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FINANCIAL PROCESSES

I.	 OVERVIEW

The purpose of this report on financial processes is to provide a broad background of con-
ditions, concepts, and ideas related to sound principles of good financial practice to the 
Wayne County Charter Commission to enable it to develop a sound, flexible and forward 
looking financial management program for Wayne County government for at least the 
next 10 years. There may be no greater responsibility placed upon public officials than the 
fiduciary burden of being able, effective stewards of the public resources entrusted to their 
use for the provision of services which are the unique province of the public trust of elected 
representatives. Over the last 20 years, public officials have been privileged to participate 
in the management of the fastest growing component of our national economy. It is the 
purpose of this overview to set forth a scenario of what might be the prospect for the 1980s 
regarding the availability of public funds and how the public officials in Wayne County gov-
ernment might fulfill their fiduciary responsibilities as they are affected by these economic, 
political, and legal directions.

Challenge of the 1980s

For the past five years or so, economists and political leaders have been predicting an 
“age of limits” and discussing experiences generally related to coping with the theme “the 
management of decline.” Those persons knowledgeable about state government finances 
in Michigan will recall the nearly perfect pattern of four good years and four bad years 
which characterized the state’s financial experience from 1948 to 1964. The new Consti-
tution of 1963 in its financial provisions attacked this pattern head-on by mandating a 
balanced state budget from the point of the Governor’s recommendation to the close of the 
fiscal year. A significant consequence since 1964 of the operation of this fundamental fiscal 
policy has been conversion of the former 4/4 cyclical pattern to a 3/1 pattern -- three good 
years followed by a bad year. The recent five years suggest that even this pattern may be 
changing to a more frequent rotation. This means that financial planning with a five-year 
prospective dimension is an imperative characteristic for all governmental units, includ-
ing counties, for the 1980s. Such forecasting should reflect this 30-year pattern of cyclical 
behavior in the public sector’s resource base in this state and not just be a feature of deficit 
remedy as called for in the Michigan Charter County Act (P.A. 293 of 1966 as amended).

By and large, the public sector political leadership and its citizen constituency are very 
ill-prepared for the consequences of living with declining public resources. For several 
generations a considerable proportion of our citizenry has enjoyed growth in all aspects 
of social life. We have had continuous growth in population, almost continuous growth in 
per capita real income and in productivity of the overall society, and in the gross national 
product. All our institutions and ways of thinking have survived because they were well 
adapted to an age of growth, often rapid. The evidence of our inability to cope with the age 
of limits now around us is also abundant throughout our governmental institutions. Defi-
cits in financial operations, default on loan programs, petitions and demonstrations to re-
tain services are but a few examples. Political leaders of Wayne County in the next decade 
must be cognizant of these trends. In 1981, the charter which sets forth their mandate for 
financial management must remedy the problems of ineffective past practice by providing a 
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firm policy statement as to standard of practice for the future. Such a statement could serve 
as the preface to the finance provisions of the charter and should commit the county fiscal 
practice to generally accepted governmental accounting, auditing, and financial reporting 
practices. 

Fiduciary Responsibilities and Legal Requirements

The only budget mandate for local governments in the state constitution requires that the 
budget be adopted after a public hearing. Thus, for local governments, the constitution does 
not explicitly establish a high standard of practice for financial process. The Attorney Gener-
al in a January 13, 1970 letter opinion to the State Treasurer made clear the requirement for 
local units of government in Michigan to adopt a budget. He opined: “The authority of each 
local unit to expend the funds of that unit must be found in the budget and in the appropri-
ations therefrom. Except for funds budgeted and appropriated in accordance with governing 
law, there is no basis for levying or collecting taxes or otherwise making available or disburs-
ing public monies.”

The Citizens Research Council of Michigan’s survey of local budgeting practices for the 1975-
76 budget year revealed that little more than the above requirement was being met by many 
local units in their fiscal planning and budgeting processes. Inadequacies of practice were 
found in the lack of comparative historical data, failure to relate sources of funding to expen-
diture authorizations, failure to document the programmatic purpose of proposed expendi-
tures, lack of current financial position and debt service requirements, and the absence of a 
useful appropriation mechanism. These findings were reviewed by an advisory group to the 
Council of state and local unit officials and were instrumental in the development of the leg-
islation leading to P.A. 621 of 1978 -- known as the “Uniform Budgeting and Accounting Act” 
for local units. As will be discussed later, this Act sets forth new, comprehensive standards 
for local government financial practices.

In addition, the Headlee Amendment to the state constitution which was passed by the 
voters, has placed limits on tax increases to cover expanding services. The impact of this 
provision suggests that current programs and operations must be reviewed more carefully 
and weighed against the benefits of proposed new programs in the allocation of increasingly 
limited resources.

The opportunity presented to the Charter Commission in the Spring of 1981 is of a signal na-
ture. The financial processes of Wayne County have not been up to the standards of practice 
which are required to reflect credit upon the political and professional leadership of county 
government. The practices have not served the county reputation well in good economic 
times, let alone the more difficult and limited conditions of recent years. The governance 
structure has not been one which pinpointed authority and accountability for sound finan-
cial processes across the governmental enterprise. Multi-headed executive authorities are 
not effective mechanisms for decision-making regarding the best use of scarce resources or 
for location of authority to assure that execution of the enacted budget is consistent with the 
intent or plan of the legislative body. Such mechanisms confuse by their very form of consen-
sus determination, the intent and purpose of the allocation of public funds. They encourage 
special pleading and special response. The opportunity before the Charter Commission is to 
establish a new standard of practice and performance expectation for financial management 
by the creation of an effective executive/legislative charter in this most populous, most visi-
ble, and most complex county in Michigan.
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The process of allocating limited taxpayer-provided resources is the single most important 
decision-making process in U.S. public institutions today. The budget itself should be a 
jurisdiction’s most important reference document. The budget document should simultane-
ously record program policy-decision priorities, report program objectives, and delineate the 
government’s organizational structure and major categories of expense to deliver the total 
service effort. The Charter Commission will profoundly affect the character, perception, and 
performance of Wayne County government by what it mandates in its budget and financial 
processes provisions.

