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EDITORIAL NOTE 

This monograph reports the results of another investigation 
in the Bureau of Business Research series in financial admin
istration. 'As in the case of other related publications, the pri- • 
mary purpose is to discover means of improving financial prac
tice, that is, of finding out how limited finances may be used to 
secure the greatest possible public service. This end: should be 
achie'\'ed by direct assistance to state officials and by diffusing 
more widely among the citizenry a knowledge of the purposes 
and procedures o{ financial . planning and· management. The 
Bureau hopes that this study will directly aid public officials 
and employees and, give the people of_ the commonwealth more 
insight into the operations of their state's agency for fiscal 
control. 

The Bureau initiated this analysis early in 1944. Mr. Mar
tin planned the work·and defined its scope. Under his direction 
Miss Briscoe did the original research. and drafted the report. 
Mr. Martin, with Miss Brisc~e's close collaboration, refined the 
manuscript and prepared it for publication. 

The writers are indebted to Mr. Frank D. Peterson, former 
Director of the Division of Accounts and Control, Kentucky 
Department of Finance, and now Cpmptroller of the University 
of Kentucky, and to Mr. Warren M. Van Hoose, present Director 
of the Division of Accounts and Control and Assistant Budget 
Director, Kentucky Department of Finance, both o~ whom gen
erously supplied information and both of whom offered valuable 
suggestions after reading a draft of the manuscript. 

August, 1945 · -

JAMES W. MARTIN, Director 
Bureau of Business Research 



THE KENTUCKY STATE BUDGET SYSTEU 

CHAPTER I 

INTRODUCTION 

The adoption of a budgetary system is basic to an efficient 
and economical management of public affairs. Few public ad
ministration authorities would dissent from the statements that 
no government can have an efficient execution of public activi- · 
ties unless it has developed an efficient financial system through 
which the activities of the government are fed and that no finan
cial system can prove satisfactory if it is not based securely on 
what is known as a budget. 

A promiscuous usc of the word ''budget'' makes a precise 
definition of the term difficult. The word has been loosely 
applied to everything and every phase of the budget reform pro
cess. Many writers have identified a budget with a collection 
of papers showing the estimated expenditures and revenues, or 
what is more properly called the "budget document;" others 
have made it synonomous with a revenue or appropriation act. 
''Budget,'' as used throughout the following pages, corresponds 
to neither of these conceptions. 

The Kentucky statute defines the budget as "the com,plete 
financial plan for each fiscal year as proposed in the budget 
report and modified and adopted by means of the appropriation 
and revenue acts" (italics supplied) .1 

The essence of a budget is that it is a financial plan; it is 
a government's work program translated into terms of dollars 
and cents. Budgeting embraces both planning future public 
activities and executing these plans. The President of the United 
States in his budget message of 1941 gave this description: 

"The Budget of the United States Government is a 
statement that reflects in money terms what the Govern
ment does for the people and what the people contribute 
to the Government. 

"In these figures over a course of years are mirrored ---
1 Acts 1934, chap. 25, art 1, sec. 2 (c); Kentucky Revised Statutes, 1944 

(hereinafter these Htatutes will be referred to as KRS), sec. 45.010 ( 3). 
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the changing attitudes of the people toward the growing 
needs which they expect their Government to meet ... .''J 
A government's plan of action involves, in a· broad sense, 

deciding what portion of the citizens' income is to be spent col
lectively and how it is to be spent. The budget has the same 
objective in planning and .administering public fiilance policy 
as it has in private finance, that is, getting the most value from 
the dollar, in this case the tax dollar. 

The budget system is the continuous chain of operations and 
procedures by which the financial plan, or budget, is formulated, 

. adopted,. and put into action. The budget document is the col
lection of statements which presents the plan in a printed form. 
Budget systems as ·they operate today did not spring into exis
tence full grown, but they have evolved gradually and have ex-

. panded with changing conceptions of the responsibilities of gov
ernment. If a budget had existed 150 years ago, it would have 
been a small one; and the budget system would have had a nar
row range of activities to cover, consistent with the precept that 
''that government is best which governs least." That conception 
no longer obtains, and budget systems now seem to op~rate under 
a philosophy of '.'that government is best which serves most." 
Ce~tainly, government today extends to its citizens not only 
more protection but more service than it did a century ago. 

As the· title indicates, this study concerns the Kentucky state 
budget system. The pr_imary objective is to describe and evalu
ate the operations of the present system. An attempt is made at 
different points to appraise budgeting in Kentucky with a view 
of determining whether it is rendering maximum service to the 
governors, their administrative officials, the legislatures, and the 
citizens of the state themselves in designing and executing the 

·work program of the state. One method of appraisal is to- indi
cate the progress which has been achieved in budgeting practice 
by summarizing the changes 1n the procedure from· the time of 
the adoption of the, first budget law in 1918 up to the present. 
Authoritative literature on budgeting provides another basis of 
evaluation. Finally, the Kentucky system is compared in some 
instances with practices and experience in the federal govern-

t The Budget of the United StateB Government, for the fiscal year end
Ing June, 1941, p. v. 
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ment and in other states, since an important yardstick for any 
one government unit is the achievement of other government 
units. In short, this study is concerned with the budgetary pro
cess rather than with the budgetary product in terms of dollars 
and cents. It is concerned with administrative practices, not 
with the financial results of these procedures. 



CHAPTER II 

THE DEVELOPMENT OF THE . 
KENTUCKY BUDGET mrSTEM 

For the first century and a quarter of Kentucky's indepen
dent existence the state's financial management was decidedly 
unsystematic. Not orily was financial planning largely lacking 
but so also were means of effectuating orderly control over cur
rent revenue and expenditures. .As in many other states, the 
Kentucky1 legislative-body did not vote appropriations for each 
agency at every regular session, but permitted expenditures on 
blanket au~horizations often many years old.2 This method con
tinued as the principal one employed in Kentucky until 1934.3 
Under the policy of setting apart speciaL revenues the various 
items of expenditure included in the cost of. government were 
usually financed in three ways : ( 1) Certain functions were pro- . 
vided for by dedicating certain taxes, or portions of general 
taxes; (2) departments or functions of a regulatory or public 
service character were authorized to exact fees or other charges 
and to use the revenues so derived for their own support; and 
(3) the general or administrative cost of government, as well as 
smaller expenditures of a miscellaneous character, were provided 
for currently by appropriations from any funds in the treasury 
not otherwise appropriated.4 

THE PRE-BUDGET PERIOD 

Financial practices prior to budgeting 
The early fiscal practice of the Kentucky state government 

·is not surprising in the light of contemporary federal'usage. Our 
national government at the turn of this century was the only 

1 It appears that Kentucky was neither better nor worse than the aver
age state in the matter of financial management. Ct. William Franklin 
WilloughbY, The Movement to1· Budgetll1'!f Refurm In the States, 1918, passim. 

a~· E. Buck, Public Bl!dUetiug, 1929, p. 11. 
• In 1934 several of the state's largest revenue-raising taxes were dl· 

'verted from apportionment to specific revenue filnds to the general fund. 
See pp. 23, 24. · 

• Report of the Efficiency Commission of KentuckY, Tile Government of 
Kentucky, 1924, p. 68. . 
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great nation without a budget system. 5 Congress raised and 
voted in a more or less haphazard manner the many millions of 
dollars required annually to operate the federal government. 
The basic defect in the pre-budget practices was a failure to con
sider the problem of financing government activities as a whole. 
The lack of a prepared plan which would shape and control poli
cies of action was e\·idenced in the federal procedure in numer
rus ways. In the first place, the estimates of expenditures were 
prepared by the heads of the various spending agencies without 
adherence to any uniform principle. The Secretary of the 
Treasury was required to compile the departmental requests in 
a so-called "book of estimates;" but he was merely a compiling 
authority and had no power to modify the proposals transmitted 
to him by the heads Qf the administrative departments, who, 
indeed, often submitted modified estimates at a later date and 
lobbied with the committees of Congress until they were ap
proved.6 The President could exercise his general powers to 
secure a coordination of the estimates and their conformity to a 
general policy, but he had no staff through which he could ef
fectively exercise the authority.7 There was neither a uniform 
system of accounts which would produce information needed to 
devise a financial plan uor an agency to ntili7.t> the information 
if it had been available; no standard expenditure classification 
by units of organization, functions, or activities, or according 
to character and objeet had been official!~· adopted. s Procedures 
were irregular with respect to getting before Congress statements 
of financial needs of the government, and congressional treat
nwnt of estimates disintegrated still further the process of mak
ing appropriations. Neither house made any effort to review the 
expenditure and revenue estimates together. In fact, the book 
of estimates was split up and parceled out to numerous commit
tees in each house. At one time eight distinct committees in the 
House of Representatives, each acting independently of the 
others, reviewed what were known as the general appropriation 
bills; if a departmt>nt were refused an appropriation by one 

~A. E. Buck, The B1ulyct in Gorenuneuts of Toilay; 1934, chap. 2, and 
op. MI., p. lv. 

• William Franklin Willoughby, Thr P•·oblem of a Xational Budget 
1918, pp. S:i, 56, and The l\atio11al Budget System, 1!127, pp, 4-12. ' 

'Loc. cU. • 
• Loc-. cit. 
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committee, it sometimes applied to another for the same item and 
not infrequently met with success.9 Under these circumstances 
it can be readily seen that both . administrators and legislators 
failed to sense the significance of formulating a comprehensive 
plan of financing, of comparing expenditUres of one agency with 
those of another in the light of estimated revenues, or vice versa; 
of determining the relative merits of the demands on the trea
sury; and of coordinating the various activities of government 
to prevent duplication. Responsibility for the success, or lack 
of it, of the voted appropriations in fulfilling financial needs 
could be ,attributed to no one except for the indefinite, general 
responsibility always attaching to Congress as a body. 

The laws governing the assignment of revenues to funds in 
Kentucky were involved and numerous. Many provisions seemed 
to be inspired by the belief that to provide funds without assign· 
ing them to a designated purpose would be contrary to good 
practice, a policy which is irreconcilable with the budget idea of 
planning expenditures periodically. To illustrate the complex-

. ity of the system of determining the amounts to be expended on 
particular activities, the following law is quoted: 

"An aimual tax of forcy (40) cents upon each one hun• 
dred dollars ($100) of value of all property directed to be 
assessed for taxation, as herein_ provided, shall be paid by 
the owner, person or corporation assessed. Of the aggre
. gate amount of tax realized by all assessments under this 
forty ( 40) cent rate, fifteen cents shall be for the use of the 
ordinary expenses of the government, eighteen cents for the 
support of the common schools, one cent for the use of the 
sinking fund,. one and three-quarter cents for the support 
and erection of buildings for the University of Kentucky at 
·Lexington, five-eights of one cent for the support and erec· 
tion of buildings for the Eastern . State Normal School 
located at Richmond, five-eights of one cent for the sup
port and erection of buildings for the Western State Normal 
School located at Bowling Green, and three cents for the 
State road fund, and the Auditor of Public Accounts will 
make distribution of said tax in accordance with the said 
apportionment at the end ef each month .•• ,'>~~ 

This example describes the allocation of the property tax 
revenues only; other taxes were distributed according to varying 
formulas. In addition certain revenues and receipts, such as 
fees, sales of materials, interest, contributions, etc., were credited 

•wmougbby, The National Budget System, op. cit., p. ·14: 
•1918 Supplement to Carroll's Eentuckl!' Statutes, 1915, sec. 4019. • 
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directly to a departmental fund to be spent by the agency re
ceiving the same. Any revenues not specifically dedicated were 
considered a part of the general fund, available for legislative 
appropriations. 

An apparent purpose of this method of financing was to 
reduce the labor and responsibilities of current financial ad
ministration to the minimum. However, trying to minimize ef
fort in administering the finances had unfortunate results. The 
finances proceeded according to the formula of apportionment 
set down by law, producing surpluses here and deficits there. 
There was no annual or biennial summing up of resources and 
adjustments of expenditures taking place in order to make every 
dollar go as far as possible and to see that none of the money was 
spent extravagantly. 

Kentucky not only failed to plan expenditures in advance, 
but the state also lacked proper organization for controlling ex
penditures. In the first place, the Treasury Department did not 
have custody of all the state's cash. Although a number of de
partments and institutions made use of the Treasury, numerous 
agencies maintained their own treasuries and their own bank 
accounts.n This disintegration not only made the problem of 
supervision and auditing a more difficult one because the insti
tutional accounting staff and the State Treasurer kep~ separate 
books and documents, which did not always correspond; but it 
also meant that miscellaneous income could be retained and spent 
without authorization. 

Second, there was no unified control over the finances. Six 
principal offices, working independently of each other, had im
portant duties in connection with financial administration. 
These were: 

1. The Office of the Auditor of Public Accounts, which 
kept one set of state accounts, issued warrants for the pay
ment of claims, prepared receipts for money paid into the 

u Efficiency Commission of Kentucky, 011. cU., pp. 57, 58 reported in 1924 
the following state agencies which maintained Independent treasuries: Uni
versity of Kentucky, Western Normal School, Eastern Normal School, School 
for the Deaf, School tor the Blind, Western Kentucky Industrial College, 
Kentucky Normal and Industrial Institution for Colored Persons, Confeder
ate Home, Department of Health, and several smaller units like the State 
Board of Accountancy, Although this report relates to a date later than 
the period under discussion, it is apparent from the language of the report 
that a similar, and possibly worse, situation prevailed at an earlier period. 
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• Tre~su~y, audited settlements of. county officers sent in 
to the capitol, and performed other related duties.u 
2. The Office· of the State Treasurer, which kept another 
set of state accounts, had ·custody of the funds of the com· 
monwealth, and had control over the actual drawings from 
the state depositories.n 
3. The Office of the State Tax Commission, which had 
general supervision. over the assessment and collection of 
many of the important revenues of the state, including 
supervision over the local assessment of property taxes." 
4. The Office of the State Inspector and Examiner, which 

. was required . to audit the Auditor's and' Treasurer's ac· 
counts once a year and investigate them monthly and was 
authorized to investigate -the conduct of any other officer 
of the state who received state monies or managed or con-

. trolled any state property.lll 
5. The Office of the Governor, which had general responsi
bility for seeing that the work to be done by the other state 
officers was properly performed.141 _ 

6. The Office of the Sinking-Fund Commission, which was 
responsible for handling the transactions necessitated by 
the bonds of the commonwealth and for installing a uni
Jorm system ~f accounting and reporting,17 

. 

The . budget idea is very nearly the exact opposite of the 
system just described. In the first place, the budget is a pZan 
of expenditures aiming to appropriate only for needs that are 
clearly demonstrated to exist and to make no money a~ailable 
before the ·needs have been thoroughly examined. Second, a 
budget system· aims to give control of the resources· to those to 
_whom such control properly belongs, namely, the representatives 
of the people, by means of a periodical review of expenditures 
and revenues. At the same time the budget system lodges con
trol in the representative assembly, it aims to place definite . 
resp~nsibility upon each administration to plan and manage the 
finances for each fiscal period, so that money available may. be 
used to. the greatest possible advantage in m~eting current de· 
mands on the treasury within the limits prescribed by the Gen· 
eral Assembly. 

Development of the budget concept 
. In the first decade of the twentieth century the machinery 
o~, administration was not a subject of popular interest, and the 

~oll'8 Kentucky Statutes, 1915, sees. 143 et. seq. 
· '*'Carroll's Kelttllcky Statutes 1915, sees. 4686·4688, 4697. 

·>~1918 Supplement to OatTolh Kentuckv Statutes, 1915, sees. 41141·11 
et. seq. -

lG Carroll!s Kentucky Statutes, 1915, sees. 4623, 4630. 
u Kentuckv Oonatitutioo, -sec. 81. _ 
11 Carroll's Kentucky Statutes, 1916, sees. 4592 et. seq. 
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word ''budget'' was seldom used by the American people. It 
had no news value in itself; but other stories of the rising tax 
rate, money wasted, the rapid rise in the cost of government, 
and abuses of public officials did attract the attention of the 
press and the public. So it was that the results of slip-shod and 
systemless financial practices set a few individuals to thinking 
in terms of administrative reform and a budget-a budget as a 
means of holding officers accountable for their actions, a budget 
as a means of telling the people in advance why money was 
wanted, a budget as a means of planning for services and locat
ing responsibility for the plans, a budget as a community pro
gram to be financed.1s -

At this stage in the development of public interest bureaus 
of municipal research were organized to .study the financial 
procedure, organization, and management of city governments.19 

The oldest of these, the New York Bureau of Municipal Research, 
established in 1906, immediately inaugurated a study of local 
budgetary needs.20 The campaign generally spread from the 
cities to the national government and from there to the states. 
Perhaps the largest single contribution to the promotion of pub
lic interest in the budget system was made by President Taft's 
Commission on Economy and Efficiency. This notable Commis
sion, composed of five experienced authorities, was o~ganized in 
1910 under the chairmanship of Frederick A. Cleveland of the 
New York Bureau of Municipal Research.21 One.of its most 
important inquiries resulted in a report, "The Need for a Na
tional Budget,'' which President Taft sent to Congress with a 
message of approval in 1912, the first occasion that any respon
sible officer of the nati~nal government had advocated the 
budget idea.22 The Commission also went so far as to prepare a 
budget for the President to submit; but both the report and the 
budget went no further than the committee on appropriations, 

tJ Frederick A. Cleveland and A. E. Buck, The Budget and Respcn18ible 
Government, 1920, p. 75. 

"A. E. Buck, "The Development of the Budget Idea in the United 
States," Annals of the American Academy of Political and Social Science, 
May, 1924, p. 31; Frederick A. Cleveland, "Evolution of the Budget Idea In 
the United States," Annals of the American Academy of Political and Social 
Science, Nov., 1915, p, 32. 

10 Buck, loc. cit. 
n Ibid., p. 32. 
• House Documents, 62nd Cong., 2nd sess., 1911-1912, vol. 118, doc. 854; 

and Cleveland, op. cit., pp. 26, 27. 
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largely because the President had lost much of his support in 
Congress.23 However, the work of the Taft Commission had 
far-reaching effects on the states: This report, fiscal reform 
organizations, certain local financial conditions, and far-sighted 
leadership favored improved financial planning. So several of 
the .state legislatures began making studies of their administra
tive methods and considering budget. systems as a means of im
proving the management of government finance. 

Although Kentucky was not the first state to adopt a budget 
plan, it was not the last.24 In 1918 in the following message 

_ Governor A. 0. Stanley recommended that the legislature enact 
a budget law: 

"The new tax system bids fair to raise sufficient ·rev
enue to meet the current expenses of the State and to 

· afford a balance for a sinking fund, to be applied in the 
liquidation of the State's existing indebtedness. In order 

. that this income may be economically and judicially ex
pended, a budget system should be inaugurated without 

·delay.... . 
"The General Assembly cannot very well estimate the 

expenses of the Commonwealth under our present methods 
· of making expenditures. The General Assembly should 
. have before it at each regular session a complete list of 
all acts providing for the payment of money from the 
treasury of the State. The needs of the various institutions 
and departments of the government may not remain the 
same from year to year. If. the legislature should assemble 
all acts appropriating money into one act and re-enact such 
law with such changes as might be necessary at every regu
lar. session, the General Assembly could intelligently. esti
mate the expenses of the Commonwealth and fix the tax 
rate.for each fiscal year .... Under this plan the General 
Assembly could have control over the expenditure of the 
public funds of the State and could economize by reducing 
appropriations so as to bring them. within the estimated 
revenue when such step might be found necessary.".s 

In the same year Senator J. W. Harlan introduced an act 
creating a Budget Appropriation Commission and providing for 
a budget method of ascertaining the expenditures of the various 
agencies of the state government.26 The act passed in both the 
House of Representatives and the Senate with prac~ically no 
negative v9tes. 27 

a> Willoughby, op. cit., pp. 22, 23. 
:u Twenty-three states enacted budget Jaws prior to 1918, Of. Cleveland 

