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SPECIAL REPORT OF THE FINANCE COMMISSION
FOR THE CITY OF BOSTON SUBMITTING THE
RESULTS OF A STUDY OF THE ACCOUNTING
SYSTEM OF THE CITY.

The Finance Commission
Boston, Mass., Jan. 31,
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and submits the following rep*
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Prior to 1982 the fiscal year of the city of Boston began on
May 1 and the municipal year began on the first Monday of
January. In 1889 an effort was made to have the fiscal year
and the municipal year coincide. This could be accomplished
by city ordinance, but before the adoption of such an ordinance
it was necessary to secure legislation that would enable the
city officials to carry on the business of the city and to provide
money to pay current expenses during the period from the first
day of the fiscal year until the appropriations could be made.

Chapter 320 of the Acts of 1889 was enacted to provide this
power and is as follows:

of chapter two hundred and sixtv-six of the
acts of the year eighteen hundred and eighty-five is hereby amended by
adding thereto the following: Except that at the beginning of the finan-
cial year, to meet the liabilities of the several departments incurred in the
carrying on of the work entrusted to them, until the city government shall
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otherwise order, expenditures may be made, liabilitiesmay be incurred and
payments made from the treasury from any funds therein, and the treas-
urer may borrow money in anticipation of taxes to provide funds. Such
expenditures and liabilities shall not exceed for each department, one-
third the entire amount appropriated for the department the previous
year, and shall be considered and reckoned as a part of the expenditures of,
and the money paid therefor as a part of the appropriations for, the cur-
rent financial year.

The change of the fiscal year by ordinance, however, did not
occur until 1892, and even then it was not changed to coincide
with the municipal year. The ordinance provided that the
fiscal year should begin on February 1, instead of May 1. The
municipal year continued to begin on the first Monday in Jan-
uary, until 1909, when it was changed by statute to begin on
the first Monday of February.

The accounting system in use in the city of Boston from its
incorporation as a city has been based on recepits and expendi-
tures only a cash-book system. No account is taken of in-
come until actually received, nor of expenses incurred until
they are actually paid. When the financial year closes, all bills
incurred in that year and not paid are disregarded as expenses
of that year. They are merged with and considered as a part
of the expenses of the following year. It is obvious that under
such a system it is impossible to apply the expense of a given
year to the appropriations of that year, or to determine whether
department heads have exceeded their appropriations.

In practice all payments made by the city for a month are
charged to what is called a general draft of the city auditor,
designated as of the first day of the month following its filing
with the treasurer, as, for example, “March 1 draft,” “April 1
draft,” and so on. In these drafts are listed all payments the
of the previous month.

When the fiscal year began May 1 and ended the following
April 30, there were twelve of these drafts for each year, one
for the first day of each month. In 1892, when the fiscal year
was changed to begin February 1, there was added an extra
draft, called the “January 31 draft.” This draft became the
twelfth and last one of the year and should contain a list of all
city obligations presented, approved and paid.

After the introduction of this “January 31 draft” there could
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be no further necessity for a draft the very next day, namely,
the “February 1 draft.” But the “February 1 draft” was con-
tinued and it now appears that the entire amount of the “Feb-
ruary 1 draft” in each year, beginning with Feb. 1, 1893, has
been charged to the appropriations of the new fiscal year, al-
though made up entirely of bills contracted in and belonging to
the fiscal year that closed the day before. The “February 1
draft,” therefore, has been the vehicle by which the indebted-
ness of one fiscal year has been carried over into the next fiscal
year for payment.

This merging of fiscal years lias made it impossible to know
from the auditor’s accounts what part of the appropriations of
any fiscal year was applied to the payment of obligations con-
tracted during the previous fiscal year, or what payments
covered the obligations contracted during a current fiscal year,
or the amount of expenditures contracted during a current fiscal
year but left unpa d at the close of that fiscal year.

The result now is a debt of between $3,000,000 and $4,000,000
in excess of appropriations available. Even the exact amount
of this debt cannot be determined at present.

