems advisable. 

If the volume of businesa carried on by a purchasing 
agent is very large, he should have a system for follow-
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ing up the purchase orders after they have been placed 
with the vendors. This sometimes prevents dissatisfac~ 
tion arising among using agencies on account of their 
failure to receive goods at the designated time. The 
system most generally used[ ~ the "tickler" file, into 
which a card is inserted when a purchase order is placed. 
This card is placed a few days ahead of the expected de
livery. When the clerk in charge of the file comes to this 
card, he sends a follow-up to the vendor. This follow-up 
acts merely as a reminder, and it is not so important in 
governmental as in commercial purchasing. 

Goods are usually delivered by vendors to the point 
of destination without extra charges. Invoices of the 
goods shipped are immediately sent to the officer or 
officers designated on the purchase order or by agree
ment. Purchasing agents sometimes furnish the invoice 
forms, but it is perhaps more satisfactory to let vendors 
use their own forms. Vendors generally prefer to do 
this., From one to four copies of the invoice are re
quired, depending upon the procedure. Two copies, 
however, submitted directly to the controller, should be 
sufficient.I One copy of this invoice may be sent by the 
controller to the using agency or the storehouse receiv
ing the goods to be filed as a matter of record. 

As soon as the goods arrive at the using agency or 
the storehouse, they should be checked as to quantity and 
inspected as to quality. The inspection of goods npon 
delivery is one of the weakest points in governmental 
purchasing. This is usually due to the failure to locate 
definite responsibility for checking and inspection upon 
some official. Goods are too often received by subor
dinate employees at departments and institutions. Such 
persons rarely possess the necessary knowledge for 

• If local procedure requirea it. tbe invoice ma,. be tRlhmitted tint to the 
purcbuiDc agent for his approval, after which it l'oeil to the controller. 10 
ibis calle, three copies would be required. one of wbicb tbe purcbuin, qeot 
W'otdd keep in hia files. 
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proper inspection work. Standard specifications are of 
no avail if goods are not properly inspected upon deliv
ery. With some artioles it is neoessary to make frequent 
laboratory tests in order to be· oertain of the quality. 
In some oities the purohasing agent direots the inspec
tion of goods and for that purpose maintains a small 
force of inspectors. This method is perhaps not as satis
factory as having the inspection work done by represen
tatives of the controller. By the latter method the city 
may establish an independent check upon the work of the 
purchasing agent 

In case goods are unsatisfactory for any reason, they 
are rejected by the using agency or the storehouse, and 
the purchasing agent is at once notified. He then takes 
the matter up directly with the vendor and arranges 
for the return of the goods at the vendor'S expense. 
Sometimes an adjustment may be made in the price, 
so that it is to the advantage of the purchasing agent to 
retain tjl.e goods rather than take the chance of going 
into the open market to buy a substitute for immediate 
use. 

Storage and Salvage of Gooda 

The storing of goods is not so important in govern
mental as in commercial purchasing. Supplies and mate
rials are bought by governments to be consumed rather 
than to be converted into finished products for the mar
kets. The necessity, therefore, for having a stock on hand 
large enough to insure aMst the interruption of a 
manufacturing process does not exist in governments. 
Cities may get along and purchase goods economically 
without any oentral storehouse, so long as each institu
tion has a small storeroom and refrigerator for supplies 
and eatables. Some of the larger departments may need 
a storeroom in which to keep on hand a small stock of 
supplies or materials that are being used continually. 
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Where a central- storehouse is maintained the store
keeper should make a report each month to the controller, 
showing goods on hand at the beginning of the month, 
goods received during the month, goods delivered dur
ing the month, and goods on hand at the end of the 
month. This report and the reports on the various trans
actions during the month should enable the controller to 
check the condition of the stores. The storekeeper should 
maintain a few simple records, the most important of 
which is the perpetual inventory card or record.' 

The salvage of used, discarded or obsolete goods is a 
matter that should not be overlooked by the purchasing 
agent. In most cities considerable money ~ay be re
turned to the treasury by this means. The things worth 
salvaging include scrap iron and steel, copper and brass, 
aluminum, pewter and zinc, leather, rubber, paper, tires, 
barrels, lumber, rags, and glass. 

1 See H. B. Tw7{ord, 8",""" p. 127. 



CHAPTER X 

TREASURY MANAGEMENT 

TBlUSUBY management comprehends the collection, 
custody and disbursement of city funds. Moneys from 
various sources, such as taxes, special assessments, fees, 
and so on, must be collected and placed in the city treas- -
ury to run the government. During the time these 
moneys are in the treasury, they must be safely kept or" 
invested. When pJlrchases have been made or obligations 
incurred, these must be paid by the passing of cash be
tween the city treasury and the debtors or creditors of 
the government. These functions are properly within 
the province of the treasury, subject of course to appro
priate control on the part of the central accounting office. 

OentraJia.tion of the Treasury !'unctions 
The desirability of centralizing the treasury functions 

under a bureau of the treasury in the department of 
finance has been discussed briefly from an organization 
standpoint in Chapter n.t It was there proposed that 
the treasurer should be responsible for these functions, 
that he should be the collecting, custodial and disbursing 
officer of the city government. It is still the practice in 
some cities for the collector, an officer independent of 
the treasury, to gather the property taxes and some
times other revenues and to turn these over to the treas
urer. The functions of such an officeI' should be consol
idated with those of the treasurer and handled undel' his 
direction. 

'I!oe ....... _IT •. 
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In so far as practicable, all collecting should be done 
by the treasurer's office. Financial executives generally 
recognize that such'practice is an added advantage to the 
public convenience, since a citizen can pay all charges 
against him at one office, whether they be taxes, special 
assessments, water charges, or fees. There are circum
stances, however, under which the uniform application 
of this practice may be questioned. One of these arises 
in·counection with the collecting of water rates or other 
charges for services of municipally owned utilities. 
Sometimes a charge against a consumer is disputed; in 
which case, it is often more convenient to have the col
lecting done in the utility's office where the consumer's 
account is usually kept. Again, the municipal office 
where the transaction is negotiated may be located in 
a separate building or otherwise widely separated from 
the treasurer's office, thus greatly inconveniencing the 
public by having to travel from one to the other. Al
though these circnmstances constitute reasonable objec
tions in some instances, they are often overemphasized 
and usually can be remedied through provisions of the 

. collecting procednre. In any case, collecting officers sta
tio~ed in other departments or offices should be placed 
under the authority of, and be responsible to, the treas-
urer. . 

As a rule, the decentralization of treasury functions 
occurring in many cities is attributable largely to old 
laws and practices which have not heen revised to con
form to changed conditions. Licenses, permits and fees 
are usually collected in widely scattered offices. Cur
rent taxes are sometimes collected in one office, delin
quent taxes in another, and special assessments in still 
another. Not infreqnently, the varions independent col
lecting officials retain custody of the funds which come 
into their possession for comparatively lengthy or indef
inite periods. Disbursing ~rocedure is also occasionally 
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decentralized. In some cases, the city treasurer trans
fers lump sums to spending officers for the payment of 
a wide range of bills. Failure to centralize the collect
ing, keeping, and disbursing of city .funds divides re
sponsibility for an important group of financial func
tions and makes effective aUditing control not only more 
difficult but in some cases practically impossible. 

Genera.l Collection Procedure 

It will readily be understood that there are certain 
steps in the general collection procedure, which imme
diately precede the actual collecting or taking in of the 
cash. First, the tu rolls, special assessment rolls, and 
rolls or lists of utility charges and other miscellaneous 
sales and charges must be handed to the treasurer, as 
his authority to collect. Next, the bills or notices of 
these charges must be prepared and delivered to the 
respective payers. In the case of licenses, permits and 
fees, application for the privileges for which a charge 
is to be collected, must be made and approved or 
accepted. 

Prl'paratiotl of Taa; Rolls atltl Bills 

The forms for the tu rolls and bills, the number of 
copies of each which must be prepared, and the method 
of their preparation are prescribed in many states by 
legislative enactments. These legal provisions, whatever 
their original purpose may have been, frequently add 
greatly to the volume of work entailed in the preparation 
of the roUs and bills, without providing better control 
or furnishing useful information to the tarpeyer. Only 
the elements essential to adequate tu administration, 
and the methods which have been found to promote 
speed and accuracy will be disl"ussed here. 

The basic information without which no adequate 
property tu roll can be prepared is the following: the 
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description of each parcel of taxable property, its loca
tion, and its assessed valuation. The name and address 
of the owner are desirable but not indispensable. Thc 
city of Fort Worth, Texas, for instance, has for years 
collected real estate taxes without maintaining a record 
of owners' ~ames, and has been sustained by the courts 
in so doing. For real estate, the description of the prop
erty by the system of block and lot numbers outlined 
in Chapter XI, is sufficient for all administrative pur
poses and reduces routine clerical work to a minimum.' 
Legislative sanction is, of course, a prerequisite to its 
adoption. 

All of the information listed above is collected and 
compiled into a roll by the assessing office. In some 
cities-New Orleans, for example-the essential infor
mation contained on the assessors' rolls must be copied 
into another roll for the use of the collecting officials. 
A number of cities on the other hand, have eliminated 
the necessity for this recopying by the use of a properly 
designed form for the roll in which the assessor makes 
his original entries. For this purpose, an additional 
column is added at the right of the page for inserting 
opposite each item of taxable property listed, the amount 
of the tax payable thereon. A column at the left of the 
page for the entry on the roll of the number correspond
ing to that of the tax bill described in Chapter IV serves 
to establish the basis for auditing control." By the use 
of additional columns for the entry of miscellaneous 
adjustments, interest, discounts, rebates and payments, 
the same form may be made to serve as a tax ledger. 
In short, a great deal of the laborious clerical work 
involved in the complete or partial copying and recopy
ing of information to which many cities resort can be 
done away with by the use of proper forms, without the 

• I!ee below. pag .. 333 If. 
• See abo't'e. pap 121. 
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elimination of any essential steps by assessing, collect
ing, accounting or auditing officials, and without the sac
rifice of any detail in the full information to which the 
taxpayers are entitled. 

The next step in the preparation of a tax roll after 
{he assessor has mape his basic entries is the extension 
of the roll. This involves the calculation and entry in 
the proper column of the amounts to be collected from 
individual taxpayers. In some cities, this work is done 
in the office of the collecting official and requires the 
employment of a number of temporary clerks. In others, 
the duty of extending the rolls devolves on the assessing 
office where, if the office has a staff adequate to disoharge 
its own duties, there are as a rule a sufficient number 
of permanent employees to expedite the work. The rea· 
sons for the latter prooedure are indicated more fully 
in Chapter XV 

In the extension of tax rolls, a number of time saving 
methods have been developed. Instead of laboriously 
multiplying every individual item of taxable value by 
the tax rate, a table is prepared containing a series of 
multiples of the tax rate, from which the amount of the 
tax oorresponding to any assessed valuation may be read 
off at a glance. In the better equipped offioes, these 
tables are prepared by the use of calculating machines, 
the requisite number of oopies for the use of all clerks 
are typed, printed or blue printed; and thereafter the 
process of extending the roll consists simply of entering 
on the roll the multiples corresponding to the successive 
assessed valuations. As in the case of .all tables of this 
type, the chief sources of error to be guarded against are 
misplaced decimal points. 

'Where legislative enactments or administrative meth
ods require the preparation of tax bills, these bills are 
also frequently made up in the assessor's office; A few 

• So. bolo .... _ SlT, I'ilI It 
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well administered offices have d~vised bill forms that 
make it possible to write the tax bill on the same machine 
that prepares the tax roll, a double ribbon machine being 
used for the purpose. The bill is fed into the machine 
once when the name of the owner, the description of the 
property and the assessed valuation are entered on the 
roll, and again when the extended taxes are entered. In 
this way the tax bill contains an exact duplicate of the 
necessary information entered on the roll itself. By 
the use of adding machine attachments on the typing 
machine, it is easy to maintain a running check both on 
the accuracy of the transcription of the assessed values 
and on the extension of the individual taxes. 

Applications for Licenses, Permits, etc. 
In the case of some kinds of licenses, formal applica

tions must be acted upon by administrative officers out
'side the finance department before the licenses are 
granted. In still other instances, the applications re
quire no action other than the granting of the license 
and the collecting of the charge. These same circum
stances may occur, likewise, in connection with permits 
and miscellaneous fees. Thus, from the standpoint of 
collection, licenses, permits, and fees may be divided 
into those which require official action, other than that 
of merely collecting, and those which do not require such 
action. . 

These distinctions allow a collection procednre which 
can be centralized nnder the treasurer and at the same 
time conform with other administrative provisions. For 
those collections which do not require other official ac
tion, the payer would prellent himself only at the treas
urer's office where the charge wonld be collected and the 
document issued. For those collections which do re
quire other official action, the payer would present him
self both at the office where the application is to be acted 
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upon or the document issued and at the treasurer's of
fice to pay the charge. The charge ehould be collected 
before the document or other form of receipt is issued 
to the applicant. 

Form in Which CheGks Should Be Accepted 

When checks on bank accounts are accepted by the 
city from payers, adequate precautions should be taken 
to insure their validity. What these precautions are is 
a matter of common knowledge and attention need only 
to be called to them here as an element in the collection 
procedure. In some cities only certified checks are ac
cepted. Although it is often done, endorsed checks 
should never be accepted; that is, checks which are not 
drawn by the payer. Checks of a larger amount than 
the amount of the payment should not be accepted. Nor 
should checks be accepted which are drawn to the per
sonal order of the oollecting officer or one of his em
ployees, or to the order of cash. 

Daily Balaltcing and Deposit,ng 01 Cash 

The daily balancing and depositing of cash is another 
element in the collection procedure, that should be noted. 
In order to permit treasury employees to balance the 
cash before the end of the working day and to make the 
proper entries in the recorde, the collecting office may be 
closed to the publio earlier in the day than the other 
city departments and offices. Each daY'e receipts should 
be entered in the register of cash receipte, and a cash 
report prepared for the controller at the end of each 
day. 

The cash receipts of the city treasury should be de
posited daily in a bank, preferably on the day they are 
collected. The amount deposited should equal the re
ceipts of each day, or the total receipts since the previous 
deposit. The treasurer should not withhold part of any 
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day's receipts to use in making change or for any other 
purpose. Such a practice disturbs the auditing procedure 
and serves no valid purpose. To provide change, the 
treasurer should be advanced the necessary amount by 
the controller. This amount would then be carried in the 
controller's accounts as "cash on hand"; it would fluc
tuate as the controller authorized it to be increased or 
decreased. 

A related matter is that of "petty cash funds" oper
ated on-what is known as the "imprest system." Under 
this system, a sum of cash is advanced by the treasurer 
to such officers as may find it necessary from time to 
time to make an immediate outlay of cash for which a 
claim cannot be put through the regular channels of audit 
and payment. When such cash advances are depleted, 
the spending officer prepares a voucher of the amount 
expended which is regularly audited and his advance or 
"fund" reimbursed with the amount of the voucher. 
TheSe advances are carried in the controller's accounts 
as "cash on hand." 

Collection of Property Taxes 

In some cities where methods of collection have not 
kept pace with business practices, taxpayers are required 
to pay their bills in person and in cash at a designated 
office. That procedure frequeRtly involves two trips to 
the office of the collector or treasurer on the part of the 
taxpayer-one to find out the amount of the bill, the 
other to make the payment. On both occasions, further
more, it may involve annoying delays and standing in 
line if not actual expense to the taxpayers. Certain 
large public utility corporations with property scattered 
in small amounts over many tax districts, for instance, 
have reported that it costs them more in some cases to 
ascertain the amount of the taxes levied against them 
thim the taxes amount to. 
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Submission of Tax Bills 
Grocers, butchers, electric light companies and others 

who sell goods or services to the public, have found. that 
the great majority of their customers willl'emit a check 
promptly if a bill is sent. Many of the cities have 
learned this also, and in spite of the fact that the law 
may not require the submission of a bill, they neverthe
less conform to prevalent customs, and thereby save 
time both in their collecting offices, and to the taxpayers. 
Even when the assessing office maintains an accurate 
record of the name of the owner and of the location of 
all parcels of taxable property, it becomes necessary, 
in such cases, for the collecting office to maintain a sup
plementary list of the addresses of taxpayers, because 
taxpayers frequently live elsewhere than at the ad
dresses where their property is located. It will no doubt 
be somewhat unusual to .find in any collecting office a 
complete and accurate list of addresses for all taxpayers, 
but with a little effort it can be kept up to date for all 
except a few of the individual nonresident owners of 
vacant property. 

In the delivery of bills several methods are followed. 
In some instances, the assessing clerks are required to 
delivsr the tax bills to taxpayers living in their districts, 
tax bills to nonresidents being sent by mail. In others, 
the mails are resorted to for all bills. A:r1y sweeping 
generalization that one or the other of these methods is 
always preferable would necessarily be arbitrary. If the 
tn: calendar is so arranged that the bills are ready for 
distribution during a dull period in the assessor's office 
when the time devoted to distributing hilla will not inter
fere with, or will dovetail into, the more important work 
of the assessing clerks, the city can save the cost of 
postage by having these clerks distribute certain hilla to 
resident taxpayers. 
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Payments in Installments 
Another device to which cities have resorted in order 

to make the payments of taxes as easy as possible for 
the taxpayers is' to permit the payment in two or more 
installments. Legal authority for this method is usually 
a prerequisite to its adoption, and it is advisable only 
when the tax rolls can be opened for payments rather 
early in the fiscal year. This practice is already widely 
followed and is no doubt destined to become general. 

:rap; Discounts 

In order to stimulate early payments of taxes, cities 
frequently offer discounts. Before budget making had 
developed to any great degree, and before temporary 
loans in anticipation of the collection of taxes hlj.d been 
widely authorized, this practice seemed to facilitate 
earlier payments of taxes, but only at the expense of 
builc,ling up tax deficiencies equal to the sum of the dis
counts allowed. Nearly all cities which have developed 
an adequate budget procedure, resort to borrowing in 
anticipation of the collection of taxes. Early payments, 
therefore, reduce the amounts which it is necessary to 
borrow, and the city can afford to offer a discount to 
taxpayers at the same rate of interest as that borne by 
the temporary loans. On the other hand, it requires 
time to calculate the discounts on a large number of odd 
amounts, the added labor may slow up the entire collect
ing process, and the way is opened for errors. If the 
interest rate and the discount rate are equal, therefore, 
the cost in interest to the city of obtaining the cash for 
its current expenditures in advance of the due date for 
taxes will be the same in either case; but in order to 
give the taxpayers the benefit of the bank rate on taxes 
paid in advance, it subjects its own employees to added 
labor and the taxpayer to the possibility of, delay and 
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of petty but nevertheless annoying errors in payments. 
The question of whether. or not to offer discounts on 
advance. payments must depend in any city upon the 
difficulty of obtaining temporary loans, on the current 
rate for such loans, and on the length of time by which 
the payment of anY,considerable amount of taxes can 
be advanced. Where the tax calendar is so arranged that 
only a short period elapses between the date when taxes 
first become due and payable and the date on which they 
become delinquent, the added work entailed by the dis
count syst!lm would seem to outweigh any advantages 
which may accrue either to the municipality or to the 
taxpayer. 

The .Atltlulmetlt of Tazes Because of Technicalities 
Some state laws still contain provisions which enable 

unscrupulous taxpayers to have their taxes set aside 
because of some minor irregularities in the description 
of the property or in the manner in which the tax roll 
was prepared. While the original purpose of such pro
visions msy be oonceded to have been the enforcement 
of careful administration by assessors and oollectors, its 
usual result is the exact reverse. Public officials work
ing under the pressure entailed by the preparation of 
a voluminous tax roll every year are as fallible as other 
human beinga are, and it is inevitable that even the most 
conscientious clerical assistants will from time to time 
fail to cross a "t" or to dot an "i." There will always 
be taxpayers willing to take the full advantage permitted 

. by law of all such slips with the result that deficiencies 
will be oreated to the extent of the taxes set aside. In 
aome atates, fortunately, oourts are no longer given the 
power to anllul taxes on technical gronnds. They may 
require the correction of errore, but to the arlent that 
the taxes levied were equitable under the law, such taxes 
must stand. 
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Delinquent Property Taxes 

No matter how carefully the budget may have been 
drawn up, its primary purpose of balancing revenues 
and expenditures may be defeated by inadequate tax col
lections; In normal cities, the bulk of the taxes is gen
erally paid promptly without any resort to compulsion 
on the part of the city government. However, there are 
always a few taxpayers who, for one reason or another, 

) will not or cannot pay their taxes. It then becomes nec
essary 'for the city government to enforce .collection 
against them. 

.A. TotJ) a Lien on Properly 

In theory the laws of most states provide that the taxes 
levied or to be levied become a lien on taxable property 
as soon as the budget has been adopted and the assess
ment roll approved. It is rare that any municipality 

'succlleds in enforcing these liens down to the last dollar. 
Under an adequate system of law and administrative 
procedure, there would seem to be no valid reason for 
the existence of uncollectible taxes on real estate. No 
system has ever been devised, however, for the collection 

f
of all the taxes levied against polls and personal prop
erty. Even where the law provides for the seizure and 
sale of property by the tax collector or other officer, or 
for reducing the tax bills to judgments, the delay inci
dent to the labor of compiling the assessment roll which 
occurs between the date when property and polls were 
assessed and the earliest date that the taxes levied 
thereon can be made due and payable, makes it inevitable 
that a certain number of polls and a certain amount of 
personal property will have left the jurisdiction of the 
collector before he can resort to the remedies provided 
by law. This statement is notably true in metropolitan 
districts composed of a number of adjoining political 
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units. The importance of establishing only valid assets 
as a basis for municipal expenditures has brought about 
a tendency toward the exemption of both polls and per
sonal property in such areas, either by legislative or by 
administrative action. 

The Enforcement ot Taa; Liens 
There are now no obstacles in a number of states to 

prevent the rigid· enforcement of tax liens on real prop
erty. The older tax sale laws proceeded on the theory 
that a governing body could dispose of something at a 
tax sale which it did not in fact possess, and authorized 
publio offioials to sell to the highest bidder "an absolute 
estate in fee" or "an interest for a term of years" in 
the property on which a delinquent taxpayer had failed 
to liquidate his debt within a stipulated period. Pros
peotive purchasers looked doubtfully on offerings of this 
type. The newer tax sale laws authorize a municipality 
to sell simply the lien against the property which was 
created by the levy of the taxes, and provide that the 
purchaser may record his lien in the publio register of 
mortgages on real property, and that, after the expira
tion of a stipulated period, he may bring suit to foreclose 
in the manner provided by law for the foreclosure of 
mortgages in general. 

A good example of the legal provisions relating to tax 
sales is found in the New Jersey tax sale law.' It pro
vides that the tax oollector must ~ompile as of July 1 
a list of all unpaid taxes levied against real estate in 
the fiscal year closing on December 31 next preceding; 
that he must add to the delinquent taxes all delinquent 
special assessments fur local benefits and other mnnicipal 
charges such as water rates, eto., which constitute a lien 
and are in arrears; that he must caloulate the accrued 
interest on all delinquenoies; and that, after due puhlio 

~:"" 

• N. J. Publie La_ tills" do. !:.'IT ud ............ t ..... ten .... 
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notice by a posting of the lists and by their publication 
in a newspaper circulating in the municipality, he must 
offer the liens for sale at public auction, for the face 
value of the lien including all accrued interest to the 
date of sale, the cost of publication, and so forth. The 
liens are to be sold to the bidders who offer to accept 
them at the lowest rate of interest not exceeding 8 per 
cent per annum. The sale may be adjourned from day 
to day and from week to week at the discretion of the 
collector upon public announcement of such adjournment, 
and all. liens which are not disposed of to bidders during 
the course of such sale must be assigned to the munici
pality at the maximum rate of .8 per cent. The munici
pality has the same rights and remedies in such case 
as private purchasers have. After two years the right 
of redemption may be barred and the mortgage fore
closed. 

In order to illustrate what happens in a normal com
munity operating nnder a law such as that of New Jersey, 
let us assume that the municipality has borrowed money 
in anticipation of the collection of all or part of the 
current taxes. Let us assume that 90 per cent of the 
taxes levied for the support of the budget have been 
collected prior to the end of the fiscal year in which they 
were levied and that all the expenditures authorized by 
the budget were made in full prior to the close of tho 
fiscal year, put of the taxes actually collected, plus bor
rowings in anticipation of the collection of the remainder. 
That would leave temporary notes outstanding over and 
above available cash in hand, amounting to 10 per cent 
of the total tax levy, and supported by an exactly eqniv
alent amount of delinquent taxea. Let us further assume 
that one-half of the delinquent taxes are paid to the 
collector during the six months intervening between the 
close of the fiscal year and the date as of which the liens 
are offered for sale. Under the law, such payments would . 
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of course include interest and costs, so that the city 
would be able to retire another 5 per cent of its outstand
ing temp9rary loans out' of the proceeds after first hav
ing paid interest and costs. When the date of the sale 
arrived, the city would receive in cash from the success
ful bidders the full amount of each lien sold plus interest 
and oosts to date, and would again be able to clear up a 
peroentage of the remaining outstanding loans. The 
remainder of the unsold liens would now be formally 
assigued to the munioipality, and converted into the 
equivalent of first mortgages on real estate which should 
prove more than ample seourity for the support of the 
remnant of the tax anticipation notes still outstanding. 
In converting these valid assets into cash for the purpose 
of retiring the remainder of its outstanding temporary 
loans, the city would have two courses open to it. It 
could foreclose the mortgage as any other mortgagee 
would do and dispose of the property in fee simple, or it 
could again offer the lien for sale together with all addi
tional aocrued interest and oosts. 

Under the law in question, furthermore, the liens 
established hy subsequent tax levies or other municipal 
charges against a property which has passed into the 
hands of the lI\unicipality at a tax sale, would automat
ically enter into the mortgage created by the first to 
sale, without recourse to further to sale procedure. 
This .provision eliminates much useless red tape and 
tends to combine successive liens based on a series of 
delinquencies into one consolidated lien. 

Obviously, the above procedure is applicable only to 
the creation of valid assets out of delinquent toes on 
real property. No comparable method has yet been de
vised for the conversion of delinquencies on personal 
property into assets adequate for the support of the tem
porary loans incurred in anticipation of their collection. 
Furthermore; even in the case of real estate, a to sale 
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procedure based on the methods outlined above cannot 
correct errors growing out of faulty administration in 
the earlier stages of tax administration. Duplicate 
assessments, erroneous assessments, and illegal assess
ments which may have entered into the aggregate as
sessed valuations on which the tax rate was based, must 
inevitably lead to a deficiency on the revenue side of the 
budget. Efficient tax collection, in other words, must 
be based on the prerequisite of accurate assessments. 

Effect on Liens of Taxes Levied by Overlapping Juris
dictions 

Another situation which militates against adequate and 
complete tax collections is to be found in those states 
where two or more governmental jurisdictions levy and 
collect taxes against the same property. Under such 
conditions, two or more separate liens may be offered 
for sale against one property in the course of a year. 
In some cases, the law makes no distinction between the 
prio.rity of these liens; in others, the lien for county and 
state taxes, for instance, is given priority over the lien 
for municipal taxes. When delinquencies occur in states 
of the first class, the lien which is looked on with most 
favor by purchasers is that which under the tax calendar 
can be first offered for sale. In the city of Buffalo, for 
instance, municipal tax liens find a more ready market 
than liens for county and state taxes on the same prop
erty simply because the city is able to hold its tax sale 
in advance of the county's tax sale. In Charleston, 
South Carolina, on the other hand, the municipality 
sometimes has trouble in disposing of its tax liens be
cause the liens for state and county taxes which come 
on the market at a later period have priority over mu
nicipal liens. The efficiency of municipal tax collections 
may therefore be adversely affected by the unnecessary 
duplication of the tax collecting agencies. 
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i ODltody of City :runds 
Cities uniformly deposit their funds in banks for safe

keeping. The points to be considered in the selection of 
. city depositories are (1) their financial strength, (2) the 
security they furnish, and (3) the rate of interest they 
pay for municipal funds. Only the first two of these 
points are taken up here. The rate of interest, because 
of its bearing on munioipal revenues, is discnssed in 
Chapter XUl.' 

The finanoial strength of banking concems, which act 
as oity depositories, is an important factor. Sometimes 
a ilefinite limit is fixed upon the amount of city funds a 
bank may have at anyone time irrespective of its finan
oial strength. In Chicago the mBltimum that may be 
deposited in any banking concem is determined by law 
in relation to its capital, surplus and undivided profit&. 
The inactive deposits of Detroit are distributed among 
the local banks in proportion to their capital and 
surplus. 

Practically all oity governments require depositories 
to give security to gDarantes the safekeeping of their 
funds. Philadelphia is a notable exception, its deposits 
not being secured. Large balances are maintained, aver
aging about $15,000,000 throughout the year. In New 
York City the banks are required to furnish security on 
the inactive, but not on the checking account&. The gen
eral types of security are the corporate surety bond and 
collateral Usually corporate surety bonds are preferred 
to collateral, since there is a certain amount of incon
venience in handling and accounting for the latter. When 
surety bonds are accepted, the finanoial stability of the 
surety compani!IB making these bonds should be carefully 
investigated. The general practice is to accept as col
latsral only federal, state or local bonds i that is, to con-

's.. _". _ tool. 
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fine the acceptable security to those classes of collateral 
which do. not greatly fluctuate in value. 

There is no general rule as to the distribution of city 
funds among banks. The New York City funds were 
more widely distributed a few years ago than they are 
now. In Philadelphia practically every incorporated 
bank and trust company is an inactive depository, the 
city funds being distributed in proportion to the capital 
and surplus of each institution. Under this arrangement 
there is little opportunity for favoritism. The city, how
ever, has six active depositories, each of which carries 
a balance of about $300,000, which is in addition to the 
inactive deposits allotted on the pro rata basis. 

Disbursement of City Funds 

The most important part of the procedure relating to 
the disbursement of city funds is that provided for the 
purposes of aUditing control, already discussed in 
Chapter IV. This requires all disbursements to be made 
by the city treasurer upon the order of the city controller. 

F19r this purpose, the "voucher-warrant-check" is 
used.' This check is prepared by the controller and con
tains a statement of the payee's account; it becomes an 
order or warrant on the treasurer when signed by the 
controller and an order or check on the bank in favor 
of the payee when signed by the treasurer. The account
ing procedure outlined in Chapter V requires the con
troller to record his warrants on the treasurer in . a 
register of warrants or cash disbursements, and the 
treasurer to record his checks on the bank in a bank 
ledger. 

Besides this general procedure, there are certain prac
tices that are worthy of brief comment h~re. An impor
tant feature in the handling of disbursements is the 
prompt payment of claims. The city has a good deal 

• See above, page 135. 
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to gain in discharging its obligations promptly both in 
securing cash discounts and in promoting favorable trad
ing relations. The controller should observe all claims 
on which cash discount is allowed, see that they are ap
proved promptly and at once order their payment. Such 
procedure is frequently interfered with when vouchers 
are required to have the approval of other fiscal officers, 
such as the mayor; or the chairman of a council commit
tee. In such instances, the discount period will often 
elapse before the necessary approvals can be secured. 
These approvals are usually perfunotory, and are only 
enforoed in order to oonform with outgrown laws. They 
mean very little from the standpoint of effeotive control 

In general, those claims on whioh cash disoount is not 
allowed, should be paid on regular dates. Vendors then 
know when to expeot payment and the oity is looked upon 
with favor as a buyer. Mailing oheckll to payees instead 
of having them oall at the treasurer's office is also an ad
vantageous practioe. The voucher-warrant-oheck forms 
can be designed so that they will fit into a "window" en
velope and hence the labor of addressing envelopes can be 
avoided. 

The disbursement of payroll moneys to payees is prop
erly a function of the treasurer's office, after the payrolls 
have beeu audited by the controller. This duty can be 
assigned to an employee in the office, designated as "pay
master. " When payment is made by check, as explained 
in Cbapter IV, the paymaster can also prepare and sign 
these ohecks, provided a "payroll bank account" is used.1 

It should not be necessary to make any entry of the in
dividual pay checks other than that contained on the 
payroll document. The numbers of the pay checks may 
be entered thereon, opposite the names of the respective 
payees. 

's.. abo ... PIP 1441. 



CHAPTER XI 

ASSESSMENT OF PROPERTY FOR TAXATION 

UNDER the system of taxation which prevails in the 
United States, the major portion of the revenues of mu
nicipalities is derived from a tax levied on the capital 

.; !\value of property.' In a well-administered city, the total 
* amount of municipal revenue which must be derived from 

this source in any year is determined by the city bud-
get; the classes of property against which the tax is to 
be levied, and the criteria on which the taxable valuations 
of individual properties are to be based, are prescribed 
by state law. In some states, the function of assessing 
property for all taxe8-8tate, county, and municipal
is vested in the municipality; in others, it is discharged 
by the county or township; in still others, the city makes 
one' assessment roll on which its own tax levy is based, 
while the county makes an independent valuation of all 
property in the county, including that located within the 
city, on which county and state taxes are based. 

Whatever the plan followed, two complementary facts 
must emerge before a city can accurately levy its taxes 
-the aggregate assessed values of all the taxable prop
erty in the city as revealed by the assessment roll, and 
the amount to be raised by taxation as determined by 
the budget. The division of the latter figure by the for
mer gives the tax rate. This rate, which may be ex
pressed in terms of mills or cents on the dollar of assessed 
valuation, or in terms of dollars on the hundred or thou-

I In thia ehapter and the two nbaequent ebaptera the ... rioa IIODft'N 01 

municipal revenue are CODllidered. The treatment ia Intended to be mainl,. 
from the paiDt of ~ew of .dllliniatration. 
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sand dollars of assessed valuation, is then applied to the 
assessed values of individual properties in order to ar
rive at the amount of tax due from each taxpayer on the 
roll. 

So far as the taxpayers of the municipality as a whole 
are concerned, it is a matter of indifference to them 
whether the taxable property within the city is assessed 
for city purposes at the full value as defined by law or at 
some multiple or fraction of that value. Let us assume 
a city in which the budget has established the sum of 
$1,000,000 as the amount to be raised for municipal pur
poses by taxes on general property, and in which the full 
value of all taxable property as defined by the state law 
is $50,000,000. Whether the aggregate of the assessed 
values of all the taxable property on the roll exactly 
equals that figure, whether it is twice as large or only one
half of it wijl make no difference in the total tax burden 
on the property oWners as a group. In the mst case, 
the tax rate will be $2.00 per hundred dollars of assessed 
value; in the second, $1.00; and in the third, $4.00. The 
tax yield which will result in applying anyone of these 
rates to its corresponding tax base will be $1,000,000 in 
every case. 

Effect of Inequalities in Assessment 
Individual taxpayers, however, are affected by the ex

tent to which the ratio of assessed value to full value for 
their own properties varies from that of the city as a 
whole. In the case of the city assumed above, if the 
aggregate assessed values constitute 50 per cent of the 
legal full values, and if three individuals own properties 
in that city which are assessed at 20 per cent, 40 per cent 
and 80 per cent respectively of full value, the true tax 
rates on their properties will vary in the same propor
tion. The accompanying Table I will serve to illustrate 
this point. ' 
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TABLE I 

E_ ON IlmIVlDUAL TAl< BUBIIZN8 OP InQUALlTIU Ilf AsBI8BMIINTS 

Full Value ..I. ..... eilYal ... OffioiGl TGfI; Doll"r • 
of TGtl;<Jbl. 0' T_blo BtJI. I" 0' To<> 

TQtI;1!"",er Propert1J tJ8 Property tu Dollar. ..1.""",,,, PGIil per 
Defi'neil by CGrrIeil <It> per $100 0' To<> $100 0' 

Full La<II T"", Bolli 0,..1.. Y. YGIue 

(1) (2) (3) (4) (5) (8) 

A .100,000 • 2~,000 • 4.00 • 800 .0.80 
B 40,000 16,000 4.00 640 1.60 
C 2,500 2,000 4.00 80 3.20 

The state of affairs depicted in this table in which tax
payer C pays four times as much per $100 of full value 
as taxpayer A does is not imaginary. It is drawn from 
actual experience. It can be duplicated in a number of 
American cities by anyone who will take the pains to 
ascertain the facts. A number of studies have been made 
by the sales ratio method in cities where no adequate 
assessment system has as yet been developed. All of 
them disclose a distinct tendency on the pa!1 of !lssessor~ 
to value small-Prppe.rti9B pt a very much higher per
centage of sales prices than larger properties. Tliilf18ct 
dOes' nor-point to' a deliberate intent[on Oil the part ot 
tax officials to overburden small taxpayers. It indicates 
rather that the ordinary assessor, working as he not in
frequently does on part time, without previous training, 
without system and without adequate records, can guess 
at values more closely in the case of small properties 
such as those he lives in, or similar to those he may him
self have owned, built or sold, than he can at the value 
of properties of a type with which he has had no first
hand experience. It may indicate also that the owner of 
a)arge property is DB A rnle,.Jl.QmewbDt !!!~rt, more 
aggressive and more skillful than the small owner in 
combaffii~es-m as-seased valu~ibq~n 
guessworIt:-Iif"'somestiifiili;-fiirthermMe, taxpayer---C-----
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would not be entitled to relief on appeal to the board of 
review or to the courts. Because the law in such states 
requires full value assessments, and becanse his property 
is in fact assessed at less than full value, his appeal for a 
reduction would have to be denied, in spite of the fact 
that his true tax rate is four times as high as that of tax
payer A and 1.6 times as high as the true average tax 
rate for the municipality as a whole. 

If we will now assume that the three properties owned 
by A, Band C are assessed uniformly at 40 per cent of 
full value, the effect on the tax burdens o( the three tax
payers would be as shown in Table IT. 

TABLE II 
EI'I'IO'I" Oil IIIDI'I'ID1I~ TAX BtJaIWfII 01' Asns_ lif! .t. 1l'1IIPO&Il 

PDGD'l'..... or I'vLL VALlI. 

hll V.ho. A_V., .... Ol'clal r ... Dona.. 
01 r_ 01 r ..... ,. 01 r .... 61o Ba'. 'a A_ Paid .,.. r_ ,.,.."..,. .. Prop,"" .. Dollaro 01 ra. ,100 01 

D.~".d " C""'trd oa ,...'100 I'1IlI I.- r_ .10/10 01 A. V. V_ 

(1) (I) (8) (') (II) (8) 

A t100,OOO • '0,000 • t5.00 • 1,000 • 8.00 
B '0,000 16,000 6.00 800 . 11.00 
0 .,600 1,000 11.00 &0 1.00 

So far as oity taxss alone are concerned the introduc
tion of a oonstant ratio of assessed value to full value for 
all taxpayers at once brings about a distribution of the 
tax burden in complianoe with the intent of the law, even 
though the letter of the law may have been violated by the 
nse ot a ratio other than that stipulated in the law. No 
matter what constant ratio may be adopted-whether it 
be more than full value or lsss--the tax burdens for the 
three propertiss indicated in Table IT and the true tax 
rate will not change as long as full value and tax require
ments do not vary. As the ratio of assessed value to 
full value goes up or down the official tax rate will faIl 01' 
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rise reciprocally, but the last two columns in the table 
will remain unaffected. 

Because of the fact, however, that the assessment rolls 
prepared as a basis for the levy of municipal taxes are 
also used in many states for the imposition of state and 
county taxes, a new problem arises. In the case assumed 
in Table TI, the city achieved substantial equality under 
the law as between its own taxpayers by assessing all 
property at 40 per cent of its full value. If, however, a 
second municipality in the same state assesses the prop
erty within it at an average ratio of 20 per cent, and a 
third at 80 per cent, it is manifest that the apportion
ment of state taxes among the three cities is subject to 
inequalities comparable to those which occur among the 
three individual taxpayers under the analogous condi
tions assumed in Table I. This fact explains why com
petitive underassessments as between local assessing 
bodies have come about, and why it is essential that the 
state law provide a uniform standard of assessment for 
all taxing districts in the state, together with adequate 
administrative means for enforcing the use of the com
mon standard. 

Standards of Taxable VaJue 

A full definition of the standard of value which the 
legislators had in mind is rarely, if ever, to be found in 
their enactments. The words" full value, " "fair value," 
"cash value," "market value" or "fair cash market 
vallie" which are typical of the term.s used in the laws 
have proven in practice to be somewhat empty of mean
ing. Judicial decisions have served to give them a cer
tain content, but a content unfortunately which is fre
quently applicable to special rather than to general cases. 
State tax commissions in certain states have succeeded 
in giving the terms a more general meaning by the use 
of administrative regulations governing the facts to be 
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used as criteria of value and the methods to be employed 
in their application. It is difficult, however, to find any
where an exact statement of just what the law means 
when it prescribes a uniform standard of valuation for 
all of the property taxable under the general property 
tax laws. 

The reasons for this condition of affairs are inherent 
in the complexity Df the problem. Many of the definitions 
of value even in economio literature are of little use either 
to the legislator or to the assessor. Some of these at
tempt to measure value from the psychological stand
point in terms of satisfactions, which can never be con
verted into dollara and cents. Others state the meaning 
of value in terms of price, but even these are sterile in 
practice unless the machinery exists for developing a 
ourrent market price for all taxable objects. 

In order to bring the problem into clear relief, it may 
be well to indicate the divergent types of property to 
which the definition of value contained in the general 
property tax law must be applicable. If, for instance, the 
law dealt simply with commodities such as wheat or cot
ton, the simple words "fair cash market value" would 
be ample for all purposes. Property of that type is pro
duoed for ~ore or less immediate consumption. Prao
tioally the entire crops produced in one year chango 
hands one or more times during the oourse of a year in a 
nation-wide, or even a world-wide, markel Quantities 
are messured in definite units such as bushels or pounds. 
Quality is stated in terms of well-defined grades. Prices 
in any locality on a given day are based more or less 
closely on the prices in the world market for the same 
day. In order to establish the taxable value of a given 
qua~tity of a oertain grade, it is necessary only to ascer
tain the ourrent local market price per unit for that 
partioular grade as of the taxing date. The perplexities 
of the assessor in valuing property of this character arise 



312 MUNICIPAL FINANCE 

not so much because of the question of value per unit 
of quantity, as because of the difficulty in ascertaining 

Ithe quantities and the grades to be valued. 
In the case of certain other commodities which are con

sumed during a long period of use-such as, household 
furniture, for instance-new factors enter in. Changes 
in costs ·of manufacture or in fashions will tend to bring 
about an economic obsolescence; normal wear and tear 
will bring about a marked depreciation. Current habits 
of thought attribute a lower value to anything that is 
"second-hand," even when economic obsolescence and 
wear· and tear have not yet brought about any change 
in absolute or relative utility. Certain types of property 
of this general class, on the other hand, accumulate an 
added value because of their antiquity even though wear 
and tear may have deprived them of all utility except 
for the special purposes of the collector. None of these 
factors, however, is evaluated for the benefit of the as
sessor in any well-established market. There are no mar
ket prices for definite units of definite grades which will 
aid him in establishing the fair cash market value of all 
t8Jible property of this type. 
VThe bulk of the property which is carried on the gen-

\

eral property tax rolls, however, is real estate, which in 
itself is a composite of land and of improvements affixed 
to land. The market for real estate is~ as a ruler a nar
rowly restricted local market. Prices are rarely ex
pressed in terms of units which IJl8Y be applied without 
detailed analysis to other parcels even in the same local
ity. Buildings, furthermore, are influenced by the factors 
of obsolescence, depreciation, or even antiquity, similar 
to those which operate in the case of house furnishtngs, , 
etc., discussed above. It must be borne in mind also that 
a building is relatively immovable. Even if it is newly 
constructed on the most modern plans, it may be practi
cally valueless if it is not properly adapted to the uses 
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for which there ia an effective demand 9n the site it 
occupies. 

Only a comparatively small percentage of the parcels 
of real estate in a city will change hands within the 
course of a year even during boom periods, and the trans
fers which do take place will tend to concentrate in cer
tain sections of the city and in certain classes of real 
estate. Furthermore, accidental perscnal and local con
siderations entirely alien to the broader and more fun
damental factors which establish price levels in the case 
of wheat and cotton, for example, enter into the prices 
at which many of the relatively small number of trans
fers take place. In view of these facts it ia not strange 
that assessors in many municipalities are merelY, 
guessers, or else clerks who copy slaviahly the results of 
the guesses made by their predecessors. 

During the past three decades, however, better methods 
have been developed in many cities. These methods are .. 
based on a clearer definition of the concept of taxable 
value than that found in any law, or in any single judicial 
decision. This definition is not always present in so 
many words, but is implied, rather, in the methods them
selves. Since the concept has resulted in assessments 
which stand the test of comparison with such data on 
voluntary sales as are available, and has received at least 
tacit judicial sanction over a considerable term of years, 
an attempt to state it in clear-cut form may nrove well 
worth while. It would seem to be as follows: 

XIle 'azoble volue of OilY piece of propeng is file prob- ./ 
able price aI ",AieA iI ",ould Aave beell sold, 1aad iI beett 
sold, 011 'Ile 'GriIIg dale GI • sole bef",eell a toiUillg bIIger.., 
able bu' "0' colftpeUtd '0 hg, GIld a willillg seRer able 
bu' "0' COlftptlltd '0 seU, if bo'" buger GIld seUer 1aad 
btllll fullg COIIverSOll' tuiI" 'Ile proPfflg olld ",it" cufTfllll 
fItIblic opilliOll cOllctrllillg prices ita gellerol. 
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This definition is broad enough to cover not only the 
simple problem of the valuation of commodities which 
sell in a world market, but also the more involved one of 
the assessment of real estate. It can be applied in the 
assessment of any type of property for which a current 
market price can be ascertained or for which a probable 
market price can be deduced with reasonable accuracy. 
While its emergence out of administrative methods has 
gone far to make certain parts of the general property 
tax law more nearly workable than before, it is still not 
adequate as a ba~is in the valuation of all the types of 
property which the tax laws in some states require the 
assessor to value. 

Types of Taxable Property to be Assessed 

Speaking generally, the property taxable nnder the 
original general property tax laws, with which the 
municipal assessor is concerned, can be classified nnder 
nine broad heads, as follows: (1) real.estate used for 
ordinary commercial, industrial or residential purposes; 
(2) ..real estate used by public utilit~es; (3) fixtures, ma
chinery and equipment used by public utilities; (4) fix
tures, machinery and equipment used by merchants and 
manufacturers; (5) office equipment of business and pro
fessional men; (6) stocks in trade of merchants and 
manufacturers; (7) household and personal effects; (8) 
bonds, mortgages, notes and other evidences of debt; and 
(9) shares of stocks.in corporations. . 

There are still a few states which have not learned 
that assessors are subject not only to the law of the 
state but also to the more inexorable law of necessity. 
No practicable system llas ever been devised anywhere 
for valuing fairly and equably and in compliance with 
the intent of the tax law all the groups of property in
cluded in the above classification. In some cases, diffi· 
cnlties arise in the valuation of the property aft~r its 
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amount is known to the assessor fin other cases, the prob
lem of valuing the property in question would be simple 
if the assessor could only ascertain the amount of such 
property in the possession of individual taxpayers; in 
still other cases, both the foregoing obstacles stand in his 
way. A further complication is introduced by the fact 
that the same tax laws whioh require impossible things 
of the assessor sometimes hedge him about so rigidly 
with restriotions as to the amount of time and money he 
may expend on his task that he is prohibited from dis
charging even the otherwise praotioable portions of his 
task. Such laws nullify themselves quite as effectively 
as though they contained a proviso to the effect that 
"the assessor shall not be allowed to disoharge the duties 
imposed on him by other provisions of this act." 

For these reasons, the general property tax in the 
states where it still enste in ite original all inclusive form 
is a legal fiction and not a fact. Both ethical and ad
ministrative oonsiderations, however, have made them
selves felt during the past few years, and there are few 
states where the mo!;e obviously unjust and unworkable 
features of the old laws have not been modified. Evi
dences of ownership, such as shares of stock in corpora
tions, are no longer taxable in most states provided the 
tangible property to which they refer is taxed. Evi
denoes of indebtedness, suoh as bonds and mortgages, are 
fJ'equently exoluded from the soope of the general prop
erty tax law, provided they have been properly registered 
for taxation under a special property tax law. Because 
of the diffioulties of listing and valuing hou.Sehold effeote,{ 
there has for some yeare past been a growing tendenoy 
toward granting exemptious on this clasa of property up 
to a certain sum-uemptions which for administrative 
reasons have sometimes been interpreted by asaessore as 
meaning total exemption except in the ease of unusually'" 
valuable furnishillgs. In some states, the movement has 
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progressed to the point where stocks in trade, fixtures, 
machinery and equipment of incorporated "merchants 

. and manufacturers are no longer required to be entered 
on the general property roll, a tax administered and dis
tributed by the state being imposed on gross or net cor
porate income in lieu of the local tax on property of this 
kind. In a number of states, furthermore, certain of the 
types of real estate and of personal property used by 
public utilities operating in more than one taxing district 
have been removed from the general property tax rolls, 
and are taxed by special methods under the direct super
vision of state tax commissions. 

In short, in the states which have given closest study 
to their tax laws, legislative requirements and adminis
trative accomplishments have tended to draw into closer 
harmony with one another. On the one hand, the law 
makers have shown a tendency to eliminate one after an
other many of their more impossible demandA on the as
sessor. On the other, the assessors have developed 
methods for the discharge of most of their remaining 
dut~es in compliance with the intent ,of the law. 

Essentials of Assessment Procedure 

The assessment procedure proper involves six steps: 
(1) the collection of basic information as to the owner
ship of all taxable property, its quantity, character and 
value; (2) the systematic recording of that information; 
(3) the analysis of the information; (4) the equitable 
application of the results of the analysis to each of the 
individual taxable properties; (5) the compilation of a 
comprehensive assessment roll; and (6) the summation 
of that roll. The successive steps in this procedure'are 
almost without exception included among the duties of 
assessing officials by the express or implied provisions 
of the tax laws of the several states. 

The further duties of extending the tax roll (that is, 
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of multiplying the taxable values-of individual properties 
by the tax'rate) and of making out tax bills are included 
among the functions of assessing offices in many juris
dictions. There are three excellent reasons for this. In 
the first place, where the fiscal calendar has been well 
arranged, extension and billing follow immediately upon 
the oonclusion of the valuation work. In the second place, 
the assessing offic&is frequently the only bureau or divi
sion in the department of finance which has a well trained 
and full time olerioal force large enough to complete the 
work with precision and dispatch. In the third place, 
the suooe!lsive steps in the oompilation and extension of 
the tax rolls can be carried on simultaneously with the 
parallel steps in the preparation of the tax bills. In 
fact, oertain oities such as Buffalo, for instance, which 
are fortunate in not being hampered by restrictive legis
lation, have suoceeded in combining these processes into 
one by the use of mechanical appliances and properly 
designed stationery. In short, they type their tax rolls 
and their tax billa at one operation. 

Only the first four of the steps outlined above require 
detailed treatment here. The remaining steps, including 
those which are not properly part of the valuation proc
ess, have already been dealt with briefly in the section 
on.general oollection prooedure in Chapter X.I 

Tile Gatllerittg of It'formaliora 
In practically all states, it was assumed originally that 

the best source of information regarding the ownership, 
character, amount and value of taxable property was the 
owner himself. In some states, a swom list filed by the 
taxpayer is still the chief reliance of the assessor under 
the terms of the law. Unfortunately, experience has 
proved that many owners know neither the exact amount 
of taxable property they own nor its value. Wher: they 

'Boe abo" _ l!8D It 
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do happen to have exact information, they are not in
frequently rather reluctant to impart that information 
to the assessor. 

The legislators who placed their reliance on sworn 
returns overlooked the fact that there are public records 
available which contain a great deal of reliable informa
tion on the most important single kind of taxable prop· 
erty, namely, real estate. Even in certain jurisdictions 
where the submission of sworn property lists by the tax
payers is still. required by law, the municipalities which 
have made the greatest progress toward complete, accu
rate and equable assessments have come to rely for their 
information on the public records, and on certain private 
sources of information which are comparatively reliable 
and easy of access. As a result, it has been proved time 
and again to the satisfaction of taxpayers who had felt 
themselves aggrieved that the assessors had more accu
rate information about the dimensions and value of the 
properties in question than the owners themselves had. 

The Recording of InformatiMt 

The collection of information by the assessors, how
ever, is not alone sufficient to insure an adequate assess
ment of a city. There are cities in this country in which 
the assessors, under provisions of the state law, receive 
a constant stream of valuable information from offices 
of public record, but in which the material is allowed to 
collect dust without ever being put to its full use because 
of the lack of an adequate system of recording it. The 
very volume of the information relative to ownership, 
locations, dimensions, and character of improvement 
which is obtainable relative to the taxable property of 
the city, and the great mass of direct and indirect indices 
of value, make it necessary to provide records in which 
every pertine~t fact is entered in logical and readily 

. accessible order. 
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Compilation of Records 

It is one thing to know where. to find the requisite in
formation concerning taxable property and the type of 
records best adapted to recording it. It is quite another 
thing, however, actually to compile the records, and at 
the same time to carry on the great volume of routine 
work involved in the preparation of the annual tax rolls. 
The task requires an industrious and capable office force 
working under competent direction. 

Until recently, it had been almost a universal practice 
among cities in the northeastern part of the country to' 
rely on the regular staffs of the assessing offices, 
strengthened in some cases by colllJIiittees of private citi
zens, in compiling the new forms of records. In the mid
dle west, southwest and Pacific coast regions, on the other 
hand, the task of oompilation has frequently been as
sumed on contract by firms or individuals specializing in 
the installation of assessment systems. Several concerns 
of this type have done excellent work in preparing the 
basic records necessary to the successful conduct of an 
assessor's office at costs in some casee below $1.00 per 
parcel of real property. 

Both systems have had their advocates and opponents. 
Those who favor the contract system point out that cities 
which rely solely on their own assessing forces usually 
require several yeare to complete the installation of the 
new system, and that the resultant records do not in all 
cases embody the latest and best practices because of the 
limited experience of the local assessors. Those who 
favor having thelocal officials do the work, while they 
admit that complete and accurate records may sometimes 

- be prepared more expeditiously by men specializing in 
the work, point out that after the contractors have fin· 
ished their work, the new system is of ten. allowed to fall 
wto disuse, because its administration and the mainte- • 
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nance of the records devolve on men not trained in its 
. use. Both of these arguments, however, are only partly 
true; there are many notable exceptions. Each of the 
two systems has resulted not only in very good records 
capably administered but also in very poor records badly 
administered. In short, good results can be achieved 
under either plan by competent men. The choice of 
method in any case must be determined after a careful 
analysis of all the circumstances affecting the case in 
question. 

Analysis of Information 

Even after all the available information relative to the 
location, dimensions and character of the taxable prop
erty has been collected and systematically recorded, and 
after the direct and indirect indices to value have been 
compiled, the work of assessment proper may be said 
only to have begun. So far as real estate is concerned, it 
is rare that current sales and rental values will be avail
able for as many as 15 per cent of the taxable parcels; 
and in urban communities, it will seldom happen that any 
one 'of those parcels is exactly similar in every character- . 
istic affecting values to anyone of the remaining 85 per 
cent of the parcels. 

In order to reduce the exact nature of the assessor's 
problem to its simplest form, let us assume that he is 
confronted by the task of placing a value on one hundred 
lots of wheat and that he has relatively accurate infor
mation as to the quantity and the grade of each of those 
lots, but sales values on only fifteen. - He would reduce 
his data concerning quantity, quality. and value op the 
fifteen lots to values per bushel of certain grades, and 
would apply the results to the quantities and appropriate 
grades of the remaining eighty-five lots. That in effect is 
what the assessor is now called on to do with regard to 
the real estate in his district; except for the facts that 
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many of his parcels of real estate are in themselves com
posites of two distinct types of property-land, and im
provements on land-and that the economic bases for the 
v{llues of these two types are markedly dissimilar. 
Nevertheless, he must find some method of separating 
sales and rental values into land values and improvement 
values, and then of reducing each of these to suitable unit 
values for use in assessing the properties for which no 
direct indices are available. 