and Buck, op. cit., p, 124. 
26 House Joumal, 1918, vol. 1, p. 36. 
:111 Senate Journal, 1918, voL 1, p. 68, • 
"The v.ote was 75, affirmative, and 2, negative, in the House and 26, 

~~~~T:Y~:i'71~t \\1s~;,~,~ei, :.m~ Journal, 1918, vol. 2, pp. 1327, 1328: 
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The first provision of the budget law was one creating a 
Budget .Appropriation Commission composed of the Governor as 
chairman, the chairman of the State Tax Commission, and the 
State .Auditor, all of whom served without additional compensa
tion. The Commission had but one function, namely, the 
preparation of budgets and the drafting of appropriation bills
both for submission to the General .Assembly. 

To accomplish its purpose, the law required the various of
fices and departments receiving or expending state money to 
file statements of receipts and disbursements for the two preced
ing fiscal years and estimates of expenditures required and of 
revenues expected for the next two ensuing years with the Bud
get Commission on January 1 of each year in which the General 
.Assembly convened. The estimated receipts were to be shown 
by "source" and the estimated expenditures by ''purpose" as 
follows (however, a different classification could be prescribed 
by the Commission) : salaries, maintenance and operation, sup
plies, repairs, and permanent improvements. The heads of each 
of the spending agencies were designated as the responsible offi
cials to compile these statements, except that the State .Auditor 
filed the statements of the legislative and judicial branches. 
Likewise on the first of January of every other year the State 
Treasurer furnished the Budget .Appropriation Commission with 
a summary of the financial condition of the state as of the end 
of the last fiscal year, showing the total amount of receipts and 
expenditures of the Treasury Department, total state debt, sink
ing fund requirements, and 'an estimate of income for each year 
of the ensuing biennium. The Commission met on or before the 
fifth of January of the assembly year and continued meeting 
until a budget report was prepared. In examining the state
ments submitted by the spending agencies the Commission could 
avail itself of the assistance of the State Inspector and Examiner, 
who had power to subpoena witnesses and who, because of his 
other duties, was familiar with the operations and conditions of 
the various departments. 

• Acts 1918, chap. 12. 
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The Commission submitted the result of its- work in the 
form of a report with_ accompanying appropriation bills. one for 
eacb of the fiscal years next ensuing, to the General Assembly 

· befQre the third Monday of its session. These dates h!dicate that 
the whole task of budget preparation was consummated in the 
period of less than a month. · In the event of failure of the A& 

.semblyto pass appropriation bills in any year, the law authorized 
expenditures on the basis of the preceding xear's appropriations 
until new appropriations were made . 

. Limitations of the law 
. Although the budget law of 1918 indicated that Kentucky 

had expressed approval of the budget idea of periodically plan
ning and reviewing the finances of the state, in actual fact the 
law fail_ed.to accomplish the management of its finances accord
ing to a budget plan, first, because it left the resources tied up 
under the statutory, apportionment scheme, second, because it 
~ade no prQvision for controlling expenditures according to 
"budgeted" appropriations, and third, because it failed to de.
velop the ·budget staff sufficiently so that it could effectively 
bring in information and control expenditures. 

_For the year ending June 30, 1923, the gross revenues. of_ the 
state amounted to approximately $21 million; of this amount 
over. $13 million was automatically set apart by prior legislation 
into six .major special funds, leaving a balance of less than $8 
million in the general ful!d to which the budget in reality ap
. plied. 29 And even in the general fund there were several minor 
special accounts consisting ~f revenues which were available only 
for certain uses as already prescribed by the statutes of pnor 

. years.30 But this is not the whole story; the $21 million gross 
· revenues mentioned above comprised only such revenues as were 
take~ into the Treasury with the receipts of departments and 
institutions which were not reported to th~ Auditor and de
posited with the State Treasurer wholly unaccounted for. It is 
apparent that in essence the new budget procedure fulfilled just . 
the function of the old annual appropriation act, providing for 
the general and miscellaneous expenses of government, and no 
more. 

'"Efficiency Commission of Kentucky, op. cit., pp. 70, 71. 
aoLqc, c!t. . 
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1\lo mention was made in the law of a scheme of allotting 
appropriations, keeping a budget ledger, or otherwise providing 
methods of controlling expenditures. The old system of sub
mitting claims to the Auditor of Public Accounts, who issued 
warrants to the State Treasurer for their payment, continued 
without alteration. So far as spending agencies were concerned, 
the new "budget system" meant only that they were required 
biennially to submit certain information to the Budget Commis
sion; and after appropriations were made, they proceeded under 
the old methods. 

The plan followed in the 1918 law was that of having a com
mission of three administrators responsible for the preparation 
of the budget. Although most budget authorities writing in the 
early period of budget development had advocated making the 
chief executive the responsible official for preparing the finan
cial plan,31 several of the first state laws, like Kentucky's, did 
not recognize the need for gubernatorial leadership. 32 The 
membership of administrative officials on the Kentucky Com
mission indicates that the framers of the law had the idea of an 
executive budget system, for such a system is based on leader
ship by executive officials. However, a commission form of 
budget-making authority makes for divided and hence dissi
pated responsibility. The personnel of the Budget Commission 
was not suitable for the supervision of the budget machinery. 
Arguments could be readily advanced for obtaining the advice 
of the Auditor of Public Accounts, the principal financial officer 
of the state, and of the chairman of the Tax Commission, the 
principal revenue officer, in preparing the budget; but whatever 

31 Cf., for example, Buck, ·loc. cit.; Cleveland and Buck, op. cit., llJl. 
126-129; Cleveland, OJJ. c1t., ]lJJ. 71 ff.; S. Gale Lowrie, "The Proner Function 
of the 1-'tate Bu1lget,'' Annal.s of the American Academy of Political and 
1-'orial Science, Nov., 1915, Jl. 49; Emerson C. Harrington "The Executive 
Buflg-et," P1'0ceediii!JS ot the Governor's Conference, 1916, ],p. 25 ff.; Rufus 
E. llliles, "The Budget an<l the Legislature," Annals of the American Academy · 
of Political and Social Science, Nov., 1915, pp. 42-44; Willoughby, The Move
ment fot Budyct<try Reform in the States, op. cit., p. 182 and The P1·ovlem 
of a. Nntio11al Bltdyet, o;J. cit., pp. 30, 31. Edward A. Fitzpatrick, Blld[let 
Ma.king in a Democl'acy. 1918, passim was one outstanding authority who 
endor~ed preparation of the budget by the legislature. For a summary of 
a debate on the relative merit~ of an "ex~cutive lJUdget" and a "leg'slath·e 
budgo;t'' see Frederick P. Gruenberg, "The Executive vs. the Legislative 
Budget," :Vational JIIwlicipal Review, Mar., 1918, pp, 167-173. 

"Seven of the first twelve laws enacted in 1911 and 1913 fixed responsi
bilitY for preparation of the budget plan either upon a board or commission 
or upon the legislature. Cleveland and Buck, op. cit., p. 124. It may be 
Rignificant that under Kentucky's 1918 law two of the three Budget Com
mission members were the Governor and his appointee, the Chairman of the 
State Tax Commission. 
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information these officers could give could be completely set 
· forth in typewritten statements without conferring upon them 

equal authority with the Governor in making decisions upon the 
estimates. It was, according to the Efficiency Commission of 
Kentucky, '.'practically a farce for the heads of great depart
ments like Roads, Education, Charities, and Health to have to 
bring their requests to the Auditor of .Public Accounts and the 
chairman of the Tax Commission.' '33 · 

. One of the most serious faults of the first budget law was 
failure to provide for adequate staff assistance. It is impossible 
for anyone who is at all familiar with the difficulties of budget 
making to imagine a successful budget without a staff to handle 
the problems of form and content and to do investigational work. 
The Kentucky law not only failed to make provisions for such a 
staff, but also stipulated that no extra clerical expenses incident 
to the work of preparing the budget report could be incurred. 
T~e Commission served without additional compensation, and 

. its members were aided only in that they could direct the State 
Inspector and Examiner to make investigations for them. 

Administration of the act 
After the budget act was passed, it would have been possible 

to develop forms and procedures supported by a more or less 
adequate accounting system which would have produced the 
information necessary for the control·of state finances within the 
limits of control covered by the budget. Moreover, by the de
velopment .of the budget within its legal limitations it should 
have been possible to present clearly and convincingly the diffi
culties under which the system labored and possibly to have ob
tained 'relief from some of these limitations. Apparently, none 
of this was done; the duties imposed upon the Budget Commis· 
sion were performed in the most perfunctory manner.a4 

A first esse:Q,tial in producing a budget report is the com-
. pilation of some general statements, summarizing revenues, ex
penditures, treasury conditions, indebtedness, and all other ele
ments entering into the financial situation, for use in laying out 
a financial program for the ensuing year. In the report of the 
Budget Commission relative to the years ending June 30, 1923, 

113 Op. cit., P• 77. 
1H Ibid., p, 73. 
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and June 30, 1924, the only statement of a general character was 
a brief one of 1921 treasury receipts and disbursements and out
standing warrants, as compared with the ''probable amount of 
revenue" and "approximate need of revenue" for the fiscal 
years ending in 1923 and 1924.35 Except for a reference to the 
ommission of federal grants the statement gave no indication of 
what was included in the revenue estimate figure; it wholly 
ignored the special fund problem and so opened the way for the 
grossest sort of misconception ; there was no suggestion as to 
what functions the expenditure estimate figure covered.36 As a 
summary statement it was not only inadequate but misleading. 
The law required the State Treasurer to supply the Budget Com
mission with information. concerning the state's financial condi
tion. However, both his accounts and those of the Auditor of 
Public Accounts recorded only cash receipts and disbursements, 
and not transactions at the time obligations were incurred.37 

Furthermore, no appropriation accounts were kept in the Audi
tor's office. 38 In short, the accounting system was not geared to 
produce the essential information upon which to build the budget 
plan. 

The detailed schedules of estimates were not much more 
helpful than the general summary statement, since they failed to 
differentiate between expenditures from special funds and from 
the general fund, failed to classify requests as prescribed in the 
law, and failed to recapitulate revenues according to source and 
fund.3 9 In brief, the problem of obtaining detailed information 
that would materially assist the legislature in finally arriving at 
the correct amounts to appropriate was not solved, and probably 
could not have been compl_etely solved without provision for a 
qualified budget staff to make an extended study of financial 
conditions and needs and without an accounting system to pro
duce budgetary information. The Commission did not have the 
staff and did not take the opportunity to make the most of the 
State Inspector and Examiner's service, but instead the already 

116 Ibid., p. 7 4. Also note that the two fiscal years were treated in the 
one statement despite the legal stipulation that a budget plan be prepared 
for each fiscal year of the biennium. 

:~& Loc. cit. 
*" Conference with Mr. Warren Van Hoose, Assistant Budget Director, 

Kentucky Department of Finance, Sept. 6, 1944. 
as Efficiency Commission of Kentucky, op. cit., p. 162. 
IIJbW., pp, 75, 76. 
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overw_orked Assistant -Auditor. of, Public Ac~ounts was selected · 
. as the clerical assistant to the BudgetCommission.40 

Kentlicky, however, :;as 110t a singular example of state . 
failure to install.a thoroughgoing budget system. Mr. A.- E. · 
Buck, writing in 1-924, said: _ _ 

~'Although several states have had budget legislation on 
their ·statute books for almost ten years, they have made 
very little progress in the direction of a real budget system, 
that is, one that makes for careful planning and estab
lishes control over expenditures after appropriations have 
been authorized."" 

- His explanation o£ this lack- of progress is much like that 
which applied to Kentucky, namely, the failure to spend enough 
time on budget work, lack of statfs to gather essential budget in
formation,· and the failure to recognize the budget as a complete 
plari:42 -

REVISIONS MADE BY THE LAw OF 1926 

: Contents of the "baw43 
Two changes effected by the 1926 law indicate that the 1926 

General Assembly was making an effort' to correct the funda
mental faults of the first budget law. 

· In the first place, an attempt was made definitely to center 
responsibility for the preparation· of a budget plan upon some 
officer. _ The Budget Commission was retained, but the Office of 
State Budget Officer was created to perform· all the duties rela- · 
tive to preparing a budget report. . The State Inspector and Ex
aminer was· designated as the Budget Officer and made ex
officio secretary of the Budget Commission. In addition to 
preparing the budget report at the direction of the Commission, 
the Inspector and Examiner was· required to enforce the pro
visions of the 1926 law and to make a regular investigation of all 

· state offices. This latter requirement was obviously meant to 
make the budgeting procedure more than a biennial conference 
and to provide for studying the needs of the spending agencies to 
a fuller extent. The law on this point read: 

"In addition to his duties ·as hereinbefore prescribed, 
the ·State Budget Officer shall make regular investigations -
Ill Ibid., p. 77. 
u "Progress in State Budget Making;" Natio11al Mltnicipal Review, Jan., 

1924, pp. 24, 25. . 
•a Loc. cit. ' 
.s Acts 1926, chap. 170. 



of all State offices. He shall report to the Governor on 
each and every budget unit at least once each year, and 
under the direction of the Governor, shall prepare the ma
terial for a report to the General Assembly concerning each 
budget unit for the use of the Governor. The Governor 
shall submit a full and complete report to the second ses
sion of the General Assembly during his administration as 
to the development, functions, organization, business 
methods, expenditures and operations of each budget unit 
and as to the State administration as a whole, together 
with any recommendations he may have for improvements 
in administration.""' 
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The Budget Officer, however, had no vote on any matter 
which came before the Commission; his position was that of an 
advisor and of a staff assistant. He was required also to 'serve 
the General Assembly in the same capacity, for the law sitpulated 
that: 

"From the time of the submission of the budget to the 
General Assembly until the appropriation bills shall have 
been finally disposed of, the Budget Officer shall be at the 
disposal of the General Assembly or any of the appropria
tion committees thereof, and shall devote his entire time 
to the work of the appropriation committees under the
direction of the respective chairmen."46 

A second fundamental aspect of the 1926 law evidenced the 
recognition on the part of its framers of the need of setting up 
machinery to control expenditures to keep them within the 
bounds of the appropriations. The Auditor of Public Accounts 
was required to keep a budget ledger as a part of the records of 
his office. At the beginning of each fiscal year he was to credit 
the budget ledger with the funds set apart and appropriated by 
the budget appropriation act to each budget unit; all warrants 
thereafter drawn were to designate the budget fund from which 
the same were payable and the amount entered upon the budget 
ledger. The Auditor had 'no authority to issue a warrant in ex
cess of any budget fund, and any warrants so issued were illegal. 
The Auditor also had the power to decide any issues as to the 
meaning of the terms used in the appropriation act,' but the 
budget units could appeal to the Commission in cases of complete 
disagreement. The law was emphatic on the point that the 
terms and provisions of the budget and appropriation act should 
constitute binding limitations upon expenditures from the 

.. Acts 1926, chap. 170, sec. 2. 
"Arts 1926, chap. 170, sec. 16. 
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treasury. Transfers between classes of expenditure for any one 
budget unit were permitted upon the written approval of the 
Budget Commission,- and appropriations for contingencies and 
special items were made available only after approval by the 
Governor of the individual items of the proposed expenditures. 

Other provisions designed to facilitate the budget procedure 
were: shifting back the date on which the estimates were sub
mitted by the heads of the departmeJ;J.ts to November 15 of the 
assembly year and the date on which the Commission met to 
consider such estimates to December 21, in order to allow more 
time for preparation of the budgetreport; and stipulating in 
m1m exact language the contents of the budget document in 
order to assure its preparation in a useful form. It is interesting 
that the law required the Governor to 11 prepare recommendations 
as to each budget item for two fiscal years next ensuing, which 
shall be presented in the budget report presented to the General 
:Assembly. . . . ''46 although the Commission was retained in 
much the same capacity as the 1918law.' 

"New wine in old bottles" 
The 1926 budget law was adequately described by o11e ad

ministrator in these words, 1
' The law had teeth in it, but it was 

like putting new wine in old bottles. "47 Continuation of the 
old scheme of assigning tax revenues to specific functions and 
permitting the retention of other receipts by the various budget 
units for their own use made the stipulation that no expenditures 
could be made except by virtue of an appropriation act a super
ficial one. Until the biennial appropriation act really appro
priated money to the spending agencies acc~ding to a p:l,'econ-

. ceived plan which took into consideration the relative needs, · 
instead Of appropriating according to an outworn formula of 
tax apportionment, the budget system could be no more than a 
half-way measure, which did not function in practice according 
to the theory of its purpose. 

The control by the Auditor of Public Accounts over the 
expenditures was perfunctory. There was no carefully kept and 
adequate record of all financial transactions to exercise· compul-

411 Acts 1926, chap. 170, sec. 13. 
¥~Conference with Mr. Warren Van Hoose, Sept. G, 1944, 
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sion on-the various departments and agencies to abide by the 
budget as adopted until after 1936. Prior to fiscal1935, in fact, 
no budget ledger was kept; but instead the vouchers were merely 
filed as they came into the Auditor's office; to ascertain the 
charges against a particular budget fund at any given moment 
required adding all the vouchers filed under the fund up to that 
time.4s Because there was necessarily some delay in the receipt 
and payment of bills for supplies after they had been ordered 
and because the status of a given fund was not readily accessible, 
purchase orders were often pl-aced without available money to 
pay the bills.49 When the warrants came to the Treasurer's 
office and there was no money on which to write a check, he 
stamped the warrant "interest-bearing," and it was returned to 
the claimant.50 As a consequence of those conditions, the inter
est-bearing warrants outstanding against the state were over $25 
million by 1936.51 

Finally, the State Inspector and Examiner could devote 
only a part of his time to the budget function. Although the 
creation of the post of S'tate Budget Officer may have been an 
effort to assure adaquate preparation of a budget report, which 
would be based on a thorough and continuous investigation of 
financial needs and practices according to sound budget theory, 
other duties of the State Inspector and Examiner consumed 
most of his time; and he could devote little attention to budget 
work.52 At any rate, budget recommendations based on an ex
haustive study of departmental needs would have had "no teeth" 
as long as most appropriations resulted from tax allocation 
formulas. 

In short, the 1926 law failed to reach to the roots of the dif
ficulties embedded in Kentucky's system of fiscal administration. 
It superimposed a comparatively sound budget system upon a 
financial structure which prevented its effective operation. 

48 Loc. cit. 
• Loc. cit. Also see Gov. A. B. Chandler, Ke11tuoky Government, 1935-

1939, p. 17. 
r;l) Conference with Mr. Frank D. Peterson, former Director of the 

Division of Accounts and Control, Kentucky Department of Finance, now 
Comptroller of the University of Kentucky, Oct. 18, 1944. 

10. Commonwealth of Kentucky, The Executive Budget, for the biennium 
1940-42, p. 47. 

u Conference with Mr. Warren Van Hoose, Sept. 6, 1944. 
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LEGISLATION OF 1934 AND 1936 . 

-The Budget and Financial Administration A~t of 1934 and 
· the .Governmental Reorganization Act of 1936 are the two prin

cipal bulwarks of legislation under which'the. Kentucky budget 
, system now operates. The functioning of the present system is 

de;eloped at length in the subsequent chapters; the analysis 
of these two and related laws at this point serves to introduce the 
setting. 

The Bttdget and Financ·ial Administration Act and 
the Administrative Re.organization Act of 193453 

The 1934 budget act embraced budgeting,_ accounting, pre-
-auditing, treasury administration, post-auditing, and fiscal re· 
porting. It was a thoroughgoing reform in financial legislation, 
and it operated in conjunction with a nominally changed ad
ministrative structure. 

(1) Organization for financialr administration. On the 
face of the Administrative Reorganization Act of 1934, far
reaching change in the structure of the state government was 
effected .. Purportedly financial administration was a good deal 
rl1.odified. The reorganization was rendered innocuous by the 
terms of the law however; for each pre-existing officer was di
rected· to ''exercise all the powers, duties, and- functions now 
vested in his offic~ by the Constitution and laws of the State 

"54· . 

(2). Bttdget legislation. The 1934 budget act provided 
_ that the Governor, by and with the advice and assistance of the 

State Bud~et Officer and the Board of Finance, should prepare 
and submit a budget report presenting a complete financial plan. 

_ for each fiscal year of the ensiling biennium to the General As-
sembly at each regular session. The act outlhied the procedure 
to be followed in preparing the report and the contents of the 
document. 55 

A system of allotments to distribute expenditure of appro
priations over the enUre fiscal period was installed; and a con· 

~~'~ Actli 1934, chaps, 25 and 155. 
~ M Act8 1934, chap. 155, art. 3, sec. 1, art. 4, sec. 1, art, 5, ::g: }; :ii: hs~~C.\art. 7, sec. 1, art. 13, art. 14, sec. 1, art. 19, art. 21, 

156 Subsequent Chapters IV and V clescribe the operations of the law 
on this point in full. 
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trol over the incurring of obligations was established by a method 
of pre-auditing purchase orders, payrolls, and other vouchers to 
ascertain whether they were legal and whether there was an 
allotted appropriation to cover the expenditure. The apportion
ment and pre-audit scheme is an elementary prerequisite to ef
fective budget control, and the adoption of these methods in 
1934 was a progressive step in Kentucky budget procedure. The 
successful operation of the allotment method necessitated intro
ducing new methods of accounting. The law took note of this 
fact and directed the State Budget Officer to install a unified 
and integrated system of accounts for the state, exclusive of the 
accounts required to be maintained by the Auditor of Public 
Accounts, which were provided for under the provisions of the 
Hud!!et auu Financial Administration Act. However, although 
the Auditor set up a simple hand-kept budget ledger which 
gTeatlr improyed earlier procedures, an effective accounting 
system was not made £ part of the state's financial structure 
until after 19:~6. The statute required current administrative 
reports to proYide a measure of the amount and the tempo of 
the work done, as well as the efficiency of the various agencies, 
to be furnished to the Gowrnor, the Board of Finance, and the 
budg-et units. 

The Govcnuncntal Reorganization Act of 1936.56 

To change or not to change the existing structure of Ken
tucky state government was an important issue in the guberna
torial campaign of 1935. It was alleged that there had been a 
fake governmental reorganization in 1934, and: candidate A. B. 
Chandler promised the people of Kentucky a reorganization 
'·from top to bottom,'' which would result in economical man
agement of the affairs of the commonwealth.57 One of his early 
acts after election was to appoint an unofficial reorganization 
commission, the chairman of which was the Honorable J. C.~ W. 
Beckham, a former Governor of Kentucky.58 The Commission 
worked closely with the General Assembly on the bill for reor
ganization, which produced the following results. The existing 

GO Acts 1936, 1st spec. sess., chap. 1. 
G1 James W. Martin, "State of Kentucky Reorganizes its Finances," 

Tl1e TaJ: Maga:ine, May, ln6, p. 279. 
GA Lor. cit. 
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agencies and departments were consolidated into seven constitu
tional administrative departments-the Governor's Office, De
partment of S'tate, Department of Law, Department of Treasury, 
Department of Agriculture, Labor, and Statistics, Department of 
Education, and Department of Military Affairs; ten statutory 
administrative departments-Department of Finance, Depart: 
ment of Revenue, Department of Highways, Department of 
Welfare, Department of Health, Department of Industrial Re~ 
lations, · Department of Business Regulation:, Department of 
Conservation, Department of Library and Archives, and Depart
ment of ·Mines and Minerals; and six independent agencies
Auditor of Public Accounts, Legislative Council, Board of Elec
tion Commissioners, Railroad Commission, State Racing Com
mission, and Public Service Commission. The least desirable 
changes were the retention of the Department of Mines and 
Minerals, which might have been coordinated with the general 
·Department of Industrial Relations, s1'nce both agencies per
formed functions of a regulatory nature pertaining to industrial 
relations, and the retention of an independent state school for 
the deaf at the same time that all other such institutions were 
integrated with some general administrative department.ll9 In 
the process of integration, too, the act made use of the single-head 
administrator principle, except that in the cases of agencies hav
ing quasi-judicial or quasi-legislative functions, boards were 
created. · Except for the offices supervised by elective officials, 
the departments were directed by the Governor's appointees ac
cording to the principle that the Governor should be responsible 
for managing the administration. 

A pre-eminent place was given to the Department of Fi
·nance in the reorganization plan. Orily the Illinois, Ohio, and a 
~ew other state plans approached the Kentucky scheme in the 
extent to which it assigned to the Department financial control 
over the work of the state administration. Go The Department was 
legally set up for administrative purposes in four divisions to 
perform theJunctions of budgeting, accounting control, purchas
ing and managing public properties of the state, and personnel 
supervision. The old Board of Finance was superseded, and the 

. 610 Ibid., p. 280. Subsequently the work of the· State Department of Mines 
and Minerals has been somewhat extended. 

80Loc, clt. 
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Division of the Budget in the new Department of Finance re· 
placed the State Inspector and Examiner as the budget staff 
agency to assist the Governor in preparing and executing the 
budget plan according to the procedure adopted in the Budget 
and Financial Administration Act of 1934. Another contribu
tion to sound budgeting made in 1936 was the provision for ade
quate record-keeping facilities. The Public Administration 
Service was employed by the Governor to install modern ac
counting mechanisms, such as machine posting, to replace the 
pen budget ledger used from 1934 to 1936.61 

Under the new arrangement the Auditor of Public Accounts 
was no longer charged with comptroller functions. The reor
ganization gave him the status of a real post-auditor, so that after 
the term of the Auditor then in office he would review all finan
cial transactions after they had been completed and report on 
their correctness to the Governor, the General Assembly, and the 
people. 

It is fair to say that the governmental set-up after 1936 was, 
for the first time in Kentucky's history, such as not to impede 
effective administration of the public finances. The modernized 
structure for administering the finances in general and the ac
counting and budgetary control machinery in particular estab
lished the possibility of having good financial administration; 
however, these mechanisms could not guarantee smooth func
tioning. The next task was to utilize the techniques provided by 
the General Assembly to effect an efficient public finance opera
tion in the state. The degree to which this has been done is 
discussed in the following chapters. 

Changes in the disposition of revenue 
The old system of apportioning tax receipts to specific 

functions was materially altered by 1934 legislation. The Gen
eral Assembly in that year provided: 

"The aggregate amount of State tax realized by the 
assessment made of and levied upon real estate, all assess
ments of franchise, shares of stock, money in hands, notes, 
bonds, accounts and other credits, whether secured by 
pledge, mortgage or otherwise, or unsecured, and the tax 
on bank deposits and upon shares of building and loan asso· 
ciations and upon funds realized from the collection of 

111 Loc. cit.; Gov. A. B. Chandler, Zoe. cit. 
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inheritance tax levied in· Kentucky and the aggregate 
amount of all other state revenue realized from every other 
source whatsoever, -excepting operating receipts and/or 
revolving fund accounts .. ·. and further excepting the gaso· 
line tax, automobile license, motor bus license, truck license 
and drivers' license, shall be credited to the General Fund 
for the use of the expenses of government.""' 

This provision was fundamental in making the Budget and 
Financial Administration Act of vaiue. In substance, it meant 
that the state adopted the policy of budgeting, or planning, the 
allocatfon of all its income witli the exceptions provided in the 
act.63 The appropriation act henceforth could represent an 
actual appropriation based on a budget plan; instead of -a mere 
review of tax apportionment formulas. 

"Acts 1934, chap, 154 .. 
tl3 If is important to point out that the exceptions amount to more than 

half of the total. See Table I in the following chapter. 



CHAPTER III 

THE CURRENT CONCEPT OF BUDGETING 

The foregoing chapter has shown how Kentucky, like other 
states, turned to budget making in the search for responsible 
government and has described the developments in Kentucky's 
budget procedure. This and the following chapters attempt to 
describe in detail the operations of the present budget system of 
the state. 

Three aspects of budget theory which merit special attention 
because of their influence on the effective operation of a budget 
system are: (1) emphasis on the central position of the chief 
executive in formulating and controlling the financial policy of 
the state; (2) a trend toward a more systematic use of budgeting 
as a tool of planning and management; and (3) recognition of 
the principle that a budget system must comprehend all revenues 
and all expenditures in order to prevent fiscal maladjustments. 
These precepts are highly correlated in their influence on the 
management of public finances. In other words, effective guber
natorial leadership depends upon the degree to which the budget
ing procedure and the budget staff agency are developed to 
serve as tools of planning and management; and, conversely, a 
highly developed budget system may stalemate if the executive 
does not recognize the service it can be to him. Finally, both of 
these factors are potent only with respect to that amount of the 
state's finances which are subjected to budget processes. 

THE EXECUTIVE BunGETl 

E~ecutive budgets were a part of a process of unifying 
authority in the executive branch of government to combat irre· 
sponsible government. The extreme doctrine of the separation 
of executive from legislative and judicial branches of govern· 
ment with its emphasis on "checks and balances" interfered 
with executive responsibility for governmental administration. 

1 This term is used most commonly to refer to the delegation of the re
~ponsibility for budget preparation to the chief executive, but the executive 
hurlget system may also grant special powers with respect to the adoption 
and execution of the budget program. 
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In fact, some political thinkers ·believed that government could 
best be kept responsible to the people by : ( 1) diffusing the power 
in the representative legislatures and curbing the executive; and 
(2) making the government weak in the scope of its activities in 
accordance with the laissez-faire principle.2 

Experience over a period of a few decades discredited both 
· . these conceptions. The practice of "log. rolling," the extrava

gance of the "pork barrel," the frequent absence of effective 
fiscal leadership, and the sloWn.ess of legislative action indicated 
that it was a mistake to make the legislature responsible for de

. tails of activities and methods of administration-that that body 
could propose, discuss,. decide, but it was seemingly disqualified 
for ''doing.'' At the same time the change in the economic de
velopment· of the country from an agrarian to a predominantly 
urban population, from individual to large, impersonal corpor
ate enterprises, created a social environment which necessitated 

. making new and complex: regulations in the interest of liberty. 
The need was gradually felt for the state to widen its sphere of 
activities. .AJ; new functions were assumed, they were first as
signed to the elective officials, the secretary of. state, the state 
treasurer, the state auditor, etc.; also independent offices were 
created to administer a part of these new activities. Because 
these agencies were relatively irresponsible, the lawmakers 
strengthened the chief executive's authority over them and then 
sought comprehensive reorganizations of the state governmental 
machinery.a 

· The need to re-examine and rebuild the structure eventuated 
in recognition of the governor's responsibility for directing the 

. adm:inistrative activities of the state .. The executive budget has, 
perhaps, contributed more than any other single factor to this 
end. To a large extent, subjecting to the chief executive's finan
cial control officers who are not appointed by the governor re-
--~.~·-

'John A. Perkins, The Role of the Gove1~w1'. in Michigan ~~~~ the Enact
ment of App1·opriatwns, 1942, p. 1 and Leslie Lipson, The American Govern~n· 
from Figurehead to Leader, 1939, chap, 1. 

*Lipson, op. cit., -chap. 2; John M. Mathews, "The New Role of the 
Governor," American PoUtical Science Review, 1912, pp. 220 ff. Since 1910 
more than half of the states have reorganized their administrative frame
work. A. E. Buck, The Reorga11i1mtion of State Goven1ment8 in the United 
8tateB, 19 38, pp. 7-12. For the nature of the arguments of those who opposed 
the movement see F. W. Coker, "Dogmas of Administrative Reform," Ameri
ca!! PoUtical Science Review, 1922, pp. 399-411. · 
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duces their sense of independence and contributes toward the 
unification of the state's management. 

The essential characteristic of an executive budget system is 
that each line of work in every department and institution of the 
state be carried out according to a carefully considered plan and 
that this plan be integrated under the governor's direction. At 
the same time the governor's power and authority are increased, 
so is his responsibility. The budget procedure forces the gover
nor to come before the legislature, not only to give an account of 
past acts, but also to make known his plans for the future before 
further support is given. The representatives, and at election 
time the voters, review his budget plan, including its execution. 

The chief executive, by virtue of his authority over admin
istration, is in a key position to prepare the financial plan. A 
convincing statement on this point, which is frequently quoted, 
is that of Rene Stourm, the noted French writer on the budget: 

"The executive alone can and should do this work. 
Situated at the center of government, reaching through its 
hierarchial organization to the smallest unit, the executive 
more than anybody else is in a position to feel public needs 
and wishes, to appreciate their comparative merits, and 
accordingly to calculate, in the budget, a just appropriation 
which each of these needs and wishes deserves. Others 
may know certain details as well, possibly better than the 
executive, but nobody can have so extensive and impartial 
a view of the mass of these details, and no one can com~ 
promise the conflicting interests with so much competence 
and precision. Morover, the executive, charged with the 
execution of the budget, is compelled, through concern as 
to his future responsibility, to prepare as well as possible 
the plan."• 

The principle of integrating authority in the executive 
branch has frequently borne the brunt of attack; but the execu· 
tive budget has been fully· endorsed by American writers on 
budgeting and public administration, 5 because it measures up to 
two essential requirements of the budget-making authority, 
namely, (1) that it should be an administrative rather than a 

• Tile Budget, 1917, pp. 53, 54. 
6 See Chapter II, p. 16, especially footnote 31; also c/. A. E. Buck, 

Public Budgeting, 1929, pp. 284-286, The Budget in Governments Today, 1934, 
p. 80; Arthur N. Holcombe, State Govemment in the United States, 1926, 
p. 327; Harley Leist Lutz, P11blic Finance, 1936, p. 867: Austin F. MacDonald, 
American State Govemment and Admini.stmtion, 1940, p. 355: John M. 
Pfiffner, Public .Admini.'ltmtion, 1934, p. 300; J. Wilner Sundelson, Budgetal-y 
Jfetllod.s in National and State Gove1'11ments, 1938, pp. 297-301: and Leonard 
D. White, Introd11ction to the Study of Public AdministratiiYII, 1939, chap. 13. 
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legislative agency, and (2) -_that it sho~d be the same agency 
which is responsible for tlie execution of the budget. 

Although the theory of executive budgets is as old as any 
theory on budgeting ~ this country, it was not until 1936 that 
Kentucky began. to operate au executive budget system definitely 
un!ler the Governor's control. The Budget and Financial Ad
ministration. Act of 1934 authorized the Governor to prepare a 
budget, but it was not until the Governmental Reorganization 
Act was passed in 1936 that pointed responsibility was placed 
tipon him- through a change in the administrative structure, 
which made the heads of the most important . departments di~ ~ 
rectly responsible to the Governor; and not until then was pro
vision made for adequate financial arid technjcal assi.stance.6 In 
recent years the Kentucky Governors have taken advantage of 
the control over finances vested in them and have made marked 

· progress in state financial administration. When Governor
Chandler becam~ chief executive in_ 1936, the total debt of the 
state, which had been accumulating since 1908, approached $28 . 
rnillion.7 In March 1942 the last of the interest-bearing state 
warrants were- called for payment. s The disorderly operating. 
deficits which accumulated between 1908 and 1936 were wiped 
out largely by gubernatorial control over the finances through 
the effective use of the budget machi:riery together with revision 
and administration of the revenue laws. The Governor exer
cised control through planning the finances for each fiscal 
period, through effective leadership in getting each General 
Assembly to adopt the plan, and through active administrative 
management of the plan as it was approved. 

·There is,_ however, some evidence of a relinquishment of 
gubernatorial leadership in 'budget matters in the current ad
ministration. _Before the General Assembly convened, the 
Governor, like his immediate predecessors, referred the budget 
problem to the Legislative Council; but, whereas earlier execu
tives had sought advice regarding the executive budget, .he 
seemed to ask that the Council prepare the budget. For the first 
time since 1934, the 1944 plan, as the Governot: submitted it, 

• See Chapter II, pp, 21-23. 
1 Gov. A. B. Chandler, "Message to the General Assembly," Senate 

Journal, 1938, vol. 1, pp. 15, 16. Ov.er $25 million was in the form of 
warrant debt. , 

8 Gov. Keen Johnson, Kentucky Government, 1939·1943, p,- 51". 
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contemplated a current deficit. Some weeks after presenting 
his financial program, the chief executive modified his recom
mendations materially, saying that he had not had time origi
nally to reach a mature judgment. Besides all these factors, 
executive leadership was not aided by the fact that a majority 
of legislators belonged to the opposition party.9 The General · 
Assembly failed to pass the budget bill during the regular ses
sion, and a special session had to be called for the purpose. Ken
tuckians interested in sound budget practice and accustomed for 
some years to seeing the general appropriation bill passed under 
executive leadership early in the session are much concerned 
about the ma1iner in which the current appropriations were 
passed in the face of opposition to the Governor.10 The 1944 
budget snarl may be only a temporary condition growing out of 
the present administration's reaction against alleged "dicta
tion" from the Governor's office. 

THE BUDGET AS AN INSTRUMENT OF PLANNING AND MANAGEMENT 

While •the term ''budgeting'' frequently connotates a 
technical system by means of which the policies of the legisla
ture and executive will be determined and carried out, the idea 
that the budget process is more than a neutral agent is evidenced 
by much of the current literature on the subject,u which is 

0 James W. Martin, "Current Developments in Kentucky State Budget
Ing," Southwestern Social Science Quarterly, Dec., 1944, pp. 197 ff. 

1° Loc. cit. 
uSee Arthur N. Holcome, "Over-All Financial Planning through the 

Bureau of the Budget," Public Adminilltration Review, 1940-41 pp. 225-230 · 
Catheryn Seckler-Hudson and Cynthia H. Moore, "Budgetary and Fiscal 
Theory as Reflected in Presidential Budget Messages, 1921-44" in Catheryn 
Seckler-Hudson, Bt~ilgeting: An Instrument of Planning ani Management 
L'nit I, 19H, pa~sim; J. Weldon Jones,-The Execution ot the Federal Budget' 
reprint of an address given at the 26th annual meeting of the American 
Accounting Association, Dec. 30, 1941, pp. 1, 2; Allen D. Manvel, "The 
Philosophy and Essentials of Budgeting," in Catheryn Seckler-Hudson, 
op. cit., pp. 63, 64; Fritz Morstein ,Marx, "The Background of the Budget 
and Accounting Act," and "The Bureau of the Budget Since Dawes: Stabil
ity and Reorientation," in Catheryn Seckler-Hudson, op. cit., pp. 20-26 and 
52-57; HarveY S. Perloff, "Budgetary Symbolism and Fiscal Planning," In 
C. J. Friedrich and Edward S. Mason, Pttblic Policy, 1941, pp. 37 ff.; Donald 
C. Stone, Planning as an Adminillt'mtive Process, reprint of an address 
presented to the National Conference on Planning, May 12, 1941, p. 10; 
Harold D. Smith, The Budget ail an Inst1·ument of Legilllative Control and 
Executive .Mmtagement, reprint of an address for the Municipal Finance 
Officers Association, June 9, 1944, passim, The Bureau of the Budget as 'an 
Instrument of .Management, reprint of an address given at a joint meeting 
of the American Political Science Association and the American Society for 
Public Administration, Dec. 29, 1940, passim, "The Bureau of the Budget," 
Public Administration Revww, 1940-41, pp. 106-115, The Role of the Bureau 
ot the Budget In Ferleral Administration, reprint of an address given at a 
joint meeting of the American Political Science Association and the Ameri
ran Society for Public Administration, Dec. 28, 1939, passim, Some Budget 
Pl'obkms, reprint of an address delivered before the Economic Club of 
Detroit, April 29, 1940, passim; Robert A. Walker, "The Relation of Budget
ing to Program Planning, Public Admini~tration Revww, 1944, pp. 97-127. 

B. s.-2 
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shifting -emphasis irom the ''watch dog over· the treasury'.' idea -
-stressing accounting techniques to a view that ·the budget can 
·best serve financial policy if it is used as an instrument of plan-
ning management. ' 

'The budget was first officially conceived in this co.untry as 
· a tabulation of contemplated .expenditures. In keeping with 
- this earliest American view, many of the first so-called budget. 
·laws required merely tables showing planned expenditures. The 
guiding thought seemed to be that the specific expenditure plan 
'(often of the ''general fund'' only) ·ought to be worked out be
fore the beginning of each fiscal year. This primitive concep
tion is retained in Kentucky language usage even though actual 
budget-making has advanced beyond it. For example, the news- . 
paper correspondents commorily refer to "the budget bill" when 
the general state appropriation measure is meant; they exclude 

· other appropriation bills and all revenue legislation. 

The budget developed in a period when fiscal soundness was 
a part of the ideal of minimum government interterence with 
the private economy ; the demands for economy and efficiency 
were rooted in the prevailing social ethic and became a part of 
fbe conception of budgeting. ''Soundness'' in governmental 
finance was interpreted · as calling for a .limitation of public · 
activities and expenditures to a minimum; and the budgetary 
principles emphasized equilibrium, which insisted on a balance 

· between government expenditures and current revenues an
nually, which came .from the theory that a year was the maximum 
of time over which legislatures could afford to let the control of 

· · ·the purse out of their immediate supervision and so would limit 
the expansion of governmental activities from long-term projects, 

. and unity, which demanded that all fiscal material be.presented 
in a sitlgle budget.12 When social needs demanded that govern
. ment bring about a more equitable distribution of wealth, 
regularize employment and care for the unemployed, control in· 
dnstries affected with a plain public interest, and prevent pri
vate economy from breaking down under the weight of too severe 

· crises, government spending on a larger scale was inevitable. .A 
new 'fiscal policy appeared, but this policy was frustrated to a 

»Smith, The Budget as an Instrument o-f Leglalative Oontrol ood 
. E:reoutwe Management, loo. cit;; Perlofi, op, cit., pp. 40-43. . 
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considerable extent as a result of being pressed into a budgetary 
sntem which had been built on principles contradictory to the 
~ew policy.u Budget practice in the states and in the- natinnal 
government has not kept pace with. the changi.D.g fiscal policy-, 
and the systems are still largely geared to the principle- that 
budgeting is primarily an instrument of restricting and control
ling expenditures. 

The Kentucky system, for example, has made superior pro
visions for executing and controlling the budget plan which is 
adopted by the General .Assembly ;14 however, there is no place 
either in the Division of the Budget or in any other agency 
where a staff makes studies of administrative organization and 
management in order to aid the Governor in obtaining a more 
efficient and economical administration. The function of the 
budget as a means of preyenting extrayagance and of keeping 
expenditures within appropriations is an important one; but if 
the purpose of the budget is limited to merely this control oper
ation, the budget s~·stem does not contribute maximum service to 
the management of finances. There is a positive role for the 
budget system of Kentucky to perform. 

The budget is the crucible into which the manifold issues of 
collective action, economic intervention, tax justice, allocation of 
resources to various functions, etc. are poured; and, if wise de
cisions are to be made on these issues, significance must be at
taehed to the budget as an instrument of implementing public 
policy and guiding governmenthl activities. Budgeting is a form 
of planning, and planning is the basis of progressive budgeting,lll 
Professional planning groups think of budgeting and planning 
as interrelated functions in connection with capital outlay and 
physical construction but have overlooked the planning neces
sitated by the annual budget process. Administrators who carry 
out public policies, budget officers, executives, and legislators, 
who review the budget requests, are all forced to think of future 
operations in order to determine the proper allocation of rev
enues. The budget is a plan of action and must be considered as 

11 Evidence the attempts at balanced budgets, the "pump-priming,'' and 
the "compensatory" and "extraordinary" budgets ot the current adminis
tration In the ft>deral government 

1.4 See Chapter VII. 
11 A good statement of this idea is presented In Walker, oo. cit., vas8i111, 
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· essentially a means of assisting the officials responsible for pub· 
· lie activities in carefully appraising the program requirements. 

This .view calls for making a place in the budget staff agency 
for st11dying administrative organization and techniques and 
appraising the various needs and demands for extending or limit
ing governmental services. It also ·calls for drawing on person
riel with general administrative training or with first-hand know
ledge of the :ileeds and problems of operating agencies in selecting 
budget stalfs in addition to those in the accounting profession. 

While he was director of the budget in Virginia, Mr. Row
land Egger wrote this o£ the budget function: 

"The budget, in fact, is not fundamentally a fiscal 
document at all, nor is the budgetary process a financial 
procedure. To be sure, it frequently utilizes the mecha
nisms of fiscal control, but it also utilizes other types of 
control of a non-fiscal character, and even fiscal controls 
are more often than not used for other than strictly finan· 
cial purposes. A budget is a work program, and to the 
extent that it reflects purely fiscal considerations it fails 
in its most important objective."16 

BuDGETARY CDMPREHENSIVENEss 

Principle of budgetary comprehensiveness 
Comprehensiveness is one of the most widely recognized of , 

budgetary principles, and one that has been recommended as a 
feature of good budgeting .regardless of the nature of the ap
proach to budgeting in general. The concept of comprehensive
ness presents the demand that the budget system cover aU re
ceipts and all disbursements of a particular government unit · 
which it serves,17 It does not imply that all fiscal activities 
should be subjected to a uniform treatment at all times. What is 
meant is that the existing practice should be known and under
stood so that it can be relied upon to give a true interpretation 
of the fiscal operations of the state, and that no items of expendi
ture or receipt lie outside the procedure of planning, voting, and 
controlling fiscal operations. In general, practices of earmark-

18 "Power is Not Enough," State Govamment, Aug. 1940, p. 150. 
1'1 Sundelson, op. cit., chaps. 4 and 10 differentiates between budgetary 

comprehensiveness and budgetary unity. According to his viewpoint! bud
getary unity precludes se_gregation within the budget system of certa n fln-