The Finance Commission procured an opinion from the
corporation counsel on the legality of charging the February 1
draft to the new fiscal year. This opinion states very clearly
that the funds made available to carry on the city’s business
in the new fiscal year until the appropriations are made, under
chapter 320 of the Acts of 1889, cannot be legally used to pay
debts brought over from a prior year. A copy of this opinion
is annexed to this report.

This opinion of the corporation counsel may not be followed
by the city departments to w
any of them did not request it
corporation counsel may not ag
sent corporation counsel. The
has filed a bill (House, No. 55]
so as to prohibit expressly the

b it applies because they or
It may also be that a future

■ee with the opinion of the pre-
Finance Commission therefore
to amend chapter. 320 of 1889,
city treasurer from paying bills

brought over from a prior fiscal year with funds made available
for current expenses under this statute.

In determining the excess of actual income over estimated
income for a fiscal year in the city of Boston and county' of
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Suffolk, the total tax levy fc
standing that the total amoi

r that year is estimated, notwith
nt of a levy tax is never receivec

in the year in which it is levied. About 86 per cent of thecurrent tax levy is actually received. The actual income there-fore applied to the estimated income, item for item, never urn-* »cj pi U*

duces an excess of actual income over estimated income. Themethod by which the city authorities are able to show an excess
of actual income over estimated income is by estimating revenue
receipts, other than from taxes, lower than they should be esti-
mated and including as actualmated and including as actual income the taxes of prior years
collected, although taxes uncollected of prior years are not esti-
mated at all

A balance of appropriations returned to the city treasur
the departments at the end of
pression that the city has had
tion.

the fiscal year leads to the in
,n economical year’s administn

The auditor’s annual report for the last fiscal year

balances of unexpended appropriations amounting to $370 808,
These balances were mentioned by the mayor in his address to
the city council on Feb. 7, 1921, as follows:

The city also starts with a surplus of 13,817,250.61, the largest recordedm the history of the city government. This gratifying result was due to
various causes, among them the successful collection of taxes the bal-
ances oi appropriations, amounting to $370,808, returned by the city de-
partments, and the unexpectedly large returns from the income and
corporation taxe

The fact is, however, that at
above statement bills and other i
to, amounting to $1,137,000, had
present year’s appropriations on

the time the mayor made the
obligations of the year referred
been paid and charged to the
the “February 1 draft,” and

c

a still greater amount of the obligations of the fiscal year then
?losed the exact amount is unknown was later to be
-barged to or paid from the present year’s appropriations.

For many years, with one exception, the city has not had
any temporary loan in anticipation of taxes outstanding at the
;nd of the fiscal year, due to the fact that all the taxes of prior
years collected are used to pay current expenses. The results that very little or none of these taxes are made available any
■ear to lower the current tax rate. At the close of the present
ear the uncollected taxes will reach the sum of about $7 000 000.
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ihere is a bill (House, No. 736) now before the General
Court to empower the mayor and council to borrow, in antici-
pation of the uncollected taxes of 1921 and years prior therto, a
sufficient sum to pay the indebtedness of the city in excess of
the appropriations for 1921 when and as such indebtedness
becomes known.

The present accounting system in the city of Boston does
nor record uncollected revenue, or preserve the identity of the
annual tax overlay. The overlay is merged with the general
receipts of the city. Whether any of it that has not been applied
to abatements has been used for any other purpose is not shown
by the auditor’s books, although it could well be applied to a
variety of purposes that would not appear in the auditor’s reports.

The charter provides that the city auditor shall determine
the method of accounting to be used by the city. The Finance
Commission believes that the city charter should determine
the system of accounting to be used by the city.

There is now pending before the General Court a bill (House,
No. 944) which the Finance Commission approves and desires
to see and enacted into law. This bill provides that the ac-
counts of the city be rendered on an accrual basis of income
and expense rather than on a receipts and expenditure basis
merely, as at the present time.