Sources of Inform&tion for Assessors 
The sources of information open to the assessor and 

the character of the information he may reasonably ex
pect to draw from them are indicated below. 

Coutlty Recorder's Office 
The instruments filed in the office of the county re

corder 1 such as deeds, mortgages, leases, appraisals of 
estates, acts of trustees, of guardians and of probate 
courts, maps and plats of individual properties and sub
divisions, are publio property. The assessor has full and 
free access to them. From these documents he can ob
tain the names of grantors and grantees, lessors and 
lessees, mortgagors and mortgagees, and other authentic 
information as to the owners of record of all real estate 
within his jurisdiction; from the metes and bounds or 
other description of the properties in the several types 
of recorded instruments he can obtain reliable facts con
cerning the area, location and dimensions of parcels of 
land, and in some cases he call supplement these facts by 
resort to the maps and plats on file in the office; in • 
limited number of cases, the same documents will give 
him either complete or partial information relative to ~e 

'I. ___ leo tIM oIIIdal dIa ..... wltIl tIM fIua_ or noordIDc u4 
Ill .. _ .. or tIlia tne ia aaIlocl tile ..... ~ ...-r or -.. tho 
..... ~ ." tIM pariall nciatJv or __ ole. 
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location, dimensions, type of construction and use of the 
buildings or other improvements on the land. 

As regards current sales prices, the information ob
tainable from recorded instruments is rarely complete, 
except in the case of transfers of property made under 
sections of the law which require the true consideration 
to be stated in the deed. Unfortunately, however, the fac
tors governing the establishment of the prices of proper. 
ties conveyed in this manner, are rarely those which oper
ate in a free market. Discretion must be exercised there
fore in utilizing information on values obtained from in
struments of this type. 

The amounts stipulated in leases and mortgages can 
frequently be taken as correct statements of the sums in
volved in the transaction. Properly analyzed, the figures 
obtainable from this source constitute very significant 
indices of current sales prices. Under the terms of the 
Federal Revenue Act, furthermore, a federal revenue 
stamp of 50 cents for every $500 in equity in real estate 
involved in the transfer, is required to be affixed to every 
deed before it can be recorded.' If, for instance, the 
grantor retains a purchase money mortgage, stamps are 
required to be affixed suflicient to cover not only the cash 
involved in the transaction but also the amount of the 
purchase money mortgage. If, however, the property is 
sold subject to a prior mortgage, the stamps required 
cover only the consideration paid for the equity in excess 
of such mortgage. Since mortgages are also matters of 
public record, the price fixed for the property as a whole 
between the buyer and seller may be deduced by combin
ing the information from the two sQurces, 

In some jurisdictions, the information regarding true 
considerations which may be derived from an analysis of' 
revenue stamps has been found to be r!!liable when a 

• Since thi. w.. written, tbiJI p ..... ision of th. Federal _no Aet .... 
been ..,pealed. 

• 
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large enough number of transfers are tlvailable. In 
others, even a cursory examination reveals wide discrep
ancies between known true considerations and the 
amounts for which revenue stamps are affixed. In every 
taxing district, the assessor will have to determine by an 
analysis of as large a number of cases as possible whether 
revenue lltamps afford a safe guide for his purposes or 
not. 

In short, the assessor can find in the records of the 
county recorder a great deal of pertinent and valuable 
information for use in the listing and valuation of real 
estate. The question still remains as to how he can best 
avail himself of this information. 

In the state of New Jersey, for example, the county 
clerk or register of deeds is required to furnish the asses
sor with an abstract of every deed or other instrument 
of transfer within one week after he records it, unless 
the deed contains, when it is presented for recording, a 
certi1icate from the assessor to the effect that it has al
ready been submitted to him for his information. One 
county in that state has supplemented the provisions of 
the law in this respect by an agreement, whereby a large 
abstract company, in return for the use ~f office space 
furnished by the register of deeds, transmits to the tax
ing officials a copy of every abstract it makes for its own 
files including those for mortgages, leases and all othe1' 
instruments affecting the title to, or bearing on the value 
~ any real estate in the county. -

" In the city of New Orleans, the parish registrar of con
veyances transmits to the assessors a carbon copy of the 
entry he makes in his books of record concerning every 
conveyance of real estate recorded in his office.. In one 
county in Massachusetts, eighteen of the twenty assess
ment districts rely on the services of a private abstractor 
who specializes in information for aasessors, and who 
transmits to the assessing officials periodically abstracts 

• 
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of all instruments .affecting real estate which are 
recorded. The costs to the several assessing districts 
are on a prearranged fee basis, and are extremely 
modest. In some jurisdictions, the assessing officials 
send their own employees from time to time to make the 
required abstracts j in others, a cooperative agreement is 
entered into whereby the recording official voluntarily 
sends complete abstracts of the requisite information to 
the assessors without charge to them, and with little or 
no additional cost to his own office. This latter arrange
ment is possible only in cases where the recording offices 
are run in a businesslike manner. In counties where 
the recording officials niust obtain their remuneration 
and the costs of maintaining the records out of the fees 
they collect, and in which they consider the public records . 
almost as their personal property, no plan of the last 
named type, of course, is feasible. 

Other Public Sources of Information 
The office of the county recorder is, however, not the 

only repository of public records of value to the assessor. 
Every well-administered city has accumulated in the 
course of routine administration a large amount of accu
rate and important information relative to real estaie, 
and no city is debarred from providing such sources. 

The office of the city engineer, for instance, usually has 
maps which were prepared in eonnection with paving, 
sewer and water projects. In many cases, they cover 
practically the. entire city. At times, maps of this char
acter will yield information relative solely to block out
lines; at others, they contain information at least as to 
the ownership and frontage of parcels abutting on the 
streets. Not infrequently, they will provide complete 
metes and bounds for all privately owned properties con
tiguous to streets .. whichthe city either has improved, 
or intends to.improve,.ln any manner. The maps con-
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taining this information may have been drawn to a wide 
variety of scales, but by the use. of JIlodern methods of 
photographic reproduction they can be reduced to a com
mon scale and compiled' into a' comprehensive and rea
sonably accurate map of the city at comparatively small 
expense. 

The building inspector's office also is-or can be made 
-a mine of information for the assessor. When a city's 
police control over privatll building operations is abreast 
of the best modern practice, every application for a per
JIlit to build, to erect, to enlarge, to remodel, to demolish, 
or to remove any building must be accompanied for the 
purposes of police supervision by a great deal of the 
very information which the assessor needs for his own 

. purposes. The ownership, locati'on and dimensions of the 
lot, the dimensions, type of construction, character and 
estimated cost of the proposed' building must appear 
either in the application or in the plans and specifications 
attached to it. After the permit is issued, furthermore, 
a strict compliance with its terms is enforced by frequent 
inspections as the work progresses. With adequate co
operation from the police department; the building in
spector may feel reasonably certain that no building can 
be erected or altered anywhere in the city without his 
knowledge. 

Because of the fact that oomplete records have not 
been kept in many building inspectors' offices for more 
than a few years, the assessor can obtain from thOB& rec
ords the requiaite information only for those buildings 
which are now being erected or remodeUed, or which have 

. been recently erected. Fortunately, there are other 
sources of information on which he can draw in the case 
of older buildings. These will be suggested below. 

In order to supplement the information relative to the 
removal or demolition of buildings, the assessor can 
draw on the reports of the fire department for infOrJIl&-
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tion on all buildings destroyed or damaged by fire. In 
some cities, the regular reports of this department en· 
deavor to present information relative to insurance polio 
cies carried on the buildings affected and to the amonnt 
of the loss incurred. 

Private Sources of Information 
In addition to the ab.ove-mentioned public sources of 

information, there are many private sources which are, 
or can be made, available to the assessing office. 

Several companies in this conntry specialize in the 
preparation and sale of real estate and insurance atlases. 
Maps .of this type are available for the closely built sec
tions of all tpe more important cities in the conntry and 
for the business and' industrial sections, at least, of sev· 
eral thousand of the smaller cities, villages and towns. 
They are in daily use by real estate and insurance agents 
throughout the conntry, and are looked on as valuable 
supplementary records in the great majority of well· 
administered assessing offices. 

Because of the fact that the maps are designed prima
rily for use in connection with the business of insuring 
buildings against fire, the information which they pre
sent emphasizes factors which influence internal risks, 
external exposure and the facilities provided by the city 
for the suppression of fires. Certain .of the faciors pre
sented are essential in the valuation of buildings-the 

. gronnd plan drawn to scale, the number of stories, the 
type of construction and the materials used, and the use 
to which the building is put. 

Maps of this type may be obtained from the pubiishers 
as a rule on the payment of a fiat sum for the atlases 
and of periodic service charges for the correctionll and 
additions which are made from time to time by the pub--. 
lishers, as changes in existing structures take place. 

The amonnt of reliable information which can be gath· 
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ered by the assessors from other private sources will de
pend in large part on the tact and ability of these officials_ 
In one of the large and well-assessed cities of the country, 
the equalization board has succeeded in obtaining from 
grantors, grantees or agents affidavits relative to the true 
oonsiderations involved in 40 per oent of all the convey
anoes of real estate in the city. This information is held 
in strict oonfidence and is used only in the equalization 
of assessments. In other cities; assessors have suoceeded 
in oollecting from agents, owners and tenants many im
portant indioes to taxable values which are not matters 
of publio reoord; such as amounts oovered by fire insur
anoe polioies and rentals. In practically all well-assessed 
oities, the real estate pages and the advertising sections 
of newspapers and periodicals are scanned for informa
tion with a bearing on values, and oomplete files of news
paper olippings on bid and asked prices for sale or 
rental are maintained. 

A few assessors, furthermore, have been successful in 
utilizing in their assesement procedure the accumulated 
knowledge and the hearty cooperation of real estate 
boards, civio associations and neighborhood groups. 
Others have made oomplete failures in their, attempts 
to harness publio opinion in this manner. -Success along 
these linea would seem to depend, in part, on the charac
ter of the oommunity; in part, also on the ability of an 
assessing ataff to prevent group or neighborhood opinion 
from being dominated by elsss interest or by the volu
bility of forceful but biased individuals. 

Systems of ltecorda 

Methods of recording info~tion relative to taxable 
property are no doubt as old as tax systems themselves • 

. - The Domesday Book of England, prepared in the reign 
of William the Conqueror, and the older cadasters used 

.in continental Europe, are examples of the earlier forms 
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of tax records. Their lineal descendants are to 'be found 
today in many assessment .districts in this country where 
the chief source of information used in the preparation 
of a tax roll is the roll which had been prepared for 
the previous year, which in turn had been copied almost 
verbatim from the roll preceding that, and so on. The 
older. records of' this type had at least one advantage 
over their present day successors. Because they were 
prepared once and .forall, they were not subject to the 
progressive deterioration due to cumulative omissions 
and errors in copying which, alone serve to make ,each' 
successive tax roll in some districts in the United States 
more incomplete and inaccurate than its predecessors. 

Manifestly, in a. social organization so fluid as that of 
the present; changes in the ownership, dimensions, char
acter and value of parcels of taxable property are so fre
quent that any type of record based on the old cadastral 
form must be quite inadequate because of its rigidity if 
for no other reason.. In some cities in this country 
which earliest developed comprehensive assessment sys
tems-notably in New York City and in Newark, New 
Jersey-modifications of the older system of records are 
stm in use. They consist of. so-called field books, which 
are similar hi. form to the old tax roll type of records, 
but which contain additional. columns for brief descrip
tions of taxable parcels by means of symbols and for 
changes in value from year to year. In both cities, how
ever, these field books have come to .be mere summary 
records, supported in detail by voluminous supplemen
tary records. 

The newer record systems frankly face the impossi
bility of entering all the relevant information concern
ing taxable properties on one type of form. Separate 
records are maintained for land, for improvements on 

• land and for personalty. In the best systems, the rec-
ords for certain kinds of property are further subdivided 
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80 as to 'separate infor~ation relative to unit values from 
that dealing with dimensions. By this means; every cate
gory of comparable facts is brought together on appro
priate forms designed to facilitate not only the recording 
but also the oomparison of the individual items in that 
oategory. A system' of indexing based on the location 
of the property instead of on the name of the owner 
makes it possible to assemble quickly all the available in
formation oonoerning any, given property. In short, the 
modern reoord systems aim at ease in making oompari
sons, and at oompleteness, aooessibility aJ;ld flexibility. 

Block and Lot Maps 

The obvious form of land reoord is a map. In some 
jurisdiotions, it is called a tax map, in others, a block and 
lot map. A few municipalities have attempted to com
bine information on land, improvements and ownership 
on one map. Beoause of the fact that a map covering the 
entire oity is an expensive pieoe of equipment, because 
the inolusion of building data and names of owners on 
the map introduoes an enormous amount of detail which 
is subject to frequent change and requires oonstant cor
reotion in order to keep Ule map up to date, the most 
widely accepted opinion now seems to be that the land 
map should be used solely for the PlM'pose of indicating 
the location and dimensions of lan4;i boldings. Such 
changes in lot dimensions as occur frop1 time to time can 
be indioated without resort to erasures by the devices 
with which every draftsman is familiar. In the city 
of Newark, New Jersey, for instance, tax maps prepared 
fifty years ago are still in USe. They not only record 
R('Curately the uaet dimensions of every parcel of land 
included on them, but they present a history, since their 
preparation, of every chau!t9ln dimensions of individual 
holdings due to the consolidation or subdivision of the 
or~ parcels. In only a few rapidly changing sections 
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of the city has it been found neceSijary in the interests of 
clarity to transfer the data on present dimensions to new 
plates.1 

The scale to be adopted for maps of this kind depends 
on the use to which the land is put. In developed urban 
districts, the most convenient scales have been found to 
be forty, fifty or sixty feet to the inch. Manifestly, it 
is impracticable to prepare a map of any ordinary city 
drawn to such a scale all in one sheet. Therefore, the 
map is broken up into plates of convenient size. In 
many of the earlier maps, each plate contains olle block, 
and in some cases the outlines of the nearer lying por
tions of all ~eighboring blocks. In a section of the city 
laid out on the usual gridiron design, this plan entails 
the necessity of indicating on the plate for each block, 
a portion of the detail for each of the eight neighboring 
blocks. In order to minimize the labor of drafting in
volved in these overlaps, there has been a growing ten
dency in the maps of more recent preparation, to include 
a group of complete blocks on each plate either with or 
without overlaps of neighboring groups. Such a step 
involves, of course, either a reduction in scale or an in
crease in the size of the plate. The former alternative, 
in developed urban regions, is an extremely undesirable 
one; the latter, if carried to extremes, will result in plates 
of unwieldy size. 

The writer has encountered plates in use ranging from 
12% by 81h inches in Fort Worth, Texas, to 24 by 36 
inches, which is the size prescribed for all new tax maps 
in New Jersey by the state board of taxes and assess
ment. The former plate allows for a one-inch binding 
margin along one of the long sides; the latter makes 

'l Reo the aeeompaDyinc t"Ut, Ficare 19. of 8ediOJUI of the NeweR tas map. 
The origioal of this eot ia draWD to • acale of 6ft7 feet to tbe IDeb. aDd hu 
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provision for a three-inch binding margin along one of 
the short sides and an inch margin along the other three 
sides. These probably represent the extreme limits of 
usable tax maps, and a more convenient size for all prac
ticable purposes will no doubt be found somewhere be
tween these two sizes. The important considerations to 
be borne in mind in selecting a proper size are these: 
each plate must be large enough to provide space for all 
pertinent matter drawn to a readily legible scale; it must 
be small enough to permit of easy handling. 

The matter which appears on all tax maps is the follow
ing: the outline of the block and of each lot within the 
block drawn to scale; figures sufficient to indicate the 
length in feet and fractions of feet of each line bounding 
any lot, and in cases of extremely irregular parcels, the 
bearing of the lines; an identifying number for the block 
itself and for each lot within the block; and the llames 
of ~e streets bounding the block. In addition, some tax 
maps also indicate street widths, the street numbers 
assigned to lots, and water courses or other unusual 
topographical features. 

No tax maps, so far as the writer bows, have as yet 
attempted to indicate contour intervals, chiefly because 
of the expense of obtaining the necessary topographical 
data, but the need for such information has been clearly 
recognized both in Yonkers, New York, and in Cincin
nati, Ohio. Undoubt~y, the next step in the develop
ment of tax maps, at least in cities occupying a broken 
terrain, will be the inclusion of contour lines at intervals 
of five feet or less. 

A few tax maps have attempted also to indicate the 
kind and type of public improvements and public utilities 
which occur in the regions covered by the maps. This 
information is extremely important, but the frequent 
changes in paving and other public improvements neces
sitate corresponding changes in the maps. In order to 
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avoid the expense of preparing new plates in regions 
where a change in the type of street paving for instance 
would make it necessary, many assessors prefer to record 
their information of this nature on supplementary forms, 
which are described below. 

In the main, as the reader has observed, the require
ments of a tax map are substantially the same as those of 
any good map used by real estate men, or other private 
individuals who are directly concerned with land hold
ings. The one distinctive feature of the best tax maps 
is the system of numbering for blocks and lots, and even 
that feature is merely an extension of an idea which has 
long been used in private business. In the best systems, 
every block in the city is given a number, and all the lots 
in each block are numbered consecutively beginning with 
one, number one always being on a certain corner of the 
block. By this means, the designation lot 14, block 
2536, can refer to ouly one parcel of land in the city; 
and when the state law permits,. that term becomes an 
adequate legal description of the property for the levy 
of taxes, for the rendition of tax bills, for the making 
of tax searches and for tax sales. The adoption· of a sys
tem of block and lot numbers, furthermore, provides a 
basis for indexing all assessment and tax data, not only 
in the assessing office, but in the collecting office as well. 

With a little care, the system of numbering can be made 
flexible enough to provide both f.or increases in the num
ber of blocks in the city, and for the subdivision of lots 
within a block. In the city of Yonkers, for instance, a 
thousand block numbers are assigned to each of the Biz 
assessment districts of the city, the numbers in the first 
district ranging .from 1000 to 1999; in the second, from 
2000 to 2999 anel so on. Under present conditions there 
are surplus numbers in each district, but those surplns 
numbers do not all occur at the end of the series. U a 
large uudeveloped tract which may later be cut by new 
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streets occurs within a district, sufficient numbers are 
allotted to that tract to provide each probable new block 
with its proper serial number in geographical order. 
Similarly, if there are large tracts within a block in a 
region where the normal lot has a frontage of 25 feet, 
one lot number is set aside for each normal lot frontage 
even though its use may not be required until the fur
ther subdivision of the parcel into normal lots takes 
place. Under this plan, if the first lot in the block had a 
frontage of 125 feet, let us say, the next adjoining lot 
would be given not the number two but the number six. 
lf the twenty-five feet in lot 1 which lie nearest lot 6 
should be sold off to a new owner, that new lot would be 
given the number 5, and so on. In theory, the surplus 
numbers will exactly suffice for future needs. 

Many assessors, on the other hand, object to any system 
which leaves blanks in either the block or lot number 
series, on the ground that an unbroken series from one 
cnd of the city to the other gives them a better check 
against omitted assessments. They prefer, in case block 
1960, for instance, is cut into three blocks, let us say, to 
designate the newly created blocks by subscripts as 
1960-a, 1960-b, and 196O-c. Both plans have their advan
tages and their disadvantages. The important thing to 
keep in mind is that there should be a definite relation
ship between the location of the par!lel and the num
bers assigned to it, so that block 2943, for instance, will 
not occur on the map sandwiche4 in between hlocks 105 
and 106, nor lot 14 between lots 5 and 6. 

The purpose of the binding margins on the Fort Worth 
and New Jersey plates referred to above is, of course, 
to admit of binding them in book form. A complete tax 
map of an ordinary city, when drawn to the scale and on 
plates of the size above indicated will cover a number 
of'sheets ranging into the hundreds and in some cases 
into the thousands. For ease and convenience of access, 



ASSESSMENT OF PROPERTY 335 

it is essential that they be kept in some logical sequence. 
For this purpose, each plate is assigned a number, and 
bears on the proper m",rgin the number of the plate on 
which neighboring areas are to be found. They are then 
bound into volumes, each volume containing in conve
nient geographical order the plates covering some speci
fied section of the city. An index map bound into each 
volume is a convenient aid to the quick location of any 
parcel. The earlier plan was to bind the maps in perma
nent volumes. The use of loose leaf binders is now be
coming more prevalent, and facilitates not only the use 
of the individual plates, but also their replacement by 
revised plates when necessary. 

The preparation of tax maps of this type requires not 
only time and money but also brains and energy. In 
some cities the maps have been prepared in the office of 
the city engineer i in others, by men from the city engi
neer's office who were assigned temporarily to work UD

der the assessor i in still others, by a surveyor's division 
organized in the bureau of assessments. A number of 
cities, on the other hand, have had the maps prepared 
on coutraot by firms which specialize in making tax maps. 
In rare instanoes, the oosts of these maps have run as 
high as five or six thousand dollars per square mile, be
oause they were based on resurveys and abstraots. In 
most cities, however, the maps and plans which have 
aooumulated in the files of the oity inoident to street 
and sewer construction and the installation of water 
mains, supplemented by the information which can be 
obtained from county records, and private maps which 
are already in existence, make it possible to prepare rea· 
sonably aoourate tax mapa without resort to much sur
veying or abstraoting. The city of Yonkers, for instance, 
in 1921 prepared a new master map for its entire area 
of approximately twenty square miles, together with 
eighteen complete sets of duplioates for use by oity. 
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county and state departments, at an expense of about 
$1,000 per square mile. Of the total cost for the city as a 
whole, only about $500 went for actual surveys. Drafting 
costs were held to a minimum by resort to a method of 
photographic reproduction, which reduced existing maps 
of whatever scale to a common scale, and by the use of 
templates for numbering. 

Once the map has been prepared, however, the work 
has only begun. In our modem cities, land ownership 
is in a state of constant flux, and it becomes necessary 
to work on the maps constantly so as to keep them 
abreast of the changes in lot dimensions. In well regu
lated offices, the information obtained from offices of pub
lic record by the methods already described above is sent 
first to the division in charge of the maps. If the con
veyance involves a consolidation of two lots into one 
ownership or the subdivision of a tract, the necessary 
changes are at once indicated on the tax map. In caS6 

there is a discrepancy between the dimensions indicated 
on the conveyance and those shown on the map, steps are 
taken by conference with the interested parties, or if need 
be by actual surveys, to reconcile the differences in 
dimensions. 

In some offices, furthermore, it is the duty of the sur
veying division to make the necessary corrections on the 
records of ownerships maintained by other divisions in 
the office. In this manner, when the taxing date arrives, 
every square foot of land in the city is properly ac
counted for and the tax can be levied against it, in com
pliance with the law. In the city of Newark, further
more, the abstracts of conveyances have been filed for a 
number of years past under the corresponding block and 
lot number and now constitute a set of records on all the 
land in the city which is as accurate, as complete and as 
readily accessible as that maintained by many private 
abstracting companies. 
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Building Records 

Early in the development of assessment records sev
eral cities resorted to the plan of entering data concern
ing buildings on maplI-Bometimes direct on the block 
and lot maps already described; sometimes on supple-

. mentary maps. The frequent changes in buildings have 
made this system of records both unsatisfactory and ex
pensive to maintain. In the case of the commercially 
prepared insurance atlases, which succeed in presenting 
by the use of symbols and colors a large amount of per
tinent information concerning buildings, the cost of 
printing new maps or pasters for old maps in order to 
keep abreast of changes can be distributed over the rela
tively large number of clients who use the atlas. In the 
case of a set of building maps maintained by an asseS8-
ing office on the other hand, all of the very cousiderable 
expensl\.of correcting plates must be borne by that office 
alone. Because of this fact, only a few cities have con
tinued for long to utilize this method of recording their 
information. Even those which still rely on building 
maps have cut down the detail contained on them to a 
minimum and in consequence they have sometimes been 
compelled to use supplementary filing systems in order to 
record all the necessary information regarding buildings. 

As a result of this situation, a number of cities have 
come to rely solely on a card or loose-leaf system of filing 
data on buildings, a separate sheet or card being used 
for every parcel of real estate. The forma in use which 
the writer has seen range in sia from 4: by 8 inches to 16 
by 22 inches. In contents, they range from rudimentary 
information such as that contained in the early field books 
already described, to a voluminous record of minor de
tails which are in many cases difficult to obtain as weD as 
relatively unimportant from the standpoint of the prob;
able sales value. 
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Because of the flexibility and economy of this type of 
record, the cards which were designed originally merely 
as a record of the structural details of the building it
self, have come to be used as a running record for a 
series of years of the entire property and of the changes 
in its ownership and value. The city of Buffalo deserves 
credit for having developed the latent possibilities in this 
type of record, and the form developed there-size 91A, 
by 12 inches-has been adopted for use, sometimes with 
minor changes, in a number of other cit~es.l 

The best forms in use today provide space for the fol
lowing information: the name and address of the owner; 
the block and lot number and the dimensions of the lot; 
the position of the lot with reference to intersecting 
streets, to alleys, and to the street grade; the size, type of 
construction, use and ground plan of the building; its 
date of construction, if ascertainable; the number of 
rooms of various tyPes on each floor; the public improve
ments and public utilities which are available to the 
property; and-if the city is zoned-the height, area and 
use zones in which the property lies. Furthermore, in 
order to reduce routine clerical labor to a minimum, the 
forms are designed to permit a complete description of 
the architectural and structnral features of the building 
by means of check marks placed opposite the proper items 
on columnar lists of such features; to facilitate the in
sertion of a ground plan drawn to scale by means of a 
cross sectioned space provided for the pnrpose; and to 
obviate the labor of annually recopying all cards by the 
provision of spaces for the insertion of information rela
tive to changes in ownership, and in unit or total values 
for land and building. The back of the form is need for 
the entry of supporting data on values: data on sales, 

• See the ............. 7iDc eat of • Bulfalo baildiac ... eet, Fica'" 20. Th. 
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mortgages, leases, rentals, :tire insurance policies, bid and 
asked prices, contract costs of construction, or whatever 
indices of value may be available. 

In some cities, information concerning both main and 
outbuildings is entered on one form. In others, a sepa
rate form is provided for the structural detail of each 
of the buildings on one land parcel, that for outbuildings 
being entered on sheets of a different color from that 
used for the main buildings. The information relative 
to the taxable value of the outbuildings in that case is 
carried over into the summary of assessed values, space 
for which is provided on the main building form. 

. The information relative to ownership is based directly 
on the county records; that relative to the location and 
dimensions of land is taken from the tax maps already 
described. The data relative to buildings must neces
sarily be derived from a variety of sources. For all new 
buildings, the best available source, of course, is tho 
building inspector's office. For older buildings, the basic 
information, at least, may be obtained from the insurance 
atlases above referred to. In some instances, the infor
mation relative to all buildings has been obtained by 
direct measurement and examination of the buildings 
themselves. Even where the right of the assessors to 
enter on property for the purpose of examination is 
clearly established by statute and supported by legal de
cisions---a condition which does not prevail everywhere 
-such an operation must be undertaken with taCt and 
consideration, because public opinion can easily be 
arouse4 against it. A number of cities, however,_ have 
accomplished this rather difficult feat. J 

The experience of the assessor of Calumet township, 
Indiana, in which the city of Gary is located, may well be 
cited in this connection. He reports, as quoted on page 94 
in the proceedings for 1922 of the state board of tax com
missioners and county assessors of Indiana, that "two 
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men measured and figured in one hundred working days 
over 9000 buildings, the value of which was close to $30,-
000,000. It looked like an impossible job, but it was not. 
Of course it was a large undertaking, for it required not 
only the work of actually measuring and determining the 
status of the different buildings but the figuring and plac
ing of valuations on the plat books." 

After the forms have been 1illed out for each individual 
property in the city, they are IDed, not in alphabetical or
der according to the names of the owners, as was the prac
tice in most of the older assessment systems, but in geo
graphical order. Some cities still cling to a plan of 1iling 
streets in alphabetical order and the properties fronting 
on those streets in geographical order based on street 
numbers. Where, however, block and lot numbers have 
been legalized for use in the description of taxable prop
erty on the rolls, the forms are generally filed in geo
graphical order based solely on block and lot numbers. 
Either system is better than the old purely alphabetical 
system of 1iling, but the block and lot system is preferable 
because it brings all adjoining properties into olose 
proximity in the IDes, and facilitates the comparison of 
the properties which are subject to comparable factors 
of value. 

Ptrsottal ProperlJ Recor~ 
As has prsviously been indicated, there are few central 

sources of information available relative to the owner
ship or value of personal property. 

In states where mortgages are still taxable under the 
general property tax laws, the assessor can of course 
learn something concerning the amounts outstanding 
against real estate in his taxing district by resort to the 
county recorder's IDes relative to mortgages recorded, as
signed, reduced or cancelled. Under the laws in practi
cally all states in that group, however, he must still as-
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sure himself, before he can safely include the mortgages 
outstanding on his rolls, that the mortgagees are domi
ciled on the taxing date in the municipality to which his 
roll applies, and that they are not among the classes 
exempt by law from taxation on mortgages. 

In the case of automobiles, also, tl1e state register of 
licensed motor vehicles may be drawn on for complete 
descriptions of every such vehicle and the name of the 
licensee. In some states in fact the law provides that a 
duplicate copy of every approved application for a motor 
vehicle license shall be transmitted by the state official 
responsible for the issuance of such licenses to the asses
sors of the district in which the owner resides. Unfor
tunately, license years and tax years do not always co
incide, and the records of ownership on the license regis
ter may provide a very poor basis for the assessment 
roll&;:-a fact which compels assessors in many states to 
rely almost entirely on other sources of information even 
for this class ·of property. 

Unsatisfactory as they are, therefore, the sworn per
sonal property reinms filed by owners, still constitute 
not only the chief source of information relative to the 
ownership and value of personal property, but also the) 
most convenient form of record. . 

Supplementary records in the form of a card index 
system are maintained in some cities for all the more 
important owners of pers?nal prop~rty, the purp?,se be
ing to provide a converuent mnrung summary of the 
amounts which have been assessed from year to year 
against each firm or individual In some cases, the 81ajor 
classes of tangible and intangible personalty which eu
ter into the total assessment are entered separately. By 
this means, the assessor can place himself on guard 
against sudden and unwarranted decreases in annual 
returns. 

The city of Newark. New Jersey, has developed a use-
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lul enension of this form of record. It consists of a 
volume which the assessors there call a classified personal 
property register. In this volume all the firms and in
dividuals engaged in one line of business are brought to
gether, as ne~rly as may be in the order of their relative 
size; and columns are provided to permit the entry of 
successive annual assessments for each firm listed. In 
the absence of definite information from unbiased sources 
relative to the amounts of taxable personalty owned by 
each taxpayer, this volume has been found useful in 
establishing valuations on a comparative basis amon~ 
competing firms, and between successive years for the 
same firm. 

Methods of 11nit Valuation 

The basio facts conoerning taxable property which 
have been assem!lled and recorded in the manner out
lined in the preceding sections are not in themselves 
su1licient for the oompilation of an accurate assessment 
roll. The information on ownership and on dimensions 
or quantity is complete; that on values is still frag
mentary. The nen steps in the assessment procedure 
are the development of units embodying quantity, grade 
and value, and their application as equitably and uni
formly as may be to the component parts of taxable 
holdings. 

The units selected will of course vary with the charao
ter of the property to which they are t9 be applied. The 
taxable holdings of one taxpayer may include land, build
ings, equipment, machinery, stocks in trade, vehiclee, 
household goods and personal effects, and intangible per
sonalty. No single unit, of course, is adequate for use in 
the valuation of all these types of property. Each unit 
must take into consideration the physical and economic 
characteristics of the properties to be valued, and must 
be Sl) designed as to facilitate comparisons between the 
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valuations of individual parcels of property in the same 
class. 

Units which meet these requirements, together with 
uniform rules for their application, have been devised 
for land, for buildings, and for a few limited classes of 
personal property. Their use does not eliminate the need 
for judgment and ability on the part of the assessors. 
Rather,they give judgment and ability a medium through 
which to work. They are still far from perfect, but even 
in their present form they have been the chief means 
of bridging the broad gulf which formerly existed be
tween tax laws and tax administration. 

The application of the methods described below will 
frequently result in the valuation of individual items at 
odd amounts, such as $10,325.19, for instance. The entry 
of such a figure on the assessment roll would impute to 
the methods a precision not warranted by facts. It 
would, furthermore, greatly increase the volume of work 
involved in extending the tax rolls. Consequently, the 
amount cited above as an example is, as a general rule, 
rounded out to $10,350, or, in some cities, to $10,500. 
Whatever the tax rate may be, the total of the final tax 
on the property will be changed, as a result of this 
smoothing out, by an amount which is well within the 
limits of oth!lr probable errors. 

Ths Land Value Unit 

Until within comparatively recent years, value units 
and units of dimension as applied to land were considered 
synonymous. Just as textiles of a given kind and grade 
are priced at so much per linear yard or per square yard, 
so laud in a given neighborhood was valued at so much 
per front foot or per square foot. For lands devoted to 
heavy industrial nses, the square foot unit is still the 
accepted standard of value among assessors and ap
praisers. As the growth of tax burdens, however, ae-
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cimtullte'd the need for greater accuracy in valuations, 
certain difficulties in connection with the use of both these 
units for commercial and residential sites became ap
parent. 

A simple figure (Figure 21) may be used to illustrate 
these difficulties. Lots A and B in the figure have an 
equal frontage and would, therefore, be equal in value 
under the front foot method of estimating values, in 
spite of the fact that Lot A has a larger area than B by 

30' 30' 40' 

A B c 

I ~I---'" 

F1G'ou IL IUumati.. of NOOC\ tor • Depth Cane. 

600 square feet. Lots Band 0 are equal in area and 
would be equivalent in value nnder the square foot 
method, in spite of the fact that Lot 0 has ten feet more 
of streei frontsge than Lot B. All other thinge being 
equal, it is a matter of common knowledge based on expe
rience that Lot A, because of its greater depth, 'Would 
rent or sell for more per front foot than either Lot B or 
Lot 0; and that Lot 0, on the other hand, would yield 
more per square foot than either B or A. Units of value 
based simply on one or both dimensions of the lots are 
plainly inadequate for the comparative valuation of lots 
varying in depth. 
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The problem of devising a unit for comparing tlie 
values of lots otherwise similar but unequal in depth has 
occupied the attention of men concerned with the valua
tion of property for some sixty years. Rules of thumb 
applied by practical real estate men, court decisions, 
and the efforts of men charged with the duty of valuing 
property for taxation have all contributed to the devel
opment of a type of unit which has been adopted here and 
there by real estate men and by assessors from Maine to 
California, and which has now stood the test of some 
thirty years' use by assessing offices. 

The front foot unit can be represented graphically by 
a straight line; the square foot unit by a plane. The 
new type of unit, however, is based on a concept which 
can be plotted only by the introduction of a third dimen

. sion. The base of the resultant graph is the area of the 
parcel of land taken as the unit. The third dimension 
repr~sents the value in dollars of each successive square 
foot of that area as one recedes from the street line, and 
produces a broken series of planes for the upper surface 
of the graph. The exact slope of this series of planes 
varies somewhat in the units in use' throughout the 
country. Furthermore, in several cities such as Buffalo, 
Cambridge, Cincinnati, Milwaukee, and Newark, the slope' 
in the units used for business property is steeper than,in 
those used for residential property. ' 

The front foot method, if cerried to its logical con
clusion, assigns all the value of a lot to the tier of square 
feet lying nearest the street; the square foot method 
assigns equal values to all square feet regardless of dis
tance from the street line. The adoption of any slope be
tween these two extremes, therefore, brings ~he compara
tive valuation of the great msjority of urbim lots more 
nea.rly into line with facts as they exist than can be done 
by the use of either of the older mIes. If actual cases are 
available. indicating the rental values or 8ales prices of 
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comparable long and short lots, so much the better. To 
be quite frank, however, practically all the depth rules in 
use today were derived arbitrarily, and the claims made 
by many assessing offices and expert appraisers to the 
effect that their rules "were prepared from studies of 
a large number of sales, JJ will not as. a rule bear careful 
analysis. 

The foregoing concept of the land value unit as one 
of three dimensions is not as yet widely held even in the 
cities in which the unit itself is in daily use. It was 
introduced here for the purpose of explaining the unit 
and is not essential to its utilization. In order to facili
tate the application of the unit by assessing officials and 
clerks, it is everywhere broken up into two parts. Tbe 
base of the unit is represented by a rectangular unit of 
area with definite dimensions. The third dimension is 
reduced to a cumulative table of percentages by means of 
which the assessor can ascertain at a glance what per
centage of the value assigned to the base area is allo
cated by the rule to any piece of land which varies in 
depth frem that of the base area. In other words, the 
percentages of unit value assigned to a lot 50 feet deep, 
for instance, is the sum of the percentages assigned to 
each successive square foot of depth from the 1iret to the 
fiftieth inclusive.l 

In some of the earlier applications of the unit system 
of land assessments, the unit of area which constituted 
the base of the unit of value was a standard lot, as for 
example, in the city of Camden, New Jersey, where the'"" . 
area unit was a rectangular lot with a frontage ~. . 
feet and a depth of 100 feet. The unit now. most gen
erally used, hO'W'ever, is the unit foot-& hypothetical 
strip of land located at or near the middle of a block. 
with a frentage of 1 foot and a depth at right angles 
to the street line of 100 feet, 120 feet, 140 feet or 150 feet, 

'See Tabh III far tJpI ... po .... _ ........ 
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(1) (2) (3) (4) (5) (6) (7) 

1 6.76% 10.00% 10.99% 3.10% 
2 10.14 14.14 11.98 6.10 
3 12.86 17.32 12.97 9.00 
4 15.20 20.00 13.96 11.75 

5 17.32 22.36 14.95 14.15 
10 25.98 31.62 19.90 25.00 25.00% 15.00"" 
15 32.98 38.73 24.75 33.22 33.50 22.50 
20 38.99 44.78 29.60 41.00 42.00 30.00 
25 44.44 50.00 34.35 47.90 50.00 37.50 

30 49.47 54.77 39.10 54.00 58.00 45.00 
35 54.12 59.16 43.75 59.20 63.00 50.00 
40 58.49 63.25 48.40 64.00 68.00 55.00 
~ 62.67 67.09 52.95 68.45 71.50 60.00 
50 66.67 70.71 57.50 72.50 15.00 65.00 

55 70.51 74.16 61.95 76.20 17.50 69.50 
60 14.20 77.46 66.40 79.50 60.00 74.00 
65 77.74 80.62 70.75 82.61 82.50 78.50 
70 81.17 63.67 75.10 85.60 85.00 63.00 
75 84.49 86.60 79.35 88.30 87.50 87.00 

80 87.73 89.44 63.60 90.90 90.00 90.00 
85 90.90 92.20 87.75 93.33 92.50 92.50 
90 94.01 94.87 91.90 95.60 95.00 95.00 
95 97.03 97.47 95.95 97.85 97.50 97.50 

100 100.00 100.00 100.00 100.00 100.00 100.00 

125 113.96 111.60 119.35 109.05 110.00 110.00 
150 127.76 122.47 137.50 115.00 120.00 ,120.00 
175 138.72 132.29 154.35 119.14 128.00 128.00 
200 150.00 141.42 170.00 122.00 133.00 133.00 
300 190.13 173.21 - 129.25 149.00 149.00 
400 225.00 200.00 - 134.20 165.00 165.00 

• Except tor the Nf'Wad: I'Ulfti whim are prewatN la fuO .. publlidaed. 
the followiDc tables .... BOt forth I • ...-...... form. '!be _pie ......... 
eDlltaiD pelftDtaces for deoptba at iDte"aJa of one fOot. 

.. 'The Ho_-N.m rule Ie buod OR the th<0r7 that two-thirda at the 
nli.e of aJI7 lot faJJa ia the half of I .. depth 1Ti ... _rest the .treet. J .. 
formula. .. .orked oat by Ald.. C. FoaaoI, ill • = 6.764"-. It ill 
the oJIicia1 rule ia Ne. Yorl< Cit)' ADd • • ........ at other .lUIIdpalitiea 
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• the depth in each case depending on the normal lot depth 
in the section where the rule is to be applied. 

Two general methods are followed in the use of the 
unit. An assessor working under the rules formulated 
by the New Jersey state board of taxes aud assessment, 
for instance, mig~t assign a value to the land in a cer
tain block front of $100 per unit foot 100 feet deep. An 
assessor from Washington, D. C., would express the 
identical idea under the rules he uses by assigning to 
that block front a value of $1.00 per unit, his unit value 
being the average value per square foot of a unit foot one 
hundred feet deep. U the New Jersey assessor had to 
assign a value to a lot in that block front with a depth 
of 50 feet, he would find by reference to his percentage 
table that a one-foot strip of land of that depth is worth 
70.71 per cent as much as the unit foot, and he would 
arrive at the value of the lot by multiplying the resultant 

la tile rieiDl~ .nd 10 widoIJo _ bT _mal .ppnioon of ..u _Ie. 
It Ia p_bl;r .. oocI ill &be ftl_lIon of ...... Ier 'fOIumo of Iond m ... tbaa 
.u other rua. C!OIIlbhtf'd. The ptoreellt:qft pl"MeDted for depthe ia ~ 
of 100 _ .... tb_ Mrinci bT tbe Fe_ fa .... ulL no po ..... _ .etuaII;r 
.. oocI la No. Tori< Clt;r .... 1(19 por .. "t .t 1211 _: 111 PH ceat .t 100 
_: 124 per .... t .t I i'li feot., ... d ISO per <eDt .t _ feet. 

t"'" Edpr H • .".r rul, m 1DaDJ' ftl'NDt worb oa • eata. t. 
otated to ba _ iIl.-. Bada 10 .. tbo _ No deptb ...... 10 
_ la tbot eit;r. It 10 aoocl I. tbio -trT bT tbo N_ Jene;r Slala 
Board of Tano aDd A .... to aDd b, tbo -.. iD w~ D. c. 
Ita foftDuIa u _ br tbo foftDer bodr Ia ._t.!: bI wbida.1o ~ 

V· I. __ Ia of 1. 1_4 of \a _tacoo. aDd ill wbida • 10 tbo IUdt tleptla 
of 1"0 foot. la "' ... 1_ tile .... bu __ ... 1'<OCI iIlto • 011 ..... foot 
nit .... b;r diricli .. tbo pe .... _ IDdicated ill _ lable b:r tile __ 
opondiaa Mptba. * Tho W.rtia ..... wo. dNInod for _ ill tbo loop diet';", of CW_ 
It ha. &be ~'" ........ of 011 &be ... 100 nida do .. haft ... tbe_~ 
.... tIoutaip .,...... • an w. Slam_ .. itll a lat PPl'ft'lltap of 10 per 
_t for ... r;r froat _ ......- of deptb It __ Ito ........ _ for 
_da ........... foot of doptll bT ._ala .....u.. _ l1li1100 of 1 per _t 
for _da of tbo ___ .. 8111'1O of 1 per ... t ... _da _ ·w .. _ 
foot of deptb _ tile '10 ... tbo tOOtb lad""i1re. 

'Tho _ .. rate. Ia tbo .... _ It _ bI arm' ...... 10 probabl;r 
_ , ... 10_ ....... of <'I'*' til .. ODJ' _. 

II Tho dt;r of· Ne .. rtr, Ne. Jene;r. _ tbo _ '" dnoIop _to 
... lee fw __ .od lor _tiOI __ 'noe __ bu ..... _..,_01 ...... __ ._ ... _ ........ _ _ 
an of ___ ........ nlli.l.~' ........ uadIer .... 
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$70.71 by the number of feet front. It so happens that 
the curved surfaces of the Washington and the New 
Jersey units are identical in slope. The Washington 
assessor in valuing the same lot would learn from his 
table that the average value per square foot of a one-foot 
strip of land 50 feet deep is 141.42 per cent of his unit 
value. In the case under consideration, this figure would 
of course yield $1.4142 per square foot, which multiplied 
by the depth would again give $70.71 as the value of a 
fifty-foot strip. 

In other words, unit value may be expressed in terms of 
unit square feet or of unit front feet without affecting the 
results obtained. The choice of terminology seems to be 
governed by whether uroan land values are normally ex
pressed in terms of front feet or of square feet. As
sessors in Cambridge, Massachusetts,. and in Washing
ton. D. C., are the leading exponents of the square foot 
unit, and the plan seems to be gaining no new advocates 
outside of Massachusetts and Maine. From Counecticut 
to the Pacific Coast, the front foot unit is the one used 
most widely for the interpretation of unit values. 

Mention has already been made of the fact that the unit 
foot is conceived of as lying at or near the middle of a 
block front. This qualification is made necessary by the 
fact that land lying at or near a corner may derive 
value not only from the street on which it fronts but 
also from the cross street on or near which it lies. Con
sequently, the value of a strip of land of the same shape 
and size as the unit foot which is derived from the anal
ysis of sales or rentals of lands subject to cross street 
influences caunot justly be applied as the unit basis for 
the valuation of lots lying outside such 61"OSS street in
fiuences. The establishment of the unit foot value for 
the middle of each of the four fronts of a block forms an 
adequate basis, however, for the comparative valuation 
not only of the lots near the middle of those block fronts, 
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but also for the valuation of the lots lying at or near the 
comers. The manner in which this is done will be made 
clear below. 

By the use of the unit foot, the sales value of a parcel 
of land or its capitalized rental value can be converted 
into a unit price, regardless of the extent to which the 
depth of the lot varies from the normal. Conversely, 
when the unit has been established by the analysis of 
sales prices or capitalized rentals, it can be applied to 
adjoining lots regardless of shape or size, in order to 
arrive at the taxable value which has already been de-
1ined, subject to other quali1ications, as "the probable 
price at which it would have sold, had it been sold." 

Establishing the LGtJd Value Unit 
The information on which the assessor bases his unit 

foot values is of course the data on sales and rentals to 
which reference has already been made and which he col
lects from the public and private sources indicated above. 

Of the total number of parcels for which information 
as to value becomes availsble in any year, only a very 
small percentage will as a rule consist of vacant lots, 
and these frequently will lie in the undeveloped sectiona 
of the city where land valuea may still be largely specu
lative. A further small percentage will consist of lots 
improved with obeolete buildings which the purchaser 
intends to demolish and replace by more adequate strut> 
tures. In the case of these two classes, normal sales 
prices are indicative of pure laJ:Id values, and after eare:
fuI scrutiny, in order to eliminate nonrepresentative 
transactions, may be reduced to unit foot values by 
,working the depth percentage tables backwards. In 
other words, if the lot for which information on value 
is available is longer or shorter than the land value unit, 
the value indicated for the parcel by sales or other data 
is raised or lowered to the unit value by means of the 
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percentage tables whose use has already been described· 
above. 

In the great majority of cases, however, the available 
data on market value will refer to an improved lot, and 
will include not only land value but also building value. 
In order to arrive at land value. it is necessary to deduct 
building value from the total value-an operation requir
ing skill, judgment and the use of the building value units 
described later in this chapter. 

The late W. A. Somers, who did yeoman service in 
developing modem assessmeut methods, proposed a plan 
for establishing relative land value units on the basis 
of public opinion, in order to obviate the palpable dif
ficnlties involved in deducing them from sales prices and 
rentals. The first step under his procedure was to obtain 
an agreement among qualifie4 appraisers and citizens 
in general as to the location of the highest valued laud 
in the community. Thereafter, the values of all lands 
abutting on streets leading away from this point were 
expressed in terms of percentages of peak value. In 
order to convert relative values stated in percentages 
into taxable values expressed in dollars it became neces
sary to get a public agreement only on one parcel of 
land at any point in the scale between the peak and the 
low valued fringe in the outskirts of the city. This plan 
has been followed in a number of cities by firms of assess
ment contractors. Whether it c.>nld be employed success
fully in the larger metropolitan cities of the country is 
a debatable question. Furthermore, even in the cases 
where it achieves an equitable distribution of tax burden 
as between land owners within a city, there is still no 
assurance under it that it has achieved equality under the 
law as between land owners and the owners of other 
taxable property within the same tax district, or among 
landowners in several taxing districts all of which are 
subject to taxes for county or state purposes. Those 
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questions can be solved in any event only by resort to 
detailed analysis of sales values and rentals. 

Lana Value Maps 

When the tentative unit land values derived from the 
analysis of available data have been established, they 
should be entered on a land value map. The land value 
map, where its use has been most highly developed, is 
generally a small scale map of the city showing merely 
streets, street names, block outlines and block numbers. 
No property lines are shown on it. For convenience, the 
scale is as a rule somewhat distorted, streets being drawn 
to a wider scale than the blocks themselves and street 
names often being indicated at the margin of the map. 
This permits the insertion of the figures indicating unit 
land values within the street lines opposite each block 
front. The map of the city may also be broken up into 
plates as in the case of the block and lot maps already 
described. For the convenience of the assessing clerks 
whose duty it is to calculate the values of individual land 
parcels on the basis of the land value units, glass topped 
tables are sometimes provided containing large scale 
copies of sections of the map. 

Even after all the tentative land value units that can 
be deduced from aetual sales and rentals are entered on 
the map, only a very small percentage of the total num
ber of block fronts will be covered. The unit values of 
those block fronts for which information is not available 
may be interpolated, just as contour lines may be inter
polated on a topographio map between points of known 
elevation. A careful scrutiny of conditions along a street 
between points for which the unit value has been estab
lished on the basis of sales or rentals, supplemented by 
a systematio search for information from private aources, 
will enable the assessor to achieve substantial aeeuracy 
in these interpolations. 
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Aiter the tentative land value map has been completed 
by the assessor, it is su:tJjected in several cities to public 
criticism with a view to correcting inequalities. The 
methods followed for this purpose must depend in part 
on the character and size of the community to be assessed, 
in part also on the personality of the assessing officials. 

In New York City, the department of taxes and assess
ments publishes its tentative land value maps annually 
in the form of a 150-page book.' The foreword contains 
the following statement: 

Owners of real estate, brokers and appraisers are invited to cooperate 
with the department in order thet this pUblication may be of the 
greatest use. The department will be grateful for eriticism, and 
especially when eritiea aeeompany their auggeationa with evidence to 
prove their assertions. 

In the city of Cleveland, a similar method is pursued, 
bu~ even before the land value maps are published, pre
liminary maps are submitted for criticism to civic organ
izations and community meetings. In some cities, on the 
other hand, assessors have fonnd that one or two vocif
erous and opwonated individuals can dominate a com
mnnity meeting and upset a tentative map on the basis 
of oratory rather than facts, and they have adopted the 
plan of advertising that the maps of a certain section of 
the city will be displayed for examination and criticism 
in the city hall between certain dates. Their experience 
has been that about 10 per cent of the taxpayers will 
appear to examine the land value units established for 
their neighborhood; that a portion of that number will 
make objections on general principles but that the re
mainder will have pertinent suggestions to make. All 
criticisms are tabulated and filed, and those based on 

s See aooompan7iDc Figure 22 of • New York Cit,' land .. alue map. ThiI 
evt. which ia reduced in ... dON DOt abow the entire pace of tbe map. 
The RctiOD abown. howner. include. the wan Street area of New York 
City which eontaiD8 ODe of the two peab of bi,h .. alae OD ".outta. 
lalarui. 
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... 
1'n11IUI Ii. BeprodUOtiOIl from POII'I of Tatath. Lua v .... IIap ., 

New Yorit Cit;)' for 1926. 

Such maps are, however, but crudely developed at the 
present time. Their further development should lead to 
great improvements in more than one field of finance 
administration. 

Application of Land Value Units 
Once the land value units have been established, the 

computation of the value of nearly all rectangular par-
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eels lying at or near the middle of the several block fronts 
becomes a comparatively simple matter, by the use of 
the depth percentage tables which have already been 
described. The principal exceptions to this statement are 
lots which are above or below the grade of adjoining 
lots, lots which have a frontage on two parallel streets, 
and lots which are too small to be utilized to advantage 
for the type of improvement for which the neighborhood 
is best fitted. 

To lots of these types, which require speci8I treatment, 
must be added practically all lots which lie within the 
zone of comer influence (that is, lots which derive value 
not only from the street on which they front but also 
from one or more cross streets), lots whose value is af
fected by side or rear alleys and lots which are not rec
tangular in shape. 

Comerlnjluence 
The most important single problem in the valuation 

of lots requiring special treatment is that relating to 
comers. Here again, as in the case pf the depth mIe, 
assessors have been compelled to resort to more or less 
arbitrary mIes designed to conform to common knowl
.edge, namely, that a comer lot is worth more in most 
cases than a lot of the same shape and size near the 
middle of either of the intersecting block fronts. Depth 
~u~es, as has been pointed out, vary somewhat in slope 
from city to city. Because of the greater complexity 

. of the problem, however, there is a much greater diverg
ence among the comer mles in use than among the 
depth curves. 

The disagreement between assessors regarding rules 
for the valuation of corners is summed up in two ques
tions which may be stated as follows: 
. To what distance does the influence of oue street affect 

the values of lots abutting on intersecting streets f 
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In what terms can the amount of that influence be 
measured most accurately! 

The last word in answer to the mst question has by 
no means been spoken. Every rule in use today with 
which the writer is familiar, sets morEl or less arbitrary 
limits to the zone of corner influence. That the establish
ment of such limits results in marked discrepancies be
tw;een the values assigned by the rules to adjoining front 
feet of equal depth, sometimes even when they are in
cluded in the same lot, .is clear. Just how this difficulty 
may be overcome without destroying the concept of the 
unit foot as a strip of land lying outside the zone of 
corner influence, is not so clear. It is possible that the 
next step forward in the development of equitable assess
ment systems will be in the direction of producing a value 
slope after the addition of corner values comparable in 
smoothness to that which is now produced by some of the 
depth curves used in conjunction with the unit foot con
cept. Within the area of the arbitrary corner zone, 
some of the more logical rules have already achieved 
this ideal. 

The persistence of arbitrary limits for the area affected 
by corner influence is due in part to the difficulty of find
ing some rule which will work without the establishment 
of such limits; in part also to the habits of thought cre
ated by rules of thumb applied by real estate men to lots 
in a given section of the city. The corner rules in use 
in Newark, New Jersey, and New Rochelle, New York, 
are direct offshoots of these old real estate rules. In 
those cities, it is assumed that a cross street always 
affects the value of a corner lot fronting on the high 
valued street for exacUy 25 fest, or for the full frontage 
of the corner lot only, if it is less than 25 feet. In one 
of the variations of the Somers corner rule advertised 
thronghout the country some ten ,ears ago, in the Zan
gerle rule used in Cleveland, and in the Martin corner 
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rule used in the loop district of Chicago, corner influence 
is assumed to extend exactly 100 feet along each of the 
intersecting block fronts, regardless of intervening lot 
lines. 

on: the second question-that of the terms in which 
corner inJluence can most conveniently be measured
there is a similar divergence in the opinions held by 
assessors. The rules of the type used in Newark and 
New Rochelle uniformly express the increased value due 
to corner position in terms of percentages of the unit 
value of the street on which the property fronts. With
ont regard to whether the. intersecting street is itself an 
important business thoroughfare or whether it is little 
more than an unimportant alley, the property lying 
within the arbitrarily limited zone of corner influence 
is assessed at a value greater by a fixed percentage than 
a lot similar in frontage and depth, lying in the middle 
of the block front on the high value street. For example, 
if a lot 25 feet by 100 feet lying in the middle of a block 
front is worth $25,000, then lots similar in shape and 
size, which are contiguous to either gf the interse$1ing 
streets, will be assessed at 150 per cent of that value, 
or $37,500. Speaking generally, in the cities which con
tinue to nse this most rudimentary of all corner rules, 
the oruy variation from its rigidity lies in the fact that 
corner lots in residential sections are assessed at a 
smaller percentage of increase over interior . lots than 
those in business areas. 