II.	 BUDGET POLICY AND PRACTICE

Scholars of public budgeting advise us that such budgeting involves the selection of ends and 
the selection of means to reach those ends. Public budgeting systems are developed for the 
purpose of assisting this process of making choices about ends and means. These choices spe-
cifically involve making political decisions that allocate scarce resources between the private 
and public sectors of society and decisions that allocate these resources within the public 
sector among competing needs and alternative uses. Jesse Burkhead credits the word “bud-
get” to the British and observes that in Britain the term was used to describe the leather bag 
in which the Chancellor of the Exchequer carried to Parliament the statement of the Govern-
ment’s needs and resources. Today, the budget refers to the statement within the bag rather 
than the bag itself. The budget statement describes the preferred choices of political leaders.

The nature and context of the statement or budget has been changing over the years as 
society’s expectations and demands upon its governments have continually enlarged and the 
proficiency of budget systems to assist the budget development process has improved. Bud-
get documents today are generally rather formidable and more often than not conceal more 
about the needs and resources of the Government than they reveal. The purpose of this sec-
tion is to define in some detail what is considered effective modern budget policy and practice 
and how such practice can constitute the cornerstone of a reformed management of financial 
processes of Wayne County government.

Budget Orientations
Scholarship, research and published writings concerning the budgeting process of the public 
sector have issued with intensity since V. O. Key, Jr., postulated in 1940 that there was a 
lack of theory on the most significant aspect of public budgeting, i.e., the basis for allocation 
of resources among different purposes so as to achieve the greatest return for the taxpayer. 
By and large this outpouring concludes that a public budget has four basic dimensions:

a.	 It is a political instrument that allocates scarce public resources among the social and 
economic needs of the jurisdiction. 

b.	 It is a managerial and/or administrative instrument that specifies how public services 
are provided, at what cost they are provided, the criteria for evaluating cost efficiency 
and effectiveness, and it insures a form of review of such activities with each issuance. 

c.	 It is an economic growth and development instrument that can be used for redistrib-
uting income, stimulating economic growth, promoting full employment, combating 
inflation and stabilizing economic activity.
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d.	 It is an accounting instrument that holds governmental officials responsible for 
the expenditure of the funds with which they have been entrusted.

While these dimensions vary in application from county or local government up to the 
federal government, they do recognize that the budget is not simply the annual tabula-
tion of financial requests of agencies and their spending plans. Informed public officials 
in the 1980s must expect that the jurisdiction’s budget will be created, presented, and 
considered within the general context of these dimensions in order for the budget to be 
a meaningful program and financial plan reflecting the choices among competing needs 
and alternative uses. 

The introduction of program budgeting concepts in the early 1960s has spawned a 
good deal of public debate as to the efficacy of one budgeting concept over another. This 
paper does not intend to choose sides in this debate; however, charter commissioners 
and public officials ought to understand the basic differences between budget orienta-
tions as they have evolved in this century. Allen Schick has generally characterized the 
development of public budgeting consciousness in this century since the federal Taft 
Commission in 1912 as evolving through three stages: control, management, and plan-
ning. The following capsule attributes of these stages of reform is presented:

a.	 Control orientation: The control orientation covers the period roughly from 1920 
to 1950. Its focus was on objects of expense with which legislators were most fa-
miliar. It reflected their natural uneasiness about the ability of executive branch 
managers to spend money responsibly if it was not detailed by items of expense. 
It also reflected the unreliable nature of techniques to control personnel and pur-
chasing activities in the 1920s and ‘30s. The line-item budget reflected the notion 
that the most important function of the legislative branch in the budgeting pro-
cess was to control the accounts for expenditure so responsibility could be located 
and enforced for overspending or purchase of the wrong things.

b.	 Management orientation: The scarcity of resources caused by the drain of World 
War II; the greater acceptability that the work and accomplishments of public 
agencies were regarded as benefits and not simply a necessary evil to be con-
trolled; the growth and reliability of personnel, purchasing, and accounting 
systems as effective management monitoring tools; and, the upgrading of man-
agement capability all led the federal Hoover Commission of 1949 to call for 
a budget based on activities, functions, and projects. The performance budget 
resulted from this management orientation and it focused on helping adminis-
trators assess the work efficiency of operating units. Thus, a cost-per-unit plan of 
work was deemed more important to manage efficiently and to allocate taxpayer 
provided resources more effectively than was controlling the objects-of-expense of 
the enterprise in doing its work.

c.	 Planning orientation: Through the foregoing orientations the budget was prin-
cipally used as the means to cut requests of agencies to an acceptable level of 
spending. It was basically an administrative procedure for financing on-going 
programs and not a policy decision procedure for determining public program 
objectives. In the early 1960s, Robert McNamara experienced substantial diffi-
culty in reconciling the plans of work of the four military services with what he 
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considered the policy objectives of the Department of Defense. The consequences 
of applying economic analysis to determine the most cost-effective combination of 
strategic defense plans generated government-wide interest in the determination 
of the most cost effective alternative means to achieve program objectives. This 
planning orientation produced great interest in multi-year financial and program 
planning by focusing on the purpose of work undertaken by the public agency. 
The program budget surfaced as the vehicle to communicate these directions.

Sufficient experience has accumulated to indicate that no one of these orientations can serve a 
generally acceptable budgeting system without the principal characteristics of the other two.

One after another public jurisdiction has attempted to develop a conceptually sound 
program budget and omit the organizational detail which indicates who is responsible 
for administration of a given program and what is the management structure which 
defines the authority of this administrator. Likewise, the objects of expense for which 
the proposed appropriation will be used is rolled up into a large lump-sum amount. The 
line-item detail of any budget is the lowest level of information generally available and 
is the information which most persons find easiest to understand. Organizational and 
unit cost information are important to establish the line management responsible for 
delivery of services and at what cost per unit of service. This process information sup-
ports efficiency considerations which are important to most political leaders -- wasted 
money reduces opportunities to satisfy constituent demands. The purpose or underly-
ing social or economic values of a public expenditure are difficult to define in any deci-
sion-making process based on majority rule. Yet the question of program value or effec-
tiveness is important in the allocation of resources. The exclusion of any two of these 
central parameters in favor of one of them will result in too limiting a perspective for 
public budgeting. Consequently, it is preferable to develop a budget process which de-
fines the significant programmatic goals and priorities of the government, the organiza-
tional-management structure which will accomplish these plans, and the major expense 
objects through which funds will be committed.