~~~:}e~~e:;~[~~~~~0~l:~~~ut~~;~:~:{:;;:tfr~~ilfu~0~J>Ji~~~~~~:~~s w;;~:ee:. 
since both these elements are involved in determining whether a govern
ment unit's budget procedure includes all receipts and expenditures, the 
·distinction is ignored. 
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ing revenues for specific purposes, omittmg some operations 
from the budgetary procedure, and maintaining a multiple fund 
system are conducive to fiscal maladjustment and are associated 
with efforts to mask the true fiscal impact of economic policies. 
On the other hand, these practices per se cannot in every in
stance be condemned ·as being fiscally unsound. For example, 
the existence of a special fund for the amortization of debt can
not be deprecated as defeating the proper administration of the 
budget system. 

In 1934 Kentucky made a definite step toward the goal of a 
comprehensive budget system when' she diverted the receipts 
from a number of the principal taxes from special, restricted 
funds to the general fund to be used to defray expenses of gov
ernment as distributed by a budget plan; but the step was by no 
means complete. Several practices still exist which hamper the 
operation of the budget system. The areas of fiscal administra· 
tion in Kentucky which are virtually void of budgetary manage
ment are discussed in the following paragraphs. 

Assignment of tax revenues 

The variations in assignment devices are almost innumer
able, and depend largely upon the purpose of the assignment and 
the general circumstances that surround it.18 There are various 
motives that inspire assignment of tax revenues-a desire to limit 
expenditures to assure revenue adequacy, to grant independence 
to a segregated function, and to gain the popular support of a 
particular revenue measure by tying the yield up with a lofty 
purpose; a belief that categories of taxes are levied for a specific 
service ; or even a tradition of assigning a particular levy which 
hangs on even under altered circumstances. 

The most universally earmarked taxes in the states are 
those of the motor vehicle family and payroll taxes, although in· 
heritance, poll, severance, and probably almost every other type 
of tax imposed are assigned in some jurisdiction or another.19 

10 C/. Sundelson, op. cit., pp. 193-198 for a complete discussion on assign. 
ment motives and devices. 

tt Ibid., pp. 213-227; Tax Research Foundation, Ta:c Systems (eighth 
ed.), 1940, the columns "Distribution of revenue" in the various tax tables 
of the 48 states. 



. 3!i 

. .Kentucky is one of the· few states that limit thek tax assip· 
ments to. the usually dedicated automotive and pa~olllevies.20 

Certain revenues of Kentucky· are payable into the state 
road fund" and become immediately available for financing tJie 
activities of the Department of. Highways. All revenues collected 
from the gasoline and other motor fuel e:ltcises. and from the li
cense and permit taxes on motor vehicles (except that one-half 
the revenues from truck licenses. are. distributed equally among _ · 
counties for county road £unds21 ) go into the state road fund. 2.2 

In addition the fund receives the receipts of certain depart
mental ~ees (such as contractors' preq11alification fees23), sales, 
and rentals, some county and court fees, and various sub'\tentions. 
The fund operates with few statutory restrictions as to the 
amounts that may be expended for the various activities of the 
Department of Highways. By enactment of the 1936 General 
Assembly $2 million are appropriated annually out of the state 
road fund. to be used by the· Department of Highways for the 
improvement,. reconstruction, and. maintenance of county roads 
and bridges which have not been accepted by the Department 
for maintenance,24 Also in the biennial appropriation acts the 
legislature stipulates the maximum amount to be expended for ' 
ordinary recurring administrative expenses of the Department 
and of the highway patrol. This restriction is not so binding, 
however,, in view of the fact that the. term "administration'' is 
broad in scope and may embrace varying amounts and types of 
expenditures. FinallJ, appropriations are made out of the road 
fund to the Department of Revenue and to the Division of Motor 
Transportation, Department of Business Regulation, for cover· 
ing costs of administering some of the automotive taxes. All 
othey money received and placed to the credit of the state road 
fund are appropriated to the State Highway Department ''for 

· use and benefit of the State Road System in construction, main
. tenance, and repair of roads, and for all the activities and duties 
·of said Department, as prescribed by law.' '2ii This money is 

20 N. 'Y., _Me., Mass., and Va. ·are other limited assignment states. Sun-
delson, op. mt., pp, 237-239. . , 

21 KRS 47.020. The Motor vehicle usage tax Is a general fund revenue 
measure (3rd spec. sess., 1936, chap. 14, sec. 8) • 

., KRS 47.010. 
BKRS 47.010. 
"Acts 1936, chap. 6, sec. 1; KRS 179.410. 
,. See. Acts 1942, chap. 1, part 3, sec. 1. 



35 

spent at the discretion of the State Highway Commissioner, who 
is appointed by the Governor ;26 but it is not subjected to the 
regular executive budget planning. 

At the fourth special session of 1936 the General Assembly 
enacted the Unemployment Compensation Law, which estab
lished a special fund to be known as the ''unemployment com· 
pensation fund" to be administered "separate and apart from 
all public monies or funds of the State.' '27 The fund operates 
in conjunction with the federal Social Security Act. Three 
separate accounts are maintained within the fund: (1) a clearing 
account which receives all money payable to the fund, mainly 
employees' and employers' contributions from payroll taxes; 
(2) an unemployment trust fund account recording the deposit 
of the payroll tax receipts with the United States Secretary of 
the Treasury; and (3) a benefit account consisting of money 
requisitioned from the federal government for the payment of 
benefits.28 The fund also includes interest, fines, and penalties 
collected under the Unemployment Compensation Law.29 The 
law designated the State Treasurer as custodian of the fund and 
created an Unemployment Compensation Commission, composed 
of an executive director and two associate directors, all ap· 
pointed by the Governor, to administer the fund. 30 The unem
ployment compensation administration fund was created in the 
state treasury to defray costs of administration. 31 

The states have little choice with respect to unemployment 
compensation arrangements, since the federal statute coerces the 
earmarking of payroll taxes. However, the existence of autono
mous highway funds is unessential and undesirable. A survey of 
assignment policies indicates that earmarking motor fuel and 
vehicle tax yields can be traced to inherent tax factors, that is, 
that the taxes are levied on the basis that the motorist is paying 
for the roads.32 However, highway maintenance is not a self-

*' KRS 12.0to, 176.020. 
11'1 Acts 1936, 4th spec. sess., chap. 7, sec. 9(a); KRS 341.490. 
• Acts 1936, 4th Rpec. sess., chap. 7; KRS 341.500. 
• Acts 1936, 4th spec. sess., chap. 7, sec. 9(a); KRS 341.490. 
80 Acts 19:!6, 4th spec. sess., chap. 7, sees. 9(c) and 10(a); KRS 

34UOO, 341.110. 
:llActa 1936, 4th spec. sess., chap. 7, sec. 13; KRS 341.240. 
"'.~ee Harold M. Grows, Finaacinu Goremment, 1939, chap. 14 and 

Ray H. Garrison, The Taxatim~ of Commercial Motor Vehicles in Kentucky, 
unpublished master's thesis, Fniversity of Kentucky, 1944, chaps. 2 and 3. 
The view stated in the text follows the findings of the National Tax Associa-
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balancing category for which independent funds are essential. 
The need to coordinate and plan all public works activities, of 
which road construction and maintenance is a part, militates 
against the separation of highway expenditures from other capi
tal outlays. A greater degree of budgetary unity in planning, 
voting, and executing a fiscal program can be achieved when all 
revenues of the state are allocated in relation to the relative fi
nancial requirements of each function. The receipts of the 
Kentucky state road fund amount to nearly 25 per cent of the 
total revenues of the state33 and could be made a part of the 
general fund subject to biennial appropriation based on a bud
get plan without jeopardizing the maintenance of the high~ays. 

Assignment of non:tax revenues 
The practice of assigning both tax and non-tax revenues has 

led to the creation of specific-use funds which are sometimes 
linked with the normal budgetary process, but more often given 
an extra-budgetary status. The extent to which the assignments 
of non-tax revenue interfere with budgeting is not as great as 
the extent to which tax dedications do so. (See Table 1.) The 
special fund system and the modern budget idea are incompa
tible; and, as long as resources are set aside for the purpose of 
carrying on specific activities, the state will reap disadvantages 
irrespective of the kind of budgeting methods it may adopt. The 
Public Administration Service in reporting on financial admin-
istration in 1\Iichigan wrote: 

"The inelasticity inherent in a complex fund structure 
impedes the allocation of resources according to relative 
needs ..... 

"A simplification of the fund structure would tend to 
obviate the possibility of one agency having available an 
excess of funds while at the same time other departments 
may be inadequately financed due to the condition of the 
fund from which their activities must be financed."16 

tlon committee to investigate highway finance, Jacob Viner and others, 
"Problems of Highway Finance,'' P1·oceedings ·of the National Tax Associa
tion, 1924, p. 430 and James W. Martin and others, "Taxation of Motor 
Vehicle Transportation,•' P1·oceedi1IU8 of the National Tax Association, 
1930, p. 151. 

33 Bee Table 1: In spite of the progress made, the General Assembly 
has submitted a constitutional amendment for the approval of the voters 
in the fall of 1945 which would perpetuate road fund earmarking. The 
amendment proposes to divert the revenues derived from the motor usage 
tax and the, operators' license from the general fund to the road fund. 

>< Report on Financial Aclministl•ation i11 the Michigan State Govem
ment, 1938, pp. 72, 73. 
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Table I 
Revenue Receipts of Kentucky for the Fiscal Year Ending 

June 30, 1943 

Percentage 
Fund• Amount of Total 

General $32,692,006.18 40.2 
Revolving, trust and agency 13,265,918.52 16.3 
State roadb 19,814,288.87 24.4 
Highway bridge bond sinking 1,150,995.66 1.4 
County road trust 
Unemployment compensation 

37,470.00 .1 

insurance 13,714,688.45 16.9 
Teachers retirement 662,667.46 .8 

Total $81,298,035.14 100.1 

Source: Kentucky Department of Finance, Biennial Report, for the 
fiscal year ending June 30, 1943, pp. 16G, 222, 25ti, 266, 2i0, 2~1. 2~0. 

a. The special deposit trust fund and the county road sinking funds 
were ommitted on the basis that the monies placed in these two funds are 
not state revenue; the state is merely custodian of these funds. The state 
tire and tornado insurance fund was omitted because it represents disburse
ments by various departments of money already counted under the general 
fund. The state contributions were subtracted from the teachers· ret1rement 
funrl anrl tran~fers from the federal go1·ernment were subtracted from the 
unemployment compensation insurance fund. 

b. Fiscal year ends March 31. 

Neither the Budget and Financial Administration Act nor 
any other statute contains an inclusive list of the funds of the 
commonwealth of Kentucky. There are four types of funds with
in the state's fiscal structure: general, revolving, trust and 
agency, and sinking. 

(1) The general fund. Authoritative treatises on govern
mental accounting describe the general fund as one which fi
nances most of the government's expenditures other than con
struction, operation of public service enterprises, and sinking 
fund payments, and further that its revenue resources are typi
cally more varied and bulk larger than those of any other fund. 85 

The general fund in Kentucky does not support all the regular 
activities of the commonwealth. A few departments, Law, Fi
nance, and Treasury, are financed entirely out of the general 
fund; most of the departments and their subdivisions are fi
nanced through both the general and revolving funds; while 
still other divisions, such as the Fish and Game Commission and 
the professional examining boards attached to the Department 

ao Carl H. Chatters and Irving Tenner, Municipal and Goventmental 
Accomlting, 1940, pp. 33, 34, 



of Business-Regulation, are handled entirely through revolving 
funds.sa ·The revenue receipts for the fiscal year ending June 
30, 1943 totaled $81,298,035.14.37 Of this amount the general 
fund received $32,692,006.18, or approximately 40 per cent.38 

Thust. it appears that the Governor and the legislature·couldbud
get little more than 40 per cent of ~he revenue receipts without 
authority to divert the revenues of the special funds from their 
dedicated purposes. · · 

(2) Revalving funds. A revolving fund ordinarily means 
one established for carrying on a specific activity the receipts of 
which replenish the outlays from the fund so that it is self
supporting; this type of fund is generally established by appro
priation· from the general fund, by the sale of bonds, and in 
some cases, by capital 'advances from other governments.39 ·In 
Kentucky,· however, the revolving f\mds are in reality special · 
revenue funds. The Budget and Financial Administration Act 

· defines the term as ( (a State treasury account accruing to the 
credit of a budget unit from operating receipts, fees, gifts, or 
appropriations which may· be used in defraying maintenance 
and operating e.xpenses of atJtivities and agencies which are in 
whole or in part self-suppoding."4° Revolving fund accounts 
may be, established for financing the · operations of industries, 
farms, hospitals, dormitories, dining. halls, etc. by depositing the 
operating receipts of such activities. and agencies in the state 
treasury to the credit of the respective revolving fund account.41 
Such deposits may represent amounts received. from every othe.r 
source, including tuition and incidental fee.s, federal grants, 
gifts, and donations ... In short, these provisions permit. budget 
units, upon. statutory authorization, to deposit their operating 
and other receipts in a special fund subject to disbursement by 
only that. particular budget unit. 