The type of corner rule which is most widely used is 
one of the several developed originally by the late W. A. 
Somers. In this type also the increase in value due to 
corner position is expressed in terms of percentsges of 
main street unit values, but the percentage of increase 
varies according to the ratio between the respective unit 
values of the main and the intersecting streets. For 
convenience in the use of the rules, tables are prepared 
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which indicate the percentages by which main street 
units are to· be increased in the assessment of comer 
parcels for situations in which the main street unit is 
greater than the side street unit by ratios of 10 to I, 
10 to 2, and so on up to 10 to 10. The percentages for 
intervening ratios are calculated by proportion. As a 
rule; the cities which use this method provide three sep
arate tables of percentagell-One for use in the business 
section, an intermediate table for use in so-called semi
business sections, and a third for residential areas. This 
system of corner valuation has a great advantage over 
the other rules already discussed because it recognizes 
the fact that the character of the intersecting street is a 
factor in determining the amount by which the corner 
lot is increased in value over similar interior lots. Where 
the percentage tables have been well devised, these rules 
have given good service in a number of communities 
scattered all over the country .. 

Another comer rule which has been widely used was 
also devised by Mr. Somers. It divides the area one 
hundred feet square lying at corners into one hundred 
numbered squares, each ten feet by ten. The value fao
tors assigned to each of these squares for every combina
tion of main and side street values from 1000 and 0. 
1000 and 10, 1000 and 20, and so on up to 1000 and 1000. 
are contained in a set of 101 tables. In order to use the 
rule, a transparent square drawn to the same scale as 
the block and lot map, and containing the numbered 
squares, is superimposed on the map of the comer to be 
valued. The numbers of the squares lying within the 
lot lines of the several parcels within the comer area are 
then read off and set down in columns; the value factors 
assigned to those squares ars ascertained from the table 
whose ratio between side and main streets corresponds 
to that of the comer under cousideration. and are tabu-

I Seo .=.poBJlq Table IV or t:Jpi..J _ ..... __ nt'-. 
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lated and totaled. The totals for each lots are then mul
tiplied by the main street unit value in order to arrive 
at the value assigned by the rule to the parcels lying 
within the comer zone. 

TABLE IV 
8'l'ONEIl BuLBs roB CoaNJ:& V ALn Allm1'IOR· 

In all ....... the b .. e value of a 80mer propertT is its value ealeulated 
as an interior lot fronting on the high valued street. Tbe value to be added 
because of comer positio.!1 is expressed in percentages of the baae value, 
the percentages varying with the ratio of main meet unit value to lide 
street unit value, and with the character of the property in question.. The 
pereentag.. preaented below are those for porcela with a depth of one 
hundred feet meaaured from the high valued street. 

Batio 0' Cmtral Retail Dutrict6 S",",,-
Main FrMltage on High Valtud Street 

B __ 
Bui-St. to Whole",1e 40ntltJl I SideS!. Suburb .... 

Valt .. 20' 30' 40' 50' 60' 70" 80' 90' 100" BefoUl 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) ----------
% % % % % % % "I'D % % % 

10 to 10 125 98 85 74 65 60 54 41 43 50.0 .10.0 
10 to 9 108 85 15 64 51 51 41 41 36 43.6 9.1 
10 to 8 92 14 65 55 50 44 41 35 31 88.2 8.8 
10 to 1 19 63 55 41 43 31 35 30 21 33.3 1.6 
10 to 6 68 53 41 40 36 31 29 26 023 28.9 7.0 
10 to 5 51 45 39 33 29 27 23 22 19 25.0 6.5 
10 to 4 48 31 33 27 25 22 20 18 16 21.2 6.1 
10 to 3 40 31 26 23 20 18 16 15 13 18.5 5.8 
10 to 2 33 25 22 19 17 14 13 12 11 16.4 6.6 
10 to 1 25 20 17 15 13 12 10 9 8 15.0 -

• These roles afe widell u.aed throughout the Southweat. Thq are H 
outgrowth of an ear..,. eorDer ruJe devi.led bJ W. A. Somera, and firllt ued 
ill St. Paul in 1896. Camden, N. ~ .• uaee a similar rule. The table ..... 
compiled from per<entag .. ueecl by J. B. 8toner of San Auton1o. 

t In aemi-businesa, wboleeale- suburban retail and residential propertiN 
• 1IDiform percentage of buB ya]ue is added for eomer in6uenee ftla.MIe. 
of the frontage of the corner pam!I on the bigh yalued street. 

The simplest and most logical of all systems of eor
ner valuation, however, is one devised by the late A. D. 
Bernard of Baltimore,' and later developed and ex-. . 

• A. D. Bernard, s_ Pri....",.. ..... hob,..,.. of Rool B".t. v., .. tioto. 
t'nitecl 8tateo FideHt1 and Guaranty Company. Baltimo", (1013). (Not 
for .. nera! diatributioD.) 
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tended by John A. Zangerle of Cleveland.' The original 
Bernard rule was applicable only to comer lots in the 
retail section of the city, and arrived at the value of a 
corner lot by adding together the values 9f two interior 
lots identical in shape and size-one located at the middle . 
of each of the intersecting block fronts. 

50 50' 

0 A 
0 

B = = 

50' 

0 C = 

hi.,.. aa. The Benwd Com .. Bale. 
Ia thIa rule, the ~1I1. of ......... lot .. Ia the eom or the ~ 

or _de 10111 B ... d C. The rule .... ooaaiden.l applieable b7 illl 
a"th .. 0Ill7 10 lola Ia the bleb ... relail _tiOllll or the oi17. . 

In 1916, Mr. Zangerle, county auditor of Cuyahoga 
County, Ohio, was charged with the duty of reassessing 
the entire county including the city of Cleveland. Be 
discarded the Somers rule which had previously been 
used in Cleveland and adopted the Bernard rule for use 
'J ..... 4. Zaacorh. Prj, P, ... eI Reel B ..... A ........... (19:N). 
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in sections where the unit value on the main street was 
$200 or over. In subsequent reassessments, Mr. Zangerle 
modified this rule somewhat. Because public opinion was 
not yet ready to support so drastic a corner rule, he sub
stituted a modified depth percentage table for use in cal
culating the corner value addition attributable to the 
hypothetical lot C, in place of the regular depth curve 
which, he used in arriving at the value of lot B on the 
accompanying diagram (Figure 23). He insists, as Mr. 
Bernard had done before him, that the original rule gives 
a minimum value for high class retail corners, as evi
denced in many cases by both sales and rentals. In many 
parts of the country, however, both owners and tenants 
have failed to realize the full advantage over inside lots 
which accrues to corner parcels. It is not unusual to 
find corner property in the heart of the retail sections 
utilized, as regards store layout, window display and 
entrances, exactly as though the property were located 
in the middle of a block front. Manifestly, where many 
of the buyers, sellers and tenants are still asleep. to the 
potential value of their corner holdings, it is impossible 
for an assessor to maintain against appeal, assessed 
values based on these potentialities. 

Mr. Zangerle's most important contribution, however, 
was the modification of the Bernard rule for use in sec
tions of the city where unit values are iess than $200. 
He did this by adopting a graduated scale of percentages, 
the graduation being based on main street unit values. 
In every case he assumes that the value of lot B consti
tutes the base value of lot A. If the main street value 
unit is $200 or more, he adds for corner value addition 
the entire value of lot C produced by the use of his spe
cial corner depth enrve. If the main street value is less' 
than $200, he in effect divides that value by 2 in order 
to arrive at the percentage of lot C value which is to be 
added to the base value. If the main street value is 
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$190, he adds 95 per cent of the value of lot C. If the 
main street value is $100, he adds 50 per cent of th~ 
value of lot C, and so on. This use of the rule is neces
sarily somewhat arbitrary, but it is flexible and seems 
to conform, at least approximately, to actual conditions 
as they are revealed by sales and rentals. 

In addition to the types of corner rules described 
above, there are many others in use in cities here and 
there. Some are combinations of two or all three of the 
types outlined. Generally speaking, they introduce a 
series of confusing elements and are inherently quite as 
illogical as the first type of corner rule outlined above. 

Irregular Lo', 
In the order of relative importance among the supple

mentary rules for the application of land value units, 
rules for the valuation of irregular lots-that is, lots 
which are not rectangular in shape-rank next to the 
rules for the valuation of corners. In some cities a very 
large percentage of all land parcels are irregular in 
shape. It is rare, however, that the boundaries of such 
parcels other than oecasional frontages on curving streets 
are not straight lines. With few exceptions, therefore, 
luch parcels can be divided into two or more parts which 
will be rectangular or triangular in shape. The valua
tion of the rectangular fractions is a simple matter of 
applying the rnles which have already been described. 

The triangles, however, present a somewhat more dif
ficult problem. Here, as in the ease of the other difficult 
problems, the tendency of assessors has been to resort 
to more or less arbitrary rules of thnmb. 

The most common rule assnmes that any right-angled 
triangle with its base on or parallel to the street line, 
is worth two-thirds as much as the smallest rectangle 
which can be erected on the base and which will contain 
the triangle. It is a simple matter to prove that this 
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rule violates the principles on which the depth curve 
concept is based. The same statement applies even to 
certain relatively more accurate rules which have been 
devised to eliminate the palpable errors in the first rule. 

The correct solution of the problem involves the sum
mation of the percentages of unit value that would be 
assigned by the depth curve to successive strips 1 foot 
wide. This method would be not only laborious if car
ried on by simple arithmetic, but would be an approxi
mation at best because of the difficulties involved in 
arriving at the values of the triangles at the base of 
each of the successive strips. When, however, the depth 
curve has a mathematical formula, as in the cases of 
the rule devised by the New Jwsey state board of taxes 
and assessment and of the Hoffman-Neill curve used in 
New York City, the calculation can readily be made by 
the,use of calculus. The fact that the average assessing 
clerk is not versed in higher mathematics does not make 
this plan impracticable for general use. It is possible 
to reduce the calculations to charts in which> the multi
plier for any triangle can be ascertained by finding on 
the chart the intersection of the proper lines for the bal'e 
and the perpendicular of the triangle.1 

Alley Lots 
Lots which abut on alleys present special problems in 

valuation, and the rules devised by assessors for the 
solution of those problems vary widely from city to city. 
In some cities, one-half the width of the alley is treated 
as though it belonged to the lot which abuts on it. Under 
this rule a lot with a frontage of 40 feet, which is bounded 
on one si.de by a ten-foot alley, is treated as though it 
were a lot with a frontage of 45 feet and assessed ac
cordingly. If a lot 100 feet deep abuts on a ten-foot 

• Mr. A. C. Feuel, formerl), a .rodent at the National In.Utnta of Pobll. 
AdministratioD, ba8 prepared. • ehart of tbia type for u. ia coDoectioD 
with the 80ftman·Neill corve 1I8ed In New York CIt)'. 
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alley at the rear, the lot is assessed as though it were 
105 feet deep. In other cities the assessors proceed on 
the assumption that an alley adds greater value to abut
ting property than that which would be conferred by a 
permanent easement for light and air on one-half the 
width of the alley, and they consequently add two-thirds 
of the width of the alley to the frontage or to the depth, 
as the case may be, of abutting lots. In other cities the 
value of the alley is calculated as though it were a lot 
in private ownership, and the value arrived at in this 
way is then distributed over abutting lots in proportion 
to the linear feet of the properties abutting on it. 

Instanoes may be oited in which alleys have taken on 
the characteristics of minor streets to which a unit value 
should be assigned. In other cases, the alleys have be
come little short of publio nuisances which are a detri
ment rather than an advantage to the lots whioh abut 
on them. When alleys rnn for block after block between 
parallel streets, on which all properties which abut on 
the alleys front, the influence of the alley on the adjoin
ing lots will be reflected in the unit values of the streets 
parallel to the alleys, and no further allowanoes need be 
calculated. In short, alley rules which may be entirely 
applicable to the conditionsuisting in one city may be 
entirely inapplioable in another. That the alley is com
in~ to be more or less of an anachronism under present 
day con.ditions is indicated by the fact that provision 
is rarely made for alleys in the more recent subdivision 
plans. 

Doublll-FrOtl'tJgll Lo" 
In the assessment of lots with frontages on two par.. 

allel streets, a very common practice is that of finding 
the merge point; that is, the point in the parcel of prop;
erty under consideration at which a square foot has the 
same value regardless of lhe street from which it is cal-
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culated. The lot is divided at that point and is valued 
as though it were two lots, one fronting on each of the 
two streets. If the lot is vacant, or if it is improved as 
one parcel, there can be little doubt that this merge point 
method is valid. If, however, each frontage of the lot 
is improved separately and more or less uniformly with 
the adjoining frontages, it may be more accurate to 
divide the lot along the line at which the adjoining lots 
are divided, and to value each portion as though it were 
a lot of normal depth for the block. In most cities where 
the merge point method is used, the division line is estab
lished by means of rules of thumb based on proportion. 
Where the distance between the two streets is consider
able and where the two streets are not too dissimilar in 
value, this method gives reasonably accurate results. 
Where greater accuracy is required, it is possible to 
employ a mechanical merge point finder.' 

Off-G,.ade Lots 

The assessment of parcels of land which are above or 
below grade presents one of the most perplexing prob
lems with which the assessor has to deal. In exceptional 
cases such lots may be worth more than lots in the vicin
ity which are on grade, as for instance, in sections where 
either dumping space or material for fill is in demsnd. 
In such cases the owner may be in position to derive a 
premium from someone who will bring his lot to grade 
and pay him for the privilege of doing so. In the great 
majority of casea, however, the fact that a lot is off grade 
will reduce its value below those of adjoining lots which 
are on grade. In some cases the cost of raising or low
ering the grade of the lot will amount to more than the 
value of lots which are already on grade, in which case 
tlie lot can have no value based on present utility. It is 

• Such • finder baa been deoigned b~ Luther GuUd< 01 the Hallow 
Inalitute 01 PubU. Administration. 
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rare, however, that such a lot does not have a sales value 
for the reason that anticipated increases in the valne 
level of the normal lots in that vicinity may eventually 
leave a considerable margin between market value and 
the cost of raising or lowering the grade of the lot. 

The only attempt that has yet been made, so far as 
the writer is aware, to reduce the assessment of off-grade 
lots to a uniform rule, is that embodied in the tables re
cently adopted in Cincinnati. In those tables off-grade 
lots are divided into six classes. The first class, ranging 
from 5 feet above grade to 2 feet below grade, is assessed 
as though it were on grade. The sixth class includes all 
lots which are more than 15 feet above or below grade, 
and is assessed at 20 per cent of the value that would 
be assigned to a lot in class 1 or exactly on grade. In
tervening classes are assessed at 30, 50, 70 and 90 per 
cent respectively, of full unit value. The line established 
by the rear of the buildings on adjoining lots ia arbi
trarily taken as the base on which variations from street 
grade are measured. 

Plottage 

Another tronblesome factor in land valnes which some 
assessors ignore entirely ana which others overempha
sile, ia that designated by the somewhat vagne term plot
tage. All a city grows and as office building, department 
store and apartment houae sections develop, it becomes 
necessary to utiliae larger parcels of land than those into 
which the city was originally subdivided. Promoters of 
large buildings, therefore, must assemble two or more 
normal lots into one plot in order to obtain suitable sites. 
The task of assembling involves both delay and risk: 
delay, because the several owners of the reqniaite plots 
may not all be ready to sell at the same time; risk, be
canse an owner whose lot ia essential to the site which 
ia being assembled may find himself in a poeition to 
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demand an exorbitant price. The delay inevitably and 
the risk potentially increase the cost of assembling such 
a site to a point considerably in excess of the sum of the 
normal purchase prices of the small parcels concerned. 
Because of that fact, an assembled site 100 feet by 100 
feet, let us say, will probably bring in the market con
siderably more than four times as much as a lot 25 by 
100 feet in the same location. That difference in price 
is the element of value to which appraisers and assessors 
have applied the term plottage. 

Some of the men who contributed largely to the devel
opment of modern assessment systems held to the theory 
that land value flows uniformly throughout a block re
gardless of intervening lot lines. They argned that a 
certain potential val1l4l was created for every square foot 
of land subject to certain street influences, and that it 
wall no concern of the taxing power if the owners of 
individual parcels saw fit to continue the existence 
of artmcia1lot lines which prevented the development of 
the block as a whole in a manner consonant with the 
economic possibilities created by the existence of the 
city. The theory cannot be dismissed lightly. Its com· 
plete rejection would permit the deliberate subdivision 
of an otherwise valuable block into parcels of such useless 
shape or size that their taxable value would practically 
disappear. On the other hand, the fact that buildings 
are costly and relatively permanent improvements which 
can neither be removed to a more suitable site nor demol
ished without loss to the owner, introduces certain factors 
of rigidity into existing lot layout in a developed neigh
borhood which can hardly be ignored by an assessor in 
the discharge of his duties. 

While the influence of shape and size on the value of 
individual parcels is always at work, it is a comparatively 
minor influence throughout the greater part of most nor
mal cities. Its influence becomes important, however, in 
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sections that are changing rapidly from a lower to a 
higher utility, but it may also make itself acutely felt in 
established neighborhoods in which faulty planning has 
left parcels too small or too irregular in shape to be util
ized for the purposes to which the neighborhood is de
voted. The adoption of zoning ordinances has in some 
cases accentuated the evil effects of faulty planning on 
such parcels. 

In districts of the first type, where an assembled plot 
frequently has a value considerably in excess of that indi
cated by the unit value of neighboring smaller parcels, 
the assessor can make a step toward greater accuracy in 
assessment by adding an appropriate percentage for 
plottage. In stable sections, on the other hand, where 
small or odd shaped parcels are sandwiched in between 
existing buildings whose owners neither need nor desire 
additional land, a deduotion from the value indicated for 
such lots by the unit value for the block front may some
times be in keeping with the prinoiples of justice and 
equity toward whioh modem assessment systems are 
striving. 

Building Value Unita 

Methods of valuing buildings on a unit basis have been 
in use by builders, appraisers and insurance adjusters 
for many years. The buildings to be valued are reduoed 
to units of quantity in the form of square feet of floor 
space, cubic feet of contents, or, in some instances, 
square feet of area covered. The value per unit is de
duoed from the 008t of constructing similar buildings. 
The costs per unit when multiplied by the number of 
units in the building to be valued result in a reasonable 
estimate of its cost of reproduction new. 

For the purposes of the builder the method is substan
tially correat when applied to buildings of standard plans 
and speoi1ications, for he is concerned as a rule with the 
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cost of constructing a new building. Appraisers and 
adjusters, on the other hand, are interested in arriving 
not at costs of reproduction but at present values of 
buildings already in existence. Consequently, they have 
had to devise means for modifying the results which are 
satisfactory to the builder in order to provide for struc
tural deterioration due to age or to unusual wear and 
tear; for loss of value due to faulty design, to changes 
in style of architecture, and to improvements in methods 
of construction; for economic waste due to the fact that 
a building adequate for a certain use was erected on a 
site best suited to a different use; and for loss of value 
arising because the utility of the section in which the 
building was located has shifted from that for which the 
building was adapted to one for which it is not adapted. 

None of these factors is easy to measure. Even in the 
cas!) of structural deterioration due to age and use, com
monly referred to as depreciation, there is a wide differ
ence of opinion 1IlI10ng the most careful appraisers. The 
evaluation of the other factors, which for convenience 
have come to be grouped under the general term economic 
obsolescence, remains largely a matter of individual opin
ion on the part of the appraiser who makes the estimate. 
The only check on the accuracy of the final results con
sists of the capitalization of net rentals, and the deduc
tion of the appraised land value from the total based 
thereon in order to arrive at the building value. That 
this method is itself difficult to apply, any appraiser will 
testify. 

Fortunately, while the factors which bring about eco
nomic obsolescence are operative in practically all, if not 
all buildings, regardless of location or type of construc
tion, they assume a role of major importance in only a 
relatively small percentage of the buildings in a normal 
city. In the great majority of cases, the error due to 
failure to take it into account is well within the probable 
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margin of error inherent in the other steps involved in 
the process of valuation. When a certain type of build
ing continues to be built year after year, it is reasonable 
to assume that that type has proven capable of earning 
the going rate of interest on the cost of construction, and 
that the elements which are most subject to economic 
obsolescence have been largely eliminated from the plans 
and specifications. Only in cases where such a building 
has been erected in a wrong location will probable mar
ket value vary from cost of reproduction by more than 
the amount of structural deterioration due to age and. 
use. 

It is on the basis of these methods that the assessors 
have founded their systems of valuing buildings for 
taxation. Their units of quantity for the valuation of 
individual buildings they derive from the building rec
ords already described. Their difficulties arise in classi
fying the units into grades ranging from the highest type 
of modern fireproof office building or apartment house 
to the lowest type of cheap frame structure, and in as
signinA' a value per unit to each of these grades. 

Fortunately, a number of factors have combined to 
simplify the task of the assessor in compiling his build
ing classification. The inOuence of uniformity in the 
sizes of lots, and that of state laws and city ordinances 
on the percentage of ground area that may be covered 
and on the materials and type of oonstruction that may 
be employed, have combined to establish. more or less 
rigid limits within which bnilding designs for similar 
uses '"lIry. The tendenoy toward similarity brought about 
by these physical and legal limitations is accentuated by 
certain traits in human nature. The great majority of 
men are imitators rather than originators. Furthermore, 
when changes occur in the legal or economio factors 
which govern building and compel a period of experi
mentation in the form of new buildings, only those build-
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ings will tend. to be copied which prove economically 
best adapted to the new conditions. . Even in the case 
of a large percentage of one-family residences, where 
individual tastes and preferences exercise their greatest 
influence, a careful examination of strulltural details re
veals the existence of a number of well defined types, 
the buildings in each type varying in superficial appear
ance and in minor features rather than in the fundamen
tals which comprise the major portion of the cost of 
construction. Furthermore, the additional cost of grat
ifying the personal whims of the owner when carried to 
extremes, rarely adds a full equivalent to the market 
value of the building, as prospective purchasers whose 
tastes exactly coincide with that of the owner are difficult 
to find . 

. At a time such as the present when the estimates of 
building contractors as to the costs of new buildings 
vary widely, when buildings erected twenty years ago 
sell for from one and a half to two and a half times 
what it cost to build them, and when appraisers for mort
gage loans engage in acrimonious debates as to amounts 
which may safely be advanced on buildings, it is impos
sible for an assessor, who in some cases must value every 
building old and new in the city every year, to devise 
any system that will function with 100 per cent accuracy. 
Nevertheless, he can set up a system which will achieve 
approximate uniformity for all buildings within a well 
defined class, and relative equality under the law between 
classes. His chief difficulties will arise in the assessment 
of buildings which cannot be classified; in entire classes 
of buildings which are no longer being reproduced be
cause changes in the building laws prevent, or because 
changes in modes of life make them unsnited to present 
day conditions; and buildings which from a structural 
standpoint belong in certain classes, but which cannot 
earn an adequate income on the amount invested in them 
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because the neighborhood in which they are located does 
not provide an effeotive demand for them. 

There is a much greater variation from city to city 
in the tables of building grades and costs than there is 
in the rules for the valuation of land. This is attributable 
in part to variations in building styles between sections 
of the country; in part also to differences in costs of 
building material and labor. Quite aside from these 
valid reasons for dissimilarity, however, is the fact that 
many of the tables in use have been prepared in too great 
a hurry and without adequate analysis of the nature of 
ths problem. The olasses provided may not only be too 
few in number, but they may also be poorly defined
as in cases where definitions are based on factors of use 
rather than on those of structure on which costs must 
rest. In ether cases, larger numbers of classes are pro
vided, but the classes are so loosely drawn that maximum 
and minimum costs of construction per unit are pro
vided in which the former are sometimes double the 
latter. Manifestly, something is wrong with a set of 
tablelhunder which one assessing clerk can arrive at 
doublll~ the valuation placed on the same building by 
another clerk, befo~e tsking depreciation and obsoles
cence into oonsideration. 

An excellent set of tables from the standpoint both of 
logical classification and of clear-cut definition is that de
vised by John A. Zangerle I for use in Cuyahoga County, 
Ohio. The plan on which his classification is based may 
well be adopted by assessors even in cities where oosts 
of construction and typed of buildings vary widely from 
those in Cleveland. 

In the preparation of the tables both as regards the 
definition of classes and the unit values assigned to them, 
an assessor will do well to avail himself of the experience 
of local real estate men and builders. A number of cities 

'Jola. A.1uIuIe, I'ritoripIeo .,_._ ~.''''' (1_). 



374 MUNICIPAL FINANCE 

have followed this course, greatly to the peace of mind 
of the assessing force and the satisfaction of the tax
payers. 

Personal Property Assessments 

For only two types of personal property, so far as 
the writer is aware, has anything even remotely resem
bling a unit plan of assessment been devised. The tax 
commissioner in Massachusetts has supplied tables for 
the use of local assessors based on the deduction "that 
the full and fair cash value of the machinery used in 
manufacture in cotton mills bears a close relation to the 
number of spindles in the mills." 1 A number of cities 
-in some cases entire states--also assess motor vehicles 
uniformly according to "make, type and age, the exact 
amounts at which the cars are assessed being based in 
some cases on tables of insurable values compiled by 
insurance companies. 

A rough approximation to a unit system for household 
goods and personal effects has also been developed in 
certain cities. The system is based on the assumptions 
that persons within a certain income range will tend to 
congregate in certain sections of the city, and that the 
peI:sonal belongings of families in that section will be 
roughly equal in value. The city is divided into zones, 
every head of a family in the poorest zone being assessed 
at a zone rate for personalty, every head of a family in 
the next higher zone being assessed at a somewhat higher 
zone rate, and so on. Only in those sections of the city 
where persons of wealth dwell" is any attempt made at 
individual assessments. That this method of assessment 
is in violation of the law, in that it is based neither on 
sworn returns nor on personal "viewing" by the asses
sor, cannot be denied. On the other hand, the listing 

• MauachueetU Department of the Tas Commiuioner. r ... trllC'io,.. to 
A ......... 1917. pp. 10.12. 1~". 1919. pp. 9-12. 
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and valuation by the assessing force of all the items of 
property of this type would be a physical impossibility. 
Listing by property owners themselves has proved both 
impracticable and inequitable. The facts remain, there
fore, that the zone plan results in more equable assess
ments than can be obtained by either of the legal meth
ods, and that the cities which developed i~ have been 
allowed to continue its use without interference by state 
tax commissions or by the courts. 

In the valuation of the tangible personalty of manu
facturing and mercantile corporations, cities have occa. 
sionally employed commercial appraisers when the need 
for increasing taxable aggregates became acute. The 
use of auditors for the purpose of verifying the accuracy 
of sworn returns relative to both tangible and intangible 
personalty is a more common procedure. Both methods 
are so expensive, however, that they can be employed 
only in cases where the property holdings of the taxpayer 
are extensive. Any attempt to apply either of these· 
methods to all tangible and intangible personalty hold
ings in the city might well involve a greater expenditure 
for pll'tposes of assessment than could be easily recovered 
in increased taxes as a result of it. 

In short, no methbd has yet been devised for the assess· 
ment of all personal property in compliance with the law. 
In many taxing districts the personal property tax is 
litUe more than a voluntary contribution on the part of 
the taxpayer. In others, it is a penal contribution en. 
forced by the administration against its political enemies. 
That it can ever be made a true tax, comparable in econ
omy of administration, efficiency and equity to the real 
estate tax is a vain hope. 

Organi.laUoll of~. Assuaor's Of!lce 
The old concept of the assessor's functio1l8--& concept 

which is still written in the laws of many stat~1aced 
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the emphasis on their quasi judicial nature, and over
looked the purely administrative features. For the dis
charge of the judicial duties a board of three, five, seven 
or more assessors, often with overlapping terms, was 
established. In the smaller municipalities this board was 
provided with little or no clerical assistance. The mem
bers of the board were sometimes selected by election, 
sometimes by appointment. In some jurisdictions, the 
board 'as a whole, or the individual members other than 
the chairman, worked on a part-time basis and were 
paid a certain sum per diem, with an additional rigidly 
limited allowance for expenses. 

In some cases the law stipulated-and still does for 
that matter-that every parcel of property should be 
assessed by the board as a whole after a careful "view
ing" of the property. Manifestly, the amount of infor
ma~ion about a property which a group of individuals 
of varying degrees of expertness and inexpertness in 
'matters of valuation could get by a perfunctory viewing 
of it was not great, and the extent to which they could 
thereafter amplify their knowledge c~mceming it by a 
further quasi judicial discussion was even less. As the 
properties increased in numbers, in values and in diver
sity, it became necessary to make the assessors full time 
officials, and later to divide the city into districts,.each 
in charge of one member of the board. Occasionally, 
the latter step was taken by the assessors themselves 
withont the authority of law. In the course of events, a 
tendency developed to assign to each individual mem
ber of the board the district of the city with which he 
was most familiar-the one in which he and his friends 
lived. Whatever illusory advantages this plan may have 
had for the friends and supporters of the iudividual as
sessors, it further disorganized an already unworkable 
scheme of organization. It brought to the districts 
within the municipality all the evils of decentralized 
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administration and of competitive underassessments, 
the elimination of which between counties and munici
palities still defies in many states the most strenuous. 
efforts and the most careful planning on the part of 
state tax authorities. 

Whether the board functioned as a whole, or whether 
its members acted individually, there was rarely any 
one under the board system whose duty it was to take 
charge of the large and constantly growing amount of 
administrative detail. The establishment of suitable 
clerical forces lagged behind the increasing volume of 
work. Consequently, the members of the board were 
oompelled to assume a larger and larger burden of purely 
clerical duties. They became--and still remain in a 
number of o~r cities-a body of men who are overpaid 
for a type of clerioal work which they do quite badly, 
and who have no time left for the discharge of their 
supposedly quasi judicial functions. 

Both logic and experience support the movement for 
one·man control in assessing offices. Matters of policy 
are rarely left to the decision of assessors in any event, 
such questions being resolved for them in state legisla
tion, city ordinances, court decisions and regulations of 
the state tax authorities. The fact that current market 
values are established by law as the basis for aeaessed 
values eliminates the most perplexing question which 
oonfronts the appraiser-the probable relationship exist
ing between current market prices and the present true 
values which will be substantiated retrospectively by 
future events. . 

The duties which are properly part of the assessor's 
office have already been classified under four heads-the 
collection of information on quantities and values; the 
recording of that information; the analysis of the in
formation in order to arrive at units of value; and the 
application of these units to every piece of tuable prop-
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erty in the city according to its location, dimensions and 
character. There can be no doubt in the mind of any 
one that the first, second and fourth of these duties are 
purely administrative, and that they require for their 
performance the type of organization which private 
business has found best adapted for the discharge of 
analogous duties-a well-organized clerical force operat
ing as.a team under one executive head. Relative to the 
third of the duties, there is certainly good ground for 
the contention that the establishment of unit values on 
the basis of current sales is as purely administrative in 
its nature and partakes as little of a judicial character 
as the fixing of contour lines on a topographic map after 
the field men tum in their notes. 

The internal organization in successful offices has fol
lowed either along functional or ge<!graphical lines, or 
a c@mbination of both. In cities large enough to war
rant the assessing office in maintaining its own tax maps 
without having to rely on the city engineer's office, the 
function of map maintenance is of course vested in a 
separate division. Aside from this function, all other 
duties connected with assessing in the city of Newark. 
New Jersey, for instance, are divided on purely geo
graphical lines. One employee is responsible for all the 
work in connection with the assessment of land, build
ings, personal property and polls in the district assigned 
to him, with the single exception of the establishment 
of the land and building units, which is a function re
tained by the central office. In Houston, Texas, on the 
other hand, one division of the office force is responsible 
for all assessments of land throughout the city, another 
for buildings, and a third for personal property. New 
York City is an example of a combination of the two 
plans. The assessment of the real estate of public utility 
corporations is handled by one division; the personal 
property of the same corporations by another; for ordi-
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nary real estate the city is divided into eighty-two dis
tricts, each in charge of a district deputy and one clerk; 
ordinary personal property is handled by another divi
sion with five subdivisions-one for each of the five 
boroughs in the city. 

I The Handling of AppeaJa 
, Under the old plan of organization which has already 

been discussed, the same board which was responsible 
for making the assessments was also charged with the 
duty of revising assessments on appeal by taxpayers who 
considered their property overassessed. The same men, 
in other words, who were responsible for :fixing the tax
able value of a piece of property were then supposed 
to pass in a quasi judicial capacity on the accuracy of 
their own valuations. Since their appraisals in the first 
plaoe had not been made on a comparable basis, and 
since it is rare that any two properties in a city will be 
exactly alike, both the protesting taxpayer and the board 
whose duty it was to pass on his appeal found them
selves in a difficult situation. In the absence of political 
or other pressure, the board tended to support its val
uations against attacks. Even in cases where the board 
was anxious to grant justice, its efforts were generally 
abortive. This was due <to the fact that no amount of 
revision and equalization, short of a complete reassess
ment, can make a good assessment roll out of a bad one. 

Modern assessment procedure endeavors to equalize 
assessments during the process of making them. Fur
thermore, the methods employed provide the basis for 
an intelligent discussion of the relative values of prop
erties in case an appeal is brought. The type of single
headed organization which is best adapted, however, for 
the making of an assessment is not well suited to pass 
on appeals. In order to make the right of appeal more 
than a purely theoretical one for the small taxpayer, 
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some means must be found to. provide a prompt, inex
pensive and impartial administrative review. 

In many of the larger cities where the old boards of 
assessors still survive in name, but in which the actual 
work of assessing is performed by an administrative 
staff under a permanent head, those boards have be
come largely boards of review with only the most rudi
mentary administrative duties. They can, and fre
quently do, render fair and impartial judgments in the 
case of assessment appeals. In smaller cities, however, 
where the board may still be compelled to take an active 
part in the work of assessment, their attitude in cases 
brought before them on appeal is less apt to be free from 
bias. 

In some of the cities where the old boards have recently 
been replaced by a single-headed assessing force, ex 

. offi\lio boards of review on which the assessor mayor 
may not be represented have been set up_ The argument 
made for requiring the assessor to sit on the board of 
review is based on the assumption that he alone of all 
the city officials is capable of understanding the method 
of assessment he used_ The assumption is wrong through
out. One of the outstanding merits of modern assess
ment systems is that anybody of ordinary intelligence 
can understand the methods employed and can apply 
them to his own property and to that of his neighbors, 
if he will collect the basic information necessary. An 
assessor should always be required to attend all sessions 
of the board of review and to present all the data on 
which he based his assessments. He should not, however, 
be given a vote in deciding between the relative merits 
of his own arguments and those of the taxpayer who feels 
himself unjustly treated. That would be equivalent to 
loading the dice against the taxpayer-a condition of 
affairs which the modern assessment system was de
signed to correct. 
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An assessment which cannot be subjected to impartial 
scrutiny does not deserve to stand and the best way to 
create public confidence in the equity of assessments is 
to insure to each taxpayer, rich and poor, the right to 
a fair hearing. Furthermore, there will always be in 
every city a certain number of properties "concerning 
whose value there is room for honest differences of 
opinion. Chief among properties of this type are the 
holdings of public utility companies, unusually large and 
ornate buildings, buildings which are not well adapted 
to their sites, and occasionally both land and buildings" 
in lones of shifting utility. Expert appraisers, buyers 
and sellers, and owners and tenants may differ widely 
in their estimates of the values of such properties. Con
sequently, it is no reflection on the honesty or the ability 
of an assessor if he fails to arrive at assessed values for 
them, which will please all the parties at interest. Not 
even the board of review can hope to compose all differ
ences of opinion as to such properties, and the questions 
raised can often be settled only by a more or less arbi
trary, but nevertheless binding, decision by the courts. 

In some states there is still little or no provision for 
administrative review, almost the only appeal from the 
acts of the assessors being direct to the courts. Because 
of the expense involved in court proceedings, this is 
equivalent to no review for the great majority of tax
payers, and accounts in part for the fact that emall prop
erties tend to be assessed at a higher ratio of fnIl tax
able value than large properties. 

In several states adequate provision is made for admin
istrative review in addition to that provided by the city 
itself. In New Jersey, for instance, any taxpayer may 
appeal to the county board of taxation-a board of three 
men appointed by the governor for overlapping terms 
in each of the counties of the state. It is the practice 
of these boards to designate certain days for hearings 
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in each of the taxing districts in the county. The rules 
are simple, and before the best of the county boards in 
that state, the poorest or most ignorant taxpayer is rea
sonably sure of a fair hearing without cost to himself 
beyond the time involved in stating his case. If he is 
dissatisfied with the judgment of the county board, he 
may carry his appeal to the state board. 

Even these provisions for review, however, are effec
tive only in those tax districts of the state which have 
adopted adequate assessment methods. It may be pos
sible to ascertain whether a given property is assessed 
at more or less than full taxable value, but that informa
tion alone is quite valueless so far as equalization of tax 
burden" is concerned unless it is accompanied by infor
mation also relative to the average ratio of assessed 
value to full value for all the properties on the roll. The 
county boards in New Jersey are given broad powers 
to brder any assessor "under the direction and super
vision of such board, to make up and prepare corrected 
tax lists"; and after investigation, they may even on 
their own initiative "revise, correct. and equalize the 
assessed value of all property in the respective taxing 
districts." Short of a complete reassessment, which 
certain boards have been compelled to resort to from 
time to time, the exercise of these powers is most difli
cnlt in the poorly assessed districts whel,"e it is most 
needed, and most feasible in the well-assessed districts 
where it is least needed. To emphasize what has already 
been stated, the prerequisite to an effective administra
tion of review is a systematic plan of assessments. 

Where adequate administrative review is provided 
there is a marked tendency on the part of the courts to 
refuse to entertain appeals until all remedies before the 
administrative boards have been exhausted. Further
m~re, the courts as in the case of the state of New Jersey 
are inclined to leave the determination of facts to the 
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administrative boards and to confine their own decisions 
to matters of law. A separation of functions such as 
this is of course desirable from the standpoint both of 
the small taxpayer and of the courts, and in no way 
limits the remedies which are available to all taxpayers 
under the older system. 

In tax districts where adequate administrative ma
chinery exist,S both for assessment and review, the boards 
charged with the duty of review are enabled to operate 
with a maximum of efficiency. Appeals based merely 
on a desire for lower taxes but without sufficient foun
dation on well-substantiated facts become easy to detect. 
Leaving the properties of public utilities out of consid
eration, valid appeals occur chiefly in two classes of 
property: undeveloped suburban property in sections 
where abnormal speculative sales have occurred; and 
developed properties where the assessor's deductions for 
depreciation or obsolescence may have been inadequate 
in the light of data on actual property incoma supplied 
by the owner. It has been the experience of some of the 
New Jersey boards that it is rarely necessary to reduce 
the unit basis of land assessment in developed neighbor
hoods, and that a reduction in assessed building value 
is frequently the only remedy needed in such areas. 



CHAPTER xn 
SPECIAL ASSESSMENTS 

SPEOIAL assessments have certain characteristics which 
distinguish them from general taxes.' Unlike general 
taxes, they are imposed not against all the taxable prop
erty in a general taxing district, but against selected 
properties which are frequently, hut not invariably, set 
up into· special districts created for the purpose of mak
ing the levy. Under the terms of general tax laws, every 
parcel of taxable property is included within some gen
eral taxing district for local purposes, and it cannot be 
included in more than one district of the same class. 
There are no similar provisions concerning properties 
subject to special assessments. At any given time, a 
considerable number of parcels of property in a munic
ipality may lie outside of all special assessment districts. 
On the other hand, there is no general prohibition in most 
jurisdictions against the inclusion of one property in 
two or more overlapping special assessment districts 
at the same time. General taxes within one taxing dis
trict must be levied at rates which are uniform, if not 
for all property, then at least for all property in any 
class that may have been established by the tax law. Spe
cial assessment rates on the other hand may, and fre-

I Tbe term "tuJ8eIIIDIleot" hu two dilltinct meaoiap .. ued in to: Ia .. : 
in one _nee. it i.e the valuatioD of Propert7 01' other eriteriOD of taxable 
eapacity as • buia for the leVJ' aDd apportionment of • tas; in the other 
RIUIB. it is the ieV7 of a taL In the precedi. .... eIl.pter dealinc with the 
• .-..meat of propert7 for tasation. lhi. term i8 UIed in the former ..... 
Tbe term ~a1 • hint" metlD8 primaril,. a .peciat leY7; it inela_ 
the meaniDl of • special yaiuatioD onl,. bJ' implication auul .. • ltep in 
makiDc tho le07. 
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!quently do, vary widely on properties of the same kind 
'lying in the same special assessment district. 

Types of Special Assessments 

In spite of these common characteristics, the revenues 
grouped under the head of special assessments are de
rived from four types of levies which are markedly ,dis
similar from the standpoint of the legal theories on which 
they rest. It must not be assumed, however, that these 
always exist side by side in all jurisdictions, or that they 
are separated from one another by clear lines of demar
oation. The four types, with the peculiarities which dis
tinguish them in their purest forms, follow: 

1. Special cha,.ges fo,. outlays made by tJ gotJemitlg 
body fo,. the tJbatemetd of tluisances. Levies of this type 
are incidental to the exercise of the police power, and 
the total cost of the abatement is charged directly to 
the individual or individuals responsible for the exist
ence of the nuisance. The drainage of pools of stagnant 
water on private property, and the elimination of cess
pools by the oonstruction of sewers, are among the pub
lio works which, under the laws of some states, may be 
financed by levies of this character. 

2. Special chMges fo,. OtItlays ',.esurtitlg f,.om ,he ,m
p,.otJemetl' of publicly otDtIed appurletlances '0 pritJate 
p,.ope,.ty. In some jurisdictions, it is held to be the duty 
of a property owuer to oonstruct and maintain in good 
repair the sidewalk and a~ey paving abutting on his 
property. If he neglects this duty, the governing body 
may in\'Oke its police power to do the work for him. In 
such cases, the toW oost of the improvement may be 
charged against the property to which it appertains. 

3. Special I~s i",posed 011 p,.operties tOiIAitt " dis
'rict created fo,. Ule purpose, fo,. aU or part of 'le cos, 
of specified public ,,,,p,.OtJ_ts eotlS,rwctetl or public 
st!f'tJices retatlered tOiIAitt tW dis'rict. Levies of this 
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type are apportioned on a wide variety of bases-such 
as the dimensions of land parcels, or the values at which 
lands or real estate are assessed for general taxes-and 
tend in some cases to become special taxes imposed on a 
base which differs somewhat from that on which gen
eral taxes are levied. 

4. Special assessments imposed on properties bene
fited by public improvements or services in proportion 
to, and not in excess of, the amount of such benefit. 

The manner in which legislative enactments and admin
istrative procedure tend to blur the lines of demarcation 
between these types is indicated below. 

Levies for the Cost of Abating Nuisances 
From the standpoint of justice and equity, there would 

seem to be a distinct place in any system-of special assess
ments for a type of levy under the police power for the 
cost of abating nuisances which the person responsible 
for the existence of the nuisance neglects to abate. 
Nevertheless, the laws in some states, and the judicial 
decisions based thereon, fail to recognize the existence 
of this need. Furthermore, certain ·publio works, such 
as sanitary sewers, for example, which are looked on in 
some states as operations for the abatement of nuisances, 
are classed in the majority of states as beneficial im
provements, and are financed by levies under the third 
or fourth types. 

Levies for the Cost of Constructing Apprtenances to 
Private Property 

A special assessment of the second type would not 
seem to be an indispensable element in a well designed 
system of special levies. In fact, the theory on which 
it is based is tending to be less aud less frequently in
voked in support of apportionments based on the meth
ods which the theory- itself implies. It is true that the 
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practice of levying the entire cost of a section of side
walk against the property on which it abuts, even to the 
extent of taking into account differences in cost from 
one property to another due to variations in sidewalk 
widths or in street grades, still prevails over a large 
part of the country. Resort to this practice has some
times been sustained by the courts, however, on the 
ground that it results in assessments in proportion to 
benefits. On the other hand, the courts in some states 
have refused to sanction sidewalk assessments regard
less of the basis on which they were spread, unless the 
administrative officials responsible for making the ap
portionment had certified on the roll that the individual 
levies were made in proportion to, and were not in ex
cess of, the benefits conferred. In such states, the appur
tenance theory of special assessments has disappeared 
from the law if it ever existed. 

Levies Wit1~in Benefitea Districts in Proportiofl to 
Arbitrary Measures 

In the third type of special assessment, the concept 
of benefit, which does not enter into the theory on which 
the first two types are based, begins to emerge. In 
actual practice, it is today the domill.ant form of special 
assessments in this country for streets and sewers. In 
a numher of states existing general legislation provides 
that all properties abutting on a so-called "local im
provement "-that is, an improvement which is assumed 
in the law to confer henefits only on abutting property
may be assl'ssed for a share of all or part of the total 
costs of construction, in proportion to the frontage or 
to the area of such properties. Frequently, also, special 
legislation applicable only to the single improvement 
project named in the act provides that all properties 
lying within the boundaries of a district set up in the 
law, and including other than immediately abutting prop-
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erties, shall be assessed for construction costs in pro
portion to the dimensional criteria of street frontage or 
area, or else in proportion to the valuation~ at which the 
properties are assessed for general taxes. 

To the extent that the boundaries of the assumed ben·· 
efit districts established by legislative act conform to the 
actual districts within which the improvements confer 
benefits, special assessments of this type accomplish a 
highly desirable end. They impose the burdens involved 
in providing the new improvements on the districts 
within which the benefits. fall instead of on the city as 
a whole. For reasons that will later become apparent, 
they do not necessarily, however, distribute the burdens 
on properties lying within the district in proportion to 
benefits. 
~ a few states, special assessment laws of this char

acter have been held unconstitutional because they do 
not 'result in levies in proportion to benefits. In spite 
of frequent attacks, they have survived, however, in a 
large number of states. Among the grounds on which 
they have been sustained from time to time are the fol
lowing: (1) that the levies thereunder are not in fact 
special assessments for benefits, but rather special taxes 
imposed on a base,.and within a district, which the leg
islature had the right to establish for the purpose; 
(2) that the laws are an exercise not of the taxing power, 
but of the police power on which the first two types of 
special assessments rest; and (3) that the arbitrary 
criteria to whose use exception was taken had been 
adopted by the legislature as measures of benefit, and 
that, in the absence of express proof to the contrary, 
they are presumptively accurate indices of benefit. 

Levies in ProporliOfi to BeflejitB 

Special assessments of the fourth type-those levied 
in proportion to, and not in excess of, benefits-have come 
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to occupy the central place in popular thinking and in 
current writings on the subject. The manifest justice 
of the principle on which they rest has appealed so 
strongly to many minds that it has tended to obscure not 
only the existence of, but even the need for, the other 
types. From the standpoint of practice, on the other 
hand, a special assessment levied in harmony with this 
theory is still the rarest of all types. In its purest form, 
a benefit assessment is neither more nor less than a tax 
proportioned to the unearned increment accrning to 
properties as a result of a certain public improvement 
or public service, the rate of the tax up to 100 per cent 
of the increment being determined by the ratio between 
the publio expenditures for the purpose, and the aggre
gate of all the individual inorements resulting there
from. 

The difficulty of determining the boundaries of the 
area in which this unearned inorement will make itself 
felt, and of measuring the increment for each individual 
property within that area, accounts for the rarity with 
which the underlying principle is put into practice. These 
t.hings can be done-are in fact being done in some 
places-with reasonable accuracy. The inadequate ad
ministrative machinery provided for the purposes in 
most municipalities, however, has oompelled the officials 
oharged with the duty of apportioning benefit assess
ments to rely on e.xacUy the same dimensional basis of 
apportionment which the laws of the third type stipulate. 

In those ststee where the courts have held laws which 
provided for the use of such standards unconstitutional, 
on the ground that they led to assessments apportioned 
on the basis of costs rather than benefits, an interesting 
situation has been created. Under laws eetsbUsbing 
benefit as the sole basis for special assessments, ad
ministrative officials, of their own volition, have resorted 
to methods which it is unconstitutional for the legislature 
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to prescribe. The resulting apportionments even when 
admittedly made on the identical plan which had previ
ously been set aside, have been sustained, provided they 
were supported by a certificate from the assessing officials 
to the effect that the individual assessments were in pro
portion to, and not in excess of, benefits. 

Cost Assessments (II1Ia Benefit Assessments 
It is apparent from the foregoing analysis that the 

four distinct types of special assessments which exist 
in legal theory resolve themselves into two major classes 
from the standpoint of administration. At one extreme, 
there is the form of special levy which both in theory 
and in practice is apportioned among the property 
owners affected on the basis of mathematical functions 
of costs, such as, for example, the area or the frontage 
of the properties. At the other, there is the assessment 
in proportion to benefits. Because, however; of the lag 
between administration, on the one hand, and economic 
and legal theory, on the other, the majority of the spe
cial assessments which purport to be made in propor
tion to benefits, are in fact made in proportion to func
tions of costs. When the problems of administration 
alone are taken into account, there are therefore only 
two classes of special assessments, which for the sake 
of brevity will be referred to hereafter as cost assess
ments and benefit assessments. 

The failure to recognize the existence both in theory 
and in practice of these two classes is responsible for 
much confused thinking on the subject. In the course 
of the widely quoted decision in the Norwood-Baker case, 
for example, the Supreme Court of the United States 
said that "the principle underlying special assessments 
to meet the cost of public improvements is that the 
property upon which they are imposed is peculiarlY" 
benefited, and therefore the owners do not, in fact, pay 
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anything in excess of what they receive by reason of such 
improvements.''' The casual reader might infer from 
this quotation that the Supreme Court will sustain spe
cial assessments only when they are imposed in propor
tion to benefits. As a matter of fact, the same court 
has recognized and sustained cost assessments made with
out reference to benefits in leading cases submitted to it 
both before and since the Norwood-Baker case." 

Nevertheless, the concept of benefit has come to be 
closely associated with that of special assessments in 
the minds of the publie and of legislators. In the great 
majority of cases, equity, used in the common meaning 
of that term, demands that there should be a close con
nection between the two. The law already recognizes 
the need in many states. It remains for competent ad
ministration to make it a fact. 

Certain valid exceptions to this general statement that 
spe!lial assessments should be made on the basis of bene
fits rather than costs have already been indicated. When 
a nuisance exists which the responsible property owner 
neglects to abate, it is manifestly fair for the munici
pality which is compelled to abate the nuisance under the 
police power to charge such owner with the costs in full 
In case the nuisance extends over or in front of a group 
of properties, then the apportionment of total costs 
among them in proportion to frontage or area or any 
other valid function of costs is also fair. 

The first cause of confusion is the fact that many 
municipalities, in the absence of an administrative or
ganization competent to eetimate benefits, have attempted 
to apportion asseeaments for beneficial improvements by 
methods which are identical with those used for distrib
uting the costs of abating nuisances. An example of the 

'172 U. S. 2G8: 19 Sap. Ct. 1ST: 43 L. Ed. 4t3, alIrmiIIc Tf I'ed. 1I9l. 
UoQuiW .. Jf_ ... ' (' ....... _ (1918). VoL V. P. _ 

'901 U. 8. 9T: It!1 U. 8. ax. 
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manner in which this confused tbinking results in cost 
assessments rather than benefit assessments is the area 
plan of apportionment for storm sewers. This piau dis
tributes the entire cost of constructing the sewer over the 
properties lying within the drainage area on the basis 
of the number of square feet in each property. If the 
higher lying properties within the watershed have suf
fered no inconvenience from storm waters, they will re
ceiveno benefit whatever from the new sewer. The 
benefit accrues primarily to the lower lying properties 
which prior to the new construction work had been sub
ject to overflow with every heavy rainfall; secondarily, to 
properties both within and without the drainage area 
whose accessibility had been adversely affected from 
time to time by the presence of flood waters along such 
arterial highways as pass through the low lauds. In 
spite of the fact that a large part of the water, the re
mo~al of which the new sewer is designed to effect, 
comes from the properties in the highlands, an argument 
in support of spreading the costs over the highlands 
based on the theory that they are responsible for abating 
a nuisance created by their storm rmi-off is completely 
valid only in a few instances, and is wholly or partially . 
invalid in the great majority of instances. . It is only 
in cases where the use of impervious materials for roof
ing and paving in eongested sections have markedly in
creased the rnn-off fro~ the highlands, that the ques
tion of abating a definite nuisance enters in. Even where 
the nuisance factor is clearly present as regards the high
lands, the benefit factor is invariably present in the low
lands. hi such a case, the problem would have two sepa
rate and distinct phases-that of apportioning the eosts 
of abating a nuisance on the highlands and that of assess
ing benefits in the lowlands. It is hardly probable that 
the use of the square foot method will result, first, in an 
equitable division between the two major parts into 
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which total costs must be divided, and second, in a just 
apportionment of those two parts among the properties 
affected. 

A second frequent cause of confusion is the fact that 
the laws fail to distinguish between public works whose 
primary purpose is to abate iluisances, and those which 
confer benefits on the property served. Sewage dispo
sal plants are sometimes included among the improve
ments which confer benefits when as a matter of fact, 
their sole purpose and effect is to abate a nuisance. When 
cities are small and lie at some distance from one an
other, the nuisances created by outlets for raw sewage are 
negligible. As the cities grow and draw closer together, 
these things become distinct nuisances to small portions 
of the cities which are responsible for creating them, or 
to other cities. Such benefits as accrue from the erection 
of sewaKe disposal plants accrue to those who live in the 
vicinity of the former sewer outlets, or to the inhabitants 
of cities down stream from the city which provides the 
new facilities. Just as a private citizen cannot equitably 
call on his neighbors to reimburse him on the grounds 
that he has benefited them by the abatement of a nuisance 
for whose existence he was responsible, so a city or a por
tion of a city cannot hope to collect benefits from those 
who had been offended by noxious odors or polluted 
streams prior to the erection of the disposal plants. In 
short, those who are benefited by such plante caunot in 
justice be made to pay; those who should pay are not 
benefited. No question of benefit assessments enters 
into the financing of such plante. They are proper sub
jects for geueral or special taxation or for cost assess
ments. 

Legal Limitations on \he Vse of Special Asses'"'Hlnts 
A municipality has no right to levy special assessmente 

save to the extent, for the purposes, and in the manner 
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which the legislature has seen fit to prescribe in the en
actments by which these powers are delegated. In some 
states, furthermore, the legislature is held to have no 
general constitutional rights to authorize cities to resort 
to special assessments for any purpose. In South Caro
lina, for example, every one of the large number of spe
ciallaws conferring on specified municipalities the right 
to use. special assessments for certain purposes has been 
preceded by a constitutional amendment, limited in scope, 
which authorized the enactment of that law. In ,other 
states, the legislature is empowered to enact laws per
mitting special assessments only within narrow fields, 
as in Virginia, where the constitution has been construed 
as authorizing the use of special assessments by cities 
only for sewers, sidewalks, and alleys. 

Even in those states where broad powers of discretion 
are . .vested in the legislature, that power is exercised 
only too frequently by resort. to piecemeal legislation. 
Charter provisions vary from city to city; the laws ap
plying to one class of cities vary from those for other 
classes; and worst of all the administrative procedure 
prescribed in one city for one type of improvement may 
vary in every important detail from that for every other 
type of improvement in the same city. The existence 
of these variations among the powers conferred on 
cities of different sizes in the same state, and among 
those delegated to the same city in connection with dif
ferent types of improvement, has led a number of com
mentators to assume that they are based on fundamental 
legal or economic principles. No such principles are in 
fact invoived in the great majority of eases, the differ
ences in law being based solely on the failure of the legis
lature to see the problem as a whole. Such valid differ
ences in principles as occur in a limited number of cases 
have already been touched on in preceding sections of 
this chapter. 
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The infiuence on finance administration of these varia
tions in the law has been far reaching. It may happen 
that a city is required to levy special assessments for 
sidewalks on the basis of the actual costs of the work 
done in front of each property; for water mains on the 
basis of frontage; for sewers on the basis of area; and for 
street paving on the basis of proximity. When that con
dition exists, it frequently happens, moreover, that the 
rights and remedies of property owners as regards the 
initiation or veto of a project, or the time and method 
of payment are different for each of those improvements. 
In such cases, careful planning which is the foundation 
of adequate administration becomes practically an im
possibility whether from the standpoint of the engineer 
or of the department of finance. Each of the improve
ments listed is essential in the development of a new 
residence section, for instance. In the nature of things 
economy demands the laying of sewers and water mains 
in advance of street paving and sidewalks. Nevertheless, 
the differences in the administrative procedure pre
scribed by law for each of the four types of projects may 
operate in such a manner as to make a reversal of the 
proper order almost inescapable, to the physical incon
venience and financial detriment of the citizens con
cerned. 

