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Preface

The or�g�nal Local Government F�nanc�al Management (LGFM) ser�es was conce�ved 
�n the m�d-n�neteen n�net�es �n Lucenec, �n Eastern Slovak�a. The Un�ted States 

Agency for Internat�onal Development (USAID), through a contract w�th the Interna-
t�onal C�ty/County Management Assoc�at�on (ICMA), had �n�t�ated a local government 
capac�ty bu�ld�ng programme �n Slovak�a and financ�al management was one of the ar-
eas targeted for development. 

When the C�ty of Lucenec was approached as a potent�al rec�p�ent of techn�cal as-
s�stance for the spec�fic purpose of develop�ng a cap�tal �mprovement budget, they were 
grateful but not �mpressed. They saw the need for financ�al management ass�stance 
for the local government and others �n Slovak�a �n much broader terms.  Work�ng w�th 
a group of ded�cated local finance officers �n Slovak�a, ICMA assembled a small team 
of LGFM consultants. Together they produced the �n�t�al fourteen handbooks �n th�s 
ser�es.

Over t�me, the ser�es spread qu�ckly to other count�es �n the central and eastern 
European reg�on and beyond. Fund�ng for the adaptat�on and translat�on of the mater�-
als came from a var�ety of sources, �nclud�ng The World Bank and pr�vate foundat�ons. 

Wh�le UN-HABITAT had contr�buted to the �n�t�at�on of the ser�es, the�r �nvolvement 
�n the development and d�ssem�nat�on up to th�s po�nt had been m�n�mal. Nevertheless, 
they recogn�sed the ser�es’ potent�al for worldw�de use. But, they needed to be updated to 
reflect new �deas �n LGFM and rev�sed to make them more user fr�endly as they crossed 
nat�onal borders and language d�fferences. Among other th�ngs, the �n�t�al ser�es was 
based on Slovak laws, regulat�ons, and exper�ence, wh�ch var�ed s�gn�ficantly from those 
�n other countr�es.  UNHABITAT comm�ss�oned a wr�tten user survey and convened a 
small group of experts to help determ�ne how best to carry out the rev�s�on�st task. The 
expert group �ncluded the Slovak �n�t�ators and others who had used the mater�als �n 
var�ous countr�es around the world.  

Wh�le the �n�t�al ed�t�on of these mater�als was d�rected to Slovak local government 
finance officers, th�s ed�t�on �s �ntended for a much larger aud�ence. It �ncludes not just 
finance officers but all local government financ�al management personnel as well as ch�ef 
execut�ve officers, department heads, elected offic�als whom we refer to as pol�cy makers, 
and others �n local governments worldw�de who m�ght find them useful. Nat�onal govern-
ment departments that have overs�ght respons�b�l�ty for local finances should also find 
them useful as should those educat�onal �nst�tut�ons prepar�ng students for jobs w�th�n 
local governments. And, of course, the aud�ence �ncludes financ�al management tra�ners 
and tra�n�ng managers. In other words, th�s ser�es �s a�med at a worldw�de m�x of tra�n-
�ng prov�ders and tra�n�ng users.  

Kay Spearman
Pr�nc�pal Author
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x�HOW TO USE THIS SERIES

How to Use Th�s Ser�es

Th�s chapter and others �n the ser�es can be used �n many ways by a var�ety of 
local government (LG) offic�als and officers, as well as those who want to prov�de 

tra�n�ng and consult�ng serv�ces to LGs and related organ�sat�ons.  To support th�s 
m�x of potent�al users, each chapter, w�th the except�on of the Trainer’s Guide, �n-
cludes two d�st�nct parts.  Part One �ncludes a d�scuss�on of concepts, pr�nc�ples, and 
strateg�es assoc�ated w�th the spec�fic top�c covered �n the chapter.  Bas�c �nformat�on 
�s prov�ded first.  In the more techn�cal chapters (Accounting, Procurement, Financing 

the Operating Budget, Operating Budget and Financing the Capital Investment Plan), 
Part One �s d�v�ded �nto Bas�c and Advanced Concepts so that the reader or tra�ner 
can p�ck the most appropr�ate place to beg�n. Part One �s supposed to have someth�ng 
for everyone—meet the needs of develop�ng, developed, central�zed, and decentral�zed 
countr�es.  To meet th�s requ�rement, many of the chapters are d�v�ded �nto Bas�c and 
Advanced concepts.  Our �dea was that the Bas�c concepts would be for persons who 
had l�ttle or no understand�ng of the top�c and the Advanced concepts were for those 
who already had a foundat�on.  If we have erred �n th�s balance, �t has been to prov�de 
more bas�c �nformat�on than advanced.

Part Two �ncludes tra�n�ng or management tools that are pr�mar�ly des�gned to 
support group learn�ng.  However, many of the exerc�ses �n Part Two can also be used 
to support self-study and, w�th some adaptat�on, can be turned �nto financ�al man-
agement tools to use on the job.  Also, the Learning Applications prov�ded �n Part 
One can be eas�ly mod�fied for group exerc�ses.  In other words, th�s ser�es �s des�gned 
to be used �n a var�ety of ways to meet the LG financ�al management learn�ng needs 
of many aud�ences.

Part One: COnCePts, PrinCiPles and strategies

Part One of each chapter �s des�gned to meet two needs.  F�rst, �t has been wr�tten 
to encourage self learn�ng by LG finance managers, the�r staff, elected offic�als, ch�ef 
execut�ve officers and department heads of LGs, and others who need to know more 
about spec�fic funct�ons �mportant to LG financ�al management.  To enhance the self-
learn�ng process we have �nserted Learning Application exerc�ses where we encour-
age you to stop for a moment and reflect on what you have been read�ng as �t relates 
to your own work exper�ence.  Each learn�ng appl�cat�on exerc�se �s prefaced by a 
small box l�st�ng the four most �mportant roles and respons�b�l�t�es assoc�ated w�th 
LG financ�al management: the elected offic�al; the ch�ef execut�ve officer (CEO); the 
finance manager; and the operat�ng department managers.  Readers are encouraged 
to use these reflect�ve moments to th�nk about the �ssues covered by the Learning Ap-

plication from the�r own exper�ence and perspect�ve as elected or appo�nted offic�als.  
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Of course, readers are welcome to stop anyt�me to reflect on what they have 
read �n terms of the�r own exper�ence, so these are just fr�endly rem�nders of the �m-
portance of the financ�al management concepts, pr�nc�ples and strateg�es that have 
just been covered �n the text.  We also encourage readers to check out the tra�n�ng 
tools �n Part Two of each chapter.  Many lend themselves to �nd�v�dual learn�ng mo-
ments as well.  

The Part One essays are also des�gned to prov�de tra�ners, consultants, re-
searchers, and others w�th �n-depth �nformat�on and �deas about spec�fic roles, re-
spons�b�l�t�es and processes w�th�n LG financ�al management systems.  Wh�le these 
essays are �mportant resources for those who are develop�ng group learn�ng (tra�n�ng) 
programmes for the�r LG const�tuents, they can also be valuable resource gu�des 
for central government offic�als who may be respons�ble for mon�tor�ng LG financ�al 
transact�ons, or prov�d�ng techn�cal ass�stance to LGs.   

Part twO: the ManageMent tOOls 

The Part Two components �n each of these chapters are targeted pr�mar�ly to those 
�nd�v�duals who are des�gn�ng and conduct�ng group-learn�ng exper�ences �n LG fi-
nanc�al management.  Wh�le the ma�n rec�p�ents of the tra�n�ng w�ll be LG officers 
who have financ�al management respons�b�l�t�es, many of the chapter mater�als can 
also be ta�lored to work just as effect�vely w�th elected offic�als, ch�ef execut�ve officers 
(CEOs), operat�ng department heads—such as publ�c works, and others such as staff 
members of LG assoc�at�ons and publ�c serv�ce research organ�sat�ons.  
Another feature of the tools �n Part Two �s the bu�lt-�n encouragement for part�c�pants 
to �ncorporate the�r own work exper�ences as part of the learn�ng event.  We bel�eve 
that profess�onals can and do learn a great deal from each other when g�ven the op-
portun�ty.  S�nce most of the tools are based on an �nteract�ve approach to learn�ng, 
these value-added opportun�t�es are not just ava�lable but encouraged.  

Wh�le the tra�n�ng tools �n each of the chapters have been organ�sed �n a se-
quence that could be used effect�vely �n a workshop s�tuat�on, tra�ners are encour-
aged to be creat�ve �n des�gn�ng group-learn�ng exper�ences based on these mater�als.  
For example, you can reorgan�se the var�ous tools �n each of the chapters, use some 
of your own des�gns, alter those we have �ncluded �n the chapters so they are more 
su�ted for your learn�ng aud�ence, or even find someth�ng �n a d�fferent chapter that 
m�ght work better g�ven your style of tra�n�ng and the part�c�pants’ learn�ng needs.  
And don’t ignore the various Learning Application exercises that are included in 
Part One as potentially valuable training tools.  We have h�ghl�ghted th�s statement 
to draw your attent�on to th�s added-value reserve of group learn�ng opportun�t�es.  

F�nally, we want to rem�nd the pract�t�oners of LG financ�al management that 
a number of the tools we have �ncluded �n the Part Two sect�ons of these chapters 
can also be adapted for use as management tools.  For example, they m�ght be used 
to help develop pol�cy pos�t�ons for cons�derat�on by your govern�ng body, or help a 
team of m�d-managers to sharpen the�r sk�lls �n develop�ng performance measures, 
or ass�st financ�al clerks to redes�gn the flow of financ�al documents w�th�n the�r work 
un�ts.  
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A Word AbouT TerMinology

One of the challenges we have faced �n develop�ng th�s set of mater�als �s the w�de 
range of terms that are used �n d�fferent parts of the world to descr�be LGs and the 
key roles assoc�ated w�th LG financ�al management.  For example, LGs are called 
c�t�es, towns, townsh�ps, count�es, boroughs, reg�ons, and other th�ngs depend�ng 
on the country where they res�de.  Equally challeng�ng are the names that are at-
tached to the offic�als and officers. For example, elected offic�als are known as elected 
offic�als, leg�slators, counc�llors, superv�sors, board members, or comm�ss�oners, to 
name some of the more common t�tles.  

To reduce the potent�al for confus�on among the readers and users of these 
chapters, we have dec�ded to be cons�stent �n our use of the most common terms that 
occur frequently through these chapters.  In add�t�on, we have �ncluded glossar�es 
of techn�cal terms to help users develop a common frame of reference about var�ous 
financ�al processes when work�ng together.  Equally �mportant, those who are g�ven 
the task of translating these chapters �nto other languages can only be effect�ve �n 
th�s �mportant task �f there �s cons�stency �n the use of the more commonly used 
terms.  We have h�ghl�ghted the need for translators because they are un�que users 
of these manuals and often come to the translat�ng task w�th a l�m�ted knowledge of 
the techn�cal aspects of financ�al management.  

seeking COMMOn grOund aMOng key terMs, wOrds, and 
Phrases

In the Learning Application exerc�ses �n Part One of each chapter we have �dent�fied 
four key LG roles that correspond to those �nd�v�duals whom we cons�der to be the 
most �mportant cl�ents of these learn�ng mater�als.  They are: elected offic�als, ch�ef 
execut�ve officers (CEOs), finance managers, and department heads.  S�nce these 
roles are g�ven d�fferent names �n LGs around the world, we have l�sted a few of the 
var�at�ons �n the follow�ng d�scuss�on.  Hopefully, th�s w�ll clar�fy just who �s �nclud-
ed when we talk about elected offic�als, CEOs, finance managers, and department 
heads.  We have also �ncluded a few more terms that can be problemat�c �n wr�t�ng 
for LG aud�ences.      

Elected officials: We use th�s term to �dent�fy those �nd�v�duals who are chosen, 
hopefully through a democrat�c elect�on process, to represent the c�t�zens of the�r 
respect�ve LGs �n the leg�slat�ve/govern�ng process.  They are also referred to �n d�f-
ferent parts of the world as: policy makers,º legislators, councillors, supervisors, 
commissioners, and board members.  You may also know them under some other 
name or term.       

Chief executive officer (CEO): Th�s term �s used �n these chapters to �dent�fy the 
�nd�v�dual who has the sole respons�b�l�ty for mak�ng overall management or execu-
t�ve dec�s�ons that affect the whole LG organ�sat�on.  The CEO pos�t�on �s compl�cated 
s�nce �t can be filled by e�ther an elected offic�al, �.e., a mayor, or an appo�nted offic�al, 
�.e., a c�ty manager.  We don’t make th�s d�st�nct�on �n our use of the term CEO.  As 
just stated, the CEO m�ght also hold one of the follow�ng t�tles depend�ng on the 
country, local laws or trad�t�on: mayor; chief administrative officer; city, township, 
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town, borough or county manager; general manager, town clerk, or even commis-
sioner �f the execut�ve powers are shared among several elected offic�als.  

Finance manager: Th�s term �s used to �dent�fy those �nd�v�duals w�th�n LGs 
who have s�gn�ficant financ�al respons�b�l�t�es on a day-to-day bas�s.  S�nce we want 
more than just the ch�ef finance officer to use these chapters, we are del�berately 
�nclud�ng anyone w�th�n the LG who has superv�sory respons�b�l�t�es w�th�n the fi-
nanc�al management doma�n.  Depend�ng on the locat�on, these �nd�v�duals m�ght 
be known as: ch�ef finance officer; d�rector of finance; finance d�rector; accounts 
manager; ch�ef aud�tor; controller; and no doubt many more names or terms. We 
want all those �nd�v�duals who have finance respons�b�l�t�es �n the�r LGs to benefit 
profess�onally from us�ng these mater�als.  

Department head: We bel�eve the respons�b�l�t�es for financ�al management �n 
any LG do not end w�th those who occupy the roles just outl�ned.  The�r success �n 
manag�ng the financ�al affa�rs of the LG �s also dependent on those �nd�v�duals who 
manage the staff and operat�onal un�ts of the�r respect�ve LGs.  S�nce th�s term en-
compasses many d�fferent t�tles, often assoc�ated w�th the mandate of the operat�ng 
department, we offer only a few as descr�pt�ve of who we have �n m�nd.  They m�ght 
be: h�ghway super�ntendent; water plant manager; d�rector of human serv�ces; head 
nurse; ch�ef mechan�c; case work superv�sor, or so on.  

In add�t�on to the four terms that are used most frequently �n the chapters, 
translators and other users w�ll benefit from what we mean by some other commonly 
used words or phrases.  For example: 

Governing or elected body:  Th�s �s the collect�on of �nd�v�duals elected to rep-
resent the c�t�zens of your LG as pol�cy makers, dec�s�on makers, and commun�ty 
leaders.  Depend�ng on where you are �n the world, they m�ght be known as the: leg-
islative body or council; political body; city, town, village, or county council; local 
parliament; board of commissioners; policy making body; or some other name.  

Local government (LG):  LGs are called all sorts of th�ngs: cities, towns, coun-
ties, municipalities, parishes, townships, villages, boroughs, regional govern-
ments, and we suspect many other th�ngs, but hopefully, you get the p�cture.  Usual-
ly, the common element �s that they are the lowest self-govern�ng un�t of government 
�n the country.

Executive branch: You m�ght come across th�s term �n these chapters, so here 
�s what we had �n m�nd.  The execut�ve branch of LG cons�sts of all those depart-
ments that operate under the general management of the CEO, whether or not that 
�nd�v�dual �s elected by the c�t�zens, or appo�nted by the elected body, or some other 
appo�nt�ng power.

Legislative branch: Th�s branch of LG cons�sts of the elected offic�als and the�r 
staff members �f they have any.  Supposedly, they are the policy makers, but that 
term �s muddled s�nce many people �n LGs have a role �n mak�ng pol�c�es, whether le-
g�t�mately or through default.  (If th�s statement ra�ses your cur�os�ty, we recommend 
you go �mmed�ately to Financial Policy Making and d�scover how th�s happens.) 

Citizens:  These are all of the res�dents of the LG, �nclud�ng women, and low-�n-
come persons.  We also use the term commun�ty �nterchangeably.  Wh�le we recogn�ze 
d�fferent cultures may place a lower value or no value on the �nput of women and 
low-�ncome persons �n dec�s�on-mak�ng, our use of the term “c�t�zen” throughout the 
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ser�es �s that �t �ncludes ALL res�dents of the LG and that women and low-�ncome 
persons have an equal place at the dec�s�on-mak�ng table.

Annual budget: Th�s �s such a common term that we suspect many of you are 
shak�ng your head �n wonderment.  However, �t does come �n for some confus�on and 
�t �s �mportant to understand what the annual budget means �n these d�scuss�ons.  
The annual budget, as d�scussed �n these chapters, �s both the operat�ng budget and 
the one-year cap�tal budget based on the mult�-year cap�tal �nvestment or �mprove-
ment programme.

Capital investment plan: Somet�mes called the capital improvement pro-
gramme, or m�stakenly the capital budget.  That’s why we made the d�st�nct�on 
above.  The cap�tal budget �s the one-year �ncrement of all those long-term �nvest-
ment costs that �s folded �nto the annual budget.  

Hopefully, th�s lead-�n to each of the chapters on how to use these mater�als w�ll 
help �n apprec�at�ng some of the subtle d�fferences �n who the cl�ents are for the ser�es 
and how they are referred to around the world. 
There are add�t�onal resources for th�s ser�es on the UN-Hab�tat webs�te at http://
www.unchs.org/default.asp.

http://www.unchs.org/default.asp
http://www.unchs.org/default.asp
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1INTRODUCTION

Introduct�on

A biT oF HiSTory

Th�s Local Government F�nanc�al Management (LGFM) tra�n�ng ser�es  has a short 
but r�ch h�story. We bel�eve �t’s worth relat�ng to you for several reasons. F�rst, 

many �nd�v�duals and organ�sat�ons contr�buted to �ts development, and now �ts re-
development. They deserve to be recogn�sed. Second, the redevelopment of the ser�es 
was largely demand dr�ven. F�nanc�al management and tra�n�ng profess�onals who 
saw the or�g�nal set of chapters wanted them for use �n the�r own countr�es. Conse-
quently, they transported the old ser�es across nat�onal borders from Slovak�a to the�r 
own countr�es and ult�mately created a demand for th�s new vers�on. F�nally, there 
are some lessons to be learned from the “redevelopment” of the or�g�nal Slovak ver-
s�on of these tra�n�ng mater�als. 

The or�g�nal ser�es was conce�ved �n the m�d-n�neteen n�net�es �n the office of 
Eva Balazova, the F�nance D�rector of a small c�ty, Lucenec, �n Eastern Slovak�a. The 
Un�ted States Agency for Internat�onal Development (USAID), through a contract w�th 
the Internat�onal C�ty/County Management Assoc�at�on (ICMA), had �n�t�ated a lo-
cal government capac�ty bu�ld�ng programme �n Slovak�a and financ�al management 
was one of the areas targeted for development. The focus of the USAID ass�stance to 
Slovak�a’s local governments was �n�t�ally the budget process; more spec�fically, the 
cap�tal �mprovement budget�ng process. Under the old central�sed soc�al�st approach 
to local governance there was no need for a cap�tal budget. But the emergence of local 
self governments �n Slovak�a establ�shed the need for many new adm�n�strat�ve and 
financ�al systems. Eva Balazova and her colleagues were s�tt�ng on a powder keg of 
potent�al change �n how local governments could, and would, operate �n the future. 

When the C�ty of Lucenec was approached as a potent�al rec�p�ent of techn�cal 
ass�stance for the spec�fic purpose of develop�ng a cap�tal �mprovement budget, Eva 
was grateful but not �mpressed. She saw the need for financ�al management ass�st-
ance for her local government and others �n Slovak�a �n much broader terms. Essen-
t�ally, Eva was tell�ng those who came w�th external ass�stance that the development 
needs for local government financ�al management were much more complex than 
just cap�tal budget�ng. Eva’s �ns�ghts and tenac�ty preva�led.  Work�ng through Eva 
and a cadre of other ded�cated local finance officers �n Slovak�a, ICMA assembled a 
small team of LGFM consultants. Together they produced the �n�t�al ser�es of these 
chapters. 

End of story? Not qu�te. Word spread �n the reg�on that these tra�n�ng mater�-
als had been developed and had even been des�gned to make adaptat�on by other 
countr�es eas�er. For whatever reasons, ne�ther USAID nor ICMA put the fourteen 
LGFM manuals on the�r webs�tes so they could be accessed by others outs�de of 
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Slovak�a. Fortunately, a small women-owned firm �n Texas d�d. Kay Spearman, one 
of two pr�nc�pals of that pr�vate company and a member of the or�g�nal ICMA techn�-
cal ass�stance team who worked w�th the Slovak finance officers, became the l�nk�ng 
p�n. Once ava�lable, the ser�es spread qu�ckly to other count�es �n the central and 
eastern European reg�on and beyond. Fund�ng for the adaptat�on and translat�on of 
the mater�als came from a var�ety of sources, �nclud�ng The World Bank and pr�vate 
foundat�ons. 

Wh�le UN-HABITAT had contr�buted to the �n�t�at�on of the ser�es, the�r �nvolve-
ment �n the development and d�ssem�nat�on up to th�s po�nt had been m�n�mal. Nev-
ertheless, they recogn�sed the ser�es’ potent�al for worldw�de use. But, they needed to 
be updated to reflect new �deas �n LGFM and rev�sed to make them more user fr�endly 
as they crossed nat�onal borders and language d�fferences. Among other th�ngs, the 
�n�t�al ser�es was based on Slovak laws, regulat�ons, and exper�ence wh�ch var�ed 
s�gn�ficantly from those �n other countr�es.1 Not to be deterred, UN-HABITAT rece�ved 
perm�ss�on from USAID to rev�se and republ�sh the ser�es.  They comm�ss�oned a 
wr�tten user survey and convened a small group of experts to help determ�ne how 
best to carry out the rev�s�on�st task. The expert group �ncluded the Slovak �n�t�ators 
and others who had used the mater�als �n var�ous countr�es around the world.  

Wh�le �t’s a fasc�nat�ng story of how �nternat�onal techn�cal ass�stance often 
unfolds, there are a few lessons to be learned for those who w�ll be us�ng the new 
ser�es.  

Never under-est�mate your own ab�l�ty to make a d�fference. 
Always challenge those who th�nk they know more about what your tra�n-
�ng and development needs are than you do. 
Never hes�tate to step �nto a vo�d that others may have created, regardless 
of the�r mot�ves. 
Be w�ll�ng to take r�sks �n adapt�ng what was not �nvented �n your own 
back yard. 
Don’t hes�tate to help others even though there may not be anyth�ng �n �t 
for you at the t�me, or ever.
And remember, tra�n�ng and development �s �nd�v�dual and organ�sat�on 
capac�ty bu�ld�ng at �ts best when �t �s demand dr�ven. Demand �t for you, 
your colleagues, and your �nst�tut�ons. 

overvieW oF THe SerieS

W�th that short h�story lesson out of the way, �t’s t�me to look at what else you can 
expect from th�s chapter and the rest of the ser�es. Among other th�ngs, you w�ll learn 
about: 

1 UN-HABITAT has produced other reg�on-spec�fic manuals e.g. UNCHS (1991) 
Training Manual on Urban Local Government for English-speaking East and Southern 

African Countries and UNCHS (1991) Training Manual on Urban Local Government 

Finance for South Asian Countries.

1.
2.

3.

4.

5.

6.
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Why th�s set of tra�n�ng mater�als was developed �n the first place and 
how �t has changed.
The expanded aud�ence of potent�al users.
Good governance pr�nc�ples and how they relate to LGFM. 
A revamped conceptual framework that more accurately reflects financ�al 
management real�ty.
What each volume �n the ser�es w�ll cover.  
How to get the most from the ser�es.   
How not to be overwhelmed as e�ther a tra�ner or user of th�s ser�es. 

CoMpAring THe originAl SlovAkiA lgFM SerieS 
WiTH THiS SerieS

We want to share w�th you the or�g�nal reasons for develop�ng th�s ser�es of local gov-
ernment financ�al management chapters. We also want to see �f these �n�t�al reasons 
are st�ll val�d; �f not, why not; and what we plan to do about �t. There were at least 
three good reasons why th�s  ser�es was or�g�nally wr�tten. 

F�rst was the fundamental �mportance of financ�al management for the eco-
nom�c health and stab�l�ty of local self-government �n Slovak�a and other countr�es. 
The effect�ve management of any local government’s financ�al affa�rs ranks among 
�ts most �mportant funct�ons. How well th�s funct�on �s carr�ed out depends �n large 
measure on knowledge of the d�sc�pl�ne, ab�l�ty to perform effect�vely, and eth�cal 
conduct of the finance manager. 

Th�s assumpt�on st�ll seems val�d w�th one except�on. It’s not just the eth�cal 
conduct of the finance officer that �s �mportant. It’s the eth�cal conduct of all local 
government employees, the elected govern�ng body, and those they �nteract w�th �n 
the commun�ty and beyond. Local government corrupt�on almost always �nvolves 
�nd�v�duals and organ�sat�ons outs�de the offic�al local government fam�ly. Conse-
quently effect�ve, eth�cal LGFM �nvolves more than just the finance manager.     

Second was the concern that tra�n�ng mater�als for tra�n�ng finance managers 
had been developed �n a p�ecemeal fash�on. Wh�le many tra�n�ng components related 
to an effic�ent finance management system ex�sted at the t�me, �t would be d�fficult 
and probably �mposs�ble to �ntegrate them �nto a coherent whole. A comprehens�ve 
approach to the development and packag�ng of mater�als was needed to help finance 
officers recogn�ze and apprec�ate the scope and complex�ty of a fully funct�on�ng fi-
nanc�al management system. 

Th�s assumpt�on �s st�ll val�d although we now see the �mportance of th�s ser�es 
for more than just the development of the finance manager as was ment�oned �n the 
�n�t�al assumpt�on. Very few development agenc�es or tra�n�ng �nst�tut�ons have taken 
as comprehens�ve an approach to develop�ng a LGFM tra�n�ng curr�cul� as that taken 
�n Slovak�a �n the m�d-n�neteen n�net�es. Nevertheless, the or�g�nal ser�es left room for 
cons�derable �mprovement. For example, the or�g�nal vers�on was based on top�cs, not 
the �nterrelated funct�ons of LGFM. Th�s �s one of the key changes �n th�s ed�t�on of 
the ser�es. The new conceptual framework �s des�gned to make the ser�es more user-
fr�endly and help users apprec�ate the �nterrelated and system�c nature of many of 
the LGFM funct�ons. We w�ll get �nto th�s later when we d�scuss the conceptual frame 

•

•
•
•

•
•
•
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work for th�s ser�es. The other key change �s to emphas�ze how LGFM concepts and 
pract�ces are fundamental to �mplement�ng the w�dely accepted pr�nc�ples of good 
governance.     

Th�rd was the absence of a systemat�c LGFM profess�onal development del�very 
system that rel�es on local tra�n�ng resources rather than outs�de expert�se. Such a 
system would prov�de tra�n�ng mater�als �n a format des�gned to fac�l�tate local use by 
local tra�ners w�th no add�t�onal techn�cal ass�stance requ�red after �n�t�al field tests 
and tra�n�ng of tra�ners. 

Th�s assumpt�on �s st�ll val�d and th�s new ser�es w�ll, hopefully, make the del�v-
ery of the tra�n�ng just that much eas�er. In th�s regard, we have cleansed the ser�es 
of �ts Slovak examples and b�as recogn�s�ng the need to make �t a global resource. 
We have also expanded the learn�ng aud�ence to �nclude more than just the finance 
manager.  

The or�g�nal ser�es was des�gned w�th all these cons�derat�ons �n m�nd. It pro-
v�ded a comprehens�ve perspect�ve on financ�al management by address�ng the bas�c 
funct�ons and sk�lls requ�red. It also adhered to the learn�ng needs of the Slovak local 
government finance officers as they were defined at the t�me wh�ch was, of course, 
what the ser�es was �ntended to accompl�sh. The curr�culum des�gn also m�rrored 
earl�er UN-HABITAT tra�n�ng packages, such as the Local Elected Leadersh�p ser�es, 
by prov�d�ng concepts, pr�nc�ples, and strateg�es �n Part 1 and workshop tra�n�ng 
des�gns �n Part 2 of each d�screte chapter. 

As the Slovak finance officers used the or�g�nal ser�es of handbooks, they d�s-
covered that the top�cal sequenc�ng of the mater�als was not part�cularly funct�onal. 
Nor d�d the des�gn of tra�n�ng based on the content of �nd�v�dual handbooks prov�de 
for opt�mum learn�ng exper�ences. There was just too much �nter-connectedness and 
overlap of the var�ous top�cs to present them �n the�r or�g�nal format. So, the Slovak 
financ�al officers and tra�ners exper�mented by reorgan�s�ng the content of the �nd�-
v�dual handbooks to m�rror the real�ty of the�r work env�ronment. When UN-HABITAT 
convened the experts to prov�de gu�dance �n develop�ng the new ed�t�on, the Slovak 
exper�ence �n exper�ment�ng w�th the content and des�gn of the or�g�nal ser�es proved 
extremely valuable. We apprec�ate the�r contr�but�on �n help�ng to make a good tra�n-
�ng product just that more effect�ve. 

But, there was another exper�ence of the Slovak finance officers group that 
needs to be ment�oned as a sp�n off of the�r �nvolvement �n develop�ng the ser�es and 
us�ng �t as part of the�r profess�on’s development �n Slovak�a.  These finance officers, 
and they happened to be mostly women, saw an opportun�ty to �nfluence the d�rec-
t�on and the qual�ty of local government financ�al pol�c�es and management pract�ces 
at the nat�onal level of governance. To do th�s, they needed to be organ�sed so they 
created the Assoc�at�on of Mun�c�pal F�nance Officers of Slovak�a. Th�s profess�onal 
assoc�at�on cont�nues to be a dr�v�ng force �n help�ng define the role of local govern-
ment finances as an �ntegral part of the nat�on bu�ld�ng process �n that country. 
Never underest�mate the �mportance of tra�n�ng as an �ntegral part of larger �nst�tu-
t�on and nat�on bu�ld�ng strateg�es. 
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THe expAnded AudienCe oF uSerS

Wh�le the �n�t�al ed�t�on of these mater�als was d�rected to Slovak local government 
finance officers, th�s ed�t�on �s �ntended for a much larger aud�ence. It �ncludes not 
just finance officers but all local government financ�al management personnel as well 
as ch�ef execut�ve officers, department heads, elected offic�als whom we refer to as 
pol�cy makers, and others �n local governments worldw�de who m�ght find them use-
ful. Nat�onal government departments that have overs�ght respons�b�l�ty for local fi-
nances should also find them useful as should those educat�onal �nst�tut�ons prepar-
�ng students for jobs w�th�n local governments. And, of course, the aud�ence �ncludes 
financ�al management tra�ners and tra�n�ng managers. In other words, these volumes 
are a�med at a world-w�de m�x of tra�n�ng prov�ders and tra�n�ng users.  

Th�s expanded aud�ence, however, has made the adaptat�on of these mater�als 
d�fficult. It �n�t�ally looked l�ke they would e�ther have to be so general that they would 
be of no use to anyone, or so comprehens�ve �n scope that nobody would be able to l�ft 
them, let alone use them. In wrestl�ng w�th th�s d�lemma, we dec�ded to put the ma�n 
respons�b�l�ty for determ�n�ng what to use �n each volume and/or chapter, and how 
to use �t, �n the hands of the tra�n�ng managers and tra�ners. G�ven th�s fundamental 
dec�s�on, we want to d�rect the follow�ng comments to these �nd�v�duals. Wh�le the 
follow�ng comments m�ght be more appropr�ate for the Tra�ner’s Gu�de, they are also 
�mportant for finance officers, elected offic�als and others to hear. Thus, we have de-
c�ded to put them �n th�s Introduct�on chapter �n hope that all tra�n�ng prov�ders and 
users would read them.  In add�t�on, we have prov�ded th�s Introduct�on, How to Use 
the Ser�es, and the Tra�ner’s Gu�de at the front of each volume so that each volume 
“stands alone,” w�th all of the �nformat�on prov�ded �n one place.

HoW To MAnAge THiS MASS oF MATeriAlS 

Here are several �deas on how to make the use of these volumes more manageable 
and product�ve for you and your tra�n�ng cl�ents. If you are a potent�al tra�n�ng cl�ent 
and l�sten�ng �n on th�s conversat�on, these �deas should also help you oversee and 
mon�tor your tra�n�ng suppl�er’s performance. 

     
Know who your tra�n�ng aud�ence w�ll be and match what your tra�n�ng 
offers w�th the�r learn�ng needs. There �s noth�ng more dev�ous �n the 
tra�n�ng world than the tra�ner defin�ng the cl�ent’s needs �n terms of what 
the tra�ner can del�ver.   
One of your best market�ng and del�very tools as a tra�ner �s to talk to 
members of your potent�al target group to learn what they th�nk would be 
most useful, based on the�r needs at the t�me. For example, the develop-
ment of the or�g�nal ser�es resulted from a comprehens�ve survey of key 
local government offic�als �n Slovak�a. The survey �ncluded not just the 
finance officers but mayors who also performed as ch�ef execut�ve offic-
ers, members of govern�ng bod�es, and the d�rectors of operat�ng agenc�es. 
Each role had the�r spec�al needs �n terms of financ�al management and 
many of these needs were general to all the roles.

•

•
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Th�nk ser�ously about prov�d�ng a tra�n�ng programme for sen�or local 
government finance officers �n your country that �ncludes all the volumes. 
Th�s �s obv�ously a heavy comm�tment on the part of tra�ners and finance 
officers but essent�al. It also means you w�ll need to spread the tra�n�ng 
out over a longer t�me per�od. If you want to get the attent�on of these 
finance officers but not the�r attendance, schedule the programme dur�ng 
the budget preparat�on season. 
S�nce many finance officers may be concerned about mak�ng a long term 
t�me comm�tment, start w�th those modules that they bel�eve are most 
�mportant from the�r po�nt of v�ew. Also th�nk about creat�ng a cert�ficate 
programme for those who successfully complete tra�n�ng �n all volumes �n 
the ser�es. Some k�nd of offic�al recogn�t�on for complet�ng the ser�es w�ll 
be a good �ncent�ve to most profess�onals.  
As for those elected offic�als, several br�efings us�ng the chapters from 
F�nanc�al Pol�cy Mak�ng, F�nanc�al Plann�ng, and C�t�zen Part�c�pat�on  �n 
Volume 1, before the budget preparat�on cycle beg�ns would be useful. 
Hopefully �t would get them th�nk�ng about some of the longer term �ssues 
�n terms of financ�al management. Follow th�s w�th sess�ons from the 
chapter on F�nanc�ng the Operat�ng Budget from Volume 2, before those 
budget hear�ngs beg�n. In other words, target the tra�n�ng to the�r needs. 
Department heads could benefit from sess�ons on the Operat�ng Budget, 
F�nanc�al Plann�ng, and Performance Measures.  These chapters are con-
ta�ned �n Volumes 2, 1, and 4 respect�vely. 
Target those officers who have spec�al�sed respons�b�l�t�es. For example, 
are there purchas�ng agents �n the larger local governments? If so, sched-
ule sess�ons us�ng the chapter on Procurement �n Volume 4. In some 
countr�es, the Procurement chapter m�ght even become one of the study 
gu�des for develop�ng nat�onal leg�slat�on that prov�des gu�del�nes for local 
governments. If there are local finance clerks who have respons�b�l�t�es for 
asset management, the Asset Management chapter �n Volume 4 offers the 
concepts and tra�n�ng des�gns to meet the�r needs.
Th�nk about br�efing sess�ons on the full scope of LGFM for spec�fic local 
government teams of elected offic�als, managers and key financ�al person-
nel. One of the best t�mes to do th�s �s just before the budget cycle beg�ns. 
Th�s way they all get the b�g p�cture. It’s also a good t�me to learn about 
spec�fic tra�n�ng needs. For example, the govern�ng body m�ght have been 
talk�ng about �nvolv�ng c�t�zens more d�rectly �n the budget�ng process. 
Or, they m�ght be faced w�th some major cap�tal expend�tures and need 
more knowledge and sk�lls on the�r opt�ons �n undertak�ng long term �n-
vestments �n publ�c �nfrastructure.
In other words, be creat�ve �n cult�vat�ng the potent�als for us�ng th�s r�ch 
storehouse of learn�ng mater�als w�th a w�de range of local government 
aud�ences.    

W�th these opportun�t�es �n m�nd, here are four �mportant clues on how to use these 
volumes successfully. 

•

•

•

•

•

•

•
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Don’t pan�c by the�r s�ze and comprehens�veness. Remember the old joke 
about how to eat an elephant? As the joke goes, one b�te at a t�me. 
F�gure out who your tra�n�ng aud�ences are and g�ve them an opportun�ty 
to tell you what they need �n the way of tra�n�ng. Remember, your poten-
t�al aud�ences for LGFM tra�n�ng are both many and s�gn�ficant. We’ve 
only touched on the most obv�ous �n the examples just g�ven. 
Des�gn the tra�n�ng based on these needs and the knowedge and sk�ll 
levels of your spec�fic aud�ence. 
F�nally, select from these volumes only what �s needed to meet the needs 
of your spec�fic learn�ng aud�ence. The worst th�ng you can do �s to over-
whelm them w�th e�ther too much stuff or the wrong k�nd of stuff. We’ve 
h�ghl�ghted what we th�nk m�ght be advanced pr�nc�ples and pract�ces �n 
each of the manuals but the judgement call �s really yours as a tra�ner. 
And, your judgement about what to �nclude �n each tra�n�ng des�gn 
should be based on the roles and respons�b�l�t�es of your part�c�pants, 
the�r learn�ng needs, and the�r general level of soph�st�cat�on as a group.

lgFM And good governAnCe

One of the shortcom�ngs of the or�g�nal ser�es of chapters was the absence of any 
expl�c�t attent�on to the pr�nc�ples of good governance that have become standards 
�n the past decade to define the performance of local governments worldw�de. Wh�le 
these pr�nc�ples were �mpl�c�t �n many of the concepts and strateg�es �n spec�fic chap-
ters �n the or�g�nal vers�on, we w�ll make them much more expl�c�t �n th�s ed�t�on. 
S�nce the good governance pr�nc�ples vary a b�t from one offic�al proclamat�on to 
another, we w�ll start by present�ng two vers�ons and then t�e them to financ�al man-
agement as the operat�ng framework for ach�ev�ng these pr�nc�ples.       

In UN-HABITAT’s Global Campa�gn on Urban Governance2, these pr�nc�ples are 
defined as: 

Sustainability �n all d�mens�ons of local development;
Subsidiarity of author�ty and resources to the closest appropr�ate level 
cons�stent w�th effic�ent and cost-effect�ve del�very of serv�ces; 
Equity of access to dec�s�on-mak�ng processes and the bas�c necess�t�es 
of commun�ty l�fe;
Efficiency �n the del�very of publ�c serv�ces and �n promot�ng local eco-
nom�c development; 
Transparency�  and Accountability of dec�s�on-makers and all stakehold-
ers; 
Civic Engagement and Citizenship w�th all c�t�zens part�c�pat�ng �n and 
contr�but�ng to the common good; and 

2 For more �nformat�on on the Global Campa�gn on Urban Governance, v�s�t 
http://www.un-hab�tat.org/campa�gns/governance//.  See also UN-HABITAT (2003) 
Tools to Support Participatory Urban Decision-Making.
3 See UN-HABITAT’ (2004) Tools to Support Transparency in Local Governance 

for further �nformat�on.

1.

2.

3.

4.
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Security of �nd�v�duals and the�r l�v�ng env�ronment. 

For a sl�ghtly d�fferent look at governance, we turn to The Un�ted Nat�ons Eco-
nom�c and Soc�al Comm�ss�on for As�a and the Pac�fic (ESCAP).  The�r �nterpretat�on 
of good governance has e�ght character�st�cs:

It promotes and encourages part�c�pat�on �nclud�ng that of ch�ldren. 
It requ�res respect for the law and the full protect�on of human r�ghts.
It �nvolves transparency  �n dec�s�on mak�ng, and �nformat�on �s freely 
ava�lable and eas�ly understandable to all.
It �s respons�ve, �mplement�ng dec�s�ons and meet�ng needs w�th�n a rea-
sonable t�me frame. 
It �s consensus-or�ented, �nvolv�ng the med�at�on of d�fferent �nterests �n 
soc�ety and sens�t�v�ty towards the relat�ve �nfluence of d�fferent actors 
�nclud�ng the poorest and most marg�nal�sed.
It promotes equ�ty and �nclus�veness, such that all members of soc�ety 
feel that they have a stake �n that soc�ety.
It means that processes and �nst�tut�ons produce effect�ve results that 
meet the needs of soc�ety wh�le mak�ng the most effic�ent use of resources 
and promot�ng susta�nab�l�ty.
It �s founded upon accountab�l�ty, not only of governmental �nst�tut�ons, 
but also of pr�vate sector and c�v�l soc�ety organ�sat�ons.

As you can see, there �sn’t total agreement even w�th�n the larger UN commun�ty 
about what const�tutes good governance pr�nc�ples. Nevertheless, most �nst�tut�ons 
that promote these pr�nc�ples agree that governance �s much b�gger than just govern-
ment. The Global Campa�gn says that governance �ncludes government, the pr�vate 
sector, and c�v�l soc�ety.   

ESCAP’s defin�t�on of governance embraces just about every organ�sed ent�ty as 
well as �nd�v�dual c�t�zens. For example, they �nclude governments, NGOs, the pr�vate 
sector, the med�a, grassroots organ�sat�ons, and more. To s�mpl�fy our task of relat-
�ng good governance to LGFM, we w�ll take what we bel�eve to be the most �mportant 
pr�nc�ples �n the two UN statements and prov�de some examples of what they m�ght 
look l�ke �n pract�ce.  

Rule of law: Th�s pr�nc�ple �s central to LGFM. For example, the budget-
�ng process �s establ�shed by law, even determ�n�ng when elected and 
appo�nted offic�als must do what by when. Procurement standards and 
account�ng procedures are often establ�shed by law and the development 
of financ�al pol�c�es by local govern�ng bod�es �s also an act of law mak�ng, 
albe�t local. Local government corrupt�on �s more often than not based on 
financ�al transact�ons that v�olate the rule of law.
Transparency: Th�s pr�nc�ple cuts across a var�ety of LGFM funct�ons and 
respons�b�l�t�es �nclud�ng financ�al pol�cy mak�ng and plann�ng, budget 
hear�ngs and post�ngs, financ�al aud�ts, and the �nvolvement of c�t�zens �n 
the full range of financ�al management act�v�t�es. 

•

1.
2.
3.

4.

5.
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Accountability: Th�s presumably �s what the budget process �s all about. 
It holds elected and appo�nted offic�als accountable by stat�ng how publ�c 
funds w�ll be spent. Programme and financ�al aud�ts should determ�ne �f 
publ�c offic�als were accountable �n the�r �mplementat�on of the budget. 
Participation and civic engagement:  One of the current hot top�cs on 
the �nternat�onal c�rcu�t �s part�c�patory budget�ng. The days when finan-
c�al management was confined to the backrooms of c�ty hall has passed. 
Equity and inclusiveness: These pr�nc�ples, when �mplemented, as-
sure that financ�al dec�s�ons are made �n the best �nterests of all c�t�zens 
not just the pr�v�leged few. They cut across such financ�al funct�ons as 
budget�ng, procurement, financ�al pol�cy mak�ng and plann�ng, and the 
development of performance measures that focus on �ssues of equ�ty and 
�nclus�veness.      
Subsidiarity: Th�s rather daunt�ng term descr�bes the process of deter-
m�n�ng how best to del�ver serv�ces �n effic�ent and effect�ve ways. It may 
mean contract�ng out serv�ces to the pr�vate sector, or subs�d�s�ng NGOs 
to perform certa�n serv�ces. These dec�s�ons cut across financ�al pol�cy 
mak�ng and plann�ng, the need to establ�sh performance and accountab�l-
�ty measures, the budget�ng process, and a host of other LGFM act�v�t�es. 
Effectiveness and efficiency: F�nanc�al management �s really all about 
these two fundamental pr�nc�ples. Peter Drucker, the management �con, 
says “Effect�veness �s do�ng the r�ght th�ngs” and “Effic�ency �s do�ng 
th�ngs r�ght.” Budget dec�s�ons should sort out the r�ght th�ngs to spend 
publ�c funds on and the management of the expend�ture of those funds 
and resources should assure that �t’s done r�ght. These two pr�nc�ples 
should be your financ�al management mantra. 
Sustainability: We complete th�s pr�nc�pled look at LGFM by �nclud�ng 
UN-HABITAT’s pr�nc�ple # One �n the�r Global Campa�gn on Urban Gov-
ernance: susta�nab�l�ty �n all d�mens�ons of local development. Th�s covers 
a myr�ad of financ�al dec�s�ons: from mak�ng certa�n that ma�ntenance of 
publ�c bu�ld�ngs, �nfrastructure and equ�pment �s covered �n the annual 
budget, to long range financ�al plann�ng of commun�ty programmes so 
the�r susta�nab�l�ty can be assured. 

As you can see, LGFM �s a very pr�nc�pled role and respons�b�l�ty. Keep these 
good governance pr�nc�ples �n m�nd as you use these tra�n�ng mater�als for your own 
profess�onal development and the development of your local government organ�sat�on 
and commun�ty. 

A neW ConCepTuAl MAp To nAvigATe by 

We ment�oned earl�er that the or�g�nal vers�on of these mater�als took a top�c by top�c, 
or funct�on by funct�on, look at the financ�al management roles and respons�b�l�-
t�es assoc�ated w�th local government and the broader defin�t�on of governance. The 
or�g�nal vers�on �ncluded fifteen handbooks: Introduct�on; Account�ng as a Manage-
ment Tool; F�nanc�al Pol�cy Mak�ng; F�nanc�al Plann�ng; Operat�ng Budget; Cap�tal 

•

•

•
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Programm�ng; Debt Management; Cash Management; Revenue Max�m�sat�on; Cost 
Conta�nment; Procurement; Performance Measures; Construct�on Cost Manage-
ment; C�t�zen Part�c�pat�on; and Grants Management. 

When the Expert Group Meet�ng of LGFM users was convened by UN-HABITAT 
�n Kenya to determ�ne the content and format of the new ed�t�on of these mater�-
als, the members were challenged by the exper�ence and �ns�ghts of the Slovak�a 
finance officers. Not only had they helped develop the or�g�nal ser�es, they also had 
exper�ence us�ng the mater�als to tra�n other finance officers �n the�r country and the 
reg�on. Aga�n, Eva Balazova proved to be the key person �n help�ng to take th�s ser�es 
to a new level of ant�c�pated performance. After many var�at�ons of how to reorgan�se 
and rev�tal�se the LGFM ser�es for worldw�de use, the team of experts agreed on the 
follow�ng strategy.

The short-term operat�ng budget and long-term cap�tal �nvestment plans 
are the eng�nes that dr�ve local government financ�al management: The 
two chapters from the or�g�nal ser�es that covered these top�cs rema�n 
and are expanded to �nclude mater�als from other manuals �n the or�g�nal 
ser�es. In th�s ser�es they are: Volume 2, Chapter 5, Operating Budget of 
and Volume 3, Chapter 7, Capital Investment Plan. 
In each of these two major LGFM funct�ons there are financ�ng requ�re-
ments that need to be addressed separately, thus we have two new chap-
ters �n th�s ser�es that are, �n a sense, compan�on learn�ng tools; Volume 
2, Chapter 6.  Financing the Operating Budget, and Volume 3, Chapter 8. 
Financing the Capital Investment Plan.
Several of the financ�al management funct�ons covered �n the or�g�nal se-
r�es are �ntegral to the operat�ng budget and cap�tal �nvestment plann�ng 
processes and are �ncorporated �nto the chapters cover�ng these top�cs 
and the�r compan�on chapters that deal w�th the�r financ�ng. These func-
t�ons �nclude: Debt Management; Cash Management; Revenue Max�m�sa-
t�on; Cost Conta�nment; Construct�on Costs; and Grants Management. 
In other words, the mater�als covered �n these or�g�nal chapters are now 
�ntegrated �nto Volume 2, Chapters 5 and 6, and Volume 3, Chapters 7 
and 8. 
Three new chapters were recommended by the expert team and they are 
�ncluded �n th�s ser�es. They are: Trainer’s Guide, wh�ch �s �ncluded �n all 
four volumes; Evaluating Financial Condition, Volume 1, Chapter 4, and 
Asset Management, Volume 4, Chapter 11.
The rema�n�ng chapters �n th�s ser�es, wh�ch mostly represent cross cut-
t�ng competenc�es, are updated and expanded vers�ons of handbooks �n 
the or�g�nal ser�es. They are:  Chapter 1. Introduction, wh�ch �s �n all four 
volumes,  Volume 1 �ncludes  Chapters 3, Financial Policy Making;, Chap-
ter 4. Financial Planning and Chapter 5. Citizen Participation.  Volume 
4 �ncludes Chapters 9,  Accounting, 10, Performance Measures and 12 
Procurement.

We hope th�s prov�des a mental p�cture of how th�s set of tra�n�ng and manage-
ment volumes/chapters evolved from the or�g�nal ser�es. Of course, there are many 

1.

2.

3.

4.

5.
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ways to sl�ce th�s compl�cated set of competenc�es, funct�ons, and respons�b�l�t�es 
w�th�n LGFM and we suspect that a few of you are already say�ng, “Well, the next t�me 
they are updated I th�nk they should ……” We do to but �n the meant�me we hope you 
find th�s new ser�es a b�t more easy to use as tra�ners and publ�c offic�als respons�ble 
for LGFM �n your commun�t�es. 

voluMe ConTenTS

The contents of the rema�n�ng LGFM volumes and chapters are summar�sed below to 
g�ve you a br�ef �dea of what to expect from each.     

VOluMe 1:  Creating a finanCial fraMewOrk

inTroduCTion

TrAiner’S guide

Th�s chapter �s des�gned to help tra�ners and other key �nd�v�duals use these mater�-
als �n a var�ety of s�tuat�ons w�th a w�de range of part�c�pants. It covers the adaptat�on 
and poss�ble translat�on challenges of mak�ng the chapters more user fr�endly �n the 
context of the�r use and the plann�ng process of develop�ng and del�ver�ng effect�ve 
tra�n�ng. Clues w�ll be �ncluded on how to des�gn and del�ver �nteract�ve learn�ng 
exper�ences based on the �nput of concepts and strateg�es from the chapters and 
part�c�pant exper�ences �n the�r appl�cat�on w�th�n local governments. The mater�als 
can and should be adapted by tra�ners to meet the learn�ng needs of the�r cl�ents and 
ways to do th�s w�ll be prov�ded. Var�ous tra�n�ng des�gn techn�ques w�ll be covered, 
such as how to wr�te a cr�t�cal �nc�dent, case study and role play s�tuat�on. F�nally, 
there are �deas on how to evaluate tra�n�ng and �ts �mpact. 

CHApTer 1:  FinAnCiAl poliCy MAking

Th�s chapter exam�nes ways that formal, wr�tten financ�al pol�c�es are developed and 
�mplemented at the local government level.  We w�ll prov�de a defin�t�on of financ�al 
pol�cy and descr�be the benefits to a local government that establ�shes and uses 
sound financ�al pol�c�es.  We w�ll del�neate the bas�c steps to take �n �dent�fy�ng, pro-
pos�ng, adopt�ng, and �mplement�ng financ�al pol�c�es.  We w�ll also d�scuss var�ous 
obstacles to the financ�al pol�cy mak�ng process.

CHApTer 2:  FinAnCiAl plAnning

Th�s chapter w�ll exam�ne ways that financ�al plann�ng can be developed and �m-
plemented �n local governments (LGs).  The focus of the chapter �s pr�mar�ly on one 
aspect of financ�al plann�ng—med�um-term financ�al forecast�ng of revenues and ex-
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pend�tures.  We w�ll prov�de a defin�t�on of forecast�ng and relate �t to good govern-
ance, c�t�zens, performance measures, and financ�al pol�c�es.  We w�ll also descr�be 
the benefits that accrue to LG when �mplement�ng a financ�al forecast�ng process, 
cons�derat�ons for organ�z�ng the process, types, and methods of forecasts.  Included 
�n the d�scuss�on w�ll be obstacles, l�m�tat�ons, and r�sks �nherent �n develop�ng a 
financ�al forecast�ng process.

CHApTer 3:  CiTiZen pArTiCipATion

Th�s chapter exam�nes ways that c�t�zens �nteract w�th the�r local governments (LGs). 
We prov�de a defin�t�on of c�t�zen part�c�pat�on and descr�be the benefits to a local 
government that establ�shes and uses c�t�zen part�c�pat�on pol�c�es and techn�ques. 
We d�scuss obstacles to the use of these pol�c�es. We prov�de ten steps to �nvolv�ng 
c�t�zen part�c�pat�on �n resolv�ng an �ssue.  F�nally, we prov�de a compend�um of 
techn�ques that can be used by local governments to �nvolve c�t�zens �n a t�mely and 
construct�ve way �n the development and �mplementat�on of publ�c programs.

Th�s chapter �s wr�tten for LG offic�als, managers,  and pol�cy makers.  It does 
not attempt to prov�de a c�t�zen’s po�nt of v�ew towards deal�ng w�th LGs.  Because 
some rev�ewers �nd�cated an �nterest �n Part�c�patory Mon�tor�ng wh�ch focuses on 
c�t�zens mon�tor�ng the LG, Append�x B:  World Bank Informat�on on Part�c�patory 
Mon�tor�ng has been added to the chapter.

CHApTer 4:  evAluATing FinAnCiAl CondiTion     

Th�s chapter focuses on �dent�fy�ng, measur�ng and analys�ng var�ous financ�al and 
demograph�c factors that affect a local government’s financ�al cond�t�on. The fi-
nanc�al data needed for the analyses �s taken from the local government’s financ�al 
records. Managers can use the �nformat�on to: better understand the local govern-
ment’s financ�al cond�t�on, the forces that affect �t, and the obstacles assoc�ated w�th 
measur�ng �t; �dent�fy ex�st�ng and emerg�ng financ�al problems; and, develop act�ons 
to remedy these problems.

VOluMe 2:  Managing the OPerating budget

inTroduCTion

TrAiner’S guide 

CHApTer 5:  operATing budgeT

Th�s chapter �s d�v�ded �nto bas�c and advanced sect�ons.  Th�s bas�c sect�on de-
scr�bes how to des�gn and �mplement an operat�ng budget system for LGs.  It defines 
operat�ng budget terms, explores concepts, and exam�nes the benefits and potent�al 
obstacles assoc�ated w�th establ�sh�ng and us�ng a system.  It prov�des a 12-step 
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process for prepar�ng, rev�ew�ng, adopt�ng and mon�tor�ng the operat�ng budget.  The 
advanced sect�on prov�des �nformat�on on cost conta�nment, var�ous management 
analys�s techn�ques and award�ng grants w�th�n the LG commun�ty.

Th�s chapter deals w�th budget�ng matters �n general and does not apply or 
take �nto account each �nd�v�dual country’s laws or regulat�ons.  LGs are respons�ble 
for mak�ng local dec�s�ons, �nclud�ng compl�ance w�th any appl�cable laws, statutes, 
decrees or regulat�ons. 

CHApTer 6:  FinAnCing THe operATing budgeT   

The concept of “financ�ng the operat�ng budget” comb�nes many funct�ons across the 
local government (LG) organ�zat�on.  It �nvolves est�mat�ng revenues (covered �n the 
F�nanc�al Plann�ng chapter), cash budget�ng, revenue b�ll�ng and collect�ons, �nvest-
�ng �dle or excess cash, sett�ng pr�ces and user fees and the day-to-day mon�tor�ng 
of all of these funct�ons to ensure that suffic�ent mon�es are ava�lable �n the bank 
to actually pay for the day-to-day operat�ons of the LG—the operat�ng budget.  It �s 
�mportant that all of these separate but very �nterrelated funct�ons are cons�dered 
when develop�ng pol�c�es, procedures and mak�ng dec�s�ons about the LG programs 
and serv�ces.

Th�s chapter exam�nes how you can use the revenue structure, cash manage-
ment, �nternal controls, the account�ng system, revenue b�ll�ng, and collect�ons, �n-
vest�ng �dle cash, and cash budget�ng to assure that the revenues needed to fund the 
operat�ng budget are ava�lable when needed.  

VOluMe 3:  Managing CaPital inVestMents

inTroduCTion

TrAiner’S guide 

CHApTer 7:  CApiTAl inveSTMenT plAn

Th�s chapter �s d�v�ded �n bas�c and advanced sect�ons.  The bas�c sect�on w�ll descr�be 
how to des�gn and �mplement a cap�tal �nvestment plann�ng and budget�ng system 
at the local level of government.  We w�ll define cap�tal �nvestment plann�ng term�nol-
ogy and exam�ne the benefits and potent�al obstacles assoc�ated w�th establ�sh�ng a 
system.  We w�ll also d�scuss the steps �nvolved �n prepar�ng, rev�ew�ng, adopt�ng, 
and mon�tor�ng a cap�tal �nvestment plan and budget, �nclud�ng an extens�ve sect�on 
on actually construct�ng fac�l�t�es.  The advanced sect�on �ncludes an �ntroduct�on to 
value management and real estate analys�s.
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CHApTer 8:  FinAnCing THe CApiTAl inveSTMenT plAn  

It seems that most pol�cy makers and staff are fam�l�ar w�th putt�ng together the 
cap�tal �nvestment plan—hold�ng publ�c hear�ngs and putt�ng a plan together that 
w�ll move the LG towards the pol�cy maker’s v�s�on of the future.  Unfortunately, few 
have taken the t�me to understand the equally �mportant funct�on of financ�ng the 
cap�tal �nvestment plan.  Dec�s�ons made about �t have a much longer-term effect 
than those made about the operat�ng budget—they may affect several future genera-
t�ons of c�t�zens.

Th�s chapter exam�nes how the financ�ng for the �nvestment plan �s developed 
and �mplemented.  We w�ll prov�de defin�t�ons of debt management and other related 
terms.  We w�ll also rev�ew the benefits of �nst�tut�ng a debt management program, 
�dent�fy and prov�de examples of pol�c�es that should be developed, and d�scuss the 
legal env�ronment surround�ng the use of debt.  We w�ll address types of financ�ng, 
methods for select�ng cred�t �nstruments and the mechan�cs for obta�n�ng financ�ng, 
as well as a rev�ew of cred�t analys�s, d�sclosure requ�rements and adm�n�strat�on of 

the debt.

VOluMe 4:  Managing PerfOrManCe

inTroduCTion

TrAiner’S guide 

CHApTer 9:  ACCounTing 

Th�s chapter �s d�v�ded �nto bas�c and advanced sect�ons. The bas�c sect�on �ncludes 
background �nformat�on on bas�c concepts and defin�t�ons of account�ng, the �m-
portance of account�ng and good governance, account�ng standards, the account-
�ng cycle, and types of account�ng.  It also �ncludes pol�c�es, obstacles and benefits 
to account�ng.   There �s a sect�on on management account�ng and var�ous cost�ng 
techn�ques.  The advanced sect�on �ncludes �nformat�on on computer technology, 
modern�z�ng the account�ng system, account�ng manuals, fund account�ng, ut�l�ty 
funds, deprec�at�on, and advanced financ�al and budgetary report�ng.

CHApTer 10:  perForMAnCe MeASureS

Th�s chapter exam�nes the development and �mplementat�on of performance meas-
urement at the local level of government. We w�ll define performance measurement 
and descr�be the benefits to a local government that uses �t to �mprove the odds of 
success �n ach�ev�ng �ts serv�ce goals. We w�ll also d�scuss the steps �nvolved �n set-
t�ng up a performance measurement system and obstacles that may be encountered 
along the way.
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CHApTer 11:  ASSeT MAnAgeMenT    

Th�s chapter exam�nes how you can use asset management as an effect�ve manage-
ment tool.  We define the term assets, as �t �s used �n th�s chapter, asset management 
systems, and plans and descr�be the benefits of us�ng asset management to better 
plan cap�tal �nvestments and ach�eve serv�ce del�very goals.  

The best place to start develop�ng an asset management plan �s w�th the bas�cs.  
Accord�ng to the World Bank, these �nclude: 

Develop�ng bas�c asset �nventor�es �nclud�ng surplus real property,
Document�ng asset operat�on and ma�ntenance processes,
Develop�ng pr�mary asset �nformat�on systems,
Prepar�ng bas�c asset management plans, and
Develop�ng staff sk�lls and govern�ng body awareness.

We have structured the book to prov�de �nformat�on on these bas�c components 
from two perspect�ves.  The first deals w�th the assets that are used to prov�de day-
to-day serv�ces to the c�t�zens of the LG.  The second recogn�zes that some countr�es 
are �n a decentral�zat�on process where the central government �s g�v�ng LGs respon-
s�b�l�ty for assets for wh�ch they have not prev�ously been respons�ble.  For those 
local governments that may be �n the second category, we have prov�ded a sect�on on 
Surplus Real Property s�nce �t represents a d�fferent challenge than work�ng w�th the 
assets used to prov�de ongo�ng serv�ces.  However, th�s chapter does not deal w�th 
manag�ng apartment or hous�ng un�ts. 

CHApTer 12:  proCureMenT

Th�s chapter �s d�v�ded �nto a bas�c and advanced sect�ons.  The bas�c sect�on exam-
�nes the process of procurement �n local government w�th emphas�s on procurement 
plann�ng, legal procedures for the acqu�s�t�on of goods, serv�ces and publ�c fac�l�t�es, 
and deta�ls of procurement adm�n�strat�on. It also �ncludes pol�c�es, benefits and ob-
stacles �n the procurement process. Steps for a comprehens�ve procurement process 
for goods, serv�ces and publ�c works are also �ncluded. The advanced sect�on deals 
w�th construct�on contract adm�n�strat�on, store operat�ons, procurement and e-Gov-
ernment, and procurement and econom�c development �ssues.

uSing THe SerieS

We have des�gned the ser�es descr�bed above to be used by a var�ety of �nd�v�duals 
and �nst�tut�ons. Obv�ous among these are the tra�ners and tra�n�ng �nst�tut�ons on 
the supply s�de of tra�n�ng and finance officers on the demand s�de. But, we see the 
potent�al users as many more as alluded to earl�er. We hope that ch�ef execut�ve offic-
ers (CEO) and department heads �n local government w�ll use them along w�th staff 
members of mun�c�pal assoc�at�ons. There should be �nterest l�kew�se on the part of 
commun�ty NGOs that are hop�ng to see c�t�zens get more �nvolved �n the budget�ng 
processes of the�r local governments. And commun�ty colleges and other educat�onal 

•
•
•
•
•
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�nst�tut�ons that are prepar�ng entry level publ�c financ�al management profess�onals 
for future employment could eas�ly �ntegrate many of these chapters �nto the�r cur-
r�culum. 

 For those ma�nstream users l�ke finance tra�ners and finance management 
profess�onals we offer the follow�ng �deas. Use these chapters:

As self-study gu�des. We hope pol�cy makers, CEOs, department heads, 
and a range of financ�al management personnel from local governments 
w�ll be �ncl�ned to p�ck up these chapters and read them. To add value to 
the read�ng we have �nterspersed each essay w�th Learn�ng Appl�cat�on 
tasks. W�th each of the short appl�cat�on tasks, we have �dent�fied �n a 
call-out box who m�ght best benefit from undertak�ng each of these tasks. 
Of course, we encourage all users to pause from the read�ng to cr�t�cally 
assess what they have been read�ng �n relat�on to the�r own financ�al 
management respons�b�l�t�es and challenges.
As workshop learn�ng gu�des. We ant�c�pate that these chapters w�ll 
become the bas�s for a w�de range of learn�ng exper�ences for local govern-
ment elected and appo�nted offic�als. As we ment�oned earl�er, there are 
many ways to organ�se these mater�als to meet a var�ety of learn�ng needs 
w�th�n the broad local government commun�ty. For example, �f you are op-
erat�ng as a tra�ner or manage a publ�c sector-or�ented tra�n�ng �nst�tute, 
th�nk about the follow�ng opt�ons: 

A ten-day workshop that �ncludes approx�mately a half day on each of 
the substant�ve  top�cs;
A five-day workshop that covers fully three or four of the top�cs �n-
cluded �n the ser�es based on the  assessed �nterest of finance manag-
ers �n a part�cular reg�on of the country;
Twelve workshops, each one to one and one-half day �n length, cover-
�ng all of the top�cs;
A three-hour program �n conjunct�on w�th an annual conference of lo-
cal finance officers that deals w�th the most �mportant aspects of one 
part�cularly h�gh-�nterest top�c �n the ser�es.
A presentat�on at the annual meet�ng of the nat�onal assoc�at�on of 
local governments on the advantages of support�ng LGFM tra�n�ng for 
key local government elected and appo�nted offic�als. 
Team�ng up w�th a formal educat�onal �nst�tut�on to offer a cert�ficate 
programme based on the ser�es, or to �ntegrate selected mater�als �nto 
the�r degree programme �n publ�c adm�n�strat�on, w�th you be�ng an 
adjunct �nstructor who del�vers the educat�on modules.   

In add�t�on to the opt�ons ment�oned, there are other ways to use these mater�-
als. For example, th�nk about meet�ng w�th an �nterested group of finance officers 
from the same reg�on every Fr�day afternoon for several weeks to hold d�scuss�ons 
on several of the top�cs. Rather than g�ve you any more �deas, we suggest you do a 
b�t of bra�nstorm�ng for other �deas by complet�ng the follow�ng Learn�ng Appl�cat�on 
exerc�se. By the way, these �nterludes �n your read�ng are �dent�fied by the term just 

1.

2.

•

•

•

•

•

•
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used, Learn�ng Appl�cat�on. You w�ll find them throughout the texts of Part One of 
each of the chapters. Tra�ners have also found them to be useful as learn�ng exerc�ses 
for workshops and other structured learn�ng events. Just mod�fy them to meet your 
spec�fic tra�n�ng des�gn needs and add them to your tra�n�ng toolk�ts. 

leArning AppliCATion

Take a few moments and jot down some �deas about how these chapters m�ght be 
used �n your country to support the further profess�onal development of your publ�c 
offic�als and �nst�tut�ons. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Of these �deas, wh�ch ones do you th�nk are the most �mportant?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

  
What can you do personally to help support these �deas so they become real?  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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PART TWO:  MANAGEMENT TOOLS

purpoSe

The mater�als �ncluded �n th�s overv�ew are des�gned to be used by the tra�ner to �n�t�-
ate a ser�es of workshops on financ�al management. In other words, they are �ntended 
to serve as an �ntroduct�on when several of the top�cs on financ�al management are to 
be covered dur�ng the same workshop ser�es. On the other hand, they can be adapted 
to supplement the content of a program devoted to just one top�c. E�ther way, they 
are �ntended to get the tra�n�ng off to a successful start by help�ng part�c�pants get 
acqua�nted w�th each other, prov�d�ng them w�th �nformat�on on workshop content, 
and lett�ng them exper�ence the type of �nteract�on to be used throughout the work-
shop ser�es. 

Wh�le we have stressed �n Part One of th�s chapter and �n the Tra�ner’s Gu�de 
the �mportance of adapt�ng these mater�als to meet the needs of your tra�n�ng par-
t�c�pants, we want to reemphas�ze �t aga�n. Many of the exerc�ses can be changed to 
meet the needs of var�ous aud�ences w�th d�ffer�ng levels of knowledge and exper�ence 
�n financ�al management. Don’t hes�tate to adapt them to meet the learn�ng needs of 
your part�c�pants.   

ConTenTS

A br�ef descr�pt�on of each learn�ng act�v�ty �s shown below w�th an approx�mat�on of 
the amount of t�me requ�red. If you w�sh to change the order, to om�t someth�ng, or to 
add tra�n�ng mater�al of your own, feel free to do so. In add�t�on, use your judgment 
and exper�ence about the t�me needed to complete the tasks �nvolved �n the exerc�ses. 
Wh�le we have attempted to judge the t�mes �t m�ght take to carry out a group task, 
for example, �t w�ll vary from group to group. Adapt to the learn�ng needs of your 
part�c�pants �n these workshops and you w�ll be successful.   

0. 1 WArM-up exerCiSe: geTTing ACquAinTed

Introduct�ons should be made to acqua�nt part�c�pants w�th each other and the tra�n-
�ng staff, let them know what w�ll be expected of them, and help them to feel more 
comfortable �n the learn�ng env�ronment. (15 - 60 m�nutes)

0.2 exerCiSe: ASSeSSing knoWledge And experienCe

Part�c�pants �nd�v�dually assess the�r level of knowledge and exper�ence �n relat�on to 
a l�st of financ�al management top�cs, and compare results �n small groups. (60 - 75 
m�nutes)
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0.3 exerCiSe: idenTiFying FinAnCiAl reSponSibiliTieS

An alternat�ve to the preced�ng exerc�se. Part�c�pants work �n small groups to �dent�fy 
and comp�le l�sts of financ�al management respons�b�l�t�es and rate the respons�b�l�-
t�es on challenge and the need for tra�n�ng. (60 m�nutes)
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0.1  WArM-up exerCiSe:  geT ACquAinTed

TiMe required:

15 - 60 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants get to know each other and the tra�ner, let them 
know what w�ll be  expected of them, and cause them to feel more comfortable �n the 
learn�ng env�ronment.

proCeSS 

After welcom�ng remarks by the host agency representat�ve and a short descr�pt�on of 
program object�ves, schedul�ng and log�st�cs, g�ve a br�ef personal �ntroduct�on and 
�nv�te part�c�pants to get acqua�nted. Here are some alternat�ve ways to organ�ze the 
get-acqua�nted exerc�se. 

Self-introductions —Ask part�c�pants to say a few th�ngs about themselves 
such as the�r names, the local governments they represent, the number of years they 
have served as finance officer or some other pos�t�on, and why they have chosen to 
take part �n th�s workshop or workshop ser�es. 

Paired introductions—Ask part�c�pants to pa�r up to get acqua�nted, to gather 
some personal/ profess�onal data on one another, and then, �n turn, for each part�c�-
pant to �ntroduce h�s or her partner to the group.

Small group mixer—Have part�c�pants wr�te on a card the name of the finance 
management area �n wh�ch they would most l�ke to be more sk�llful. S�nce many of 
the part�c�pants may not be aware of the top�cs to be covered by the tra�n�ng, you 
may have to make a l�st of them on newspr�nt or a blackboard before start�ng the 
exerc�se. 

After part�c�pants have completed the task, ask them to get up and wander 
around the tra�n�ng room unt�l they locate another part�c�pant w�th a s�m�lar need. 
After a few m�nutes, have part�c�pants who are �nterested �n the same area of finan-
c�al management to jo�n together �n small groups to d�scuss what they would l�ke 
to know or be able to do better about that area. Ask for volunteers from the var�ous 
groups to �ntroduce the�r group’s members and report on the�r group’s results.
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0.2  exerCiSe:  ASSeSSing knoWledge And 
experienCe

TiMe required:

60 - 75 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants relate the�r own profess�onal exper�ence to the 
var�ous financ�al management top�cs �ncluded �n the workshop ser�es.

(Note: If participants have not read the essay at the beginning of this 

chapter and are not familiar with the topics included in the series, 

substitute Exercise 1.3 for this one.)

proCeSS

Us�ng a quest�onna�re l�ke the one shown on the next two pages, ask part�c�pants to 
prov�de some �nformat�on about the�r own performance and the performance of the�r 
respect�ve local government organ�zat�ons �n relat�on to var�ous top�cs.

When part�c�pants have completed the task �nd�v�dually, ask them to share 
the�r responses �n small groups. Suggest that a recorder �n each small group make a 
l�st of the responses and tabulate them to �dent�fy the patterns (�.e., wh�ch top�cs are 
most often ment�oned �n response to �tems �n the two boxes).

After about 30 m�nutes of small group d�scuss�on, reconvene the part�c�pants. 
Ask for a summary report from each small group. Encourage a d�scuss�on of s�m�lar�-
t�es and d�fferences �n small group results.
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Assessment of Financial Management knowledge and experience:  
A questionnaire

InstructIons

Read the descr�pt�ons of funct�ons performed by local governments �n conduct�ng 
the�r financ�al management respons�b�l�t�es that are presented �n Table 1. After you 
have read each of the funct�ons, fill �n the �nformat�on as requested �n the boxes �n 
Tables 2 and 3.

Table 1. description of Financial Management Functions

Account�ng Prov�des the bas�c concepts of account�ng and report�ng for 
LGs.

Asset 
Management

Prov�des a method for �dent�fy�ng and manag�ng the assets of 
a LG.

Cap�tal 
Investment Plan

Exam�nes the process of plann�ng for the financ�ng of future 
phys�cal development needs to ensure that construct�on pr�-
or�t�es and schedules are coord�nated w�th the ava�lab�l�ty of 
needed financ�al resources.

C�t�zen 
Part�c�pat�on

Prov�des a gu�de for local government offic�als �n the�r efforts 
to �nvolve c�t�zens �n a t�mely and construct�ve way �n the de-
velopment and �mplementat�on of publ�c programs.

Evaluat�ng 
F�nanc�al 
Cond�t�on

Prov�des a �llustrat�ve set of �nd�cators to be used �n evaluat-
�ng a LG’s financ�ng cond�t�on.

F�nanc�al 
Plann�ng

Exam�nes �n depth the process by wh�ch local governments 
ant�c�pate the�r future financ�al needs us�ng a var�ety of plan-
n�ng and forecast�ng methods.

F�nanc�al Pol�cy 
Mak�ng

Explores the nature of financ�al pol�cy and how pol�c�es are 
formulated and used systemat�cally by local governments to 
gu�de and d�rect the�r financ�al affa�rs. 

F�nanc�ng 
the Cap�tal 
Investment Plan

Descr�bes the short and long-term financ�ng port�on of the 
cap�tal �nvestment plan.

F�nanc�ng the 
Operat�ng Budget

Descr�bes the revenue and short-term financ�ng port�on of the 
annual operat�ng budget.  Also �ncludes cash budget�ng and 
�nvestment of excess.

Operat�ng Budget Concentrates on the annual operat�ng budget and �ts use as a 
pr�mary tool for financ�al plann�ng  and management as well 
as for est�mat�ng annual �ncome and controll�ng expend�tures.

Performance 
Measures

Descr�bes the use of performance measures to determ�ne �f 
and how well the �ntended purposes of local government are 
be�ng ach�eved and how to set up a performance measure-
ment system.

Procurement Rev�ews �n deta�l the lawful, effic�ent and eth�cal procurement 
of goods and serv�ces by a local government �nclud�ng a step-
by-step tour of the publ�c procurement cycle.
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W�th respect to my own management performance, I would rate the finance 
funct�ons descr�bed �n Table 1 as follows:

Table 2

My Performance  Function

The funct�on �n wh�ch I do the best �s:  __________________

The funct�on �n wh�ch I am least successful �s:  __________________

The funct�on that �s the most challeng�ng for me �s:       __________________

The funct�on that �s the least challeng�ng for me �s:       __________________

The three funct�ons �n wh�ch I want tra�n�ng the most are:   __________________

 __________________

 __________________
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W�th respect to my local government’s performance, I would rate the finance 
funct�ons descr�bed �n Table 1 as follows:

Table 3

My Local Government’s Performance  Functions

The three funct�ons �n wh�ch my local government
performs best are:  __________________

 __________________

 __________________

The three funct�ons �n wh�ch my local government
performs the least successfully are: __________________
      
 __________________
     
 __________________
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Worksheet—Financial Functions: Challenges and Training needs 

inSTruCTionS

In Column 1, on the left s�de of the worksheet, make a l�st of 10 �mportant financ�al 
funct�ons performed by the local governments represented by members of your small 
group. After complet�ng the l�st, agree as a group on five of the funct�ons on the l�st 
as the ones that are the most challeng�ng for the local governments represented. In-
d�cate your group’s cho�ces by blacken�ng the appropr�ate five c�rcles �n Column 2. 
Then, agree as a group on five funct�ons from the l�st as the ones �n wh�ch tra�n�ng �s 
needed the most by finance officers represent�ng the local governments. Ind�cate your 
group’s cho�ces for tra�n�ng by blacken�ng the appropr�ate five c�rcles �n Column 3. 

Column 1  Column 2 Column 3
F�nance Funct�on  Most Challeng�ng Tra�n�ng Needed

1. _____________________________________  0   0
2. _____________________________________  0   0
3. _____________________________________  0   0
4. _____________________________________  0   0
5.______________________________________  0   0
6.______________________________________  0   0
7.______________________________________  0   0
8.______________________________________  0   0
9.______________________________________  0   0
10._____________________________________ 0   0
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0.3   exerCiSe: idenTiFying FinAnCiAl 
reSponSibiliTieS

TiMe required: 

About 60 m�nutes

purpoSe:

Th�s exerc�se �s to help part�c�pants �dent�fy the var�ous �nd�v�duals or roles that per-
form �mportant funct�ons w�th�n local government’s financ�al management process. 
The �ntent �s to �ncrease awareness of the �nterrelated nature of the var�ous funct�ons 
and the �mportance of team work �n carry�ng out these funct�ons. Th�s �s an exerc�se 
that can be used w�th part�c�pant groups that �nclude pol�cy makers (elected offic�als), 
CEOs, and department heads as well as financ�al officers. 

proCeSS:

D�v�de the part�c�pants �nto small groups of five to seven and g�ve each part�c�pant 
a copy of the l�st of FM funct�ons from Exerc�se 1.2; Table 1. Ask each group to d�s-
cuss who w�th�n the local government fam�ly of �nd�v�duals, departments, boards, 
and comm�ss�ons (such as the elected body or the plann�ng comm�ss�on) need to be 
�nvolved �n each of the twelve funct�ons on the l�st. Out of the l�st for each funct�on 
ask them to �dent�fy who does or should take the lead respons�b�l�ty.  Tell them they 
have about 30 m�nutes to come up w�th the�r responses. 

Th�s could get a l�ttle messy s�nce many �nd�v�duals, departments, and var�ous 
boards and comm�ss�ons need to be consulted or �nvolved �n many �f not most of 
these funct�ons. Rem�nd the part�c�pants that the �ntent �s to better understand the 
complex�ty of most LGFM funct�ons. Ask each group to record the�r responses on fl�p 
chart paper so they can report on the�r find�ngs �n the follow�ng plenary sess�on. 

Don’t hes�tate to add any add�t�onal tasks to th�s exerc�se that you feel would 
be useful �n help�ng the part�c�pants get a better understand�ng of the full range of 
funct�ons w�th�n LGFM.  For example, you m�ght ask them to �dent�fy the roles that 
c�t�zens should play, �f any, �n each of these funct�ons.  
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Tra�ner’s Gu�de

inTroduCTion

When the Expert Group met �n Kenya to plan th�s ser�es of tra�n�ng and man-
agement mater�als the members agreed that the ut�l�ty of the ser�es would be 

enhanced by �nclud�ng a tra�ner’s gu�de.  Wh�le tra�ners w�ll be the pr�mary users of 
th�s gu�de, there are others that w�ll also find �t useful. For example, we have �ncluded 
a few notes for those who m�ght be concerned about translat�ng them �nto another 
language or perhaps adapt�ng them to be more congruent w�th nat�onal laws and 
financ�ng pract�ces. We also see finance managers and other local government man-
agers as potent�al users of th�s gu�de, part�cularly �f they want to have an �nfluence 
on the qual�ty of tra�n�ng that �s be�ng prov�ded for the�r employees. If your country 
has an assoc�at�on of finance officers, ch�ef execut�ve officers, or govern�ng bod�es, or 
�s th�nk�ng about start�ng one, th�s gu�de m�ght be useful. In other words, �ts poten-
t�al users go beyond just those �n the tra�ner role. We have tr�ed to wr�te �t w�th th�s 
expanded aud�ence �n m�nd.  We bel�eve �t’s �mportant to put tra�n�ng �nto a much 
broader context than just des�gn�ng a learn�ng event for a group of local government 
offic�als.  

We w�ll start our d�scuss�on �n a moment by expla�n�ng what we mean by th�s.  
From there we w�ll look at some of the challenges of adapt�ng, and where necessary, 
translat�ng the ser�es �nto another language.  We w�ll also d�scuss some �ssues �n-
volved �n plann�ng and susta�n�ng a successful local government financ�al manage-
ment (LGFM) tra�n�ng programme.  These aspects of tra�n�ng cover a range of tra�n�ng 
management tasks from do�ng a tra�n�ng needs assessment, to tra�n�ng tra�ners, and 
evaluat�ng the �mpact of the tra�n�ng �nvestment.   

F�nally, we w�ll get to the tra�ner’s concerns about how to use these mater�als to 
enhance the�r performance as learn�ng fac�l�tators.  We w�ll look at how to des�gn suc-
cessful learn�ng �ntervent�ons and how to carry them out successfully.  It’s one th�ng 
to des�gn a successful tra�n�ng programme.  It’s another to conduct �t successfully.  In 
cover�ng these aspects of the tra�n�ng trade, we w�ll prov�de some clues about var�ous 
k�nds of learn�ng tools such as case stud�es, role plays, and the use of �nstruments.  
We w�ll also talk about the art of fac�l�tat�ng effect�ve learn�ng. 

pre-plAnning CHeCkliST

Before send�ng out workshop announcements for LGFM tra�n�ng, �t w�ll be helpful 
to do a b�t of preplann�ng to assure that you get the most from your efforts.  To help 
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you do th�s we collected a few quest�ons you need to ask yourself and others. Don’t 
hes�tate to add to the l�st as you engage �n th�s preplann�ng plann�ng. 

Who w�ll be your pr�mary tra�n�ng target group?  Local government 
finance d�rectors? F�nance department staff members? Operat�ng depart-
ment heads? Local elected offic�als? Central government or prov�nc�al 
offic�als w�th local government overs�ght respons�b�l�t�es? A m�x of these 
poss�b�l�t�es? 
What are the potent�al numbers of tra�n�ng part�c�pants you m�ght be able 
to attract from each of those target groups you want to serve? 
Have you thought about do�ng a tra�n�ng needs assessment of these po-
tent�al tra�n�ng part�c�pants? If so, do you know how you w�ll conduct the 
assessment? 
What w�ll be the potent�al market for a tra�n�ng programme that �nvolves 
the full ser�es?  
Is there a pre-serv�ce tra�n�ng potent�al for th�s type of tra�n�ng?  
Have you thought about the potent�al of address�ng good governance 
pr�nc�ples through spec�al workshops for both local government and c�v�l 
soc�ety part�c�pants based on the content of th�s ser�es? 

These are the k�nds of market�ng quest�ons you need to be ask�ng yourself and 
others before send�ng out the tra�n�ng announcement.  They also get to the quest�ons 
of what �s feas�ble �n terms of t�me comm�tments on the part of the part�c�pants you 
hope to attract to your tra�n�ng. Offer�ng a tra�n�ng programme that �nvolves the en-
t�re ser�es �s �deal for sen�or finance officers but may present some financ�al and t�me 
constra�nts. There are several ways to overcome these constra�nts and they probably 
�nvolve partnersh�ps. For example,  

Can you partner w�th another organ�sat�on or �nd�v�duals to plan and 
del�ver the tra�n�ng?  Is there a profess�onal assoc�at�on of finance officers, 
ch�ef execut�ves or govern�ng bod�es that would be a l�kely partner? Or a 
nat�onal assoc�at�on of local governments?
Are there fund�ng poss�b�l�t�es to help underwr�te the cost of the tra�n�ng? 
Internat�onal development agenc�es? Foundat�ons? Profess�onal or trade 
assoc�at�ons that are concerned about the qual�ty of local government 
management? 
Have you thought about educat�onal �nst�tut�ons that m�ght want to offer 
th�s type of tra�n�ng as part of the�r cont�nu�ng educat�on programmes? 
They have the �ncent�ve of be�ng able to offer a cert�ficate or other cre-
dent�al that could enhance the careers of those who complete the ser�es 
successfully. 
Have you taken t�me to get acqua�nted w�th the ent�re ser�es w�th the 
�ntent of dec�d�ng how you m�ght use selected ones to meet spec�fic tra�n-
�ng aud�ence learn�ng needs? For example, elected offic�als? Or, aud�tors? 
Department heads of local government operat�ng agenc�es? 

•

•

•

•

•
•

•

•

•

•
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These mater�als offer a w�de array of market�ng and partner�ng potent�als.  It w�ll 
be helpful to spend some t�me th�nk�ng about these potent�als before mak�ng any firm 
dec�s�ons about how you want to use these mater�als. We ment�oned the potent�al of 
conduct�ng tra�n�ng needs assessments (TNA) earl�er. We bel�eve they are �mportant 
to help you and your tra�n�ng colleagues determ�ne not only what to offer �n terms of 
tra�n�ng content but also how to work w�th�n the t�me and other constra�nts your po-
tent�al tra�n�ng cl�ents m�ght encounter �n part�c�pat�ng �n the tra�n�ng. TNAs can also 
be �mportant market�ng tools. They help those who m�ght need the tra�n�ng to better 
understand the�r needs and to help you �n return explore some ways to overcome the 
constra�nts of part�c�pat�ng �n the tra�n�ng. 

The next set of quest�ons to ask �nvolves the log�st�cs of gett�ng ready to offer 
the tra�n�ng. 

W�ll the mater�als have to be translated �nto the local language?  If so, 
how w�ll you arrange to have th�s done? And, how w�ll you pay for the 
translat�on? We suspect you have had lots of exper�ence �n th�s proc-
ess and know the p�tfalls to be avo�ded. Nevertheless, we w�ll make a few 
comments later about how to make th�s part of the plann�ng process less 
troublesome. 
W�ll you need to adapt the mater�als to accommodate account�ng or budg-
etary regulat�ons, local leg�slat�on, management arrangements, or other 
pecul�ar�t�es that m�ght create res�stance from the potent�al tra�n�ng aud�-
ences? We have tr�ed to make the volumes as general as poss�ble to m�n�-
m�se adaptat�on problems wh�le not mak�ng them so general that they are 
useless. If you don’t have to translate them �nto a local language you may 
be able to handle any essent�al adaptat�ons w�th addenda to each chapter 
that are pr�nted separately and �nexpens�vely. 
W�ll you need to tra�n tra�ners to conduct the tra�n�ng? If so, how w�ll you 
conduct th�s tra�n�ng? Who w�ll pay for th�s tra�n�ng? 

There are many other quest�ons you w�ll need to be ask�ng as you beg�n plan-
n�ng to use these mater�als.  Don’t hes�tate to ask them. Better now than say�ng later, 
“Why d�dn’t I th�nk of that when I was cons�der�ng the use of th�s ser�es?” 

Ten WAyS To FAil AS you uSe THeSe MATeriAlS

One of the members of the Expert Group who helped to shape the content and format 
of these mater�als suggested we �nclude a short d�scuss�on of how you can fa�l �n us-
�ng these mater�als.  It comes from an earl�er vers�on of the Local Elected Leadersh�p 
ser�es also publ�shed by UN-HABITAT1. W�th a few adaptat�ons to the source docu-
ment here are some contrary thoughts on how to fa�l.

1   UNCHS (Hab�tat) (1995)  Local Governance Manuals:  Tra�n�ng for Elected Lead-
ersh�p Ser�es.  Set of 13 volumes.

•

•

•
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Don’t bother to d�scuss the tra�n�ng w�th any finance officers before they 
come to your first workshop on th�s ser�es.  After all, you’re the tra�n�ng 
expert, and they are just your tra�n�ng cl�ents.
Plan to hold the tra�n�ng �n places that are conven�ent for you and your 
tra�n�ng team.  Don’t worry about the tra�n�ng part�c�pants. They all have 
b�g travel budgets. If they don’t, �t’s the�r own fault s�nce they put together 
the budget. 
The same goes when you hold the tra�n�ng.  Your cl�ents should be able 
to adjust the�r schedules �f they are really �nterested �n the tra�n�ng. And, 
don’t let the�r excuse that �t’s “budget t�me” bother you. 
Don’t waste t�me check�ng out the tra�n�ng venue before the workshop 
beg�ns.  Everyone knows �t’s the content of the tra�n�ng that counts. 
UN-HABITAT tra�n�ng mater�als are always so complete that there �s no 
need to check them out before the workshop.
St�ck to lectures and guest speakers as much as you can and don’t bother 
w�th small group exerc�ses and other stuff.  They waste a lot of t�me and 
take up too much space. 
If you feel you must use exerc�ses, just go w�th the ones �n the chapters.  
Start w�th the first and go through them �n sequence unt�l t�me runs out. 
Don’t bother to make changes �n the exerc�ses �n the chapters.  Obv�-
ously, the authors knew what they were do�ng or  UN-HABITAT wouldn’t 
have h�red them. 
Always go w�th the t�me the authors suggested �n the exerc�ses.  Even �f 
the part�c�pants are really �nto learn�ng, don’t hes�tate to shut them off 
when the t�me the authors sa�d the exerc�se should take runs out. 
Don’t bother w�th evaluat�ons or follow up.  Those finance officers are the 
k�nd who w�ll call you �f they have any quest�ons or want more tra�n�ng. 

These comments sound fam�l�ar.  Sure, we’ve all known tra�ners who operated 
th�s way. D�d you not�ce the past tense of that last statement?  Hopefully they are no 
longer conduct�ng tra�n�ng!  

AdApTing And TrAnSlATing THe SerieS

We ment�oned br�efly �n the �ntroduct�on some concerns about the poss�ble transla-
t�on and adaptat�on of the LGFM ser�es for use �n your country.  G�ven the �mpor-
tance of these potent�al tasks, we want to share some lessons learned �n prepar�ng 
other tra�n�ng mater�als for local use.

The tasks of adapting and translating these mater�als w�ll depend on a number 
of c�rcumstances.  If the tra�n�ng �s to be conducted �n your country �n Engl�sh and 
you have a cadre of seasoned tra�ners who are adept at mod�fy�ng tra�n�ng mater�als 
to meet the�r needs, you may be able to use the ser�es as publ�shed. Or, you m�ght 
feel that new mater�als are needed to more accurately reflect the legal, cultural, pol�t�-
cal or manager�al approaches to financ�al management �n your country. If th�s �s the 
case, you m�ght want to produce a supplement for use by tra�ners and others. 

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.
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For example, �t m�ght �nclude d�fferent approaches to financ�al management 
tasks l�ke overs�ght or procurement that are d�fferent �n your country and need to 
be h�ghl�ghted �n the tra�n�ng; adaptat�on or abandonment of tra�n�ng tools that are 
not appropr�ate or otherw�se acceptable to the potent�al part�c�pants of tra�n�ng; and 
development of new tra�n�ng and management tools that would be more user fr�endly 
and acceptable to your tra�n�ng cl�entele. We encourage these add�t�ons and chang-
es.

If you need to translate the chapters �nto your local language, the tasks become 
more complex. Before you do anyth�ng, you should check w�th UN-HABITAT to see 
�f any other �nst�tut�on or group has translated the ser�es �nto your language. If they 
haven’t, cons�der do�ng both an adaptat�on and translat�on �f those who rev�ew the 
or�g�nal text bel�eve �t w�ll be necessary or des�rable. The adaptat�on could �nclude, 
for example, local case stud�es, role plays, and cr�t�cal �nc�dents, and changes of 
examples �n the text to make them more country spec�fic. 

The follow�ng are some gu�del�nes you m�ght want to cons�der �f you need to 
undertake adaptat�on and translat�on.   

   
Don’t hes�tate to make changes �n the text and other �mportant features 
�n the mater�als.  

Wh�le there are often rules and regulat�ons that warn you not to copy, 
change, or otherw�se mut�late someone else’s publ�shed documents, they 
don’t apply when work�ng w�th th�s ser�es of tra�n�ng mater�als.  One reason 
UN-HABITAT tra�n�ng mater�als have been so successful �s the freedom that 
users have to make them more compat�ble w�th the�r own c�rcumstances. 

In one country where one of the authors worked, he thought he had 
been clear about the�r r�ght to make necessary and useful changes �n the 
text.  Only after the �n-country vers�on was translated and publ�shed �n the 
local language d�d he d�scover that few, �f any, changes had been made �n 
cruc�al parts of the mater�als.  Don’t assume the perm�ss�on to alter the ma-
ter�als has been clearly commun�cated.  Even �f �t �s clear to all concerned, 
don’t assume the adaptat�on of even the most bas�c mater�als, such as case 
stud�es and role plays, has taken place.     

Assemble a small team of potent�al users, tra�ners, language spec�al�sts, 
and other key stakeholders to help w�th the adaptat�on and translat�on. 

 The task of adapt�ng and translat��ng these mater�als should not be 
left to one person although one person should have respons�b�l�ty for pull-
�ng together the �ns�ghts and �nputs of others to produce the final product.  

The select�on of th�s team �s �mportant and m�ght on rare occas�ons 
be problemat�c.  For example, you w�ll need one or two h�ghly respected 
finance officers to serve on th�s team who are open to the need for tra�n�ng 
and understand the �mportance of �ntroduc�ng new concepts, pr�nc�ples 
and strateg�es �nto the management of financ�al respons�b�l�t�es at the lo-
cal level.  Not only should they be fam�l�ar and sk�lled �n LGFM pr�nc�ples 
and pract�ces w�th�n your country, they w�ll also prov�de a real�ty check on 
the use of these mater�als �n the�r work env�ronment.  The�r task w�ll be to 
assure that the financ�al management concepts and strateg�es are e�ther 

•

•
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compat�ble w�th local leg�slat�on and pract�ce or represent �mproved ap-
proaches to current pract�ces.  In select�ng these �nd�v�duals, �t �s �mportant 
to �dent�fy those who are open to change and w�ll�ng to support new ways 
of do�ng th�ngs.          