The zero-based budgeting (ZBB) concept seeks to combine these three orientations in 
a wholly impractical manner because, by and large, the principal programs and ser-
vices of the governmental enterprise are too substantial to be annually subjected to the 
threat of dissolution. The sunset concept of a comprehensive appraisal every five years 
or so is a more sensible approach to the quest for effective use of public resources.

Budget Cycles and Roles
The budgeting process consists of four phases: preparation and submission, enactment, 
execution, and audit. The roles and responsibilities as between the executive and legis-
lative branches vary considerably among and within the levels of government. Current 
progressive political theory espouses clear and balanced separation of roles and respon-
sibilities to enhance total accountability for the public budget. Specifically, the chief 
executive should be responsible for the preparation/submittal and execution phases of 
the cycle and the legislative body responsible for enactment and audit phases. The chief 
executive generally is the only elected official with jurisdiction and program-wide per-
ception in the budget-making process and should be granted veto power over items of 
the enacted budget, with such power subject to a super majority override by the legisla-
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tive branch. Placement of the audit responsibility with the legislative branch provides 
balance in the overall distribution of budget authority. It should be kept in mind that 
these four budget phases are intermingled in the sense that at any one point in time all 
four may be in operation, albeit impacting on differing fiscal years. Further, the inter-
dependent nature of the levels of government complicate the budgeting cycle of each. 
In short, while the phases of the budgeting cycle are discrete, other factors essential to 
effective decision-making will always be uncertain to a disrupting extent. It is the chief 
executive’s responsibility to sort these out efficiently for the legislative body. Definition 
of the fiscal year can remove some of this difficulty at the county level if the period is 
later than the state’s fiscal year.

While subsequent discussion gets more specifically into suggested role responsibilities 
in budget-making, suffice it to say that progressive philosophical orientations and first-
rate budget documents do not assure effective budgeting in any governmental jurisdic-
tion. However, they are evidence of concern and commitment to efficient government 
service and effective performance in the delivery of services.

Wayne County Budget Documents -- An Appraisal

An examination of the voluminous Wayne County Budget Estimate presentation doc-
ument of the Board of Auditors reveals it is subject to the control orientation focus on 
objects of expense and the management orientation description of activity. Planning 
orientation concerns, such as performance expectations, program needs and objectives, 
and overall priorities of the county government are not to be found in the materials. 
The budget estimates focus on General Fund and Child Care Fund increments or decre-
ments -- not on the base of the budget nor on large sums of state and federal revenues 
for earmarked purposes with extensive line-item object-of-expense and individual po-
sition detail. In general, it fulfills only the political and accounting instrument dimen-
sions of a public budget.

The Budget Communication document from the Board of Auditors to the Board of
County Commissioners provides little more insight into program plans and priorities 
than the massive Budget Estimates document. It summarizes the detail document but 
adds little in the way of definitive justification for the policy directions it supports, his-
torical data of county financial operations, the future consequences of unbalanced bud-
gets, and unusual inflationary pressures and responses in the proposed allocations. The 
program decisions and directions are stated but not defined as to the expected impact of 
these plus and minus proposals on the current operations of county departments. The 
Board of Commissioners is left with precious little useful information to satisfy con-
stituent political inquiry into the stewardship of county finances. A new commissioner 
would not find the information provided by the budget materials as useful background 
into how and why scarce resources have been allocated in the manner represented by 
the budget. The budget message and narratives do not address unmet needs and unre-
solved problems of the county. They substitute detail and commentary about the com-
fortable, understandable objects-of-expense which the budget allows to be purchased 
while avoiding the more difficult responsibilities of effectively addressing program 
values and problems of the governmental enterprise.
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The Budget Resolution of the Board of Commissioners serves as the appropriation stat-
ute. It does not lead one to believe that the process of consideration of the proposed 
budget is thoughtful or independent. The separation of powers doctrine suggests that 
co-equal branches of government exist with defined powers and duties structured so as 
to constitute checks and balances on the exercise of these powers and duties of other 
branches. A resolution which merely endorses the Board of Auditors’ presentation and 
the adjustment made thereto by the Ways and Means Committee of the Commission is an 
inadequate means of setting out legislative intent for a complex, large urban county gov-
ernment. The intent of the policy disposing branch (Board of Commissioners) is obscured 
by the serious programmatic intent omissions of the policy proposing (Board of Auditors) 
branch. The intent of the Board of Commissioners in the enactment of its Budget Resolu-
tion is principally located in the fiscal advisor’s report to the Ways and Means Commit-
tee. This latter report is compilation of numbers without benefit of program policy intent 
or substantiation of the basis for the numbers. This standard of practice is simply not 
consistent with the expectations of public officials in the 1980s as defined by the State 
of Michigan’s Uniform Budgeting and Accounting Act for local units.

The Charter Commission must vest the budget-making authority in the chief executive offi-
cer and express its intent that the county budget documents address the programmatic and 
managerial, as well as detailed financial orientations of modern public budgeting systems. 
The Michigan Charter County Act provides as follows regarding budget requirements:

“Sec. 11ha. (8) …Under each charter proposal, the duties and responsibilities of 
the elected county executive or chief administrative officer shall not differ, ex-
cept as provided in sub-section (4), and at a minimum, shall include the duty and 
responsibility to:

(b) Coordinate the various activities of the county and unify the 
management of its affairs... 

(d) Prepare and submit to the county board of commissioners a 
recommended annual county budget and work program, and admin-
ister the expenditure of funds in accordance with appropriations. An 
elected officer, county road commissioner, or a body which has the 
powers of a county road commission may appear before the board as to 
the officer’s, commissioner’s, or body’s own budget. Not less than once 
each year the chief administrative officer or elected county executive 
shall submit to the county board of commissioners a proposed long-
range capital improvement program and capital budget ...

(f) Submit recommendations to the board for the efficient con-
duct of county business. 