Public Improtletllt',ds F'HGRCt'd by Special Assessme,"s 
Enough has been said in the preceding section to indi

cate that there is no uniformity in the legal provisions 
concerning the purposes for which special assessments 
may be employed. They vary widely from state to state, 
and quite as widely from city to city within certain of 
the states. It would be not only laborious but also to a 
large extent barren of pertinent information to attempt 
to list either by states or cities the extremely wide and 
varied objects for which special assessments maY' be 
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levied. A few examples will serve the purposes· of this 
chapter. 

Massachusetts, in a geueral law, provides simply that 
special assessments--or betterments as they are there 
termed-may be levied for any public improvement 
"whenever a limited and determinable area receives 
benefit or advantage, other than the general advantage 
to the community." 1 This provision, unfortunately, has 
been limited in its application because of the existence 
of special pr9visions in the charters of a number of 
cities. 

New Jersey achieves almost similar breadth of pur
pose in a general law which provides that special assess
ments may be employed in financing all or part of the cost 
of opening, extending, widening, grading, paving, repav
ing, curbing, recurbing, guttering and reguttering any 
street, road, avenue, alley or other public highway or 
poi·tion thereof; constructing, reconstructing, enlarging 
or extending any ·sewer or drain or any works for the 
sanitary disposal of sewage or drainage; improving or 
reimproving beaches or waterfronts, and protecting prop
erty against damage by the ocean or other waters, to
gether with the filling and grading necessary to such im
provements; deepening, widening or improving any 
waterway; installing service connections and such other 
works as may be necessary for supplying water, gas, 
light, heat, or power from "works owned by the mnnici
pality or otherwise.'" The basis of the assessments 
levied for these purposes is to be the benefit conferred. 
Sidewalks, it will be observed, are not included in the 
foregoing list. They are covered in another section of 
CIe same law which provides that a mnnicipality may 
construct, reconstruct, pave, repave, curb, recurb, im
prove and repair sidewalks "at the cost and expense of 

• M ... eb_ GoaoraJ I.e ... 1921. Chapter 80. See. 1. 
ON_I"...., I.e ... of 1917. Chapter !liz, Art. Xx. 8ee. L 
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the owner or owners of the land in front of which any 
such improvement shall be made." 1 

The New Jersey list, broad as it is, by no means covers 
the entire range of purposes for which special assess: 
ments have been used, or for which their use has been 
seriously recommended. In New York City, as well as 
in other cities of the country, both parks and playgrounds 
have been financed in whole or in part by the use of spe
cial assessments. The costs of installing ornamental 
lighting systems and high pressure fire fighting systems 

, havfl been financed by special assessments in a number 
of cities. In San Francisco, special assessments were 
levied in connection with the Twin Peaks extension of 
the municipally owned traction lines ; they are to be used 
in Detroit in building the rapid transit system; I and 
their use is being seriously considered for similal' pur
poses in New York City and Chicago. The Federal Elec
tric Railways Commission, furthermore, in 1920 recom
mended the use of special assessments for meeting the 
cost in whole or in part of extensions even to privately 
owned rapid transit systems.' 

Cvrretl' Services Financed by Special Assessmetl's 

It must not be inferred from the foregoing paragraphs, 
howe\'er, that the use of special assessments in this coun
try has been limited simply to the financing of public im
provements. Far from it. Special assessments, based 
in some cases on the police power, in others on the taxing 
power, have been used to meet current expenditures for 
the repair, maintenance, cleaning, sprinkling and oiling 
of streets, the flushing of sewers, snow removal, the cut
ting of brush and weeds on vacant lots, the upkeep of 
parks, the planting and care of shade trees along curb 
lines, moth extermination, street lighting, and the main-
".., A ... xxv. See. L 
os.. bolo ... e ........ xv • ....-1112 •. 
°ll~ of tile ...... ~e llailwQa 0.. ___ 1_ Bee. XL 
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tenance and operation of sewage and garbage disposal 
plants. In 1923, 91 of the 248 American cities with a 
population of 30,000 or over, levied special assessments 
for current expenses.' 

The opinion is quite generally held that special assess
ments should not be levied for current expenditures, aside 
from those which plainly involve reimbursements for the 
abatement of nuisances as in the case of snow removal 
froni the sidewalks in front of vacant lots or the cutting 
of weeds on vacant lots. 

Those who take this attitude overlook the fact that 
certain current services, such as street sprinkling for 
instance, confer a distinctly localized benefit on property 
in the vicinity, and that the courts in a number of states 
have sustained the legality of assessments made for that 
purpose." Similar rulings have been made, though some
what less frequently, relative to street cleaning. The 
cutrent costs involved in the maintenance and operation 
of ornamental lighting systems and high pressure fire 
fighting systems wonld seem also to confer localized spe
cial benefits in excess of the general 'benefits accruing to 
the city as a whole, and special assessments for benefits 
could logically be nsed for their support. There is no • hard and fast rule, either of a legal or an economic 
nature, which would warrant the restriction of special 
assessments solely to benefits arising from public im
provements. In fact, it may well be that the ends of an 
equitable distribution of tax burdens can best be served 
by a considerable extension of the principle of benefit 
assessments into the field of current services. 

Reimprovements and Benefit Assessments . 
The advisability of the use of special assessments has 

been called into question not alone, however, in connee-

:l Bureao of the CeD8U8, Fi ... 1IritJI 8t.ti.tie. of Cil~ •• 1923. Table 7 . 
• McQuillin. M.,icipal Corporalw" (013). VoL V. See. 203tI. 
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tion with current services, but also with regard to cer
tain types of improvements. This statement applies 
with special force to reimprovements. The practice of 
New Jersey in permitting assessments for every type of 
repaving and other reconstruction is by no means general. 
Legal provisions in a number of states, and court deci
siops in a few, expressly forbid this means of financing 
for reimprovements on the ground that no new values are 
created thereby. This objection seems to be based on an 
erroneous conception of the nature of benefits. A prop
erty may be benefited not only by the creation of new 
value but also by the maintenance of preexisting value. 
In fact, the first legally authorized use of benefit assess
ments in England seems to have been in connection with 
the construction or repair of dikes and ditches in Rom
ney Marsh which had been destroyed or damaged by the 
encroachment of the sea. Because the fiscal system of 
that period did not provide revenues sufficient for car
rying out extensive public works, the landowners bene
fited by the preservation of values contributed to the 
costs in proportion to the area of the land protected from 
inundation-a crude measure of benefit not dissimilar to 
those which are most widely used in this country today. 
There would seem to be no valid basis, therefore, either 
in l~gal precedent or in economic law, for the rigid ex
clusion of reimprovements from the operation of special 
assessments laws. 

ugoJ Limits Ott 'lte AMOUld., Levied 

In those states where the special assessments author
ized are levies for costs rather than for benefits, the limit 
place.! on the aggregate assessments for any project is 
the cost of that project or some arbitrary percentage 
thereof. The amount of the individual assessments 
against properties affected is usually governed entirely 
by the arbitrary criteria established in the law. In those 
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states where the law requires the apportionment of as-
. sessments in proportion to benefits rather than costs, in

dividual assessments are not permitted to exceed the 
benefits conferred by the improvement, and the aggregate 
assessments may not be in excess of the total costs, or in 
some cases, a specified percentage thereof. In some 
cases, further limitations on individual assessments are 
set up. In New York City, for instance, it is provided 
that the officials in charge of apportioning benefit assess
ments "Shllll in no case assess any house or lot, improved 
or unimproved lands, more than one-half the fair value 
of such house, lot, improved or unimproved lands, 
at the time of the confirmation of the assessment." 1 

The words "fair value" have been construed by the 
courts to mean the value at which the property was as
sessed for taxation on the general tax roll; or, in case the 
property in question is exempt from general taxation, 
the'n the value established by a special appraisal made 

. for the purpose of establishing the fair value. A fourth 
type of limit, based on time rather than amount, is found 
·as a rule only in charter provisions IItipulating that no 
property shall have a special assessment levied against it 
for any purpose until a specified period shall have elapsed 
after the last preceding levy against it was confirmed. 

The limits based on costs and benefits are founded on 
general concepts of equity and justice. That aggregate 
assessments based on the costs of abating nuisances 
should not exceed the costs of abatement can hardly be 
denied. That individual assessments for benefits s!tould 
not exceed the value of the benefits conferred is equally 
axiomatic. The use in combination, however, of the 
dual limits of aggregate costs and individual benefits in 
connection with beneficial improvements, may in some 
cases restrict both individual and aggregate assessments 
to amounts considerably below the benefits conferred. 

• New York CiIJ Charter, Chap. XVII. Title 2. See. 947. 
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The oonstruction of a bridge or a causeway across a 
minor watercourse may confer, on the area opened up 
for residential or other development thereby, benefits 
far in excess of the costs of the improvement in 
question, because penefits from the entire network of 
public highways previously constructed in the main part 
of the city may now flow out over the area opened up 
by the comparatively minor new oonstruction. This fact, 
that benefits may in certain cases exceed costs, has ap
parently not been taken into account in any law or in 
any judicial decision. A somewhat analogous principle 
has been invoked, however, in a Massachusetts decision 
which has been summarized by McQuillin as follows: 

Under a statute areeting a eorporation to build a railroad p ...... ger 
atation and reqlliring the eztension of atreata and widening of one to 
.oeommodate the publia in the nee of the station, benefits aaaruing to 
the land by rsason of the eonstruation of the station by the eorporation 
may bs eonsidered as well .s those derived from widening and utend· 
ing the streats, and 8uah does Dot invalidata the statute.' 

The existence in the law of the other two limits based 
on valuation or on time is directly traceable to the need 
for establishing safeguards against abuses by careless, 
incompetent, or unscrupulous officials. The construction 
of assessable improvements far in advance of any need 
for them, and the piling up of successive assessments 
on a given area for improvements undertaken largely to 
make work for political contractors have in the past 
brought about crisea in a number of cities. This was 
notably true in sections of New York and New Jersey 
in the fifteen or twenty years following the Civil War. 
The attendant financial embarrassment both of munici
pal govt'rnments and property holders led to the enact
ment of laws designed to prevent the recurrence of such 
conditions. It is an interesting fact, however, that in 

l MoQullUa. II"""",.., C_..... v.... v, p. 43S8. Buool _ 1110 
u_ 17.: 61 N. Ii. SIlT: 61 L. R. A. t-K. 
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many jurisdictions the need for such limits has not 
arisen. Under an adequate system of municipal finance 
administration coupled with the intelligent planning of 
public improvements, it is conceivable that the need for 
them would never arise. 

Legal Definiti.ons of Costs 

Definitions of costs as a limiting factor in the levy 
of special assessments vary widely from state to state 
and from city to city. At a time whe~ municipal engi
neering staffs were nonexistent or rudimentary in form, 
the amounts paid to the contractors for the construction 
of a certain public improvement constituted practically 
the sole costs. This was especially true in those sections 
of the country where the contractor was paid out of cash 
derived from assessments levied on, and collected from, 
benefited property owners in advance of the completion 
of the project; or where he received in return for his 
work liens against the benefited properties which he had 
to collect at his own expense. Legal provisions based 
on this state of affairs, in which assessable costs are 
limited to the amounts paid the contractors, still survive 
in some states. 

As a result of recent developments in special asseS8-
ment administration, however, it has become apparent 
that costs must be defined so as to include a number of 
items over and above the sums paid to contractors. 
Among the direct expenditures of the municipality which 
have come to be considered as valid additions to the 
aggregate to be levied against benefited properties are 
the following: engineering costs, inspection costs, and 
the expenses of levying the assessments and of preparing 
and selling the necessary bonds. In states where the 
work is financed by resort to temporary loans pending 
the levy of special assessments, subsequent to the com
pletion of the work, and the issuance of bonds based 



SPECIAL ASSESSMENTS 403 

thereon, interest on those loans is also ineluded in the 
aggregate of the assessable costs. In some cases, either 
by legal provision or by administrative procedure, these 
items are covered by the addition. of an arbitrary per
centage to the contract cost. This practice can hardly be 
recommended. Under a proper system of accounts, the 
exact amount of all these items can be readily ascertained 
for inclusion in the levy. 

One interesting result of the confusion which exists 
in many jurisdictions between special assessments for 
costs and special assessments for benefits is the fact that 
the cost of paving street intersections is frequently de
ducted from the aggregate costs of a street improvement 
project before the levy is made. This procedure is 
based on the fallacious assumption that· benefits as op
posed to costs can be measured by the frontage of abut
ting prop,erties. Since intersections do not abut on pri
vately owned property, the costs are assumed by the city 
at large. One has only to visualize a paving project on a 
dead-end residential street where the only benefit from 
the improvement must rest locally in order to see the 
fallacy involved in this practice. The benefit of the pav
ing to properties fronting on the street would of course 
be materially reduced if intersections were left unpaved. 
If it were possible to find some means of measuring 
differences in benefits accurately, it would no doubt be 
found that the benefits accruing from paving a street 
as a unit would exceed those from paving it by block 
fronts and leaving intersections unimproved by con
siderably mOre than the cost of paving the intersections. 

Df'finilioM 01 Bettf'fi' 
A search of existing laws for adequate definitions of 

benefit is quite as barren of results as a similar seareb 
for definitions of taxable value.1 Judicial decisions, how

's.. abo ... a.aptH XI. _1110 .. 
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ever, in some states have gone far toward establishing 
the enhancement in value of benefited properties as the 
measure of the benefit resulting from the improvement. 
A Michigan court, for instance, has held that the doc
trine of benefit assessments "is based for its final reason 
on enhancement of values." 1 A Colorado court has held 
similarly that special assessments "are upheld upon the 
theory that the special benefits inuring to the property 
assessed are equal to the burden therefor imposed"; and 
that, in order.to be valid, the improvement "must spe
cially enhance the value of the property against which 
such assessment is levied at least equal to the amount so 
assessed. " • An Alabama court has held that special 
assessments on benefited property shall not be "in excess 
of the increased value of such property by reason of the 
special benefits derived from such improvements."· 

Probably the longest strides that have yet been made 
toward establishing an economically sound basis for the 
apportionment of benefit assessments are to be found in 
a Massachusetts decision which lays down the following 
rules: 

The rules by which the amonnt at benefit conferred upon land by a 
public improvement is to be ascertained, when that question arises as 
a matter of fact, are the same as those by wbich land values are de
termined in any other connection. Tbe inquiry is, how much has 
the partieular improvement added to the fair market vaJue of !be 
property as between a willing seller and a willing buyer with referenec 
to all the uses to which it is reasonably adapted and for which it is 
plainly available, prospective as well as present, by strangera as wen 
as by the owner' Chan ... and probabilities of future use, as sufficiently 
near in time and definite in kind to be of practicable importance, enter 
into present market valne, and so far as tbey e.nhance or diminish it, 
are to be given full weight. But wbare they are so remote as to rest 
chiefly in the imagination, and do not in fad infInenee the price .. hich 

'173 Mi .... 201: 139 N. W. 69. McQuillin. JlM"ieI"..l Oorponll/OII •• 
Supplement, Vol. 8. p. 7828. 

s 55 Colo. 47ts: 136 Pae. 78. MeQuilUn. M .,.iei".r Corporalio.... Supple
ment, VoL 8, p. 7857. 

'194 Ala. 559: 69 So. 598. McQuilliu, Jinielpal C""",",lio ••• Suppl~ 
ment, Vol. 8, p. 7856. 
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oustomera would be willing to pay in a preaant sale, they ... nnot be 
the basis of a determination of benetlt or value.' 

Types of Property Subject to Special Assessment 

With reference to the types of property subject to spe
cial assessment, existing laws and charter provisions may 
be divided into three broad classes. One of these classes 
includes the comparatively few enactments which stipu
late that special assessments within a specified district 
shall be levied in proportion to the valuations at which 
the properties within that district are assessed for gen
eral taxes. A second class includes the large number of 
existing statutes and charters which speoify "real es
tate," "land and real estate," or "house, lot, improved 
or unimproved lands," as the property which shall be 
subjeoted to special assessments. The third class is com
posed of those in'which land is specifioally mentioned as 
the type of property which receives benefit, and against 
which special assessments may be levied. 

The first of these groups provides in effect for special 
taxes against land and the improvements thereon rather 
than special assessments. The remaining groups, in 
spite of differences in terminology, are practically every
where so administered that special assessments are levied 
against land alone. In short, special assessments as op
posed to special taxes, are imposed against land, whether 
the levy be a cost assessment or a benefit assessment. 

Methods of Apportioning Benefit Assessments 

It should be clear from the foregoing discussion that 
law and administrative procedure have not in all eases 
walked hand in hand with the underlying theory on which 
benefit assessments are based. In many jurisdictions, the 
methods employed by administrative officials in the ap-

• 210 II .... 1M: DO N. II:. Ii1I. M<QaiIlIB. J"~ o~ pp. 
~'!81111. 
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portionment of such assessments, whether under the man
date of the law or of their own volition, mark little or 
no advance over those employed in connection with the 
public works undertaken for the protection of Romney 
Marsh along the English Channel some seven hundred 
years ago. 

Under the practically universal dual limit established 
by law for the apportionment of benefit assessments, 
that is, the use of total cost or a percentage thereof as a 
limit on the aggregate assessments, and of benefit as the 
limit on individual assessments, the difficulties which 
arise in administration fall under three heads. The first 
of these involves decisions as to whether the benefit 
resulting from the improvement under consideration is 
purely local or whether it may extend over a considerable 
area. In the latter case, a portion of it may extend to 
the\city at large, and it may become necessary to deter
mine how much of the cost is a proper subject for general 
taxation. The next question which arises is that of es
tablishing boundaries for the area or areas of special 
benefit as distinguished from the genllral benefit. The 
final problems to be solved are those which arise in con
nection with distributing the share of total costs assigued 
to the areas of benefit among the individual properties 
lying within those areas in proportion to the benefits 
received. 

Local, District, and General Benefits 

Under existing conditions, the task of dividing the· 
total costs of a project in proportion to the benefits which 
fall on abutting properties, those which benefit non-con
tiguous properties in a larger area, and those which bene
fit the city as a whole, is a most difficult one in many 
American cities. Consequently, state legislatures have 
endeavored to solve the problem for them by resort to 
arbitrary provisions. In many states, it is assumed that 
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benefit is always local and affects abutting property only. 
In other states, the municipal governing body is given 
power to decide by resolution that a certain percentage 
of the costs of a given project, or of all projects of a 
given type, shall be borne by the city at large, the re
mainder to be assessed against abutting properties in 
proportion to benefit. The first of these methods is, 
of course, indefensible as a general proposition. Whether 
or not the seoond will give better results depends largely 
on the oharaoter of the investigation made by adminis
trative offioers as a basis for the decision of the city 
oouncil. 

It must not be assumed, however, that even the cruder 
of these plans always results in inequitable assessments. 
If the method had not given at least a rough approxima
tion to justioe in the distribution of burden in the great 
majority of oases, it is probable that the courts would 
long ago have declared it violative of constitutional safe
guards. The use of the method is generally restricted to 
what have come to be known in "the law and jn court 
decisions as local improvements, that is, improvements 
whioh confer a benefit on abutting property only. 

Examples of improvements of this type are a sanitary 
sewer and a water main extension which serve one resi
dential street only. In many oases there can be little or 
no benefit resulting from such projects which will fall 
on properties not served directly by the service laterals. 
Similarly, sidewalks and street paving along residential 

. streets with little or no through traffic, confer on abut
ting property local benefits substantially in excess of 
district or general benefits, and sufficiently large to be 
measurable. 

It is obvious, of course, that public improvements 
within these classes do not by any means cover the entire 
range of beneficial public works for which benefit assess
ments are employed. The moment a sewer, a water main. 
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or a highway along a residential street, serves as the 
basis for other laterals--the moment, to resort to a 
physiological figure, they cease to be capillaries and take 
on an arterial or venous nature-the benefits resulting 
from their construction tend to make themselves felt 
over an area considerably larger than that comprised 
within the abutting properties. In rare instances, it may 
extend to the entire municipality in which case the benefit 
is general. The existence of a district or of a general 
benefit does not, of course, preclude the existence at the 
same time of a distinct and measurable local benefit on 
abutting properties substantially in excess both of district 
benefits and of general benefits. 

This fact has been recognized in both law and ad
ministrative procedure. In Charleston, South Carolina, 
for instance, abutting properties may be assessed for the 
total cpst of sanitary sewers up to a diameter of twelve 
inches. If the situation demands the construction of a 
larger sewer along any street in order to serve as a trunk 
for other laterals, the differllnce between the actual cost 
of the sewer constructed and the estimated cost of a 
twelve inch sewer must be assumed by the city at large. 
-In New Jersey, all municipalities are permitted to divide 
the cost of trunk sewers into three parts: one to be as
sessed locally against abutting properties directly con
nected with the trunk sewer; another to be distributed 
over the district served by laterals leading into the trunk 
sewer; and a third, at the option of the goveruing body 
to be assumed in the general tax burden. 

Projects involving the widening of streets or the open
ing of new streets through built up portions of cities 
afford excellent examples of lQcal, district, and general 
benefits. -In counection with a.proposed twelve block ex
tension of Sixth Avenue on Manhattan Island, New York 
City, designed to give that thoronghfare a better south
ern outlet across the ell;isting city plan, the board of esti· 
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mate and apportionment resolved that "40 per cent of 
the entire cost and expense of these proceedings . . . 
shall be placed upon the City of New York; 40 per cent 
upon the Borough of Manhattan, and the remaining 20 
per cent upon the area of assessment." 1 The map ac
companying the resolution indicates that the area of as
sessment, irregular in shape, extends about 39 blocks 
north of the northern end of the proposed street opening; 
seventeen blocks south of the southerly end; and from 
four to eight blocks beyond the abutting properties on 
either side of it. . 

It need hardly be pointed out that street openings do 
not invariably result in general benefits so extensive aa 
those determined by the board of estimate and appor
tionment in the example just cited; or that district 
benefits do not always extend over a district ao large as 
Manhattan Island. In a proceeding for the acquisition 
of land for the opening of a new street, the same board 
adopted a resolution to the effect that lithe whole of such 
cost and expense, including the expense of the bureau of 
lItreet openings, the OO8t and expense incurred by the 
president of the Borough of Queens in the preparation 
of rule, damage and benefit mapa . . . ; and all other ex
penses and disbureements . • . shall be assessed upon 
the property deemed to be benefited thereby." The ac
companying Figure 24 is a reproduction of the official 
map of the area of benefit which was adopted in'conneo

. tion with the resolution.s 

Parks, playgrounds, and civic centers are types of pub
lic improvements which similarly confer benefits not 
alone on abutting properties but over extensive districts 
as well. Figure 25 illustrates the judgment of the gov· 
erning body of New York City as to the area against 

• Boa ... or Eoti_te _ad A"",,_ (New Yodt a~l. Jf_ ., 
Ji" ...... J ..... lQ. 111:15. pp. 1135:1 If. 

'Boa'" or IIiotimate aad A"",,-t (Nnr Yodt a~l. Jf_., 
JI_ .... Uq 1. II1:!li. pp. S300 I. 
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which benefit assessments aggregating 20 per cent of the 
total costs of acquiring a playground should be assessed 
in proportion to benefits, the remaining 80 per cent to be 
assessed in proportion to the assessed value of real estate 
in a still larger district, namely the Borough of Man
hattan.' 

FIGUBB 24. Area of JleDeftt Establiohed In New York CIt7 In a Proeeedin, 
To Open a New Street. 

The construction of new rapid transit lines or of ex
tensions to existing lines also confer local, district, and 
general benefits. The area of benefit may extend for 
some distance on either side of a new line and even far-

o Board of Estimate aad Apportionment (New Yo" CII7'. MI ... ,., of 
JI""Ii.", Ma7 29. 1925, pp. 438& '385. 
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ther beyond its terminus. Furthermore, there may be 
an area of benefit along existing lines in the heart of the 
city several miles distant from an extension which opens 
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up new trade territory. It may conceivably happen that 
this central zone of benefit will be entirely detached from 
the other zone along the new extension itself. When the 
rapid transit lines are ele\"ated ah?ve the surface of the 
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streets or carried in subways beneath them, so that sta
tions occur only at intervals of several blocks, the benefit 
will tend to be more marked in the immediate vicinity 
of the stations than elsewhere along the lines. If, fur
thermore, the lines are designed to provide both express 
and local service, the benefit in the vicinity of express 
stations will tend to be considerably higher than at local 
stations. Several studies made in New York City illus
trate these points.' 

The foregoing discussion of local, district, and general 
benefits has been illustrated largely by examples drawn 
from New York ·City. This is due in part to the fact 
that the volume and the magnitude of the problems in that 
city have compelled the development of a more complete 
administrative procedure there than in most cities; in 
part also to the fact that the material was readily avail
able in printed form. A number of other cities have 
developed similar practices, and the principles on which 
they are based have made their way into judicial deci
sions in other sections of the country. A recent decision 
by a United States Circuit Court of Appeals in a Kansas 
City case sums up these principles as follows: 

It is well settled that the cost of local improvements such 88 atreet 
grading and paving, curbing and guttering, and laying of sidewalka 
may be a"seased against the abutting property. • . • 

Over against strictly loea! public improvements, the cost of which 
may be assessed againat the adjacent property speeislly benefited 
thereby, there are public improvements of such general charlUlter that 
tha cost of making them may not be legally aBBeased upon anything leas 
than ell the property of the municipality •••• 

Between these there is a clau of public improvements tha cost of 
which, while not confined to adjacent or abutting property, may be 
&BBessed upon 80mething 1_ than the whole of the municipality because 
specin1ly benefited. • • .. 

•• Cil7 Club of New York. B .. 1di", of Ropid '1' .... ",;, LiH' ito N_ Yort 
Cil., b., A .. _on' lipon Proper'., Beot<Med. 1_; aDd R."."., of C.Uf 
Ertgt,aeer_ BOGrd 0/ B.,i",'e aM ApporliolllUn' 01 Cit, of A~ .. Tor'" 
1916. pp. 111-118. 

• 2 Federal Reporter (2nd Be .... ) 676. 
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Benefit District Boundaries 
Undcr existing administrative procedure, two types of 

problems arise in connection with the establishment of 
boundaries for the zones within which benefit assessments 
shall be levied. The first involves the definition of abut
~ing property against which purely local benefits are to 
be assessed. The second is concerned with the establish
ment of limits within which properties are to be subjected 
to district benefit assessments. As has been previously 
pointed out, many laws governing special assessments 
recognize local benefits only, and prescribe the limits 
within which benefit or cost assessments shall be made. 

Where the laws themselves contain administrative de
tails, thE} re\lr lines of abutting properties, regardless of 
the extent to which adjoining properties may vary in 
depth, are usually established as the boundaries of the 
zone of local benefit. Where discretion is vested in the 
administrative authorities, an arbitrary line lying half 
way between the street in which the improvement lies 
and the nearest parallel or approximately parallel streets 
is sometimes used in lieu of rear lot lines as the boundary 
of the zone of benefit. Figure 26 is designed to illustrate 
the wide variations between the boundaries of the zones 
of benefit which would be established in a hypothetical 
case by the two rules. The heavy solid lines running 
along the rear lot lines of the individual parcels abutting 
on Washington Street indicate the boundaries under the 
first system; the broken lines bisecting the blocks under 
the other. 

In block 106 in the figure, the zones established by the 
two lines are identical except for the fact that lot 11 is 
included in one but excluded from the other. In block 
149, in which the rear lines of lots are established by an 
old property line- which crosses the block diagonally, the 
lone boundaries established by th~ alternative methods 
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consist of two straight lines crossing one another at an 
acuts angle. In blocks 107 and 150, the lines indicating 
the zones of benefit are decidedly dissimilar in every reo 
spect. Furthermore, in case Adams Street were to be 
paved, all of lot 3 in block 107, which runs through from 
street to street, would again be included in the zone of 

. benefit if rear lot lines were taken as limiting that zone, 
while only that part of it lying north of the broken line 
would be assessable under the other system. A similar 
situation would arise with respect to lots 2, 3, 4, and 5, 
of block 150, if Jackson Lane were to be improved. 

Block 106 may be taken to illustrate what would happen 
in case Sixth and Seventh avenues were to be paved. If 
rear lot lines of abutting properties were to be taken as 
the lone boundary for benefit from Seventh Avenue, lots 
10, 11, and 12 would bear the assessment for the entire 
block front. If a line half way between Sixth and Seventh 
avenues were to be used, the assessment would be dis
tributed over lots 6, 7, 8, 9, 10, 11, 12, 13, and 14. For 
Sixth Avenue, the burden would be borne in one case by 
lots 1 and 19; in the other by lots 1, 2, 3, 4, 5, 15, 16, 17, 
18, and 19. In short, after the four streets bounding block 
106 had been paved, every lot without exception would 
have been subjected to benefit assessments for one of the 
streets and for one of the avenues under the middle line 
method. Only five of the lots on the other hand wonld 
have been assessed for both street and avenue paving 
under the rear lot line plan, the remaining fourteen lots 
being assessable only for street paving and not for ave
nue paving. 

The advantages and disadvantages of the two methods 
will be touched on more at lengfh in the section of this 
chapter dealing with the apportionment of benefit assess· 
ments among the individual properties which may rea
sonably be assumed to be benefited. 

Where the law recognises the existence of benefits 
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which do not fall on abutting or adjacent property, the 
establishment of the area of benefit is an extremely diffi
cult one. In many cases the methods employed are 
largely arbitrary, the boundaries of the benefit district 
being established at a fixed number of blocks or at a fixed 

. distance from the improvement on every side of it. Un
der present administrative procedure, probably the best 
practice which has yet been developed is that of New 
York City. It is based on a study "of the trend of 
travel, transportation lines and location of elevated or 
subway stations, as well as parks, and business centers, 
always 4aving in mind, whether or not the improvement 
will specially benefit the property lying beyond the limits 
of direct benefit." 1 

M etkods of Distributing Assessments in Proportion to 
Benefits Conferred on Individual Properties 

In the section of this chapter dealing with the types of 
special assessments, reference has already been made to 
the use of frontage and area as arbitrary measures of 
benefit. The previous chapter dealt at some length with 
the difficulties encountered by assessors in the use of 
frontage or area for purposes of valuing lands for taxa
tion.' Since these criteria have been found inadequate 
not ouly by assessors, but also by appraisers, for use in 
the comparative valuation of all but a very few classes 
of urban land; and since benefit is coming to be more and 
mort: clearly recognized by the courts as an enhancement 
in value, it must necessarily follow that frontage and area 
alone are also inadequate as measures of comparative 
benefit. The use of area in connection with sewer con-. 
stru~tion, and of frontage in connection with street pav
ing or sidewalks, may be defended for use in cost assess--

'WlIIlam c. OrmODd. A ........ '. lor Loeal I.~'. (P ..... No. 
89 p .... ated Ma, 27, 1914, before the MuDieipai Eaciaeen of the CIt7 of 
New York), Po 26. 

'See above, Chapte. Xl, p. 846. 



SPECIAL ASSESSMENTS 417 

ments. They may eve:p., in the absence of better methods, 
be defended as rough approximations to justice in bene
fit assessments. Any municipality, however, which has 
been granted a certain amount of freedom of action by 
state law and which has progressed to the point of want
ing something better than rough approximations, is justi
fied in discarding methods based simply on frontage or 
on area in the apportionment of benefit assessments. 

Those cities which "have reached this stage have re
sorted to administrative devices comparable to the depth 
ourves used in the valuation of land fQr taxes. In some 
oities, as in Denver or in the oities in the state of Wash
ington, the depth ourves have not yet evolved fully. 
Area and frontage are both given weight in the rules 
in use; but proximity which the assessors have found to 
be so important a factor ia-urban values-and therefore 
in the enhanoement of values-is still handled by the zone 
method, rather than by true depth ourves. In Seattle, 
for instance, the so-called 4-3-2-1 rule, long used by real 
estate men in New York City in the valuation of long 
and short lots, has been adapted for use in apportioning 
special assessments. Under this rule in its original form 
40 per oent of the benefit is assigned to the twenty-five 
foot zone nearest the street line; 30 per cent to the next 
twenty-five feet; 20 per cent to the third twenty-five foot 
zone; and 10 per cent to the last zone in a 100 foot lot. 
Seattle has modified it slightly in form. In Denver, a 150 
foot lot is taken as the unit depth. It is divided into six 
twenty-five foot zones to which the following percentages 
are assigned: 35, 25, 17.5, 12.5, 7.5, and 2.5 per cent re
.spectively. While rules of this type represent steps in 
the right direction, they are stilt far from adequate' for 
reasons already made clear in the previous chapter. 

The city engineer in Baker, Oregon, has developed a 
unique type of depth ourve for use in apportioning benefit 
assessments. It varies in two particulars from the 
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usual type used in the valuation of land for taxation. It 
is based on a simple arithmetical progression, and it dis
tributes value not over a unit foot of standard depth as 
in the case of the depth curves discussed in Chapter XI, 
but over the depth, whatever it may be, intervening be· 
tween the street line of the improved street and a line 
midway between that street and the nearest parallel 
street. The rule is based on three major assumptions: 
(1) that the benefit from a street improvement always 
extends to a line exactly half way between two parallel 
streets regardless.of intervening lot lines; (2) that bene
fits per front foot on opposite sides of the street are al
ways equal even though the half block zone of benefit may 
be 125 feet deep on one side of the street, and only 50 
feet deep on the other; and (3) that the benefit will ex
tend to the successive parcels lying between the street 
line and the boundary of the zone of benefit not in pro
portion to actual depth, but in proportion to the relative 
depth in comparison with the total depth of the benefit 
zone. In short, the method is primarily the old cost 
assessment method in which the total cost of paving a 
street is first apportioned to abutting property in pro
portion to frontage. Thereafter, the cost per front foot 
is distributed over the depth of. that front foot to the 
middle block line by a rnle which would impose identical 
assessments on a lot 20 feet deep on the side of the street 
with a half block depth of 50 feet, and on a 100 foot lot 
on the opposite side of the street with a half block depth 
of 250 feet. That this method will not result in trne bene
fit assessments, as benefit has been defined by certain 
state courts, goes without saying.' 

Flint, Michigan, has developed a plan for the appor
tionment of benefit assessments which more nearly ap-

I For a fuller deaeriptiOD of thd method .ee Philo H. AndenoD ... Appor
tionment of Street Improvement Co.ta at Baker. Orecon.'" E,.gi...n., 
N_R«<Wd. SepL 17. 19'25, pp. 474-471>. 



SPECIAL ASSESSMENTS 419 

proximates approved methods of land valuation. Like 
the Baker plan just discussed, it assumes that benefit ex
tends across intervening lot lines to the middle line of a 
normal block, but "if the distance to the next street or 
next probable street is greater than ordinary, the district 
may be shortened to correspond with similar districts in 
the same locality." 1 Furthermore, the percentage table 
for the distribution of benefit assessments over lots 
within the assessment district is based on a standard 
depth of fifty feet and has been worked out for rectangu
lar lots up to a depth of 500 feet. The rule has also been 
calculated for use in connection with triangular lots. In 
distributing the costs of an improvement in proportion 
to benefits, a trial assessment is first worked out for all 
the individual parcels in the area of benefit, on the as
sumption that the benefih.mounts to $1.00 per unit foot, 
fifty feet deep. The sum of these trial assessments is 
then divided into the total costs to be assessed. This 
division resul~s in a constant, which when multiplied by 
each of the individual trial assessments, yields the final 
distribution of total costs over the properties benefited 
in proportion to the estimated benefits conferred by the 
impro\·ement. This method eliminates at least two of the 
objections to the Baker plan, in that it takes into con
sideration the influence of relative depths on opposite 
sides of the street on probable benefits, and in that it 
uses a depth curve based on a fixed rather than on a 
flexible base. 

Pas'. aNd Probable Future, Trl!flds itl Developtlll!fli 01 
lIt'/hods 

The similarity between the evolution of methods of 
apportioning benefit assessments and that of valuing 
lands for taxes must by now be sufficienUy apparent to 
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the reader. In both fields, dimensional units based on 
frolltage or area are giving way to land value units which 
embody the idea that the value per square foot of a given 
parcel of urban land decreases as the distance from the 
street increases. There are, however, also certain im
portant dissimilarities in the evolution of the two con
cepts. 

In the first place, special assessments frequently 
amount to a very large percentage of the total value of 
the properties against which they are levied. Annual 
taxes, on the other hand, represent a very much smaller 
percentage of property values. The demand for ada.: 
quate systems of valuation, therefore, made itself felt 
somewhat earlier in the field of special assessments than 
in that of valuations for general taxes. In other words, 
the need for measuring enhancement in value became 
acute before cities had felt the need for developing ad
ministrative machinery and methods for measuring total 
value. This resulted in the development of special ma
chinery for the levy of special assessments not related 
in any way to the means already in· existence for the 
preparation of annual tax rolls. 

This separation of functions led, naturally, to the sec
ond important difference in the course of evolution in 
the two fields. The assessors for taxes, as was pointed 
out in the preceding chapter, were until the past two or 
three decades quite generally less concerned with prob
lems of valuation than with maintaining the status quo 
-an end which they achieved by making as few changes 
as were possible iIi the preexisting list of assessed valua
tions. When necessity compelled resort to better meth
ods, the incumbents in many tax offices were but poorly 
equipped in mathematics. They, therefore, contented 
themselves in many cases with depth curves which, from 
the standpoint of a mathematician, were little more than 
rules of thumb. The city engineers on the other hand, 
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who were drafted into service for the purpose of appor
tioning speoial assessments, were as a rule well trained in 
mathematics. When they were moved to develop uniform 
rules, they generally proceeded to formulate curves with 
definite mathematical formu1re, and rules for the assess
ment of irregular lots which are mathematically much 
more accurate than those used today in the oities which 
have developed the best methods of valuing land for gen
eral taxation. Unfortunately, the engineers have too 
often approaohed their problems from the standpoint of 
apportioning oosts on the basis of the physical character
istics of which costs were functions, rather than in pro
portion to the benefits conferred by the improvements. 
This tendency has made itself apparent in two important 
fields, even in the best special assessment systems in use 
today-in the establishDlent of boundaries for zones of 
benefits, and in tbe levy of special assessments on corners. 

A reference to Figure 26 1 will serve to make this state
ment clear. In block 149, for instance, assessments for 
Washington Street paving, under both the Flint and the 
Baker methods, would be levied against all of lots 1, 2, 
B., 4, and 5, and against a portion only of lots 6, 7, 8, 9, and 
10. In addition, the rear portions of lots 16, 17, 18, 19, 
and 20 would also be assessed for Washington Street 
paving in spite of the fact that those lots front on King 
George Street. Assessors and appraisers are in substan
tial agreement in holding that a lot derives value from 
the street or streets on which it abuts; and that no portion 
of it can derive any value from a street on which it does 
not abut. A marked increase in the value of one street 
may, however, be reflected in ~creased values in inter
secting and parallel streets. Such reflected values will 
make themselves felt in the unit values assigned to those 
streets, and will be distributed over lots affected by them 
from front to rear on the basis of a depth curve. 

'8M abo", _ U .. 
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The advocates of the middle line method contend that 
in the long run justice will be done, because when King 
George Street is paved, the rear portions of those lots 
fronting on Washington Street which were not assessed 
for paving on that street will be assessed for the King 
George improvement; and that the rear portions of 
those lots fronting on King George Street which were 
assessed for Washington Street paving will not again be 
assessed for paving on King George Street. Becaus~ 
of the workings of the depth curves, this statement is 
never quite true, but for all practical purposes it may be 
conceded that it is approximately true provided Wash
ington and King George Streets are equal in importance. 
If they are both residential streets with about the same 
general characteristics and the same volume of traffic, 
the aggregate assessments on any lot in the block for 
paving on both streets will be approximately the same 
whether the rear property lines or the middle line of the 
block are taken as the boundaries of the benefit districts. 
If, however, one street should be a through traffic busi
ness street which required asphalt paving on a concrete 
base; and if the other street were a purely residential 
street with only local traffic for which penetration mac
adam were adequate, the approximate equality between 
the two methods would no longer exist. 

In the matter of special assessments on corner prop
erties, the most comprehensive systems in use similarly 
violate rules of valuation established in other fields.' 
With reference again to Figure 26, if the prope~ in 
block 149 were to be assessed for paving on Sixth Avenue, 
the assessment on lot 1 would be based on the frontage 

. along Sixth Avenue multiplied by the figure in the per
centage table corresponding to the depth of the lot, which 
in this ease would be forty feet. In short, the total 

S For aD iDtereatiDl' anaJyaia of tbe JaWI and dl'Ci.iolUl in eertaio atate. 
relative to apecial allBelJ8D1ents 00 corner propertil'1l. IM!e Jobn 8impaollt 
M -,-eDt of Corne. 1.0 .... P.61ic WorA. J 1117. ID'.l6, pp. 22&-226. 
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assessment on lot 1 for paving on Washington Street and 
on Sixth Avenue would be the sum of the assessments 
which would be levied for each street singly. In meas
uring enhancement in value, therefore, the engineers who 
have devised these methods have resorted to methods 
based on the theory on which the Bernard rule of corner 
valuation is based.' That rule, it will be remembered, 
has prov.ed applicable only to properties located in the 
retail sections of a city, and has been somewhat modi
fied by the introduction of a supplementary depth curve 
for the calculation of side street value even for proper
ties of that type in certain cities which employ the rule. 
Special assessments, on the other hand, are levied in the 
great majority of cases in partially developed or unde
veloped residential areas, where both assessors and ap
praisers have found that corner values exceed interior 
values by amounts which require a still further modifica
tion of the Bernard rule before it can equitably be used 
in comparative valuations. Is it probable that the bene
fits to oorner properties-that is their enhancement in 
value-resulting from street improvements can be meas
ured by a rule that has proven inadequate to measure 
the total value of the corner either before or after the im
provement was made' 

It is reasonable, therefore, to assume that the next 
steps in the evolution of methods for the apportionment 
of benefit assessments will be the adoption of the rules 
of valuation which the experience of assessors and ap
praisers has proved sound." Rear lot lines, supplemented 
by the use of merge points in two frontage plots, will no 
doubt take the place of lines through the middle of • 
block as the boundary of the zone of direct benefiL Cor
ner rules hasc.l on the ehll!'acter of the neighborhood 

• s.. Fiau .. lIS, _ S6l. 
• s.. J ..... A. Za..,.rIe. _ ...... , Roel ...... A,p' ',' •• CbpW 

XXIX. for a dooeripti .... or tile ~ .... t .eeI ~ tile _taq MCi I 
Ia c.a,.Iooca Oou.tz. ow... 
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will be used for the measurement both of comer value 
and of comer enhancement. Depth curves identical in 
slope will be used both for value and for enhancement 
in value, with due allowance, in cities which use one depth 
curve for residential property and another for business 
property, for cases in which a given property is lifted 
by the improvement out of one class into a higher Class. 
Benefit will be expressed in terms of dollars increase in 
values per unit foot, as indicated by the land value map. 
These statements are already on the way to becoming 
facts rather than prophecies in such cities as Buffalo, 
for instance, where one body is responsible for making 
not only assessments for general taxation but also bene
fit assessments for local improvements. 

An accurate land value map intelligently used, further
more, will afford a much better basis for the exercise of 
judgment in fixing the boundaries of large benefit. dis
tricts than any that is in use at present. If the improve
ment on Wasbington Street were of such a nature as to 
create enhancements in value not only'on that street but 
on the streets parallel to it or crossing it, the land value 
map should give some indication of that fact. Public 
improvements which' confer benefits on an extensive area 
usually take some time to complete. Not infrequently 
the construction period proper is preceded by another 
long period devoted to discussion, agitation, or investiga
tion before the project is finally authorized. Benefits, 
consequently, may register themselves on the map gradu
ally over a cousiderable term of years, beeaus8 land 
values at any given time are based not only on present 
uses but also on probable future uses. > 

Three disturbing elements wonld enter in to affect the 
accuracy of the measurement of enhancement in value 
due to any particular improvement. The first of these 
is the difficulty of measuring land values accurately espe
cially in rapidly developing sections where speculation is 
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frequently indulged in by individuals who have no con
ception whatsoever of the factors which create and limit 
land values. The second has to do with the probable 
errors which will be involved in the attempt to arrive 
at enhancement in value by taking the difference between 
unit values at different times. If we assume, for instance, 
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that the land value map indicatee that the unit value on a 
oertain block front was $10 before the oompletion of a 
oertain project and that it was $15 thereafter; and if we 
assume furthermore that the land value units are correct 
only within limits of probable error amounting to 10 
per cent, we are confronted by this situation. The ap
parent enhancement would be $5.00, but the 10 per cent 
probable error in the land value 'units would introduce 
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limits of error into the difference indicated by a possible 
mjnjmum enhancement of $2.50 and a possible maximum 
of $7.50. The stabilization in values due to mounting tax 
rates and to the growing restrictions placed on land uses 
by zoning ordinances will no doubt serve both to reduce 
this margin of error and to establish probable maximum 
limits. both of value and of benefit for certain types of 
land in given localities. 

The third difficulty would arise because the land value 
map registers total enhancement in value, rather than 
the enhancement due to a particular improvement for' 
which benefit assessments are to be levied. This diffi· 
culty can no doubt be minimized by the better planning 
of local improvements. If all the improvements neces
sary to residential development are included in one pro
ject, that is, if 'sewer laterals, water main extensions, 
street paving, and sidewalks are consolidated into one 
project, and if the project is made to cover a district 
rather than one single street, this difficulty will tend to 
disappear. Figure 27, which represents the benefit arell 
in a proceeding for the acquisition of title to a group 
of streets. will help the reader to visualize the manner 
in which improvements by districts instead of by single 
streets will tend to simplify the problem of levying bene
fit assessments.1 

Some Importa.nt Details of Administrative Procedure 

The levy of special a8~essments, however, involves 
more than just the distribution of costs in proportion to 
benefits, to costs, or to functions of costs. Certain other 
factors affecting the constitutional rights of property 
owners, the relationship which must exist in a healthy 
democracy between a governing body and the individuals 
within its jurisdiction, the proper allocation of powers 

t Board of E.timate and Apportionment (New York CJt,). lIi".", •• , 
AI..,".,I, JUDe 5, 1925. p. 4630. 
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and duties among the units in the administrative organi
zation from the standpoints of both responsibility and 
efficiency, and a proper correlation of the improvement 
program itself with the financial calendar, must also be 
taken into account. The limits of this chapter prevent 
as full a discussion of these features as their importance 
warrants. Certain of the outstanding essentials will be 
briefly touched on below. 

Initiation of p,.ojects 
In some of the earlier laws, the right to initiate a local 

improvement project, the cost of which was to be met 
by special assessments, was vested solely in the abutting 
property owners themselves. Their initiative took the 
form of a petition signed by a majority of the property 
owners affected. Majorities were determined in a few 
cases on the basis of the number of individual property 
owners concerned, but in most cases with reference to 
the frontages of the properties abutting on the proposed 
improvement. This plan militated against a well planned 
and comprehensive improvement program on the part of 
the city authorities since it deprived them of the power 
of initiative unless they were willing and able to finance 
all or part of it out of general taxes, even though distinct 
and measurable local and district benefits would result 
therefrom. In order to obviate this difficulty, the more 
recent laws frequently provide for the initiation of a pro
ject by resolution of the governing body, subject to a 
notice of intention to all interested parties and a public
hearing. The power to veto any project-or rather, the 
power to veto the use of special assessments for the pro
ject-is frequently left in the hands of the property 
owners, who may u:ercisl' it by presenting a petition 
to that effect signed by the owners of more than 50 per 
cent of the frontage affected by the proposed local 
improvement. . 
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The notice of intention is served on property owners 
by the posting of notices at stipulated intervals along the 
line of the proposed improvement, by advertisements in 
an official or oth03r journal circulating in the community, 
or by mail. In many cases, this' notice contains simply 
a copy of the resolution of intention and an announce
ment of the date of the hearing. It is desirable that the 
notice should contain for the information of the prop
erty owner also an estimate of the probable cost of the 
project as a whole, and sufficient data to enable him to 
calculate for himself the approximate amount which will 
eventually be levied against him if the project is carried 
out. In some municipalities, officials object to the sub
mission of estimates of this character on the ground that 
if actual costs and levies should vary considerably from 
those indicated in the notice of intention, the discrep
ancy might be used as a basis for invalidating the assess
ments by judicial procedure. On the other hand, there 
can be no doubt that action of this kind will stimulate 
better planning by city officials from both the engineering 
and the financial standpoint, and that it will facilitate 
final action on assessable projects because the property 
owners directly affected and the citizens in general will 
have concrete information on which to base their judg
ment. The principle that taxpayers and citizens are en
titled to full information as to the details of the expendi
tures proposed in the general budget, together with the 
means of financing in sufficient detail to permit each 
taxpayer to estimate what his share of, the costs will be, 
is well established in modern governmental practice. 
The plan of giving those directly concerned similarly 
complete information concerning localized projects which 
are to be financed by localized revenues is merely an ex
tension of the same principle, and it is just as essential 
to intelligent action in one field of finance administration 
as in the other. 
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Physical Planning of Projects 

The physical planning of an improvement project is 
of necessity an engineering function. It has not been so 
regarded however in certain jurisdictions, the abutting 
owners themselves having been given the duties or the 
rights of passing on technical details which they were in 
no wise qualified to pass judgment on. Furthermore, 
even when the engineers alone were made responsible 
for the physical plan, they have not in all cases taken 
a broad enough view of what those responsibilities en
tailed. Their estimates have not infrequently been 
limited to quantities and unit costs for a certain type of 
improvement, without regard to the questions of whether 
the particular type selected was the one best adapted to 
the terrain or the needs of the locality. Sheet asphalt 
on a concrete base for the full width of the street between 
curb lines has been prescribed where penetration mac
adam for a much narrower width with the use of park 
spaces in the centllr of the roadway or along the curb 
lines would have been ample, or vice versa. Sewers have 
been laid down with a capacity far in advance of present 
or probable future needs, or else with a capacity so 
limited that the entire sewer became inadequate in the 
course of a few years. The blame for faulty planning 
of this kind cannot in all cases be placed on the shoulders 
of the engineers themselves, because the state or local 
legislatures have frequently prescribed in their enact
ments the exact typee of. improvements for which the 
engineer must prepare plans and specifications. In other 
cases legislative bodies have required the completion of 
plans without allowing him either the time or the funds 
necessary to the formulation of an adequate plan. 

The failure to correlate proposed improvements with 
present or probable future needs has been responsible 
for a very considerable percentage ·of the cases in which 
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property owners have been burdened with assessments 
far in excess of benefits, or in which the cities themselves 
have been plunged into financial difficulties. The grow
ing body of facts relative to public improvements which 
is being collected by engineering societies, private indus
trial concerns and state and federal agencies will soon 
make future errors of this kind almost inexcusable. Their 
occurrence will point to incompetent engineering, to 
faulty administrative organization, or to unwarranted 
interference by the legislature with administrative duties. 

It is the clear duty of the local legislative body, of 
course, to approve or reject the plans that may be pre
pared for it by the engineers. In the discharge of this 
duty, it is its right to demand of the engineer the fullest 
information possible concerning the project under dis
cllfilsion, and the manner in which it will fit into a com
prehensive plan for the district or for the city as a whole. 
If because of its location an improvement along a certain 
street mllst be planned to serve district as well as local 
needs, the recognition of that fact is essential not ouly 
to the proper evaluation of the physical plan itself, but 
also to the formulation of an equitable financial plan. 

Financial Planning 

The information essential to an adequate financial plan 
for a public improvement which is to be supported by 
benefit assessments is, in addition to the engineer's esti
mates of costs, the following: (1) the present value of the 
lands lying within the zones of direct or indirect benefit 
which will probably be created by the proposed improve
ment; (2) the probable enhancement in value (in the 
aggregate, and by values per unit foot or per standard 
lot for purposes of ready comparison) whiclfmay rea
sonably be expected to follow the improvement in the 
light of experience gained from similar improvements in 
other comparable sections of the city; (3) an estimate 
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~
f the extent to which anticipated enhancements have al
eady been taken into account in the sales on which pres

,ent values are based; (4) the character and value of the 
private improvements on land within the zone or zones 
lof benefit. If the city is zoned, information as to present 
~ses of land, and the zones of height, area, use, and den
sity of population in which the proposed improvement 
lies is also essential. 

In projects which involve the acquisition of lands for 
the widening or extending of streets or for other pur
poses, the report· of the assessors should include the 
value ~s shown on the last tax rolls of all the property 
to be taken, and estimates of the damages to remnants 
of buildings or of lots which would result from such tak
ing. The chief financial officer of the city should then 
bring together into one summary for submission to the 
city coun,cil the costs of construction as estimated by the 
engineer, the values of additional land to be taken and 
the estimates of damages submitted by the assessors, and 
an estimate of incidental costs chargeable to the project 
from his own books of account, for comparison with the 
estimates of probable benefits submitted by the assessors. 
The council and the citizens, who attend the hearing, will 
then have a fact basis on which to formulate a judg
ment as to the advisability of going on with the project 
in its original form, or of modifying it so as to bring 
estimated costs more closely into harmony with estimated 
benefits. 

This outline of a desirable plan of sdministrative pro
oedure for financial pJanning in connection with assess
able improvements must not be oonfused with a descrip
tion of prevailing practice. No one city today follows out 
all the steps in the plan outlined. Practically all of the 
'processes, however, are to be found in operation in one 
form or another as elements in existing plans in the 
small number of cities which have developed the most 
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, comprehensive systems of special assessments. The plan 
differs widely, however, from those which are required by 
law or sanctioned by the courts in the great majority of 
cities, in that it proposes that the methods and practices 
of budget making and of valuations which havc been 
tested and accepted as valid in other branches of munici
pal finance administration should be incorporated into 
special assessment procedure. 

Time of Levy 
In some cities special assessments are levied and col

lected or converted into liens against the properties sub
ject to assessment before the improvement is undertaken. 
In a poorly organized system of municipal finance this 
plan has the advantage of permitting the city to pay the 
contractor in cash, or in liens which .he can convert into 
cilsh by discounting them with the local banks. The dis
advantages, of course, are obvious. In the first place, 
the amounts levied are based on estimated costs which 
may vary widely from actual costll. Some statl! laws 
permit cities to levy supplementary assessments against 
abutting property owners in case the original levy proves 
insufficient to meet the costs, or to make rebates in case 
it proves to be too large. In other states, no legal remedy 
is provided for correcting a situation of this type, and 
the original assessments stand unless the property 
owners affected succeed in having them set aside by the 
courts. In the second place, when a contractol" knows 
that 'he is to be paid in liens instead of in cash, he must 
inevitably take the costs of, and losses in, collections into 
consideration in :fixing the amount of his bid. .When a 
city collects its own special assessments or enforces liens 
based on uncollected levies, it can ntilize the machinery 
already in existence for the collection of general tues. 
This procedure entails little, if any, addition to the nor
mal costs of administration. Under a tu sale procedure 
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such as that provided in the state of New Jersey,1 the 
losses due to uncollectible assessments should be negli
gible, except in those instances where the economic fac
tors underlying present values and enhancements in 
values were grossly misjudged in the financial plan. For 
the contractor, or the banker to whom he assigns the 
liens, on the other hand, both the costs of collection and 
the losses due to uncollectible assessments may amount 
to considerable sums, which must be provided for in the 
levies which ultimately prove collectible if the contractor 
or his assigns are to be saved from loss. 