Include �f poss�ble one or two finance officers who also have tra�n�ng 
exper�ence w�th adult educat�on pr�nc�ples and strateg�es.  They should 
also have a comm�tment to exper�ent�al learn�ng, �.e., learning by doing.  Let 
them know before they comm�t to work�ng w�th your team that they w�ll be 
respons�ble for help�ng to rev�se role plays, cr�t�cal �nc�dents, and case s�tu-
at�ons based on the�r own field exper�ence and �nput from other members 
of the adaptat�on team. 

Hav�ng a l�ngu�st�cs spec�al�st on the team, �n add�t�on to the transla-
tor, may be �mportant.  For example, there may be certa�n words that are 
problemat�c even �n the same language.  

Agree on some bas�c ground rules for work�ng together as a team before 
you beg�n the adaptat�on and translat�on process.  

For example, how w�ll your team handle d�sagreements and d�ffer-
ences of op�n�on about what to adapt and why?  Be clear about each team 
member’s role and respons�b�l�t�es.  Establ�sh object�ves, expected outputs 
and outcomes, and real�st�c t�me tables for reach�ng key m�lestones. 

If you are translat�ng the mater�als �nto another language, h�re the best 
translator ava�lable and don’t allow that person to work �n a vacuum.  

The translat�on process �s too �mportant and d�fficult to be carr�ed 
out w�thout support�ve �nteract�on w�th a small b�l�ngual team of tra�ners 
and finance spec�al�sts who are respons�ble for read�ng the translat�ons 
and g�v�ng construct�ve feedback.  We had an �nstruct�ve exper�ence when 
work�ng w�th a two-language team �n the development of the �n�t�al set of 
these mater�als.  Much of the d�alogue about how to translate certa�n tech-
n�cal terms took place between two cont�nents and somet�mes the �nterac-
t�ons were, well, amus�ng.  As some of the techn�cal terms went from one 
language to another and then back aga�n to the or�g�nat�ng language, the 
�n�t�ator of the d�scuss�on often could not recogn�ze the concept that was 
be�ng d�scussed.  Never underest�mate the d�fficulty and �mportance of the 
adaptat�on and translat�on processes.  

Share the wealth of your exper�ence and labour w�th others.  
The translat�on of these learn�ng mater�als can be a d�fficult, costly, 

and t�me-consum�ng venture so th�nk about how you can share your final 
products and exper�ence w�th others who commun�cate �n the same lan-
guage.  If there �s a reg�onal language that �s dom�nant, such as Span�sh 
�n Lat�n Amer�ca, you may want to encourage jo�nt product�on to opt�m�ze 
your product�on �nvestments.  

•

•

•
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leArning AppliCATion 

Adapt�ng and, �f necessary, translat�ng the financ�al management ser�es w�ll be among 
the first and most �mportant act�ons you w�ll take once the dec�s�on has been made 
to use these mater�als.  Stop for a moment and reflect on how you and others w�ll 
undertake th�s respons�b�l�ty. Jot down your thoughts on what k�nds of adaptat�ons 
m�ght be needed to make th�s ser�es of tra�n�ng mater�als more acceptable and useful 
�n your country and culture; some of the key persons to be �nvolved �n adapt�ng and 
translat�ng; and how best to get th�s part of the process underway.     
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

plAnning For TrAining iMpleMenTATion

There are so many tasks assoc�ated w�th plann�ng a successful tra�n�ng programme.  
For example, how do you get organ�sed to conduct LGFM tra�n�ng? Who can, or w�ll, 
be your sponsors? How do you market the tra�n�ng and follow-up act�v�t�es? How do 
you bu�ld the tra�ner capac�ty to do th�s type of tra�n�ng �f �t doesn’t ex�st? And how 
w�ll you measure the �mpact of th�s tra�n�ng on the �nd�v�dual, the organ�sat�on and 
�ts var�ous operat�ons, and the commun�ty?  

To help you sort through these many tasks, we are go�ng to start w�th a tech-
n�que that should serve you well �n a number of s�tuat�ons.  We borrow �t from the 
consult�ng profess�on, but �t works equally well �n the tra�n�ng bus�ness and other en-
trepreneur�al ventures. What we are about to d�scuss �s called, among other th�ngs, 
Contracting with your client. Th�s �s not a legal contract; rather, �t’s a psycholog�cal 
contract. The concept and strategy has a r�ch h�story �n the help�ng profess�ons l�ke 
consult�ng, tra�n�ng, and coach�ng, to name a few. Moreover, �t’s a great management 
tool and an effect�ve tool for tra�ners and finance managers to use as well �n conduct-
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�ng the�r bus�ness. As a tra�ner, th�nk about how you can use th�s process as part of 
your LGFM tra�n�ng offer�ngs.   

building eFFeCTive Working relATionSHipS

Ed Sche�n wrote an �mportant book  called Organizational Psychology (Englewood 
Cl�ffs, NJ: Prent�ce-Hall, 1965, p.11.)  In that book he took the concept of the “soc�al 
contract” and gave �t an organ�sat�onal sp�n. Here’s what he had to say at the t�me. 

The notion of a psychological contract implies that the individual has 

a variety of expectations of the organisation and that the organisation 

has a variety of expectations about him.  These expectations not only 

cover how much work is to be performed for how much pay, but also 

the whole pattern of rights, privileges, and obligations between the 

worker and organisation.

If you subst�tute training manager for the �nd�v�dual and training client for the 
organ�sat�on, then you can eas�ly see how th�s concept appl�es.  Sche�n’s defin�t�on 
also relates to many of the �ssues �nvolved of putt�ng together an operat�ng budget �n 
a local government organ�sat�on. 

Des�gn Learn�ng (DL) has descr�bed what �s �nvolved �n sett�ng the psycholog�cal 
contract between two people or ent�t�es better than any we have seen.  The elements 
DL bel�eves are �mportant to cover �n an �n�t�al meet�ng between the tra�n�ng manager 
and cl�ent are these: 

Personal Acknowledgement.  Th�s �s the first exchange of �nformat�on and 
feel�ngs between the tra�n�ng manager and the tra�n�ng cl�ent. The goal 
�s to make contact and to establ�sh a work�ng relat�onsh�p. For example, 
express your apprec�at�on for the opportun�ty to meet. If the cl�ent �n�t�-
ated the contact, then th�s �s a good t�me to learn why the cl�ent dec�ded 
to get �n touch. If you as the tra�n�ng manager �n�t�ated the contact, then 
you m�ght want to say why you wanted to meet and how the contact was 
made.
Commun�cat�ng and Understand�ng the S�tuat�on.  Talk about the role of 
the finance offic�al and the challenges �nherent �n th�s �mportant com-
mun�ty role. If you �n�t�ated the d�scuss�on, talk a b�t about financ�al 
management tra�n�ng and what �t �nvolves. If the cl�ent has reservat�ons 
about gett�ng �nvolved, th�s �s the t�me to understand what they are and 
to d�scuss them.  
Cl�ent Wants and Needs. Understand why the cl�ent m�ght want to get 
�nvolved �n financ�al management tra�n�ng, what the�r expectat�ons are 
about such tra�n�ng, and why they th�nk �t could be an �mportant �nvest-
ment for the�r department and organ�sat�on. If you have �n�t�ated th�s 
conversat�on, then �t’s �mportant to help the cl�ent express what he or she 
can offer to help make the tra�n�ng effect�ve. It may be financ�al, log�st�-
cal, even symbol�c such as endors�ng the programme. D�scuss the cl�ent’s 
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concerns about costs, schedules, and the format of the tra�n�ng and other 
�ssues that m�ght be assoc�ated w�th plann�ng and �mplement�ng the 
tra�n�ng.   
Tra�n�ng Manager’s Wants and Offers. Be clear about what you w�ll need 
from the cl�ent to make the tra�n�ng successful and what you can br�ng to 
the tra�n�ng relat�onsh�p. Th�s can �nclude such �ssues as the numbers of 
tra�nees you th�nk you need to conduct a successful tra�n�ng programme, 
how the tra�n�ng w�ll be del�vered, the qual�ty of the tra�ners, poss�ble 
venues, the t�me comm�tment requ�red, what the tra�n�ng content and 
process w�ll be, and other “wants and offers” you have that w�ll factor �nto 
th�s be�ng a successful work�ng relat�onsh�p. 
Clos�ng the Conversat�on. If you have reached an agreement to go ahead 
w�th the tra�n�ng, summar�ze the key po�nts of the agreement and talk 
about next steps. Most �n�t�al d�scuss�ons about your offer of financ�al 
management tra�n�ng w�ll probably not result �n a firm comm�tment �m-
med�ately, so you w�ll need to talk about follow-up steps. Otherw�se, you 
may have wasted your t�me and the�rs. Make plans to meet aga�n w�th�n 
the near future to move toward a firm comm�tment. If th�s �s not the r�ght 
person or group to work w�th to �n�t�ate elected leadersh�p tra�n�ng, then 
determ�ne who �s and ask �f the person you are talk�ng to can help make 
the contact.       

      
What we have just covered �s a process of establ�sh�ng a work�ng relat�onsh�p 

w�th your tra�n�ng cl�ent. It �s also a process you m�ght want to work �nto a tra�n-
�ng sess�on w�th finance officers to help them develop better work�ng relat�ons w�th 
department heads, the ch�ef adm�n�strat�ve officer, and elected offic�als �n develop�ng 
the annual budget.  

SoMe THougHTS on Finding SponSorS And ClienTS

Sponsors of your local government financ�al management tra�n�ng efforts come �n 
two bas�c types: those that prov�de monetary or other concrete k�nds of support; and 
those who lend the�r name and prest�ge, and even clout, to support local government 
tra�n�ng. 

Your concrete support l�st should �nclude the usual grant g�v�ng �nst�tut�ons, 
�.e., b�-lateral and mult�-lateral development �nst�tut�ons, foundat�ons, pr�vate organ-
�sat�ons, nat�onal and �nternat�onal NGOs that want to support local government ca-
pac�ty bu�ld�ng �n�t�at�ves, and more. If you have an assoc�at�on of local governments 
or several assoc�at�ons that represent local governments �n your country, they may 
also be sources of d�rect support �f they bel�eve that financ�al management tra�n�ng 
can benefit the�r m�ss�on. The same �s true of profess�onal assoc�at�ons. The central 
government may g�ve funds to support tra�n�ng, or they may be able to help �ntroduce 
you to th�rd part�es they know who would be �nterested �n support�ng your tra�n�ng 
�n�t�at�ves. 

Some of the same sponsors you thought m�ght be able to prov�de monetary 
or other d�rect support m�ght also be able to lend moral support by endors�ng your 
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financ�al management tra�n�ng efforts or by prov�d�ng entrée to key stakeholders. 
Th�nk about conduct�ng a stakeholder analys�s to �dent�fy potent�al d�rect and �nd�-
rect sponsors. You could do the same to �dent�fy potent�al cl�ents for the tra�n�ng. By 
stakeholder, we mean any person, group, or organ�sat�on that has an �nterest, pro or 
con, and would be affected �n any way by financ�al management tra�n�ng at the local 
governance level and the consequences of such tra�n�ng. As you can see, even the 
plann�ng of elected leadersh�p tra�n�ng can cut both ways. 

the sPOnsOrshiP-funding dileMMa

Before we go any further, �t �s essent�al to talk about the longer-term fund�ng trap 
that �s often assoc�ated w�th many of the k�nds of sponsors we just ment�oned. Many 
serv�ces and programmes often d�e on the v�ne once the sponsor’s financ�al support 
�s d�scont�nued. G�ven th�s real�ty, you need to develop a strategy for susta�n�ng the 
tra�n�ng after the donor or sponsor leaves town and to plan that strategy before you 
accept the�r money. 

Here are some suggest�ons. Develop a sl�d�ng scale of part�c�pant tra�n�ng fees. 
As the acceptance and popular�ty of financ�al management tra�n�ng grows, you can 
�ncrease the fees w�thout suffer�ng ser�ous decreases �n enrolment. Make sure you 
bu�ld as much of the developmental costs as poss�ble, �.e. mater�als, translat�ons, 
tra�n�ng of tra�ners, �nto any �n�t�at�ng grant or contr�but�on. If you don’t, you may 
be forced to �ncrease costs later on to recoup these costs. In one country, reg�onal 
tra�n�ng centres are supported by local governments through a modest membersh�p 
fee based on populat�on. In turn, the local governments are represented on the cen-
tre’s pol�cy board and get d�scounted and often free reg�strat�ons to attend tra�n�ng 
programmes.   

a POtentially diVerse Clientele

It �s easy to define the “cl�ents” of financ�al management tra�n�ng too narrowly, �.e. 
as only �nd�v�dual finance officers attend�ng short workshops. As a tra�ner, tra�n-
�ng manager, head of a profess�onal assoc�at�on of local government offic�als, or an 
elected offic�al concerned about the qual�ty of your local government’s financ�al man-
agement you need to th�nk “outs�de the box” (the box be�ng the trad�t�onal way of 
handl�ng th�ngs!)  �n terms of ways these learn�ng mater�als can be used. Here are 
just a few �deas. 

Involve local elected offic�als, the local pol�cy makers, �n LGFM tra�n�ng by 
focus�ng on the�r need to understand the b�g p�cture regard�ng the�r local 
government’s financ�al management respons�b�l�t�es. If there are nat�onal 
meet�ngs of local elected offic�als, get on the�r programme to make a short 
presentat�on on the potent�al benefits of support�ng LGFM tra�n�ng, not 
just for the�r finance officers but other key stakeholders �nclud�ng them-
selves. The conceptual framework used to put th�s new ser�es together 
and the var�ous components �s a good place to beg�n such a presentat�on. 
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Follow th�s w�th a summary of the k�nds of short tra�n�ng sess�ons you 
can prov�de elected offic�als. For example: a one day sess�on on the var�-
ous components of an effect�ve and effic�ent financ�al management proc-
ess for the�r local government; a half day br�efing on the operat�ng budget 
and the financ�ng of th�s budget t�med to happen just before they w�ll be 
gett�ng the budget from the�r adm�n�strators; a s�m�lar br�efing on cap�tal 
programm�ng for those local governments that are establ�sh�ng a cap�tal 
programme or faced w�th major �nfrastructure expend�tures; a s�m�lar 
br�efing on assess management and evaluat�ng the financ�al cond�t�ons of 
the�r local governments �s another poss�ble one-half day tra�n�ng oppor-
tun�ty; and, of course, spec�al sess�ons on financ�al plann�ng and pol�cy 
mak�ng and c�t�zen part�c�pat�on �n the financ�al management of the�r gov-
ernments are �mportant elected offic�al roles and respons�b�l�t�es that can 
benefit from tra�n�ng. As we sa�d, th�nk outs�de the box �n explo�t�ng these 
mater�als for your benefit and those who can benefit from tra�n�ng.
We assume that you already are plann�ng a ser�es of workshops for sen�or 
local government finance officers, but don’t forget the�r subord�nates who 
m�ght want to enhance the�r opportun�t�es to make a career of LGFM. 
Th�s ser�es, as ment�oned before, prov�des a sol�d foundat�on for develop-
�ng a cert�ficate programme �n conjunct�on w�th an educat�onal �nst�tu-
t�on, such as a commun�ty college or an assoc�at�on serv�ng financ�al 
�nst�tut�ons or finance officers. 
Most countr�es have nat�onal government agenc�es that have overs�ght 
respons�b�l�t�es over local government finances. Profess�onals �n these 
departments could benefit from tra�n�ng �n areas l�ke evaluat�ng financ�al 
cond�t�ons, asset management, and performance measures. 
One of the co-authors of th�s ser�es has successfully comb�ned key elected 
and appo�nted pol�cy makers w�th finance officers �n one day financ�al 
management workshops �n Indones�a. She and her local colleagues cov-
ered the concepts, pr�nc�ples and strateg�es of certa�n top�cs �n morn�ng 
sess�ons �nvolv�ng a m�x of these part�c�pants. In the afternoon, they held 
sk�ll development workshops for techn�cal and profess�onal staff members 
on the same top�cs.    

         
Th�s ser�es �s a potent�al gold m�ne of opportun�t�es for creat�ve and entrepre-

neur�al tra�ners and tra�n�ng managers. 

Marketing finanCial ManageMent training

The potent�al use of these mater�als w�ll benefit from creat�ve market�ng on your part. 
Wh�le every country has �ts own values and behav�ours regard�ng market�ng, �t w�ll be 
up to each country team to dec�de what w�ll be most effect�ve �n promot�ng th�s new 
tra�n�ng opportun�ty. Based on our exper�ence and that of others who have carr�ed 
out successful market�ng �n�t�at�ves, here are some �deas for you to cons�der. 
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Get �nformat�on out to as many med�a sources as poss�ble about the 
financ�al management ser�es and how you plan to use �t. Ra�se awareness 
about the need for th�s k�nd of tra�n�ng, opportun�t�es for attend�ng such 
tra�n�ng, and the benefits to be real�zed. Th�nk about address�ng those 
aud�ences who are themselves concerned about �mprov�ng the qual�ty of 
local governance. These �nclude serv�ce clubs, chambers of commerce, 
and others you are fam�l�ar w�th �n your country that support the develop-
ment of local governments.  
Contact key elected leaders who are trend setters and �nfluent�al w�th 
the�r colleagues and ask them to help you mob�l�ze support for financ�al 
management tra�n�ng. If corrupt�on �s a problem �n local governments 
�n your country, for example, emphas�ze the �mportance of th�s tra�n�ng. 
Work w�th publ�c offic�als and c�v�c leaders who have expressed concern 
about the need to curb corrupt�on �n local governments. 
If you have one or more local government assoc�at�ons or assoc�at�ons of 
local government profess�onals, get them �nvolved �n your market�ng ef-
forts. If there �s no assoc�at�on of local government finance officers, help 
start one. If there �s one, get them �nvolved �n your market�ng �n�t�at�ves. 
If they have a newsletter or journal, get an �nterv�ew w�th the ed�tor and 
prov�de them w�th a short art�cle descr�b�ng the ser�es and how �t can help 
them meet the�r assoc�at�on’s goals and object�ves. 
Get �nv�ted to the�r annual meet�ng or other membersh�p meet�ngs. Offer 
to make presentat�ons to both expla�n the ser�es and to sol�c�t �nterest �n 
follow-up tra�n�ng. Conduct short demonstrat�on tra�n�ng events based on 
the ser�es. 
Work w�th tra�ners and tra�n�ng organ�sat�ons who have establ�shed 
work�ng relat�onsh�ps w�th local government and other publ�c and c�v�c 
�nst�tut�ons. Of course, they may be your compet�tors. If th�s �s the case, 
try to figure out how to collaborate so �t’s a w�n-w�n s�tuat�on for everyone 
concerned. 
Hold �nformat�on and demonstrat�on workshops on a sub-reg�onal bas�s 
w�th�n your country. Often potent�al tra�n�ng part�c�pants expect tra�n�ng 
to be a ser�es of dull lectures. Th�s ser�es �s des�gned to help you conduct 
pract�cal, sk�ll or�ented, and �nteract�ve learn�ng events. Short demonstra-
t�on workshops can w�n over those who have had negat�ve exper�ences 
w�th academ�c-or�ented tra�n�ng. It also helps �f you can offer these �ntro-
ductory workshops at no cost to the part�c�pants. Cons�der �t an �nvest-
ment, an expected cost of launch�ng a new programme. 
Conduct per�od�c or targeted tra�n�ng needs assessments of local financ�al 
management officers and others focus�ng �n part on var�ous roles and 
respons�b�l�t�es of potent�al tra�n�ng part�c�pants. Share the results w�th 
those who have been assessed and w�th other key dec�s�on makers.  
Once your programme has a suffic�ent number of graduates, conduct 
�mpact assessment evaluat�ons to learn how part�c�pants have used the�r 
new knowledge and sk�lls to be more effect�ve �n carry�ng out the�r roles 
and respons�b�l�t�es. Use th�s data and personal test�mon�es from key par-
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t�c�pants to market new programmes. Also, use the evaluat�on feedback to 
strengthen your financ�al management tra�n�ng �n�t�at�ves.     
If your reg�on doesn’t already have an organ�sat�on devoted to bu�ld�ng 
the capac�ty of other �nst�tut�ons that have the respons�b�l�ty for local 
government capac�ty bu�ld�ng, cons�der creat�ng one. W�th support from 
the Local Government and Publ�c Serv�ce Reform In�t�at�ve of the Open 
Soc�ety Inst�tute �n Hungary, Partners Roman�a Foundat�on for Local 
Development (FPDL) has conducted a very successful reg�onal program 
for capac�ty bu�ld�ng �n governance and local government development for 
central and eastern European countr�es. They conduct tra�n�ng of tra�ner 
programmes based on new mater�als l�ke th�s ser�es and prov�de other on-
go�ng support �n�t�at�ves to tra�ners and tra�n�ng �nst�tut�ons �n the reg�on. 
FPDL’s yearly steer�ng comm�ttee meet�ng �nvolv�ng users of the program 
assess progress, share �deas and mater�als, and recommend new �n�t�a-
t�ves for future support based on the�r collect�ve needs. 

To summar�ze, ra�se awareness about the potent�al benefits of LGFM tra�n�ng 
�n every way poss�ble. If your potent�al cl�ents for th�s tra�n�ng don’t know what �s 
ava�lable, �t’s hard for them to be mot�vated to take advantage of �t. Hold demonstra-
t�on workshops at mun�c�pal assoc�at�on and other l�kely meet�ngs. Take your show 
on the road by offer�ng short one-half or full-day demonstrat�on workshops wherever 
there �s a cluster of potent�al cl�ents. Jo�n forces w�th key stakeholders who are con-
cerned w�th good governance �n your country and develop a strategy that �nvolves 
financ�al management tra�n�ng as a major component. Create a tra�n�ng capac�ty 
bu�ld�ng programme and tra�n tra�ners. Mob�l�se these tra�ners to help �n the mar-
ket�ng of your programme. Organ�se �t so �t’s �n everybody’s self-�nterest. Carry out 
�mpact assessments w�th part�c�pants when they return home from the tra�n�ng. Use 
the results from these assessments to �mprove your programme and promote future 
programmes through personal test�mon�es from past part�c�pants and concrete ex-
amples of the tra�n�ng’s �mpact on local government performance. 

W�th th�s “pep talk” under your belt, �t’s t�me to move on to another key compo-
nent �n prepar�ng for tra�n�ng �mplementat�on: tra�n�ng tra�ners. 

prepAring A CAdre oF TrAinerS

Your potent�al pool of tra�ners for th�s financ�al management ser�es �s cons�derably 
less than what m�ght be ava�lable for a less techn�cal ser�es on leadersh�p or �nter-
personal sk�lls, for example. G�ven th�s potent�al constra�nt, �t w�ll be �mportant to 
forge a relat�onsh�p w�th a few local government financ�al managers or �nd�v�duals 
w�th knowledge and sk�lls who you bel�eve w�ll make competent tra�ners. If there �s 
an assoc�at�on of local finance officers �n your country or reg�on, th�s may be the first 
place to beg�n the search for your human resource needs.     

Our preference for develop�ng a cadre of tra�ners �s to conduct a tra�n�ng of 
tra�ners (TOT) �n-country even thought the �n�t�al market for such tra�n�ng m�ght 
seem small. The rat�onale �s s�mple. A TOT �s one of the best ways to field test the 
adapted or translated ser�es. It �s also an effect�ve way to �dent�fy those potent�al 
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tra�ners you w�ll want to work w�th �n�t�ally �n your LGFM tra�n�ng programme. It �s 
�mportant to recogn�se that everyone who completes a TOT workshop w�ll not become 
a tra�ner. Nevertheless, they may become boosters for your programme. Assum�ng 
you agree w�th our rat�onale, here are some �deas about mount�ng that TOT. 

It’s �mportant to have a small team of competent tra�ners to tra�n other 
tra�ners. Our exper�ence �n conduct�ng TOTs suggests that a two person 
team �s suffic�ent to conduct an effect�ve TOT w�th th�s tra�n�ng ser�es. 
But there are no hard and fast rules on how many to �nclude on the TOT 
tra�n�ng team. Whatever the number, they need an �n-depth knowledge 
about financ�al management and what’s �n the manuals, and confidence 
�n the�r ab�l�ty and sk�lls to conduct exper�ent�al learn�ng events. “Expe-
r�ent�al” means �nteract�ve, knowledge enhanc�ng, sk�ll-based learn�ng 
exper�ences that tap the needs, personal attr�butes, and exper�ences of 
the part�c�pants. It �s also �mportant for these tra�ners to be w�ll�ng to take 
r�sks �n the�r des�gns and tra�n�ng del�very and to be w�ll�ng to exper�ence 
occas�onal fa�lure.   
The qual�ty and number of TOT part�c�pants are also �mportant �ngred�-
ents for ach�ev�ng TOT success. Before we talk about the qual�ty of your 
TOT part�c�pants, let’s talk about numbers. Your TOT for these mater�-
als probably should be l�m�ted to between e�ght and s�xteen. Many of the 
tra�n�ng of tra�ner workshops we are fam�l�ar w�th have organ�sed part�c�-
pants �nto four person teams who then become respons�ble for des�gn-
�ng and del�ver�ng tra�n�ng modules to a group of finance officers on the 
second week of the TOT. You may be constra�ned �n the numbers you can 
recru�t for your �n�t�al TOT because of the requ�rement that they have 
knowledge, sk�lls and exper�ence �n local government financ�al manage-
ment. In terms of recru�t�ng part�c�pants for your �n�t�al TOT, here are 
some lessons we’ve learned over the years.  

 
It helps �f the TOT part�c�pants come from organ�sat�ons that w�ll 
support the�r efforts to part�c�pate �n financ�al management work-
shops once the TOT �s completed.  
Opportun�t�es for success �n launch�ng and susta�n�ng LGFM 
tra�n�ng programmes are enhanced �f the part�c�pants come as 
teams who can work together after the tra�n�ng. 
Requ�r�ng prev�ous tra�n�ng exper�ence doesn’t seem to be an 
�mportant factor �n the success of TOT part�c�pants, although �t 
helps to have mentor�ng relat�onsh�ps �n the �n�t�al stages of the�r 
development as tra�ners. 
When you are fortunate to recru�t �nd�v�duals who have a fi-
nanc�al management background and tra�n�ng exper�ence, �t �s 
�mportant for them to come to the exper�ence w�th an open and 
w�ll�ng att�tude to engage �n new learn�ng. The tra�n�ng mater�als 
and approach may be qu�te d�fferent from those they have used �n 
the past. 
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The tools �n each of the manuals are des�gned to be mod�fied at the 
tra�ner’s d�scret�on. We encourage tra�ners to t�nker w�th them, to �m-
prove upon them, and on occas�on, to take only the core des�gn �dea and 
construct the�r own learn�ng exper�ence around �t. In the TOT part of your 
programme, encourage your part�c�pants to �ncorporate the�r own �deas 
based on the needs of the�r tra�n�ng cl�ents.      
Wh�le there are many ways to des�gn TOT workshops, we are part�al to 
one that �s about two weeks long. Dur�ng the �n�t�al week, part�c�pants 
work �n teams to des�gn a day or more of tra�n�ng based on the mater�als 
�n the ser�ess. The second week these teams of two to four part�c�pants 
conduct one or more days of tra�n�ng to a group of finance officers w�th 
m�n�mal ass�stance from the TOT tra�n�ng staff. In other words, the TOT 
part�c�pants conduct tra�n�ng work sess�ons w�th real l�ve exper�enced 
part�c�pants. S�nce th�s part�cular TOT des�gn has worked remarkably 
well �n many parts of the world we are confident �n recommend�ng �t.  

As stated before, don’t expect every part�c�pant to become a competent and suc-
cessful tra�ner of elected offic�als based on a two-week TOT. Nor should you be too 
concerned about the �n�t�al qual�ty of the tra�n�ng your TOT part�c�pants del�ver when 
they return home based on such a short TOT exper�ence. We have learned over the 
years that �t �s better to have tra�ners from the same country or culture work�ng w�th 
local offic�als, even though they m�ght not be pol�shed tra�ners, than some outs�de 
tra�ner w�th long exper�ence. Tra�ners graduat�ng from your TOT programme w�ll 
have another advantage. They w�ll be work�ng w�th mater�als that are user-fr�endly.   

ASSeSSing iMpACT

Wh�le �t’s �mposs�ble to cover all the deta�ls about plann�ng for �mplementat�on of 
your LGFM programme �n th�s short User’s Gu�de, we want to ment�on one more 
plann�ng deta�l we th�nk �s �mportant. It’s the �mportance of assess�ng the �mpact of 
the tra�n�ng on �nd�v�dual learn�ng and behav�our as well as the �mpact �n the organ�-
sat�ons where the part�c�pants are carry�ng out the�r financ�al management respons�-
b�l�t�es.  For example, what w�ll be the �mpact of the tra�n�ng on �mproved systems of 
budget�ng, �ntroduct�on of cap�tal programm�ng, the use of performance measures, 
asset management systems, better procurement procedures, and more? 

The �mportance of collect�ng data about the �mpact of tra�n�ng on organ�sat�on 
and commun�ty performance, such as part�c�patory budget�ng pract�ces, �s very �m-
portant to your ab�l�ty to susta�n your LGFM tra�n�ng. However, determ�n�ng how you 
w�ll measure the �mpact of your tra�n�ng needs to be determ�ned before you conduct 
the tra�n�ng, otherw�se there are few benchmarks aga�nst wh�ch you can measure 
success. To learn more about �mpact assessments, contact UN-HABITAT for a copy 
of the�r Manual for Evaluating Training’s Impact on Human Settlements.

•

•



42 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

TrAining deSign And delivery

Tra�n�ng des�gn and del�very �ncludes a lot of plann�ng tasks although they are d�ffer-
ent from those we just d�scussed. In the follow�ng d�scuss�on you w�ll find an overall 
checkl�st of some key des�gn and del�very factors to keep �n m�nd; a look at some 
log�st�cal factors to cons�der, such as t�me, venue and equ�pment; the �mportance of 
adaptat�on and creat�v�ty �n us�ng these mater�als; the art of wr�t�ng learn�ng objec-
t�ves; and, how to des�gn learn�ng events that w�ll keep your cl�ents com�ng back.

There are many factors to cons�der �n des�gn�ng and del�ver�ng effect�ve, effi-
c�ent, and engag�ng learn�ng exper�ences. The follow�ng checkl�st targets some of the 
more �mportant ones. It �s followed by more �n-depth d�scuss�ons about each. By the 
way, effectiveness has to do w�th prov�d�ng tra�n�ng exper�ences for your cl�ents that 
meet your cl�ent’s �mmed�ate and short-term learn�ng needs. Efficiency �s how you 
del�ver the tra�n�ng. Engaging �s the process of �nvolv�ng your part�c�pants through 
shar�ng the�r �deas, l�fe exper�ences, and v�s�ons about the future.   

 
Effect�ve, effic�ent and engag�ng tra�n�ng �s dr�ven by purpose. Your ab�l�ty 
to wr�te clear and conc�se object�ve statements that descr�be what you 
plan to accompl�sh dur�ng the learn�ng exper�ence �s the most �mportant 
des�gn task you w�ll undertake.  
The qual�ty of your learn�ng events w�ll be determ�ned �n large measure by 
the t�me and energy you �nvest �n adapt�ng these mater�als to fit the s�tu-
at�onal context of your part�c�pants.
Complete learn�ng events �nvolve the �nfus�on of new knowledge, �deas 
and �ns�ghts and the opportun�t�es for part�c�pants to process and apply 
these �nfus�ons based on the�r �nd�v�dual and collect�ve exper�ences and 
needs. 

The most �ns�ghtful learn�ng des�gn can be sabotaged by external factors. For-
tunately, most of these external�t�es are w�th�n your control, but they need to be 
managed. 

S�nce the need to cope w�th the last set of factors often precedes efforts to s�t 
down and des�gn the tra�n�ng event, let’s look at them first.

MAnAging THe exTernAl FACTorS

It’s �mposs�ble to des�gn and del�ver an effect�ve tra�n�ng programme w�thout tak�ng 
�nto cons�derat�on many of the external factors that w�ll often determ�ne just how 
successful you w�ll be when you beg�n the tra�n�ng. Wh�le most of these may be obv�-
ous to many of you, they are st�ll worthy of rev�ew. 

exPeCtatiOns   

To the extent poss�ble, narrow the expectat�on gap between you as the tra�ner and 
the workshop part�c�pants. Your workshops are more l�kely to be effect�ve �f the par-
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t�c�pants know ahead of t�me what they w�ll be learn�ng and the process to be used to 
fac�l�tate the�r learn�ng. Th�s can be �mportant �f your �ntended aud�ence �s l�kely to 
have exper�enced only lecture-or�ented tra�n�ng �n the past. You m�ght also cons�der 
develop�ng a tra�n�ng calendar that can be prov�ded to cl�ent organ�sat�ons such as 
mun�c�pal assoc�at�ons, so they can announce when workshops on var�ous top�cs w�ll 
be ava�lable, the�r length, and locat�on. 

We encourage you to negot�ate a mutually agreed-upon contract w�th potent�al 
tra�n�ng cl�ents. These cl�ents m�ght be a cluster of local governments, an assoc�at�on 
of local governments, or even an educat�onal �nst�tut�on that wants to broaden the�r 
serv�ces to local governments. Ind�v�dual tra�n�ng contracts allow the tra�ner and the 
cl�ent organ�sat�on to be much more expl�c�t about tra�n�ng content and schedul�ng. 
In any case, �t �s �mportant that �nformat�on on tra�n�ng content and approaches 
�s spec�fied beforehand so that part�c�pants know the learn�ng opportun�t�es be�ng 
made ava�lable to them.

duratiOn and tiMing

The number of workshops to be conducted, the�r durat�on, and the sequenc�ng and 
t�m�ng of tra�n�ng exerc�ses depend on a number of cons�derat�ons. If you can sched-
ule the tra�n�ng as a s�ngle programme (e.g., one or two weeks �n length) �nvolv�ng 
part�c�pants from many organ�sat�ons, you w�ll have cons�derable control over con-
tent and schedule. A ser�es of 2 or 3-day workshops des�gned to cover the ent�re se-
r�es presents a d�fferent des�gn and schedul�ng problem. S�nce the mater�als prov�de 
lots of opt�onal learn�ng exerc�ses for each of the subjects covered �n the ser�es, there 
�s a substant�al amount of des�gn freedom bu�lt �nto the�r use. Be part�cularly careful 
to �nclude enough t�me for part�c�pants to process the �nformat�on be�ng covered �n 
every exerc�se or workshop fully before mov�ng on to the next. Bu�ld reflect�ve t�me 
�nto the overall des�gn so that �nd�v�duals and small groups can �nformally explore �n 
more depth the �ssues and top�cs be�ng covered.

lOCatiOn and PhysiCal faCilities

It �s �mportant to create an env�ronment that supports learn�ng, one that removes 
part�c�pants from everyday d�stract�ons and encourages them to th�nk and act �n new 
and d�fferent ways. Some of the worst tra�n�ng venues are those assoc�ated w�th the 
everyday work act�v�t�es of the part�c�pants. Some of the best locat�ons have been 
somewhat remote and rust�c sett�ngs. These k�nds of env�ronments seem to foster a 
greater w�ll�ngness to be open and to take r�sks �n the�r �nteract�ons w�th others. 

The phys�cal fac�l�t�es are also �mportant. Look for workshop venues that offer 
pr�vacy, have movable furn�ture, and prov�de enough space for several small groups 
to meet concurrently. Aud�tor�ums and large, open bu�ld�ngs are usually not flex�ble 
enough and lack the �nt�macy needed for effect�ve �nteract�on. It �s also �mportant 
to arrange th�ngs so that part�c�pants are not �nterrupted by non-part�c�pants, tel-
ephone calls, or other annoyances dur�ng tra�n�ng sess�ons.
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equiPMent and training aids

Be sure that you have access to mater�als and equ�pment that can be transported 
eas�ly or can be suppl�ed by the tra�n�ng venue. Essent�al �tems �nclude fl�pcharts, 
easels, numerous pads and markers, and an overhead projector or other aud�o-v�sual 
equ�pment that �s compat�ble w�th your needs and expectat�ons. If you plan to use 
power po�nt presentat�ons, check to see that everyth�ng �s �n good work�ng order and 
have cont�ngency plans when someth�ng malfunct�ons. Our exper�ence tells us that 
anyth�ng that can go wrong w�ll and at the last moment.  Prepare part�c�pant hand-
out mater�als �nclud�ng �nstruments, quest�onna�res, checkl�sts, and worksheets �n 
advance and make prov�s�ons to have access to photocopy equ�pment or serv�ce at 
the tra�n�ng s�te. 

nuMberS oF pArTiCipAnTS

We d�scussed earl�er the number of part�c�pants we bel�eve opt�mum for tra�n�ng 
tra�ners. Wh�le we won’t be dogmat�c about the number of finance officers or other 
publ�c offic�als you can �nvolve �n LGFM tra�n�ng, we th�nk there are some good gu�de-
l�nes to cons�der. Groups of 16 to 24 are just about �deal for one or two tra�ners to 
fac�l�tate. These numbers also lend themselves to small group work sess�ons of four, 
s�x or e�ght members each. If you beg�n to �nclude more than twenty four, although 
we real�ze th�s number �s arb�trary, �t makes the exper�ence less �nt�mate, more �m-
personal, and cuts down on the t�me that each member of the group has to contr�bute 
to the �nteract�on. Unfortunately, these dec�s�ons are often determ�ned by fund�ng 
constra�nts.  

We’ve covered only a few of the �mportant external factors that can �nfluence 
the qual�ty of the learn�ng exper�ence you w�ll be des�gn�ng and del�ver�ng for the 
benefit of others. Wh�le there are obv�ously many more, we don’t want to depr�ve 
you of the opportun�ty to d�scover them yourself as you �n�t�ate your LGFM tra�n�ng 
programmes.   

knoW WHAT you WAnT To ACCoMpliSH And STATe 
iT CleArly

As we sa�d earl�er, effect�ve, effic�ent and engag�ng tra�n�ng �s dr�ven by purpose. Your 
ab�l�ty to wr�te clear and conc�se object�ve statements that descr�be what you plan to 
accompl�sh dur�ng the learn�ng exper�ence �s the most �mportant des�gn task you w�ll 
undertake.  Here are some thoughts about how to do th�s and maybe even a few that 
are unconvent�onal.  

The best roadmap for gu�d�ng you to successful learn�ng exper�ences �s a clear 
statement of your overall goal and object�ves. If you are able to state these clearly, 
you have �ncreased your chances of success �mmeasurably. Now wr�t�ng learn�ng 
goals and object�ves can be dull, deadly bus�ness. We don’t know a tra�ner who enjoys 
do�ng �t. And yet �t has to be done. The old adage, “If you don’t know where you are 
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go�ng, you probably won’t know when you get there,” appl�es to learn�ng des�gn. It’s 
not a very attract�ve alternat�ve for e�ther you or your workshop part�c�pants.

We are us�ng two terms, goal and objective, to descr�be aspects of your learn�ng 
roadmap. The goal we see as the accompl�shment of the overall expectat�ons you hope 
to fulfil w�th your part�c�pants as a result of the learn�ng exper�ence. It’s the super-
ord�nate object�ve you hope to ach�eve, a statement of the b�g learn�ng p�cture. Objec-

tives are sub-goals, or statements of those th�ngs you want to accompl�sh through 
spec�fic learn�ng exper�ences dur�ng the workshop. 

Many tra�n�ng textbooks recommend wr�t�ng object�ves �n the follow�ng way: By 

the end of the training, participants will be able to demonstrate their ability to write a 

policy statement, or some other concrete task. Th�s �mpl�es that we are go�ng to be 
test�ng them �n some way to make sure they can do �t. Th�s str�kes us as be�ng a b�t 
too academ�c. G�ven th�s, we w�ll reveal our own b�as about th�s onerous tra�n�ng-
des�gn task, but not before mak�ng �t clear that you should feel free to wr�te learn�ng 
object�ves �n any way that you feel clearly states what you plan to accompl�sh �n the 
workshop.      

We often wr�te learn�ng object�ves based on what �t �s poss�ble to accompl�sh 
through exper�ent�al learn�ng. Th�s �ncludes:

�ncreased knowledge and understand�ng; 
new or �mproved sk�lls, e�ther techn�cal or relat�onal; 
new or altered att�tudes and values; and
creat�ve acts. 

The first two are standard learn�ng object�ves assoc�ated w�th knowledge and 
sk�ll-based tra�n�ng. The next two are harder to defend. Let’s look at the th�rd one on 
att�tudes and values. Some st�ll argue that you can’t change these personal attr�butes 
through tra�n�ng. We d�sagree. Take, for example, someone who bel�eves strongly 
that c�t�zens should not be �nvolved �n the local government budget�ng process. Now 
that’s an att�tude, but �t m�ght also be a value that th�s person bel�eves �n. Through 
a learn�ng exper�ence, th�s person beg�ns to understand the �mportance of c�t�zen 
part�c�pat�on. Beyond the workshop, th�s person demonstrates th�s new att�tude and 
value by support�ng a move to �nvolve c�t�zens �n local budget�ng dec�s�ons. 

There �s no quest�on that help�ng others alter the�r att�tudes and values �s a 
d�fficult learn�ng object�ve to accompl�sh, but often �t �s the cutt�ng edge of �mportant 
commun�ty changes. Don’t shy away from these more emot�onally charged learn�ng 
opportun�t�es. 

Regard�ng the fourth object�ve, “creat�ve acts,” �t’s more cur�ous than d�fficult. 
What �f you ask part�c�pants to develop an act�on plan as part of your learn�ng ob-
ject�ves or outcomes? It hardly fits �n the first three categor�es, so we �nvented a 
fourth.  

The ult�mate learn�ng outcome �s, of course, behav�oural change. If local gov-
ernment offic�als and others do not change the�r behav�our as a result of learn�ng 
new concepts or strateg�es, acqu�r�ng new or �mproved sk�lls, or even chang�ng a few 
att�tudes and values �n a learn�ng exper�ence, then the tra�n�ng �nvestment �s lost.   

Another �mportant d�st�nct�on to keep �n m�nd when des�gn�ng learn�ng pro-
grammes �s the d�fference between outputs and outcomes. For example, when part�c�-

1.
2.
3.
4.



46 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

pants demonstrate that they know how to develop financ�al strateg�es to assure that 
bas�c local government serv�ces can be prov�ded to low �ncome ne�ghbourhoods, th�s 
�s an “output.” They have learned how to develop such del�very strateg�es dur�ng a 
workshop. When they go back to the organ�sat�on and lead the charge to �mplement 
the�r strategy, based on the knowledge and sk�lls ga�ned �n the workshop, �t �s an 
“outcome.” 

engAge in AdApTATion And CreATiviTy

You need to take advantage of the opportun�t�es �n your �mmed�ate work�ng env�ron-
ment to make these mater�als and the tra�n�ng you w�ll be conduct�ng as relevant, 
t�mely, and cl�ent-centred as poss�ble. Here are a few gu�del�nes to tra�n by: 

If you dec�de to use a case study, role play, s�mulat�on, or any other tool 
from any of these mater�als �n your tra�n�ng programmes, adapt �t to meet 
your needs and the learn�ng needs of your part�c�pants. Change names, 
locat�ons, c�rcumstances, and anyth�ng else that says, “Not �nvented 
here!”
Talk to some finance officers or other pract�t�oners before you s�t down 
to final�se your workshop des�gn. Ask them �f they have any �nterest�ng 
exper�ences that m�ght relate to the top�cs you plan to cover. If so, check 
to see �f you can �ncorporate them �nto your des�gn. 
Whenever poss�ble, explo�t your part�c�pant’s exper�ences �n the financ�al 
management competenc�es you are cover�ng �n the workshop. Use these 
exper�ences to create new learn�ng exerc�ses, or to mod�fy those �n the 
mater�als. For example, you can create a role play r�ght on the spot based 
on someth�ng that m�ght be bother�ng many �n the workshop. Or you can 
have a part�c�pant descr�be a part�cularly d�fficult s�tuat�on that he or she 
�s exper�enc�ng and break the others up �nto small d�scuss�on groups to 
determ�ne what they m�ght do �n th�s s�tuat�on.       
Look �n Part One sect�on of each chapter, the Concepts, Principles, and 

Strategies part, for clues to develop your own exerc�ses. For example, 
many of the Learn�ng Appl�cat�on exerc�ses are ready-made to be turned 
�nto workshop learn�ng exper�ences.  
Don’t be afra�d to dev�ate from your workshop des�gn or agenda when you 
see an opportun�ty for s�gn�ficant learn�ng emerg�ng out of the d�alogue 
and energy that has been created by your part�c�pants.

deSigning leArning evenTS

If you are able to dec�de w�th clar�ty what you want to accompl�sh dur�ng a workshop, 
sem�nar, or some other k�nd of planned learn�ng event, you have cleared the first and 
most �mportant tra�n�ng hurdle. We are, of course, assum�ng that you have also ar-
r�ved at these conclus�ons �n consultat�on w�th your cl�ent(s) and the�r tra�n�ng needs 
and transformed your �deas �nto wr�tten statements of purpose, goals, and object�ves 

1.
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that are conc�se, understandable and doable. If so, then the next step �t to figure out 
how to accompl�sh them w�th�n the t�me allotted. Th�s �s the tra�n�ng des�gn part of 
the puzzle.

As we sa�d �n our overv�ew comments lead�ng �nto th�s d�scuss�on on tra�n�ng 
des�gn and del�very, effect�ve, effic�ent and engag�ng learn�ng events �nvolve three 
�nterrelated act�v�t�es: 1) the �nfus�on of new knowledge, �deas, and �ns�ghts; 2) the 
opportun�t�es for part�c�pants to process these �nfus�ons, based on the�r �nd�v�dual 
and collect�ve exper�ences; and 3) the appl�cat�on of what they have learned to the�r 
�nd�v�dual, work team and organ�sat�onal needs and opportun�t�es. Complete learn-
�ng des�gns should, whenever poss�ble, �nclude a m�x of �nput, process�ng and ap-
pl�cat�on. 

The first two of these �nterrelated components are common to most exper�en-
t�al tra�n�ng des�gns. We prov�de new �deas, �nformat�on, concepts and strateg�es as 
�nput, and we des�gn some k�nd of �nteract�ve exper�ence so part�c�pants can proc-
ess the new �nput. The th�rd, application, �s less frequently used mostly because �t 
�s more d�fficult to des�gn �nto tra�n�ng, or so �t seems. Appl�cat�on �s ev�dent when 
we have part�c�pants complete an act�on plan des�gn a new revenue report�ng form 
�n a financ�al management workshop, or develop a l�st of stakeholders who m�ght be 
�mportant to cons�der �n carry�ng out a commun�ty development project. 

The most �mportant th�ng to remember about these three �nterrelated compo-
nents �s the�r complete flex�b�l�ty. You can start w�th any one of the components and 
move to the other two �n whatever sequence you want. Wh�le �t �s fa�rly common to 
prov�de a lecture, for example, and follow �t w�th some k�nd of exerc�se to process the 
content of the lecture, �t �s less common to start w�th an exerc�se and then �nsert the 
lecture. When you real�ze you can start w�th any one of the three components and 
move to the other two �n whatever sequence you choose, you have one of the most 
�mportant value-added d�v�dends of exper�ent�al learn�ng at your command2. Before 
we move on to tra�n�ng �mplementat�on, we want to share w�th you the workshop 
template that Eva Balazova, the godmother of these mater�als, uses �n des�gn�ng her 
learn�ng events. The overall framework �ncludes: 

The a�ms and object�ves of the workshop;
The t�meframe and agenda wh�ch spell out �n deta�l what the part�c�pants 
can expect from one sess�on to another; and
Lessons learned dur�ng the exper�ence, back home plann�ng, and evalua-
t�on.

W�th�n the overall framework Eva des�gns around the follow�ng agenda:

Welcom�ng statement and �ntroduct�ons of staff and part�c�pants;
Learn�ng a�ms and object�ve: what she and her staff plan to accompl�sh;
Informat�on about the programme and log�st�cs;
Ice breaker or energ�ser, depend�ng on wh�ch seems most appropr�ate 
g�ven the group;
F�rst learn�ng block �ncludes cogn�t�ve �nput from the chapter be�ng 
covered, �.e. lecturette, gu�ded d�scuss�on, �nteract�ve presentat�on us�ng 
v�sual a�ds;

1.
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Second learn�ng block �ncludes use of exper�ent�al mater�als from the 
tools or from her exper�ence as a tra�ner, �.e., case study, role play, as-
sessment �nstruments, problem solv�ng exerc�se;
Based on the length of the workshop and the matur�ty of the group �n the 
subject matter Steps 5 and 6 would be repeated; and
The complet�on of the workshop exper�ence �ncludes a part�c�pant look at 
lessons learned, preparat�on of personal plans by part�c�pants to �nd�-
cate how they plan to use lessons learned back �n the�r organ�sat�on, and 
workshop evaluat�on. 

We bel�eve th�s template �s an effect�ve one to use �n des�gn�ng exper�ent�al 
learn�ng exper�ences for profess�onals. Of course, �t’s up to each �nd�v�dual tra�ner 
to arr�ve at a process that works best based on exper�ence and results. As the expert 
group rem�nded us on more than one occas�on these mater�als need to be descriptive 
and not prescriptive.

iMpleMenTing TrAining deSignS

Each of the volumes �n the Local Government Financial Management ser�es cons�sts of 
exerc�ses and act�v�t�es developed and sequenced to prov�de a comprehens�ve learn-
�ng exper�ence for your part�c�pants. They �nclude role plays, case stud�es, s�mula-
t�ons, �nstruments, and other learn�ng opportun�t�es that can be arranged �n var�ous 
comb�nat�ons. These are des�gned to help part�c�pants make sense out of the con-
cepts and �deas be�ng presented �n Part One of the chapter. 

The exerc�ses we have �ncluded �n the chapters are all structured �n about 
the same way although the subject matter from chapter to chapter �s d�fferent. For 
example: 

Each exerc�se beg�ns w�th a general statement of the object�ve to be 
ach�eved and an est�mate of the t�me requ�red. Wh�le stay�ng w�th�n the 
recommended t�me frame �s recommended, don’t be a slave to �t. Use your 
judgment. If the exerc�se has sparked l�vely and �mportant d�scuss�ons 
don’t cut �t off by say�ng, “Sorry, but we’ve scheduled a role play, and we 
need to get on w�th �t.” That’s an example of the tra�ner meet�ng h�s or her 
needs and not the needs of the part�c�pants and �s very dysfunct�onal. If �t 
takes longer to complete an exerc�se than scheduled, you can e�ther make 
up the t�me elsewhere �n the workshop or d�scuss w�th the part�c�pants 
the need to add a b�t more t�me to the schedule.
Follow�ng the object�ve and suggested t�meframe we have prov�ded a step-
by-step set of �nstruct�ons on how to conduct the learn�ng event. We call 
th�s the process. Occas�onally, the process w�ll �nclude var�at�ons or al-
ternat�ves for your cons�derat�on part�cularly �f the exerc�se �s to be used 
w�th part�c�pants who work together and may be �nterested �n �mprov�ng 
the�r team performance. A t�me est�mate may be prov�ded for var�ous 
steps �n the process.

6.

7.

8.

•

•
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The process descr�pt�on �s often followed by worksheets to be e�ther read 
or wr�tten on by part�c�pants. Typ�cal worksheets �nclude cases, role-play 
s�tuat�ons and role descr�pt�ons, �nstruments to be completed, quest�ons 
to be answered by small groups, and other part�c�pant-�nvolv�ng th�ngs. 
Hopefully the �nstruct�ons on these worksheets are clear and easy for par-
t�c�pants to read. If not, change them to meet your needs. All worksheets 
�ncluded �n the chapters are des�gned and �ntended for mass dupl�cat�on. 

Each chapter �ncludes an example of a warm-up exerc�se. Warm-ups are the 
means by wh�ch you beg�n mov�ng part�c�pants from the known to the unknown and 
start the process of gett�ng them acqua�nted as early �nto the workshop as poss�ble 
w�th others, the learn�ng process, and you. We haven’t �ncluded d�fferent warm-up 
exerc�ses �n each of the chapters s�nce most tra�ners and many of the part�c�pants 
have the�r own favour�te exerc�ses they l�ke to use. Don’t hes�tate to �nvolve your par-
t�c�pants �n prov�d�ng and conduct�ng the�r own warm-up exerc�ses and energ�sers.    

Many of the exerc�ses �n th�s ser�es are des�gned to �nvolve d�scuss�ons and 
group problem solv�ng on spec�fic aspects of financ�al management. The �ntent of 
these exerc�ses �s to help workshop part�c�pants ga�n a work�ng knowledge of a use-
ful �dea, strategy or process and at the same t�me some exper�ence �n us�ng the new 
knowledge. For example, part�c�pants are �ntroduced to bra�nstorm�ng �n one of the 
manuals, one of the common methods for generat�ng �deas to solve a problem or 
make a dec�s�on. In another chapter part�c�pants are encouraged to use force field 

analysis as an analyt�cal a�d �n plann�ng ways to remove obstacles to the atta�nment 
of an operat�onal goal. Many of the chapters �nclude exerc�ses that have general ap-
pl�cab�l�ty to more than just the top�c be�ng d�scussed. G�ven th�s, you m�ght want to 
get acqua�nted w�th what �s ava�lable �n all of them before des�gn�ng workshops on 
spec�fic aspects of financ�al management. 

A number of the tra�n�ng tools are des�gned to bu�ld on part�c�pant-contr�buted 
s�tuat�ons or problems. Work�ng �n small task groups, they are asked to analyse the 
s�tuat�on and suggest courses of act�on to be reported on dur�ng a plenary sess�on. 
In other suggested workshop des�gns, there are problem-solv�ng act�v�t�es supported 
by worksheets. These are �ntended to be completed by part�c�pants work�ng �n small 
groups as an a�d to analys�s and for later report�ng. Worksheets are useful for at least 
two reasons: they prov�de a record of small group react�ons to the ass�gned tasks, 
and they g�ve part�c�pants wr�tten record of the�r small group’s results to take home 
w�th them. 

At the complet�on of each workshop des�gn �s a sk�ll-transfer exerc�se. The �n-
tent �s to help part�c�pants beg�n the trans�t�on back to the “real world” of part�c�pat-
�ng elected offic�als. It �s �mportant that part�c�pants beg�n mak�ng defin�te plans for 
try�ng out or chang�ng certa�n aspects of the�r performance respons�b�l�t�es. These 
plans are more effect�ve �f they are made �n wr�t�ng, real�st�cally cr�t�qued, and shared 
openly w�th other part�c�pants.

 We have been talk�ng about the tools �n each of the chapters as though they 
are also workshop des�gns. They are, and they are not. They are because they �nclude 
a sequence of tra�n�ng exerc�ses that can be selected to conduct a workshop based 
on the substant�ve mater�al covered �n Part One of each chapter. They are also se-
quenced to help you develop a learn�ng rhythm �n your workshops. 

•
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However, we never �ntended that you should use all the exerc�ses �n one work-
shop, nor to adhere r�gorously to the sequence �n wh�ch they are presented. In th�s 
respect they are not workshop des�gns. Use your �mag�nat�on, and your des�gn knowl-
edge, sk�lls, and exper�ence to develop a workshop des�gn that w�ll work for you and 
your part�c�pants.    

FACiliTATing SuCCeSSFul SMAll group leArning 
ACTiviTieS

W�th the poss�b�l�ty that we are repeat�ng ourselves on some of these �ssues, we w�ll 
nevertheless press on w�th some clues about how to work w�th small groups. We w�ll 
focus on three aspects of manag�ng small group learn�ng: g�v�ng �nstruct�ons, mon�-
tor�ng the�r progress or lack thereof, and help�ng them to report out and process what 
they have learned.    

giVing instruCtiOns

Most experts on g�v�ng �nstruct�ons agree on one th�ng: beg�n the �nstruct�on by g�v-
�ng part�c�pants a rat�onale for the task or exerc�se. When part�c�pants know why 
they are be�ng asked to do someth�ng, they w�ll be far more �nterested �n learn�ng 
how. Beg�nn�ng w�th th�s expert-dr�ven mandate, g�v�ng good �nstruct�ons can be 
v�ewed as a s�mple, four-step process.

Introduce the exerc�se by g�v�ng a rat�onale. Th�s should �nclude the 
object�ve of the exerc�se and anyth�ng else you m�ght add to help part�c�-
pants see the �mportance of the exerc�se from the�r po�nt of v�ew. 
Expla�n the task. Descr�be what part�c�pants w�ll be do�ng. Usually the 
task of a small group �s to produce a product. Use act�ve verbs to descr�be 
the product such as, “l�st the three most �mportant…” or “descr�be an 
�nc�dent �n wh�ch you were �nvolved that…” Make the trans�t�on from the 
rat�onale for the task to the explanat�on as smoothly as poss�ble.
Spec�fy the context. It �s �mportant for part�c�pants to know who they w�ll 
be work�ng w�th, under what cond�t�ons, and how long. The context of the 
exerc�se spells out how they w�ll be accompl�sh�ng the task.
Report�ng. Let them know that they w�ll be asked to report out to the 
larger group the results of the�r small group d�scuss�ons. The purpose �s 
not just to expla�n what happened but to advance the process of learn�ng. 
Report�ng allows part�c�pants to share the�r exper�ences w�th one another, 
hopefully enabl�ng them to expand, �ntegrate and general�ze learn�ng 
from the�r �nd�v�dual or small group exper�ences. Ask them to dec�de on 
who w�ll represent them �n th�s report�ng process before they beg�n the�r 
d�scuss�ons. 

•

•

•

•
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MOnitOring sMall grOuP aCtiVities

When part�c�pants are busy carry�ng out the tasks you have ass�gned them, you need 
to be busy keep�ng track of how the�r work �s progress�ng. We call th�s mon�tor�ng. 
Mon�tor�ng �s �mportant for two reasons:

It g�ves you feedback on how well part�c�pants know what they are sup-
posed to be do�ng and how comm�tted they are to the task. If you sense 
confus�on, m�sd�rect�on, or m�s�nterpretat�on �n a group, you may need 
to restate the task, perhaps by paraphras�ng the or�g�nal �nstruct�ons or 
augment�ng them w�th an example.
It helps you to adjust the t�me needed for the task. Even the most care-
fully des�gned small group exerc�se w�ll requ�re some adjustments �n the 
amount of t�me �t takes to complete certa�n tasks. Each part�c�pant group 
�s d�fferent. Therefore, your concern should be w�th assur�ng the small 
groups enough t�me to ga�n the most learn�ng value for �ts members.

When you have g�ven small groups the�r �nstruct�ons, stand qu�etly and wa�t 
unt�l they have convened and have gotten underway on the task. After a few m�nutes, 
c�rculate to find out how th�ngs are go�ng. Enter the work area qu�etly be�ng careful 
not to �nterrupt. If you are asked quest�ons, and you usually w�ll be, answer them 
br�efly. If one small group’s quest�ons suggest there may be confus�on �n the other 
groups, then �nterrupt the others and re-phrase appropr�ate parts of the task for all 
of them.

As groups proceed w�th the task, there are several aspects of the�r act�v�t�es 
you should be aware of and �ntervene �n �f �t seems necessary to help them be more 
product�ve:

Is the phys�cal space and seat�ng conduc�ve to part�c�pat�on by all the 
members, or are some part�c�pants �solated?
Are there changes �n the no�se level �n the group? These changes may 
�nd�cate that a group has fin�shed �ts task, just gett�ng down to work, or 
perhaps confused about the task. In any event, you need to check �t out.
Do part�c�pants seem to be work�ng on the task, or are they engaged �n 
�dle conversat�on? If part�c�pants are d�scuss�ng matters unrelated to the 
task, they may be fin�shed, or they may be avo�d�ng the task. Check �t 
out.

Based on the task g�ven and the t�me rema�n�ng, are part�c�pants beh�nd, ahead, 
or on schedule? If t�me �s runn�ng out but part�c�pants are st�ll work�ng �ntently, �t 
may be more des�rable to g�ve them more t�me. When you not�ce that some groups 
are fin�shed and others are not, you m�ght offer a t�me check, “You have two m�nutes 
left,” for example. 

•

•

•

•

•



52 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

faCilitating the rePOrting PrOCess

By report�ng, we do not mean a deta�led, “th�s �s what we d�d dur�ng our meet�ng” 
rec�tal. Rather, the term “report�ng” �s �ntended to mean an opportun�ty to share the 
most �mportant observat�ons and conclus�ons of the t�me spent by a small group on 
a task. 

Log�st�cs are an �mportant aspect of fac�l�tat�ng small group report�ng. What 
group w�ll report when, and who w�ll represent them? What k�nd of reports w�ll be 
expected-- on newspr�nt, orally w�th no v�suals, or by power po�nt? One of the authors 
worked on a tra�n�ng programme �n one of the Pac�fic R�m nat�ons where every group 
was expected to make computer-ass�sted reports. 

T�me �s also an �ssue �n report�ng and �t needs to be managed. For example, you 
can have each group report two or three �tems from �ts l�st rather than report every 
�tem. Another approach to report�ng �s to have each small group exam�ne and report 
on a d�fferent aspect of the same top�c. F�nally, where small groups have been work-
�ng on the same task and some k�nd of synthes�s or consensus �s needed, a poll�ng 
procedure can be used. For example, have each small group place �ts recommenda-
t�ons on a sheet of newspr�nt wh�ch �s posted for all to see. When all the sheets are 
posted and rev�ewed, compar�sons can be made, d�fferences noted, and confus�ng 
entr�es clar�fied. 

Three sk�lls are requ�red to fac�l�tate the report�ng process effect�vely:

Ask�ng �n�t�at�ng and clar�fy�ng quest�ons.  To help �n�t�ate and clar�fy 
group reports, you need to be able to ask d�rect, but not lead�ng, ques-
t�ons. These should be open-ended quest�ons usually beg�nn�ng w�th 
what, when, where, how, or why such as, “What are the �mpl�cat�ons of 
th�s method g�ven your role as a finance manager?”
Paraphras�ng.  Th�s �s �mportant to be sure you are actually hear�ng what 
the part�c�pant meant you to hear. Your object�ve �s to assure the part�c�-
pant that you are l�sten�ng and that you are eager to know �f you have 
heard correctly. For example, �f someone reports that, “Elected officials 

have difficulty adopting the budgets we prepare for them,” you m�ght para-
phrase or restate what you heard for clar�ficat�on by say�ng, “You mean 

elected officials know they have the responsibility to adopt the budget but 

often find it difficult because of conflicting priorities.”
Summar�z�ng.  Wh�le paraphras�ng �s meant to m�rror the mean�ng w�th a 
change of words, summar�z�ng �s to synthes�ze or condense a report to �ts 
essent�als. The �ntent, once aga�n, �s to test for understand�ng. Efforts by 
a tra�ner to summar�ze or reduce �nformat�on to �ts essent�als m�ght beg�n 
w�th phrases l�ke:

  “In other words .... “
  “If I understand what you are say�ng, you mean....”
  “In summary, then, you feel...”

•

•

•
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SoMe THingS To ConSider in uSing TrAining ToolS

Wh�le the tra�n�ng exerc�ses �n each of the chapters prov�de some of the �mportant 
tools needed to construct a ser�es of elected leadersh�p workshops, they st�ll need the 
sk�lls of the master bu�lder to apply them w�th success. Here are a few �deas on how 
to work w�th these tools more effect�vely. 

Be FlexIBle 

Flex�b�l�ty �n work�ng w�th the tra�n�ng mater�als and the part�c�pants may be the 
most �mportant and often most d�fficult sk�ll to develop as a tra�ner. Wh�le most of the 
exerc�ses �n the chapters can probably be conducted w�thout a lot of mod�ficat�on, 
we don’t recommend �t. There are many reasons for th�s. You m�ght exper�ence t�me 
constra�nts that w�ll requ�re you to “cut and fit” the exerc�se to fit the t�me ava�lable. 
The part�c�pants may have d�fferent expectat�ons from those assumed when the exer-
c�se you want to use was developed. There may be someth�ng about the exerc�se that 
just doesn’t feel r�ght �n the culture �n wh�ch you are work�ng. Your part�c�pants may 
have actually raced ahead of you �n d�scover�ng someth�ng that �s �mportant to them, 
and they want to talk about �t �n more depth. It’s �mportant to be flex�ble, to se�ze the 
opportun�ty of the moment. 

enrIch the content

Wh�le we have tr�ed to prov�de enough content mater�als �n Part I of each of the chap-
ters to get you through most workshops, we encourage you to enr�ch the content w�th 
local examples, new concepts or strateg�es that you m�ght have d�scovered, or even 
ev�dence that refutes what we have wr�tten about so eloquently. The world of local 
government financ�al management �s chang�ng rap�dly, and whatever we wr�te today 
may be out of sync w�th tomorrow’s real�ty. As you prepare for each workshop, enr�ch 
the content w�th current examples and new �deas that bu�ld upon, or even refute, the 
concepts, pr�nc�ples, and strateg�es we have prov�ded.

There �s another content enr�chment opportun�ty that �s ava�lable �n every expe-
r�ent�al learn�ng exper�ence that yearns to be tapped at any g�ven moment. That’s the 
exper�ence, w�sdom, and �deas of the part�c�pants. Wh�le we have �ncluded a number 
of d�fferent approaches to collect�ng and evok�ng �nformat�on and �deas from your 
part�c�pants �n the var�ous chapters, we encourage you to �nvent your own. One of 
the most successful techn�ques we have found to get a lot of �deas out qu�ckly and 
organ�ze them �nto some log�cal framework �s to use large �ndex cards. Have the par-
t�c�pants respond on these cards w�th the�r �deas, ask them to attach them to a blank 
wall w�th paper tape and then rearrange them �nto log�cal categor�es for process�ng.   

There are, of course, many ways to tap the exper�ence of part�c�pants to add 
to the content of each workshop. These �nclude develop�ng �nstant case stud�es or 
cr�t�cal �nc�dents based on the�r exper�ence rather than us�ng ones that have been 
�ncluded �n the chapters; ask�ng part�c�pants to take var�ous pos�t�ons �n a role play 
that reflects a s�tuat�on they m�ght be struggl�ng w�th �n the�r own commun�t�es; or 
creat�ng an �nstant s�mulat�on based on the needs of the part�c�pants. For example, 
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the s�mulat�on m�ght �nvolve a budget hear�ng where c�t�zens have, for the first t�me, 
been g�ven the opportun�ty to part�c�pate �n the del�berat�ons.  

ProvIdIng Balance and rhythm

Des�gn�ng workshops �s a b�t l�ke wr�t�ng a mus�cal score. You need to take �nto con-
s�derat�on th�ngs l�ke sequenc�ng events, balanc�ng your �nstruments and the�r �m-
pact on the overall product�on, and assur�ng that the rhythm doesn’t bore e�ther the 
aud�ence or the conductor(s). For example,  the arrangement of exerc�ses and pres-
entat�on should proceed naturally from the more known to the less known, from the 
less complex to the more complex, from the less �nteract�ve to the more �nteract�ve. 
Every component of the workshop should contr�bute to the atta�nment of workshop 
goals. Even the refreshment breaks, meals, and free t�mes should be placed strateg�-
cally. 

And don’t forget those �ce-breakers, energ�sers, and openers that are so �mpor-
tant to group growth and on-go�ng ma�ntenance. They serve the needs of those who 
jo�n together to learn and �mplement what they are learn�ng. S�nce some of us get 
these tools confused w�th each other, �t m�ght be useful to descr�be them and how 
they d�ffer. 

Icebreakers and openers have a lot �n common, but also some d�fferences. Ice-
breakers are relat�vely subject-free act�v�t�es whereas openers are often related to the 
content of the workshop. Icebreakers are typ�cally used when workshop part�c�pants 
don’t know each other. They are des�gned to help members get acqua�nted and be-
come more comfortable as learn�ng partners. Openers, on the other hand, are tools to 
help part�c�pants ease �nto the subject matter. They tend to set the stage for �nterac-
t�ve learn�ng; help the group, �nclud�ng the fac�l�tator, avo�d abrupt starts; and gener-
ally help the part�c�pants get comfortable w�th the content mater�al. An opener may 
be as s�mple as ask�ng the part�c�pants to share �n pa�rs what they th�nk �s meant by 
“asset management” when that part�cular top�c �s �ntroduced.  

The other type of cl�mate-bu�ld�ng and group-ma�ntenance exerc�se �s the ener-
g�ser. Typ�cally, �t’s a fun event to get the group’s collect�ve energy level up when the 
group seems to have h�t a slump. Don’t hes�tate to use these group “env�ronmental 
tools” to open your workshops, to help everyone get acqua�nted, and to �nfuse a b�t of 
adrenal�n �nto the learn�ng commun�ty when �t’s fuel tank seems to be on empty. If 
you want to learn more about these tools, check w�th your tra�n�ng colleagues or get 
on the �nternet and surf for �deas. If these two opt�ons fa�l, just ask your part�c�pants 
to lend a hand. Our exper�ence �t that most groups have �nd�v�duals who are sk�lled 
�n runn�ng these types of exerc�ses and enjoy the opportun�ty to become �nvolved.     

Process the What, Why, and hoW oF learnIng

Polly Berends, �n wr�t�ng about how we learn, sa�d, “Everyth�ng that happens to you 
�s your teacher. The secret �s to learn to s�t at the feet of your own l�fe and be taught 
by �t.” To paraphrase Polly’s metaphor about self-learn�ng, everyth�ng that happens 
�n a workshop �s �mportant. The secret �s to keep on top of the what, the why and the 

how of your learn�ng des�gn and process them. Process�ng �s s�mply an act�v�ty that �s 
des�gned to encourage your part�c�pants to plan, reflect, analyse, descr�be, and com-
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mun�cate throughout the learn�ng exper�ence. These are the events that encourage 
the transfer of learn�ng from the workshop env�ronment to the real-world work�ng l�fe 
of your part�c�pants. Here are some process�ng techn�ques to cons�der: 

Use observers to report on the process or outcome of an exerc�se.
Ask part�c�pants to serve as consultants to one another to st�mulate 
th�nk�ng and problem solv�ng.
D�v�de part�c�pants �nto several smaller groups for rap�d process�ng of new 
�deas and �nformat�on and prov�de for reports and summary d�scuss�ons. 
Leave t�me for part�c�pants to reflect on what they have been learn�ng and 
do�ng. 
Encourage back-home appl�cat�on by hav�ng part�c�pants develop wr�tten 
plans about what they plan to do to apply what they have learned to the�r 
roles and respons�b�l�t�es as elected offic�als.   

encourage PartIcIPatIon But don’t overdo It 

Wh�le an �mportant tra�ner role �s to st�mulate part�c�pants to exerc�se more freedom 
�n thought and act�on, �t �s �mportant not to force any act�v�ty that m�ght cause them 
to feel threatened or �nt�m�dated. Th�s �s part�cularly true �f people are attend�ng a 
workshop �nvoluntar�ly or w�th strong reservat�ons. Be sens�t�ve to the feel�ngs and 
needs of all part�c�pants. Don’t expect your part�c�pants to �nvolve themselves w�th 
equal enthus�asm �n every s�ngle act�v�ty. 

celeBrate oPPortunItIes to learn

Every s�gn�ficant learn�ng exper�ence �s a cause for celebrat�on. Wh�le you w�ll need 
to determ�ne what �s “s�gn�ficant” based on your exper�ence and the norms of your 
s�tuat�on, we tend to th�nk that a week or more of tra�n�ng deserves some k�nd of 
celebratory event. It may be a clos�ng luncheon, the hand�ng out of cert�ficates of par-
t�c�pat�on, a group photograph, or someth�ng more s�gn�ficant depend�ng on the t�me 
and personal comm�tment of your part�c�pants. If you have a large number of offic�als 
part�c�pat�ng �n the full ser�es of workshops, you m�ght cons�der hold�ng one large 
celebrat�on or reun�on once a year. Th�s could prov�de publ�c�ty for your program and 
also an opportun�ty to make �t more elaborate. 

have Fun!

We came across a French proverb wh�le wr�t�ng th�s part of the Tra�ner’s Gu�de that 
sums up one of the most �mportant qual�t�es of a learn�ng exper�ence. The most 
wasted of all days �s the day when we have not laughed. Th�nk about your own exper�-
ences as a tra�ner or part�c�pant and the ones you have treasured and remembered. 
So, have fun know�ng that laughter �n the m�dst of learn�ng �s a no-cost, value-added 
commod�ty.   

•
•

•

•

•
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leArning AppliCATion

Wh�le tra�n�ng �s the accepted strategy throughout the world for workforce develop-
ment, �t’s expens�ve. A good return on your tra�n�ng �nvestment �s assured when (1) 
the tra�n�ng addresses real performance d�screpanc�es and sk�ll needs; (2) the tra�n-
�ng �s competently des�gned and del�vered by exper�enced tra�ners; and (3) those who 
have attended the tra�n�ng apply the�r new knowledge and sk�lls to �mprove work per-
formance. All of these factors must be present for tra�n�ng to meet the expectat�ons of 
those who �nvest �n �t. But �t �s the th�rd that �s the most problemat�c. Unless those 
who are tra�ned make the effort to use what �s learned to correct d�screpanc�es or to 
mod�fy or change the�r behav�our, the �nvestment �s lost. Here are some thoughts on 
what you m�ght do to help part�c�pants apply what they learned when they return 
home from your workshop. 

Shar�ng exper�ences. The open�ng sess�on of any sk�ll based workshop �s not 
too soon to ra�se the �mportance of how the part�c�pants w�ll apply the�r new-found 
knowledge and sk�lls when they return home. If th�s �s one of a ser�es of open enrol-
ment workshops on the var�ous roles and competenc�es, you m�ght ask �f any par-
t�c�pants have attended earl�er workshops on the ser�es. If so, �nv�te them to share 
the�r exper�ences �n apply�ng what they learned. Th�s shar�ng techn�que can prov�de 
cont�nu�ty and rem�nd other part�c�pants that �t �s �mportant to th�nk about how they 
w�ll apply what they w�ll be learn�ng to challenges �n the�r local leadersh�p role. 

Learn�ng object�ves. It �s �mportant to �nclude near the start of any organ�sed 
learn�ng exper�ence a d�scuss�on of the object�ves you hope to ach�eve as a group. 
However, �t’s not so common to ask part�c�pants to develop the�r own set of learn�ng 
object�ves based on the workshop content and des�gn. We suggest you do. Have them 
wr�te the�r own learn�ng object�ves and rem�nd them that they w�ll be asked to return 
to them at the end of the workshop when they prepare an act�on plan based on what 
they plan to do when they return home. 

Act�on Plann�ng. In each of the chapters we have �ncluded a Learn�ng Appl�ca-
t�on Plan worksheet. We encourage you to have each part�c�pant complete th�s form, 
or one of your cho�ce as a tra�ner, before the workshop closes. It’s an �mportant way 
to help part�c�pants reflect on what they have learned and how they plan to use what 
they have learned for the�r own cont�nu�ng profess�onal development and the devel-
opment of the�r organ�sat�on. 

bASiC TrAining ToolS

Wh�le the chapters offer enough tra�n�ng mater�als to help you des�gn and del�ver a 
full-scale local government financ�al management tra�n�ng programme, we dec�ded to 
supplement these w�th a few bas�c tools of the trade. Th�nk of these learn�ng compo-
nents as parts from wh�ch you can des�gn and bu�ld an exper�ent�al learn�ng event. 
They are largely �nterchangeable although the�r success depends on a number of en-
v�ronmental var�ables. For example, the number of part�c�pants you are work�ng w�th, 
the t�me you have ava�lable, the m�x of part�c�pants, and most �mportantly, what you 
hope to ach�eve. Start w�th your learn�ng object�ves and your learn�ng aud�ence and 
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then dec�de wh�ch of these m�ght be helpful �n construct�ng a w�nn�ng workshop 
des�gn.    

PresentatiOns

Tra�ners who bel�eve �n andragogy, a fancy term for adult educat�on, and exper�ent�al 
learn�ng, wh�ch translates roughly �nto learn�ng-by-do�ng, are usually horr�fied to 
even ment�on the word lecture �n the company of other tra�ners. Instead we use such 
terms as lecturette, guided discussion, and yes, presentations. However, there are lots 
of opportun�t�es when �t �s both appropr�ate and essent�al to present �deas, concepts, 
strateg�es, data, and other cogn�t�ve stuff to ach�eve your learn�ng object�ves even �n 
the most �nteract�ve tra�n�ng exper�ence. Follow�ng are a few �deas to help you make 
presentat�ons that w�ll keep your part�c�pants from snor�ng.     

Presentat�ons are useful for expla�n�ng new concepts and subject-matter deta�ls 
and to st�mulate cr�t�cal th�nk�ng. Used �n conjunct�on w�th other learn�ng methods, 
presentat�ons help workshop part�c�pants become better �nformed, �nvolved, and 
comfortable w�th learn�ng new th�ngs.

Presentat�ons are more than just a way of del�ver�ng �nformat�on. You can use 
them at the start of a workshop to establ�sh a proper learn�ng cl�mate, promote �nter-
est �n learn�ng, and reduce part�c�pant anx�ety. You may present �nformat�on spon-
taneously at any po�nt �n the workshop to st�mulate thought, �ntroduce exerc�ses, 
clar�fy or �nterpret a new concept, or test for comprehens�on. F�nally, you can take 
advantage of presentat�ons at the conclus�on of a workshop to summar�ze �mportant 
lessons learned and encourage learn�ng transfer.

Many tra�ners see the presentat�on only as a form of �nformat�on del�very. 
V�ewed from a broader perspect�ve, the presentat�on �s an opportun�ty for the tra�ner 
to get a group of part�c�pants �nvolved �n the�r own learn�ng. Th�s �s more l�kely to 
happen when a presentat�on �ncludes planned or spontaneous part�c�pant-�nvolve-
ment techn�ques somet�mes referred to �n the chapters as guided discussions. Here 
are a few clues on how to engage your part�c�pants �n your presentat�on:

Ask part�c�pants to th�nk about and d�scuss s�tuat�ons �n the�r own work 
exper�ences that �llustrate a concept you have just �ntroduced to them as 
a way of help�ng them see �ts pract�cal appl�cat�on to the�r own work.
Ask part�c�pants to answer quest�ons about mater�al just covered or 
restate �n the�r own words what they just heard you say as a comprehen-
s�on check before go�ng on to new mater�al.
G�ve part�c�pants a handout that covers some aspect of the mater�al be�ng 
presented orally and �nclude some blank spaces �n the handout for the�r 
use �n wr�t�ng down the�r own �nterpretat�ons or poss�ble job appl�cat�ons 
of the mater�al be�ng d�scussed.
Most �mportant, use v�sual mater�als to supplement your oral presenta-
t�ons, �.e., fl�pcharts, chalkboards, overheads, and, �f ava�lable, computer-
ass�sted mater�als. These help to keep part�c�pants awake, lengthen the�r 
attent�on span, �ncrease the retent�on of new �nformat�on, and lessen the 
chance of your be�ng m�sunderstood.

1.

2.

3.

4.
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In summary, successful presentat�ons are planned w�th four cons�derat�ons �n 
m�nd.

They are br�ef, focused on a few key �deas and packaged to del�ver �nfor-
mat�on �n “b�te-s�zed” chunks. 
They are des�gned to �nclude provocat�ve beg�nn�ngs, conv�nc�ng m�ddles, 
and strong end�ngs.
They g�ve part�c�pants ample opportun�ty through quest�on and answer 
techn�ques to demonstrate the�r comprehens�on, and to compare v�ew-
po�nts and exper�ences w�th the tra�ner and other part�c�pants.
They respond to the needs of part�c�pants to exper�ence mult�ple ways of 
access�ng �nformat�on and �deas.

disCussiOns

D�scuss�on �s any �nteract�on between two or more people on a top�c of mutual �nter-
est. The types of d�scuss�on used �n th�s ser�es are of two k�nds depend�ng on the 
tra�ner’s role. In those that are tra�ner-gu�ded, the tra�ner takes an act�ve and d�rect 
part �n gu�d�ng and d�rect�ng the d�scuss�on. In what �s somet�mes called a structured 
d�scuss�on, you w�ll be lett�ng part�c�pants manage the�r own del�berat�ons.

In the tra�ner-gu�ded d�scuss�on, the object�ve �s to encourage part�c�pants to 
th�nk about, relate to, and �nternal�ze new �deas related to a part�cular top�c. Wh�le 
usually planned as a way of process�ng case-study data, role-play�ng exper�ences, 
or other exerc�ses, such d�scuss�ons may occur spontaneously dur�ng a presenta-
t�on or near the close of a workshop. How product�ve they are w�ll depend on how 
exper�enced you are w�th the quest�on-and-answer method and your knowledge of 
the subject.

In a structured d�scuss�on, the object�ve �s to engage part�c�pants �n �dea gen-
erat�on or problem solv�ng relat�ve to an ass�gned top�c and to demonstrate the value 
of teamwork — �nterdependence. You need l�ttle subject-matter expert�se to �n�t�ate 
a structured d�scuss�on. Normally, you w�ll d�v�de the part�c�pant group �nto several 
small groups of about equal s�ze and ass�gn the same or d�fferent tasks to each group. 
After tasks are ass�gned, a per�od of t�me �s allowed for the small groups to d�scuss 
the task. You m�ght want to g�ve �nstruct�ons to the small groups about appo�nt�ng a 
leader, a reporter, and a t�mekeeper. At the end of the d�scuss�on phase, small groups 
are asked to come back together and to report the�r find�ngs, somet�mes wr�tten on 
fl�pchart paper wh�ch can be taped to a wall of the tra�n�ng room.

Somet�mes, the focus of small group d�scuss�ons �s on the process of work�ng 
together as well as the product of the group effort. There �s much learn�ng value �n 
explor�ng relat�onsh�ps or patterns of �nteract�on among part�c�pants as they work 
together to solve a problem, dec�de on a course of act�on, or carry out some other 
task. You m�ght dec�de to select one or two part�c�pants to be observers. Ask them 
to mon�tor the process of �nteract�on among part�c�pants as they work together on 
tasks. Assure that th�s �s be�ng done w�th the knowledge and consent of other group 

•
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members. The�r final task �s to feed back the�r observat�ons and conclus�ons to the 
group when �t has fin�shed work on �ts ass�gned task.

In summary, the d�scuss�on method can st�mulate part�c�pant �nvolvement �n 
the learn�ng process. Tra�ner-gu�ded d�scuss�ons are of value pr�nc�pally �n st�mulat-
�ng log�cal th�nk�ng. However, subject-matter expert�se �s requ�red �f you plan to lead 
such a d�scuss�on. Structured d�scuss�ons, on the other hand, help part�c�pants to 
become self-rel�ant, to develop team th�nk�ng and approaches, and to be less depend-
ent on the tra�ner. Your role �n d�scuss�ons of th�s k�nd sh�fts to coach and �nterpret-
er. Through mutual explorat�on, struggle, and d�scovery, part�c�pants �n small groups 
ga�n �ns�ght and the sat�sfact�on that comes from hav�ng atta�ned these �ns�ghts.

Case studies and CritiCal inCidents

Under th�s head�ng we w�ll d�scuss two types of exerc�ses that are used �n th�s ser�es: 
(a) the longer trad�t�onal case study used �n many profess�onal schools and (b) an ab-
brev�ated vers�on of the case study called the critical incident.

TrAdiTionAl CASe STudieS

The case study �s an actual or contr�ved s�tuat�on, the facts from wh�ch may lead to 
conclus�ons or dec�s�ons that can be general�sed to c�rcumstances exper�enced by 
those tak�ng part �n the exerc�se. Put another way, a case study �s a story w�th a les-
son. Cases used �n tra�n�ng can take many forms. They may be qu�te long, complex, 
and deta�led. Or they may be short and fa�rly stra�ghtforward s�m�lar to the one-to-
three page var�ety found �n the ser�es.

The case method assumes group d�scuss�on. The well constructed case st�mu-
lates part�c�pants to analyse and offer op�n�ons about (a) who was to blame, (b) what 
caused a person to behave as he or she d�d, and (c) what should have been done 
to prevent or remedy the s�tuat�on. The more �mportant contr�but�ons of the case 
method to tra�n�ng �nclude:

D�scourag�ng part�c�pants from mak�ng snap judgements about people 
and behav�our.
D�scourag�ng a search for the one “best answer.”
Illustrat�ng how the same set of events can be perce�ved d�fferently by 
people w�th s�m�lar backgrounds. 
Encourag�ng workshop part�c�pants to d�scuss th�ngs w�th each other and 
to exper�ence the broaden�ng value of �nteract�on.
Emphas�s�ng the value of pract�cal th�nk�ng.

CriTiCAl inCidenTS

Closely related to case stud�es, cr�t�cal �nc�dents are br�ef, wr�tten descr�pt�ons of 
s�tuat�ons that are fam�l�ar to the workshop part�c�pants. They can come from sev-
eral sources: (a) the workshop part�c�pants themselves; (b) part�c�pants �n earl�er 
workshops; (c) anecdotal �nformat�on collected by the tra�ner through �nterv�ews and 

•
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surveys; (d) secondary source mater�al such as journals, books, and manuals on the 
top�c; and (e) the tra�ner’s fert�le �mag�nat�on. When prepar�ng a cr�t�cal �nc�dent for 
use �n a workshop, there are several des�gn �deas to keep �n m�nd:

Keep them short —several sentences are usually enough—and s�mple so 
they be read and understood qu�ckly by workshop part�c�pants.
Because �nc�dents are short, they need to be t�ed d�rectly to the workshop 
object�ves.
Include enough deta�l about the problem to emphas�se the po�nt of the 
�nc�dent. 

When asked to wr�te a cr�t�cal �nc�dent, part�c�pants are �nstructed to th�nk of 
a d�fficult s�tuat�on related to the tra�n�ng top�c. They should descr�be the s�tuat�on 
br�efly, state who was �nvolved �n �t, and the role they played. Depend�ng on how the 
�nc�dent �s to be used, part�c�pants m�ght be asked later to expla�n what was done 
about the s�tuat�on and the result�ng consequences.

A cr�t�cal �nc�dent can be as s�mple as a part�c�pant say�ng, 

The mayor has been turning in travel, lodging and meal expenses that 

are far in excess of those allowed in the city’s regulations. In fact, it 

looks like he is using these otherwise legitimate expenses to run his 

private business on the side. As the city’s newly appointed finance 

director I’m concerned about the consequences of this for the city, the 

mayor, and, of course, my job. I raised the issue with him a month or 

so ago and he vehemently denied any wrong doing and told me to 

mind my own business. When I mentioned this to my assistant who 

had been with the city for several years, he told me that the previous 

finance director had been fired for confronting the mayor about his 

expenses and that I needed to be careful. I’ve only been in the job for 

about six months and can’t afford to get fired. What should I do?     

role plAying

Role play�ng �nvolves ask�ng workshop part�c�pants to assume parts of real or �m-
ag�nary persons, to carry out conversat�ons, and to behave as �f they were these 
�nd�v�duals. The �ntent �s to g�ve part�c�pants the chance to pract�ce new behav�ours 
bel�eved appropr�ate for the�r work roles and to exper�ence the effect of behav�ng th�s 
way on themselves and on others who are play�ng related roles. It �s generally bel�eved 
that on-the-job appl�cat�on of new behav�ours �ncreases to the extent that people are 
w�ll�ng to try out and evaluate the new behav�ours under superv�sed tra�n�ng cond�-
t�ons. Few tra�n�ng methods offer more effect�ve ways to encourage exper�mentat�on 
w�th new behav�ours than role play�ng.

To prov�de the context �n wh�ch role play�ng can ach�eve s�gn�ficant part�c�pant 
learn�ng, couple �t w�th the case study or cr�t�cal �nc�dent method. After read�ng and 
d�scuss�ng a case study or cr�t�cal �nc�dent, �nv�te part�c�pants to step �nto the roles 
of the �nd�v�duals featured �n the s�tuat�on. Real�sm �s enhanced when deta�led role 
descr�pt�ons are developed for each of the role players. 

•
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If an �nd�v�dual �s res�st�ng the opportun�ty to become �nvolved �n a role play, �t 
�s better not to push them �nto part�c�pat�ng. It �s up to the tra�ner to establ�sh the 
tone for role play�ng. Prov�de firm d�rect�on when mov�ng a group �nto role play�ng by 
establ�sh�ng ground rules and the boundar�es of good taste. Br�ng the role play to a 
close when �t beg�ns to lose �ts real�sm and learn�ng value. 

Here are some useful steps to take �n sett�ng up and d�rect�ng a role play.

Introduce the sett�ng for the role play and the people who w�ll be repre-
sented �n the var�ous roles. If names are not g�ven, encourage role players 
to use the�r own names or prov�de them w�th su�table names for the roles 
they w�ll be play�ng.
Ident�fy part�c�pants to play the var�ous parts. Coach them unt�l you are 
sat�sfied they understand the “po�nt of v�ew” represented by each part. 
Part�c�pants may be asked to volunteer for roles, or you may attempt to 
volunteer them for roles �n a good-natured way.
Ask part�c�pants who play roles to comment on what they have learned 
from the exper�ence.
Ask other part�c�pants to g�ve cr�t�cal feedback to the role players.

In summary, role play�ng �s a h�ghly �nteract�ve, part�c�pant-centred act�v�ty 
that, comb�ned w�th the case-study method, can y�eld the benefits of both. When case 
s�tuat�ons, cr�t�cal �nc�dents, and role descr�pt�ons closely represent real-l�fe cond�-
t�ons, role play�ng can have a s�gn�ficant �mpact on the part�c�pants’ ab�l�ty to learn 
new behav�our.

SiMulATionS

S�mulat�ons are l�ke role plays, but b�gger. They are often s�mpl�fied models of a proc-
ess that �s to be learned. Through s�mulat�on, workshop part�c�pants can exper�ence 
what �t �s l�ke to take part �n the process and can exper�ence the�r own behav�ours 
relat�ve to �t �n a safe env�ronment. They help the part�c�pants learn wh�le avo�d�ng 
many of the r�sks assoc�ated w�th real-l�fe exper�mentat�on.

S�mulat�ons are somet�mes used to �nvolve part�c�pants �n organ�s�ng phys�cal 
objects to study how they make dec�s�ons. One example �s to create small teams that 
are asked to compete aga�nst each other on the construct�on of a tower w�th�n des�g-
nated t�me and resource constra�nts. The �ntent �s to exam�ne quest�ons of plann�ng, 
organ�sat�on, and the assumpt�on of leadersh�p w�th�n newly-formed teams. Another 
example of s�mulat�on �s someth�ng called an �n-basket exerc�se. Ind�v�dual part�c�-
pants are asked to make qu�ck dec�s�ons as a newly-appo�nted manager on how to 
delegate or otherw�se d�spose of a stack of correspondence left beh�nd by a prev�ous 
manager. The �ntent of th�s k�nd of s�mulat�on �s to �nvest�gate how an �nd�v�dual sets 
pr�or�t�es, delegates author�ty, and generally manages t�me.

As w�th role plays and case stud�es, s�mulat�ons garner the�r learn�ng value 
from the authent�c�ty of the s�tuat�ons and the degree of real�sm prov�ded by part�c�-
pants tak�ng part. What has been sa�d earl�er �n the gu�de about sett�ng up the s�tu-
at�on and be�ng sure everyone knows what he or she �s supposed to be do�ng appl�es 
equally to your tra�ner role �n produc�ng successful s�mulat�ons.
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In summary, s�mulat�ons are workshop representat�ons of s�tuat�ons part�c�-
pants are l�kely to be confronted w�th �n the�r real-l�fe roles. They allow part�c�pants 
to pract�ce new ways of do�ng th�ngs and learn more about the�r own behav�our �n 
role-relevant s�tuat�ons w�th a m�n�mum of personal or profess�onal r�sk.

inSTruMenTS

An �nstrument �s any dev�ce that conta�ns quest�ons or statements relat�ve to an 
area of �nterest to wh�ch part�c�pants respond. Instruments are versat�le. They can 
�nclude quest�onna�res, checkl�sts, �nventor�es, and other non-cl�n�cal measur�ng de-
v�ces. Normally, �nstruments focus on a part�cular subject about wh�ch workshop 
part�c�pants have an �nterest �n learn�ng. They produce a set of data for part�c�pants 
to study, e�ther �nd�v�dually or �n small groups or both. Often these �nstruments are 
des�gned to help part�c�pants d�scover more about the�r own bel�efs, values, and be-
hav�ours and prov�de data on the norms of a larger populat�on. Most part�c�pants, 
when confronted w�th the�r own data, are �ncl�ned to alter aspects of the�r future 
behav�our so they can be more effect�ve. 

There �s a major d�st�nct�on between just hav�ng part�c�pants complete an �n-
strument and us�ng �t properly. The value of these learn�ng a�ds �s �ncreased measur-
ably when you apply the follow�ng steps.

steP 1: admInIstratIon

D�str�bute the �nstrument, read the �nstruct�ons to part�c�pants, ask for quest�ons of 
clar�ficat�on only, and �nstruct them to complete the �nstrument. Mon�tor the t�me 
carefully and encourage part�c�pants to help others �f they are hav�ng problems �n 
complet�ng �t. Expect some �nd�v�duals to take longer than others. 

steP 2: theory InPut

When part�c�pants have completed the �nstrument, d�scuss the theory underl�ng the 
�nstrument and what �t measures.

steP 3: scorIng

Based on the way the �nstrument �s des�gned, ask part�c�pants to score the�r re-
sponses. Somet�mes �nstruments have a bu�lt-�n scor�ng mechan�sm. At other t�mes, 
�t may be necessary to read out the answers and to g�ve other �nstruct�ons, e.g., how 
to comb�ne scores. S�nce some scor�ng �nstruct�ons can be d�fficult, we suggest you 
take the �nstrument yourself and become fam�l�ar w�th all aspects of �t before try�ng �t 
out on others. Th�s �s even more �mportant �f you dev�sed the �nstrument yourself.   

steP 4: InterPretatIon

It �s generally effect�ve to have part�c�pants post the�r scores on chart paper for oth-
ers to see. Small groups are often formed to d�scuss the�r scores. Spec�al attent�on 
should be g�ven to the mean�ng of low and h�gh scores and d�screpanc�es between 



63TRAINER’S GUIDE

actual and est�mated scores, �f est�mat�ng �s done. Part�c�pants may be asked �f they 
were surpr�sed by the�r scores or other part�c�pant’s scores.

