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ED I T O R I AL . D E P A R T M E N T N O T E
In th is Bulletin we a re pu blishing two articles on governmenta l accounting. In these days of hu ge governmental expenditures, high tax rates and
mou nting pu blic debts there is gr ea t n ee d for t he sa me type of control over
public expenditu res that has proven so valuable to business concerns.
Especially is this tru e in connection with the ma ny new activities and projects
tha t ha ve been springing u p so ra pidly in the la st few yea rs. T he ta xpa yers
have a right to know how their money is being spent and to know that
the expenditu res are being properly controlled. Public officials should consider themselves accountable to the people in the same sense that corpora te
directors and officers are held a ccountable to stock holders. T he two a rticles
presented in this issue explain how a federal agency and a T exa s county
have met this problem of controlling expenditures.
Du ring the su mmer of 19 3 4 Professor Jeremiah Lock wood of the Wha rton
School of Finance and Commerce of the University of Pennsylvania was
employed by the Tennessee Valley Au thority. Ou r first article is a result
of the first -hand information which he acquired while on this work . Pro iessor Lock wood has for several yea rs been associated with the University
of Pennsylvania. After completing work for the B. S. and M. S. degrees
at the Wha r ton School of Finance and Commerce he continued with his
Alma Ma ter as Instructor in Accounting. In 1922 he was made Assistant
Professor , a nd in 1931 adva nced to the position of Associate Professor. In
addition to his professorial duties, Professor Lock wood has served as Controller of the Gira rd Automobile Co. and as Secretary- T rea surer of the
Bu rnsha w Motor Co. H e is a Pennsylvania C. P. A. and co- author with
Willia m D. Gordon of Modern Accounting Systems pu blished by John Wiley
& Sons.
In ou r seco nd a rticle we ha ve a descriptio n of the bu dgeta ry co ntrol pla n
used by the T exa s County in which Hou ston is located. H. L. Wa shbu rn,
the author of this article, is a native citizen of T exa s. H e studied at the
University of T exa s, a nd was thereafter connected with the Alexican Na tiona l
Railway and later with the Sou thern Pacific. T o qualify himself to be
Cou nty Auditor, Mr. Wa shbu rn stu died la w a nd served wha t rea lly amou nted
to an a pprenticeship in county ma tters by holding the office of Chief Clerk
to the Cou nty Clerk of Ha rris Cou nty with direct cha rge of cou nty fina ncia l
ma tters. H e was appointed Au ditor of Ha rr is County in 1913 by the
Board of District Judges, and has been reappointed biennially without a
dissenting vote for ten consecutive times.
In 1927, Governor Moody and State Highwa y Cha irman Sterling obtained Mr. Wa shbu rn's services to outline a system of accounting for the
Sta te Highwa y Depa rtment. His report was adopted, and in collaboration
with Mr. George Armistea d the system was installed, and has been in
successful operation since that time. Mr. Wa shbu rn ha s insta lled the bu dget,
accounting, purcha sing, inventory, road cost accounting, and other systems
for the Cou nty. He is Au ditor for the na viga tion district, dra ina ge districts
and common school districts. T he paper was presented at the Houston
Chapter on November 8, 1933.
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S O M E P H A S E S O F T . V. A. ACCOUNTING
By Jeremiah Lockwood,
Associate Professor of Accounting, University of Pennsylvania
the past 18 months the thinking people of this nation
D URING
have manifested an unmistakable interest in the messages of
President Roosevelt and in the laws enacted by Congress to give
effect to his conceptions of a New Deal for the American people.
Hundreds of thousands of words have appeared in print explaining and praising or condemning the laws and the agencies and
organizations created to carry out the wishes of the Congress.
Billions of dollars have been and are being expended by these
numerous agencies in the process of making the New Deal effective.
Judgments as to whether these billions, secured by taxation and
borrowings, have been and are being wisely expended will ultimately rest with the American people who will be called upon to
shoulder the burden. But judgments as to whether the various
agencies are operating economically or extravagantly cannot be
made intelligently until all the evidence has been assembled and
analyzed. The assembling and analyzing of this evidence is one
of the functions of the accountant.
The purpose of this paper is to present to a specific group, the
members of the accounting profession, a summary of the organization, operation, general accounting procedure and accounting
problems pertaining to one of the governmental agencies, namely
the Tennessee Valley Authority.
The Tennessee Valley Authority, or the T. V. A. as it is more
commonly known, is a corporation, created by Act of Congress,
approved May 18, 1933• As a corporation it has been endowed
with the usual powers except that it does not have authority to
sell stock. The Board of Directors is authorized to sell serial bonds,
not exceeding $50,000,000 on the credit of the United States, the
bonds to be issued and sold in amounts and at such prices as may
be determined by the Secretary of the Treasury. An additional
amount of $25,000,000 has been appropriated by the Congress
and the President to assist in carrying out the plans formulated
for the fiscal year ending June 30, 1935•
What is the T. V. A., and what is its sphere of operation?
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The Corporation, according to the Act of Congress creating it, has
been established for the following purposes: to improve the navigability of and for flood control of the Tennessee River; to provide
for reforestation and proper use of marginal lands in the Tennessee Valley; to provide for the agricultural and industrial development of the valley; to produce and distribute electric power; and to
provide for the national defense by the creation of a corporation
to operate the Government properties located at Muscle Shoals,
Alabama. Its sphere of operation extends over a territory of
40,000 square miles drained by the Tennessee River. Within this
area are 2,000,000 inhabitants who will be benefited directly and
indirectly through its activities.
Within the relatively short period of its existence the Board of
Directors has welded together a rather remarkable organization.