Several plans have been adopted in order to eliminate 
some or all of the disadvantages of the procedures just 
outlined. One of the earliest involved the creation of a 
revolving fund on which the city would draw to pay the 
contractor during the course of construction. The fund 
would then be reimbursed by the proceeds of assessments 
levied after the completion of the project. This plan is 
in successful operation in several cities, including New 
York City. In some of the smaller cities, however, it bas 
not been found feasible to follow this plan beoause of the 
dilliculty of finding means for the establishment of the 
revolving fund. Tax limits or publio opposition to higher 
taxes, on the one hand, and rigid debt limits on the other, 
close the only avenues through which the sums necessary 
for the creation of such funds can be obtained. The ad
ministration of a revolving fund, furthermore, raises 
problems analogous to certain of those which have fre
quently arisen in connection with sinking funds. 

The most feasible and least objectionable plan, where 
the state law permits, is one permitting the use of tempo
rary loans for the financing of local improvements. These 
loans are paid off plus interest during the period of con
struction, out of the collection of special assessments 
leried after the oomplt\tion of the project, or out of the 

• So. abo" _ !Il9. 
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proceeds of improvement bonds based on deferred in
stallments of such assessments. 

Although it is difficult to lay down hard and fast rules 
governing the time when special assessments should be 
levied, it may be stated as a general proposition that for 
minor improvements which can be completed within the 
course of one season, the most desirable course from the 
standpoint of ease and accuracy of administration is the 
levy of assessments after the improvement has been com
pleted and after all the items entering into the cost have 
been determined with exactness. In the case of major 
improvements, such as the construction of subways, for 
instance, it may be more desirable to levy assessments 
in advance, subject to later supplementary assessments, 
and to collect them in installments as the work proceeds. 
Such a procedure would undoubtedly result in economies 
because it would eliminate the necessity for compounding 
the semiannual interest payments on money borrowed 
for the construction work over a considerable period of 
years. ,In the case of an improvem,ent requiring seven 
years to build, the interest at 4 per cent per annum pay
able semiannually on equal sums borrowed annually to 
pay construction costs would compound to about 14 per 
cent of the actual sums paid for construction, and would 
increase the costs to be assessed against benefited prop
erty by that amount. Under circumstances of that kind, 
the savings to property owners resulting from the col
lection of annual installments during the course of con
struction would probably outweigh any disadvantages 
inherent in the method. 

Confirmation of Assessm/l1lts 

In the great majority of jurisdictions, the confirmation 
of assessments is a legislative function; in a few, a judi
cial function. Under both plans, an assessment roll i.e 
prepared by a permanent adminlstrative agency of the 
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city, or by a commission appointed for the purpose, 
which avails itself as a rule of the services of full time 
municipal employees. This roll contains the names of 
the property owners affected, descriptions of the prop
erties against which assessments are levied, the amounts 
levied against the individual properties, and is usually 
accompanied by a map indicating the location of the 
improvement and the location and dimensions of the 
properties affected. In some cities, New York City for 
example, the confirmation of assessments for improve
ments in existing highways is a legislative function; 
that for improvements involving the acquisition of land 
is delegated to the courts. With few exceptions, the laws 
provide or the courts hold that property owners are enti
tled to notice before confirmation, to an opportunity to 
in~ pect the rolls, and to a public hearing. In some cases, 
the only appeal from an assessment once it has been 
confirmed is to the courts; in other jurisdictions, a 
prompt and inexpensive administrative review after con
firmation is provided similar to that discussed in the 
preceding chapter in connection with assessments for 
general taxes. 

CoUectiOtt of AssesStl&ett's 
Except in the cases already referred to above, in 

which the contractor is made responsible for the 
collection of special assessments, the amounts levied 
against property owners for improvements or services 
are collected as other municipal charges are. Where the 
movement for efficient finance administration has made 
itself felt, the same officials who collect taxes and other 
municipal charges also collect special assesamenta, and 
enforce the liens based thereon in case of delinquency.· 

• A 1liiie. __ of tWa ph .. of tM p_ .....- wiD ........ 
• bo.. I" CIoapWr x deoIiIIc wid> -.:J _. c. See Ai' -.'q --.. 
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Because of the fact, however, that special assessments 
frequently represent heavy levies in proportion to the 
value of the properties against which they are assessed, 
the property owners are as a rule given the choice of 
paying in full or in installments over a period of years. 

In some eases, the general law or the charter specifies 
the number of annual installments in which the payer 
may elect to pay. For street and sewer improvements, 
tne number is frequently fixed at ten; for sidewalks, a 
common term is three. In a few states, the local govern
ing body is allowed to establish the number of install
ments at any number less than the maximum established 
by general law. In short, a property owner subject to 
special assessment may present himself at the office of 
the official charged with collection on or before the date 
on\which the assessments are payable, and pay the entire 
sum, or one installment of that sum plus interest for one 
year on all deferred payments. The rate of interest on 
deferred payments is established in some cases by state 
law; in others a maximum is established in that law, and 
the local legislative body is allowed discretion in fixing 
rates within that maximum. In many eases, the max
imum is fixed at a point somewhat above the maximum 
rate at which municipal bonds may -be' sold, and there 
is a general tendency on the part of municipal officials 
to impose this maximum, on the grounds that the excess 
of the rate imposed over the going rate is necessary to 
pay costs of administration. In many cases, the differ
ence is far greater than would be justified even on these 
grounds. 

Special Assessment Bonds 

When all or part of the property owners affected elect 
to pay their special assessments in installments, a munic
ipality is given the privilege of issuing bonds to an
amount equal to the aggregate deferred payments rep-
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resented by liens against benefited property. The gen
eral standards governing bonds of this type are the same 
as those discussed in the chapter dealing with debt 
administration.1 There are, however, certain factors 
involved in special assessment bonds which deserve 
emphasis at this point. 

Under the special assessment laws in force in certain 
states bonds of this type are supported solely by the 
liens based on the deferred installments. The city under
takes to act as agent for the bondholders in the enforce
ment of those liens, but does not guarantee their collec
tion. In case of default by the property owners subject 
to the liens, the bondholders suffer the loss. As a result 
of the added risk entailed in the purchase of bonds of 
this type, they frequently carry an interest rate from 
1% to 2 per cent in excess of the going rate for other 
municipals. Defaults on bonds of this nature, further-
more, are frequent. . 

In order to obviate this injustice to bondholdere, and 
to reduce the interest costs necessary on deferred in
stallments, many laws now require that a municipality 
must supplement the security offered by special assess
ment liens, by pledging its full faith and credit to the 
payment of principal and interest to the holdere of spe
cial assessment bonds. A procedure such as this puts 
municipal officials on their guard against overestimating 
the security afforded by special assessment liens, and at 
the same time reduces interest rates for such bonds to 
the normal rate for other municipals. 

Another point in the administration of special asseea
ment bonds deserves more study than it has yet received. 
Deferred installments are as a rule equal in amount as 
regards principal, but the annual interest requirements 
on future installments are naturally heavier at the be
ginning of the series. If II to~ special assessment 

• See below, (lUptet XIV. 
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against one property owner amounts to $1,000, and he 
elects to pay in ten equal annual installments of $100 
each with interest at 7 per cent per annum, his interest 
payments will range from $63.00 in the first year to 
$7.00 in the last year. This somewhat onerous distribu
tion of burden is made necessary because the bonds as 
a rule are issued in the form of straight serials. If a 
serial annuity type of special assessment bond were sub
stituted, that is, a type in which the annual payments 
for principal and interest combined were reduced to 
equality, it would 1!e possible to equalize also the annual 
burdens on property owners.1 

The Future of Special Assessment Procedure 
On the whole, special assessment procedure has not yet 

developed sufficiently to indicate clearly the lines which 
future growth will follow. 

So far as underlying principles are concerned, and 
leaving out of consideration the accidental and more or 
less temporary variations in legal provisions from state 
to state and from city to city, special assessments may 
equitably be employed in the financing of public improve
ments and public services, (1) whenever the work per
formed involves the abatement of a .nuisance for which 
an ascertainable individual or group of individuals may 
justly be held responsible; and (2) "whenever"-in the 
words of the Massachusetts law-" a limited and deter
minable area receives benefit or advantage" other than 
the general advantage to the community, from a public 
improvement" or from a public service. 

The many points of contact, between the economic, 
legal and administrative principles on which both spe
cial assessments and general property taxes are based, 
make it reasonable to assume, furthermore, that specia~ 

to AldeD H. Little., '"The IlJiaoi. Spe-ciat A II ent r._:' Illi,.oit .u.nia 

cipol B"';"ID. Noy,Dee .• 1924, pp. 120 If. 
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assessment prooedure will develop in a manner olosely 
parallel to, if not identical with, that which general tax 
procedure has followed. In other words, it is probable 
that speoial assessment rolls in the future will oome more 
and more to be prepared by permanent administrative 
offioials of the oity, preferably those charged with the 
preparation also of general tax rolls; that the rolls will 
be oonfirmed by the munioipallegislative body after due 
notioe and publio hearing; that individuals will be granted 
the right to appeal on the basis of facts from their assess
ments to an administrative body established for the pur
pose, whioh may well be the same body exeroising similar 
funotions in oonneotion with general taxes; and that oourt 
aotion may be invoked only on questions involving law, 
and after all other remedies have been exhausted. 



CHAPTER XIII 

MISCELLANEOUS CITY REVENUES 

WHILE there are literally hundreds of sources from 
which city governments receive miscellaneous revenues, 
this heterogeneous group yields in the aggregate less 
than one-fifth of the total revenues of municipalities with 
a population of over thirty thousand.' In fact, the mis
cellaneous revenues which are directly administered by 
the municipal authorities constitute only one-eighth of 
the total revenues of such city governments.' Never
theless, because of their great multiplicity, miscellaneous 
revenues have proved a tempting field for the ubiquitous 
seekers after new sources of municipal revenue, and much 
time has been spent on them which might have been 
devoted more profitably to better administration of the 
major sources. A:D.y attempt to recast for present day 
use the great number of survivals from the Middle Ages 
among the existing miscellaneous revenues must inev
itably result in the creation of petty nuisance taxes whose 
ease of evasion is notorious, and whose direct and indi-

• General property _ ... which form the baokhoDe of Allleri ..... municipal 
revenue. with an aggregate 7ield of 64.5 per eeu.t of the total iD 1923. have 
beeD diaeuaeed at length above in Chapter XI; the eamiDl'8 of city owned 
utilities, which 7ield in the aRftgate 10.5 per ftut of the total, are di. 
coued below in Chapter XV: revenuee from apecial 1lIIIIe88IDeDt.. wbich 
amount to 5.7 per cent of the total, are treated abon in Chapter XII. Tbe 
remainder. or 19.4 per cent of the total. ma~ be grouped under mJ.eeUaneoua 
"venuee. See Bureau of the <;en81l8, FitIGftCiar 8"";"'," 0/ CiliA. 1923. 

II MilJCellaneoua cit,. revenue. wbleb are admJaiatered b, the lltate or ('ODDt, 
covernmeats amount to 6.8 per eent. Tbia leave. 12.6 per cent. which are 
.dmiDiatered directJ,. b:r the city P'f'emmeatL The latter .mOUBt .. made 
np .. follow.: poll tax..., 0.2 per eent; bullion. and DOD-buiDetil Jiee .... 
:U per eeDt; 6 .... IUId fort.llo, 0.8 per eeot; ...... Iop of ceo ... 1 ......... 
mentl, 2.8 pel' eent; hil'bwaJ' pririlece.. 1.2 ~I' eil'Dt; ftDt. 1 pel' eeDt: 
interest. 3 per eent; penaiOD' MUm, 0.8 pel' ent: donadoaa. 0.1 
per _to . 
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rect costs of administration are oftentimes out of all 
proportion to the total yields. 

It is not possible in a single chapter to discuss in detail 
the numerous miscellaneous revenues known in Amer
ican cities. The emphasis in this chapter is, therefore, 
placed on those revenues which present administrative 
problems to many municipal officials. Special attention 
is also given to those sources which should be more 
widely known and utilized by city governments. 

State Administered Municipal Revenues 

The . revenues derived by cities from special taxes on 
banks, street railways, and other corporations, and on 
incomes, inheritances and mortgages constituted 2.3 per 
cent of all municipal revenues in 1923. Taxes of thia 
type areas a rule levied and collected by state govern
ments-in a few instances, by county governments as 
agents of the stats-and all or part of the yield is appor
tioned tt> municipalities. City revenues from income 
taxes are found only in New York, Massachusetts, and 
Wisconsin; from inheritance taxes in Ohio, Illinois, Wis
consin, Minnesota, and Virginia; on mortgages, in New 
York, Michigan and Minnesota i and from special taxes 
on various types of corporations in four New England 
states, and in New York, New Jersey, Maryland, and 
North Carolina. With a few minor exceptions, municipal 
officials play no part in the levy, assessment, or collection 
of revenues of thia class, beyond ascertaining that the 
apportionment has been made in accordance with the 
terms of the law by the state .. dministrative officials 
charged with the duty of distri~uting the proceeds. 

Subventions 

In addition to the state administered taxes on speciJied 
sources listed above, whose yield is allocated by state 
law in whole or in part to municipalities, practically all 
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states grant aid to local governments for the support 
of certain functions. In a few states, the counties also 
grant aid to municipalities out of their general funds. 
This source yields 4.5 per cent of all municipal revenues, 
about nine-tenths of it being for the support of education. 
Here again, tlie administration of the revenues presents 
no problems to the municipal official. The state, out of 
its own revenues, grants aid in such amounts as the leg
islature has prescribed in "its general enactments. The 
provisions of the law may be unwise or unjust, but the 
city as such has no voice in the matter. 

Poll Taxes 

Poll taxes are discussed here not because of their im
portance as a source of municipal revenue, but because 
of ,their widespread use and of the problems of admin
istration which they present. In 1923, they yielded less 
than a fifth of 1 per cent of all municipal revenues, but 
about four out of every ten cities derived something 
from that source. 

In some states, the poll tax survives purely as a source 
of revenue. In other states, where the possession of a 
poll tax receipt, or of a series of receipts for poll taxes 
levied in successive years, is made a prereqnisite to 
voting, its primary purpose has been the disfranchise
ment of certain elements of the population. In a few 
states, where the industrial development has tended to 
concentrate both taxable property and political power 
in a few hands, it is used as a device for shifting a part 
of the municipal tax burdens from the property owning 
class -to the nonpropertY owning or laboring classes, 
the latter often being predominantly of alien stocks. 

The type of administration varies, of course, with the 
true purpose of the tax. Where the poll tax is used as a, 
means of limiting the number of electors, efficient admin
istration from the revenue standpoint defeats that pur-
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pose. Consequently, the dominan't political organization 
practically guides the tax administration, with a view 
to maintaining its own electoral supremacy. This usually 
means limited receipts from poll taxes. Where the pur
pose of the poll tax is tho extraction of as much revenue 
as possible from alien laborers, the simplest and most 
inexpensive plan is to appoint the paymasters of large 
industrial concerns as deputy assessors and collectors. 
If the purpose of the tax is primarily revenue, as in 
Massachusetts, it becomes necessary to have the asses
sors expedite the completion of a separate poll tax roll 
by a house to house canvass as soon as possible after 
the legal taxing date, and to proceed at once to a vigorous 
and relatively expensive campaign of oollection from all 
nonproperty owners listed. 

Because of the fact that both propertied and non
propertied polls are carried on the same rolls, because 
the same assessors prepare both property and poll tax 
rolls, and because the expense of collection arises chiefly 
in connection with nonpropertied polls, figures on costs 
of administration are diflicult to compile and frequently 
misleading. Estimates based on a careful analysis of 
records in the city of Newark, New Jersey, in 1918, indi
cated that seventeen cents of every dollar of poll tax 
collected were expended in administering the tax. Even 
that estimate does not show how much of the poll taxes 
collected from individuals who would not be reached by 
other direct taxes is consumed by the additional expense 
over and above that of property tax administration. If 
allowance is made for this, it is probable that the tax on 
polls in many cities produces no net revenues over and 
above the costs of administration. 

Local ~axea Oil Businesses and Occupati.ona 

With the exeeption of eertain subventions which are 
paid to cities by state governments out of the proceeds 
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of trust funds, the miscellaneous revenues touched on 
above are derived directly or indirectly from taxes. We 
come now to a class of revenues which, at one end of the 
scale, are clearly taxes imposed on businesses and occu
pations for the primary purpose of obtaining revenue; 
and which, at the other end, are charges against certain 
businesses and occupations proportioned more or less 
accurately to the costs of regulating them in the interest 
of public welfare. 

Because of the fact that the taxes of this character and 
the regulatory charges shade into one another just as 
white and black may be combined into an infinite variety 
of grays, a number of eminent authorities on public 
finance hold that no logical line of demarcation exists 
between revenues which are collected under the taxing 
power and those which accrue as by-products of the 
pollce power.1 The courts, however, still emphasize the 
distinction, and from a legal standpoint, municipal offi
cials must keep clearly in mind with reference both to 
the enactment and to the admin~stration of local 
ordinances, the exact powers they are exercising.' 

When the primary purpose or the legal basis of an 
ordinance is regulation, as in the case of police control 
over professions, occupations, or activities which involve 
hazards to public safety or welfare, care must be taken 
to keep financial considerations subservient to that pri
mary purpose. In southern cities, where every conceiv
able variety of occupation and business is subjected to 
a so-called license tax imposed for revenue only, it fre
quently happens that individuals who are entirely un
qualified by training, experience, or character to engage 
in certain professions, obtain the requisite license upon 
thll payment of a stipulated sum to a tax collector in the 
city hall The prominent display of this license in the 

" See Ill. R. A l'Jelil1DflD, B ••• ", ttl Tucdio" (1925 eel.). pp. 402.ft. 
• Abercleen-FroDldin Coal Compau1 ~._ Cil), of Chl_o. loU N_ E_ 613 

(1925)_ 
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holder's place of business helps to deceive the public 
as to his proper qualifications, and imposes obstacles in 
the way of highly desirable regulation under the police 
power. Under the latter power, a license would be issued 
only after due examination and registration. The charge 
to cover the oosts of administration, if made at all, would 
be the minor and not the major feature of the operation. 

For Purposes of Regulation 

The businesses and occupations generally licensed or 
taxed in the cities where regulation is the purpose are: 
auctioneers, peddlers, junk dealers, pawnbrokers, sec
ond-hand dealers, employment agencies, dealers in in
flammables and explosives, commercial recreation (such 
as bowling alleys, pool rooms, circuses and side shows, 
athletio and ball parks, theatres, dance halls, and soft 
drink parlors), dealers in food (such as bakers, butchers, 
dairymen, icemen, and restaurant keepers), builders and 
plumbers, electricians, wreckers, signposters, etc. 

This does not pretend to be a complete list. It shows 
merely the various kinds of Jicenses and license taxes 
which have been used for regulative purposes. Up until 
the last few years the rates levied under these license 
taxes were generally quite low, and were uniform for a 
given oooupation. For example, every ice dealer might 
be charged one dollar and required to attach a license 
plate bearing his number on the entrance to his place of 
business. In the last ten years, however, rates have 
been inoreased and graduated so that the large business 
would pay more than the small business. For example, 
each ice dealer might be charged on the besis of the 
number of wagons or handcarts which he operates or 
upon the number of tons of ice handled. Pool rooms are 
now commonly taxed on the basis of the number of tables; 
and theatres, restaurants, and hall parks on their seating 
capacity. 
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For Revenue Purposes 
The second kind of business or occupation tax is clearly 

for revenue purposes. Such tax is generaIly levied by 
an omnibus bilI in which every profession, business, occu
pation, or gainful activity is cited in itli appropriate 
alphabetical order with the exception of government 
employees, ministers, priests, wives, and domestic ser
vants. The occupational licenses for Little Rock, Arkan
sas, for example, run from adding machine agents, adver~ 
tising concerns, architects, and attorneys to watermelon 
dealers, welding companies, wood yards, and yeast con
cerns. In Cincinnati, Ohio, the list runs from abstractors. 
to watchmen and includes practicaIly every business, 
industry, trade or profession which can be found in the 
UII;ited States census of occupations or in the classified 
telephone directory. 

Fizing Rates 

How high the rates should be, no one knows. Wherever 
the costs of regulation can be estimated, as with theatres, 
circuses, and baIl parks, this should be taken into account 
in determining the license rate. But in most cases it is 
impossible even to make estimates. .In such cases it is 
customary to raise the rate slightly from time to time 
and to make comparisons with other cities which have 
higher rates. Clearly this is unsatisfactory. The study 
of what other cities are doing is always worth while 
because of the suggestions which it offers, but each city 
must realize that its own conditions must govern in local 
matters of this sort. Probably the best thfug that a city 
can do if the license rates are to be overhauled ls, first, 
to· make a complete study of the existing licenses, includ
ing those paid by its residents to the county and the state; 
second, to prepare a list of businesses and occupations 
which require regulation by the city; third, to pick out 
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the businesses and occupations for which the costs of 
. regulation can be estimated, and determine the appro
priate rates, making proper classification where the top 
and bottom of any group are far apart; and fourth, to 
arrange the remaining businesses and occupations in a 
list with the most troublesome and exacting from the 
standpoint of regulation at the top, and the least unusual 
or difficult at the bottom, and the others scattered along 
in between. The ability of the different businesses and 
oocupations to pay must be given some consideration 
even when the purpose of the license tax is primarily 
. regulation. It will be found that many of the present 
lioenses are clearly absurd when oompared with such a 
list. The final step is then to determine upon the appro
priate rates and classes in accordanoe with the ranking 
assigned in the list. 

Where the purpose of the tax is revenue, some effort 
is usually made to make the tax small for the small busi
ness or the humble professional man, and heavier for 
those better able to pay. Under the Cinoinnati ordinance, 
in the case of merchants and manufacturers, this is done 
by having a fiat charge of eight to ten dollars with an 
additional levy of one to two dollare per employee. In 
Little Rook, the rate for merchants is from $5 to $1,500 
on the basis of average stock,l newspapers are placed in 
nine groups on the basis of frequency of issue and cir
oulation, and ice cream manufacturers pay in proportion 
to the gallons manufactured. Even the attorneys are 
placed in two classes, those having practiced five years 
or less paying $15, and those having practiced more than 
five years $25. These are cited as illustrations. It would 
be impossible to cite all of the different kinds of classi
fications which are DOW being nsed in the varions cities. 
The important thing to be Doted is that the effort is 
being made through classification to place a heavier 

• nIo otad: ill aIoD __ .. .... " ~. 
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burden upon those who are able to pay, and that the 
classification is usually based upon something which can 
be easily counted or measured. 

The work of classification has been badly done in most 
cities. If the taxes are low, this is not important, but 
if they are to produce substantial revenues, then real 
injustice can be done through poor classification. The 
number of years of law practice, the number of em
ployees, the gallons of molasses stored, the number of 
theatre seats, are at the best very rough measures of 
ability to pay. They are used because they are easy to 
get at. More accurate measures are net income, gross 
income and rental value of offices and stores with proper 
classification. But these require more red tape and 
record keeping. 

Where the effort to introduce graded rates is made, 
there are two methods that can be followed. The simplest 
form is that which provides for progression by large 
classes. This system is illustrated by the Little Rock 
tax on plumbers which provides that Il plumber with less 
than five journeymen shall pay $25 while the plumber 
with five to nine journeymen shall pay $50. This type 
of progression is hard on the plumber who comes just 
over the class line, for example, the man with four jour
neymen pays $25 while the man with one more journey
man must pay $50, or twice the tax. Such a 'system of 
grading also encourages evasion. This is especially true 
when it is applied to things that are easier to forget than 
the number of employees, for example, where cotton 
brokers are classed by the number of bales, or physicians 
by the gross income received. In Charleston, South 
Carolina, 116 lawyers, physicians, dentists and chemists 
took out licenses for 1921. Of these only thirty classed 
themselves as receiving incomes (1920) of $2,000 or more, 
and one-third were classed as receiving less than $500. 

The second type of gradation is by small classes. If 
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applied to the plumbers cited above, it would be as fol
lows: eaoh 'plumber $25 plus $5 for eaoh journeyman 
employed over four. The olasses in this gradation 
change for the addition of each employee. The small 
class system is not so easy to enforce as the large class' 
system, but it is fairer to the taxpayers just above the 

, class line and is therefore preferable where the business 
tax is heavy. 

Should the business license taxes be made progressive 
like federal and state inoome and inheritanoe taxes' 
That is, should the big ooal dealer be asked to pay more 
per ton or per gross sales than the small dealer' In 
some oities this is being done. In other oities the ordi
nanoes work just the other way, and the big dealer is 
paying less' in proportion than the small dealer. In 
some oases, the dealers in the middle group pay high 
rates and those at the top and bottom get off more easily. 
This is no doubt unintentional and comes from a failure 
to understand the proper drafting of olasses and rates. 
It seems reasonable on this matter to follow the sugges
tions of the model tax plan of the National Tax Associa
tion whioh proposes that taxes on business and property 
shall not be progressive though taxes on income may be.1 

Stale Taus Preferable 
Omnibus business and OOQupationallicenses and taxes 

have been developed primarily in the southern states. 
In recent years, however, under the pressure for funds 
thoy have been introduced in other partS 'Qf the country 
especially where the state tax system has failed to keep 
paee with the needs of the oities. The eareful studies 
whioh have been made of the operation of these taxes in 
a number of oities indieate rather clearly that such taxes 
are not satisfaetory exeept as emergeney measures. It 
is far better for the state to ehange its tax system so as 

• Pro", fi_ e/ ... N ........ ,... A_ .... 1919" Po t28.. 



450 MUNICIPAL FINANCE 

to reach occupationlf and businesses and then to return 
all or part of the revenue collected to the localities. In 
the case of the genuine regulatory licenses, the situation 
is different. 

Departmental Revenues 

In addition to the major public services which munici
palities sometimes supply to their citizens, such as trans
portation facilities, electricity, gas and water, there are 
a number of minor activities administered by the general 
municipal departments from which revenues are derived. 
The exact line of demarcation between these revenues 
and those included in other classes is sometimes. difficult 
to establish. 

The outstanding characteristic of the departmental 
earnings, like the earnings of public utilities, is that they 
accrne as the resujt of payments made to the city in 
return for services rendered or commodities sold by the 
city. Unlike the services rendered and the commodities 
sold by public utilities, however, most of which can be, 
and frequently are, furnished by private enterprises, 
certain of the services which fall under the heading of 
departmental earnings are rendered only by govern
ments. Examples of this group include the recording of 
private documents and instruments in the public records, 
and the issuance of certificates of proper registration 
or the certification of transcripts of such records; the 
('xsmination and certification of applicants for entry into 
certain occupations whose indiscriminate exercise may 
involve hazards to the public at large; the inspection 
of structures, fixtures and apparatus in which defects 
may affect the safety, health or welfare of the publie; 
and the provision of permanent or intermittent police 
and fire patrols on private property. 

Other services belonging to this class are not in 
themselves distinctively functions ·of government. They 
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include, at one extreme, services often performed by 
citizens or their agents for themselves, but in which uni
form standards are so essential or so desirable from the 
standpoint of the public weal, that there is a growing 
movement for the exercise of the functions by govern
ment; at the other extreme, are certain services in which 
no dispute hall arisen concerning the right of the citizen 
to choose between patronizing branches of government 
or private agencies. As examples, may be cited the clos
ing of street openings which have been.made for sewer 
or water connections; the removal of snow from side
walks, or the planting of shade trees along the curb; 
the chemical analysis, for private individuals, of water, 
milk or food products; the instruction in educational 
institutions of students who, because of age or residence, 
are not entitled under the law to free instruction; the 
maintenance in publicly supported institutions of other 
than public charges; and the circulation of books and 
periodicals through pu~)lic libraries. 

Revenues which accrue under this heading from sales 
of commodities rather than from sales of services are 
as a rule restricted to a comparatively small number of 
classes. Among these are the sales of official publica
tions-official periodicals, official directories, codes of 
ordinances, reports of departments, land value maps, 
lists of taxpayers, etc.; sales of antitoxins, vaccines, etc., 
by the health department; sales of waste materials which 
come into the possession of the city through its activities 
in collecting domestic and industrial wastes, or. of by
products resulting from the reduction of lie wage and 
garbage; and the sale of discarded or surplus blaterials 
which have come into the possession of the city in the 
normal discharge of its purely governmental functions, 
and "'hich because of wear and tear or of changes in 
methods are no longer adequate for the uses to which 
they had been, or were to be, put. 
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Manifestly, for a group of revenues so varied in char
acter as these, it is difficult to formulate any rules of 
administration which will be generally applicable. The 
activities of government as a result of which the revenues 
arise are often so important in themselves from the 
standpoint of the public welfare, and on the whole in
volve expenditures so much in excess of the revenues 
that can possibly be derived from these minor sources 
that the administration of the revenues themselves must 
be subordinated to larger questions of public policy. It 
is a matter of much greater importance that the patrons 
of a theatre should be protected against hazards due to 
fire or panic, than that the owner of that theatre should 
pay to the city the comparatively small part of the fire 
department's payroll attributable to the stationing of a 
fireman in the theatre during all performances. The 
distribution and administration of vaccines or antitoxins 
for the prE'vention of contagious diseases may outweigh 
immeasurably from the standpoint of public health the 
relatively minor question of the charge to be made in 
return therefor. The practice of having municipal em
ployees repair highway surfaces that have been injured 
by unavoidable openings by abutters may yield such 
large returns to the general public in the safety and 
comfort of highway users, and to the taxpayers in the 
prolonged life of the pavements as a whole, that the 
question of reimbursement becomes one of comparatively 
minor significance. 

On the other hand, certain of these services confer a 
distinct benefit on certain individuals. This benefit, how
ever, is difficult to measure. In some cases, it is difficult 
also to measure the exact cost of rendering the service 
to such an individual without setting up a set of cost 
accounts so detailed and involved that their maintenance 
would in itself increase the total cost of the operations 
out of all proportion to the primary costs. In such cases, 
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the most economical and practical procedure is to set up 
a schedule of charges against the individuals served 
which will yield in the aggregate about the total cost of 
rendering such services. 

Highway Privileges 
Highway privileges may be classified in a number of 

different ways, all of which are significant, and none of 
which alone brings out all the necessary distinctions. 
As in the case of classifications in other fields, no exact 
lines of demarcation can be established between classes. 
n is, however, important to know whether a given special 
privilege can be exercised only in connection with the 
use of abutting property, in which case the question of 
private rights in public highways may enter in; or 
whether it can be exercised by a nonabutter, in which 
case it becomes purely a special privilege without any 
question of private rights. The questions of whether the 
privilege is for a long or short period of time, whether 
the use during that period is' continuous or intermittent, 
whether it applies to small areas or covers a large part 
of the city's highways, whether it applies to space on the 
surface of the highways, or above or below the surface, 
and whether it will impede or facilitate travel, transpor
tation and communication, are likewise mattere of im
portance. They enter into the questions not alone of the 
advisability, the desirability, or the necessity of granting 
special privileges, but also of the rentals to be charged 
for them. 

Privileges Enjoyed. Only by ..fb""ers 

Among the most di1Iicult problems are those which 
arise in connection with the private rights of abutters 
in the public highways. There can be no doubt, for 
instance, that the storage of building materials in a street 
during the process of constructioll'on abutting Iota often 
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involves a very serious infringement on the right of the 
general public to the use of the street for its primary 
purpose. On the other hand, the denial of the right to 
deposit building materials in streets might in some cases 
be equivalent almost to the denial of the right of an 
abutter to develop his own property to its best use. 
From this extreme case, in which there are almost irrec
oncilable conflicts between indispensable private uses 
and the rights of the general public, there are gradations 
of other uses, ranging from those which are not indis
pensable to abutters but which confer advantages on 
them outweighing the disadvantages to the general pub
lic, to those in which the advantages to abutters are 
clearly offset by the creation of distinct nnisances to the 
public at large . 

. The definition of a nnisance varies, of course, from 
time to time and from place to place. Where the high
way space is more than ample for the primary highway 
purposes, encroachments by abutters beyond their prop
erty lines for stoops, basement entrances, show cases, 
etc., do not constitute nuisances from the standpoint of 
the general public, and they do confer advantages on 
the abutters. As highway congestion increases, however, 
those uses tend to become distinct nuisances. When pub
lic opinion comes to recognize them as such, the law in 
most states will sanction the withdrawal of the special 
privileges previously granted by the city, and will aid 
in compelling the removal of stoops and show caseR. 
Entrances to basements on the other hand, if properly 
safeguarded and covered, may well be allowed to remain. 
Under such conditions, they become occasional and in
termittent nuisances, and when not in use offer no direct 
obstacle to the full and free use of the sidewalk by the 
public. 

Sidewalk awnings in some sections of the country are 
looked on as distinct nuisances because they interfere 
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with light, air and view. In other sections, however, 
public opinion countenances their continued existence 
because of the protection which they offer pedestrians 
against heat, glare, or rain. 

Advertising signs projecting out over the highway 
afford an interesting example of the influence exercised 
by public opinion on the definition of a nuisance. Such 
signs can in no case be considered indispensable to abut
ters in the enjoyment or use of their properties. In 
some ambitious communities, they are looked on as high
way uses of a type to be encouraged in the public interest 
rather than restricted. As the numbers, size and varie
ties of such signs increase, however, public opinion un-' 
dergoes a change. The signs come to be looked on as 
direct interferences with the light, air and view not only 
of the public but of adjoining abutters; as direct menaces 
to life and limb, and as indirect menaces because they 
interfere with the free and prompt use of fire apparatus 
in case. of emergency. When public opinion has reached 
that stage of development, it is not uncommon for all 
highway privileges of that type to be prohibited. 

Privileges for the construction of vaults beneath side
walks, on the other hand, are rarely looked on as nuis
ances, if they are safely constructed, and if the space 
they may occupy is restricted so as not to permit inter
ferences with underground gas and water mains, elec
tric conduits and other essential subsurface uses. Of 
all the special privileges in highways enjoyed only by 
abutters, this type would seem to be least complicated 
by questions of indispensable private rights and of in
terference with the free use of the highway by the public.. 
Where there are no constitutional or legal obstacles in 
the way, the question of the revenues to be derived from 
such privileges resolves itself simply into one of deter
mining a proper rental for the private uae of space within 
a public highway. 
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Privileges Enjoyed by N onabutters 

The question of private rights to use public highways 
for special purposes does not arise in connection with 
special privileges enjoyed by nonabutters. A munici
pality is free to grant or withhold such privileges with
out danger of infringing any valid private rights. The 
only factors to be considered are those of the public con
venience and the revenues to be derived. 

As a rule, an effective demand for minor privileges 
of this type makes itself felt only in sections where the 
rentals of privately owned land abutting on the highways 

. are high-in other words, where the highways are used 
intensively for their primary purposes of travel Under 
such circumstances, a city can derive rentals for space 
in ,Public highways to be devoted to news stands, boot
black stands, or curb push carts, for instance, at rates 
per square foot closely approximating those which pre
vail for ground floor rentals on the abutting privately 
owned lands. Only in rare cases, however, such as those 
resulting from irregularities in the street plan, can this 
be done without adding to congestion and thereby incon
veniencing the public or damaging adjoining property. 
It has sometimes happened in cities which attempted to 
steer a middle course by fixing high rentals for the privi
leges and limiting their number, that the privileges have 
taken on a monopoly value and have been actively traded 
in by resort to various subterfuges on the part of the 
holders at prices far in excess of the revenues accruing 
to the city treasury. 

Most important of all the special privileges in high
ways, however, are those involving easements in connec
tion with the operation of public utilities-utilities de
signed primarily to expand the rights and powers of the 
public in its efficient use of the highways for purposes 
of travel, transportation and communication. Had it 
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not been for the restrictions imposed by legislatures on 
the powers of municipalities, and for the administrative 
incapacity of many publio officials at the time the new 
utilities were being developed, the problem of adminis
tering major highway privileges would not now be so 
acute. As matters stand, no problems which today con
front municipal administrations are so fraught with dif
fioulties and so closely bound up with large questions of 
publio policy, as those affecting the administration of 
major highway privileges and the revenues to be de
rived therefrom. The difficulties which a municipality 
encounters in the discharge of its obligations as trustee 
for the public highways are due not alone to the com
plexities of the problem, but also to the mstence of 
long term franchises granted by previous city adminis
trations. 

Fia:ing Bates 
In a number of their aspects, the payments to be 

exacted in return for special privileges to the use of 
space in, or easements over or under public highways, 
are closely akin to the rentals charged for analogous 
uses by the owners of private property. Such rentals, 
as in the case of farms or of space snblet in department 
stores, may be based either on a share in the gross or 
net proceeds of the business conducted on the rented 
space, or on a fixed payment in cash per unit of area. 
The use of the ahare method for highway privileges is 
employed as a rule ouly in certain types of rapid transit 
utilities, such as street l'ailways, or autobus lines with 
exclusive franchises to operate along certain routes. 
The rentals for highway-easements of this type are con
fused in many classifications with the tues levied in. 
many cities against the privilege of engaging in certain 
occupations on privately owned lands. This confusion 
obscures the faot that a publio utility franchise is not 



458 MUNICIPAL FINANCE 

alone a privilege to engage in a certain business, but 
carries with it also the right to use space in the publicly 
owned highways, and frequently leads to unwarranted 
conclusions as to the equity of the payments exacted. 
Furthermore, when the rentals are based on gross oper
ating revenues they tend to become under the present 
theories of rate regulation by public utility commissions, 
not a charge against the net revenues of the company 
but a cost of operation which is passed on to the users 
of the utility in the form of increased fares or rates. 

The method of fixed payments per unit of space occu
pied is preferable at least for those highway privileges 
which involve limited and definite parcels of public prop
erty. The rentals for equivalent units of space on pri
vate property are established by competition, and vary 
widely from one section of the city to another. This 
variation in rentals will tend to be reflected in the unit 
values of land, which in tum are revealed by the land 
value map} The rental values per square foot of space 
in highways will tend to vary from onE! part of the city to 
another in the same proportion as that by which the unit 
values of abutting property vary. Because, however, 
the unit values of abutting lands represent the value of 
using that land from the subsurface to the limit of height 
above the surface established by the building and zoning 
ordinances; and because the privilege to use space in 
highways is always restricted within narrow ;limits
such as the erection of a booth or stand on the surface, 

") 

the extension of a cellar or basement beneath the surface, 
or the construction of advertising signs, bay windows, 
etc., above the surface--the annual value per unit of 
space of this limited privilege can never exceed that of 
a similarly limited privilege along the front property 
line of abutting private property.2 

S See above, paf:ea 353-~ 
• See "Minor Highway PriY'iift:ea ... 8oul't'e of CiI7 ReYellue," npple

lDeDt to N.,iMu" JI.,.ieip.' R..netD, II." 192& 
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The plan of basing the required payments on objective 
measurements can be applied even in the cases· which 
involve rights indispensable to abutters, as for instance 

• in the case of privileges for storing building materials 
. in highways. The general police power should be in
voked in establishing the limits of area, location, and 
time within which such materials may be deposited. The 
payments should then be adjusted on the basis of the 
rentals per unit of space and of time on abutting pri
vate property. Under this plan, the charges for the priv
ileges will be heaviest where abutting land values are 
highest, and where consequently the normal traffio is 
heaviest. Because they take into consideration not only 
the spaoe occupied but also the period of time during 
which it is so occupied, they will tend to act as an incen
tive to the holder of the privilege to limit the obstruotion 
to traffio within the smallest area and the briefest time 
possible. 

8p~cial COtisideratiOtls ill Major Highway Pritlileges 

The administration of revenue systems based on exist
ing major highway privileges is complicated in many 
cities by the terms of old franchises. These franchises 
frequently established annual payments to the city out 
of all keeping with the actual values of the privileges 
granted thereunder. On the other hand, they often im
pose on the franchise holders certain obligations 88 re
gards street paving, snow removal, and the like, which 
under changing condiUons have become unduly burden
some to the companies. In some cases, bee.ause no one 
in the elty administration 11'88 speci1ica11y-ebarged with 
the duty of enforcing such provisions, the copies 'of tho 
original franchises have been buried away in files and 
allowed to gather dust, while the companies have little 
by little defaulted on their obligations in these respects. 
This situation is one which alert eXecutives in some cities 
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have taken advantage of in order to compel a revision 
of the terms of the franchises along lines in keeping not 
alone with the adequate discharge of the city's trustee
ship over public property, but also with a more adequate 
control over the purely technical side of highway admin
istration. 

The questions raised in connection with granting new 
franchises are too large and involved to be dealt with 
in this volume. Certainly, however, no franchise should 
be granted in perpetuity, and none should be granted 
without annual payments commensurate with the value 
of the franchise. Furthermore, questions of paving and 
snow removal should be dissociated from the terms of the 
franchise. 

Inl,lome from Investments 

A municipality derives rents and royalties from in
vestment pr.9perties and interest on public funds by the 
exercise of powers which do not differ in the main from 
those exercised also by private individuals. The prin
cipal differences occur in the management of certain 
funds such as sinking funds for the retirement of debts, 
or pension funds, which as a rule are hedged about by 
more numerous and more rigid legal restrictions than are 
applicable to private funds. For other surplus municipal 
funds or the investment of endOWment funds, the methods 
of administration are identical with those of a conserva
tive private business. When a city .. has surplus funds 
to invest or to lend, or when it has surplus real estate 
to rent, it can and should obtain the rate of returu estab
lished by normal business competition in the conserva
tive investment market. 

Interest 
From the standpoint of capacity to earu interest, city 

funds may be divided into three classes: active checking 
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accounts, inactive accounts, and investment funds proper, 
the last named earning interest for a long term of years. 
From the standpoint of the banker, funds of the last type 
are, of course, the most desirable. In the greater part 
of the oountry, however, banks are unable to pay as high 
a rate for the use of suoh funds as that which the city 
can earn on them if invested in securities. State laws 
in practically all-states now stipulate the types of secu
rities in which the long term funds-especially sinking 
funds for the retirement of debt-may be inves.ted. That 
phase of the problem is more fully dealt with in the sub
sequent chapter on debt administration.' 

The other two classes of funds mAy be grouped 
roughly as general administrative funds; that is, they 
represent cash balanoes on hand to meet exPenditures 
whioh have been authorized for municipal purposes. 
The active accounts are drawn upon constantly to pay 
the city's bills, while the inactive accounts are drawn 
upon periodically, when amounts are transferred to a~ 
tive accounts. A separation of the funds available for 
deposit into these two kinds of accounts makes it possible 
to secure a better average of interest rates on the funds 
deposited. In some cities, interest rates on one or both 
of these types of accounts are fixed by legal provisions; 
in others, they may be determined by competitive bid
ding. In Philadelphia the rates of interest are fixed. 
This city began in 1892 by requiring 2 per cent on its 
inactive accounts. Its active accounts did not bear any 
interest until 1915, when a rate of 2% per cent was fixed 
by ordinance on all deposits, both active and inactive. 
In 1920 the interest rates were raised to 3 per cent on 
both kinds of deposits. During Mayor Mitchel'a admin
istration, City Chamberlain Bruen introduced competi
tive bidding for city funds in New York City, which 
raised the rates to comparatively high levels, but the 

• Set bolo ... _ '-1. 
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maximum rate is now set at 3 per cent by a clearing 
house rule. Three per cent is now being paid on most of 

. the inactive accounts and 2 per cent on the active ac
counts. A number of other large cities also require com
petitive bidding on interest rates in order to secure city 
deposits. Chicago is required to secure bids by statute, 
but in practice, the large clearing house banks join in 
bidding the same rate, while only the smaller banks vary. 
Three per cent is received on most of the city's funds. 
St. Louis receives from 21.4 to 3% per cent, while Kansas 
City receives from 4 to 5 per cent on its deposits, the 
difference in rates evidently being due to keener com
petition in the latter city. Cleveland receives about 4 
per cent on its deposits on the basis of a three-year con
tract. Cincinnati has received as high as 4.28 per cent 
on its active accounts, and 5.10 per cent on its inactive 
or time deposits. Detroit receives bids for one year; 
in fact, most cities are on the one-year arrangement. 
It gets about 2% per cent on its active accounts, and 
from 2% to 3% per cent on its inactive funds. Charles
ton, S. C., has received as high as 5.11 per cent on aver
age daily bank balances, compounded monthly.' 

What method should a city use to secure a fair interest 
rate on its deposits f As may be seen from the facts pre
sented, some cities use the competitive method success
fully; in others, this method has been a complete failure, 
because competition does not exist between the banks, 
or because no one bank is large enough to carry all of 
the city's current funds. On the basis of the experience 
of New York cities, it seems that the most important 
method of securing fair treatment from the banks is 
publicity. The banks need public confidence. If it is 
known that any individual bank or all of the banks col
lusively are refusing to allow the city a fair rate of 

'I F. P. GrueDbel'l!:. "IDternt'oD PubJie Depoe:it"." A' .... '. 0' A.......wc. • . te8. 
"" .. _ 01 I'o/ilicol ..... 80cial 8ciea"", MAJ', 19',u, pp. 1411f. 
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interest on its various kinds of deposits, this subjects 
the banks to public criticism. There is nothing more 
effective in dealing with the banks than a statement of 
interest rates allowed on city deposits in other cities. 

Rents 
American cities do not invest in land for the sake of 

the income which may be derived from land ownership. 
This is done extensively in certain European cities. 
There is no reason, however, why American cities should 
not administer the lands which they do hold in such a 
way as to secure from them the maximllm revenue. Any 
other course of action is wasteful and extravagant. 

The great bulk of the property owned by a city is held 
directly for public use, such as the public buildings and 
the parks. From these no rents are derived. There is 
from time to time property of this character which is 
temporarily not needed for publio use. In this class are 
to be found abandoned city halls; old school sites; old fire 
stations; odd parcels of real estate; sites for new offices, 
schools, parks or playgrounds ; properties which are being 
accumulated to form the site of a civic center or a street 
opening, and properties which have oome int~ the hands 
of the city as gifts or as the result of tax sales. All 
properties of this character are temporarily not needed 
for publio use. Some of them will ultimately be put to 
use while others will be sold. In the meantime, however, 
they represent a distinct property investment which 
should not be allowed to lie idle provided suitable pro
ductive use can be found. The oity cannot deal with these 
properties just as a business man would, because after 
all there are Bome uses to which private property may 
be put but which the city cannot tolerate in the case of 
its own property. A city, for example, should not lease 
an odd lot in a residential district for the erection of 
bill boards or an old fire house hi a restricted area for 
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the establishment of a public garage. This does not 
mean, however, that the city authorities should sit back 
and wait for a tenant or a purchaser. Where it is clear 
that the property should not be sold for reasons of public 
policy, or cannot be disposed of in the near future be
cause of market or other conditions, the city should def
initely go into the market to find someone who can make 
use of it and who is willing to give the city a fair rental. 

The second class of real estate investment is permanent 
property. In this group are docks, markets, park pavil
ions and other park concessions, landing fields, athletic 
fields, reclaimed and filled lands, and all other types of 
public lands and buildings. Questions of public policy 
are much more deeply involved when it comes to the 
rental of such properties. At the same time the possi
bility of financial loss is also much greater because of the 
larger amounts involved and because the investments 
are more or less permanent. Here again the city cannot 
do everything which is open to a private landlord. It 
could not with propriety rent surplus space in the city 
hall to a law firm, or surplus hospital accommodations 
to a private quack medical school or to a firm of "pain
less" dentiSts, even if such tenants would pay high rent. 

Should the city endeavor to secure all the traffic will 
bear whenever it decides to rent properties of this char
acter' The question is especially important in the case 
of docks and markets. Many city authorities have stated 
that it is their policy to rent city docks at less than the 
market rate in order to cut down terminal charges and 
so indirectly the cost of living. Similarly in the case of 
public markets, stalls are frequently rented at less than 
their commercial value so as to permit the food dealer 
to cut his overhead costs and therefore his selling prices. 
Investigation of experience does not show, however, that 
rent reduction is passed on in the form of lower prices. 
If this is the case, it means that the hucksters and dealers 
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are themselves taking the financial advantage that comes 
. from low rents because they can put up their prices to a 
point just under that maintained by their competitors 
outside the low rent market. In the case of city owned 
docks, the advantage of artificially low rentals is even 
less apparent. In no city are there enough publio docks 
and warehouses to control wholesale prices. The result 
is that all wholesale prioes will probably inolude the 
costs of handling through the oommercial docks and ware
houses. Produce and commodities handled through the 
publio docks and warehouses when sold in oompetition 
with other food and merchandise will oommand the same 
prices. The lessee of the city property will, therefore, be 
in a position to put into his own pocket the difference be
tween the rent which he pays the city and the commer· 
oial value of the property rented. If he does not take it, 
the middleman or the retailer will 

It is for these reasons that the polioy of arbitrary low 
rentals established in the hope of reducing the cost of 
living is not now being followed in many cities. On the 
whole it seams advisable for the city to charge a normal 
oommercial rental for all such properties. This can 
usually be determined by careful study of corresponding 
private rentals, a computation of costs, and by the sale 
of leases at auction, subject of oourse to such restriotions 
as the city may determine to impose in the interests of 
the public. Any other policy will probably result not 
in reducing the cost of living, but in enriching the favored 
few who through pull or bribery can secure the leases to 
publio property. 

Royallies 

Royalties are derived by cities from oil, gas, quarries 
and similar natural resources. Some European cities 
secure large revenues from timber. The city of Long 
Beach, California, is perhapa the . most favored city at 
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the present time with its oil wells which are bringing in 
royalties at the rate of two million dollars per year under 
a contract made with one of the large oil companies. It 
is generally recognized that natural rights and resources 
should be gua.rded by the city with great care and opened 
up to private exploitation only under arrangements 
which will return to the city the full commercial value 
of the concession. Here again the careful study of the 
facts and the stimulation of competitive offers are the 
city's best protection. 

Gifts 

Donations and gifts from private individuals seem to 
have been relatively more important sources of revenue 
in the past than they are today. In many of the older 
cities along the eastern seaboard, they took the form of 
capital sums or of property, only the income from the 
trusts thereby created being available for the purposes 
of the trusts. In such cases, the management of the' 
properties and the investment of the funds present dis· 
tinct problems in administration, complicated in many 
cases by stipulations in the trust deeds which are but 
poorly adapted to modern conditions. In some cities, the 
existence of such trusts has retarded the development 
of sound administrative practices. In not a few in· 
stances, the capital sums were diverted for current pur· 
poses; in many instances,. the terms of the trust have 
fostered planless and decentralized administration of the 
municipal functions of health, welfare, and education. 

Should the city government make an effort to secure 
gifts from private individuals and corporations for the 
use of the city' In many of our cities there are wealthy 
residents who would be more than glad to give property 
and funds for the use of the community provided they 
could be sure that the gifts would be properly used aud 
aPI?reciated. Many of these same individuals eventually 
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turn over large parts of their estates to private institu
tions and ser"4l to create and maintain private enterprises 
which con1lict with or duplicate services which the city 
is bound to maintain. The extensive growth of private 
organizations, institutions and endowed foundations is 
one of the important developments in our civilization. 
What good reason is there to prevent the diversion of, 
at least, a part of this wealth into public services under 
the control of the public' In many of our cities, we now 
have parks, libraries, band concerts, music festivals, and 
other things which enrich our city life, made possible by 
the gifts of citizens. There is no reason why the city 

. authorities should not make a reasonable effort to aug-
ment the income of these and other services and im
provements through gifts. Where gifts are solicited or 
accepted by public authorities there are, nevertheless, 
certain precautions which must be taken. The city author
ities must under no circumstances allow themselves to 
be placed under obligations to the donor in such a way 
that they cannot easily bring themselves to do even
handed justice in their administration. The donation of 
a park does not entitle the donor to a lower assessment 
on remaining real estate than is placed on adjacent prop
erty; nor does the provision of a band concert entitle one 
to break the speed laws. The city authorities must use 
their influence also to see that the terms of the gift are 
wise and acceptabls. Gifts should not be accepted which 
are planued primarily to advertise the donor, though 
there should, of course, be adequate recognition of the 
gift. Nor should the city authorities endeavor to capi
talize for their own advantage the thanks of the com
munity. There is nothing cheaper than this. Iii. the case 
of endowments or perpetual trusta which are offered to 
the city, the effort should be made by the city to per
suade the donor to provide for a liberal statement of 
conditions and for eventual changes in these provisions, 
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if at some future time the purpose in the mind of the 
donor can be better fulfilled in some other way. In 
the European countries, there are innumerable endow
ments which cannot possibly be managed today in ac
cordance with their original restrictions. The city should 
not accept the responsibility for trusts which may 
eventually prove wasteful or even injurious because of 
changed conditions. Every trust should contain a clause 
permitting a revision of its provisions at such time as 
this becomes necessary in the interest of society. 

Excess Condemnation 

Excess condemnation enables a city government to 
take by right of eminent domain more property than 
is actually required for a public improvement and then 
to"sell or lease the surplus at a new and higher valua
tion after the improvement has been completed. For 
example, when Belmont Street in Worcester, Massa
chusetts, was widened, more land was taken by the city 
government than was needed for the widening, and after 
the work was finished, the excess land was sold again 
at what was reported to be three times the cost of the 
land to the city. The pJ:ofit on such a transaction may 
constitute an important part of municipal revenue. Cer
tain Canadian aad European cities are reported to have 
financed large improvement projects partially or entirely 
.by excess condemnation.' In some respects it is, there
fore, a substitute for special assessments. 

Excess condemnation has been used very little in the 
United States. It has been held to be unconstitutional 
in some jurisdictions. This situation has been corrected 
by constitutional amendments in a few states, notably 
New York, Massachusetts, Ohio, Rhode Island, and Wis
consin. No effort has been made thns far to finance large 

• See B. E. CulhmaD. Ene.. C •• "'" ... o,io.. pp. 142 If.; aIM F. B. 
WiJIiamo, TA_ Low ., Cil. Plu.i." •• d Z .. i.". Cbapten II and ilL 
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scale projects by means of excesscondemnation.1 Its 
chief value in this country is in offering a means of wiping 
out uneconomic lot lines aild lot remnants which are left 
when a street is widened or a new diagonal thoroughfare 
is constructed. In such projects, it may well be combined 
with special assessments. Excess condemnation may also 
be employed with advantage in' controlling private devel
opments and thus protecting parks, schools, and public 

: buildings against undesirable neighbors. 
'The ettJ planninR commi8llion of Cineinnoti. Ohio. in Ita plan adopted in 

1926, proPOled the Dee of ezC!e" condemnation wberever practicable in the 
openl .. and wldenl .. 01 It .. ell. 



CHAPTER XIV 

DEBT ADMINISTRATION 

MODERN industries are financed to a large extent by 
\the sale of securities. Municipal governments do not 
differ in this respect from industries. There is a certain 
part of city expenditures that can be financed advanta
~eously by the sale of bonds. In fact, city governments 
have resorted to borrowing on an extensive scale within 
the last few years.1 The purposes for which money 
should be borrowed, the factors that should govern bor-

.. rowing, the character of the bonds issued, and the re
tirement of these bonds are to be reckoned among the 
major problems of municipal finance 

Purposes for Which City Governments May Borrow 

The need for borrowed funds arises from the irreg
ular flow of income into the city treasury, from the un
usual expenditure demands occasioned by the construc
tion of large or extensive public improvements, and from 
extraordinary situations or emergencies 

Anticipation of Income 
Practically all cities are compelled to resort to some 

form of borrowing in anticipation of the collection of 
taxes or other revenues. This condition comes about 
because of the fact that the date on which taxes become 
due and payable usually occurs some time after the be

,ginning of the fiscal year. Since most cities start the, 
fiscal year with little or no cash balance, they must bor-

- • The bonded indebtedneM ~f cltlee at the clCMle 01 t~ i. eatimated at 
about .000,000,000. an merea_ of more than 100 per cent ID ten rea ... 