The use of such funds has resulted i:D. a degree of instability 
in planning activities of the commonwealth. To the extent that 
departments are financed through these special funds, there is 

"' Commonwealth of Kentucky, Tile Executive Budget for the biennium 
1944-46, pp. 39-119. 

av See Table 1. 
IIS·Loc; ci.t, 
"'Chatters and Tenner, op. cit., p, 79 . 
.o ActB 1934, chap. 25, art. 1, sec. 2 (q), 
"- ActB 1934, chap. 25, art. 3, sec. 14: KRS 45.140. 
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little budgetary control over their expenditures. Nearly every 
function of the state is partially financed thus. In some in
stances the use of such funds is not· an illogical assignment of 
receipts, such as the board and room fees of the state colleges, 
which are deposited in revolving funds to be used in maintaining 
the dormitories. Moreover, the agencies partly supported by 
revolving funds usually have responsibility for collecting, and 
often for prescribing the rate of revenues which replenish the 
fund. This fact argues strongly in favor of such funds. For 
example, the board of trustees of the state colleges prescribe 
most of the fees and charges ; and these collections doubtless 
would be reduced if they did not condition support of the insti
tutions. .As long as activities are largely financed through gen
eral fund appropriations and only partly operated by revolving 
funds, there can be a margin of budget planning through modify
ing the general fund appropriations in accordance with the 
amount of revolving fund receipts. In this way an excess of 
fumls in particular agencies could be obviated. The assignment 
of receipts is especially to be deprecated where an entire budget 
unit is financed by special revenue assignment. The elimination 
of special revenue funds in Kentucky, as far as practicable, 
would greatly aid in both budgeting and accounting, besides con
tributing tremendously to the citizens' understanding of state 
finances. 

The state road fund, described in the preceding section, the 
highway bridge bond fund, which receives money for the sale 
of bridge bonds to be used for specific purposes, 42 and the state 
fire and tornado insurance fund are in the nature of revolving 
fund accounts, as described by the Kentucky law, but are large 
enough to require special treatment in the accounting system and 
in financial reporting. 

(3) Trust and agency funds. Trust and agency funds are 
established to account for assets received and held by the govern
ment in the capacity of trustee or agent for individuals or other 
governmental units. The Budget and Financial Administration 
Act makes special provision for trust funds by providing that 
any agency of the state government having private funds avail
able for its support or for the purpose of defraying the expense 

u KRS 180.240. 
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of any work done under its direction shall deposit such funds or 
contributions with the S'tate Treasurer.43 With the exception of 
the county road trust, special deposit trust, and the unemploy
ment compensation funds, the Kentucky trust and agency funds 
are consolidated within the general grouping of revolving,·trust, 
and agency funds. This consolidation has been found feasible 
for· reporting since separate accounts are maintained for each of 

. the funds, which are relatively small in amount, and since the 
trust funds received by the state are handled as are the revolving 
funds, that is, they do not require appropriation by the legisla
ture. The revolving, trust, and agency funds receive over 16 
per cet;lt of the total state revenues.44 

(4) Sinking funds. A sinking fund is established to ac
cumulate resources for the retirement of bonds. The highway 
bridge bond sinking fund is the. only sinking f'!llld handled 
through the State Treasury in Kentucky at present. This fund 
was created for the purpose of paying the principal and interest 
on bridge revenue bonds. The income of this fund is derived 
from bridge tolls, such tolls being fixed by the Department of 

· Righways.45 In general, ·the assignment of receipts to sinking 
funds does not constitute a serious infraction of the principle of 

·comprehensiveness, provided the operations of the funds are 
fully reported and understood. 

Othet· extra-budgetm·y elements 
The discussion up to this point has attempted to differenti

ate between the financial transactions of the state and its de
partments which are subjected to the scrutiny of budget plan
ning and control through the central budget office and those 
whi'Ch are substantially independent of the budget procedure. 
All the funds previously mentioned are cleared through the 
state Department of Treasury. It is virtually impossible to as
certain the degree to which state agencies receive monies which 
do not reach the central Treasury Office. It Will have to suffice 
to say that some tru~t funds, revenue bond sillkiug funds, federal 
grants, and gifts are retained by various spending agencies over 

~ 1934, chap. 25,,art. 6, sec. 9: ·KRS 41.290. As to the University, 
~e~,8~~~af~:se~'64.16~, Which some attorneys believe constitutes this agency 

"See Table 1. 
"'KRS 180:090. 
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which there is no central supervision. Possibly federal grants 
constit.ute the largest proportion of these monies, since the fed
eral government, like private donors, usually makes grants di
rectly to spending agencies for specific purposes.46 Although 
there may be no justification for giving authority to the Gover
nor to make recommendations regarding the expenditure of 
grants and gifts made directly to the spending agencies, there is 
cause for reporting all receipts and all expenditures if a valid 
picture of the state's fiscal operations is to be obtained. 

STEPS OF THE BUDGETARY PROCESS 

For the more comprehensive analysis of the present bud
getary practices in the following chapters the conventional stages 
of budgetary procedure as first designated by the French author- · 
ity, Rene Stourm,47 and followed by A. E. Buck48 have been ac
cepted: (1) the formulation, which takes up the estimates at their 
inception and carries them through the executive heads of the 
spending agencies to the budget staff agency for revision and 
to the chief executive for final review; (2) the authorization, 
which deals with the legislative body and its committee where the 
financial plan is given legal status by legislative enactment; (3) 
the execution, which extends into the domain of financial ad
ministration and through which the financial plan is actually 
carried out; and ( 4) the accountability for the budget as exe
cuted, which is the check to determine whether the administra
tion has complied with the terms and conditions imposed by the 
legislature.49 A section dealing with the budget document has 
been added. -

With respect to these stages of the budgetary procedure, it 
now appears to be the opinion that the executive should control 
the first, third, and fifth, and the legislature should dominate 

"'The University of Kentucky receives annually about $1.5 million In 
federal payments, p1ost of which are not deposited in the State Treasury 
or regularly reported to the Department of Finance (conference with Mr. 
Frank D. Peterson, Comptroller of the University of Kentucky, Sept. 11, 
1944). The federal grants of Morrel-Nelson funds made to the University 
and to the Kentucky State College for Negroes do clear through the Depart
ment of Finance to the Treasury (conference with Mr. Warren Van Hoose, 
Assistant Budget Director, Kentucky Department of Finance, Sept, 4, 1944) . 

., Op. cit., p. 52 . 

.a Public Budgeting, op. cit., p, 47. 
• As the Bureau of Business Research has published recently The State 

Auditor, no extended consideration is given here to accountability. 
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the t~eeond and fourth. The division into stages, however, 
should no.t ·obscure the fact that there is a contin.uity.in the 
whole process and no procedures are isolated from any ·Of the 
others. 



CHAPTERiV 

FORMULATION OF THE BUDGET 

ORGANIZATION FOR BUDGET PREPARATION 

The budget-making authority 
The practices of budget making in the states, as well as the 

theory concerning it, show the marked preference for delegating 
the responsibility of preparation to the executive. All but nine 
statesl have executive budget systems. The alternatives to bud
get preparation by the e~ecutive are preparation by an admin
istrative board,2 by a board composed of both administrators 
and legislators, a or by a board composed solely of members of the 
legislature.4 In all states having a board type of budget-making 
authority, except Indiana and Arkansas, the governor is not only 
a member of the board, but the ex officio chairman. 

There are several practices in the various states which dilute 
the governor's authority in budget making. All the states, ex
cept Kansas, which does not exempt legislative costs, and 
Indiana, which dispenses with the usual immunity of the judi
ciary, give the governor no authority to revise agency estimates 
for legislative and court expenditures.5 Nebraska and Vermont 
require the governor to communicate his reasons for changes in 
the estimates to the legislature.6 This provision casts doubt on 
the governor's ability and reduces his work to that of clerical 
compilation.7 In Michigan a state administrative board com
posed of various state officers has general supervisory control 
over all administrative departments and institutions.s This may 
not be objectionable provided the Governor is left free to make 

1 Ark., Del., Fla., Ind., Mont., N. D., S. C., Tex., and W. Va. 
2 Del., Fla., Mont., Tex., and W. Va. 
a Ind., N. D., and S. C. 
'Ark. 
a J. Wilner Sundelson, Budgetary MethocUI in National m~d State Govent• 

menta, 1938, p. 299. 
• Compiled Statutes of NebrMka, 1929, chap. 81, art. 3, sec. 81-310 and 

Public Laws of Vermont, 1933, chap. 30, sec. 559. 
7 Sundelson, loc. cit. This author Interprets the requirement as a futile 

effort to keep political motivations out of the expenditure revisions. 
1 MMon'B 1940 Cumulntive Supplement to the Compiled LatvB of Michi

gal~, chap. 11, sees. 201, 203. 
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decisions regarding expenditure estimates.9 In all states the 
legislative practices of dedicating funds to specific purposes and 

. of detailing app~opriations_ so· that there can be no flexibility in 
expenditures restrict the governor in both planning and execut
ing the budget. The governor can be greatly handicapped by a 
disintegrated administrative structure which places popularly
elected officials outside of his control and similarly by the ex
ist~mce of a large number of boards and commissions substan
tially independent of the governor. Lack of proper staff assist
ance can weaken the governor's power to the. point of being per
functory. Another limitation to effective executive budget plan
ning suggested by one writer1° is the fact that in some states 
where the term of office is ·short and where the governor is not 
eligible for re-election there is less inducement to make an out
standing record in fiscal policy matters. Unless the governor 
aspires to a political career, this factor may dec_rease his sense of 

· responsibility to the people. 
Although much has been accomplished in recent years to

ward establishing an effective ·executive budget system in Ken
tucky, there are, as is true 1n other states, some limitations on the 
Governor's power to utilize the budget system to its fullest ex
tent. Some of these are discussed more completely in connection 
with other phases of the budgetary process and· are mentioned 
only briefly here. The segregation of the commonwealth's re
_sources into numerous, restrictive funds reduces the Governor's 
discretion. in allocation of resources te the functions of govern
ment according to relative needs; unrestricted legislative power 

:to modify the Governor's budget leaves the door open for the 
executive plan to be partially or completely replaced by a legis
lativebudget ;11 the lack of adequate-staff assistance weakens the 
Governor's ability to maximize the budget as an instrument of 
planning and management. 

• According to local interpretations, the preparation of the budget is 
essentially an executive responsibility, while the Board retains considerable 
authority over. it~ executiol). t.hrough control over allotments and approval 
of tr3:nsfers wtthm approprtatlons. George C. S. Benson, The State Admin
istratwe Bom·d in Mi~higa!l, ~938, .PP· 22, 65, 66 and John A. Perkins, The 
Role of the Govemor 111 Mwlngan ~~~ the Enactment of Appropriatirms, 1942, 
pp, 97, 98. 

10 Denzel C. Cline, Executive CoM'I·ol over State Ea:penditm·es in Ne-w 
Jersey, 1934, p. 2. · 
· n In actual practice Kentucky has made a definite contribution toward 
establishing a satisfactory relationship between the legislative body and the 
executive on the v~tlng of appropriations through he use of the Legislative 
council as an advtsory body. See Chapter VI. 
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The budycf staff ayency 

The Governmental Reorganization Act of 1936 integrated 
financial functions in a Department of Finance and provided 
that the DiYision of the Budget within the Department act as 
the Gowrnor 's staff agency in the actual work of collecting the 
necessary information, compiling and arranging the material in 
a report, and controlling appropriations.12 

An examination of the state laws indicates that there are 
four general types of staff agencies. 13 Fifteen states14 have de
partments of general financial administration which have powers 
coYering the important phases of fiscal management-budget
ing, the maintenance of control accounts and pre-audit functions 
for other state spending agencies, the installation of a uniform 
accounting system, centralized purchasing duties. Sometimes 
nonfiseal functions, such as general personnel control, are in
cluded. These departments are generally subdivided into divi
sions or bureaus which have charge of one general function. All 
of these states have an executive budget system . 

.A more popular form of staff agency is tbe budget btmau, 
office, or officer connected with or subordinate ta tbe executive 
department. The functions of these agencies are more limited 
than the departments of finance above described. Such offices 
deal mainly with the preparation of the bmlget, although in 
many cases they also exercise some supervision over its execu
tion. Seventeen states,15 all with executive budget systems, em
ploy this type of staff agency. In Nevada also the Governor 
prepares the budget without the aid of any other office. 

In some states in which the budget~making authority is the 
board type the accountants and clerical workers in the offices of 
the mem hers of the board often serve as the staff agency. Some
times additional assistants are employed for the purpose of doing 
the routine work connected with budget preparation. Nine states 
are in this group.10 

"Acts 1936, 1st spec. sess., chap. 1, art. 10, sees. 1, 3; KRS 42.030, 42.040. 
u Also See A. E. Buck, Public Budgeting, 1929, pp. 291-300 and Sunde!• 

~on, op. cit., pp. 302-318. 
" Ala., Calif., Conn., Ill., Ky., La., Me., Mass., Minn., N. J., Ohio 

R. I., S. D., Utah, and Wash. Mo. will presumably belong in this category 
after July 1, 1945. 

Ill Colo., Ga., Idaho, Kan., 1\ld., Mich., N. H., N. Y., N. C., Okla., Ore., 
Pa., Tenn., Vt., Va., Wise., and Wyo. 

"'Del., Fla., Ind., Miss., Mont., N. D., S. C., Tex. and W, Va. 
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Six 'states17 make no provision in their laws for a budget 
staff. agency, but assigll the duties of supplying information for 
budget preparation to one or several_ of the state financial offi· 
cers. Assignment of budget-making duties to an officer of the 
state having duties other than budget preparation is usually un
fortunate in that it imposes a task which is worthy of full-time 
attention upon an official who can devote only part-time to the 
duty. As a consequence both functions must be partially 
neglected~ 18 

The assignment of each state19 to th!)se categories is some-
._ what arbitrary. In.many cases hybrid forms occur. For in

stance, in Texas .the Board of Control, the members of which are 
appointed for long overlapping terms, prepare expenditure es
timates; the elective Comptroller prepares revenue estimates and 
performs certain other duties incident to budget administration; 
and the Governor submits appropriation bills and approves 
minor deficiencies. All budget staff agencies rely on other state 
fiscal officers for information, and the laws frequently stipulate 
that certain officers assist the agency. States in the first cate
gory are not subclassified to indicate whether financial adminis
tration functions have been completely or only partially. inte-
grated. · · 

The extent to which a staff agency aids in the determination 
of financial policy is more important to all states than the ad
·ministrative organization for budgeting. The Governmental 
Reorganization Act of Kentucky in providing a staff agency 
prescribes: 

"The division of the budget, under the direction of the 
Commissioner of Finance, shall perform such functions 
relating to the preparation and administration of the State 
budget as may be required by the Commissioner of Finance. 
In g~neral, this division shall be responsible for all matters 
r~latmg to the State budget as provided in Chapter twenty
five (25), Acts of the General Assembly of 1934; Articles 
1~1;, I:V, V, VI, and IX; and elsewhere in the statutes. The 
d1v1s1on of the budget shall be headed by a director of the 
budget, who shall be a person acquainted with the methods 
1~ Ariz., ~k., Iowa, Mo., Neb., ;nd N. M. Missouri, under the new 

constitution, Wtll no longer occupy this position after July 1, 1945. 
• ,. See James G. Robins~n and Edwin 0. Griffenhagen, Financial Aamin
~ttration of the State of M~souri, 1929, -p. 88 tor a statement of the result 
of making the Chairman of the Tax Commission of Missouri the chief budget 
officer. - . 

m The fac~s r~specting Nevada are not · suffiCiently com!llete to make 
accurate classtficatton of that state. · 



and techniques of public budgeting. Subject to prior ap· 
proval of the Governor in writing, the Commissioner of 
Finance may serve as director of the budget, or he may 
appoint a director of the budget, as provided in this Act, 
who shall serve under his supervision and direction."• 
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The Commissioner of Finance is responsible to the Governor 
for the administration of the Department of Finance and is ap· 
pointed by the Governor to serve at his pleasure.21 

The duties of the budget officer as director of the staff 
agency are mainly: ( 1) to assist the Governor in preparing a 
biennial budget report presenting a complete financial plan for 
each fiscal year of the ensuing biennium to be submitted to the 
legislature; (2) to keep "in continuous process of preparation 
and revision, in the light of his direct studies of the operations, 
plans, and needs of budget units and of existing and prospective 
sources of income, a tentative budget report for the next ensuing 
hiennium for which a budget report is required to be prepared;'' 
and (3) to administer the budget as approved by the legisla· 
ture.22 Of these three it is the second function which has re
ceived the least attention in Kentucky. 

Since the creation of the office of Budget Director, there has 
been no appointment to the position; that is, the Commissioner 
of Finance has retained the titular post and the work connected 
with preparing and executing the budget has been largely delP
g-ated to the Director of the Division of Accounts and Control, 
or to the chief accountant in this Division, the Commissioner re
taining the final authority.23 

Thus, the Division bas never been set up as a distinct unit 
as contemplated by law. Although the Commissioner of Finance 
continually administers allotments, there is a definite budget 
staff only in the four-to-six months period prior to the biennial 
legislative session. During this time when the budget docu
ment is in the process of being compiled, the Director of the 
Division of Accounts and Control serves as Acting Budg~t Di
r~>ctor working undt:>r the supervision of the Commissioner of 

"Acts 1&36, 1st spec. sess., chap. 1, art. 10, sec. 3; KRS 42.040. 
n Acts 1936, 1st spec. sess., chap. 1, art. 10, sec. 2; KRS 42.020. 
•Acta 1934, -chap. 25, art, 3, sees, 2i 7, 12, 13, 17, 18, 19, and art 4, 

sec. 7; KRS 45.030, 45.080, 45.120, 45. 30, 45.160, 45.170, 45.180, 45.190, 
45.200, 45.270, 45.320. 

• Conference with Mr. Frank D. Peterson, former Director of the 
Division of Accounts and ControlJ. Kentucky Department of Finance, now 
Comptroller of the University of Kentucky, May 11, 1944. 
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Finance as Budget Director; and clerical assistance is recruited ' 
· by shifting employees within the Department of Finance and 
hiring additional employees if necessary.24 This tempor~ry 
type of staff agency is at best only a make-shift and satisfies 
neither the apparent requirements of the Kentucky law nor the 
demands of good budget practice. The law envisioned a perma
nent budget staff operating throughout each year when it said 
that the budget officer ''shall have in continuous process of 
preparation and revision ... a tentative budget report for the 
next ensuing biennium" (italics supplied). Moreover, admin
istration of the state budget needs ~he attention of a full-time 
staff. 

The responsibilities of the Division of the Budget are 
broader than mere fiscal controL Although it is necessary to 
compile the estimates of the financial requirements of the state 
in one report,~ to analyze these estimates in terms of dollars' and 
cents, and to check the financial conduct of the spending agen
cies, the work of budget making is not limited to the short period 
between the time of the submission of the budget estimate forms 
to the spending agencies and the presentation of the completed· 
budget report to the legislature. In order to prepare a well 
conceived financial plan the budget staff agency should equip 
itself beforehand with information about operating practices and 
administrative costs. 

The federal government has recently taken the lead in es
tablishing a budget staff agency which looks beyond the mere 
assembling of money items for the budget document. The idea 
of a budget system which relates the entire budget process to the 
over-all responsibility of administrative planning and manage
ment centered in the President was implicit in the movement of 
reform which immediately preceded the enactment of the federal 
Budget and Accounting Act of 1921, although it was not put into 
operation immediately.25 When the Bureau of the Budget was 
created in 1921, it was placed in the Treasury Department, but 

.. Loc .. cit. Commenting on a draft of this study, Mr. Warren Van 
Hoose, Ass1stant Budget Director, Kentucky Department of Finance, wrote: 
"The greatest mistake in setting up the reorganization In 1936 consisted In 
making the budgeting process an incidental function of accounts and con· 
trol." -

llll Fritz Morstein Marx, "The Background of the Budget and Accounting 
Act," In Catheryn Seckler-Hudson, Budgetilng: .A.n. Instrument of Pl11111nling 
and Management,. Unit I, 1944, pp, 8-33. 
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was transferred to the Executive Office of the President in 
1939.26 Various functions in addition to the work of preparing 
the federal budget document are now assigned tq_ the Bureau, 
such as making studies looking toward improving management 
in the federal government, advising the departments and agen
cies with respect to the relationship between pending legislation 
and the President's program, clearing execntiYe ot·ders and 
proclamations, receiving enrolled bills that are to go to the 
White House, and preparing executive veto messages.27 

Two states which have followed the lead of the federal Bur
eau of the Budget in providing for research studies to aid the 
governor in efficient administration are New York and Virginia. 
In 1939 Governor Price of Virginia sought the assistance of a 
philanthropic foundation interested in the improvement of gov
l'rmnent machinery in order to expand the Division of the Bud
get, and at this time a section on administrative planning was . 
created to undertake, either by itself or in collaboration with the 
departments, survey studies of internal departmental organiza
tion to develop specific plans and programs for long-term im
provements. 28 New York has in its budget staff agency both a 
management unit to service budget examiners and heads of de
partments in matters of organization, personnel, etc., and a re
search unit to determine state needs.29 

In both these states the staff agency is a part of the execu
tiYe office, and the director of the budget is appointed by the 
governor to serve at his pleasure. The close conneetion with the 
chief executh'e not only facilitates the work of preparing esti
mates but also enhances the prestige of the budget office and of 
its director. For the most part department heads resent an in
wstigation by an outside mai1 concerning the mechanics of their 

JG President Franklin D. Roosevelt, "First Plan on Governmental Re
organization," House Documents, 76th Cong., 1st sess., 1939, doc. 262. 

2'1 Daniel W. Bell, "The Functions of the Bureau of the Budget," A Fot
um on Finance, edited by George B. Roberts, 1940, pp. 48-70; Gustave A. 
Moe, "The Bureau of the Budget and Governmental Budgeting in Wartime" 
in fatheryn Seckler-Hudson, op. cit., Unit V, pp, 50-64: Harold D. Smith 
Tit Role of the Bureau of the Btuiget in Federal Administmtion, reprint of 
an address given at a. joint meeting of the American Political Science 
Association and the American Society for Public Administration, Dec. 28, 
1939, pa-88im; Horace W. Wilkie, "Legal Basis for Increased Activities of 
the Federal Budget Bureau," The George Wa11hington Law Review, Apr., 
1942, pp. 276, 277, 287 ft. 

• Rowland Egger, "Constructive State Economy,•' Commonwealth, the 
Magazine of VIrginia, Jan., 1940, pp. 13 ft. 

• John E. Burton, "Budget Administration in New York State," State 
Go1'ermnent, Oct., 1943, pp. 205-207. 
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oper~ttions. The head of a division of the budget under a dep.art· 
ment of finance is not as high in the a!lministrative hierarchy as 
is a department head; arid, consequently, he would have less in-
.fluence than a direct representative of the governor. · 

. Although· the ]?resident's Committee on Administrative 
Managementso emphasized the importance of strengthening the 
budget office as a managerial arm of the President and of mal{
ing the budget officer a direct representative of the President, 
Mr.·A. E. Buck,31 as a member of the Committee's staff, held the 
view that the Bureau should be a part of the Treasury Depart
ment because of the intimate relationship of the work of the two 
agencies. The accounting agency of a government unit's finances 
must cooperate with the budget agency in supplying infot:mation, 
but there does not seem to be convincing evidence that the bud
get staff must be physically connected with the controlling 
agency .in order to obtain aid from it; and the advantage which 
a staff agency clothed with the prestige of the executive office 
has over a subdivision. of· a department· in making contacts 
throughout the administration is highly compensatory. 

If the budget function is to be viewed as something more 
than policing the treasury, collecting and compiling figures, and· 
performing routine clerical tasks, then it follows that the person
nel of the budget staff should include personnel trained and ex
perienced in a variety of public administrati011 areas other than 
accounting. · The budget directqr especially should be a man of 
foresight and should be qualified to evaluate the relative worth 

end;s!~Pf~'t p~f~~i£~e~;z ~!~::d 1: 3a1ESie~x~ 'llmtJ'~l:a?f~~i~IJa~!~n~e~~ 
the Fedlll"al Government, reprint of an address delivered before the annual 
conference of the GovernmentaJ Research Association, Sept. 8, 1939, p. 23; 
J. Weldon Jones, Tile Ea:ecution of tl~e Fccleral Budget, reprint of an address 
deliv.ered before the 26th annual meeting- of the American Accol!nting 
Association, Dec. 30, 1941, p, 1; Daniel T. Selko, Tile Admi-nistration of Fed-

- ~:tfcfe~c~n~~in'i!f:sig~· ;, fi;~iuct~~ ~~~<fJv~~~~~~~ o~111f:::t~!~~~· 1~·2l,1 ~: 
208; Robinson and Griffenhagen, op. cit., pp. 27-29, 42 ; and Tipton R. 

~Snavely, A Stud!y of tile Fi$ca! System of Tennessee, 1936, p. 17. 
•111 '~Financial Control and Accountability," President's Committee on 

Administrative Management, op. cit., pp, 141, 142. Concurrence with this 
view Is apparent in other studies of state organization, although in most 
cases the advocacy of placing the budget function in a department of ftnli'hce 
was secondary to the primary issue of integrating the scattered financial 
functions. /!lee 'l'he Brookings Institution, Report on. a /ilul·vey of Organiza
tion and Administration in Oklahoma, 1935, pp. 22Q, 231 ; Griffenhagen aml 

t~~o~;le%!:~~ := ;l ~;o~~~~1fa~~~~t~:7~m~t~:~e~"i>~flatc~~: 
man, State Administration in South Carolina, 1935, p. 76 ; Institute of Public 
Administration, .Report ·on a Survey of Qrg(llwization and Admini$tration of 

~~v~~:~eR~~~:r"'!e'l!~!~~~~r i~~f~la}i:&J· ,!9 iil~n<Ju~~~; ~~~t~n1;~!~ 
ment, 1938, p. 28. . 
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of programs and activities and relate them to the whole admin
istrative framework and policy if he is to advise the governor. 