The employes, numbering in excess of i i,000, have been recruited
from all sections of the Nation, and have been selected from a list
of over 15o,00o applicants ranging from the highly skilled technician to the lowly unskilled laborer. With the aid of this organization the rather general purposes for which the T. V. A. was
formed are becoming very concrete. Projects of startling definiteness are being undertaken, and if carried to completion will benefit
not only the inhabitants of the Valley but those of the Nation
as well. Dr. A. E. Morgan, Chairman of the Board of Directors,
in a radio address over N. B. C. stations on May 21, 1934, stated
"the Authority is undertaking, in this limited region, to bring
order and design into our social and economic life. It is endeavoring to develop the habit of managing our economic resources with
respect for the interests of our neighbors as well as of ourselves
and for the future as well as the present. Only in that way can the
whole population rise to a new level of economic well being... .
The Tennessee Valley Authority is endeavoring to work out ways
by which local industry can grow up to balance local agriculture,
in order that these people may use their surplus time, their natural
resources and cheap electric power to achieve a far higher level
of comfort. If this can be done, the young men of this region will
cease to compete with the unemployed in our great cities, and the
employment situation of the entire nation will be relieved." The
T. V. A. is not only an emergency agency, it is also an experiment
in social and economic planning.
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Inasmuch as the type of problems encountered and the organization created to solve these problems influence the organization
and operation of the accounting department, a synopsis of the
nature of the work and an outline of the general organization
charged with the responsibility of carrying out the work will be
undertaken.
Programs and Projects
All activities of the Authority have been classified under four
major programs. These programs are identified as follows:
(a) water control, (b) water utilization or power development,
(c) fertilizer, and (d) regional development. It will be noted
that these descriptive titles correspond very closely to the purposes
outlined in the Act of Congress previously referred to. Each
program is subdivided into many projects, some fairly simple and
involving rather small outlays, others rather complex and calling
for the expenditure of millions of dollars. A tremendous amount
of preliminary work is necessary before any funds can be directly
expended on the larger projects. Work must be planned long in
advance of its execution and the various phases of the projects
of each program must be coordinated with respect to each other
and with reference to the projects of other programs. The construction of a dam, for example, requires geologic and engineering
surveys, determination of the reservoir basin, acquisition of the
necessary land, the clearing of the land acquired and perhaps
relocation of existing facilities such as railways, highways, towns
and cemeteries, the construction of highways to the dam, the building of dormitories or construction camps to house the workers, etc.
Projects of this character must be completed before or during the
work of building the dam.
The Water Control Program, mentioned above, includes many
of these projects and the construction of several dams, notably
those at Norris, Tennessee and at Wheeler, Alabama. With approximately 5o projects under this program provided for in the
current budget and with prospective expenditures ranging from
$ 5 0 0 for architectural plans for a water filtration plant to
$8,000,00o to be expended on the direct construction of Wheeler
Dam in Alabama, the need for an effective financial and cost con 145
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trol is evident. The Power Program contemplates heavy expenditures for acquisition of existing facilities, for the construction of
substations, transmission lines and rural lines in Mississippi, Alabama and Tennessee and for servicing and maintaining facilities
owned or to be acquired. The Fertilizer Program involves projects
for the construction and operation of electric furnace fertilizer
plants, and the leasing, proving and development of phosphate
lands. The Regional Development Program while not financially
as spectacular as the Water Control and Power Programs, is
probably the most interesting from a social and economic standpoint. Budgetary provision has been made under this program
for agricultural development, including agricultural research and
demonstrations and relocation of farm families now located on
sub - marginal farm lands; for industrial development including
surveys of industries, promotion and development of small industries, and industrial and power market studies; for forestry
development including classification of forest lands, forestry education, construction and operation of nurseries and for soil erosion
control and reforestation. This program also contains appropriations for social development projects such as studies in public
health, malarial control and health and sanitation in general; for
training employes in arts and crafts, dairying, gardening and other
vocational activities; prospective expenditures for a continuation
of the work at the model town of Norris, comprising the construction of homes, park and swimming pool, educational supervision,
police and fire protection and many other town maintenance activities. Regional plans are being developed for other sections of
the Valley and come within the scope of this most interesting of
programs.
Contemplated expenditures running into the tens of millions of
dollars for the kinds of activities outlined above, present many
challenging problems to T. V. A. accountants engaged in controlling appropriations, devising forms, building systems, accumulating cost and financial data, determining costs, auditing expenditures and preparing financial and operating reports. This is truly
a herculean task when one considers the rapidly expanding nature
of the work, the necessarily frequent revisions of programs and
the necessity of providing information for executives of widely
varying experiences and viewpoints.
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General Organization
How is the T. V. A. organized to direct and to execute the programs and projects, a few of which have been so briefly discussed?
The Authority's activities are centered in the hands of three
Directors appointed by the President of the United States and
serving for three, six and nine years, subsequent appointments
being for nine years. These Directors have sole power to select
all other officers, agents, executives and employes. The Directors
have built up a series of administrative, service and operating
organizations, known as divisions, to carry out the policies which
have been adopted. The principal divisions are known as Coordinator, Personnel, Materials, Finance, Legal, Information,
Service Engineering, Transportation, Land Acquisition, Reservoir
Clearance, Training, General Engineering and Geology, Land
Planning and Housing, Construction and Maintenance, Chemical
Engineering Research and Development, Electricity, Fertilizer and
Muscle Shoals Plant.
The Directors are answerable only to the Congress and to the
President. Upon them has devolved the responsibility of building
a functioning organization, of formulating policies and of developing the major programs and projects of the T. V. A. The Office
of Co- ordinator indicates by its name the functions which it performs. Questions of departmental jurisdiction, and minor policies
are also decided by this division. The Personnel division has jurisdiction over all employment, labor relations, safety measures,
medical service and personnel and employment records. The Materials division is charged with the responsibilities of purchasing all
material and equipment for all projects and storerooms and of
keeping records of all property owned and its location. The
Finance division has charge of all phases of accounting and financial planning including all of the phases of budgets, preparation of
project authorizations and allotment releases and also all financial
work in connection with receipts and disbursements. It accumulates, audits, and records all financial and operating facts of the
Authority. The Legal department prepares necessary legal documents and renders legal advice and opinions when called upon.