470 
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row money in order to meet their payrolls and other bills 
until such time as the authorized revenues are received. 
Borrowing of this kind involves no hazard to the munici
pality provided it is carefully controlled. A number of 
causes, however, may lead to the accumulation of a float
ing debt as a result of it. One of these is the failure to 
limit the amount of the loans to the amount of the rev
enues previously authorized. Provisions in the tax law 
requiring the extension of taxes which experience proves 
are not collectible in their entirety; an assessment system 
which results in erroneous, duplicate, or illegal tax levies; 
a oollection procedure which is not adequate-all of these 
may lead to borrowing in anticipation of taxes which can 
never be collected. This is, of course, equivalent to say
ing that future tax levies must be made in order to pay 
off the loans, and implies that the budget under which 
the borrowing was resorted to was balanced in appear
ance rather than in fact. 

In order to minimize the danger of accumulating hid
den deficits, several administrative devices are used.
The municipal finance code in New Jersey, for instance, 
provides that all notes issued in anticipation of the collec
tion of taxes for the current budget must be retired by I ' 
the end of the fiscal year to which the budget applies. 
In case taxes remain unpaid at that time, notes of a dif
ferent form may be issued equivalent in amount to thea ' 
delinquent taxes. If the municipality is subsequently 
compelled to buy in property at a tax sale, the notes out
standing against it must be converted into tax title notes. I / 
It is made mandatory in the law that all notes based 
on taxes which have not been collected or converted into 
tax titles, must be retired out of appropriations provided 
in the budget for the fourth year following the year of 
delinquency. _ 

The second type of anticipatory borrowing-that in 
anticipation of the sale of permanent bonda-is lees 
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widely used than the first. Nevertheless, it has a dis
tinct place in a well ordered financial procedure. Tem
porary borrowings of this kind may be used to advan
tage in financing major construction and improvement 
programs. When an improvement is being made by con
tract, better terms may be secured if the city agrees to 
pay the contractor as the work progresses. The most 
satisfactory method of providing such funds is through 
temporary borrowings.' When the improvement is com
pleted, the contractors paid, and the costs determined, 
the long term financing can he arranged and the tem
porary loans paid off on the issuance of long term honds. 

It is usually desirable for a city to consolidate' its 
various needed loans in a single issue of bonds. Tempo
rary borrowing makes it possible to hold over certain of 
the loans until this can be brought about. Short term 
loans are advisable when it seems desirable for a city 
to wait for more favorable market conditions before 
offering for sale an issue of long term bonds. New York 
and Rochester are examples of cities which have fol
lowed this practice with conspicuous success. 

It will be seen, therefore, that borrowing enables the 
city to anticipate its income so that the even flow of its 
expenditures may continue in spite of the irregularity 
of its income, and so that expenditures for improvements 
may be made when necessary without waiting for the 
final issuance of long term bonds. . <; 

Improvements 

In the permanent financing of public improvements the 
irregularity is in the expenditures and not in the income. 
This arises from the fact that the needs of a city for 
improvements fluctuate. Within a period of two or three 
years an entire new water supply system may be con-

I A revolving lOeGDlltruetioD fund" ia maintained by .. me citiN. _ that 
borrowing from outside IIOUree. i. unnecesu.17. Tbq fund·u reimbuned 
when the permanent tinaDcin,g u completed. 
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structed, or a new municipal building erected, or a new· 
bridge built, or a street railway system taken over. If 
the effort were made to pay for anyone of these expen
ditures immediately from taxes, the tax rate would rise .. 
temporarily to an unheard of level, or it might even be 
neoessary to enact for a single year an entirely new tax 
law. Such a policy is, of course, impossible. It would 
result in great hardship to the citizens and would cer-, 
taiuly prove politically disastrous for those who are in 
power. 

It is not only the aim of sound finance, but also of 
practical politics, to eliminate unnecessary and repeated 
changes in tax systems and violent fluctuations in tax ... 
rates. In the case of public improvements this may be 
brought about either by borrowings which will be repaid 
from year to year, or by careful planning so that the 
annual expenditures will be about the same. The expe
rience of cities shows that this regularization of expen
ditures through planning can be brought about with a I 
definite improvement program. In fact, in some cases, 
without any particular planning in advance, there has 
been a remarkable regularity of capital outlays. But 
even with the best of planning, there will be years in 
which the expenditures for projects will go far above 
normal. If these projects cannot be postponed, then the 
only recourse is to borrow for as much of the cost as I 
exceeds the normal outlay. The best plan for a city 
which desires to obviate a bonded debt and at the same 
time avoid a fluctuating tax rate is to borrow to finance 
necessary publio improvements ouly when, and to the 
extent that the costs of such improvements for a given 
year, in spite of careful planning, are greater than the 
average of the years immediately preceding or follow
ing it. For oonvenience this may be known 88 the "tax-j 
and-borrow" policy of financing publio improvements in 
municipalities. . 
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A city which haa been borrowing to meet all of its 
capital expenditures cannot as a rule immediately adopt 
the "tax-and-borrow" plan because this would raise the 
tax rate to an abnormal point during the life of out
standing bonds. In such a city, the transition should be 
made gradually and after a careful analysis of the debt, 
other. tax burdens, and the trend of assessed valuations. 
Where the taxable property is growing fast, the change 
may be made within a few years; but where the taxables 
are stationary, ten or fifteen years may not be an un
reasonable period. 

In order to free cities from debt entirely, some writers 
have urged that they should pay for all of their perma-

;::-nent improvements from current tax resources without 
any use of credit. This is known as the "pay-as-you-go" 
policy. The policy has been followed at various times in 
many cities, but it is only recently that the pros and 
cons of the plan have been threshed out in public discus
sion.' The chief advantage of the policy is, of course, 

Ithat it eliminates borrowing, with the' concomitant inter
est costs, and leaves the future of the city unmortgaged. 
The chief difficulty with the policy is that municipal ex
penditures for permanent improvements in certain years 

... may be so large that the attempt,to finance them from 
taxes would produce an impossibly high tax rate. It is 
for this reason that the "tax-and-borrow" plan outlined 

1>above is preferable. 
A city should not borrow to pay for improvements 

which the people of the community cannot afford. The 
use of borrowed money does not change the situation. 

J ICities must live within their community resources if they 
, are to escape financial disaster . 

• See No,ilmal Muicipal Rene .. , JUDe (p. 835), Aanot (p. 430), Sep
tember (p 491), 1924. aDd laDDa.,. (p. 26), 19'.!5; Spedal loiDt CommU_ 
on TautioD and Ketrenchment, PreliminBr"7 Report on Tlae De'" 01 ,,,_ 
S'aH 01 N"", Yorr.. Alila"" 11125, P. 23; aod H. L. Lab, P."io Fi ........ pp. 
631, GlL 
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Emergencies 
Expenditures for public improvements are not the only 

outlays which may occur irregularly so as to upset the 
even flow of municipal finance. Epidemics, unusual 
disasters, conflagrations and abnormal weather condi
tions visit cities at intervals. They cannot be provided 

. for in the current budget or anticipated in five or ten 
year programs. They must be financed as they arise. 
If this is impossible without a large temporary increase 
in the tax rate, it is entirely legitimate to smooth out the 
added burden with the use of credit. 

With a change of administration not a few cities have 
found themselves suddenly face to face with a large float
ing indebtedness or with maturing term bonds with no 
sinking funds. Where such accumulated obligations are 
large, they cannot be absorbed in the current budget. =
They must be funded and repaid gradually. 

During recent years many cities have experienced sud
den temporary shrinkages in revenue, as when prohibi
tion wiped out liquor license revenues before any substi
tute taxes could be put into effect. None of these sudden 
and temporary conditions can be provided for in the 
year in which they occur if they are at all large in rela
tion to the total municipal budget. It is, therefore, en
tirely proper to equalize the added burden with the 
conservative use of credit. . 

This does not mean, however, that every unusual ex
pense may be financed legitimately with bonds. Minor 
contingencies, such as those crested by the failure or 
breakage of machinery and equipment, cannot be pre
dicted in detail; but they are, nevertheless, normal in 
that they recur in a large city with predictable frequency. 
Provision should, therefore, be made for an amount suf
ficient to cover them, either in the form of a contingent 
fund such 88 that authorised in "the municipal finance 
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code of New Jersey, or by the use of executive allot
ments in administering the budget as outlined in Chapter 
IV of this volume.' It is only the large abnormal excess 
over the usual run of emergencies which may demand the 
use of credit as a means of securing equable taxes. 

Factors In1luencing the Borrowing Policy 

When a city borrows, it assumes the obligation to re-
I tum the principal and to pay interest until the debt is 

extinguished. The fiscal policy which is to control the 
redemption of the debt must be determined before the 
bonds are sold. If any choice is open to the municipality, 
this question of policy controls the type of bonds to be 
offered. If it is decided that the debt should be retired 

-in ten years, ten year bonds are issued. If it is deter
miJ;Led that the debt should be reduced in equal annual 
amounts during the ten years, straight serial bonds are 

-selected. If, on the other hand, it is agreed that no part 
of the bonds should be retired until the end of the ten 
years, ten year term bonds are appropriate. It may even 
be decided that a given debt need never be repaid, or only 
at some indefinite date so far in the future that there 
is nc need of making any plans for payment. This is the 

Ilaccepted practice in many European countries, and has 
been advocated for certain types of debts even in the 
United States. Under such circumstances perpetual 
bonds may be issued, or term-'bonds with a definite plan 

.. of refunding them when they fall due. It is apparent, 
therefore, that the kind and term of bond to be offered 
by a municipality within the limits set by law depend 
primarily upon the policy of debt redemption. 

Whet& Should A City Pay' 
The important question, therefore, is: When should a 

city pay its debts' The answer is not 8S simple as many 
• See aboft. ___ 10611. . 
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have imagined. During the past fifteen years it has been 
usual to answer this question by saying that bonds should 
be issued for a term of years which coincides with the l 
life of the improvement financed, so that the debt is re
tired by the time the improvement is no longer of value. 
This is, however, merely a rough and ready rule-of-thumb 
for the control of redemption policy. Experience shows 
that this rule of redemption is superficial; it is not 
actually followed even in those cities which make the 
loudest claim to its observance. Under this rule what 
should be the term of bonds issued for relatively perma
nent things, like the acquisition of watersheds, and the 
widening of streets f What allowance should be made 
for the scrap value of equipment! What should be done 
with refunding issues when the original improvement 
has already been abandoned f What is the estimated 
"life" of medical services rendered during an epidemic 
which have to be financed from borrowings f When bonds 
are issued to meet court judgments, what is the measure 
for determining the term of the bonds f What is the 
"period of usefulness" of floating indebtedness or de
ficits which may have to be funded f It will be seen that 
no arbitrary rule-of-thumb based on "life" or "period 
of usefulness" can be relied upon to govern the redemp
tion policy. The problem is much too complicated. 

There is only one rule upon which we can fan back, 
and that is this: a public debt should be paid off $8 

rapidly as the government can do so in view of its other 
obligations, and taking into consideration the wealth of 
the community and general economic conditions. 

Rapidity 01 Paytfletll 

Once it is granted that public policy demands the re
tirement of debt&, the question arises: How fast should 
debts be paid f This is the real problem of debt redemp-:. 
tion. The answer depends upon.many complicated fao-
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tors, among which are the productivity of the tax system, 
the fiscal needs of the government for other purposes, 
the economic condition of the community, the interest 
trend, the credit of the municipality, the anticipated 
,course of price fluctuations, and the already existing 
idebts. If the tax system is limping hopelessly behind 
present conditions, as in Ohio for the last ten years, 
the postponement of debt retirement is entirely legiti-

::;mate from the standpoint of the cities involved.' Wher·J 
all of the available revenues of a municipality are ur
gently required for current expenditures and new taxes 
cannot be imposed, there is of course no opportunity to 
set aside funds toward the redemption of debt. This may 
readily occur in municipalities which suffer a sudden 
and unexpected loss of revenue or encounter extraordi· 
nary expenditures. 

If the community is passing through a period of ex-

lpanding prosperity, rapid debt "redemption is usually 
I feasible and desirable. The sacrifice of a few persorial 

luxuries in order to retire debts is a profitable exchange. 
Conversely, periods of depression, when current income 
is curtailed, do not offer a satisfactory opportunity for 
the retiremeut of debt. When the interest trend is up
ward, existing debts may well be allowed to run while 

_new borrowings should be for a long term of years. 
When rates are at or near their peak, all borrowing 
should be avoided, but if this'is impossible, a policy of 

!Short term borrowing may be adopted until more favor
able conditions prevail, and then the short term loans 
may be refunded. When it is anticipated that interest 
rates will fall gradually over a long period of years, 
borrowing should be curtailed and postponed, and the 

_ period of loan should be relatively short. The credit of 
,.. the municipality will also influence the decision. If the 

credit is bad on accoun~ of reasons which can be removed 
'It I. of eou ... bad pubU. poUq to lesve the cities ill th .. oItuatImL 
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within a few years, all borrowing should be for short 
terms, in the expectation of future refunding at a time 
when credit has improved. But if the condition is 
destined to become worse, short term borrowing will only 
increase the city's difficulties. Price fluctuation is of 
more importanoe in oontrolling the spending policy than 
in influencing redemptions. Nevertheless, a period of 
high prices and depreciated ourrency is favorable for 
debt redemption, if it is fiscally possible, and a period 
of low prioes is less propitious. If the city is in a posi. 
tion to payoff its bonds with cheaper dollars than those 
it received when the bonds were issued, there is a gain 
from the standpoint of the government. Finally, there 
is the problem of the existing debt. If the outstanding 
debt matures in large and irregular amounts, and no 
adequate provision has been made to equalize the burden 
from year to year, it may be necessary to do this by 
arranging for the redemption of the new borrowings 
during the years when other maturities are small. 

It will be seen, therefore, that there are many in· 
volved faotors which need to be taken into account in de
veloping a wise borrowing policy. Once it has .been de· 
cided that funds must be borrowed, the loans should be 
so arranged as to secure for the community the mostf 
favorable terms and also to result in the retirement of 
the debt as rapidly as the city government can do so, in 
view of other faotors. The arbitrary rule relating bond 
issues to the life or usefulness of the improvements 
financed is not properly a rule of redemption at all. It 
is rather a faotor to be considered when the borrowing 
policy is under discuBSion. If city authorities cannot 
arrange the term of the bonds for an improvement so 
that thsir redemption will fall within the useful life of 
such improvement, the wisdom of the projected outlay 
may well be questioned. This is a problem of spending, 
not a problem of paying, though ille two are. of C01ll'8e, 
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inseparably linked. It is, however, a mistake to confuse 
the two.· The practical result of this confusion in Ameri
can cities is evident. Because the payment for an im
provement during its life is a rule of spending, and be
cause we have confused spending and debt redemption, 
we have assumed that the retirement of bonds during the 
life of the improvement is all that sound practice de
mands. This has led us to overlook the considerations 
stated above, and to extend municipal debts for periods 
which have been needlessly long. The redemption policy 
must not be controlled entirely by the way the borrowed 
money is spent. There are other factors which are more 
important than this one. 

The ChMter and the Debt 

In the foregoing paragraphs little has been said with 
regard to legal provisions governing debt redemption. 
For almost every city, state laws, charter provisions or 
constitutional limitations have been established, which 
serve to limit the freedom of the city 'in determining its 
redemption policy. However, these limits are generally 
of such ~ character that they do not interfere with a 
prudent redemption policy. In any practical situation, 
a city must determine, first, the legal limitations under 
which it is operating and, second, the suitable policy of 
redemption within these limits. American cities have 
mortgaged their future unnecessarily hy not taking this 
second step. They have made the mistake of assuming 
that the legal maximum limit was in all cases to be 
taken as the mandatory minimum. 

Short Term. Borrowing 
Temporary borrowing takes various forms. The most 

common are: (1) short term certificates, bonds, etc., in· 
cluding tax notes, revenue bonds, special revenue bonds, 
tax sale bonds, etc.; (2) notes and bank loans; (3) tem-
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porary transfers from special funds; (4) warrants in. 
excess of available cash j and (5) unpaid bills and claims. 

In the case of certificates, bonds, notes, and bank loans, 
a formal though simple procedure is required in the au
thorization and negotiation of the debts. Advertisement 
and public sale are not necessary. The loans are, thero
fore, generally placed locally, and often with the same 
banks which serve as the city's depositories. In some 
cases, the willingness to make such loans is an element 
considered in the selection of depositories. But in any 
oase, the city enters into a formal. agreement which in
volves the payment of interest and repayment of the 
prinoipal. The interest rate varies from the "legal rate" 
down to rates which are lower than the market rate on 
bonds, depending upon the market and the financial skill 
of the oity authorities. 

For the protection of the oity and the buyers of tem
porary notes or certificates, it is desirable to have the 
oertificates just as carefully printed and endorsed as are 
the bonds of the oity. This oan be done by having the 
certificates printed or engraved with blanks to be filled 
in with dates, amounts, interest rates and signatures. 
These blank securities should be bound up, serially num
bered, and perforated so that they may be lorn out leav
ing a stub containing a recital of the essential facts. 

'There special funds are drawn upon temporarily to 
finance general expenditures, even the formality of tE'm
porary borrowing is sometimes dispensed with. Surplus 
cash in funds for construction or other special funds is 
"transferred" and used for current financing with the 
intention of making the necessary reimbursemen~"When 
taxes or other revenues are collected. If no sep&rafe 
bank accounts are kept for such funds, this process may 
go on unintentionally and without the knowledge of the 
ofIioials, and certainly without the knowledge of the pub
lic. It is only natural that many ()f these transfers and 
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informal borrowings should be forgotten and that the 
special funds should never receive the reimbursement to 
which they are entitled. Cities in 'all parts of the United 
States and Canada have been guilty of these practices. 
On account of this, some charters prohibit such transfers 
under any conditions. Most authorities on municipal 
finance are opposed to the use of available cash in special 
funds for general purposes, regardless of the safeguards 
which may be set up through a good accounting system 
and through careful and skillful administration. It 
would seem, however, that this is making the remedy too 
severe. In some cities, cash is borrowed at 6 per cent 
from banks which have on deposit city special funds in 
excess of the amounts borrowed'on which they are paying 
the city government but 2 per cent. With proper control 
and administration this unnecessary payment of interest 
can be avoided without putting special funds in jeop
ardy. Such loans and transfers should be made with 
just as much formality as is required for outside borrow
ings, and in the case of funds for investment, documen
tary evidence in the form of a note should be issued and 
placed with the other securities of the fund. 

Though it is purely a matter of financial policy, it is 
generally considered that a bona fide fund is entitled to 
the interest which it earns. This is especially trne in 
the case of sinking funds where the contributions to 
such funds are computed on the assumption that the 
funds will grow through the regular addition of earned 
interest. If the city is to pursue a consistent policy, it 
should pay a fair interest to any fund from which loans 
or transfers are made if such fund is entitled to receive 
the interest accruing on its balances and investments. 

The worst form of short term borrowing is practiced 
by those cities which issue warrants when there is no 
money in the treasury or which follow the practice of 
allowing bills and claims to remain unpaid for long 
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periods of time until funds are available. This is also 
the most expensive form of borrowing, because it forces 
the finaHcing, that is the waiting, back on those who work 
for the city or who sell supplies or services to the city. 
These are usually the persons least able to wait. They 
must, therefore, individually borrow money either on 
their personal notes or by discounting the city warrants 
at high rates to local money lenders. What else can a 
policeman or a school teacher do who is paid by war· 
rants which will not be honored for several months f 
The situation is not quite so bad, perhaps, where the 
law provides that a warrant presented for payment 
shall draw interest at .the legal rate until it is paid. 
The interest rate in such cases is inevitably higher than 
would be necessary if the city borrowed on its own credit 
and met its payrolls and current bills with cash. One 
of the immediate economies which city managers have 
very generally made in taking over city governments 
has been through putting all payments on a cash basis. 
There is no reason why other forms of city government 
should not make the same savings by the same means. 

Long Term Borrowing 
There are various types of long term bonds used by 

American cities. The most common are: (1) term bonds, 
(2) callable term bonds, and (3) serial bonds. 

Term bonds are distinguished by the fact that the en· 
tire issue matures at once on a date fixed at the time 
when the bonds are sold. Under these conditions the 
bonds are usually retired from sinking funds; they are 
for this reason sometimes called sinking fund bo'ndllo 

Callable term bonds are term bonds which may be 
called in and retired by the issuing government before 
their maturity. Bonds issued for forty years bnt call· 
able after twenty years are known as "twenty·forties." 
During the period when snch bonds are callable they 
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may be retired a few at a time at the option of the city, 
thus resembling irregular or deferred serial bonds. 

Serial bonds are bonds which mature in instalLnents. 
If the installments are approximately equal throughout 
the life of the issue, the bonds are known as straight 
serial. An illustration of this is a bond issue of $1,000,-
000 of which $100,000 falls due each year for ten years. 
When the 1irst installment is postponed for two years 
or more the bonds are deferred seriaZ bonds, and if the 
installments are of arbitrarily different amounts falling 
due at various times they are irregular serials. An ex
ample of this is a $1,000,000 twenty year issue maturing 
$25,000 a year for ten years, $100,000 for each of the next 
two years, $50,000 a year for the next seven years, and 
$2QO,000 in the final year. When the installments are so 
ar.anged that the aunual payment for retirement and for 
interest together are the same for each year, the bonds 
are known as seriaZ annuity bonds. Table I shows how 
this may be done. 

TABLE I 
Mn.LIOH DOLLAR ISIJlJB 0" 5 Po Cnn- FmI y,..,. SaUL AJrtnn.-r BoIID8 

r_ IMtall...,.' I .. ' ... .., Tolal D.b' 
Belired Pa.ab16 81f'f1iU 

(1) (2) (3) ('> 
1 • 181,000 • 50,000 • 231,000 
a 190,000 40,950 230,950 
3 199,500 81,450 230,950 , 209,500 21,475 230,975 
5 220,000 11,000 231,000 

Total '1,000,000 fl54,875 fl,154,875 

In this table it is assumed that $500 is the smallest 
bond that will be issued. If smaller bonds are 11sed the 
slight variation which appears from year to year in the 
total required for debt service can be reduced even fur
ther. Serial annuity bond tables are available which 
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nake it a simple matter to compute the annual install
nents for bond issues of difiering terms and interest 
~ates. -- • 

Comparative Costs of Types of Bcmds 
In discussing the difierent types of bonds, financial 

authorities are continually referring to comparativlI 
"costs." It is frequently said that a serial bond is 
"cheaper" than a term bond. Such discussions really 
hinge on a definition of terms. What do we mean by 
"cost8" and by "cheaper'" 

The "C08ts" of a bond issue, in appropriation or tax 
dollars, are: repayment of the principal of the loan, 
interest on the loan, and the admini8trative expense. The 
date on which the various "costs" accrue is as important 
a8 the amount8, becau8e time is part of the transaction. 
A88uming no change in purcha8ing power, $10,000 ten 
year8 ago i8 not the same thing as $10,000 today, or as 
$10,000 ten years from now. Ten thousand dollar8 paid 
in 1917 i8 worth $14,802 in 1927 and $21,911 in 1937. 
Or to put it another way, $10,000 to be paid in 1937 is 
worth but $6,756 in 1927.1 The difierences are due to 
time. 

The accompanying Table n show8 the comparative 
C08ts for interest and principal of borrowing $1.0<KI.000 
for twenty years with three types of bond issue8: straight 
serial bonds, tenD. bonds, and irregular serial bonds. 

Columns 2, 4, and 6 of this table 8how the direct cost 
for retirement and interest of the variou8 bond issuee 
illustrated. The figures given in these columns are the 
amounts which must be raised in taxes each year -for 
debt service. These are the figures frequenUy ueed to 
"prove" that straight serial bonds are cheaper than 
term bonds. It will be seen that the total for the serial 
bonds is $1,420,000. This is $51,635 less than the total 
·~a'. __ t. 



TABLE II 
00lI1'~'I'IVII CoITB I'OB PamOlPAL AND IN_T OP .I. '1,000,000 BOND Issua 

Co,, 0' SINigh' Smol BrmdI • Co .. 0' 2'_ Bondo" Co .. 0' i .... gular Serial BOfItfa t 
r.a, 

Wh.,.Poid Pr ..... , Worlh Wh ... Paid Pr ..... , Worlh Wh ... Paid Pr ...... ' Worth 

(1) (8) (8) (4) (5) (6) (7) 

1 • 90,000.00 • 86,538.47 • 78,581.75 • 70,751.69 • 40,000.00 • 88,461l.54 
8 88.000.00 81,800.95 78,581.75 68,030.46 40,000.00 36,982.24 
8 86,000.00 10,458.69 78,581.75 .65,418.91 40,000.00 35,559.85 , 84,000.00 71,808.55 73,581.75 62,897.99 40,000.00 34,192.16 
5 82,000.00 67,898.08 78,581.75 60,478.83 40,000.00 32,877.08 

I 
6 80,000.00 68,225.16 78,581.75 58,152.72 40,000.00 81,612.58 
7 78,000.00' 59,278.59 73,581.75 55,916.08 40,000.00 80,396.71 
8 70,000.00 55,582.45 73,581.75 53,765.46 40,000.00 29,227.61 
9 74,000.00 51,991.48 78,581.75 51,697.56 40,000.00 28,103.41 

10 12,000.00 48,640.68 78,581.75 49,709.20 40,000.00 27,022.51 

11 10,000.00 45,410.66 73,581.75 47 ;97.30 140,000.00 • 90,941.32 
18 68,000.00 42,472.00 18,581.75 45,958.95 136,000.00 84,945.20 
18 66,OOO.l10 89,637.89 13,581.75 44,191.29 132,000.00 79,275.78 
H 64,000.00 80,958.41 78,581.75 42,491.63 128,000.00 n,916,SI 
15 62,000.00 S4,42G.40 78,581.75 40,857.83 124,000.00 68,852. 0 

16 60,000.00 82,084.49 73,581.75 89,285.90 20,000.00 10,678.16 
11 58,000.00 89,775.65 73,581.75 87,174.91 80,000.00 10,267.47 
18 56,000.00 27,648.17 73,581.75 36,322.08 20,000.00 9,872.56 
19 54,000.00 25,030.69 73,581.75 84,925.08 20,000.00 9,492.85 
80 52,000.00 83,732.18 78,581.75 88,581.75 520,000.00 237,321.24 

-
Total .1,420,000,00 .1,000,000.00 ,1,'71,635.00 $1,000,000.01 .1,660,000.00 .1,000,000.00 _._-_. 
The rate of iDtereat uled in thil tabl~ is " pur cent. See footnotes on facing page. 
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for the term bonds. This is due to two factors. With 
$1,000,000 of twenty year serial bonds, $1,000,000 is not 
as a matter of fact borrowed for twenty years. One 
million dollars is borrowed for one year, $950,000 for 
two years, $900,000 for three years, and so on. With the 
term bonds the whole million is borrowed for the entire 
twenty years. But with the term bonds there is a sinking 
fund which earns compound interest. The difference 
shown above comes about in this way: . 

SeriolBooM X_B.ndo Diff" ..... 1,,7'0_." 
Bond. to be Retired.. tl.000.000 tl.000.000 
Intereot Payable •••• '20.000 800.000 • 880.000 Serial Bonde 

Gr... Ooot. ...•.•... tl.dO.OOO tl.800.000 • 880.000 Serial Bonda 
IIinkinI Fund Earning. 828.365 828.365 Term Bonde 

Net Oo.t to Tupayer. tl.'20.000 tl.'71.685 • 51.685 Serial Bonde 

This apparent difference is not, however, especially 
significant, because the fignres upon which it is based do 
not make proper allowance for time.1 This time allow
ance is made in columns 3, 5, and 7 of Table n in which 
the "present worth" of all future payments on account 
of principal aud interest is computed. It will be seen 
from the totals of these columns that they are all the 
same, to the last cent, and that they are exactly $1,000,-
000. This is inevitably so, and must be true for any kind 
of bond, because interest is the price of time, and when 
time is eliminated, nothing remains but the principal" 

• AnnUlI .. tI ...... nt $.'10.000. Inb>reot Iftdua117 Mueed _ fMl,000 to 
$2,OOt) •• the print"ipa) fa fttired. 

··In ...... t $-10,000 • 7811'. Slnltinc fund ..... tribntl_ $33.1S81.T5 ..... 
Illy. ",bloh will amount to $1.000.000 In twent7 :reara __ It 4-
ptr ('IeDt. 

t It i .... umod tbat &bi. I_I will be ... tlftd I. folio .... : $100,000. 
JOIr in tho .I .... nlh to 6fteonlb JOIn Ind $.· .. 00.000 in tba twenti.u. 7811'. 
In ...... le &buo $-It\OOO I ,... nnW &be "_to boclD and ill _ 
Cnodually .... down to $:.'0.000. 

• Some IUoWlnoe le mlde fnr tI_ In tho __ adiac &.otu.. of tho 
alnkina fuDd M.rui... But DOH is ... de etae-.b.ft.. 

• If in .... d of brinaiac all tho ... 1_ bact: Ie tho _, _ .... ___ 
IU lb. Tolu .. fo ...... rd to tho ond of the twont7 ,..... tho IOta" foI' the 
... rioua baada aft _ia ... atiftl. bfosU8e tM tu. is tM .... ia Nl'Il tue. 
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It has been argued also, that it is "cheaper" to borrow 
for a period not in excess of thirty-five or forty years be
cause the total cost of a bond issue increases very rapidly 
while the average annual burden is reduced by a pro
gressively smaller amount as the term lengthens. For 
example, the total cost of a $1,000,000 five per cent bond 
issue for" forty-five years is $2,150,000, making an annual 
average of $47,778. If the issue is extended to fifty years, 
the total cost is increased by $125,000, that is, to 
$2,275,000, while the average annual burden is decreased 
by only $2,278, that is, to $45,500. Is it worth while to pay 
$125,000 in the end merely to cut down the annual re
quirement by $2,278 f While this argument is correct if 
we are considering only the number of dollars which 
must be raised in taxes, it does not make proper allow
an~e for time.! When this allowance is made, it will be 
found that there is no hidden cost advantage to be gained 
by shortening bond terms over and above the interest 

. involved. 
From the standpoint of practical administration the 

serial bond is usually less expensive than a term bond 
because it requires no sinking fund administration. This, 
however, is not a very large item. For example, in re
cent years sinking fund administration cost $3,000 in 
Newark, $11,000 in Cincinnati, $2,000 in Louisville, and 
$6,000 in Bridgeport. Other expenses are about identi
cal, such as the costs of the bond attorney's opinion, ad
vertising, sale, and the administrative costs involved in 
paying interest and principal when due. The accounting 
is somewhat more onerous for term bonds because of the 
sinking funds. 

The element of risk is important in connection with 
the sinking funds. Usually only the largest cities can 
secure able and disinterested men to manage their sink-

'!lee Sew York State Leciolath" Docament, No. 80. 1920. p. 82; ..... 
United Sta ... Department of Acrionltnn Bulletin, No. 136, p. 19. 
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ing funds. The danger is not so much from fraud as 
from bad management, from the misuse of sinking funds· 
and from the failure to contribute regularly. When the 
city is hard pressed for funds, there is sometimes a great 
temptation to use the sinking funds, if there is any direct 
or indirect method of accomplishing this. 

The sale price of the different kinds of bonds varies 
with the market. A generation ago, any. type of serial 
bond was something of a novelty and was received less 
favorably than a term bond. This situation seems to be 
reversed today. The investor in municipal bonds is now 
thoroughly acquainted with serial bonds, and usually 
prefers them to term bonds. Serial bonds are also easier 
for the broker to handle, because the different maturities 
offer him an opportunity to meet the requirements of any 
investor. There is no particular difference in the mar
ketability of regular as against deferred or irregular 
serial bonds, though the broker and the investor naturally 
tend to scrutinize the deferred and irregular issues more 
carefully since any departure from the normal type al
ways raises a question. Callable term bonds sell on the 
basis of their least favorable maturity date. If ten
twenties are issued at a time when ten year money is 
drawing a higher interest than twenty year money, the 
bonds will sell on the twenty year basis. If the market 
for twenties is better, however, the price bid will be that 
for ten year money. The reason is obvious; the city may 
be expected to take advantage of its right to call when
ever it can find cheaper money. 

COfI.SolidaliOll of BOfid IsStles 

When money is borrowed for several purposes at the 
eame time, it is usually desirahle to consolidate the loans 
into • aingle bond issue. It is much simpler from an 
administrative standpoint; it is somewhat cheaper, and 
generally results in a better price. When this is done, 
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however, it is necessary to exercise some care in fixing 
. the term of the consolidated bond issue. The usual prac
tice is to determine the term by averaging the different 
periods of the useful life of the various improvements 
to be financed, making due allowance for the amount to 
be spent on each improvement. But as has been pointed 
out above, useful life should not be the controlling factor 
in determining the retirement policy. If conditions war
rant it, the consolidated issue may well provide for a 
shorter term than the average life would indicate • 

.il.uthorieation and Sale of Bonds 

The procedure to be followed in the authorization and 
sale of long term bonds is usually prescribed in laws, 
charters, and ordinances. Except within states which 
have uniform debt laws, these provisions differ from city 
to city.' It is necessary in each case to follow the legal 
provisions with the utmost care, even when they are 
inconvenient and of little or no apparent value. The 
validity and the marketability of the bonds may be 
jeopardized through a single inconsequential oversight. 

The constitutional and legal provisions with regard to 
municipal debt deal with the powe,. of the city to borrow 
and with the p,.ocedu,.e which must be followed in au
thorizing and negotiating the loan. If a mistake is made 
with regard to power, the situation is very serious. In 
that case, even if bonds have been sold and ontstanding 
for many years, the courts will declare them invalid 
and will refuse to allow the collection of taxes to pay 
their interest and principaL Mistakes in procedure are 
not so fataL If bonds are sold without the proper for
malities, and come into the possession of innocent pur
chasers, the validity of the bonds will not be questioned. 
In fact it is provided in some laws that defects of proce-

• Notable esamplea of atilt. with lIDiform bond tawa are New Jt"nfJ'_ 
North CuoIiDa. .ad M .... b_tt .. 
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Idure shall not be subject to question after a certain 
,speoified period.1 Nevertheless, it is equally important 
'from the standpoint of the city to have all questions of 
prooedure handled in a precise and legal way. Other
wise, there may be oostly delays and many doubts which 
arise from questionable procedure will serve to under
mine the oonfidenoe of investors and so to decrease the 
price which the city receives. The oheapest course in the 
long run is to take every necessary precaution. 

The accepted practioe in selling bonds is to receive 
sealed bids to be opened in publio at a specified time after 
public advertising. This is also usually required by law. 
Experienoe shows that there is no more dependable 
method of .li89J1.ring a fair price in the long run or of pro
teoting the public officials against charges of fraud or 
incompetence, or the oity against a bad bargain. It is 
important that the advertising should reach those who 
will buy. Advertising in looal newspapers is generally 
required by law. It is useful even if no local bids are 
received, but the only sure advertising is that placed in 
the financial journals read by the bond buyers in the 
great money markets. 

The printing and preparation of bonds is not some
thing which can be trusted safely to any printer. The 
safest and the cheapest course for a small city far from 
the money market is to have the bonds printed by a recog
nized and experienced bank note company which will 
certify to the genuineness of the signatures and the seal 

Under conditions in most states, a city cannot afford to 
offer bonds for slIle without agreeing to furni"h the suc
cessful bidder with an opinion from a reliable bond attor
ney that the bonds in question are "binding and legal 
obligations of the eity." The broker must have such 
an opinion in order to sell the bonds to the investors, so 

'For • ru.u di .. ullBioa of the dfr.cilliou aDd hopl pnnri,M in"oIftd 8M 
DiBOll, M ...... ..., ('_li_ "01. 11. Cb..:IO: M<Qqilli., M ........ C_ 
.... Ii_ Vol. V. CIa. 063.. 
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that the price which he bids will make allowance for the 
cost of the opinion. It is also a good precaution to re
tain experienced counsel before the sale, to work with the 
local legal department and to prepare the opinion. It 
will then be possible to avoid and correct any mistakes 
before it is too late. 

Each bidder should be required to deposit a certified 
check for not less than 2 per cent of the amount of bonds 
bid as a guarantee of the fulfillment of the terms of his 
bid. No interest is allowed on such checks. The checks 
of unsuccessful bidders should be returned when the 
bonds are awarded, While the successful bidder's check 
is held as a guarantee and is applied on the purchase 
price. 

The Premium on Bonds 
Because of abuses in debt management and because of 

the failure of the public and their elected representatives 
to understand discount, it is a common requirement of 
law that city bonds shall not be sold at less than par. 
From the standpoint of economics and finance such a pro
vision is absurd, but from the standpoint of democracy. 
and politics it is probably still necessary in the smaller 
and more remote districts. It is only a hindrauce to the 
larger cities. Usually the market will pay a more advan
tageous price for a bond issued at a discount than for 
a bond issued at a premium. Under the present provi
sions of law, most cities are powerless to take advantage 
of such a market.1 

The inevitable result of this requirement is that prac
tically all bonds are issued at a premium. The city 
must be sure that the advertised rate of interest is high 
enough to attract bidders. To do this it must be slightly 
above the market rate, because no tenders at less than 

• The model bond Ia" P"'PBftCi by tb. National Municipal Leacu. _
menda that an citie. be allowed to lieU boau at • dilcount of Dot more 
than 3 per cent. 
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par can be considered. The receipt of a premium is 
therefore usual. What should be done with the premium' 
In some cities during reoent years, the premium has 
been treated as current revenue, and placed in the gen
eral fund and spent within the fiscal year. The effect 
of this is to borrow money for current expenses, because 
as a matter of fact future taxpayers will be called upon 
to pay to the bondholders interest higher than bonds. 
sold at par would have required. The premium is bor
rowed money just as much as the rest of the loan, even. 
if it does not appear on the faoe of the bonds. In certain 
oities the premium is plaoed in the sinking funds. If this 
is done, it should not be counted as a part of the current 
annual sinkind..u,wl payment. It should be placed in the 
fund before the annual requirement is computed. AIly 
other method will result in reducing taxes for a single 
year at the expense of future taxpayers just as if the 
premium were placed in the general fund. 

In New Jersey where large premiums were found to 
have been received and notoriously misspent, the state 
law has practically eliminated premiums by providing 
that no more bonds shall be sold at a bond sale than will 
produce the total face value of the bond offering plus 
one thousand dollars.' AIl illustration will make this 
complicated-sounding provision clear. If a municipality 
has authorized the borrowing of $1,000,000 with twenty
five year serial bonds at .% per cent at a time when its 
bonds could be sold on a • per cent basis at par,the 
premium bid would be some $23,445 under the usual 
plan of sale. But under the New Jersey plan of sale no 
more bonds may be sold than will bring in $1,001,000. 
The bond buyer, therefore, agrees to give the city $1,000,-
000 and to take in return 9;8 bonds with a face value of 
$9;8,000. He would alao bid a premium of approximately 
$600. If two bidders offer to take the same number 

• N ... J .... 7 La ... 181T. a.. _ So... • (I). 
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of bonds, the competition is determined on the basis 
of the premium offered, which must not exceed $1,000. 
When the 978 bonds are turned over to the successful 
bidder, the 22 bonds which have the longest to run are 
retained by the municipality and destroyed. The effect 
of this plan is to cut down the period of the bond issue 
and at the same time to eliminate the premium. This 
plan cannot be manipulated to favor those who are in a 
position to administer it. Its practical operation has 
been entirely satisfactory. At first there was some criti
cism by the bond brokers that it was difficult for them 
to use their bond tables under such a plan of purchase, 
but this criticism has long since disappeared. 

As a means of preventing the misuse of premiums, 
bond laws sometimes provide that the entire proceeds of 
a loan shall be devoted to the purposes of the loan or to 
the retirement of the debt contracted. If the premium 
is large, this is no adequate adjustment. It may tend to 
encourage extravagance in the expenditure, because the 
original bond issue is supposed to ha\'e been adequate to 
meet the expenditure program without the premium. If, 
on the other hand, the premium is used to retire the debt, 
this can only be done by placing it in a sinking fund, 
by buying bonds in the market, or using it t~ payoff 
maturing installments. If care is not taken, this will re
snlt in relieving current taxes, and may have the same 
effect as diverting the funds to current expenditure. 

Public accountauts have recommended that a reserve 
be established from premiums so that they may be amor
tized scientifically during the life of the bonds for which 
they were received. The result is to distribute the pre
mium fairly over the years and to decrease future tax 
payments for interest. This plan is thoroughly sound, 
though it involves complicated accounting.' 

The best advice, therefore, for cities which are not per-
I. F. 0akeJ'. Pri"ciplu of OoNrw..n' Aeco.,11 ••••• 4 Reporti",. Po 71'; 
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Ilitted to sell at a discount is tou the rate of inderest 
In the bonds after consideration of market conditions so 
hat there will be little or no premium to dispose of. 

inking Funds 
The sinking fund is a means of liquidating indebted

ess i it is also a means of distributing the burden of re
iring term bonds evenly over the years, without upset
ing the Bow of municipal finance. It is usually accumu
ated from year to year and invested in first class securi
ties so that the payments into the fund plus the earnings 
from investments will equal the debt to be retired on the 
date it falls due. 

Sinking funds aru!)metimes used also to pay interest. 
'l'here is nothing, however, to be gained by this from an 
administrative standpoint. Interest payments on term 
bonds are by their very nature uniform from year to 
year so that there is no need of accumulating a fund in 
order to spread the burden. Moreover, experience shows 
that the payment of interest from sinking funds is a 
dangerous practice because bonds are frequently issued 
too late in the year to make an appropriation for the first 
half-yearly interest. When this interest is paid from the 
sinking funds, it produces a shortage in the amount accu
mulated for bond retirement. Some bond dealers argue 
that the bond holder is afforded additional protection 
when interest as well as principal is payable from a 
sinking fund. This may be true if the sinking fund is 
entitled to a special unlimited tax levy of its own, but 
this has not been a matter of sufficient importance to have 
any demonstrable effect on the prices paid for city bonds. 
The bondholder cares little, provided the debtor city is 
able and willing to pay taxee and has a reputation for 
meeting its obligations. 

Sinking funds are" sometimee used to retire regular 
serial bonds. This again is a mistaken practice, unless of 
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cours"e, it is required by law. In the case of regular 
serial bonds the burden of redemption is already evenly 
distributed, so that there is no need of a sinking fund. 
Nor is anything gained from the standpoint of invest
ment earnings. Little time elapses as a rule between 
the collection of taxes and the payment of maturing 
serial debts. To clear such payments and retirements 
through the sinking fund only adds to the work of book
keeping and serves no useful purpose. 

Sinking Fund Contributions 

Sinking funds are built up from increments from vari
ous sources. These are derived from special taxes; 
general taxes; the revenues of utili ties; special assess· 
ments; premiums on bond sales; unappropriated balances 
of,capital funds; special minor revenues, such as certain 
forfeits, fines and fees; and finally from interest on sink
ing fund investments. Taxes are the most important, 
and in the last analysis, must make up whatever the 
others fail to contribute. If interest earnings fall below 
estimates, taxes must be increased correspondingly; if 
special assessments cannot be collected, taxes must take 

. up the loss; if utilities cannot be made to pay their share 
of the sinking funds, taxes must "hold the bag." 

In some cities certain miscellaneous revenues flow by 
law directly into the sinking funds. It is clear that the 
only effect of this process is to decrease the revenues 
going into the general fund of the city and to decrease 
at the same time and in the same amount, the city's ap
propriation and tax levy for the sinking fund. There is 
nothing to be gained by this. It is a violation of good 
bndget practice and resnlts in an uncertain contribntion 
too the sinking funds. It is therefore not to be recom
mended.' 

Contributions to sinking funds are usnally made at 
• See abon, _ 70. 
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tated times. The time is fixed in relation to the fiscal 
ear and to the periods of tax collection. The amount 
f the aunual or semiannual contributions is arrived at 
n various ways. It is often' written into the charter 
r prescribed by state law. Sometimes a fixed millage 
s required, in other cases a certain percentage of the 

debt is specified. Such provisions are not sound. The 
amount which is necessary as a matter of fact depends 
upon (1) the rate of interest earned by the sinking 
funds, (2) the amount of bonds to be retired, and (3) 
the date on which the bonds fall due. Fixed and specific 
legal provisions cannot make allowance for all of these 
variables, and as a result sinking funds set up in accord
ance with these fixed rules seldom conform to the actu
arial needs. They are too large, or they fall short of the 
requirements. 

It is not a difficult matter to compute the required 
annual contribution to a !linking fund. Of the three 
variables, two are known: the amount to be retired and 
the date of maturity. The probable rate of iIiterest 
which will be earned each year can be estimated. The 
work of computation may be greatly simplified by the 
use of sinking fund tables. In making such computations 
it is important to determine accurately the number of 
sinking fund contributions which can be made. If the 
city appropriations for the year have already been 
adopted when a new set of bonds is issued, the first pay
ment to the sinking fund cannot be made until the follow
ing year. Under such circumstances only nineteen annual 
sinking fund contributions can be made for a twenty
year bond. If the contributions are computed on the 
basis of twenty payments, it will be found ~t the bonds 
fall due before the last payment has been made, and the 
fund will be short to the extent of the contribution and 
the interest which it would earn. 

The following example will illustrata the method of 



498 MUNICIPAL FINANCE 

computing actuarially the annual sinking fund require
ment. If a city borrows $50,000 for ten years and it is 
estimated that the sinking funds will earn 4 per cent, how 
much must be set aside each year in order to produce 
a fund to retire the bonds when they mature' Turning 
to a sinking fund table,' it will be found that $.0832909 
must be set aside and invested at 4 per cent each year to 
produce $1 at the end of ten years. As $50,000 will be 
required in this problem, the $.0832909 must be multiplied 
by 50,000. This is $4,164.55, which is the annual sinking 
fund requirement. If the payments to the sinking fund 
are to be made semiannually and immediately invested, 
the same tables may be used and the required contribu
tions computed provided the rate of earning is divided by 
two and the term of years multiplied by two. In this 
problem, we should therefore ask: how much must be set 
aside in a sinking fund at the end of each of twenty 
periods assuming that 2 per cent will be earned each 
period' For $1 the required amount is shown by the 
table to be $.0411567, so that for $50,000 it will be $2,-
057.84. Two such payments will come to $4,115.68, which 
is the annual requirement. 

Sinking fund requirements should be recomputed an
nually. With such a policy gradual adjustment is made 
from year to year to allow for higher or lower interest 
earnings on the investments. In making such computa
tions it is necessary to figure separately the amount 
needed for each individual bon4, issue, even when only 
one consolidated sinking fund is maintained. 

If it is found at any time that the sinking funds are 
larger than necessary as a result of conservative man
agement and fortunate investments, or that the funds 
ate short as a result of inadequate contributions, low 
return on investments, losses or diversion of funds, care-

:lTbere are mao,. lltaodard table.. The United State8 DepartmeDt of, 
Apiculture Bunetin. No. 136, ,",ntai ... tabl ... 
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rul consideration must be given to the restoration of the 
funds to a proper balance. Where the funds are ex
cessive, as a result of a consistent high rate of earning, 
it is considered good practice to use a higher estimated 
rate of earning in making the computation for present 
and future sinking fund installments, provided of course 
the present investments and the expected general trend 
indicate a continuation of the higher return. In any case 
a new computation of the annual requirements will serve 
to distribute the benefit of the surplus over the present 
and future years. This is usually fairer than taking 
the entire benefit in the year in which the surplus is dis
covered. If the funds are found to be insufficient, the 
first step is to compute the amount which should be paid 
in immediately to restore the funds. If this throws too 
heavy a burden on the present year, then the future in
stallments required to restore the sinking fund by the 
time the bonds mature must be computed. If this again 
is too large a burden partial refunding must be resorted 
to. Where separate funds are maintained, a surplus in 
one fund may be used to offset a deficiency in another 
fund of the same class. A surplus in water bond sink
ing funds should not be used to offset a shortage in school 
bond funds when the former is financed from water rates 
and the latter from taxation. Normally, a large surplus 
which caunot be absorbed by the sinking fund itself 
should be spent for permanent investments only. 

Si"ki"g F .... d I"vll.dmettts 
Sinking fund investments are severely restricted by 

law in most states. All except public bonds are gener
ally excluded. There is, therefore, litUe opportunity for 
a loss of sinking funds through bad investments. The 
greatest mistakes that can be made are the failure to 
invest prompUy and the selection of bonds whose ma
turities are so arranged that they cannot be liquidated 
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readily when the sinking fund is called upon to pay cash. 
Both of these blunders can be avoided by intelligently 
planning ahead. The receipts of the sinking fund and 
the payments from the fund can be counted on to the day, 
the hour, and the minute. Under these conditions bad 
management is inexcusable. 

When it comes to making investments, all of the sink
ing funds of a city should be merged and handled as a 
single fund as far as this is possible under the state laws 
and the city charter. This reduces idle funds and simpli
fies the management of the investments. The 90nsolida
tion of all sinking funds for investment purposes does 
not mean of course that no separate funds should be 
maintained. This is governed by law. It may be said, 
however, that the fewer funds there are the better, pro
vided the administration is satisfactory. A large num
ber of funds merely complicates the problem.1 

Should the sinking fund of a city be invested in the 
city's own bonds! This is a much debated question. 
The bond brokers condemn this as a vicious policy. The 
argument is that the sinking fund is a definite asset 
which the city promises to create to payoff particular 
bonds. If the fund is invested in the city's own bonds, 
then it is claimed, the asset is impaired. If a city should 
default, and the bondholder should turn to the sinking 
fund, what would he find! Only other bonds of the same 
city, which by the same token would be impaired. If the 
sinking funds were invested in the bonds of other gov
ernmental units, there would be at least some security 
for the bond holder. On the other hand, it is urged that 
this argument of the bond brokers is based on highly 
improbable and theoretical grounds. The taxpaying 
capacity of the city is the only ultimate security of the 
bondholder. When any part of the debt is retired, tax
paying capacity is to that extent relieved. Wh~n a city 

• See .bo .... pace 70. 



DEBT ADMINISTRATION 501 

buys its own bonds for its sinking funds it is true that 
the sinking fund may be considered to be less than it was, 
,but the outstanding indebtedness must be considered to 
be correspondingly reduced. In other words, the tax
paying capacity is correspondingly relieved to meet the 
remaining obligations. Both resources and obligations 
are in effect reduced equally, so that the net worth or 
power upon which the bondholder relies remains the 
same. While this statement does not quite meet the 
theoretical argument of the bond brokers, it is generally 
accepted by students of municipal finance ~s satisfactory 
because of the important practical considerations in
volved. If a city can buy its own bonds as sinking fund 
investments, it can to a certain extent become its own 
banker and make itself independent of the money mar
ket for extended periods of time when this is particularly 
desirable. Then, too, when bonds are sold directly to 
the sinking funds, the costs and delays of sale can be ma
terially reduced because it makes little difference what 
interest rate is specified in the bond. What comes out 
of one pocket goes into the other. It is important, how
ever, to guard against the use of the sinking fund as a 
"blind" by means of which the bonds of a city may be 
Bold without proper public notice to favored insiders. 
Expo)rience so faJ;: has amply demonstrated the great 
advantages and economies of permitting cities to invest 
in their own bonds and has not disclosed the dangers 
which have been feared. . 

It is preferable to keep the uninvested cash of the 
sinking funds in a separate bank aocount. It is usually 
possible to secure a higher rate of interest on such bal
ances than can be secured on the other funds of the city 
government. 

Sinking fund securities should be kept at all times in 
a vault or safety deposit boL Aocess to the securities 
should be restricted. It is customary to require two 
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responsible officials to be present whenever the vault is 
opened or closed and the securities are handled. 

There should be an annual audit of the sinking fund 
investments and cash by some authority independent of 
the sinking f\llld administration, and all sinking fund 
transactions should of course be audited by the con
troller in the performance of his regular duties. 

Because of the conservative nature of sinking fund 
investments and the practices of public finance, par value 
and market value are seldom far apart. The question 
nevertheless arises, whenever the capital value of the 
fund is determined: Shall the value of securities be 
taken as the purchase price, or the market value at the 
time of the audit, or the par value' The same problem 
arises with endowment funds. In that connection, it is 
generally agreed that securities shall be listed at pur· 
chase price and that premiums shall be amortized in or
der to maintain the endowment principaL 1 In the case 
of sinking funds, the earnings are a minor consideration 
compared to the security of the fuild itself. The first 
purpose of the fund is to produce a given capital sum 
in cash on a given future date. This purpose and date 
musfl therefore control the evaluation of the securities, 
and they should normally be listed at par, while the pre
miums paid and the discounts received· are amortized 
fairly over the life of the fund in arriving at aunual earn· 
ings. But if, in violation of sound principles of sinking 
fund investment, securities are held which mature afti!r 
the sinking fund, they caunot safely be listed at more than 
market value. This is especially trne of such investments 
as the railroad stocks and bonds held in the sinking funds 
of many New England cities. Such investments are gen
erally prohibited by law, but where they exist they must 
be examined with care and frankness. While these gen
eral rules should control the evaluation of the securities, 

"Trevor Arnett, ooae, • .... U.i_ri,. Fl ...... PPO 86, 72. 
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it is clear that the sinking fund administrators must have 
laid before them periodically an itemized statement 
showing both par value and market value, as well as 
Ilominal and effective interest rates, as a guide in selling 
~nd buying securities. The preparation of tabulations 
of this character is frequently neglected by the secretar
ies of sinking fund commis~ions because they do not 
know how simply it can be done with the aid of the proper 
tables and mechanical devices.l 

Management of Redemption and Interest Paymellts 
In the aotual management of redemption and interest 

payments there are five steps: the estimate of the cash 
needs, the provision of the funds, the exchange of cash 
for matured bonds and coupons, the recording of the 
transactions, and the cancellation of the documents. In 
these phases of debt administration a bond ledger and a 
maturity calendar are indispensable. 

BOlltl Ledger 
There is no need of saying that the city department of 

finanoe must have a bond ledger with a oomplete state
ment of oonditions surrounding each individual bond 
issue. In many cities, this bond record has a column 
for each and every bond with a line for the entry of each 
semiannual interest payment and for the final retire
ment. The effect of this is to require a large amount of 
often useless bookkeeping. In a large proportion of the 
jurisdiotions in which such records have been examined, 
the detailed entries are not kept up. In a busy office 
it is hard to find time for apparenUy useless work. It is 
generally sufficient to keep a record which will show the 
transactions in interest and redemption payments on 
each iesue together with the name and series number of 

• Efta to ehtI .. ID_ .. te of _ IIoucbt abo .. or bolo. pu ... 
DOW be ~ut.d qU.iKlJ aad .~n.tel7 b, ..... 01: • ..meDial ...... 
lOOt D"Un a olich ... ~ .... b .. lb. D.eillel ... _ B_ 1'_ C"-f, 
publlabeol ~ Platl..uaJl, New YOlk. 
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each issue, the amount, the denomination and number 
of bonds, the coupon rate, the date of issue, the date of 
sale, dates of maturities, place where payments are due, 
the" name of purchaser, the purchase price (separating 
interest accrued), the effective interest rate, and refer
ences to authorizing enactments and the legal opinion. 
In the case of serial bonds, there should be separate lines 
for each group of bonds maturing at a given time. This 
facilitates the computation of interest and redemption 
requirements. Under each block of bonds the serial 
numbers of the bonds should be listed individually and 
so spaced that they can be used as an index for reference 
to subsequent blank pages in which any unusual circum
stance can be recorded, such as the failure of the bond
holder to present interest coupons, or the bond itself 
for payment on the date it becomes due. The bond ledger 
should tie in with the controlling accounts of the city. 
In the case of registered bonds, registrations may be 
made in the bond ledger, though a separate registration 
book is usually used. 