In summary, �nstruments are used to der�ve �nformat�on d�rectly from the ex-
per�ence of workshop part�c�pants themselves. Ow�ng to the personal nature of the 
feedback, �nstruments can be an effect�ve method for help�ng part�c�pants learn more 
about spec�fic behav�ours and the �mpact these behav�ours have on others. Wh�le we 
have �ncluded a number of �nstruments �n the ser�es, we encourage you to develop 
your own based on the needs of your part�c�pants and your own �nterests �n expand-
�ng your tra�n�ng des�gn knowledge and sk�lls.

leArning AppliCATion

Speak�ng of Learning applications don’t forget that each of the chapters �ncludes a 
number of these efforts to encourage the reader to stop and reflect on what they have 
just read. These �nterludes �n the Part One text of each chapter have the potent�al to 
be very effect�ve tra�n�ng des�gn and learn�ng tools. Don’t overlook the�r potent�al as 
you des�gn workshops and learn�ng exper�ences for your cl�ents. Now, back to th�s 
spec�fic opportun�ty to apply what you have just learned about the des�gn of tra�n�ng 
programmes and exper�ences.     

In an effort to better understand the many �deas that we have presented on 
develop�ng effect�ve tra�n�ng programmes for your const�tuents, we suggest you jot 
down five to ten of the most �mportant lessons you have learned from th�s Gu�de that 
w�ll help you become better prepared to offer th�s LGFM ser�es. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Now, take the best of these �deas and descr�be how you plan to put �t �nto opera-
t�on �n plann�ng and des�gn�ng your next financ�al management workshop.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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 ________________________________________________________________________________

in ConCluSion

The secret of be�ng a competent and successful tra�n�ng manager or tra�ner �s not 
measured by how many gu�des l�ke th�s you may have read. It’s measured by what 
others do w�th what they have learned from you and the learn�ng exper�ences you 
have made ava�lable to them. 

For example, about twelve years ago one of the authors conducted a three-week 
programme on the top�c of manag�ng change �n Hungary. There were twenty-seven 
part�c�pants �n that workshop but only one responded �mmed�ately to the potent�al 
of try�ng to manage changes back home. It was the early 1990s and Ana Vas�lache 
was from Roman�a, a country that was undergo�ng s�gn�ficant pol�t�cal, soc�al and 
econom�c changes. W�th new �deas on how to change th�ngs and a whole lot of te-
nac�ty and courage, Ana began to develop a reg�onal tra�n�ng and capac�ty bu�ld�ng 
programme to serve local governments and non-governmental organ�sat�ons �n her 
country and others �n the reg�on. 

In the twelve years s�nce that workshop on Manag�ng Change, she and her 
Roman�an colleagues establ�shed an organ�sat�on that has tra�ned over 10,000 par-
t�c�pants from 35 countr�es on four cont�nents. Moreover, the�r tra�n�ng has �ncluded 
twenty-one nat�onal tra�n�ng of tra�ner (TOT) programmes �nvolv�ng 230 tra�ners. By 
the most conservat�ve mult�pl�er the number of offic�als consequently tra�ned by the 
graduates of these TOT programmes far exceeded 100,000 at the t�me th�s was be�ng 
wr�tten. She attr�butes the genes�s of her success �n large part to what she learned �n 
that �n�t�al workshop, �.e. concepts, strateg�es and sk�lls �n exper�ent�al learn�ng and 
change management. 

As the author recalls the �n�t�al workshop that sparked th�s flurry of tra�n�ng 
opportun�t�es �n Roman�a and beyond, he adm�ts that he has no ver�fiable data on the 
success of the other twenty-s�x graduates. If we assume that twenty-s�x of the twenty-
seven part�c�pants �n that change management workshop d�d very l�ttle to apply what 
they had learned, can we make the outrageous assumpt�on that the workshop was 
successful?  Or, was �t a d�smal fa�lure? You dec�de. 

We bel�eve there �s a lesson or two or more �n th�s short parable. F�rst, never un-
derest�mate the �nfluence you can have as a tra�ner us�ng chapters l�ke the one you 
are read�ng. Second, don’t expect every tra�n�ng programme you conduct to be 100% 
successful. You can’t control nor d�ctate the �mpact that others w�ll have from what 
they have learned �n workshops that you conduct. Tra�n�ng of Tra�ner (TOT) work-
shops are notor�ous for the dropout rate among those who attend. Very few part�c�-
pants �n a Tra�n�ng of Tra�ners programme w�ll become accompl�shed and ded�cated 
tra�ners. Not to worry. It only takes one tra�ner �n a TOT who �s ded�cated to clon�ng 
herself to keep the propagat�on go�ng. 

F�nally, be encouraged by the success that Ana and her colleagues have ex-
per�enced and don’t be d�scouraged by short term workshop results. Most external 
evaluators would cons�der a programme l�ke the one �n Hungary a d�smal fa�lure. Af-
ter all, the percentage of part�c�pants who went forth and actually “managed change” 
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�n the�r organ�sat�ons and commun�t�es appeared to be m�n�scule. It probably was a 
d�smal fa�lure and waste of funds from convent�onal measures of success. Unless, 
you cons�der the consequences of the one part�c�pant who went home and turned her 
learn�ng �nto a phenomenal success story that has spanned four cont�nents. Soc�al, 
pol�t�cal and econom�c revolut�ons often start not from the masses but from a few 
�nd�v�duals who recogn�ze the power of an �dea whose t�me has come. 

In clos�ng th�s gu�de we want to go from inspiration to perspiration. In other 
words, we want to put you to work. The follow�ng worksheet �s to help you and your 
colleagues beg�n to plan the appl�cat�on of these learn�ng mater�als �n your own coun-
try, reg�on or commun�ty. Good luck and th�nk outs�de the box. Ana Vas�lache d�d 
and was one of seven persons world-w�de honoured �n 2000 by UN-HABITAT for the�r 
contr�but�ons to good governance. 

Never doubt that a small group of 

thoughtful, committed citizens can change 

the world. Indeed, it’s the only thing that 

ever has.        
          Anthropolog�st Margaret Mead

plAnning For SuCCeSS

The follow�ng quest�ons are des�gned to help you th�nk through how you w�ll put th�s 
ser�es of Local Government F�nanc�al Management (LGFM) opportun�t�es �nto act�on. 
We suggest that th�s �s a task best accompl�shed by a few ded�cated stakeholders 
�nvolv�ng not only those who w�ll take the pr�mary respons�b�l�ty for prov�d�ng the 
tra�n�ng but also those who w�ll benefit from the tra�n�ng. Thus the first set of quer�es 
to cons�der. By the way, these quest�ons may not follow your own sense of what the 
plann�ng log�c should be. G�ven th�s, don’t hes�tate to alter the sequence, add your 
own, or drop some of the tasks we are suggest�ng. Also to conserve space we have not 
left enough room after some of the quest�ons to prov�de adequate answers. G�ven th�s, 
we suggest you plan to use a fl�p chart to record your answers, preferably work�ng 
through the quest�ons w�th one or two other colleagues who w�ll make up the core of 
your plann�ng team.   

the Planning teaM

About how many persons w�ll be on your plann�ng team? ____
What expert�se and po�nts of v�ew w�ll they represent? For example: po-
tent�al tra�ners? If so, who?______________; F�nance officers? _______; Rep-
resentat�ves of other potent�al cl�ent groups? _________; Potent�al sponsors 
of tra�n�ng:_______ ; Potent�al fund�ng sources?_____; Language spec�al-
�sts, �f necessary? ______; Others? ______.

1.
2.
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the POtential Clientele Of the training:

In each of the follow�ng cl�ent poss�b�l�t�es, not only th�nk about whether you want to 
target them, but try to est�mate the potent�al numbers of tra�n�ng part�c�pants �n each 
of the categor�es ment�oned. Just check those you want to target and prov�de a guess-
t�mate of the numbers. Th�s part of the plann�ng w�ll prov�de a sense of the potent�al 
there m�ght be for the tra�n�ng g�ven out-of-the-box th�nk�ng and market�ng.  

Sen�or local government finance officers? ____; #s? _____
Staff members of finance departments? ____: #s? _____
Operat�ng department heads, �.e. publ�c works, fire protect�on, l�brary? 
____ #s? ____
Local elected offic�als? _____ #s? _____ Members of spec�fic comm�ttees of 
the govern�ng body, �.e. finance or overs�ght comm�ttees? _____#s? ____
State government offic�als w�th local government overs�ght respons�b�l�-
t�es? ____#s? _______
Pre-publ�c serv�ce students who want to work w�th local governments? 
____#s? _____
C�t�zens, �.e. those who m�ght serve on c�t�zen boards or comm�ttees to 
help plan and manage the budget? ____ #s ____
Others? _______#s ____.
Speak�ng of potent�al cl�ents, do you plan to conduct any tra�n�ng need 
assessments? If so, w�th whom? _____________; And how? ______________
Now, go back to each of the potent�al cl�ent groups and th�nk about what 
chapters would be most appropr�ate for each category of tra�n�ng part�c�-
pant. For example, sen�or finance officers should ult�mately be tra�ned �n 
all the chapters. Elected offic�als m�ght need to concentrate on top�cs l�ke 
operat�ng budgets and the�r financ�ng, evaluat�ng financ�al cond�t�ons, 
and a few others w�th an overv�ew on all of the chapters. 

Materials and trainer PreParatiOn

W�ll the ser�es have to be translated �nto a local language? ____ If so, how 
w�ll you undertake th�s task? __________________ 
Who w�ll pay for the translat�on? ______ And, the pr�nt�ng �n the local 
language? _____
How w�ll you mon�tor the �ntegr�ty and accuracy of the translat�on? _____
If translat�on �s not necessary, do you see the need to adapt the mater�als 
for local use? ____ If so, what does th�s mean? ______ How do you plan to 
carry out these adaptat�ons? ___________
Who do you plan to work w�th to accompl�sh these adaptat�ons? ___ How 
w�ll you compensate those who do the adaptat�ons? ____   
What other quest�ons do you need answers to regard�ng the preparat�on 
of the mater�als for local or nat�onal use? _____   
Who do you plan to use to conduct the LGFM tra�n�ng? _____

1.
2.
3.

4.

5.

6.

7.

8.
9.

10.

1.

2.

3.
4.

5.

6.

7.
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How w�ll you prepare them as tra�ners who both understand the content 
of the mater�als and the exper�ent�al learn�ng process? _____ 
W�ll you conduct a tra�n�ng of tra�ners (TOT) to develop a small cadre of 
tra�ners who can undertake the �n�t�al ser�es of tra�n�ng events? _______ If 
so, how do you plan to organ�se and staff such a programme? ____
How w�ll you recru�t the part�c�pants for the TOT? ____ What w�ll be your 
cr�ter�a for select�on of these part�c�pants? ____
How w�ll you finance the cost of the TOT? ____ 

PartnershiPs, funding, and Other neCessities

Do you plan to partner w�th other organ�sat�ons or �nd�v�duals to plan and 
conduct the tra�n�ng? ____ If so, who are they, and what w�ll they contr�b-
ute to the endeavour? _____
How do you plan to fund the tra�n�ng of LGFM part�c�pants? ____ How w�ll 
you organ�se these potent�al fund�ng poss�b�l�t�es? ____ What are the pos-
s�b�l�t�es of susta�n�ng each of these fund�ng opt�ons? ____ What �s your 
strategy for susta�n�ng the LGFM tra�n�ng over t�me? ____ 
How do you plan to market the tra�n�ng? ____ 
What k�nds of evaluat�ons do you plan to use to assess the qual�ty of the 
tra�n�ng exper�ences assoc�ated w�th LGFM tra�n�ng? ____ How do you 
plan to assess the �mpact of the tra�n�ng w�th�n the part�c�pant’s work set-
t�ng? ____
What �s the first th�ng you plan to do to put th�s plan �nto act�on? ____

There are no doubt many more quest�ons to be asked and answered before you 
beg�n to spend t�me and money on launch�ng a new programme of local government 
financ�al management tra�n�ng. We hope th�s volley of quer�es has helped to beg�n the 
d�alogue toward act�on. We encourage you to add to th�s l�st of quest�ons as you go 
down the road toward tra�n�ng �mplementat�on. The more you can define the what, 

who, why, where, when, and how d�mens�ons of th�s new venture before you even 

8.

9.

10.

11.

1.

2.

3.
4.

5.
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F�nanc�al Pol�cy Mak�ng

PART ONE:  CONCEPTS, PRINCIPLES, 
AND STRATEGIES

SuMMAry

Th�s essay exam�nes ways that formal, wr�tten financ�al pol�c�es are developed 
and �mplemented at the local government level.  We w�ll prov�de a defin�t�on of 

financ�al pol�cy and descr�be the benefits to a local government that establ�shes and 
uses sound financ�al pol�c�es.  We w�ll del�neate the bas�c steps to take �n �dent�fy�ng, 
propos�ng, adopt�ng, and �mplement�ng financ�al pol�c�es.  We w�ll also d�scuss var�-
ous obstacles to the financ�al pol�cy mak�ng process.

relATionSHipS beTWeen CHApTerS oF THe SerieS

The follow�ng matr�x shows the �nterrelat�onsh�ps between Financial Policy Making 
and other chapters �n the ser�es.

Financial policy Making

Introduction The Introduct�on prov�des the framework for us�ng the 
ent�re ser�es.

Trainer’s Guide Prov�des gu�del�nes for us�ng the chapters to prov�de 
tra�n�ng.

Financial 
Planning

F�nanc�al plann�ng pol�c�es help the LG determ�ne future 
use of LG resources.

Citizen 
Participation

C�t�zen part�c�pat�on pol�c�es define when, where, why 
and how c�t�zens should part�c�pate �n LG financ�al dec�-
s�on mak�ng. 

Evaluating 
Financial 
Condition

F�nanc�al cond�t�on pol�c�es help a LG determ�ne when 
financ�al problems are beg�nn�ng.  They are l�ke an early 
warn�ng system.

Operating 
Budget

Operat�ng budget pol�c�es determ�ne how the LG w�ll use 
current year resources.

Financing the 
Operating 
Budget

F�nanc�ng pol�c�es help the LG evaluate the ab�l�ty of tax-
es, fees and charges for serv�ces and any other sources 
of revenues to fund the del�very of current year serv�ces.
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Capital invest-
ment Plan

Cap�tal �nvestment plan pol�c�es determ�ne how the LG 
w�ll prov�de cap�tal �nvestments for the commun�ty.

Financing 
the Capital 
Investment Plan

F�nanc�ng pol�c�es help the LG evaluate the use of cur-
rent year and long-term financ�ng for prov�d�ng cap�tal 
�nvestments.

Accounting Account�ng pol�c�es are the foundat�on for the LG’s ac-
count�ng and report�ng systems, wh�ch underp�n the 
ent�re finance and budget�ng systems.

Performance 
Measures

Performance measurement pol�c�es define how and when 
LG offic�als and pol�cy makers are held accountable for 
use of LG resources.

Asset 
Management

Asset management pol�c�es help the LG determ�ne the 
best use of �ts assets.

Procurement Procurement pol�c�es determ�ne how LG resources w�ll 
be spent.

inTroduCTion

We recogn�ze that bas�c or �ntroductory concepts are relat�ve—depend�ng upon your 
background and frame of reference for both finance and local government.  Users of 
th�s mater�al w�ll range from those who have no knowledge of financ�al pr�nc�ples or 
concepts to those who have a very soph�st�cated understand�ng.  The follow�ng are 
our �deas of what represents the most fundamental pr�nc�ples and concepts needed 
to understand financ�al pol�cy mak�ng at a beg�nn�ng level.

bASiC ConCepTS And deFiniTionS 

In a UNCHS (Hab�tat) tra�n�ng publ�cat�on for local elected leadersh�p, “policy” �s de-
scr�bed as a word w�th many mean�ngs.

It can be (a) a philosophical or ideological stance; (b) a plan, an expres-
sion of future direction, (c) a definition of current action, (d) specific proposals, 
(e) a way of announcing decisions of government, (f) formal authorization, (g) a 
negotiated position between two or more parties, (h) a statement of intent, or (i) 
an unintended, unannounced reality that was never decided formally by anyone 
including those who are considered to have the “policy making” role.

F�nanc�al pol�c�es descr�be the pr�nc�ples and goals that gu�de the financ�al 
management pract�ces of a local government.  F�nanc�al pol�c�es �nfluence financ�al 
dec�s�on mak�ng.  They lead to the development of strateg�es to ach�eve m�ss�ons and 
v�s�ons of the organ�sat�on.  In add�t�on, they prov�de standards for evaluat�ng and 
mon�tor�ng the performance of a local government’s financ�al management system.
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Note:  The following definitions and concepts are primarily for decen-

tralized local governments.  Local governments functioning within a 

highly centralized local government system do not normally have the 

flexibility of determining their individual policies as described in the 

following material.

poliCy FrAMeWork

A policy framework �s a system or structure of pol�c�es, wh�ch prov�de gu�del�nes 
for dec�s�on mak�ng.  The pol�cy framework, therefore, represents a comprehens�ve 
financ�al strategy for ach�ev�ng and ma�nta�n�ng sound financ�al overs�ght for both 
d�rect serv�ces prov�ded by the local government as well as overs�ght for any quas�-
governmental or non publ�c sector agenc�es for whom the local government �s also 
respons�ble.  Pol�cy framework elements usually �nclude:

Policies mandated by the central or national government

A restatement of any pol�c�es mandated by the central government;

Direct services provided by the local government

The general level and type of serv�ces to be prov�ded to c�t�zens;
The relat�ve emphas�s to be placed on the d�ffer�ng sources of revenue 
ava�lable;
How much the local government w�ll vary �ts levels of expend�tures and 
taxat�on �f the local economy changes;
Statement of pr�nc�ple regard�ng the management of new funds �nclud�ng 
any serv�ces/act�v�t�es to be performed by contract rather than by local 
government staff;
The degree to wh�ch cap�tal �nvestments should be financed from current 
revenues (pay-as-you-go pr�nc�ple of pay�ng for goods and serv�ces when 
they are purchased rather than us�ng cred�t such as loans or bonds) ver-
sus �ssu�ng debt obligations (pay-as-you-use pr�nc�ple of pay�ng for goods 
and serv�ces over t�me by us�ng cred�t; th�s method matches the benefit of 
the use of the asset, such as a bu�ld�ng, w�th the repayment of the debt) 
to be pa�d from future revenues;
The system of employee wages, pens�ons, and benefits;
If debt obl�gat�ons are to be �ssued, the terms of overall l�fe, pattern of 
matur�t�es and types of debt to be used;

Oversight for quasi-governmental or non public sector agencies

Unamb�guous agreements defin�ng the relat�onsh�ps between the local 
government and any quas�-governmental agenc�es or publ�c enterpr�ses, 
�.e. water agenc�es, local government banks; and

•

•
•

•

•

•

•
•

•
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Gu�del�nes defin�ng local government’s �nvolvement w�th the pr�vate sector 
�nclud�ng conduct of bus�ness �n an open and publ�c manner based on 
clear rules and procedures appl�ed �n a non-d�scr�m�natory way.

FinAnCiAl poliCieS

Financial policies are statements created by elected offic�als to clar�fy the�r financ�al 
management ph�losophy.  Broadly defined, financ�al pol�c�es are formal pos�t�ons tak-
en by the local govern�ng body to support the �mplementat�on of �ts financ�al goals.  
Pol�c�es prov�de a framework for financ�al management and gu�dance for ch�ef execu-
t�ve officers, such as mayors or local government managers, finance managers, and 
the local govern�ng body �n conduct�ng the financ�al affa�rs of a local government.  

nATionAl And loCAl lAWS on poliCy MAking

Each local government must work w�th�n the framework of nat�onal, state or prov�nce 
laws and pol�c�es when they beg�n establ�sh�ng the�r own local government finan-
c�al pol�c�es.  It �s �mportant that the four groups w�th wh�ch th�s ser�es �s pr�mar�ly 
concerned (elected offic�als, ch�ef execut�ve officers (CEOs), finance managers and 
department heads) be aware of any central government pol�c�es that may �mpact the�r 
ab�l�ty to formulate or �mplement new local government financ�al pol�c�es.

Every country has �ts own approach to pol�cy mak�ng. For those countr�es �n 
newly evolv�ng democrac�es, pol�c�es have h�stor�cally been made from the top down, 
e.g., central to local government levels. If you are a local government offic�al �n th�s 
s�tuat�on, you may have the opportun�ty to set pol�c�es at the local government level 
for the first t�me. Pol�c�es set by local governments may be d�fferent than those prev�-
ously set by the central government. As decentral�zat�on evolves, local elected offic�als 
may find that there are good reasons for do�ng th�ngs d�fferently, and chose to �mple-
ment new pol�c�es. 

WHo MAkeS poliCy?

Pol�c�es are �mportant because they put your government “on record” regard�ng the 
most �mportant financ�al �ssues fac�ng the commun�ty.  There �s often the �mpress�on 
that pol�c�es result from a very del�berate process of dec�s�on mak�ng on the part of 
the local govern�ng body follow�ng thorough analys�s of all the cond�t�ons surround-
�ng an �ssue under cons�derat�on and the var�ous alternat�ves ava�lable.  In real�ty, 
the pol�cy process �s very messy.  Somet�mes �t really does happen as suggested.  
Other t�mes �t evolves out of negot�at�ons w�th several part�es, for example, as cond�-
t�ons for a donor-ass�sted loan agreement for a new water treatment plant. 

Pol�c�es are made or reaffirmed at budget t�me when govern�ng bod�es allocate 
resources for the new fiscal year.  Or pol�c�es may evolve un�ntent�onally. For exam-
ple, the govern�ng body makes un�ntent�onal pol�cy when, wh�le operat�ng w�th a very 
t�ght budget, �t �gnores preventat�ve and rout�ne ma�ntenance of equ�pment and other 
fixed resources.  After a couple of years of �gnor�ng the ma�ntenance respons�b�l�ty, 
the staff just stops �nclud�ng �t �n future budget requests.  Thus, the govern�ng body 
un�ntent�onally has adopted a non-ma�ntenance pol�cy.

•
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Somet�mes pol�c�es are formulated by employees or workers who, by the�r ac-
t�ons or �nact�ons, define local government pol�cy on a part�cular programme or serv-
�ce.  A local government govern�ng body may enact a “pol�cy” defin�ng a spec�fic level 
of serv�ce to be prov�ded �n the commun�ty, but �t never �s �mplemented for one reason 
or another.  Who, �n th�s case, has really made the pol�cy?  As you can see, the pol�cy 
mak�ng process can be a b�t compl�cated and not always under the control of the 
govern�ng body wh�ch �s assumed to have the “pol�cy mak�ng” role.

It �s �mportant that pol�cy mak�ng be based on good governance pr�nc�ples. The 
pol�cy mak�ng process must �nclude transparency �n the formulat�on, formal d�scus-
s�ons and legal not�ces, and dec�s�on mak�ng process, be respons�ve to �ssues and 
concerns of the c�t�zens, be consensus or�ented where poss�ble, promote equ�ty and 
�nclus�veness and allow elected offic�als to be held accountable for that �mpacts of the 
�mplementat�on of the�r pol�c�es.  The areas of financ�al pol�cy mak�ng have cons�der-
able �mpact on c�t�zens, �.e. ra�s�ng taxes, �ncreas�ng user fees, cho�ces about the use 
of surplus cash for �nvestment, etc. All �mpact the c�t�zens’ wallet.

WHAT poliCieS look like

F�nanc�al pol�c�es should be coherent statements of �ntent that are cons�stent w�th 
one another and eas�ly understood.  However, th�s �s not always the case.  Unfortu-
nately, pol�c�es are not always �n wr�t�ng.  They are somet�mes �ncomplete, confl�ct�ng, 
and �ncons�stent.  At t�mes they are even compet�ng!  A local government’s pol�cy on 
fund reserves, for example, may change from year to year.  It may be wr�tten �n vague 
language wh�ch �s �nterpreted d�fferently by elected offic�als or managers.  Or �t may 
be used �ncons�stently, not be�ng appl�ed the same way w�th all types of reserves.

Incons�stent pol�c�es are part�cularly troublesome.  One pol�cy, for example, 
m�ght deny the use of “one t�me” revenues, such as grant proceeds, for operat�ng pur-
poses.  Another pol�cy m�ght d�rect the use of proceeds from the sale of local govern-
ment property or other assets, wh�ch can also be cons�dered as “one t�me” revenues, 
to be used to balance the operat�ng budget.  To make matters worse, there m�ght be 
a pol�cy call�ng for a balanced budget �n the absence of other pol�c�es to l�m�t the s�ze 
of budget amendments and emergency appropr�at�ons.

Confl�ct�ng pol�c�es are most l�kely to occur when they are adopted on an ad hoc 
or emergency bas�s.  For example, a local government m�ght have a long-establ�shed 
pol�cy that emphas�zes the �mportance of safety and l�qu�d�ty �n cash �nvestments.  
Then, dur�ng a per�od of revenue shortage, the govern�ng body m�ght dec�de at the 
“last m�nute” to adopt a pol�cy of �nvest�ng surplus cash �n r�sky ventures to �ncrease 
revenue y�elds.  The result �s an obv�ous confl�ct of governmental �ntent and a source 
of confus�on and concern for local government staff.

Follow�ng are some sample pol�c�es to use as a frame of reference as you con-
t�nue read�ng through the essay.
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Sample policies

Note:  A local government should not adopt the following policies 

verbatim.  However, they do represent examples of suggested lan-

guage for sound financial management practices.

1. The local government w�ll ma�nta�n a year-to-year fund carryover balance of 
at least 5% of general operat�ng revenues �n order to ma�nta�n adequate cash 
flow and to reduce the demand for short-term borrow�ng.

2. No more than 30% of the local government’s cash management �nvestment 
portfol�o w�ll be �n long-term secur�t�es for a per�od of longer than three 
years.

3. The local government w�ll prepare a five-year cap�tal �nvestment  programme 
and annual cap�tal budget.

4. Proposals for local government ownersh�p of bus�nesses must conta�n a de-
ta�led market and financ�al analys�s, a bus�ness plan, and an evaluat�on of 
alternat�ve ways of conduct�ng the bus�ness.

5. Full d�sclosure of the local government’s financ�al cond�t�on w�ll be prov�ded �n 
financ�al statements.

6. Proceeds from the sale of assets w�ll be used only for cap�tal �nvestment pur-
poses.

7. A m�d-year budget rev�ew w�ll be held.
8. All fixed assets w�ll be valued and �nventor�ed annually.

COnsideratiOns fOr lOCal gOVernMents in eMerging deMOCraCies

The establ�shment of authent�c local self-governance �n many of the trans�t�onal 
countr�es s�gn�ficantly alters the roles and respons�b�l�t�es of local elected offic�als 
and the�r profess�onal staff. Th�s �s part�cularly true when �t comes to establ�sh�ng 
local financ�al pol�c�es. Local governments beg�n to th�nk for themselves about what 
pol�c�es make sense for them. In many of these chang�ng s�tuat�ons, local govern-
ments may dec�de to start out us�ng the same pol�c�es of the central government and 
change them �ncrementally as needed. When they dec�de to make these changes, 
there �s often no need to seek approval from the central government although these 
hab�ts are d�fficult to change �n new democrac�es. 

We have not�ced a cons�stent pattern �n countr�es where respons�b�l�t�es are 
devolv�ng from the central government to local governments.  The first year or two lo-
cal governments seem afra�d to take chances or r�sks w�th the�r new-found freedoms 
and respons�b�l�t�es. They are afra�d that the central government may take pun�t�ve 
act�ons aga�nst the�r government or that they w�ll make a major m�stake. After ex-
erc�s�ng the freedom and respons�b�l�ty for local governance, local offic�als get more 
confident �n the�r ab�l�ty to make dec�s�ons and beg�n to slowly �mplement changes 
�n central government pol�c�es that may st�ll be �n place desp�te the changes �n the 
govern�ng process. What you do w�ll depend �n large measure on where your local 
government may be �n th�s process.
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learning aPPliCatiOn

ElEctEd Official _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

In the first Learning Application in each of the chapters in this series we will be 
reminding the reader about how to get the most from each of these reflective ex-
ercises. First, there will be a box identifying the four key local government roles 
that most readers represent. These are: Elected Officials, CEOs (Chief Executive 
Officers such as mayors, local government managers, etc.), Finance Managers 
(the chief finance official in the local government), and Department Heads (those 
individuals who are responsible for the management of specific local government 
departments such as public works, planning, and human resources). Second, we 
will indicate in the box those readers we believe will benefit most from complet-
ing the learning application task. Finally, when more than one official is listed, 
we see this as an opportunity for these individuals to get together and compare 
their responses. These Learning Application opportunities can also be modified to 
become training exercises for group learning. So, our advice is to make the most 
of these reflective interludes in the text.       

Even though we have �dent�fied the elected offic�als through th�s ser�es as the 
pol�cy makers, �t �s �mportant to recogn�se that many other local offic�als and even lo-
cal government employees contr�bute to th�s �mportant process. Before mov�ng on, we 
suggest you take t�me to th�nk about your own �nterpretat�on of what a pol�cy �s and 
who makes them from your un�que perspect�ve as an elected offic�al, CEO, finance 
manager or department head. 

From my perspect�ve, financ�al pol�c�es are: 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

From my perspect�ve, pol�cy mak�ng �n our local government �s the respons�b�l-
�ty of:

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

From my perspect�ve, the financ�al pol�c�es of our local government are (check 
one):  not at all effect�ve:___ somewhat effect�ve:___ very effect�ve:___. 

The reason for my assessment �s: 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

In many countr�es, the central government has s�gn�ficant pol�cy mak�ng pow-
ers that affect local government financ�al management. From your perspect�ve, reflect 
on the short term and long range �mpact of the central government on your local 
government’s ab�l�ty to manage �ts finances effect�vely. 

The short term �mpact of central government pol�c�es on our local government 
finances �s: 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

And, the long term �mpact of these pol�c�es �s: 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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From my perspect�ve, here are some th�ngs our local government m�ght 
do to m�n�m�se the adverse consequences of these central government pol�c�es.  
  
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

THe ill-eFFeCTS oF noT HAving FinAnCiAl poliCieS

The absence of formal wr�tten pol�c�es can create ser�ous problems for a local govern-
ment.  W�thout them, local offic�als are uncerta�n about the organ�sat�on’s pos�t�on 
on var�ous financ�al management �ssues.  Th�s �s further aggravated when there are 
changes �n elected offic�als or key staff members.  Under these c�rcumstances, lack of 
an organ�sat�onal “memory” about financ�al pol�c�es can be the source of cons�derable 
confus�on and potent�ally b�tter confl�cts over financ�al ph�losophy.

The vacuum created by the absence of leadersh�p �n creat�ng financ�al pol�cy 
has ser�ous consequences.  Bad financ�al management pract�ces may occur because 
there are no pol�c�es proh�b�t�ng them.  For example, borrow�ng from restricted funds 
may take place w�th no spec�fic plan for repay�ng the loan w�th �nterest.  The presence 
of a vacuum �n pol�cy mak�ng may encourage appo�nted offic�als to make pol�cy, a 
ser�ous d�stort�on �n the relat�onsh�p between pol�cy mak�ng and adm�n�strat�on.

Informal, unwr�tten, �ncomplete, confl�ct�ng, and �ncons�stent financ�al pol�c�es 
are harmful to the publ�c �mage of the local government.  They g�ve the �mpress�on 
that local offic�als do not know what they are do�ng or do not place a h�gh pr�or�ty 
on thoughtful and prudent financ�al management.  Investors and users of financ�al 
�nformat�on must have a clear p�cture of the bas�s on wh�ch financ�al dec�s�ons are 
made by the local government.  Otherw�se, they may be confused and lose confidence 
�n the ab�l�ty of the local government to manage �ts financ�al affa�rs effect�vely.

problems resulting From no Formal Written Fnancial policies

Uncerta�nty regard�ng the financ�al d�rect�on of the local government
Pol�cy mak�ng by adm�n�strat�ve offic�als
Lack of cont�nu�ty when elected offic�als and staff change
Lack of confidence on the part of �nvestors and users of financ�al �nfor-
mat�on
Adopt�on of �mproper financ�al pract�ces
Low publ�c �mage

•
•
•
•

•
•

leArning AppliCATion

ElEctEd Official _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_
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It’s t�me to g�ve you an opportun�ty to look at how the pol�cy mak�ng process works 
�n your local government. Start w�th l�st�ng 3-4 financ�al management pol�c�es of 
your local government that d�rectly affect your role—e�ther as a elected offic�al, CEO, 
finance manager or department head. Don’t hes�tate to l�st �nformal, unoffic�al types 
of pol�c�es �f they apply to th�s task.

1. ______________________________________________________________________________  

2. ______________________________________________________________________________  

3. ______________________________________________________________________________  

4. ______________________________________________________________________________  

What �s the �mpact of each of these pol�c�es on your ab�l�ty to carry out your role 
and respons�b�l�t�es? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What m�ght be done to make these pol�c�es better support you �n your role? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

iMpACT oF deCenTrAliZATion on loCAl governMenT

One of the most d�fficult �ssues for local governments �n a country that �s decen-
tral�z�ng �s the confl�ct�ng pol�c�es that may come from d�fferent central government 
agenc�es.  Each central agency expects the�r regulat�ons to be followed by local gov-
ernments. It �s d�fficult to know wh�ch to follow and at t�mes follow�ng all of them 
creates great d�fficulty for local governments. For example, �n Indones�a, the M�n�stry 
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of Home Affa�rs appears to have respons�b�l�t�es for certa�n areas of fiscal decentral�-
zat�on and the M�n�stry of F�nance also appears to be respons�ble for certa�n fiscal 
areas.  Each m�n�stry has �ssued a set of account codes to be used by the local gov-
ernments �n var�ous aspects of financ�al budget�ng and report�ng.  The two sets con-
trad�ct one another. Local governments are confused about whose pol�c�es to go by. 
In the past, M�n�stry of Home Affa�rs pol�c�es have been followed.  But now �t appears 
that the M�n�stry of F�nance �s tak�ng the lead �n many budget�ng and financ�al areas. 
It �s hard to know how to manage th�s �n t�mes of confl�ct. Somet�mes local offic�als 
have to do a l�ttle b�t for both agenc�es or try to follow wh�chever m�n�stry they th�nk 
�s go�ng to w�n out �n the long run and �mplement the�r pol�c�es. 

AreAS Covered by FinAnCiAl poliCieS

Wr�tten financ�al pol�c�es should cover all major financ�al act�v�t�es carr�ed out by 
your local government.  Do�ng th�s w�ll ensure the development of a comprehens�ve 
pol�cy framework wh�ch recogn�zes the relat�onsh�p of financ�al �ntent and actual 
pract�ce.  A complete �nventory of your local government’s financ�al act�v�t�es w�ll help 
�dent�fy gaps where formal pol�c�es are needed.  The follow�ng financ�al act�v�t�es are 
areas where the preparat�on and adopt�on of formal, wr�tten pol�c�es w�ll br�ng un�-
form�ty to your financ�al transact�ons and reduce uncerta�nty:

Account�ng
Asset management
Aud�t�ng
Cap�tal �nvestment plan and budget
Cash management
Debt
Development finance �nclud�ng grants, subs�d�es, loans, and tax pol�c�es
F�nanc�al report�ng
Inventory management
Operat�ng budgets
Pens�ons and ret�rement systems
Purchas�ng
Reserves
Revenue
R�sk management
V�rements (funds over or under spent and there �s a need to make trans-
fers)

Carefully rev�ew the l�st and �dent�fy financ�al act�v�t�es your local government 
may be perform�ng wh�ch are not �ncluded.  Also, th�nk about the �nterrelat�onsh�p 
among the act�v�t�es and the poss�ble pol�cy �mpl�cat�ons.

Cases in point

In develop�ng revenue pol�c�es, a local government fa�ls to cons�der the 
�mpl�cat�ons of adopt�ng a pay-as-you-go (pract�ce of pay�ng for good or 

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

•
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serv�ces when they are purchased or bu�lt rather than rely�ng on cred�t 
such as loans or bonds) financ�ng pol�cy for cap�tal �nvestments.
A local government has wr�tten pol�c�es relat�ng to the operat�ng budget 
and the cap�tal �nvestment plan.  However, �t does not have a pol�cy 
requ�r�ng a l�nkage of the two.  There �s no prov�s�on �n the cap�tal �nvest-
ment process for �dent�fy�ng the on-go�ng operat�ng costs assoc�ated w�th 
cap�tal �nvestment projects when completed.
A local government adopts wr�tten financ�al pol�c�es cover�ng the budget, 
cap�tal �nvestments, and �ts pens�on system.  The pol�c�es do not address 
the effects of deferr�ng ma�ntenance costs or pens�on contr�but�ons and 
the pract�ce of transferr�ng money from the pens�on fund to balance the 
operat�ng budget.

CiTiZen pArTiCipATion in poliCy MAking

WHy CiTiZen pArTiCipATion iS iMporTAnT

One of the bas�c prem�ses of democracy �s that people should have �nput �nto the pol�-
c�es and dec�s�ons that control the�r l�ves. When den�ed th�s �nput, people eventually 
rebel aga�nst those sett�ng the pol�c�es. 

In democrac�es, we have recogn�zed that every c�t�zen cannot part�c�pate �n 
every dec�s�on made by the government. We have a system of elect�ng persons to rep-
resent us and prov�de th�s �nput �nto the dec�s�ons that control our l�ves. We vote for 
offic�als who represent our v�ews. When we are unhappy w�th the�r pol�c�es  we vo�ce 
our concerns and somet�mes vote them out of office. There �s an underly�ng assump-
t�on �n democrat�c soc�et�es that publ�c �nput on pol�c�es affect�ng the�r da�ly l�ves 
�s �mportant. However, the degree to wh�ch that publ�c �nput affects publ�c dec�s�on 
mak�ng d�ffers from country to country. 

beneFiTS To loCAl governMenT deCiSion-MAkerS in evolving deMoC-
rACieS

As an elected offic�al, you have been elected to represent a part�cular group of c�t�-
zens, �.e. a spec�fic geograph�cal area or pol�t�cal party. In some democrac�es, elected 
offic�als are expected to represent and reflect the v�ews of the const�tuency that elect-
ed them. In other types of democrac�es, the elected offic�al may be more free to make 
dec�s�ons that do not necessar�ly reflect the v�ews of the const�tuency.

The benefit of sat�sfactor�ly represent�ng your const�tuency �s that you w�ll more 
l�kely be re-elected. Conversely, �f you don’t represent the v�ews that your const�tu-
ency th�nks are �mportant, they may want you to change your v�ews or replace you. 

In some evolv�ng democrac�es, the concept of hold�ng an elected offic�al account-
able for the�r pol�cy stands and dec�s�on mak�ng �s just beg�nn�ng. Some of the early 
s�gns of how c�t�zens feel about the�r new government may be street demonstrat�ons, 
negat�ve med�a coverage, or non-governmental or other c�t�zen groups call�ng for 
greater accountab�l�ty and �n more d�re s�tuat�ons the res�gnat�on of the�r representa-

•

•
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t�ves. These types of act�ons result when c�t�zens feel they want to have �nput �nto 
the pol�c�es and programmes that �mpact the�r da�ly l�ves. Of course, as an elected 
offic�al you may feel pressure �f you are not w�ll�ng to cons�der the v�ews of your vocal 
const�tuents. For every one vocal person, there are probably ten other people who feel 
the same way, but just haven’t commun�cated �t to you. It �s �mportant to find ways 
of accommodat�ng vocal const�tuents. Th�s does not mean always follow�ng what they 
demand, but �t helps to l�sten and factor the�r v�ews �nto your dec�s�on mak�ng proc-
ess, and your pol�c�es as an elected body. 

learning aPPliCatiOn

ElEctEd Official _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

It’s t�me to reflect on how well your local government �s do�ng �n �nvolv�ng c�t�zens �n 
the financ�al management �n�t�at�ves of your local government. Descr�be the roles and 
respons�b�l�t�es that are afforded c�t�zens �n the overall management of your local gov-
ernment’s financ�ng efforts. On th�s one you may need to th�nk outs�de the box. For 
example, does your government ever establ�sh study comm�ss�ons to look �nto �ssues 
w�th�n your commun�ty that m�ght have financ�al consequences? If your local govern-
ment has a land use plann�ng process where c�t�zens have �nput to how vacant land 
can be used �n the�r ne�ghbourhoods, for example, the�r �nput may very well have fi-
nanc�al consequences �n future budgets. In other words, th�nk broadly about the role 
of c�t�zens �n pol�cy mak�ng �n�t�at�ves, e�ther d�rect or �nd�rect, that have e�ther d�rect 
or �nd�rect financ�al consequences, both good and bad, on financ�al management. 

G�ven th�s broad mandate to reflect, here are some ways that c�t�zens have been 
�nvolved �n e�ther d�rect�ng or �nfluenc�ng financ�al pol�c�es �n my local government 
and commun�ty. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Take each of these examples and l�st what you th�nk were, or are, the conse-
quences of these pol�cy related �nputs by your c�t�zens.

 ________________________________________________________________________________  

 ________________________________________________________________________________  



82 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What more should your local government be do�ng to �nvolve c�t�zens �n finan-
c�al management related act�v�t�es? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________

beneFiTS 

A carefully formulated financ�al pol�cy framework w�th bu�lt �n flex�b�l�ty to meet 
chang�ng needs and cond�t�ons �s one of the most valuable financ�al tools ava�lable to 
local offic�als.  Here are some of the benefits of wr�tten pol�c�es:

FACiliTATe FinAnCiAl plAnning

One benefit of establ�sh�ng financ�al pol�c�es �s to encourage pol�cy makers to v�ew fi-
nanc�al management �n a long-range context.  The development of a pol�cy framework 
�nvolves an exam�nat�on of the short- and long-range �mpl�cat�ons of pol�c�es.  It also 
�nvolves �dent�fy�ng the relat�onsh�p among pol�c�es.  F�nally, �t �nvolves an analys�s 
of ex�st�ng and future financ�al cond�t�ons along w�th the need for new pol�c�es or 
changes �n current pol�c�es.

An analys�s of financ�al �nformat�on and cond�t�on �n advance of the develop-
ment of pol�c�es st�mulates a plann�ng approach.  The analys�s w�ll help to �dent�fy 
gaps, confl�cts, and �ncons�stenc�es �n ex�st�ng pol�c�es.  The analys�s should �nclude 
cons�derat�on of future fiscal problems and needs along w�th alternat�ve ways to han-
dle them.  It �s common for new financ�al �ssues that requ�re attent�on to emerge 
from th�s process.  For example, a local government may see the need to �mpose 
restr�ct�ons on r�sky �nvestments and to requ�re deta�led cash �nvestment report�ng.  
Decl�n�ng revenues, on the other hand, m�ght cause the local government to establ�sh 
pol�c�es call�ng for the conduct of annual fee surveys and restructur�ng fees to recover 
full serv�ce costs.

F�nanc�al pol�cy formulat�on ass�sts local offic�als �n adopt�ng a long-term per-
spect�ve when mak�ng short-term pol�cy dec�s�ons.  A pol�cy requ�r�ng mult�-year 
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revenue and expend�ture forecasts, for example, should prompt an analys�s of long-
range financ�al capac�ty and an assessment of �nternal and external financ�al r�sks.

Avoid FinAnCiAl eMergenCieS

F�nanc�al pol�c�es prov�de a bas�s for pred�ct�ng and cop�ng w�th financ�al emergen-
c�es.  Revenue shortfalls, reduced nat�onal allocat�ons, lowered cred�t rat�ngs, grant 
term�nat�ons, statutory revenue or expend�ture l�m�tat�ons, and unexpected man-
dated expend�tures can have a severe financ�al �mpact unless pol�c�es and plans are 
�n place to ant�c�pate and handle them.

Pol�c�es on revenue, cap�tal budget�ng, debt and reserves are cr�t�cal to ma�nta�n 
financ�al solvency.  Reserve pol�c�es, for example, prov�de for the temporary financ�ng 
of unforeseen needs.  Debt pol�c�es that set the level of short- and long-term debt, 
type and purpose of debt and reserves for the repayment of debt help to avo�d a fiscal 
cr�s�s.  Revenue pol�c�es, wh�ch prov�de for d�vers�fied revenue base, aggress�ve collec-
t�on, l�m�ted rel�ance on restr�cted revenues, and sound tax adm�n�strat�on can help 
to avo�d financ�al emergenc�es.

In other words, financ�al pol�c�es help local governments prevent abnormal or 
unexpected cond�t�ons from d�sturb�ng the orderly state of financ�al affa�rs.  The 
pol�cy formulat�on process should �nvolve a thorough evaluat�on of potent�al financ�al 
problems and the des�gn of strateg�es to prevent, m�n�m�ze or control them.

FoCuS on evAluATing FinAnCiAl CondiTion

The preparat�on of a pol�cy framework focuses attent�on on the overall financ�al con-
d�t�on of your local government.  Pol�cy formulat�on fosters a comprehens�ve rather 
than p�ecemeal approach to the analys�s of a local government’s financ�al cond�t�on.  
You cannot formulate pol�c�es effect�vely w�thout �dent�fy�ng and analyz�ng ex�st�ng 
and potent�al cond�t�ons and trends.

In order to evaluate financ�al cond�t�on, �nformat�on must be collected on �nter-
nal financ�al pol�c�es and pract�ces and external soc�al, econom�c, pol�t�cal and de-
mograph�c factors.  Analyz�ng th�s data w�ll �dent�fy pract�ces and trends that can be 
warn�ng s�gns of future financ�al stress.  Pol�c�es and pract�ces can then be des�gned 
to gu�de correct�ve act�on.  Analyz�ng �nformat�on on financ�al cond�t�on �s also use-
ful �n mak�ng necessary pol�cy mod�ficat�ons and th�s process �s covered �n another 
chapter �n th�s ser�es.

MoniTor FinAnCiAl MAnAgeMenT perForMAnCe

Once developed, a pol�cy framework can be used to mon�tor financ�al management 
performance.  Pol�c�es requ�r�ng an annual aud�t, �nternal controls, and financ�al 
reports des�gned to meet the needs of d�fferent users can be used to mon�tor the 
performance of financ�al managers and hold them accountable for planned fiscal 
results.
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Avoid FinAnCiAl “giMMiCkS”

Sound financ�al pol�c�es promote an awareness of the dangers of financ�al g�mm�ckry 
and �mpose controls on �ts use.  Gimmickry occurs when a local government changes 
the bas�s of account�ng, m�srepresents revenues, man�pulates restr�cted funds, sh�fts 
current expend�tures to the next fiscal year, uses �nter-fund transfers to cover rev-
enue shortages, and damages the cred�b�l�ty and �ntegr�ty of local offic�als by adopt-
�ng poorly conce�ved budget amendments.  A pol�cy framework offers a bas�s for 
understand�ng the danger of such pract�ces and prov�des the rat�onale for reject�ng 
unsound solut�ons to financ�al problems wh�ch m�ght otherw�se be too compell�ng to 
res�st.

iMprove deCiSion MAking

F�nanc�al pol�c�es help to bu�ld consensus and cons�stency �n financ�al dec�s�on mak-
�ng.  Once adopted, financ�al pol�c�es help to clar�fy the goals and object�ves of overall 
financ�al plann�ng.  One pract�cal result of th�s �s to reduce exhaust�ve debate and 
d�scuss�on each t�me a dec�s�on �s to be made on financ�al �ssues covered by an es-
tabl�shed pol�cy.  Establ�shed pol�c�es also prov�de cont�nu�ty �n the management of 
financ�al affa�rs, part�cularly when there �s a turnover of elected offic�als or staff.

A pol�cy framework reduces confl�ct and m�sunderstand�ng by prov�d�ng d�rec-
t�on to the staff about financ�al matters and reduc�ng uncerta�nty or confus�on.  F�-
nanc�al pol�cy development creates a collaborat�ve cl�mate for dec�s�on mak�ng.  Pol�-
c�es reduce the need for cr�s�s-or�ented dec�s�ons and establ�sh rel�able gu�del�nes for 
the conduct of on-go�ng finance operat�ons.

proMoTe FinAnCiAl STAbiliTy

Ant�c�pat�on of financ�al problems and the development of pol�c�es to avo�d or manage 
them are essent�al to ach�ev�ng financ�al stab�l�ty.  Pol�c�es that requ�re mult�-year 
revenue and expend�ture forecast�ng, cap�tal �nvestment plann�ng, cost recovery and 
annual fee adjustments for �nflat�on help m�n�m�ze major year-to- year fluctuat�ons 
�n tax rates and fees.  They send a clear s�gnal to the publ�c and users of financ�al 
�nformat�on that the local government places a h�gh pr�or�ty on financ�al stab�l�ty.

Cont�nued adherence to sound financ�al pol�c�es ensures cont�nued financ�al 
stab�l�ty when local government �s threatened by fluctuat�ons �n the economy, de-
cl�n�ng local bus�ness act�v�ty or a decl�ne �n budget allocat�ons from the nat�onal 
government.

iMprove CrediTWorTHineSS

W�th adherence to wr�tten financ�al pol�c�es, you ra�se the qual�ty of your local gov-
ernment’s cred�t rat�ng.  Investors, banks, and cred�t-rat�ng agenc�es v�ew well-de-
fined debt, account�ng, aud�t�ng and financ�al report�ng pol�c�es favourably.  A fi-
nanc�al pol�cy requ�r�ng full d�sclosure of your local government’s financ�al cond�t�on 
can lead to �mproved cred�t rat�ngs, expanded borrow�ng opportun�t�es and lower 
�nterest rates.  By adopt�ng a wr�tten pol�cy framework, you demonstrate a level of 
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financ�al competence and profess�onal�sm �mportant to �nst�tut�ons that are �n the 
money lend�ng bus�ness.

eduCATe loCAl oFFiCiAlS And THe publiC

The financ�al pol�cy formulat�on process serves as an effect�ve means of educat�ng 
elected offic�als and the publ�c about local financ�al management wh�le bu�ld�ng pub-
l�c confidence and support for local government.  Wr�tten pol�c�es are a s�gnal to 
the publ�c that thoughtful cons�derat�on and del�berat�on go �nto manag�ng the local 
government’s financ�al affa�rs.  There are few better ways to �mprove the cred�b�l�ty 
and preserve the fiscal �ntegr�ty of a local government and �ts offic�als.  For example, 
a pol�cy endors�ng a strong system of �nternal controls demonstrates to the publ�c 
local government’s comm�tment to detect and deter waste, fraud, and abuse �n local 
government operat�ons.

Wr�tten financ�al pol�c�es are an excellent tra�n�ng tool for newly elected offi-
c�als.  The on-go�ng process of pol�cy development prov�des an opportun�ty to educate 
elected offic�als on finance concepts, term�nology, pract�ces, and standards.  Th�s �s 
espec�ally �mportant as local government finance �ncreases �n complex�ty.

leArning AppliCATion

ElEctEd Official _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

We’ve been talk�ng about the var�ous benefits of financ�al pol�c�es. Another way to 
look at pol�cy benefits �s through the lens of the good governance pol�c�es we d�s-
cussed �n the Introduction chapter. For example, does your local government have 
wr�tten pol�c�es about openness and transparency, accountab�l�ty, part�c�pat�on �n 
the process, equ�ty and �nclus�veness, subs�d�ar�ty, and effect�veness and effic�ency 
�n the way your local government operates? 

Select two or three of these pr�nc�ples and wr�te down one or more pol�c�es your 
local government has �n effect that assures c�t�zens that th�s pr�nc�ple �s be�ng ful-
filled. Then g�ve your assessment of how effect�ve each of these pol�c�es �s �n ach�ev�ng 
the pr�nc�ple. 

Pr�nc�ple 1:  ____________________________________________________________________

Pol�c�es that relate to th�s pr�nc�ple are: 

1. ______________________________________________________________________________  

2. ______________________________________________________________________________  

3. ______________________________________________________________________________  

Pr�nc�ple 2:  ____________________________________________________________________
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Pol�c�es that relate to th�s pr�nc�ple are: 

1. ______________________________________________________________________________  

2. ______________________________________________________________________________  

3. ______________________________________________________________________________  

Pr�nc�ple 3:  ____________________________________________________________________

Pol�c�es that relate to th�s pr�nc�ple are: 

1. ______________________________________________________________________________  

2. ______________________________________________________________________________  

3. ______________________________________________________________________________  

Now, return to each pol�cy you l�sted and assess how well you th�nk �t performs 
�n ach�ev�ng the �ntent of the pr�nc�ple. Ass�gn a percentage to �ts success. 100% of 
course would be totally successful and 0% a total fa�lure. In between you have an 
abundance of cho�ces; 99 to be exact.

obSTACleS, liMiTATionS, riSkS And oTHer ConSid-
erATionS 

You w�ll find that develop�ng a financ�al pol�cy framework �s not an easy task.  There 
are many obstacles such as pol�t�cal and staff res�stance, the amount of t�me re-
qu�red, �nadequacy of financ�al �nformat�on, lack of knowledge about finance con-
cepts and pract�ces, and too few qual�ty standards and benchmarks.

poliTiCAl And STAFF reSiSTAnCe

Expect pol�t�cal and staff res�stance as you beg�n to develop a formal wr�tten pol�cy 
framework.  Some elected offic�als w�ll tell you that such a process �s �rrelevant to the 
way dec�s�ons are made and that the pol�c�es, �f adopted, would not be used.  They 
w�ll cla�m there are few cho�ces about taxes and spend�ng and that �t �s �mposs�ble to 
pred�ct the future.  There may also be a fear that the med�a and the publ�c w�ll m�s-
understand pol�c�es.  Elected offic�als may be concerned that pol�t�cal opponents w�ll 
use the h�gh v�s�b�l�ty of wr�tten pol�c�es aga�nst them.  F�nally, elected offic�als may 
find �t d�fficult to see beyond the next elect�on.

Staff members may res�st the process as an �nfr�ngement on the�r author�ty and 
cla�m they are more qual�fied to make financ�al pol�c�es than elected offic�als.  It �s 
common for the staff to say that local government finance �s a compl�cated subject 
best left to the experts.  On the other hand, staff may res�st by say�ng they are too 
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busy w�th other dut�es to develop the process.  F�nally, staff may fear the �ncreased 
accountab�l�ty that accompan�es the adopt�on of formal wr�tten pol�c�es.

TiMe required

Develop�ng a comprehens�ve pol�cy framework �s a t�me consum�ng process.  Ex�st�ng 
pol�c�es may not cover all financ�al act�v�t�es.  It �s not unusual to find pol�c�es that 
have not been comm�tted to wr�t�ng, that conta�n �ncons�stenc�es, that are �ncomplete 
or out of date, that must be p�eced together from several sources, wh�ch have prov�-
s�ons that confl�ct w�th other pol�c�es, or that have never been formally adopted.

Many pol�c�es come about as the by-product of an accumulat�on of financ�al 
dec�s�ons rather than through a del�berate process.  They can have a powerful �nflu-
ence over the way a local government’s financ�al affa�rs are managed desp�te the fact 
they do not appear anywhere �n wr�tten form.  Even more confus�ng �s the ex�stence 
of financ�al pol�c�es that are founded on trad�t�on and usage or that come about as a 
reflect�on of government default, delay, or �nact�on.  For example, a local government 
govern�ng body may have d�scussed the des�rab�l�ty of establ�sh�ng adequate reserves 
but has cons�stently fa�led to set spec�fic amounts or percentages.  Alternat�vely, the 
govern�ng body may have agreed that fund�ng a cap�tal �nvestment plan �s a top pr�or-
�ty but then allows surplus funds to be used for projects not �n the cap�tal �nvestment 
plan.

The formulat�on of a cons�stent pol�cy framework when such pract�ces as these 
have pers�sted can be extremely t�me consum�ng and an obstacle to progress.  The 
development of a pol�cy framework requ�res adequate t�me for the elected offic�als to 
establ�sh financ�al goals and adopt wr�tten offic�al pos�t�ons requ�red to put the goals 
�nto effect.  Staff and other �nput w�ll be needed to properly generate and evaluate 
pol�cy opt�ons.

inAdequATe FinAnCiAl inForMATion

Another barr�er to the preparat�on of financ�al pol�c�es �s the lack of adequate financ�al 
�nformat�on.  Your local government may not have enough �nformat�on to evaluate 
and pred�ct �ts financ�al cond�t�on.  A management letter may not accompany annual 
aud�ts.  The annual financ�al report may not �nclude explanatory notes.  H�stor�cal 
data needed to project trends may not have been comp�led.  Informat�on on overlap-
ping debt may be unava�lable.  Project�ons of revenues and expend�tures may not 
extend beyond one year.  It �s extremely d�fficult to �dent�fy the need for pol�c�es �n the 
absence of �nformat�on on a local government’s financ�al cond�t�on and pract�ces.

lACk oF knoWledge AbouT ConCepTS And prACTiCeS

Another barr�er to the development of financ�al pol�c�es ex�sts when elected offic�als 
are not fam�l�ar w�th local government finance concepts, term�nology, and pract�ces.  
The financ�al educat�on of elected offic�als through reports and workshops �s a v�tal 
staff respons�b�l�ty.  The educat�onal process should �nclude �nterpret�ng financ�al 
reports, aud�ts, debt statements, and other financ�al documents.  Informat�on pro-
v�ded to elected offic�als must be prepared �n clear, non-techn�cal language.  Elected 
offic�als must be well �nformed about the local government’s current pract�ces �n 
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each area of financ�al operat�on along w�th an understand�ng of best pract�ces and 
standards.

FeW STAndArdS And benCHMArkS

The development of pol�c�es may be hand�capped by the l�m�ted ava�lab�l�ty of bench-
marks and standards.  Th�s �s part�cularly a problem for local governments new to 
the process of self-government.  Prev�ously, major financ�al pol�c�es may have been 
prescr�bed by the central government.  A spec�al effort w�ll be necessary to locate 
“rules of thumb” and benchmarks to gu�de pol�cy mak�ng.  Elected offic�als may find 
themselves explor�ng new but �nformat�ve financ�al terr�tory.  T�me w�ll be needed 
for the development of comparat�ve local government data and for �nd�v�dual govern-
ments to accumulate suffic�ent h�stor�cal data to project trends.

leArning AppliCATion

ElEctEd Official _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

We have �dent�fied some but not all obstacles to the development of wr�tten financ�al 
pol�c�es.  

L�st other barr�ers, wh�ch you can �mag�ne or have exper�enced.  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What works and what does not work �n overcom�ng obstacles?  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________
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STepS in FinAnCiAl poliCy developMenT

A systemat�c approach can s�mpl�fy the development of financ�al pol�c�es.  The ap-
proach we have �n m�nd cons�sts of e�ght steps.

STep 1. geT orgAniSed

A first step �n pol�cy development �s to clearly define who w�ll be respons�ble for what 
�n �mplement�ng the process.  Th�s �ncludes clar�fy�ng the roles of c�t�zens, govern�ng 
body members, ch�ef execut�ve officer, and staff.

cItIzens

The degree to wh�ch c�t�zens are �nvolved �n the process �s a matter pol�cymakers w�ll 
need to dec�de regardless of the organ�s�ng method adopted. Several opt�ons are ava�l-
able for sol�c�t�ng c�t�zen �nput.

Appo�nt c�t�zens to the pol�cy comm�ttee, or establ�sh a separate c�t�zen 
adv�sory comm�ttee.
Obta�n c�t�zen react�ons to pol�cy recommendat�ons through publ�c meet-
�ngs or formal hear�ngs. 
Sol�c�t suggest�ons from those c�t�zens and organ�sat�ons that m�ght be 
most affected by the proposed pol�cy, �.e. bus�nesses, commun�ty groups 
represent�ng m�nor�ty members of your commun�ty, financ�al �nst�tut�ons, 
etc. 

gOVerning bOdy MeMbers

Elected offic�als, as local government’s des�gnated pol�cy makers, have a w�de range 
of roles �n th�s process. Here are a few of the more �mportant ones. 

Ident�fy areas where pol�c�es are needed.
D�rect staff to explore what other local governments are do�ng �n th�s area 
of pol�cy concern. In other words ask them to carry out a comparat�ve 
analys�s. 
Based on what they have learned ask them to prepare an analys�s of the 
potent�al pol�cy opt�ons
Make sure that all the potent�al stakeholders �n the proposed pol�cy have 
been consulted.
Approve the final pol�cy.

Chief exeCutiVe OffiCer

Ident�fy areas where pol�c�es are needed.
Involve your staff �n conduct�ng research �nto spec�fic pol�cy needs and 
how other local governments have dealt w�th the �ssues assoc�ated w�th 
spec�fic pol�c�es under cons�derat�on  
Develop pol�cy opt�ons to be cons�dered by the local govern�ng body.

•

•

•

•
•

•

•

•

•
•

•
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Based on the�r del�berat�on of the pol�cy opt�ons, draft the final vers�on of 
the pol�cy for the�r cons�derat�on. 
Subm�t the draft pol�cy to the local govern�ng body for the�r adopt�on.
Implement the approved pol�cy.

staff

Ident�fy areas where pol�c�es are needed.
Propose opt�ons to the ch�ef execut�ve officer.
Ass�st �s wr�t�ng pol�cy drafts.
Be prepared to �mplement the pol�cy or pol�c�es once they have been 
adopted by the elected body. 

aPPrOaChes fOr establishing fOrMal POliCies

As you can see from the d�scuss�on of who m�ght do what w�th whom �n develop�ng 
pol�c�es there are overlapp�ng respons�b�l�t�es w�th�n most local governments. Here 
are some potent�al opt�ons to cons�der  

One approach �s for elected offic�als to establ�sh a govern�ng body comm�ttee on 
financ�al pol�c�es.  The govern�ng body and finance staff should ass�st the comm�ttee 
and be respons�ble for per�od�c consultat�on w�th the comm�ttee.

Another approach �s for elected offic�als to ask the ch�ef execut�ve officer to 
prepare a recommended pol�cy framework.  The ch�ef execut�ve and the finance staff 
would subsequently follow through and prepare a report for the local government 
govern�ng body, usually w�th the part�c�pat�on of other department heads.  Some-
t�mes a ch�ef execut�ve w�ll see the need for formal wr�tten financ�al pol�c�es and �n�t�-
ate the development process w�thout a request from elected offic�als.

A th�rd alternat�ve �s for the govern�ng body to set up a pol�cy comm�ttee or task 
force cons�st�ng of a m�x of elected offic�als and staff.  F�nance personnel w�th exper-
t�se are ass�gned to work w�th the comm�ttee.  Th�s approach has d�st�nct advantages.  
All the key players, the ch�ef execut�ve or des�gnee, selected govern�ng body members 
and key staff members, are �nvolved �n the development process.  Such a collabora-
t�ve effort can he�ghten opportun�t�es for agreement or creat�ve comprom�ses and 
reduce the l�kel�hood of unwanted surpr�ses.

STep 2. deFine THe proCeSS

Formal�z�ng the process to be followed �s the next �mportant step.  It �s essent�al that 
th�s process be transparent to c�t�zens and the local govern�ng body.  Most �mportant 
�s to dec�de �f a comprehens�ve or p�ecemeal approach �s to be followed.  The compre-
hens�ve approach �nvolves develop�ng financ�al pol�c�es for all financ�al act�v�t�es of 
the local government.  Th�s approach has the advantage of show�ng the �nterrelat�on-
sh�ps among pol�c�es and, thereby, reveal�ng potent�al confl�cts and �ncons�stenc�es.  
However, the comprehens�ve approach �s complex and t�me consum�ng.  Govern�ng 
body members may be prone to res�st �t as overly burdensome.

The p�ecemeal approach, on the other hand, �nvolves select�ng one or two spe-
c�fic financ�al act�v�t�es (e.g., budget�ng and debt) and develop�ng wr�tten pol�c�es for 
these act�v�t�es.  Th�s approach reduces the scale of the effort and serves as a p�lot 

•

•
•

•
•
•
•
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project for test�ng the methodology.  Care w�ll have to be taken us�ng the p�ecemeal 
approach, however, to cons�der the �mpl�cat�ons of proposed pol�c�es on those not 
currently be�ng cons�dered and on l�nkages among pol�c�es.

There are other approaches as well.  It may be des�rable, for example, to fo-
cus the pol�cy development process on a current and part�cularly ser�ous financ�al 
problem.  Examples are d�fficulty �n borrow�ng money or respond�ng to adverse aud�t 
comments.  St�ll another approach �s to concentrate pol�cy development on key finan-
c�al �ssues such as financ�al d�sclosure, r�sky �nvestment pract�ces or new revenue 
sources.

Careful select�on of the methodology to be used �s d�rectly related to project suc-
cess.  Employ a del�berate process based on a thorough analys�s of all the cond�t�ons 
surround�ng an �ssue and var�ous alternat�ves.  Develop pol�c�es on a coord�nated 
bas�s.  Your pr�mary concern should be d�rect�on and results.  You may find �t help-
ful to prepare a matr�x compar�ng the var�ous pol�c�es.  Develop a t�metable cover�ng 
such steps as the start date,  proposed meet�ngs and publ�c hear�ngs, and report 
complet�on The t�metable w�ll ass�st �n mak�ng staff ass�gnments and ensur�ng that 
the project progresses smoothly.

STep 3. revieW exiSTing poliCieS And prACTiCeS

The th�rd step �s to �dent�fy and rev�ew ex�st�ng pol�c�es and pract�ces.  Generally, 
you w�ll find �t necessary to �nvest�gate many sources to find ev�dence of financ�al 
pol�c�es.  They may be found �n local and central government laws and regulat�ons, 
budgets, govern�ng body m�nutes, finance procedures and manuals, agreements, and 
adm�n�strat�ve pract�ces.  Don’t overlook the fact that many unoffic�al and �nformal 
pol�c�es are not �n wr�t�ng but ex�st only �n the m�nds and past pract�ces of staff and 
elected offic�als.  These people w�ll need to be �nterv�ewed �n order to �dent�fy the 
thought processes that have led to the creat�on of ex�st�ng budget, debt, �nvestment, 
and other financ�al pol�c�es.

Careful exam�nat�on of financ�al pract�ces �s another way to ga�n �ns�ght �nto 
ex�st�ng pol�c�es or lack of pol�c�es.  By compar�ng your local government’s financ�al 
pract�ces aga�nst establ�shed standards of local government finance and other best 
pract�ces you w�ll ga�n an understand�ng of pol�cy gaps or �nadequac�es.

What �s not found dur�ng the rev�ew �s just as �mportant as what �s found.  For 
example, when look�ng at account�ng pract�ces you may learn that there are no wr�t-
ten account�ng procedures or that your pract�ces do not comply w�th generally ac-
cepted account�ng standards.  As you exam�ne revenue pract�ces you may learn that 
revenue surveys are not conducted, there are no revenue gu�del�nes, fee dec�s�ons do 
not address cost recovery and fixed assets are not �nventor�ed or valued.  These find-
�ngs �nd�cate �mmed�ately the need for appropr�ate pol�c�es.

STep 4. benCHMArk poliCieS And prACTiCeS

Wh�le you are scrut�n�z�ng your pol�c�es and pract�ces, you should beg�n collect�ng 
�nformat�on on appropr�ate standards or benchmarks from other sources, �.e., prac-
t�ces that are recogn�zed as represent�ng best pract�ces from the standpo�nt of organ�-
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sat�onal �mprovement.  From the l�st of sources shown below, you should be able to 
�dent�fy those, wh�ch are relevant to local governments �n your country.

Other local governments
Local profess�onal assoc�at�ons
Central government m�n�str�es
Un�vers�ty �nst�tutes work�ng w�th local governments
Assoc�at�ons of local governments
Banks and financ�al �nst�tut�ons

Cons�derable �nformat�on �s ava�lable on financ�al pol�c�es.  Many local govern-
ments have developed complete or part�al pol�cy frameworks.  Examples of pol�c�es 
are found �n budgets, cap�tal �nvestment plans, financ�al reports, manuals, and pol�cy 
documents.  Un�vers�t�es, research agenc�es, and m�n�str�es of finance are another 
good source.  Usually they are fam�l�ar w�th what has been publ�shed locally on var�-
ous areas of publ�c finance.  They may have conducted research on financ�al pol�cy 
development.

Banks, financ�al �nst�tut�ons, bond �nsurance compan�es, cred�t rat�ng agenc�es 
and other experts have dev�sed rules of thumb and benchmarks through exper�ence 
and observat�on wh�ch are helpful for financ�al cond�t�on analys�s and pol�cy develop-
ment.

Shown below are several common benchmarks.  Keep �n m�nd, however, that 
these benchmarks are based on the exper�ence of c�t�es �n the Un�ted States and 
should be regarded only as �llustrat�ons of type and form.

Uncollected taxes should not exceed five to e�ght percent of total taxes as-
sessed/lev�ed.
A defic�t of more than five to ten percent of the total operat�ng budget �n 
any one year may be a danger s�gnal.
Short-term debt outstand�ng at the end of the fiscal year should not ex-
ceed five percent of operat�ng revenues.
Annual debt serv�ce as a percentage of recurr�ng revenues should not be 
more than 15 percent.
Nat�onal revenue as a percentage of recurr�ng revenue should not exceed 
50 percent.
The l�qu�d�ty rat�o of cash and short-term �nvestments to current l�ab�l�-
t�es should not be less than one to one.
You w�ll have to determ�ne the val�d�ty of these types of pol�cy gu�del�nes 
for your local government based on your country’s perspect�ve and legal 
framework.  If a trend compares unfavourably, you w�ll at least know 
wh�ch �ssues to address.  Even a subject�ve analys�s of how trends �n your 
local government may �nfluence your financ�al cond�t�on can be benefi-
c�al.  Moreover, trends may �nd�cate that your local government’s financ�al 
pract�ces are �nadequate and demonstrate the need for financ�al pol�-
c�es.  A steady pattern of decl�n�ng �nvestment earn�ngs, budget overruns, 
revenue shortfalls and low tax collect�ons po�nt to probable defic�enc�es �n 
your financ�al management pract�ces and pol�c�es.

•
•
•
•
•
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Local governments w�th l�m�ted exper�ence �n self-government w�ll have a l�m-
�ted number of years of reference and comparat�ve data.  As a result, benchmarks 
w�ll not be of �mmed�ate value.  Where th�s �s the s�tuat�on, �t w�ll be necessary to 
beg�n gather�ng and analyz�ng h�stor�cal and future financ�al data.  Th�s w�ll enable 
local offic�als to beg�n us�ng trends to analyze and �nterpret the changes �n financ�al 
cond�t�on.  By focus�ng on factors and trends over a relat�vely long per�od of t�me, �t 
w�ll become clear that financ�al problems are �ntens�fy�ng or �mprov�ng and that there 
�s or �s not a need for new or mod�fied financ�al pol�c�es.

STep 5. drAFT poliCy STATeMenTS

After d�agnos�ng the current state of your local government’s pol�c�es and �dent�fy�ng 
des�red pol�c�es, you are ready to draft pol�cy statements.  Wr�tten statements should 
be clear, conc�se, understandable, atta�nable, real�st�c, and defens�ble.  Be prepared 
to expla�n the assumpt�ons and rat�onale underly�ng recommended pol�c�es.  Ask 
quest�ons about the proposed statements of pol�cy such as:

What �s the purpose of the pol�cy proposal?
Is �t to correct or prevent a financ�al problem?
Does the statement relate to a benchmark or standard?
How does the pol�cy relate to other pol�c�es?
Does the pol�cy change an ex�st�ng pol�cy?
Does the pol�cy address confl�cts or �ncons�stenc�es �n ex�st�ng pol�c�es?

Keep �n m�nd that pol�c�es should meet local needs and should be flex�ble.  Gen-
erally, �t �s helpful to group pol�cy statements by financ�al act�v�ty such as budget�ng, 
debt, etc.  Preparat�on of a pol�cy chapter or brochure fac�l�tates d�str�but�on.  Exam-
ples of pol�cy statements are found �n the append�x follow�ng th�s essay.

STep 6. revieW And AdopT poliCieS

After pol�cy statements are drafted, department heads and the pol�cy comm�ttee, �f 
one �s establ�shed, should rev�ew them.  Subject�ng the statements to v�gorous ex-
am�nat�on w�ll ensure that they are clear and defens�ble.  You may want to have them 
cr�t�qued by c�t�zens and expert adv�sors as well.

Once the rev�ew �s completed, the wr�tten pol�cy statements are presented to the 
govern�ng body for adopt�on.  They should be accompan�ed by an explanat�on of the 
process followed �n develop�ng them.  It �s adv�sable to schedule workshops to rev�ew 
and d�scuss new pol�cy statements.  If appropr�ate and des�rable, a publ�c hear�ng 
can be held.

Most �mportant �s to encourage formal adopt�on of the pol�c�es.  Elected offic�als 
should understand the s�gn�ficance of pol�c�es as goals for the financ�al manage-
ment of the local government and as a statement of the k�nd of financ�al cond�t�on 
des�red.

•
•
•
•
•
•
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STep 7. iMpleMenT And publiCiZe poliCieS

After pol�cy statements are adopted, they should be re�nforced and used �n dec�s�on 
mak�ng. Pol�c�es should be used to gu�de preparat�on of the operat�ng budget and 
cap�tal �nvestment plan and other d�scuss�ons of financ�al �ssues.  They should be 
�ntegrated �nto evaluat�ons of financ�al cond�t�on to show the extent to wh�ch the lo-
cal government’s pract�ces comply w�th �ts pol�c�es. Pol�c�es should be used by the 
staff and external aud�tors to evaluate the performance of the financ�al management 
system.  Performance evaluat�on cr�ter�a should �ncorporate statements of pol�cy for 
gu�dance of the finance staff.  Adherence to financ�al pol�c�es �s the best �nsurance 
the local government has for the ma�ntenance of a sound financ�al pos�t�on.

Other methods for d�ssem�nat�ng pol�cy statements �nclude:

Referr�ng to them �n the operat�ng budget, cap�tal �nvestment plan and 
annual financ�al report;
D�str�but�ng cop�es to financ�al �nst�tut�ons and cred�t rat�ng agenc�es;
Incorporat�ng them �nto d�sclosure statements;
Send�ng cop�es to the appropr�ate m�n�str�es;
Referr�ng to the pol�c�es when mak�ng pol�cy-related recommendat�ons to 
the govern�ng body; and
D�str�but�ng cop�es to profess�onal and governmental assoc�at�ons.

STep 8. MoniTor THe iMpleMenTATion oF poliCieS

Cont�nual mon�tor�ng and adjustment are cr�t�cal to effect�ve financ�al pol�c�es.  The 
pol�cy process should be flu�d and flex�ble.  They requ�re fine-tun�ng, redefin�ng, and 
updat�ng �n response to new problems and needs.  New financ�ng methods, changes 
�n nat�onal leg�slat�on, new standards, emerg�ng financ�al �ssues and financ�al stress 
are just a few of the factors that may requ�re pol�cy mod�ficat�on.  Regular rev�ews 
are �mportant �f financ�al pol�c�es are to cont�nue serv�ng as relevant gu�des for the 
effic�ent management of a local government’s financ�al affa�rs.

leArning AppliCATion

ElEctEd Official _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

Because of the �mportance of wr�tten financ�al pol�c�es, we suggest you develop a 
strategy for rev�ew�ng and strengthen�ng the financ�al pol�cy process �n your local 
government.  

What w�ll you do after the workshop when you return to your local govern-
ment?  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

•

•
•
•
•

•
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Does your pol�cy framework need an overhaul or a m�nor tune-up?  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What pol�cy areas need attent�on?  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Prepare a l�st of object�ves you want to ach�eve.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

inTerneT reSourCeS

Follow�ng are some resources on Pol�cy Mak�ng that you may find helpful.
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East As�a Decentral�zes—Mak�ng Local Government Work �n East As�ahttP://
WeB.WorldBank.org/WBsIte/external/countrIes/eastasIaPacIFIcext/exteaPdecen/
0,,contentmdk:20516472~PagePk:64168427~PIPk:64168435~thesItePk:1169052,00.
html

Ma�nstream�ng Susta�nab�l�ty �nto Local Government Pol�cy Mak�ng (2002-
2003)

http://www.susta�nable-c�t�es.org.uk/AspProcess/papersummary.asp?�d=52
Involv�ng young people �n LG pol�cy mak�ng
www.jrf.org.uk/knowledge/find�ngs/government/632.asp
Engage c�t�zens �n pol�cy mak�ng �n LG
www.oecd.org/dataoecd/62/23/2501856.pdf
Local Government and Publ�c Serv�ce Reform In�t�at�ve—It exam�nes local gov-

ernment pol�cy-mak�ng act�v�ty and �ts role �n the �ntegrat�on (not ass�m�lat�on) of 
d�verse commun�t�es. 

http://lg�.os�.hu/documents.php?�d=745&m_�d=&b�d=30,,contentMDK:20516
472~pagePK:64168427~p�PK:64168435~theS�tePK:1169052,00.html

Ma�nstream�ng Susta�nab�l�ty �nto Local Government Pol�cy Mak�ng (2002-
2003)

http://www.susta�nable-c�t�es.org.uk/AspProcess/papersummary.asp?�d=52
Involv�ng young people �n LG pol�cy mak�ng
www.jrf.org.uk/knowledge/find�ngs/government/632.asp
Engage c�t�zens �n pol�cy mak�ng �n LG
www.oecd.org/dataoecd/62/23/2501856.pdf
Local Government and Publ�c Serv�ce Reform In�t�at�ve—It exam�nes local gov-

ernment pol�cy-mak�ng act�v�ty and �ts role �n the �ntegrat�on (not ass�m�lat�on) of 
d�verse commun�t�es. 

http://lg�.os�.hu/documents.php?�d=745&m_�d=&b�d=3

http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/EXTEAPDECEN/0,,contentMDK:20516472~pagePK:64168427~piPK:64168435~theSitePK:1169052,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/EXTEAPDECEN/0,,contentMDK:20516472~pagePK:64168427~piPK:64168435~theSitePK:1169052,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/EXTEAPDECEN/0,,contentMDK:20516472~pagePK:64168427~piPK:64168435~theSitePK:1169052,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/EXTEAPDECEN/0,,contentMDK:20516472~pagePK:64168427~piPK:64168435~theSitePK:1169052,00.html
http://www.sustainable-cities.org.uk/AspProcess/papersummary.asp?id=52
http://www.jrf.org.uk/knowledge/findings/government/632.asp
http://www.oecd.org/dataoecd/62/23/2501856.pdf
http://lgi.osi.hu/documents.php?id=745&m_id=&bid=3
http://www.sustainable-cities.org.uk/AspProcess/papersummary.asp?id=52
http://www.jrf.org.uk/knowledge/findings/government/632.asp
http://www.oecd.org/dataoecd/62/23/2501856.pdf
http://lgi.osi.hu/documents.php?id=745&m_id=&bid=3
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Appendix A:  SAMple FiSCAl poliCieS

To establ�sh and document a pol�cy framework for fiscal dec�s�on mak�ng, the ch�ef 
execut�ve officer, finance manager and staff should develop and ma�nta�n a compre-
hens�ve set of financ�al management pol�cy statements. 

Follow�ng are samples of the k�nds of pol�c�es that local governments should be 
adopt�ng to prov�de the structure for manag�ng the�r financ�al resources and proc-
esses. 

These are actual pol�c�es taken from local governments around the world.  We 
have not tr�ed to ed�t or ass�m�late the pol�c�es �nto one recommended set.  Instead, 
we recommend that you p�ck and chose those samples that are most appl�cable for 
your local government and country.

ACCounTing

Author’s comment:  Each country has its own set of generally accepted ac-
counting standards and principles.  Many countries are members of and use the 
International Federation of Accountants (www.ifac.org). IFAC has a Public Sec-
tor Committee which focuses on the accounting, auditing, and financial reporting 
needs of national, regional and local governments, related governmental agen-
cies, and the constituencies they serve.  The Public Sector Committee has issued 
standards (IPSASs) which sets world-wide standards for financial reporting by 
governments and others in public sector organisations.

The local government w�ll establ�sh and ma�nta�n account�ng pract�ces 
�n accordance w�th generally accepted account�ng pr�nc�ples (GAAP) and 
generally accepted aud�t�ng standards (GAAS). 
The local government w�ll establ�sh and ma�nta�n a comprehens�ve, 
�ntegrated account�ng system wh�ch prov�des a t�mely, rel�able bas�s for 
mak�ng financ�al dec�s�ons and prov�d�ng an accurate p�cture of the local 
government’s financ�al cond�t�on.
The local government shall establ�sh and ma�nta�n an �nternal control 
structure w�th adequate separat�on of funct�ons des�gned to prov�de rea-
sonable assurance that local government assets are safeguarded and the 
potent�al of s�gn�ficant errors �n the local government’s financ�al records 
are m�n�m�zed.  From t�me to t�me these procedures should be reevalu-
ated.
Procedures shall be developed and ma�nta�ned that w�ll ensure financ�al 
transact�ons and events are properly recorded so all financ�al reports may 
be rel�ed upon as accurate, complete and up-to-date.
Procedures w�ll be des�gned and ma�nta�ned to ensure that adequate safe-
guards ex�st over the access to and use of financ�al assets and records.

AudiTing

The local government w�ll have an annual aud�t performed by an aud�t 
firm, �ndependent of the execut�ve, wh�ch w�ll �ssue an op�n�on on the 

•

•

•

•

•

•
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financ�al �ntegr�ty of governmental accounts, the annual financ�al state-
ments and prov�de a management letter deta�l�ng areas that need �m-
provement.
Every five years, the local government shall change aud�t�ng firms to per-
form the annual aud�t.
The local government’s account�ng pract�ces and financ�al report�ng shall 
conform to generally accepted account�ng pr�nc�ples (GAAP) as promul-
gated by the  (account�ng assoc�at�on, nat�onal agency, organ�sat�on or 
ent�ty).

FinAnCiAl reporTing

The local government w�ll prepare and present regular reports that ana-
lyze, evaluate and forecast the local government's financ�al performance 
and econom�c cond�t�on.
The local government w�ll �ssue an annual report �n conform�ty w�th 
generally accepted account�ng pr�nc�ples (GAAP) and that prov�des full 
d�sclosure.  Th�s report should be �ssued no later than s�x months after 
the close of the fiscal year.
The local governments shall �dent�fy clear mechan�sms for the coord�na-
t�on, management and report�ng to the govern�ng body and publ�c of any 
extra-budgetary act�v�t�es.
The local government w�ll publ�sh full �nformat�on on the level and com-
pos�t�on of �ts debt.
The local government w�ll publ�sh full �nformat�on on the level and com-
pos�t�on of �ts assets.
Results ach�eved relat�ve to the goals and object�ves of major budget pro-
grammes w�ll be presented annually to the local govern�ng body.
Monthly reports shall be prepared for rev�ew by the CEO and govern�ng 
body and �nclude: compar�sons of expend�tures and revenues to cur-
rent budget; expend�tures and revenues project�ons through the end of 
the year; the status of fund balances; and remed�al act�ons necessary to 
ma�nta�n the local government's financ�al pos�t�on.

FinAnCiAl CondiTion

The local government w�ll �ssue a 5-year financ�al cond�t�on forecast each 
year.
The local government w�ll establ�sh benchmarks for key trends and mon�-
tor and �ssue reports on these trends on a quarterly bas�s.
Independent experts should be �nv�ted to assess fiscal forecasts, the mac-
roeconom�c forecasts on wh�ch they are based and all underly�ng assump-
t�ons.

AnnuAl operATing budgeT

A five-year forecast of revenues and expend�tures, to �nclude a d�scuss�on 
of major trends affect�ng the local government's financ�al pos�t�on, shall 

•

•

•

•

•

•

•

•

•

•

•

•

•



99CHAPTER 1:  FINANCIAL POLICY MAKING

be prepared �n ant�c�pat�on of the annual budget process. The forecast 
shall exam�ne cr�t�cal �ssues fac�ng the local government, econom�c cond�-
t�ons, and the outlook for the upcom�ng budget year. 
The local government w�ll project revenues and expend�tures for the next 
three to five years and w�ll update the project�ons annually.
New pol�c�es be�ng �ntroduced �n the operat�ng budget and cap�tal �nvest-
ment plan w�ll be clearly descr�bed.
Budget �nformat�on w�ll be presented �n a way that fac�l�tates pol�cy analy-
s�s and promotes accountab�l�ty.
F�scal pol�cy object�ves and an assessment of fiscal susta�nab�l�ty should 
prov�de the framework for the annual budget.
The local government shall assure fiscal stab�l�ty and the effect�ve and ef-
fic�ent del�very of serv�ces, through the �dent�ficat�on of necessary serv�c-
es, establ�shment of appropr�ate serv�ce levels, and careful adm�n�strat�on 
of the expend�ture of ava�lable resources.
The local government shall operate on a current fund�ng bas�s.  Expen-
d�tures shall be budgeted and controlled so as not to exceed current rev-
enues plus the planned use of fund balance accumulated through pr�or 
year sav�ngs. 
The CEO shall author�ze per�od�c staff and th�rd-party rev�ews of local 
government programmes for both effic�ency and effect�veness. Pr�vat�za-
t�on and contract�ng w�th other governmental agenc�es w�ll be evaluated 
as alternat�ve approaches to serv�ce del�very. Programmes, wh�ch are 
determ�ned to be �neffic�ent and/or �neffect�ve, shall be reduced �n scope 
or el�m�nated.
Budget data w�ll reflect recent revenue and expend�ture trends, underly-
�ng macroeconom�c developments, and well-defined pol�cy comm�tments.
The local government w�ll develop a programme to �ntegrate performance 
measures and product�v�ty �nd�cators w�th the annual budget.
Debt or bond financ�ng w�ll not be used to finance current operat�ng ex-
pend�tures.
W�th�n the resources ava�lable each fiscal year, the local government shall 
ma�nta�n cap�tal assets and �nfrastructure at a suffic�ent level to protect 
the local government's �nvestment, to m�n�m�ze future replacement and 
ma�ntenance costs, and to cont�nue serv�ce levels.
The local government w�ll conduct a cost analys�s of all serv�ces on a 
regular bas�s.
The local government w�ll project future operat�ng costs assoc�ated w�th 
new cap�tal �nvestments and w�ll �nclude them �n the operat�ng budget 
forecasts.
The ch�ef execut�ve officer or des�gnee w�ll perform a m�d-year budget re-
v�ew and analys�s and prov�de the �nformat�on to the govern�ng body.
The local government w�ll adopt and ma�nta�n a balanced budget.
Expend�ture deferrals �nto the follow�ng fiscal year, short-term loans, or 
use of one-t�me revenue sources shall be avo�ded to balance the budget.
The local government shall take �mmed�ate correct�ve act�ons �f at any 
t�me dur�ng the fiscal year expend�ture and revenue re-est�mates are such 
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that an operat�ng defic�t (�.e., projected expend�tures �n excess of project-
ed revenues) �s projected at year-end. 

CApiTAl inveSTMenT plAn And budgeT

A summary report on the contracts awarded, cap�tal projects completed 
and the status of the local government's var�ous cap�tal programmes w�ll 
be prepared at least quarterly and presented to the CEO and govern�ng 
body.
The local government w�ll develop and follow mult�-year ma�ntenance and 
replacement schedules.
The local government w�ll allocate xx% of �ts general operat�ng fund rev-
enues for cash cap�tal �nvestments.
The local government w�ll develop a mult�-year plan for cap�tal �nvest-
ments, update �t annually, and make all cap�tal �nvestments �n accord-
ance w�th the plan.
The local government w�ll develop cr�ter�a to evaluate and pr�or�t�ze each 
cap�tal �nvestment.
The local government w�ll conduct an annual rev�ew of the state of the 
local government's cap�tal equ�pment and �nfrastructure, sett�ng pr�or�t�es 
for �ts replacement or renovat�on based on needs, fund�ng, alternat�ves, 
and ava�lab�l�ty of resources.
The local government shall annually rev�ew the needs for cap�tal �n-
vestments and equ�pment, the current status of the local government's 
�nfrastructure, replacement and renovat�on needs, and potent�al new 
projects. All projects, ongo�ng and proposed, shall be pr�or�t�zed based on 
an analys�s of current needs and resource ava�lab�l�ty. For every cap�tal 
project, the full cost of operat�on, ma�ntenance and replacement should 
be calculated and reported. 

Fund bAlAnCeS/reTAined eArningS

The local government w�ll ma�nta�n the fund balance and reta�ned earn-
�ngs of the var�ous operat�ng funds at levels suffic�ent to protect the local 
government's cred�tworth�ness as well as �ts financ�al pos�t�ons from 
unforeseeable emergenc�es. 
The local government shall str�ve to ma�nta�n the General Fund undes�g-
nated fund balance at 10 percent of current year budget expend�tures. 
In ut�l�ty operat�ng funds, the local government shall str�ve to ma�nta�n 
pos�t�ve reta�ned earn�ngs pos�t�ons to prov�de suffic�ent reserves for 
emergenc�es and revenue shortfalls. In ut�l�ty funds, an operat�ng reserve 
w�ll be establ�shed and ma�nta�ned at 20 percent of the current year's 
budget appropr�at�on for operat�on and ma�ntenance, wh�ch �s defined as 
the total budget less debt serv�ce and cap�tal project expend�tures.
∑	 Fund balance/reta�ned earn�ngs shall be used only for emergen-
c�es, non-recurr�ng expend�tures, or major cap�tal purchases that cannot 
be accommodated through current year sav�ngs. 
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The local government shall ma�nta�n suffic�ent reserves �n �ts debt serv�ce 
funds, wh�ch shall equal or exceed the reserve fund balances requ�red by 
debt �nstrument legal requ�rements.

reServeS

The local government w�ll ma�nta�n a year-to-year fund carryover balance 
of at least xx% of general operat�ng revenues �n order to ma�nta�n ad-
equate cash flow and to reduce the demand for short-term borrow�ng.
The local government w�ll ma�nta�n an emergency reserve at a level not to 
exceed xx % of the operat�ng fund budget to prov�de for temporary fund-
�ng of unforeseen needs of an emergency or non-recurr�ng nature and to 
perm�t orderly adjustment to changes result�ng from reduct�ons or term�-
nat�on of revenue sources.

revenueS

The local government w�ll make real�st�c forecasts of revenue us�ng more 
than one forecast�ng method and clearly state the assumpt�ons underly-
�ng the forecasts.
The local government shall str�ve to ma�nta�n a balanced and d�vers�fied 
revenue system to protect the local government from fluctuat�ons �n any 
one source due to changes �n local econom�c cond�t�ons, wh�ch adversely 
�mpact the source.
The local government w�ll des�gn, ma�nta�n and adm�n�ster a revenue 
system that w�ll assure a rel�able, equ�table, d�vers�fied and suffic�ent rev-
enue stream to support des�red local government serv�ces.
The local government shall endeavour to reduce �ts rel�ance on any one 
form of revenues by revenue d�vers�ficat�on, �mplementat�on of user fees, 
and econom�c development. 
In order to ma�nta�n a stable level of serv�ces, the local government shall 
use a conservat�ve, object�ve, and analyt�cal approach when prepar�ng 
revenue est�mates. The process shall �nclude analys�s of probable eco-
nom�c changes and the�r �mpacts on revenues, h�stor�cal collect�on rates, 
and trends �n revenues. Th�s approach should reduce the l�kel�hood of ac-
tual revenues fall�ng short of budget est�mates dur�ng the year and should 
avo�d m�dyear serv�ce reduct�ons.
The local government shall seek to el�m�nate all forms of subs�d�zat�on to 
ut�l�ty/enterpr�se funds from the General Fund.
The local government shall ma�nta�n h�gh collect�on rates for all revenues 
by keep�ng the revenue system as s�mple as poss�ble �n order to fac�l�tate 
payment. S�nce revenue should exceed the cost of produc�ng �t, the local 
government shall str�ve to control and reduce adm�n�strat�ve costs. 
The local government shall pursue to the full extent allowed by state/
prov�nce law all del�nquent taxpayers and others overdue �n payments to 
the local government.

•

•

•

•

•

•

•

•

•

•

•
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Intergovernmental revenues w�ll not exceed more than one-half of the 
est�mated revenues for the current operat�ng budget.

user fees

The local government w�ll conduct an annual rev�ew of selected fees and 
charges to determ�ne the extent to wh�ch the full cost of assoc�ated serv-
�ces �s be�ng recovered by revenues.
The local government w�ll rev�ew all fees and charges at least once every 
four years.
The local government w�ll place �ncreased emphas�s on user charges to 
finance the cost of local government serv�ces.
For serv�ces that benefit spec�fic users, the local government shall estab-
l�sh and collect fees to recover the costs of those serv�ces. Where feas�ble 
and des�rable, the local government shall seek to recover full d�rect and 
�nd�rect costs. 
User fees shall be rev�ewed on a regular bas�s to calculate the�r full cost 
recovery levels, to compare them to the current fee structure, and to rec-
ommend adjustments where necessary.
Ut�l�ty rates and user fees shall be set at levels suffic�ent to cover operat-
�ng expend�tures, meet debt obl�gat�ons, prov�de add�t�onal fund�ng for 
cap�tal �nvestments, and prov�de adequate levels of work�ng cap�tal. 

grAnTS

The local government w�ll pursue nat�onal, state/prov�nce, foundat�on, 
and other source grants-�n-a�d when they are cons�stent w�th the local 
government's pr�or�t�es and pol�cy object�ves. 
All grant subm�ttals shall be rev�ewed for the�r cash match requ�rements, 
the�r potent�al �mpact on the operat�ng budget, and the extent to wh�ch 
they meet the local government's pol�cy object�ves. 
An annual report on the status of grant programmes and the�r effect�ve-
ness shall be prepared.

debT MAnAgeMenT

The local government w�ll not use long-term debt for current expenses.
The local government w�ll ret�re short-term debt w�th�n twelve months.
The local government’s long-term debt w�ll not exceed $ xxx per cap�ta. 