It is of equal importance to stress that the director's attitude 
toward administratiYe officials should be that of a couru;elor and 
not of a crusader. Neither the governor nor his budget assis
tants can achieve the desired goal if harmonious relationships 
with administrative officials are not maintained. Naturally 
enough, the heads of the various offices resent an outsider who 
presumes to know far more about the business of each and every 
department than does anyone else and who "tal\es up the cud
gels'' in trying to tell administrators how to run their businesses. 

Departmental organization 
The exact budget functions in the departments and other 

establishments of Kentucky vary according to the types of in
dividuals who perform the work, the volume and complexity of 
the work, size of the organization, and the degree to which the 
functions are developed. Two primary functions in any depart
ment are: (1) to obtain the funds necessary for effective opera
tion of the various activities of the department; and (2) to main
tain an effective relationship between the allotment and prudent 
expenditure of these funds. In most of the state departments 
the decisions relative to these two functions are made by the de
partment head, and the routine work of compilation and main
taiiiing control accounts is delegated to a clerk in the executive 
office of the department.32 For example, when estimates of 
expenditures are prepared in the Department of Revenue, the 
budget clerk in the Commissioner's office first prepares them 
using the financial records showing previous years' expendi
tures; then ther are given to the executive assistant, who re
riews them and confers with the division heads upon their 
needs for the ensuing biennium; and finally, they are received 
by the Commissioner himself, who makes the final requests for 
appropriations basing his decisions on the information supplied 
him by the executive assistant and on his own work policy for 
the entire department. In some departments, the Department 

a Conference with Mr. Frank D. Peterson, Aug. 5, 19H, and personal 
observation. The departmental budget organization in a larger govern
mental unit is necessarily more elaborate; cf. Verne B. Lewis, Budgetary 
Admini.<ttrati<:m in tile United States Department of Agriculture, 1941, pp. 
10-13. -
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of Finance and· the Department of Business Regulation for ex
a!!lple, the practice is to make the division chiefs responsible for 
the general financial administration of their units, including 
the preparation of estimates. They make decisions, presumably, 
in compliance with the department head's general policy of ex
panding or contracting activities.33 

This is probably a good point at which to emphasize that 
budgeting is not bottled up in a vacuum in the central budget 
offi~e, but that it permeates the whole administrative structure. 
It is found at the first -link of the administrative chain where the 
person in charge of the service division, and even the unit super
visors, of the Department of Revenue, for example, must decide 
whether the addition of two more stenographers is necessary to 
maintain an efficient level of performance and goes on through 
decisions on the same question by the Commissioner of Revenue, 
the Director of the Division of the Budget, the Governor, and the 
Ge1ieral Assembly. Once the appropriations are made, deter
mination of an effective balance between allotments and expendi. 
tures is especially important to the bureau chief a:Q.d his assist
ants, since these officials are held responsible for the results 
obtained in their respective fields. At the same time, under the 
budget system, nothing that involves the expenditure of money 
is outside the purview and interest of the department head and 
the central budget office, so that there exists a fusion of respon
sibility. 

PROCEDURE IN PREPARING THE BUDGET DOCUMENT 

The call for estirootes 
The first formal step in preparing the Governor's budget is 

the preparation of the budget estimate sheets by the Division of 
the. Budget and their distribution to the budget units. All 
agencies of the state which receive state money should submit 
expenditure estimates: However, in view of the fact that a policy 

· has been adopted of making the highway function independent 
. of regular budget procedure, the Kentucky Department of High

ways does not submit the usually required estimates.s' 
The Division of the Budget is required to furnish such forms 

as it may prescribe to the heads of the budget units for their use 

"Loc. cit. 
"Conference with Mr. Frank D. Peterson, Oct. 18, 1944. 
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in preparing estimates, to furnish a statement of the expenditure:-> 
of the unit for the current year, and to instruct them on the pro
('edure to be followed in making estimates.35 In addition the 
Di\·ision is responsible for estimating expenditures for county 
officials and court costs, debt and interest, and other expendi
ttu·es which are not the result of actiYities of specific depart
ments or agencirs.:lG Estimates of all rennues and receipts are 
prepared by the Division of the Budget with the aid of collecting 
a:;rencies.37 

In order to complete the budget plan in time for submission 
to the General Assembly not later than the third !IIonday of its 
biennial session, the estimate forms must be distributed on or be
fore October 15 of each year preceding the regular session. 3R 

This means that expenditures must be estimated eight months 
. before the beginning of the budget period on July 1 and thirty

two months before the end of the period. The length of the period 
makes estimation a difficult problem, but the preparatory stage 
in Kenturky is not as far remowd from the beginning of the 
fiscal period as it is in most states.a9 

\\nen estimate forms are distributed, they are ordinarily 
at•companied by a statement of the general fiscal policy of the 
administration in order that the departments may adjust their 
expenditure requests in advance of submission. The following 
statement accompanied the bndget forms distributed for the 
Fl-l2--l-l biennium: 

"In the matter of estimates, economy is urged. It is 
the purpose of the Administration to maintain the present 
sound financial basis of operations. While a complete 
liquidation of the present State indebtedness by January 
1, 1942 is contemplated, yet the completion of improvements 
now in progress is urgent. The estimate of receipts for the 
current year is approximately $2,500,000 less than actual 
receipts during the last completed fiscal year and due to 
economic conditions resulting from the present world af. 
fairs a probability of further decreases exists. This prob
able decrease in revenue together with the necessity for 
completing the improvement and rehabilitation program in 
progress at the respective charitable and eleemosynary in-

"Acts 1934, chap. 25, art. 3, sec. 5; KRS 45.060. 
"'Public Administration Service, Handbook of Financial Admhtiatr'ation, 

Commonwealth of Kentucky, 1937, pp. 23, 24. 
r. Loc. cit. In practice the Division simply adopts tax and license esti

mates which the Department of Revenue prepares. The Department of 
Finance forecasts other revenues . 

.. Acts 1934, chap. 25, art. 3, sees. 5, 10; KRS 45.060, 45.100. 
"Sundelson, op. cit., p. 363. 
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stitutions will prevent any increases in ordinary, operating 
expenses. Therefore, I earnstly solicit the full and hearty 
cooperation of all agencies to the end that we continue 
our fundamental policy of keeping expenses within the 
limits of income."., -

Another aid to department heads accompanying the estimate 
- forms is a bulletin issued by the Division of Purchases and Public 
Prope~ties of the Department of Finance.41 This Division, as 
the state's centralized purchasing agency, is conversant with 
price trends and is best equipped to make price forecasts. The 
bulletin which it prepares is intended to_ serve as a guide to 
prices to be used in estimating future expenditures fti!' materials, 
supplies, and equipment. 

Estimate Forrns 
The forms prescribed by the Division of the Budget may 

vary from year to year, but a comparison of those used for the 
1938-40 biennium42 with those used for the 1942 biennium43 

indicates that they are similar. The procedure is virtually the 
same for each-biennium-'-two copies of each form are prepared, 
the duplicate copies for the departmental files and the original 
copies for ~u.bmission to the Division of the Budget;. and before 
the forms are sent to the several departments, the data for the 
past biennium are tentatively entered by the Division of the 
Budget on the basis of the records of the Division of Accounts 
and Control and the personnel roster maintained by the Division 
of Personnel Efficiency. The forms are arranged to show ex
penditures for the past year, estimates of current year expendi
tures, requests of the departments· for the ensuing two years, 

~ recommendations of the Governor for the ensuing two years, and 
a column £or comments. Revolving funds are separated from 
the general fund,44 since the Governor ~nd his budget staff have 
no authority to alter the :former. The forms include: (a) detail 
. of ell:penditures for personal services showing the number of 
persons employed in each agency by class of position; titles and 
salary rates must be in conformity with the classification plan 
and salary schedule adopted by the Division of Personnel Effi-

.. Kentucky Department of Revenue tile copy of Department of Finance 
budget estimate forms for the 1942-44 biennium. 

"Public .Administration Service, op. cit., p. 24. 
<SJbid., pp, 24-32 . 
..., Kentucky Department of Revenue, file copy. 
"ActB 1934, chap. 25, art. 3, sec. 14 ; KRS 45.140. 
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ciency; (b) detail of expenditures for services other than per
sonal broken down according to the subsidiary classification of 
postage, telephone, freight charges, etc.; this analysis by type of 
service and commodity makes for more careful preparation of 
estimates and facilitates review analysis; (c) a summary of ex
penditure estimates by budget units arranged under each de
partment or institution; (d) a form which details and explains 
any estimates required for capital outlay and replacements; the 
explanation sets forth the description of the item or project, 
detailed reasons for the proposed expenditure, how and when the 
item is to be purchased or constructed, and any other pertinent 
data necessary to describe fully the need for the appropriation; 
and (e) a form on which the head of each spending agency sup
ports and justifies his requests; this justification is quite fre
quently put into a letter which accompanies the estimates when 
they are returned to the Division of the Budget. 

The revenue estimates show figures by source for the past 
year, current year, and next ensuing two years, the latter shown 
by quarterly periods. Forms for earlier years called for esti
mates of accruals, but this practice has been dropped since the 
bulk of revenue receipts is derived from income and excise 
taxes45 which are received when assessed; any accruals resulting 
from additional assessments, such as delinquencies and corree
tions after audit, are minor in amount, and collections usually 
occur within the fiscal year. 

E~timatiny expenditures 
Expenditure estimates are an essential foundation of the 

budget, and the care with which they are made largely deter
minrs the success with which. the budget is administered. If the 
objective of those responsible for the administration of public 
affairs is to secure the greatest benefits to the citizenry in rela
tion to the taxes imposed, it is essential that expenditure estimat
ing be considered of vital importance, and not merely a routine 
clerical task. 

No exact rules have been formulated for judging expendi
ture needs in Kentucky or elsewhere. Budgetary laws contain 
no provisions on this point. It is for this reason that estimating 

• Kentucky Department of Finance, Bwnnl-al Report, for the fiscal 
years ending June 30, 1942 and June 30, 1943, pp. 35, 86, 121. 
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must be left to the discretion of the department heads and their 
budget aides.. The estimates will be good or bad in direct pro
portion to the amount of experience in the work, the foresight, 
!lagacity, and integrity of the estimators. Although the task of 
estimatii1g cannot be reduced to an exact science, it can be ac
complished so that estimates are more than bad guesses. 

In the first place, breaking the expenditure analysis down 
by function, organization unit, activity, character, and object46 

will produce a set of figures which more accurately approaches 
exact estimates than a lump-sum figure for a budget unit will 
clo. Second, estimates can approach real needs more accurately 
if based upon work programs, rather than upon previous year's 
expenditures and if cost accounting is used for studying per
sonnel, material, and equipment requirements.47 Most· of the 
administrators in Kentucky do not keep written ·and exact 
records of work loads in their departments, but depend upon a 
general mental picture of the quantity of service performed and 
upon past year's requirements in making their requests.4S How
ever, work norms have been developed in some instances. The 
Department of Re.yenue, for example, keeps records of work 
loads (the number of tax forms filed in each unit, etc.) and also 
utilizes cost accounting techniques in determining the cost of 
collecting specific taxes. 49 

Records which show work loads in quantitative terms not 
only a,id the administrator in estimating, but provide information 
which he can utilize in many other instances, for example deter
mining personnel requirements. These same records again would 
benefit the Division of the Budget and the Governor in deter
mining the best allocation of the resources. Such specific infor
mation could be required of the budget units in Kentucky, for 
the law states: 

· ~'The head of each budget unit . . . shall submit to the 
Department of Finance estimates of the financial require· 

46 Municipal Finance Officers Association Municipal Budget Procedm·e 
and Bllllgetary Accounting, 1942, p. 22. ' 

"~Ibid., p. 23 ; E. 0. Griffenhagen, "Utilizing Unit Costs to Measure 
Governmental Efficiencyi" P1·oceedings, Citizens Conference on Government 
Management, 1940, pp. .33 ff. ; .a~d William E. Mosher, "The Development 
of Work Uni~s .in Pubhc Admtmstration," Public Administration Service, 
The Work Un't 'n Federal Aclmin~tratton, 1937, pp. 3-7. 

<~Conference with Mr. Frank D. Peterson, Aug. 5, 1944. 
~ .. Bee Kentucky Department of Revenue, Twenty-fifth Annual Report, 

1943, pp. 21-24. 
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fiscal years, on the forms and in the manner prescribed 
by the Department of Finance, with such explanatory data 
as is required by the department . ... " (italics supplied) .r.o 
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The truth is that the budget staff agency in Kentucky is too 
small and works as an entity for such a short time that it has 
neither the time nor the personnel to make use of more dt>tailed 
information. In addition, the staff of the Department of Fi
uancc itself is adequate neither to aid departments in the in
stallation of cost accounting procedures nor to utilize cost in
formation if it could be obtained. 

Ei!timating revenues 

The bulk of the work of estimating state revenues and re
ceipts is done in the Department of Revenue. Table 2 shows for 
one fiscal year both the amounts and types of receipts which are 
estimated by the Department of Revenue and the Department 
of Finance. As is evidenced by the table, the Department of 
Revenue estimates all tax receipts, which covers more than 75 
per cent of the total. The job of estimating is begun by the head 
of the Division of Research and Statistics within the Depart
ment of Revenue about a month before the date on which the 
estimate forms are sent out by the Division of the Budget, and • 
c-onsiderable time and energy are applied to the task. The Di
rector of Research and S'tatistics collaborates with the Commis
sioner of Revenue and his assistant, who reach final judgments. 
The Dirision of the Budget accepts these revenue estimates with
out revision. 

The non-tax receipts are estimated by the Division of the 
Budget in cooperation with the collecting agencies.51 The de
partmental fees, sales, and rentals for the general fund include 

·such items as legal process agents' fees and corporation filing 
and recording fees for the Secretary of State, textbook sales of · 
the Department of Education, examining and inspection fees for 
other departments, etc.; for the revolving, trust, and agency 
funds the largest items are tuition and board and room fees of 
state colleges and examination and registration fees for various 

60 Acts 1934, chap. 25, art. 3, sec. 6; KRS 45.070. 
61 Public Administration Service, loc. cit. 
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state boards; and for the state road fund, they include such 
items as truck permit fees, sales of junk, etc. 52 

Table 2 
ESTIMATED REVENUE RECEIPTS IN KENTUCKY, 1944·45 

Esthnated by Department of Revenue Estimated by Department of Finance 

GENERAL FUND 

Property and· inherit
ance taxes (except 
franchise corpora-

Departmental fees, 
sale_s, and rentals.-- $ 90,000.00 

tions) -·-------·$ 8,276,000.00 

Income and special 

County and court costs 1,150,000.00 

Miscellaneous revenue.. 40,000. 00 
corporation !caxes -· 11,056,000.00 

Alcohol taxes .and 
licenses ------ .6,037,000.00 

Excise taxes (other 
than alcohol) --····- 5,169,00().00 

License taxes (other 
than alcohol) 

Total 

REVOLVING, TRUST, AND AGENCY FUNDS 

Special corporation Departmental fees, 
and property taxes-.$ 265,000.00 sales, and rentals.-$ 2,567,781.00 

Licenses (other 
than alcohol) 

Subventions and 
905,200.00 grants --·-·----·-··-··- 8,155,80()..00 

Miscellaneous revenue. 34, 081l. 00 

Total ·- ·-··········--·-·· H,170,200.00 $10,757,661.00 

STATE ROAD FUND 

Excise taxes ·····------$10,490,000.00 

Licenses and permits .. 2,379,250.00 

Total -·-·-···----$12,869,250.00 

Grand total ·-···--f44, 315,200. 00 

Departmental fees, 
sales, and rentals·-·· $21,600.00 

$21,600.00 

$12,059,261.00 

Source: Commonwealth of Kentucky, The E:rec11.tive Bmlget, for the 
biennium 1944-46, pp. 20-22, 28, 29. · 

RevielJ! and revision of estimates 
The spending agencies are required to return their estimates 

to the Division of the Budget by November 15, one month after 
they receive them. 5a At this time the Division of the Budget 

86
, ;

2
f,entucky Department of Finance, BillnniaZ Report, op. cit., pp, 29, 

63 Act8 1934, chap. 25, art, 3, sec. 6; KRS 46.070. 
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studies the individual estimates for error, and aggregates all re
quests to compare with total anticipated receipts. Iu order to 
enforce the provisions of the budget and financial administration 
act and to get full information, the Commissioner of Finance or 
a representative of the Department of Finance as desil!nated by 
the Commissioner has free access during business hours to all 
books, reports, papers, and accounts in any budget unit and may 
compel the· attendance of witnesses and the production of testi
mony touching upon the subject under investi~ation.54 

As a matter of good politics the budget officer in Kentucky 
does not revise and reduce estimates himself, but he has private 
conferences with the Governor at which time they go over the 
original requests together.55 The Governor assumes personal 
responsibility for the budget as it is finally revised. The Gov
ernor-elect has the prerogative of examining the budget report 
in process and attending all hearings thereon.56 

The review is one of the most vital steps in the budgetary 
process and one which is criticised as being non-scientific, parti
san, and neglected. Expenditure estimates generally have to be 
revised downward and the reYiew process is one of determining 
how ''scarce means shall be allocated to alternative ust>s.' '57 

Since department heads are frequently over-ambitious in the 
expansion of services for their particular department and since 
they are not familiar with the entire field of government opera
tion and do not know the limitations of financial resources, it is 
imperative that the Division of the Budget study the total pic
ture-the variations in volume of work, the effectiveness of or
ganization within the spending agencies, the utilization of new 
methods and machinery, and the. adoption of work mea'surement 
standards, including cost accounting techniques-as an E'ffE'cth·e 
means of giving the taxpa~·er the most serYice from his tax dollar. 

For the most part standards for the evaluation of perform
aliCE' are yet undE'veloped in Kentucky, partly because there is 
not time to analyze the work programs of each department ex
tensively in the short time allotted to budget preparation. The 

&<Acts 1934, chap. 25, art. 9, sec. 2; KRS 45.330. 
1111 Conference with Mr. Frank D. Peterson, May 11, 1944. 
'"Acta 1934, chap. 25, art. 3, sec. 9 ; KRS 45.090. 
11 V. 0. Key, Jr., "The Lack of a Budgetary Theory," American Poli

tical Sc1ence Review, 1940, p. 1138. 



60 

fiscal year in Kent~cky, as in most states, begins on July ·1, and 
the budg·et document must be ready for submission to the legis
lature six months prior to this date. In order to minimize the 
time elapsing between the preparation of the financial plan and 
the opening of the financial year, the formulation stage is 
squeezed at both ends. 

At the present time in Kentucky the review is c9nsid,erably 
influenced by the personality and information of the reviewers
the Governor, the memb~rs of the Legislative Council, and the 
Budget Director.58 This is always true to some extent since 
each of these persons, except perhaps the Budget Director, lacks 
information regarding the detailed needs of every department 
and so is inclined to be most concerned with the limited number 

· he- does know and to be influenced by conferences with particular 
department officials. For this reason again it wouid be profit
able to equip the Governor with a full-time budget staff agency, 
which would· continuously study the needs of the government, the 
possibilities of preventing waste, etc., and for the reviewers to 
utilize the information such a budget staff agency could supply. 

Another fault of the Kentucky review process is the failure 
to analyze adequately the revolving fund receipts of the various 
departments before the general fund appropriations are recom

. mended. The Governor does not give this factor adequate at
tention i11 the .first place, and the legislature follows the same 
line of least resistance; one budget officer, when asked if the 
legislature considered the dedicated receipts of the agencies 
as a factor influencing a just and economical appropriation 
answered: ''They don't know and for the most part they don't 
care. "59 • 

Kentucky has made one valuable contribution to the review 
process. Although the whole budgetary procedure is character~ 
ized by exactness and finality at certain points, the stage be
tween the Governor's review and the authorization by the legis
lature is one which includes highly developed elements of co
operation and collaboration. The budget calendar provides that 
conferences attended by the Governor, the representatives of the 

ISS Conference with Mr. Frank D. Peterson, May 11, 1944; conference 
with Mr. Warren Van Hoose, Assistant Budget Director, Kentucky Depart-
ment of Finance, Sept. 6, 1944. · 

"'Conference. with Mr. Warren Van Hoose, Sept. 6, 1944. 
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Division of the Budget, and the individual department heads be 
held during the month of November, at which time the estimates 
ean be discussed and final decisions made. so The -Governors 
since 1936 have invited the members of the Legislative Council 
to attend these hearings and to give advice with respect to 
policies which should be reflected in the budget plan. For the 
most part the Governors have incorporated the recommendations 
of the Council in their executive budget proposals.61 This prac
tice indirectly gives the public, through its representatives, an 
opportunity to be heard and works advantageously for the Gov- ' 
ernor as well in that he is able to feel the temper of the General 
Assembly before making his decisions. 62 The budget is one of 
the most important pieces of legislation the Governor must con
sider; if he cannot get his financial plan accepted, his whole 
plan of administration may crumble. In Kentucky at the budget 
hearings the administration and the legislature "get together," 
so to speak, to give their opinions. The result of such collabora
tion is noticeable. The passage of a general appropriation bill 
rrflecting the Governor's expenditure program was made with 
practically unanimous vote from 193S through 1942,63 which is 
a strange proceeding in most states and which is certainly foreign 
to the Congress of the United States. 

eo Public Administrative Service, OJJ. cit., p. 32. In practice these con
ferences are largely held in December. 

6l Gov. Keen Johnson, Kentucky Government, 1939-1943, p. 54. 
61 The effectiveness of the Governor's use of the Legislative Council in 

this connection is allegedly impaired by the jealousy of members of the 
General Assembly who are not members of the Council. Kentucky experi
ence sug-gests, moreover, that the plan reaches maximum efficiency only 
if the Governor adopts a policy of close collaboration with legislators. See 
James W. Martin, "Current Developments in Kentucky State Budgeting,'' 
Southwestern Social Science Quarterly, Dec., 1944, pp. 197 ff. 

e;< Johnson, !oc. cit. 



CHAPTERV 

THE BUDGET DOCUMENT 

LEGAL PROVISIONS RELATIVE TO THE BUDGET DOCUMENT 

The budget takes shape in the -form of a document, which is 
a collection of summary and detailed statements setting forth 

. the financial plan, schedules showing the past and present oper
ations, and, sometimes, the bills required for-legislative author
ization. By means of .this document the executive's financial 
policy is presented to the legislature for consideration and action. 

On the whole, the legal provisions throughout the states are 
. 11ot very specific as to the form of the budget document. Most 
state laws prescribe the general content and require certain fi
nancial statements, but permit the budget information to be set 
up in various ways. The degree of specificity can be illustrated 
by dividing the states into three groups. 

1. In Arkansas the Budget Committee of the General As
sembly prepares the necessary appropriation bills and a budget 
document is not required. The Kansas law provides that the 
Governor submit his recommendations in a budget message, and 
no further requirements relative to the preparation of a do"eu
ment are made. In North Dakota the State Budget Board sends 
its recommendations for appropriations to the Legislature but 
does not prepare a complete document. Georgia, Illinois, Mis
sissippi, Oregon, and. Pennsylvania make. only a general re
quirement that a budget pian be submitted to the legislature and 
do not make definite stipulations as to the contents. 

2. In more than half of the states1 the laws prescribe the 
contents of the budget document, but the amount of data re
quired and the exactions of the law in making the requirements 
vary from state to state. 

3. ·-The Alabama, Colorado, Connecticut; Iowa, Maine, 
Maryland, Minnesota,. Missouri, Montana, and New Hampshire 

1 Arlz., Calif., DeL, Fla., Idaho, Ind., Ky., La.., Mass., Mich., Nebr., 
Nev., N. M., N. J., N. Y., N. C., Ohio, Okla., R. L, S. C., S. D., Tenn., Tex., 
Uta.h. Vt., Va., Wash., W. Va., Wis., and Wyo. 
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laws not only prescribe certain contents but also stipulate in 
what form they shall be compiled. 

As a practical matter it may be wise for budget officers to 
be legally compelled to produce certain information for the 
benefit of the legislatures and the public; it does not follow that 
requirements of law always make for the most comprehensive 
and understandable document, nor does it mean that the law is 
f~llowed to the letter. Detailed legal provisions, especially as 
to form, may hinder rather than aid in the preparation of a 
simple and clear document. For example, the law of Maryland . 
has a provision dividing the budget into two parts; one part is 
called "governmental appropriations" covering interest and 
principal due on state debt, salaries prescribed by law, appro
priations for the legislative, judicial, and executive branches, or, 
in other words, expenditures which might be termed obligatory; 
the second part is designated "general appropriations" and in
cludes all other expenditures, which are more or less optional. 2 

The division on such a basis means cutting across organizational 
units and splitting the requirements for current purposes into 
two parts. As a practical arrangement this was regarded as un
satisfactory; so an arbitrary division of the budget document 
was made along organizationallines.3 

Kenfluky 

Kentucky's law relative to the contents of the budget docu
ment is neither as specific as that of Maryland nor as general as 
that of Kansas or North Dakota. Viewing the document in the 
light of compliance with statutory provisions is not an attempt 
to evaluate these provisions, bu~ more a basis of approach in 
Pxamining and revealing the contents of the Kentucky document. 
In abbreviated form the legal requirements are as follows: 

1. A budget message signed by the Governor. 
2. Summary statements of the Commonwealth's financial 

condition to include: 
(a) a comparative consolidated balance sheet showing 

surplus or deficit, as the case may be, at the close of 
the last two fiscal years concluded; 

(b) summary statements of fund balances showing in de· 
tail for each fund the current account surplus or 
deficit at the beginning of each of the two fiscal ---

1 Maryland Constitution, art. 3, sec. 52. 
1 A. E. Buck, Public Bu4geting, 1929, p. 54, 



64 

years last concluded actual income of each Jear, 
total net appropriations for each year, and tot ex· 
penditures of each year; 

(c) similar summary statements of the estimated fund 
· balances for the current fiscal year and each of the 

next two fiscal years. 
These statements shall be accompahled by such other 

schedules as the Governor deems advisable. 
3. Statements of receipts for each of the last two fiscal years 

concluded and estimates of the same for the current and 
each of the next two fiscal years, to be itemized by or
ganization units and sources and by funds and sources, 
and to show further current income, refunds, sale of as
sets, and collections of prior years' revenue. Existing 
sources of receipts shall be analyzed and proposed new 
sources explained. 