(g) Report to the county board of commissioners on the affairs of 
the county and its needs, and advise the board not less than once each 
three months on the financial condition of the county.

Section 14. A county charter adopted under the provisions of this act shall pro-
vide for all of the following: …
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(q) Annual preparation, review, approval, and adherence to a 
balanced budget in a manner which assures coordination among the 
county officers, boards, commissions and departments, except as pro-
vided in subsection (d).

(r) An annual audit by an independent certified public accoun-
tant of all county funds. 

(s) That a county that incurs a budget deficit in any fiscal year 
shall prepare and submit a detailed and specific 5-year plan for short 
term financial stability to the governor and legislature, before adoption 
of the next annual county budget, for review. The five-year plan shall 
include, but not be limited to, a projection of annual revenues and ex-
penditures, an employee classification and pay plan, a capital improve-
ments budget, and equipment replacement schedules.”

Taken together, it seems clear that the legislative intent of these mandates is to estab-
lish comprehensive, effective authority in the chief executive officer to present the total 
program needs, work plans, and financial performance reports for all county operations 
to assure efficient operation of a cohesive executive policy and to assure fiscal integrity 
to avoid superior level government review.

Creating Flexibility

In the 1980s, the cyclical nature of the Michigan economy can no longer be a topic of 
casual consideration. The roller-coaster effect of good and bad economic years reviewed 
earlier is a fact of life not likely to be modified in this decade. Consequently, county gov-
ernments must consider appropriate mechanisms to create flexibility in their financial 
capacity. Several options exist to accomplish this intent.

a. A recent tool being developed and expanded in many state, city and 
county governments is their program evaluation capabilities. Evaluating the 
effectiveness of programs in meeting public objectives ought to be an essential 
component of state and local government management. Systematic program 
evaluations, by themselves, will not necessarily point the way to “pay-offs” in 
better or less expensive programs. Nevertheless, proper evaluations appear to 
have considerable potential for providing a much better guide than presently 
exists for decisions on whether specific programs should be retained, modified, 
expanded, or dropped to create flexibility. This can be especially important in 
helping to test programs before large resource commitments are made to imple-
ment them broadly. In addition, the evaluations will in some instances suggest 
what corrections might be appropriate for improving program performance. To 
promote effective program performance, the Charter Commission should consid-
er a program sunset requirement for review every five years to assure continuing 
efficiency and effectiveness of program management and a sunrise requirement 
to define expressly the program purpose and target group impact desired by a 
new program or service. The Urban Institute recommends that the chief execu-
tive officer should be annually required to prepare a program evaluation plan as 
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a basis for allocating manpower for the evaluation. This will help avoid haphaz-
ard evaluations which result from sudden diversion of personnel to a “quickie” 
evaluation or from day-to-day emergencies draining off staff. This seldom-used 
tool is a potentially useful way to provide flexibility in decision-making. Although 
most services are mandated, their delivery mechanisms usually are not, which 
leaves efficiency and effectiveness concerns to local policymakers.

b. Program evaluation is a positive way to create flexibility in the use of 
scarce resources. Negative budget manipulations that have been used in many 
jurisdictions to hide increased borrowing and operating deficits must be openly 
and resoundingly rejected. Some specific and commonly used negative gambits to 
be avoided include: 

1)	 sliding expenses from one year to the next through un-
financed encumbrances; 

2)	 sliding short-term financing notes into the next year for 
redemption when cash becomes available; 

3)	 pension underfunding may enable more employees to be 
hired or provide more money for labor relations contracts 
or result in political credit for more employees and pro-
grams but it absolutely represents opportunity costs and 
losses for the future; and, 

4)	 persistent overstatement of revenue estimates or under-
statement of expense estimates. 

The elimination of secrecy and the association of deficits with public embarrassment is 
suggested as one way of restructuring political incentives. 

c.	 Another possibility to create flexibility for commissioners in the enactment 
of the budget is for the chief executive officer to create some resources within 
the budget plan as a contingency which can be used by the Commission to 
meet other legitimate program needs of their determination during review 
and approval of the budget.

d.	 As a counter-cyclical consideration, the Charter Commission should consid-
er a form of stabilization reserve or fund to pool excess funds during years 
when revenues exceed inflation rates, to be used as non-recurring temporary 
funding to stabilize services when the reverse condition occurs. It should not 
be available for compensation increases arising out of negotiated labor agree-
ments. Act 30 of the Public Acts of 1978, as amended by Act 192 of 1980, en-
ables municipalities including counties to create a budget stabilization fund. 
This state statute sets forth the conditions and limitations governing the 
creation and disposition of such a fund. In the context of the Michigan public 
funds economy and the difficulties of coping it causes, this law has particular 
merit for Wayne County government and its charter. 

Statutory Mandates for Budgeting
The Citizens Research Council has been very active in reviewing budgetary practices 
of local governments in Michigan. As noted earlier, these efforts were educational for 
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those persons interested in a uniform budgeting and accounting statute for local gov-
ernments. The Legislature enacted such a statute which became Act 621 of the Public 
Acts of 1978. In a substantial primer on this subject, the Council noted in its Report No. 
259: A Suggested Budget Measure for Local Units of Government in Michigan, that, 
while the provisions provide certain flexibilities as to implementation form, it hoped the 
basic spirit of the whole statute would be retained. The Council defines the basic spirit 
as three simple points:

First, someone must be responsible for budget preparation and execution;

Second, the legislative body must sanction the spending plans of the local unit 
and must sanction, in advance, any deviation from that plan during the fiscal 
year; and

Third, the local unit must not spend more than it takes in. 

The Act became effective April 1, 1980, and its provisions apply to local unit budgets 
prepared for the fiscal year beginning after December 31, 1980. This means the 1981-
82 Wayne County budget is subject to the Act’s requirements. The State Department 
of Treasury is charged with publishing suggested manuals, forms, and operating proce-
dures which may be used by local units in complying with the Act. The Local Govern-
ment Audit Division of the Department issued its Uniform Budgeting Manual For Local 
Units of Government in Michigan under date of September, 1980. The Manual briefly 
notes seven major provisions of the Act:

1.)	Local units of government must adopt a budget.