Information for press and public relative to the various activities
of the Authority is released by the Information division. En-
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gineering Service division is in charge of surveys for reservoirs,
surveys for construction camps, highway relocation, surveys and
maps for transmission lines, renders technical assistance on soil
erosion and prepares maps and charts of many kinds. The Transportation department must have available at all times the necessary
automobiles or trucks to transport men and materials to locations
where needed. Fairly detailed records pertaining to trucks and
passenger cars, their location, mileage and repairs are kept by this
division. Contacts, options and contracts for purchase of land
required for reservoirs, dams, transmission lines, etc., are made or
secured by the Land Acquisition division. The division known as
Reservoir Clearance must see that lands purchased for reservoirs
are properly cleared before the lands are flooded. Employe training is supervised by the Training division. Basic engineering and
geologic studies and investigations relating to mineral resources,
navigation, flood control, geology, etc., come within the province
of General Engineering and Geology. Architectural plans for
houses at Norris, recreation centers, dormitories, renovation of
buildings, approach roads to dams, relocation of bridges and
schools, and landscape designs are made by the Land Planning and
Housing section of the organization. The Construction and Maintenance division builds roads, moves cemeteries, builts homes, construction camps and recreation halls, renovates buildings, etc., for
the Authority. Chemical Engineering has charge of agricultural research work. The Electricity and Fertilizer divisions supervise the
many activities of the power and the fertilizer programs. The
maintenance of the nitrate plants, operation and maintenance of
workmen's cottages, roads and all projects centering in the vicinity
of Muscle Shoals are in the charge of the Muscle Shoals departments. Other organizational units exist to operate miscellaneous
activities such as the maintenance and operation of the various
Knoxville offices, the T. V. A. library, photographic shop, blue
print shop, health and sanitation, forestry and soil erosion, and
agricultural and industrial projects.
Accounting Organization
The accounting is under the supervision of the Controller, the
head of the Finance division. This division is sectionalized, a
minor executive being in charge of each section or department.
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The construction cost department, one of the divisions, accumulates, classifies and records the cost information. Another subdivision known as the voucher section is charged with the responsibility of auditing all invoices and making certain that they are
properly vouchered in accordance with government regulations
before checks are drawn in payment. There is also a payroll audit
section which is charged with the auditing of the payrolls containing the names of i i,000 employes who must be paid semi - monthly.
In the general ledger section the audited invoices are recorded, the
many summary reports are journalized, general ledger postings are
made and the financial and operating statements are prepared.
Costs for Wheeler Dam, for Norris Dam, for T own of Norris
construction, for employe training activities, for power and fertilizer production are accumulated in the field cost offices, then forwarded to Knoxville, where they are checked against the control
accounts and used in preparing financial and cost statements.
Another subdivision of the accounting department known as the
methods and systems section, initiates systems changes, designs
forms and works up manuals, procedures and account classifications for the various divisions of accounting. It also renders
assistance to other organizational units in the preparation of estimated project costs.
It is not the purpose of this paper to trace in detail the procedure followed in incurring liabilities, acquiring assets, incurring
expenses and accounting for revenues. Much of this accounting
work is routine. It is recorded in field offices, accumulated on
summary sheets, audited at Knoxville and then recorded in the
general books. Only a panoramic view of the accounting procedure with brief descriptions of the types of accounting problems
which arise will be presented.
Project Estimates, Authorizations and Allotment Releases
It should not be assumed that the millions appropriated by the
Congress to carry on T. V. A. activities are being or will be spent
in a reckless manner. Government funds earmarked for the
T. V. A. are allocated by the Directors of the Authority to projects
only after considerable thought and study. Prior to the beginning
of the fiscal year, executives of organizational divisions prepare
statements, called Project Estimates, of their budgetary require 149
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ments, and forward them to the Coordinator. Each Project Estimate shows the amount of funds required for personal services,
materials, supplies, equipment, land purchases, contract work, and
other expenses together with the anticipated revenues from the
project. A very complete statement of the purpose of the project,
procedure and steps in its development, organization required and
other factual information deemed necessary must accompany each
Project Estimate. The Coordinator, familiar with the plans and
policies of the Board of Directors, is in a very favorable position
to pass judgment upon the desirability of undertaking certain
projects, of determining their priority and of coordinating them.
For instance, a project estimate covering the construction of a
camp to be used in connection with the building of a certain dam
would be eliminated if the Directors had decided not to build the
dam in question. However, the long term program might require
that the dam be built, in which case other projects pertaining to
the dam, such as those calling for engineering surveys and acquisition of land for the reservoir, might be approved. Beside eliminating project estimates, reductions of the amounts requested are
made if amounts requested are deemed excessive or if amounts
requested for all projects in their entirety exceed the total available for all purposes. The amount finally approved by the Board
of Directors becomes the basis for the incurrence of obligations
and is known as the Project Authorization. The fiscal budget
of the T. V. A. is a summary of all Project Authorizations, which
have been approved by the Coordinator and the Board of Directors.
To exercise a more definite control than that provided by the
Project Authorization which covers the fiscal year, Allotment
Releases are provided for shorter periods of time, usually six
months or less. These Allotment Releases indicate the salaries,
wages, materials and supplies, equipment, other expenses, etc.,
which are expected to be incurred for the period of time represented by the Allotment Release. Approval of an Allotment Release automatically makes available some of the funds appropriated
for a project and tends to fix an upper limit upon expenditures
for any given project during the period covered by the release.
The tendency towards the reckless expenditure of funds upon
projects is held in check by this method of budgetary control, supported by an effective system of accounting control.