Maturity. Calenda,. 

liB soon as a block of bonds is sold, the department of 
finance should make a complete listing of the future dates 
of payment on account of the bonds. For a million dollar 
issue of 4 per cent serial bonds dated as of August 1, 
1927, maturing $100,000 a year for ten years, the future 
requirements would be somewhat as follows: 

1928 FebruaJy 1 · ......... • 20,000 
Augull 1 · ......... 120,000 

1929 FebnJlU"1 1 · ......... 18,000 
Aagull 1 · ......... 118,000 

1930 Februaf7 1 ........... 18,000 
Aagull 1 · ......... 118,000 

Etc. Ete. · ......... Ete. 
1937 Februaf7 1 · ......... 2,000 

Augull 1 .......... 102,000 
(Final Pa1"1oat) 
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When this is consolidated with a similar calendar for 
all other loans, it will be seen that there may be pay
ments falling due in every month of the year and at odd 
times during the months. The knowledge of this fact is 
essential in .estimating the cash needs. 

If the municipality has specified different places of 
payment in its bonds, a separate column should be pro
vided for each one. This may be done as follows: 

Payable at 

Dal. Af.tP.TrulfCo. 'I. Q. t 7'. 'I. Co. Cit!! To;'" 
N ... lI'or" COIl/ CAioa/la 2'1' ...... "11 

(1) (8) (S) (') (5) 

1987 J .... 1 .155,000 • 85,000 • 10,000 .800,000 
Feb. 15 50,000 - 100,000 150,000 
Mar. 1 1SS,88S - 166,666 SOO,~OO 

15 85,000 10,000 - 85,1100 
10 - - 55,000 55,000 

Apr. 15 1,0'0 - - 1,0'0 
K07 1 - - 5,100 5,800 

15 510 10,000 - 10,510 

Eto. Eto. Eto. Eto. Eto. 

A schedule of this sort will show no~ only the totals 
which must be made available on a given date, but the 
points at which the funds must be on hand. 

The provision of funds for the payment of interest and 
the retirement of indebtedness in accordance with the 
schedule of payments is a problem of general budget ad
ministration. It enters into the allotments I which must 
be made against the appropriations to cover all of the city 
expenditures and payments, except for that part which 
is drawn directly from the sinking funds. The provision 
of the funds and their transfer to the proper points of 
payment on schedule time is of the utmost importance. 
There are no other payments which a city makes in 
which promptness is of so great importance :IJI debt pay-

• AlIotIMalll Oft .n.....d abo ... Cbptu. IV. _ 108. 
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ments. A slight delay caused by mere oversight may 
undermine the credit of the city to such an extent that 
many years will be required for its restoration. The 
city can save itself some interest and much manipulation 
if bond offerings are so planned that the interest and 
maturity dates fall soon after tax collections. 

Payments 
When bonds or interest coupons are presented for 

payment at the office of the treasurer of the city, payment 
may be made in cash or by check at the option of the 
bondholder. Bonds or coupons sent in by registered mail 
are paid by check. Those sent in for collection through 
clearing houses are met in the usual way, the balances 
being liquidated by check. When the place of payment 
is I} bank, credits must be set up and transferred to the 
bank or trust company which is serving as fiscal agent 
for the city. As the bonds or coupons are redeemed by 
the fiscal agent they are cancelled and dated and sent to 
the treasurer's office of the city. They must be checked 
against the bank statement in order to verify the daily 
balance if the city is entitled to interest on this basis. 
On the receipt of the bonds and coupons by the city, 
they should be cancelled, preferably with a perforated 
stamp if this has not already been done by the bank, ar
ranged in numerical order, and checked back to determine 
what bonds or coupons are temporarily missing. These 
missing numbers will be turned in from time to time, 
though some may be lost for several years and others may 
never be presented for payment. It is, therefore, neces
sary to keep an accurate record of the situation. In some 
cities the interest coupons are pasted up in books which 
have been ruled with a space for each coupon. The 
blank spaces call attention to the missing numbers. It is 
slll\pler, however, to tie up the coupons in serial order iI1! 
small bnndles with a separate bnndle for each maturitr 
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date and bond issue. The sorting of coupons can be im
mensely facilitated if some attention is given to the color 
of ink and paper of coupons and bonds. 

After a period of years it is customary to burn the 
cancelled bonds and coupons in the presence of two or 
more officials, one of whom should be the controller. This 
should be done after all of the documents have been 
checked back and the missing numbers indicated in the 
bond registers for future reference. 

The redemption of registered bonds follows the same 
course as tQat of the coupon bonds. The payment of in
terest, however, is always by check. These checks should 
be made out well in advance, dated as of the due date and 
mailed so as to reach most of the bondholders on the due 
date. The obligations of a city are discharged if the 
checks go out on the payment date. It is desirable, how
ever, from the standpoint of the credit of the city to send 
the checks out slightly in advance. 

Payments on account of all bonds should be handled by 
a single agency of the city government. . There is useless 
duplication and confusion if sinking fund bonds are 
handled through one agency and serial bonds through 
another. For this reason it is the practice in many 
cities to turn over all coupon and bond payments to the 
sinking fund authorities. It would be more consistent 
to have the payments made directly by the city treasurer, 
on the approval of the controller, just as all other city 
payments are handled. The sinking fund authority 
would then be responsible solely for the investment of 
funds turned over to it by the treasurer and the liquida
tion of investments to meet maturing bonds. 

It is usually wise for a city to make arrangements 
with some bank or trnst company to serve as its fiscal 
agent in handling debt redemption and interest payments. 
This is imperative if the city is far from its money mar
ket. This practice improves the.marketahility of bonds, 
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simplifies the payment of interest and redemptions and 
can be arranged for at a nominal sum. 

Municipal Debt Limits 

Though there are many varieties, practically every city 
has a legal debt limit. The most common form of limita
tion is that which prohibits the issuance of bonds which 
when added to those already outstanding, less existing 
sinking funds, will carry the total to more than a certain 
percentage of the assessed value of property subject to 
taxation by the borrowing authority. This percentage 
limit runs from 1lh to 25 per cent, the most common rates 
being from 5 to 10 per cent, and the "assessed value of 
property" against which this is measured generally in
cludes real and personal property, but sometiues in
clufojes only real estate} It may also be based on an aver
age of several years, or upon the roll of the previous or 
of the current year. There are other methods .of limit
ing the amount of indebtedness such as charter restric
tions expressed in fixed sums, limitation of total expen
ditures, limitations in relation to the indebtedness of 
other overlapping units, limitation of annual retire
ments, Illld restrictions upon the annual taxes or tax 
rates for debt service. This latter is particularly vicious. 
It undermines the credit of the city and is as a matter 
of fact not a direct limitation of indebtedness. 

Another form of restriction has been introduced in 
Indiana where the stat~ board of tax commissioners has 
the power of veto over local hond issues. In Massachu
setts a variety of central administrative control is de
veloping not so much as the result of law as of the grow
ing practice on the part of local officials of consulting 
with the state director of accounts, in the department of 
corporations and taxation, when a bond issue is under 
consideration. Administrative "restriction of this charac-

AI.. t.neuter, St.,. SvJNf'1'iftOft of JI ... ici".l " .. ldtNfle ... p. 29. 
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ter is new in the United States, but it has been used ex
tensively in Europe and in Canada. 

Debt limits do not in all cases extend to all kinds of 
bonds. Water bonds and bonds issued to finance revenue 
producing utilities are in many states entirely outside of 
the regular debt limit and in some states outside of all 
debt limits. The same is true of special assessment bonds 
under certain conditions. 

The Seven Pe,. Cent Law 

The mos't important debt limit, however, is entirely 
unofficial as far as most of the cities of the country are 
concerned. It is not in their charters, or in the laws or 
constitutions of their states. It is section 239, paragraph 
5, of the banking law of the State of New York. This 
section provides: 

If at allY time the indebtedneee of any eueb eity, together with th, 
indebtedneee of any distriot or other manieipal eorporetion or 8Ub
division exo.pt a eoUDty, whieb is wholly or in part inoluded within 
the bounds or limita of BBid oity, less its water debt and sinkiDg funds, 
ahaII exoeed 81!V811 per centum of tb. valuation of BBid eity for pur
p0800 of tuatioo, ita boods and .tooks shall thereafter, and until 8Ueb 
indebtedness shan be reduced to seven per centum of th .. Yaluation for 
tho purpoaoo of tuatioo, oe&8O to be an authorised investment for the 
money of oaviDgs banks. 

This provision oontrols trnst fund security investments 
as well, under section 21 of the personal property law. 
Such a large proportion of municipal bonds is purchased 
by New York State savings billlks and trnst funds and by 
banks in states which have copied the New York law, 
that this provision virtually controls the market. No 
city can go beyond the "seveu per cent law" without 
paying for it. It is, therefore, important for a city to 
keep an informal record of the indebtedness of any dis
tricts or municipal oorporations which overlap its boun
daries as a supplement to its own official debl records. 



CHAPTER XV 

FINANCING MUNICIPALLY OWNED UTILITIES 

MUNICIPAL ownership of certain public utilities has 
been widely extended in recent years. The utility most 
cQmmonly owned by city governments is the water supply 
system. In fact, water supply systems are now largely 
owned and operated by the cities which they serve. 
Three other important utilities-gas, electric light and 
power, and electric railways-are sometimes municipally 
owned and operated. A few city governments have also 
undertaken a number of other utilities, such as terminal 
rail,roads, grain elevators, warehouses, coal yards, and 
ice plants. 

Being necessarily limited in its scope, this chapter is 
confined entirely to a discussion of the more important 
factors in the financing of municipally owned water sup
ply, gas, electric light and power, and electric railways. 
Such factors are more or less general in their application 
to these utilities and are so treated in this discussion. 
They relate to the acquisition by purchase or construc
tion of the utilities and their subsequent extensions; to 
the cost of operation, maintenance, fixed charges and 
debt retirements;. and to the charges for services ren
dered by the utilities.' 

Financing the Acquisition and Extension of Utilities 

In acquiring and extending public utilities, city gov
ernments find it necessary to previde funds for the foI-

l In the preparation of thia ehapter the writer b .. drawa OD .enraJ 
IIOUrees. Thoae which have been partieularl7 helpful are tbe foUowinc: 
JOhD Baner. Elf..,';' R..,ua,iooo 01 P.bl", UlUi,iM; L. R. N ..... Tk 
EcoflOffliu 01 P .. ",", VI"" ... ; aad W. O. Raymond,. TA. P.1Jlio .... I,. 
Utili'ia. For the cenerai reader. Profeaor RaJIDond'. book ~". aD 
esceJleut presentation of public atilit7' problema. 
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lowing purposes: (1) purchase or construction of the 
plant or system, (2) service connections, (3). working 
capital, and (4) extensions to the system. The different 
methods of securing funds for these purposes are dis
cussed below. 

Purchase or Construction of the System 

The first step in the financing of a utility system, 
whether the city government buys it from private opera
tors or builds it, is to provide funds to meet the initial 
cost of such a system. Regardless of the kind of utility 
-water supply, gas, electric light and power, or electric 
railways-these funds are usually secured by the issuance 
of bonds. It is generally assumed that the term of the 
bonds should not exceed the useful life of the physical 
parts of the utility.1 However, the fact that the useful 
life of the different parts of a given utility varies greatly 
is often overlooked. For example, a water supply sys
tem consists of various parts for the collection and stor-. 
age of water, such as reservoirs, dams, filtration plants, 
and intakes, all of which are relatively permanent. In 
addition, the system includes water mains, valves, gates, 
and sometimes pumping stations, which are concerned 
with the distribution of the water and which are not as 
durable as th~ other parts. If all these things are to be 
taken into consideration, it can be seen that the problem 
of fixing the term of the bonds is a complicated one. 

Some utility authorities maintain, and with good rea
son, that when properly kept up, a utility property as a 
whole is permanent, or relatively so; hence, there is no 
correlation between the term of the bonds and the life 
of such property. If renewals are systematically pro
vided for either by way of depreciation reserves or 
through direct charges to operating expenses, there is 
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no reason for limiting the term of the bonds. Utility 
bonds should, therefore, be issued for fairly long terms, 
say, forty or fifty years, but not less than thirty years. 
If the bonds are paid off and not refunded when due, 
this long period usually permits them to be retired out 
of earnings without unduly burdening the rates. 

The cost of preliminary work in acquiring the utility, 
such as advertising charges, engineering services, legal 
services, and inspection and supervision of construc
tion, should be met out of the bond money, unless the city 
government is able to appropriate for it out of general 
funds. This expense, however, may be properly re
garded as a part of the cost of creating the enterprise. 

The experience of certain cities in financing the pur
chase of street railway systems is worthy of note at this 
point. These cities are San Francisco, Detroit, Seattle, 
and Toronto. In each of these cases the city acquired 
the system by purchase, although Detroit undertook in 
.1920 the construction of an independent municipal sys
tem before acquiring the private lines. The main fea
tures of the financing methods employed by these munici
palities in the acquisition of street railway properties 
are briefly summarized below. 

San Francisco has been operating a municipally owned 
street railway system since 1912. The first bond issue 
for this purpose, amounting to $2,020,000, was authorized 
at an election held during December, 1909. These bonds 
were issued for a term of thirty years; they bear inter
est at the rate of 4~ per cent and mature serially $101,-
000 each year from 1915 to 1934. Subsequent issues have 
been of the same type but bearing a somewhat higher 
rate of interest. Bond issues for street railway pur-. 
poses are independent of the city debt limit. . 

In 1920 Detroit authorized by referendum a bond issue 
of $15,000,000 to provide funds for the contemplated 
construction of about 100 miles of new street railway 
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mes and the acquisition of about thirty-four miles of 
rivately owned nonfranchise lines. These bonds were 
f the sinking fund type, the term being thirty years. 
iubsequentIy, an issue of $1,500,000 thirty-year serial 
londs was authorized for equipment and additions to 
hat system. In '1922, after extended negotiations with 
the Detroit United Railways Company, the acquisition 
of the lines of that company for $19,850,000 was author
ized by a referendum. The purchase agreement called 
for an initial payment of $2,770,000; semiannual pay
ments of $500,000 over a period of ten years; the bal
ance, amounting to $7,580,000, becoming due December 
31, 1931. A bond issue of $4,000,000 thirty-year serial 
bonds was authorized at the time authority was given to 
purchase the lines.! Funds obtained from this source 
were used in part to meet the initial payment of the pur
chase price and to acquire certain supplies from the 
Detroit United Railways Company and in part to pro
vide working capital for the municipal system. Street 
railway bonds in Detroit are not exempt from the debt 
limit. 

The city of SeattIe in 1919 acquired the privately op
erated street railway system at a price of $15,000,000. 
Independent appraieers estimated that the purchase 
price exceeded the fair value of the system by from 
Beven to eight million dollars.· The purchase agreement 
required that the company be paid in twenty-year aerial 
bonds drawing 5 per cent, the first installment becoming 
due in 1922 and the balance at the rate of $833,000 per . 
year for eighteen years. These honds are not exempt 
from the city debt limit. 

The privately owned atreet railway system of the 
Toronto Railway Company was acquired by the city of 

'"Th. 1"1....... of til. ~t of s- RIIIl_ of DIVoIt.. """'" B""_. DoUOlt s_ .. _ of 00 ............... a1 R_rdl. J .... so. 19:13. 
• Paul H. Douc .... "Tb. Seattle s-~ ~ . .1_ ., 

1'0/; .. .., H __ • J ....... 11l2L 
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Toronto in 1921. Funds to make the purchase which 
amounted to about $13,000,000 were provided out of 
twenty and thirty-year serial bonds. Extensions to the 
Toronto system are financed in the same manner as the 
original acquisition, that is, by twenty and thirty-year 
serial bond issues. The present policy, however, seems 
to be to issue twenty-year serial bonds. Street railway 
bonds are exempt from the city debt limit. 

In the case of both the Seattle and Toronto street 
railway systems where twenty-year bonds have been is
sued, it appears that the payment of these bonds during 
this short period will burden the users with a rather 
heavy charge. Especially is this so, if renewal or depre
ciation reserves are fully maintained in addition to the 
retirement of the debt. Of course, the interest must be 
me,t in any case. 

The application of special assessments to the financ
ing of rapid transit systems is of interest in this con
nection. Proposals of this character have been made 
in a few of the large cities, notably New York and Phila
delphia, but they have not been put into practice on an 
extensive scale. 

San Francisco began in 1913 to finance by special as
sessments the construction of tunnels in its municipally 
owned railway system.' The Stockton Street tnnnel was 
the first one financed by this method. It was completed 
in 1915 at a cost of $631,000. This entire cos~ was met by 
special assessments on two irregular districts extending 
away from each end of the tunnel. In 1917 the Twin 
Peaks tunnel, a much larger project, was completed. The 
entire cost of this tunnel, amounting to $3,995,000, was 
met in the same manner as the Stockton Street tunnel 
In 1926 the building of the Duboce-Sunset tunnel was 
begun. It is estimated to cost $1,653,000 and is to be 

'Thia work was authorised "7 OrdiDU .. No. 2186 (N ... 8erIeo), ap
proved Febru8rr 19, 1913. 
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finanoed by speoial assessments in the same way as the 
other tunnels. In eaoh instance, the oost of laying tracks 
in the tunnel, making extensions beyond the tunnel, build
ing oar barns, and purchasing new equipment for the 
extensions was paid for by the city government either 
from surplus earnings of the municipal railway, depre-
ciation reserve, or bond issues. . 

The voters of the city of Detroit recently adopted 
a plan for the finanoing of rapid transit oonstruc
tion involving the use of speoial assessments.1 The 
plan assumes that rapid transit facilities convey, (1) a 
general benefit to the city at large, (2) a speoial benefit 
to the property in the vioinity of the transit lines, and 
(3)a direot benefit to the riders. The plan distributes 
the estimated oost of $4,700,000 per mile among these. 
An assessment of 17 per oent of the cost is to be distrib
uted over the oity at large. The amount of this levy, esti
mated at $800,000 per mile, is to oover one fourth of the 
permanent way oost. Fifty-one per cent of the antici
pated cost, estimated at $2,400,000 per mile, is to be 
assessed against the property in the vioinity of the lines. 
This amount is intended to cover three fourths of the 
permanent way cost. It is to be assessed on the basis 
of proximity over an area extending approximately one 
half mile on each side of the proposed lines. The maxi
mum benefit is assumed to accrue to the property adja
oent to or near the stations, which is marked off into 
six zones with different assessment rates per square foot. 
These zones are extended so that all property between 
the stations and along the line is included in some zone. 
The special assessments are payable over a period of ten 
years. The remaining 32 per cent of the cost, estimated 

• s.. ,.,..,..... I'i_rie, PIa. tar • Be,... ,....uiI iI .. _ f .... A. Cit • • , Do_'. Rapid Truoil Oommi_ioa. No ...... bor lIT. 1923. 'Ibis pi ....... 
adopted b7 a ftf9reDdWll 011 Sep_be. 9, 1-' AIl.ct (No.. 2.."1. rode-
Baine ud llmltine lh<I ..... rioioaa ... ....w.. 1IlbwQo, .... ~ b7 lh<I 
111:!1i MielllpD loiri ......... 'lb. '"17 ell...... ..... W ia __ 
willa tbia .ct kr • ftf9_ ... NoftlDbor a. 18:!li.. 
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to be $1,500,000 per mile, is to be provided by the sale 
of mortgage bonds. This amount represents the riders' 
share of the cost and is to be used to purchase equip
ment. The interest and sinking fund charges on these 
bonds are to be paid out of the revenue of the system, 
in other words, out of the riders' fares. 

Service Connections 

Ordinarily no service connections are built for street 
railways. Customers come to the place constructed to 
receive the traffic. I;n the case of water, gas, or electric 
utilities, service or house connections must be made be
fore customers can be served. In constructing a utility 
system of this character, mains or trunk lines are laid 
in the streets, but service connections are not ordinarily 
made at the same time. It is more or less common prac
tice to make these connections at the request of the cus
tomers and to assess the cost against the property served 
by such connections. In the case of water supply, the 
owner of the property is generally required to pay for 
the service pipe, the amount of the charge being limited 
to the cost of installing the pipe from the property line 
or curb box to the meter. The service line from the main 
to the curb box is usually regarded as a part of the dis
tribution system. 

The distribution of gas, electric, or water service re
quires proper measuring devices or meters. In the case 
of'gas supply and electric energy meters are universally 
used and accepted as proper by the using public. But 
this is not generally true of water j many cities do not 
meter their water supply. It has been considered in a 
different light from gas and electricity, as being more 
or less free like air. There is, however, a growing appre
ciation of the need for complete metering of city water 
supply as a means of securing economical administration 
and of determining equitable charges for the use of water. 
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This has led many cities with unmetered water supplies 
to consider the adoption of a definite program for in
stalling meters throughout the water supply system. 
In a large city such action involves a considerable ex
penditure, and the financing of such work may constitute 
something of a problem. 

The problem of financing the installation of meters 
immediately raises the question of whether the city or 
the consumer should own the meter. Public service and 
utility commissions usually consider the meter as an in
tegral and necessary appurtenance of the water distri
bution system and, as such, they are of the opinion that 
it should be owned by the utility. The same ruling has 
been applied to municipally owned water supply systems. 
Mr. Allen Hazen, in discussing the ownership of meters 
for measuring water supply, says: 

With respeat to the meter there is DO queatioD but .. bet it is the 
beat polioy for the works to furniab it and to own it. This is the only 
method thet givea the works the full eoDtrol of the meter, with power 
to take it out and teat it and replace it with • De .. meter, or repair it 
whenever the eoDditiOllll of eerri .. make it deairable.' 

When a city government undertakes to install water 
meters throughout a large system requiring a consider
able expenditure, it is generally advantageous to dis
tribute this expenditure over a term of years. Under 
this arrangement the city government can proceed with 
the installation of a certain number of meters each y~" 
Perhaps the most satisfactory method of financing such 
work is through the issuance of bonds. Since the aver
age useful life of a water meter is estimated at twenty 
years, bonds of a. like term may be issued for this pur
pose.· Of course, the same plan may be followed in the 

'AIIo" R ...... 11_ R .... ,... w ..... wont __ Po 106. 
'Ho ....... tbo _tlOD of -.. '" Chi ..... ie lift ... __ "-

... __ "- tbo ale of _Iv. AD ___ ~ ~ __ 1. 1925" 
p ... YI .... r... "", .. .-l _Ii ... of tbo d~·. __ nPPb. It <IIaapd tbo 
... te. ratee .. u to __ tbo ... _ue ~ about s per _I. . 
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financing of meters by bonds as in the case of financing 
other parts of a water system. Long term bonds-thirty 
or forty years-may be issued for this purpose, and 
renewals of the meters may be provided for out of 
earnings. 

Working Capital 

Working capital consists of the cash used to cover the 
expenses of daily operation, which must be met before 
the receipts from service are available; it also includes 
the cash that has gone to purchase supplies which in 
some cases may have been converted into service mate
rial, such as water in reservoirs or gas in holders. U til
ities require working capital at all times to carry on 
their operations, but we are considering here only the 
working capital required when operations are first begun. 
The amount of this capital depends upon the character 
of the utility and upon the period that elapses before 
payment is received for the service rendered by the util
ity. In the case of street railways,' fares are collected 
in advance or at the time of the rendering of service. 
Nevertheless, such railways usually find it necessary to 

. carry large quantities of supplies, and therefore require 
considerable working capital for this purpoS!l. In the 
case of water, gas, and electric utilities, services are 
rendered before payments are made. Usually II period 
of from one to three months, sometimes longer, elapses 
before paymeut for such services. This means that work
ing capital must be provided to meet all operating .e%· 
penses, including the purchase of supplies, during this 
period. Such capital may be secured by increasing the 
amount of the regular bond issue for the acquisition of 
the utility, or it may be secured by selling short term 
bonds to be retired when the charges for service have 
provided sufficieut surplus. The latter method necessi
tates high charges at first when the charges are likely 
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to be higher than normal for other reasons. The former 
method obviates this difficulty.1 

Eztensions to the System 

As cities increase in area, it becomes necessary for 
publio utilities to extend their lines, tracks, or mains into 
new or outlying territory. The general assumption is 
that suoh utilities are obligated to render adequate ser
vice within the territory reasonably accessible to their 
facilities, and that their lines must be extended to fur

. nish this service as the city expands. However, it is 
generally understood that extensions which do not ben
efit the oity as a whole and which will not produce enough 
revenue for a long time to meet the oost of the service 
should ordinarily not be made. In case such extensions 
are made, their operating expenses will necessarily add 
to the oost of serving existing oustomers unless the city 
goverument arranges to meet these expenses by other 
methods. 

There are three sources from which the funds neces
sary for publio utility extensions are usually obtained
general taxes, special assessments, and utility revenues. 
In case the extensions are of a minor nature, they may 
be finanoed direct from the ourrent revenues from one 
or more of these sources. If, however, the work to be 
undertaken is of a oonsiderable magnitude, bond issues 
supported by future revenues are generally resorted to. 
In order to obtain the most favorable terms in the sale 
of utility bonds, it has been found desirable to pledge 
the full faith and credit of the city-that is, the general 
taxing powel'-to their support and retirement. The best 
practice, however, looks on this pledge merely as an 
additional guarantee, and the interest arid retirement 
charges are met out of revenues other than general taxes. 
Extensions into new territory of systems for distributing 

• w. G. RQmOIld. " •• Pdlie _ ,Ie Utilillot, P. 1& 
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water are frequently financed-and properly so-by spe· 
cial assessments against the property benefited. Special 
assessment bonds mayor may not be used, depending on 
the amounts involved. Bonds issued for the enlargement 
of existing mains, or for the construction of parallel or 
interlocking distributing systems as safeguards against 
emergency, may equitably be charged against water rev· 
enues, because the benefits are widespread and difficult 
to measure. To the extent that fire protection, which is 
furnished by the city without charge, is involved in con· 
struction of the type just mentioned, resort to general 
taxes for the payment of the bonds may be justified. 

In financing extensions to public utilities certain more 
or less arbitrary rules are usually applied. These vary 
according to the nature of the utility. Municipally owned 
wa,ter plants follow either of two general rules. Under 
the first rule, extensions may be laid at the points directed 
by the city council or the head of the water department. 
In some instances the extensions are made only when the 
city engineer or the engineering department certifies 
that they are required. The cost of extensions in some 
cities is met wholly out of the water revenues, in other 
cities wholly by special assessments, and in other cities 
by special assessments for a six-inch main and when the 
main is larger than six inches from the water revenues 
for the excess cost. Bond funds are generally used to 
meet the cost of large mains. 

According to the second rule, extensions are only made 
when the annual revenue from prospective users of water 
will equal a fixed percentage of the cost of installation, 
or when the length of the new main per house served 
does not exceed some established unit,. usually 100 feet. 
The percentage that the annual revenue from an exten· 
sion must bear to the cost of constructing it varies from 
4, to 20 per cent in different cities. Sometimes a higher 
percentage of annual· revenue is required for the eon· 
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Jtruction of mains outside the city limits than for those 
within. 

In making electric line extensions, the various electric 
~ompanies follow a general rule under which $2 may 
be spent in building an extension for each dollar of 
initial annual revenue from such extension. Of course, 
this amount will vary depending upon local conditions. 
However, it is considered reasonably conservative under 
normal operating conditions. In fact, it has been shown 
that where operating conditions are favorable expendi
tures for extensions may safely exceed the $2 limit.' 

Many gas companies have developed a rule for exten
sions under which 100 feet, or thereabouts, of gas main 
will be run for each prospective user. Such extensions 
usually cost about $100 and the average annual revenues 
from them is about $45. Hence, this rule is quite similar 
to that for electric line extensions. 

There seem to be no general rules, arbitrary or other
wise, applying to the building of track extensions of 
electric railways. The drift of urban population and the 
use of busejl and automobiles make the transportation 
business rather uncertain as to revenues. Political in
Iluenc.es, threats of competition, and demands of real 
estate promoters are disturbing elements in working out 
a satisfactory scheme. It has been found that street 
railway extensions usually increase land values, in some 
cases from $50 an acre to $50 a front foot. For this rea
son special assessments have recenUy been recognized 
as a means of financing the construction of rapid transit 
lines.' . 

• See L. R. N." n. ,_ •• 100 ., ,.".,.. Utili .... pp. S'I9-&'I, ..
a Iormlll. I. c1enlopod oot.m. tbil fortb. 
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Wha.t the Utility Should Earn 

Having constructed or purchased the utility plant or 
system, the next important thing to be considered by the 
city authorities is the revenues of the enterprise. The 
charges made for the services of any municipally owned 
utility ought to be sufficient to meet the entire cost of 
producing the services. In order that such a utility may 
be self-supporting, it should earn: (1) operating ex
penses of all kinds, (2) depreciation allowance or reserve, 
(3) interest on investment, (4) emergency surplus, and 
(5) taxes. The first three of these items represent direct 
service costs, as will be explained later. The fourth item, 
namely, a limited surplus to meet emergencies, is a re
quirement of careful management, although it is not 
abl!olutely necessary. The fifth item-the inclusion of 
taxes-is unusual. It is the subject of considerable dis
cussion, and for that reason ·will be referred to later. 
Three other items should be mentioned in addition to 
those above. In the event the bonds issued to acqnire 
the utility property are to be retired when due, it is nec
essary to set aside from the earnings of the utility 
(6) an allowance for debt retirement or sinking. fund 
purposes. If extensions to the utility system are to be 

. financed from earnings, then (7) a reserve should be set 
up for extensions. If the city authorities decide, as is 
sometimes done, to mske the utility pay part of the gen
eral expenses of the city government, there should be 
(8) an accumulation over and above the other items, or 
a ·profit, which can be drawn upon aunually for general 
budget pUrposes. It is maintained by some writers that 
a municipally owned utility should not be made to earn 
the last three items, that charges in the rates to cover 
these items are generally unfair to the consumers. If 
these items are included, the allowances should be mod
erate; and for that reason bond retirements should not 
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Ie based on short periods, like twenty years, which are 
ikely to be overburdensome on the ratepayer~. 

Ope,.ating E~ense8 
, The operating expenses of municipally owned utilities 
consist mainly of salaries and wages, supplies, and plant 
maintenance. Such expenses vary widely according to 
the kind or character of the utility. Ordinarily, they 
may be divided into three main groups: (1) production 
e:r:penses, (2) distribution eXpenses, and (3) general and 
miscellaneous expenses. These groupings are especially 
applicable'to commodity producing enterprises, such as, 
water, gas, and electrio light and power. Eleotrio rail
ways require a somewhat different grouping of operating 
expenses, such as that presoribed by the Interstate Com
merce Commission. 

The operating expenses of water supply systems vary 
oonsiderably according to the nature of the system. 
There are two general kinds: gravity and pumping. 
Sometimes the system is a combination of these two. 
Purification works are often a part of the system. The 
gravity system is used by oities located among or near 
mountains or hills, where the oollecting and distributing 
reservoirs are at a higher elevation than the city. The 
pumping system is used in supplying water from lakes, 
rivers or wells, and the water may be distributed either 
under direct pressure from the pumps or through an 
equaliaing struoture, such as a standpipe, an air pressure 
tank, or an elevated tank or reservoir. The production 
expense is relatively small for the gravity system and 
rather large for the pumping system. The latter system 
requires additional labor and the maintenance of pumpe, 
as well as duplicate pumps and other machinery for 
emergency purposes. The east of distribution and the 
general expenses are usually about the same for both 
systems. 
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Gas plants usually produce either coal gas or car
buretted water gas. Sometimes they may produce both. 
Oil gas is often made in the vicinity of oil fields. Coal 
gas is manufactured through the destructive distillation 
of bituminous coal. The process produces several valu
able by-products, such 'as coke, tar, and ammonia. The 
proceeds from the sale of these by-products are usually 
credited to the operating expenses, thus reducing them 
by the amounts received from the sales. Water gas is 
manufactured by passing steam over incandescent coke 
and enriching the resulting blue gas by the addition of 
some oil gas. The oil gas is a distillate of petroleum. 
The water gas process produces fewer by-products than 
the coal gas. The gas making equipment of the two proc
esses differs considerably, hence the repair and mainte
nance items of production expenses will vary. More 
labor is required in making coal gas and higher priced 
materials in making water gas. The distribution, com
mercial, general and miscellaneous expenses of the two 
processes are !\bout the same. There are of course varia
tions in these, depending upon local conditions. The oper
ating expcnses of gas enterprises normally require from 
.50 to 75 pcr cent of the operating revenues. 

Electric energy is generated either by steam power 
. or by water power. The operating expenses vary accord
ingly. Labor, fuel, supplies, and plant maintenance are 
generally mueh less when water power is used than when 
steam power is nsed. Of course, many cities do not have 
convenient water power. Electric energy may be gen
erated at some distance from these cities and transmitted 
over high voltage lines, in which case there is the ex
pense of operating the transformer station in stepping 
down the voltage to the point of ordinary distribution. 
The ratio of operating expenses to operating revenues, 
of some hydroelectric plants is as low as 25 per cent. \ 
'!'he ratio of steam plants is between 40 and 50 per cent, 
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unless the distribution lines extend over a large territory 
with a widely scattered population, in which case it may 
run to 60 per cent or even higher. Gas and electric plants 
are sometimes combined in cities; that is, they are located 
on the same property, although the plants themselves 
may be separate. Under these .conditions the equitable 
distribution of operating expenses is a problem which 
may have to be solved more or less arbitrarily. 

Electric railways may produce the electricity which 
they use or they may buy it from generating plants. In 
the first case, the operating expenses in connection with 
the production, transmission and conversion of the elec
trical energy are practically the same as described above. 
In the second case, the railways may charge the cost of 
the electrical energy direCUy to operating expenses. This 
may be done even when the city government owns both 
the railways and the power plants. Electric railways 
usually show rather high operating ratios. The operat
ing expenses run from 60 to 75 per cent of the operating 
revenues; sometimes they go much higher. The percent
age of revenues absorbed by operating expenses in the 
case of urban railways has been estimated as follows: 
maintenanoe of track and roadway, 7 to 13 per cent; 
maintenanoe of equipment, 6 to 11 per cent; power pro
duotion, transmission, and conversion, 8 to 15 per cent; 
platform wsges (one or two-man operation), 20 to 35 
per cent; other transportation and traffic expenses, 5 to 9 
per cent; damages, 2 to 6 per cent; and general and un
distributed, 7 to 12 per cent.l It will be seen that the 
latter figures completely absorb all revenues. 

Dt'p,.eciGliOlt OM Rttletllol8 

Depreciation may be defined as property loss charge
able to operating expenses because of wear and tear and 
gradual obsolescence. It is generally understood to ap

'L. R. N .... n. B __ ., I'MIio eli/ilia, p. a:!7. 
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ply to all physical property with the exception of land. 
Public utility plants and equipment gradually wear out. 
from use and must be replaced sooner or later in order 
to keep the property in running order and to maintain 
the standard of service. Age, inadequacy, and new in
ventions, which are elements of obsolescence, also in
crease the property loss of public utility plants and 
equipment. While these facts are generally conceded, 
there is a wide difference of opinion among public utility 
experts and engineers as to just how depreciation should 
be arrived at when applied to such properties.1 In fact, 
these experts and engineers may be divided into two 
opposing groups, according to their opinions on the sub
ject of depreciation. 

One group maintains that a public utility plant begins 
to wear out from the time it is first put into use and 
that its continued operation causes a gradual property 
loss until the end of its service life, at which time it has 
been consumed to the point where it is worth nothing 
more than for salvage. Thus, if a machine which has an 
estimated service life of twenty years has seen ten years 
of service, it is not any longer as good as new, although 
"11 may be giving perfect service, but it has lost half of its 
service life and therefore its original cost has been con
siderably reduced, being consumed in the process of 
operation. If this machine were sold, it would be on the 
basis of ten years more of useful life rather than twenty 
years. Some consideration would also be given to the 
fact that the expense of maintaining it during the last 
half of its service life is likely to be greater than during 
the first half. If the owner of this machine does not 
recognize that the machine is being gradually used up 
in the process of turning out the service which he sells, 

1 See. for example, Jobn Bauer, Eft«"" Regfllatiofl ., P .. ",", U,ili' ... , 
Chapter VII: Del.,. F. Wilros. Depreci.,io,. i,. P.",ie Ut;t11*: J ... R. 
N .. b. TAe B_;,,> of P"b/;" VIi/it;">. Cbapter VIII; aDd He • .,. "
RiR" D.,..-liOfl of P"b,", VIUil. Prop..,iR. 
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nd fails to include this item in the selling price of the 
ervice, then his net return will be just so much less than 
e thinks it is. Even though the machine may require 
o expenditure of money to keep it running during a' 
iven year, it is being used up just the same, and the 
.mount of this diminution of its original cost should be 
stimated and listed as one of the expenses of producing 
he service. The accumulation each year ()f a reserve 
o cover the estimated property loss of the machine 
hrough operation and otherwise is known as accrued 

dep,.eciation. 
The other group contends that when a public utility 

property is well maintained, there is no such thing as 
accrued depreciation pertaining to or affecting the orig, 
inal cost of it. Such a property is regarded as having 
an unlimited life; while specific parts of it may wear out 
or be replaced for other reasons, the property as a whole 
continues to render service indefinitely. Hence, as long 
as this service is rendered efficiently, there should be 
no decrease in the original cost of the property because 
there is no reduction in the quality of the service. This 
means that there is no use of setting up a depreciation 
allowance or reserve in the accounts of the utility in 
order. to insure a complete accounting of all operating 
expenses annually, but that it is only necessary to record 
replacement or renewal costs, since the property is fully 
maintained by the replacement of discarded units as they 
wear out or become obsolete. 

These opposing views relative to depreciation spring 
largely from the valuation of public utility property in 
connection with the determination of the rates which are 
to be charged for service. According to the th8()ry of 
accrued depreciation, the capital assets of a new utility 
enterprise grow gradually smaller as its service life 
lengthens, aud consequently the amount of the capital 
upon which earnings must be computed becomes less and 
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less. In order to maintain the original capital intact, 
a depreciation reserve is accumulated equal to the esti
mated property loss. However, the capital assets of the 
'enterprise do not continue to diminIsh until they reach 
the vanishing point at the end of the service life of the 
first plant units; but after the property has reached 
maturity, that is, after it has reached.a stage at which 
a large number of its original units have been replaced, 
and the rate of replacement has bec@me substantially 
uniform, then accrued depreciation tends to become 
stable. A mature utility property which is not growing, 
may be said to have a value of 50 per cent of the cost 
new.' This, of course, gives a low value for rate making 
purposes, and one that is regarded by the opponents of 
accrued depreciation as not being a "fair value." How
evet, they do not take into account the fact that the own
ers of the utility have had restored to them through the 
depreciation reserve set aside from the operating rev
enues an amount equivalent to the property loss. This 
reserve takes the place of new capital; it can be rein
vested in the utility or withdrawn at the option of the 
owners. 

If we accept the point of view of those who contend 
that the cost new of a public utility property is not 
diminished so long as the enterprise is able to maintain 
a high quality of service, then it is unnecessary to set up 
a reserve computed on the basis of accrued depreciation 
in order to maintain the integrity of the capital invest
ment. All that is required is to make renewals as needed, 
setting aside from earnings a small replacement reserve 
for this purpose. These renewals will keep the enterprise 
operating effectively from the service standpoint; and 
so long as the enterprise does this, the property will be 

S Some eugiDeel'll tis thie moe at 70, or even ~ per eeat of eod Dew 
depeDdlUC upon tho ... ture of tbo ntlUlJ'. A powi ... utility property to 
which addition. aDd betterment. are beinc made Mould maiDtaiD • eDncl1 .. 
tion IOmowbat aboft that of • DOn-ctOWi... property. 



FINANCING CITY OWNED UTILITIES 529 

impaired, at least, it may be so considered for rate 
aking purposes. 
Of course, the actual condition of the property will be 
.e same regardless of whether a depreciation reserve is 
aintained or renewals are made as needed. A new 
tillty following the renewal method would 'not have to 
arn as much as one setting up a depreciation reserve 
,nd oonsequently might establish lower rates when such 
ates are based on cost of service. But after the ·two 
tillties have reached maturity, the demands for replace
Dents in both oases would be about the same. Then the 
me with the depreoiation reserve would be in a position, 
lecause of this reserve, to give service equivalent to the 
Ither one at lower rates. 

There are a number of methods of arriving at accrued 
lepreciation. The one most commonly used is known as 
;he straight line method.1 It assumes that depreciation 
)ears a direct relation to the estimated service life of the 
mit or part of the utility plant under consideration. If, 
tor example, a pumping unit of a water system is esti
nated to have a service life of 20 years, and it cost 
Uoo,ooO to install, then the depreciation accruing on it 
Ilnder the straight line method would be $5,000 a year. 
[f it is assumed that the unit has a salvage value at the 
end of its service life of $10,000, then the accrued depre-

'Anothe. mothod, _etlm .. emplO7"d. Ia .. U«I the oInk!nc fund method, 
nail method ... UmeB that the ftpl'M'i.atioa of • utilit7 unit cro .. at the 
.. me Nte .1 all anuulq that Ia .u.8i~i.nt to equal the eost of the c1epre
!lotlna unit .t the eDd of Ita .. "I .. life. If 1ha .. m .. Ur. of 1ha oit 
la 20 JtMlN and mOM7 _I'D' G per ftllt. thf'D • eeltaia amoullt plaeed OD 
"""pound Intoreet .t II po. eont .t 1ha oDd of oadio _ will equal the 
_t of the unit In 20,..... It Ia .11 O ..... tloll .nalop.,. to 1ha de_p
.eDt of • Rinki. fund lor debt fttirftllt"Ut. The maia adTantap elaimed 
rw the ointillC fuDd method 0". 1ha atniPt Ii ... method ID • ......u.c .... 
pncl.tlOll Ia that th. eoatributlou to tho _no durlnc the -r1.7 _ra 
of 1ha .. m .. Ur. of th. P ...... rt7 ... "'7 .. udio _lie. thn ~ .... 
... de. the .t .. ~ht u... melhod, .nd tb ... ron _ ID Ii ... with 1ha ._ 
1IhlIoi ... 1 dio._ III th. P"' ... rt7. Do_. tho oinklna fund _thod Ia 
mudio Il10 .. eompIl .. tod thaD tho other __ .nd the _ta .... ta_ 
hom It do IlOI .p_r to Jutity Ita __ The atfticbt Ii .. _thod _ 
to ftl' .... nt the foote witll aul&d .... t .<eon", .......... t -. ......... _ 
__ tao III""'" -.... _rtaial7. . 
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ciation would be $4,500 a year, or the cost new less the; 
estimated salvage value divided by the number of years· 
of assumed service life. In applying the straight line . 
method to a utility system, the service life of each of the 
various units should be taken into consideration in arriv
ing at the composite life of the property. This is not gen
erally a simple computation owing to the varying lengths 
of the service life of the units that make up the system. 
For example, the storage dams and reservoirs of a water 
system are usually estimated as having·a useful life of 
80 to 100 years; the distributing ·reservoirs and stand
pipes from 40 to 50 years; the buildings from 20 to 50 
years, depending on the kind of structure ; the filter 
plants from 35 to 40 years; the pumping machinery from 
15 ,to 40 years, depending on the kind of units; valves 
and hydrants from 40 to 50 years; distribution pipe from 
15 to 100 years, depending on the size and material of 
the pipe; and water meters from 20 to 30 years. It is 
obvious from these figures that a mature water utility 
property will have some units that are practically new, 
others that are partly consumed, and still others that are 
nearly ready for replacement; hence some of the com
plications which are involved in arriving at the accrued 
depreciation. 

Depreciation Reserve and Debt Retirement 

Depreciation has been discussed in the preceding sec
tion without regard to whether the utility is privately 
owned or municipally owned. There are, however, some 
important distinctions in these two types of ownership 
growing out of the handling of the depreciation reserve 
and its relation to the retirement of the bonds issued to 
acquire the utility. The privately owned utility does not 
ordinarily retire its stocks and bonds but carries them 
indefinitely. All it does is to pay the interest on its bonds 
and try to produce a sufficient profit from whjch to de-
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re dividends on its outstanding stocks. In the event 
sets up a depreciation reserve, this reserve is used for 
operty renewals, extensions, and betterments. It may 
en cut down the contribution to thjl depreciation re
rve for a given year in order to maintain the payment 
. dividends on its stocks. In fact, this is one of the 
asons why a privately owned utility often prefers the 
placement method, permitting a small replacement re
rve to which it may contribute in unequal amounts 

epending upon the prosperity of its business. In the 
ears when business is good it may make a considerable 
ontribution to this reserve and in lean years little or 
one. 
In the case of the municipally owned utility, the city 

,uthorities are usually required to payoff the bonds 
hat have been issued to acquire the property. These 
,onds generally fall due either during or at the end of 
fixed period, depending upon whether they are serial 

onds or term bonds retired from sinking funds. If a 
epreciation reserve is set up during the period the 
,onds are being retired, then the customers of this period 
,re not only paying for the plant, but they are setting 
iP a reserve to renew the plant for future customers. 
~his means that the early customers, because of this 
louble burden, will pay higher rates for service than 
ilter customers will be called upon to pay. In some 
ities this practice is followed at the present time. Of 
ourse, it is usually a matter for the city authorities to 
letermine. If they think that the customers of the utility 
an bear the extra charge in the service ratee, they may 
.dopt the plan of paying for the utility property and. 
atting up a depreciation reserve at the same time. How
ver, if they want to arrange it so the customers of one 
~eriod will pay only the cost of that period, they should 
lse the replacement method in the e~llt they provide for 
he payment of the bonds. In this case no depreciation 



532 MUNICIPAL FINANCE 

reserve would be 8et up. If such a reserve is set up, 
there should be no charge in the service rates for the 
payment of the bonds. The customers would then pay 
the cost of the service, including interest and deprecia
tion, and when the bonds came due they would be re
funded. This latter plan follows substantially that of 
privately owned utilities. It is, perhaps, somewhat more 
practical to set up a depreciation reserve for municipally 
owned utilities. The debt for the acquisition of the util· 
ity property may, however, be paid out of the general tax 
levy of the city, since payments on debt are not regarded 
as costs of service but rather as capital investments. 

The depreciation reserve of a municipally owned util
ity, if the property is new, will sometimes amount to 
mile as much as is required for renewal purposes when 
the straight line method is followed in making the accru
als. This is largely because of the fact that with a new 
property a considerable reserve is accumulated before 
there is any need to spend it for renewals; with matured 
property the reserve and the renewal needs will be about 
equal. If the reserve is larger than the renewal needs 
9f the property may require, then the surplus may be 
used to pay for extensions or betterments to the property 
or it may be used to retire outstanding indebtedness of 
the property .. This has been done in the case of some 
municipally owned utilities. There seems to be no great 
objection to this policy so long as the utility property is 
maintained in first-class condition by proper and timely 
renewals. If the reserve should become depleted to the 
point where such renewals could not be made, then it 
should be repleuished immediately by the funding of the 
capital expenditures already made from it. 

Tann9 Public Utility Properly 
Some writers regard a municipally owned utility as a 

commercial enterprise. They view it as servin~ only its 
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stomers. While it may confer Bome common benefit, 
lere is not the same reason for letting it go untaxed 
lat there is for not taxing unproductive public property 
ithin the city. They maintain, therefore, that publio 
tility property, whether munioipally or privately owned, 
bould be assessed and pay taxes as in the oase of other 
roperty, and should collect these taxes in turn as a oost 
f service from the customers. 
Other writers hold that practically everyone in a city 

Injoys the benefits of its utilities, just as in the oase of 
treets and sewers, and perhaps more so than in the case 
)f schools. The latter property, of course, is unproduc
;ive; but it could be made self-sustaining, if the policy 
)f the oity authorities were to make it so. Tbese writers 
lee no valid reason for adding taxes to the charges of 
~ublio utilities, except as a convenient method of collect
llg city revenues. If citizens did not pay the taxes in this 
:orm, they would have to pay them in some other form. 

Up to the present time, publicly owned utilities have 
~een generally exempted from the payment of taxes on 
their property or business within the limits of the own
ing municipality. However, the present tendency seems 
to be in the direction of taxing such utilities. In fact, 
the property of municipally owned water systems outside 
the city limits is usually taxed by the county and state, 
lS in the case of privately owned property. Tbe munici· 
pally owned street railway of Detroit is required to pay 
taxes not only to the county and state, but also to the 
city. The taxes are levied against the property on the 
same basis as on other property within the city. A 
monthly charge against income is made to provide a 
reserve for payment of these taxes. 

Charges for lnility Servioea 
When the city government acq~ a new utility enter

prise the amount that it should earn and hence the charge 
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for its service will have to be estimated largely upon the 
basis of the experience of similar utilities in other cities. 
If the enterprise is established and going, the amount to 
.be earned will be known and the problem will be one of 
devising a system of rates which will produce the neces
sary revenues and which will be fair to all the customers 
and taxpayers. Such a system of rates requires that the 
charge for service to each customer should bear 'a close 
relation to the actual cost of the service. Of course, city 
authorities may, and do, find it necessary to vary some
what from this. They sometimes average the costs of a 
utility service for domestic purposes and produce a rate 
which favors the customer that uses a small quantity 
over the customer that uses a large quantity. They may 
also require the utility to earn more than the actual cost 
of the service in order to turn some money into the gen
eral fund of the city government. 

Factors in Rate Making 

There are three more or less distinct factors which 
enter into rate making for public utilities. These are 
(1) customer costs, (2) customer demand or readiness
to-serve costs, and (3) quantity oC service or consump
tion costs. Customer costs cover the reading of meters 
and billing charges, and are practically the same for 
each customer regardless of the amount of service he 
uses. If the meter and the service line from the main to 
the house belong to the utility rather than the customer, 
there will be a charge for maintenance, depreciation, 
interest, and so forth, which will be about the same for 
all CUGtomers with the same sized connections and meters. 
This charge is cousidered customer cost. 

Customer demand or readiness-to-serve costs are not 
so easy to distinguish as customer costs. Readiness-to
serve costs vary with the kind of utility. Some utilities 
furnish a commodity from storage; others furnish a com-
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ilodity or simply a service without storage. The latter 
!lust be ready with sufficient plant and labor to furnish 
he commodity or service in any quantity and at what· 
ver time desired by any customer. Storage water sup· 

DIy and gas works belong to the former group, while 
water supply by direct pumping, electric' power, and 
treet railways belong to the latter group. Utilities 
which use the storage method do not have to build plants 
o take care of the maximum or peak consumption, but 
~nly average plants operating in a regular manner are 
required. Utilities without storage must design their 
plants to meet the maximum or peak demands, conse
quently part of such plants will be idle some of the time 
and the cost of operation will be greater than for steady 
going plants. This gives rise to certain factors, namely, 
the load factor, or the relation between the average load 
and the peak load; the demand factor, or the relation 
between the potential and actual maximum demand; and 
the diversity factor, or the relation between the total 
maximum demands of individual customers for a given 
period and the maximum station load resulting from such 
service at any time during the same period. 

Certain costs, whiCh are fairly constant, result from 
these factors. Such costs are generally divided among 
the various customers, regardless' of the quantity of 
service used. 

The quantity of service or consumption costs are cov
ered by a charge for the actual amount of service con
sumed by the customer. The amount or quantity of ser
vice can be determined exactly when meters are used; 
oth~rwise, it can be known only approximately. The dif. 
ficulty in charging for the quantity of service does not 
arise from being unable to ascertain the amonnt con
sumed, but from separating the costs which are due 
directly to the quantity of service. from those that are 
not due to it. For this reason, it is sometimes hard to 
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adjust the consumption charge so that it will not be 
unfair to different classes of customers. 

Another thing that should be considered in arriving 
at the consumption charge for private customers is the 
amount of service used by the city government. The 
electricity used to light the streets and public buildings 
is properly chargeable against the community. The same 
may be said of water furnished to public buildings, for 
street cleaning, sewer flushing, and fires; and also of gas 
used for street lighting. 

There are several forms of rates applicable to public 
utility services, but the fairest form for the part of the 
cost collected from the individual customers is generally 
conceded to be the three-part rate for service. Such a 
rate consists of a fixed customer charge, which is the 
sania for all customers of a given class; a fixed demand 
or readiness-to-serve charge, which is not the same for 
all customers, but is practically the same from period 
to period for any given customer; and It variable charge 
based on the quantity of service consumed. For the 
sake of simplicity, it is probably better to make· a two
part rate by combining the customer charge and the 
readiness-to-serve charge into one fixed service charge. 
This is generally done in the case of water supply, and 
to some extent in other utilities. 

Forms 01 Rates 
An old form of rille, called the flat premises rate, is 

still used to charge for water supply service in some 
cities. It is a fixed sum, depending upon the size of the 
property or the nature of the improvements. It may 
be computed to include a part of the cost of the service 
lines extending to the property. 

A later form of rate is the fixture rate. It applied to 
water, gas, and· electric service, prior to the use of me
ters. A certain amount was charged for each tap, 
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mer, or outlet. This rate still prevails as a water rate 
I those cities that do not meter their water supply. It 
ems to be the best form of rate to use where meters 
ve not been adopted as a means of measurement. 
owever, it is conducive to wastefulness in the use of 
e service almost as much as the old premises rate. 
Where meters are used in selling water, gas, or elec
icity, three forms of rates may be employed. These 

re (1) the straight line rate, (2) the step rate, and 
3) the block rate. The straight line rate fixes so much 
er thousand gallons, per thousand cubic feet, or per 

tilowatt. regardless of the amount used. This form of 
rate, without some adjustments, is not equitable as be
~ween the small user and the large user, since it costs 
less per unit of service to serve the latter than it does 
the former through the same sized service and meter. 
rhe step rate attempts to overcome this inequity by 
lIlaking the charge per unit of service less for the large 
~ser than for the small user. The objection to this form 
~f rate is that when the quantity of service consumed ap
proaches a step-down in the rate, it is to the advantage 
of the user to oonsume or waste enough in addition to 
Il&.rry him beyond the step-down in order to get the lower 
rate. This objection haa caused the step rate to be re
placed generally by the block rate. The latter rate is 
similar to the straight line rate, except that when the 
quantity of service consumed passes a block the rate is 
lowered a oertain amount on each nnit. For example, 
the rate for water might be 30 oents per 1,000 gallons 
for the first 5,000 gallons nsed in a month; 20 cents per 
1,000 gallons for the next 5,000 gallons; and 10 cents 
per 1,000 gallons for all over 10,000 gallons nsed in one 
month. ~he block rate is not inequitable to the large 
user and it does not encourage waats. 

The form of rate based upon metered service consists 
of a constant charge, that is, the service charge, and 
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either a straight line meter rate or a block rate for the 
quantity or consumption charge. If the service charge is 
merely a customer charge, then a block rate for the con
sumption charge is better than a straight line rate since it 
permits a more equitable distribution of the overhead 
costs and fixed charges. If the service charge includes 
both the customer charge and the readiness-to-serve 
charge, a straight line rate for the consumption charge is 
probably better than a block rate, since practically all 
tbat is left for inclusion in the consumption charge is the 
cost which is directly proportional to tbe quantity used. 
'Some utilities, especially water supply, make a minimum 
rate for a billing period which is an amount that is col
lected regardless of the quantity of service used by the 
customer. This minimum rate is designed to take the 
place of the service charge, but it is less equitable. 