[Author’s note:  total long-term debt is divided by population of lo-
cal government to arrive at per capita amount.]

The local government w�ll l�m�t long-term borrow�ng to cap�tal �nvest-
ments wh�ch cannot be financed from current revenues.
The local government’s annual debt serv�ce w�ll not exceed xx% of the 
total operat�ng revenues.
Debt financ�ng shall only be used to: purchase cap�tal assets that cannot 
be acqu�red from e�ther current revenues or fund balance/reta�ned earn-
�ngs; and fund �nfrastructure �nvestments and add�t�ons. The useful l�fe of 

•

•

•
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the asset or project shall exceed the payout schedule of any debt the local 
government assumes.
The local government shall not assume more debt than �t ret�res each 
year w�thout conduct�ng an object�ve analys�s as to the commun�ty's ab�l-
�ty to assume and support add�t�onal debt serv�ce payments. 
The local government shall use a compet�t�ve b�dd�ng process �n the 
sale/�ssuance of debt unless the nature of the �ssue warrants a negot�-
ated sale..

CASH MAnAgeMenT

The local government w�ll �nvest at least xx % of �ts �dle cash on a con-
t�nuous bas�s.
The local government w�ll ma�nta�n at least xx % of �ts portfol�o �n l�qu�d 
�nvestments, wh�ch are ava�lable on a da�ly bas�s w�thout loss of pr�nc�pal.
The local government’s �nvestment officer w�ll file monthly reports of �n-
vestment act�v�ty w�th the local govern�ng body wh�ch �nclude �nformat�on 
on type of �nvestment, purchase date, matur�ty date, face value or pur-
chase cost, market value, rate of �nterest and amount of �nterest rece�ved.
Where perm�tted by law, the local government w�ll pool cash from sepa-
rate funds and sources to max�m�ze �nterest earn�ngs.
The local government w�ll establ�sh gu�del�nes that emphas�ze the safety 
and l�qu�d�ty �n the �nvestment of �ts funds.
The local government should �nvest �ts cash reserves to: �nsure the abso-
lute safety of pr�nc�pal and �nterest; meet the l�qu�d�ty needs of the local 
government; and, ach�eve the h�ghest poss�ble y�eld.
All aspects of cash management operat�ons shall be des�gned to ensure 
the absolute safety and �ntegr�ty of the local government's financ�al as-
sets.
Cash management act�v�t�es shall be conducted �n full compl�ance w�th 
preva�l�ng local, state/prov�nce and nat�onal regulat�ons. 
At all t�mes, the local government shall ma�nta�n a cash pos�t�on suffic�ent 
to meet da�ly l�qu�d�ty requ�rements. 

proCureMenT

The local government w�ll central�ze �ts purchas�ng funct�on.
The local government w�ll sol�c�t compet�t�ve b�ds for all purchases over $ 
xxxxxx.
The local government w�ll conduct an annual auct�on of surplus and ob-
solete personal property.
The local government w�ll conduct an annual �nventory of all personal 
property.
The local government w�ll establ�sh a programme of del�very �nspect�on to 
ensure that �tems del�vered meet spec�ficat�ons.
Procurement regulat�ons should be standard�zed and access�ble to all 
�nterested part�es.
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The local government shall make every effort to max�m�ze any d�scounts 
offered by cred�tors/vendors and use compet�t�ve b�dd�ng to atta�n the 
best poss�ble pr�ce on goods and serv�ces.

eConoMiC developMenT

The local government w�ll �n�t�ate, encourage and part�c�pate �n econom�c 
development efforts to create job opportun�t�es and strengthen the local 
economy.
The local government shall endeavour, through �ts regulatory and adm�n-
�strat�ve funct�ons, to prov�de a pos�t�ve bus�ness env�ronment �n wh�ch 
local bus�nesses can grow, flour�sh and create jobs. 
The local government shall encourage and part�c�pate �n econom�c devel-
opment efforts to expand the local government's economy and tax base 
and to �ncrease local employment. 
The local government's econom�c development programme shall seek to 
expand the non-res�dent�al share of the tax base to decrease the tax bur-
den on res�dent�al homeowners.
The local government's econom�c development programme shall encour-
age close cooperat�on w�th other local jur�sd�ct�ons, chambers of com-
merce, and groups �nterested �n promot�ng the econom�c well be�ng of th�s 
area.
The local government shall use enterpr�se zones as allowed by law to 
encourage new �nvestment and bus�ness expans�on �n target areas as des-
�gnated by resolut�on of the local government govern�ng body.
The local government shall coord�nate w�th state/prov�nce and nat�onal 
agenc�es on offer�ng any �ncent�ve programmes for potent�al econom�c 
expans�on. 

ASSeT MAnAgeMenT

The local government w�ll central�ze �ts asset management.
The local government w�ll sol�c�t compet�t�ve b�ds for all sales of property 
valued �n excess of  a monetary value establ�shed by the govern�ng body. 
The local government w�ll conduct an annual auct�on of surplus and ob-
solete assets.
The local government w�ll conduct an annual �nventory of all assets.

reTireMenT SySTeM

The local government shall ensure that the Employees' Ret�rement Fund 
�s adequately funded and operated for the exclus�ve benefit of the part�c�-
pants and the�r benefic�ar�es.
The govern�ng body w�ll assure that suffic�ent fund�ng w�ll be ava�lable 
to pay for the l�ab�l�t�es created by ret�rement benefit �mprovements and 
other plan changes. 

•
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riSk MAnAgeMenT

The local government w�ll establ�sh a self-�nsurance programme to pro-
v�de for protect�on aga�nst major losses �n excess of      $ xxxxxx.
The local government w�ll purchase excess �nsurance coverage for cata-
stroph�c losses up to $ xxxxxx.
The local government w�ll establ�sh a r�sk management programme to 
m�n�m�ze losses and reduce costs.
The local government w�ll establ�sh a r�sk reserve at a level that, together 
w�th purchased �nsurance pol�c�es, adequately protects the local govern-
ment’s assets aga�nst loss.
Major fiscal r�sks should be �dent�fied and quant�fied where poss�ble, 
�nclud�ng var�at�ons �n econom�c assumpt�ons and the uncerta�n costs of 
spec�fic expend�ture comm�tments

in ConCluSion

As you can see, there are many fiscal pol�c�es that are needed to assure that your 
financ�al management house �s �n order. For many smaller local governments th�s 
l�tany of pol�cy statements may be overwhelm�ng. For those larger local governments 
that have not g�ven much thought to assur�ng that the�r fiscal pract�ces are backed 
up by pol�cy declarat�ons, th�s may be a wake-up call. Whatever your local govern-
ment’s c�rcumstances m�ght be �n terms of hav�ng pol�c�es �n place to gu�de your 
financ�al management dec�s�on mak�ng processes, there �s no better t�me than NOW 
to perform a real�ty check on your local government’s fiscal pol�c�es. 

If you are an elected offic�al, ask your CEO to prov�de an update for the govern-
�ng board on the status of your fiscal pol�c�es, based on the suggested pol�c�es l�sted 
above. 

If you are the CEO or F�nance D�rector, call a meet�ng of your management 
team and spend some t�me rev�ew�ng the pol�cy statements just l�sted. You m�ght 
photocopy these pages and ask each member of your team to check off those pol�-
c�es statements that are �mportant to the financ�al health of your local government 
but aren’t part of your current financ�al management pract�ces. After all, pol�c�es are 
operat�onal gu�del�nes and mandates. Th�s meet�ng w�ll be a good t�me to make some 
dec�s�ons about what you need to do to get your fiscal pol�c�es up to date. 

Based on th�s staff meet�ng, prepare a report for your elected offic�als on the 
current status of your fiscal pol�c�es. Request an opportun�ty to hold a work sess�on 
w�th them to d�scuss act�on steps that can be taken to update and strengthen your 
local government’s fiscal pol�c�es. 

•

•

•

•

•
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PART TWO—MANAGEMENT TOOLS 

purpoSe

F�nanc�ng a local government requ�res managers to ass�st elected leaders to translate 
goals �nto programmes and serv�ces through declarat�ons of financ�al pol�cy. In other 
words, pol�cy �s the cr�t�cal juncture between the way local government offic�als have 
dec�ded to finance the�r programmes and serv�ces (goals and purposes), and how 
these financ�al �ntent�ons can be �mplemented (strateg�es and plans).

Don’t forget to look back at the Learning Applications!  Many of them can be 
easily adapted for group exercises and may be more appropriate for persons who 
are just being introduced to the concepts of policy making.

ConTenTS

Th�s workshop �s des�gned to broaden the understand�ng about the nature and �m-
portance of pol�cy �n the financ�ng of publ�c programmes. It also prov�des sk�lls to 
develop and �mplement a pol�cy framework su�table for manag�ng the financ�al affa�rs 
of your local governments.

A br�ef descr�pt�on of each learn�ng act�v�ty �s shown below w�th an approx�ma-
t�on of the amount of t�me requ�red. To conduct a workshop that �ncludes all of the 
components descr�bed below w�ll take approx�mately 1 1/2 days. A workshop can be 
condensed �nto a s�ngle day, however, by om�tt�ng the m�n�-case study (2.4). If you 
w�sh to change the order, to om�t someth�ng, or to add tra�n�ng mater�al of your own, 
feel free to do so.

1.1 WArM-up exerCiSe: FinAnCiAl poliCy negleCT 

Part�c�pants, �n small groups, rev�ew an �nc�dent that �nvolves a potent�ally costly 
dec�s�on for a local government that m�ght have been avo�ded w�th proper pol�cy gu�d-
ance. (45 m�nutes)

1.2 FinAnCiAl poliCy invenTory

Part�c�pants complete an �nventory of the�r current financ�al pol�c�es, �nd�cat�ng op-
pos�te each pol�cy �f �t �s observed �n pract�ce and �f �t �s rev�ewed and updated per�-
od�cally. (30 m�nutes)

2.3 TrAiner preSenTATion

Br�ef concept presentat�on based on the preced�ng essay that focuses on the conse-
quences of not hav�ng financ�al pol�c�es, character�st�cs of good financ�al pol�c�es, the 
pol�cy framework, and obstacles to pol�cy �mplementat�on. (30 m�nutes)
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14 Mini-CASe STudy: THe lAndoWner’S giFT (opTionAl)

Part�c�pants read and d�scuss �n small groups a s�tuat�on that �nvolves mak�ng a s�g-
n�ficant dec�s�on w�th long-term �mpl�cat�ons for the local government �n the absence 
of financ�al pol�cy gu�dance. (90 m�nutes)

1.5 exerCiSe: An AppropriATe poliCy

Part�c�pants rev�ew a set of pol�cy statements on revenue max�m�zat�on and analyze 
the appropr�ateness of each statement for adopt�on by the�r own local governments.  
(60 m�nutes)

1.6 exerCiSe: THe FinAnCiAl poliCy MATrix

Part�c�pants, work�ng �nd�v�dually and �n small groups: 1) develop spec�fic pol�cy state-
ments that conform to cr�ter�a suppl�ed by the �nstructor; and 2) beg�n construct�ng 
a pol�cy frame-work relat�ve to the�r finance category us�ng a matr�x suppl�ed by the 
�nstructor. (105 m�nutes)

1.7 exerCiSe: bArrierS To poliCy iMpleMenTATion

St�ll work�ng �n small finance top�c groups, part�c�pants �dent�fy obstacles to the �m-
plementat�on of finance pol�c�es �n the�r respect�ve categor�es and ways to overcome 
or m�n�m�ze these obstacles. (60 m�nutes)

1.8  CloSing exerCiSe: leArning TrAnSFer

Part�c�pants reflect �nd�v�dually on what they have learned and make comm�tments 
to put �t to use back home after the workshop. (30 m�nutes)
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1.1  WArM-up exerCiSe: FinAnCiAl poliCy negleCT

TiMe required

40 m�nutes

purpoSe

As po�nted out �n the preced�ng essay, financ�al pol�c�es are statements of fiscal �n-
tent and gu�des for financ�al dec�s�on mak�ng. To ach�eve the�r max�mum usefulness, 
financ�al pol�c�es must be thoughtfully conce�ved, agreed to by elected offic�als, and 
publ�shed �n wr�tten form. The �mportance of pre-approved wr�tten pol�c�es can be 
demonstrated best by observ�ng the unfortunate results when local elected offic�als 
are expected to make a dec�s�on w�th long-term financ�al �mpl�cat�ons w�thout finan-
c�al pol�cy gu�dance.

proCeSS

Prov�de each part�c�pant w�th a copy of the �nc�dent, “Ready! F�re! A�m!” on the next 
page. Ask part�c�pants to read the �nc�dent. When they have read the �nc�dent, d�v�de 
them �nto four or five small groups. Ask each group to answer the three quest�ons 
that follow the �nc�dent and report back w�th �ts answers �n twenty m�nutes.

When the small groups have reported back, ask each group how �t answered 
each of the three quest�ons. Encourage a general d�scuss�on and compar�son of v�ew-
po�nts part�cularly w�th respect to the role of financ�al pol�cy as gu�dance �n mak�ng 
dec�s�ons w�th �mportant financ�al �mpl�cat�ons.
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ready! Fire! Aim!

Two years ago, your local government rece�ved a four-year grant from a fore�gn do-
nor to finance the commun�ty’s efforts to �mplement a tox�c waste removal project �n 
fulfilment of a port�on of �ts local Agenda 21 programme comm�tments. The terms of 
the grant agreement were generous although a b�t unconvent�onal. The donor agreed 
to fund the programme totally for the first two years. In the th�rd and fourth years, 
however, the donor’s part�c�pat�on was to be based on the extent to wh�ch the local 
government had actually ach�eved the performance object�ves �t had st�pulated �n the 
grant agreement for the preced�ng two years of the programme.

In order to ensure �ts compl�ance w�th the terms of the grant agreement, the 
local government govern�ng body approved the purchase of expens�ve tox�c waste 
abatement equ�pment ut�l�z�ng a new and some-what exper�mental technology. S�nce 
current revenues were not suffic�ent to pay for the equ�pment, the finance d�rector 
recommended borrow�ng the needed cap�tal and ret�r�ng the loan from grant rece�pts 
over the four-year term of the grant. If the equ�pment performed as prom�sed by the 
manufacturer, the d�rector adv�sed the local government govern�ng body, the local 
government would have no d�fficulty perform�ng as ant�c�pated and funds from the 
grant would be suffic�ent to meet the commun�ty’s debt obl�gat�ons.

questions

1. What �s the finance d�rector fa�l�ng to cons�der �n adv�s�ng the local gov-
ernment govern�ng body to assume the debt obl�gat�on?

2. Is the r�sk taken by the govern�ng body �n approv�ng the equ�pment pur-
chase under these terms an acceptable one? Expla�n your answer.

3. What k�nd of pol�cy would help the finance d�rector and local government 
govern�ng body avo�d or m�n�m�ze the financ�al r�sk?
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1.2  exerCiSe: FinAnCiAl poliCy invenTory

TiMe required

45 m�nutes

purpoSe

Prov�de part�c�pants w�th an opportun�ty to recall and evaluate the�r respect�ve local 
government’s current financ�al pol�c�es.

proCeSS

D�str�bute cop�es of the �nventory form on the follow�ng pages of the hand-book so 
that each part�c�pant has a copy. Ask part�c�pants to use the form to �nventory the 
financ�al pol�c�es of the�r own local governments follow�ng the �nstruct�ons at the top 
of the form. Read the �nstruct�ons w�th them and rem�nd them that the pol�cy state-
ments are �llustrat�ve. That �s, they don’t cover everyth�ng, and there may be d�ffer-
ences �n word�ng from one local government to another.

Trainer’s note. Suggest that participants work alone on the inventory. 

However, encourage participants who are attending the workshop from 

the same local government to collaborate in completing the inventory.

G�ve part�c�pants about 20 m�nutes to complete the �nventory. When part�c�-
pants have completed the exerc�se, ask for volunteers to d�scuss the�r results as 
follows.

Ask for a show of hands—�f “yes,” ra�se your hand—to each of the follow�ng 
quest�ons:

Does your local government have financ�al pol�c�es? How many?
Are your local government’s financ�al pol�c�es consulted and used as a 
bas�s for dec�s�on mak�ng by the local govern�ng body and finance staff?
Is �t the pract�ce of your local government to regularly rev�ew and update 
�ts financ�al pol�c�es?
Wh�ch financ�al pol�c�es not currently developed by your local government 
should be cons�dered for adopt�on �n the near future? (Ident�fy three of 
the most s�gn�ficant pol�c�es you have �dent�fied.)

Trainer’s note. Count the hands that go up in reply to question 1. Before 

moving on to the 2nd question, ask how many of these policies are in 

writing. Also ask how many participants checked “yes” to at least 

half the policy statements on the list. Continue by counting the hands 

that go up in reply to questions two and three. Calculate what % of the 

total … opposite the question. Also, ask participants to report their re-

1.
2.

3.

4.
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sponses by policy category to identify the categories in which policies 

are being used and the categories in which they are not being 

used.
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Inventory of Current F�nanc�al Pol�c�es

Pol�cy Statement

Our local
government 
has a s�m�-
lar pol�cy

Pol�cy �s 
used 

as a gu�de 
for dec�s�on 

mak�ng

Pol�cy �s 
regularly
rev�ewed 

and 
updated

Yes No Yes No Yes No

CAPITAL INVESTMENT PLAN AND 
BUDGET POLICY

The local government w�ll project future 
operat�ng costs assoc�ated w�th new cap�tal 
�mprovements ans w�ll �nclude them �n the 
operat�ng budget forecasts.

The local government w�ll develop and fol-
low mult�-year ma�ntenance and replace-
ment schedules.

The local government w�ll allocate xx% of 
�ts general operat�ng fund revenues for 
cash cap�tal �nvestments.

The local government w�ll develop a mult�-
year plan for cap�tal �mprovements, update 
�t annually and make all cap�tal �mprove-
ments �n accordance w�th the plan.

The local government w�ll develop cr�te-
r�a to evaluate and pr�or�t�ze each cap�tal 
project.

RESERVE POLICY

The local government w�ll ma�nta�n a year-
to-year fund carryover balance of at least 
xx% of general operat�ng revenues �n order 
to ma�nta�n adequate cash flow and to re-
duce the demand for short-term borrow-
�ng...

The local government w�ll ma�nta�n an 
emergency reserve at a level not to exceed 
xx% of the general fund budget to pro-
v�de for temporary fund�ng of unforeseen 
needs of an emergency or non-recurr�ng 
nature and to perm�t orderly adjustment 
to changes result�ng from reduct�ons or 
term�nat�on of revenue sources.

The local government w�ll establ�sh an 
equ�pment reserve fund to replace cap�tal 
outlay �tems.
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Inventory of Current F�nanc�al Pol�c�es

Pol�cy Statement

Our local
government 
has a s�m�-
lar pol�cy

Pol�cy �s 
used 

as a gu�de 
for dec�s�on 

mak�ng

Pol�cy �s 
regularly
rev�ewed 

and 
updated

Yes No Yes No Yes No

DEBT POLICY

The local government w�ll not use long-
term debt for current expenses.

The local government w�ll ret�re short-term 
debt w�th�n twelve months.

 The local government’s long-term debt 
w�ll not exceed $ xxx per cap�ta.

The local government w�ll l�m�t long-term 
borrow�ng to cap�tal �mprovements or 
projects wh�ch cannot be financed from 
current revenues.

The local government’s annual debt serv-
�ce w�ll not exceed xx% of the total operat-
�ng revenue..

CASH MANAGEMENT POLICY

The local government w�ll �nvest at least 
xx% of �ts �dle cash on a cont�nuous ba-
s�s.

The local government w�ll ma�nta�n at 
least xx% of �ts portfol�o �n l�qu�d �nvest-
ments wh�ch are ava�lable on a da�ly bas�s 
w�thout loss of pr�nc�pal.

The local government’s �nvestment officer 
w�ll file monthly reports of �nvestment ac-
t�v�ty w�th the local government counc�l 
wh�ch �nclude �nformat�on on type of �n-
vestment, purchase date, matur�ty date, 
face value or purchase cost, market value, 
rate of �nterest, and amount of �nterest re-
ce�ved.

When  perm�tted by law, the local govern-
ment w�ll pool cash from separate funds 
and sources.

The local government w�ll emphas�ze safe-
ty and l�qu�d�ty of �ts funds. 
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Inventory of Current F�nanc�al Pol�c�es

Pol�cy Statement

Our local
government 
has a s�m�-
lar pol�cy

Pol�cy �s 
used 

as a gu�de 
for dec�s�on 

mak�ng

Pol�cy �s 
regularly
rev�ewed 

and 
updated

Yes No Yes No Yes No

PURCHASING  POLICY

The local government w�ll central�ze �ts 
purchas�ng funct�on.

The local government w�ll sol�c�t compet�-
t�ve b�ds for all purchases over $ xxxxxx.

The local government w�ll conduct an an-
nual auct�on of surplus and obsolete per-
sonal property.

The local government w�ll conduct an an-
nual �nventory of all personal property.

The local government w�ll establ�sh a pro-
gram of del�very �nspect�on to ensure that 
�tems del�vered meet spec�ficat�ons.

RISK  MANAGEMENT POLICY

The local government w�ll establ�sh a self-
�nsurance program to prov�de for protec-
t�on aga�nst major losses �n excess of $ 
xxxxxx.

The local government w�ll purchase excess 
�nsurance coverage for catastroph�c losses 
up to $ xxxxxx.

The local government w�ll establ�sh a r�sk 
reserve at a level that together w�th pur-
chased �nsurance pol�c�es adequately pro-
tect the local government’s assets aga�nst 
loss.

The local government w�ll establ�sh a 
comprehens�ve safety program �nclud�ng 
safety tra�n�ng, �nspect�ons, and acc�dent 
analys�s.
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Inventory of Current F�nanc�al Pol�c�es

Pol�cy Statement

Our local
government 
has a s�m�-
lar pol�cy

Pol�cy �s 
used 

as a gu�de 
for dec�s�on 

mak�ng

Pol�cy �s 
regularly
rev�ewed 

and 
updated

Yes No Yes No Yes No

OPERATING BUDGET POLICY

The local government w�ll project revenues 
and expend�tures for the next four years 
and w�ll update the project�ons annually.

Debt or bond financ�ng w�ll not be used to 
finance current operat�ng expend�ture.

The local government w�ll develop a pro-
gram to �ntegrate performance measures 
and product�v�ty �nd�cators w�th the an-
nual budget.

The local government w�ll perform a m�d-
year budget rev�ew and analys�s.

The local government w�ll place �ncreased 
emphas�s on user charges to finance the 
cost of mun�c�pal serv�ces.

REVENUE POLICY

Intergovernmental revenues w�ll not ex-
ceed xx% of the current operat�ng budget.

The local government w�ll make real�st�c 
forecasts of revenue us�ng more than one 
forecast�ng method and clearly state the 
assumpt�ons underly�ng the forecasts.

The local government w�ll conduct an an-
nual rev�ew of selected fees and charges 
to determ�ne the extent  to wh�ch the full 
cost of assoc�ated serv�ces �s be�ng recov-
ered by revenues.

The local government w�ll develop cr�te-
r�a to evaluate and pr�or�t�ze each cap�tal 
project.

The local government w�ll rev�ew all fees 
and charges at least once every four 
years.
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1.3  TrAiner preSenTATion

TiMe required

30 m�nutes

purpoSe

Th�s presentat�on �s to prov�de part�c�pants w�th �nformat�on and perspect�ves on the 
development and use of financ�al pol�c�es as gu�des for dec�s�on mak�ng.

proCeSS

Prepare the presentat�on based on �nformat�on covered by the preced�ng essay on 
financ�al pol�c�es. Concentrate on the consequences of not hav�ng financ�al pol�c�es, 
character�st�cs of good financ�al pol�c�es, the pol�cy framework, and obstacles to pol-
�cy �mplementat�on.

Outl�ned �nformat�on on note cards may help you cover the �nformat�on system-
at�cally and stay on schedule. Ask quest�ons from t�me to t�me dur�ng the presenta-
t�on as a check on part�c�pant comprehens�on and to hold the�r attent�on. Augment 
the presentat�on w�th v�sual a�ds �nclud�ng pre-pr�nted newspr�nt sheets and over-
head transparenc�es as a further a�d to comprehens�on.
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1.4  Mini-CASe STudy: THe lAndoWner’S giFT

TiMe required

90 m�nutes

purpoSe

Th�s case �s to �llustrate the r�sk of mak�ng dec�s�ons w�th uncerta�n financ�al conse-
quences �n the absence of spec�fic pol�cy gu�dance.

Trainer’s note. Including this case study will increase the length 
of a workshop from one (rather long) day to 1 1/2 days. We believe 
allowing enough time to include it is desirable from a learning 
standpoint, but it can be excluded without jeopardizing the work-
shop if the time cannot be justified. Don’t hesitate to revise the 
case study to make it more relevant to your participant’s situation 
if you believe this would be helpful. For example, change the cur-
rency to your local currency. Give the family that is making the 
gift a name that is common in your country. Change the details 
about the physical surroundings to make it more real to your par-
ticipant’s experiences.   

proCeSS

Work�ng �n small groups, tell part�c�pants they are to read a s�tuat�on �n wh�ch a local 
government �s about to accept a g�ft of property from a large landowner �n the com-
mun�ty w�thout first evaluat�ng the long-term budgetary �mpl�cat�ons of the g�ft.

Prov�de each part�c�pant w�th a copy of a case s�tuat�on, “The Landowner’s G�ft,” 
(see next page). Ask part�c�pants to read the case and, �n the�r small groups, d�scuss 
the case and the d�scuss�on quest�ons at the end of the case.

Tell part�c�pants that, after 45 m�nutes, they are to return to the general sess�on 
w�th the�r group’s answers to each quest�on pr�nted on sheets of newspr�nt and be 
ready to d�scuss the�r results w�th other group part�c�pants.

Share the small group results, followed by a large group d�scuss�on.
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Case of The landowner’s gift

Near the centre of the local government �n a fenced, wooded area, stands a tall, steel 
tower and assoc�ated metal storage bu�ld�ngs, rel�cs of a once profitable gra�n storage 
and process�ng bus�ness. The tw�sted and rusted structures and p�les of abandoned 
and deter�orat�ng equ�pment l�tter over 20 acres of the other-w�se beaut�ful, tree-l�ned 
property. The s�te has long been cr�t�c�zed by c�t�zens and other bus�ness owners as 
an ugly bl�ght on the�r fa�r local government, a dangerous hazard to the health and 
safety of local res�dents. The d�lap�dated tower, r�s�ng nearly 35-40 meters out of the 
surround�ng trees, �s a v�s�ble and constant rem�nder of the unresolved problem fac-
�ng the commun�ty.

Last week, attorneys represent�ng the fam�ly of Gnosh Gorsk�, deceased patr�-
arch of the fam�ly that owns the property, approached local government offic�als w�th 
an offer to donate the land to the local government for the pr�ce equ�valent of $US 1. 
The cond�t�ons for the land donat�on st�pulated by the fam�ly’s attorneys were s�mple 
enough: the local govern�ng body was to fulfil these two requ�rements;

1. Publ�cly declare and, �n wr�t�ng, affirm �ts unqual�fied �ntent to forg�ve all 
unpa�d taxes on the property, past and present; and

2. Cert�fy the local government’s �ntent to restore, develop and ma�nta�n the 
property exclus�vely and forever as a publ�c park for the benefit of com-
mun�ty res�dents and v�s�tors.

Local government offic�als are elated w�th the offer. It represents the culm�na-
t�on of years of effort by several generat�ons of govern�ng bod�es to find a solut�on 
to the problem that has become a source of such d�ssat�sfact�on to so many local 
government res�dents. The govern�ng body �s unan�mous �n �ts resolve to accept the 
fam�ly’s offer, and few members of the local government adm�n�strat�on can ever re-
call such a sp�r�t of ebull�ence from local government counc�llors on any matter to 
come before them. A spec�al govern�ng body meet�ng has been called to approve a 
resolut�on accept�ng the fam�ly’s offer. A press br�efing �s be�ng arranged by the mayor 
to announce the h�stor�c event.

The local government has no pol�cy on g�fts and donat�ons to the local govern-
ment. The local government’s newly appo�nted d�rector of finance has outstand�ng 
profess�onal credent�als. When employed, she rece�ved �nstruct�ons from the mayor 
to concentrate her efforts on ways to br�ng greater effic�ency and accountab�l�ty to 
the local government’s financ�al management system. The d�rector began an exam�-
nat�on of the local government’s current financ�al pract�ces and methods as a bas�s 
for develop�ng a formal financ�al pol�cy framework. Th�s was tak�ng place dur�ng the 
same week the attorneys for the Gorsk� fam�ly contacted the local government w�th 
�ts offer. The announcement persuaded the d�rector to sh�ft her attent�on to the pol�cy 
�mpl�cat�ons of a g�ft of th�s magn�tude. From her �nvest�gat�ons several facts qu�ckly 
emerged.

1. The current tax value of the property �s the equ�valent of $US 55 m�ll�on. 
G�ven the local government’s current tax rate of $US 1.55 per $1,000 �n 
value, the property produces $US 85,250 �n tax revenue each year. Cur-
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rent property taxes are unpa�d, and unpa�d taxes for the last five years 
plus accrued penalt�es are calculated at $US 425,000.

2. A qu�ck est�mate of the cost to clear the property of all ex�st�ng �mprove-
ments and debr�s �s about $US 1.2 m�ll�on �nclud�ng d�sposal costs. Off-
sett�ng th�s cost �s �ncome to the local government of approx�mately $US 
90,000 from the sale of salvaged �ron and steel.

3. Restorat�on of the land as a park s�te �nclud�ng the relocat�on of water 
l�nes and new sewerage appurtenances �s expected to exceed $US 2.5 
m�ll�on. Other costs related to the construct�on of recreat�on fac�l�t�es, 
purchase and placement of playground equ�pment, and the development 
of wetland areas, jogg�ng tra�ls, nature paths and other as yet unplanned 
�mprovements represent a cap�tal cost to the commun�ty �n excess of 
five m�ll�on US dollars. The �mpact on the annual operat�ng budget for 
on-go�ng park ma�ntenance, �nsurance and ut�l�ty cost has yet to be cal-
culated.
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questions

1. What �nformat�on or adv�ce about acceptance of the landowner’s g�ft 
should the finance d�rector �n th�s case g�ve the ch�ef execut�ve officer 
and local govern�ng body?

2. What would be the most appropr�ate act�on for a local govern�ng body to 
take under the c�rcumstances descr�bed �n the case?

3. What lessons are prov�ded by th�s case about the �mportance of financ�al 
pol�cy as a gu�de for local government dec�s�on mak�ng?

4. What spec�fic statement of pol�cy would be a useful gu�de for a local gov-
ern�ng body �n cons�der�ng the acceptance of large g�fts of land?
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1.5  exerCiSe: An AppropriATe poliCy

TiMe required

90 m�nutes

purpoSe

Assess current local government revenue max�m�zat�on pract�ces �n relat�on to seven 
pol�cy statements.  

proCeSS

Work�ng �n small groups of five to s�x, part�c�pants are g�ven a handout (follow�ng 
pages) that conta�ns a worksheet for use �n answer�ng quest�ons relat�ve to seven 
pol�cy statements on local government revenue max�m�zat�on. Ask part�c�pants to 
complete the seven worksheets �n the handout work�ng alone before d�scuss�ng the 
results w�th other small group members. The �nd�v�dual task should take about 30 
m�nutes to complete. 

Tell members of each small group that, when everyone has completed the seven 
worksheets, they are to d�scuss the�r respect�ve answers to each of the pol�cy state-
ment quest�ons and, after they have done th�s, to answer these general quest�ons as 
a group: 

•	 How �s revenue max�m�zat�on be�ng pract�ced by the local governments �n 
your group?

•	 In what pol�cy areas �s �nterest greatest w�th�n your group for revenue max�-
m�zat�on?

•	 What are the pr�nc�pal obstacles to revenue max�m�zat�on d�scussed by your 
group?

•	 What act�ons can �nd�v�dual local governments take to real�ze greater y�eld 
from ex�st�ng revenue sources (�.e., reduc�ng collect�on costs, lower�ng del�n-
quency rates, mak�ng payment more conven�ent).

After about 30 m�nutes, ask a spokesperson from each small group to present 
the group’s answers to the four quest�ons. Engage part�c�pants �n a general d�scus-
s�on focused pr�mar�ly on the�r answers to the final quest�on.
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Worksheets

evaluating Sample revenue policies

Each of the follow�ng pages conta�ns a pol�cy statement on revenue max�m�zat�on. 
Read the first pol�cy statement and answer the quest�ons that follow �t. Make your 
answers as spec�fic as poss�ble. When you have answered all of the quest�ons relat�ve 
to the first pol�cy statement, move on to the second pol�cy statement and follow the 
same procedure. Cont�nue unt�l you have answered all of the quest�ons for all seven 
pol�cy statements �ncluded �n the handout.   

Start w�th Pol�cy Statement # 1 on the next page:     
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Pol�cy Statement # 1: The local government w�ll per�od�cally collect and analyze 
�nformat�on on the revenues �t uses, �nclud�ng how much revenue each source �s 
ra�s�ng.

Is your local government do�ng th�s?
(check one)    Yes  __    No  __
If “yes,” how often �s the �nformat�on collected and what use �s be�ng made of 

�t?
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” should your government be do�ng �t?
(check one)    es  __    No  __

If “yes,” what w�ll �t take to �mplement such a pol�cy? 
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” why do you feel your local government cannot or should not engage �n 
th�s pract�ce.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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Pol�cy Statement # 2: The local government will periodically collect and ana-
lyze information on the revenues being used by other local governments.

Is your local government do�ng th�s?
(check one)    es  __    No  __

If “yes,” how often �s the �nformat�on collected and what use �s be�ng made of 
�t?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” should your government be do�ng �t?
(check one)    es  __    No  __

If “yes,” what w�ll �t take to �mplement such a pol�cy? 

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” why do you feel your local government cannot or should not engage �n 
th�s pract�ce.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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Pol�cy Statement # 3: The local government will establish a professional and 
aggressive programme for recovery of delinquent accounts, with annual reports 
on efforts and results prepared for elected officials.

Is your local government do�ng th�s?
(check one)    Yes  __    No  __

If “yes,” what �s actually be�ng done w�th respect to wh�ch revenue sources and 
w�th what degree of success?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” should your government be do�ng �t?
(check one)    Yes  __    No  __

If “yes,” what w�ll �t take to �mplement such a pol�cy? 

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” why do you feel your local government cannot or should not engage �n 
th�s pract�ce.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________



126 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

Pol�cy Statement # 4: The local government will conduct an annual review of 
selected fees and charges to determine the extent to which the full cost of associ-
ated service is being recovered by revenues.

Is your local government do�ng th�s?
(check one)    Yes  __    No  __

If “yes,” what �nformat�on �s collected each year and how �s cost recovery deter-
m�ned?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” should your government be do�ng �t?
(check one)    Yes  __    No  __

If “yes,” what w�ll �t take to �mplement such a pol�cy? 

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” why do you feel your local government cannot or should not engage �n 
th�s pract�ce.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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Pol�cy Statement # 5: The local government will review all fees and charges 
at least once each four years.

Is your local government do�ng th�s?
(check one)    Yes  __    No  __

If “yes,” for wh�ch fees and charges �s the rev�ew carr�ed out and w�th what 
degree of success?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” should your government be do�ng �t?
(check one)    Yes  __    No  __

If “yes,” what w�ll �t take to �mplement such a pol�cy? 

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” why do you feel your local government cannot or should not engage �n 
th�s pract�ce.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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Pol�cy Statement # 6: The local government will place increased emphasis on 
user charges to finance the cost of local government services. 

Is your local government do�ng th�s?
(check one)    Yes  __    No  __

If “yes,” wh�ch user charges are used most extens�vely to finance the cost of lo-
cal government serv�ces?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” should your government be do�ng �t?
(check one)    Yes  __    No  __

If “yes,” what w�ll �t take to �mplement such a pol�cy? 

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” why do you feel your local government cannot or should not engage �n 
th�s pract�ce.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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Pol�cy Statement # 7: The local government will conduct a cost finding analy-
sis before committing to programmes of privatizing services.

Is your local government do�ng th�s?
(check one)    Yes  __    No  __

If “yes,” what �s the nature of the cost find�ng analys�s conducted before mak�ng 
a comm�tment to pr�vat�ze a serv�ce?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” should your government be do�ng �t?
(check one)    Yes  __    No  __

If “yes,” what w�ll �t take to �mplement such a pol�cy? 

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” why do you feel your local government cannot or should not engage �n 
th�s pract�ce.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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1.6  exerCiSe:  THe FinAnCiAl poliCy MATrix

TiMe required

105 m�nutes

purpoSe

Th�s exerc�se g�ves part�c�pants sk�ll pract�ce �n compos�ng financ�al pol�cy state-
ments and �n develop�ng a comprehens�ve financ�al pol�cy framework for a local gov-
ernment.

proCeSS

Tell part�c�pants they w�ll be work�ng �n small groups to e�ther develop or rev�se 
ex�st�ng financ�al pol�c�es for use �n the�r own local governments. Expla�n that the 
exerc�se �ncludes the use of cr�ter�a by part�c�pants to assess the pol�cy statements 
they have wr�tten and a matr�x des�gned to clar�fy the relat�onsh�p of each pol�cy to 
other financ�al management areas wh�ch could be affected by the pol�cy. Because 
of t�me l�m�tat�ons, expla�n that part�c�pants w�ll be work�ng on pol�c�es �n only one 
area of financ�al management. Encourage part�c�pants to d�scuss the�r progress w�th 
other part�c�pants �n the�r small groups s�nce part�c�pants �n each small group w�ll be 
work�ng on pol�c�es for the same financ�al area.

Beg�n the exerc�se by l�st�ng the n�ne financ�al management categor�es shown 
�n the box below on a sheet of newspr�nt or an overhead transparency. Be sure to 
number the categor�es. You may choose less than n�ne categor�es for smaller part�c�-
pant groups. Use your judgment on th�s.

1. Account�ng, financ�al report�ng, aud�t�ng
2. Annual operat�ng budget
3. Cap�tal �nvestment plan/budget
4. Revenue
5. Reserve
6. Debt management
7. Cash management
8. Purchas�ng
9. R�sk management

S�nce a small group should have at least five part�c�pants, a good method �s to 
d�v�de the part�cular group by five to dec�de how many categor�es to use, and then, 
for the exerc�se, p�ck the categor�es that are of most �nterest to a major�ty of the work-
shop part�c�pants. To ass�gn part�c�pants to category groups, ask them to “count off.” 
Th�s �s done by hav�ng the first part�c�pant say “1,” hav�ng the second part�c�pant say 
“2,” and so forth, unt�l one part�c�pant has been ass�gned to each category selected 
for the exerc�se. Then start over aga�n w�th the next part�c�pant who w�ll say “1.” 
Cont�nue unt�l all part�c�pants have a number and there are approx�mately the same 
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Sample

   debt Management  Accounting

 o Influences this area o Influences this area
 o Needs a policy o Needs a policy
 o Conflicts/Inconvenient o Conflicts/Inconvenient
 o Needs Procedures o Needs Procedures

         Cash Management  Financial reporting

 o Influences this area o Influences this area
 o Needs a policy o Needs a policy
 o Conflicts/Inconvenient o Conflicts/Inconvenient
 o Needs Procedures o Needs Procedures

  purchasing  Auditing

 o Influences this area o Influences this area
 o Needs a policy o Needs a policy
 o Conflicts/Inconvenient o Conflicts/Inconvenient
 o Needs Procedures o Needs Procedures

  risk Management  operating budget

 o Influences this area o Influences this area
 o Needs a policy o Needs a policy
 o Conflicts/Inconvenient o Conflicts/Inconvenient
 o Needs Procedures o Needs Procedures

  Fixed Asset Mgmt.  revenues

 o Influences this area o Influences this area
 o Needs a policy o Needs a policy
 o Conflicts/Inconvenient o Conflicts/Inconvenient
 o Needs Procedures o Needs Procedures

  planning  reserves

 o Influences this area o Influences this area
 o Needs a policy o Needs a policy
 o Conflicts/Inconvenient o Conflicts/Inconvenient
 o Needs Procedures o Needs Procedures

  development Finance  Cip & budget

 o Influences this area o Influences this area
 o Needs a policy o Needs a policy
 o Conflicts/Inconvenient o Conflicts/Inconvenient
 o Needs Procedures o Needs Procedures
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number of part�c�pants �n each small group. Tell part�c�pants w�th the same number 
that they w�ll be work�ng on the financ�al management area that corresponds w�th 
the�r number.

When part�c�pants have “counted off” and know wh�ch financ�al management 
category they w�ll be work�ng on, descr�be the two tasks (expla�ned below) and tell 
part�c�pants they w�ll have about one hour to complete them.

Task one
The first task �s for part�c�pants to develop several financ�al pol�c�es for the�r own lo-
cal governments that are appropr�ate for the financ�al management category to wh�ch 
they are ass�gned. Rem�nd part�c�pants to refer to the append�x of the preced�ng es-
say for financ�al pol�cy samples that are representat�ve of proper style and word�ng. 
Encourage part�c�pants to consult frequently w�th one another. Suggest further that 
part�c�pants use three cr�ter�a to evaluate the�r proposed financ�al pol�c�es:

1. Th�s pol�cy �s an accurate reflect�on of my government’s fiscal purpose or 
�ntent �n th�s area.

2. Th�s pol�cy fits well �nto a frame-work of pol�c�es that can gu�de our elected 
offic�als �n mak�ng the r�ght financ�al dec�s�ons.

3. Th�s pol�cy would be a rel�able gu�de for evaluat�ng changes to the financ�al 
pract�ces of my local government.

Before part�c�pants beg�n work on th�s task, copy the next page conta�n�ng the 
three cr�ter�a as a handout and g�ve each part�c�pant a copy.

Task Two
Before part�c�pants leave for the�r small groups, d�str�bute a second handout—see 
subsequent pages of th�s chapter— conta�n�ng a matr�x and a set of �nstruct�ons. Ex-
pla�n that the purpose of the matr�x �s to help part�c�pants �dent�fy the �mpact of the 
pol�c�es they have developed on other areas of financ�al management. The matr�x �s 
also useful �n �dent�fy�ng the need for add�t�onal pol�c�es, d�sclos�ng poss�ble confl�cts 
or �ncons�stenc�es, or poss�bly the need for more deta�led �mplement�ng procedures. 
Read the �nstruct�ons aloud and ask part�c�pants enough quest�ons to sat�sfy that the 
�nstruct�ons have been understood.

After one hour, ask the small groups to come back together and ask for one or 
two part�c�pants from each small group to report on the pol�c�es they have developed 
and what they learned about pol�cy �mpact from the matr�x task. Encourage a general 
d�scuss�on of pol�cy development and the �nter-relat�onsh�p of financ�al pol�c�es.
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Three Criteria for evaluating Financial policies

1. The pol�cy �s an accurate reflect�on of my government’s fiscal purpose or 
�ntent �n th�s area.

2. The pol�cy fits well �nto a framework of pol�c�es that can gu�de our elected 
offic�als �n mak�ng the r�ght financ�al dec�s�ons.

3. The pol�cy would be a rel�able gu�de for evaluat�ng changes �n financ�al prac-
t�ces of my local government.
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policy Matrix Worksheet

inSTruCTionS

The follow�ng pages are for your use to analyze the �mpl�cat�ons of the pol�c�es you 
developed �n the first part of th�s exerc�se for fourteen areas of financ�al management 
�n your local government. To beg�n, enter your pol�c�es �n the space prov�ded on the 
left s�de of the matr�x.

For example, let’s say, you have been work�ng on pol�c�es for Annual Budget�ng 
and that one of your pol�c�es reads as follows: We will project revenues and expendi-
tures for the next four years and will update projections annually (see the example 
�n the box to the r�ght). Cont�nu�ng w�th th�s example, the first quest�on to answer �s: 
Does this annual budget policy influence the area of Accounting? If the answer �s 
“yes,” th�s answer can be recorded by blacken�ng the c�rcle just below the label “In-
fluences th�s area” under the financ�al area called Account�ng. If the answer �s “no,” 
the c�rcle �s left blank and you can move on to the next quest�on under Account�ng, 
Do we need a policy?

Th�s process cont�nues unt�l all of the quest�ons related to Account�ng have 
been answered by e�ther blacken�ng a c�rcle to �nd�cate a “yes” answer or leav�ng �t 
blank to �nd�cate a “no.”

After fin�sh�ng the Account�ng category, cont�nue across the matr�x and on to 
the next page. For each area, answer the same quest�ons and record your responses 
as you d�d for Account�ng. You w�ll find that some of your pol�c�es have �nfluence on 
some of the areas and not on others.

When you have fin�shed all of the areas, go back to the first page of the work-
sheet and repeat the process for each of the rema�n�ng pol�cy statements �n your 
category.

When the matr�x �s completed (both pages) for each of your pol�cy statements, 
note wh�ch c�rcles are blackened under Needs a policy, Conflicts/ inconsistencies, 
and Needs procedures. These responses represent poss�ble “act�on” pr�or�t�es for 
your local government.
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1.7  exerCiSe:  bArrierS To poliCy iMpleMenTATion

TiMe required

60 m�nutes

purpoSe

Part�c�pants �dent�fy barr�ers �ns�de the organ�sat�on and outs�de that can block or 
�mpa�r the �mplementat�on of financ�al pol�c�es and what m�ght be done to �dent�fy 
and remove these barr�ers.

proCeSS

Tell part�c�pants that they w�ll be work�ng �nd�v�dually for about 30 m�nutes to �den-
t�fy barr�ers to pol�cy �mplementat�on that ex�st �ns�de and outs�de the�r organ�sa-
t�ons. Expla�n that they are to comp�le two l�sts of barr�ers to pol�cy �mplementat�on, 
the first l�st cons�st�ng of barr�ers w�th�n the local government organ�sat�on and the 
second l�st cons�st�ng of barr�ers �n the local government’s external env�ronment.

When the barr�ers have been �dent�fied, ask part�c�pants to answer these ques-
t�ons about each barr�er on the two l�sts.

Why �s th�s a barr�er?
What can be done to reduce or el�m�nate the barr�er?

C�rculate enough cop�es of the worksheet so that each part�c�pant has a copy 
and ask them to enter the�r answers to the prev�ous quest�ons on the worksheet.

At the end of 30 m�nutes, ask for volunteers to report some of the barr�ers they 
have �dent�fied, first �ns�de the�r organ�sat�ons then outs�de. If there are no volunteers 
from any of the financ�al management areas �ncluded �n the preced�ng exerc�se, ask 
for part�c�pants who have been work�ng �n these areas to make reports. As part�c�-
pants report barr�ers, ask what m�ght be done �n each case to reduce or el�m�nate the 
barr�er. Encourage d�scuss�on of s�m�lar and not so s�m�lar results from the var�ous 
reports.

1.
2.
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Worksheet on identifying and removing barriers to policy implementation

F�nanc�al Management Category ____________________________

I have �dent�fied the follow�ng barr�ers to financ�al pol�cy �mplementat�on 
�ns�de my local government.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

I have �dent�fied the follow�ng barr�ers to financ�al pol�cy �mplementat�on 
outs�de my local government.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

These �ns�de barr�ers to pol�cy �mplementat�on can be reduced or el�m�nated 
by:

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

These outs�de barr�ers to pol�cy �mplementat�on can be reduced or el�m�-
nated by:
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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1.8  CloSing exerCiSe: leArning TrAnSFer

TiMe required

30-45 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants transfer the learn�ng exper�ences of the workshop 
�nto the�r real-world act�v�t�es. The focus of th�s exerc�se �s on ra�s�ng expectat�ons, 
engag�ng �n real�st�c plann�ng and mak�ng personal comm�tments. Most of the work 
�s done on a personal bas�s w�th some �nterpersonal shar�ng.

proCeSS

Spend at least half an hour at the end of the workshop to focus the attent�on of par-
t�c�pants on �mportant concepts and encourage them to cont�nue exper�ment�ng w�th 
these concepts �n the�r management act�v�t�es. Beg�n by g�v�ng part�c�pants about 
fifteen m�nutes to work �ndependently on a s�mple learn�ng transfer quest�onna�re.

When part�c�pants have completed the quest�onna�re, ask them to share qu�ckly 
w�th the group two or three th�ngs they �ntend to do d�fferently �n the�r financ�al man-
agement roles to close the workshop.

Trainer’s note. It is generally agreed that the purpose of training 
is to improve the way people do things by showing them a better 
way. In fact, the success of a training experience can be measured 
by the amount of personal growth and change that takes place 
both during training and after the training is over.
Commitments to learning and change made at the close of a work-
shop can help participants overcome learning resistance in them-
selves and in the work environment. A trainer can help learners 
make a successful transition from the world of learning to the 
world of doing through a few simple planning exercises.
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A learning Transfer questionnaire

Take a few m�nutes to reflect on the financ�al pol�cy mak�ng process, the new �deas 
you encountered �n th�s workshop, and how you feel about them. Then, �n the space 
below, wr�te a sentence or two to descr�be someth�ng �nterest�ng you have learned 
about yourself dur�ng th�s workshop.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

Based on what you have learned about yourself and the many poss�b�l�t�es for 
change presented by th�s workshop, what two or three th�ngs do you �ntend to do 
d�fferently �n the development of financ�al pol�c�es?

1. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

2. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

3. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

F�nally, what obstacles �n yourself or �n your work env�ronment do you expect 
to exper�ence dur�ng your efforts to �mplement these changes? What w�ll you do to 
remove or m�n�m�ze these obstacles?
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Expected obstacle 
1. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

2. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

3. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

Act�on to remove �t

1. ______________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________

2. ______________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

3. ______________________________________________________________________________  
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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F�nanc�al Plann�ng

PART ONE:  CONCEPTS, PRINCIPLES, 
AND STRATEGIES

SuMMAry

Th�s essay w�ll exam�ne ways that financ�al plann�ng can be developed and �m-
plemented �n local governments (LGs).  The focus of the chapter �s pr�mar�ly on 

one aspect of financ�al plann�ng—med�um-term financ�al forecast�ng of revenues and 
expend�tures.  We w�ll prov�de a defin�t�on of forecast�ng and relate �t to good govern-
ance, c�t�zens, performance measures, and financ�al pol�c�es.  We w�ll also descr�be 
the benefits that accrue to LG when �mplement�ng a financ�al forecast�ng process, 
cons�derat�ons for organ�z�ng the process, types, and methods of forecasts.  Included 
�n the d�scuss�on w�ll be obstacles, l�m�tat�ons, and r�sks �nherent �n develop�ng a 
financ�al forecast�ng process.

relATionSHipS beTWeen CHApTerS in THe SerieS

The follow�ng matr�x shows the �nterrelat�onsh�ps between F�nanc�al Plann�ng and 
other chapters �n the ser�es.

Financial planning 
Introduction The Introduct�on prov�des the framework for us�ng the ent�re 

ser�es.
Trainer’s Guide Prov�des gu�del�nes for us�ng the chapters to prov�de tra�n�ng.
Financial Policy 
Making

F�nanc�al pol�cy mak�ng prov�des the framework for the oppor-
tun�t�es for financ�al plann�ng.

Citizen 
Participation

F�nanc�al plann�ng �s the long-term plan for where the com-
mun�ty �s go�ng.  C�t�zen part�c�pat�on �n dec�d�ng the d�rect�on 
�s essent�al.  

Evaluating 
Financial 
Condition

F�nanc�al plann�ng helps ensure that the LG’s financ�al cond�-
t�on does not worsen over t�me.  

Operating Budget The operat�ng budget �s one of the pr�mary methods of �mple-
ment�ng financ�al plann�ng.
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Financing the 
Operating Budget

The operat�ng budget �s one of the pr�mary methods of �mple-
ment�ng financ�al plann�ng.

Capital 
Investment 
Planning (CIP)

The cap�tal �nvestment plan �s one of the pr�mary methods of 
�mplement�ng financ�al plann�ng.

Financing 
the Capital 
Investment Plan

The cap�tal �nvestment plan �s one of the pr�mary methods of 
�mplement�ng financ�al plann�ng.

Accounting Account�ng and report�ng prov�de a method for hold�ng LG offi-
c�als and pol�cy makers accountable for �mplement�ng financ�al 
plann�ng. 

Performance 
Measures

Performance measures help the LG ensure that �ts financ�al 
plann�ng process �s effect�ve and effic�ent and accompl�sh�ng 
the pr�or�t�es and goals of the LG.

Asset 
Management

The largest �nvestment a LG makes �s �n �ts assets.  These �n-
clude streets, cl�n�cs, water systems, fire trucks, etc.  F�nanc�al 
plann�ng �s the roadmap for procur�ng or bu�ld�ng assets.

Procurement Procurement �s one of the pr�mary ways of acqu�r�ng the as-
sets, mater�als and suppl�es to �mplement the financ�al plan.

inTroduCTion

We recogn�ze that bas�c or �ntroductory concepts are relat�ve—depend�ng upon your 
background and frame of reference for both financ�al plann�ng and local government.  
Users of th�s mater�al w�ll range from those who have no knowledge of financ�al plan-
n�ng pr�nc�ples or concepts to those who have a very soph�st�cated understand�ng.  
The follow�ng are our �deas of what represents the most fundamental pr�nc�ples and 
concepts needed to understand financ�al plann�ng at a beg�nn�ng level.

bASiC ConCepTS And deFiniTionS

definitiOns

F�nanc�al plann�ng �s a process �n wh�ch coord�nated comprehens�ve strateg�es are 
developed and �mplemented to ach�eve a LG’s financ�al goals and pol�c�es.  These 
strateg�es are developed �n response to project�ons of a p�cture of the future over var�-
ous t�meframes.  LGs assess the probab�l�ty of those future project�ons com�ng true 
and prepare a response (a financ�al plan) to m�t�gate adverse financ�al consequences.  
Th�s type of trad�t�onal financ�al plann�ng focuses on an “�ns�de out” perspect�ve—
look�ng at the current LG s�tuat�on and forecast�ng �t �nto the future.

F�nanc�al forecast�ng �s a process for a LG to produce project�ons of future 
years’ revenues and expend�tures based upon a set of spec�fic pol�cy and econom�c 
assumpt�ons.  Forecasts are the financ�al management tools that can project the fu-
ture financ�al �mpact of current program pol�c�es, econom�c trends, and assumpt�ons.  
When appl�ed beyond the annual budget, forecasts l�nk the annual budget to other 
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longer term LG plann�ng and development efforts.  Mult�-year financ�al forecasts of 
revenues and expend�tures t�e the annual budget together w�th cap�tal programm�ng, 
debt plann�ng, labour contracts, strateg�c plans, and econom�c and commun�ty de-
velopment plann�ng.

what are the finanCial Planning tOOls and teChniques 
used by lgs?

To pose th�s quest�on to LG offic�als would y�eld d�fferent answers depend�ng upon 
the exper�ence of the person answer�ng the quest�on.  To some, th�s may be the latest 
financ�al plann�ng techn�que.  However, LGs occas�onally are caught up and overlook 
the bas�cs of:

• Strateg�c plann�ng
• Budget�ng
• F�nanc�al forecast�ng, and
• Econom�c development strateg�es.

Properly appl�ed, these bas�c strateg�es can assure financ�al health of the com-
mun�ty for the future.  

F�nanc�al plann�ng means d�fferent th�ngs to d�fferent people.  The reason for 
th�s �s that there are a number of d�fferent types of financ�al plann�ng tools and 
techn�ques ava�lable.  The more common plann�ng tools and techn�ques �nclude: 
budget�ng, financ�al forecast�ng, cap�tal programm�ng, debt plann�ng, trend mon�tor-
�ng, strateg�c plann�ng, and econom�c development plann�ng.  A br�ef descr�pt�on of 
these follows:

Budget�ng �s by far the most commonly used tool �n the financ�al plann�ng tool-
box.  Budget�ng �s the publ�c pol�cy process of allocat�ng scarce resources to ach�eve a 
des�red result.  An annual budget allocates revenues to prov�de serv�ces and ma�nta�n 
fac�l�t�es.

F�nanc�al forecast�ng �s a process that produces project�ons of future years’ 
revenues and expend�tures based on a set of spec�fic pol�cy and econom�c assump-
t�ons.

Cap�tal �nvestment plann�ng �s a process that produces a mult�-year cap�tal 
�nvestment plan (CIP) for short- and long-term phys�cal development of a commun�ty.  
The cap�tal �nvestment plan (CIP) can be thought of as a l�nk between the commu-
n�ty’s master plan for phys�cal development and fiscal plans funded �n the annual 
budget.

Debt plann�ng �s a process that determ�nes the type and opt�mum amount of 
debt (�.e., loans, bonds) needed to finance a commun�ty’s short- and long-term cap�tal 
�nvestment program.  Debt plann�ng l�nks the cap�tal �nvestment program w�th the 
annual operat�ng budget �n wh�ch debt serv�ce �s funded.

Trend mon�tor�ng uses numerous econom�c and financ�al �nd�cators to mon�tor 
the financ�al cond�t�on of a commun�ty and LG.  LGs regularly mon�tor and track 
these �nd�cators over t�me to �dent�fy key trends that are under way.  Many of the �n-
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d�cators are used by financ�al �nst�tut�ons, underwr�ters and rat�ng agenc�es as tools 
�n cred�t analys�s to evaluate a LG’s financ�al cond�t�on.

Strateg�c plann�ng �s a systemat�c process by wh�ch a commun�ty ant�c�pates 
and plans for �ts future.  The result �s a wr�tten document called a strateg�c plan that 
gu�des the commun�ty toward �ts v�s�on of the future.  To ach�eve �t, a financ�ng plan 
must be developed to support �t.

Econom�c development plann�ng �s a process that ut�l�zes LG pol�cy and �ncen-
t�ves to st�mulate growth and econom�c act�v�ty �n a commun�ty.  Tools such as fiscal 
�mpact analys�s and scenar�o analys�s are used to assess the �mpact of var�ous eco-
nom�c development strateg�es on a LG’s future revenues and operat�ng expenses.

As you can see, financ�al plann�ng has many and var�ed tools and techn�ques 
to meet d�fferent needs.  However, th�s chapter focuses pr�mar�ly upon financ�al fore-
cast�ng as one of the bas�c tools of financ�al plann�ng.  Budget�ng, cap�tal program-
m�ng, debt plann�ng, and evaluat�ng financ�al cond�t�on are addressed and d�scussed 
�n deta�l �n other chapters �n th�s ser�es. 

 

The European Un�on countr�es usually cons�der financ�al plann�ng as a �mportant 
element of strateg�c plann�ng and econom�c development plann�ng.  For example, 
�n Latv�a the overall “master” plann�ng process �s called “Spat�al Plann�ng and 
Strateg�c Development Programm�ng.”

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

In the first Learn�ng Appl�cat�on �n each of the chapters �n th�s ser�es we w�ll be re-
m�nd�ng the reader about how to get the most from each of these reflect�ve exerc�ses.  
F�rst, there w�ll be a box �dent�fy�ng the four key LG roles that most readers represent.  
These are Pol�cy Makers (elected offic�als), CEOs (Ch�ef Execut�ve Officers such as 
mayors, c�ty managers, etc.), F�nance Managers (the ch�ef finance offic�al �n the LG), 
and Department Heads (those �nd�v�duals who are respons�ble for the management 
of spec�fic LG departments such as publ�c works, plann�ng, and human resources).  
Second, we w�ll �nd�cate �n the box those readers we bel�eve w�ll benefit most from 
complet�ng the learn�ng appl�cat�on task.  F�nally, when more than one offic�al �s 
l�sted, we see th�s as an opportun�ty for these �nd�v�duals to get together and compare 
the�r responses.  These Learn�ng Appl�cat�on opportun�t�es can also be mod�fied to 
become tra�n�ng exerc�ses for group learn�ng.  Therefore, our adv�ce �s to make the 
most of these reflect�ve �nterludes �n the text.

When I th�nk of financ�al plann�ng and forecast�ng �n my LG, the follow�ng 
th�ngs come to m�nd:

1. ______________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

2.   _____________________________________________________________________________

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

3. ______________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

linkages tO Other Planning effOrts

F�nanc�al forecast�ng does not ex�st �n a vacuum.  If �t �s not related to and �ntegrated 
w�th other plann�ng efforts, �t w�ll be useless as a tool for the govern�ng body and 
management.  F�nanc�al forecast�ng should be l�nked to the annual budget, cap�tal 
programm�ng, debt plann�ng, trend mon�tor�ng, and long-range strateg�c plann�ng 
efforts.  

budgeTing

F�nanc�al forecast�ng �s a part of the un�fied process of budget�ng.  Budget�ng l�nks 
together pol�cy development, financ�al plann�ng, serv�ce/operat�ons plann�ng, and 
commun�cat�on.  In the annual budget, the financ�al forecast�ng process �ncludes: 

•	 A project�on of the current year’s revenues and expend�tures to the end of the 
fiscal year on wh�ch the next year’s budget �s based.

•	 An est�mate of the next year’s proposed revenues wh�ch should �nclude a 
l�st�ng of all current and proposed revenue sources, pr�or years’ actual rev-
enue collect�ons exper�ence, and the underly�ng assumpt�ons on wh�ch the 
revenue est�mate �s based.  

•	 An est�mate of next year’s proposed expend�tures by central government ac-
count�ng class�ficat�on, department, program or other act�v�ty. 

•	 A l�st�ng of pr�or years’ actual expend�tures. 
•	 And an explanat�on of the events or cond�t�ons that requ�re changes �n op-

erat�ons to comply w�th changes �n law to �n�t�ate new levels of serv�ce or to 
adjust operat�ons to ensure financ�al stab�l�ty or solvency.
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CApiTAl inveSTMenT plAnning

F�nanc�al forecast�ng should be l�nked to the cap�tal �nvestment program (CIP).  LGs 
�n develop�ng countr�es generally finance cap�tal �nvestments w�th own source rev-
enues or w�th central government subs�d�es ded�cated for a spec�fic purpose.  In 
many cases, LGs fund cap�tal �nvestments w�th money left over after the mandated 
or obl�gatory tasks are funded �n the annual budget.  Mak�ng fund�ng dec�s�ons th�s 
way usually depr�ves cap�tal �nvestments of much needed cap�tal and leads to �nfra-
structure decl�ne.

LGs should develop a mult�-year cap�tal �nvestment plan for �nvestments and 
establ�sh project pr�or�t�es for fund�ng subsequent years.  Establ�sh�ng a pol�cy to set 
as�de a certa�n percentage of annual revenue for �nvestment fund�ng �s one way to 
prov�de m�n�mum fund�ng year-to-year.  Operat�ng budget plann�ng can then rely on 
these plans for each subsequent �nvestment �ncrement, and the forecast can reason-
able rely upon the �nvestment plan for future years’ forecasts w�th more certa�nty 
than w�thout the plan.  A LG should not neglect �ts cap�tal plant and �nfrastructure, 
even �n d�fficult econom�c t�mes.

Another aspect of cap�tal programm�ng �s �dent�fy�ng the future operat�ng costs 
of newly constructed fac�l�t�es.  Th�s �nformat�on, conta�n�ng dates and est�mated 
operat�ng expenses, should be �ncluded �n the cap�tal �nvestment plan to show the 
relat�onsh�p of complet�on of construct�on and the open�ng and start-up operat�on 
of a new fac�l�ty.  In the year �n wh�ch the fac�l�ty �s scheduled to open, the �n�t�al 
operat�ng expenses (wages, suppl�es, serv�ces and replacement equ�pment) must be 
funded �n the operat�ng budget for that port�on of the year �n wh�ch the fac�l�ty �s op-
erat�onal.  Unt�l th�s �s done, the fac�l�ty should not be opened.  Operat�ng �mpact for 
the first full year should be �ncluded �n subsequent forecasts as h�gh pr�or�ty fund�ng 
requ�rement.

debT plAnning

Debt plann�ng comes �nto play when �nvestments are financed w�th e�ther bank loans 
or LG bonds.  You w�ll need to determ�ne your country’s laws on allow�ng LG debt.  
Usually, there are two components of debt plann�ng: ex�st�ng debt serv�ce (pr�nc�pal 
and �nterest payments) based on cred�t financ�ng that has been �ncurred and �s be�ng 
pa�d off over a spec�fied matur�ty per�od; and future debt serv�ce.  Future debt serv�ce 
�s the amount of pr�nc�pal and �nterest that may be �ncurred based on the execut�on 
of the cap�tal �nvestment plan us�ng bonds or bank loans to prov�de the necessary 
future financ�ng.  The most �mportant assumpt�on, �n add�t�on to the s�ze, date of 
�ssuance, matur�ty date and structure of the debt, �s the overall �nterest rate that 
w�ll be �ncurred for the new debt.  Interest rate assumpt�ons on debt must cons�der 
nat�onal econom�c cond�t�ons, ava�lab�l�ty of cap�tal, matur�ty date, and structure of 
the debt and cred�tworth�ness of the LG.

Trend MoniToring

Another �mportant act�v�ty to l�nk to forecast�ng �s a trend mon�tor�ng system.  Trend 
mon�tor�ng �s a LG’s effort to mon�tor key econom�c and fiscal stat�st�cs and track 
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them over a per�od of t�me to �dent�fy �mportant trends.  Var�ous stat�st�cs are used 
and could �nclude:

TAx BASE

•	 Value of real estate per cap�ta 
•	 Number and value of bu�ld�ng perm�ts 
•	 Populat�on 
•	 Income tax collect�ons per cap�ta
•	 Bank depos�ts 
•	 Collect�ons from largest taxpayers as a percent of total taxes

DEBT STRUCTURE

•	 Debt per cap�ta 
•	 Debt as a percent of LG assets 
•	 Debt serv�ce as a percent of total revenues or total annual budget 

OPERATIONS 

•	 Total revenues and largest revenue sources 
•	 Property tax collect�on rates 
•	 Expend�tures per cap�tal 
•	 Cash balances/l�qu�d�ty 

An annual analys�s of favourable and unfavourable trends can prov�de an �m-
portant early warn�ng system for LGs.  Pol�cy makers should be aware of �mprove-
ments made as well as apparent deter�orat�on �n the trends.  Encourag�ng counc�l 
adopt�on of an act�on plan to �dent�fy, mon�tor and correct adverse trends �s perhaps 
the most �mportant strateg�c funct�on that management can prov�de.  Incorporat�ng 
such an act�on plan �nto the mult�-year forecast and report�ng on �ts future ach�eve-
ment or non-ach�evement �s an excellent way of l�nk�ng these two plann�ng efforts.

STrATegiC plAnning

LGs �n many countr�es are beg�nn�ng to create strateg�c plans.  As the plans takes on 
add�t�onal �mportance, there w�ll be a need to l�nk forecast�ng to �t.  Strateg�c plan-
n�ng �s a techn�que that �s based on organ�zat�onal analys�s, env�ronmental analys�s, 
and an attempt to �dent�fy �nternal and external factors that w�ll shape an organ�za-
t�on’s future.  Once certa�n future cond�t�ons are �dent�fied, planners develop a v�-
s�on statement, m�ss�on, goals, object�ves, and strateg�es to �nfluence and change the 
organ�zat�on 5 to 10 years �n the future.  Once adopted, the strateg�c plan can serve 
as a bluepr�nt for changes to operat�ons and the need for a d�fferent m�x or use of 
resources to ach�eve LG goals.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_
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We have �dent�fied some but not all l�nkages to financ�al forecast�ng.  What other 
l�nkages to financ�al forecast�ng are �mportant �n your LG?  Why are these l�nkages 
�mportant?
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

what is the PurPOse Of finanCial fOreCasting?

A financ�al forecast serves two bas�c purposes.  

•	 It quant�fies the future �mpact of current dec�s�ons, programs and pol�c�es 
(�mpact analys�s), and 

•	 It �dent�fies and prov�des �nformat�on for analyz�ng the revenue and expend�-
ture adjustment opt�ons needed to close the d�fference between revenues and 
expend�tures (gap analys�s.) 

In both s�tuat�ons, the forecast rel�es on spec�fic pol�cy and econom�c assump-
t�ons.  The d�fference �s: when used for �mpact analys�s purposes, the focus �s on 
pol�cy assumpt�ons.  When used for gap analys�s, �t focuses upon econom�c assump-
t�ons.  For example, a revenue and expend�ture forecast projects the future cost of 
debt serv�ce (pr�nc�pal and �nterest) of a five-year bank loan used to finance local 
development and �nvestments (�mpact analys�s).  It m�ght also be used to project 
the amount of add�t�onal revenues needed �f central government shared revenue �s 
adjusted annually based on �nflat�on averag�ng 15% over the next five years (gap 
analys�s).  Used th�s way, revenue and expend�ture forecasts can �mprove plann�ng, 
budget�ng, and LG dec�s�on mak�ng.

Throughout th�s chapter, the terms “forecast�ng,” “financ�al forecast�ng” and 
“revenue and expend�ture forecasts” are used �nterchangeably.  They refer to the 
preparat�on of all formal forecasts of revenues and expend�tures from short- to long-
term regardless of the number of years.  Mult�-year forecasts w�ll refer more spe-
c�fically to forecasts cover�ng one to ten or more years, but usually med�um-term 
forecasts rang�ng from one to five years.

The financ�al forecast�ng process �s determ�ned by local elected and appo�nted 
offic�als to meet the un�que needs, object�ves, and constra�nts of the LG.  As a result, 
there are many poss�ble approaches and no clear-cut solut�ons.  Nevertheless, some 
general�zat�ons can be made about the process and products expected from mult�-
year financ�al forecasts:
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•	 Unl�ke the annual budget, wh�ch �s generally balanced w�th revenues equal-
l�ng expend�tures, forecasts tend to be unbalanced, w�th expend�tures ex-
ceed�ng revenues.  The reason for th�s �s the methodology of forecast�ng 
wh�ch �s based on current pol�c�es and programs and econom�c assumpt�ons.  
These pol�c�es and assumpt�ons affect revenues and expend�tures d�fferently 
because they grow at d�fferent rates, caus�ng a balanced budget to be unbal-
anced �n the future.  

•	 Expend�ture forecasts are pr�mar�ly extens�ons of current serv�ce programs 
or planned and approved �nvestment programs that are controlled by the LG.  
Revenue forecasts, on the other hand, are based partly on econom�c assump-
t�ons that are beyond the LG’s control, and partly on pol�cy assumpt�ons 
regard�ng the level of taxes and fees that are w�th�n the LG’s control.  

•	 If the actual cond�t�ons d�ffer from the assumpt�ons �n the forecast, then the 
actual revenues and expend�tures w�ll d�ffer from the project�ons.  D�ffer-
ences between actual and projected revenues can usually be traced to:

•	 F�nanc�al control problems for locally generated revenues (such as fees 
and charges, s�nce they are usually w�th�n the LG’s control);

•	 Unforeseen econom�c cond�t�ons that m�ght affect �ncome tax collec-
t�ons; 

•	 F�rst t�me changes �n central government allocated transfers to LGs that 
don’t have a h�stor�cal record of accompl�shment.

D�fferences between actual and projected expend�tures can usually be expla�ned 
by changes �n LG pol�c�es and programs made to balance the budget, meet c�t�zen 
requests, or deal w�th unant�c�pated nat�onal mandates or natural d�sasters.

gOOd gOVernanCe, Citizens and finanCial fOreCasting

One of the bas�c concepts of good governance �s “transparency” or the ab�l�ty to see 
through and �ns�de the pol�cy mak�ng processes.  Forecast�ng revenues and expend�-
tures �s a good example of the �mportance of c�t�zens and other �nterested organ�za-
t�ons be�ng able to “see through” the process.  For example, most countr�es requ�re 
that a LG budget be balanced (projected revenues must equal or be greater than pro-
jected expend�tures.)  But at t�mes, the LG staff overest�mates revenues so that more 
expend�tures (serv�ces to c�t�zens) can be �ncluded �n the budget.  Th�s can happen 
because staff or the ch�ef execut�ve officer choose to do �t, or they are be�ng pressured 
by the pol�cy makers.  When the adopted budget �s announced to the publ�c �t ap-
pears that a certa�n number or level of serv�ces w�ll be prov�ded �n the forthcom�ng 
year.  But over the year, as revenues do not meet the project�ons, serv�ces w�ll need 
to be cut back or deleted so that the total revenues rece�ved are not exceeded.  These 
reduct�ons �n serv�ce levels are not usually announced to the publ�c.  

It �s �mportant for c�t�zens to understand the �mportance of annual budget fore-
casts.  Normally, when a s�ngle staff agency or a mult�-department forecast�ng team 
prepares the forecast, the c�t�zens’ role �s to comment on the resultant forecast �n 
publ�c sess�ons, usually conducted dur�ng the annual budget rev�ew.  However, �f a 
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h�gher level of c�t�zen part�c�pat�on �s des�red, you can use c�t�zens and bus�nesses �n 
s�tuat�ons where the�r �nput can be successfully ut�l�zed.  Th�s helps avo�d govern-
ance by token part�c�pat�on.  One way to accompl�sh th�s �s to �nclude c�t�zens on 
the forecast�ng team.  These c�t�zens should prov�de sk�ll sets that are not ava�lable 
from LG staff such as a stat�st�c�an or computer spec�al�st.  Another way �s to �nv�te 
finance, econom�cs, and bus�ness spec�al�sts from local un�vers�t�es, bus�nesses, and 
government to part�c�pate �n round-table d�scuss�ons concern�ng the local, reg�onal, 
and nat�onal econom�c trends.  Th�s �nformat�on can be very helpful �n acqua�nt-
�ng elected offic�als w�th econom�c �ssues and the�r relat�onsh�ps w�th LG financ�al 
trends.

Rule for good forecast�ng:  Est�mate revenues conservat�vely (low) and expend�-
tures l�berally (h�gh).

tyPes Of finanCial fOreCasts

F�nanc�al forecast�ng has been prev�ously defined as the process that produces a 
project�on of future years’ revenues and expend�tures based on a set of pol�cy and 
econom�c assumpt�ons.  When we talk about types of financ�al forecasts used �n LG, 
the most frequently used class�ficat�on �s based on length—short-term (up to one 
year), med�um-term (1-5 years) and long-term (10+ years.)  For annual budget�ng, 
short and med�um-term forecast�ng �s more useful and relevant than long-term, and 
w�ll be the focus of th�s chapter.  Long-term plann�ng �s used most often �n econom�c 
development plann�ng and strateg�c plann�ng.

length of Forecasts

Short-term Med�um-term Long-term

Number 
of years

0-1 year 1-5 years 10+ years

Uses •	 Operat�ng 
budget

•	 Cash man-
agement

•	 Mon�tor 
budget 
�mplementa-
t�on

•	 Budget�ng
•	 Pol�cy analys�s
•	 F�scal �mpact of leg�s-

lat�on
•	 Ident�fy financ�al 

trends
•	 Cap�tal �nvestment 

programm�ng

•	 Strateg�c plann�ng
•	 Phys�cal and 

econom�c develop-
ment plann�ng

•	 F�scal �mpact 
analys�s

SHorT-TerM (0-1 yeAr)

Short-term forecasts cover a per�od up to one year.  The pr�mary uses of short-term 
forecasts are related to the development of the operat�ng budget and cash manage-
ment.

Short-term forecast�ng helps management prepare a budget for next year based 
on reasonable assumpt�ons.  It also el�m�nates surpr�ses by �dent�fy�ng var�ances 
from expected performance early �n the fiscal year, wh�ch, �f properly used, prov�des 
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t�me for management act�on rather than wa�t�ng for a cr�s�s to happen.  F�nally, �t 
prov�des a tool to mon�tor the budget and assure compl�ance w�th the legal appropr�a-
t�ons.  When problems are �dent�fied, correct�ve act�ons can be �n�t�ated, el�m�nat�ng 
the problems.

oPeratIng Budget

In develop�ng the operat�ng budget, annual forecasts of revenues and expend�tures 
are needed for next year’s budget.  These forecasts may occur at d�fferent t�mes.  For 
example, some LGs prepare prel�m�nary est�mates of next year’s revenues and expen-
d�tures as one of the first steps �n the budget calendar, s�x to n�ne months before the 
start of the fiscal year.  These early est�mates are used by the CEO, govern�ng body, 
and management to a�d �n sett�ng pr�or�t�es and budget gu�del�nes.  The est�mates 
are cont�nually updated, refined, and ult�mately adopted and �ncluded as part of the 
annual budget.

cash management

A second example of the use of short-term forecasts �s �n cash management.  LGs 
should forecast monthly cash �nflows and outflows as a part of prepar�ng the annual 
budget for two reasons: 

•	 To project �nterest earn�ngs on �nvested bank account balances (assum�ng 
that your country allows for the �nvestment of cash �n order to earn �nterest), 
and

•	 To �dent�fy any cash shortfalls and the poss�ble need for �nter�m financ�ng 
(assum�ng that your country allows for LG financ�ng) dur�ng the year.

monItor Budget ImPlementatIon

Another example of the use of short-term forecast�ng �s to mon�tor budget �mplemen-
tat�on.  It �s prudent to mon�tor the budget after adopt�on to forecast the actual per-
formance of revenues and expend�tures compared to budget.  If s�gn�ficant var�at�ons 
from budget are forecast based upon actual operat�ng results, sw�ft management 
act�ons may be needed to br�ng the budget back �nto balance.

MediuM-TerM (1-5 yeArS)

Med�um-term forecasts cover the per�od of one to five years �nto the future.  The pr�n-
c�pal uses are for budget�ng, pol�cy analys�s, leg�slat�on, and cap�tal programm�ng.  

BudgetIng 

For example, �n budget�ng, med�um-term forecast�ng �s used to project gaps be-
tween ant�c�pated revenues and expend�tures dur�ng the next one to five years.  Th�s 
prompts pol�cy d�scuss�on, and hopefully, dec�s�ons to close these gaps.  If dec�s�ons 
are �mplemented, the actual revenues and expend�tures w�ll not be the same and the 
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forecast gap w�ll not be the same.  The altered level w�ll be the result of act�ons taken 
�n response to the forecast.

PolIcy analysIs

Forecast�ng �s also used to a�d pol�cy analys�s.  For example, wage negot�at�ons often 
have �mpl�cat�ons beyond the current year.  Ident�fy�ng alternat�ve scenar�os and the 
future years’ �mpact from these negot�at�ons �s cr�t�cal �nformat�on for pol�cy dec�s�on 
mak�ng today.

Any dec�s�ons regard�ng fund�ng cap�tal �nvestments may have mult�ple �m-
pacts.  They can: 

•	 Reduce the ava�lab�l�ty of funds for operat�ng expend�tures �n the current 
year.  

•	 Potent�ally �ncrease operat�ng costs when the fac�l�t�es are completed �n fu-
ture years.

•	 Have mult�-year �mpl�cat�ons both �n pay�ng debt serv�ce and �n operat�ng the 
fac�l�t�es when they are complete.  

All cap�tal �nvestment dec�s�ons should be made understand�ng what the future 
cost �s and how �t w�ll be funded.  These s�tuat�ons need to be cons�dered w�th the 
future �mpact �dent�fied at the t�me the pol�cy dec�s�ons are made.  Once the dec�s�on 
�s made, the forecast can reflect �t as a future year’s comm�tted cost.  

FIscal ImPact oF legIslatIon

Med�um-term forecasts are useful �n determ�n�ng the fiscal �mpact of leg�slat�on, es-
pec�ally tax or revenue leg�slat�on.  For example, changes �n the allocat�on formula 
for central government shared revenues w�ll have mult�-year �mpact.  Forecast�ng the 
�mpact of th�s change, and present�ng th�s �nformat�on to the govern�ng body, �s one 
way to forestall or reduce the adverse �mpacts upon the LG.

IdentIFy FInancIal trends

Med�um-term financ�al forecasts help management and pol�cy makers �dent�fy finan-
c�al trends that w�ll requ�re management/counc�l act�on to avo�d potent�ally d�sas-
trous financ�al results.  Be�ng prepared el�m�nates surpr�ses and reduces manage-
ment by cr�s�s.  Forecasts also promote more effic�ent operat�ons of LGs.  

caPItal Investment ProgrammIng

Med�um-term financ�al forecasts are also useful �n cap�tal programm�ng.  Cap�tal �n-
vestments normally have a l�fe greater than a year.  As a result, expend�tures related 
to such �nvestments may cont�nue for several years.  

There are two types of expend�tures: construct�on expend�tures and debt serv�ce 
charges, �.e. bank loan repayments.  Because current revenues are l�m�ted, a current 
revenue financ�ng approach that does not borrow mon�es for cap�tal �nvestments but 
only uses revenues currently ava�lable to the LG tends to stretch out the complet�on 
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of a project over a number of years.  To understand more about d�fferent approaches 
for cap�tal �nvestment financ�ng, refer to the F�nanc�ng Cap�tal Plan chapter.

Another mult�-year expend�ture related to cap�tal programm�ng �s debt serv�ce.  
LGs �ncur these expend�tures when they borrow money from banks or other lend�ng 
�nst�tut�ons to construct a cap�tal �nvestment.  The pr�nc�pal amount �s repa�d w�th 
�nterest over the term of the loan.  Annual debt serv�ce charges represent fixed costs 
of the LG once the transact�on (borrow�ng) �s completed, and must be funded �n the 
annual budget.  Med�um-term financ�al forecasts �dent�fy these projected construc-
t�on and debt serv�ce costs by year, so that each year’s �ncrement can be ant�c�pated 
and funded �n the annual budget when needed.

The last use of med�um-term forecasts �n cap�tal programm�ng relates to the 
operat�ng and ma�ntenance costs assoc�ated w�th open�ng a cap�tal fac�l�ty such as a 
new fire stat�on.  Operat�ng and ma�ntenance costs �nclude staff to operate the fac�l-
�ty and suppl�es, serv�ces and equ�pment to ma�nta�n �t.  These costs are normally 
funded �n the operat�ng budget when the fac�l�ty opens.  Includ�ng th�s �tem �n a me-
d�um-term forecast alerts the LG of the need for an �ncrease �n the annual operat�ng 
budget.

long-TerM (10+ yeArS)

Long-term forecast�ng �s most w�dely used �n strateg�c plann�ng, phys�cal and eco-
nom�c development plann�ng, cap�tal programm�ng, and debt plann�ng.  Long-term 
financ�al plann�ng �s un�que and should be stud�ed by ser�ous advocates of financ�al 
plann�ng.  

In summary, a long-term financ�al plan covers a per�od of ten or more consecu-
t�ve years.  It should set out �n deta�l:

•	 The expenses, 
•	 Sources of funds, 
•	 Cash flow project�ons, 
•	 Est�mated asset creat�on, 
•	 Est�mated changes �n levels of equ�t�es and borrow�ng, and 
•	 Est�mates of cont�ngenc�es.  

The plan should outl�ne the reasons the LG �s engaged �n part�cular act�v�t�es, 
�dent�fy all s�gn�ficant forecast�ng assumpt�ons, and est�mate the short-term effects 
of assumpt�ons that �nvolve a h�gh-level of uncerta�nty.

The plan should also adhere to bas�c financ�al management pr�nc�ples, �.e. ade-
quate and effect�ve prov�s�on of the long-term expend�ture needs of the LG, as well as 
annual benefits and costs of d�fferent opt�ons �n determ�n�ng the plan.  Once adopted, 
the govern�ng body should �ssue a report �n subsequent years �n an annual plan of 
any s�gn�ficant changes between what �s conta�ned �n the long-term plan and the 
counc�l’s fund�ng pol�cy, �nvestment pol�cy and borrow�ng pol�cy.  The counc�l should 
expla�n how any mater�al �ncons�stenc�es would be addressed �n future years.
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strategIc PlannIng

Strateg�c plann�ng �s both a process and a product.  As a process, �t uses organ�-
zat�on and env�ronmental analys�s �n an attempt to �dent�fy �nternal and external 
strengths, weaknesses, opportun�t�es, and threats that w�ll shape an organ�zat�on’s 
future d�rect�on.  Th�s �nformat�on �s then used to formulate strateg�c alternat�ves 
over the next ten to twenty years.  A strateg�c plann�ng exerc�se typ�cally creates lay-
ers of goals, object�ves, and strateg�es that prov�de a target path for the operat�ons of 
an organ�zat�on.  In a LG, strateg�c plann�ng typ�cally �nvolves the govern�ng body �n 
a system�c process that seeks to establ�sh a new d�rect�on for the organ�zat�on and 
thus overcome the trad�t�onal �ncremental dec�s�on mak�ng.  The product �s a plan 
that establ�shes the organ�zat�on’s future strateg�c d�rect�on.  That d�rect�on must 
ult�mately be reflected �n the annual budget.  Wh�le the budget has always been a 
cho�ce between d�fferent revenue sources and program expend�tures, �n the future 
the budget must reflect strateg�c cho�ces.  Budgets can be used to �mplement spec�fic 
components of the strateg�c plan, such as �n�t�at�ves to st�mulate econom�c develop-
ment.  On the other hand, the lack of a strateg�c financ�ng plan may, by default, 
constra�n development, local plann�ng, and �nvestments.

PhysIcal and economIc develoPment PlannIng 

Long-term forecast�ng can also be used for phys�cal and econom�c development plan-
n�ng for a commun�ty.  To forecast a commun�ty’s econom�c development potent�al 
ten to twenty years �nto the future, forecasters �n�t�ally must determ�ne the past and 
current state of the local economy.  Th�s would �nclude document�ng: populat�on 
character�st�cs, such as s�ze, age m�x, ethn�c�ty, and educat�on level), �ncome struc-
ture, and employment m�x.  Together, these reveal the capac�ty of local res�dents to 
pay taxes and other �ncome sources cover�ng publ�c expend�tures.  H�stor�c trends 
document past financ�al problems and prov�de forecasters an �nd�cat�on of whether 
there may be financ�al problems ahead.  

FIscal ImPact analysIs

Another tool, used to project long-range changes �n populat�on, �ncome, and land use 
on the local economy, �s a fiscal �mpact model.  The model assumes that changes �n: 
the s�ze and compos�t�on of the populat�on; �ncome levels and d�str�but�on, or land 
use patterns, w�ll affect both revenues and expend�tures of the LG.  F�scal �mpact 
analys�s attempts to determ�ne the magn�tude of such �mpacts by modell�ng var�ous 
scenar�os us�ng current pol�c�es and potent�al pol�cy changes to determ�ne what �m-
pact these m�ght have �n the future.  For example, a large tract of vacant land may 
be r�pe for development, but what type of development should the LG plan for: publ�c 
hous�ng, pr�vate res�dent�al, or commerc�al?  Each alternat�ve and related land use 
w�ll create d�fferent �mpacts upon the LG �n revenue generat�on and expend�tures.  

F�scal �mpact modell�ng helps clar�fy the �mpact of d�fferent pol�cy scenar�os 
so that LG dec�s�on makers can gauge and assess the long-term consequences for 
both the LG and the commun�ty.  Related to the econom�c development �mpact �s the 
�mpact that such a development has on LG’s capac�ty to serve �t.  If a fiscal �mpact 
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model can est�mate the effect of populat�on sh�fts, �ncome groups, and land use on 
LG revenues and expend�tures, then the budgetary effects can also be projected un-
der d�fferent scenar�os.  Th�s can a�d LG budget plann�ng as well as long-range debt 
plann�ng s�nce the t�m�ng and the s�ze of future LG �nvestments �n �nfrastructure can 
be determ�ned and financ�ng arranged to meet future requ�rements.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

Cons�der your LG’s financ�al forecast�ng efforts over the last 1 to 5 years.  Iden-
t�fy spec�fic examples of short-term, med�um-term and long-term financ�al forecasts 
currently used �n your LG.  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

L�st other ways your LG could use and apply financ�al forecasts that you are 
currently not do�ng.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

W�th whom should you d�scuss these forecast�ng needs and what are the major 
po�nts you would want to stress �n these d�scuss�ons? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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resOurCes fOr PrOduCing fOreCasts

There are four pr�mary resources requ�red to produce forecasts: 

Staff w�th requ�red sk�lls, 
Development t�me (based on qual�ty and ava�lab�l�ty of data), 
Data and �nformat�on needs, and 
Computer equ�pment.  

The requ�rement for each depends upon the �ntended uses of the forecast, qual-
�ty of the data and the qual�ficat�ons of the forecast�ng team.  The �deal team to 
support the forecast�ng effort should �nclude a top pol�cy maker, the finance d�rec-
tor, analysts who are knowledgeable �n econom�cs, stat�st�cs and data process�ng, 
and a sen�or financ�al person to lead the project.  A pol�cy maker �s �ncluded on the 
team to ensure that users’ needs are �ncorporated �nto the result�ng forecast process.  
The finance d�rector’s role �s to br�ng knowledge of the local financ�al management 
pract�ces, account�ng and budget�ng to the process.  The finance officer should also 
coord�nate the �nvolvement of other sen�or offic�als to determ�ne the�r needs and to 
locate the data needed to support the forecast�ng processes.  The project team leader 
�s usually a sen�or finance officer or budget officer and �s g�ven the follow�ng respon-
s�b�l�t�es: 

Bu�ld�ng a coal�t�on of key people concerned w�th the forecast, and han-
dl�ng the l�a�son w�th other departments.  
Insur�ng that adm�n�strat�ve and techn�cal aspects can be executed �n a 
t�mely fash�on.  
Recommend�ng key dec�s�ons to top management, such as the econom�c 
and pol�cy assumpt�ons to be bu�lt �nto the forecast.
Gu�d�ng overall development and operat�on of the forecast�ng system.  
Present�ng the result�ng forecasts to the CEO, govern�ng body and/or �ts 
comm�ttees, and others as appropr�ate.

ForeCAST TeAM

Sk�lls of the forecast team are very �mportant.  An understand�ng of econom�cs �s nec-
essary to ensure that the revenue and expend�ture forecast�ng assumpt�ons reflect 
the �nfluences of nat�onal, reg�onal, and local econom�es.  If the LG employs an econo-
m�st, then that person should be �ncluded on the team.  An alternat�ve �s to contract 
w�th a local un�vers�ty or consult�ng firm to prov�de th�s expert�se on the team, or at 
least to rev�ew the econom�c assumpt�ons.

Other organ�zat�ons such as the nat�onal government (M�n�stry of F�nance and 
others), banks, financ�al �nst�tut�ons and bus�ness organ�zat�ons are often �nvolved �n 
econom�c forecast�ng.  They may have resources on wh�ch the LG m�ght draw.  Sta-
t�st�cal sk�lls are �mportant.  The preferred forecast�ng methodolog�es for �ncome tax 
and other econom�c sens�t�ve revenues �nvolve the use of stat�st�cal techn�ques such 

•
•
•
•

•

•

•

•
•
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as mult�ple regress�on analys�s.  These techn�ques can also be used for forecast�ng 
fees and user charges.

developMenT TiMe

Development t�me �s the amount of t�me �t takes to prepare the forecast.  Prepar�ng 
an �n�t�al forecast requ�res more t�me than subsequent updates.  The level of deta�l 
�ncreases the t�me requ�red to produce a forecast.  A cons�derable amount of that 
t�me �s devoted to gather�ng h�stor�cal revenue and expend�ture data and test�ng fore-
cast methodolog�es.  Unless your staff �s exper�enced �n prepar�ng forecasts, they w�ll 
be learn�ng-on-the-job and th�s w�ll �ncrease the development t�me.  Once the �n�t�al 
year’s data and �nformat�on �s gathered, subsequent years requ�re only updat�ng.  As 
a result, the t�me for prepar�ng the forecast �s reduced.  Automated budget�ng and 
financ�al account�ng systems can also reduce the data gather�ng t�me.  Smaller LGs 
m�ght cons�der bu�ld�ng on the exper�ence of other LGs and even us�ng the�r compu-
ter spreadsheets �f they agree.

dATA And inForMATion requireMenTS

H�stor�cal data �s requ�red for the forecast�ng process and most forecast�ng methodol-
og�es use a h�stor�cal exper�ence base to arr�ve at a new forecast.  Actual revenue and 
expend�ture data for the last five years �s usually a m�n�mum requ�rement.  For some 
forecast�ng methodolog�es, a ser�es of ten to fifteen years of observat�ons �s best, �.e., 
regress�on analys�s.  If your LG lacks th�s h�stor�cal data, the only pract�cal solut�on 
�s to use what you have.  In th�s case, you need to recogn�ze that th�s may place l�m�-
tat�ons on the forecast�ng methodology.  Bu�ld your database by add�ng subsequent 
years’ data and over t�me you w�ll reach the necessary levels.