The present system has tended to demoralize the accounting
in every department of the city. The fact that nothing affects
the records, except the receipt and payment of money, has led
the department heads to rely almost entirely upon the auditor’s
department for knowledge of their own departments.

This year one department had an appropriation of nearly
$1,000,000, the whole of which was necessary to take care of
its obligations of last year, but the mayor and the city council
did not know this when they made the appropriation. Another
department did not come within $200,000 of its actual expendi-
tures in reporting to the Finance Commission between the
issuing of two exhibits of the auditor a month apart.

The Finance Commission at the beginning of the present
fiscal year inquired of the different departments as to what
bills they had outstanding. Ten weeks elapsed before the last
department had replied to that inquiry. None of them replied
promptly and most of them were many weeks in furnishing the



[Feb.HOUSE No. 1304.6

information. An inquiry of the city treasurer, made on Dec.27, 1921, as to how much money he had on hand, from what
sources it had been received, and how much of it was unap-
propriated money, has not been answered as yet. The fact is
he cannot answer this inquiry because his records do not pro-
vide the necessary information.

The Finance Commission believes that if the fiscal year is
made one in fact, instead of one in theory only, as has been
the case for so long, with the accounts of the city kept on an
accrual basis, with each department operating an independent
set of accounts, and with proper control of purchases, the fin-
ances of the city will not only be easier to understand, but
great economies will result.

In 1916 the segregated budget was established by ordinance
in the city of Boston on the recommendation of a special budget
commission appointed by the mayor to consider the question.
The segregated budget requires department heads to state at
the beginning of the year the divisions and amounts into which
the appropriations requested are to be divided. The mayor
and city council thereafter appropriate separately the amounts
in these divisions. In recommending the adoption of the segre-
gated budget system the special commsision discussed the sub-
ject of transfers of appropriations from one item to another in
the budget and stated: “Attention has been directed to the
fact that the city auditor and the mayor can, by exercising
their charter power of transfer, defeat the proposed or any form
of segregated budget.”

This warning has not been heeded. The budget has now
been in operation six years and through the allowance of trans-
fers has become, except in respect of salary items, of little
value. The following tabulation shows the number of transfers
made annually from 1916 to 1921, both inclusive:

Transfers within Departments.
1916- 1,406
1917- 3,017
1918- 5,756
1919- 1,600
1920- 2,177
1921- (to Jan. 30, 1922) 1.331
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The experience of the past five years has shown that the
segregated budget may be made an aid to extravagance rather
than a check upon it, because of the ease with which depart-
ment heads can obtain transfers from one item to another and
even from one department to another. Moreover, transfers
easily obtained render unnecessary any thoughtful stiuiy by
department heads in the preparation of their budgets at the
beginning of the year.

In some departments it has become the practice at the end
of the year to gather all unexpended items in the budget into
one fund so easy is it to obtain transfers and to expend
this sum for a purpose not mentioned in the segregated budget.

For example, during the last three years one department has
purchased one or more automobiles each year after December 1,
although these purchases had not been provided for when the
budget was made up. This year one department undertook
early in the year an expenditure amounting to more than
$5,000, which was purposely not provided for in the budget,
and was assured by the mayor that if there was not money
enough in the balances under the different items of the segre-
gated budget of this department at the end of the year, he
would transfer sufficient funds from some other departments
to meet the liability.

There should be few transfers from one item to another of
the budget before December 1 of each year, yet these transfers
begin as early as May in each year.

The Finance Commission recognizes that transfers may be-
come necessary, both from the reserve fund and from item to
item within a department, but unless these transfers are scru-
tinized carefully and department heads are required to show a
necessary, urgent and unforeseen reason for each transfer, the
segregated budget system as an aid to economy and efficiency
not onlv fails, but becomes an inducement to extravagance.