150
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Purchases
Purchases of material, equipment or contract services are made
only after advertising for bids, unless an emergency exists or the
amount involved is too small to warrant the expense of advertising.
All material purchased must be carefully inspected, counted or
weighed before being placed in the storeroom. A copy of each
purchase order is certified by the receiving clerk before the invoice,
which must also be certified by the vendor, is vouchered. Proper
records must be kept for partial deliveries, overages, shortages
and defective materials received. Postings of material receipts
are made to appropriately ruled stock record cards. Freight and
express charges are added and average unit prices determined
after each new lot of material is acquired. Materials are issued
only on requisitions which are priced and posted to the stock
record cards after which the requisitions are forwarded to the field
cost accounting offices to be recorded as charges against projects.
Each storeroom furnishes the general accounting office in Knoxville with a list of requisitions honored and charges made to serve
as a check against the field cost records.
All material invoices are audited and vouchered before being
recorded in the general voucher register. Material requisition
summaries are checked against copies of requisitions, proper
charges and credits determined and journal vouchers prepared
allocating the charges to projects, project controls, expense accounts or to storerooms, if materials have been transferred from
one storeroom to another. Charges to work orders and to projects
include, in addition to the cost of the material used, an additional
amount to cover cost of operating the storerooms. This additional
amount is a percentage of the value of the material used. The
return of material from jobs to the storeroom, return of drums,
containers and defective material to vendors, sale of material,
transfers from one storeroom to another involve considerable
clerical detail work, but do not present unusual problems
accounting procedure.
All equipment purchased must be inspected and invoices approved before vouchering, all vouchers being prepared in the
general accounting office. No detail record of equipment purchases is at present kept in the general accounting office as the
property accountability section of the materials division arranges
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for the numbering and tagging of all pieces of equipment owned.
Furthermore, this department keeps a record of the location of
each item of equipment belonging to the Authority.
Payrolls
Payroll forms containing the names of the employes are prepared from addressograph plates and forwarded semi - monthly
to division heads and field offices. In these payroll forms is
inserted necessary information pertaining to days or hours worked,
overtime, rates of pay, amounts earned and deductions to be
made. Names of employes who have been discharged or who
have resigned since the last pay period are eliminated by the
division head or field office clerks. If new employes have been
hired and are to appear on the payroll, their names are added. As
the task of preparing and auditing payrolls for over i i,000 employes twice a month is a task of considerable detail, the pay
periods are staggered, each department or field office being advised when the blank payroll forms will be forwarded, when
they must be returned and when checks for salaries and wages
will be issued. After the payroll forms are filled in and signed
by the division head they are forwarded to the general accounting
office where they are audited, and summarized. Journal vouchers
are then prepared showing the accounts to be charged. Checks
signed by the treasurer of the corporation and drawn upon the
Treasurer of the United States are issued to the employes in payment of services rendered.
In addition to recording material and payroll items many other
transactions must be audited and recorded. Vouchers must be
prepared and checks drawn to reimburse employes and agents
for travel and subsistence expenses incurred in the course of duty.
Depreciation entries must be made, inter - departmental service
charges must be audited and journalized, reports of services
rendered by divisions and chargeable against projects must be
scrutinized and journalized, and field reports must be audited
and checked against control accounts.
Cost Accounting
The general ledger accounts, many of which are control accounts, are supplemented by hundreds of other accounts in which
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are assembled charges against projects, or jobs. Most of the debits
consist of material, labor or service charges. Many of the projects are quite involved and a cost breakdown by features or subprojects is necessary if the accounts are to be significantly interpreted.
The difficulties arising in the assemblage of cost of labor and
material and apportionment of service charges may be illustrated
by reference to the group of accounts for Wheeler Reservoir and
Dam. This project is in reality a series of projects some of
which follow each other in point of time, while others are simultaneous. There are accounts for the various reservoir expenses;
highway construction charges; the dam and spillway; trash racks,
gates, hoists and valves; powerhouse and switching station; hydraulic, electric and mechanical equipment; and equipment used in
construction. These costs are inter - related with the many subsidiary projects and shop and service costs incurred in building
a dam and powerhouse. Auto truck and garage costs are incurred and must be allocated. Supply warehouses must be constructed and maintained, steam or electric shovel costs must be
accumulated and apportioned. Machine, carpenter and blacksmith
shops, cranes, and quarries, must be operated and costs ascertained. Is it worth while securing these costs or should they be
charged as overhead to the construction of the dam and powerhouse? If it be desirable to determine the costs of the various
features of dam construction, detailed records must be kept of
the costs of the various services rendered and spread equitably
over the sub - features of the dam construction. In addition administration and service divisions render invaluable aid in the construction of the dam and these costs must not be overlooked in
building up the cost statement. It is the duty of the construction
cost division to build up the cost data for each project and for
the sub - divisions of the larger projects.
Cost accounts are not only kept to record job or project costs,
but should be kept to record organizational costs, otherwise departmental efficiency may be sacrificed in the quest for accurate
job costs. For instance, what costs were incurred in operating
the Land Planning and Housing division of the Authority? How
much did this division spend for architectural services or supplies? How much for town planning? How much for regional plan 153
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ning? How much for administration? Then again it must be
determined why the architectural, town planning or regional planning expenses were incurred, and how these expenses should be
allocated to the projects. Job order costs may be used to determine the amount to be charged to projects in a case of this
kind.
The organizational costs incurred in the operation of the many
departments of an administrative and service nature are kept
separate from the project costs. Approximately 45o accounts are
necessary to keep track of the salaries, stationery, travel, depreciation, rentals and other expenses of the service and administrative organizations. Cards, properly punched, sorted and tabulated, accumulate this information, the totals being controlled by
means of general ledger accounts. The machine equipment used
in sorting and tabulating the accounting data pertaining to the
organizational units is also useful in securing much important
statistical and operating data for other purposes. Under the plan
of accounting in force, the cost of operating the various organizational units is obtainable as well as the cost of the jobs or projects.