Characteristics of Successful Financial Forecasts include:
A good forecaster, someone who:

•	 understands the s�tuat�on the forecast �s be�ng prepared for,
•	 knows what �s requ�red for successful dec�s�on mak�ng �n that area,
•	 ensures the forecast �s mean�ngful and useful,
•	 �s �nterested �n real �mprovements �n dec�s�on mak�ng,
•	 understands the forecast�ng techn�que and �ts value—knows strengths 

and weaknesses,
•	 understands the env�ronment �n wh�ch forecast occurs,
•	 commun�cates successful forecasts to others, and
•	 tra�ns other managers on var�ous techn�ques and general procedures for 

adapt�ng forecasts to the�r own s�tuat�ons.
Local governments that:

•	 not�ce and reward success
•	 prov�de support from top management
•	 g�ve the forecaster access to resources requ�red to ut�l�ze forecast�ng
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•	 prov�de spec�al�sts �n formal forecast�ng techn�ques
•	 prov�de computer support
•	 prov�de opportun�ty for reduc�ng uncerta�nty wh�ch �mproves the value of 

dec�s�on mak�ng

CoMpuTer SkillS

Data process�ng sk�lls are needed because most stat�st�cal techn�ques requ�re the use 
of computers.  Automat�on of the forecast�ng �ncreases the effic�ency of the team who 
prepare the forecast.  Programm�ng sk�lls are not necessary s�nce electron�c spread-
sheet software packages are ava�lable.

Us�ng these tools, the forecaster can do “what �f” scenar�os and qu�ckly break 
out the expend�tures by d�fferent cost or program categor�es by chang�ng a few as-
sumpt�ons or select�ng a d�fferent var�able.  Personnel w�th these sk�lls can be found 
at local un�vers�t�es or pr�vate consult�ng or account�ng firms, �f not ava�lable on the 
LG’s staff.

Mult�-year revenue and expend�ture forecasts can be prepared w�thout com-
puters—�t just takes longer.  On the other hand, computers are necess�ty �f the LG 
des�res to perform deta�led revenue and expend�ture forecasts or test d�fferent “what 
�f” scenar�os such as us�ng vary�ng �nflat�on rates or other econom�c assumpt�ons to 
test d�fferent program pol�cy opt�ons.

fOreCasting rOles and resPOnsibilities

Mult�-year forecast�ng �s a cooperat�ve effort among elected and appo�nted LG offi-
c�als.  There are three categor�es of people who should play a key role �n prepar�ng or 
rev�ew�ng a mult�-year forecast of revenues and expend�tures.

legiSlATive

The leg�slat�ve category �ncludes the govern�ng body and appropr�ate comm�ttees.  
Counc�l representat�ves should concern themselves w�th approv�ng the overall finan-
c�al and program pol�c�es of the LG on wh�ch forecasts are based.  The�r role �n the 
forecast�ng process depends upon whether or not �t was the�r �n�t�at�ve.  If the �m-
petus for financ�al forecast�ng came from the counc�l, then the elected offic�als may 
feel that they deserve an act�ve role �n the des�gn of the forecast�ng system.  However, 
th�s may be carr�ed out through a comm�ttee of the counc�l.  If the �mpetus for the 
forecast�ng process came from the CEO, then the counc�l’s role may be more properly 
l�m�ted to prov�d�ng pol�cy gu�dance to the CEO and the forecast�ng team.  Regardless 
of whose �dea �t �s, the govern�ng body should rev�ew any result�ng forecasts.  

exeCuTive

The execut�ve category �ncludes the CEO.  The CEO’s role �s to develop and recom-
mend financ�al pol�c�es to the counc�l for cons�derat�on and to execute the�r pol�cy de-
c�s�ons.  The CEO translates pol�cy gu�dance from the counc�l �nto spec�fic d�rect�on 
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that can be appl�ed to the forecast.  In the forecast�ng process, the CEO should rev�ew 
the forecast, ensure that the forecast adheres to the pol�cy gu�dance, make changes, 
as needed, and present the recommended forecast to the govern�ng body.

FinAnCe And MAnAgeMenT STAFF

Th�s category �ncludes the finance d�rector and staff, the forecast team, and depart-
ment d�rectors.  The finance d�rector �s usually the person ass�gned the respons�b�l�ty 
to prepare the forecast.  The finance d�rector has the knowledge of finance, budget-
�ng, and account�ng, as well as access to the �nformat�on needed to support the plan-
n�ng process.  The finance d�rector also has an establ�shed relat�onsh�p w�th the CEO 
and the LG F�nance/ Econom�c Comm�ttee through the budget�ng process that uses 
the forecast�ng process.  The finance department staff generally has the knowledge of 
the adm�n�strat�ve and financ�al management pract�ces, account�ng, and budget�ng 
processes to support forecast�ng.  They may also have the computer and stat�st�cal 
sk�lls needed to analyze the data and perform the analys�s requ�red �n forecast�ng.

A forecast�ng team �s organ�zed by the finance d�rector to carry out the fore-
cast�ng ass�gnment.  The finance d�rector e�ther forms an ad hoc team or creates a 
permanent un�t �n the finance organ�zat�on.  The forecast�ng team can be made up of 
finance and budget personnel, or persons w�th more d�verse sk�lls from throughout 
the organ�zat�on and even �nclude consultants or c�t�zens w�th spec�al�zed sk�lls.  The 
source of the personnel compr�s�ng the team �s less �mportant than the sk�lls on the 
team.

Department d�rectors may or may not be �nvolved �n the forecast�ng process.  
Th�s depends upon the approach taken to prepare the forecast.  For example, �n a 
central�zed approach where much of the forecast �s done by a s�ngle agency, such 
as the finance department, the department d�rectors are generally not �nvolved.  In a 
decentral�zed approach, department d�rectors may be asked to prov�de forecasts for 
the department programs based on current serv�ce levels or future comm�tments, 
and may even serve on the forecast�ng team.  Add�t�onally, �f revenue collect�on were 
decentral�zed, then the finance department would request the collect�ng agency to 
forecast the revenue collect�ons based on �ts exper�ence.  

Of these key persons, two are essent�al to the success of the forecast�ng project—
the strong and cont�nu�ng support of the CEO, the govern�ng body, and the mana-
ger�al and organ�zat�onal support of the finance d�rector.  W�thout such a un�fied 
comm�tment dur�ng the development per�od, the forecast�ng project may be v�ewed 
as mean�ngless by department d�rectors and m�ddle management.  Th�s, �n turn, un-
derm�nes the use of the forecasts.  W�thout the finance d�rector’s support, the project 
w�ll lack the comm�tment of staff and resources to make the project successful.

ConTribuTory orgAniZATionS And uTiliTy diSTriCTS

Many local governments have contr�butory organ�zat�ons and ut�l�ty d�str�cts that af-
fect the�r annual budgets.  

A contr�butory organ�zat�on �s a sem�-autonomous legal governmental ent�ty 
created by the LG.  A foundat�on agreement adopted by the LG defines, �n general 
terms, the core act�v�t�es to be performed by the organ�zat�on.  Examples �nclude 



162 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

ports, markets, commerc�al enterpr�ses such as hotels and restaurants, tollways, 
commun�cat�ons, hous�ng, etc.  The number of contr�butory organ�zat�ons and scope 
of the�r dut�es var�es among LGs and countr�es.  Because these organ�zat�ons may 
rece�ve contr�but�ons from the LG and/or contr�bute to the LG, contr�butory organ�-
zat�on staff should be �ncluded �n the forecast�ng process.  The�r bus�ness act�v�t�es 
and future financ�al cond�t�on may have an �mpact on the LG and should be �n-
cluded �n the forecast.  Add�t�onally, they may cons�der develop�ng s�m�lar forecast�ng 
processes to complement the governmental forecast�ng process w�th agreed-upon 
assumpt�ons.

A ut�l�ty d�str�ct �s a central/prov�nce government operated enterpr�se that 
serves a geograph�c area w�th a publ�c serv�ce, such as water and sewer or electr�c�ty.  
A ut�l�ty d�str�ct �s created by central/prov�nce government and respons�ble to the 
central/prov�nce government for �ts act�ons.  Ut�l�ty d�str�cts are generally not �n-
cluded �n the forecast�ng process because they do not rece�ve contr�but�ons from the 
LG or contr�bute a port�on of the profits to the LG.  However, the LG should establ�sh 
contact w�th these organ�zat�ons to be alert to any future changes.  Th�s �ncludes 
changes �n the level of serv�ce, rate schedules or add�t�on of new fac�l�t�es that m�ght 
affect LG operat�ons and serv�ce costs.  

PerfOrManCe Measures and the finanCial fOreCasting 
PrOCess

Performance measures prov�de a bas�s for mak�ng dec�s�ons that reflect c�t�zens’ pr�-
or�t�es and del�ver on the publ�c’s des�re to get value for the�r money.  F�nanc�al plan-
n�ng and forecast�ng projects the cost of ach�ev�ng those pr�or�t�es �nto the future and 
allows pol�cy makers to evaluate var�ous alternat�ves for ach�ev�ng those pr�or�t�es.  
For pol�cy makers, the �ntegrat�on of financ�al plann�ng/forecast�ng and performance 
�nformat�on makes �t poss�ble to make better bus�ness dec�s�ons—to �nvest resources 
where taxpayers rece�ve the h�ghest return on the�r �nvestment.  W�thout good plan-
n�ng and performance �nformat�on, dec�s�on-makers are, �n effect, guess-makers.  

fOur MethOds Of fOreCasting

The proper approach to forecast�ng depends upon the per�od cons�dered.  Short-term 
forecasts generally do not requ�re a soph�st�cated approach.  Long-term forecasts, 
such as develop�ng a commun�ty econom�c development plan, requ�re a much more 
soph�st�cated model because of the uncerta�nty �nvolved.  Wh�le both short- and long-
term are of �nterest, the focus �n th�s sect�on �s on the med�um-term forecast (one to 
five years.)

Med�um-term forecasts have the most ut�l�ty w�th management and pol�cy mak-
ers because they are:

An extens�on of current pol�cy,
More certa�n and therefore cred�ble, and
Occur w�th�n the term of the current LG elected offic�als.

•
•
•
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Forecasts do not always have to be accurate to be effect�ve.  In fact, �n forecast-
�ng, accuracy �s less �mportant than the process.  The process �tself may turn out 
to �mprove the effect�veness of the LG operat�ons.  For example, �f a LG forecasts a 
revenue shortfall �n two years, the magn�tude of the shortfall �s less �mportant than 
the fact that there w�ll be one.  If the LG acts to address the future shortfall now, then 
the forecast process has �nfluenced pol�cy makers to act earl�er than they would have 
otherw�se, thereby �mprov�ng the LG’s future years financ�al cond�t�on.

In general, there �s a trade-off between the cost of collect�ng data for the forecast 
and the amount and accuracy of �nformat�on �n the methodology.  The s�mpler meth-
ods cost less, requ�re less exper�enced forecasters, and �nvolve less t�me to produce a 
forecast.  The more complex methods �nvolve a greater number of var�ables, are more 
amenable to system�c analys�s, and prov�de more useful �nformat�on for analyz�ng 
pol�cy cho�ces.

Th�s sect�on �dent�fies four methods of forecast�ng revenues and expend�tures 
for med�um-term forecasts.  These methods vary from the s�mple to the complex, 
from the �nexpens�ve to expens�ve—and from those that requ�re few sk�lls to those 
that requ�red h�ghly sk�lled personnel.  The cho�ce of method depends upon the types 
of revenues and expend�tures be�ng forecast, the needs of the user, the capab�l�t�es 
and the sk�lls of the forecaster, and the t�me allotted.

Summary of Advantages and disadvantages of Four Forecasting Methods
Method Advantages D�sadvantages
Expert or Best 

Judgment
Produces reasonably accu-
rate forecasts. 
Relat�vely low costs.

•

•

Lack of an expl�c�tly stated 
techn�que makes �t d�fficult 
to determ�ne what was r�ght 
or wrong when analyz�ng the 
forecast methodology.  

•

Dependence upon a s�ngle 
�nd�v�dual may hamper LG’s 
effect�veness �f that person 
leaves the organ�zat�on.

•

L�kely to prove weak when the 
forecast �s extended beyond 
one year, because of the 
greater number of factors that 
must be taken �nto account.

•

Trend S�mple techn�que to use.• Does not pred�ct a turn�ng 
po�nt �n a var�able (�.e., �t w�ll 
cont�nue to project �ncreases 
[decreases] �n the var�able re-
gardless of what the economy 
does because �t �s h�stor�cally 
based.) 

•

Fa�rly accurate pred�ctor of 
the next one or two future 
years.

• Not useful �n pol�cy analys�s 
(�.e., to ant�c�pate econom�c or 
demograph�c changes �n the 
commun�ty.)

•
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Rel�able tool for revenues and 
expend�tures not sens�t�ve to 
econom�c cond�t�ons.

•

Inexpens�ve.•

Determ�n�st�c S�mple to use.• Rel�es on fixed relat�onsh�ps 
between �nputs and act�v�t�es.

•

Accurate for revenue and ex-
pend�ture short and med�um 
forecasts for var�ables not 
subject to changes �n eco-
nom�c cond�t�ons.

• Uses averages as a major var�-
able �n the forecast, mak�ng �t 
less respons�ve to changes �n 
the economy.

•

Useful for econom�cally 
determ�ned var�ables over 
long per�ods of t�me because 
changes �n bus�ness cycles 
tend to cancel out and aver-
ages become more depend-
able.

• Depends on assumpt�ons usu-
ally based on exper�ence.  

•

Accurate and su�table for 
forecast�ng grow�ng areas.

• Less l�kely to accurately fore-
cast revenues and expend�-
tures �n areas of decl�ne us�ng 
the determ�n�st�c method

•

Inexpens�ve.  •

Econometr�c Only methodology that lends 
�tself to project�ng revenues 
or expend�tures based on 
changes �n the economy.

• More costly.•

More accurate than other 
techn�ques because, unl�ke 
the best judgment method, 
�t �s based on behav�oural 
relat�onsh�ps that can be 
measured and evaluated.  

• Requ�res a person•

It (regress�on techn�que) �s 
not l�m�ted to forecast�ng �n 
one d�rect�on l�ke trend l�ne 
techn�ques.  

• Tra�ned �n econom�cs and sta-
t�st�cs to develop the forecast-
�ng equat�ons.

•

Tests whether a relat�onsh�p 
between var�ables �s, �n fact, 
stat�st�cally s�gn�ficant. 

• Requ�res cons�derably more 
t�me for data collect�on and 
�nput for regress�on analys�s. 

•

Cons�ders mult�ple var�ables 
�n mak�ng project�ons rather 
than the s�ngle var�ables �n 
determ�n�st�c techn�ques.

• More complex than the other 
alternat�ves and has more 
potent�al for errors.

•

experT or beST JudgMenT

The “expert” or “best judgment” method rel�es upon a person or “expert” to forecast 
revenues and expend�tures.  It �s d�fficult to say much about the “expert” forecast 
s�nce there �s no s�ngle techn�que or procedure employed �n th�s method of forecast-



165CHAPTER 2:  FINANCIAL PLANNING

�ng.  The “expert” s�mply uses h�s subject�ve feel�ngs, long-term exper�ence, expert�se, 
and fam�l�ar�ty w�th revenue and expend�ture patterns to make a forecast.  The suc-
cessful expert �s someone who knows the financ�al system, the local economy and 
knows how to obta�n add�t�onal �nformat�on.  The key �ngred�ent �n th�s method �s 
find�ng the “expert.”  Long-t�me finance or budget officers are often referred to as 
forecast�ng “experts” �n a LG.

The expert method can be appropr�ately used as a “best guess” for revenue 
sources where there �s l�ttle �nformat�on on wh�ch to base a future year’s est�mate.  
One of those categor�es m�ght be transfers from the central government.  Often these 
revenues are set by formula us�ng �nformat�on not ava�lable to local offic�als, and 
adjusted at the last moment w�th uncerta�n �mpacts across the country.  An opt�on 
�n us�ng the “best guess” techn�que �s to s�mply assume that the transfer revenue 
w�ll be a part�cular amount.  For example, transfers from the central government for 
a spec�fic program last year are a reasonable est�mate for next year, or based upon 
�nformat�on from the central government, they w�ll be x% below/above last year.  

Trend ForeCASTing

Trend forecast�ng �s a techn�que that rel�es ent�rely upon t�me as the only determ�n-
�ng var�able.  Trend techn�que depends upon the year-to-year change of a pr�or year’s 
var�able (�.e., revenue source or expend�ture category) to forecast revenues and ex-
pend�tures.  By determ�n�ng the changes �n past years, certa�n revenues and expen-
d�tures can be projected qu�te accurately �nto the future.

Local offic�als w�sh�ng to use trend techn�ques �n forecast�ng should be aware of 
the underly�ng assumpt�ons �nherent �n the methodology.  Trend techn�ques assume 
that t�me �s the sole �mportant determ�nant used to produce fa�rly accurate future 
forecasts of revenue and expend�ture streams.  It also assumes that the growth rate 
�n a future year w�ll be the same as �t was �n �mmed�ate past years.  Th�s assumpt�on 
can be made more real�st�c by cons�der�ng a longer per�od over wh�ch to measure the 
past changes.

A rev�ew of a year-to-year change of a var�able (revenue source or expend�ture) 
can produce d�fferent conclus�ons about the type of change that has occurred and 
how that w�ll be used for project�ons.  There are three poss�b�l�t�es: 

•	 If a var�able has not changed �n the past, the var�able may be assumed to not 
change �n the project�on per�od; 

•	 If the var�able has �ncreased by a constant amount each year �n the past, �t 
�s reasonable to assume that �t w�ll �ncrease each year by the same absolute 
amount from pr�or years; and 

•	 If the var�able �ncreased each year by approx�mately the same percentage, 
then that percentage rate of �ncrease (or decrease) may be used as a constant 
growth rate �n the future as �t has been used �n the past.  For example, �f a 
revenue source has �ncreased 9% each year for the last five years, one can 
assume that next year’s �ncrease w�ll be approx�mately 9%.  

Note that the trend techn�que assumes that the past �s a good pred�ctor of the 
future.  Unfortunately, that �s not always true.
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stePs For usIng the trend technIque

To use the trend techn�que to forecast a var�able, you take the follow�ng steps:

•	 Select the var�able (revenue source or expend�ture category) that you want to 
forecast.

•	 Gather actual data about the performance of the var�able over several past 
years.  The accuracy of the trend l�ne forecast w�ll �mprove when a longer 
h�story of the revenue or expend�ture �s used.  Generally, forecasters rely on 
the most recent five years of a revenue source or expend�ture for forecast�ng, 
but a s�x to ten year base �s not uncommon and enhances the rel�ab�l�ty of 
project�ons based on the trend l�ne.

•	 Rev�ew the data for each year look�ng for one-t�me occurrences (rate changes, 
base changes.)  Clean the data, �.e., the one-t�me occurrences should be 
�dent�fied and removed from the var�able to avo�d skew�ng the results.

•	 Analyze the data to see �f they represent a constant percentage change or an 
absolute amount of change each year over t�me.  Plott�ng these po�nts on a 
graph may be helpful.

•	 If the trend appears to approx�mate a stra�ght l�ne (l�near), then an abso-
lute amount of change each year �s a reasonable assumpt�on.  If the plotted 
po�nts appear to follow a nonl�near path, a constant growth rate �s a reason-
able assumpt�on.  

•	 Use the follow�ng formula, to determ�ne the percentage rate of change or 
growth rate of a var�able (revenue or expend�ture) between per�ods, where g 
equals the percentage growth rate of a var�able; V �s the var�able and t �s the 
per�od of t�me.

(Vt - Vt-1 )
gt= --------------   x 100

( Vt-1 )
•	 To use the formula for mul-

t�ple years, calculate the 
growth rate for each year, 
total the rates and d�v�de 
by the number of years to 
produce an average annual 
compound growth rate.  

•	 To apply the growth rate to make next year’s project�on, convert the annual 
compound growth rate to a dec�mal by d�v�d�ng by 100; add 1.00 and mult�-
ply that sum by the latest per�od amount to arr�ve at next per�od’s projected 
revenue or expend�ture.

•	 Repeat the process for the next per�od.  

The trend method �s appropr�ate for forecast�ng revenues and expend�tures that 
are not t�ed to econom�c cond�t�ons and where the rate of change year-to-year �s not 

example using formula
Revenues 2006 = 100,000
Revenues 2005 = 98,000

Step 1:     (100,000-98,000) x  100 = g
                  98,000
Step 2:           2,000      x   100   =   g
                    98,000
Step 3:      0.0204       x     100   = g
Step 4:     2.04%   = g

example using formula
Revenues 2006 = 100,000
Revenues 2005 = 98,000

Step 1:     (100,000-98,000) x  100 = g
                  98,000
Step 2:           2,000      x   100   =   g
                    98,000
Step 3:      0.0204       x     100   = g
Step 4:     2.04%   = g
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absolute, but shows a fa�rly constant percentage change w�thout s�gn�ficant annual 
var�at�ons.  For example, local fees and taxes m�ght fit these cond�t�ons.

Let’s look at an example of how a LG would forecast �ts local taxes and fees 
revenues (currency �n m�ll�ons) wh�ch have been slowly �ncreas�ng over the last five 
years as shown �n the table below; our object�ve �s to project the fees for 20xx us�ng 
the trend techn�que.

The actual data for each year was obta�ned from the finance department’s end 
of year account�ng records.  The year-to-year change was calculated us�ng the for-
mula descr�bed above, and the sum of the annual changes d�v�ded by 5 equals a 
+2.91% constant growth rate.  Th�s growth rate d�v�ded by 100 converts the percent-
age rate to a dec�mal plus 1.0 t�mes the most recent actual or est�mate produces the 
2011 forecast for property taxes of 32.53 m�ll�on (your country’s currency).  The table 
shows the results of the above calculat�ons for each year.

Forecast of a lg’s local Fees and Taxes for 2011 
using 6 base years 2005-2011 (in millions)

Est�mated 
Revenue 
Source

Actual 
2005

Actual 
2006

Actual 
2007

Actual 
2008

Actual 
2009

Actual 
2010

Projected 
2011

Local taxes 
and fees

27.4 28.5 29.0 30.4 30.5 31.6 32.52

% Change 
from pr�or 
year

+4.01 +1.75 +4.83 +0.33 +3.61 +2.91

deTerMiniSTiC ForeCASTS

Determ�n�st�c methods are used for forecast�ng both revenue sources and expend�-
tures, wh�ch use other factors than t�me to project a var�able for short and med�um-
terms.  For revenue sources, th�s may �nclude property taxes, local fees for serv�ces, 
alcohol/ tobacco fees, and other adm�n�strat�ve fees.  For expend�tures, th�s may 
�nclude wages and salar�es, �nsurance, and soc�al ass�stance payments.  These deter-
m�n�st�c methods may also be used w�th fiscal �mpact analys�s.  A var�ant of the de-
term�n�st�c approach may be most useful when cons�der�ng longer-term project�ons 
�n pol�cy analys�s.  They can be used to assess the �mpact of such dec�s�ons as zon�ng, 
commun�ty econom�c development plann�ng, and comprehens�ve plan development.  

Determ�n�st�c forecasts use other factors than t�me �n “determ�n�ng” projec-
t�ons.  These factors may �nclude changes �n populat�on, customers served, or other 
soc�al and econom�c var�ables that d�rectly affect revenues or expend�tures.  The 
most common determ�n�st�c forecasts rely on pre-establ�shed formulae �n calculat�ng 
a projected revenue or expend�ture.  For example, the forecaster may determ�ne that 
over the last few years the local fee revenue collected averaged 13.65 (your country’s 
currency) per res�dent.  The forecaster then m�ght project that, s�nce �t �s ant�c�pated 
that the populat�on w�ll �ncrease by 1,000 dur�ng the next year, there w�ll be an ad-
d�t�onal 13,650 (�n currency) collected from these fees.



168 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

A more real�st�c use of determ�n�st�c forecast�ng �s to project expend�tures us-
�ng real �nputs on the expend�ture s�de of the budget.  For example, let us assume 
that the LG prescr�bes that no more than 75 cases be ass�gned to a soc�al ass�stance 
worker at any one t�me.  If �t �s ant�c�pated that 1,000 new res�dents w�ll �nclude 
300 new soc�al ass�stance cases, then a determ�n�st�c est�mate of the number of new 
caseworkers who must be h�red �s 4 (300 new cases / 75 = 4 new soc�al ass�stance 
workers.)

Each of these examples �ncludes some part�cular assumpt�ons that should be 
understood before proceed�ng to use determ�n�st�c forecast�ng.  Determ�n�st�c fore-
cast�ng assumes that there are fixed relat�onsh�ps between the �nputs and the ac-
t�v�t�es.  For example, �n the above example, each soc�al worker cannot assume any 
more than 75 cases.  It makes no d�st�nct�on between type and complex�ty of cases 
or exper�ence of personnel, nor does �t cons�der the poss�b�l�ty of �ncreased worker 
product�v�ty for handl�ng marg�nal �ncreases �n workload.  It also expl�c�tly assumes 
that the level of serv�ce be�ng prov�ded at that fixed level �s constant, and of course, 
adequate.  That may not be the true s�tuat�on.  Lastly, determ�n�st�c forecast�ng rel�es 
on the use of averages, and averages do not fluctuate w�th s�gn�ficant changes �n 
the economy.  In th�s case, us�ng averages per cap�ta may understate the forecast 
revenue or expend�ture �n an expand�ng economy, or overstate them �n a decl�n�ng 
economy.

stePs In the determInIstIc method

Use the follow�ng steps when forecast�ng w�th the determ�n�st�c method:

•	 Select the var�able (revenue source or expend�ture category) to forecast.
•	 Determ�ne the formula appl�cable to forecast�ng the spec�fic revenue or ex-

pend�ture, for example, the number of un�ts x un�t pr�ce = total revenue or 
expend�ture.

•	 Gather actual h�stor�cal data about performance of the var�able by �dent�fy-
�ng the cr�t�cal factors that determ�ne the outcome of the var�able over the 
past years.  Generally, forecasters rely on the most recent five years of a 
revenue source or expend�ture for forecast�ng.

•	 Analyze each component of the data.  Ident�fy �n each component the factors 
that cause the component to change or to rema�n constant over t�me.  These 
factors m�ght be: populat�on changes; changes �n the number of customers; 
tax rate changes approved by the govern�ng body or central government; 
changes �n pol�cy; serv�ce levels or areas; or other factors.  Also, note that 
factors are w�th�n the control of LG or other levels of government.  

•	 Ident�fy any l�m�tat�ons �mposed by law or local pol�cy upon the revenue 
source or expend�ture.

•	 Make assumpt�ons about the components �n the formula that w�ll grow/ 
decl�ne w�thout LG act�on (�.e., populat�on, customers served) and �dent�fy 
the components that are subject to change by LG act�ons (�.e., tax rates, fee 
schedules or salary levels.)  Base the �n�t�al forecast on cont�nuat�on of ex�st-
�ng rates, schedules and salary levels based on your analys�s �n �tem 4 above 
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for the year to be projected, and assume that other components w�ll cont�nue 
to change as they have �n the past.  

•	 Apply the formula and produce the forecast var�able.

ForecastIng revenues WIth determInIstIc method

Let’s try to apply these steps to an example, to forecast property taxes for a hypothet�-
cal LG.  The formula used for calculat�ng property taxes �s:

Tax Base (land area in square meters)

x

tax rate (Currency/square meter) x collection rate

=

current property tax revenue.

Th�s could be made more prec�se by subd�v�d�ng the land area �nto d�fferent 
uses for tax purposes that m�ght have d�fferent rates appl�ed.  In the table below, the 
data shows that the tax base area �s slowly grow�ng each year by a constant amount 
due to adjustments to the area of the LG and new development.  We may assume that 
�t w�ll cont�nue �n the near term.  The tax rate �s set by the govern�ng body and the 
current rate �s assumed to cont�nue.  The collect�on rate �s the five year h�stor�cal av-
erage s�nce there �s l�ttle year-to-year change.  By us�ng the predeterm�ned formula, 
(the tax base t�mes the tax rate t�mes the h�stor�c collect�on rate of 90 for taxes not 
collected �n th�s fiscal year) produces the projected tax collect�ons for 2012, based on 
these assumpt�ons.  Mod�fy�ng any one of the components of the var�able changes 
the projected revenue.  The table below d�splays the data elements and projected 
revenue.  

Historical property Tax base, Tax rate, Collections, and projections 2006-2012

Revenue 
Source
Property 
Tax

2006
Actual

2007
Actual

2008
Actual

2009
Actual

2010
Actual

2011
Est�mate

2012
Projected

Tax Base
(Sq. meters 
�n 000’s)

5,990   6,010 6,030 6,150 6,170 6,190.  6,210

Tax Rate
(Currency/
sq. meters)

3.20 2.90 3.00 3.00 3.00 3.05 3.05

Total 
Revenue 
Due
(Currency 
�n 000’s)

19,168 17,429 18,090 18,450 18,879 18,888.  18,940

Collect�on 
Rate 

.91 .89 .90 .92 .91 .90 .90
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Collect�ons
(Currency 
�n 000’s)

17,443 15,512 16,281 16,974 17,180 17,000 17,046

Tax Rate 
L�m�t 

3.50 3.50 3.50 3.50 3.60 3.60 3.60

ForecastIng exPendItures WIth determInIstIc method

To forecast expend�tures us�ng the determ�n�st�c method, the same systemat�c ap-
proach �s followed and a predeterm�ned formula appl�ed.  For example, to est�mate 
the cost of staffing a new fac�l�ty, the follow�ng data should be gathered: the est�mated 
number of persons to be h�red based on other comparable fac�l�t�es; the average sal-
ary and wages for full t�me equ�valent (FTE) pos�t�ons at a comparable fac�l�ty, and the 
port�on of the year that the fac�l�ty w�ll be �n use �n �ts first year.  Tak�ng the number 
of personnel, t�mes the average salary per FTE, t�mes the fract�on of the year the fac�l-
�ty w�ll be open, w�ll produce a project�on of the staffing cost for the open�ng year of 
operat�on.  Subsequent years’ costs can be forecast based on full year’s staffing, plus 
add�t�onal personnel and adjustments for �nflat�on.

eConoMeTriC or STATiSTiCAl ForeCASTing

Econometr�c forecast�ng comb�nes econom�c pr�nc�ples w�th stat�st�cal theor�es.  (For 
ease of read�ng, we w�ll refer to th�s method as econometr�c forecast�ng.)  Econometr�c 
models perm�t the forecaster to cons�der the effects of several var�ables on a revenue 
or expend�ture.  The object�ve �s to �dent�fy �ndependent var�ables such as d�sposable 
�ncome, populat�on, pr�ces, �nflat�on, etc., that prov�de the “best fit” to a h�stor�cal 
data ser�es.  These can be used to project future changes �n a revenue source or ex-
pend�ture t�ed to the economy, such as �ncome tax or fuel pr�ces.

Regress�on analys�s �s the most common approach to econometr�c forecast�ng.  
Th�s process �nvolves four steps to forecast revenues or expend�tures �ndependently 
us�ng stat�st�cal regress�on analys�s.  

•	 Spec�fy a funct�onal relat�onsh�p between a part�cular revenue source and 
expend�ture and one or two �ndependent var�ables; one approach �s to use a 
set of �ndependent var�ables that prov�de the “best fit” to a ser�es of h�stor�-
cal revenue data po�nts.  Forecasters use stat�st�cal regress�on techn�ques to 
test each var�able and choose those that prov�de the best fit based on a set 
of cr�ter�a.

•	 Collect h�stor�cal data for the dependent var�able (revenue source or expend�-
ture) be�ng analyzed and each of the �ndependent var�ables.  Forecasters rely 
on the most recent five years of a revenue source or expend�ture for forecast-
�ng.

•	 Stat�st�cally est�mate the hypothes�zed relat�onsh�p us�ng l�near regress�on.
•	 Use the projected values of the �ndependent var�able to produce the forecast 

of the revenue or expend�ture ser�es.  
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Econometr�c forecast�ng �s best su�ted to forecast�ng revenue var�ables that are 
respons�ve to econom�c cond�t�ons.  

MOdel building

The above d�scuss�on has covered the var�ous methods of forecast�ng revenues and 
expend�tures.  Now let’s cons�der how we can br�ng these together.

Model bu�ld�ng �s a common approach.  A model �s a systemat�c approach to 
plann�ng and forecast�ng that �ncludes the use of scenar�os.  Collect�vely, a model 
presents a v�ew of a future cond�t�on based on a set of assumpt�ons.  By chang�ng 
the assumpt�ons, the forecaster can measure the effect changes �n pol�cy or econom�c 
cond�t�ons w�ll have upon the model.  Th�s �nformat�on �s useful to pol�cy makers to 
understand the long-term �mpact of changes �n var�ables or pol�cy dec�s�ons.

Models can be bu�lt w�th or w�thout computers.  W�thout computers, a model 
takes longer to bu�ld and �s l�m�ted �n the number of scenar�os that can be run.  Us-
�ng a computer and spreadsheet-based software to construct a model �s preferred 
for financ�al plann�ng and forecast�ng.  Computers are be�ng used for a number of 
financ�al plann�ng and forecast�ng appl�cat�ons, such as fiscal �mpact modell�ng, 
econometr�c and stat�st�cal modell�ng, econom�c development modell�ng, cost rev-
enue analys�s and strateg�c financ�al plann�ng.

The advantages of us�ng m�crocomputer based models and spreadsheet soft-
ware for financ�al plann�ng and forecast�ng �nclude:

•	 The ease of construct�on and ab�l�ty to rev�se the model, 
•	 The speed and flex�b�l�ty to prepare “what �f” scenar�os,
•	 The relat�ve low cost of computer and spreadsheet software, 
•	 The need for only an analyst or two to ma�nta�n the system—no program-

mers—and
•	 Its potent�al to �mprove understand�ng of relat�onsh�ps among var�ables.

Computer modell�ng a�ds dec�s�on mak�ng.  Assum�ng that a model �s properly 
constructed, us�ng a few keystrokes to change an assumpt�on and produce a new 
forecast �n a few m�nutes �s of cr�t�cal �mportance to dec�s�on makers.  T�me �s then 
spent analyz�ng the �mpact of the change and potent�ally �nfluenc�ng the dec�s�on 
mak�ng process.  Th�s �s known as computer dec�s�on support, wh�ch emphas�zes 
data analys�s, rather than data capture.  Dec�s�on support makes �t eas�er for LG 
offic�als to analyze data to �dent�fy relat�onsh�ps, patterns, and �mpl�cat�ons of dec�-
s�ons.  

On the down s�de, bu�ld�ng a computer model may requ�re a person sk�lled �n 
computer spreadsheet appl�cat�ons and forecast�ng methodology.  Computer model-
l�ng can also be extremely complex, and may eas�ly produce errors �n the forecast �f 
the person develop�ng the model �s not part�cularly caut�ous.  

Before undertak�ng a mult�-year (med�um- term) forecast�ng project, the fore-
caster should cons�der the needs of the LG, the appl�cab�l�ty of d�fferent forecast�ng 
methods, the spec�fic revenues and expend�tures to be forecast, the ava�lab�l�ty and 
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accuracy of pr�or year’s data, costs assoc�ated w�th each method, and the sk�lls of 
personnel bu�ld�ng the model and produc�ng the forecast.

MOnitOring and eValuatiOn

Unfortunately, many forecasts, when completed and presented to management and 
govern�ng body, are relegated to a place on the bookshelf and not looked at aga�n 
unt�l �t �s t�me to dust �t off and update �t �n the next fiscal year.  Th�s approach over-
looks the value of relat�ng forecasts to the annual budget and to cont�nually refin�ng 
the forecast�ng methodology.

Ideally, forecasts represent a basel�ne on wh�ch subsequent years’ annual 
budget �nstruct�ons and pr�or�t�es are based.  To t�e the forecasts and annual budget 
process together, revenue est�mates proposed for the annual budget are compared to 
the mult�-year forecast and var�ances expla�ned and just�fied.  Th�s act�on �ncreases 
the accountab�l�ty of the forecaster and helps make the forecast more real�st�c �f he/
she knows that they w�ll have to expla�n major d�fferences �n est�mates.

Th�s type of “real�ty” check also has another benefit.  It perm�ts the forecaster to 
rev�ew the methodology used �n the forecast when expla�n�ng var�ances �n the budget 
est�mate; and, ult�mately to evaluate the actual exper�ence of revenues collected or 
expend�tures d�sbursed.  The knowledge ga�ned from th�s exper�ence can be used to 
�mprove future years’ forecasts.

fOreCasting reVenues and exPenditures

Wh�le there are a var�ety of approaches that LGs can take to forecast revenues and 
expend�tures the challenges faced by LGs, and the steps taken to overcome them, 
are s�m�lar.  Th�s sect�on prov�des the bas�c elements of revenue and expend�ture 
forecast�ng.

revenue ForeCASTing

As ment�oned earl�er, forecast�ng revenues can be accompl�shed e�ther by a central 
office (�.e., finance or budget office) or by �nd�v�dual departments coord�nated by a 
central office.  It really depends upon wh�ch office or department has access to h�stor-
�cal data and �nformat�on on wh�ch a forecast �s based.  In some LGs, a separate d�v�-
s�on of the finance office or budget office may be set up to do the forecast�ng project.  
In larger LGs, the finance or budget office may coord�nate the forecast�ng project and 
rely upon knowledgeable departments to prov�de the forecasts for them to consol�-
date.  LGs should choose the approach that fits the�r organ�zat�onal exper�ence.

LGs are l�kely to face the challenge of forecast�ng four sets of revenues: local 
taxes and fees, sales from LG assets, shared taxes from the central government, and 
subs�d�es.  Local taxes and fees are probably the eas�est to forecast s�nce the data �s 
read�ly ava�lable and dec�s�on mak�ng �s w�th�n the local offic�als’ control.  The others 
are more problemat�c.  The revenue from LG assets (sales) �s dr�ven, �n part, by the 
real estate market and laws of supply and demand.  The volat�l�ty �s muted somewhat 
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by the fact that a port�on of these revenues are comb�ned w�th more stable revenues 
such as rents, earn�ng tax from LG enterpr�ses, and revenue from contr�butory or-
gan�zat�ons.

Shared taxes from the central or prov�nce governments and subs�d�es are de-
pendent upon them prov�d�ng project�ons of future year’s revenue, or the data and 
�nformat�on so LGs can make the calculat�ons and the�r own forecasts.  Around the 
world, LGs have had cons�derable d�fficulty obta�n�ng th�s �nformat�on �n a t�mely 
manner, �f at all.  In many countr�es, the problem �s compounded by laws and regula-
t�ons that are constantly chang�ng.  Add�t�onally, the reduct�on �n LG revenues from 
the central or prov�nce governments w�ll force LGs to �ncrease the port�on of the 
budget funded from local revenues, mak�ng forecast�ng to plan for th�s change even 
more �mportant.

When all the revenue sources are projected, the forecaster adds the projected 
revenue sources by year.  The result �s a forecast of a LG’s basel�ne revenues for 
future years.  Us�ng th�s forecast, alternat�ve scenar�os w�th d�fferent assumpt�ons 
for revenues, econom�c base, or rate structures can be used to project alternat�ve 
revenue streams �n future years.  

Trend analys�s and econometr�c project�on methods may requ�re 10 to 15 years 
of h�stor�cal data to obta�n reasonable regress�on analys�s results.  Thus, a major cost 
of the overall forecasts may be the cost of gather�ng th�s data and mak�ng �t ava�lable 
�n an access�ble form.  There are two problems assoc�ated w�th gather�ng and us�ng 
th�s h�stor�cal data.  F�rst, there may be changes �n defin�t�ons of the data and sec-
ondly, there may be changes �n the rates or bases of the revenue sources that have 
occurred over t�me.  Major revenue sources are usually reported on a cons�stent bas�s 
over the t�me, but th�s may not be true for m�nor revenue sources.

Forecasters can address th�s problem by aggregat�ng many small revenue 
sources �nto a s�ngle common category, (fees and charges), and us�ng th�s comb�ned 
source for project�on purposes.  Another problem �s account�ng for d�scret�onary 
changes �n the rate or tax base of a revenue source.  To �nsure that the data �s put 
on a cons�stent bas�s, �t �s necessary to “clean” the data to el�m�nate purely adm�n�s-
trat�ve changes.  Th�s attempts to factor out the effects of d�scret�on changes �n tax 
rates and base changes by est�mat�ng what revenues would have been w�thout the 
changes.  Th�s task �nvolves cons�derable �nvest�gat�on �nto the past rate changes and 
base changes.  As a result, most forecasters concentrate on clean�ng only the major 
revenues sources.  

Other factors to cons�der �n prepar�ng forecasts �nclude:

•	 Forecast�ng �s an art, not a sc�ence.  Accuracy w�ll always depend upon the 
val�d�ty of econom�c and pol�cy assumpt�ons.

•	 The forecast�ng process �s l�ke good w�ne—�t �mproves w�th t�me.  Start s�m-
ply, and do not expect the first forecast to prov�de you w�th m�raculous �n-
s�ghts.  

•	 Confidence �n the forecast�ng process and �ns�ght �nto how the process and 
resultant forecast can be used has a “r�pple effect.”  Confidence w�ll come 
first to the project manager.  Offic�als on h�gher management levels w�ll learn 
to value forecast�ng gradually.  
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•	 Mult�-year financ�al forecasts may work to your pol�t�cal d�sadvantage.  If the 
forecasts are wrongly c�ted as pred�ct�ons, the�r content can be used to but-
tress adversar�es’ arguments aga�nst you.  On the other hand, pol�t�c�ans can 
use forecasts for the�r own purposes to d�rect attent�on to the�r proposals.  

•	 Local tax and fee revenue l�m�ts and expend�ture l�m�tat�ons may d�scour-
age potent�al users of financ�al forecasts.  However, forecasts can cons�der 
these real�t�es and use them to �llustrate the future effects of such act�ons.  
Forecast�ng may also a�d plann�ng efforts when new constra�nts are present 
or poss�ble, such as changes �n the law by Parl�ament or the M�n�stry of F�-
nance.

expendiTure ForeCASTing

Three general categor�es of expend�ture d�saggregat�on w�ll be d�scussed: 1) LG-
w�de—by account�ng class�ficat�on; 2) organ�zat�onal—department by object code, 
and 3) programmat�c— program/act�v�ty by sub-object code.  Select�ng the level of 
d�saggregat�on used �n the forecast at the beg�nn�ng �s �mportant because �t deter-
m�nes the �nformat�on and level of deta�l that w�ll be requ�red for the forecast and the 
source of that �nformat�on (LG finance/budget office or departments.)

lg-WIde exPendItures—By accountIng classIFIcatIon

Us�ng LG-w�de expend�tures, broken �nto account�ng class�ficat�ons, organ�zes the 
expend�ture forecasts by the objects of expend�ture, (e.g., personnel serv�ces, mater�-
als, debt and other serv�ces, transfers and equ�pment.)  Shown at a LG-w�de level, 
th�s forecast �s h�gh level and relat�vely easy to accompl�sh.  W�th only five or s�x ob-
jects of expend�tures to forecast, a determ�n�st�c or trend l�ne approach �s appropr�ate 
and can be done by the finance/budget office.

Wh�le relat�vely s�mple, th�s approach prov�des no bas�s to analyze why expen-
d�tures are �ncreas�ng or decreas�ng, other than to reflect past years’ trends or the 
assumpt�ons made �n a determ�n�st�c model.  D�v�d�ng these major class�ficat�ons 
�nto other expend�ture sub-objects prov�des more deta�l, more elements to forecast, 
and potent�ally a more accurate forecast.  However, organ�zat�on by account�ng clas-
s�ficat�on prov�des l�ttle explanat�on for the �ncrease or decrease of an expend�ture or 
wh�ch LG program or department contr�buted to �t.  

organIzatIonal aPProach

A second category for d�saggregat�ng expend�tures �s to use an organ�zat�onal ap-
proach based on the h�erarchy of departments and d�v�s�ons, comb�ned w�th ex�st-
�ng account�ng class�ficat�ons.  Th�s approach prov�des more deta�l to the forecast 
as expend�tures are projected by department, d�v�s�on and account�ng class�ficat�on 
rather than LG-w�de.  A determ�n�st�c or trend l�ne method �s also appropr�ate �n th�s 
approach.  Forecasts bu�lt organ�zat�onally prov�de deta�led �nformat�on for analys�s 
that �s not ava�lable �n a s�mple account�ng class�ficat�on approach.  A key d�sadvan-
tage �s that �ts does not reflect �nformat�on on a program bas�s (th�s assumes that a 
program crosses more than one department).
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Approach 1 may be more helpful when look�ng at new serv�ces.  
Approach 2 may be more helpful when look�ng at ex�st�ng serv�ces.

Program Budget model

A th�rd category for d�saggregat�ng expend�tures �s based on the program budget 
model.  A determ�n�st�c or trend l�ne approach works here, too.  Th�s approach ut�-
l�zes ex�st�ng processes, �nvolves the same personnel who develop the budget, gathers 
suffic�ent deta�l to analyze changes, and ut�l�zes the exper�ence of front l�ne program 
managers �n forecasts.  D�sadvantages �nclude the �ncreased workload of the deta�led 
program or�entat�on.  

In general, the degree of d�saggregat�on used depends upon the budget and 
account�ng system used �n the LG.  If the d�saggregat�on �s done to the same level as 
the preparat�on of the annual budget, �t w�ll fac�l�tate the t�me that �t takes to prepare 
th�s aspect of forecast�ng.

determIne general aPProach

Once the d�saggregat�on method �s selected, the next step �s to determ�ne the general 
approach for mak�ng the forecast project�ons.  Generally, forecasters use the d�sag-
gregated expend�tures and project accord�ng to a cons�stent set of assumpt�ons about 
serv�ce levels, product�v�ty, and pr�ce level changes.  The major d�fference �n approach 
relates to the un�t of analys�s (base) that �s used �n carry�ng out the project�ons.  The 
pract�ce ranges from project�on of “real” �nputs to project�on of total expend�tures.  
Two approaches w�ll be d�scussed here.

Approach 1:  Th�s approach uses “real” �nputs to project expend�tures.  These 
�nputs m�ght �nclude the number of employees, the number of l�tres of fuel purchased, 
the fixed cost of ma�ntenance agreements or agreed-upon un�t pr�ces for commod�-
t�es, ex�st�ng debt serv�ce, etc.  Th�s �nformat�on �s then used to calculate the deta�led 
cost of personnel, mater�als, serv�ces, debt, and equ�pment purchases.  For example, 
to calculate the cost of personnel, the forecaster mult�pl�es the average salary per 
person t�mes the number of personnel.  To calculate the cost of fuel, the forecaster 
mult�pl�es the number of l�tres of fuel purchased by the average pr�ce of fuel.

Th�s approach prov�des a deta�led project�on by object of expend�ture and by 
forecast year us�ng the appropr�ate project�on methodology selected.  A more de-
ta�led project�on �s poss�ble �f th�s approach �s appl�ed to �nd�v�dual departments or 
programs.  The advantage of th�s alternat�ve �s that �ts deta�led development perm�ts 
extens�ve analys�s capab�l�t�es.  The d�sadvantage �s complex�ty.  Generally, there �s 
�nsuffic�ent staff and t�me to accompl�sh th�s task at th�s level of deta�l.  

Approach 2:  A second approach uses spec�fic �ncrements added to a common 
budget base to project expend�tures.  The first step �n th�s approach �s standard.  
The forecaster establ�shes a constant level of serv�ce budget as a basel�ne.  Depart-
ments or program managers then adv�se the forecaster of �ncremental changes to th�s 
basel�ne for future years, us�ng cr�ter�a determ�ned by the budget office.  The deta�led 
or�entat�on of an �ncremental approach to expend�ture forecast�ng perm�ts analys�s 
of both the base and changes �n subsequent years, makes better use of department 
staff t�me, gathers cr�t�cal �nformat�on from knowledgeable sources about future year 
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changes, and �nvolves department personnel �n the forecast�ng process.  The d�sad-
vantage cont�nues to be cons�derable staff t�me needed to put together forecasts of 
expend�tures.  Because th�s �s a more effect�ve method of forecast�ng expend�tures, 
more text �s devoted to th�s approach.

The forecaster develops a basel�ne constant level of serv�ce budget.  Us�ng the 
current year budget as a start�ng po�nt, the forecaster adjusts the current budget so 
that �t represents a true basel�ne.  Items subtracted are one-t�me purchases of cap�tal 
equ�pment, suppl�es, and contracted serv�ces.  Other �tems removed �nclude one-t�me 
personnel expenses of ret�r�ng or term�nat�ng employees (�.e., payment for unused va-
cat�on, s�ck leave, or severance pay.)  Items added to the base are annual�zed salar�es 
for employees funded �n the base year for part of the year, and mer�t pay for a port�on 
of employees.  W�th these adjustments, the forecaster sets the base budget for each 
department or program, and sends �t to departments for the�r rev�ew and projected 
future years’ program adjustments.

The forecaster �ncludes an explanat�on of how the base year number was deter-
m�ned, w�th �nstruct�ons and forms for departments to follow and complete to prov�de 
�nput to the forecast�ng process.  The forecaster requests department or program 
managers to calculate the cost of added/decreased serv�ces and to prepare deta�led 
descr�pt�ons and explanat�ons of the changes.  The �ncremental serv�ce level changes 
or costs should be a part of LG pol�cy (approved by a LG ord�nance or resolut�on) or 
mandated by a h�gher level of government.  The �ncrement �s class�fied accord�ng to 
categor�es, such as:

•	 Mandated serv�ce level changes or costs due to nat�onal law changes 
•	 Mandated serv�ce level changes or costs due to local ord�nances or pol�cy 

changes 
•	 Product�v�ty �ncreases approved by govern�ng body or management
•	 Fund�ng for costs of operat�ng new cap�tal fac�l�t�es scheduled to be opened 
•	 Fund�ng for costs of serv�ces due to extens�ons of serv�ce area
•	 Fund�ng for new and replacement equ�pment

Once the �nformat�on �s prepared by the departments, �t �s sent to the fore-
caster.  If acceptable, the forecaster adds �t to the appropr�ate future year’s basel�ne 
to produce the future year’s projected expend�tures.  Th�s assumes, of course, that 
the basel�ne current serv�ce level rema�ns unchanged and factors that m�ght affect 
a rap�dly grow�ng LG (populat�on, serv�ce connect�ons) are generally held constant.  
Wh�le �nflat�on �s always a cons�derat�on—�t �s not bu�lt �nto the scenar�o by depart-
ments.  If �t �s used, �t w�ll be appl�ed un�formly later.  LGs must cons�der �nd�v�dual 
s�tuat�ons carefully �n apply�ng assumpt�ons that w�ll dr�ve the forecasts.

Management rev�ews the project�ons of future expend�tures.  Dec�s�ons are 
made about add�t�ons/changes to be �ncluded �n the expend�ture forecast to best 
represent future years’ current serv�ce comm�tted costs.  All approved changes are 
added to the respect�ve basel�ne budget by respect�ve year and totalled.  The result�ng 
fiscal year totals represent projected expend�tures.  Items requested but not �ncluded 
�n th�s forecast are shown on a separate l�st of unfunded needs.
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learning aPPliCatiOn

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

Turn your attent�on now to the method of forecast�ng, and �dent�fy five major rev-
enues sources and expend�tures �n your LG.  Based on the d�scuss�on �n the mater�al, 
what method would you use to forecast each of these revenues and expend�tures?  
Expla�n your cho�ce of methods for each of the �tems. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Does your LG use any other method to forecast revenues and expend�tures?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

poliCieS

To bu�ld a sol�d framework for financ�al plann�ng, we need pol�c�es for the var�ous 
financ�al plann�ng tools and techn�ques �dent�fied �n the bas�c concepts sect�on of 
th�s chapter.  Based on th�s assumpt�on, the framework should �nclude pol�c�es on: 
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budget�ng, forecast�ng, cap�tal programm�ng, debt plann�ng, trend mon�tor�ng, stra-
teg�c plann�ng, and econom�c development plann�ng, at a m�n�mum.

Follow�ng are samples of these types of pol�c�es:

Sample policies
To des�gn, ma�nta�n, and adm�n�ster a revenue forecast�ng system that w�ll assure 
a rel�able, equ�table, d�vers�fied, and suffic�ent stream to support des�red LG serv-
�ces.
To �dent�fy pr�or�ty serv�ces, establ�sh appropr�ate serv�ce levels and adm�n�ster the 
expend�ture of ava�lable resources to ensure fiscal stab�l�ty and the effect�ve and 
effic�ent del�very of serv�ces.
To annually rev�ew and mon�tor the state of the LG’s cap�tal equ�pment and �n-
frastructure, sett�ng pr�or�t�es for �ts replacement and renovat�on based on needs, 
fund�ng alternat�ves, and ava�lab�l�ty of resources.
To establ�sh gu�del�nes for debt financ�ng that w�ll prov�de needed cap�tal equ�p-
ment and �nfrastructure �mprovements wh�le m�n�m�z�ng the �mpact of debt pay-
ments on current revenues.
To �nvest LG’s operat�ng cash to ensure �ts safety, prov�de for necessary l�qu�d�ty, 
and opt�m�ze y�eld.
To �n�t�ate, encourage and part�c�pate �n econom�c development efforts to create job 
opportun�t�es and strengthen the local economy.
To prepare and present regular reports that analyze, evaluate, and forecast the 
LG’s financ�al performance and econom�c cond�t�on.
To comply w�th preva�l�ng central government, prov�nce, and local statutes and 
regulat�ons, as well as current profess�onal account�ng pr�nc�ples and pract�ces.

 

beneFiTS oF FinAnCiAl plAnning

F�nanc�al plann�ng, and spec�fically forecast�ng, can be �mportant tools for the ch�ef 
execut�ve officer, leg�slat�ve counc�l, and management.  Properly appl�ed, financ�al 
plann�ng and forecast�ng produce pos�t�ve benefits for LG and c�t�zens.  For example, 
they:

•	 L�nk the LG’s pol�cy w�th spec�fic financ�al plans to ach�eve a govern�ng body’s 
long-range strateg�c goals—The �mportance of adopt�ng financ�al pol�c�es was 
stressed �n F�nanc�al Pol�cy Mak�ng of th�s ser�es.  The govern�ng body’s long-
term pol�cy goals and d�rect�on serve a very �mportant purpose.  They make 
staff dec�s�on mak�ng eas�er by commun�cat�ng counc�l expectat�ons and re-
duc�ng the opt�ons to be cons�dered.

•	 Develop a p�cture of the LG’s financ�al future and create more t�me to re-
spond to adverse events—When a p�cture of a LG’s financ�al future �s devel-
oped, elected offic�als have the opportun�ty to dec�de whether �t �s acceptable 
or not and what act�ons need to be taken.  If the govern�ng body dec�des there 
are adverse events �n the�r future, they now have advance not�ce to respond 
to the event before �t becomes real�ty and a cr�s�s.
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•	 Prepare the LG for sh�fts �n respons�b�l�ty—In many countr�es, nat�onal gov-
ernments have sh�fted a number of respons�b�l�t�es to LGs, and �n some cases 
w�thout adequate resources.  Th�s s�tuat�on requ�res that LGs acqu�re the 
financ�al plann�ng sk�lls to analyze these potent�al sh�fts wh�le they are be-
�ng planned and to persuas�vely argue for the resources to support them, �f 
needed.

•	 Improve the qual�ty of financ�al dec�s�on mak�ng—LGs have a need to plan 
for the future—next year, five years or ten years from now.  F�nanc�al plan-
n�ng uses analyt�cal tools to fine tune the p�cture, analyze data and develop 
plans that effect�vely respond to the �ssue w�th the ult�mate benefit—a better 
dec�s�on.  For example, �n debt plann�ng the LG must l�m�t �ts total cap�tal 
�nvestment spend�ng plan and spread �t out over a number of years based on 
the LG’s capac�ty to pay.  F�nanc�al plann�ng analyt�cal tools help determ�ne 
what the LG can afford to pay annually for debt serv�ce to finance the CIP.

•	 Develop alternat�ve dec�s�on strateg�es—By creat�ng a v�s�on of the future, 
financ�al planners can �dent�fy potent�al adverse events.  These can be used, 
not only to develop an appropr�ate response, but also to use d�fferent as-
sumpt�ons of that future to test how alternat�ve strateg�es would fare under 
d�fferent assumpt�ons.

F�nanc�al forecast�ng �n a more focused context prov�des s�m�lar benefits.  The 
benefits range from act�ng as an early warn�ng system, �mprov�ng budget plann�ng 
and dec�s�on mak�ng, support�ng leg�slat�ve and borrow�ng programs, to educat�ng 
the c�t�zenry through d�sclosure of publ�c �nformat�on.  F�nanc�al forecast�ng can:

•	 Serve as an advance warn�ng system—When prepared and presented early �n 
the budget plann�ng process, forecast�ng future revenues and expend�tures 
can alert elected and appo�nted offic�als of the financ�al l�m�tat�ons under 
wh�ch the next year’s budget (and future years) �s developed.  Th�s helps 
elected offic�als understand the financ�al s�tuat�on, el�m�nates surpr�ses, and 
prov�des t�me for them to take the necessary prevent�ve act�ons.

•	 Improve the pol�cy development and budget preparat�on process—F�nanc�al 
forecast�ng can prov�de �nformat�on about potent�al changes �n serv�ces, 
new demands for serv�ce, ant�c�pated revenues and any expected surplus or 
defic�ts.  Early forecasts g�ve local elected offic�als an opportun�ty to prov�de 
pol�cy d�rect�on, set budget pr�or�t�es, and establ�sh budget gu�del�nes based 
on th�s �nformat�on.  Th�s d�rect�on can be �ncorporated �nto more deta�led 
budget �nstruct�ons g�ven to departments to a�d �n budget request prepara-
t�on.  Th�s saves cons�derable t�me and effort �n prepar�ng budget requests.  
Budget pr�or�t�es may be program or�ented by �nd�cat�ng a preference for 
�ncreased spend�ng �n one program or serv�ce over another.  Pr�or�t�es may 
also be resource or�ented, by �nd�cat�ng a pr�or�ty for property taxes over user 
fees and charges.

•	 Evaluate alternat�ve financ�al plans—F�nanc�al forecast�ng can �llustrate the 
�mmed�ate and longer-term fiscal �mpl�cat�ons of var�ous econom�c and pol�cy 
scenar�os.  It also helps �n determ�n�ng the extent �n wh�ch governments can 
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afford them.  As a result, elected and appo�nted offic�als can better evaluate 
compet�ng budgetary proposals and alternat�ve financ�al plans.

•	 A�d dec�s�on mak�ng—F�nanc�al forecast�ng can �ncrease the awareness of 
elected and appo�nted offic�als of the long-range �mpl�cat�ons of dec�s�ons.  
It also helps dec�s�on makers to understand the cumulat�ve effects of dec�-
s�ons— result�ng �n better dec�s�ons from the start.

•	 Support lobby�ng the nat�onal leg�slature—F�nanc�al forecasts appl�ed to pro-
ject�ng the financ�al �mpact of proposed leg�slat�on such as the changes �n 
formulae for shar�ng revenue between central government and LG or sh�fts 
�n respons�b�l�t�es to LG.  Forecasts can be effect�ve �n conv�nc�ng the Par-
l�ament of the �mpact of these changes and conv�nc�ng them to mod�fy the 
proposal.  S�m�larly, financ�al forecasts can help conv�nce the nat�onal leg�s-
lature (Parl�ament) of the need for new revenues or restructur�ng of ex�st�ng 
ones.

•	 Support borrow�ng and cred�t evaluat�on-—F�nanc�al �nst�tut�ons that un-
derwr�te loans to LGs v�ew financ�al forecast�ng as a necess�ty.  These �nst�-
tut�ons and other agenc�es that evaluate the cred�tworth�ness of LGs v�ew 
forecast�ng as a sound financ�al management pract�ce.

•	 Promote open government and d�sclosure of publ�c �nformat�on—F�nanc�al 
forecasts can help the LG show pol�t�cal organ�zat�ons, bus�nesses, med�a, 
and c�t�zens the long-term costs of var�ous serv�ce programs and econom�c 
pol�c�es.  In turn, th�s �mproves the�r understand�ng of LG.  

There are many reasons why LGs don’t prepare mult�year forecast of revenues 
and expend�tures.  The follow�ng are some of the most common that we have heard 
over the years:

•	 Pr�or central government econom�c plann�ng has g�ven all plann�ng a bad 
name.

•	 LG revenues are too unstable and unpred�ctable to forecast for future years.
•	 Forecast�ng mult�ple years' revenues and expend�tures �s d�fficult w�th a 20-

30% annual �nflat�on rate.
•	 Staff �s too busy w�th the day-to-day act�v�t�es.  There �sn’t t�me to plan.
•	 LGs are l�m�ted �n the�r ab�l�ty to ra�se revenue and have l�ttle flex�b�l�ty to 

manage revenue sources.  It seems po�ntless to spend t�me �dent�fy�ng a 
problem that can’t be solved.

•	 There �s no rel�able h�stor�cal data to use for forecast�ng.
•	 Elected offic�als are not �nterested �n plann�ng for the future—just for the 

next elect�on.
•	 The computer equ�pment, software, or sk�lls do not ex�st to prepare fore-

casts.
•	 There’s no law that requ�res �t.

leArning AppliCATion

pOlicy MakEr ___ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_
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Now that we have rev�ewed the benefits of financ�al plann�ng and forecast�ng (and 
some of the reasons people have g�ven not to plan), cons�der how �t can be appl�ed �n 
your LG.  Recall from your un�que role �n your LG several mult�-year dec�s�ons that 
you have made �n the past.  How benefic�al were these dec�s�ons �n support�ng your 
financ�al resource requests to the govern�ng body or other levels of government?  In 
add�t�on, how benefic�al were they �n support�ng the �mplementat�on of mult�-year 
projects?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Look�ng back on your exper�ence w�th financ�al plann�ng and forecast�ng �n 
general, what m�ght you and the LG management team do to �mprove the qual�ty and 
success of your financ�al plann�ng and forecast�ng �n�t�at�ves?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

obSTACleS, liMiTATionS, riSkS, And oTHer ConSid-
erATionS

Mult�-year forecasts represent a powerful tool for counc�l and management; however, 
they should be used only after cons�der�ng the obstacles, l�m�tat�ons, and r�sks �nher-
ent �n financ�al plann�ng and forecast�ng.  

Introduc�ng change �nto LG pol�c�es and pract�ces �s a d�fficult task.  Be�ng 
a successful change agent �s even more d�fficult.  There w�ll be many obstacles to 
�ntroduc�ng financ�al plann�ng and forecast�ng �nto LG where the longest forecast �s 
the annual budget.  Some of these obstacles �nclude: pol�t�cal and staff res�stance, 
a constantly chang�ng LG revenue system, lack of development t�me, lack of knowl-
edgeable and sk�lled personnel, and �nsuffic�ent h�stor�cal data.

Pol�t�cal and staff res�stance—The norm �n many LGs �s the status quo.  You can 
expect to be quest�oned about the mer�ts and need for financ�al plann�ng and fore-
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cast�ng.  Elected offic�als may quest�on the value of forecast�ng future years and un-
cover�ng problems when current year problems are not be�ng adequately addressed.  
Staff may also quest�on the need for financ�al plann�ng because they feel that they 
are too busy w�th everyday act�v�t�es to spend t�me on plann�ng.  Staff somet�mes 
fears that the requ�rement of financ�al plann�ng to document assumpt�ons on wh�ch 
forecasts are made may underm�ne the�r current �nformat�on and erode trust �n staff 
judgment.

Chang�ng LG revenue system—The central government’s propens�ty for add-
�ng/dropp�ng/sh�ft�ng revenues to and from the LG revenue system, and alter�ng the 
coeffic�ents on wh�ch LG shared taxes depend, �s a real problem for forecasters.  It �s 
made even more d�fficult when these changes are made annually or late �n the budget 
process and made to ach�eve pol�t�cal object�ves.  It leaves LGs at the mercy of offic�als 
�n the M�n�stry of F�nance and Parl�ament who make those dec�s�ons, assum�ng th�s 
�s the s�tuat�on �n your country.  

Lack of development t�me—F�nanc�al plann�ng and forecast�ng take add�t�onal 
t�me to produce a rel�able product.  Th�s �s part�cularly true for the LG that �s start�ng 
�ts first financ�al forecast.  Cons�derable development t�me �s needed to collect the 
�nformat�on and data needed �n forecasts, develop, and test the forecast�ng method-
ology to produce the forecast.  Persons ass�gned to forecast�ng respons�b�l�ty should 
be ded�cated full t�me to the task for a port�on of the year to complete the project 
successfully.  Prepar�ng the forecast outs�de the trad�t�onal budget calendar �s recom-
mended, to avo�d confl�ct w�th press�ng budget �ssues.

Lack of knowledgeable and sk�lled personnel—Another cr�t�cal �tem to financ�al 
plann�ng and forecast�ng �s personnel.  Elected offic�als are unl�kely to have been 
exposed to the benefits and processes assoc�ated w�th financ�al plann�ng and fore-
cast�ng.  We suggest that they attend a finance workshop to �ncrease the�r awareness 
of these techn�ques.  S�nce many finance d�rectors are econom�sts or accountants 
by tra�n�ng, they are more l�kely to be fam�l�ar w�th forecast�ng.  However, they may 
lack requ�s�te computer modell�ng and stat�st�cal tra�n�ng that �s helpful �n apply�ng 
some forecast�ng methodolog�es.  Th�s, too, can be acqu�red by tra�n�ng or borrow�ng 
personnel w�th the appl�cable sk�lls from a local un�vers�ty or local consult�ng firm on 
a temporary bas�s.

Lack of h�stor�cal data—Th�s stems from several poss�ble s�tuat�ons:
•	 H�stor�cal data does not ex�st because revenues were dropped from the LG 

revenue system (e.g., tax on entrepreneur�al �ncome.) 
•	 Replacement revenue streams (e.g., property tax) have not been �n place at 

the local level long enough to establ�sh a h�stor�cal base for project�on pur-
poses.  

•	 Current LG revenue system may be so new that the LG does not have h�stor�-
cal data before that date.  

•	 Your LG may not be respons�ble for collect�ng the revenue (�.e., shared taxes) 
and has no documentat�on about the deta�ls of the revenue source.  

All of these s�tuat�ons create a ser�ous obstacle to financ�al plann�ng and fore-
casts that depend upon h�stor�cal data.  The only plaus�ble solut�on �s to develop the 
database on �nformat�on that ex�sts and add to �t each year, and over t�me, �t w�ll 
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become suffic�ent.  For h�stor�c revenue data that res�des w�th another government 
agency two opt�ons ex�st.  1) Have them prov�de the h�stor�c data that you need and 
you do the forecast or 2) let them do the forecast and adv�se you of the result.  Work-
�ng w�th external agenc�es (espec�ally h�gher levels of government) always seems to be 
d�fficult and frustrat�ng as these agenc�es frequently have l�ttle reason to be coopera-
t�ve or to help a local government w�th the�r problems.

Dilemma of circularity—Forecasts �nvolve a certa�n amount of c�rcular�ty.  The 
future �s dec�ded by people and �s not out of our control.  Pol�cy makers want to know 
what the future �s projected to be l�ke so that they can act, yet the act�ons they take 
w�ll also determ�ne what the future w�ll be l�ke, hence the c�rcular�ty.

One of the best examples of where th�s can happen �s the forecast of grow�ng 
demand for some publ�c serv�ce or fac�l�ty.  If that demand �s later real�zed then �t 
m�ght have been “correctly” forecast, or �t m�ght have occurred because of the fore-
cast and the act�on that �t spurred.  For example, �n past decades U.S. electr�c com-
pan�es forecast enormous growth �n the demand for electr�c�ty and expanded the�r 
generat�ng capac�ty accord�ngly.  Later, hav�ng huge capac�ty, they lowered the pr�ce 
of electr�c�ty for users of large quant�t�es and �nvented new uses for electr�c�ty.  So, 
do the early forecasters of great demand now have the r�ght to cla�m the�r forecasts 
were accurate?  Probably, because the result of the act�on also helped to create the 
demand for more electr�c�ty.  It �s th�s �ntertw�n�ng of forecast and act�on, act�on and 
forecast, wh�ch presents the d�lemma of c�rcular�ty.

Importance of assumptions—Many draw a d�st�nct�on between the terms “fore-
cast” and “project�on or extrapolat�on.”  A project�on or extrapolat�on �s merely a 
mathemat�cal calculat�on of l�kely consequences based on relat�onsh�ps between 
var�ables.  For example, a s�mple populat�on project�on extends �n t�me the past rela-
t�onsh�ps between b�rth, death, and m�grat�on rates.  A “forecast” �s more than a pro-
ject�on because �t also �nvolves select�ng part�cular values of the var�ables �nvolved.  
So, a “forecast” of populat�on requ�res that you first select the spec�fic b�rth, death 
and m�grat�on rates that are most l�kely to occur �n the future and then to project 
the�r future values.  Est�mat�ng the r�ght future values for these b�rth, death and m�-
grat�on rates �s much more challeng�ng because you must make assumpt�ons about 
the parameters of the future values.  It �s extremely �mportant that you understand 
that forecasts requ�re numerous assumpt�ons.  W�thout assumpt�ons, forecast�ng �s 
�mposs�ble.  However, assumpt�ons can be very self-serv�ng and �n the end dom�nate 
the outcome of the forecast.

A limitation of forecasting—F�nanc�al forecast�ng �s not a panacea for all the 
problems of LG.  It has l�m�tat�ons that you must cons�der before �nst�tut�ng a finan-
c�al plann�ng and forecast�ng program.

•	 Forecasts are not pred�ct�ons—Forecasts are project�ons of what w�ll hap-
pen only when certa�n cond�t�ons and assumpt�ons come true.  As such, 
they are �ntended to �nfluence pol�c�es that affect these assumpt�ons.  Un-
less the publ�c understands th�s d�st�nct�on, forecasts can lead to a loss of 
cred�b�l�ty.  The danger �s greatest when forecasts, year after year, project a 
revenue shortfall.  S�nce revenue shortfalls cannot be perm�tted to ex�st and 
never do because act�ons taken by the LG el�m�nate them, the forecasts may 
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be cr�t�c�zed as g�v�ng false alarms �f they are v�ewed as pred�ctors �nstead of 
project�ons.

•	 Forecasts are not �ntended to solve problems—Forecasts are tools to help 
�dent�fy problems before �t’s too late to take correct�ve act�on.  Once a prob-
lem �s �dent�fied, forecast�ng can be used to test alternat�ve solut�ons or sce-
nar�os.  For example, �f a revenue shortfall �s projected, then the forecast can 
test the �mpact that alternat�ve revenue changes may have on the forecast or 
the �mpact that expend�ture reduct�ons may have.  Forecasts are dependent 
upon the underly�ng data, methods, and assumpt�ons.

STepS in FinAnCiAl ForeCASTing

The approach to organ�z�ng the financ�al forecast�ng process depends on the organ�-
zat�on and needs of the LG mak�ng the forecast, the resources ava�lable, the t�me al-
lotted to complete the forecast, and the degree of management and pol�t�cal support.  
The person who has been g�ven the respons�b�l�ty should ask bas�c quest�ons about 
the expected output, and based on the answers develop an approach that ach�eves 
the expected outcome �n the most effic�ent and effect�ve manner. 

 To s�mpl�fy, all future references to th�s person, team, or department �n th�s 
chapter w�ll refer to them gener�cally as “the forecaster.”

steP 1:  define the PurPOse

The first step �n determ�n�ng an approach to forecast�ng �s to define �ts purpose, �ts 
scope, aud�ence, and other project parameters.  The person who prov�ded the �mpe-
tus for the forecast�ng project �s the most l�kely person w�th whom to d�scuss these 
�ssues.  Usually, the CEO or govern�ng body prov�des th�s d�rect�on.  At a m�n�mum, 
the forecaster should obta�n the answers to the follow�ng quest�ons:

•	 What �s the purpose of the forecast?
•	 What benefits w�ll accrue to the LG from perform�ng the forecast?
•	 Where �n the budget calendar does the mult�-year forecast fit?  —Beg�nn�ng, 

m�ddle, or end?
•	 When �s the forecast needed?
•	 W�ll the forecast be used �nternally or externally?
•	 Who �s the aud�ence that w�ll rev�ew and rece�ve the forecast?
•	 How many years w�ll be forecast?
•	 What resources are comm�tted to the project?  Are they adequate?  Staff, 

computers, other?
•	 Who �s respons�ble for the project—finance d�rector, budget officer, CEO, 

other elected offic�als?
•	 Who should be �ncluded on the forecast�ng staff—finance staff only, other 

departments, elected offic�als, and c�t�zens?
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steP 2:  address Citizen inPut Other teChniCal issues

•	 Has c�t�zen �nput been rece�ved?  Plann�ng should always �nvolve c�t�zen �n-
put because �t determ�nes future d�rect�on.4  

•	 W�ll the forecasts be prepared centrally or by departments for the�r respect�ve 
areas or a comb�nat�on of both?

Central�z�ng the preparat�on offers advantages: 1) cons�stent assump-
t�ons, 2) fewer h�ghly sk�lled people �nvolved, and 3) a un�form methodology 
appl�ed to s�m�lar subjects.  The d�sadvantage �s that the central office may 
not have the data, knowledge, and exper�ence to make accurate forecasts.  
A comb�nat�on of both may be the way of address�ng a pure central�zed or 
decentral�zed approach.

•	 W�ll the forecast project revenues �n the aggregate or �nd�v�dually?
Although �t �s poss�ble to forecast �n the aggregate, separate forecasts of 

each major revenue source prov�des better control of the var�ables and allow 
more opportun�t�es for analys�s.  

•	 W�ll the forecast project expend�tures based on account�ng class�ficat�on, de-
partment organ�zat�on, programs, or a comb�nat�on of these?

To s�mpl�fy matters, the forecast of expend�tures should be organ�zed 
cons�stently w�th the capab�l�t�es of the account�ng and financ�al report�ng 
system.

•	 What major assumpt�ons are �ncluded �n the forecast that must be appl�ed 
un�formly?

For example, �nflat�on, salary adjustments, commod�ty pr�ce changes, 
etc.  How w�ll that be done?

•	 What data and �nformat�on sources w�ll support the project?
•	 Are they current, accurate, and ava�lable? 

When the answers to these quest�ons are obta�ned, the forecaster needs to de-
c�de the approach to forecast�ng.

steP 3:  deCide On yOur aPPrOaCh tO fOreCasting

For the �n�t�al effort at forecast�ng, a s�mple and pract�cal approach �s adv�sable.  For 
a central�zed, s�ngle department approach; use the follow�ng steps to organ�ze the 
�n�t�al mult�-year forecast:

•	 Document the need for, and benefits of, a mult�-year forecast; 
•	 Determ�ne the �nterests and needs of the CEO and govern�ng body regard�ng 

the dec�s�on mak�ng process;
•	 Obta�n the necessary management and pol�t�cal support;
•	 Ass�gn respons�b�l�ty for the forecast�ng project to a s�ngle department such 

as finance or budget;
•	 Des�gnate a sen�or finance or budget officer as project leader.  (Rel�eve them 

of other respons�b�l�t�es unt�l the project �s completed—th�s w�ll be a full t�me 
effort);
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•	 Ass�gn other staff (�f poss�ble) w�th the proper sk�lls to support the project;
•	 Ensure the necessary �nformat�on, equ�pment, space and t�me �s prov�ded to 

complete the forecast;
•	 Ensure that an act�on plan �s prepared to gu�de the project w�th spec�fic 

outputs, deadl�nes, ass�gned tasks and �nd�v�dual respons�b�l�t�es �ncluded 
there�n;

•	 Mon�tor the work at planned �ntervals that represent completed stages of the 
project;

•	 Complete the forecast project;
•	 Coord�nate the fin�shed product w�th the appropr�ate superv�s�ng offic�als, 

and 
•	 Prepare the mater�als to present the forecast w�th recommended act�ons to 

address the �ssues ra�sed �n the forecast.

S�nce �t �s �mportant to succeed on the first effort, keep �t s�mple.  As you ga�n 
exper�ence w�th forecast�ng and a permanent staff �s reta�ned, other approaches may 
be tr�ed.  

steP 4:  deterMine data and infOrMatiOn requireMents

LGs should gather and analyze the follow�ng type of data concern�ng own source rev-
enues, (�.e., local taxes and fees, sale of LG assets, and shared taxes and subs�d�es 
from the central government.)  The source of th�s data �s typ�cally found �n LGs’ pr�or 
and current years’ budgets, pr�or years’ aud�ts and account�ng records, local and 
nat�onal laws or department program act�v�ty records.

Revenues

F�ve years of h�stor�cal revenue data. 
Actual revenues collected by source (house tax, agr�cultural tax, earn�ngs 
tax, etc.).
Defin�t�on and descr�pt�on of the revenue source.
Legal bas�s for the revenue source.
Spec�fic revenue data: number of customers/accounts, rates and bases 
of revenue source, collect�on rates, exempt�on pol�c�es, formulae, and any 
other related factors.

Expend�tures

F�ve years of h�stor�cal expend�ture data.
Actual expend�tures by account, department, or program.
Descr�pt�ons of account class�ficat�on, program, or department organ�za-
t�on.
Legal or contractual bas�s for account, program, and department expend�-
tures. 

•
•

•
•
•

•
•
•

•
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Expend�ture spec�fic data: (deta�led enough to relate s�gn�ficant year-to-
year �ncreases/decreases to pol�cy, program or one-t�me changes).  

Gather�ng data on the current year presents a d�fferent problem for the fore-
caster—the actual data for the ent�re fiscal year �s not ava�lable, and �t �s constantly 
chang�ng as revenues are collected and expend�tures are made throughout the year.  
In th�s s�tuat�on, the forecaster should compare the budget for current year to the 
latest current year est�mate, and expla�n s�gn�ficant var�at�ons for revenues and ex-
pend�tures.  Th�s allows the forecaster to determ�ne accuracy of the current budget to 
year-end est�mates and �nclude the most accurate �nformat�on �n the forecast base.

The h�stor�cal and current data should be analyzed to determ�ne an appropr�-
ate methodology to make the forecast.  The forecaster should also cons�der gather�ng 
other related financ�al �nformat�on from the central/prov�nce government and local 
sources that may be helpful �n understand�ng the forecast�ng env�ronment and ex�st-
�ng plans that w�ll �nfluence the forecast �n the future.  Occas�onally, banks, financ�al 
�nst�tut�ons, and un�vers�t�es may be sources of th�s �nformat�on, as they gather eco-
nom�c data for the�r own purposes.

The forecaster should be caut�ous about �ncorporat�ng plans �nto the forecast, 
part�cularly �f these plans have not been adopted by the govern�ng body.  The fore-
caster should �ncorporate only plans that the counc�l �s e�ther obl�gated or mandated 
to do or has made a b�nd�ng comm�tment to �mplement �n the future.  Some of these 
mandates or comm�tments, as well as other useful �nformat�on about the economy, 
may be found �n the follow�ng documents:

•	 Central/prov�nce government approved budget—subs�d�es and transfers
•	 Bank loan agreements—pr�nc�pal and �nterest payment schedules and matu-

r�ty dates
•	 Contracts for publ�c serv�ces—financ�al comm�tments and adjustment prov�-

s�ons
•	 Central/prov�nce government and local strateg�c plans—program pr�or�t�es
•	 Central/prov�nce government and local development plans—future project 

pr�or�t�es and plans to complete projects under construct�on
•	 Central/prov�nce government and local econom�c forecasts—�nflat�on est�-

mates, populat�on project�ons, bus�ness �nd�cators, construct�on and bu�ld-
�ng act�v�ty 

After analyz�ng the h�stor�c and current data and apply�ng an appropr�ate 
methodology, the forecaster should document the bas�s on wh�ch the forecast 
was made.  It �s �mportant to be able to expla�n how the forecast was made and 
determ�ne the reason for d�fferences between project�ons and actual.  

The follow�ng revenue and expend�ture �nformat�on should be documented 
�n the forecaster’s records:

Revenues
Assumed revenue bases and fees
	 Assumed econom�c changes that w�ll �mpact revenues

•

•
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§	 Comm�tted central/prov�nce government and local pol�cy 
changes that w�ll occur �n the forecast per�od

§	 Projected revenues by source for forecast per�ods
§	 Explanat�ons of key assumpt�ons by source 
§	 An explanat�on of the forecast methodology

Expend�tures

§	 Assumed expend�ture base and comm�tted programs
§	 Assumed pol�cy changes that w�ll have an �mpact on expen-

d�tures
§	 Comm�tted central/prov�nce government and local pol�cy 

changes that w�ll occur �n the forecast per�od 
§	 Projected expend�tures by account, program or department 

for the forecast per�od
§	 Explanat�ons for program �ncreases and decreases 
§	 An explanat�on of the forecast methodology

steP 5:  deterMine resOurCes

The forecaster should prepare a project plan, wh�ch �ncludes the follow�ng:

•	 Staff resources and t�me requ�red for data collect�on,
•	 Staff resources and t�me requ�red for data analys�s,
•	 Staff resources and t�me requ�red to des�gn and test a spreadsheet for fore-

cast�ng,
•	 Number of computers needed,
•	 Software needed, 
•	 Spec�fic l�st�ng of the var�ous tasks to be ach�eved �n the order �n wh�ch they 

need to occur.
•	 Est�mated t�me to complete each task.

The project plan should be a task-by-task �tem�zat�on for ach�ev�ng the forecast 
w�th spec�fic due dates and respons�b�l�t�es ass�gned for each step.

steP 6:  ManageMent and POlitiCal suPPOrt

The most essent�al �ngred�ent to a successful forecast�ng process �s a strong and 
cont�nu�ng comm�tment from the CEO.  The CEO must convey dur�ng the develop-
ment process that the forecasts w�ll actually be used, or �t w�ll be d�fficult to get the 
cont�nued support from others �n the LG to complete the process.  Th�s �s espec�ally 
true �f department d�rectors and the�r staff are �nvolved �n the forecast�ng process.  If 
they perce�ve that the�r work w�ll not be used, the process w�ll be v�ewed as useless.  
When th�s happens, the �nputs from department management and result�ng forecast-
�ng process w�ll become mean�ngless.

•
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In the forecast�ng processes, ga�n�ng management and pol�t�cal support are �m-
portant first steps.  Here are some suggest�ons to ga�n management support for a 
forecast�ng proposal:

•	 Determ�ne whether and where financ�al plann�ng, and spec�fically financ�al 
forecast�ng, can help top management and pol�cy makers.

•	 Chart a course to accompl�sh mult�year financ�al forecast�ng.
•	 Ident�fy the benefits and p�tfalls of forecast�ng.
•	 T�e forecast�ng to ex�st�ng budget plann�ng processes.  (For example, as the 

first step of the budget calendar.) 
•	 Acqu�re plann�ng and forecast�ng tools and expert�se through staff develop-

ment tra�n�ng.
•	 Present the forecast�ng proposal to management for cons�derat�on and ap-

proval.
•	 If approved, seek gu�dance on obta�n�ng pol�t�cal support.  

Here are some suggest�ons to ga�n pol�cy maker support:

•	 Seek the adv�ce and counsel of the CEO.
•	 Ident�fy the potent�al pol�t�cal benefits and p�tfalls.
•	 Focus the forecast�ng proposal on a pol�cy or�ented effort to d�rect or red�rect 

a LG’s financ�al future.
•	 Coord�nate the proposal w�th other �nterest groups and pol�t�cal part�es, as 

appropr�ate.  
•	 Present �t to the CEO, govern�ng body, and appropr�ate comm�ttees.  
•	 Adjust the forecast�ng proposal based on the elected offic�als’ response.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

Now that we have d�scussed organ�z�ng the forecast�ng process, �t �s t�me for you to 
look at your LG.  

Ident�fy the key persons �n your LG that would need to be �nvolved �n a forecast-
�ng project.  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What role would each person play? 
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Who would be the best person to organ�ze such an effort? 

 ________________________________________________________________________________  

How would you ga�n the management and pol�t�cal support? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

L�st the cr�t�cal steps that would need to be taken �n your LG to establ�sh a 
mult�-year financ�al forecast on an annual bas�s.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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steP 7:  deterMine length Of the finanCial fOreCast.

Rev�ew the �nformat�on prov�ded �n the sect�on on bas�c concepts and dec�de on the 
best length for your purposes.

steP 8:  eValuate MethOds Of fOreCasting based On 
length Of fOreCast.

Rev�ew the �nformat�on prov�ded �n the sect�on on bas�c concepts and dec�de on the 
best method for your purposes.

steP 9:  deCide On aPPrOaCh fOr fOreCasting reVenues.

Rev�ew the �nformat�on prov�ded �n the sect�on on bas�c concepts and dec�de on the 
best method for your purposes.

steP 10: deCide On aPPrOaCh fOr fOreCasting exPendi-
tures.

Rev�ew the �nformat�on prov�ded �n the sect�on on bas�c concepts and dec�de on the 
best method for your purposes.

steP 11:  COMbine the reVenue and exPenditure fOreCasts.

Here are some t�ps for comb�n�ng these two forecasts.  W�th revenues and expen-
d�tures projected for future years, the forecaster prepares a table or chart show�ng 
the totals of projected revenues and expend�tures for the respect�ve fiscal years, and 
creates a balance for each per�od.  The purpose of the table �s to focus attent�on on 
the revenue shortfall or “gap.”  The forecaster can show what types of pol�cy changes 
need to be cons�dered to close the gap.  Us�ng var�ous assumpt�ons about changes �n 
the economy, tax rates, fees and expend�ture levels, the forecaster can �llustrate the 
nature and magn�tude of these changes.  The changes generally should be act�ons or 
pol�c�es that are w�th�n the LG author�ty.  For example, delay�ng the construct�on of 
cap�tal �nvestments can free up revenues.  Postpon�ng the open�ng of cap�tal fac�l�t�es 
can defer operat�ng expend�tures.  Increas�ng the property tax rate or serv�ce fees can 
produce add�t�onal revenues.

Once the base l�ne budget and project�ons are made, the forecaster can produce 
an unl�m�ted number of “what �f” scenar�os.  These scenar�os show the �mpact of ap-
ply�ng var�ous changes �n pol�cy or on the revenue and expend�tures for future years.  
They also may �nclude econom�c changes �n �nflat�on (h�gh, most l�kely, and low) or 
changes �n the growth of the economy (v�gorous, most l�kely, none, decreas�ng) over 
the forecast per�ods.  The value �n produc�ng mult�-year forecasts �s to help the coun-
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c�l ant�c�pate and plan for potent�ally adverse financ�al events, and to prov�de pol�cy 
opt�ons that result �n dec�s�ons made early enough to avo�d adverse effects.  

steP 12:  understand linkages tO Other Planning effOrts.

Rev�ew the �nformat�on prov�ded �n the bas�c concepts to ensure that you have con-
s�dered how th�s forecast �ntegrates w�th other plann�ng processes.  It �s �mportant 
that numbers generated for one type of plann�ng be synchron�zed w�th the other plan-
n�ng processes.  For example, do not use one set of numbers for the CIP and then a 
s�gn�ficantly d�fferent set of numbers for the debt plann�ng process.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

Because of the �mportance of financ�al forecast�ng to financ�al management dec�s�on 
mak�ng, we suggest you develop a strategy to �mplement financ�al forecast�ng �n your 
LG.  Complete the follow�ng assessment for your LG.  Only check those where the 
answer �s Yes.

Financial planning/Forecasting Assessment Checklist
Pol�c�es/Goals
_____  Is financ�al plann�ng a h�gh pr�or�ty of LG? 
_____  Has the govern�ng body adopted a wr�tten pol�cy on financ�al plann�ng and 

forecast�ng?
F�nanc�al Plann�ng
In wh�ch of the follow�ng types of financ�al plann�ng �s your LG engaged?
_____  Annual budget?
_____  F�nanc�al forecast�ng?
_____  Cap�tal programm�ng?
_____  Debt plann�ng?
_____  Trend mon�tor�ng?
_____  Strateg�c plann�ng?
_____  Econom�c development plann�ng?
F�nanc�al Forecast
_____  Is a mult�-year financ�al forecast prepared/updated annually?
_____  Is the financ�al forecast prepared for management use only?
_____  Is the financ�al forecast presented for both management and govern�ng body 

use?
F�nanc�al Forecast Document
_____  Does the forecast �nclude an execut�ve summary?
_____  Does the forecast expla�n revenue and expend�ture assumpt�ons �ncluded �n 

the forecast? 
_____  Does the forecast �nclude at least 3 to 5 years of project�on?
_____  Does the forecast �nclude all major revenues?
_____  Does the forecast �nclude all expend�tures?
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_____  Does the forecast �nclude all LG funds?

Based on the answers g�ven to the assessment above, and the blank spaces 
(mean�ng you answered “no”), what first steps should your LG take to �mprove �ts 
forecast�ng ab�l�ty? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What �s the state of financ�al forecast�ng �n your LG? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Who do you need to d�scuss your concerns w�th �n the organ�zat�on? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What object�ves do you want to ach�eve from that meet�ng?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________
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inTerneT reSourCeS

Mun�c�pal F�nanc�al Plann�ng. Chapter 13. 13.1 RELATIONSHIP TO OUR VISION. 
Dec�d�ng how to d�str�bute l�m�ted financ�al resources effect�vely �s an ...

www.cnv.org/c/DATA/2/107/
~CHAPTER%2013%20MUNICIPAL%20FINANCIAL%20PLANNING.PDF

Urban Inst�tute Fac�l�tator’s Gu�de for A Case Study on Mun�c�pal F�nanc�al 
Plann�ng.  Ronald Forbes. Paper Pub. ID# 409392 ISBN 409392 20 pages May 1999 
$5.00 

www.u�press.org/Template.cfm?Sect�on=Bookstore&Template=/Ecommerce/
ProductD�splay.cfm&ProductID=3305

F�ve Year Cap�tal Works Plan. Mun�c�pal F�nanc�al Statements. Mun�c�pal finan-
c�al statement �nformat�on prov�des aud�ted Publ�c Sector Account�ng Board.

www.mun�c�pal.gov.sk.ca/mrd/gapmr/�ndex_gafm.shtml
Mun�c�pal F�nanc�al Tools for Plann�ng and Development—Th�s publ�cat�on was 

developed to help mun�c�pal�t�es �dent�fy a range of potent�al financ�ng tools ava�lable 
to support plann�ng and development ...

www.mah.gov.on.ca/userfiles/HTML/nts_1_3089_1.html
Publ�c F�nance and Econom�c Growth Projects: Poland – RTI.  Krakow Mun�c�-

pal Cred�tworth�ness Enhancement Project (CEP) ... F�nanc�al Plann�ng and Budget-
�ng. An �ntegrated mult�-year financ�al plann�ng model su�table ...

www.rt�.org/page.cfm?object�d=6B89D20A-E395-4110-A7EFC884DAB1417D
FINANCIAL PLANNING TOOL FOR WATER UTILITIES (FPTWU) ... The result of 

the mun�c�pal water tar�ff reform �s long-term susta�nable development of the ...
www.oecd.org/document/43/0,2340,fr_2649_34343_2389355_1_1_1_1,00.

html
Mun�c�pal F�nanc�al Tools for Plann�ng and Development—It descr�bes a number 

of mun�c�pal financ�al and plann�ng �ncent�ves that. encourage redevelopment, rev�-
tal�zat�on and �mprovement of ex�st�ng ...

www.mah.gov.on.ca/userfiles/page_attachments/L�brary/1/2566879_finan-
c�altools_e.pdf

Mun�c�pal F�nanc�al Management and Cred�t worth�ness—Key components of 
mun�c�pal financ�al management. Plann�ng – perspect�ve and med�um term; Budget-
�ng (recurrent, development and revenue) ... PPT presentat�on

�nfo.worldbank.org/etools/docs/l�brary/117196/sloga/docs/sloga/ModF-EN-
PP.ppt

Government F�nance Officers Assoc�at�on - C�ty of San Clemente, Cal�forn�a’s 
Long-term F�nanc�al Plan ...

www.gfoa.org/serv�ces/dfl/budget/�ndex.shtml
PPPUE: Tools for pro-poor mun�c�pal PPP: The plan should outl�ne how the 

mun�c�pal management �ntends to �dent�fy, recru�t or promote ... The financ�al plan 
�s a key component of the bus�ness plan. 

www.pppue.undp.org/toolk�t/MOD142.html
The Inst�tute for Urban Econom�cs—The treat�se closely scrut�n�zes econom�cal, 

legal and soc�al aspects of �ntroduc�ng the long-term financ�al plann�ng for mun�c�pal 
budget�ng. ...

http://www.cnv.org/c/DATA/2/107/~CHAPTER 13 MUNICIPAL FINANCIAL PLANNING.PDF
http://www.cnv.org/c/DATA/2/107/~CHAPTER 13 MUNICIPAL FINANCIAL PLANNING.PDF
http://www.uipress.org/Template.cfm?Section=Bookstore&Template=/Ecommerce/ProductDisplay.cfm&ProductID=3305
http://www.uipress.org/Template.cfm?Section=Bookstore&Template=/Ecommerce/ProductDisplay.cfm&ProductID=3305
http://www.municipal.gov.sk.ca/mrd/gapmr/index_gafm.shtml
http://www.mah.gov.on.ca/userfiles/HTML/nts_1_3089_1.html
http://www.rti.org/page.cfm?objectid=6B89D20A-E395-4110-A7EFC884DAB1417D
http://www.oecd.org/document/43/0,2340,fr_2649_34343_2389355_1_1_1_1,00.html
http://www.oecd.org/document/43/0,2340,fr_2649_34343_2389355_1_1_1_1,00.html
http://www.mah.gov.on.ca/userfiles/page_attachments/Library/1/2566879_financialtools_e.pdf
http://www.mah.gov.on.ca/userfiles/page_attachments/Library/1/2566879_financialtools_e.pdf
http://www.gfoa.org/services/dfl/budget/index.shtml
http://www.pppue.undp.org/toolkit/MOD142.html
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www.urbaneconom�cs.ru/eng/publ�cat�ons.php?folder_�d=19&mat_
�d=27&page_�d=154

PART TWO:  MANAGEMENT TOOLS

purpoSe

Budget mak�ng and the ent�re financ�al management process �n a LG depend on 
real�st�c revenue and expend�ture forecasts.  These forecasts are �mportant not just 
to prepare next year’s budget, but also to formulate the mult�-year cap�tal plan and 
to gu�de long-term plann�ng and econom�c development efforts.  Forecast�ng beg�ns 
stra�ghtforwardly enough w�th the collect�on of current data from the LG �tself and 
elsewhere, and the analys�s of that data us�ng standard stat�st�cal formulas and 
computer programs.