The Finance Commission believes that no city official ap-
pointed by the mayor can maintain an impartial attitude to-
ward requests for transfers of budget items, particularly if the
requests are endorsed by the mayor. The Commission further
believes that the chief executive of the city, who is responsible
under the present charter for the appropriation and expendi-
ture of all moneys, cannot maintain a firm and impartial



HOUSE No. 1304 [Feb,8

attitude toward requests for transfers from his own appointees,
especially during the last two months of the yes

The Finance Commission is authorized to investigate the de-
partments of the city. Since the adoption of the segregated
budget, it has annually scrutinized with great care the depart-
ment requests, item by item, and has rendered a written opinion
each year to the mayor upon every item of the segregated
budget for each department. These reports have been an ef-
fective instrument in the hands of the mayor with which tc
reduce unnecessary requests for appropriations by department
heads. The data and experience thus annually gained by the
Commission, taken with its power of investigation, which in-
cludes authority to administer oaths and require the attendance
of persons and the production of papers, render it peculiarly
fitted to pass upon transfers under the segregated budget sys
tern.

The Finance Commission has filed a bill (House, No. 56
with the General Court to amend the charter so as to provide
that all transfers, except from the reserve fund, shall require
the approval of the city auditor, the Finance Commission and
the mavor

Respectfully submitted

MICHAEL H. SULLIVAN, Chairma
JOHN F. MOORS,
J. WALDO POND
COURTENAY GUILD,
JAMES M. MORRISON

The Finance C
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■y of Boston, Law Department,

smont Street, Boston, Dec. 18, 1921.
Cr

73 Tr

Hon. Michael H. Sullivan, Chairman, Boston Finance Commission,
'Fremont B Boston

Dear Sir : In your letter November 2 you requested my
opinion whether section 6, chapt 266, Acts of 1885, as amended

authorizes the city treasurer to
pay obligations brought over from the prior fiscal year in exces;
of the balances also brought ov'
the annual appropriations are m

The statute in question reads

r from the same year, before
ade.

as follow

and all the executive powers now
h, as surveyors of highways, county

The executive powers of said city
vested in the board of aldermen, as su

; and hereby are vested in the mayor,
ifficers and boards of the city in their
sneral supervision and control. Such
pective departments, make all neces-
of labor, the supply of materials and
air of all public works and buildings,
,nd management of all public works,
ierty, and the direction and control of
business of said city. They shall be
iper discharge of their duties to the

, whose duty it shall be to secure the
iduct of the entire executive and ad-

commissioners, or otherwise, shall be
to be exercised through the several
respective departments, under his g'
officers and boards shall, in their rei

sanr contracts for the employment
the construction, alteration and rer
and have the entire care, custody
institutions, buildings and other pro;
all the executive and administrative

mntable for the pr
the chief executive officer

honest, efficient and economical cor
ministrative business of the city, and the harmonious and concerted action
of the different departments. Every contract made as aforesaid in which
the amount involved exceeds two thousand dollars shall require the ap-
proval of the mayor before going into effect, and no expenditure shall be
made nor liability incurred for any purpose beyond the appropriation duly
made theretor.

Except that at the beginning of the financial year, to meet the liabilities
of the several departments incurred in the carrying on of the work entrusted
to them, until the city government shall otherwise order, expenditures may
be made, liabilities may be incurred and payments made from the treas-
ury from any funds therein, and the treasurer may borrow money in
anticipation of taxes to provide funds. Such expenditures and liabilities
shall not exceed for each department, one-third the entire amount ap-
propriated for the department the previous year, and shall be considered
and reckoned as a part of the expenditures of and the money paid therefor
as a part of the appropriations for, the current financial year.