Much of the cost information originates in storerooms, shops,
field offices, cafeterias, and in the offices of other divisions. The
various material and labor records must be checked, cost accounts
must be scrutinized and revenues collected from cafeterias, dormitories, commissaries, training projects, house rentals, sale of power,
etc., must be safeguarded. Weaknesses in the system of internal
check must be eliminated. Continuous audits by a trained staff
are made, errors in cost data corrected, and the system of recording costs strengthened.
Financial and Cost Summaries
The financial and operating statements received each month from
the field office accountants are consolidated with the general ledger
accounts in order that a picture of the activities of the Authority
as a whole may be obtained. The consolidated financial statement
is supported by statements showing costs of projects by subdivisions and by object of expenditure on a comparative basis.
Unit costs are also shown.
For the information of the Board of Directors, executives in
charge of projects, foremen and supervisors, the financial and
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cost statements are prepared to show the assets, liabilities and
net investment in each of the major programs as well as the cost
of each project and the cost of operating each organization unit.
Each executive is supplied with cost data pertaining to projects
or organizational divisions for which he is responsible. Monthly
statements are prepared showing Allotment Release balances and
project costs on a comparative basis. To the recorded project
costs are added unrecorded committments against the projects, if
any exist, in order that tendencies to overrun Allotment Releases
may be detected before actual overruns arise. If costs of a project are excessive when compared with the Allotment Release
pertaining to the project, a satisfactory explanation of the excess
costs incurred must be given before an additional appropriation
is made to complete the project. Budgetary control of costs is
thus maintained.
While Section 8(b) of the Act creating the Tennessee Valley
Authority requires that the "Corporation shall at all times maintain complete and accurate books of account," the Act provides
that a financial statement and a complete report as to the business
of the Corporation covering the preceding governmental fiscal
year shall be filed by the Board of Directors with the President
and with the Congress in December of each year. Provision is
made by the Act for an audit of the transactions by the Comptroller General of the United States at least once a year by personnel selected by the Comptroller General. A report of this
audit must be prepared in quadruplicate, one copy for the President, one for Congress, one for the Chairman of the Board of
the Authority, and one for public inspection to be kept at the
principal office of the corporation. Any transactions or conditions found to be in conflict with the powers or duties of the corporation are to be made the subject of special report by the Comptroller General.
The contemplated scope of this paper does not permit of the
discussion of many of the interesting accounting problems which
have arisen and are arising. The T. V. A. is still growing, problems of organization defects crop up, plans and projects developed
after a great deal of thought and care are being modified, while
unforseen conditions cause the postponement or abandonment
of other projects. In an enterprise of this nature, constantly
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growing and expanding new accounting problems must be hurriedly solved and incorporated into the general accounting scheme.
Budgetary control problems, new accounting classifications for new
projects, cost allocations, auditing procedures, development of
forms and reports, inventory control, safeguarding of revenues
arising in many parts of the Valley, the initiation of new projects,
all go on apace, while the personnel of the Finance division seeks
ways and means of assembling and using the accounting factual
material pertaining to the various phases of the many -sided
Tennessee Valley Authority.
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T HE HA RRI S C O UN T Y BUD G E T
By H. L. Wa s h bur n ,
County Auditor, Harris County, Texas
ONE of us knows when the first budget originated, but we

N all know that the idea of maintaining a balance between income and outgo has had to apply to everybody in some way since
the beginning. All of us are familiar with the budget in some
form and realize the soundness of its underlying principles. It
is recognized as one of the most common of accounting set -ups,
since it must enter into the everyday life of each individual, firm,
or corporation whether it be with reference to the individual with
no business, or with reference to a business which has reached an
advanced degree of refinement in its accounts.
We do know that any business which succeeds must be based
upon sound principles and that there is no principle known to
any business which is more sound or more essential to its success than the principle of the budget. This principle requires, in
effect, that the owner have the ability to estimate his revenue
accurately and to operate his business so as to sustain his estimates; and based upon past experiences, present and future markets, the trend of prices, the volume of work, and upon that
intangible thing known as human experience, he must be able to
guard his overhead and operation expense so as to make his actual
figures of income and expense balance, with some reasonable
profit if possible.
Business, then, was the first to exercise control in the form of
the budget and to develop it to an extraordinary degree. The
success of the business was dependent upon the success of the
budget for that business.
Public Budgets
It has been a reflection upon citizens generally that the great
public business was the last to take up budgetary control. The
larger the public business the later it was in budgeting its accounts. Cities first adopted the idea, then laws were enacted
providing for budgets for counties, then states slowly began to
place it into effect, and the Federal Government was the last unit
157

N. A. C. A . Bul letin

October 15, 1934

to adopt the idea generally and effectively. I say that this is
strange, not from the officers' view but from that of the citizen,
because there is nothing that increased the volume of taxes to be
paid more than the lack of intelligent budgeting in municipal
affairs. Taxpayers generally have given a great deal of attention to their individual budgets and to the control of business,
but have given little, if any, thought to the tremendous sums of
public money being expended which could have been controlled
and reduced under a well - balanced budget. These reductions
would have affected their personal and business budgets materially.
Historical Background

of the Harris County Budget

Sometimes figures serve to illustrate a point better than it can
be illustrated by words. It is not my intention to bore you with
a mass of data but it might not be amiss as I proceed to show
some of the results obtained by Harris County.