2.)	The budget, including accrued deficits and available unappropriat-
ed surplus, must be balanced.

3.)	The budget must be amended when necessary: 

a)	 To reduce appropriations if it appears that actual revenues, 
including available unappropriated surplus, are less than 
the estimated revenues.

b)	 To increase appropriations to allow expenditures in excess of 
the original appropriation if unexpended amounts are avail-
able for transfers within the fund, or if additional revenues 
become available.

4.)	Debt shall not be entered into unless the debt is permitted by law.

5.)	Expenditures shall not be incurred in excess of the amount appro-
priated.

6.)	Expenditures shall not be made unless authorized in the budget.

7.)	Violations of the act, disclosed in an audit of the financial records, 
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in the absence of reasonable procedures, shall be filed with the 
State Treasurer and reported to the Attorney General.

The manual appears to be a useful tool for even the most sophisticated governmen-
tal unit. Charter mandated adherence to the Uniform Budgeting and Accounting Act 
should also enable the county to comply routinely with the myriad of municipal finance 
statutes of the State of Michigan.

The January, 1980, revised edition of a Model County Charter by the National Munic-
ipal League provides at Article V: Financial Procedures, an outline of provisions which 
generally comport with the requirements of Public Act 621 of 1978. Should the Char-
ter Commission elect to follow this Model advice, it could add a strong statement of 
financial practice principles for the county in the 1980s as a preface to the procedures. 
The low esteem and general disrespect for county financial practices at this time need 
to be overcome by high standards and strong practices in the future. The earlier cited 
provisions of the Michigan Charter County Act provide the policy framework for such a 
commitment. 

III.	 FISCAL MANAGEMENT

The Governmental Research Institute issued a report in September, 1980, entitled
Reorganizing our Counties. The Institute report indicates that 53% of all Americans 
live in counties reorganized under elected or appointed executive/administrator heads 
of government. There were 83 such counties in 1960, 237 in 1970, and 766 in 1980 
-- a more than nine-fold increase in twenty years!  Nearly half of all Americans live in 
counties larger than 250,000 persons. Three out of every four of these persons are living 
within counties reorganized under elected or appointed chief executives. This trend 
surely reflects the fact that counties have become increasingly important to local citi-
zens by providing more local services at greater local expense.

The electorate’s commitment to county government is a mandate to its political lead-
ership to use available resources for purposes of great local importance. A principal 
task of this leadership is to insure the wise and most effective use of resources for such 
purposes. The chief executive -- whether elected or appointed -- should be responsible to 
the citizens and the board of commissioners for the administration of all affairs of the 
county. The chief executive also supplies initiative and direction for strategic planning 
of programs and resource requirements. Effective management of the fiscal affairs of 
the county is essential to the financial well-being of the county. The overriding opera-
tional responsibilities of executive officers charged with fiscal affairs are: 

1)	 To keep the accounts and make reports through which the total county 
government activity becomes intelligible and the fiduciary responsibilities 
of elected officials are met; and,

2)	 To bring to the board of commissioners an intelligent and sympathetic 
awareness of how or whether resources are being used to advance and 
accomplish the service and program goals of the county.
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The Chief Financial Officer

The Uniform Budgeting and Accounting Act defines the “fiscal officer” as being the 
controller, financial director, business manager, or other elected or appointed official 
who prepares and administers the budget of a local unit. The absence of a credible chief 
financial officer in Wayne County government is nowhere better revealed than in the 
July 25, 1979 letter from the Deputy State Treasurer to the Board of Auditors. The 
letter cites 22 significant variances from generally accepted accounting principles which 
precludes the State Treasurer’s Office from conducting its constitutionally mandated 
audit of county financial operations. The State Auditor General sought the services of 
the independent CPA firm of Plante & Moran to suggest solutions to the County’s ac-
counting problems. The firm had to demur because in its previous work with the State 
Treasurer it did not find sufficient commitment by the County to make an audit en-
gagement mutually worthwhile. Such a sorry situation should not be allowed to exist in 
1981 in one of America’s largest urban county governments.  A much higher standard of 
skill and performance must be established for fiscal management of the county. A chief 
financial officer must be appointed by and accountable to the chief executive officer and 
should be held accountable for:

a.	 Preparation of budgets.

b.	 Management of all financial operations of the county government including 
design of accounting systems, preparation of reports, conduct of financial 
analyses, and provision of appropriate controls and audits liaison in order 
to fulfill effectively the requirements of the Michigan Charter County Act. 

c.	 Management of physical plant and planning-design-construction process 
for capital additions other than “road construction.” 

d.	 Management of purchasing, stores and property control system. 

e.	 Management or financial control of all auxiliary enterprise and service units. 

The chief financial officer fulfills a substantial portion of the fiduciary responsibility of 
the office by assuring development and implementation of an effective internal control 
system. The internal control system comprises the methods and procedures adopted by 
the county government to safeguard its assets, to insure the accuracy and reliability of 
its accounting data, to promote operational efficiency, to protect its personnel, and to help 
insure adherence to prescribed policies and procedures for administrative management.

An effective and responsive system of internal control becomes increasingly important 
as a management tool as details of the financial management become more remote from 
senior administrators because of growth in government services and bureaucracy, as 
increased regulations limit flexibility, as more sophisticated computerized processes are 
developed, as increasing geographic dispersal of operations occurs, and as deeper orga-
nizational delegation of authority occurs by policy or practice.

While generally accepted standards of financial management adequately stress the 
importance of sound fiscal practices, it ought to be obvious from the recent history of 
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Wayne County government that the necessity for such quality business services is 
paramount to respectable political management of the public responsibilities vested 
in elected officials. The Charter Commission should provide for a chief financial officer 
appointed by the chief executive officer to assure this end.