4. Summary statements of expenditures and disbursements 
for the two fiscal years last concluded, itemized by 
budget units under functional heads. 

5. Statements analyzing changes in surplus by funds for the 
last two years concluded. 

6. A statement as of the last completed fiscal year and an 
' estimate as of the current fiscal year, showing total 
funded debt, value of sinking fund assets, net funded 
debt, and floating liabilities. 

7. Detailed comparative statements of expenditures and 
requests for appropriations by funds, budget units, and 
budget classes, showing expenditures for each of the two 
fiscal years last concluded, budget of the current year, 
and requests of the budget units and recommendations 
of the Governor for each of the next two fiscal years-
all subdivided according to budget classes of ordinary 
recurring expenses of operation and maintenance, and of 
extraordinary expenses and capital outlays. Following 
the list of actual and proposed expenditures should be a 
brief explanation of the functions of the unit and com
ments on its policies and plans. 

8. A summary statement for each fund of the cash resources 
estimated to be available at the beginning of each of the 
next two fiscal years and estimated cash receipts of those 
years as compared with the recommended appropria
tions for the same years with recommendations as to how 
deficiencies are to be met, if they are present. 

9. A draft of a proposed appropriation act or acts, embody
ing the Governor's recommendatio:ru; for the next two 
fiscal years to be itemized by budget units for ordinary 
recurrmg expenses and by budget classes for extraordi· 
nary expenses and capital outlays, which are to be sup
plemented by such wording as will limit each appropria· 
tion to the specific purpose intended. Drafts of ·such 
revenue and other acts as may be recommended for put
ting into effect the proposed plan are to be included. 

10. A certificate of the State Auditor as to the accuracy of 
t~e statements of financial condition, of receipts, and of 
disbursements.' ·' · · 
~ 1934, chap. 25, art. 3, sec. 4; KRS 45.040. 
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Both the physical make-up and the contents of the first 
budget document for the biennium 19:38-40 differ from the suc
ceeding three." The following comments relate to the budget 
documents from 1940 to date, all of which have the same form. 

A more complete discussion of the commonwE'alth ·~ funds 
appears in an earlier chapter,6 but a few remarks on this point 
are necessary for the clarity of the subsequent paragraphs. Al
though the statutes specify that information of Yarious kinds 
be supplied relative to oo.ch fund and the law further requires 
that a separate account be maintained for each revolving, trust, 
and agency fund,7 for fiscal reporting purposes i1' the budget 
document and in the Department of Finanee reports a group of 
small funds of the nature of accounts are treated together under 
the heading "revolving, trust, and agency funds." This method 
of treatment has practical value, since these funds are numerous 
and small in amount. 8 Reference to "revolving, trust, and 
agE'ncy funds'' in the following pllragraphs includes this whole 
~,rroup of small funds. The remaining funds as titled in the 
budget documents and other financial reports are: general fund, 
road fund, National Industrial Recovery .Act fund, (no longer 
used) highway bridge bond fund, highway bridge bond sinking 
fund, county road trust fund, county road sinking fund, special 
deposit trust fund, state fire and tornado insurance fund, unem
ployment compensation fund, and the teachers' retirement fund. 
The law contemplates the inclusion of all these funds in the bud
g'E't report, but many of them have been set up to receive dedi
cated revenuE'; generally speaking, only the revolving, trust, and 
agency funds and the general fund are given full treatment in 
the hndgE't reports. This fa~t is obvious from the following 
statE'mcnts rE'garding compliance with the law. 

Requirements 1 and 2 (a) above are fulfilled. In addition 
to showing a consolidated balance sheet for all funds, separate 
balance sheE'ts are shown for each fund. Consolidated balance 
sheets of particular funds are also exhihited. Por example, the 

1 A good description of the InS-40 budget document appears In Public 
Administration Service, Handbook of Financf.al Administration, Common
wealth of Kentucky, H37, pp. 32-34. 

o See Chapter III. 
1 Act8 1~34, chap. 2:i, art. 3, sec. 14, art. 6, sec. 9; KRS 41.290, 45.140. 
• Kentucky Department of Finance, Biennial ReJJOrt, for the fiscal years 

~nding June 30, 1942 and June 30, l~t:J, pp. 223-229 lists 189 of these 
~mall funds. 
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general fund is combined with.the revolving, trust, and agency . 
funds in one statement; and the N. I. R. A. fund, while it ex
isted, ,;as combined with the state .road fund in another state
ment. 

The operating statements as required in 2(b) are shown for 
the general fund, the state road fund~ and the group of revolving, 
trust, and agency funds for the bienniums 1940-42 and 1942-44·; 
but in. the 1944-46 document these statements are not separated . 
from .the analysis of surplus. 

Requiremenf2(c) is missing entirely. Estimated fund bal
ances and. operating statements by funds for the current fiscal 
year and the coming biennium are nowhere shown. 

Receipts of three classes of funds, the general, the road, and 
the revolving·, trust, and agency group, are itemized by fund and 
source according to requirement 3 llnd are furt}).er itemized for 
the general and road funds by quarterly· periods for each year 
of the coming bien~ium. Receipts of the remaining funds of the 
commonwealth are not shown. Further, itemization by organi
zation miit and fund, as the statute requires, is not included ex
cept for the .biennium 1940-42, when the receipts of the revolving, 
trust; and agency group were shown by organization unit. It 
wouldseem to be worthwhile, quite aside from the fact that it is 
required by statute, to continue this statement ·so· that it may 
serve as a guide in determining general fund appropriations to 
organization. units which also have revolving fund receipts 
a.vailable for expenditure. • 

Requirement 4 so far as it relates to expenditures is met for 
the general fund only. 

Requirement 5 is met in each document; as to revolving, 
_trust, andagency funds it is most clearly met in the 1944-46 
document. 

The only statement regarding debt included in the budget 
_documents is one which shows total warrants outstanding for the 
genera~ an!;} the state road funds for each fiscal year from 1908 
to date. A debt statement as prescl;'ibed in requirement 6 is not 
necessary since the state at present is, legally speaking, free froni 
debt ( e,xcept for the constitutional debt to educational agencies). 
The final call for interest-bearing warrants was made in March, 
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1941 ; a nominal amount of warrants were not presented for 
payment.9 

Requirement 7 above is met for disbursements from the gen
eral and the revolving, trust, and agency funds as a group. 

One of the most regretable failures to meet statutory re
quirements adequately is non-compliance with requirement 8 
above. The total estimated receipts and expenditures should be 
combined in one statement in order to present a one-page sum
mary of the budget plan. A. suggested form for this purpose is 
presented below. 

Inclusion within the budget report proper of the acts 
required to put the financial plan into action would seem to 
bulk the document unnec-essarily and be repetitious, although 
this opinion is not consistently held.10 Many of the states11 

require that the budget makers prepared drafts of appropriation 
and sometimes revenue bills, and it is customary for budget 
agencies to perform this task whether the law requires it or not, 
but the drafts are not usually bound with the rest of the docu
ment.12 The Division of the Budget in Kentuch:y prepares 
drafts of appropriation bills, although they are not bound with 
the budget document. 

A. certificate by the Kentucky State Auditor as to the ac
curacy of the financial information as required in the statutes 
is not presented, although this statement with the Auditor's 
cooperation could easily and properly be included. 

SUGGESTED FORM AND CONTENT 

Nothing approaching a uniform method of compiling bud
get documents has yet been. developed among the states. In 
physical appearance budget documents exemplify all sizes from 
regular octavo to large atlas and vary in length from 18 pages, 
as in the Nebraska report for the 19-U-43 biennium, to over 700 
pages, as in the current New Mexico and California documents. 

• C,ommonwealth o! Kentucky, The Executive Budget, for the biennium 
19H-46, p. 34. This small amount was charged off July 1, 1944. 

10 Buck, op. cit., p. 57 makes the following statement: "While the in
clusion of these measures in the budget document is not widely sanctioned 
by present usage, it is nevertheless quite desirable." 

u Ala., Ariz., Ark., Calif., Colo., Conn., Iowa, Ky., La., Me., N. 
H., N. Y., N. C., Okla., Tex., Va., Wise., and Wyo. 

u Current or recent budget documents for well over half of the states 
have been personally examined. 
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New York's executive budget is printed in two-volumes, each of 
which contains over 500 pages. Sometimes the budget documents · 
coritain or1ly expenditure data without even a brief statement 
of governmental income. 13 Some states do not publish their 
budgetary plan for generaL circulation in any form; no effort is 
made to i~sue the estimates for public information. 

Although it is not possible to develop standard forms on 
which to present the budget data in view of the fact that the 
states' financial structures, their tax systems, and their laws 
are widely clivergent, minimum criteria of contents are necessary 
to make the document of value to legislators and citizens.14 This 
type of budget is discussed in subsequent pages with reference 
to Kentucky. 

Budget message 
The Governor is afforded the opportunity in the budget 

message to vitalize the financial plan. He can break away from 
technical, financial terminology and present his proposals in a 
vernacular understandable to laymen. The plan when sum
marized in such a budget message is news, and the papers will 
ral'ely fail to give it first-page space. · 

Obviously, the message will change from period to period 
as do the general conditions to which it relates, but a compre
hensiv:e .message will include discussions on the financial con
dition of the government-whether one of surplus or deficit; 
an enumeration of the outstanding ·current revenue and ex
penditure problems; a complete discussion of the future policy, 
emphasizing any changes in the tax structure, shifts in,expendi
tures, new outlays, major niodifications in departmental or in
stitutional organization, salary standardization, and the social 
aspects of governmental expenditures; detailed consideration of 
capital outlay payments; an ac~ount of the state's indebtedness; 
and a discussion differentiating between the non-budgeted ex
penditures (i. e., expenditures which are authorized by virtue 
of collection as in the case of the receipts of the Kentucky state 
road fund "and also expenditures which are fixed and uncon-

to Bee the Ind., Neb., N. D., and Utall documents. 
""'Cj. Buck, op. cit., pp. 56 ff.; Munlclpa:l Finance Officers Association, 

Municipat Budget P1·ooedU1"e and Budgeta!'Y Accounting, 1942, pp. 30, 31; 
F .. D. Jones, "In Defense of the Budget," Toward Better Budgeting, 1941, 
pp. 12, 13. 
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trollable, such as interest on debt, maturing serial bonds, actuar
ial requirements of sinking funds, and any other payments re
quired by existing law) from the budgeted items in order to 
make clear to the public that part of the total expenditures for 
which the Governor is responsible by virtue of his recommenda
tions. 

Many of the state budget messages are no niore than letters 
of transmittal from the governor or from whoever is responsible 
for budget preparation.15 Sometimes a letter of traJ1';mittal 
from the governor is supplemented by a more complete analysis 
of the budget plan by the chief budget officer.lG 

Recent Governors of Kentucky have done a commendable 
job of presenting the Ludget plan in their messages. Taking the 
1942-4:4 budget document as a sample, the contents of the Gov
ernor's message therein included a full description of the state's 
financial condition, its indebtedness, and its activities; a discus
sion of the general financial policy relating anticipated ineome 
to ei'itimated expenditures showing why and where increases in 
expenditures were required; an analysis of the possible fluctua
tions in the tax resources; and recommendations for legislation 
which would increase the service of government. Although dis
tinctions were not drawn between budgeted and non-budgeted 
funds, the message generally was comprehensive. The fusion of 
a general message with the budget message tends to confuse 
citizens and thereby to impair the effectiYeness of popular con
trol over fiscal policy. That is, the practice sacrifices some of 
the purposes of the budget message-and by the same token 
renders the general nonfiscal policy statement more obscure in 
the mind of the public. Only once, under existing financial 
control machinery~ has a Kentucky Governor thus failed to take 
maximum adYantage of his opportunity to make his program 
l'l!'ar. 

Other notable examples of budget messages among the states 
at the present time are those of the governors of California, Con
necticut, )fassachusetts, )Iissonri, ::\orth Carolina, New Mexico, 
::\ew York, Rhode Island, and \'irginia. Graphs, pie charts, and 
sunnnary tables have been used in some of these messages. This 

10 For example, see the budget documents of Colo., Idaho, Iowa, Minn .. 
Mont., N. H., and Tenn. . 

10 See Colo., IlL, and Miss. documents. 
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. would seem to be a worthwhile practice, for the budget message 
is usually the only part o£ the document that is widely publi
cized; such charts and tables give citizens a more concrete pic

. ture of the financial plan than words alone can present. 

Budget summm·y . 
One ot' the most essential features of a good budget docu

ment, and one which iseonspicuously lacking in Kentucky's, ·is 
the budget summ~ry. This statement should be brief, but should 
comprehend the complete financial plan .. It should be set up in 

·a manner so as to exhibit a balanced relationship between esti
. m~_tes of income and outgo for the budget period. This does not 
mean, however, that it should take the form of a balance sheet. 
In fact, it~is more nearly comparable to an operating statement. 
Simplicity and clarity. of statement are the essence of all.budget 
reports and especially of the budg~t summaries. The budget 
summary_.should be set up in such form and in such terminology 

· ·that citizens can with reasonable effort understand it. 
Figure 1 is a suggested . form to be followed in a budget 

summary for Kentucky. The grouping into three funds was 
made in order to show the general furid plan, which in Kentucky 

. is the budgeted plan, separate from the othersr and the state 
· road fund separate from the remaining funds, since its opera
tions are of greater magnitude than any or all of the others. It 
should Jle emphasized that all funds other than the general and 
road funds should be included in the third section. Citizens are 
interested in the magnituqe of government operations, and the 
one place where they should be able to find this informatjon is 
-in the budget document. It often happens that if a budget 
system is not ~ully comprehensive and some functions lie out
side the scope of budgetary planning and management that the 
operations of these functions are not fully reported. Failure 
to include all ):'eceipts, earmarked or otherwise, and all disburse.' 
ments re!)ults in a misconception of the government's finances. 

Supporting schedules to the budget summary 
Since only the broad outlines of the financial plan are pre

sented in the budget summary, details of this outline must be 
exhibited on supporting schedules. Nearly all budget documents 
contain a number of such statements; in fact, if careful atten-



Figure 1 
GENERAL BUDGET SUMMARY JULY 1, 1944 TO JUNE 30, 1946 

Income 

1. General fund 
Surplus or deficit 

Support
ing sched-
ule on p... 1944-45 1945-46 

at beginning of year 
• Tax receipts 

Non-tax receipts 

2. State road fund 
Surplus or deficit 
at beginning of year 
Tax receipts 
Non-tax receipts 

3. All other funds 
Surplus or deficit 
at beginning of year 
Tax receipts 
Non-tax receipts 

Total means of 
financing 

Expenditures 

L General fund 
Current operat
ing expenses 
Capital outlay 
Debt service 
Unapprop. reserves 

2. State road fund 
Current operating 
expenses 
Capital outlay 
Debt service 
Unapprop. reserves 

3_ All other funds 
Current operat
ing expenses 
Capital outlay 
Debt service 
Unapprop. reserves 

Support
ing Sched
ule on P----

Total expenditures 

1944-45 1945-46 
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tion is not given to their form and content1 it is likely that the 
number and nature of these schedules will complicate rather than 
contribute to a clear understanding of the financial plan. 

The legal requirements in Kentucky's budget law provide 
for certain of these statements of a summa1·y character. Keep
ing in mind the requirements of the statutes the following sup· 
porting summary schedules are proposed for the Kentucky 
budget report. Different suggestions would be presented if 
requirements of the law were ignored. 

1. A consolidated fund balance sheet as shown on page 11 
of the .1942-44 document. 

2. Balance sheets by funds as shown on pages 8 and 9 of 
the 1942-44 document. 

3. Summary statements of general and road fund opera
tions as shown on page 14 and 15 of the 1942-44 docu
ment, plus a similar statement for all funds other than 
these two. 

4. Analysis of changes in deficit and surplus for the gen. 
eral and state road fund as shown on pages 29 and 30 
of the 1942-44 document, plus a similar statement for all 
other funds. 

5. A statement of debt following the statutory stipulations. 
6. A one-page summary of all estimated tax receipts by 

source. 
7. A one-page summary of all estimated non..tax receipts 

by source, preceded by a summary in the same form of 
data for the two last completed years. ~ 

8. · A summary of estimated expenses as illustrated in 
Figure 2, preceded by a summary in the same form of 
data for the.two last completed years. 

9. A summary of expenditures in the same form as the 
statement on pages 39 and 40 of the 1942-44 document. 

In compliance with the statutes the first three statements 
should give information for the last two fiscal years concluded, 
the current fiscal year, and for each of the two ensuing years. 
The information of the fourth statement should relate to the 
last two fiscal years concluded. The debt statement, prepared 
to reflect the constitutional debt to public education in the ab
sence of other credit obligations will show the situation as of the 
close of the last completed fiscal year and the estimated status as 
of the close of the current fiscal year · (inclusive of floating ob
ligations). The coverage of- statemen·ts 6-9 inclusive has been 
indicated already. 
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Figure z 
SUMMARY OF ESTIMATED EXPENDITURES BY CHARACTER 
AND OBJECT CLASSIFICATION JULY 1, 1944 TO JUNE 30, 194:6 

General fund State road fund All other funds 
1944-45 1945-46 1944-45 1945-46 1944-45 1945-46 

Current operating 
expenses: 

1. Personal 
services 

2. Services 
other than 
personal 

3. Materials 
and supplies 

4. Other current 
expenses 

Total 

Capital outlay: 
1. Land 
2. Buildings 
3. Machinery and 

equipment 

Total 

Combined Total 

Detail of estimates 

Detailed statements 9£ the estimates of income and expendi
ture complete the statement of the financial plan. Generally, 
the expenditure estimates are grouped according to organization 
unit and object and the revenue estimates by source and fund. 

In some budget documents17 expenditures are itemized to 
a fine detail showing the number and class of positions, the 
postal, telephone, and other service charges, the materials to be 
purchased, and other breakdowns. This practice usually con
tributes more to the bulk of the budget report than to its value. 
Legislators have neither the time nor the will to examine ex
penditure estimates in such detail and are interested primarily 

n Bee, for example, the documents of Calif., Fla., and N. Y. 
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iri causes for changes in certain classes of expenditure. The de-
: tail ot this information they can obtain upon request froiD. the 
:budget officer. In other documents18 expenditures are grouped 
by funds. · In many cases this arrangement cuts across organiza
tion units, and to examine the total expenditure requirements of 
a given department one must look under the several funds. The 
department or agency responsible for the expenditure is of 
prima:ry significance and the fund, secondary. 

Kentucky's budget law calls for: 
''Detailed comparative statements of expenditures and 

· requests for appropriations by funds, budget units and 
budget classes, showing the expenditures for each of the 
two fiscal years last concluded, the budget of the current. 
year, and the requests of each budget unit and the Gover
nor's recommendations for appropriations for each of the 
two ensuing years, all distributed according to budget 
classes of ordinary . recurring expenses of operation and 
maintenance, and of extraordinary expenses and capital 
outlays .... "19 

· ' 

A summary statement of expenditures by organization unit 
· and function for the three years preceding and for the ensuing 

two years is shown on the first page of the detailed estimates 
section in the Kentucky reports. Then the estimates are pre
sented separately by d(lpartments of government as the main 
classification and are further· detailed by flind, by budget unit 
under each department, and by budget class or object of expendi
ture. under each budget unit .. Five classes of expenditures are 
shown: personal services, services other than personal, materials 
and supplies, other current ~xpenses, and capital outlay. A 
general statement of the organization and functions of each de
partment precedes the estimate figures as an aid in interpreting 
the purpose of the expenditures. 

The detailed estimates in the Kentucky budget documents 
are clear and well presented, but they are not complete. Dis
bursements from the general fund and the group of revolving, 
trust, and agency funds are the only ones that are shown. This 
does not, of course, reveal the total expenditures of the state. 
The most notable omission of funds is the state road fund, which 
means that the expenditures of the Department of1 Highways 

1S Bee the IlL and N. Y. reports. 
,. Acts 1934, chap. 25, art. 3, sec. 4: KR~ 45.050. 
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are not included.2° Although the law clearly contemplates that 
the Department of Highways shall be as completely subject to 
budgetary control as the earmarking of its support will permit,21 

the Department of Finance does not even show Highway De
partment estimates in the budget document. Certainly, in this 
report to the General Assembly the activities of this "budget 
unit" and its plan for the ensuing fiscal period should be fully 
shown.22 

The income estimates are usually presented by source and 
by fund. In many cases the income side of the budget plan is 
neglected even to the extent that some states fail to give any idea 
as to how expenditures are to be financed. 23 It is not unusual 
for states to report only general fund receipts or otherwise to 
omit receipts of some of its funds. 

There is no one place in Kentucky financial reporting where 
a complete picture of the state's income is shown. The budget 
reports show receipts of the general fund, state road fund, and 
the group of revolving, trust, and agency funds only. This 
covers only approximately 80 per cent of the total.24 

The law requires: 
"Statements of income and receipts for each of the two 

fiscal years last concluded, and the estimated income and 
receipts of the current fiscal year and of each of the two 
ensuing fiscal years. The statements of income and esti
mated income shall be itemized by sources, by organiza-
tion units and sources, and by funds and sources. The state
ments of receipts and estimated receipts shall be itemized 
by organization units and sources, and funds and sources, 
and shall show separately, receipts from current income, 
receipts from refunds and reimbursements of expendi
tures, receipts from sale of assets, and receipts on account 
of the income of prior years, all detailed by sourse .•. ,11

• 

Income and receipts in Kentucky phraseology are differen-
tiated on the basis that the former represents net addition to 

ao There are included among the miscellaneous appropriations recom
mendations for maximum amounts to be spent out of the state road fund 
for administration and highway patrol and a recommendation for the main· 
tenance of certain rural highways. 

ll8ee, e. g., KRS 45.010, 45.040, 45.050, and especially 45.150 and 45.170. 
Recent experience in Minnesota Illustrates the fact that, although earmark· 
ing greatly cripples budgetary management, executive control over an agency 
supported by earmarked revenues can be largely effective. 

11 In fact, of course, the law contemplates, and sound financial policy 
requires, that such a department should be as much as any other within the 
purview of the budget in every respect except as to method of support. 

• Bee the Ind., Neb., N. D., and Utah documP.nts. 
" Bee Table 1. 
• Act11 1934, chap. 25, art. 3, sec. 4; KRS 46.040. 
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assets and the latter may represent only a conversion of assets. 
In the budget documents both ·income and receipts are shown 
by source for the general, road, and revolving, trust, and agency 
funds. They are shown by organization unit and source for the 
revolving, trust, and agency group for one biennium only, 
1940-42. It would seem to be especially worthwhile to continue 
showing this revenue by organization unit. If legisl\}tors are to 
make wise decisions as to the allocations of state money, they 
could utilize a statement of the receipts of the organization units 
through the revolvfng funds in determining general fund ap
propriations. 

On the whole, the detail of expenditure and income esti
mates are well presented, but they are limited in their coverage. 
To present a complete picture of the state's financial plan, it 
should be emphasized that all receipts and all expenditures 
should be shown in both the various summary statements and in 
the detail of estimates. ' 

Arrangement of the budget statements 
Kentucky's budget document has three parts: (1) the bud

get message, (2) the financial statements, and (3) the detail of 
expenditure estimates, requests, and recommendations. The 
revenue estimates are lodged in the midst of the statements show
ing the financial condition of the state. A more logical arrange
ment would be to place the detail of revenue estimates wi,th the 
detail of expenditure estimates. This would result in the follow
ing arrangement: part one, the budget message; part two, the 
~udget summary, supporting summary schedules, and the legally 
required statements concerning the filtancial condition of the 
state; and part three, the detail of revenue and expenditure 
estimates. Drafts of appropriation and revenue bills are omit
ted ft~om this arrangement on the ground that they would be 
repetitious of material elsewhere presented.26 

116 This Is not to suggest, of course, tliat these bills be neglected. 



CHAPTER VI 

AUTHORIZATION OF THE BUDGET 

'fHE RoLl': OF THE LEGISLATURE IN BUDGETING PROCEDURE 

At first glimpse there appears to be a marked conflict in 
the relationship of the executive and legislative branches in the 
matter of planning a budget program for a government unit. 
Granting the postulate that the executive is in the strategic 
position to evaluate the expenditure requests of the spending 
agencies and to coordinate the financial program aud acceptiug 
the principle that to hold him responsible for the administration 
of state activities demands giving him a voice in defining the 
activities, the question has been asked whether the executive 
budget system does not by concentrating authority in the execu
tive diminish popular control over the purse and reduce legisla
tive action to a perfunctory voting of the budget.1 The answer 
to the question necessitates defining and delimiting the respon
~ibility of each branch in formulating the state's financial policy. 
It should be emphasized, first, that the ultimate objective of both 
branches should be to prepare as sound and effective a financial 
program as circumstances permit. An executive budget system 
requires a governor, as chief administrator, to collect and as
similate the requests for appropriations of all the spending agen
cies and to present these requests, along ·with other required in
formation, to the legislative body. If the governor has recog
nized and fulfilled his responsibility, he will have reviewed the 
details of the requests thoroughly and revised them to conform 
with his general financial policy and with the estimated revenue 
receipts, so that he submits to the legislature a carefully studied 
and comprehensive budget plan. The legislature is charged with 
the duty of reviewing the governor's financial plan. It has a 
definite responsibility to reject, to decrease, or to increase any 

1 f~ee Robert Luce, Legi8lative Problems, 1935, pp. 344-348, 371 ff. for 
the nature of the arguments of those who question executive superiority in 
(·oordinating the financial plan. Lucius Wilmerding, Jr., The S/)enclinq 
Powe1·, 1~43, <'hap. 13 supports the belief that the Congress of the United 
States has sufficient power to control the purse, but that it has failed to 
develop machinery and methods of control to a satisfactory degree. 
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proposed revenues or expenditures .not consistent with its inter
pretation of what. the public aesires. 