If adequate financial statements of Harris County had been
available at the close of 1913, they would have disclosed a floating
debt of $29 2,0 00 and would have shown that the sinking funds
of the County were not at standard; that there was no money
on hand to pay juror s; that the County borrowed money from
the banks for operating expenses and paid it back with interest
at the end of the year; that scrip was frequently used; and that
County operating expenses were extremely high. It had no accounting system or procedure, had no purchasing department, and
had no budget or any other method of financial control. The
County had a high tax rate and little or no recorded history of
its financial transactions. Cost accounting was unknown to it.
It must be understood that a budget in itself will not alone
operate to control expenditures entirely or even adequately. There
are other things needed to insure the accuracy of the budget and
to obtain effective control. An attempt will be made later to show
what some of these things are, but even to start a budget there
must be some history of preceding receipts and expenditures to
be used as a basis for estimating future expenditures. It was
necessary in 1913 to estimate what the County expenditures for
various purposes had been. Due to the condition of the records,
an effort could be made to analyze and classify these items only
from the paid vouchers.
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The Original Harris County Budget
The first budget which Harris County adopted was, therefore, a
very rough affair. Its expectancy in revenue was estimated and
only minimum expense requirements allowed. The floating debt
had to be cared for, the sinking funds had to be placed at standard,
and both had to be done with the revenue to be received within
the current budget year. The constitution of this state provides
that the expense shall not exceed the revenue, but this provision
had rarely been observed in Harris County. To get on a cash
basis in a short time is a painful political proceeding at any time,,
but no municipality ever got on a cash basis by stringing out the
attempt over a period of years.
B e e t s of the Installation of the Harris County Budget
The radical measures adopted caused considerable suffering in
various departments, some of it real and some fancied. The
principal grievance among officers was the alleged unwarranted
interference with what they considered as their right to operate
independently. However, salaries were reduced, construction
work was curtailed, certain departments were abandoned, and
bills were refused payment in cases in which the budget of the
officer would be exceeded. These methods proved effective although much opposition was encountered. The succeeding year
saw the overdrafts retired with a $74,000 balance left in the general fund, jurors being paid in cash instead of in scrip, and
a reduction of about 5% in the tax rate. Appropriate
accounts had been set up, some accounting procedure had
been devised, a purchasing department had been created, and
some respect had been obtained for the principles of the budget.
The effect of the budget and of those incidental provisions essential to its success are reflected by the operating expenses of those
early years. For the year 1913, operating expenses were $724, 000. As the County expanded there was a normal increase in
these figures, but it was not until 1 9 2 2 that the expenses of operation and maintenance of Harris County exceeded those for that
purpose in 1913.
Concrete results are always a strong factor in obtaining support for changes in administrative measures and the effective
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results produced from the use of the budget in its first year favorably impressed the taxpayers of this community. Public
support of the budget idea has been one of the main factors in
its success. The public has been informed of the revenues and
their sources and of the expenses and their purposes by the means
of published monthly reports and annual printed reports. Publicity of expenditures for political units is a great factor in obtaining economical administration. The newspapers gave generous
support, which has been continued through the years. This
county has grown by leaps and bounds since the adoption of its
first budget and a comparison of revenues and expenses of the
present day with those of 2 0 years ago is not apt, but it is interesting to know that the per capita cost of operation and maintenance now is around $3.2o exclusive of carrying charges on
bonded indebtedness while in 1 9 1 3 it was about $5.15.
Some of the results obtained by the use of the budget and
the adoption of other policies, such as the operation of a purchasing department, consistent accounting, and planning of expenditures, have been interesting. One illustration may be given: In
1913, the County borrowed money on which to operate and paid
interest to the banks. Since 1913, it has borrowed no money for
operating expenses, but has lived within its income. So far a s
the expense of operation and maintenance is concerned, the County
has been upon a cash basis which has tremendously increased the
purchasing power of its dollar. It has had money in the bank
with which to operate and this money has earned interest. It
may be of moment to know that this earning on County funds
in 2 0 years has reached about $758,000. If the County now
pursued the borrowing policy of 2 0 years ago, interest on funds
sufficient to operate it would run around $75,000 a year. This
illustrates better than words the practical effects to the taxpayer
of the cash basis of operation, as most of the interest earning
is attributable directly to it.
The County, in common with corporations and individuals, has
suffered with the depression. Its revenues have been restricted;
tax delinquencies have increased; its charitable obligations have
been greater. However, these things have been anticipated on
the occasion of the preparation of each budget to an extent which
still enables the County to operate on its cash basis. The County
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has reduced its tax rate for four consecutive years; it has the
lowest tax rate of any of the larger counties in Texas, yet it
operates institutions not found in many other counties and is
engaging in practically all municipal activities, while many other
counties are confined to a very few. The amounts expended in
this County exceed the amounts spent in other counties for charitable purposes. It is also true that this County has a larger population, a greater area, and more road mileage which normally
would tend to raise its expenses above those of other counties,
but as a whole this is not the case. These few facts are given
merely to show that the cash basis has not been maintained at
the sacrifice of efficiency or of normal activities. It has of course
been necessary to rearrange certain activities and to make reap portionments to conform to the altered conditions. This County
has not defaulted in the payment of interest or principal on bonds;
this is because it has never made the mistake in past years of
inadequate budgeting and of not keeping the sinking funds at
standard. A great number of counties in this state are in default.
They had made no preparation for contingencies.
Municipal Budgeting as Compared zenith Commercial Budgeting
It would seem at first glance that preparing a budget for a
county is no more involved than preparing a budget for a corporation, but let us consider the question for a moment. In the
first place, there is a distinct difference between the administrative officers of a municipality and those of a corporation. Changes
with the latter are infrequent and are usually for cause. The
policy of a corporation is that policy best suited to its business
and changes only when it is necessary in the interest of the business. With the county, officers may be changed each two years.