The words of the second paragraph are those added by the
amendment ol 1889.

chapter 320, Acts of 1889,
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The question which you ask me is one of great importance
and has received from me the most careful consideration. The
language of the statutes in question and of the other legislation
dealing with the city finances (see especially charter amendments,
St. 1009, c. 486, § 3) is far from clear, and it has been the settled
practice to treat the city finances, the obligations of the city and
the appropriations for carrying on the various departments as if
the financial year coincided with the calendar year. The ex-
penses incurred in January of each year have been paid out of
whatever moneys were available after the beginning of the suc-
ceeding fiscal year on the Ist of February without regard t(
their relation to the appropriation in which they were theoreti
cally based. Only twelve month
fiscal year, for the January befor
that fiscal year and the January
carried over to the next fiscal ye
1920, were paid in the fiscal ye;
the bills incurred in January, 19:

expenses are paid in any one
; a fiscal year begins is paid in
at the end of a fiscal year is

ar. Thus the bills of January,
r beginning Feb. 1, 1920, and
51, were paid in the fiscal year

beginning Feb. 1, 1921. I have not attempted to ascertain how
this practice originated, but it has existed without a break for
the last twenty years, and during that time has been acquiesced
in by every successive administration and by all branches of the
city government

In my judgment, however, the statutes do not warrant the
established practice. The purpose of the city charter and the
amendments thereto, in connection with which the acts referred

to must be read, is to limit the expenditure of the municipal of
ficials of Boston to such amounts as have been appropriated 1
the mayor and city council and to make it possible to know in
each year for what the money raised by taxation has been spent
what are the amounts of such expenditures, and what is the

These purposes are to a great
be adopted which allows ex-
of an annual appropriation to

financial situation of the city,
extent nullified if a construct^
penditures substantially in exce:
be carried forward and paid out of the available funds in the
succeeding fiscal year, even if no balance of the appropriation
remains for that purpose. It is manifest that this would allow,
by the simple process of holding back bills, the creation at the
end of a fiscal year of a large apparent balance of free cash which
had no real existence. It would allow an out-going administra-
tion, which might be corrupt or extravagant, to cripple an in-
coming administration by the creation of obligations to meet
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which the outgoing administration left no available funds. It
would make it substantially impossible at any given moment for
any one to tell by the city’s books and appropriations just what
was its financial condition. It cannot be supposed that the
Legislature intended any such results, and in spite of the clumsy
wording of the amendment of 1889 its purpose is plainly apparent.
That purpose was to allow the various departments, at the be-
ginning of the financial year, to carry on the work wTiich they
were authorized to do during the interval that must necessarily
elapse before appropriations could be made. It must be read as
authorizing only the payment of liabilities created after the new
financial year has begun. Such is the fair interpretation of its
language. The words “Except that at the beginning of each
fiscal year . . . until the city government shall otherwise order” —

limit the time when the granted authority shall be exercised.
The words which follow “expenditures may be made, liabilities
may be incurred and payments made from the treasury from any
funds therein, and the treasurer may borrow money in anticipa-
tion of taxes to provide funds” —show just what authority is
granted. They plainly refer to expenditures, libilities or pay-
ments incurred after the beginning of the financial year. There
is nothing in the act expressly referring to liabilities incurred
before the financial year, and the clause between the commas.

- “to meet the liabilities of the
the carrying on of the work en-
ily only intended to show the
dlities and payments authorized,
on the current work of the de-

beginning in the second line,
several departments incurred in
trusted to them,” —is obvious
purpose of the expenditures, Hal
namely, those required to carry
partment.

If I am correct in this opinion steps should be taken as promptly
as possible to modify the existing practice. It must however, be
recognized that to make a change which will satisfy the law is
not a simple matter. The provisions of the charter (1909, c. 486,
§ 3) allowing the transfers in appropriations, the fact that all
moneys remaining from the various appropriations have been
considered as becoming part of the general funds of the city at
the close of the financial year without regard to the outstanding
obligations, and many other effects of the course which has been
followed must be carefully considered. A radical change in long-
established usages, dealing with matters as complicated as the
financial organization of a great city, however proper and ad-
vantageous it may be, cannot wisely be made suddenly nor with-
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out careful consideration of its practical effects. It is at leastpossible that some further ordinance, and it may be some furtherstatute provisions, will be desirable.