However, practice in American government units indicates 
that the line of. demarcation drawn in the preceding paragraph 
is more theory than fact. Legislative modification of the execu
tive -plan has somet~mes extended to the point of substituting a 
legislative budget for the executive budget.· And again, by ex
erting indirect party leadership powers legislative accomplish
ments of governors in propelling their budgets through the legis- ' 
latures have earned for them the appellation of "chief legisla-

. tor.'' Perhaps there can be no inviolate rule which would 
. clearly limit the area of responsibility of each branch and which 
would apply in all. circumstances. A complexity of executive~ 
legislative relationships is involve~ in voting the budget. 

Executive influence in authorizing the budget 
The am~unt of authority given to the executive over the 

voting of the budget is a factor in determining the legislature's 
role and responsibility. ·While voting the budget is essentially 
'a legislative function in democratic political systems, this is not: 
the circumstance in all countries. In some governments there 
is a full authorization of the budget by the executive with only. 
a formal legislative sanction. This does not· usua1ly happen 

' under norrnal conditions -and is characteristic of the dictator 
countries. Under the Japanese system the budget- is largely 
determined by the executive, since certain expenditures amount
Jug to about three-quarters of the total budget may not be altered 
by the Diet.2 · Sometimes the parliamentary and congressional 
governments provide for executive authorization -in case the 
legislature fails to act in a· spellified time. For example, in 
Chile the executive budget becomes effective on the first day of 
the fiscal year if the Chilean Congress has not voted on it prior 
to that time.3 Second, there may be limited determination of 
the budget by the executive subject to legislative scrutiny and 
approval. This is the practice which has developed under the 
English budget system, now largely copied by the British Do
minions.4 The House of Common~, by a self-denying rule of 

~A. E. Buck, The Budget in GovemmentB Toiln!Jh 1934, p. 9o. 
•Ibid., p. 88. 
CLoo. cit. 
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long standing, has established a procedure under which budge
tary initiative passes completely to the executive, no monetary 
proposals being considered by the House unless recommended 
by the Cabinet.5 The effect is to limit the action of the House 
to eliminations and reductions only, and the Cabinet may de
cline to accept these revisions if they are at all important. A 
few of the American st~1tes have adopted kindred restrictions on 
legislative action. For example, the Maryland, New York, and 
West Virginia constitutions provide that these states' legisla
tures may increase or decrease items relating to legislative and 
judiciary expenditures, but may only strike out or reduce the 
remaining budget proposals of the executives.6 The statutes of 
Nevada also limit the Legislature to eliminations and reduc
tions. 7 Third, the budget proposals of the executive may be pre· 
liminary or advisory subject to legislative initiative and action. 
When acting on the budget, most state legislatures are not bound, 
either by law or custom, to adhere to the!re proposals, or to accept 
them as a full measure of government~i· requirements. They 
may disregard them entirely and devise their own financial 
program. 

The federal government as well as most of the state govern
ments in the United States fall in the third category, and the 
executives submit to the legislative bodies budget recommenda
tions whieh are advisory proposals. However, if the law-making 
body fully realizes that the executive budget proposals supply 
information designed to assist the appropriating procedure, it 
will not disregard the executive plan. Instead, the appropriation 
acts will be such as to impose only the restrictions 11ecessary to 
insure the proper application of public funds and to mouify tlie 
budget only insofar as the executive proposals are inconsistent 
with legislative financial policies. 

The Governors of Kentucky since 1936 have been singularly 
successful in promoting their financial programs without legis
lative alterations. The administration has prepared the appro
priation bill to dovetail with the fiscal program incorporated in 

• Merlin Harold Hunter and Harry Kenneth Allen, Principles of PubHo 
Finance, 1940, pp, 654, 555, 

• Marykvnd Constitution, art. 3, sec. 52; New York Oonstitutwn, art. 7, 
sec. 4; West Virginia OonstitutWII, art. 6, sec. 51. In Md. the legislature 
may add new Items, which are subject to v.eto. 

'Nevada Compiled Laws, 1929, sec. 6995. 
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, the budget, and the General Assembly, practically without dis
sent, has approved the bill as written.8 This does not mean that 
the legi~attire ought invariably to accept the Governor's budget, 
much less that full authorization by the executive without legis
lative sanction is the desired goal. It does mean that the Ken
tucky General Assemblies have not tried to mutilate the Gov
ernors' plans, nor have they tried to substitute their judgment 
in respect of details of expenditures for the judgment of those 

_in charge of administration. 

Exec·utive-legislative cooperation 
Another factor which strongly influences the voting of the 

budget is the "degree to which the executive and the legislature 
cooperate in designing the financial program. Under ordinary 
circumstances party control affords. practically the only unify. 
ing force between the two branches. The fundamental difficulty 
in obtaining coopera~jl)\1 is traceable to the theory of separation 
of powers. This j~ciple precludes an easy solution, for it 
tends to discourage collaboration. Many treaties have been writ-, 
ten on the subject of checks and balances. One eminent consti
tutional scholar indicated that there is little cause for the belief 
that our liberties are dependent upon separation of power when 
he wrote: 

"Among all the modern fallacies that have obscured 
the true teachings of constitutional history, few are worse 
than the extreme doctrine of separation of powers .and the· 
indiscriminate use of the phrase 'checks and balances.' , • , 
The true safeguards of liberty against arbitrary government 
are the ancient legal limitation and modern political re· 
sponsibility. But this responsibility which in modem times 
has become fully as important for our welfare as the 
ancient legal limits, is, I think, .utterly incompatible with 
any extended system of checks and balances.'" 

Several recommendations, such as giving the executive the 
right to introduce financial measures on the floor and providing 

8 Gov. Keen Johnson, Ke~tu.cky Governm~nt, 1939-1943, p. 54. The 
enactment of the last appropnatlon bill, however, evidenced some conflict 
between the Governor and the General Assembly; and the Governor's bud
get was substantiauy·modifted. The difficulty may be attributed partly to 
the fact that he Governor did not maximize his use of the Legislative Coun
cil (C/. James W. M111rtin, ,"One Method of Limiting Taxation In the Blue 
Grass State," Bulletin of the National Tax Association, Jan., 1945, pp. 120 
ff.) and partly due to the fact that the Governor was Republican and the 
legislature was largely Democratic. (8ee Courier-Journal, Jan. 2, 1944, 
seo. 3, P• 1.) 

'c. H. Mcilwain, Constitutionalism, Ancient and Modern, 1940, pp. , 
144, 145. 
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that the exectttive and his cabinet be g·iven an opportunity to 
join in the legislative debates, have appeared during the course 
of development of budgeting procedure with a view of promoting 
more collaboration between the two branches; but little action 
has resulted. 10 S'ome states provide that the 'governor or his 
representative may appear before the legislature to defend his 
proposals, and a few, New York, M~ryland, and Connecticut,11 

require that he appear to give explanations; bnt the provisions 
have become practically dead letters of law, owing to the failure 
of the 'legislatures to establish the necessar~' procedure to put 
thPm into effect. 12 

Although there is nothing in Kentucky law which requires 
collaboration between the two branches in the enactment of a 
budget program, the state has made progress toward effecting a 
compatible relationship between the Governor and the General 
Assembly through the medium of the Legislative Com{cil. Es
sential facts are placed before the Legislative Council, the Gen
eral Assembly's instrument for advance planning, in the hear
ings which the Governor convenes before submitting his pro
posals to th(:} legislature. The Council, acting in an advisory 
capacity, makes suggestions toward improving the budget plan; 
1md for the most part, the Governor embodies these suggestions 
in his recommendations.1 3 In this manner the legislature and 
the administration work jointly in formulating financial policy. 
'l'he advantag-es of group thinking, contemplated in the old com
mittee plan of defining the budget-making authority, is secured 
and pointed respousibility for the plan still rt>mains ve$ted in 
the Governor. 

TRANSMITTING THE BUDGET PLAN TO THE LEGISLATURE 

'rhe 1budget document is usually transmitted to the legisla
tive body as soon as it is printed. This is the duty of the budget
making authority, generally required by specific legal provisions 
naming the date of transmittal. In the several states the budget 
maker is required to transmit the budget to the legislature on 

,. A. E. Buck, "Public Budgeting," in TC1$atlon and Public Po/,icy 
(edited by Paul Studenski), 1936, pp. 34, 35. 

u Maryland Constitution, art. 3, sec. 52: New York Constitution, art. 7, 
sec. 3; General Statutes of Connecticut, 1939 supplement, sec. 52e(k). 

u Buck, The Budget in Govemment8 of Today, op. cit., p, 107. 
"Gov. Keen Johnson, Zoe. cit. 



82 

specified dates, generally within the first month of the session. 
, Rarely is the state budget sent to the legislature on the first day 

of the session. The more common dates for transmitting are the 
- fifth,. fifteenth, twentieth, and thirtieth days of the legislative 

session.H- The problell\ connected with the submission date is_ 
one _of . providing the Governor time for formulating the plan 

· and affordillg the legislators time enough to study the budget 
plan thoroughly before the session ends and before the beginning 
of the fiscal year. The Kentucky law provides: 

- "The State :Budget Officer shall have the budget report, 
as approved by the Governor, printed in such number of 
copies as the Governor may order, and copies thereof shall 
be transmitted to the House of Representatives not later 
than the third \Monday after the convening of the General 
Assembly in regular session."IIS 

However, it has been reported that few members of the Gen
eral Assembly see a budget document, aside from the draft of the 
general appropriation bill, before. the budget bills .are ready to
be passed upon because it is not released from the printers in 
sufficient time.1G . As a consequence, the legislators are not able 
to study the complete financial plan in advance of budget enact-

. ment. There seems to be little reason for failure'on the part of
the Governor and his staff to get the complete budget document 
assimilated, printed, and_ in the hands of the represenatives in 
time for them to make use of the information it pre~ents. The 
legislators should make the chief use of a budget document. It 
is of even more significance to them than to administrators, who, 
admittedly, need some digest of appropriations to the various 
departments. Appar.ently, in Kentucky the legislators utilize 
only the appropriation bills prepared by the budget staff and . 
reported from th() committees, which are neither so detailed in 
content nor so informative as tlie budget document. 

The submission of the budget to the ,legislature may be a 
mere incident in a day's work, passing almost unnoticed, or it 
may be the most important occasion of the legislative session. 

"The Council of State Goyernments, The BooTe of the 8tate8, 1941-1942, 
p, 112. 

liS Aot8 1934, chap. 25, art. 3, sec. 10; KRS 45.100. 
1o Conference with Mr. Charles Farnsley, fo11l!er representative In the 

Kentucky General Assembly, Aug, 25, 1944 and conference With Mr. Frank 

~ci;ti5:g:it~~::ieroP~f;{!~~e~f n~: ~~V:~~~o1Y!r A;rt1~tau~~~e~Yrir~1 ~=~: 
tucky, :tl.ug. 261 1944. Possibly the existing conditions may suggest deferring 
the date on wnich the_ budget is to be submitted. · 
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American practice tends to make it a purely routine matter. It 
is possible to present the budget to the legislative body in such a 
way as to excite public interest in it and to stimulate the examin
ation of its proposals by the members of that body and citizens 
generally. England has accomplished this to a remarkable de
gree through the ( (budget speech,'' which is delivered by the 
Chancellor of the Exchequer before the House of Commons, 
assembled in the committee of the whole on ways and means. It 
is carefully prepared by the Chancellor and usually takes him 
two or three hours to deliver, during which time any member 
of the House may interrogate him. 

While our governmental system does not lend it'lelf to the 
English practice, again owing to the independence of the execu
tive and legislative branches, it is nevertheless possible for the 
executive to appear before the legislative body and deliver a 
budget speech in connection with the presentation of his financial 
plan. Kentucky Governors have followed this practice. In fact, 
the budget message is broadcast and published in a front-page 
spread in Kentucky papers. It is undeniable that public inter
est i8 heightened by the personal gubernatorial presentation of 
fiscal plans. Where a summation in the form of a budget mes
sage has uot made its appearance, a number of difficulties have 
been noted ;17 and it is probable that a lack of focus upon the 
governor's fiscal program enables him to shirk a part of his 
responsibility. 

LEGISLATIVE 0RG.ANIZATION 

The bicameral legislature 

The legislatures of state g~vernments have the same double
chambered organization as their counterpart, the Congress of the 
United States; although the arguments for this arrangement do 
not seem to be as valid in one case as in the other. The chief 
.Problem of the bicameral arrangement in budgeting is the dis
tribution of budget functions between the two chambers. Certain 
priority rights are evidenced in a few of the states. The initia-

17 "Because the budget document has not been presented to the Legisla
ture by means of a formal message from the Governor , , , the legislators 
have paid scant attention to it. It receives no mention In the House or 
Senate journals and finds its place on the members' desks along with the 
reports of the various state officers and Institutions." Brookings Institution, 
Repo-rt on a Survey of State and Local Government in Jlfissi8sippi, 1932, 
p. 360. 



84 

tion of revenu~ measures in Kentucky, for exampl~; ls re~tricted 
to the lower house.1s However, the effect of these few priority 
rights has ~ot been influentialin bringing about the limitation 
of upper chamber power.19 Students of budget problems,have 
not hesitated to add their blessings to the campaign for uni· 
cameral legislatures, not only because the plan would. avoid. 
costly duplications, but because the budget can best be consid
ered as a unified plan if it is not acted on by two separate 
bodies.20 In order to 'eliminate some of the disadvantages of 
the bicameral system without completely abandoning it, the pro~ 
cedure of combining the two houses in a joint committee of the 
w4ole has been suggested as a smoother means of reviewing the 
budget plan .. 

'l'he committee system 

· The committee syst~m is the core of state legislatures. The 
legislatures make up their collective minds largely vicariously 
through their committees. ' 

The typical state legislature has a separate. standi!tg com
mittee in each house for the study of the general appropriation 
bill. ·The committee in one house usually works independently 
of the committee in the other house. Before the appropriation 
bill is presented for open discussion by each house in Kentucky, 
it is considered by the appropriation committee of each house .. 
Durh~g this discussion the Director of the Budget and his staff 
can be of great assistance to members of the committees in e_x
plaining and defending the budget as presented; and, in fact, 
they are required by statute to be at the disposal of the General 
Assembly and its appropriation committees while the budget is 
under consideration.n 
' 

What appears to be the greatest contribution made by the 
states is the recognition in some cases that joint committees 
should coordinate the activities of both chambers and thus avoid 

15 The Senate may propose amenuments to revenue bills provided no new 
matter i~ introduced. Kentucky Constitution, sec. 47. • 

a• A.· E. Buck, Modemi,zi~lg 01w State Legi81atU7·e, 1936, p. 1, 
J!O Loc. cit. Buck, The Budget in Gove111ments of Tod<11f, op. cit., pp, 

188, 189, Public Budgeting, 1929,. p, 373; J. Wilner Sundelson, Buclgetarv 
Methods in National and State Govemments, 1937, p. 447. 

21 Acts 1934, chap. 25, art. 3, sec. 11; KRS 45.110. · 



85 

<luplication of work.~ 2 Most of these states provide only for 
joint hearings by the committee, which does not as such vote on 
bill11. Nevertheless, there is some indication that a unified legis
lative approaeh may be thus fosterf'd. 

Leuislativc councils 
As noted before, Kentucky's use of the Legislative Council 

not only promotes cooperation between the administration and 
the general Assemhly, but also serves as a means of joint discus
sion of the budget by the two houses, since its membership in
cltldes both senators and representatives. The Council when 
first created consisted of five senators, five representatives, and 
five administrative officials.23 In 1938 a special session reor
ganized and provided for eight senators, appointed by the Lieu
truant Governor, eight representatives, appointed by the 
Speaker of the House, and five administrative officers, appointed 
hy the Governor; the Lieutenant Governor and the Speaker of 
the House are ex officio members and the Governor is an hon
m·ary member. 24 The 1944 General Assembly changed the pro
visions again to drop the administrative members, an amendment 
which was widely construed as a partisan measure. 25 

The Kentucky Council was one of two similar bodies estab
lished in nine states which included administrative officers in its 
membership. 26 Although legislative councils are primarily 
ag-encies for harmonizing differences between parties and be
twet>n houses, the inclusion of administrators aids in also promot
ing good feeling between the administration and the legislature. 
Rome observers have expressed doubt as to whether good feeling 
among all legislators has been promoted, owing to the jealousy of 
Rf'nate and House members wno are not on the Council. 

LEGISLATIVE ACTION ON THE BUDGE'r 

/il'slrictions on revising the executive budget 
As has been mentioned previously, among the American 

• The list of states that operate permanently with some joint com
mittee activiy on budgetary matters Includes Conn., Ark., Del., Fla., Idaho, 
l\le., Mass., Miss., Mo., N. C., Okla., S. C., Tenn., Va., Wis., and Wyo. 
Sundelson, op. cit,, p. 449. 

lll Acts 1936, 1st spec. sess., chap. 1, art. 21, sec. 2. Under the original 
law, the Council was officially a joint committee of the General Assembly. 

"'Act8 1938, 1st spec. sess., chap. 2, sec. 2. 
z KRS 7.020; James W. Martin, "Kentucky Weakens Centralized State 

Administration," National lllunicitJal Review, May, 1944, pp, 253, 254. 
:111 The Council of State Governments, op. cit., p, 109. 



states there are onlyfour, Maryland, Nevada, New York, and 
, West Virginia, whic~ have effective restrictions on changing 

- executive budget proposals. These states provide that altera
tions of the budget plan shall take the form of ~liminating or 
reducing items, but re.commendations may not be increased. In 
three of these states, however, the law provides that itelrul of 
appropriations may be added provided such additions are 
separate from the original item and refer to but one single object 
or purpose.27 _ 

Th~ most common limitations upon legislative action found 
in the states .are o£ a general, cautionary nature, such as specify
ing that the budget shall be balanced or that no appropriation 
bills shall be considered before the budget bill as planned by the 
executive is passed upon. For-the most part these admonitions 
are neither binding nor observed. 

The Kentucky law stipulates: 
"All expenditures of the state and of its budget units 

shall be made under the authority of an annual or biennial · 
appropriation Act or appropriation Acts, which shall be 
based upon a budget prepared as provided in this chapter."• 

"The financial plan for each fiscal year as presented 
in the· budget report shall· be adopted, with such modifica
tions as are made by the General Assembly, by the passage 
of an appropriation Act or Acts and such revenue and other 
Acts as are necessary for the purpose. . . ." . (italics sup-
plied.'"* · 

Thus, the Governor in Kentucky, as in most states, prepares 
a financial program which could be only ''wishful thinking" on 
his part. Whether it will become a legislative reality depends on 
the· personality of the Governor, his party strength, and his 
relationships with legislative leaders. 

The appt·opriation act 
An appropriation act consists of individual appropriations 

that are defined by statute as: 
"authorizations by the General Assembly to a budget unit 
to expend, from public funds, a sum of money not in excess 
of the sum specified, for the purposes specified in .such 
authorization and under the procedure specified."10 

ll'llbid., p. 112. 
_ 28 KRS 46.020 
• KRS 45.050; 
•KRS 45.010. 
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A budget unit is defined by statute as a department or other 
unit of organization for which appropriations are made separate 
from any other organization unit.31 This definition is flexible 
and leaves the preliminary determination of what shall constitute 
a budget unit to the Governor and final determination to the 
General Assembly. The Kentucky General Assembly makes ap
vropriations to the various budget units in a lump sum and does 
not itemize to indicate the specific use of the money. This is a 
happier arrangement than the line item form of appropriation 
which specifies the amount to be spent for salaries, for supplies, 
for traveling expenses, etc., and which seriously impairs execu
tive control over the execution of the budget. "A line item 
budget becomes a frozen budget, frozen for the ensuing year, 
practically incapable of adjustments, to the changing needs and 
c•hanging conditions that may develop during the year.' '32 

However, a weakness in the Kentucky appropriation acts 
appears in connection with the revolving funds. Each biennium 
the various fees, rentals, admittances, sales, etc., collected by the 
professional boards, institutions, and other agencies of the state 
!~overnment are appropriated in full to these agencies. An ap
propriation which authorizes an agency to spend as much as it 
receives in revenue from fees and other sources makes the control 
vver such expenditures more difficult. Similarly, the appropria
tions out of the state road fund, with minor exceptions, are not 
specific as to purpose, time, and amount and depend upon the 
rf:'ceipts collected into the road fund. · 

Provisional budget voting 

In Kentucky if the legisl~ture should fail to make an appro
priation for any fiscal year for any purpose or purposes re
quired to be executed by provisions of existing laws, or if the 
GoYernor should veto an appropriation essential to the execu
tion of such a purpose and an ~ppropriation is not passed over 
the veto, then the existing appropriations, exclusive of appro
priations for extraordinary expenditure and capital outlay, con
tinue from ~·ear to year until they are altered by the legislature. 33 

31 Act8 1934, chap. 25, art. 1, sec. 2 (g) ; KRS 45.010. 
u John E. Burton, "Budget Administration In New York State," State 

Government, Oct., 1943, p. 205. · 
sa Acts 1934, chap. 25, art. 3, sec. 12; KRS 45.120. 
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If the existing approp-riations are applicable t6 ordinary recur
ring expenses and extraordinary or capital outlay expenses,. the 
Department of Finance determines what proportion applies to 
ordinary recurring expenses ; and the proportion so determined 

·becomes the appropriation for the next fiscal year.34 However, 
as yet a budget. has been adopted each biennium prior to the 
opening of the fiscal year. 

Few states provide in their statutes ~ measure which will 
cover contingencies of failing to get a budget plan adopted. 35 

This is probably due to the fact that lengthy intervals between 
the adoption of the budget bills and the beginning of the period 
to which they refer are, coinmon and provisional budget pro
cedures are seldom necessary. 

THE ExECUTIVE VETO 

In most jurisdictions in the United States before the voted 
program becomes effective it must be approved by the executive. 
Thus the veto power of the governors is a part of the process of 
budget authorization. In connection with the desire to advance 
and continue the philosophy of executive budgeting, attempts 

,have been made to give governors exceptional power of review 
over budgetary items. 

Section 88 of the Kentucky Constitution provides: 
· "Every bill which shall have passed the two Houses 

shall be presented to the Governor. If he approve, he shall 
sign it, but if not, he shall return it, with his objections, 
to the House in which it originated, which shall enter the · 
objections in full upon its journal, and proceed to recon
sider it. If, after such reconsideration, a majority of all 
members elected to that House shall agree to pass the bill, 
it shall be sent, with the objections, to the other House, by 
which it shall likewise be considered, and if approved by a 
majority of all the members elected to that House, it shall 
be a law; ... The Governor .shall have the power to dis
~pprove any part or parts of appropriation bills embracing 
distinct items, and the part or parts disapproved shall not 
become a law unless reconsidered and passed, as in the case 
o~ a bill." 

:Most of the states allow the governor the. privilege of the 
item veto. 36 In a few states the governor is given the power to 

•• Acta 1934, chap. 25, art. 3, sec. 12; KRS 45 .. 120. 
Sl! Sundelson, op. cit,, pp. 507, 519. 
•a Council of State Governments, op. cit., 'P· 7 8. 
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reuuce as well as invalidate items in the budget bills. 37 In most 
of the states the vetoes are made more effective by virtue of the 
fact that the legislature may over-ride only with a higher vote 
than was necessary when the bill was originally passed; a two
thirds majority is customary. as 

However, it is now generally recognized that executive in
fluence in the formulation of financial policy antl his power in 
)Wt'suauing the legislature to adopt his program are more help
ful to the development and management of fiscal policies than is 
the Yeto power. The latter is, at best, a pruning device; the 
former can be constructive. 

<:7 Sundelson, up. cit., )J. 18!1. 
as Lao. cit. 



-CHAPTER VII 

EXECUTION OF THE BUDGET 

Emphasis has been' placed on the point that thoroughly sat· 
isfactory budgetary procedure ,cannot be established unless it 
rests upon. an integrated administrative structure. An in
tegrated administrative system is one in which the several serl[· 
ices and institutions are grouped according to their functional 
character into departments, all of which. are closely coordinated 
under the' supervision and control of the governor. The system 
carries with it the requirement that the heads of these -depart
ments shall hold their nffices by appointment by the governor 
and shall be subject to removal by him and that the line of ad· 
ministrative authority shall ·thus run through the governor to 

· the legislature, instead. of directly to that body. Under othet' 
conditions it is exceedingly difficult, if not impossible, for a 
governor, even though he may be directed by statute to formulate 
a budget, to prepare a document that would be more than a com
pilation and revision of programs prepared by other officers not 
~esponsible.for the manner in which administrative affairs are 
cond)lcted. By the same token, the task of executing and con
trolling 'the budget plan is made more arduous if adminlstrative 

.of':fici,?-ls are independent of the governor. Mr. Buck, writing in 
1929, said: ,_ 

"However, as yet he (the governor) is little more than 
the nominal budget making authority in perhaps half of 
these states. This is due mainly to two things: in the first 
place, he does not have the proper staff assistance and the 
necessary information to formulate the budget; in the sec
ond place, he is not in a commanding position with respect 
to the administrative organization of the state government 
so that he can properly execute the budget when it has 
been adopted by the legislature.111 

' 

In 1936, . after a week's ~ecess following the regular session, , . 
the Kentucky General Assembly was convened in extraordinary 
session to. consider one subject only, the reorganization of the· 
state government. The reorganization bill as passed provided 
for a systematic integration of administrative functions, so that 

1 PuliUc Budgettng, 1929,' p. 284. 
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like or similar functions would be performed in the same depart
ment.2 Since 1936 other independent agencies have been created 
and added to the six designated by the reorganization act
the Board of Registration and Purgation, the County Debt Com
mission, the Soil Conservation Committee, and the Aeronautics 
Commission.s The'more the number of agencies independent of 
the Governor's supervision, the less integrated the system be
comes. In 1944 the General Assembly again modified the ad
ministrative reorganization plan in such a way as to indicate a 
trend toward decentralization. 