Accounting Services

Among the objectives of accounting, whether for a commercial enterprise or a county 
government, is the provision of information to assist the chief executive officers and the 
board of commissioners in the effective allocation and use of resources and the general 
public, investors, creditors and others in evaluating the effectiveness of management in 
achieving organizational commitments and objectives, including fulfillment of fiduciary 
responsibilities. The objective of a county government is to provide services mandated 
by state law that fulfill societal needs without regard for financial gain. Thus, resources 
are consumed to attain service objectives rather than to make a profit. Since service and 
not profit is the objective of the county, its accounting and reporting processes must be 
addressed to accounting for resources received and used rather than to the determination 
of net income. In the absence of the profit element of commercial enterprise, public enter-
prise receives funds from many funding sources which exercise control by stipulating the 
purpose for which resources provided can be utilized. Thus, there is the added responsi-
bility upon the accounting system to disclose stewardship of the resources according to 
the wishes of the funding source. The previously referred to July 25, 1979 letter from the 
State Treasurer to the Board of Auditors reveals the fundamental failure of the County’s 
accounting system to fulfill this obligation for federal revenue-sharing funds, hospital 
operations, special tax funds, grant funds, etc. It is absolutely critical that the chief finan-
cial officer of the county disclose the restricted nature of all earmarked funding sources 
and that all attempts to compromise those restrictions be disclosed.

The basis for accounting and reporting of county government financial operations is 
described in the National Council on Governmental Accounting (NCGA) Statement 1: 
Governmental Accounting and Financial Reporting Principles. The Municipal Finance 
Officers Association (MFOA) is the author and publisher of Governmental Accounting, 
Auditing, and Financial Reporting, 1980 (referred to as the “blue book” or GAAFR). 
This publication, as well as its 1968 predecessor, has gained widespread acceptance and 
acknowledgement as the primary authoritative statement on the application of general-
ly accepted accounting principles to state and local governments. The MFOA notes that 
the 1980 GAAFR is intended to provide government finance officers, elected officials, 
independent auditors, and others with detailed guidance to the effective application of 
Statement 1 principles to the accounting and financial reporting activities of state and 
local governments. This intention is buttressed by the 1980 American Institute of Certi-
fied Public Accountants (AICPA) Statement of Position 80-2: Accounting and Financial 
Reporting by Governmental Units, wherein it is noted that, “GAAFR’s principles do not 
represent a complete and separate body of accounting principles, but rather are a part 
of the whole body of generally accepted accounting principles which deal specifically 
with governmental units.”

It is unnecessary to iterate here the 12 basic principles of accounting and reporting 
set forth in the NCGA Statement 1, which are shown in Appendix A; however, these 
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cardinal rules of generally accepted accounting principles are considered the minimal 
acceptable standards for county government by the State Treasurer’s office. The prin-
ciples encompass the following topical areas: generally accepted accounting principles 
and legal compliance, fund accounting, fixed assets and long-term liabilities, basis of 
accounting, the budget and budgetary accounting, classification and terminology, and 
financial reporting. There is no indication that current financial management of Wayne 
County government subscribes to these principles. The Charter Commission should 
mandate that such principles be adopted as the standards of financial practice of the 
county government.

To a considerable extent, county government, especially in urban areas, depends upon 
public understanding and support for its stewardship responsibilities. While an effec-
tive budget process and accounting system are critical, every governmental unit should 
publish a comprehensive annual financial report (CAFR) for the public record. The 
extent of distribution should be sufficient to insure that representatives of the public 
and financial institutions have free and easy access to the CAFR so as to be adequately 
informed of the county’s financial affairs. Again, the GAAFR is instructive as to what 
structure and detail of financial statements, schedules and statistical tables are con-
sidered requisite for an effective CAFR. It provides the following “financial reporting 
pyramid” to illustrate the totality of financial information: 

ILLUSTRATION 1

SOURCE: Municipal Finance Officers Association.
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Examination of the Wayne County “Blue Book” Financial Reports for 1977-78 and 1978-
79 reveals that there is no significant conformance of the Reports to the GAAFR stan-
dards. On the other hand, the City of Pontiac’s Annual Financial Report for the year 
ended June 30, 1980, exhibits a high degree of conformance to these standards. GAAFR 
and the NCGA recommend that an independent audit of state and local government 
financial statements is an essential element of financial control and accountability. It is 
essential that the Charter Commission mandate as required by the Michigan Charter 
County Act, the employment of an independent public accountant to audit annually all 
county funds and enter an opinion as to the fairness of the county’s financial position as 
represented in its financial report.

Business Services 

Fiscal management clearly requires more than effective budgeting and accounting 
systems. The business services which involve the creation, liquidation, or avoidance 
of obligations must also be well managed. These services include risk management, 
procurement (purchasing) services and control, and contract administration. Risk is 
uncertainty concerning the probability of an occurrence of financial loss not offset by 
opportunity for gain. Risk management consists of identifying risk and analyzing ways 
of treating, controlling and funding risk. Specifically, it is important that the county 
financial affairs administration accept its responsibility for preserving all assets -- hu-
man, physical, and financial -- at the lowest cost to the county. A program employing 
techniques of risk management can be more cost-effective than a program limited to in-
surance purchases and an agent-of-record. The county executive should be charged with 
assuring that a program of risk management is developed. Only after the risk manager 
has completed a program of reducing and eliminating risks to others should the residu-
al risks be transferred to an insurer.

An effective organization for purchasing services promotes the basic objectives of sound 
fiscal management by providing staff and program operations with necessary supplies, 
equipment, and services. The purchasing function can be performed more effectively and 
more economically by trained specialists than by those for whom purchasing is not a prima-
ry responsibility or a professional/career commitment. The basic objective of a purchasing 
program is to identify, select, and acquire needed materials and services as economically as 
possible within accepted standards of quality and service. This should be done in a timely 
and organized manner that provides for essential accountability of county expenditures. A 
statement of policies and procedures for the purchasing unction is essential. Among other 
major features, the statement should provide for affirmative action expectations and regu-
lar audits of purchasing operations. These audits reveal such information as whether prop-
er bidding procedures are followed, orders are awarded to the lowest and most responsible 
bidders, and competitive prices are obtained.  The Charter Commission should consider 
mandating competitive bidding for all purchases in excess of $2,500 with restricted authori-
ty granted to the chief financial officer to approve exceptions to this policy and report peri-
odically such exceptions to the Board of Commissioners.

Advantages are plentiful for centralizing procurement activity in a senior administrator 
with clear authority and full responsibility for the purchasing process. Some include:
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1)	 Definite economies of integrated planning and pooled purchasing of com-
mon requirements.