Incoming officers are frequently entirely ignorant of the administration of public affairs or have in mind untried ideas concerning
public finances. These changes offer resistance to the generally
accepted ideas of long -range planning. Taxes could be equalized
to a better effect if the plans of county operations might be made
to cover four or five years with annual budgets fitting into the
scheme, but with the elections changing the personnel and with
different ideas injected by these changes, long -range planning is
almost hopeless.
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The budget officer of a corporation is faced with making the
budget suitable to the needs of a compact organization, composed
of officers and employes working in a common cause for the interest of the corporation. The nominal governing body of a
county is its commissioners' court. The county organization
might be compared with a planet having a number of moons
revolving about it because a majority of the officers of the county
are elected and their duties, privileges, and emoluments are fixed
by law. They are responsible to the governing body in most instances only as to reports and minor matters. In many cases
even the salaries of employes of these officers are fixed and determined by law. A large portion of the expenses of government
is determined by the legislature. Many departments must be operated, maintained, and financed whether or not they are needed for
the best interest of the public. It happens therefore that in making
a budget for a county, the budget officer is confronted with many
complexities not confronting a similar officer with a corporation.
The county budget as recommended must include not only allotments made, based on the results of cost accounting methods and
a recorded history of past experiences, an estimate of future
requirements, and recommendations concerning activities to be
added to, or taken from, the existing order of things, but also
must include major items of money for salaries, departments,
and activities which are required by the law itself to be expended
and to change which the officer is powerless. These allotments
further must be grouped under fund headings to meet legal requirements, which further complicates the matter.
Revenue Statement
In most jurisdictions, the tax rate is first levied and, based upon
the theoretical production thereunder, a budget is made. This
theory is sound but it will not work practically for a county,
because there is an intervening period between the levy of a tax
and its collection, which can only be bridged by a surplus in
revenue or by loans in anticipation of collections. The tax rate
is established in August. It becomes effective in October. Taxes
can be paid until June of the succeeding year. There would be
no revenue available for the remainder of the current year if
the budget were made in August or at some later date in the year
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in which the tax is levied. The calendar year has therefore been
adopted as the budget year.
Taxes are collected in October and succeeding month. The
budget becomes effective on January i , and expenses incurred
thereunder may be paid in cash. Current tax collections extend
to June 3o, at which time nearly all taxes available for the current budget will have been collected. This makes it possible for
cash collections and budget requirements to go hand in hand.
Operation and maintenance expenditures must be spread throughout the year in order to avoid peak loads. This time control is
an important factor in any budget. Unusual items of expenditure
such as major construction, the purchase of equipment, or the
erection of buildings are planned so that payment therefor will
become due when revenue is available.
The revenue statement is now one of the most difficult of all
county financial statements to prepare. In normal times the
known percentage of delinquencies run smoothly but in times such
as the present, great latitude must be allowed because all averages
fail. The depression has caused the percentage of delinquencies
to increase steadily and care must be exercised to approximate
this percentage with reasonable accuracy —a thing difficult to do
twelve months in advance. Crop failures and many similar things
affect tax payments in certain areas. The revenue estimate must
not fail, else the budget for the ensuing year will be unduly
crippled — perhaps at an inopportune moment. Experience has
proved the need for a tentative budget six months in advance of
the adoption of the final budget, and in Harris County that practice has been followed. The tentative budget is simply a guide
upon which to base the tax to be levied and it is subject to radical
changes before the adoption of the final budget.
Preparation of the Harris County Budget
The method of preparation of the Harris County budget, notwithstanding these conditions, conforms to common sense requirements and to such standards as have been found.
Much difficulty was experienced in properly classifying public
receipts and expenditures. There are relatively few textbooks
upon the question of county finances. An inspection of records
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and reports in many states disclosed notable differences in nomenclature. Maintenance of roads in one jurisdiction meant one thing,
and in some other locality meant another. The purpose of an
expenditure is of prime importance but few classifications and
appropriate groupings are available. The classifications now used
in the Harris County Budget are standard if that term may be
used to convey the idea that the classifications conform to the
best known authorities. They are: General Administration; Administration of Justice, Charities— Direct, Charities— Institutions,
Cooperative Work, Libraries and Education, Taxation, Health,
Roads and Bridges, Debt Service, and Miscellaneous. Each of
these classifications in turn is separated into the departments
operating under it and the budget for each department and the
expense and amount available for further expenditure under each
budget can be readily located.
Each department is furnished a detailed statement of its expenditures for the preceding year, which reflects the total expended
under each classification. The department head is requested to
indicate major items appearing therein which will not be needed
in the current year and to indicate likewise those not appearing in
the preceding year which will be necessary for the current year.
Calculations concerning the department's ordinary expenses are
not recommended by the department head, but are made by the
budget officer, as he has more information on that subject than
the department head.
Cost accounting has entered largely into the system established
for this purpose and appropriate reports make available in minute
detail every bit of information needed for analysis. The population of institutions, their expenses, the per capita cost, and similar
important items concerning all such departments are available, and
the allotments are not made on a "hit- and - miss" basis.
Many years ago budgets for road maintenance were arrived at
simply. The court merely divided into four parts the total estimated revenue available for road purposes. The commissioner of
each precinct had one - fourth of the road funds to expend as his
budget regardless of the road mileage or the type of mileage in
his precinct. The size of his precinct did not affect his allotment.
The rural district had as much money alloted to it as the urban.
This is still the method of many counties.
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The installation of tabulating machines enabled the budget officer
to set up a system in this county whereby the cost of maintenance
or repairs of roads by types and by sections, and the average
maintenance costs for each mile of each type of road is known
and he has a record of these exact cost figures covering a period
of years. He arranges a budget for each commissioner of a
total sum reached by multiplying the mileage of each type of
road in each precinct by the known cost of maintaining that type.
This has had the effect of removing the preparation of the road
budget from politics and from speculation.
A tentative budget is made upon the return of all requests and
the result compared with the predetermined revenue estimates.