Wate,. Rates 
Many municipalities, which own their water systems, 

furnish public water service free. This is generally re
garded as being unfair to the private customers, since 
it puts an expense on them that should be borne by the 
whole community. This "free water" should be charged 
to the city departments using it and an appropriation 
should be made in each instance to meet the cost of it.' 

lit is argued by eome that the cost of "free water" i~ imlignifieant In 
eomparieon with the unavoidable wute from leakage and aeepsge in the 
water .,.Btem and through meter elipP8ge (wateor pasaing throuKh the meten 
without- regi8terin~). In Rochester, New York, wbere in 1921 the ICM!IlI 
;Bureau of Municipal Research made a eareful Btudy of the water Q'atem. 
it was found in a daily conaumptioD of 27.000.tJOO gallons that about 
-1,420,000 gallonB were lost thro~gb .eepage and leakage in tbe .,IItem. 
5,000,000 ,allona through Doo-reg18tration of meters. and 5.090,000 ,,8110011 
through other and unaccounted "a)'ll. The amount of water oiled by the 
citJ' 11'0 about 1.900.000 gallon.. 000,000 gaiJoDli of which YU metered 
and the balance unmetered. Tbe water aetaall,. metered for commercial 
aDd domestic: pUrpoaelI waa 13,000,000 ,aDona pel' de,. 01' lIll,bt17 180ft thaD 

half of the water delivered. 
ID Detroit. Michieall, OBI,. about 72 per ""Dt of the water p .... u ...... 

paid for. no balaDce Ia aeoouDted for by 1_ ... tho mai .... Dd oem .. 
connection .. meter IIlippage.. and water' ueed b7 the mDDiclpallt1. It iii 
eotimated that meter aJip_ aIoDe ... rae .. about I> per _ of tha total 
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. the case of water for fire protection, the cost of the 
~ter may be apportioned directly to fire districts re
iving the protection rather than placed upon the city 
a whole. However, this is a matter of policy for the 

ty authorities to settle. 
In arriving at the water rate for private customers, 
e cost of water for the various purposes noted above 
could be taken into consideration. The customer's rate 
.ould consist of the service charge-customer cost plus 
,adiness-to-serve cost-and the consumption charge. 
~e service charge should not be loaded with the cost 
, "free water." 
The cost of fire protection service in cities of from 

0,000 to 100,000 population is approximately $2 per 
apita. It may be as low as $1.25 per capita in large 
ities and as high as $3' in small cities and towns. The 
lsual method of charging for this service is through a 
o-called hydrant rental. The city pays an annual charge 
If so much for each hydrant. The common charge is 
,bout $45 per hydrant; however, this charge varies 
:reatly from city to city. At best it is an arbitrary rate. 
)f course it is possible to determine the charge per 
lydrant for anyone year based on the percentage of the 
lost of the water system applicable against fire protec
ion.l Then this charge would have to be revised each 
'ear as new hydrants are placed in service. But it does 
lot seem to be a desirable method, since it tends to ra
luce the number of hydrants installed to the detriment 
If the service. 

A second method of meeting the cost of fire protection 
Nter dlstributod th-'> 1M __ Soe pope 22 .ad 2T of M._ 
I'.,.,. R .... lOP D._I. ~ 0.0 .... R. hn .... U, IIftOraI ..... _ •• depart
... t of wa~. onp.,q. _ JUUOI7 29, 18ll3. 
'Th. _ of 1M pnrtioa of 1M water ___ for 8,. ..-

- .. 117 ..... stitnM from 110 to 80 po. "nt of 1M ... ti,. _ of 1M __ 
" "'tiM ba'riac .... th... 10.000 _I.tioa; ao to 40 _ _t ill au.. 
10'0'1 ........ t 111.\000 popnI.tioa; 10 to ao __ t I" ",u.. of ...... t 100.000 
lOpUI.ti ...... ad 10 to 1IO .... _t I. Ia .... "'_ 8M 11' .... w_ ..... 
.... Maalllll of _ ... W.ter W_ "'-datioa (1935). pp._1f. 
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service is a charge per mile-of-pipe (6 inches or larger 
in diameter, sometimes 4 inches or larger in diameter), 
with an allowance per hydrant for maintenance. By 
this method the annual charge increases with the increase 
in pipe laid and with the number of hydrants. Hence 
it is regarded as being a better basis of charge than the 
hydrant rental. 

A third method is a charge per inch-foot of pipe dis
tribution system, with an allowance per hydrant for 
maintenance. By this method an annual charge is made 
in cents, or in fractions of a cent, per inch-foot of pipe 
and a charge per hydrant for maintenance. It is gen
erally considered the most equitable of the three methods 
and it is easy of application. It has an advantage over 
the second method in that it gives weight to the relative 
size' of the pipe used. . 

Charges for private fire protection service require 
some mention. Such service includes the installation of 
special connections with the water supply distribution 
system to provide for sprinkling systems in buildings 
and manufacturing plants, and it may include the 
laying of special fire mains connected with private fire 
hydrants together with check valves or other control 
devices. 'Connections of this kind, designed for the 
accommodation of private concerns or individuals, should 
be made the matter of a special charge. The cost of 
the service varies with the local conditions, hence the 
rates must be worked out in each case. 

Gas Rates 

Gas rates do not need to be complicated because the 
production cost of gas is not Aubject to wide fluctuations. 
Gas does not have to be produced at the moment it is 
sold as in the case of electric energy. It may be manu
factured at a uniform rate and stored in holders to take 
care of fluctuating consumption. 
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~here is, however, oonsiderable discussion over the 
Iper form of gas rates. This is largely on account 
the claim. made by gas men that one·third of the cus· 
lers are served at a loss; that one·third produce no 
.flt; and that one.third pay their own cost, part of 
oost of serving the first third, and the profit for the 

.er two.thirds. Recently, the position has been taken 
those who know the gas industry that the best form 
rate is the servioe charge-customer and readiness· 

·serve charge-plus a straight line meter rate. This 
rm of rate has been objected to on the ground that it 
argas the small oonsumer a higher rate per unit than 
'does the large consumer, even making a charge when 
I gas at all is used. However, it would seem to be fairly 
luitable when the service charge oontains all the oper· 
;ing oosts and ourrent charges of the gas enterprise 
lat are wholly independent of the quantity of gas pro
loed and this charge is properly distributed among the 
Istomers.l 

If'chic Light and P01DIJ,. Rates 

As we have already indicated, the making of rates for 
eotrio light and power is somewhat more oomplicated 
Ian the fixing of either water or gas rates. This arises 
'Om the number 'Of variable factors involved. Besides 
Ie faotors of load, demand, and diversity, which have 
ready been noted, there are other faotors, such liS tll1I 
tasonal or off·peak factor, the low power faotor, and 
III faotor of varying fuel costs. Customers who take 
lrrent at off·peak hours or at seasons of the year when 
Ie load is light should gat somewhat better rates. The 
oW power faotor is due to the magnetizing of induction 
10tOrs and other devices on alternating ourrent circuits, 

• .t. __ of ... hi,.. .t • rw, _lMa_ of .... afa<turiJ08 _ uti 
h .......... \a bi ... _ ...... 10 MI7 _ ill Qaptu Xlii of 
" G. 1:Ialmoa<I'. 1"" ""WiG _ , .. filifilieo. 
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which consumes a certain amount of current whether the 
load is light. or heavy. Recently the wide fluctuations 
in the price of coal, which constitutes a large part of the 
cost of electric energy when produced by steam, have 
made it necessary to adjust the rates to take care of this 
element.' 

In attempting to devise a rate form for the use of 
electric energy, several things should be kept in mind. 
The rate form should be such as to encourage off-peak 
customers, and not to discourage any profitable class of 
customers. For domestic and ordinary use, the rate form 
should be as simple as possible; but for power users, 
the rate form may be more complex. The rates must not 
differ among customers of the same class in such a man
ner, as to be discriminatory; otherwise, it is probable 
that such rates may be set aside by the courts as being 
illegal. 

In fixing the rates for domestic and ordinary use of 
electric energy, some consideration should be given to 
street lighting and the sale of power for industrial use. 
The cost of electricity for street lighting is ordinarily 
charged to the city as a whole and paid from taxes. The 
amount charged for this purpose varies greatly; in some 
cities it is much more than the cost, in others much less. 
While street lighting is a peak hour service, it is also a 
long hour service, especially in those cities that have all 
night lighting. It may average as high as 4,000 hours 
a year. Where the generating plant and other equipment 
for street li~hting purposes are separate from the plant 
and equipment for domestic and commercial purposes, 
it is an easy matter to determine the cost of street light
ing. But cities do not usually maintain separate systems, 
hence some allocation of the total cost to that for street 
lighting must be made. In this case, the charges for 

'Tb_ fadon are on....- at _ Ieactb ID L. B. Nub·. TN Bee
~ of P •• "" VIlIiIia, pp. 2436& 



FINANCING CITY OWNED UTILITIES 543 

~eet lighting may be in proportion to peak hour de
Ind, or peak hour demand plus an arbitrary division 
overhead and maintenance costs. Such charges may 
o be apportioned on the basis of the pole space of the 
erent lines. 

The charges for electric power are generally fixed at 
at the traffic will bear. However, off-peak or long 
ur users are ordinarily encouraged, and in many cases 
ey are given rates which will only a little more than 
y the output costs. A common form of power rate is 

Ie demand rate. This rate sets up two forms of charges; 
Le demand charge, covering such costs as are independ
lt of use, and the energy charge, covering costs that 
Ilry directly with use. The demand charge is paid re
udless of the amount of energy used_ This assumes, 
t course, that certain facilities are always at the com
land of the customer, whether he uses them or not, and 
mnot be assigned to any other customer. Hence, no 
Ilrdship is involved in the uniform and regular pay
Lent of the demand charge. The energy charge is self
[planatory. 
In fixing the rates for domestic or retail use, the total 

lsts of generating electrical energy minus the receipts 
ltimated from street lighting and sale of power may 
e divided among the customers. This, of course, as
lIlDes that all are peak load customers_ Most of the 
osting rates for retail purposes are of the block form, 
1e flat or straight line form having largely gone out of 
se. The simplest form is the two-block rate, which in
ludes in the first block a small service charge covering 
nIy customer costs. Under such. rate some customers 
re likely to pay more than cost and others less, but 
~e simplicity of the rate seems to offset this inequity. 
mother form is the block rate with • minimum bill 
lowever, this form is usually inequitable, as- it is in 
be case of water and gas_ 
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Electric Railway Fares 
There are three common forms of rates for street 

railway service. One is a straight or flat rate, varying 
from 5 to 10 cents a ride for any distance, with or with
out transfers from one line to another. Another form 
is the straight or flat rate plus a charge of one or more 
cents for a transfer. The third is the zone form, accord
ing to which a flat rate is charged for each ride within 
a circumscribed district or zone, and an additional rate 
of the same amount or a somewhat less amount is 
charged each time a zone line is crossed. 

The straight or flat rate is the one most commonly used. 
Besides being quite simple, it is believed to have some 
infI~ence in preventing congestion of population in the 
larger cities. However, this influence seems to be of 
doubtful effect in such cities as New York. The flat rate 
with an additional charge for transfer does not seem> to 
be very popular. 

A few cities have adopted the zone form of rate, which 
is in more or less general use in European cities. Our 
experience with it so far has not been on the whole en
couraging. It tends to decrease the number of passen
gers and to increase the average length of haul, thus 
adding to the cost per passenger and requiring further 
increase in fare. 

Several special rates for cash fares and for tickets 
have been devised. Some cities use the weekly pass sys
tem which entitles the holder to an unlimited number of 
rides for a fixed weekly payment. The nickel permit sys
tem is used in a few cities with high cash fares, the 
holder paying about $1 each month for the permit which 
accords him the privilege of riding for 5 cents. The 
cost of the permit is in the nature of a service charge 
to the passenger. Tickets are frequently Bold in half 
dozen lots at less than cash fares. 
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Bond., po.:ymeot of, 506 fl. 
premium 00, 492 If. 
8ale of, 409 .1'. 
serial, 484, 488, 489. 
serial aunuity, 484, 
special a88e88ment. 4361f. 
straight aerial, 484. 
term. 483, 488. 

Bookkeeping, double entl'7, 188. 
Borrowing for emergencies, 475. 

for improvements, 472 If. 
io anticipation of income, 470 ft. 
long term, 483 If. 
margin, 174. 
ordinances. 50. 
policy, factora inftuenciu, tbe, 

'476 If. 
ahort term, 480 If. 

Borrowings contrasted wftb reve
nues, 73. 

Boston. MaRS., budget commluioner. 
89. 

budget restrictione. OD council, 99. 
city planning, 54. 
expenditure estimate forma. 78. 
financial organization, 14-
municipal pen.ion .,.atema, 259. 

264, 265. 
unicameral counell, 95. 

Bridgeport, Conn., coot of oinking 
fund administration. 488. 

Brom, Henry, cited. 461. 
Bryce, James, cited. 4 IL 
Bod.e!, 31 If. 

billll to authorize, 44 fl. 
eba1'8('tf'r of information. 55 fl. 
ela8lrifieation of information. 

59 If. 
coDRidpration and aetl.on b, coua" 

cil, 95 If. 
definition of, 32. 
eotlm.t ... 77 If. 
e.timatea and 81Ipportinc data. 

77 If. 
exhibit.. 99. 
expenditure elaNlification. 50 If. 
form and contenta of, 84 If. 
ceneral BUmmal'7. 36. 
income claarifieation. 11 fl. 
I ...... otborit)' for, 83. 
lonc·tlme Onancial PnJlll'll_ iiI If. 
meaa.re. 35. 
procedure, 82, 87 If. 
pubJlcit)', 00. 
apeeeb. 98. 
otalf .If''nC)', 89 .•. 
.. pportlnc ..,hedul... 88. 

. BuclJ<.t makin, outhoritJ, 811, 44, 
87 If. 
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lIudJ<.tory control. 1011l. 
metboda or, 104 fl. 
practice. that tend to d.f.at, 

1011l. 
procedure for, 82 If. 

Buffalo, N. y" BlIlellBlDentB for Ren .. 
aral taze. Bnd for beneflta made 
by .n. body. 424. . 

buUdln, record .hoot, 8381l. 
fln.n~l81 Ol'l'8nlaatloD, 18. 
prepnration of ta% rolla and btU. 

817. 
Ichool floBncu, 29 fl. 
leparate d.,pth curve. for bUBlne .. 

and reeldE'otial propertJ. 846. 
tn lie... 802. 

Bulldlnr record oboet, Bullalo, N. Y •• 
8881l. 

Bulldln .... f.ct ... allectlnr .alu. of. 
8121l. 

record. of. f.r a ...... re. S.'7 tr. 
aoUI'C.'IMI of information on, 825 I. 
valu. unite of. 8tl11ll. 
valul .. In Gary. Ind .• 840 Il. 

Bureeu .f control .nd .ccounte, ilL 
.f pureh.ol ... Il4. 
of taZ&tion. 28. 
of the t ..... UI'1, 2S. 

Rul'Mu. of lDunletpal .... reh. 8-
Buoln_ lane, 4431l. 

Oambrldn. M.... ..parete depth 
eul'VH for buliDNI and 1'Hl .. 
dflntt.l Pl'Opert7, 846. 

nit foot, 3110. 
Camdfllh N. J '0 corner rule. 800. 

tand ,,&lup unit In. 841 If. 
r .. pee, W. P .. cltrd. 211 ... 
!'.lab ... II.bI .. 149. 
!'.lab baol •• f roportlnr. 163. 
Caabboolt. 184. 
Caab. 4oil7 bal.n.hur of. 2IIS.. 

40117 d • .-itl ... of, 2l1li. 
petty, 2114. 

Oontrallood b.nclal ...... _tIo ... 
181r. 

C'tontrellood p ............ _ If. 
Oh .... tv of budnt t .. fo .... tioa, 

GIl If. 
Oh ... eter of ... aalB .. t1 .... lIT. 
Ob._ for .. tility _n ..... 5SS If. 
Ob.rI"toIl. S. C ... mart of .... nia. .. 

ti... of clty ro ........... t, 2oIS. 
dl,lol'" of .mplo,mo .. t, lIT. 
Into ........ de~ ... 463. 
Ii ..... ta-. +48. 
lIP""ial· Iota for _1NI'8t 

4OS. 
Iu 1ieDa, -. 

Ohartl, 2281. 
bar, 228. 
circle or pie. 240. 
curve or line. 230. 
hundred per cent bar, 24L 
omaniBation and procedure. 24l. 
ratio or 1000arithmic. 285. 

Charta and graphl, in budget, 43. 
Checks, when acceptable, 293. 
Chicago, Ill.. cla.ideation of em-

pl.yees, 21\0. 
d.poalt.rl ... 808. 
financlnc water meten, 517n. 
intere.t on deposita. 462-
Martin corner rule, 857 If. 
Martin rule for valuation of Iota, 

848 If. 
municipal pension I17Btem, 259, 

1Ift1. 
proparatl ... of tho bad)ret, 89. 

Cincinnati, 0.. aueaament of otr-
~rado 1 .... 8ftT. 

bUlineu taz-. 441. 
.Ity pl.nnlor. 54 ... 
ooet .f oInlt!nr fond admlDiatra· 

tion, 488. 
ezt'NB eondemnatioD propoaed. -... Into ... t ... d.poolta, 462. 
Gealpatl .... 1 11 ... _ 446. 
_parata d"ptb eurne for buRin .. 

and reoldential propert;p. 8411. 
OIrel. <ba.... 240-
Cit7 planni .... M 
('i.1I .. "I .... 2461l. 
Oaimanla' lfdnr. 133. 
("I.lm forms, 181 Il. 
CIa_Reation of budpt aud aeeoull.l-o 

hlr l .. form.t1 .... .IiD If. 
C!'barat'ter, 87 . 
.. pondlto .... I19If. 
luD.610ftB'. G9. 
foDd. ftT If. 
Ineome. 71 «. 
.bjK't. 81. 
omal_don unit. 61. 

OaMifit-.tiOD. of "tD.~ 249 tr.. 
('hi ...... typo. 250. 
N .... Y.rk typo, 250. 

('I ..... Jtd. O. daaalfieatioa of build-
I ..... Sill. 

........ r ... 10, &'IT If. lIIlL 
cooocll ....... by ~ 

..p ....... tatl .... 98, 
tiUDftal ..... lIIiatioa.. 16. 
Iote.- OIl ""-ta. 463. 
.. ud ...... ma .... 8M. 
..... di& ww:iMl S. t!MIDftI. 81. . 
-nkiDc had """' ..... 2.i. 
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Cleveland. 0., Somen depth curve, 

348 If. 
Zangerle corner rule, 357 fl.. 361~ 

Continuing appropriations, 48 If. 
Collection of property taxes. 294 If. 

of special alJ8e88ments, 435 If. 
Collection procedure, 289 If. 
Collection.. daily reports of, 124-
Colorado, special ll8Ie8IIIDent deci-

sion, 404. 
Commodities, defined, 64. 
Commodity eard., 275. 
Concessione, defined, 73. 
Conditions of emploJ'1D.ent, 255 fl. 
Confirmation of apecial aueaamentll, 

434 If. 
Contracts for good8, 281 If. 
Contractural Bervicea, defined, 64:. 
Control and aceouDts. bureau of, 21. 
ControUabl ..... te, 211. 
C.ontrolled financial atationel'J'. 123. 
Controller, 19. 

auditing officer, 111 fl. 
ebief accounting offieer. 192. 
eontzol over coat accounts. 211. 
purcbasing procedure, part in. 

271 If. 
receiVeil appropriation ordinance, 

99. 
Controlling ..... unte, 189. 
Co_lid.ted fund balan'" abeet, 

147 If., 158. 
Cornel' influence, 856 fl. 
·Comer Iota. apeclal aaaeumenbi on, 

422 If. 
valuation of, 356 If. 

eoat aecounting, 193 If. 
anal7fIN and anita, 194 If. 
application to cit,. unite, 203 tr. 
applied to eit7 owned water np-

pi,. 204 If. 
applied to garbsee removal and 

di_1, 207 If. 
.pplied to b~ta1 aervI .. , 209 If. 
reoord .. 211 If. 
relation to geuera.laeeountiDC'. 217. 

Coat ............ te, 390 If. 
Coat (!enten. 195. 
Coat data, budgel, 52. 
Coate, di .... t .nd Indirect, 199 If. 
Coat unite, 200 If. 
Current suet. and liabilities, d~ 

tailed otatementa of, 169 If. 
Current audit, 21, 110. 

facts to be eotabli.hed III, 112 If. 
01 espendltureo, 126 If. 
of pa,roU .. 136 If. 
01 ",ven_ and olber re<eipte, 

110 If. 

• Current balance .heet, 167 If. 
Curreot cbargea, defined, 64. 
Current expe08eIl, defined, 61. 
Current obligationll. defined, 64. 
Curve charts. 230 If. 
CUllbman. R. E., cited. 468 n. 
CUlitody of city funde, 303. 
Cuyahoga County. 0., procedure in 

apportioning benefit atIIeIJments, 
423 ... 

Daily time reoords, 131. 
Darvi1l~John80n bond Jield chart, 

503n. 
Dayton, 0., budget claulfieation, 62. 
Debt adminilltration, 24, 410 If. 
Debt limite, 508 fl. 
Debt pftymente, defined, 64. 

rapidil7 of, 477 If. 
Debt redemption, management of, 

503 If. 
Debt retirement for ntillti.., 

530 If. 
Decentralized financial OII'anisation, 

11 If. 
Deficit, 36, 147, 160. 
Delinquent propert:r taXeII, 29811. 
Delive17 01 goodo, 284. 
Denver, Colo •• depth curves. 411. 
Department of finance, 17 If. 

administntion of municipal pen .. 
mOD fonda nnder. 25. 

bureau of control and acoouDte In, 
2L 

bureau of purchaalol' tn, 24.. 
. bureau of tautioa In. 23. 
bureau of tbe treallDl7 in. 23. 
bureau organization of. 19. 
debt adminiatration and DUlDage. 

ment UDder. 24-
dlnctor of, 18. 
emplo:rment of penoanel manage

ment in relation to. 26. 
qualification. of offieen in. 20. 

Departmeutal ftft1IUN, 450 If. 
Departmentali .. tiOll In COllI analJOi.o, 

lOi1. 
Depreciatioa in munldpaU:r OWDed 

utllltiea, 525 If. 
.ceounti .... for. 179. 
1'eIIerYe for, 530 If. 

~tori ... oelection of. _. 
Depth rnlea for land ,.aloatfcm. 

844 If. 
F.d... n • .".... 848 If. 
Hoffm.u-S.i1. 348 fl. 
.pante for reeid .. nUal aud bul· 

nNa propel't7. 846. 
tabl.., 348 If. 
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Deptb rul.. for lane!.' .. 1 •• tlOD, 

usod in .peelal auelllUllenta, 
417 If .. 423 If. . 

netall ledge .. , 189 If. 
IJetrolt, Mich., budget officen, 88. 

Bureau of Governmentlal R8I8Ilrch, 
cited. GIS n. 

ettJ depolltorlel, 803. 
6nancial orcaniution. 14.. 
lnterelt OD dopo.tu, 462. 
purchaa of Itreet raUwe7, 1512-
Ipacla! .laelllD.enU for tranait .,... 

tom. SUT. Gl2. 
lJ)&Cial a.le ... ntl proposed for 

rapid tran.it coutruction. 515. 
tax on citJ owned .treet nUw.7, 

1188. 
ton',,,, 8noDoill procrun, Ii2. 
unicameral couDcil, 9~ 
water eoIta. r;ss D. 

Dillon. John F .. olted, 491 D. 
Ilire.t .nd Indirect -ta, 199 If. 
Director of finance, 181. 
Ill.b .... ment of clt7 fund .. 1104 If. 
Ill.eount on bond .. 492 If. 
{loDatlon .. 460 cr. 
Deubl .. r.ont_ Iota, ..... tlo.. of, 

8111i If. 
Doualo .. Paul H., dtocl, 1i18 Do 

Emden07 .. tI ..... 2116. 
Rleolri. llcbt and po ....... tea, M11f. 
Eleolri. planta, IIno .xtonal ..... Ii2L 

op" .... tlna .spen ..... G24.. 
Rleotri ... Ilwa, fa .... M&. 
Rmo .... n07 purob._ 27~ 
Employmout, 26, lMG If. 

... n07 and e:rtoat of 118 anpant
alon. :MO If. 

oondlll .... of. 2IIIi If. 
En •• mb .. n.... 1110 of, 128. 

unllq.ld.ftod. 148. 
Endo ....... nt funda. 68. 

IU"f'Mtm.nt of- Ml. 
hland. _Ill a_lib for flo ""I. of dike In RomaOJ Marab, soo. 406. 
EquallutiOll of a_onto. I'i9. 
£otim.h<I, budlet, 6'- 11 If. 

_ootid.tI..... ronew IIIcI ro'liaiOD 
of,lI:i. 

proparatiOll of, 80. 
publl. b .. ri ......... 84.. 
",b.1I lIIod. 8 L 

Ilotlmaloto of re __ SIIIf. 
mn- -_ ... tiOD, _If. 

p .......... -. 'ill. 
_II .. aUo_ta, l001f. 
il:rpoDdablo fuIldo, 69. 

Expenditure cl ••• iSo.tlon, 59 If. 
by character, 67. 
b, fun.tion •• 59. 
b, fund .. 67 If. 
b:r obj.ot .. 61. 
b,. organization unit.. 6L 
claIM. defined, 64. 
code, 00 If. 

Expenditure utlm.te bl.nks, 11 If. 
Expenditure., auditinc control over. 

126 If. 
claim form. and certifications, taL 
detoUrd .totelllentl of, 166. 
In the budget, 86 If. 
purcha .. and oontraeta, 126. 
epeelal methodl for payrolle, 138 If. 

EJ:ten8ioD of tax rolla, 291, 811. 
Extonolon. to utility .,.t ...... Iinan .. 

inc of, 519 If. 

Fen .. l, Aldo.. 0., formul. for Holf
man-Nem rul .. S48If. 

Irro.ular lot rule, 864. 
Finanoo. department of, 17 If. 
Fln.ncial oal.ndor. 108. 
Financial I..... nord for oummal7 

dipot of. 116. 
Fln.ncial o_nllAtI.n, 8 If. 

oontroUord, 1S If. 
deoontrallord, U If. 
e'fOlutioll of, 8. 
t7PII of, 10 If. 

FInancial Proc ........ lona-tlme, ISl If. 
.. tatioll to 01t7 pllllllinc. k 
rel.tioll to tbo budget, iii. 

Financial reporta, 1441f. 
anDual pubUeation of. IS!. 
froquen07 of reportinc. 18L 

Flnucial .totomentl. III budnt, Ii2. 
Flnancinc munldpll1y ..... rd .. till

ti ... 5101f • 
• _1101 .... to Ibe .,.tom. 519. 
puftba. 01" eoraatruetioa of the 

.,otom. 5lllf. 
_nicoe eGnll4!'('tiollll. 616. 
worllinc .. pita\, 518. 

Fhe protfttioa. eerriee eoata. 538.. 
Fiooal y.... 91. 
Fitlpatri<k, B.. A.. dtod. 49 L 
Fixed ob.",,", deft ...... 67. 
Flillt, Mlob. .pporti ........ t of 

_6t ._to. 418 tr., f2L 
Forboo, H .. _II. dtod. 268 .. 
F_ ... d _toDt8 of tho lIadpt, 

Mif. 
I'ort WOItb, Tn., to .. ~ 830 .. ta, .......... l!9O. • 
..... ""'"- _ ...... 'is. 
FuetioaaI daoailioatiM. ... 
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Fund· accounta. 187. 
Fund cash accounts, 184. 
Fund classification, 67 fl. 

by autbority for establishment, 68. 
by availability for UIe, 68. 
by ownership, 68. 
by source" of increment. 71. 

Fund resources, maintenance ot. to 
pay bills, 10& 

J1'und .. d.fined, 68. 
endowment. 69. 
npendable, 69, 
general, 69. 
olnkiug, 69. 
Buspenl8, 69. 
working capital, 69. 

Gary, Ind., valuiDg bnildingl ID, 
340 If. 

Gas piantl, line extensions, 521. 
operatiDg expenses, 524. 

Gaa rates. 540 if. 
General accounting and reporting, 

143 If. 
Gener,al aecounting records, detail 

I.dge .... 169. 
general ledger, 185. 
ledge .... 185. 
regi.te .... 184. 
oyotem of. 183. 
voucben, 183. 

General bonded debt, Btatement of, 
173. 

General budget 1J1lDlIIUll'7, 36. 
Gen.ra1 fund, 69. 
Gen.ral journal, 184. 
Gifts, 400 If. 
Gladstone, William E., quoted, 31. 
Graphic presentation, 226 tf. 

Joint Committee on Standards for. 
226,227. 

nlee for, 227, 228. 
Graphi. atati.ti.. .. applied to 

municipal finance. 218 If. 
Graph .. 218, 226 If. 
Gru.oberg, F. P .. cited, 462 n. 

Harper, Edg .... , d.pth on..." 348 Ii!. 
Bazen, Allen. quoted, 511. 
Highway priril(>gell, 453 fl. 

enjoyed by abotte-rs.. 453. 
enjoyed by Donabutte .... 456. 

Foff!llan-NeiU. depth cone, 348 fl 
Hollerith 8)"stem applied to eoet .eo

OO1Iotiug, 215. 
Hou .. bold .lfeote, _t of, 

312, 314 If~ 874. 
HoumD, TeL, OrganisatiOD of ... 

JIHIIOr's oftlee. 378. 
Jlundred I"'r cent bar charto, 241. 

Imprest cash system, 294. 
Income classification. 71 fl. 

by collectiDI agencies, 71. 
by funds, 71. 
by sources, 71 fl. 

Income from investment •• 460 fl. 
Income in the budget, 36 If. 
Indebtedness, grOBS, of cities, 8. 

470 If. 
Indefinite appropriation •• 48. 
Independent audit. 21, 141. 
J ndex numben. 224 fl. 
Indiana. local bUdxeta1'7 control, 33. 

municipal debt limit, 508. 
atate board of accounts, budget 

cla88ificotion, 63 n. 
Inspection of good8. 284 If. 
Insurance atlft8e8, 326. 
Intereat, 4(10 ft. 
Interest payments, managemeDt of, 

503 If. 
Investments, detaHed .tatemeDt of, 

172. 
income from, 400 fl. 

Investments ledger. 190. 
Irregular lots, valuation of, 363 If. 

Kalamazoo, Mlcb., fiv~,.ear improve-
ment program, 53. 

Kana .. City, Mo., board of eqnallza-
tion, 23 •. 

interest on deposita, 462. 
pel'1lODnel department, ~ 248. 
lrinking fund commi ... ion. 25. 
spt"cial 8ueument dwaion, 412.-

Karsten. Karl G., cited. 228 D. 
Knoxville. TenD~ mnking fund board, 

25. 

Lan ... ter, L., cited, 508 n. 
.nd. aU.,. lots, 364 If. 

block and lot mape, 329 If .. 335 If. 
oomer Iota. 356 fl. 
double·frontage lotH.. 365 If. 
irrelrUlar Iota, 3M fl. 
off..,..de lot .. 300 If. 
rules for valuation. 348 I. 
IIOUrftll of information. 825 If. 
Qeclal auetUmleau levied againat. 

4011. 
valuation of. 344 fl. 

lAnd value mapA, 3."i3. 424 ft. 
Land yalue unit .. 420. 424 fl. 
IA'd«..... 18.~ If. 
Leci.lative pf'OC."PdOft In eoulden. 

the bocb<ot. 96 If. 
LeYie. of trpecial ...... enUl. .dmJD" 

l.traU .... proc"f'dOft ill, 426 .. 
limitation of. 3D9 fl. 
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Levi.. of Bpeelol .... BBID.nta, .f 

taxel, 806 Ir. 
time 01, 432 If. 

Licensell, application for, 292. 
doOned. 73. 

Lluroln, Neb., (IIchoo1 finance., 29. 
Line charta, 280 fl. 
Little. Alden H •• elted. 438 n. 
Little n.ok. Ark.. buol .. o.. tu: ... 

447. 448. 
occupational UeeD"&' 448. 

Loa.rllilmle eb.rta, 235 If. 
leale, 231. 

Lolli .ud uort I.t ru\eo, 343 If. 
for _peelal ........ enta, 417. 

Lolli B.aoh. Calif., ro,alll.. from 
011. 4t111. 

Loul.vlll.. K, •• _t of oIDldnc fund 
adminiltration, 488. 

Lump-IulIl appropriatioDI, '" I. 
Luta, H. L.. clted. 474 n. 

MeQulllin. E'tCO .. e. eloed. 898, 4111 n. 
qu.ted, 800 If .• 401. _It 

M ..... bloek ond I.t. 829 If. 
cl~ eillineer •• IOUrft of informa .. 

tion OD, 324 if. 
land y.l"e. 8.'\3 tr., t2. tr. 
tu. 8211 If .• 886-
to_ropbleol. need for. 832. 

Uarkt't ~ditlou and tendencl .. 
mlr. 

M.rtin rorner rul. In Chl<UQ. S.~7 If. 
rul. for nlu.tlon of Iota, 343 If. 

M8"~\1.ttS. ~. inform .... 
, lion. 8:!l11. . 

. • munloipal dob' limlta, 1108. 
,.naonal propel't7 S"'n=enta. 

874-
opeel.1 ._ont Ia .... 896, 401. 

4IloIlf .. 4-'IS. 
Maturil), eolondar for hondo, lIO&. 
M.n. at1ltl.tl .. t 2:11. 
lIodlu. ot.Uotloo\, 2:11. :!:!2. 
M ...... point. rul .. for 6ndl .... 8Il8. 
~I ........ blldoot. M. 
M.tor ... dl ..... 1111. 
Mol..... 8n •• eI... at, 111 T. 

IDoIalloli.. aad ............ at, 
11\6 If. 

MHhodo of budooblf1 ..... traI, lot I. 
_tire .11 ....... ta, 106. 
fftq"",,' .. porta, 100. 
Iapol ... _ ... mbooed -"a

!loa balao.... no. 
lIlaint.u.llw of fuMI ~ 

1"8. 
....... p_lOf.. 

Mlcbillan. Ipecial ...... m.nt declo 
lion, 404. 

Milwaukee. Wis., board of estimate, 
11. 

munIcIpal pension system, 259. 
leporate depth ell"" for busineM 

and reaidentl&l property, 846-
MiDRfilapolis. MinD., budget clallBifl-

cation, 63. 
MiseeUalleoul ft't'enuel, 440 If. 
Mitchell. John P., cited. 461. 
Mode, .tatistieRl, 221. 222. 
Montclair, N. J.t budgetary control 

iv. public worka department. 
107n. 

M.t.r v.blcle&, ._BOm.nt of, 842, 
874-

Municipal activitiea finaDclaU, iu
depe.dent of cit)' .uthorille .. 
27 If. . 

Mu.lclpal bu.ln.... financial de
mande .r. 21f. 

Munit'ipal finanee, .a a acienec, 8 fr. 
linificaol"e of. 11'. 

Munieipsl pension.. adminiatration 
01, 211. 

Nash. L. R.. eloed. 510 n. 521 Do, 
525 •• 1126 ... 1142 Do 

National Industrial Conferenee 
Boord.2 •• 

National Tax AaoclatlDD., buaf.nea 
tax pro_I. 449. 

N ..... rk. N. J .. b1 ....... d lot ma .... 
8:.'8 If •• 886. 

eomer "dee. 851 1'. 
root of oInkiac fuad adminlotra· 

ti .... 488. 
ftfta:rear finandal procn.m. G2. 

":}' OrpOi_tiOD of ......,... oIies. 
. 878. 

po .... nol propertT rororda, 842 I. 
poll taxoo, 448. 
reprodu.tlo. of bl ..... aad lot map, 

l\.~I. 
ml .. foe lo.d nlu.ti ..... 343 If. 
IRpar.te df'Ptb t'U1"ft8 for busi..

and rooIde.tI.1 propertT. 828, 
846-

N.... J .... ,.. boaod of 1&,... aad 
ac& ilftlta. __ tlII Nrft~ 849 If. 

mua,ri... finane.-. ~ .. n. 4i6. 
premia. oa boeda. .f9.\. 
8pf'rial • !DIa for ftpairiDc. 

399. 
operial a_Is foe _No 4Il8. 
lqIINial a eDt law. 386" fOL 
_a __ ~'1. __ 8301L 
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New Jersey, tax _Ie law, 299ft. 

tax lI!Jale procedure. 432 ft. 
New Mexico, local budgetary eon

trol. 33. 
New Orleans. La., 885M80n' infor

mation, 323. 
funds without central supervision, 

103. 
limited budgetary control, 101. 
no estimate forms, 77. 
subsidized private agencies, 81. 
tax ro1ls, 290. 

New Rochelle, N. Y., comer rules for 
valuation of lots, 357 fl. 

New York, seveD per cent law, 509. 
New York Bureau of Municipal Re

search, early budget work. 32 D. 
five-year financial program for 

Newark, N. J 'f 52.. 
"standard cloSsification." 62 n. 

New York City. apportionment of 
benefit 8Se8l'Jments, 400. 

area of benefit maps, 410 If., 425 ff. 
boqrd of estimate and apportion-

",ent, 11. 89. 
budget director, 89. 
budget exbibit, 100. 
budget hearings, 94. 
cit7 planning, 54. 
claasificntioD of employees. 250. 
"coat dnta" budget, 58. 
current budget demands, 2. 
depositories, 303. 304. 
depth eurve, 348. 
divhrion of lI.II8e8Biug duties in, 

378 If. 
employees and mmpeD88.tion. 245. 
extravagant a.ueuahle improve--

menta. 401. 
field boob, 328. 
form of bud""t, 35. 
Bolfman-NeiIJ ....... uaed, 848, 

364. 
interellt on deposita. 46L 
land value maJ)l. 354 If. 
municipal pension 8Ystem. 259, 

261.2112. 2fI4. 265. 
municipal radio RtatiOD, 100. 
pension board, 25. 
eenice 1'8tinn of employees, 256-
ohort term loa .... 472-
Ql'cial atllleM1Dentll for parU and 

playgroundll, 397. _If. 
..,ecial uaeamenbl for Sixth Aq.. 

Due "tension. 408 If. 
teacllen' retirement fund bank

rupt, 262. 
Tweed rinc. " 

Nonoperatins -to. 205, 2l1r. 

Norfolk, Va., financial organization, 
12. 

Norwood-Baker case, re benefit as
Bessmenta. 390 If. 

Oakey. Francill, cited, 74 n., 175n., 
494n. 

Object claasifieation. 61 If. 
Obligationll and surplull. 154 If. 
Obaolescencey in buUding valuell, 312, 

370 If. 
Ocenpation taxes, 44311. 
Off-grade lots. valuation of, 366 If. 
Ohio. municipal df'bt retiremf'nt. 478. 
Operating 008ta. 204. 205. 207. 
Operating "peD.Be8 of utilities. 

523 If. 
Operation Itatement for municipally 

owned utilities. 178 If. 
Operative divisioDll, COlt analysis by. 

196 If. 
Order re21ater, 129. 
Organization and workiDl unitl, coat 

analysill by. 195 If. 
OrRanization charta. 241 If. 
Organization unit cla88UieatioD. 61. 
Ormond. Willia", 0 .. quoted, 416. 

Paooage of budJ<et bill .. 98. 
Pay ...... you.gq poliq, 474. 
Pay-cb"" .... 140. 
Pay malter. 305. 
Pa7llleut of bond .. _If. 
Payroll bank account. 305. 
Payroll dM'Omnt. 138 If. 
Payrolll, bank '-~untli for, 140. 

dare. for. 139. 
opeclal metbodll for ... ditln& 138 If. 

Pentrion fundI. 264 If. 
Pension .. adminilitratiOD of, 263 If. 

a~e limita. 259 If. 
allowaDtre of iMonefits, 262 If. 
contribntoJ'}". 200 If. 
medi(!'l!ll boardll for. 284. 
municipal employ..... 258 tt 
Doncontributol'7. 2fJO. 
men" tunde. 264 If. 
lOuDd financial b.el .. 200 If. 

Periodic audit, 22. 110. 14L 
Permanent propertiee. .tatement of. 

174 If. 
Pennita, appUcatiODl for, 292. 

defiDed, 73. 
Penonal property. ~ aaeeamlt of, 

1114 If .. 841 If .. 874 If. 
neord .. 841 If. 
80UftM of InformatloD, 825 .. 
uDit .aluea. 314. 

Pe_nal .. "I .... del ..... 64. 
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'e!'ROnnel lupenillon, 26, 243 fl. 
IbUndf'lpbla, Pa., deposltorlel, 808, 

804. 
finnn('181 orranisation, 12. 
Rnl rinK, ... 
Int ...... t on d.pollto, 461. 

~Ie ('horts, 240. 
~ltt.nR.r. B. F •• dted. 28 n. 
Plttabnrab, Pa., unicameral council, 

IIi!. 
PlottnRo. In I.nd •• Iuatlon. 867 tr. 
1'011 tn •••• 442 tr. 
rr.ctl..... th.t tend to def •• t bud· 

ROta..,. contro~ 101 tr. 
additional or lupplementar7 a~ 

propri.tlon.. 102. 
funda and appropriationl Dot 

under tho budRet, 108. 
o"",xpenditun of appropriation-. 

102. 
Premium on bond .. 4112 tr. 
PrlN tl'fluda. 279. 
Private fund .. deflDN, 68. 

.. ,)0 .. 104> reported upon, 182. 
Pro ... t. J. B .. cited. 2!IS n. 
Pro""'u .. charta, 241 If. 
Propertl... dofiued. M. 
Property lodnr. 100. 
Property tana, .. UoetlOll of, 

2Il4 If. 
dflllnquf'nt, 2981. 

Propoaal. for bid .. 277. 
Proprlet • ..,. aerounta. 1ST. 
Puhllc fund .. donned. 08. 
Public h .. rl ..... on bud..,t, M. IT. 
Pun-h .... tlmetoo, 2711. 
Pun-h ... ord .... 271. 28S. 
Pun-h ......... rd corda, 271. 27lI. 
P"l'('ha. '"Iulrementa. 275. 
1'I,n-h ......... t nalyol. by. 198 tr. 
Pun-h •• lna. 200 tr. 

.... nt, 21111. 

.... rda .nd ... nt ...... 281 tr. 

.. nt""l1""". lItlT If. 
MaOtl.U ..... &, 2St If. 
..... nl .. l108 of _":I' tn •• l!G8. 
p1"OC.'f'd"n. 270 fr. 
ftqUI .... Dlfollt&. 27l\ •• 

Pun-h.oIna ..... t, 111. lItl8 If. 
Po .. h.II .... bu ..... ..r. lM. l!68. 

1t.1M tn. utiUtleo, raotonl ba .. tI .... 
IIlI4 If. 

fnrmo ..r. 119ft If. 
R.llo .... _ lIS5 tr. 
R.II ... ll:!:l If. 
Raymo..... W. 0.. dtod, 1110. .. 

1118 ... 1141 L 

Real e.tata, .... am.nt of, 818 tr .• 
843 tr. 

.tl ..... 826. 
lOurce. of information, 82T. 

R .... te •• 1M. 
R.celpto, .... u.l. of. 111 tr. 
. auditing control over, 116 fl. 
Re .. rd.. • ..... m.nt, 819 tr.. 829. 

bulldiDII. 837 tr. 
penonal property, 841 tr. 
separate for land. 828 fl. 
flyateml of, 827 •• 

Refund., 163. 
RORI.t.... 184. 
Reimbureementa. 1M. 
Rejection of good.. 285. 
R.newal. In utilities, 525 tr. 
Renta, 78. 468 tr. 
Requi.ltlon. tn. purch ..... 271. 
R ........ 155. 
R ... u ..... I51. 
Reoourcea and obUg.tlona, 154. 
Revenue appropriation .. 4& 

bill .. 50. 
e18Nifit'8.tion, 'r2. 
Mtimatea. 88. 
ledRer. 189. 

BenDu", auditina C!ODtrol Oyer, 
116 tr. 

a~rual. of, l1T It 
defined, 18. 
departmental. 4tiO If. 
de .. lled statement of, 1611. 
miacellaneoua, 440 fl. 
.. lea of 10m ... and _011111 ... 

4111. 
atate .dmlnl .... reot. 441. 

R ... I'I'i... lunda. 69. 
R i .. leman, Joh. R., dtfd. 228 .. 

• R ....... Hen17 E.. died, 11.."6 D
RiJrbtor. C. E.. died, 11.. ..... 
Rooh""_ Bureaa of Municipal R .. 

........ dted on _te. _ 
1\.'18 D-

R .......... N. y~ IIhort term ........ 
472.. 

Royall;'" _It 
defiDed, 18. 

Saint Loa1w, M ...... '" of __ 
U. 

Inta_ 08 dopooIto, 463. 
Sabat PauL Mi"... adj_nt of 

..\ariM to __ of li'l'i .... 253 .. s..a.. .. _ ..... __ .... 
-. 

Saloe of _rtIoe.. T8. 
Sal_ of ........ 1!16. 
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Sao· Francisco, Calif., budget Dot 

complete, 43. 
financial organization. 11. 
municipal pension system, 259, 

261. . " 
purcbase of street railway, 512. 
special asses.menta fo, Twin 

Peaks tunnel, 397, 514. 
special 8ssesments used to finance 

street railway construction, 514. 
~ehool finances, 27 fl. 
Seattle, Wash., depth curve used in 

special 888e8Smenta, 417. 
purchase of atreet railway. 513, 

514. 
Segregated appropriations. 44 If. 
SplectioD of employees, 254 fl. 
Seligman, E. R. A.. cited, 444 D. 
Serial bonds. 484, 488, 489. 
Service CODOectiOD8,' 516. 
Service record, 258. 
Serviee standards and ratings, 256. 
Service., contractual, 64-

peJ;'80Dal. 64. 
Seven per cent Jaw of New York. 

509. 
Sick leave, 257 fl. 
SimptlOD, John, cited. 422.0. 
Sinking fund., 495 If. 

rontributiollll to. 496 If. 
defined. 69. 
investment of. 400 fl. 

Smith. W. H., cited, 22811. 
Soliciting aod receiving bjdlJ, 279 ft. 
Somf"J"8. W. A.. earner rule, 351, 

359 If. 
depth curve, 348 ft. 
plan for eetabliahing relative unit 

values. 352. 
SoUrct'8 of information for 8811e1J1101'8, 

321 If. 
aftidavitll 1't'1ative to true eonsider-

ationa, 327. 
buildine inBpector, 325 fl. 
city en.cinf'er. 824 fl. 
county rerorder. 321 fl. 

Routh ~RrolinR •• peciol 8.81te881Dent. 
amendmeontll to constitution. 
all4. 

Rpeocinl auetUlmf'nt lede'er. 100. 
Rpl"cial oMP.lUlment roBe. 117. 
SpK"1al allRelUlmenbl. AA.J fr. 

adminiltrative p~u"". 426 II .. 
438. 

ap"".I .. 439. 
applied to finanrin,; .reet nO· 

way .. 5141( .. 521. 
apportionment of. 392 II.. 405 rt .. 

418 If. 

Special aaaes8menta, al revenues, 
74. 

1Jl'.J~.:t assessments, 300 tr., 898 f., 
403 If.. 40G If. 

-bonds, 436 If. 
colleC!tion of, 435 fl. 
confirmation of, 434 tr. 
costs defined. 402 If. 
for abatement of nuisance., 885ft., 

392 If. 
for current services, 397 If. 
for fire fighting, 891. 
for lighting, 397. 
for local improvements, 387 tr. 
for parks and playgrounds. 897, 

401 If. 
for pftving. 403. 407. 414 If .. 419. 

421 If. 
for public improvemenu. 395 tr. 
for reimprovemenu, 898 if. 
for sewage disJ)OIIIal plant .. 393. 
for sewers, 385 If., 393, 407. 436. 
for sidewalks, 385 tt., 407. 412, 

436. 
for snow removal, 397 tr. 
for storm sewers, 392. 
for IItreet iotef'RK"tionl. 403. 
for streeto. 387 If.. 401. 408 If .. 

436. 
tor lIubwBy&' 434. 
for tranBit 1J78temlJ. 391. 410 I.. 

512. 
for water mainl. 401. 
levied 82ainJilt land. 405. 
limitation of lf1YiPR of. 3M ", 
limitation. on allle of. 893 If. 
methode of dil,tributinlr acocordlnc 

to benefits cnnfp.rred. 416 If. 
OD eomer lou. 422. 
roll.. 434 If.. 4:19. 
17'- of. 311.'i If. 
ly .... of property IlUb1tct to. 4()5, 

f'(Wcial lunds. 69. 
Special mill leviN" 48, 70. 
~JM"f"("h. budJtet, 98. 
Rpoil. .,fltem. 246. 
Sprinpfiold. M..... budget exhibit, 

100. 
~qU:lT" foot. unit foot of land .-alu-

Rtinn. :l:Mt. 
RtandRM f'OIIItJII. 20.1. 
Standard workin .. boul'll. 2a7. 
St8ndnflr-~tinn of 1I:1tds. 276 If, 

nf 'ml,.r:.... ~:i'J ff. 
Standam" 01 taxable valae, 810. 
fIltate adminililtered ...-ft'D8." 441. 
Statpment of operation ... 158. 
Mtati"ti",1 a .. n«N. 221 If. 
Ntatl.tlcal nti ... 2:!2 If .. 
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Stoner, J. Ben.. rutea for corner 

value., 860. 
Store., inventory, 275. 

led •• r. 1110. 
organl •• Uon. 269, 28lI. 
procedure, 274. 
It8t.ement of, 116 f. 

Strail<ht line method of arrlv1:lg at 
accrued depreciation. 529 fr. 

St ... t railway .. uten.lone of, 521. 
farol, 544. 
operatlnJl' ezpenael, G25. 
pu ... ba .. 01. 5121. 

Sub.ldlsed private allADcl ... 86. 
Subvention., 441 If. 
Summary Btatement of fund re

IOUrcoea, obligation. and Burplu .. 
1471. 

• oonaolldated fund balan .. obeet, 
1~7. 

Summal')' It.atement of lnoome and 
• xpondltu"", 01 Neh fund. 11\8 I. 

I Itatt'ment of opel'lltion .. 158. 
SUpplementaQ appropriations. 102. 
SupportinR pxpenditure data to eat! .. 

ma' ... 821. 
Suppo.tln ... h .... ul .. to bn~t, 88 If. 
!turplu .. 811. 147. lAO. 
SUlIpense tond... 69. 
SUlpen,ton and l"8IDO~al of emplo7" _ ~7. 

8wan. Ho.bort S.. clted. l1li •• 
Swom Propo.t7 lI.to, 817 I •• 842. 

Ttlbl .. fo. l.n4 _luaUo •• S4!I I. 
Tabula .. ",""ntaUotl of dahl. 219 If. 
TtI.·.n~·bn ..... ", poI\07. 4731. 
Ttl. bin.. 121 I. 

paympnts ill lnstanm"nta. 298. 
pft'opartltion of. 2S91 ... 811. 
tluhmiMhm of. :mli.. 

Tax diM'OUDtR, 21M\, 
Ttl. 4on.. .h._ 2«1. 
T •• ko\",.. '.)"illl of. M. 
'T1Is U"Olt. 2IlR. .\Poe' OD onrlapplq jUrindlotlou, 

1IIl2. o._ ..... t of. 29111. 
Ttl ..... pa. 8:..>1\ If. 

rho_ In. 8.'ItI. 
Ttl. rot.. 8061. 
Tn ...... m.. 8U' ~ Ir. S2Il. 

for bl\iI~l""", 113T •• 
for 1"'-.\ P"'JK'!I7, 84t. 

T.x "'tu", .. aYdit «'If. U!il 
To .... n .. itT. SIR I .. lI:.l!l. 

e~tft.nllkm of. 2»1. ~'1~ 
PftparoU ... of, 2S9. 

Tax aaIe.. 299 fr. 
procedure in New Jerlley. 432 fl. 

Taxable property, collection 0' in' 
formation concerning, 316ff.. 

type. 01, 8141, 
Taxable values, 810 If. 

d(>finition of. 313 if. 
Taxa tiOD. bureau of, 28. 
Taxes, abatement of. 125-

Annulment o~. 297. 
•• revenues. 73-
busine8l, 443. 
collection of, 294 tl. 
dofin.d. 78. 
leneral propertJ. 806 If. 
levy 01, BOO. 
occupatioD, 443. 
poll. 442. 
J'eltulatory, 45. 
rovenue produelng, 446-

Tosing public utility property. 532 fr. 
Toledo. 0., flnanclal organiution. 15 • 

alnkinl fund commiuionen. 25. 
Toronto. Can., purch.. of .treat 

..i1"'1. 1il8 I. 
T ..... f ... botweo. fund .. 162. 
Tf'ftDsfttra of appropriation .. 109. 
Transit l'Yfth'm. financed b,. apecla' 

a......."onto, 1197. 410 I .. 6121 
Treasu",l'. 19. 2S7 fr. 

dillbul'8t'ment p1'O('edure, 804. 
r"D('tinn. of. 2RT If. 
re-port t'tlq f'f'C..'eipta. 192-

'rrea8UIT. bUl'Pau of the, 28. 281. 
tunC"tiona.. 2811'. 
manaKt!'mtont. 287 1'. 

Trond lin... 2811. 237. 
TrIal bal ...... 1117. 189. 
'I'woPd rlne In Ne .. Tori< Cl17. 4-

l'n .... ntroll.bl. _ 211. 
,,_,._onto, 8111, lI77. 
rnf'DMlmbf'1't'd appropriation ,bal 

ao __ 1_ ..... 01. ~1o. 
rnifonn a('("Oonti_ QStNta fo~ 

... unleipolIU ... 144-
rolfo.... pal' porlod.. 1:l11. 
l'nit O7Oh'm of __ at. S4S Ir. 

for buildi'ftl'1!L. ~ tL 
for lond. S44 Ir. 
for _01 ProporI7. 8'74-

U. S. & ..... of tho ~ ota .... -
._11011 of ... _t __ 
tro_ 2Il:!. 

1'. S. Bn_a of thto c....a.. 01 ...... 
fiNtift.of~la," ...... 'is. 

8na1icial staUIIti ... eo. n .. 
...... for iIltupftta_ of _ 

...... ",,144. 
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U. S. Bureau of Standards, 276, 

276n. 
Unlfquidated encumbrances, 148. 
Utilities, acquisition and extension, 

510 If. 
charges for servicefll, 533 If. 
debt retirement, 530 If. 
depreciation and renewals, 525 If. 
depreciation reserve, 530 fl. 
earnings, 522 fr. . 
extensions, 519. 
muoicipal ownership, 510. 
operating expenses, 523 ft. 
purchase or coBstruction, 511 If. 
rate making, 534 If. 
service connections, 516. • 
taxing property, 532. 
working capital, 518. 

Vacationl for employees, 251 If. 
VaJuation, alley loU, 864 If. 

corner Iota, 356 If. 
double frontage lotti, 865 If. 
irruular Iota, 863 ft. 
land, 343 If. , 
olf-grade loU, S661f. 
ro]ea for. 348 If. 

Valoe, units, buildings, 369 If. 
land, 3441f., 420, 424 If. 
personal property, 874. 

Virginia, roDlltltutionai UmltatiODI 
on special 888e88IDentll, 394. 

Volume diagrams, 238 If. 
Vouchers, 183. 
Voucher-warrant·checu, 135, 304, 

805. 

W uhington, D. C., allotment .,.1-
tem,10611. 

rule for land valnatioD, 849 fl. 
Water rates, 588 ft. 
Water 8YStelD8, line "tenBions- 520. 

operating expeueB, 523. 
Wilcox, Delos F., cited, 526 n. 
Williams, F. B., cited. 468 n. 
Worcester, Ma88., exceu condemna-

tion uaed, 468. 
Work program, 84, 104. 
WorkillJl capittll for utilitl... 518. 
Working capital funda, 69. . 

Yonkers, N. Y., block and lot map 
prepared by, SS51f. 

overexpenditure of appropriation., 
102. 

Zan5rerle, Jobn A., elted. 423. 
clal8ifieatioD of buUding., 873 . 
..,mer riJIe in Cleveland, 857 If., 

86L ,< 
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