Twenty-seven other states have partially or nearly com
pletely reorganized their state governments in the past quarter 
century for the declared purpose of obtaining ''efficiency and 
economy. "4 On the wh{)le, the state governments which have 
reorganized their administrative structures have made possible 
more effective budgeting, especially from the standpoint of the 
execution of the budget.5 When the heads of the more important 
departments are placed on an equal footing with the governor as 
to the source of their authority, he has no power to manage ad
ministration, not even through the budget. 

FINANCIAL ORGANIZATION FOR BuDGET ExECUTION 

The financial machinery of any government, if it is to serve 
the purpose of budgetary administration and control, must be so 
constructed as to meet two requirements. In the first place, it 
must enable the executive to direct the fiscal affairs of the gov
el'llment; second, it must provide the means whereby the legis
lative body will have a check on the performances of the execu· 
tive and the administration. · 

Many of the states haye established budget bureaus or of
fices, which are, in most instances, headed by single officers ap
pointed by and working under the direction of the governor, and 
which are connected with the executive office.6 This type of 
staff agency has the· advantage of prestige gained as a result of 
being a direct representative of the governor, but in many cases 

1 See Chapter II for a description of the administrative structure aa 
designed by the 19 3 6 act. 

I KRS 66.300, 117.340, 183.020, 262.030. 
• The Council of State Governments, The Book of the State8, 1941-42, 

p. 62. 
'Buck, op. cit., p. 438. 
• Loc. cit. 
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these budget staffs fall short of performing all the · functions 
necessary to give the governor adequate control,· such as main
taining accounts through which budgetary control may be es
tablished.7 There is no reason why they cquld not be utilized 
to the maximum. Another popular type of staff agency makes 
use of .departments _of fi11ance, which have powers co-vering im
portant phases of fiscal management to a varying degree in the 
different states. The Kentucky Department of Finance holds a 

. pre-eminent position i~ the state's organization, and few other 
s'tates approach the degree of financial control in their finance 
departments as that achieved through the Kentucky scheme.8 

The reorganization act of 1936 recognized the conception 
that budgeting is an administrative rather than a judicial or 
legislative function;' and it set up machinery for administration 
of the budget plan py the executive, as well as for preparation 
and presentation of estimates to the General Assembly.9 The 

'. Department of Finance was organized to include a division to be 
responsible for the budgeting function as outlined in the 1934 
Budget and Financial Administration Act, along with three 
other divisions-a Division of Accounts and Control, a Division 
of Purchases and Public Properties, and a Division of Person
nel Ef£iciency.1° The fact that the Division of the Budget .has 
not operated so as to take maximum advantage of the budget 
system11 is not a defect in the organization scheme, but rather 
a failure on the part of both the governors and the legislatures 
to provide adequate personnel and to look upon the budget pro
cedure as a1i important instrument of continuous financial 
planning. 

One of the important 'contribution~ to sound budgeting made 
after 1936 was provision for adequate accounting facilities. The 
Public Administration S'ervice was retained by .the state to in
stall records and to develop· the best possible budgeting tech
niques.12 The operation of the control system is described in the 
succeeding sections. 

7Jbid., pp. 296, 297, 444. 
, .a James W. Martin, "Kentucky Weakens Centralized State Administra

tion," National Municipal Review, May, 1944, pp. 253, 254. 
• See Chapter II. 
10 Acts 1936, 1st spec. sess., chap. 1, art. 10, sec. 2; :KRS 42.020, 42.040, 

42.050, 42.060, 42.110. 
n See Chapter IV. 
12 See Chapter ll 
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nrnGE'f.\RY Co~TlWL OnR ExPENDITURES 

Control of the execution of the budget plan is a function of 
1 he Gowrnor wrformed through machinery in the Division of 
Accounts an<l Control in the Department of Finance. The ma
dJiu<·ry consist~ t>:,st•ntiully of a s:n;tem of exeentive allotments, 
1111Llet· wltich the spemling agenl'ies forecast the ~·ear·~ expentli
tlll'es by perio<ls and are required to observe th<>se limitatiom; as 
Hpprm·(•d by tht> D<>partment of l<'iHaHce. In states in which this 
lnHb·t·tar~· control is not ex<'rcis<>d, but the clepartmt>uts of fi
IIHIH~<· 1·esoJ·t onlr to a pre-audit of claims and Yonchers, the fi
ll<tll<~cs a1·e likely to h<>come mala<ljnsted at the Plld of tlw fiscal 
y(•aJ·, bee a usc s]H'H<ling ag·<'lH~ies oft('Jl get o\'er-ambitious in their 
spl'lHliHg at the b<'giHniug of the year and come up without any 
funds trl\nml the last of the perio<l. The Kentnckr law 
st i pulat<•s: 

"Except as deviations therefrom are made necessary by 
changes in conditions of operations, to meet unforeseen 
contingencies, to correct errors, or to avoid cash deficits, 
the heads of the budget units, the Department of Finance 
and the Governor, in alloting appropriations for expendi
ture, shall be governed by the work plans formulated by 
the heads of the budget units as shown in the detailed 
budget estimates as amended by the General Assembly, 
and shall make allotments semi-annually to permit the 
carrying out of such plans, and the heads of the budget 
units shall hold to the work plans and detailed expenditure 
estimates as authorized and approved on advices of allot
ments. In no case shall obligations be incurred or expen~ 
ditures made in excess of the total amounts allotted. The 
decision of the Department of Finance as to the amount 
of any allotment for a specified period or as to the purposes 
for which money allotted may be expended shall be final 
and conclusive."l3 

The rC<JllCsf for allotments 
The• lmrlget calendar pf•oyidcs £01' the <listribution of re

qursts for allotnH'Hts to thr budg('t units by the Divifiion of the 
BtH1g·rt 14 on ~Ia.1· 1 of each year.1" Before the l'!'(!llests are dis
trihut('(1, the Dirision of the Budget inse1·ts the Hame and 
amount of the appropriation against which the allotments are 
c-hargeable and the names of the respeetiYe departments, <1ivi-

"Acts 19H, chap. 25, art. 3, sec. 17: KRS 45.160. 
"Since KentU<·ky has not established a division of the budget as a 

<listinct entity (sre Chapter IV), it is usually the Director of the Division 
of Aeeounts an<l Control who performs the duties connected with budget 
control. 

"'Public Administration Service, HanrliJook of Financial Arlmi11isttation, 
Commonwealth of Kentucky, 1~07, pp. 23, :n. 

ll. S.-1 
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·sions and institutions on the· forms .. · The provision of these 
data 'is necess<JXY so that the department head may be informed · 
bv whafunits the Di'Vision of the Budget wishes to maintain 
'c~nfrol ·over expenditures. Tl)ese. forms are prepared in dupli
cate and the original copies must be returned to the Division of 
the Budget not later than May 31. 16 As shown on the sample
form 011 the followi~g page, the estimated expenditures must be 
shown by budget class or expenditure and by quarterly periods.17 

However, in practice allotments are made for onl~ one quarter 
at a time. 'rhe space provided at the bottom of tlie form is for· 

'use by the Division of the Budget so that it can keep a summary 
record of allotments and the status of each allotment account. 

Filling out the requests for allotment by the department 
heads· usually amounts to a division of the total appropriation 
by four, since the spencliug agencies feel that all the money ap
p~opriatecT is theirs to spend. 18 However, the' appropriations·· 
made by·the General Assembly designate the maximum amounts 
to be spent rather than the minimum and the Department of 

~ Finai1ce has authority to cut appropriations in the case of unfor
seen· contingencies.19 

Although _the Department ·of Highways does not submit 
expenditure estimate forms and follow the regular budgetary· 
proceclui·e in the formulation stage,20 it d~es comply with the 
regulations concerning the allotment procedure. The Highway 
Department prepares a work program, that is, the estimated 

_number of ll!iles of road construction contemplated, the amount 
of road repair. and maintenance, etc., which is sent to the Divi
sion of the Budget with the request for an allotment; the budget 
division uses the work program and estimates of road fund re
ceipts by the Commissioner o_f Revenue to make allotments to the 
Highway Department.21 . 

10 Public Administration Service, op. cit., p. 37. 
'7 Although the law refers to semi-annual allotments (Acta 1934 chap,· 

25, art. 3, sec. 17 ; KRS 45.160), the Department of Finance may require 
. allotments based on shorter periods of time. (Conference with Mr. Warren 

Van Hoose, Assistant Budget Director, Kentucky D.epartment of Finance, 
Sept. G, 1944.) 

lll Conference With Mr. Warren Van Hoose, Sept. 6, 1944. 
19 Acta 1934, chap. 25, art. 3, sees. 3 and 17; KRS 45.050 and 45.160. 
20 See Chapter IV. 
u Conference with Mr. Frank D. Peterson; former Head of the Division 

of Accounts and Control, Kentucky Department of Finance, now Comptroller 
of the UniversitY of Kentucky, Oct. 18, 19 44. 
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Adv·ice of allotment 
Requests for allotments are analyzed by the Division of the 

Budget, which determines allotments for the first quarter and 
tentatively decides upon allotments for the other three quarters. 
The spending agencies are informed of their quarterly allotments 
on the "Aclvice of Allotment" form on the twentieth of the 
month precedin~ the beginning of each quarter. 22 The decisions 
of the budget office are final in determining allotments and in 
interpreting the meaning of items specified in any appropriation 
act.2:1 However, the department heads often confer with the 
Diredor of the Budget on issues 'of controvers~·, and they may 
be able to comince him to allot accorc1ing to their suggestions. 

There lwYe been occat<ions "·hen the departmental admin
i~trators have made strong objection~"; to the allotments made b~· 
the budget divi~ion. For example, when the second quarterly 
allotment was made to the Attorney General's office in 1938, it 
was reduced by approximately seven hundred dollars since there 
was an unspent balance of that amount left from the first quar
ter.24 The Attorney General complained bitterly and filed a 
suit against the Department of Finance to get his allotment in
c•reasecl; but the Commi~sioner of Finance cominced him that 
if the need for additional money actually appeared, he could ob
tain it, and so the suit was dropped.25 

The Division of the Budget has sometimes made it a policy 
to reserve a percentage of the total appropriation from allotment 
in case the anticipated revenues are not fully realized. For the 
fiscal year 1936-37 a 10 per cent reserve was established; and, as 
a result when revenues were fully realized, several departments 
had at the beginning of the fourth quarter unspent balances in · 
their total appropriations.26 They tried to spend these balances 
by ''stocking up,'' but the Commissioner of Finance prohibited 
thf.'se purchases. The result was that the budget for the year 
was unJerspent by about a million dollars, which amount was 
applied to pa~·mcnt of the state debt according to the Governor's 
established financial policy.27 

2:1 Public Admini~trat!on Serviee, luc. cit. 
20 Acts 1934, chap. 25, art. 3, sec. 19; KRS 45.160. 
"Conference with Mr. Frank D. Peterson, Oct. 18, 1944. 
"'Loc. cit. 
"'Loc. cit. 
:n Loc. cit. 
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·Allotment traJtsfers and s1~pplements 
Tr~1sfersfrom an allowance for one budget class (i.e., per- · 

sonar services;· service.s other than personal; materials, supplies, 
and parts ;-replacements and other current expenses; capital 
outlay; and debt and interest) to an allowance for another bud
get class within the same budget unit may be authorized by the 
administ1~ative head of the budget unit if approved by the Divi- . 
sion of the Budget.28 It is the policy of the Division of the Bud
get to sanction these transfer requests, except that the allotment 
for personal s.ervices is more rigidly scrutinized since consider
able difficulty would result from lack-offunds for salaries.29 

· Supplementary allotments are left to the judgment of the. ' 
Budget Director; however, in no case are total allotments made 
in excess of the appropriation.30 ,' 

Control over commitments 
The task of the Division of the Budget does not end with 

fixing the allotments. Execution and control of the budget plan- . 
is a continuous process, and-keeping expenditures within allot· 
me11ts by machinery set up in the Division of Accounts and Con
trol is a function of the Division of the Budget to insure the 
execution of the budget plan as it was adopted by the General 
Assembly. 

· Budgetary control over incurring state expenditures is ef
fected by routing all vouchers authorizing encumbrances to the 

· Department of Finance, which determines whether or not the 
p~oposed expenditures are authorized by the appropriations a~d 
allotments against which it is propos_ed to charge them, and that· 
the amounts involved do not exceed the. unencu~bered balances 
of such allotments.31 After approval as to propriety and the 
sufficiency of funds,_ the amounts are posted to the expenditure 
and encumbrance ledger, which is a subsidiary ledger·maintained 

. to .reflect the status .of each allotment account. This procedure 
is known as a pre-audit of proposed expenditures. There is still 
another pre-audit before cash is disbursed. After the goods are 
delivered and the invoices rendered, the invoices are checked 

!Ill Acts 1934, chap, 25, art. 3, sec. 18; KRS 45.130. 
"Conference with Mr. Warren Van Hoose; Sept, 61 19H. 
00 Loo. cit. · 
"~ots 1934, clui.p. 25, art. 4; KRS .45,190,. 
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with the purchase order and the receiving report against the 
goods delivered. It is only after this final cheek that the De
partment of Finance writes out a treasury warrant on which th.e 
checks are drawn. 

Appropriation transfers and emergency funds 
The allotment and pre-audit procedures are valuable ad

juncts of budget control; but they are, generally speaking, tech
niques of a preventative character. The Governor bas also been 
granted power to manage the state finances in a positive way, 
even after allotments have been made against appropriations. 
In the first place, the Governor's budget staff' agency is author
ized to make transfers between appropriations to the budget 
units within one state department. 32 For example, a transfer of 
a part of the appropriation to the Division of Personnel Effi
cieney to the Division of the Budget could be made since both 
these budget units are in the same department. This authority 
permits some flexibility in the budget plan; it also could be used 
to pointed advantage if the legislature should make detailed 
appropriations. 

A second tool of budget management, which is responsive to 
changing conditions, is provided by the Governor's general 
emergency fund. The General Assembly has followed a policy of 
appropriating a specified amount·" for meeting ordinary re
curring and extraordinary expenses deemed emergencies by the 
Governor of the Commonwealth and to be expended by the Gov
ernor to meet any emergency that may arise .... ''33 The gen
eral emergency fund has ranged in amount from $200,000 to 
$250,000 ;34 and has been used for such large emergencies as 
meeting the expenses incurred because of the flood in the capital 
city in 1937.35 The Governor has also used the emergency fund 
effectively in supplementing regular departmental appropria
tions when they have been found to be insufficient. For ex
ample, in one year when the office of the Clerk of the Court of 
Appeals had extra maintenance and operation expense because 
of a heavy docket and was about to incur an overdraft of $1,100 

u ..4.cts 1934, chap 25, art. III, sec. 18: KRS 46.130. 
11 This Is the language of the appropriation acts. 
14 Acts 1938, chap. 1, sec. 4: ..4.cts 1940, chap. 16, sec 4: ..4.cts 1943, chap. 

1, sec. 4; ..4.ctB 1944, 2nd spec. sess., chap. 1, sec. 4. 
• Conference with Mr. Frank D. Peterson, Oct. 18, 1944. 
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the Governor by an executive order transferred this amount 
from his- emergency fund to the account of the cleric of the 

·Court of Appeals.s6 Any departmenthead may appeal to the 
Governor for assistance and will get it if he convinces the Gov
ernor that he has just cause and that his "request does not reflect 
wasteful or imprudent expenditure. 

Both the provision for transferring appropriations and the 
grant of an emergency fund to the Governor allow adjustments 
in. expenditures which were not contemplated when the budget 
wa,s formulated. They make it possible for the Governor to exe
cute the budget pl.an without undue rigidity and without having 
to call the legislature in special session to, make additional 
emergency appropriations. The policy of the General Assembly 
of granting to the Governor unrestricted authority over the ex
p!:mditure of the emergency fund also reflects the placing of full 

. responsibility upon him for the successful management of the 
state's finances. 

AccouNTING REcoRDS 

The accounting system maintained by the Division of Ac
counts and Control plays an important part in the preparation 
and the execution of the budget. It serves the budgetary process 
by: (1) providing information concerning expenditures and 
revenues of prior years, which is employed in building the bud
get for the new fiscal period. (2) keeping records which furnish 
information for current control over expenditures; and (3) mak
ing reports to the public, the Governor, the Commissioner of 
Finance, and the heads of the budget units to assure that appro
priate action will be taken if actual revenues prove· to be less 
than the estimates, or any irregularities or "tight" conditions 
exist in the funds available to any department. 

The Division of Accounts and Control is required to main
tain: 

1. A set of budgetary control accounts for each fund which 
will show at all times the status of the fund. 

2. A subsidiary appropriation ledger for each fund show- , 
ing the appropriation to each budget unit, additions to 
the appropriations, allotments from the appropriation, 
the unallotted balance of the appropriation,, commit· 

"Loo. · oit. 



ments charged to allotments, and the free or unencum
bered balance of allotments. 

3. A set of general controlling proprietary and operating 
accounts for each fund so as to record transactions in 
summary form and show the actual current assets, pre- · 
paid expenses, current liabilities, deferred credits to in
come, reserves, current liabilities, actual income, actual 
expenditures, and the current surplus or deficit. 

4. A uniform classification of revenue and non-revenue 
receipts by sources, which is to be observed by all bud
get units in transmitting monies and reporting on rev
enue receipts. 

5. A standard classification of expenditures by activities of 
the budget units. 

6. A standard classification of budget units by major func
tions. 

7. Such other accounts and records as the Commissioner 
of Finance may consider necessary to obtain needed in
formation relative to financial condition, financial oper
ations, and costs. 

8. Controlling accounts for receipts, payments, and state 
depositories entirely independent of those maintained 
by the Treasury.81 
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As documents evidencing financial transactions pass 
through the Division of Accounts and Control, they are subject to 
the review described above and are entered upon the appropriate 
records. The establishment of effective record-keeping in this 
Division makes it possible for the Governor to maintain control 
over the execution of the budget plan. 

FISCAL REPORTING 

The current information concerning the status and changes 
in all phases of the state's financial picture is employed by the 
Governor, the budget and finance officers, and departmental 
officials in the management of the commonwealth's activities. 
Under the provisions of the Budget and Financial Administra
tion Act dealing with fiscal reporting, the Division of Accounts 
and Control is required: 

1. To furnish each budget unit, within ten days after the 
close of each month, a statement of its appropriations 
and allotments showing all transactions recorded during 
the previous month and the balances as of the beginning 
and end of each month. 

2. To furnish the Governor and the Commissioner of Fi-

trActs 1934, chap. 25, art. 7, sees. 1 and 3: KitS 45.300. 
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nance, within ten days after the close of each month, a 
report containing: -
(a) a summary statement of the actual fina;nci.al con

dition of each-fund as of the close of the previous 
month; , . 

(b) a summary statement of the receipts and payments 
of each fund for the previous month and for the 
.current fiscal year to the close of the previous 
month; · 

(c) a summary budget statement for each fund showing 
the available cash balance as of the end of the pre
vious month, the amount of cash estimated to be re· 
·ceived from each source ·during the remaining 
months of the fiscal year, the total means of financ
ing the .amount of unallotted balances of appropria
tions, the estimated amount of unliquidated com
mitments, and the estimated cash surplus or deficit. 

3. To file with the Governor, on or before the first day of 
October of each fiscal year, a complete report of the 
financial transactions of the preceding fiscal year and 
of the financial condition as of the end of that fiscal 
year, with such supplementary data and comments as 
may be necessary to make the report complete and easy 
to understand.88 

REVISED ESTIMATES OF RECEIPTS 

Important to budgetary administration is the analysis of 
revenue -collections as compared with the estimates in the budget 

-. plan and th~ interpretation of such data from the viewpoint of 
the plan's execution. If the state's expenditure program is to be 
properly coordinated with revenue collections, it is necessary 
that the original receipts estimates be revised whenever the need 
for. such revision is indica ted by· actual collections or by signifi
cant changes in the factors upon which the estimates were based. 
The revenue collection estimates are a 6iecisive element in guid
ing the allotment process. Effective utilization of the revenue 
estimates requires· sustained revisfon of the estimates and also 
requires m3.king the appropriate entries to the general and sub
sidiary accounting records. 

T~e Department of Finance asks for quarterly revisions of 
revenue estimates- from the Department of Revenue when the 
revisions appear to be necessary; and it has been' a general prac
tice for the Revenue Depp.rtment to submit revisions at the be- . 
ginning of each fiscal year whether called for by the Finance 
Department or not. 

a Acts 1934, chap. 25, art. 7, sec. 2: KRS 45.320, 



CHAPTER VIII 

KENTUCKY BUDGETING, 1918-1944: RESUI\IE 

Although Kentucky endorsed the budget idea as early as 
1918, it was not until after 1936 that the state installed a budget 
s~·stem which would aid financial administration in any sub
stantial degree. 

A thoroughgoing budget procedure demands that a compre
hew.;ive financial plan, encompassing all anticipated activities of 
the state for the future fiscal period, be carefully formulated 
and executed. Budgeting practices in Kentucky from 1918 to 
1934 failed to conform to this criterion for several reasons. (1) 
The revenues of the state were largely restricted by law for 
specific expenditure. Because of the earmarking of taxes and 
othrr receipts, the budget authorities and the legislators could 
plan, or budget, only a small portion of the state's financial 
transactions. (2) No_ public official during this period was 
pointedly responsible for either preparing or administering a 
budget plan. A Budget Commission of three administrators was 
charged with the task of submitting a budget to the General 
Assembly for its consideration, but preparation of a budget was 
S('condar~· to other official duties for which each member of 
the Commission was primarily responsible. l\Ioreover, the 
framers of the budget laws did not envision the scope of the 
work involved in formulating a real budget plan, for they failed 
to provide the Commission wit11 adequate staff assistance. (3) 
The state's financial, structure was disintegrated; and no office 
had specific authority or the means to coordinate and control the 
finances according to a pre-designed plan, even if a comprehen-~ 
sive budget had been prepared. ( 4) Pinally, the accounting 
records did not produce adequate financial information neces
sary as a basis on which to build a budget plan and essential for 
~nrrent budget control. 

The 1934 General Assembly paved the way for establishing a 
serviceable budget system by abandoning to a large extent the 
old scheme of blanket authorization to· spend money, and thus 
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making it possible for the budget system to comprehend a greater 
portion of the state's financial transactions; by adopting the ex
ecutive budget philosophy, which made the Governor the respon
sible general manager of financial policy; and by installing 
budgetary control procedure. However, because the Governor 
was not in a controlling position with respect to state govern
mental machinery .and because the financial organization did 
not provide him with adequate technical as~istance, the budget 
system "limped" between 1934 and 1936. The Governmental 
Reorganization Act of 1936 integrated the major functions of 
government into departments um"j.er the Governor's supervision . 
and management and coordinated the staf£ services of adminis
tration into a single Department of Finance, which provided the 
Governor the technical assjstance necessary to prepare, present, 
and administer h}s budget. · 

Budgeting in Kentucky practice now. means planning pro
grams for welfare activities, for conservation·,, for education, 
and for all other functions which the budget system covers; 
ascertaining the cost of these programs; submitting to the legis
lature a proposed plan o£ financing the ;ork; authorization of 
the plan by the legislature; and carrying out the plan thus made 
·and approved. The state also provides for checking the execu
tion of the plan after it has been consummated. 

Aside from the outstanding fact that the Division of the' 
Budget in .the Department of Finance has not been elevated to a 
position in which it can effectively and continuously study the 
needs of the spending agencies and contribute maximum service 
to the Governor in planning expenditures, the authorized budg
etary resources have· been exploited with considerable success 
since 1936. The word "authorized" ·is emphasized because the 
General Assembly has not designed a completely comprehensive 
budget system. The statutes permit approximately three-fifths 
of all expenditures to be made by virtue o£ the fund which fi
nances'them, rather than by virtue of appropriations based on 
a budget. The chief examples of these extra-budgetary funds 
are the state road and the revolving, trust, and agency group. 
To the extent that receipts are earm.~rked by law for specific 
expenditure, the effectiveness of the budget plan is decreased. 
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Beginni11g with the 1!J38 lcgislati,·e session and continuing 
through each successive biennial session, the Governor has placed 
before the General Assembly a reasonably clear-cut fiscal plan. 
Br developing the extra-legal procedure of inviting the Legisla
tive Council to attend budget hearings and give advice with re
spect to estimates and policies which ought to he reflected in the 
executive budget, the Gon~rnors up to, but not including, 1944 
have heen singularly successful in getting their financial pro
~rams adopted in the General Assembly, and have thereby im
JWovrd budgeting practice. The commonwealth also has much 
r·ause for gratification regarding the control of finances exer
c·iscd after legislative appropriations have been made. This con
trol is made possible by authorizing the Governor through the 
Department of Finance to confine the expenditures of individual 
agencies to quarterly allotments based on approved work pro
grams and by an effective pre-audit of commitments to insure 
lrgality and the sufficiency of allotments before cash is disbursed 
hy the Treasurer. Another technique which the GoYernors have 
employed in connection with executing the budget plan is made 
possible by the appropriation of a fairly substantial amount to 
an emergency fund, which the Governor may spend to meet ex
l'rptional drmands. The 1936 act also separated the comptroller 
functions from the Offiee of the Auditor of Public Accounts 
and provi(lr<l for an effective post-audit of administrative ac
tiYities. A post-audit is an indispensable counterpart o£ suc
eessful budgeting since it affords a means of checking the stew
anlship and efficiency of the administrators who were charged 
with the execution of the financial plan adopted by the legis
lature. 

WhatrYer has been achieYed in budget administration since 
1936 has been facilitated by the fact that since that date the 
state has had a real accounting srstcm. The beginnings of the 
system date to 1934, "·hen provisions for its establishment were 
enacted. These provisions became a realitr after the Governor 
in 1936 had modern accounting techniques installed. 