The process gets more compl�cated, however, because of many factors such as 
changes �n central government requ�rements, the economy, and �n commun�ty needs 
and expectat�ons on both the revenue and expend�ture s�des.  Further compl�cat�ng 
the process �s the need to make assumpt�ons: assumpt�ons about the way data �s 
collected and comp�led, assumpt�ons about the r�ght stat�st�cal techn�ques to use, 
and assumpt�ons about the local effects of forecast events �nclud�ng how people, 
bus�nesses and the economy w�ll respond to them.  Most d�fficult of all �s the cho�ce 
of pol�c�es relat�ve to the assumpt�ons.  The challenge for the LG manager �s find�ng 
the r�ght balance between the real�t�es uncovered through data analys�s w�th the per-
cept�on of pol�t�c�ans that cond�t�ons are much better, or worse, than the bas�c data 
suggests based on the part�cular axe they m�ght be gr�nd�ng at the t�me.

Th�s workshop �s �ntended to prov�de a work�ng understand�ng of financ�al 
forecast�ng, emphas�z�ng the forecast�ng process as a bas�s for mak�ng real�st�c and 
respons�ble financ�al dec�s�ons �n an uncerta�n env�ronment.

Don’t forget to look back at the Learn�ng Appl�cat�ons!  Many of them can be 
eas�ly adapted for group exerc�ses and may be more appropr�ate for persons who are 
just be�ng �ntroduced to the concepts of financ�al plann�ng.

ConTenTS

A br�ef descr�pt�on of each learn�ng act�v�ty �s shown below w�th an approx�mat�on of 
the amount of t�me requ�red.  If you w�sh to change the order, to om�t someth�ng, or 
to add tra�n�ng mater�al of your own, feel free to do so.

http://www.urbaneconomics.ru/eng/publications.php?folder_id=19&mat_id=27&page_id=154
http://www.urbaneconomics.ru/eng/publications.php?folder_id=19&mat_id=27&page_id=154
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2.1 WArM-up exerCiSe: A FinAnCiAl plAnning invenTory

Part�c�pants complete an �nstrument that �dent�fies the extent and areas of financ�al 
plann�ng/forecast�ng �n wh�ch the�r LG �s currently engaged.  It also prov�des an op-
portun�ty to set pr�or�t�es for act�on.  (45 m�nutes) 

2.2 TrAiner preSenTATion

Br�ef concept presentat�on based on the preced�ng essay that descr�bes the value and 
role of cont�nuous, systemat�c financ�al plann�ng and forecast�ng.  (30 m�nutes)

2.3  exerCiSe: revenue eSTiMATing

Part�c�pants use figures and a seven-step trend project�on process to der�ve an an-
nual revenue est�mate from a set of figures prov�ded by the �nstructor.  (60 m�nutes)

2.4 exerCiSe:  inCreMenTAl expendiTure ForeCASTing

Part�c�pants pract�ce us�ng an �ncremental approach to prepare an expend�ture plan 
that calls for progress�ve �mprovement �n serv�ces w�th�n constra�nts �mposed by pol-
�cy. (120 m�nutes)

2.5 CASe STudy: THe FinAnCe MAnAger’S dileMMA

Part�c�pants read a case that �llustrates the complex�ty of forecast�ng revenues at a 
t�me of commun�ty change and uncerta�nty and dec�de what they would do as d�rec-
tor of finance �n the s�tuat�on.  (90 m�nutes)

2.6 CASe STudy:  THe poliCy MAker’S dileMMA

Part�c�pants use the case study from Exerc�se 4.4 and dec�de what they would do as 
a pol�cy maker �n the s�tuat�on (90 m�nutes).

2.7 CloSing exerCiSe: leArning TrAnSFer

Part�c�pants reflect �nd�v�dually on what they have learned and make comm�tments 
to put �t to use back home after the workshop.  (30 m�nutes)
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2.1  WArM-up exerCiSe: A FinAnCiAl plAnning 
invenTory

TiMe required

45 m�nutes

purpoSe

Instruments, l�ke the one used �n th�s exerc�se, are a valuable l�nk between the con-
cepts be�ng d�scussed and the current pract�ces of part�c�pants.  Complet�ng an �n-
strument can help �dent�fy areas of strength and areas where �mprovement can be 
benefic�al.

The purpose of th�s �nstrument �s to help part�c�pants assess the areas of finan-
c�al management �n wh�ch the�r LGs are engaged �n plann�ng and forecast�ng and to 
set pr�or�t�es for �mprovement.

proCeSS

D�str�bute cop�es of the F�nanc�al Plann�ng/Forecast�ng Assessment Inventory (on 
the next page).  Ask part�c�pants to complete the �nventory, follow�ng �nstruct�ons.

After part�c�pants have completed the �nventory (approx�mately 15 m�nutes), ask 
them to select two or three pr�or�t�es (h�gh rated) areas of plann�ng/forecast�ng that 
they feel the�r LG should beg�n us�ng.  When part�c�pants have made the�r select�ons, 
ask them to wr�te down one th�ng that m�ght be an obstacle to the �mplementat�on 
of plann�ng/forecast�ng �n each of these areas, and what could be done to m�n�m�ze 
each obstacle.  Ask volunteers for reports to end the exerc�se.
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Financial planning/Forecasting Assessment inventory

InstructIons

Each of the statements �n the column on the left �s a descr�pt�on of a LG’s pract�ce 
w�th financ�al plann�ng and forecast�ng.  Read the first statement.  Then, to the r�ght 
of the statement, check the block �n one of the blocks under “level of act�v�ty” that 
most nearly descr�bes the exper�ence of your own LG.  In the next column on “need 
for �mprovement,” check the block that descr�bes the amount of �mprovement that 
you feel should be made by your LG relat�ve to th�s area of plann�ng and forecast-
�ng.  Cont�nue w�th the other statements unt�l you have checked one block �n each 
category for all statements on the �nventory.

evidence of financial planning and 
forecasting

Current level of 
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provement
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poliCieS And goAlS

1. The govern�ng body has adopted a 
wr�tten pol�cy on financ�al plann�ng 
and forecast�ng.  

__ __ __ __ __ __ __

2. They use the pol�cy when del�berat-
�ng and dec�s�on mak�ng.

__ __ __ __ __ __ __

FinAnCiAl plAnning

3. F�nanc�al plann�ng �s used �n prepar-
�ng the annual budget.

__ __ __ __ __ __ __

4. F�nanc�al plann�ng �s used to per-
form an annual financ�al forecast.

__ __ __ __ __ __ __

5. F�nanc�al plann�ng �s used �n set-
t�ng pr�or�t�es for cap�tal �nvestment 
projects.

__ __ __ __ __ __ __

6. F�nanc�al plann�ng �s used �n mak�ng 
debt management dec�s�ons.

__ __ __ __ __ __ __

7. F�nanc�al plann�ng �s used to mon�-
tor financ�al trends.

__ __ __ __ __ __ __

8. F�nanc�al plann�ng �s used �n con-
junct�on w�th prepar�ng strateg�c 
plans.

__ __ __ __ __ __ __
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9. F�nanc�al plann�ng �s used �n con-
junct�on w�th prepar�ng econom�c 
development plans.

__ __ __ __ __ __ __

ForeCASTing

10. A mult�-year financ�al forecast �s pre-
pared and updated annually.

__ __ __ __ __ __ __

11. The financ�al forecast �s prepared for 
management use.

__ __ __ __ __ __ __

12. The financ�al forecast �s used by the 
govern�ng body as well as manage-
ment.

__ __ __ __ __ __ __

13. A formal forecast document �s pre-
pared.

__ __ __ __ __ __ __

14. The forecast �ncludes financ�al pro-
ject�ons for a 3-5 year per�od.

__ __ __ __ __ __ __

15. The forecast �ncludes all major sourc-
es of revenues.

__ __ __ __ __ __ __

16. The forecast �ncludes all major cat-
egor�es of expend�tures.

__ __ __ __ __ __ __

17. The forecast �ncludes all local govern-
ment funds.

__ __ __ __ __ __ __
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2.2  TrAiner preSenTATion

TiMe required

180 m�nutes

purpoSe

Th�s presentat�on �s to prov�de part�c�pants w�th �nformat�on and perspect�ves on the 
use of financ�al plann�ng and forecast�ng to gu�de current and mult�-year plann�ng at 
all organ�zat�onal levels.

proCeSS

Prepare the presentat�on based on �nformat�on covered by the preced�ng essay on 
financ�al plann�ng.  Concentrate on mak�ng a case for the �mportance of cont�nuous 
financ�al plann�ng and apply�ng �t to all areas of financ�al management.  Focus the 
presentat�on on what finance managers must know to choose and use var�ous finan-
c�al forecast�ng methods, emphas�z�ng the �nexact nature of the pract�ce, and d�fficul-
t�es that w�ll be encountered when apply�ng �t �n pol�t�c�zed env�ronments.

Outl�ned �nformat�on on note cards may help you cover the �nformat�on system-
at�cally and stay on schedule.  Ask quest�ons from t�me to t�me dur�ng the presenta-
t�on as a check on part�c�pant comprehens�on and to hold the�r attent�on.  Augment 
the presentat�on w�th v�sual a�ds �nclud�ng pre-pr�nted newspr�nt sheets and over-
head transparenc�es as a further a�d to comprehens�on.  If the technology �s ava�lable, 
power po�nt presentat�ons can also be effect�ve.
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2.3  exerCiSe: revenue eSTiMATing

TiMe required

60 m�nutes

purpoSe

Th�s exerc�se �s to prov�de part�c�pants w�th pract�ce us�ng the trend techn�que, a 
part�cularly relevant and useful method for est�mat�ng LG revenues.

proCeSS

Tell part�c�pants they w�ll be pract�c�ng w�th a common method for forecast�ng LG 
revenues, called the trend techn�que.  Expla�n that the trend techn�que �s appropr�ate 
for forecast�ng revenues (or expend�tures) that are not t�ed to econom�c cond�t�ons.  
In other words, the techn�que works best when the rate of change from year-to-year 
�s not necessar�ly fixed but does show a fa�rly constant percentage change w�thout 
s�gn�ficant annual fluctuat�ons.  The techn�que, for example, would be appropr�ate 
for est�mat�ng annual changes �n fees and taxes, wh�ch are set at the d�scret�on of the 
LG.  On the other hand, �t would not be appropr�ate for est�mat�ng shared revenues 
that are transferred from the nat�onal government.

G�ve each part�c�pant a copy of the worksheet on the next page.  Ask them to 
read the �nstruct�ons preced�ng the exerc�se, follow the �nstruct�ons, and be prepared 
to report the results of the exerc�se at the end of 30 m�nutes.  Part�c�pants could also 
work �n small teams of 2-3 to complete th�s exerc�se. 
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revenue estimating using the Trend Technique

InstructIons

Th�s exerc�se �s des�gned to produce a revenue est�mate as a start�ng po�nt for the 
current year based on a stra�ght-l�ne extens�on of the trend establ�shed �n pr�or years.  
There are seven steps �n the exerc�se.  Complete each step completely before beg�n-
n�ng the next.

Step 1:  For purposes of th�s exerc�se, we are prov�d�ng hypothet�cal data on lo-
cal taxes and fees presumed to come from a LG’s end of year account�ng records.

Forecast of a lg’s local Fees and Taxes for 20x7 (in millions) 
using Six base years, 20x1-20x6

Revenue 
Source

20x1
Actual

20x2
Actual

20x3
Actual

20x4
Actual

20x5
Actual

20x6
Est�mate

20x7
Projected

Local 
taxes and 
fees

27.4 28.5 29.0 30.4 30.5 31.6 ____

% Change 
from pr�or 
year

____ ____ ____ ____ ____ ____ ____

Step 2.  Analyze the hypothet�cal data prov�ded (�n the box) to ensure a constant 
percentage change or an absolute amount of change each year over the five years.

Step 3.  Use the follow�ng formula to determ�ne the percentage rate of change or 
growth rate of the hypothet�cal revenue between t�me per�ods,

 gt =  (Vt - Vt-1 ) x 100
        (Vt-1)
where “g” equals the percentage growth rate of the revenue; “V” �s the revenue 

and “t” �s the per�od of t�me.
Step 4.  To use the formula for mult�ple years, calculate the growth rate for each 

year, total the rates and d�v�de by the number of years to produce an average annual 
compound growth rate.  Enter the results �n the box.

Step 5.  To apply the growth rate to make next year’s project�on, convert the 
annual compound growth rate to a dec�mal by d�v�d�ng by 100, add 1.00 and mult�ply 
that sum by the latest per�od amount to arr�ve at next per�od’s projected revenue or 
expend�ture.  Enter the results �n the box.

Step 6.  Repeat the process for the next year, and the next, unt�l the projected 
revenue for 20x7 �s obta�ned.  Enter results �n the box.

Step 7.  G�ven the �nformat�on prov�ded by the �nstructor at the start of the ex-
erc�se, and the actual exper�ence of just est�mat�ng the local taxes and fees example, 
wh�ch spec�fic revenues �n your LG do you bel�eve can be rel�ably est�mated us�ng 
the trend techn�que?  Enter these revenues on the l�nes below.  D�scuss w�th other 
part�c�pants �n your group to see �f they �dent�fied the same or s�m�lar revenues.
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  



204 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

2.4  exerCiSe: inCreMenTAl expendiTure 
ForeCASTing

TiMe required

120 m�nutes

purpoSe

Th�s exerc�se �s to prov�de part�c�pants w�th pract�ce us�ng an �ncremental approach 
to prepare an expend�ture plan that calls for progress�ve �mprovement �n serv�ces 
w�th�n constra�nts �mposed by pol�cy.

proCeSS

Tell part�c�pants they w�ll be pract�c�ng w�th a common method for forecast�ng LG ex-
pend�tures called “�ncremental expend�ture forecast�ng.”  Rev�ew the methods br�efly 
by expla�n�ng that a finance officer prov�des the heads of var�ous LG departments 
w�th the�r respect�ve base budgets and asks them to calculate the cost of any added 
or decreased serv�ces, and to �nclude deta�led descr�pt�ons of these changes.  These 
“�ncremental” serv�ce level changes or costs should take �nto account changes ap-
proved by govern�ng body pol�cy or mandated by a h�gher level of government.

D�v�de part�c�pants �nto small groups of between 5-8 people.  G�ve each part�c�-
pant a copy of the worksheet on the next page.  Ask them to read the fact s�tuat�on 
�nclud�ng the deta�ls on road types, road restorat�on needs and road equ�pment ages 
and cond�t�ons.  After read�ng these deta�ls, ask groups to prepare an expend�ture 
forecast that projects progress�ve �mprovement �n the road system over the next three 
years w�th�n the govern�ng body’s fiscal gu�del�nes.  Tell groups to be prepared to re-
port the�r expend�ture proposals to one another at the end of 60 m�nutes.  Conclude 
w�th a plenary d�scuss�on of th�s forecast�ng approach and explore reasons why par-
t�c�pants may have come up w�th d�fferent conclus�ons �n the�r calculat�ons.  

Note to the trainer: It will be extremely useful to adjust the monetary 

value of both the currency and the items that are included in the budg-

et to make the forecasting exercise realistic and relevant.  For example, 

there are still countries in the world where inflation has made the local 

currency relatively useless in relation to the same units of compara-

tive currencies, i.e. at the time this was being written one Euro would 

purchase about 34,000 Romanian lei.    



205CHAPTER 2:  FINANCIAL PLANNING

expenditure Forecasting using an incremental Method 

the sItuatIon

As finance d�rector for a small LG, you have been asked by the CEO to subm�t an 
expend�ture forecast for the next three years and to �nclude a plan for the systemat�c 
�mprovement of certa�n serv�ces.  One of the serv�ces spec�fied by the CEO �s road 
construct�on and ma�ntenance.

The CEO tells you that the govern�ng body �s mak�ng 50,000,000 (�n your coun-
try’s currency) ava�lable over the next three years for cap�tal �nvestments or equ�p-
ment purchases.  The counc�l also has agreed to hold down spend�ng for adm�n�stra-
t�ve overhead, and to g�ve pr�or�ty to road construct�on and ma�ntenance �nclud�ng 
related equ�pment purchases.

The ex�st�ng road network �n your town �s as follows:

Trunk roads = 10 k�lometres
Pr�nc�pal roads = 40 k�lometres
M�nor roads = 104 k�lometres (70 paved; 34 gravel)

The bas�c road network �s adequate for current traffic volumes except for a ma-
jor trunk road lead�ng from the LG centre to the LG a�rport.  In general, however, road 
ma�ntenance has become a problem ow�ng to under fund�ng, underm�n�ng of paved 
surfaces �n certa�n h�lly areas from underground spr�ngs, and the deter�orat�on of 
older streets �n the downtown area.  Also, some unsurfaced roads �n the fr�nge areas 
of town are becom�ng �mpassable due to eros�on.

Rout�ne road ma�ntenance costs �n your country’s currency/k�lometre are est�-
mated as follows:

Trunk    
roads

Pr�nc�pal 
roads

Local      
roads

Clean�ng dra�ns, ma�nta�n�ng 
shoulders, etc.

60,000 30,000 15,000

Street l�ght�ng bulb and mast 
replacement

120,000 60,000 27,000

Street s�gn replacement 30,000 30,000 9,000

Grad�ng (gravel roads) - - 9,000

It has been agreed, �n pr�nc�ple that efforts should be made to restore road sur-
faces to a reasonable state of repa�r �n the next three years.  A survey has d�sclosed 
the follow�ng needs:

Trunk roads (km) Pr�nc�pal roads (km) M�nor roads (km)

Reseal�ng 2 3 8

•
•
•
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Resurfac�ng 
(asphalt)

3 11 18

Resurfac�ng 
(gravel)

- 9 15

Reconstruct�on 2 9 14

Need work 70% 56% 53%

Reseal�ng and resurfac�ng are normally carr�ed out w�th the LG’s own employ-
ees and equ�pment.  However, some work has been contracted out to pr�vate firms.  
Average comparat�ve last year’s costs �n your country’s currency per k�lometre were:

Reseal�ng Resurfac�ng (as-
phalt)

Resurfac�ng (gravel)

Trunk roads
D�rect labour
Contract

600,000
630,000

3,000,000
2,760,000

-
-

Pr�nc�pal roads
D�rect labour
Contract

450,000
418,000

2,250,000
2,092,500

-
-

M�nor roads
D�rect labour
Contract

300,000
315,000

1,500,000
1,800,000

150,000
195,000

Road reconstruct�on �s always contracted out.  Average costs per k�lometre are 
est�mated at:

Trunk roads 7,500,000

Pr�nc�pal roads 6,000,000

M�nor roads 3,600,000

The road department’s fleet of veh�cles and equ�pment cons�sts of:

Veh�cle Un�t replace-
ment cost

Years �n 
serv�ce

Average operat�ng 
l�fe (years)

2 dump trucks
1 pav�ng veh�cle
2 road rollers
1 bulldozer

1 road grader

1,500,000
15,000,000
3,750,000
3,000,000
2,550,000

1
3
10
9
9

5
10
10
10
8

Departmental and superv�sory overhead costs perta�n�ng to the road depart-
ment’s work are to be l�m�ted to 10% of operat�ng and ma�ntenance costs.

In add�t�on to ma�ntenance and rehab�l�tat�on of the ex�st�ng system, a number 
of new construct�on projects have been �dent�fied as necessary over the next three 
years.  These �nclude:
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1.  Street construct�on �n new res�dent�al and commerc�al areas:
• Construct�on of 10 k�lometres of pr�nc�pal road.
• Construct�on of 35 k�lometres of m�nor road.

2.  Upgrad�ng of street l�ght�ng:
• 15 k�lometres

3.  New traffic s�gnals at several major �ntersect�ons:
• 8 �ntersect�ons

Place expend�ture forecast �n the space below:

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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2.5  CASe STudy: THe FinAnCe direCTor’S dileMMA

TiMe required

180-240 m�nutes   (2-3 hours)

purpoSe

Th�s case study �s to prov�de part�c�pants w�th �ns�ght on the use of forecast�ng to 
project the effect on a LG’s revenues of changes �n the nat�onal and local economy.

proCeSS

D�str�bute cop�es of Stack C�ty’s Sagg�ng Revenues and ask part�c�pants to read the 
case.  If poss�ble, arrange to prov�de part�c�pants w�th cop�es of the case to read be-
fore the workshop.

After part�c�pants have read the case, d�v�de them �nto small groups of four to 
seven.  Ask each group to answer the quest�ons at the end of the case.

After 90-120 m�nutes, reconvene the part�c�pants and ask for reports from each 
of the small groups.  D�scuss the var�ous �nterpretat�ons of the case and des�gn �m-
provement �deas.
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Stack City’s Sagging revenues

Stack C�ty �s a small �ndustry-dependent town of 28,500 people located �n the 
country’s largest steel produc�ng reg�on.  Stack C�ty �s adjacent to a large central c�ty 
that serves as the trade centre for the reg�on and has attracted most of the reg�on’s 
reta�l act�v�ty.  Stack C�ty, however, �s home to a major steelworks that employs 7,125 
workers and �s the c�ty’s largest employer.  The steelworks occup�es a vast 1500-acre 
complex cons�st�ng of coke ovens, blast furnaces, and roll�ng m�lls.  In the valley 
separat�ng the steelworks from the centre of Stack C�ty are endless rows of LG-owned 
tenements that prov�de hous�ng for steelworkers and the�r fam�l�es and a major rev-
enue source for Stack C�ty’s LG.  

A nat�onw�de recess�on �s hav�ng a ser�ous effect on the nat�onal economy but, 
so far, �ts greatest �mpact has been �n other parts of the country.  Local offic�als, con-
cerned about general econom�c uncerta�nty and aware of the r�sks faced by a town 
dependent on a s�ngle �ndustry, already have taken steps to d�vers�fy the c�ty’s rev-
enue base.  For example, to take advantage of Stack C�ty’s reputat�on as the reg�on’s 
steel cap�tal and �ts locat�on on a major h�ghway that crosses the country, the CEO 
and other local offic�als have been �nstrumental �n obta�n�ng fund�ng from the steel-
works’ owner for the construct�on of an LG-operated museum to house the owner’s 
pr�celess collect�on of �mpress�on�st art.  The museum, conven�ently located near the 
h�ghway, has become a popular tour�st attract�on.  It has also become a st�mulus for 
a thr�v�ng museum-related food and overn�ght accommodat�on bus�nesses along the 
h�ghway.  

In recent months, the d�vers�ficat�on strategy seemed to be work�ng.  Ev�dence 
of a generally strong bus�ness cl�mate was encourag�ng news to local offic�als, and 
employment at the steelworks cont�nued to be h�gh.  However, rather suddenly, a 
host of econom�c problems began to surface, tak�ng the CEO and govern�ng body 
by surpr�se.  Planned construct�on for expand�ng the steelworks, �nclud�ng an ad-
d�t�onal blast furnace, was �ndefin�tely postponed.  Th�s was followed by a request 
from management of the steel company to halt the remodell�ng of two large LG-owned 
tenement bu�ld�ngs that were be�ng read�ed for occupancy by steelworker fam�l�es.  In 
add�t�on, a pr�vate corporat�on halted plans for bu�ld�ng a mult�-storey hous�ng com-
plex after fil�ng for the�r bu�ld�ng perm�t.  About the same t�me, the owners of several 
small bus�nesses reported that quarterly sales were down s�gn�ficantly from the same 
per�od a year earl�er.  In add�t�on, a s�m�lar decl�ne �n rece�pts from t�cket sales was 
reported by the museum manager ow�ng to far fewer v�s�tors to the museum than 
expected.  Someth�ng was wrong but local offic�als could not determ�ne just what was 
caus�ng the problem or how ser�ous �t was.  LG offic�als knew l�ttle about the financ�al 
problems of local bus�nesses and part�cularly the steelworks.  Surpr�se and d�sbel�ef 
were the react�ons of these offic�als to an announcement that one of the major m�lls 
at the steelworks was clos�ng �n s�xty days leav�ng 715 employees out of work.  It was 
obv�ous that the m�ll clos�ng would have a profound �mpact on the commun�ty, but 
exactly what the effect would be on the Stack C�ty budget was not certa�n.  

The follow�ng table shows the adopted budget for the current fiscal year.
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Stack City Actual and Budgeted Revenues and Expenditures
(000s)

2011            % of
Budget        total

2010           % of
Actual        total

2009            % of
Actual        total

2008            % of
Actual        total

2007           % of
Actual         total

REvEnuES

StAtE ShAREd

Wage Tax - 0% - 0% - 0% - 0% 39,568 50%

Dependent income tax 17,860 20% 18,900 21% 18,369 22% 21,967 27% - 0%

Legal persons (corps) 12,400 14% 12,600 14% 13,568 16% 14,580 18% - 0%

Road tax 15,875 18% 14,400 16% 13,000 16% 12,960 16% 12,640 16%

tAxES & FEES      

Building taxes 14,100 16% 9,900 11% 6,549 8% 4,370 5% 4,365 6%

Property taxes 5,200 6% 5,135 6% 5,125 6% 5,026 6% 5,456 7%

Museum entrance fees 3,760 4% 1,800 2% 430 1% - 0% - 0%

LG EntERpRiSES

Sale of LG property 8,460 10% 13,990 16% 13,325 16% 10,241 13% 5,000 6%

Rent (Housing) 10,795 12% 11,990 14% 12,600 15% 12,255 15% 12,155 15%

totAL REvEnuES 88,450 100% 88,715 100% 82,966 100% 81,399 100% 79,184 100%

ExpEndituRES

City administration 21,620 23% 24,014 27% 21,785 26% 21,538 26% 21,000 26%

Housing 17,860 19% 13,500 15% 12,456 15% 12,210 15% 12,000 15%

Environmental 13,160 14% 13,000 14% 12,790 15% 12,628 16% 12,123 15%

Local services 12,220 13% 11,780 13% 10,725 13% 10,660 13% 10,401 13%

Transportation 8,480 9% 8,253 9% 7,470 9% 7,385 9% 7,204 9%

Culture 5,640 6% 5,589 6% 4,980 6% 4,264 5% 4,000 5%

Subsidies to LG

Enterprises 4,680 5% 4,268 5% 3,735 4% 3,739 5% 3,680 5%

Safety 4,150 4% 4,000 4% 3,560 4% 3,526 4% 3,445 4%

Body culture (Sports) 2,200 2% 2,100 2% 1,826 2% 1,936 2% 3,258 4%

Health 2,158 2% 2,010 2% 1,868 2% 1,886 2% 1,758 2%

Trade 1,417 2% 1,352 1% 1,071 1% 1,066 1% 856 1%

Other 435 0% 335 0% 738 1% 605 1% 33 0%

totAL ExpEndituRES 94,020 100% 90,201 100% 83,004 100% 81,443 100% 79,758 100%

ExCESS (dEFiCit) oF 
REvEnuES ovER

ExpEndituRES  (5,570)  (1,486) (38) (44) (574)

othER FinAnCinG 
SouRCES

   
 

Bank loans & interest 5,545 1,496 - - 515

Surplus from prior yr. 25 15 53 97 156

total 5,570 1,511  53 97 671

Total surplus - 25 15 53 97
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Respond�ng to the �mpend�ng problems, F�nance D�rector Gus Kl�mpt began an 
analys�s of the c�ty’s financ�al status.  The report d�sclosed that the c�ty would prob-
ably lose revenue from several sources.  The nat�onal government was supplement�ng 
�ts own budget by reduc�ng the amount of shared taxes go�ng to LGs by decreas�ng 
the allocat�on share to LGs for dependent �ncome and bus�ness and road taxes.  Ac-
cord�ng to the finance department report, �f ex�st�ng government serv�ce levels were 
ma�nta�ned, the LG would exper�ence a substant�al shortfall �n the com�ng budget 
year.  

The report suggested that the earl�er est�mates of revenue from bus�ness taxes 
ow�ng to the start-up of museum related bus�nesses were too opt�m�st�c.  In add�t�on, 
the expected revenue from museum tour fees and related concess�ons was equally 
overest�mated.  It became clear to Kl�mpt that Stack C�ty was be�ng affected by the 
nat�onal recess�on far more than he had or�g�nally bel�eved poss�ble.  Because �ncome 
falls dur�ng a recess�on, revenues der�ved from LG’s share of the �ncome tax falls as 
well.  Decl�n�ng construct�on at the steelworks and other bus�nesses means fewer new 
fam�l�es com�ng �nto the commun�ty and a commensurate reduct�on �n the occupancy 
of c�ty owned tenements and the rental revenue from that source.  The follow�ng table 
shows recent revenue and other financ�ng sources trends �n Stack C�ty by source.

operating and Capital Budget Revenue and other Financing Sources Comparison
(000s)

Current Year prior Year Second prior Year

Adopted      6 mo.    
Budget       Actual

% of        Revised    
Budget   Estimate

12 mo.        6 mo.   
Actual       Actual

% of        
total

12 mo.
Actual

6 mo.        % of 
Actual       total

StAtE ShAREd

Wage Tax - - 0%  - - 0% - 0%

Dependent income 17,860 7,144 40%  18,900 9,450 50% 18,369 9,185 50%

Legal persons (corps) 12,400 4,960 40%  12,600 6,300 50% 13,568 6,784 50%

Road tax 15,875 7,144 45%  14,400 7,200 50% 13,000 6,500 50%

tAxES & FEES      

Building taxes 14,100 6,768 48%  9,900 5,841 59% 6,549 3,929 60%

Property taxes 5,200 5,200 100%  5,135 5,135 100% 5,125 5,125 100%

Museum entrance fees 3,760 1,450 39%  1,800 918 51% 430 225 52%

LG EntERpRiSES

Sale of LG property 8,460 8,460 100%  13,990 5,876 42% 13,325 5,330 40%

Rent (Housing) 10,795 5,300 49%  11,990 5,995 50% 12,600 6,300 50%

totAL REvEnuES 88,450 46,426 52% - 88,715 46,715 53% 82,966 43,378 50%

othER FinAnCinG 
SouRCES

Bank loans & interest 5,525 5,525 100%  1,496 680 45% - -  

Surplus from prior yr. 25 25 100%  15 15 100% 53 53 100%

Total 5,550 5,550 100%  1,511 695 46% 53 53 100%

totAL REvEnuES & 
othER

94,000 51,976 55%  90,226 47,410 53% 83,019 43,431 52%

Kl�mpt knew that the nat�onw�de recess�on already was affect�ng LG revenue, 
pr�mar�ly because of the allocat�on reduct�ons from the nat�onal government.  The 
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m�ll clos�ng would have an add�t�onal �mpact through the loss of m�ll and m�ll-related 
jobs and the loss of �ncome from rent payments by fam�l�es occupy�ng c�ty-owned ten-
ements.  Budgeted revenues for rental �ncome has already been s�gn�ficantly reduced 
from the pr�or year due to the major renovat�ons at the c�ty tenement bu�ld�ngs.  The 
�mpact on real estate tax �ncome would depend on how many of the workers actually 
l�ved �n Stack C�ty.  

After look�ng at the revenues, he turned h�s attent�on to expend�tures.  Of course, 
he would recommend reduc�ng expend�tures where poss�ble dur�ng the current year, 
but the money budgeted for renovat�ons at the c�ty tenement bu�ld�ngs (Hous�ng) had 
been contractually obl�gated �n last month’s counc�l meet�ng.  It was a major cap�tal 
expend�ture �n th�s year’s budget.  In add�t�on, there were numerous unfilled pos�-
t�ons �n the C�ty Adm�n�strat�on budget, result�ng �n only 40% of mon�es expended 
to-date.  The follow�ng table shows all of the current and pr�or year expend�tures.

operating and Capital Budget Expenditure Comparison
(000s)

Current Year prior Year Second prior Year

Adopted      6 mo.    
Budget       Actual

% of        Revised    
Budget   Estimate

12 mo.        6 mo.   
Actual       Actual

% of
total

12 mo.
Actual

6 mo.        % of 
Actual       total

City administration 21,620 10,486 49% 24,014 12,055 50% 21,785 11,539 53%

Housing 17,860 11,609 65%  13,500 6,480 48% 12,456 6,041 48%

Environmental       
protection

13,160 6,659 51%  13,000 6,435 50% 12,790 6,548 51%

Local services 12,220 6,354 52%  11,780 6,243 53% 10,725 5,148 48%

Transportation 8,480 4,231 50%  8,253 4,011 49% 7,470 3,735 50%

Culture  5,640 2,679 48% 5,589 2,755 49% 4,980 2,490 50%

Subsidies to LG 4,680 4,680 100%  4,268 4,268 100% 3,735 3,735 100%

Safety 4,150 2,158 52%  4,000 2,101 53% 3,560 1,780 50%

Body culture (Sports) 2,200 888 40% 2,100 840 40% 1,826 776 42%

Health 2,158 1,133 53%  2,010 1,050 52% 1,868 986 53%

Trade 1,417 751 53%  1,352 811 60% 1,071 475 44%

Other 435 372 86%  335 332 99% 738 139 19%

totAL ExpEndituRES 94,020 52,000 55% 90,201 47,381 53% 83,004 43,392 52%

F�nance D�rector Kl�mpt found h�mself confronted w�th many more quest�ons 
than answers.  Answers to these quest�ons, he bel�eved, would come from the find�ngs 
of an econom�c analys�s needed to develop good revenue project�ons.  Trad�t�onally, 
Stack C�ty had made revenue project�ons based on nat�onal government est�mates, 
w�th adjustments der�ved from the finance staff’s knowledge of local trends and bus�-
ness act�v�ty.  At a recent workshop conducted by a LG ass�stance centre �n the 
central c�ty, Kl�mpt had been exposed to several soph�st�cated approaches to revenue 
project�ons.  One of these, regress�on analys�s, was sa�d to be useful for show�ng the 
relat�onsh�p between two var�ables over t�me and could be used to make short-term 
pred�ct�ons for the future.  Another, �nput-output analys�s, was an effect�ve way to 
analyze the econom�c �mpact of changes such as a m�ll clos�ng.
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Team Tasks
1. Us�ng the analyt�cal forecast�ng tools you have learned about �n th�s chap-

ter, and the �nformat�on and data prov�ded �n the case study and spread 
sheets, make a ser�es of s�x-month project�ons on the c�ty’s key revenue 
sources.  Be prepared to report on what analys�s you performed and the 
results of the analys�s.

2. Based on these project�ons, your team �s to prepare a l�st of three to five 
major recommendat�ons on how expend�tures can be cut to correspond 
to the budget shortfalls that are expected to occur w�th�n that s�x-month 
per�od.
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2.6  CASe STudy: THe poliCy MAker’S dileMMA

Note:  This exercise is designed to be used with either groups of policy 

makers (elected officials) or CEOs, to increase their understanding of 

how to cope with the challenges of financial planning.

TiMe required

120 m�nutes

purpoSe

Us�ng the case study �n exerc�se 4.5, Stack C�ty’s Sagg�ng Revenues, part�c�pants w�ll 
ga�n �ns�ght �nto the use of �nformat�on and data for mak�ng pol�cy dec�s�ons about 
how to cope w�th an �mpend�ng shortfall of local government revenues.  

proCeSS

D�str�bute cop�es of Stack C�ty’s Sagg�ng Revenues (�n Exerc�se # 4.5) and ask part�c�-
pants to read the case.  If poss�ble, arrange to prov�de part�c�pants w�th cop�es of the 
case to read before the workshop.  

After part�c�pants have read the case, d�v�de them �nto small groups of four to 
seven and tell each group that they have about seventy-five m�nutes to develop a 
group response to each of the follow�ng tasks: 

Based on the �nformat�on conta�ned �n the case study narrat�ve and fi-
nanc�al spreadsheets, develop a l�st of the most ser�ous �ssues confront�ng 
the Stack C�ty govern�ng body.  
Rate each of these �ssues �n terms of the�r �mportance to the longer-term 
financ�al well be�ng of the c�ty, and the short-term urgency of tak�ng ac-
t�on as a govern�ng body.  1 = not at all �mportant or urgent; 3 = some-
what �mportant or urgent; and 5 = very �mportant or urgent.  Mult�ply 
your �mportance and urgency scores for each �ssue and put your �ssues �n 
rank order based on the total of each score.  (Note: The process of mul-
t�ply�ng the �nd�v�dual scores tends to separate the most �mportant and 
urgent from the less �mportant and urgent.)
Based on the �nformat�on from tasks # 1 and # 2, develop a suggested 
plan of act�on to d�scuss w�th your CEO, F�nance D�rector, and other key 
c�ty offic�als �n an execut�ve sess�on.    

Before they break �nto small task teams, ask them to prepare the�r responses 
on sheets of newspr�nt paper for presentat�on �n plenary sess�on.

Reconvene the teams �n about one hour and fifteen m�nutes and ask for team 
reports.  D�scuss the var�ous reports and summar�ze the lessons learned from th�s 
exper�ence.  

1.

2.

3.
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2.7  CloSing exerCiSe: leArning TrAnSFer

TiMe required

30-45 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants transfer the learn�ng exper�ences of the workshop 
�nto the�r real-world act�v�t�es as finance d�rectors.  The focus of th�s exerc�se �s on 
ra�s�ng expectat�ons, engag�ng �n real�st�c plann�ng and mak�ng personal comm�t-
ments.  Most of the work �s done on a personal bas�s w�th some �nterpersonal shar-
�ng.  

proCeSS 

Spend at least half an hour at the end of the workshop to focus the attent�on of par-
t�c�pants on �mportant learn�ng and encourage them to cont�nue exper�ment�ng w�th 
these �deas �n the�r management act�v�t�es.  Beg�n by g�v�ng part�c�pants about fifteen 
m�nutes to work �ndependently on a s�mple learn�ng transfer quest�onna�re.  When 
part�c�pants have completed the quest�onna�re, ask them to share qu�ckly w�th the 
group two or three th�ngs they �ntend to do d�fferently �n the�r roles w�th respect to 
financ�al plann�ng, to close the workshop.

Trainers note.  It is generally agreed that the purpose of training is 

to improve the way people do things by showing them a better way.  

In fact, the success of a training experience can be measured by the 

amount of personal growth and change that takes place both during 

training and after the training is over.  

Commitments to learning and change made at the close of a workshop 

can help participants overcome learning resistance in themselves and 

in the work environment.  A trainer can help learners make a success-

ful transition from the world of learning to the world of doing through 

a few simple planning exercises.  
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A learning Transfer questionnaire
 Take a few m�nutes to reflect on financ�al plann�ng and forecast�ng, the new 

�deas you encountered �n th�s workshop, and how you feel about them.  Then, �n 
the space below, wr�te a sentence or two to descr�be someth�ng �nterest�ng you have 
learned about yourself dur�ng th�s workshop.
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

Based on what you have learned about yourself and the many poss�b�l�t�es for 
change presented by th�s workshop, what two or three th�ngs do you �ntend to do 
d�fferently that �nvolve financ�al forecast�ng?

1.   ______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

2. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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3. _______________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

F�nally, what obstacles �n yourself or �n your work env�ronment do you expect 
to exper�ence dur�ng your efforts to �mplement these changes?  What w�ll you do to 
remove or m�n�m�ze these obstacles?

Expected Obstacle 

1.   ______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

2. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

3. _______________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

How w�ll you remove the obstacle?

1.   ______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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 ________________________________________________________________________________

2. _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

3. _______________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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C�t�zen Part�c�pat�on

PART ONE —CONCEPTS, PRINCIPLES, 
AND STRATEGIES

SuMMAry

Th�s essay exam�nes ways that c�t�zens �nteract w�th the�r local governments (LGs). 
We prov�de a defin�t�on of c�t�zen part�c�pat�on and descr�be the benefits to a local 

government that establ�shes and uses c�t�zen part�c�pat�on pol�c�es and techn�ques. 
We d�scuss obstacles to the use of these pol�c�es. We prov�de ten steps to �nvolv�ng 
c�t�zen part�c�pat�on �n resolv�ng an �ssue.  F�nally, we prov�de a compend�um of 
techn�ques that can be used by local governments to �nvolve c�t�zens �n a t�mely and 
construct�ve way �n the development and �mplementat�on of publ�c programs.

Th�s chapter �s wr�tten for LG offic�als, managers,  and pol�cy makers.  It does 
not attempt to prov�de a c�t�zen’s po�nt of v�ew towards deal�ng w�th LGs.  Because 
some rev�ewers �nd�cated an �nterest �n Part�c�patory Mon�tor�ng wh�ch focuses on 
c�t�zens mon�tor�ng the LG, Append�x B:  World Bank Informat�on on Part�c�patory 
Mon�tor�ng has been added to the chapter.

relATionSHipS beTWeen CHApTerS oF THe SerieS

The follow�ng matr�x shows the �nterrelat�onsh�ps between C�t�zen Part�c�pat�on and 
other chapters �n the ser�es.

Citizen participation
Introduction The Introduct�on prov�des the framework for us�ng the ent�re 

ser�es.
Trainer’s Guide Prov�des gu�del�nes for us�ng the chapters to prov�de tra�n�ng.
Financial Policy 
Making

F�nanc�al pol�cy mak�ng prov�des the framework for the op-
portun�t�es for c�t�zen part�c�pat�on.  If part�c�pat�on �s not re-
qu�red �n pol�c�es then many LGs w�ll not �nv�te c�t�zen part�c�-
pat�on �nto the financ�al dec�s�on mak�ng process.

Financial Planning F�nanc�al plann�ng �s the long-term plan for where the com-
mun�ty �s go�ng.  C�t�zen part�c�pat�on �n dec�d�ng the d�rect�on 
�s essent�al.  
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Evaluating 
Financial 
Condition

C�t�zens have a stake �n the financ�al health of the�r LG, even 
when they are not pay�ng taxes or revenues d�rectly to the LG.  
If the financ�al cond�t�on worsens then the qual�ty of publ�c 
serv�ces prov�ded for c�t�zen’s w�ll be �mpacted.  

Operating Budget The operat�ng budget �s a plan for the acqu�s�t�on, ma�nte-
nance and use of LG assets to del�ver publ�c serv�ces.  C�t�zen 
part�c�pat�on �n that dec�s�on mak�ng process �s essent�al.

Financing the 
Operating Budget

The operat�ng budget �s a plan for the acqu�s�t�on, ma�nte-
nance and use of LG assets to del�ver publ�c serv�ces.  C�t�zen 
part�c�pat�on �n that dec�s�on mak�ng process �s essent�al.

Capital 
Investment 
Planning (CIP)

The cap�tal �nvestment plan �s a plan for the acqu�s�t�on, ma�n-
tenance and use of LG assets to del�ver publ�c serv�ces. C�t�zen 
part�c�pat�on �n that dec�s�on mak�ng process �s essent�al.

Financing 
the Capital 
Investment Plan

The cap�tal �nvestment plan �s a plan for the acqu�s�t�on, ma�n-
tenance and use of LG assets to del�ver publ�c serv�ces. C�t�zen 
part�c�pat�on �n that dec�s�on mak�ng process �s essent�al.

Accounting Account�ng and report�ng prov�de the method for hold�ng LG 
offic�als and pol�cy makers accountable..

Performance 
Measures

Performance measures help the LG ensure that �ts c�t�zen par-
t�c�pat�on process �s effect�ve and effic�ent and accompl�sh�ng 
the pr�or�t�es and goals of the LG.

Asset 
Management

The largest �nvestment a LG makes �s �n �ts assets.  These 
�nclude streets, cl�n�cs, water systems, fire trucks, etc.  It �s 
�mportant that c�t�zens part�c�pate �n sett�ng pr�or�t�es for ac-
qu�r�ng or bu�ld�ng assets.  It �s equally �mportant that c�t�zens 
mon�tor the LG’s use of �ts assets to ensure that they are be�ng 
adequately ut�l�zed.

Procurement Procurement �s one of the pr�mary ways of d�sburs�ng mon-
�es.  C�t�zen part�c�pat�on can requ�re that �t be an open and 
transparent process.

inTroduCTion

We recogn�ze that bas�c or �ntroductory concepts are relat�ve—depend�ng upon your 
background and frame of reference for both c�t�zen part�c�pat�on and local govern-
ment.  Users of th�s mater�al w�ll range from those who have no knowledge of c�t�zen 
part�c�pat�on pr�nc�ples or concepts to those who have a very soph�st�cated under-
stand�ng.  The follow�ng are our �deas of what represents the most fundamental pr�n-
c�ples and concepts needed to understand c�t�zen part�c�pat�on �n financ�al dec�s�on 
mak�ng at a beg�nn�ng level.
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bASiC ConCepTS And deFiniTionS

Citizen PartiCiPatiOn fraMewOrk

good governAnCe

The concept and pr�nc�ples of good governance1 prov�de the foundat�on  for c�t�zen 
part�c�pat�on.  Good governance has e�ght major character�st�cs. It �s part�c�patory, 
consensus or�ented, accountable, transparent, respons�ve, effect�ve and effic�ent, eq-
u�table and �nclus�ve and follows the rule of law. It assures that corrupt�on �s m�n�-
m�zed, the v�ews of m�nor�t�es are taken �nto account and that the vo�ces of the most 
vulnerable �n soc�ety are heard �n dec�s�on-mak�ng. It �s also respons�ve to the present 
and future needs of soc�ety.  Each of these �s d�scussed more at length below.

Participation2 by both men and women �s a key cornerstone of good govern-
ance. Part�c�pat�on could be e�ther d�rect or through leg�t�mate �ntermed�ate �nst�tu-
t�ons or representat�ves. It �s �mportant to po�nt out that representat�ve democracy 
does not necessar�ly mean that the concerns of the most vulnerable �n soc�ety would 
be taken �nto cons�derat�on �n dec�s�on mak�ng. Part�c�pat�on needs to be �nformed 
and organ�zed. Th�s means freedom of assoc�at�on and express�on on the one hand 
and an organ�zed c�v�l soc�ety on the other hand.

Rule of law—Good governance requ�res fa�r legal frameworks that are enforced 
�mpart�ally. It also requ�res full protect�on of human r�ghts, part�cularly those of m�-
nor�t�es. Impart�al enforcement of laws requ�res an �ndependent jud�c�ary and an 
�mpart�al and �ncorrupt�ble pol�ce force.

Transparency3 means that dec�s�ons taken and the�r enforcement are done �n 
a manner that follows rules and regulat�ons. It also means that �nformat�on �s freely 
ava�lable and d�rectly access�ble to those who w�ll be affected by such dec�s�ons and 
the�r enforcement. It also means that enough �nformat�on �s prov�ded and that �t �s 
prov�ded �n eas�ly understandable forms and med�a.

Respons�veness—Good governance requ�res that �nst�tut�ons and processes try 
to serve all stakeholders w�th�n a reasonable t�meframe.

Consensus oriented—There are several actors and as many v�ew po�nts �n a 
g�ven soc�ety. Good governance requ�res med�at�on of the d�fferent �nterests �n soc�ety 
to reach a broad consensus �n soc�ety on what �s �n the best �nterest of the whole 
commun�ty and how th�s can be ach�eved. It also requ�res a broad and long-term per-
spect�ve on what �s needed for susta�nable human development and how to ach�eve 
the goals of such development. Th�s can only result from an understand�ng of the 
h�stor�cal, cultural and soc�al contexts of a g�ven soc�ety or commun�ty.

1 For further �nformat�on on urban governance v�s�t the UN-HABITAT webs�te atFor further �nformat�on on urban governance v�s�t the UN-HABITAT webs�te at 
http://www.un-hab�tat.org/Campa�gns/governance.
2 For add�t�onal �nformat�on see UN-HABITAT (2003)For add�t�onal �nformat�on see UN-HABITAT (2003) Tools to Support Participatory 
Urban Decision-Making.
3 See UN-HABITAT (2004)See UN-HABITAT (2004) Tools to Support Transparency in Local Government for more 
�nformat�on.
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Equity and inclusiveness—A soc�ety’s well be�ng depends on ensur�ng that all 
�ts members feel that they have a stake �n �t and do not feel excluded from the ma�n-
stream of soc�ety. Th�s requ�res all groups, but part�cularly the most vulnerable, have 
opportun�t�es to �mprove or ma�nta�n the�r well be�ng.

Effect�veness and effic�ency—Good governance means that processes and �nst�-
tut�ons produce results that meet the needs of soc�ety wh�le mak�ng the best use of 
resources at the�r d�sposal. The concept of effic�ency �n the context of good govern-
ance also covers the susta�nable use of natural resources and the protect�on of the 
env�ronment.

Accountab�l�ty �s a key requ�rement of good governance. Not only governmental 
�nst�tut�ons but also the pr�vate sector and c�v�l soc�ety organ�zat�ons must be ac-
countable to the publ�c and to the�r �nst�tut�onal stakeholders. Who �s accountable 
to whom var�es depend�ng on whether dec�s�ons or act�ons taken are �nternal or 
external to an organ�zat�on or �nst�tut�on. In general an organ�zat�on or an �nst�tut�on 
�s accountable to those who w�ll be affected by �ts dec�s�ons or act�ons. Accountab�l�ty 
cannot be enforced w�thout transparency and the rule of law.

These e�ght pr�nc�ples are the foundat�on upon wh�ch mean�ngful c�t�zen par-
t�c�pat�on s�ts.  Where appropr�ate throughout th�s chapter, these concepts are re�n-
forced w�th�n the context of c�t�zen part�c�pat�on.

un MillenniuM developMenT goAlS

Add�t�onally, we want to re�nforce the  UN M�llenn�um Development Goals (MDGs) – 
wh�ch range from halv�ng extreme pov-
erty to halt�ng the spread of HIV/AIDS 
and prov�d�ng un�versal pr�mary educa-
t�on, all by the target date of 2015. 

Spec�fically, the goal on promot�ng 
gender equal�ty and empower�ng women 
�s emphas�zed at several po�nts �n th�s 
chapter to rem�nd LG offic�als that c�t�-
zen part�c�pat�on �ncludes ALL c�t�zens, 
not just the wealthy or men, but also �n-
cludes women and low-�ncome persons.

WHy lg oFFiCiAlS And STAFF 
SHould CAre AbouT CiTiZen 
pArTiCipATion

W�th�n the good governance framework, 
follow�ng are spec�fic reasons that LG offic�als should �nvolve c�t�zens.  By local gov-
ernment offic�als we mean elected and appo�nted offic�als as well as local government 
staff personnel.  These are some reasons why local government offic�als should make 
c�t�zen part�c�pat�on an �ntegral part of the�r financ�al management respons�b�l�t�es:

•	 To ensure that all c�t�zen part�c�pat�on legal requ�rements are met �n the most 
effect�ve manner �.e., hold publ�c meet�ngs.

un Millennium goals
Erad�cate extreme poverty and 
hunger
Ach�eve un�versal pr�mary educa-
t�on
Promote gender equal�ty and em-
power women
Reduce ch�ld mortal�ty
Improve maternal health
Combat HIV/AIDS, malar�a and 
other d�seases
Ensure env�ronmental susta�n-
ab�l�ty
Develop a global partnersh�p for 
development
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•	 To educate and prov�de support, thus leg�t�m�z�ng the local government’s 
dec�s�on-mak�ng processes.

•	 To prov�de dec�s�on makers w�th new �ns�ghts and solut�ons to local govern-
ment problems �nclud�ng complex finance and budget �ssues, �.e., pr�or�ty 
sett�ng.

•	 To meet and respond to the needs of c�t�zens.  All c�t�zens, �nclud�ng women 
and low-�ncome persons.

•	 To adv�se elected offic�als on appropr�ate techn�ques to sol�c�t publ�c �nput �n 
publ�c pol�cy related matters.

•	 To ant�c�pate and be prepared for the t�me when c�t�zen part�c�pat�on �s the 
norm rather than the except�on.

•	 To prov�de leadersh�p and adv�ce to other local government offic�als about 
techn�ques used �n meet�ng c�t�zens’ �nformat�on needs.

•	 To effect�vely commun�cate financ�al �nformat�on to the publ�c, bus�nesses 
and commun�ty organ�zat�ons.

•	 To serve as a means to get tang�ble work from volunteers to support local 
government financ�al and other act�v�t�es.

definitiOns

C�t�zen part�c�pat�on �s any process through wh�ch c�t�zens �nfluence publ�c dec�s�ons 
that affect the�r l�ves and the l�ves of other c�t�zens. The part�c�pat�on can be act�ve as 
when c�t�zens �nteract w�th the�r elected offic�als or the staff of a local government to 
�nfluence a publ�c pol�cy dec�s�on. Or the part�c�pat�on can be comparat�vely pass�ve 
as when c�t�zens s�mply attend a publ�c meet�ng to rece�ve �nformat�on on the status 
of a new government program or when they show up to vote at an elect�on. The most 
effect�ve c�t�zen part�c�pat�on br�ngs people together to learn and d�scuss as well as to 
g�ve the�r �nput, and these opportun�t�es are part�cularly useful for bu�ld�ng a consen-
sus that can be a mean�ngful gu�de for government act�on.  The focus of th�s chapter 
�s on c�t�zen part�c�pat�on �n the financ�al plann�ng and dec�s�on mak�ng processes.

Stakeholders  - those �nd�v�duals and groups who are most d�rectly concerned 
w�th �ssues and have a “stake” or “cla�m” to the dec�s�on to be made regard�ng that 
part�cular �ssue.

A concept underly�ng every democrat�c soc�ety �s that those who are affected by 
publ�c dec�s�ons have the r�ght to part�c�pate �n mak�ng those dec�s�ons. In fact, �n a 
democrat�c system �t �s fa�r to say that �t �s the publ�c that determ�nes where �t wants 
to go, and �t �s the role of the elected representat�ves of the publ�c and the�r staffs to 
get them there. C�t�zen part�c�pat�on �s an affirmat�on of every c�t�zen’s r�ght to have a 
vo�ce �n government and government’s duty to find opportun�t�es to �nform, educate 
and �nvolve c�t�zens �n mean�ngful ways �n the process of publ�c plann�ng and dec�-
s�on mak�ng.

Openness �n or access to the publ�c pol�cy dec�s�on mak�ng process �s a fun-
damental concept of a free and democrat�c soc�ety. Openness means that dec�s�ons 
should be made, not “beh�nd closed doors,” but “out �n the open.” The �ntent �s the 
express�on of both a real and symbol�c pr�nc�ple that all �nterested c�t�zens w�ll be 
�nformed and encouraged to d�alog w�th the�r publ�c offic�als toward more enl�ghtened 
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publ�c dec�s�ons. Den�ed th�s r�ght and opportun�ty, c�t�zens who have an �nterest 
�n local government w�ll lose �t and even become cyn�cal about the�r elected leaders 
and the role of government generally. In many democrac�es, the pr�nc�pal of c�t�zen 
access�b�l�ty to the act�v�t�es of local government �s so �mportant that guarantees of 
access are wr�tten �nto “open meet�ng” laws. Where such laws are enacted, they as-
sure c�t�zens not�ce of and access to meet�ngs of govern�ng bod�es and other publ�c 
bod�es except under cond�t�ons that are enumerated �n the law.

For those countr�es undergo�ng decentral�zat�on from the nat�onal to the local 
government level, the �ssue of c�t�zen part�c�pat�on may be espec�ally challeng�ng.  
Th�s �s a t�me of tremendous change for both the nat�onal and local government per-
sonnel. Local governments �n th�s s�tuat�on must deal w�th a change �n the m�ndset 
of personnel at the nat�onal level as well as w�th new expectat�ons from c�t�zens at 
the local level.  

Nat�onal government personnel may res�st shar�ng dec�s�on-mak�ng power w�th 
local offic�als.  Others �ns�st on a standard�sed approach �ns�st�ng that all local gov-
ernments deal w�th c�t�zen part�c�pat�on �dent�cally—not allow�ng for the d�fferences 
between local governments and the var�ous cultures that may ex�st throughout the 
country.

Local government appo�nted and elected offic�als may have a lack of knowledge 
on how to �nvolve c�t�zens or even may not be �nterested �n gett�ng c�t�zen �nput for 
publ�c pol�cy �ssues.  On top of all of th�s, c�t�zens have new expectat�ons for what the 
local government can accompl�sh that may be unreal�st�c �n the short term.  C�t�zens 
may become cyn�cal �f the local government does not appear to want the�r �nvolve-
ment �n dec�s�on-mak�ng.  Hopefully, th�s chapter w�ll offer �deas for encourag�ng 
c�t�zen �nput �n a var�ety of ways.

PubliC infOrMatiOn as PartiCiPatiOn

When a publ�c not�ce �s posted or d�str�buted, or c�t�zens meet to learn about a new 
government program, a local government �s engag�ng �n c�t�zen part�c�pat�on. Any 
effort by a local government to �nform or educate c�t�zens �s �mportant, for mean�ng-
ful c�t�zen part�c�pat�on depends on an enl�ghtened publ�c. In order to g�ve �nformed 
comments and feedback and play a mean�ngful role �n dec�s�on mak�ng, c�t�zens must 
understand the �ssues. C�t�zens cannot evaluate alternat�ves �ntell�gently unless they 
are adequately �nformed. 

There are two types of �nformat�on that a local government m�ght prov�de to 
help c�t�zens part�c�pate more effect�vely. The first type of �nformat�on �s to furn�sh 
c�t�zens w�th deta�ls on a spec�fic �ssue, program or act�v�ty such as a change �n pol�cy 
on publ�c procurement, rev�ew of the annual budget or spec�fic project �ncluded �n 
the LG’s cap�tal �mprovements program. The second type of �nformat�on �s rather 
general and more educat�onal �n nature as when a publ�c offic�al talks to a class of 
school ch�ldren or expla�ns the work�ng of local government to a c�v�c club, profes-
s�onal group or bus�ness organ�zat�on. Whether spec�fic or general �n nature, a flow of 
t�mely and understandable publ�c �nformat�on �s essent�al for c�t�zens to part�c�pate 
effect�vely.

Examples
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Publ�c hear�ngs on cap�tal �mprovements (�nvestments) program 
Budget hear�ng
Speeches for c�v�c groups or school ch�ldren 
Informat�onal matters for bus�nesses, educat�onal �nst�tut�ons or commu-
n�ty groups
Requ�red annual reports that prov�de �nformat�on on local government 
act�v�t�es

faCtOrs that trigger Citizen PartiCiPatiOn

When �s the r�ght t�me to �nvolve c�t�zens �n the affa�rs of a local government? The 
answer to th�s quest�on �s easy enough—anyt�me the staff or govern�ng body bel�eves 
that the part�c�pat�on of c�t�zens would result �n a better outcome (e.g., a more �n-
formed dec�s�on, a better des�gned plan, a more voter-acceptable revenue package) 
than were c�t�zens not �nvolved. Shown below are some examples of how to �nvolve 
c�t�zens.

Seek �nput from govern�ng body-c�t�zen based comm�ss�ons to ensure the 
annual budget reflects the needs of the c�t�zens.
Ask c�t�zens w�th financ�al backgrounds to evaluate var�ous alternat�ves 
for ra�s�ng revenue �n terms of cost, fa�rness and publ�c acceptance. 
Organ�ze a group of STAKEHOLDERS to plan ways to resolve an �ssue of 
env�ronmental susta�nab�l�ty concern�ng a chem�cal plant that �s a h�s-
tor�c generator of tox�c waste but can prov�de a strong and needed boost 
to the local economy. 
Set up focus group meet�ngs to find out how c�t�zens feel about the pr�va-
t�zat�on of a serv�ce prev�ously prov�ded by government. 
Conduct a survey to learn how the c�t�zens feel about the need to �m-
pound stray dogs, cats and other an�mals.
Create a res�dent comm�ttee to recommend two �ntersect�ons among five 
w�th extremely h�gh acc�dent rates for the �nstallat�on of traffic s�gnals. 
There �s only enough money for s�gnals at two �ntersect�ons.
Create a c�t�zens’ task force to determ�ne the causes, effects and offer pos-
s�ble solut�ons to reduce cr�me and vandal�sm among young people �n the 
commun�ty.

whO PartiCiPates?

A well establ�shed pr�nc�ple of organ�zat�onal change that appl�es to the act�v�t�es of 
local government �s that people tend to support what they help to create. Follow�ng 
th�s pr�nc�ple, �t �s �mportant to �nvolve �n spec�fic government �ssues those �nd�v�du-
als and groups who are most d�rectly concerned w�th those �ssues. Such concerned 
�nd�v�duals and groups are somet�mes called “stakeholders.” C�t�zen part�c�pat�on 
programs are more effect�ve �f they �dent�fy those �nd�v�duals or groups that have a 

•
•
•
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stake �n a dec�s�on to be made or a problem to be solved.  Typ�cally, these stakehold-
ers, �nd�v�duals or groups, cons�st of the follow�ng:

Organ�zed �nterest groups—these are groups of �nd�v�duals who share a com-
mon ph�losoph�cal �nterest �n an �ssue, and are w�ll�ng to comm�t themselves to the 
“r�ght” dec�s�on or outcome from the�r perspect�ve (e.g., env�ronmental groups, labour 
un�ons).

Ind�v�duals—persons who are personally �nterested �n or have expert knowledge 
relat�ve to a spec�fic �ssue.

Underrepresented groups—those who are not prone to part�c�pate on the�r own 
and who are a part of the “s�lent major�ty” �n any commun�ty.

Commun�ty organ�zat�ons—these are �nd�v�duals who organ�ze to promote a 
common �nterest related to a part�cular area of publ�c serv�ce such as publ�c hous�ng, 
condom�n�ums or the d�str�ct or commun�ty �n wh�ch they l�ve (e.g., tenant assoc�a-
t�ons, cooperat�ve hous�ng assoc�at�ons, commun�ty assoc�at�ons).

Bus�ness and profess�onal clubs/assoc�at�ons—these are organ�zat�ons of bus�-
nesses or bus�ness profess�onals that support and promote a strong and healthy 
bus�ness cl�mate (e.g., chambers of commerce, profess�onal and serv�ce clubs).

Pol�t�cal clubs—organ�zat�ons that represent var�ous pol�t�cal part�es or party 
coal�t�ons �n a commun�ty. 

Other publ�c organ�zat�ons—these �nclude contr�butory organ�zat�ons, educa-
t�onal �nst�tut�ons, NGOs, other LGs, other levels of state adm�n�strat�on d�str�cts and 
spec�al agenc�es w�th�n state adm�n�strat�on.

Citizen rOles in the PartiCiPatiOn PrOCess

The roles of �nd�v�dual c�t�zens and c�t�zen groups w�ll vary by �ssue. In countr�es 
where the �dea of c�t�zen �nput �s new, c�t�zen �nterest must be nurtured and spec�al 
attent�on pa�d to prov�d�ng opportun�t�es for c�t�zen �nput.  Some c�t�zen groups may 
represent part�cular segments of the overall “publ�c �nterest” (e.g., preserv�ng green 
spaces and wetlands from the encroachment of new development). Some w�ll work 
on behalf of the econom�c, pol�t�cal or soc�al �nterests of the�r var�ous const�tuenc�es. 
Local government offic�als can play an �mportant role �n d�scern�ng wh�ch �nterests 
need to be represented when address�ng a part�cular publ�c �ssue and see�ng that as 
many of them as poss�ble are present when the �ssue �s be�ng addressed. Local gov-
ernment offic�als may be the best equ�pped of all the part�es to keep the focus on the 
real “publ�c �nterest” that underl�es any �ssue or d�scuss�on. Moreover, �t �s the local 
government that �s most l�kely to be aware of the var�ous legal and pol�cy cons�dera-
t�ons that must be observed �n reach�ng a dec�s�on. Shown below are descr�pt�ons of 
some c�t�zen part�c�pat�on techn�ques or roles that c�t�zens may choose or be asked 
to play.

Role      Issue or Activity
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Self-�nterest Prov�d�ng �nput on a spec�fic top�c l�ke zon�ng, an�-
mal restra�nt laws, or the sale of an asset, l�ke park 
land. 

Advocacy C�t�zen task force charged w�th exam�n�ng a spec�fic 
subject and to offer ev�dence support�ng a recom-
mendat�on.

Shared power Commun�ty groups and boards gather facts and 
present �nformat�on on techn�cal �ssues based on 
c�t�zens, academ�c, bus�ness leader or consultant 
�nput.

Expert resource Persons who have firsthand exper�ence prov�de �n-
format�on to enlarge the understand�ng of publ�c of-
fic�als about a problem or �ssue.

Serv�ce qual�ty feedback A s�zable number of c�t�zens asked to offer react�ons 
and op�n�ons about serv�ce qual�ty or other matters 
that could affect dec�s�ons on the allocat�on of pub-
l�c funds.

suMMary Of Citizen PartiCiPatiOn teChniques

The term “techn�que” �s used �n th�s chapter to descr�be any method planned by a 
local government to �nform, educate, or sol�c�t the ass�stance of c�t�zens �n plann�ng 
and dec�s�on mak�ng. 

Note that these techniques can be used at a LG-wide or sub-LG level 

to get citizen participation.

F�fteen summar�es of common c�t�zen part�c�pat�on techn�ques are descr�bed �n 
the follow�ng tables. Two types of techn�ques are �dent�fied: Type 1) techn�ques that 
are spec�fically des�gned to �nvolve c�t�zens �n the dec�s�on mak�ng process; and Type 
2) techn�ques des�gned to educate and �nform c�t�zens but not necessar�ly to obta�n 
the�r �deas and op�n�ons. More deta�l, �nclud�ng the advantages and d�sadvantages 
of these fifteen techn�ques, along w�th descr�pt�ons and examples of the�r use can be 
found �n  Append�x A:  C�t�zen Part�c�pat�on Techn�ques.

Type 1 - Techn�ques Defin�t�on/Purpose Example

Publ�c hear�ngs or 
meet�ngs

Formal structured hear-
�ng, usually called by the 
govern�ng body 

Meet legal requ�rements to 
�nform c�t�zens about the 
proposed budget

Town hall meet�ng Informal assembly usually 
held �n a recreat�on bu�ld-
�ng, school, church, bank 
or other fac�l�ty 

Status report on cap�tal 
�mprovements program �n 
spec�fic geograph�cal area

C�t�zen op�n�on/at-
t�tude survey

Gather�ng �nformat�on 
about c�t�zens’ att�tudes 
w�thout hold�ng a group 
meet�ng

React�ons to a proposal 
to pay �ncreased fees for 
cultural events
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Focus group Meet�ng of selected c�t�zens 
to gauge the probable re-
sponse of a larger group

F�nd out the nature and 
strength of c�t�zen sent�-
ment about a controver-
s�al local �ssue

Adv�sory comm�ttee 
and task force

Group of c�t�zens ap-
po�nted to prov�de adv�ce 
on �ssue(s); may be on-go-
�ng or, �n the case of a task 
force, focused upon a s�ngle 
�ssue

Investment comm�ttee to 
suggest alternat�ves for 
�nvest�ng unused cash

Boards and comm�s-
s�ons

Groups of c�t�zens appo�nt-
ed to prov�de control, man-
agement and ma�ntenance 
of a spec�fic funct�on 

Adv�sory board for rev�ew 
and evaluat�on of the an-
nual budget process

Technology appl�-
cat�on (Cable TV, 
Internet)

Cable TV �s an alterna-
t�ve to “over the a�r” TV; 
TV s�gnal �s sent through 
a coax�al cable to homes, 
apartments and offices

L�ve broadcast of the gov-
ern�ng body meet�ng; post-
�ng of LG job open�ngs

Internet—large group of 
computers exchang�ng 
�nformat�on; c�t�zens can 
send to and rece�ve �nfor-
mat�on from the LG

Send electron�c ma�l 
rather than phon�ng or 
phys�cally go�ng to LG hall

Commun�ty assoc�a-
t�on/board

Group of c�t�zens organ�zed 
around a common �nterest 
or �ssue

Group formed to defeat 
a proposed fee �ncrease 
for the use of a LG fac�l-
�ty such as a recreat�on 
bu�ld�ng

Commun�ty office Funded and operated by 
the LG, th�s �s a “satell�te 
LG hall,” establ�shed to 
serve a geograph�cal area 
where c�t�zens can come to 
rece�ve certa�n serv�ces

Serv�ces could �nclude 
health care, soc�al ass�st-
ance, payment of fees, re-
quest�ng pol�ce ass�stance

Type 2 - 
Techn�ques

Defin�t�on/Purpose Example

Ombudsman A nonpart�san publ�c offic�al 
who �nvest�gates people’s 
compla�nts about government 
offic�als or agenc�es

Resolv�ng a compla�nt over 
a code enforcement c�tat�on

Open door 
program (acces-
s�b�l�ty)

A method to encourage c�t�zens 
to v�s�t LG hall or a commun�ty 
office on a walk-�n bas�s

Come �n w�thout an ap-
po�ntment to compla�n 
because your trash was not 
p�cked up th�s morn�ng

Publ�c �nforma-
t�on

Informat�on prov�ded �n the 
form of press releases, �nter-
v�ews, pamphlets, etc.

Publ�cat�on of a fl�er that 
descr�bes LG health care 
serv�ces
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Educat�on 
programs and 
popular report-
�ng

D�rect �nformat�on/educat�on 
programs that prov�de c�t�zens 
an opportun�ty to meet face-to-
face w�th the�r elected repre-
sentat�ves

Speech to school ch�ldren 
about the budget

Popular reports are easy-to-
understand summar�es of the 
LG’s financ�al cond�t�on and 
ach�evements

Use of graphs to dem-
onstrate where financ�al 
resources were spent �n the 
past year

C�t�zen serv�ce 
request office 
(compla�nts, 
suggest�ons and 
�nformat�on)

Central�zed clear�nghouse 
establ�shed to rece�ve and 
respond to c�t�zen requests for 
ass�stance and �nformat�on

LG representat�ve acts as 
an agent for the c�t�zen to 
refer a payment compla�nt 
to the department con-
cerned, and reports back to 
the c�t�zen w�th the result 

Med�a relat�ons Interact�on w�th the med�a 
(newspapers, rad�o and telev�-
s�on) 

Press release wr�tten and 
subm�tted to the press on 
the LG’s proposed cap�tal 
�mprovement program

WHiCH CiTiZen pArTiCipATion TeCHnique To uSe?

A strategy for select�ng a c�t�zen part�c�pat�on techn�que �s to focus on the purpose to 
be ach�eved by �nvolv�ng the c�t�zen. Typ�cal purposes are to: 

Inform the publ�c about local government �n�t�at�ves and keep them �n-
formed as they take part �n the dec�s�on-mak�ng process; 
Educate the publ�c about the rat�onale for a local government �n�t�at�ve, or 
the advantages and d�sadvantages of alternat�ves;
Sol�c�t �nformat�on from the publ�c to augment other sources of �nforma-
t�on; 
Consult w�th the publ�c to learn what they know and how they feel about 
a local government �n�t�at�ve; 
Involve the publ�c �n plann�ng to develop program goals, strateg�es and 
v�s�ons for the future;
Obta�n feedback from the publ�c about the �mpact of a local government 
�n�t�at�ve on them or the�r ne�ghborhood; 
Prov�de feedback to the publ�c on the �mpact of local government �n�t�a-
t�ves �n general and follow-on act�v�t�es; and
Involve members of the publ�c d�rectly �n dec�s�on mak�ng through part�c�-
pat�on �n the act�v�t�es of ongo�ng boards, comm�ss�ons, and comm�ttees.

The follow�ng table shows wh�ch c�t�zen part�c�pat�on techn�ques are best su�ted 
for atta�n�ng each of these purposes.

•

•

•
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Matching Citizen participation Techniques to purposes

Techn�que Inform Educate Sol�c�t Consult Plan On-go-
�ng 

Publ�c hear-
�ng 

• • • •

Town hall 
meet�ng 

• • • • •

Op�n�on 
survey 

• • • •

Focus group • • • •

Adv�sory 
comm�ttee

• • • • • • •

Boards/com-
m�ss�ons

• • • • • • •

Cable TV 
Internet 

• • • • • •

Commun�ty 
assoc. 

• • • • • • •

Commun�ty 
office

• • • • • • •

Ombudsman • • •

Open-door • • •

Publ�c �nfor-
mat�on 

• •

Educat�on 
programs 

• •

C�t�zen serv-
�ce office

• •

Med�a rela-
t�ons 

• •

Techn�ques of c�t�zen part�c�pat�on are somet�mes compared accord�ng to the 
�ntens�ty of �nvolvement and the degree of �mpact the�r part�c�pat�on m�ght have on 
government pol�c�es and programs.
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Citizens’ participation: An example from the City of Trnava, Slovakia
Around the m�ddle of the 4-year elect�on term, the mayor of the C�ty of Trnava 

held meet�ngs w�th c�t�zens of part�cular const�tuenc�es. To prepare for these meet-
�ngs: 

Posters about the meet�ng were placed on not�ce boards and other 
places normally used to publ�c�ze not�ces; 
Leaflets were ma�led to �nd�v�dual const�tuenc�es; 
Inv�tat�ons were �ssued through reg�onal rad�o stat�ons, reg�onal news-
papers, and the mun�c�pal rad�o and cable telev�s�on stat�ons. 

The mayor’s staff reserved the meet�ng rooms, des�gnated seat�ng arrange-
ments for elected representat�ves to rece�ve �nput from the c�t�zens, suppl�ed at-
tendance sheets and arranged for other deta�ls to encourage c�t�zen part�c�pat�on.

A structured program was prepared for the meet�ng wh�ch bas�cally gu�ded all 
the meet�ngs and proceeded as follows:

Introduct�on of the mayor and other elected representat�ves, �.e., deputy 
mayors and counc�llors for a part�cular const�tuency;
Introduct�on of lead�ng LG offic�als and d�rectors of mun�c�pal compa-
n�es stat�ng areas of the�r respons�b�l�t�es;
Mayor’s �ntroductory address last�ng approx�mately 20-30 m�nutes;
D�scuss�on t�me w�th �nd�v�dual speakers asked to g�ve the�r names;
Mun�c�pal office workers recorded c�t�zen quest�ons and comments ac-
cord�ng to the�r respons�b�l�ty;
Where poss�ble, quest�ons or comments were responded to �mmed�ately. 
Where th�s was not poss�ble to do at the meet�ng, c�t�zens were �nformed 
subsequently �n wr�t�ng.

•

•
•

•

•

•
•
•

•

sPeCial nOte On iMPOrtanCe Of Citizen PartiCiPatiOn tO fi-
nanCial Managers

If you are a financ�al manager, you probably feel most comfortable when you are 
work�ng w�th systems, numbers, and processes. As a result, the prospect of volun-
tar�ly �nteract�ng w�th the “publ�c” may be a b�t unsettl�ng. To m�n�m�ze or exclude 
publ�c part�c�pat�on �n financ�al plann�ng and management, the argument �s some-
t�mes heard from financ�al managers that �nvolv�ng c�t�zens �s too expens�ve and t�me 
consum�ng. Bes�des, cont�nues the argument, c�t�zens lack the necessary techn�cal 
expert�se and somet�mes become emot�onally �nvolved �n �ssues rather than detached 
and rat�onal. Do these arguments sound fam�l�ar?

We want to �ntroduce you, as a local government financ�al manager, to another 
way of th�nk�ng about c�t�zen part�c�pat�on. We don’t need to rem�nd you that the 
bus�ness of financ�ng local government gets more compl�cated all the t�me. The most 
astute financ�al managers are constantly look�ng for new �deas and resources they 
can use to help them cope w�th th�s grow�ng complex�ty. In any commun�ty there 
are c�t�zens w�th extens�ve backgrounds, respons�b�l�t�es and financ�al cred�b�l�ty �n 
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bus�ness, bank�ng, or the non-profit sector. There are also c�t�zens who may have 
no financ�al background but who may have an �ntell�gent, common sense way of ap-
proach�ng �ssues. These c�t�zens are access�ble to you and deeply �nterested �n be�ng 
of help �nasmuch as they have a v�tal, personal stake �n the fiscal soundness of the�r 
commun�ty.

In financ�al management, the most common opportun�ty for c�t�zen part�c�pa-
t�on occurs w�th the d�scuss�on and adopt�on of an annual budget. But there are 
many other areas where publ�c �nput can be helpful, such as establ�sh�ng pr�nc�ples 
or rules for commun�ty property fund management, establ�sh�ng purchas�ng and pay-
ment gu�del�nes, serv�ng on revenue and �nvestment comm�ss�ons, gather�ng commu-
n�ty support for cap�tal �nvestment programs or general development programs. In 
other words, you can be a better financ�al manager to the extent you recogn�ze and 
take advantage of the expert�se that ex�sts all around you �n your commun�ty.

But there are other reasons for �nvolv�ng c�t�zens. Not �nvolv�ng them �n the af-
fa�rs of local government can have grave consequences �n a democrat�c soc�ety where 
people expect an opportun�ty to be heard and to exerc�se the�r �nfluence. Leav�ng 
them out r�sks los�ng the�r confidence �n local government, poss�bly caus�ng them to 
w�thhold the�r support for �mportant publ�c �mprovement proposals. And �t may even 
lead c�t�zens to beg�n underm�n�ng government programs e�ther by pass�ve �nact�on 
or d�rect confrontat�on.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

Th�s Learn�ng appl�cat�on �s des�gned to help you th�nk about c�t�zen part�c�pat�on �n 
all those other financ�al management s�tuat�ons from your un�que role �n local gov-
ernment, �.e. pol�cy maker, CEO, finance manager, and department head. Th�s may 
be a b�t more challeng�ng so here’s an example. As the head of the publ�c works de-
partment, you bel�eve you can cut the costs of trash collect�on by schedul�ng spec�al 
p�ckups of large �tems at certa�n t�mes of the year. But, you aren’t sure the c�t�zens 
w�ll agree w�th your proposed plan.  

From my role perspect�ve, here are the th�ngs we already do to �nvolve c�t�zens �n 
those act�v�t�es of our local government that �nvolve finances �n one way or another.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

And, here are some ways we can �nvolve the c�t�zens even more effect�vely �n 
these act�v�t�es. 
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

In add�t�on, I bel�eve we could do even more and here are my �deas of what 
m�ght be done to �ncrease c�t�zen part�c�pat�on. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

More �mportantly, I plan to take the follow�ng act�ons to get my �deas “on the 
table” for d�scuss�on and poss�ble act�on. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

inVOlVing Citizens

Around the world, publ�c offic�als share a common compla�nt about c�t�zen part�c�pa-
t�on. A mayor recently lamented. “I really would l�ke to �mprove our c�t�zen part�c�pa-
t�on, but our c�t�zens don’t want to be �nvolved. We hold publ�c hear�ngs, but no one 
shows up.” C�t�zens, on the other hand, compla�n about the way we operate down at 
LG hall. 
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On the other hand, how many t�mes have you heard a conversat�on l�ke the fol-
low�ng—whether you are �n As�a, Afr�ca, Europe, South Amer�ca or elsewhere �n the 
world?    “D�d you hear—those people down at LG hall are talk�ng about balanc�ng the 
budget th�s year? That means another campa�gn to ra�se taxes. I pa�d more taxes th�s 
year than ever before, and now they’re go�ng to try to talk us �nto another �ncrease. If 
I was on the govern�ng body, I’d show them how to l�ve w�th�n the�r means.” 

Between these two extremes of perce�ved apathy and vocal host�l�ty there �s 
a m�ddle ground. There �s a place for the respons�ble �nvolvement of �nformed and 
concerned c�t�zens �n the�r local government. But find�ng the place �s challeng�ng for 
the local offic�al. Have you ever wondered, for �nstance, why people don’t get �nvolved 
�n the process of local government? The follow�ng table prov�des a few reasons from 
the c�t�zen’s perspect�ve.

reasons Citizens don’t participate
People may not be able to attend a publ�c meet�ng, hear�ng or c�t�zen 
part�c�pat�on event on the scheduled date. They may have to work or have 
other comm�tments. Some locat�ons may be d�fficult to get to w�thout a  
personal car or may be at a locat�on that �s cons�dered unsafe.
People may not have heard of a publ�c meet�ng or read the publ�shed 
not�ce on the s�gn boards or may not have heard or read about �t because 
of short not�ce. 
In some cases, otherw�se �nterested c�t�zens may find �t d�fficult to get 
�n touch w�th the staff person �n charge for more �nformat�on about the 
meet�ng and, fa�l�ng �n the attempt, may dec�de not to attend. 
In many cultures, womens’ and low-�ncome persons’ op�n�ons, concerns 
and values are not cons�dered �mportant.  They may actually be excluded 
from part�c�pat�on �n dec�s�on mak�ng.
People feel uncomfortable when they don’t know much about the �ssue to 
be d�scussed at a publ�c meet�ng or what m�ght be expected of them as 
meet�ng part�c�pants.
People w�th l�ttle or no exper�ence as part�c�pants �n publ�c meet�ngs may 
be susp�c�ous of government’s �ntent for �nv�t�ng them as man�pulat�ve 
and self serv�ng.
In a ne�ghbourhood meet�ng, people may be reluctant to be the only ones 
express�ng a part�cular v�ewpo�nt, espec�ally �f tak�ng the pos�t�on m�ght 
make them unpopular w�th ne�ghbours, fr�ends, assoc�ates, cl�ents or 
employees.
People are reluctant to spend t�me d�scuss�ng and debat�ng �ssues when 
they bel�eve the final dec�s�on has  already been made.
People do not l�ke to supply �nformat�on �f they feel that the�r contr�but�on 
w�ll not be valued or ser�ously cons�dered.
Some local governments have attempted to address these m�sg�v�ngs 
about c�t�zen part�c�pat�on by encourag�ng c�t�zens and groups to get �n-
volved �n local government and commun�ty projects. Th�s chapter �dent�-
fies many ways that local offic�als can use to �nform and educate c�t�-
zens about the publ�c �ssues that face the�r commun�t�es and to �nvolve 

•

•

•

•

•

•

•

•

•

•
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c�t�zens mean�ngfully and product�vely �n publ�c plann�ng and dec�s�on 
mak�ng.

ten stePs fOr COnneCting Citizens tO yOur lOCal gOVern-
Ment

The follow�ng ten step process �s pr�mar�ly wr�tten for the elected publ�c offic�al—but 
�t �s also an excellent resource for the mayor, department head or finance manager.  
Regardless of your role �n the local government, the path to �nvolv�ng c�t�zens �n local 
government �s always challeng�ng.  

One of your m�ss�ons as a local government offic�al �s to empower c�t�zens, 
�nclud�ng women and low-�ncome persons, to part�c�pate �n the plann�ng and dec�-
s�on-mak�ng of the�r local government.  To do th�s, cons�der us�ng the follow�ng ten-
step process—espec�ally for resolv�ng �mportant �ssues or �ssues where there may be 
cons�derable d�sagreement �n the commun�ty.

STep 1:  idenTiFy THe iSSue:  deFine iT in iTS broAdeST TerMS

Take the broadest poss�ble v�ew of the �ssue.  Ult�mately, stakeholders w�ll clar�fy 
the problem and help to further define and refine the �ssue.  To broadly define the 
�ssue:

1. Forecast poss�ble scenar�os that may result from d�fferent dec�s�ons on the 
�ssue.  For example, “If th�s occurs, then th�s w�ll happen,” or “If we take 
act�on now, we can resolve th�s �ssue less expens�vely or prevent a larger or 
related problem from occurr�ng.”

2. Be able to expla�n the �ssue �n non-expert terms.  Most people do not under-
stand techn�cal jargon �n areas other than the�r own field of expert�se.  Use of 
compl�cated, techn�cal language can often make c�t�zens feel �nt�m�dated.

3. Put the �ssue �n the context of how relevant �t �s to people’s da�ly l�ves or to 
the l�ves of future generat�ons.  (If �t �s not relevant, perhaps �t �s not an �ssue 
to be concerned about.)

4. Ident�fy ways to �nform the publ�c so that they are able to see all s�des of the 
�ssue and �ts potent�al �mpact on the whole commun�ty.  C�t�zens needs your 
help to see beyond the�r own personal �nterests or v�ewpo�nts and take �nto 
cons�derat�on the needs and perspect�ves of others.

Concern yourself w�th only those �ssues that actually have or w�ll have an 
�mpact on people’s da�ly l�ves.

STep 2:  idenTiFy THe STAkeHolderS WHo STAnd To Win or loSe

Ident�fy the potent�al w�nners and losers for the �ssue.  Who w�ll be affected by the 
serv�ce you are cons�der�ng cutt�ng or the zon�ng pol�cy you want to amend?  Ensure 
that everyone who may be affected by the dec�s�on �s �ncluded �n the dec�s�on-mak�ng 
process. 
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1. Create a l�st of obv�ous members of the commun�ty (external) and your 
local government personnel (�nternal) who have a stake �n the �ssue.

2. Now make a l�st of anyone else that may be affected. Br�ng together a 
small group to bra�nstorm w�th you.  Include colleagues, members of the 
management team or the govern�ng body—those most fam�l�ar w�th the 
�ssue.  Us�ng a fl�pchart, wr�te across the top, “Who else w�ll be affected 
by the �ssue?” and then record the var�ous answers.  Remember that �n 
bra�nstorm�ng all answers are ser�ously cons�dered and recorded.

Connect�ng c�t�zens to local government requ�res the �nclus�on of everyone.  No 
one affected by an �ssue should be left out of the dec�s�on-mak�ng process.

STep 3:  idenTiFy THe vAlueS And belieFS Held by THe STAkeHolderS

C�t�zens �n the commun�ty may have d�fferent values based on age, soc�al norms, 
culture or rel�g�on.  One example of th�s �s whether women are �ncluded �n dec�s�on 
mak�ng.  These d�ffer�ng values can contr�bute to d�fferent percept�ons and expecta-
t�ons from c�t�zens. An �ssue that �s charged w�th emot�on can lead to h�ghly charged 
and host�le confrontat�ons �f �t �s not handled carefully.  By first �dent�fy�ng the values 
you w�ll l�kely encounter, you can �dent�fy where there may be clashes, and w�ll be 
better able to choose the most appropr�ate forum for �nvolv�ng stakeholders �n the 
dec�s�on-mak�ng process.

Although c�t�zens hold a w�de var�ety of values as �nd�v�duals, there usually are 
a certa�n core cultural values held by a major�ty of c�t�zens of any commun�ty. To 
ensure that ALL c�t�zens of the commun�ty are �ncluded, you may have to challenge 
those core values.  Aga�n, an example �s the way that women are cons�stently left out 
of the dec�s�on mak�ng process �n many cultures and countr�es.  IN some soc�et�es 
the core values say that only men need be consulted and that they can also speak for 
womeb so there �s no need to ask women what they th�nk or want.  Understand�ng 
core values or current changes �n core values can help you assess w�th greater ac-
curacy why and how your c�t�zens may react to certa�n �ssues.  It w�ll also alert you 
to d�fficult�es you may face �n ach�ev�ng consensus and promot�ng a sense of com-
mun�ty.  It �s st�ll essent�al that as a representat�ve of the LG you str�ve to �nclude ALL 
persons �n the commun�ty �n c�t�zen part�c�pat�on.

Be comfortable w�th amb�gu�ty.  Chang�ng values means there w�ll be t�mes 
when there are not clear or absolute ways to connect c�t�zens to local government.

STep 4:  idenTiFy THe poTenTiAl ouTCoMeS 

Use the small group to bra�nstorm aga�n w�th you. Us�ng a fl�pchart, wr�te across the 
top, “What are the potent�al outcomes on th�s �ssue?” and then record the var�ous 
answers.  Remember that �n bra�nstorm�ng all answers are ser�ously cons�dered and 
recorded.  As a secondary part of the exerc�se, for each of the potent�al outcomes, 
record the needs be�ng met and the pros and cons and �mpacts on the var�ous stake-
holders.
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You w�ll probably need to let go of the solut�on you personally hoped to ach�eve.  
Your major role as a local offic�al, finance manager, or department head �s to fac�l�tate 
publ�c d�scuss�on and set �n mot�on processes for d�scuss�on and del�berat�on, you 
w�ll not be able to serve effect�vely as a br�dge to the publ�c’s d�verse v�ews and �deas �f 
you hold too t�ghtly to your own solut�on.  Ident�fy the needs your solut�on addresses 
and �nclude them �n the publ�c d�scuss�on.  There may be many other stakeholders 
who have the same needs; there may also be many d�fferent solut�ons that address 
those needs.

STep 5:  idenTiFy And bAlAnCe ConCernS oF experTS, SpeCiAl inTereSTS, 
And THe MediA

Experts are an �mportant part of the process s�nce effect�ve dec�s�on-mak�ng requ�res 
adequate �nformat�on that �s correct.  Be careful about rely�ng on the experts as both 
sources of �nformat�on and determ�ners of the solut�on to the �ssue.  Your role as an 
elected offic�al �s to balance the expert’s v�ew w�th the v�ew held by the publ�c.  

One of the major problems c�t�zens have w�th local governments �s the�r per-
cept�on that spec�al �nterest groups have too much power and �nfluence over the 
dec�s�on-mak�ng processes.  Spec�al �nterests are a cr�t�cal part of soc�ety, but the�rs 
should not be the only vo�ces heard on �ssues.

In many countr�es, the med�a may play a large role �n fram�ng �ssues for local 
government publ�c cons�derat�on.  Be aware that many journal�sts approach local 
government �ssues from a confl�ct or confrontat�on perspect�ve—focus�ng on confron-
tat�onal s�tuat�ons and sensat�onal�sm.

STep 6:  idenTiFy THe eTHiCAl ASpeCTS oF THe iSSue

As you cons�der an �ssue �dent�fy any eth�cal cons�derat�ons—�ssues of fa�rness, jus-
t�ce or honesty—that m�ght affect how an �ssue �s d�scussed or resolved.  Each coun-
try and var�ous cultures w�th�n a country has �ts own standards for eth�cal behav�our 
and these should be cons�dered when �dent�fy�ng major stakeholders, how you select 
forums for d�alogue and c�t�zen part�c�pat�on and even �n what �ssues to �dent�fy for 
d�scuss�ons.  Also challenge those �f needed to ensure that all c�t�zens, �nclud�ng 
women and low-�ncome persons are �ncluded.

STep 7:  idenTiFy obSTACleS To reSoluTion

It may be d�fficult to reach a smooth or qu�ck resolut�on to an �ssue confront�ng your 
commun�ty.  Follow�ng are some of the reasons:

•	 Complex�ty of the �ssue:  The �ssue may be mult�faceted and �nterwoven—the 
answer to one �ssue may requ�re work on two or three other �ssues.  Th�s 
can make people feel overwhelmed and c�t�zens may prefer to avo�d �ssues 
altogether.

•	 Spec�al �nterest groups:  Oppos�ng values can lead to confl�ct, confrontat�on 
and d�sengagement.
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•	 Lack of good �nformat�on:  W�thout an adequate and comprehens�ve presen-
tat�on of �ssues, �t �s d�fficult to ra�se the publ�c’s consc�ousness about �ssues 
or to help c�t�zens �n we�gh�ng the var�ous opt�ons for resolut�on.

•	 Lack of understand�ng of the �ssue(s):   If c�t�zens lack accurate or complete 
�nformat�on or do not educate themselves about an �ssue, they w�ll not be 
prepared to part�c�pate �n resolv�ng the �ssue �n an �nformed way.

•	 Local government obstruct�ons:  If your local government does not prov�de 
easy and open access to �nformat�on or forums for resolut�on, of �f your gov-
ern�ng body or LG personnel are not tra�ned �n how to fac�l�tate open d�s-
cuss�on, c�t�zens w�ll perce�ve there to be too many obstacles from the local 
government.

•	 Over-rel�ance on experts:  C�t�zens and govern�ng bod�es can feel �nadequate 
and �ll prepared �n the face of experts.  An expert who has used so much 
jargon that the aud�ence �s lost, bored, or both w�ll often be met w�th s�lence.  
Wh�le not �ntend�ng to do so, the expert can have the effect of d�sempower�ng 
the govern�ng body, c�t�zens and even the local government personnel.

•	 Lack of �nterest:  If an �ssue �s not thought to be relevant to the da�ly l�ves of 
c�t�zens, the c�t�zens w�ll not l�kely be �nterested �n �t.  They may appear to 
be apathet�c and d�sengaged because they do not see how the �ssue affects 
them, the�r fam�l�es, or the�r commun�ty.

•	 Lack of trust:  Th�s goes both ways.  C�t�zens are often cyn�cal about the 
processes of government or about the ab�l�ty of those work�ng �n government 
to solve problems effect�vely.  At the same t�me, local offic�als do not always 
trust the judgment of c�t�zens and quest�on the s�ncer�ty of the publ�c �n 
want�ng to resolve �ssues for the common good. 

•	 M�xed s�gnals sent by those �n power:  C�t�zens are often told that one course 
of act�on w�ll be taken wh�le, �n actual�ty, others steps are followed.  When 
local offic�als do not, �n effect, do what they say they w�ll do, c�t�zens become 
confused and cyn�cal.

•	 D�verse po�nts of v�ew:  D�ffer�ng perspect�ves can slow down the resolut�on 
of an �ssue s�nce confus�on can ar�se over m�s�nterpretat�ons of comments 
made, defin�t�ons used, and feel�ngs expressed. 

•	 Lack of effect�ve processes and leadersh�p:  Resolut�on depends on leader-
sh�p that welcomes �nput and �n�t�ates processes that enable all stakeholders 
to work together effect�vely.