2)	 Development of standard specifications for common requirements. 
3)	 Better budgetary and financial control.
4)	 Concentration of qualified personnel.
5)	 Reduced administrative overhead and inventory.
6)	 Provision of adequate testing and inspection.
7)	 Better delivery and follow-up.
8)	 Beneficial competition, coordinated overall buying information, and ven-

dor treatment equity.

It is often standard perception for department heads and program managers to believe 
that they can enter into all kinds of agreements with non-governmental parties to 
advance the purposes of their administration. It is also a frequent behavioral response 
of central executive leadership to preclude absolutely such agreements unless approved 
by a senior executive. The Charter Commission needs to establish clearly where the 
authority to contract on behalf of the county is vested. The chief executive should pro-
pose a policy for control of the entire contract process for enactment by the board of 
commissioners. Contract administration under the policy should be an executive func-
tion. The policy should mandate that no contract be entered into which calls for the 
expenditure of funds unless those funds have been previously budgeted for that purpose 
by the Board. In addition to absolute budgetary control as a precedent to approval, 
the contract administration procedures should require certain prior approvals above 
the initiating officer in order to confine risk and establish safeguards against same, to 
define understandings which constitute binding conditions setting forth performance 
requirements, to establish audit expectations, to establish the chain of authority so as 
to control the exercise of responsibility, to define the term “contract,” and to establish 
approved signatories by activity. The chief financial officer should be a signatory to all 
contracts involving financial obligations of or payments to the county.
 
Internal Audit
The Michigan Charter County Act (P.A. 293 of 1966 as amended by P.A. 7 of 1980) re-
quires an annual audit by an external independent certified public accountant of all 
county funds. Such an audit is generally a limited review of accounting systems and 
transactions. Any complex governmental corporation, such as Wayne County, should con-
sider a far more extensive internal audit program to assure itself that the internal control 
system previously described is operating as intended, that administrative operations are 
efficiently managed, and that adequate internal audit staff assistance is provided to the 
external independent public accountant to make the latter’s engagement cost effective. 

A comprehensive auditing program will include pre-audit examination of financial trans-
actions by the initiating department signatory and of the central disbursing or accounting 
department. Such reviews focus on the availability of funds, the legality of the expendi-
ture, and the allowability of such expenses under standard procedures and guidelines 
prior to payment. This complete audit program will include post-audit of transactions 
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already consummated or nearing completion at the end of the accounting period. Such 
audits are generally considered financial and compliance (Are financial statements fairly 
presented in accordance with generally accepted accounting principles and are financial 
activities compliant with relevant legal and contractual provisions upon the jurisdiction?); 
program compliance (Is the jurisdiction complying with conditions established by grant-
ing agencies for use of funds?); newly emerging single audits which attempt to combine 
the purposes of the first two named audit types; and performance audits (also called oper-
ational audits which are intended to assess economy and efficiency of a program’s means, 
as well as the effectiveness of achieving a program’s ends).

The Charter Commission should evaluate carefully the question of where the internal 
audit function dealing with post-audits should be located as between the executive and 
legislative branches. Further, it should consider the creation of an Audit Committee as 
a standing committee of the Board of Commissioners.

As to the first part of this dual consideration, it should be understood that post-audits 
are valuable management tools for the executive branch and valuable oversight tools 
for the legislative branch. Pre-audit activity is clearly an administrative responsibility 
prior to disbursement of appropriated funds. Because post-audits have dual values, it 
is an increasing practice of governmental units to locate this function in the legislative 
branch as a means of strengthening the checks and balances of the legislative branch 
over the executive branch. The federal government’s General Accounting Office (GAO), 
the state government’s Legislative Auditor General (LAG), and the City of Detroit 
government’s Auditor General (AG) are all examples of this location of the principal 
internal audit post-audit program. In these examples, the auditor is independent of the 
executive branch. In many universities, the internal audit post-audit program is located 
in the executive branch but reports directly to the board in control or legislative branch.

Wherever the internal audit post-audit program is placed organizationally, the internal 
auditor’s work should include the following general objectives:

a)	 Determining that the overall system of internal control and the controls in each 
activity under audit are adequate, effective, and functioning. 

b)	 Insuring that county administrative policies and procedures, state and federal 
laws, contractual obligations, good purchasing and other business practices are 
followed. 

c)	 Verifying the existence of assets shown on the books of accounts and insuring 
maintenance of proper safeguards for their protection. 

d)	 Determining the reliability and adequacy of the accounts and reporting systems 
and procedures.

Regarding the advisability of creating an Audit Committee as a standing committee 
separate from the Finance Committee or its equivalent, many national regulatory and 
professional organizations have called for the establishment of such committees by the 
legislative function of governmental corporations. The practice is mandated by the Se-
curities and Exchange Commission for private corporations. The Commission, although 
it does not have similar responsibility for public corporations, has called for an Audit 



- 18 -

Committee for such corporations as a means to increase their knowledge of the nature 
and scope of the whole (pre- and post- audit) programs, to improve their knowledge 
and understanding of financial statements and information, to better understand the 
accounting and internal control systems, to enhance the independence of the indepen-
dent public accountant, and, to gain a better insight into the operational performance of 
county government.

Auditing practice in the 1980s is a changed and demanding work with the operation-
al usage of electronic data processing for execution of financial transactions. Internal 
auditors should have sufficient knowledge of EDP to understand a computer-based 
system and offer sound opinion regarding the adequacy of controls of the total system, 
both separate from and within the computer. The size of the audit staff and the amount 
of time devoted to internal auditing depend on the size of the governmental unit; how-
ever, Wayne County government must be considered complex and the audit staff must 
include specialists in disciplines other than auditing, such as computers, systems and 
procedures, or industrial engineering.

It is clear that the poor reputation of the county in financial management matters 
relates in part to the absence of an effective, independent internal and external audit 
function and program. While the pre-audit activity is clearly an executive branch re-
sponsibility, careful consideration should be given to placing the post-audit responsi-
bility in the legislative branch to strengthen its oversight of effective financial manage-
ment and stewardship of county resources and assets.