Respectfully yours

ARTHUR D. HILL,
Corporation Counsel.
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moanvine; the petition of Michael H. Sullivan relative to the piAccompa
iisposit

uncollected taxes in said city. Municipal Finance

AN ACT
To Provide for the Payment of Certain Indebtedness of the

City of Boston and the Disposition of Uncollected Taxes in
Said City.

Be it enacted by the Senate and House of Representatives in

General Court assembled, and by the authority of the same, as

follows:

1 Section 1. The mayor and city council of the city of
Boston may appropriate from the excess of income actuallj
received over the income estimated for the fiscal year nine-

4 teen hundred and twenty-one and nineteen hundred and
5 twenty-two, or from a loan within the debt limit as fi

law or from a loan in anticipation of the receipt of outstand

No. 736HOUSE

Ctie Commontuealtt) of Massachusetts.

In the Year One Thousand Nine Hundred and Twenty-Two.

to pay all salaries, wages, invoiceins taxes, the funds n
if Boston and county of Suffoll8 and bills due from the city

9 and the school committee c
10 the appropriations made by
11 Suffolk and the school con-
-12 the fiscal year nineteen hun
13 hundred and twenty-two.

f the city of Boston in
the city of Boston, the county of

tee of the city of Boston for
Ired and twenty-one and nin
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1 Section All taxes assessed on polls, personal property2 and real estate in the city of Boston and uncollected at the3 end of a fiscal year, beginning with the end of the fiscal year
4 nineteen hundred and twenty-one and nineteen hundred ando twenty-two, may be used temporarily by the city treasurer
6 when collected for that part
7 their collection, but shall be
8 first day of the fiscal year fc
9 then be applied by the assei

10 rate for that year.

of the fiscal year remaining after
replaced in the treasury on the
flowing their collection and shall
isors to the reduction of the tax

1 Section 3. Phis act shall take effect upon its passage
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In the Year One Thousand Nine Hundred and Twenty-Two.

AN ACT
To provide for a Change in the System of keeping the Accounts

of the City of Boston and County of Suffolk.

Be it enacted by the Senate and House of Representatives in
General Court assembled, and by the authority of the same, as

follows:
1 Section 1. Section twenty-three of chapter four hundred

ightv-six of the acts of the year nineteen hundred and nine
ut the first sentence of saidis hereby amended by strikin

section and substituting in place thereof the following:
There shall be installed and maintained by the city auditor

6 in the departments of the city of Boston and county of Su
7 folk a svstem of accounting on the accrual basis for incom

■ction twenty-three shall read as
; shall be installed and main-

8 and expenditures; so that
9 follows: Section 23. Th re

10 tained by the city auditor the departments of the city ofm

11 Boston and county of Suffoll m of accounting on the
12 accrual basis for income and expenditures. The auditor ma

13 require any person presenting for settlement an account or

14 claim against the city or county to make oath before him in

Ctie Commontoealtf) of fpassacJnisetts

Accompanying the petition of Michael H. Sullivan for a change in the
system of keeping the accounts of the city of Boston and county of Suf-
folk. Metropolian Affairs. January 18. Municipal Finance. Febru-
ary 6
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15 such form
16 count or c

as he may prescril
aim. The willful
d punishable as s

prescribe as to the accuracy of sych acc

making of a false oath shall be
le as such. The auditor may disallow,|ur

whole or in part, any claim on theand refuse to pa
19 ground that it is fraudulent or unlawful and in that
20 shall file a written statement of his reasons for the fusal

TI t twenty-hve of chapter four hundredundr

1 the .year nineteen hundredthe act

her triking out the word, “ un
third d fifth lines, and substituti

o the word:
6 auditor sh

The
h head of departmentturn

tat

8 that department, and he shall furnish to the mayor and ci
9 council a statement of the available balances of all the depart-

10 ments. He shall furnish quarterly to the city council an itemizec
1 statement showing the amount of money expenc b

12 mayor and the city council for contingeitmgent expe

1 Section 3. This act shall take effect upon its passa