Your pat�ence and perseverance w�ll be needed to overcome the obstacles you 
are l�kely to encounter when work�ng through an �ssue.

STep 8:  SeleCT THe MoST eFFeCTive MeTHod / ForuM.

It �s �mportant that you take th�s step ser�ously and rema�n flex�ble.  If one method 
does not work, try another one.  In fact, you may WANT to try d�fferent methods de-
pend�ng on where the �ssue �s �n the dec�s�on-mak�ng process.  C�t�zens should be 
prov�ded w�th the opportun�t�es to:

•	 Speak out



239CHAPTER 3:  CITIZEN PARTICIPATION

•	 Interact w�th local offic�als and other c�t�zens
•	 Be �nvolved �n the format�on of a resolut�on to the �ssue
•	 Be part of the act�on plan or solut�on
•	 Select a method that max�m�zes the amount and qual�ty of d�alogue among 

the stakeholders and �ncreases the understand�ng of var�ous stakeholder 
perspect�ves.

STep 9:  deCide WHAT role you Will plAy—ACTor or obServer

As a publ�c offic�al, your role w�ll vary w�th the �ssue �nvolved and the method of 
�nvolv�ng c�t�zens �n the d�alogue.  You w�ll always plan an act�ve role as a ch�ef sup-
porter of c�t�zens work�ng together to resolve �ssues.  But, there may be t�mes you w�ll 
funct�on �n an �nd�rect, neutral role as a fac�l�tator rather than an act�ve part�c�pant.  
The po�nt of help�ng c�t�zens to become problem solvers �s so that local government 
staff and elected offic�als w�ll no longer be the sole source of the solut�on.

STep 10:  develop An ACTion plAn:  TiMe FrAMeS, budgeT

An act�on plan prov�des a clear road map for what needs to be accompl�shed to ef-
fect�vely connect your c�t�zens to the local government.  The follow�ng table �dent�fies 
the k�nds of �nformat�on that needs to be prov�ded for each step or act�on �tem..  You 
can complete the plan on the bas�s of your spec�fic commun�ty needs.  At the end of 
the process you w�ll need to evaluate and determ�ne what to do d�fferently �n future 
processes to ensure that you are meet�ng your expected outcomes.

Connecting Ctizens To your lg Action plan

Act�on 
�tem

Person(s) 
respons�-
ble

Resources 
Needed

Est�mated 
complet�on 
date

Actual com-
plet�on date

Expected 
out-
comes

Method/
person 
respon-
s�ble for 
mon�tor�ng 
outcomes

1.  

2.  

3.  

4.  

5.  

6.

7.

8.

9.  

10.
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tiMing and Other COnsideratiOns

C�t�zen part�c�pat�on �n�t�at�ves requ�re t�me and resources (personnel and operat�ng) 
to be effect�ve. Local offic�als should cons�der the follow�ng when plann�ng a c�t�zen 
part�c�pat�on program.

SCHedule oF evenTS

Develop a clear and conc�se schedule of events at the beg�nn�ng of the 
project.
Include major m�lestones and dec�s�on po�nts �n the schedule. 
Prov�de a var�ety of act�v�t�es or ways �n wh�ch c�t�zens can part�c�pate. 
Commun�cate any schedul�ng changes to all �nterested part�es as far �n 
advance as poss�ble.  Try to commun�cate any changes �n the same ways 
that the or�g�nal �nformat�on was prov�ded.

leAd TiMe

Allow enough lead t�me �n the schedule for �nd�v�duals and groups to get 
mater�als, rev�ew them and make plans to attend scheduled act�v�t�es.
Recogn�ze that many commun�ty groups rely on voluntary resources and 
meet �nfrequently (�.e., monthly); therefore, �nternal commun�cat�ons 
between members may be slow. Large organ�zat�ons may need t�me to 
c�rculate mater�als and coord�nate responses.

HolidAyS

Do not schedule c�t�zen part�c�pat�on act�v�t�es dur�ng seasonal hol�days 
when prospect�ve c�t�zen part�c�pants are engaged �n other act�v�t�es.

Speed oF deCiSion MAking

Recogn�ze that some organ�zat�ons can make dec�s�ons qu�ckly because of 
the�r organ�zat�onal structure and staff capab�l�t�es. Others, such as com-
mun�ty groups and ne�ghbourhood assoc�at�ons, may not be able to make 
dec�s�ons w�thout poll�ng the�r broader membersh�p. A group that needs 
more t�me to rat�fy a dec�s�on may feel pressured by the dec�s�on process 
to make a dec�s�on prematurely.

CoordinATion

LG staff should coord�nate c�t�zen part�c�pat�on act�v�t�es w�th all affected 
groups so that the burden �s not transferred to the group.   A group’s vol-
unteer resources are usually unable to handle the �ncreased workload.

•

•
•
•

•

•

•

•

•
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lengTH

Determ�ne the length of the c�t�zen part�c�pat�on process after cons�der�ng 
all factors that go �nto the final dec�s�on.

a Valuable tOOl but nO PanaCea

C�t�zen part�c�pat�on �s a tool for �mproved plann�ng and dec�s�on mak�ng, and mon�-
tor�ng dec�s�ons to make sure that they are carr�ed out. It should not be regarded as a 
solut�on to local government’s problems but rather an �mportant contr�butor to solv-
�ng problems so that they stay solved. It �s a complement to ex�st�ng dec�s�on mak�ng 
processes, not a subst�tute.

When local government �s �solated from the publ�c, c�t�zens may come to regard 
the�r offic�als w�th susp�c�on and m�strust. Break�ng down these barr�ers takes con-
s�derable t�me spent �n efforts to �nform c�t�zens, fam�l�ar�ze them w�th how govern-
ment works and the �ssues �t faces, and �nvolve them �n resolv�ng problems that are of 
d�rect concern to them. Cons�stent efforts to re�nforce the bel�ef that c�t�zen v�ews and 
�deas are needed and wanted can help to overcome the cyn�c�sm and d�strust that so 
often character�zes the relat�ons of c�t�zens w�th the�r publ�c offic�als.

There are several ways to get max�mum value from the �nvolvement of c�t�-
zens. As already ment�oned, how c�t�zens are used �n plann�ng, dec�s�on mak�ng, and 
mon�tor�ng depends on the object�ve or what �s to be accompl�shed more sat�sfactor�ly 
w�th c�t�zen �nput than w�thout �t. A group of ne�ghbourhood res�dents, selected at 
random, m�ght be a poor cho�ce for  a task force to develop cr�ter�a for the attrac-
t�on of new bus�nesses to locate �n the commun�ty. However, they m�ght be �deal 
for a focus group on �ncreas�ng res�dent accountab�l�ty for the health and safety of 
a ne�ghbourhood. F�nd opportun�t�es to encourage pos�t�ve and healthy �nteract�on 
among c�t�zens, part�cularly when there �s a cl�mate of susp�c�on and d�strust. Br�ng 
people together �n fam�l�ar surround�ngs, make them feel comfortable, use s�mple 
language they can understand to expla�n the �ssues and what �s expected of them, 
and conv�nce them that what they are be�ng asked to do �s �mportant and �s expected 
to make a d�fference. Append�x D  conta�ns a deta�led l�st of steps for plann�ng and 
�mplement�ng a c�t�zen part�c�pat�on program.

CiTiZen pArTiCipATion poliCy

The formulat�on of publ�c pol�cy �s a local government’s way of declar�ng �ts �ntent to 
comm�t �tself and �ts resources to a spec�fic set of pr�nc�ples and goals. Most local gov-
ernments have no c�t�zen part�c�pat�on pol�cy and let c�t�zens part�c�pate �n govern-
mental affa�rs only when necessary to sat�sfy legal requ�rements. For example, Slovak 
Republ�c law requ�res that “the mun�c�pal budget be publ�shed for at least 15 days �n 
a way wh�ch �s common �n the LG so that the populat�on can comment on �t.”  Most 
countr�es have some legal requ�rement s�m�lar to the Slovak requ�rement for c�t�zen 
part�c�pat�on �n the budget dec�s�on-mak�ng process, but many do not �nclude c�t�zen 
part�c�pat�on requ�rements �n other publ�c pol�cy areas of local government.

•
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Laws requ�r�ng c�t�zens to be �nv�ted to part�c�pate �n some l�m�ted “l�ve rev�ew” 
of the budget should be v�ewed as a start�ng po�nt for much more extens�ve pub-
l�c �nvolvement �n governmental dec�s�on mak�ng. In other words, govern�ng bod�es 
should mandate c�t�zen part�c�pat�on �n all act�v�t�es of local government as a matter 
of pol�cy. The adopt�on of a statement of pol�cy on c�t�zen part�c�pat�on by the govern-
�ng body �s the publ�c’s assurance that the�r local government �s ser�ous about c�t�zen 
part�c�pat�on.  The pol�cy should requ�re spec�fic �mplementat�on procedures that all 
departments and programs are expected to follow. Such a statement should �nclude, 
at a m�n�mum, types of c�t�zen part�c�pat�on, prov�d�ng the publ�c w�th �nformat�on, 
and “open” meet�ngs. (See F�nanc�al Pol�cy Mak�ng for add�t�onal �nformat�on on the 
development of publ�c pol�c�es). The pol�cy should be des�gned for local needs, pre-
pared �n wr�t�ng, and legally adopted by the govern�ng body.

gOals Of a Citizen PartiCiPatiOn POliCy

A GOAL �s a long term, atta�nable statement of �ntent for a local government. Goals 
should reflect a local government’s pr�or�t�es and the commun�ty’s �nterests. In the 
case of c�t�zen part�c�pat�on, the follow�ng goals, �n some form, should be cons�dered 
for �nclus�on �n a pol�cy statement on c�t�zen part�c�pat�on.

to ensure the best poss�ble l�v�ng env�ronment for c�t�zens;
to encourage c�t�zens to play an act�ve role �n car�ng for and enr�ch�ng the 
commun�ty; 
to ensure the publ�c has full and t�mely access to and �nfluence on publ�c 
pol�cy and dec�s�on-mak�ng, assur�ng full d�sclosure and ready access to 
publ�c �nformat�on; 
to ensure equal representat�on for all �nterests �n dec�s�on mak�ng proc-
esses, balanc�ng d�fferent values and needs, �nclud�ng women and low-
�ncome persons; 
to foster trust among c�t�zens, local government offic�als and staff; 
to develop a new, c�t�zen-centred approach to LG governance.

POliCy identifies when tO inVOlVe Citizens

The pol�cy should call for compl�ance w�th all legal requ�rements for c�t�zen not�ce and 
hear�ng. Add�t�onally, �t should go much further and requ�re �n�t�at�ng c�t�zen part�c�-
pat�on act�v�t�es at the beg�nn�ng of any new dec�s�on mak�ng process when a �ssue 
w�ll alter or �nfluence government’s relat�onsh�p w�th �ts c�t�zens. Examples of �ssues 
to be cons�dered for  �nclus�on �n a pol�cy statement: 

health and welfare of c�t�zens, 
the character of a ne�ghbourhood or a d�str�ct,
publ�c values or expectat�ons,
streetscapes (e.g., landscap�ng, trees),
traffic, park�ng character�st�cs, and pedestr�an movement, 

•
•

•

•

•
•

•
•
•
•
•
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publ�c safety, 
tax rate, fees or serv�ce charges, 
econom�c health and the susta�nab�l�ty of growth,
levels of serv�ce (e.g., tram or bus transport)

Citizen PartiCiPatiOn in budget deCisiOn-Making POliCy il-
lustratiOn

Shown below are �llustrat�ve pol�cy statements about the �nvolvement of c�t�zens �n 
local government’s annual budget�ng process. Oppos�te each pol�cy statement �s a 
rat�onale for the pol�cy. 

Together these pol�cy statements open the door to a var�ety of ways for c�t�zens 
to become �nvolved. We recogn�ze that d�fferent countr�es are at d�fferent po�nts on 
�mplement�ng c�t�zen part�c�pat�on at the local government level.  However, the al-
locat�on of local government resources through the budget�ng process �s an excellent 
first step to beg�n to get c�t�zens part�c�pat�ng and connect�ng w�th the�r local govern-
ment.

Pol�cy Statement Rat�onale

The budget w�ll be prepared �n 
such a manner that c�t�zens and 
elected offic�als have no d�fficulty 
understand�ng the local govern-
ment’s pr�or�t�es.

One of the stated purposes of the budget �s 
to present a p�cture for the c�t�zens of the 
LG government’s operat�ons and �ntent�ons 
for the year. Present�ng a budget document 
that �s understandable furthers the goal of 
effect�vely commun�cat�ng finance �ssues to 
both elected offic�als and the publ�c.

In add�t�on to requ�red publ�c 
hear�ngs, the govern�ng body or 
govern�ng body comm�ss�on w�ll 
hold work sess�ons on the budget 
wh�ch w�ll be open to the publ�c.

Work sess�ons prov�de all c�t�zens w�th a 
forum for mean�ngful part�c�pat�on �n the 
budget process. They enable c�t�zens to: 
obta�n an understand�ng of the budget 
that cannot be acqu�red by the document 
�tself, prov�de publ�c �nput to the proposed 
budget, and to mon�tor the govern�ng body’s 
or govern�ng body comm�ss�on’s changes to 
the proposed budget.

Cop�es of the proposed budget 
w�ll be made ava�lable to c�t�zens 
and elected offic�als pr�or to the 
work sess�ons. 

Prov�d�ng c�t�zens w�th cop�es of the pro-
posed budget �n advance of the work 
sess�ons enables them to become better 
�nformed on the �ssues fac�ng the govern-
�ng body and the adm�n�strat�on dur�ng the 
budget work sess�on.

The local government w�ll ma�n-
ta�n a pol�cy of full and open 
publ�c d�sclosure of all financ�al 
act�v�ty. 

Full and open publ�c d�sclosure of all 
financ�al act�v�ty prov�des the publ�c w�th 
assurance that �ts elected offic�als and ad-
m�n�strators commun�cate fully all financ�al 
matters affect�ng the publ�c.

•
•
•
•
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We, the govern�ng body of xxxxxxxxxxxx, bel�eve that:
All c�t�zens, �nclud�ng women and those who have trad�t�onally not 

had a vo�ce �n LG, represent an �ntegral part of local government func-
t�ons, programs and act�v�t�es s�nce they rece�ve serv�ces and benefits of 
local government and elect local offic�als to represent them, and

Consult�ng w�th c�t�zens on �ssues that d�rectly affect them or the�r 
commun�ty at the beg�nn�ng of the process represents a new approach to 
governance,

Part�c�pat�on �n the local dec�s�on mak�ng process fosters trust 
among res�dents, elected offic�als and staff; It has been demonstrated that 
c�t�zens �nvolved �n the dec�s�on mak�ng process play an act�ve role �n car-
�ng for and enr�ch�ng the�r commun�ty:

It �s the �ntent of th�s govern�ng body, therefore, that:
C�t�zens w�ll be prov�ded t�mely �nformat�on about dec�s�ons that are 

be�ng cons�dered by the local government and w�ll be prov�ded the oppor-
tun�ty to part�c�pate �n the dec�s�on mak�ng process.

C�t�zen part�c�pat�on programs w�ll be des�gned and conducted �n 
connect�on w�th the establ�shment of new LG pol�c�es or s�gn�ficant chang-
es to ex�st�ng pol�cy.

All local government departments, offices, agenc�es and staff w�ll 
cooperate to the fullest extent poss�ble by �nclud�ng c�t�zens �n dec�s�on 
mak�ng.

If quest�ons ar�se, the need for c�t�zen part�c�pat�on should be de-
term�ned �n consultat�on w�th those �nd�v�duals, organ�zat�ons, and other 
local governments that m�ght cons�der the act�on s�gn�ficant.

Note: A policy statement such as this implies responsible judgment 

on the part of decision makers. For example, how big does a deci-

sion have to be to constitute a decision? How important does an issue 

have to before it is considered “significant”? These are questions that 

should be addressed by local officials and the policy made more spe-

cific to meet each local government’s needs.

A Sample policy Statement on Citizen participation

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

One of the first places to test your local government’s comm�tment to c�t�zen part�c�-
pat�on �s �n the c�t�zen’s role �n the annual budget process. Th�s learn�ng appl�cat�on 
�s des�gned to help you look at th�s one �mportant aspect of financ�al management 
(FM) and c�t�zen �nvolvement (CI). You’ll have an opportun�ty to th�nk about all the 
other aspects of FM and CI �n a few moments. In th�s Learn�ng appl�cat�on we want 
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you to th�nk about the budget process from your own un�que role perspect�ve as a 
pol�cy maker, CEO, finance manager, or department head.

From my role perspect�ve, here are the th�ngs our local government already 
does to �nvolve c�t�zens, �nclud�ng women and low-�ncome persons, �n the annual 
budget�ng process.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

I bel�eve our local government could �mprove these present pract�ces by do�ng 
the follow�ng th�ngs. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

I also bel�eve we could �mprove the qual�ty and frequency of c�t�zen �nvolvement 
�n the budget�ng process by: 
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

beneFiTS oF CiTiZen pArTiCipATion

In summary, c�t�zen part�c�pat�on benefits local government �n many ways:  a�ds 
dec�s�on mak�ng, �ncreases understand�ng, cooperat�on, and apprec�at�on of what 
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local government does, reduces confl�ct, generates support for the �mplementat�on 
of a project or commun�ty plan and makes local government more open to c�t�zen 
problems, concerns and �ssues. C�t�zen part�c�pat�on �s fundamental to a democrat�c 
soc�ety.

eleCted OffiCial’s PersPeCtiVe

From the elected offic�als’ perspect�ve, c�t�zen part�c�pat�on: 
Allows local government offic�als to make better dec�s�ons by br�ng�ng �nto 
the process a deeper and broader understand�ng of problems, �ssues and 
concerns. 
Increases chances of acceptance of government dec�s�ons and  proposals 
�f c�t�zens have been g�ven a vo�ce �n the process. 
Mot�vates �nd�v�duals and groups to become more �nvolved �n the�r com-
mun�ty, thereby spread�ng respons�b�l�ty and accountab�l�ty for what hap-
pens �n the commun�ty over a larger number of c�t�zens.

PubliC’s PersPeCtiVe

From the publ�c’s perspect�ve, c�t�zen part�c�pat�on early �n the dec�s�on-mak�ng proc-
ess: 

Increases understand�ng, m�n�m�zes confl�ct and create cond�t�ons for a 
w�der publ�c consensus �n dec�s�on mak�ng.
Ensures that the�r �ssues and concerns are heard and taken �nto cons�d-
erat�on, thereby assur�ng that the overall publ�c �nterest �s better served. 
The overall publ�c �nterest �ncludes women and low-�ncome persons.
Prov�des assurances that the�r local government offic�als are open and 
approachable. When c�t�zens perce�ve the�r government as open to them, 
they are more l�kely to ga�n knowledge and understand�ng of local govern-
ment �ssues and, thus, become more able to ass�st �n the resolut�on of 
these �ssues. 

•

•

•

•

•

•
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lOCal gOVernMent staff’s PersPeCtiVe

From the local government’s perspect�ve, c�t�zen part�c�pat�on:

Br�ngs �ns�ght on local �ssues to the forefront for cons�derat�on. These 
may come �n the form of suggest�ons for �mprovement or problems that 
need to be solved. 
Helps �dent�fy the trade-offs between compet�ng �nterests and v�ewpo�nts.  
Helps commun�ty d�str�cts develop a sense of local pr�de �n the�r respec-
t�ve areas by ga�n�ng some measure of �nfluence and control over the dec�-
s�ons that affect the�r areas.  
Ass�sts the local government �n establ�sh�ng pr�or�t�es and thereby pro-
motes better financ�al plann�ng and budget�ng by allocat�ng funds �n 
response to �dent�fied commun�ty needs. 
Br�ngs c�t�zens and commun�ty groups w�th exper�ence and expert�se 
beyond that wh�ch ex�sts �n the LG organ�zat�on �nto the process and 
thereby enlarges overall understand�ng of problems and prov�des a more 
accurate bas�s for dec�s�ons.  
Develops leadersh�p and knowledge w�th�n the commun�ty—a cr�t�cal �n-
gred�ent of the democrat�c process. When c�t�zens learn how local govern-
ment operates, they are more �ncl�ned to want to be a part of the process. 
If the local government �s do�ng a good job, people who are �nvolved ga�n 
respect and apprec�at�on and as a result w�ll be more cooperat�ve and 
support�ve of local government. C�t�zen �nvolvement prov�des an effect�ve 
tra�n�ng ground for future elected offic�als.
Produces tang�ble work (�.e., from volunteers) that d�rectly benefits the 
commun�ty. C�t�zens contr�bute a s�gn�ficant number of volunteer hours 
�n local governments �n all parts of the world. For example, one LG �n  the 
Un�ted States calculates that 80,000 hours of work each year �s attr�but-
able to the work of commun�ty  volunteers.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

From your perspect�ve as a pol�cy maker, CEO, finance manager, or department head, 
th�nk about all the obstacles you m�ght encounter �n gett�ng c�t�zens �nvolved �n your 
local government’s financ�al management �n�t�at�ves. 

From my perspect�ve as a ___________ (fill �n the blank), I e�ther have encoun-
tered the follow�ng obstacles or barr�ers to greater c�t�zen part�c�pat�on �n our fi-
nanc�al management �n�t�at�ves, or would expect them �f opportun�t�es for c�t�zen to 
part�c�ple are expanded.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

•

•
•

•

•

•

•

•
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

G�ven these potent�al barr�ers, here are some �deas on how our local govern-
ment can overcome them.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Look�ng at c�t�zen part�c�pat�on from my own role perspect�ve, I th�nk our b�ggest 
challenge �n ach�ev�ng more mean�ngful c�t�zen part�c�pat�on �n the annual budget 
process �s

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

And, here are some �deas on how our local government m�ght �ncrease c�t�zen 
part�c�pat�on �n the budget�ng process. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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F�nally, here are the pros and cons �nvolved �n ach�ev�ng more part�c�pat�on as 
�t relates to my spec�fic role as a pol�cy maker, CEO, finance manager, or department 
head.  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Note: We hope that this look at citizen participation from your own role 

within your local government will encourage you to have a discussion 

with others, such as policy makers, etc., to share your thoughts and 

ideas about this topic. This kind of shared learning application could 

result in significant breakthroughs in how your local government in-

volves citizens, not only in the annual budgeting process but in other 

areas of financial management.

poTenTiAl obSTACleS To eFFeCTive CiTiZen pArTiCi-
pATion

There are potent�al obstacles to the �mplementat�on of an on-go�ng effort to �nvolve 
c�t�zens �n local government act�v�t�es. Nevertheless, one of the bas�c cornerstones of 
a democracy �s c�t�zen part�c�pat�on and we encourage you to find ways to overcome 
the follow�ng obstacles.

Citizens Can Challenge yOur established ways Of dOing 
things.  

The �nvolvement of c�t�zens may be res�sted �n governmental act�v�t�es that �n the past 
were the sole respons�b�l�ty of elected offic�als or bureaucrats. The challenge �s most 
pronounced where the �nvolvement of c�t�zens results �n a sh�ft toward decentral�zed 
pol�cy mak�ng author�ty and empower�ng ne�ghbourhood d�str�cts at the expense of 
a trad�t�onal pol�t�cal power base. A word of caut�on for local governments that have 
not �nvolved c�t�zens extens�vely �n the past: move slowly �nto c�t�zen part�c�pat�on 
by first �nvolv�ng c�t�zens �n areas of act�v�ty that pose l�ttle threat to ex�st�ng power 
bases.  Of course the downs�de to th�s �s that you may never see change.  You w�ll 
need to find a balance.
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Managers and eleCted OffiCials need tOOls On hOw tO 
Present the idea Of Citizen PartiCiPatiOn

In countr�es where c�t�zen part�c�pat�on �s a new �dea, managers and elected offic�als 
may not have the knowledge or sk�lls to know how to effect�vely �nvolve c�t�zens �n the 
dec�s�on-mak�ng process.  Based on the �deas presented �n th�s chapter and other �n-
format�on ava�lable on c�t�zen part�c�pat�on, local government managers should take 
the �n�t�at�ve to hold workshops and commun�ty meet�ngs on the bas�cs of c�v�c par-
t�c�pat�on. L�ke all new processes �n good governance, �t �s �mportant to bu�ld a base 
of understand�ng and comm�tment to c�t�zen �nvolvement before undertak�ng major 
changes �n manag�ng financ�al respons�b�l�t�es.   

the POtential Of unreasOnable exPeCtatiOns

Don’t expect too much from c�t�zen part�c�pat�on too soon. It �s no guarantee that 
publ�c dec�s�ons reached �n collaborat�on w�th a representat�ve c�t�zens’ group w�ll 
sat�sfy the expectat�ons of all c�t�zens. C�t�zen part�c�pat�on only perm�ts d�fferent 
v�ews to be a�red and d�scussed through an open process. As a rule, final dec�s�ons 
w�ll be made by the mayor and govern�ng body. Wh�le there �s no mag�c �n c�t�zen 
�nvolvement, on-go�ng d�alog between c�t�zens and government offic�als can be useful 
to reduce tens�on w�th�n the commun�ty over unresolved �ssues and produce a better 
understand�ng of real needs and concerns.

laCk Of lOCal gOVernMent CaPaCity

Wh�le �nvolv�ng c�t�zens �n budget�ng and other financ�al management processes can 
strengthen the governance process and prov�de valuable contr�but�ons to the eve-
ryday operat�on of local governments, �t may requ�re human resource �nvestments 
by your local government to assure �ts success. For example, elected and appo�nted 
offic�als and operat�onal staff members may need tra�n�ng �n c�t�zen part�c�pat�on 
techn�ques to assure that the process prov�des added value to the plann�ng and de-
l�very of publ�c goods and serv�ces. Effect�ve c�t�zen �nvolvement may also requ�re the 
reallocat�on of your human resources to assure that the needs of c�t�zens are met. For 
example, a dec�s�on to establ�sh ne�ghbourhood serv�ce centres w�ll almost certa�nly 
requ�re new expend�tures �n fac�l�t�es and the reallocat�on of staff. It’s �mportant to 
cons�der the potent�al consequences of greater c�t�zen �nvolvement before too many 
comm�tments are made to �mplement  part�c�patory �n�t�at�ves.  

learning aPPliCatiOn  

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_
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Involv�ng c�t�zens effect�vely �n local government dec�s�on mak�ng �s �mportant to the 
long-term success of local government. However, we often hear that c�t�zens are not 
�nterested �n local government and, therefore, do not want to part�c�pate. Do you 
agree w�th th�s statement? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

If you do, l�st the reasons you bel�eve keep people from part�c�pat�ng more ac-
t�vely �n your local government. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What act�ons could be taken successfully �n the next s�x months to �nvolve your 
c�t�zens more fully �n the dec�s�on mak�ng processes of your local government?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

inTerneT reSourCeS

C�t�zen Part�c�pat�on Toolk�t http://www.toolk�tpart�c�pat�on.com/

http://www.toolkitparticipation.com/
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Learn�ng In�t�at�ve on C�t�zen Part�c�pat�on and Local Governance http://www.�ds.
ac.uk/logol�nk/�n�t�at�ves/workshops/PRIAfeb05.htm
Toolk�t for Enhanc�ng C�t�zen Part�c�pat�on http://www.cysd.org/toolk�t.htm
Commun�ty Groups and Plann�ng Act�on:  The Need for C�t�zen’s Part�c�pat�on �n De-
c�s�on-Mak�ng http://www.gdrc.org/�cm/ppp/prague.html

 

http://www.ids.ac.uk/logolink/initiatives/workshops/PRIAfeb05.htm
http://www.ids.ac.uk/logolink/initiatives/workshops/PRIAfeb05.htm
http://www.cysd.org/toolkit.htm
http://www.gdrc.org/icm/ppp/prague.html
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Appendix A:  CiTiZen pArTiCipATion TeCHniqueS

Follow�ng are a number of c�t�zen part�c�pat�on techn�ques used by local govern-
ments.

1.  PubliC hearing Or Meeting 

deFiniTion/purpoSe

A publ�c hear�ng or meet�ng �s a formal, structured event. (For ease of read�ng, the 
authors use publ�c hear�ngs as synonymous w�th publ�c meet�ngs.) It �s commonly 
used to gather c�t�zen comments related to the annual budget. A publ�c hear�ng may 
be a requ�rement of law or pol�cy.

proCeSS

The govern�ng body calls a publ�c hear�ng by post�ng not�ce �n a publ�c place (on s�gn 
boards) or publ�sh�ng the not�ce �n a  local newspaper pr�or to the meet�ng. The date, 
t�me, locat�on and purpose of the hear�ng �s �ncluded �n the not�ce. The govern�ng 
body usually holds the hear�ng dur�ng regularly scheduled govern�ng body meet-
�ngs at LG hall. The govern�ng body sets the format of the publ�c hear�ng and �t may 
�nclude presentat�ons by staff. The govern�ng body establ�shes rules that govern the 
publ�c hear�ngs and may l�m�t speak�ng t�me to ensure that all c�t�zens are g�ven an 
opportun�ty to be heard. Where large numbers of c�t�zens are expected, speakers may 
be requ�red to s�gn up �n advance to speak before the govern�ng body.

AdvAnTAgeS/diSAdvAnTAgeS

A formal publ�c hear�ng reaches large numbers of people and prov�des opportun�-
t�es for the publ�c to comment d�rectly on an �ssue. There can be an opportun�ty to 
respond d�rectly and �mmed�ately w�th quest�ons and comments and to clar�fy facts 
or �deas. All s�des of an �ssue can be heard. A publ�c hear�ng prov�des a forum for 
commun�ty leaders to express the�r pos�t�ons on �ssues and prov�de for vent�ng of 
anger or frustrat�on. A publ�c hear�ng �s an �nexpens�ve means of obta�n�ng c�t�zen 
comments on an �ssue.

A publ�c hear�ng has l�m�tat�ons. It �s not an effect�ve forum for convey�ng com-
plex �deas or deta�led �nformat�on. Publ�c hear�ngs do not prov�de for �n-depth d�s-
cuss�ons or apprec�at�on of d�fferent v�ewpo�nts as they can be dom�nated by vocal 
�nd�v�duals w�th narrow �nterests. Publ�c hear�ngs are not well su�ted to bu�ld�ng 
consensus or mak�ng a dec�s�on. Fac�l�tat�on �s cr�t�cal and d�fficult—publ�c hear�ng 
can stray off the planned agenda. It can be d�fficult to prevent confrontat�on.
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2.  tOwn hall Meeting

Append�x E conta�ns a checkl�st for local offic�als on how to set up and conduct a 
successful publ�c hear�ng or town hall meet�ng.

deFiniTion/purpoSe

Town hall meet�ngs are a var�at�on of the formal publ�c hear�ng, serv�ng the same 
purpose—to sol�c�t c�t�zen comments —but �t �s less formal. Meet�ng dates and t�mes 
are coord�nated w�th local res�dents and are held �n the commun�ty or ne�ghbour-
hood. 

The agenda focuses on a s�ngle �ssue. The �nformal structure of the town hall 
meet�ng allows for �n-depth d�scuss�on, d�rect and �mmed�ate response to quest�ons 
and comments, and clar�ficat�on of facts or �deas. It may be a requ�rement of local 
pol�cy.

proCeSS

As an example, a town hall meet�ng �s called to d�scuss the development of a ne�gh-
borhood �mprovement plan. F�rst, LG staff g�ves a presentat�on on the �ssue wh�ch 
prov�des a common �nformat�onal bas�s for c�t�zens �n attendance. Members of the 
respons�ble departments answer any c�t�zen quest�ons and record the comments of 
the c�t�zens. Local elected offic�als are usually present and moderate the d�scuss�on.

AdvAnTAgeS/diSAdvAnTAgeS

Because the town hall meet�ng �s �nformal and focused on a s�ngle �ssue, �t �s an ef-
fect�ve techn�que to sol�c�t, rece�ve and d�scuss publ�c comments on an �ssue. Town 
hall meet�ngs, because of s�ze and �nformal structure, are better su�ted to bu�ld con-
sensus for dec�s�on mak�ng.

The log�st�cs of sett�ng up and conduct�ng a meet�ng outs�de LG hall, the need 
to hold mult�ple meet�ngs �n d�fferent parts of the commun�ty, and expenses may be 
v�ewed as d�sadvantages to th�s techn�que. However, from a d�fferent perspect�ve, the 
first two object�ons can be pos�t�ve aspects of the techn�que. If LG hall �s seen as be-
�ng out of touch w�th the c�t�zenry, town hall meet�ngs can be a perfect opportun�ty to 
get out �nto the commun�ty, change that percept�on, and demonstrate comm�tment 
to c�t�zen part�c�pat�on. Fac�l�tat�on �s cr�t�cal to a town hall meet�ng to keep �t on the 
planned agenda.

Advert�s�ng a Publ�c Meet�ng
A govern�ng body �n a small commun�ty was anx�ous that all �ts c�t�zens would 

be �nformed about a town hall meet�ng be�ng held to cons�der the mer�ts of a proposed 
comprehens�ve land-use plan. On adv�ce of staff, the govern�ng body �nvested �n a 
fifteen-foot banner and hung �t on the outs�de of the LG hall, fac�ng the bus�est LG 
street. Everyone who passed through town saw the s�gn, and many commented on �t 
favourably when they came to the meet�ng.
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3.  Citizen OPiniOn/attitude surVey

deFiniTion/purpoSe

Th�s techn�que �s used to gather factual �nformat�on about c�t�zens’ att�tudes and 
op�n�ons, usually regard�ng the qual�ty and financ�ng of local government serv�ces.

An op�n�on survey can �nclude the general populat�on or a spec�fic group of 
users. It may cover all mun�c�pal serv�ces or just one serv�ce, such as the use and 
cond�t�on of parks and open space. The results are used to determ�ne c�t�zens’ pr�or�-
t�es for serv�ces, evaluate ex�st�ng serv�ces, and �nvest�gate the c�t�zens’ w�ll�ngness to 
support tax or fee �ncreases.

proCeSS

Develop�ng a qual�ty c�t�zen att�tude survey may requ�re the ass�stance of an out-
s�de spec�al�st w�th publ�c op�n�on survey exper�ence �f th�s expert�se �s not ava�lable 
w�th�n your staff. If so, the local government staff can ass�st the process by develop-
�ng suggested quest�ons for the survey, wh�le the spec�al�st prepares the quest�on-
na�re, conducts the survey, and evaluates the results. The survey can be conducted 
�n person or by ma�l. In more developed sett�ng, �t may be poss�ble to do telephone 
�nterv�ews but th�s often den�es lower �ncome c�t�zens from part�c�pat�ng so th�s factor 
needs to be cons�dered. The more personal the survey (gett�ng answers to the ques-
t�ons �n person versus by ma�l), the more expens�ve, but hopefully, the more accurate 
the surveys w�ll be.

AdvAnTAgeS/diSAdvAnTAgeS

A sc�ent�fically conducted survey, based on a representat�ve sample of the ent�re com-
mun�ty, has the advantage of record�ng the answers of all the res�dents, not just the 
voter, the pol�t�cally act�ve or the �nfluent�al. By conduct�ng a survey on a recurr�ng 
bas�s (every two to three years) us�ng s�m�lar quest�ons, local offic�als can determ�ne 
any changes �n publ�c op�n�on and whether act�ons taken �n the �nter�m have been 
effect�ve �n �nfluenc�ng publ�c op�n�on.
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one lg’s experience with a Citizen opinion Survey
In 1993, a major metropol�tan LG �n Eastern Europe faced two �ssues related to 
c�t�zen part�c�pat�on: advert�sed meet�ngs resulted �n l�ttle turnout, and many of 
the government programs offered by the prev�ous system bore no relat�onsh�p to 
customer demand. The solut�on was to des�gn and conduct an op�n�on survey to 
determ�ne c�t�zen �nterest. In January, 1994, the LG contacted 287 households by 
telephone. The survey focused on the 14 largest programs and asked about: (1) 
sat�sfact�on w�th serv�ce prov�ded, (2) des�re for �ncreases or decreases �n serv�ce 
levels, and (3) w�ll�ngness to pay more taxes or charges for program �ncreases. The 
�ntent was to establ�sh a l�nk between serv�ce level and customer demand. The 
survey also asked the publ�c’s op�n�on on the pr�or�t�es of programs and some of 
the more pol�t�cally d�fficult �ssues �n the budget.

The survey revealed some �nterest�ng �ns�ghts �nto publ�c op�n�on and pro-
v�ded object�ve �nformat�on about c�t�zens’ op�n�on of LG serv�ces. For example:

The program w�th the h�ghest commun�ty sat�sfact�on was culture (77 
percent) followed by pr�mary educat�on (72 percent) and central heat�ng 
(60 percent). The lowest scor�ng programs were streets (19 percent) and 
financ�al ass�stance to the poor (25 percent) and water and sewer (34 
percent).
S�xty four percent supported serv�ce �ncreases �n water and sewer; 58 
percent �n sol�d waste, 57 percent �n streets, and 54 percent �n parks. 
However, only �n pr�mary educat�on, water and sewer, and parks were 
the major�ty of supporters w�ll�ng to pay more.
E�ghty percent supported the LG’s top pr�or�t�es of streets, hous�ng and 
schools.
On �ssues that were pol�t�cally d�fficult, 81 percent bel�eved that the LG 
should contract out programs to reduce costs, and 97 percent bel�eved 
that ut�l�ty rates should be based on actual use, rather than everyone 
pay�ng the same rate.

•

•

•

•

4.  fOCus grOuP Meeting

deFiniTion/purpoSe

A focus group �s a meet�ng of selected c�t�zens. It �s des�gned to gauge the probable 
response of one or more large groups to a local government proposal or �n�t�at�ve.

proCeSS

A focus group �s usually fac�l�tated by a consultant. However, local government per-
sonnel can be tra�ned �n the process as well. Approx�mately ten people are selected 
for each group. They represent a cross-sect�on of the commun�ty. The group �s asked 
quest�ons �n an object�ve manner about the proposal or �n�t�at�ve. The �nd�v�dual’s 
and group’s responses are e�ther recorded by aud�o tape or w�th extens�ve wr�tten 
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notes so the �nformat�on can be analyzed later. The same �nterv�ew process �s repeat-
ed three or four t�mes w�th d�fferent groups to gather comparat�ve �nformat�on.

AdvAnTAgeS/diSAdvAnTAgeS

They prov�de a deta�led understand�ng of people’s concerns and values by br�ng�ng 
together people who represent d�fferent perspect�ves. Focus groups tend to be less 
expens�ve than an op�n�on survey and less t�me consum�ng than a full fledged op�n-
�on survey.

They also are spontaneous �n that part�c�pants may volunteer �nformat�on that 
you m�ght not have thought to ask �n an op�n�on survey. They are not effect�ve for 
prov�d�ng �nformat�on to the general publ�c. They are not des�gned to bu�ld consensus 
or make dec�s�ons. They are not sc�ent�fic, and �t �s d�fficult to quant�fy the results. 
The find�ngs po�nt you �n the r�ght d�rect�on, but �t �s w�se to use the feedback as 
a gu�del�ne for further research. The success of focus groups often depends on the 
ava�lab�l�ty of outs�de expert�se.

Tact and Consideration with Citizens
A focus group was planned to d�scuss LG taxes, a content�ous �ssue �n that com-
mun�ty, and the c�t�zens were there �n large numbers. Most people accepted the�r 
table ass�gnments when they were handed numbered name tags, but one of the 
more aggress�ve c�t�zens compla�ned: “I want to s�t w�th several of my ne�ghbours 
who feel exactly l�ke I do.” “I understand,” sa�d the staff organ�zer, firmly, but w�th 
a sm�le; “but we want to g�ve everyone a chance to speak w�th people who m�ght 
not agree w�th them. You may even conv�nce someone to cons�der your po�nt of 
v�ew.” The compla�ner reluctantly sat down where she was told. Later, after a par-
t�cularly l�vely and creat�ve  d�scuss�on, she adm�tted to the focus group fac�l�tator 
that the “oppos�t�on” d�d not look nearly as fierce face to face.

5.  ad hOC and adVisOry COMMittees/task fOrCes

deFiniTion/purpoSe

An adv�sory comm�ttee �s a group of c�t�zens appo�nted to prov�de cont�nu�ng adv�ce 
on �ssue(s) to the govern�ng body. A task force �s a group of c�t�zens appo�nted to work 
on a spec�fic object�ve or problem. It ex�sts only for the t�me necessary to complete 
the task. A task force may also be a sub-comm�ttee to a larger adv�sory group and �s 
l�m�ted �n s�ze so that �t can be an effect�ve work�ng body. In both cases, the select�on 
of members �s cr�t�cal. Membersh�p must be broad enough yet not too large, and must 
be representat�ve.

Adv�sory comm�ttees are good for organ�z�ng and coord�nat�ng �nput from a w�de 
range of people. They are espec�ally useful for develop�ng consensus for act�on on 
complex �ssues that touch upon many facets of the commun�ty.
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proCeSS

Expectat�ons of the role of the comm�ttee or task force must be clear to all part�es. 
Putt�ng these expectat�ons �n wr�t�ng �s an excellent way to gu�de the comm�ttee or 
task force �n the�r ass�gnment as well as to term�nate �t when the job �s complete.

Adv�sory comm�ttees and ad hoc task forces are effect�ve �n focus�ng attent�on 
on an �mportant �ssue for a short per�od of t�me. They are useful �n organ�z�ng �nput 
from a w�de range of people and develop�ng consensus for act�on on complex �ssues 
that touch upon many facets of the commun�ty. They are d�sbanded when the work 
�s complete. However, w�thout clear gu�del�nes, spec�fic tasks and l�m�ts, they can 
assume a l�fe unto themselves.

6.  standing bOards and COMMissiOns 

deFiniTion/purpoSe

To ensure a broad representat�on on pol�cy and geograph�cal �ssues, govern�ng bodys 
often select govern�ng body comm�ttee cha�rpersons plus some representat�ves from 
geograph�cal d�str�cts to serve on boards. Boards and comm�ss�ons prov�de control, 
management and ma�ntenance of a spec�fic funct�on.

proCeSS

Such boards and comm�ss�ons are often establ�shed by local pol�c�es and st�pulate 
how they are const�tuted, the qual�ficat�ons of the members, and the dut�es of the 
board or comm�ss�on. Board and comm�ss�on members serve at the pleasure of gov-
ern�ng body for a term spec�fied by law but typ�cally have the same term as the gov-
ern�ng body.

Many local government elected bod�es establ�sh permanent stand�ng comm�t-
tees to deal w�th complex pol�cy development or plann�ng �ssues over a longer per�od 
of t�me. Adv�sory comm�ttees may cons�st only of elected offic�als, or part elected rep-
resentat�ves and part c�t�zens, or all c�t�zens depend�ng upon local law and pract�ce.

AdvAnTAgeS/diSAdvAnTAgeS

They are effect�ve for prov�d�ng c�t�zen overs�ght of spec�fic local government act�v�-
t�es. C�t�zens br�ng spec�al�zed expert�se �nto local government and ga�n exper�ence 
for future leadersh�p roles. 

Boards and comm�ss�ons are not effect�ve �n prov�d�ng �nformat�on to the gen-
eral publ�c or develop�ng consensus outs�de the�r area of respons�b�l�ty. They can 
become so narrowly focused on a s�ngle funct�on that they lose s�ght of larger, LG-
w�de �ssues.
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7.  teChnOlOgy aPPliCatiOn (Cable tV, internet)

Trad�t�onal commun�cat�on has been one-way and rel�es upon the med�a— newspa-
per, rad�o and telev�s�on—to keep  the c�t�zen �nformed on local government �ssues. 
Recent advances �n technology, such as Cable TV and the Internet, have g�ven LGs 
new commun�cat�on tools.

deFiniTion/purpoSe

Cable TV prov�des an alternat�ve to “over the a�r” broadcasts of rad�o and telev�s�on. 
It uses a coax�al cable to send mult�-channel TV programm�ng to homes, apartments 
or offices throughout a defined serv�ce area.

The Internet �s a network that allows computers from all over the world to ex-
change messages and electron�c files.  Th�s network of computers has now grown to 
�nclude thousands of computers �n publ�c and pr�vate agenc�es.

Cable TV and the Internet can be used by a local government to enhance c�t�zen 
part�c�pat�on �n three d�fferent ways: 

Informat�on d�ssem�nat�on—Internet: and Cable TV: An electron�c bullet�n 
board can prov�de �nformat�on on govern�ng body agendas, recreat�on schedules, 
cultural event schedules, bus route and schedules, �nstruct�ons how to get a bus�-
ness l�cense, etc. 

•	 A local government access channel on Cable TV prov�des: 
•	 A publ�c bullet�n board that �nforms the publ�c �n advance of scheduled pub-

l�c meet�ngs for the govern�ng body, boards and comm�ss�ons, and counc�l 
comm�ttees. It can be updated �mmed�ately for last m�nute schedule chang-
es.

•	 Job announcements. 
•	 Other act�v�t�es scheduled at LG hall.
•	 Coverage of counc�l meet�ngs from beg�nn�ng to end as well as rebroadcasts 

at t�mes conven�ent for c�t�zens.
•	 Programs w�th reports about counc�l proceed�ngs, hosted “talk shows” or 

d�scuss�ons w�th the mayor or members of the counc�l and press commentar-
�es.

•	 V�ewer call-�n programs through wh�ch v�ewers can d�rectly quest�on govern-
ment offic�als about �ssues and pol�c�es.

The World W�de Web can also replace trad�t�onal telephone, fax and ma�l serv-
�ces. It can be a way for counc�l members to establ�sh a home page that can be ac-
cessedl�c relat�ons—Ease of gett�ng �nformat�on puts your mun�c�pal government �n 
a more favorable l�ght.

Commun�cat�on to/from c�t�zens— Internet: Electron�c ma�l (ema�l) �s an al-
ternat�ve to telephone, fax or  regular ma�l. It can be the way c�t�zens access local 
government �n the future to report serv�ce problems, have an �nspect�on performed 
or apply for a l�cense.

proCeSS

Expectat�ons of the role of the comm�ttee or task force must be clear to all part�es. 
Putt�ng these expectat�ons �n wr�t�ng �s an excellent way to gu�de the comm�ttee or 
task force �n the�r ass�gnment as well as to term�nate �t when the job �s complete.

Adv�sory comm�ttees and ad hoc task forces are effect�ve �n focus�ng attent�on 
on an �mportant �ssue for a short per�od of t�me. They are useful �n organ�z�ng �nput 
from a w�de range of people and develop�ng consensus for act�on on complex �ssues 
that touch upon many facets of the commun�ty. They are d�sbanded when the work 
�s complete. However, w�thout clear gu�del�nes, spec�fic tasks and l�m�ts, they can 
assume a l�fe unto themselves.

6.  standing bOards and COMMissiOns 

deFiniTion/purpoSe

To ensure a broad representat�on on pol�cy and geograph�cal �ssues, govern�ng bodys 
often select govern�ng body comm�ttee cha�rpersons plus some representat�ves from 
geograph�cal d�str�cts to serve on boards. Boards and comm�ss�ons prov�de control, 
management and ma�ntenance of a spec�fic funct�on.

proCeSS

Such boards and comm�ss�ons are often establ�shed by local pol�c�es and st�pulate 
how they are const�tuted, the qual�ficat�ons of the members, and the dut�es of the 
board or comm�ss�on. Board and comm�ss�on members serve at the pleasure of gov-
ern�ng body for a term spec�fied by law but typ�cally have the same term as the gov-
ern�ng body.

Many local government elected bod�es establ�sh permanent stand�ng comm�t-
tees to deal w�th complex pol�cy development or plann�ng �ssues over a longer per�od 
of t�me. Adv�sory comm�ttees may cons�st only of elected offic�als, or part elected rep-
resentat�ves and part c�t�zens, or all c�t�zens depend�ng upon local law and pract�ce.

AdvAnTAgeS/diSAdvAnTAgeS

They are effect�ve for prov�d�ng c�t�zen overs�ght of spec�fic local government act�v�-
t�es. C�t�zens br�ng spec�al�zed expert�se �nto local government and ga�n exper�ence 
for future leadersh�p roles. 

Boards and comm�ss�ons are not effect�ve �n prov�d�ng �nformat�on to the gen-
eral publ�c or develop�ng consensus outs�de the�r area of respons�b�l�ty. They can 
become so narrowly focused on a s�ngle funct�on that they lose s�ght of larger, LG-
w�de �ssues.
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The W by const�tuents to keep abreast of d�str�ct act�v�t�es. It can also be used 
by the LG to �nform the publ�c about LG act�v�t�es or by c�t�zens to access LG docu-
ments or appl�cat�ons w�thout hav�ng to come to LG hall.

proCeSS

Cable TV, where �t �s an opt�on, often operates as a subscr�pt�on serv�ce �n wh�ch 
c�t�zens pay a monthly fee for serv�ces. In the U.S., pr�vate cable compan�es obta�n 
perm�ss�on from the LG to prov�de th�s serv�ce �n the LG and to use the street r�ght-of 
way for the�r cable. In exchange, the LG �s compensated for the use of r�ght-of way 
and may requ�re that one or more publ�c access channels be prov�ded for local gov-
ernment use. 

Access to the Internet �s made through an Internet Serv�ce Prov�der (ISP). 
The ISP connect�on �s made v�a local telephone for a monthly serv�ce charge. The 
subscr�ber �s respons�ble for prov�d�ng all equ�pment needed to access the Internet 
�nclud�ng personal computer, modem, software and per�pheral equ�pment. Anyone 
pay�ng the requ�red fees and hav�ng the requ�red equ�pment can access the Internet 
and World W�de Web. 

The Internet �s a w�de-open ent�ty that �s by des�gn loosely controlled. Issues to 
be exam�ned �nclude: secur�ty, corrupt or v�rus-�nfect�ng data, and who w�ll manage 
the content on the LG’s Internet s�te. These are bas�c �ssues that local government 
should address �n an Internet use pol�cy. Local offic�als �nterested �n access�ng the 
Internet or putt�ng the�r local government on the Internet should refer to the gu�de-
l�nes �ncluded �n Append�x A.

AdvAnTAgeS/diSAdvAnTAgeS

Cable TV �s a cost effect�ve tool for �nform�ng the publ�c; however, not every house-
hold subscr�bes to cable TV, l�m�t�ng �ts effect�veness to reach and commun�cate to all 
c�t�zens. The cost of subscr�b�ng to cable TV may also be a d�sadvantage. 

Internet: As more and more use �s made of the Internet for d�ssem�nat�ng �nfor-
mat�on, local government w�ll save valuable staff t�me and paper costs. It prov�des the 
ab�l�ty to market the commun�ty to relocat�ng  bus�nesses or vacat�on�ng tour�sts.

The major d�sadvantage of these newer commun�cat�on processes �s the�r d�s-
cr�m�nat�on aga�nst those who cannot afford such serv�ces or do not have access to 
these serv�ces. There �s no better way to al�enate c�t�zens than to prov�de serv�ces or 
�nformat�on that are essent�ally proh�b�ted �n one way or another to var�ous const�tu-
ents w�th�n your governance doma�n.  

8.  neighbOurhOOd and COMMunity assOCiatiOns 

deFiniTion/purpoSe

A group of c�t�zens organ�zed around a common �nterest �n an �ssue(s) related to a 
spec�fic geograph�cal area,  such as zon�ng, land use, or ne�ghbourhood plann�ng. 
It prov�des a forum for d�scuss�ng problems and exchang�ng �deas between LG staff 
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and assoc�at�on members. The assoc�at�on has been successfully used to adm�n�ster 
ne�ghbourhood projects and serv�ce del�very contracts.

proCeSS

Ne�ghbourhood assoc�at�ons may be a legal ent�ty or �nformally organ�zed. Member-
sh�p �s open to all res�dents, property owners, bus�ness l�censees and representat�ves 
of not-for-profit organ�zat�ons �n that area. Each  assoc�at�on elects a board of officers 
to lead the organ�zat�on annually and to represent the �nterests of the assoc�at�on to 
outs�de groups. Comm�ttees w�th�n the assoc�at�on are establ�shed to focus on spe-
c�fic �ssues such as plann�ng, traffic or econom�c development. 

Counc�l can establ�sh an office �n LG hall for coord�nat�ng and commun�cat�ng 
w�th ne�ghborhood assoc�at�ons. The follow�ng �s a suggested l�st of bas�c funct�ons 
for such an office: 

Not�fy �nterested persons of meet�ngs, hear�ngs, elect�ons and other 
events.
Prov�de for the shar�ng of �nformat�on and ma�nta�n a l�st of reports, stud-
�es, data sources and other ava�lable mater�als. 
Prov�de referral serv�ces to �nd�v�duals, ne�ghbourhood assoc�at�ons, and 
others.
Keep an up-to-date l�st of ne�ghbourhood assoc�at�ons and the�r pr�nc�pal 
officers. 
Ass�st ne�ghbourhood volunteers �n coord�nat�ng projects on behalf of 
ne�ghbourhood “l�ve-ab�l�ty.” 
Encourage �nd�v�duals to work w�th  ex�st�ng ne�ghbourhood assoc�at�ons 
where poss�ble.
Ass�st �n reproduc�ng and ma�l�ng newsletters and other pr�nted matter 
when suppl�ed by a ne�ghbourhood assoc�at�on. 
Act as a l�a�son wh�le ne�ghbourhood assoc�at�ons and mun�c�pal agenc�es 
work out processes for mun�c�pal �nvolvement. 
Ass�st �n contracts w�th other mun�c�pal agenc�es on behalf of ne�ghbour-
hood assoc�at�ons or other �nterested �nd�v�duals. 
Ass�st �n educat�onal efforts related to c�t�zen part�c�pat�on �n mun�c�pal 
government.

AdvAnTAgeS/diSAdvAnTAgeS

Ne�ghbourhood assoc�at�ons tend to lack permanence. They often are created �n re-
sponse to a s�ngle �ssue, �n wh�ch res�dents mob�l�ze to address the �ssue, and then 
d�sband when the problem �s solved or �nterest subs�des. To  promote the long-term 
cont�nuance of ne�ghbourhood assoc�at�ons, local offic�als should prov�de support �n 
terms of staff and resources. 

•

•

•

•

•

•

•

•

•

•
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9.  COMMunity OffiCe 

deFiniTion/purpoSe

Th�s �s a var�at�on of the ne�ghbourhood board/assoc�at�on descr�bed above, but �t 
�s typ�cally funded and operated by the LG. It can prov�de one or a group of serv�ces 
depend�ng upon needs. Serv�ces typ�cally �nclude: ne�ghbourhood serv�ces, health 
care, soc�al ass�stance, and a�d to pens�oners. It extends mun�c�pal serv�ces �nto a 
geograph�cal d�str�ct or ne�ghbourhood of the LG, and br�ngs local government to the 
c�t�zen rather than the c�t�zen travell�ng to a LG hall.

proCeSS

Local government offic�als determ�ne wh�ch serv�ces can best be prov�ded by commu-
n�ty based offices. They should cons�der the benefits and costs of decentral�z�ng an 
act�v�ty from both LG and c�t�zen v�ewpo�nts. Operat�onal fund�ng �s prov�ded through 
the annual budget.

AdvAnTAgeS/diSAdvAnTAgeS

It �s more access�ble to the publ�c and fosters close rapport and �mproved commu-
n�cat�on w�th c�t�zens. The office becomes a part of a commun�ty and creates an �n-
creased level of trust toward government. After a ne�ghbourhood office �s establ�shed 
�n a commun�ty, �nvolv�ng c�t�zens �n c�t�zen part�c�pat�on act�v�t�es �s much eas�er. 

The office workers tend to focus on �ssues w�th�n the�r geograph�cal area and 
may overlook LG-w�de �ssues and needs. Decentral�z�ng some serv�ces may �ncrease 
costs for people and resources.

10,  OMbudsMan

deFiniTion/purpoSe

An ombudsman �s a nonpart�san publ�c offic�al who �nvest�gates people’s compla�nts 
about government offic�als or agenc�es. The scope of work var�es by LG, but usually 
�nvolves compla�nts of unjust or harsh treatment on matters such as hous�ng, taxa-
t�on, vot�ng, or old age pens�on payments.

proCeSS

Local government elected offic�als determ�ne the need for an office of ombudsman �n 
accordance w�th state or local law. If there �s a need, they generally establ�sh �ts du-
t�es and respons�b�l�t�es by ord�nance. An ombudsman �s appo�nted follow�ng local 
personnel pol�c�es. 
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After �nvest�gat�ng a compla�nt, the ombudsman may d�sm�ss �t or may seek 
correct�on of the problem by persuas�on, publ�c�ty or occas�onally by recommend�ng 
prosecut�on. 

AdvAnTAgeS/diSAdvAnTAgeS

An ombudsman meets the c�t�zens’ need for �mpart�al and �nformal handl�ng of com-
pla�nts. The program �s des�gned to �mprove government’s response to c�t�zens’ con-
cerns �n a fa�r and �mpart�al fash�on. It �s  part�cular�ty effect�ve �n help�ng c�t�zens 
deal w�th the complex�t�es of bureaucracy �n large LGs.

11.  OPen dOOr PrOgraM (aCCessibility)

deFiniTion/purpoSe

It encourages c�t�zens to v�s�t LG hall or a commun�ty office at any t�me on a walk-�n 
bas�s. Establ�sh�ng regular hours of operat�on for LG hall shows that LG hall and staff 
are access�ble and open to c�t�zen �ssues and concerns.

AdvAnTAgeS/diSAdvAnTAgeS

An open door program fac�l�tates commun�cat�on w�th c�t�zens. Open�ng LG fac�l�t�es 
to the publ�c on all days that employees work may �ncrease costs, but w�ll generate 
far greater �ntang�ble benefits due to the percept�on that government �s open, there to 
serve, and ava�lable to hear concerns and �ssues.

12.  PubliC infOrMatiOn

deFiniTion/purpoSe

Publ�cat�on �nformat�on �s prov�ded �n the form of press releases, �nterv�ews, pam-
phlets, etc. There may be a publ�c �nformat�on department respons�ble for th�s func-
t�on. Publ�c �nformat�on keeps c�t�zens �nformed of the act�v�t�es of the LG.

proCeSS

Local government offic�als who dec�de to use the publ�c �nformat�on staff to support 
c�t�zen part�c�pat�on  act�v�t�es must �nsure that the staff �s seen as object�ve and a 
cred�ble source of �nformat�on.

AdvAnTAgeS/diSAdvAnTAgeS

A strong and effect�ve publ�c �nformat�on program creates a pos�t�ve env�ronment. 
Well-�nformed c�t�zens are able to part�c�pate more �ntell�gently, have a better under-
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stand�ng of program �ssues and �mpacts of var�ous act�ons and a h�stor�cal perspec-
t�ve to the program be�ng �n�t�ated. 

C�t�zens have been known to cr�t�c�ze the publ�c �nformat�on staff for not sup-
ply�ng object�ve �nformat�on, bel�ev�ng that the publ�c �nformat�on staff acted as a 
market�ng organ�zat�on for the LG. When th�s happens the  publ�c �nformat�on efforts 
underm�ne the c�t�zen part�c�pat�on program.

13.  eduCatiOn PrOgraMs and POPular rePOrting

deFiniTion/purpoSe

D�rect educat�on programs are those �n wh�ch LG offic�als or staff present a program 
d�rectly to the publ�c, �n person; for example, a talk w�th school ch�ldren about local 
government act�v�t�es. Ind�rect educat�on programs st�ll prov�de publ�c �nformat�on, 
but use pr�nted mater�al to convey the message �nstead of a person. Popular reports 
are des�gned to commun�cate— s�mple and stra�ght forward—avo�d�ng complex terms 
and bureaucrat�c jargon. 

D�rect educat�on programs prov�de personal contact w�th the c�t�zen. Ind�rect 
educat�on program prov�de �nformat�on. Popular reports are an easy-to-use method 
for prov�d�ng �mportant financ�al and operat�ng �nformat�on to c�t�zens.

proCeSS

Typ�cal educat�onal mater�als �nclude pamphlets, newsletters, publ�cat�ons and re-
ports. Some of the more  �nnovat�ve local governments have attempted to demyst�fy 
financ�al report�ng for annual budgets and end of year account�ng report�ng. The cur-
rent express�on for th�s pract�ce �s “popular report�ng.” 

AdvAnTAgeS/diSAdvAnTAgeS

A d�rect educat�on program prov�des an opportun�ty to present �nformat�on, �nteract 
w�th the aud�ence, ask and answer quest�ons, respond �mmed�ately to concerns and 
�ssues, and put a “human face” on what otherw�se  m�ght seem l�ke a faceless bu-
reaucracy.  

C�t�zens l�ke popular report�ng because �t summar�zes �nformat�on, uses charts 
and graphs to d�splay complex �deas, and �s easy to read. Documents such as the 
Budget �n Br�ef and Annual Performance Report convey a lot of �nformat�on �n a 20-
25 page booklet. The booklets are w�dely d�ssem�nated to the general publ�c and often 
used �n c�t�zen educat�on and c�t�zen part�c�pat�on programs. 
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14.  Citizen serViCe OffiCe (COMPlaints, suggestiOns and 
infOrMatiOn)

deFiniTion/purpoSe

A c�t�zen serv�ce office �s a central�zed clear�nghouse establ�shed to rece�ve and re-
spond to c�t�zen requests for ass�stance or �nformat�on. It prov�des a s�ngle po�nt of 
contact, thus s�mpl�fy�ng contact�ng LG hall from the c�t�zen’s po�nt of v�ew. No longer 
does the c�t�zen have to know who to contact or wh�ch department to call to be able 
to get �nformat�on or have a serv�ce request handled.

proCeSS

These requests generally come to the office by ma�l, telephone or �n person. The office 
�s des�gned to: 

prov�de the �nformat�on, or �f a serv�ce request, record the request, route 
�t to the proper department for act�on, and when �t �s completed, not�fy 
the c�t�zen of the act�on taken
help counc�l and c�t�zens get act�on on requests for �nformat�on and serv-
�ce 
�mprove respons�veness of local government to the counc�l 
coord�nate the mun�c�pal serv�ce response effort of the local government 
prov�de an �nternal commun�cat�on network ava�lable to all LG depart-
ments.

AdvAnTAgeS/diSAdvAnTAgeS

Central�z�ng �nformat�on and serv�ce requests perm�ts the LG to track the requests 
and ensure that they are acted upon w�th�n a spec�fied t�me frame. The result bu�lds 
cred�b�l�ty w�th the c�t�zen that local government actually works for them. 

Establ�sh�ng a c�t�zen’s serv�ce centre can be costly and a major d�sadvantage; 
however �f a local government dec�des to create such a department, cons�der us�ng 
resources that are already do�ng th�s type of work w�th�n the organ�zat�on. Anyone 
whose current job cons�sts of deal�ng w�th customer �nformat�on and serv�ce requests 
more than 60% of the t�me �s a potent�al resource to staff a central agency.

15.  Media relatiOns

deFiniTion/purpoSe

Every c�t�zen part�c�pat�on program requ�res work�ng w�th the med�a (newspaper, ra-
d�o and telev�s�on) to reach the general publ�c. The med�a ass�sts c�t�zen part�c�pa-
t�on at the beg�nn�ng of the process by announc�ng the  program and �nv�t�ng publ�c 

•

•

•
•
•
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�nvolvement; dur�ng the m�ddle, by report�ng the progress of the �n�t�at�ve; and finally 
at the end, by report�ng �ts results and �mplementat�on.

proCeSS

Somet�mes, local offic�als have to encourage the med�a to cover c�t�zen part�c�pat�on 
programs. Two commonly used methods are press releases and press conferences. 
These help the med�a gather the �mportant facts w�th m�n�mal effort. 

Rad�o and telev�s�on may be the major avenues by wh�ch c�t�zens hear the news, 
but the opportun�ty to get your message across �s much smaller, 30 to 60 seconds, 
and the compet�t�on for a�r t�me �s much greater. Local government rad�o and tel-
ev�s�on coverage depends upon the extent to wh�ch �t �s current and newsworthy. 
Any news releases for rad�o or telev�s�on must take these cond�t�ons �nto account. 
Therefore, brev�ty �s cr�t�cal and  the story l�ne must be short, to the po�nt, and eas�ly 
understood. 

Here are some suggest�ons for establ�sh�ng a good work�ng relat�onsh�p w�th 
the med�a:

Be honest and stra�ght forward �n respond�ng to quest�ons; honesty �s the 
best pol�cy. 
Avo�d “no comment” responses—�t sounds evas�ve.
Return phone calls promptly; reporters usually have deadl�nes they are 
attempt�ng to meet.
Do not speculate or answer hypothet�cal quest�ons. 
If you do not have a factual answer to a quest�on, apolog�ze, and say that 
you do not have �t read�ly ava�lable, but you w�ll get the �nformat�on for 
them. Depend�ng on the�r deadl�ne, they may or may not need �t. 
Do not downplay controvers�al �tems (the med�a thr�ves on controversy); �f 
you do, you lose cred�b�l�ty.
If the med�a catches you off guard regard�ng an event that has just oc-
curred, say you just heard about �t and w�ll have a response after you 
have had an opportun�ty to study �t. Get the answer out qu�ckly.
If you choose to establ�sh a personal relat�onsh�p w�th the med�a, remem-
ber that you cannot d�ctate how a story w�ll be reported. 
If you d�sagree w�th the way a story has been covered, address the �ssue 
w�th the reporter �n pr�vate or �gnore �t altogether. Do not compla�n to the 
newspaper ed�tor or the rad�o or telev�s�on news d�rector.

•

•
•

•
•

•

•

•

•
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AdvAnTAgeS/diSAdvAnTAgeS

Establ�sh�ng a med�a relat�ons program can be an effect�ve way to pos�t�vely promote 
local government act�v�t�es. Us�ng the med�a relat�ons office as a central po�nt of 
contact for all med�a �mproves press relat�ons and enhances the med�a’s access to 
�nformat�on. When accurate and t�mely �nformat�on �s prov�ded to the publ�c the �m-
age of local government �s �mproved. Local government offic�als should be caut�ous, 
however, not to over market the LG to the po�nt that the office �s v�ewed as a propa-
ganda tool.

geTTing MediA ATTenTion

A local government �n a heav�ly populated urban area embarked on an amb�t�ous 
program of sponsor�ng commun�ty meet�ngs about the press�ng �ssues of growth and 
transportat�on. After fa�l�ng to �nterest the newspaper ed�tor �n pr�nt�ng art�cles of any 
s�ze or depth, the LG produced and pa�d for �ts own s�x-page, four-color supplement, 
wh�ch was �nserted �n the Sunday ed�t�on of the paper. It was read by 250,000 people, 
and the govern�ng body saw the fru�ts of �ts labours and �nvestment rewarded. Th�s 
s�ngle, amb�t�ous effort �ncreased �nterest and attendance at the publ�c meet�ngs. As 
a by-product, the project finally attracted free med�a attent�on; reporters real�zed that 
these �ssues d�d concern a broad range of c�t�zens �n the commun�ty.
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Appendix b – World bAnk inForMATion on pArTiCi-
pATory MoniToring

PartiCiPatOry MOnitOring and eValuatiOn

WHAT iS pArTiCipATory MoniToring & evAluATion?

Part�c�patory mon�tor�ng & evaluat�on (PM&E) �s a process through wh�ch stakehold-
ers at var�ous levels engage �n mon�tor�ng or evaluat�ng a part�cular project, program 
or pol�cy, share control over the content, the process and the results of the M&E 
act�v�ty and engage �n tak�ng or �dent�fy�ng correct�ve act�ons. PM&E focuses on the 
act�ve engagement of pr�mary stakeholders.

WHy iS pArTiCipATory MoniToring And evAluATion iMporTAnT?

Part�c�pat�on �s �ncreas�ngly be�ng recogn�zed as be�ng �ntegral to the M&E process, 
s�nce �t offers new ways of assess�ng and learn�ng from change that are more �nclu-
s�ve, and more respons�ve to the needs and asp�rat�ons of those most d�rectly af-
fected. PM&E �s geared towards not only measur�ng the effect�veness of a project, but 
also towards bu�ld�ng ownersh�p and empower�ng benefic�ar�es; bu�ld�ng account-
ab�l�ty and transparency ; and tak�ng correct�ve act�ons to �mprove performance and 
outcomes.

WHAT Are THe prinCipleS oF pArTiCipATory MoniToring & evAluATion?

Convent�onally, mon�tor�ng and evaluat�on has �nvolved outs�de experts com�ng �n to 
measure performance aga�nst pre-set �nd�cators, us�ng standard�zed procedures and 
tools. PM&E d�ffers from more convent�onal approaches �n that �t seeks to engage key 
project stakeholders more act�vely �n reflect�ng and assess�ng the progress of the�r 
project and �n part�cular the ach�evement of results.

Core prinCipleS oF pM&e Are:

pr�mary stakeholders are act�ve part�c�pants – not just sources of �nfor-
mat�on
bu�ld�ng capac�ty of local people to analyze, reflect and take act�on 
jo�nt learn�ng of stakeholders at var�ous levels 
 catalyzes comm�tment to tak�ng correct�ve act�ons

AddiTionAl inForMATion on pArTiCipATory MoniToring:

http://www.�ds.ac.uk/�ds/bookshop/br�efs/Br�ef12.html

•

•
•
•

http://www.ids.ac.uk/ids/bookshop/briefs/Brief12.html
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www.�ds.ac.uk/�ds/part�c�p

http://web.worldbank.org/WBSITE/ExTERNAL/TOPICS/ExTSOCIALDEVEL-
OPMENT/ExTPCENG0,,contentMDK:20509352~menuPK:1278203~pagePK:148956
~p�PK:216618~theS�tePK:410306,00.html

http://www.worldbank.org/part�c�pat�on/forsterpr�nc�plesPME.pdf

http://s�teresources.worldbank.org/INTPCENG/214574-
1116505633693/20509339/commun�tybased.pdf

http://www.ids.ac.uk/ids/particip
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTSOCIALDEVELOPMENT/EXTPCENG/0,,contentMDK:20509352~menuPK:1278203~pagePK:148956~piPK:216618~theSitePK:410306,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTSOCIALDEVELOPMENT/EXTPCENG/0,,contentMDK:20509352~menuPK:1278203~pagePK:148956~piPK:216618~theSitePK:410306,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTSOCIALDEVELOPMENT/EXTPCENG/0,,contentMDK:20509352~menuPK:1278203~pagePK:148956~piPK:216618~theSitePK:410306,00.html
http://www.worldbank.org/participation/forsterprinciplesPME.pdf
http://siteresources.worldbank.org/INTPCENG/214574-1116505633693/20509339/communitybased.pdf
http://siteresources.worldbank.org/INTPCENG/214574-1116505633693/20509339/communitybased.pdf
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Appendix C:  CASe STudy FroM SouTH AFriCA

Andrews, Angela
Legal Resources Centre, 54 Shortmarket Street, Cape Town 8000, South Afr�ca

suMMary

A sc�ence park, spann�ng 200 hectares and �ntend�ng to be a densely developed l�ght 
�ndustr�al s�te presented a threat of pollut�on, chem�cal acc�dents and ground water 
contam�nat�on to commun�t�es l�v�ng nearby. Env�ronmental controls wh�ch would 
m�n�m�ze adverse �mpacts were needed �n the context of lax standards and poor en-
forcement by a generally under resourced state. Oppos�t�on by c�t�zen groups evolved 
�nto a collaborat�on w�th the local author�ty to develop a preventat�ve system of en-
v�ronmental management for the Park. The system �ncluded the sett�ng of perform-
ance standards for �ndustr�es, the evaluat�on of prospect�ve �nvestors and the sett�ng 
of cond�t�ons and mon�tor�ng of compl�ance therew�th by �ndustr�es occupy�ng the 
Park.

1. intrOduCtiOn

Dur�ng 1997 a large development was planned for Cape Town called Capr�corn Park, 
wh�ch would �nvolve the creat�on of a sc�ence park spread�ng out over 200 hectares 
of land. The park was planned to be the s�ze of the central bus�ness d�str�ct of Cape 
Town and �ts developers est�mated that �t would create approx�mately 40,000 jobs. It 
was advert�sed as a project wh�ch would prov�de much needed sk�lls tra�n�ng to the 
c�t�zens of Cape Town �n the fields of sc�ence and technology, �n a campus l�ke set-
t�ng.

Commun�t�es and env�ronmental groups were concerned at the prox�m�ty of 
what was �n fact to be a densely developed l�ght �ndustr�al s�te close to the coast 
and adjacent commun�t�es. The developers cla�med that they were not �n a pos�t�on 
to fully d�sclose what types of �ndustr�es would occupy the s�te, and �nstead gave a 
very broad l�st of poss�ble future occup�ers. The l�st �ncluded the electron�cs �ndus-
try, wh�ch ra�sed a number of concerns. The first was the h�story of underground 
contam�nat�on �n the past at s�tes such as S�l�con Valley where electron�c plants had 
apparently stored chem�cals �n leak�ng underground tanks. The second was the fact 
that the Capr�corn Park s�te was located on a shallow aqu�fer, the contam�nat�on of 
wh�ch would adversely affect the nearby coastl�ne wh�ch �s a large bath�ng amen�ty 
adjacent to low �ncome commun�t�es. The th�rd was the poss�b�l�ty of acc�dents or 
sp�lls �nvolv�ng tox�c chem�cals wh�ch could endanger the l�ves of adjacent res�dents 
who l�ve very close to the s�te.
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2. enVirOnMental iMPaCt assessMent

The local Counc�l had sold the land to the park developer subject to a three-t�ered 
agreement, wh�ch made prov�s�on for a broad brush env�ronmental �mpact assess-
ment of the whole s�te followed by more deta�led env�ronmental �mpact assessments 
as the s�te was developed and a final s�te spec�fic env�ronmental �mpact assessment 
for each �ndustry before �t rece�ved �ts serv�ce connect�ons. At the t�me the only statu-
tory prov�s�on relat�ng to env�ronmental �mpact assessments was conta�ned �n a pol-
�cy prov�s�on promulgated under the Env�ronment Conservat�on Act, no 73 of 1989 
wh�ch requ�red a “planned analys�s, �nvolv�ng publ�c part�c�pat�on” before commence-
ment of any large scale land developments. Th�s prov�s�on states that every person 
has the r�ght to an env�ronment wh�ch �s not harmful to the�r health and well-be�ng, 
and requ�res that reasonable steps be taken �n order to conserve and susta�n the 
env�ronment and protect �t from pollut�on.

3. failure tO disClOse suffiCient iMPaCts

After the broad brush env�ronmental �mpact assessment was completed the devel-
oper made appl�cat�on to the local author�ty for subd�v�s�on of the land �n order to 
beg�n develop�ng. The local author�ty was requ�red to zone the land as a result of 
th�s appl�cat�on w�th cond�t�ons as �t saw necessary �n order to protect, among other 
th�ngs, the env�ronment. It was argued by the env�ronmental group, the W�ldl�fe and 
Env�ronment Soc�ety, that there was �nsuffic�ent d�sclosure of �nformat�on �n th�s en-
v�ronmental �mpact assessment to enable the local author�ty to exerc�se �ts dec�s�on 
mak�ng power �n terms of the Const�tut�on and to take reasonable steps to d�scharge 
�ts duty to protect the env�ronment. The developer stated that �n v�ew of the fact 
that �t had not secured contracts w�th occupants of the s�te �t could not accurately 
speculate about future �ndustr�es and the�r �mpacts. It also d�d not choose to d�sclose 
deta�led �nformat�on about �mpacts regard�ng those �ndustr�es from whom �t had 
secured undertak�ngs. The broad brush env�ronmental �mpact assessment therefore 
dealt ma�nly w�th �ssues of storm water, surface landscap�ng and aesthet�c features 
of the development. It d�d not look �n suffic�ent deta�l, or �n a mean�ngful way, at pos-
s�ble a�r and ground water pollut�on, traffic �mpacts and r�sk of acc�dental chem�cal 
releases and sp�lls, no�se and water consumpt�on, �ssues wh�ch were of �mportance 
to surround�ng commun�t�es.

4. Challenge tO subdiVisiOn aPPliCatiOn

Once the subd�v�s�on was granted, an object�on was lodged by W�ldl�fe and Env�ron-
ment Soc�ety �n terms of the appl�cable prov�nc�al Land Use Plann�ng Ord�nance 
wh�ch governs town plann�ng. Th�s law requ�res the prov�nc�al Prem�er to approve 
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or deny the subd�v�s�on, or make changes to �t as he/she sees fit, �f an object�on �s 
made. The object�on was made on the bas�s that there had been �nsuffic�ent d�sclo-
sure of �nformat�on for a proper �mpact assessment to take place, �n part�cular �nto 
the cumulat�ve �mpacts of the development. W�thout such �mpact analys�s the local 
author�ty �t was argued was not �n a pos�t�on to act reasonably �n order to protect 
the env�ronment as requ�red by the env�ronmental clause and the just adm�n�stra-
t�on clause of the Const�tut�on. Th�s encompassed �n part�cular the requ�rement of 
runn�ng a planned analys�s w�th full publ�c part�c�pat�on. Th�s �t was argued could 
not be fulfilled �n the absence of adequate �nformat�on. Before reasonable steps could 
be taken by the Counc�l �n �ts env�ronmental governance an adequate analys�s of 
�mpacts and m�t�gatory measure would be requ�red wh�ch would gu�de �t, and wh�ch 
l�kew�se was not poss�ble w�thout comprehens�ve d�sclosure. Th�s challenge cons�der-
ably delayed the development dur�ng wh�ch t�me the W�ldl�fe and Env�ronment Soc�e-
ty began cons�der�ng what course of act�on should be adopted �n order to best protect 
the d�verse �nterests wh�ch would be affected by the development. The object�ve of the 
Soc�ety was not to halt the development wh�ch was seen as an �mportant source of 
future employment and an econom�c growth po�nt for the reg�on. Dur�ng th�s per�od 
the Soc�ety d�ssem�nated �nformat�on and gave a vo�ce to the many other res�dents 
and env�ronmental groups wh�ch were concerned w�th the development (hereafter 
referred to as “env�ronmental groups”).

5. integrated enVirOnMental ManageMent

South Afr�can regulatory standards relat�ng to the env�ronment are laxer and less 
clear than those wh�ch apply �n Europe and North Amer�ca. Furthermore, �ndustr�al 
act�v�t�es are not regulated �n a un�form manner. In some areas there �s very l�ttle for-
mal regulat�on, such as �n the area of env�ronmental a�r qual�ty standards. Although 
there are regulat�ons as to what may be em�tted �nto the workplace, the quest�on of 
what em�ss�ons may be vented �nto the env�ronment generally, through smokestacks 
or otherw�se �s far more poorly controlled. Local author�t�es control smoke em�ss�ons. 
Industr�al em�ss�ons are very much the subject of the regulators d�scret�on. Perm�ts 
are �ssued requ�r�ng compl�ance w�th standards set on an ad hoc bas�s by a nat�onal 
pollut�on control officer who has an almost total d�scret�on as to what may be em�t-
ted. 

A development of the type planned for Capr�corn Park would be covered by 
many areas of regulat�on, some of wh�ch are more effect�ve than others, for exam-
ple, waste d�sposal, ground water qual�ty management, coastal zone management, 
a�r pollut�on, hazardous �nstallat�ons, no�se p pollut�on, mun�c�pal serv�ces, such as 
sewers and storm water dra�nage, workplace health and safety, bu�ld�ng regulat�ons 
and town plann�ng regulat�ons, to name but a few. In most respects, once a r�ght to 
conduct �ndustr�al act�v�ty �s granted, the protect�on of the env�ronment �n such a 
development �s governed through cr�m�nal prosecut�on of offenders who are proven to 
have v�olated an env�ronmental standard. The standard of proof �n such cases �s gu�lt 
beyond reasonable doubt. F�nes for contravent�ons are very low and have not been 
shown to act as a deterrent. Regulatory resources for �nspect�on and prosecut�on for 



273CHAPTER 3:  CITIZEN PARTICIPATION

env�ronmental cr�mes �s seen by many as a low pr�or�ty. Large scale developments 
therefore present a very real threat of caus�ng ser�ous env�ronmental damage.

In th�s context env�ronmental groups were of the v�ew that �t would be more 
pract�cal and protect�ve of the env�ronment and surround�ng commun�t�es to develop 
an env�ronmental management strategy for the park wh�ch would prevent env�ron-
mental damage, rather than prosecute polluters. Dur�ng the per�od of delay caused 
by the Prem�er hav�ng to cons�der the�r object�on to the development, they proposed 
a proact�ve strategy of env�ronmental enforcement for the Park, should �t proceed to 
be author�zed.

6. PrOaCtiVe enVirOnMental ManageMent

A proact�ve env�ronmental management strategy, based of course on adequate d�sclo-
sure of �nformat�on, w�th the follow�ng features was put forward by the env�ronmental 
groups:

Overs�ght body: A representat�ve body, �ncorporat�ng the developer, local 
author�t�es and env�ronmental groups’ representat�ve was proposed to �n 
order to develop and aud�t the management strategy.
Pol�cy rev�ew of developers proposals: Rev�ew of �ndustry profiles and 
development of a system of �nformat�on d�sclosure for future act�v�t�es of 
occupants of the Park, �nclud�ng �n�t�al d�sclosure on �ntended �ndustr�al 
act�v�ty, mon�tor�ng of act�v�t�es once �n operat�on and aud�t�ng of compl�-
ance w�th the env�ronmental management system.
Sett�ng of deta�led standards and procedures: After the rev�ew, standards 
and procedures would be developed wh�ch would �nclude controls on 
waste (m�n�m�zat�on, recycl�ng and handl�ng), water and energy consump-
t�on, a�r em�ss�ons, management of hazardous substances and emergency 
responses.

7. aPPrOVal Of the subdiVisiOn

Dur�ng the course of the above negot�at�ons subd�v�s�on approval was granted to the 
developer but subject to certa�n cond�t�ons. These �ncluded the requ�rement that an 
�ntegrated env�ronmental management system be developed for the Park and that an 
Env�ronmental Adv�sory Board be const�tuted, �nclud�ng a representat�ves from c�v�l 
soc�ety, the developer, and var�ous government departments, to oversee the �mple-
mentat�on of the management system. In part�cular the Board was requ�red to assess 
�ndustr�es want�ng to occupy the park, and to adv�se the local author�ty on cond�-
t�ons �t should �mpose on act�v�t�es of such appl�cants. These cond�t�ons would then 
become land use cond�t�ons wh�ch could be w�thdrawn �f there was non-compl�ance 
therew�th. It seemed that the Prem�er had been �nformed of the proposals emanat-
�ng from c�v�l soc�ety and had g�ven tac�t approval to these �n these cond�t�ons. The 
problem of try�ng to create an env�ronmental management system where no regula-

•

•

•
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tory framework ex�sted for one was hopefully overcome through the use of land use 
r�ghts referred to above.

8. deVelOPMent Of an enVirOnMental ManageMent 
strategy

The Counc�l then proceeded to develop an Env�ronmental Management Strategy 
based on the processes and features set out hereunder. The process was developed 
by consultants employed by the Counc�l. The first three components, namely the de-
velopment of a background �nformat�on package, the �nvestors appl�cat�on procedure 
and the development of s�gn�ficant �ssues to wh�ch quant�fiable performance cr�ter�a 
could  be attached were developed by the consultant �n�t�ally employed by the env�-
ronmental groups. Th�s arrangement arose as a result of negot�at�on w�th the Counc�l 
�n order to g�ve more leg�t�macy to the process.

8.1 bACkground inForMATion For environMenTAl MAnAgeMenT

The env�ronmental management approach for the park was based on two legs, first 
deta�led assessments of appl�cat�ons of �nvestors w�th regard to env�ronmental per-
formance, and second the development of an env�ronmental management system for 
the park. In some �nstances occupants would be requ�red to develop �n add�t�on the�r 
own env�ronmental management system.

The env�ronmental management system structure cons�sted bas�cally of a pol-
�cy plus an �mplementat�on, aud�t�ng and rev�ew plan. Investors were adv�sed that a 
management system along the follow�ng l�nes was be�ng final�zed wh�ch was based 
on a number of �nternat�onally recogn�zed env�ronmental management pr�nc�ples and 
would �nclude the follow�ng �tem:

h�story, descr�pt�on and a�ms of the development; 
roles of the local author�ty, developer, property owners assoc�at�on dur�ng 
the d�fferent phases of the development; 
legal requ�rements, set by South Afr�can law as well as the local author�ty 
and who would be respons�ble for check�ng on compl�ance therew�th;
d�scuss�on of other requ�rements to wh�ch the project was comm�tted, 
such as “the polluter pays” pr�nc�ple;
the env�ronmental pol�cy of the Park;
the env�ronmental management program — object�ves, targets, respons�-
b�l�t�es and t�mel�nes;
operat�ng procedures for the park; and
the fact that appl�cants would be �nd�v�dually evaluated for potent�al of 
adverse �mpact on the env�ronment and �n certa�n �nstances would be 
requ�red by the local author�ty to develop and �mplement �n add�t�on the�r 
own env�ronmental management system.

Investors were also �nformed of:

•
•

•

•
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appl�cable pr�nc�ples relat�ng to env�ronmental management systems gen-
erally, for example, Rece�v�ng Env�ronment Standards and the pr�nc�ple of 
�ntegrated Pollut�on Control;
env�ronmental aud�t�ng systems �nclud�ng:

aud�t�ng of the env�ronmental management systems of the �nd�-
v�dual occupants as  perm�tted by the local author�ty, and
process consumpt�on and waste aud�ts �n wh�ch water and 
energy usage and the compos�t�ons and quant�t�es of outputs 
streams are exam�ned and compared to the compan�es perform-
ance cr�ter�a (�.e., perm�tted performance cond�t�ons)

des�gn and operat�onal l�m�tat�ons of the Park; (These �ncluded for exam-
ple rules regard�ng the des�gn of chem�cal storage tanks; transfer; han-
dl�ng and storage of mater�als on s�te; no�se abatement; d�sposal of waste 
products; equ�pment ma�ntenance and other �ssues);
further restr�ct�ons on use based on zon�ng wh�ch could be appl�ed after 
the assessment procedure for occupants had been completed; and
appl�cable leg�slat�on and pr�nc�ples apply�ng to the Park. (Th�s �ncluded 
reference to the law relat�ng to hazardous substances, health and safety 
�n the workplace, and emergency procedures and operat�onal hazards 
both appl�cable under South Afr�can law and �n some �nstance developed 
beyond th�s for the purposes of the Park Env�ronmental management 
system, for example, the Env�ronmental Protect�on Agency l�st of pr�or�ty 
pollutants l�st of hazardous substances.)

8.2 THe inveSTorS AppliCATion proCedure

One of the most �mportant tools of management employed �n the Park �s preven-
t�on of env�ronmental harm, rather than pun�shment after the fact, of env�ronmental 
transgressors. Investors w�ll therefore be requ�red to d�sclose �nformat�on about the�r 
planned act�v�t�es to the Env�ronmental Adv�sory Board wh�ch then assesses the sen-
s�t�v�ty of the proposed operat�ons w�th regard to the env�ronment, �n order to make 
�t poss�ble to evaluate whether the appl�cant �s su�table for �nvestment at the Park. 
The assessment results �n a recommendat�on to the Counc�l wh�ch w�ll approve or 
d�sapprove the act�v�ty, or place cond�t�ons thereon.

Once the requ�red �nformat�on �s subm�tted, the appl�cant �s rated green for 
general approval, orange for cases wh�ch w�ll be exam�ned and poss�bly further �nfor-
mat�on requested, and red for cases wh�ch are refused. Orange cases are for example 
those appl�cants who burn o�l or coal, who have �nadequate  measures planned for 
deal�ng w�th a number of env�ronmentally hazardous act�v�t�es, such as the han-
dl�ng and storage of organ�sms or wh�ch use or produce asbestos, PCB’s and d�ox�ns. 
The �n�t�al rat�ngs are evaluated by the env�ronmental control officer, an employee of 
the local author�ty, who then passes them on for further �nvest�gat�on by the Env�-
ronmental adv�sory board, who can also hear representat�ons from the appl�cants. 
The execut�ve comm�ttee of the local author�ty �s the final dec�s�on mak�ng body. 

•
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Informat�ve documentat�on �s suppl�ed to potent�al �nvestors �n order to ass�st them 
�n the appl�cat�on process. The Env�ronmental Control officer l�ases w�th potent�al 
�nvestors dur�ng the procedure �n order to ass�st them �n find�ng ways to conform 
w�th env�ronmental norms and standards of the Park so that they can be adm�tted. 
Appl�cants may also st�ll have to apply to other government departments for perm�ts 
where appl�cable.

The appl�cat�on quest�onna�re covers a number of top�cs, �nclud�ng the follow-
�ng:

nature and s�ze of undertak�ng and whether technology used �s the best 
ava�lable;
cho�ce of locat�on and �dent�ficat�on of poss�bly dangerous act�v�t�es;
d�sclosure of �nformat�on regard�ng other ex�st�ng act�v�t�es elsewhere; 
no�se levels l�kely to be em�tted by the plant;
projected water consumpt�on, and wastewater d�sposal;
energy consumpt�on; and use of energy effic�ent mach�nery;
�dent�ficat�on of r�sky organ�sms used �n b�olog�cal or med�cal �ndustr�es;
pract�ces for transport�ng, handl�ng and storage of hazardous mater�als;
s�te �nputs and outputs, and waste products and reduct�on programs;
deta�ls of hazardous components of �nputs, products and wastes;
deta�ls of storage fac�l�t�es for hazardous process �nputs; and
prov�s�ons wh�ch have been made for sp�lls and acc�dents.

In many of the act�v�t�es where potent�al ex�sts for detr�mental effect on the 
env�ronment, the appl�cant �s rated “orange” unt�l sat�sfactory arrangements can be 
made to m�n�m�ze the r�sk, for example, proper arrangements made for the removal of 
waste, where no such arrangements were or�g�nally contemplated by the appl�cant.

S�x s�gn�ficant �ssues to wh�ch quant�fiable “Performance Cr�ter�a” can be at-
tached.

The next step �n develop�ng the Env�ronmental management system was the 
draw�ng up of a l�st of potent�ally s�gn�ficant �ssues to wh�ch quant�fiable “Perform-
ance Cr�ter�a” (�.e., env�ronmental performance cond�t�ons) could be attached for oc-
cupants of the Park. Mon�tor�ng mechan�sms were developed to check for compl�ance 
w�th these standards. After complet�ng the �nformat�on d�sclosure quest�onna�re, ap-
pl�cants would have to sat�sfy these standards before be�ng perm�tted to commence 
operat�ons �n the Park.

Examples of the appl�cat�on of some of these cr�ter�a �s conta�ned below:

Em�ss�ons to stormwater: Stormwater from the Park �s d�scharged �nto 
a take �n the centre of the Park. In order to prevent contam�nat�on of the 
lake, d�scharges of substances �nto the stormwater system wh�ch m�ght 
have th�s effect are not perm�tted. Performance cr�ter�a �nclude a ban 
on d�scharges �nto the stormwater, a rout�ne for the env�ronmental s�te 
officer for check�ng acc�dental and �ntent�onal d�scharges and control pa-
rameters (�.e., standards) for mon�tor�ng qual�ty of stormwater (e.g., per-
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m�ss�ble pH, conduct�v�ty, col�form and d�ssolved oxygen levels; max�mum 
allowed concentrat�ons of heavy metals and numerous other compounds).
Qual�ty of water �nflow �nto lake: In cases of sp�llages, washwater and 
stormwater �n mater�als handl�ng, transfer and storage areas, water 
has to be dra�ned away from storm water systems to a spec�al sump, to 
prevent contam�nat�on of the lake. Th�s requ�res preventat�ve des�gn �n 
the handl�ng, transfer and storage areas, �nclud�ng concrete floors �n and 
bund�ng around these areas. S�lt and l�tter traps are requ�red at entry 
po�nts of stormwater to the lake. Des�gn of the above features and mon�-
tor�ng of ma�ntenance thereof �s conducted by the env�ronmental s�te 
officer.
Em�ss�ons to sewers: Perm�ss�on �s requ�red from Local Author�t�es for 
�ndustr�al d�scharges �nto sewers. Investors who have had cond�t�ons 
set for d�scharges to sewers are respons�ble for appropr�ate mon�tor�ng 
thereof. Perm�ss�ble pH and conduct�v�ty of sewerage d�scharges are set at 
spec�fied levels. There �s a program for mon�tor�ng of pH and conduct�v�ty 
of sewerage by the env�ronmental s�te officer at var�ous s�tes at �ncreas-
�ng levels of frequency lead�ng finally (as �s recommended) to cont�nuous 
mon�tor�ng after the s�te has been 75% developed.
Sol�d waste and d�sposal pract�ces of �nd�v�dual owners: Hazardous waste 
�n part�cular �s �dent�fied. All hazardous waste has to be treated on s�te or 
removed by the producer or an �ndependent removal contractor. Conta�n-
ers for waste have to be approved by the local author�ty Med�cal Health 
Officer, and waste conta�ners cont�nuously covered, save where sol�d 
waste �s be�ng removed or depos�ted �n them. All hazardous waste produc-
ers must keep a record of hazardous waste produced and the fate thereof. 
Operators must set annual targets for the reduct�on of hazardous waste 
produced and the fate thereof. Operators must set annual targets for the 
reduct�on of hazardous waste produced for a g�ven level of act�v�ty. Aud�ts 
of the above are carr�ed out by the env�ronmental s�te officer. There �s a 
separate set of controls on storage and  handl�ng as well as aud�ts for 
substances wh�ch are defined as hazardous chem�cals.