IV.	 CONCLUSION

The Charter Commission has a unique opportunity to redirect in a profoundly beneficial 
manner the financial processes of Wayne County government for the future. While the 
potential for a total commitment to excellence and high standards is influenced by the 
limitations imposed on the authority of the chief executive officer of the county through 
retention of existing officers of the executive branch in the charter act, the opportunity 
available can result in a quantum improvement over current practices.

The redirection proposals adopted and encouraged by the Commission in its reports 
must address the necessity for county government financial processes to come into com-
pliance with generally accepted standards for such operation, such as:

1)	 The 1978 state statute setting forth a uniform budget and accounting policy and 
procedure for local governments.

2)	 The 1980 national Municipal Finance Officers Association standards for local 
governmental accounting, auditing, and financial reporting.

It is quite clear that Wayne County government has not in recent decades made an ade-
quate commitment to the predecessor standards to those cited above. Not only has there 
been a failure of establishing appropriate principles to guide financial practice, there 
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has also been inadequate financial policy direction, oversight, independent advice, and 
financial operations staffing to avoid the pitfalls of expediency and lack of discipline to 
standards. A complex governmental structure and service responsibility such as char-
acterizes Wayne County’s existence in 1981 cannot be effectively managed or addressed 
with 1950s vintage financial policy and processes. The Charter Commission must ar-
ticulate clearly the necessity for change and the mandate for adherence to generally 
accepted financial standards and practices in the future. The legislative body should 
share the oversight burden of this mandate through strengthened audit and ordinance 
direction. The chief executive officer of the executive branch must establish an effective 
structure of financial administration through a chief financial officer and an effective 
program of public disclosure of financial condition and deviation from generally accept-
ed financial practices.

All of this is not easy but is clearly required to turn around an unacceptable standard of 
practice and public accountability. The Charter Commission can commence the process 
of policy redefinition and reform.
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APPENDIX A

The twelve basic principles of accounting and reporting applicable to government 
units as postulated by the National Council on Governmental Accounting (NCGA) in 
its Statement 1: Governmental Accounting and Financial Reporting Principles are as 
follows: 

1.	 A governmental accounting system must make it possible both: (a) to present 
fairly and with full disclosure the financial position and results of financial op-
erations of the funds and account groups of the governmental unit in conformity 
with generally accepted accounting principles; and (b) to determine and demon-
strate compliance with finance-related legal and contractual provisions.

2.	 Governmental accounting systems should be organized and operated on a fund 
basis. A fund is defined as a fiscal and accounting entity with a self-balancing set 
of accounts recording cash and other financial resources, together with all relat-
ed liabilities and residual equities or balances, and change therein, which are 
segregated for the purpose of carrying on specific activities or attaining certain 
objectives in accordance with special regulations, restrictions, or limitations. 

3.	 The following types of funds should be used by state and local governments 
(identified here by title only): 

Governmental Funds: 

a)	 The General Fund 
b)	 Special Revenue Funds
c)	 Capital Projects Funds
d)	 Debt Service Funds 
e)	 Special Assessment Funds

Proprietary Funds:
f)	 Enterprise Funds
g)	 Internal Service Funds

Fiduciary Funds:
h)	 Trust and Agency Funds

4.	 Governmental units should establish and maintain those funds required by law 
and sound financial administration. Only the minimum number of funds consis-
tent with legal and operating requirements should be established however, since 
unnecessary funds result in inflexibility, undue complexity, and inefficient finan-
cial administration.

5.	 A clear distinction should be made between (a) fund fixed assets and general 
fixed assets and (b) fund long-term liabilities and general long-term debt. 

a.	 Fixed assets related to specific proprietary funds or Trust Funds should 
be accounted for through those funds. All other fixed assets of a govern-
mental unit should be accounted for through the General Fixed Assets 
Account Group. 
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b.	 Long term liabilities of proprietary funds, Special Assessment Funds, and 
Trust Funds should be accounted for through those funds. All other un-
matured general long-term liabilities of the governmental unit should be 
accounted for through the General Long-Term Debt Account Group. 

6.	 Fixed assets should be accounted for at cost, or, if the cost is not practically de-
terminable, at estimated cost. Donated fixed assets should be recorded at their 
estimated fair value at the time received.

7.	

a.	 Depreciation of general fixed assets should not be recorded in the accounts 
of governmental funds. Depreciation of general fixed assets may be record-
ed in cost accounting systems or calculated for cost finding analyses; and 
accumulated depreciation may be recorded in the General Fixed Assets 
Account Group.

b.	 Depreciation of fixed assets accounted for in a proprietary fund should 
be recorded in the accounts of that fund. Depreciation is also recognized 
in those Trust Funds where expenses, net income, and/or capital mainte-
nance are measured.

8.	 The modified accrual or accrual basis of accounting, as appropriate, should be 
utilized in measuring financial position and operating results. (Specific fund ap-
plication not identified here.) 

9.	

a.	 An annual budget(s) should be adopted by every governmental unit. 

b.	 The accounting system should provide the basis for appropriate budgetary 
control.

c.	  Budgetary comparisons should be included in the appropriate financial 
statements and schedules for governmental funds for which an annual 
budget has been adopted.

10.	

a.	 Interfund transfers and proceeds of general long-term debt issues should 
be classified separately from fund revenues and expenditures or expenses.

b.	 Governmental fund revenues should be classified by fund and sources. 
Expenditures should be classified by fund, function (or program), organi-
zational unit, activity, character, and principal classes of objects. 

c.	 Proprietary fund revenues and expenses should be classified in essentially 
the same manner as those of similar business organizations, functions, 
and activities.

11.	A common terminology and classification should be used consistently throughout 
the budget, the accounts, and the financial reports of each fund.
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12.	

a.	 Appropriate interim financial statements and reports of financial position, 
operating results and other pertinent information should be prepared to 
facilitate management control of financial operations, legislhttuld include 
the basic financial statements and notes to the financial statements that 
are essential to fair presentation of financial position and operating re-
sults (and changes in financial position of proprietary funds and similar 
Trust Funds).

As published in Governmental Accounting, Auditing and Financial Reporting, 1980,
Municipal Finance Officers Association, Chicago, Illinois.
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