History records no time at which these requests did not exceed
the probable revenue. The filing of these requests is always followed by hearings before the budget officer and the Commissioners'
Court in order to eliminate the least essential items and bring the
total budget within the available estimated revenue. Following
these hearings the budget officer prepares the budget and transmits
it to the Commissioners' Court. It is then set down for public
hearing.
Publicity
I am a firm believer in publicity for public matters. In this
county, the tentative budget is released to the newspapers and a
date set down for public hearing. The law does not require the
budget to be advertised, but public interest has justified the newspapers in giving wide publicity to every item in it. Under this
practice, any person may learn the number of employes, the proposed salaries, and the proposed expenditures for any department
and is given an opportunity at these hearings to voice his approval
or disapproval of the proposed budget and his objection to the
inclusion or omission of any item. This publicity has proved to
be of decided advantage in curbing expenditures.
Accounts
Immediately after the final adoption of the budget, appropriate
accounts are opened for every allotment made and thereafter all
expenditures are charged directly to these budgets. The purchasing department acts in close harmony with the accounting de165
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partment and furnishes the latter with a copy of each purchase
order issued. The budget of the affected department is immediately encumbered with the amount of such order. In some
cases it is necessary to encumber the budget with the payroll for
the entire year, so that payrolls will be protected against requests
for purchases on the apparent available balances. This is particularly true in road precincts where free labor is employed. The
law requires upon the occasion of any purchase order, whether it is
an open order or contract, that funds be set aside to make payment when the claim becomes due. This law is local only and
under it any encumbrance is immediately charged to the budget
and no budget can be encumbered in excess of its total. This
prevents the award of more contracts than the funds will meet
and insures the payment of the claim when it becomes due. This
assurance to the contractor has resulted in lower prices to the
County.
Tabulating machines are invaluable in keeping these accounts
which would otherwise require a multitude of clerks. Complete
runs are available at all times for monthly, annual, or special statements. The facility with which, and the detail in which, these
statements may be compiled enables administrative and executive
officers of the County, as well as the public, to be fully informed
at any time concerning matters relating to County finances.

Budget Control
The first budget in Harris County was designed to give a total
for each department and a subtotal for each classification in the
budget for each department. This method proved to be too rigid
and later budgets are much more elastic as to the items that make
up each departmental budget, but almost nonelastic as to the total
for each department. The budget officer is faced on the one hand
with the need for continual transfers of small items in the case
of a non- elastic budget, and on the other hand with the possible
misapplication of funds by the department head for purposes other
than those for which the funds were granted.
No Harris County budget has ever been permitted to be exceeded as to its total. This control has been the main thing
which has enabled the County to preserve its cash basis. To
obtain control is one thing but to retain it is quite another. There
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is a constant clamor to incur expenses for items not included in
the budget. The desire on the part of many officers and employes
to expend heavily of the public funds while they are in office is
always a predominant factor in making trouble. Budgets and
economies are abstract things. Too frequently a political officer
must stand or fall by the showing he makes during his term of
office; therefore, he is not enthusiastic about money- saving plans
under which he must practice economies leading to the eventual
financial benefit of the public which might not materialize during
his term. Consequently, a tremendous public waste is incurred
each year by these causes, and from the petitions of local organized minorities interested in certain policies or activities.
Much criticism is leveled at the budget officer because of his
refusal to accede to these requests, yet if control is not maintained
the budget will fail.
Reports
Reports disclosing the original allotment to each department,
the cash expended during the month, the total expended during
the period, the outstanding encumbrances, the total expended and
encumbered, and the balance available for further expenditure,
together with appropriate revenue statements and analyses and
comment are prepared each month and are sent to the Commissioners' Court and published in a daily newspaper. In the event
of a threatened overrun of any account, the department affected
must immediately bring its budget back into line.
At the close of each year a more comprehensive report is filed
and made public. This report contains financial and statistical
data on every phase of County activity. Its completeness is made
possible by the use of tabulating machines and cost accounting
systems. Cards have been punched during the year concurrent
with the collection of the revenue and the expenditure of the
funds. The runs made from these cards enables most complete
analyses to be made of the County's activities, and of course not
only constitute an accounting to the public but also offer a basis for
preparing the budget for the ensuing year. By means of these
reports, each department head and the general public may be
fully informed of the financial affairs of the various departments
of the County government.
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Conclusion

It must be remembered that while the budget is the greatest of
all financial controls, with it must go adequate planning, a competent purchasing department, complete analyses, and thorough reports. But even these things are only devices through which a
better and more economical government may be obtained. It is
my judgment after some years of experience with county finances
that for the most part public funds are not greatly depleted by
losses from theft. It is waste, inefficiency, and politics that must
be watched. Waste takes many forms. It may be the retention of
men on the payroll after their services are no longer needed; it
may be the performance of work which is unnecessary; it may be
the paying of higher prices than private industries would pay. I
have always noticed the scramble at the close of the year to exhaust budget balances rather than to see them lapse. Harris County
has now and has had in the past many extremely well qualified
officers, but offices and deputyships in many cases have been filled
by men who have served no apprenticeship and brought to bear
few qualifications for the remunerative, responsible, and complex
positions to which they came. Counties do not have civil service
independently conducted through the medium of which qualified
employes may be retained.
The members of this association and other associations of
citizens and taxpayers must learn to exercise care in the selection
of and retention of qualified representatives for government.
Under our form of selection it is true that the voter must choose
from those who offer for public office, but men can still be drafted
for public service and you must direct your attention to the selection of men who have qualifications in technical matters pertaining
to the office as well as integrity and the ability to shake hands.
In this way, and in this way only, can cost accounting, budget
making, and the other tools of public financing which you strive to
perfect, be made to serve the public interest in the same manner as
these devices serve the private interest.
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