•

•

•
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Appendix d—plAn And iMpleMenT A CiTiZen 
pArTiCipATion proCeSS

Planning

1. Ident�fy the key �ssues 
2. Define the object�ve; relate �t to overall organ�zat�onal goals 
3. Seek organ�zat�onal comm�tment from local offic�als to a part�c�pat�ng approach 

w�th�n LG hall 
4. Consult w�th others at LG hall 
  Coord�nate other departments’,  agenc�es’, and/or affected govern  

 ments’ �nvolvement. Determ�ne need for a fac�l�tator. Rev�ew sched  
 ules and ava�lab�l�ty of key persons

Determ�ne program requ�rements (personnel and financ�al resources)
Determ�ne �nformat�on requ�rements 

5. Ident�fy key persons, departments or organ�zat�ons that w�ll be affected 
Develop a profile of the commun�ty 
Ident�fy persons, agenc�es, etc., by name
Clar�fy �ssues 
Develop contacts and rapport 
Interv�ew commun�ty leaders

PrOgraM deVelOPMent

6. Draft Part�c�pat�on Program
C�rculate �nformat�on, �ssues, and opt�ons 
Determ�ne the dec�s�on mak�ng process for the program
Determ�ne object�ves for each stage of c�t�zen part�c�pat�on
Des�gn c�t�zen part�c�pat�on opportun�t�es w�th techn�ques 
Establ�sh mon�tor�ng and evaluat�on efforts

7. Meet w�th key persons affected by the process or program
Confirm �ssues and opt�ons 
Confirm object�ves for each step of c�t�zen part�c�pat�on 
Confirm select�on of fac�l�tator, �f appl�cable 
See adv�ce on the overall des�gn of the programs and techn�ques used �n  

    each stage
8. F�nal�ze program des�gn

F�nal�ze program requ�rements (personnel and financ�al resources) 
F�nal�ze �nformat�on requ�rements
F�nal�ze mon�tor�ng and evaluat�on efforts
F�nal�ze schedules and work ass�gnments

9. Consult w�th key persons and other publ�c agenc�es on final des�gn as appl�ca-
ble

Analyze results
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Make changes as needed
Rev�se the draft
Determ�ne add�t�onal dec�s�on mak�ng processes as needed

PrOgraM aPPrOVal

10. Obta�n a dec�s�on on final program des�gn and schedule
Publ�c�ze the dec�s�on w�th the rat�onale 
Emphas�ze accountab�l�ty

PrOgraM iMPleMentatiOn

11. Involve part�c�pants �n �mplementat�on and evaluat�on

eValuatiOn

12. Evaluate the program
Seek comment from key persons and others on the consultat�ve part of the program 
Evaluate the results of the part�c�pat�on program; d�d �t ach�eve the object�ves? 
Document the evaluat�on for use the next t�me a part�c�pat�on process �s planned
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Appendix e—CHeCkliST For A ToWn HAll MeeTing

Pre-Meeting Planning

___ Has a meet�ng space been located and reserved?
___  Has the meet�ng space been checked and arrangements made for keys, seat�ng 

set-up and clean-up?
___ Does the meet�ng space have adequate l�ght�ng? Can the room be darkened?
___ Are aud�o v�sual equ�pment, m�crophone and extens�on cords ava�lable at the 

meet�ng space? If not, who w�ll prov�de?
___ Is locat�on access�ble by mass transport? Is there ample park�ng for autos?
___ Are part�c�pant handouts prepared: agenda, �nformat�on sheets, feedback 

forms?
___ Is s�gn �n or reg�strat�on form prepared? Are there adequate pens and paper?
___ Are name tags needed?
___ Are s�gns posted to d�rect part�c�pants to the correct bu�ld�ng/ meet�ng room?
___ Are refreshments be�ng prov�ded: coffee, tea, m�neral water?
___ Are fl�p charts, easels, markers and paper ava�lable �n the meet�ng room?
___ Have fac�l�tators, note takers and presenters been ass�gned?
___ Do other local offic�als who plan to attend know the�r roles?

Meeting nOtiCe

___ Has a ma�l�ng l�st been developed? Updated?
___ Has the publ�c not�ce for s�gn boards and advert�sement �n newspaper been 

posted/publ�shed? Is the word�ng of 
 the object�ve cons�stent?
___ Has the news med�a been contacted? Press release wr�tten?
___ Have key commun�ty persons, counc�l members and departments been person-

ally contacted regard�ng the    
       meet�ng?

at the Meeting

___ Are seats placed �n a c�rcular arrangement to encourage d�scuss�on among the 
part�c�pants? Don’t use the stage.

___ Are there too many cha�rs? People tend to s�t �n the back. Avo�d a front table—
use cha�rs only.

___ Ident�fy water closets (WC) and smok�ng areas.
___ Clar�fy the role of the fac�l�tator, �f used.
___ Rev�ew the rules of the meet�ng and attempt to get buy-�n.
___ Ensure that the part�c�pants understand and accept the object�ve of the meet-

�ng.
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___ Start on t�me and fin�sh on t�me. Adv�se part�c�pants at the beg�nn�ng of the 
meet�ng how long the meet�ng w�ll 

 last and expected t�me to adjourn.
___ Make sure fl�p charts and other aud�o v�sual a�ds can be seen by the part�c�-

pants �n the room.
___ Keep presentat�on as short as poss�ble (15 m�nutes max�mum).
___ Prov�de maps, clear �nstruct�ons and s�gns to break-out rooms for small group 

d�scuss�ons, �f needed.
___ Ensure that part�c�pants complete and turn �n meet�ng evaluat�on forms.
___ Make sure that part�c�pants leave the meet�ng know�ng what has been accom-

pl�shed and what w�ll happen next.

After the Meet�ng
___ Transcr�be fl�p charts and meet�ng notes.
___ Add names from reg�strat�on to ma�l�ng l�st.
___ Rev�ew the evaluat�on forms and summar�ze them.
___ Make cop�es of notes or summar�es of the meet�ng ava�lable as soon as poss�-

ble.
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PART TWO—MANAGEMENT TOOLS

purpoSe

C�t�zen part�c�pat�on �s a process that prov�des �nd�v�duals an opportun�ty to �nflu-
ence publ�c dec�s�ons that affect the�r l�ves or to have a d�rect vo�ce �n the dec�s�on 
mak�ng process. Local governments �n the past have been �ncl�ned to exclude or 
m�n�m�ze publ�c part�c�pat�on �n government programs as too expens�ve or t�me con-
sum�ng. Th�s �s seldom true today. Government offic�als are �ncreas�ngly concerned 
about the grow�ng al�enat�on of the�r c�t�zens and the reluctance of many c�t�zens to 
support programs just because they are told they should do so. As a result, these of-
fic�als are seek�ng ways not only to educate and �nform c�t�zens about publ�c �ssues 
but also to sol�c�t c�t�zen �nput �nto the process of plann�ng and financ�ng government 
programs.

These workshop des�gns are �ntended to broaden the understand�ng of finance 
managers about the pract�cal use of c�t�zen part�c�pat�on techn�ques to �nform and 
�nvolve c�t�zens �n local government pol�c�es and programs. 

Don’t forget to look back at the Learn�ng Appl�cat�ons!  Many of them can be 
eas�ly adapted for group exerc�ses and may be more appropr�ate for persons who are 
just be�ng �ntroduced to the concepts of c�t�zen part�c�pat�on.

ConTenTS

A br�ef descr�pt�on of each learn�ng act�v�ty �s shown below w�th an approx�mat�on of 
the amount of t�me requ�red. If you w�sh to change the order, to om�t someth�ng, or 
to add tra�n�ng mater�al of your own, feel free to do so. 

3.1 WArM-up exerCiSe: proS And ConS

Part�c�pants share and d�scuss the�r exper�ences w�th c�t�zen part�c�pat�on, both pos�-
t�ve and negat�ve. (45 m�nutes)

3.2 TrAiner preSenTATion

Br�ef concept presentat�on based on the preced�ng essay that emphas�zes the mer�ts 
of encourag�ng c�t�zen �nvolvement �n c�v�c affa�rs and the local government’s role �n 
promot�ng the act�ve and cont�nu�ng �nvolvement of c�t�zens �n financ�al pol�cy mak-
�ng and adm�n�strat�on. (30 m�nutes) 

3.3 Mini-CASe STudy: noT Well AdviSed 

Part�c�pants read and d�scuss a case that �llustrates the unfortunate consequences of 
abruptly chang�ng the format for an announced publ�c meet�ng.(90 m�nutes)
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3.4 exerCiSe: MAking CiTiZen pArTiCipATion Work

Part�c�pants work �n small groups on a task that cons�sts of match�ng several s�tua-
t�ons that call for the �nvolvement of c�t�zens w�th the appropr�ate meet�ng types and 
then shar�ng the�r results w�th examples. (45 m�nutes)

3.5 exerCiSe: pArTiCipATory budgeTing

Part�c�pants work �n 4 teams to plan strateg�es for ga�n�ng the comm�tment of the lo-
cal govern�ng body and management staff to undertake part�c�patory budget�ng (120 
m�nutes)

3.6 exerCiSe: Serving THe publiC inTereST

Part�c�pants work �n small groups on craft�ng proposals to �nvolve c�t�zens after read-
�ng an �nc�dent about a govern�ng body that makes a dec�s�on that arouses v�olent 
publ�c cr�t�c�sm. (120 m�nutes) 

3.7 CloSing exerCiSe: leArning TrAnSFer

Part�c�pants reflect �nd�v�dually on what they have learned and make  comm�tments 
to put �t to use back home after the workshop. (30 – 45 m�nutes)
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3.1  WArM-up exerCiSe: proS And ConS

TiMe required

45 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants recall and share exper�ences w�th c�t�zen par-
t�c�pat�on. Th�s exerc�se w�ll work effect�vely �n workshops that �nclude part�c�pants 
represent�ng all four of the roles �nvolved �n financ�al management, a comb�nat�on of 
these roles, or for s�ngle role workshops. If you have part�c�pants from d�fferent roles 
then �t �s an opportun�ty to explore the s�m�lar�t�es and d�fferences �n the�r exper�-
ences and percept�ons.

proCeSS

Ask part�c�pants to recall two personal or personally observed exper�ences w�th the 
�nvolvement of c�t�zens w�th local government and espec�ally w�th government fi-
nance. The first exper�ence should be one �n wh�ch the �nteract�on was successful; 
the second exper�ence not successful. D�str�bute cop�es of the  worksheet on the next 
page. Suggest that part�c�pants use the worksheet to descr�be both exper�ences, em-
phas�z�ng what happened �n each case and what local government offic�als d�d or d�d 
not do that accounts for or at least contr�buted to what happened. 

After g�v�ng part�c�pants about 15 m�nutes to complete the�r worksheets, d�v�de 
them �nto small groups of about five people. G�ve them about 20 m�nutes to share 
and d�scuss the�r exper�ences.

When the small groups reconvene, ask for any �ns�ghts or patterns that m�ght 
suggest what to do or not do when work�ng w�th c�t�zens.

If the part�c�pants are work�ng �n a local government that �s operat�ng under a 
more nat�onally central�sed approach to local financ�al management, th�s �s the r�ght 
t�me to put th�s �ssue �nto perspect�ve for the rest of th�s workshop on c�t�zen par-
t�c�pat�on. Ask part�c�pants to share the�r �ns�ghts and exper�ences about th�s aspect 
of financ�al management and c�t�zen part�c�pat�on. And, suggest that they keep th�s 
�ssue �n m�nd as they engage �n other learn�ng act�v�t�es �n the workshop.
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Worksheet: incidents in Citizen participation

In the space below, descr�be an �nc�dent �n wh�ch one or more c�t�zens �nteract-
ed successfully w�th a local government. Include a br�ef descr�pt�on of the s�tuat�on, 
your �nvolvement w�th �t, how �t came about and the persons who part�c�pated �n �t.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

In your op�n�on, what d�d government offic�als do or not do �n the s�tuat�on that 
caused or contr�buted to �ts success?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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 ________________________________________________________________________________

Next, descr�be an �nc�dent �n wh�ch one or more c�t�zens �nteracted unsuccess-
fully w�th a local government. Include a br�ef descr�pt�on of the s�tuat�on, your �n-
volvement w�th �t, how �t came about and the persons who part�c�pated �n �t.

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

In your op�n�on, what d�d government offic�als do or not do �n the s�tuat�on that 
caused or contr�buted to �ts lack of success?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________



287CHAPTER 3:  CITIZEN PARTICIPATION

 ________________________________________________________________________________

 ________________________________________________________________________________
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3.2  TrAiner preSenTATion

TiMe required

30 m�nutes

purpoSe

Th�s presentat�on �s to prov�de part�c�pants w�th �nformat�on and perspect�ves on 
the pos�t�ve and construct�ve part�c�pat�on of c�t�zens �n the affa�rs of a local govern-
ment.

proCeSS

Prepare the presentat�on based on �nformat�on covered by the preced�ng essay on 
c�t�zen part�c�pat�on. Concentrate on prov�d�ng a rat�onale for the part�c�pat�on of c�t�-
zens �n local government affa�rs, when and �n what way to �nvolve c�t�zens and com-
mon techn�ques of c�t�zen �nvolvement. Outl�ned �nformat�on on note cards may help 
you cover the �nformat�on systemat�cally and stay on schedule. Ask quest�ons from 
t�me to t�me dur�ng the presentat�on as a check on part�c�pant comprehens�on and to 
hold the�r attent�on. Augment the presentat�on w�th v�sual a�ds �nclud�ng pre-pr�nted 
newspr�nt sheets and overhead transparenc�es as a further a�d to comprehens�on.
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3.3  Mini-CASe STudy: noT Well AdviSed

TiMe required

90 m�nutes

purpoSe

The case �llustrates the �mportance of us�ng the r�ght meet�ng format when �nvolv�ng 
c�t�zens �n local government affa�rs.

proCeSS

Work�ng �n small groups, tell part�c�pants they are to read a case that �llustrates how 
relat�ons w�th c�t�zens can be threatened when a meet�ng advert�sed as �nformat�onal 
�s suddenly changed to a meet�ng meant to sol�c�t publ�c �nput on a thorny local �s-
sue. Prov�de each part�c�pant w�th a copy of the case “Not Well Adv�sed” (see next 
page). Ask part�c�pants to read the case and, �n the�r small groups, to d�scuss the 
case, answer�ng the quest�ons that follow the case.

Tell part�c�pants that, after 45 m�nutes, they are to return to the general sess�on 
w�th the�r group’s answers to each quest�on pr�nted on sheets of newspr�nt and be 
ready to d�scuss the�r results w�th other group part�c�pants. 
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Mini-Case Study: not Well Advised

The counc�l budget comm�ttee staff sets up the meet�ng room �n the usual format—
comm�ttee members on a ra�sed platform at the front of the room, staff and c�t�zens 
below �n aud�tor�um seat�ng—the format that has been used hundreds of t�mes for 
�nformat�onal presentat�ons (see exh�b�t show�ng the budget comm�ttee room con-
figurat�on). The purpose of the meet�ng �s for the staff to present the comm�ttee’s 
proposed budget to the publ�c before �ts formal adopt�on by the govern�ng body as 
requ�red by the central government. The budget comm�ttee cons�sts of n�ne members 
of wh�ch five are members of the govern�ng body. 

As the meet�ng �s about to be called to order, the LG’s finance d�rector not�ces 
that an unusually large number of people has entered the room, fill�ng up, every 
empty seat. She remembers be�ng told that the oppos�t�on party m�ght be us�ng the 
occas�on of th�s budget meet�ng to quest�on the recent govern�ng body rat�ficat�on of 
a fare �ncrease by the local trans�t author�ty. Even though the meet�ng has been ad-
vert�sed �n the commun�ty as an opportun�ty for the publ�c to be �nformed about the 
proposed LG budget, �t soon becomes apparent to the finance d�rector that many of 
the people �n attendance are hop�ng they w�ll be perm�tted to speak about the trans�t 
fare �ncrease. It �s at th�s po�nt that the finance d�rector approaches the comm�ttee 
cha�rperson and suggests tak�ng a few m�nutes from the regular meet�ng so that c�t�-
zens who want to be heard on the trans�t �ssue can have a chance to speak. 

The cha�rperson, act�ng on the finance d�rector’s adv�ce, announces that he �s 
depart�ng from the comm�ttee’s advert�sed agenda. He expla�ns h�s dec�s�on as fol-
lows:

“We real�ze that many of you have come here because you are concerned about 
the trans�t fare �ssue. And we want you to have a chance to be heard. So we’re go�ng 
to depart from our scheduled order of bus�ness to g�ve you that opportun�ty. However, 
�n th�rty m�nutes, the publ�c �nput per�od w�ll end and the comm�ttee w�ll return to 
�ts advert�sed agenda.”

 The cha�r person ends h�s statement by ask�ng those who w�sh to speak to 
come forward to the speakers stand and �dent�fy themselves by name before address-
�ng the comm�ttee. 

The first c�t�zen stands up. Ignor�ng the cha�rperson’s request to come forward 
to �dent�fy herself, she launches �nto a t�rade aga�nst the LG for perm�tt�ng the au-
thor�ty to ra�se trans�t rates w�thout g�v�ng the publ�c a chance to comment. A second 
person jumps up and asks why only th�rty m�nutes are be�ng g�ven to c�t�zens to 
present the�r v�ews wh�le trans�t author�ty representat�ves have been allowed to meet 
pr�vately for many hours w�th LG offic�als.

W�thout a procedure for part�c�pat�on and find�ng �t d�fficult to hear or even 
see clearly, anx�ous c�t�zens resort to shout�ng and wav�ng the�r arms w�ldly to be 
recogn�zed. As the meet�ng degenerates �nto a shout�ng match, the cha�rperson sees 
no alternat�ve but to end �t although only fifteen m�nutes have passed.

As the angry, d�sappo�nted c�t�zens leave the room, the cha�rperson turns to the 
finance d�rector and says: “If you have any �deas �n the future about �nvolv�ng c�t�zens 
�n th�s comm�ttee’s work, keep them to yourself. I don’t ever want to go through th�s 
aga�n.”
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questions

1.  Why was the cha�rperson badly adv�sed �n abruptly convert�ng the �nformat�onal 
meet�ng �nto a meet�ng des�gned to sol�c�t publ�c �nput?

2.  When the cha�rperson dec�ded to change to an adv�sory mode, what m�ght have 
been done to prevent the meet�ng from d�s�ntegrat�ng?

3.  What, �n general, �s the ch�ef drawback of publ�c hear�ngs and s�m�lar �nforma-
t�onal meet�ngs as forums for encourag�ng publ�c part�c�pat�on �n government?
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3.4  exerCiSe:  MAking CiTiZen pArTiCipATion Work

TiMe required

75 m�nutes

purpoSe

G�ve part�c�pants sk�ll pract�ce �n choos�ng the r�ght form of part�c�pat�on when there 
�s a good reason to �nvolve c�t�zens �n local government affa�rs.

proCeSS

Handout cop�es of the worksheet on the next page. Tell part�c�pants they w�ll be work-
�ng �n small groups of five or s�x part�c�pants on an exerc�se that calls for them to 
match seven purposes for �nvolv�ng c�t�zens �n the affa�rs of a local government w�th 
seven common formats for c�t�zen �nvolvement.

Ask part�c�pants to work �ndependently on the match�ng exerc�se. When fin-
�shed, ask them to convene �nto groups of 5-6 part�c�pants to share the�r results 
w�th other members of the�r small groups. Expla�n that each group �s to del�berate 
on each part�c�pant’s results and to find a group solut�on to the match�ng exerc�se. 
F�nally, ask part�c�pants �n each small group to d�scuss the�r exper�ences w�th each 
type of c�t�zen part�c�pat�on. Tell part�c�pants to select one example for each of the 
seven types and to pr�nt each example on a sheet of newspr�nt for report�ng later �n a 
large group meet�ng. Suggest that part�c�pants wr�te down the examples agreed upon 
by the group �n the space on the r�ght s�de of the�r �nd�v�dual worksheets for future 
reference. Tell each small group �t has 45 m�nutes to complete these tasks and return 
for a large group d�scuss�on.

In 45 m�nutes, ask small groups to report back and ask for reports from each 
group on the results of the match�ng task and to share some of the�r thoughts about 
the exerc�se. 

Tra�ners note. The match�ng �s done by read�ng each of the seven purposes for 
part�c�pat�on on the left s�de of the worksheet. From the l�st of seven types of part�c�-
pat�on at the top of the worksheet, select the one that �s the most appropr�ate  for 
each purpose. Use the space to the left of each purpose for c�t�zen part�c�pat�on to 
enter the number correspond�ng w�th the type of part�c�pat�on that �s felt to be the 
most appropr�ate.
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Worksheet: Choosing the right Method

Types of Part�c�pat�on
1. Adv�sory comm�ttee
2. C�t�zen survey
3. Focus group
4. Interv�ew
5. Publ�c hear�ng
6. Workshop
7. Wr�tten/electron�c med�a

___ Gather �nformat�on on a var�ety of �ssues from a large number of c�t�zens.

(Example) ________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________

___  St�mulate thought and the flow of creat�ve �deas for problem solv�ng or dec�s�on 
mak�ng.

(Example) ________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________

___  Ident�fy the nature and �ntens�ty of feel�ng w�th�n a group about a set of �ssues.

(Example) ________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________

___  Sol�c�t �nput/react�on from t�me to t�me from a select group on work �n 
progress.

(Example) ________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
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________________________________________________________________________________
________________________________________________________________________________

___  Obta�n po�nts of v�ew and �nformat�on about a subject from representat�ves of a 
target group.

(Example) ________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________

___  Inform people about or persuade them to support a project.

(Example) ________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________

___  Expla�n why, when, where and how a project �s to be carr�ed out.

(Example) ________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
________________________________________________________________________________
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3.5  exerCiSe:  pArTiCipATory budgeTing� 

TiMe required: 

120 m�nutes

purpoSe

To prov�de part�c�pants w�th an opportun�ty to plan strateg�es for ga�n�ng the comm�t-
ment of a local govern�ng body to undertake a part�c�patory budget�ng process and 
the comm�tment of the management staff to support the elected offic�als �n th�s new 
approach.  

proCeSS

D�v�de part�c�pants �nto four teams and �nform them that two of the teams w�ll be 
respons�ble for develop�ng a strategy for ga�n�ng the comm�tment of local elected offi-
c�als to undertake a part�c�patory budget�ng process for the next fiscal year. The other 
two teams are to develop strateg�es for prepar�ng key management staff to support 
the part�c�patory budget�ng process. 

Prov�de two teams w�th the task ass�gnment ent�tled Gett�ng your local govern-
�ng body on board and the other two teams w�th the task ass�gnment ent�tled Gett�ng 
your management team and employees on board. Tell the teams that they have one 
hour to develop the�r strateg�es. Also �nform them that they are expected to present 
the�r strateg�es to the other part�c�pants and need to be prepared w�th v�sual a�ds, 
etc. 

Reconvene the part�c�pants and ask the two teams respons�ble for the govern-
�ng body strateg�es to report. Follow each report w�th quest�ons for clar�ficat�on only. 
After the second report and quest�ons for clar�ficat�on, hold a short d�scuss�on about 
the s�m�lar�t�es and d�fferences �n the reports and the lessons to be ga�ned from each 
team’s efforts. 

Follow those reports and d�scuss�ons w�th the team reports on work�ng w�th the 
key management staff members. Follow the same procedure suggested for the other 
two teams. Or, �f you have better �deas on how to handle th�s exerc�se, by all means 
use them.  

HAndouTS: 

teams one and tWo 

The Ch�ef Execut�ve Officer (CEO) has just returned from a nat�onal meet�ng of local 
government CEOs and called a meet�ng of her management team to br�ef them on the 
meet�ng and to ask for the�r help on someth�ng that came up at the meet�ng. An of-
fic�al from UN HABITAT gave the keynote address at th�s meet�ng. It was on the proc-

4 For �nformat�on on how to �mplement a part�c�patory budget see UN-HABITAT (2004)For �nformat�on on how to �mplement a part�c�patory budget see UN-HABITAT (2004) 
Frequently Asked Questions about Participatory Budgeting.
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ess of part�c�patory budget�ng and the benefits that local governments can ga�n from 
engag�ng �n th�s process. The CEO was �nsp�red by the presentat�on and wants to put 
the poss�b�l�ty of your local government adopt�ng such an approach on the next gov-
ern�ng body meet�ng agenda. She also knows that the govern�ng body had cons�dered 
more c�t�zen �nvolvement �n the budget�ng process and voted �t down about two years 
ago. She has asked your team to develop a strategy that she can use to conv�nce the 
govern�ng body to recons�der �nvolv�ng c�t�zens �n the budget�ng process for the next 
fiscal year and beyond. 

teams three and Four: 

The Ch�ef Execut�ve Officer and F�nance D�rector have asked your team, cons�st-
�ng of the managers of all the key operat�ng and support departments of your local 
government, to develop a strategy for work�ng w�th the govern�ng body to �mplement 
the�r new part�c�patory budget�ng pol�cy. They haven’t prov�ded your team w�th much 
�nformat�on about th�s pol�cy s�nce they want your “unb�ased” �deas on how you can 
support th�s new part�c�patory venture. Essent�ally, they want to know who should do 
what w�th whom to make sure that th�s new pol�cy �s �mplemented successfully. 
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3.6  exerCiSe: Serving THe publiC inTereST

TiMe required

120 m�nutes

purpoSe

To ga�n exper�ence �n develop�ng proposals for the �nvolvement of c�t�zens �n local 
government  dec�s�on mak�ng.

proCeSS

Ask part�c�pants to read a cr�t�cal �nc�dent �n wh�ch a govern�ng body, act�ng as an 
agent for the commun�ty to g�ve a badly needed boost to the local economy, makes 
a dec�s�on that outrages local res�dents. Handout a copy of the �nc�dent, “Where’s 
the Publ�c Interest?” D�v�de part�c�pants �nto several small groups. Ask each small 
group to answer the three quest�ons at the end of the �nc�dent. Expla�n that each 
small group �s to report back �n one hour w�th answers to the quest�ons �nclud�ng the 
agenda for the first task force meet�ng pr�nted on a sheet of newspr�nt.

When small groups reconvene, ask for each group to share �ts answers to the 
three quest�ons and present an agenda for the first task force meet�ng. Encourage a 
compar�son of thoughts and approaches and a d�scuss�on of the �mpl�cat�ons of the 
exerc�se for them ore act�ve �nvolvement of c�t�zens �n a local government’s programs 
and plann�ng processes.
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Critical incident: Where’s the public interest?

A lead�ng manufacturer has been �nvest�gat�ng several LGs �nclud�ng R�ver Bend as 
a s�te for �ts newest assembly plant. LG leaders see the plant acqu�s�t�on as a major 
econom�c boost for R�ver Bend and a source of tra�n�ng and an employment source for 
hundreds of local res�dents. The �mportance of not los�ng th�s opportun�ty �s ev�dent 
to anyone fam�l�ar w�th the ser�ous econom�c woes that have beset the commun�ty 
over the past two decades (several major bus�ness fa�lures, the h�ghest level of un-
employment �n the town’s h�story, a loss of more than 10 percent �n the commerc�al/ 
�ndustr�al tax base, and so forth). The poss�b�l�ty of acqu�r�ng an employer of th�s 
magn�tude �s the most �mportant developmental opportun�ty to come the commun�-
ty’s way �n many years. As one govern�ng body member puts �t, “th�s plant com�ng 
here �s truly a g�ft from heaven.” 

Only one obstacle stands �n the way. A publ�c park located near the centre of 
town �s the only s�te acceptable to company offic�als for the�r new plant. For many 
years, the park has been a popular recreat�onal attract�on for hundreds of LG �nhab-
�tants who l�ve and work �n walk�ng d�stance of the park. In fact, the park �s one of 
the few open spaces left �n an otherw�se densely developed urban area.

Company officers have made the LG an attract�ve offer to purchase the park 
and �ns�st on a qu�ck dec�s�on because the company �s cons�der�ng a s�m�lar s�te �n 
a ne�ghbour�ng town. At an emergency meet�ng, the counc�l votes 7 to 2 to accept 
the company offer. The next day an announcement about the counc�l act�on and the 
s�te selected by the plant appears �n the local newspaper. One counc�llor, asked by a 
newspaper reporter �f c�t�zens should have been consulted by the counc�l before ac-
cept�ng the company offer, repl�es: “As representat�ves of the people, counc�llors are 
not expected to check back w�th the�r const�tuents every t�me there �s a dec�s�on to be 
made. We’re just do�ng the job they elected us to do.”

Two days later, the counc�l room �s filled to overflow�ng w�th angry c�t�zens pro-
test�ng the �mpend�ng loss of the�r beloved park. The counc�l �s vehemently scorned 
and der�ded for g�v�ng up the park. There are suggest�ons of v�olent protest at future 
meet�ngs. There are threats of act�on to force the res�gnat�on of counc�llors and the 
d�sm�ssal of staff who supported the counc�l �n �ts dec�s�on. 

Shaken by the confrontat�on and fearful of poss�ble v�olence, the mayor calls 
an emergency meet�ng of the govern�ng body at wh�ch counc�lors vote unan�mously 
to appo�nt a task force to make recommendat�ons for the act�ve and cont�nuous �n-
volvement of c�t�zens �n local government pol�c�es and programs. The work of the task 
force �s g�ven the h�ghest pr�or�ty and �ts recommendat�ons are urgently awa�ted by 
the counc�l. In clos�ng the meet�ng, the mayor puts �nto words the fear that gr�ps each 
member of the counc�l: “I just hope and pray �t’s not too late.”
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questions
1.  Based on the l�m�ted facts presented �n the R�ver Bend s�tuat�on, do you bel�eve 

the govern�ng body d�d the r�ght th�ng? If so, d�d they do �t the r�ght way? Ex-
pla�n your reason�ng.

2.  How do you �nterpret the words uttered by the mayor at the close of the counc�l 
meet�ng?

3. Assume you are the finance d�rector of R�ver Bend and have been appo�nted to 
cha�r the LG’s new c�t�zen part�c�pat�on task force. Who would you appo�nt to 
serve w�th you on the task force? Cons�der�ng what has just happened �n the 
commun�ty, what would you v�sual�ze as a successful product or outcome of 
the task force efforts? What would you propose as an agenda for the first task 
force meet�ng?
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3.7  CloSing exerCiSe: leArning TrAnSFer

TiMe required

30-45 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants transfer the learn�ng exper�ences of the workshop 
�nto the�r real-world act�v�t�es as finance d�rectors. The focus of th�s exerc�se �s on 
ra�s�ng expectat�ons, engag�ng �n real�st�c plann�ng and mak�ng personal comm�t-
ments. Most of the work �s done on a personal bas�s w�th some �nterpersonal shar-
�ng.

proCeSS

Spend at least half an hour at the end of the workshop to focus the attent�on of par-
t�c�pants on �mportant learn�ng and encourage them to cont�nue exper�ment�ng w�th 
these learn�ng �n the�r management act�v�t�es. Beg�n by g�v�ng part�c�pants about 
fifteen m�nutes to work �ndependently on a s�mple learn�ng transfer quest�onna�re. 
When part�c�pants have completed the quest�onna�re, ask them to share qu�ckly w�th 
the group two or three th�ngs they �ntend to do d�fferently �n the�r roles w�th respect 
to c�t�zen part�c�pat�on to close the workshop.

Tra�ners note. It �s generally agreed that the purpose of tra�n�ng �s to �mprove 
the way people do th�ngs by show�ng them a better way. In fact, the success of a tra�n-
�ng exper�ence can be measured by the amount of personal growth and change that 
takes place both dur�ng tra�n�ng and after the tra�n�ng �s over. 

Comm�tments to learn�ng and change made at the close of a workshop can help 
part�c�pants overcome learn�ng res�stance �n themselves and �n the work env�ron-
ment. A tra�ner can help learners make a successful trans�t�on from the world of 
learn�ng to the world of do�ng through a few s�mple plann�ng exerc�ses.
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A learning Transfer questionnaire

Take a few m�nutes to reflect on c�t�zen part�c�pat�on, the new �deas you encountered 
�n th�s workshop, and how you feel about them. Then, �n the space below, wr�te a 
sentence or two to descr�be someth�ng �nterest�ng you have learned about yourself 
dur�ng th�s workshop.
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________

Based on what you have learned about yourself and the many poss�b�l�t�es for 
change presented by th�s workshop, what two or three th�ngs do you �ntend to do 
d�fferently �n �nvolv�ng c�t�zens �n local government plann�ng and programs?

1. ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________

2. ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________

3. ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
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 ________________________________________________________________________________
 ________________________________________________________________________________

F�nally, what obstacles �n yourself or �n your work env�ronment do you expect to ex-
per�ence dur�ng your efforts to �mplement these changes? What w�ll you do to remove 
or m�n�m�ze these obstacles?

Expected Obstacle
1.  ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
2. ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
3. ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________

Act�on to Remove It
1.  ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
2. ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
3. ______________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
 ________________________________________________________________________________
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Evaluat�ng F�nanc�al  
Cond�t�on

PART ONE: CONCEPTS, PRINCIPLES, AND 
STRATEGIES

SuMMAry

Th�s essay prov�des local government (LG) elected and appo�nted offic�als w�th a 
method for mon�tor�ng the�r LG’s financ�al cond�t�on.  The �nformat�on can be 

used to:
Better understand the LG’s financ�al cond�t�on—the forces that affect �t 
and the obstacles assoc�ated w�th measur�ng �t,
Ident�fy ex�st�ng and emerg�ng financ�al problems, and
Develop act�ons to remedy these problems.

Th�s mon�tor�ng �s accompl�shed us�ng a process that �dent�fies and organ�zes 
key factors that affect financ�al cond�t�on so that they can be measured and analyzed.  
The data needed to perform the analys�s �s taken from a LG's financ�al records and 
from nat�onal (central government) census �nformat�on.

Th�s process w�ll help any LG that finds �tself �n one or more of the follow�ng 
s�tuat�ons:

Under the stra�n of a few �dent�fiable financ�al problems and wants to ga�n 
a broader perspect�ve on these problems,
Senses that financ�al problems are emerg�ng but �s hav�ng d�fficulty p�n-
po�nt�ng the�r or�g�n or develop�ng a strategy for cop�ng w�th them, and/or
In good financ�al cond�t�on but needs a systemat�c way to mon�tor chang-
es and ant�c�pate future problems.

The completed analys�s of financ�al cond�t�on for key factors should be comp�led 
and presented �n a wr�tten report and made ava�lable to the LG's pol�cy makers as 
well as c�t�zens, comm�ttees, employees, bond rat�ng agenc�es, and others �nterested 
�n the LG's financ�al health.  Each year the key �nd�cators should be updated so that 
the mon�tor�ng �s ongo�ng.

•

•
•

•

•

•
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relATionSHipS beTWeen CHApTerS oF THe SerieS

The follow�ng matr�x shows the �nterrelat�onsh�ps between Evaluat�ng F�nanc�al Con-
d�t�on and other chapters �n the ser�es.

evaluating Financial Condition
Introduction The Introduct�on prov�des the framework for us�ng the ent�re 

ser�es.
Trainer’s Guide Prov�des gu�del�nes for us�ng the chapters to prov�de tra�n�ng.
Financial Policy 
Making

F�nanc�al pol�cy mak�ng prov�des the framework for evaluat�ng 
the financ�al cond�t�on of the LG.

Financial Planning F�nanc�al plann�ng �s the long-term plan for where the com-
mun�ty �s go�ng.   F�nanc�al cond�t�on �s a current status.  To 
ach�eve the long-term plan var�ous elements of the current 
financ�al cond�t�on may need to change.  The �nd�cators help 
p�npo�nt those areas.

Citizen 
Participation

C�t�zens have a stake �n the financ�al health of the�r LG, even 
when they are not pay�ng taxes or revenues d�rectly to the LG.  
If the financ�al cond�t�on worsens then the qual�ty of publ�c 
serv�ces prov�ded for c�t�zen’s w�ll be �mpacted.  

Operating Budget Elements of the operat�ng budget are an �ntegral part of the 
framework that determ�nes a LG’s overall financ�al cond�t�on.  
For example, revenues, expend�tures, etc.

Financing the 
Operating Budget

Elements of the operat�ng budget are an �ntegral part of the 
framework that determ�nes a LG’s overall financ�al cond�t�on.  
For example, revenues, expend�tures, etc.

Capital 
Investment Plan 
(CIP)

Elements of the cap�tal �nvestment plan are an �ntegral part of 
the framework that determ�nes a LG’s overall financ�al cond�-
t�on.  For example, revenues, expend�tures, cap�tal assets, etc.

Financing 
the Capital 
Investment Plan

Elements of the cap�tal �nvestment plan are an �ntegral part of 
the framework that determ�nes a LG’s overall financ�al cond�-
t�on.  For example, revenues, expend�tures, cap�tal assets, etc.

Accounting The account�ng records prov�de a large port�on of the data 
used �n evaluat�ng financ�al cond�t�on.

Performance 
Measures

Evaluat�ng financ�al cond�t�on �s look�ng at �nd�cators or 
measures.  Some of these are performance related and others 
are more demograph�c �n nature.  The concepts of perform-
ance measures apply to evaluat�ng financ�al cond�t�on.  After 
�nd�cators are establ�shed, performance measures can be set to 
�mprove the var�ous aspects of a LG’s financ�al cond�t�on.

Asset 
Management

The largest �nvestment a LG makes �s �n �ts assets.  These �n-
clude streets, cl�n�cs, water systems, fire trucks, etc.  F�nanc�al 
cond�t�on �s one way of evaluat�ng how well those assets are 
be�ng ma�nta�ned and ut�l�zed.  Assets that are rap�dly deteor�-
at�ng w�ll eventually affect the financ�al cond�t�on of the LG.

inTroduCTion

We recogn�ze that bas�c or �ntroductory concepts are relat�ve—depend�ng upon your 
background and frame of reference for both evaluat�ng financ�al cond�t�on and local 
government.  Users of th�s mater�al w�ll range from those who have no knowledge of 
evaluat�ng financ�al cond�t�on pr�nc�ples or concepts to those who have a very so-
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ph�st�cated understand�ng.  The follow�ng are our �deas of what represents the most 
fundamental pr�nc�ples and concepts needed to evaluat�ng financ�al cond�t�on at a 
beg�nn�ng level.

The set of �nd�cators prov�ded �n th�s chapter are �llustrat�ve.  Each country w�ll 
need to define the terms, data elements and �nd�cators that make the most sense for 
them.  If you are �n a h�ghly central�zed country, many of these �nd�cators are beyond 
the control of the govern�ng body and LG managers.  But we bel�eve that all countr�es 
can use some of the �nd�cators.  It �s a matter of evaluat�ng your current country s�tu-
at�on and determ�n�ng wh�ch of the �nd�cators w�ll prov�de �ns�ght �nto the financ�al 
cond�t�on of your LG.  We encourage you to work w�th other LGs w�th�n your country 
to arr�ve at a common set of �nd�cators that allow you to constantly evaluate and 
�mprove your LG’s financ�al cond�t��on.

We encourage you to work w�th an account�ng profess�onal �n develop�ng the 
�nd�cators for your country s�nce there are account�ng and budget�ng terms and 
concepts that are �mpl�c�t to the understand�ng of the development of some of the 
�nd�cators.  The �nd�cators are based on a Un�ted States framework w�th �ts fund ac-
count�ng, accrual account�ng, etc.   For those countr�es that use cash account�ng, the 
worksheets w�ll need to be mod�fied acccord�ngly to reflect accruals and due to and 
due from accounts. Please refer to the Account�ng1 and Operat�ng Budget2 chapters 
to become fam�l�ar w�th some of the bas�c concepts of budget�ng and account�ng.  
Th�s understand�ng �s �mportant for both tra�ners and tra�nees.

bASiC ConCepTS And deFiniTionS

The term financ�al cond�t�on has many mean�ngs.  In a narrow account�ng sense, �t 
can refer to a LG’s ab�l�ty to generate enough cash over th�rty or s�xty days to pay �ts 
employees and b�lls.  It can also refer to a LG’s ab�l�ty to generate enough revenues 
over �ts normal budgetary per�od to meet �ts planned expend�tures and not �ncur 
defic�ts.  

In an even broader sense, financ�al cond�t�on can refer to a LG’s ab�l�ty, �n the 
long run, to pay all the costs of do�ng bus�ness, �nclud�ng expend�tures that normally 
appear �n each annual budget, as well as those that w�ll appear only �n the future 
years �n wh�ch they must be pa�d.  Unless mon�es have been set as�de for future pay-
ments, these costs w�ll have to be pa�d at that t�me from the annual budget.  These are 
called unfunded future costs.  Examples of these future costs are pens�on costs and 
payments for accrued employee leave.  Although these costs w�ll eventually appear �n 
a budget, a short-run financ�al analys�s (one to five years) may not reveal them.  Th�s 
long-run balance between revenues and costs warrants separate attent�on.  

F�nally, financ�al cond�t�on can refer to a LG’s ab�l�ty to prov�de serv�ces at the 
level and qual�ty that are requ�red for the health, safety, and welfare of the LG and 
that �ts c�t�zens des�re.  A LG lack�ng serv�ce-level solvency m�ght �n all other respects 
be �n sound financ�al cond�t�on, but be unable to support educat�on, health, pol�ce 
or fire serv�ces at an adequate level, and suffer cash, budgetary or long-run solvency 
problems �f �t tr�ed to prov�de adequate serv�ces.
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In summary, financ�al cond�t�on can be broadly defined as a LG’s ab�l�ty to 
finance �ts serv�ces on a cont�nu�ng bas�s.  More spec�fically, financ�al cond�t�on re-
fers to a LG’s ab�l�ty to (1) ma�nta�n ex�st�ng serv�ce levels, (2) w�thstand local and 
reg�onal econom�c d�srupt�ons, and (3) meet the demands of natural growth, decl�ne, 
and change.

definitiOns

Defin�t�ons are �ncluded �n the text as needed.

fraMewOrk fOr eValuating finanCial COnditiOn

In almost every country, LGs produce budgets show�ng revenues and expend�tures, 
and are requ�red to balance the�r budgets �n one fash�on or another.  Most LGs also 
produce year-end financ�al statements that �nclude balance sheets and operat�ng 
statements, but these are prepared only for a one-year per�od and do not show �n a 
mult�year perspect�ve the emergence of favourable or unfavourable cond�t�ons.  

They show the flow of money �n and out of the LG dur�ng a part�cular year, but 
they do not prov�de the �nformat�on needed to evaluate long-term financ�al cond�t�on.  
For example, they do not show:

Ma�ntenance costs that are be�ng postponed.  
Accumulated unfunded pens�on l�ab�l�t�es or employee benefit l�ab�l�t�es.
Reduct�ons �n purchas�ng power caused by �nflat�on.
Decreas�ng flex�b�l�ty �n the use of mon�es that results from unfunded 
central government mandates. 
Eros�on of streets, water plants, bu�ld�ngs, and other cap�tal assets.  
Impact of econom�c and demograph�c changes to changes �n revenue and 
expend�ture rates.  

Most financ�al problems do not develop suddenly.  Instead they bu�ld over t�me.  
Generally speak�ng, they can be traced to one or more of the follow�ng s�tuat�ons:

A decl�ne �n revenues.
An �ncrease �n expend�ture pressures.
Decreas�ng cash and budgetary surpluses.
A grow�ng debt burden.
The accumulat�on of unfunded l�ab�l�t�es.
The eros�on of cap�tal plant.
A decl�ne �n tax base or an �ncrease �n the need for publ�c serv�ces.

In summary, the bas�c quest�ons that offic�als must address are: 

•
•
•
•

•
•

•
•
•
•
•
•
•
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Can the LG continue to pay for what it is now doing?  Are there re-

serves or other ways for financing emergencies?  Is there enough fi-

nancial flexibility to allow the LG to adjust to change?  

If a LG can meet these challenges, �t �s �n sound financ�al cond�t�on.  If �t cannot, 
�t �s probably exper�enc�ng or can ant�c�pate problems.

learning aPPliCatiOn

In the first Learn�ng Appl�cat�on �n each of the chapters �n th�s ser�es we w�ll be re-
m�nd�ng the reader about how to get the most from each of these exerc�ses.  F�rst, 
there �s a box �dent�fy�ng the four key LG roles that most readers represent.  These are 
Pol�cy Makers (elected offic�als), CEOs (Ch�ef Execut�ve Officers such as mayors, c�ty 
managers, etc.), F�nance Managers (the ch�ef finance offic�al �n the LG), and Depart-
ment Heads (those �nd�v�duals who are respons�ble for the management of spec�fic 
LG departments such as publ�c works, plann�ng, and human resources).  Second, we 
w�ll �nd�cate �n the box those readers we bel�eve w�ll benefit most from complet�ng the 
learn�ng appl�cat�on task.  F�nally, when more than one offic�al �s l�sted, we see th�s 
as an opportun�ty for these �nd�v�duals to get together and compare the�r responses.  
These Learn�ng Appl�cat�on opportun�t�es can also be mod�fied to become tra�n�ng 
exerc�ses for group learn�ng.  So, our adv�ce �s to make the most of these reflect�ve 
�nterludes �n the text.    

   

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

From your un�que role, cons�der what you have just read.  Does your LG exper�ence 
any of these problems currently? Jot these down and then descr�be your greatest 
concern about the �mpact they may be hav�ng on your LG’s financ�al cond�t�on. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

developing THe indiCATorS

We recommend the follow�ng steps for develop�ng the �nd�cators.  



308 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

steP 1 Organize the PrOjeCt

A first step �s to clearly define who w�ll be respons�ble for what �n develop�ng and �n-
terpret�ng the �nd�cators.  Th�s �ncludes clar�fy�ng the roles of c�t�zens, govern�ng body 
members, and the ch�ef execut�ve officer and h�s/her staff.

Citizens—The degree to wh�ch c�t�zens are �nvolved �n the process �s a matter 
pol�cy makers w�ll need to dec�de.  It may be helpful to �nform those c�t�zens and 
organ�sat�ons that m�ght be most �nterested �n the results of the financ�al evaluat�on, 
�.e. bus�nesses, commun�ty groups represent�ng m�nor�ty members of your commu-
n�ty, financ�al �nst�tut�ons, etc.3  If there are financ�al experts �n your commun�ty, you 
may want to ask for the�r help �n develop�ng the �nd�cators.

Governing body members—Upon complet�ng the financ�al evaluat�on, elected 
offic�als, as LG’s des�gnated pol�cy makers, w�ll have a role �n th�s process. Here are 
a few of the more �mportant ones. 

Ident�fy areas where financ�al pol�c�es are needed.
D�rect staff to explore what other local governments are do�ng �n �dent�fied 
areas of pol�cy concern.  In other words, ask them to carry out a com-
parat�ve analys�s. 
Approve the final pol�c�es.

Chief executive officer—It �s very �mportant that the ch�ef execut�ve be �nvolved 
�n: 1) choos�ng wh�ch �nd�cators to develop, 2) adjust�ng the defin�t�on of the �nd�ca-
tors to allow for the un�queness of the commun�ty and the LG, and 3) �nterpret�ng the 
�nd�cators’ s�gn�ficance

The CEO or finance d�rector should d�rect the follow�ng:  1) �dent�fy areas where 
pol�c�es are needed, 2) �nvolve staff �n conduct�ng research �nto spec�fic pol�cy needs 
and how other local governments have dealt w�th the �ssues assoc�ated w�th spec�fic 
pol�c�es under cons�derat�on, 3)  develop pol�cy opt�ons to be cons�dered by the local 
govern�ng body, 4) based on the�r del�berat�on of the pol�cy opt�ons, draft the final 
vers�on of the pol�cy for the�r cons�derat�on, 5) subm�t the draft pol�cy to the local 
govern�ng body for the�r adopt�on, and 6) �mplement the approved pol�cy.

TiMe And reSourCeS required

The persons perform�ng the financ�al evaluat�on should understand the causal fac-
tors related to each trend, apprec�ate the �nterrelat�onsh�ps among the trends, and 
be fam�l�ar w�th the LG’s organ�zat�on and operat�ons—�nclud�ng �ts recent pol�t�cal, 
adm�n�strat�ve, and financ�al h�story.  They should keep three th�ngs �n m�nd:

No s�ngle �nd�cator �s conclus�ve.  All the �nd�cators chosen for study 
should be exam�ned s�multaneously, along w�th other pol�t�cal and ad-
m�n�strat�ve character�st�cs of the LG.
If the LG has changed �ts bas�s of account�ng or report�ng procedures 
dur�ng the years covered by the study, the �nd�cators should be adjusted 
accord�ngly.

•
•

•

1.

2.
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The benchmarks used by cred�t-rat�ng firms are not un�versal standards 
but gu�del�nes that must be evaluated �n l�ght of the character�st�cs of 
each LG and each country.

The use of spreadsheet software on a personal computer can greatly reduce the 
t�me spent on perform�ng calculat�ons, develop�ng graph�cs, and typ�ng the analys�s 
and other narrat�ve that are part of each �nd�cator.  Therefore, a staff person w�th 
some exper�ence �n us�ng spreadsheet software should be part of the analys�s team.

The amount of t�me requ�red for the �n�t�al study depends on the qual�ty of the 
LG’s financ�al records, the background and knowledge of the �nd�v�dual(s) work�ng 
on the study, and the number of �nd�cators selected for develop�ng. Once the �n�t�al 
study �s completed, the annual updates requ�re only a few days.

A staff person w�th knowledge of both account�ng and spreadsheet software, 
work�ng w�th aud�ted, cons�stent financ�al data, and develop�ng at least 20 �nd�cators 
(about the m�n�mum number of �nd�cators for a balanced, comprehens�ve analys�s of 
financ�al cond�t�on), should be able to complete the �n�t�al study �n about two weeks’ 
t�me.

The �n�t�al analys�s should �nclude three to five years of h�stor�cal data.  If at 
least three years of data are not ava�lable, the study should beg�n w�th what �s ava�l-
able, and the data should be recorded for future use.

The study can be done at any t�me dur�ng the year, but the best t�me �s before 
budget preparat�on, when the staff w�ll already be develop�ng most of the �nformat�on; 
the study can also prov�de valuable background for budget dec�s�ons.  Another good 
t�me to do the study �s just after the complet�on of the aud�t report, when financ�al 
data from the prev�ous year are first ava�lable; the study can put the aud�t report �n 
better perspect�ve.

steP 2 eValuate the indiCatOrs

Many countr�es are �n a decentral�z�ng process.  We prov�de 3 models that demon-
strate d�fferent character�st�cs of LGs at d�fferent po�nts �n the decentral�zat�on proc-
ess.  Your country �s probably somewhere between two of the models.  The purpose 
of the character�st�cs �s to prov�de a frame of reference for determ�n�ng wh�ch bas�c 
�nd�cators may apply �n your country.  The CEO and finance d�rector have pr�mary 
respons�b�l�ty for determ�n�ng wh�ch �nd�cators are most appl�cable for your LG.

Central�zed—Model 
1

M�d-decentral�zed—
Model 2

Decentral�zed—
Model 3

Revenue M�n�mal own source 
revenues.  Revenues 
may be t�ed to 
prov�d�ng spec�fic 
serv�ces.

Develop�ng own 
source revenues.  
About 30-50% of total 
revenues.  

Pr�mar�ly own 
source revenues.  
About 80-100% of 
total revenues.

3.
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Serv�ces pro-
v�ded

Mandated serv-
�ces (e.g. educat�on, 
health, streets, etc.) 
prov�ded by all LGs.

Prov�de past mandat-
ed serv�ces, more flex-
�b�l�ty �n management 
of how serv�ces are 
prov�ded. May prov�de 
new serv�ces.

Prov�de serv�ces 
based on com-
mun�ty-�dent�fied 
needs.

Debt Long-term bonds 
and notes are not 
�ssued by a LG.  
There may be short-
term borrow�ng from 
the central govern-
ment bank.

Beg�nn�ng to �ssue 
long-term bonds and 
notes.  Beg�nn�ng to 
borrow var�ous �n-
struments from finan-
c�al �nst�tut�ons

Long-term bonds 
and notes �s-
sued by a LG.  
Borrow�ng from 
financ�al �nst�tu-
t�ons.

Use follow�ng �n�t�al 
�nd�cators

Use �n�t�al �nd�cators 
plus follow�ng �nd�ca-
tors

Use all �nd�cators

Revenues 2.  Restr�cted rev-
enues
3.  
Intergovernmental 
revenues
5.  One-t�me rev-
enues
9.  Revenue short-
falls

1.  Revenues per 
cap�ta
4.  Elast�c tax rev-
enues
6.  Property tax rev-
enues
7.  Uncollected prop-
erty taxes
8.  User charge cover-
age

Expend�tures 10.  Expend�tures 
per cap�ta
11.  Employees per 
cap�ta

12.  F�xed costs
13.  Fr�nge benefits

Operat�ng 
pos�t�on

14.  Operat�ng 
defic�ts
16.  Fund balances
17.  L�qu�d�ty
18.  Current l�ab�l�-
t�es

15.  Enterpr�se losses

Debt 19.  Long-term debt
20.  Debt serv�ce

21.  Overlapp�ng 
debt

Unfunded 
l�ab�l�t�es

22.  Unfunded pen-
s�on l�ab�l�ty
23.  Pens�on assets
24.  Accumulated 
employee leave

Cap�tal plant 25.  Ma�ntenance 
effort
26.  Cap�tal outlay
27.  Deprec�at�on 
expense
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Commun�ty 
needs and 
resources

28.  Populat�on 29.  Med�an age
30.  Personal �ncome 
per cap�ta
31.  Poverty house-
holds or publ�c as-
s�stance rec�p�ents
32.  Property value
33.  Res�dent�al devel-
opment
34.  Vacancy rates
35.  Employment 
base
36.  Bus�ness act�v�ty

You do not have to develop all the bas�c �nd�cators.  Some may be �nappropr�-
ate or unnecessary for your s�tuat�on.  If, for example, your LG has no debt, the debt 
�nd�cators can be d�sregarded.  Ava�lab�l�ty of data �s another �ssue to cons�der.  For 
example, Ind�cator 25, Ma�ntenance Effort, focuses on whether a LG �s adequately 
ma�nta�n�ng �ts streets and other cap�tal assets.  If departmental records do not �n-
clude �nformat�on on street expend�tures, then you need to dec�de whether expen-
d�tures can be reasonably est�mated and whether the cost of that effort �s worth the 
benefit.  If you find that some data are not ava�lable for the current and pr�or years, 
you may cons�der beg�nn�ng to collect the �nformat�on so that �t w�ll be ava�lable �n 
the future.

You may be tempted to choose based on your �ntu�t�ve knowledge of the LG’s 
finances.  Th�s approach can defeat the underly�ng assumpt�on of th�s method: that 
a LG can have problems and not know �t.  Therefore, el�m�nate only those �nd�cators 
that are clearly �nappropr�ate and try to develop the rest.

Wh�ch of the �nd�cators w�ll be most �mportant depends on the structure of your 
LG and �ts econom�c, demograph�c, and pol�t�cal character�st�cs.  At first glance �t 
m�ght appear that some of the more general �nd�cators, such as Revenues per Cap�ta 
(Ind�cator 1) or Expend�tures per Cap�ta (Ind�cator 10), would be the most valuable 
because they cover the broadest range of �ssues.  But cons�der�ng only the broad 
�nd�cators and not the others �n each �nd�cator group may leave �mportant �ssues 
under-exam�ned.  For example, look�ng only at Revenues per Cap�ta m�ght not reveal 
trends such as an �ncreas�ng dependence on onet�me revenues (Ind�cator 5) or an 
�ncreas�ng percentage of uncollected property taxes (Ind�cator 7).  It �s d�fficult, �f not 
�mposs�ble, to g�ve adv�ce on wh�ch �nd�cators should be developed by any part�cular 
jur�sd�ct�on.  Offic�als �n each LG need to exam�ne the �nd�cators closely and dec�de 
themselves, wh�ch are most �mportant.

steP 3 COlleCt data fOr wOrksheets

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 
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Rev�ew the “Descr�pt�on” sect�on of each �nd�cator.  After read�ng the 
“Commentary” sect�on, �dent�fy anyth�ng that m�ght be a concern for you 
�n develop�ng the �nd�cator.
Rev�ew the “Suggest�ons for Further Analys�s” for each �nd�cator, then 
note whether you th�nk you w�ll do any of the suggested analyt�cal proce-
dures and �f th�s w�ll requ�re add�t�onal data collect�on.

steP 4  deVelOP the indiCatOrs and PlOt theM OVer tiMe

The descr�pt�on of each �nd�cator �ncludes a trend worksheet that expla�ns wh�ch 
�nformat�on �s needed, where to get �t, and how to do the calculat�ons.  Do not hes�-
tate to change the trend worksheets to meet your needs.  The worksheets are only 
gu�des. 

Plot the financ�al �nd�cators over at least three to five years.  Th�s per�od �s 
l�kely to �nclude at least one turn �n the nat�onal or reg�onal economy and to prov�de 
enough perspect�ve to reveal emerg�ng trends.

To plot the econom�c and demograph�c �nd�cators use whatever current data or 
est�mates are ava�lable for the past five years, plus data from the last census or other 
reports cover�ng two ten-year �ntervals �n the last twenty-year per�od.  Th�s w�ll pro-
v�de the longer-term perspect�ve needed for evaluat�ng econom�c and demograph�c 
change.

ConTrolling For inFlATion

Many of the �nd�cators that use currency requ�re that those figures be expressed �n 
constant “adjusted for �nflat�on” currency.  Th�s �s usually done by us�ng an �nflat�on 
�ndex publ�shed by a central government agency or un�vers�ty �n your country.  If 
th�s type of �nformat�on �s not ava�lable, you w�ll have to make your own est�mates of 
�nflat�on rates.

For th�s chapter’s purposes, we are go�ng to use dollars.  Only �nd�cators that 
compare dollar figures to non-dollar figures (e.g., net operat�ng expend�tures to popu-
lat�on) need to be adjusted for �nflat�on.  Those �nd�cators that compare dollar fig-
ures to other dollar figures (e.g., restr�cted revenues as a percentage of net operat�ng 
revenues) do not need to be adjusted because both figures would be adjusted w�th 
the same pr�ce deflator, and the relat�onsh�p between them would rema�n constant 
whether constant dollars or real dollars were used.

steP 5 eValuate the results

The pr�mary tool for evaluat�ng the �nd�cators �s trend analys�s—exam�n�ng each �n-
d�cator over a per�od of at least five years and preferably longer.  Trend analys�s offers 
several advantages.  F�rst, �t allows offic�als to determ�ne how fast an �nd�cator �s 
chang�ng and �n wh�ch d�rect�on.  Second, �t perm�ts one trend to be compared w�th 
another.  Th�rd, �t perm�ts the local trends to be compared w�th reg�onal and nat�onal 

1.

2.
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trends.  And finally, �t prov�des a database that can be used to make the two- and 
five-year project�ons necessary for effect�ve budget�ng, cap�tal project�ons, cap�tal fa-
c�l�ty plann�ng, and general pol�cy mak�ng.  In add�t�on, the �nformat�on on trends 
w�ll help demonstrate to bond-rat�ng firms that the LG �s aware of and �n control of 
�ts finances, although �t may be exper�enc�ng some problems.

The steps �n complet�ng the trend analys�s are as follows:

Ident�fy unfavourable trends.  Each �nd�cator has a sect�on ent�tled 
“Warn�ng Trend.” If an �nd�cator �s mov�ng �n the d�rect�on of the arrow �t 
should be cons�dered—at th�s po�nt—potent�ally unfavourable.
Determ�ne when the unfavourable trend began.  How fast �s the �nd�ca-
tor chang�ng?  Is �t gett�ng better or worse?  How ser�ous �s the problem?  
If an unfavourable trend �s ev�dent for three or more years, �t should be 
carefully exam�ned as a potent�al problem.  Determ�ne whether the prob-
lem ex�sts based on your general knowledge of the LG and the ex�stence of 
m�t�gat�ng c�rcumstances.
Cons�der m�t�gat�ng c�rcumstances.  A m�t�gat�ng c�rcumstance neutral�z-
es what at first glance appears to be an unfavourable trend.  For example, 
problems assoc�ated w�th a r�se �n per cap�ta expend�tures could be m�t�-
gated by a proport�onate r�se �n per cap�ta revenues.  Th�s assumes that 
a revenue-r�ch LG can afford h�gher per cap�ta expend�tures, espec�ally 
�f the revenue growth �s unrestr�cted.  If, however, the revenue growth �s 
caused by a r�se �n restr�cted revenues such as grants, and the growth 
�n expend�tures �s due to an �ncrease �n programs supported by general 
revenues such as recreat�on or pol�ce serv�ces, then the r�se �n per cap�ta 
expend�tures may �ndeed be a warn�ng s�gnal.
The rule of thumb �s that no s�ngle trend �mpl�es a good or a bad finan-
c�al cond�t�on.  It only po�nts to a s�tuat�on that should be exam�ned more 
closely.  Each potent�ally unfavourable trend needs to be broken down 
�nto �ts component parts, analyzed �n l�ght of �ts causes and s�gn�ficance, 
and evaluated �n relat�on to other trends.  The �nd�cator narrat�ves are 
des�gned to help you accompl�sh th�s evaluat�on.
Ident�fy the causes underly�ng the unfavourable trend.  Is the trend due 
to a decl�ne �n the tax base, �nsuffic�ent controls over expend�tures, �nef-
fect�ve revenue collect�on procedures, or �nflat�on?  What are the poss�ble 
strateg�es for deal�ng w�th the problem?  The d�scuss�on of each �nd�cator 
�ncludes a sect�on ent�tled “Suggest�ons for Analys�s.” These suggest�ons 
w�ll help you to �dent�fy poss�ble causes.
Compare the �nd�cator trends to one another.  Each �nd�cator should 
be analyzed �n relat�on to the other �nd�cators. One helpful approach �s 
to plot the �nd�cators you are compar�ng on the same graph or to use 
overlapp�ng graphs.  For example, revenue and expend�ture growth could 
be analyzed together.  If revenues per cap�ta are grow�ng �n proport�on to 
expend�tures per cap�ta, there may be no problem, but �ncreas�ng expen-
d�tures and decreas�ng revenues are a sure s�gn of problems.  

•

•

•

•

•

•
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You can also analyze groups of related �nd�cators, such as the n�ne 
revenue �nd�cators.  You m�ght find, for example, that seven are mov�ng �n 
a favourable d�rect�on and two are mov�ng �n an unfavourable one.  The 
compar�son would h�ghl�ght the unfavourable trends, but �t would also al-
low you to conclude that revenue �nd�cators are favourable overall.

Compare the econom�c cond�t�on of the LG to nat�onal trends.  Is the LG’s 
economy decl�n�ng wh�le the nat�onal economy �s grow�ng?  If so, what 
w�ll be the effect of a reg�onal or nat�onal downturn?  The answer to th�s 
quest�on requ�res a certa�n amount of guesswork, but the �ssue �s worth 
cons�der�ng and �s �mportant to cred�t-rat�ng firms.
Determ�ne whether further analys�s should be done. Add�t�onal analyses 
are descr�bed that can help you better understand the magn�tude of a 
problem or �solate the part�cular �nfluences that may be contr�but�ng to 
an unfavourable trend.  D�gg�ng deeper can somet�mes help you focus 
your effort as you beg�n develop�ng remed�al steps.
Compare the trends to the benchmarks used by cred�t-rat�ng firms.  
Cred�t-rat�ng firms often use �nd�cators, and these firms have devel-
oped benchmarks for evaluat�ng the �nd�cators.  Where appl�cable, these 
benchmarks have been �ncluded �n d�scuss�ons of the �nd�cators.  You w�ll 
have to determ�ne the val�d�ty of these benchmarks for your own LG, but 
�f a trend compares unfavourably, at least you w�ll know wh�ch �ssues to 
address when you seek a cred�t rat�ng.

The cred�t-rat�ng �ndustry looks at v�rtually all the rema�n�ng �nd�ca-
tors �n one way or another, even though no generally accepted, quant�fiable 
benchmarks ex�st for them.  The absence of normat�ve standards under-
scores the �mportance of cons�der�ng other factors.
Take other factors �nto cons�derat�on.  F�ve of the factors d�scussed do 
not have any quant�fiable �nd�cators, but the descr�pt�ons of the factors 
�nclude evaluat�on quest�ons to help you th�nk subject�vely about the�r 
�nfluence on your LG’s financ�al cond�t�on.  You m�ght want to develop a 
summary paragraph for each of these factors, assess�ng �t as a pos�t�ve or 
negat�ve �nfluence and not�ng your reasons.
Add your profess�onal judgment.  Because of the tremendous d�vers�ty 
among LGs world-w�de and the number of poss�ble m�t�gat�ng c�rcum-
stances, no s�ngle set of rules can apply to all LGs.  As was noted earl�er, 
th�s process does not prov�de solut�ons to problems.  It does prov�de a 
systemat�c means of organ�z�ng and quant�fy�ng the �nformat�on that 
needs to be cons�dered.  The final �nterpretat�on of the data �s up to the 
financ�al dec�s�on makers of the �nd�v�dual LG.

steP 6 deVelOP POliCy stateMents

Once you have determ�ned where problems ex�st and understand the�r nature and 
magn�tude, you should dev�se strateg�es for deal�ng w�th them.  The development of 
effect�ve strateg�es beg�ns w�th understand�ng the causes of problems and the �nterre-

•

•

•

•

•
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lat�onsh�ps among them.  Next, you must relate your understand�ng of the problems 
to spec�fic commun�ty needs and object�ves.  One way to do th�s �s by spec�fy�ng LG 
financ�al object�ves �n pol�cy statements.  F�nanc�al Pol�cy Mak�ng4, another chapter 
�n th�s ser�es, prov�des extens�ve �nformat�on on develop�ng pol�c�es.  Most of the �n-
d�cator narrat�ves close w�th suggest�ons for pol�cy statements, wh�ch are �ncluded to 
help local offic�als formulate act�on steps to prevent or �mprove unfavourable trends.  
The prec�se content or word�ng of these suggested pol�cy statements may not be r�ght 
for every LG; you are encouraged to alter the suggested statements to meet local 
needs.  Us�ng pol�cy statements to set financ�al goals g�ves you a means of measur�ng 
your progress �n �mprov�ng your LG’s financ�al cond�t�on.

indiCATorS

The following indicators are based on terminology and definitions 

from the United States.  They are  a comprehensive approach to 

evaluating a LG’s financial condition.  For you to use the indicators, 

you  must evaluate them to see if they make sense for your LG and 

your country.  The terminology may be different and some indica-

tors will not be possible 

For example,  “net operating revenues” probably is defined differ-

ently in your country. So, many of the terms used in the indicators 

will need to be specifically defined for your country. Consider these 

indicators as illustrative and a starting point for developing a set 

of indicators for your country.  We suggest that you work together 

with other LGs to accomplish this.

LGs �n sound financ�al cond�t�on can afford to cont�nue pay�ng for the serv�ces they 
now prov�de.  In add�t�on to bas�c serv�ces usually funded by “own source” revenues, 
th�s would �nclude the ab�l�ty to ma�nta�n programs that are currently funded by ex-
ternal sources such as grants.  Current serv�ce levels also �nclude the ma�ntenance of 
cap�tal fac�l�t�es, such as streets and bu�ld�ngs, �n a manner that protects the �n�t�al 
�nvestment and keeps the fac�l�t�es �n usable cond�t�on.  F�nally, cont�nued prov�s�on 
of serv�ces requ�res funds for future l�ab�l�t�es that may currently be unfunded, such 
as pens�on, employee leave, debt, or lease-purchase comm�tments.  To determ�ne �f 
your LG can cont�nue prov�d�ng the current serv�ce level we w�ll look at revenues, 
expend�tures, cap�tal plant, debt and unfunded l�ab�l�t�es.

In the follow�ng pages each �nd�cator �s presented w�th the follow�ng �nforma-
t�on:

Graph �llustrat�ng the warn�ng trend
Formula
Descr�pt�on
Suggest�ons for analys�s.

•
•
•
•
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The graph preced�ng the d�scuss�on of each �nd�cator �s an example to help you 
v�sual�ze the warn�ng trend.  Create your own graph for each �nd�cator us�ng the data 
you collect for your LG.  

We strongly recommend that after the data for each �nd�cator are collected and 
the rat�os calculated, a graph should be constructed to represent v�sually the mult�-
year trends occurr�ng �n the LG's finances.  The graphs are an �mportant part of the 
�nd�cator system because they are a powerful tool for commun�cat�ng w�th elected 
offic�als, c�t�zens, employees, and potent�al �nvestors.

However, w�th personal computers, electron�c spreadsheets, and spec�al graph-
�ng programs, managers can now eas�ly create many d�fferent types of graphs.  Some 
types of graphs are better for show�ng trend �nformat�on than others.  If you find that 
an �nd�cator �s mov�ng �n the d�rect�on shown, that �nd�cator �s reflect�ng a potent�al 
problem that requ�res further analys�s.  

Examples are provided based on the following assumptions:
That the country uses fund accounting.
That the unit of currency is a U.S. dollar.

revenueS

Revenues determ�ne the capac�ty of a LG to prov�de serv�ces.  Important �ssues to 
cons�der �n revenue analys�s are growth, flex�b�l�ty, elast�c�ty, dependab�l�ty, d�ver-
s�ty, and adm�n�strat�on.  Under �deal cond�t�ons, revenues would be grow�ng at a 
rate equal to or greater than the comb�ned effects of �nflat�on and expend�tures.  They 
would be suffic�ently flex�ble (free from spend�ng restr�ct�ons) to allow adjustments to 
chang�ng cond�t�ons.  They would be balanced between elast�c and �nelast�c �n rela-
t�on to �nflat�on and the econom�c base; that �s, some would grow w�th �nflat�on and 
the econom�c base and others would rema�n relat�vely constant.  Revenue sources 
would be d�vers�fied and pr�mar�ly own source revenues—not overly dependent on 
res�dent�al, commerc�al, or �ndustr�al land uses, or on external fund�ng sources such 
as transfers from the central government.  User fees would be establ�shed and ad-
m�n�stered at the LG level and would be regularly evaluated to cover cost �ncreases 
for related serv�ces.

Analyz�ng revenue structure w�ll help to �dent�fy the follow�ng types of prob-
lems:

Deter�orat�on of the revenue base,
Pract�ces or pol�c�es that may adversely affect revenue y�elds,
Lack of cost controls, or poor revenue-est�mat�ng pract�ces,
Ineffic�ency �n the collect�on and adm�n�strat�on of revenues,
Overdependence on obsolete or �ntergovernmental revenue sources,
User fees that are not cover�ng the cost of serv�ces, and
Changes �n the tax burden (espec�ally property tax) on var�ous segments 
of the populat�on.

•
•
•
•
•
•
•
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indiCATor 1: revenueS per CApiTA

Exam�n�ng per cap�ta revenues shows changes �n 
revenues relat�ve to changes �n populat�on s�ze.  As 
populat�on �ncreases, �t �s reasonably expected that 
revenues and the need for serv�ces would �ncrease 
proport�onately and therefore that the level of per 
cap�ta revenues would rema�n at least constant �n 
real terms.  If per cap�ta revenues are decreas�ng, 
the LG may be unable to ma�nta�n ex�st�ng serv-
�ce levels unless �t finds new revenue sources or 
ways to save money.  Th�s reason�ng assumes that 
the cost of prov�d�ng serv�ces �s d�rectly related to 
populat�on s�ze. 

When present�ng th�s �nd�cator �n a report, 
you should define for the reader what your LG’s 
“net operat�ng revenues” �ncludes.

Revenues per cap�ta �s adjusted for �nflat�on, 
�.e., current dollars are converted to constant dol-
lars.  In graph�ng th�s �nd�cator, you can �nclude 
two l�nes show�ng both current and constant dol-
lars to demonstrate the �mpact of �nflat�on.  After 
adjust�ng revenues for �nflat�on, you may be sur-
pr�sed to find that the effects of �nflat�on may have 
created much of the growth �n revenues.

Although the formula for th�s �nd�cator shows 
total populat�on �n the denom�nator, you may also 
want to calculate th�s �nd�cator us�ng “number of 
house-holds” as the denom�nator.  In many LGs, 
the overall populat�on may be dropp�ng, but the 
number of households may be stable or even �n-
creas�ng, as smaller households form.  Because 
many serv�ces are del�vered on a per household 
bas�s, the cost of serv�ces may more log�cally be re-
lated to the number of households than to the total 
number of res�dents.

Warn�ng Trend— Decreas-
�ng net operat�ng revenues 
per cap�ta (constant dollars)

Formula— Net operat�ng 
revenues (constant dollars) 
/ Populat�on

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Net operat�ng rev-
enues

Worksheet 
2 (W2), l�ne 
13
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2 Consumer pr�ce 
�ndex (CPI) for the 
LG area

Central 
govt or un�-
vers�ty

3 CPI �n dec�mal L�ne 2 /100

4 Net operat�ng rev-
enues �n CPI based-
year dollars

L�ne 1 / 
L�ne 3

5 Current populat�on W7, L�ne 1

6 Net constant dollar 
operat�ng revenues 
per cap�ta

L�ne 4 / 
L�ne 5*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are start�ng po�nts for th�s 
analys�s.  If revenues are decreas�ng, the follow�ng �ssues should be cons�dered:

Is the LG exper�enc�ng general econom�c decl�ne?  Is the decl�ne a tem-
porary or cont�nu�ng trend?  See �nd�cators for Commun�ty Needs and 
Resources.
Is the decl�ne related to changes �n populat�on, such as a decrease �n 
populat�on groups that h�stor�cally generated the largest port�ons of rev-
enue- such as property taxes?  See �nd�cators for Commun�ty Needs and 
Resources.
Is the decl�ne due to problems �nherent �n the revenue structure, such as 
overdependence on �nelast�c revenues dur�ng a per�od of �nflat�on?  See 
Ind�cator 4, Elast�c tax revenues.
Are central government or local restr�ct�ons (such as tax l�m�tat�ons) pre-
vent�ng the LG from �nst�tut�ng the appropr�ate taxes, fees, or charges?
Is there a l�m�ted amount of “own source” revenues?
Can revenues be �ncreased by any of the follow�ng measures?

•

•

•

•

•
•
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Rev�s�ng revenue collect�on procedures
•	 Reduc�ng tax del�nquenc�es,
•	 Inst�tut�ng or �ncreas�ng serv�ce charges, fines and penalt�es, l�cense and 

perm�t fees,
•	 Inst�tut�ng or �ncreas�ng charges for use of fac�l�t�es, equ�pment, or person-

nel,
•	 Updat�ng property assessments,
•	 Establ�sh�ng spec�al assessment d�str�cts,
•	 Invest�ng a greater proport�on of �dle cash,
•	 Sell�ng surplus property or equ�pment,
•	 Secur�ng spec�al-purpose or grant fund�ng from publ�c or pr�vate agen-

c�es.

If revenues per cap�ta are �ncreas�ng, the follow�ng �ssues should be cons�d-
ered:

Is �t reasonable to assume that the �ncreased level of revenues w�ll cont�n-
ue?  If these revenues are be�ng used for new programs that w�ll requ�re 
cont�nued fund�ng, what plans does the LG have for the t�me when these 
revenues are no longer ava�lable?
Is the �ncrease �n revenues per cap�ta a s�gn that costs w�ll �ncrease �n 
future years—as would be the case, for example, �f the new revenues were 
der�ved from an �ncrease �n bu�ld�ng construct�on?  W�ll the add�t�onal 
revenues cover the add�t�onal costs?  If not, �s there a plan for fund�ng 
these costs?
Is the �ncrease �n revenues per cap�ta due to a decl�ne �n populat�on 
rather than to an �ncrease �n revenues?  If so, w�ll the decl�ne �n popula-
t�on eventually create a decl�ne �n revenues?  Is the decl�ne �n populat�on 
accompan�ed by an �ncrease �n the number of smaller households, wh�ch 
can result �n h�gher serv�ce costs to the jur�sd�ct�on?
Do the �ncreased revenues per cap�ta represent an �ncrease �n the tax 
burden, measured by compar�ng changes �n revenues per cap�ta to 
changes �n personal �ncome, bus�ness �ncome, or other measures of com-
mun�ty wealth?  If the tax burden �s �ncreas�ng, w�ll res�dents and bus�-
ness owners be less able to pay?  M�ght they be tempted to relocate to a 
LG that has a lower tax burden?

Suggest�ons for further analys�s—When analyz�ng revenues, offic�als should de-
velop trend l�nes for both (1) total revenues per cap�ta and (2) any �nd�v�dual revenue 
source that makes up 5 percent or more of total revenues, such as property taxes, 
bus�ness l�censes, fines, and user fees. If the LG organ�zes �ts revenues �nto spec�fic 
groups, such as restr�cted, unrestr�cted, or self-support�ng, then these groups can 
also be a focus of add�t�onal analys�s.

You may also want to cons�der whether the revenue structure has changed over 
the past five years.  Th�s can tell you �f some revenue sources are grow�ng faster than 
others, �f the revenue burden �s sh�ft�ng from one segment of the populat�on to an-
other (e.g., from property owners to ut�l�ty consumers) and �f the growth �n the rates 

•

•

•

•

•
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of some revenues has not been keep�ng pace w�th that of others.  Any such changes 
�n revenue structure should probably rece�ve attent�on from pol�cy makers.  

Suggest�ons for pol�cy statements—Pol�cy statements can be developed to re-
qu�re procedures for budget�ng and analyz�ng revenues.  The follow�ng pol�cy state-
ments can help local offic�als relate th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

A d�vers�fied and stable revenue system w�ll be ma�nta�ned to shelter the 
LG from short-run fluctuat�ons �n any one revenue source.
Revenues for the next _______ years w�ll be projected and updated an-
nually.  Each ex�st�ng and potent�al revenue source w�ll be re-exam�ned 
annually.

indiCATor 2: reSTriCTed revenueS

A restr�cted revenue �s legally “earmarked” or set 
as�de for a spec�fic use, as may be requ�red by law, 
bond covenants, or grant requ�rements.  For exam-
ple, a country may requ�re that petro tax revenues 
be used only for street ma�ntenance or construc-
t�on.

From one perspect�ve, �t would seem that 
many of these restr�ct�ons, espec�ally those relat-
�ng to outs�de fund�ng, should not affect a LG’s fi-
nanc�al health.  For example, w�th grants the LG 
has the opt�on of not accept�ng the revenue and of 
not prov�d�ng the serv�ce.  Th�s opt�on, however, �s 
not always easy to exerc�se; LGs develop econom�c 
and pol�t�cal dependenc�es on these revenues and 
on the programs they support.  Also, many LGs 
finance the�r own essent�al serv�ces w�th �ntergov-
ernmental revenues, wh�ch makes �t doubly hard 
to cut them out.

As the percentage of restr�cted revenues �n-
creases, a LG loses �ts ab�l�ty to respond to chang-
�ng cond�t�ons and to c�t�zens’ needs and demands.  
Increases �n restr�cted revenues may also �nd�cate 
overdependence on external revenues and s�gnal 
future �nab�l�ty to ma�nta�n serv�ce levels.

Warn�ng Trend— Increas�ng 
amount of restr�cted operat-
�ng revenues as a percentage 
of net operat�ng revenues

Formula— Restr�cted oper-
at�ng revenues / Net operat-
�ng revenues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Net operat-
�ng revenues

Worksheet 
2 (W2), l�ne 

13

•

•
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2 Restr�cted 
operat�ng 
revenues

W2, l�ne 14

3 Restr�cted 
operat�ng 
revenues as 
a percent-
age of net 
operat�ng 
revenues

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the causes 
(Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se act�on 
strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts for th�s 
analys�s.

Is the trend due to a decrease �n unrestr�cted revenues?  If so, see Ind�ca-
tor 1, Revenues per cap�ta.
If restr�cted revenues are support�ng new programs or a h�gher level of 
serv�ce, w�ll the revenues cont�nue to be ava�lable, or w�ll the LG have to 
assume the respons�b�l�ty for the programs or serv�ces �n the future?
If restr�cted funds cease to be ava�lable, w�ll the LG real�st�cally be able to 
reduce or el�m�nate the affected programs?
Are unrestr�cted sources subs�d�z�ng restr�cted revenue programs?
Is the LG us�ng a port�on of the restr�cted revenues to support central ac-
count�ng, personnel, and other overhead serv�ces?
Can revenue restr�ct�ons be removed by LG cho�ce, such as a charter rev�-
s�on or counc�l pol�cy?  If not, can the LG jo�n w�th other LGs to persuade 
the central government, prov�nce, or other author�t�es to remove the 
restr�ct�ons?

Suggest�ons for further analys�s—To exam�ne the use of restr�cted revenues, 
construct a worksheet �n wh�ch you:

•

•

•

•
•

•

•
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L�st each of the restr�cted revenues and �dent�fy the serv�ce or expense 
area to wh�ch �t contr�butes, �nclud�ng any overhead act�v�t�es such as ac-
count�ng or personnel.
Assess how essent�al th�s serv�ce �s to the LG and �ts c�t�zens.  Rate the 
serv�ce from 1 (very essent�al) to 5 (not very essent�al).
L�st other revenue sources that could fund the serv�ce �f the restr�cted 
revenue source were w�thdrawn.
Rate the l�kel�hood that the revenue source w�ll cont�nue: Is leg�slat�on 
proposed or pend�ng?  Are “publ�c �nterest” or “�ndustry” organ�zat�ons of-
fer�ng vocal support for, or oppos�t�on to, the revenue?  Rate the l�kel�hood 
from 1 (very l�kely) to 5 (not very l�kely).

Suggest�ons for pol�cy statements—There are no benchmarks for sett�ng the 
amount of restr�cted revenues des�rable �n a budget; you w�ll need to dec�de when the 
level of restr�cted revenues—and the�r areas of use—appears to be threaten�ng your 
LG’s financ�al health �n the short or longer term.

•

•

•

•
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indiCATor 3: inTergovernMenTAl revenueS

Intergovernmental revenues (revenues rece�ved from 
another level of government) are �mportant because 
an overdependence on such revenues can be harm-
ful.  In most countr�es, the central government and 
prov�nces have struggled w�th the�r own budgetary 
problems �n the last decade, and frequently they 
have w�thdrawn or reduced payments to LGs as one 
of the�r cutback measures.  LGs w�th budgets large-
ly supported by �ntergovernmental revenues have 
been part�cularly harmed dur�ng th�s per�od, but 
almost all LGs have shared the pa�n.  The reduc-
t�on of �ntergovernmental funds leaves the LG w�th 
the d�lemma of cutt�ng programs or fund�ng them 
from other revenues.  In many countr�es �ntergov-
ernmental revenues may be 75%-90% of a LG’s rev-
enues.  It �s essent�al that these revenues be pre-
d�ctable and that the process for the�r allocat�on be 
transparent.

Even �n those countr�es where �ntergovern-
mental revenues are a much lower percentage of 
total revenues, a LG m�ght want to max�m�ze �ts 
use of �ntergovernmental revenues, cons�stent w�th 
�ts serv�ce pr�or�t�es and financ�al cond�t�on.  For 
example, a LG m�ght want to rely on �ntergovern-
mental revenues to finance central government or 
prov�nce-mandated serv�ces.  The pr�mary concern 
�n analyz�ng �ntergovernmental revenues �s to know 
and mon�tor the LG’s vulnerab�l�ty to reduct�ons of 
such revenues, and to determ�ne whether the LG 
�s controll�ng �ts use of the external revenue—or 
whether these revenues are controll�ng local pol�-
c�es.

Warn�ng Trend— Increas�ng 
amount of �ntergovernmen-
tal operat�ng revenues as a 
percentage of gross operat-
�ng revenues

Formula— Intergovernmen-
tal operat�ng revenues / 
Gross operat�ng revenues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Net operat-
�ng rev-
enues

Worksheet 
2 (W2), l�ne 

13

2 Restr�cted 
operat�ng 
revenues

W2, l�ne 14
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3 Restr�cted 
operat�ng 
revenues as 
a percent-
age of net 
operat�ng 
revenues

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Does your LG depend on �ntergovernmental revenues to fund ongo�ng, 
bas�c serv�ces?  Do you have cont�ngency plans �n case the revenues are 
s�gn�ficantly reduced or d�scont�nued?
Have fixed-term grants for spec�al programs been accepted?  W�ll the LG 
be able to cont�nue the spec�al programs when such grants end?  What 
w�ll be the pol�t�cal, soc�al, and econom�c consequences �f such programs 
are d�scont�nued?
Are match�ng funds for �ntergovernmental revenues �ncreas�ng as a per-
centage of operat�ng expend�tures?  What �s the LG's dollar comm�tment 
�n match�ng funds, add�t�onal report�ng requ�rements, or un-re�mbursed 
overhead costs?  Have all these costs been ant�c�pated, budgeted, and 
recorded?
Are �ntergovernmental revenues author�zed by ongo�ng leg�slat�on or 
agreements, as �n the shar�ng of a valued added tax (VAT) by the central 
government and LGs?  Do the agreements suggest that the revenues w�ll 
cont�nue, and at what level?

Suggest�ons for further analys�s—To demonstrate the role of �ntergovernmental 
revenues �n your LG’s financ�al health, you m�ght want to create tables, bar graphs, 
or p�e charts show�ng the major sources and uses of such revenues and any expected 
changes �n the revenues you rece�ve.

•

•

•

•
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Suggest�ons for pol�cy statements—Wh�le �t would be d�fficult to set defin�t�ve 
pol�cy gu�del�nes on levels or k�nds of �ntergovernmental revenues, �t �s feas�ble to 
set gu�del�nes on procedures to be followed before grants and other revenues are ac-
cepted.  The follow�ng pol�cy statements can help local offic�als relate th�s �nd�cator to 
the�r financ�al dec�s�on mak�ng.

All potent�al grants shall be carefully exam�ned for match�ng requ�re-
ments (both dollar and level-of-effort matches).  The funds necessary to 
match �ntergovernmental grants shall not exceed _______ percent of net 
operat�ng revenues.
Intergovernmental revenues used for operat�ng purposes shall not exceed 
________ percent of net operat�ng revenues.
Intergovernmental ass�stance shall be used to finance only those cap�tal 
�nvestments that are cons�stent w�th the cap�tal �nvestment plan and LG 
pr�or�t�es, and whose operat�ng and ma�ntenance costs have been �nclud-
ed �n operat�ng budget forecasts.

•

•

•
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indiCATor 4:  elASTiC TAx revenueS

The y�elds of elast�c revenues (revenues that d�rect-
ly respond to changes �n �nflat�on and the econom�c 
base) are h�ghly respons�ve to changes �n the eco-
nom�c bases and �nflat�on.  As the econom�c base 
expands or �nflat�on goes up, elast�c revenues r�se 
�n roughly proport�onal or greater amounts, and 
v�ce versa.  A good example �s sales tax revenue, 
wh�ch �ncreases dur�ng good econom�c per�ods w�th 
the �ncrease �n reta�l bus�ness and decl�nes dur�ng 
poor t�mes, even though the tax rate rema�ns the 
same.  Y�elds from �nelast�c revenue sources, such 
as l�cense fees or user charges, are relat�vely un-
respons�ve to changes �n econom�c cond�t�ons and 
requ�re that LG offic�als change fees or charges to 
obta�n a change �n revenue.  The y�elds from these 
revenues usually lag beh�nd econom�c growth and 
�nflat�on because local govern�ng bod�es are reluc-
tant to �ncrease them each year.  If propert�es are 
not reassessed frequently, property tax revenues 
can also be �nelast�c, espec�ally �n per�ods of eco-
nom�c growth.

A balance between elast�c and �nelast�c rev-
enues m�t�gates the effects of econom�c growth or 
decl�ne.  Dur�ng �nflat�on, �t �s des�rable to have a 
h�gh percentage of elast�c revenues because �nfla-
t�on pushes up revenue y�eld, keep�ng pace w�th the 
h�gher pr�ces the LG must pay.  If the percentage of 
elast�c revenues decl�nes dur�ng �nflat�on, the LG 
becomes more vulnerable because �nflat�on pushes 
up the pr�ce of serv�ces but not the y�elds of new 
revenues.  The reverse �s also true (�.e., a low per-
centage of elast�c revenues �s des�rable �n t�mes of 
deflat�on), but s�gn�ficant deflat�on has seldom oc-
curred �n recent years.

Dur�ng a recess�on, a h�gh percentage of �n-
elast�c revenues �s an advantage.  Th�s �nsulates 
the tax base to some degree from the reduced y�eld 
�t can rece�ve dur�ng a recess�on.

Warn�ng Trend— Decreas�ng 
amount of elast�c operat�ng 
revenues as a percentage of 
net operat�ng revenues

Formula— Elast�c operat�ng 
revenues / Net operat�ng 
revenues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005
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1 Net operat�ng 
revenues

Worksheet 
2 (W2), l�ne 

13

2 Revenues 
from taxes 
w�th an elast�c 
tax base

W2, l�ne 15

3 Elast�c 
operat�ng 
revenues as a 
percentage of 
net operat�ng 
revenue

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
cause (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Do revenues rely heav�ly on �nelast�c tax sources?  Can more elast�c taxes, 
such as �ncome or sales tax, be �nst�tuted or �ncreased?
If the LG has a sales or value added tax, can �t be extended to goods and 
serv�ces whose sales and pr�ces respond more d�rectly to changes �n eco-
nom�c cond�t�ons?
Has general econom�c decl�ne or the out-m�grat�on of populat�on or bus�-
ness created the decl�ne �n the elast�c port�on of the LG's revenue base?  
Could redevelopment programs help?
Do local restr�ct�ons on taxes (e.g., on the source taxed or the amount col-
lected) l�m�t the elast�c�ty of the revenue structure?
Can �nelast�c taxes and fees be made more elast�c by more frequent prop-
erty assessments, rout�ne �ncreases �n user fees, or s�m�lar local govern-
�ng body and adm�n�strat�ve mod�ficat�ons?

•

•

•

•

•
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Suggest�ons for pol�cy statements—It would be d�fficult to set an exact target 
for the pro-port�on of elast�c to �nelast�c revenues, but the follow�ng pol�cy statements 
can help local offic�als relate th�s �nd�cator to financ�al dec�s�on mak�ng.

A balance w�ll be sought �n the revenue structure between the proport�ons of 
elast�c and �nelast�c revenues.  New sources of revenue w�ll be sought to ach�eve the 
des�rable balance.

Each t�me a new revenue source or a change �n the rate of an ex�st�ng source �s 
cons�dered, the effect of th�s change on the balance of elast�c and �nelast�c revenues 
w�ll be thoroughly exam�ned.

indiCATor 5:  one-TiMe revenueS

A one-t�me revenue �s one that cannot reasonably 
be expected to cont�nue, such as a s�ngle-purpose 
grant, sale of a major asset, or use of reserves.  Con-
t�nual use of one-t�me revenues to balance the an-
nual budget can �nd�cate that the revenue base �s 
not strong enough to support current serv�ce levels.  
It can also mean that the LG �s �ncurr�ng operat�ng 
defic�ts (see �nd�cator 14, Operat�ng Defic�ts) and 
would have l�ttle room to manoeuvre �f there were a 
downturn �n revenues (such as occurs dur�ng a re-
g�onal or nat�onal recess�on or because of the sud-
den expend�tures occas�oned by a natural d�saster).  
Use of one-t�me revenues �ncreases the probab�l-
�ty that the LG w�ll have to make large cutbacks �f 
such revenues cease to be ava�lable, as may hap-
pen when the central government reduces a major 
grant program or when reserves are depleted.

Reserves, l�ke loans, are techn�cally not con-
s�dered revenues.  They are �ncluded here as exam-
ples of “one-t�me revenues” �n the sense that they 
are a source of funds for balanc�ng the budget.

Warn�ng Trend— Increas�ng 
amount of one-t�me operat-
�ng revenues as a percentage 
of net operat�ng revenues

Formula— One-t�me operat-
�ng revenues / Net operat�ng 
revenues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Net operat�ng 
revenues

Worksheet 
2 (W2), l�ne 

13

2 One-t�me 
operat�ng 
revenues

W2, l�ne 16
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3 One-t�me 
operat�ng 
revenues as a 
percentage of 
net revenues

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
cause (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Are one-t�me revenues be�ng used to fund ongo�ng expend�tures as op-
posed to one-t�me expend�tures?  What �s the probab�l�ty that these rev-
enues w�ll cease to be ava�lable?  Is there a cont�ngency fund�ng plan?
If one-t�me revenues are be�ng used for one-t�me expend�tures, such as 
a new bu�ld�ng, are there other, ongo�ng revenues to pay the operat�ng 
expenses of the bu�ld�ng and the programs �t w�ll house?
Is the use of reserves or balances from pr�or years s�gn�ficantly reduc�ng 
the LG's ab�l�ty to weather unexpected financ�al problems, such as natu-
ral d�sasters or a surge �n �nflat�on?
Is the LG exper�enc�ng operat�ng defic�ts (�.e., an excess of current expen-
d�tures over current revenues)?  See Ind�cator 14, Operat�ng defic�ts.

Suggest�ons for further analys�s—If the trend analys�s shows a h�gh or �ncreas-
�ng level of rel�ance on one-t�me revenues, you may want to p�npo�nt what the one-
t�me revenues are, how they are be�ng used, and what the prognos�s �s for the�r 
cont�nued ava�lab�l�ty.  A chart can help w�th the answers.  To complete th�s chart,

L�st the sources of one-t�me revenues and �dent�fy the serv�ce or expense 
area to wh�ch they contr�bute.
Determ�ne whether the serv�ce �s a one-t�me expense (such as a spec�al 
clean-up program) or an ongo�ng program.
Note how essent�al th�s serv�ce �s to the LG and �ts c�t�zens.  Rate the 
serv�ce from 1 (very essent�al) to 5 (not very essent�al).

•

•

•

•

•

•

•
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L�st the revenues or decreases �n expend�tures that could replace the one-
t�me revenue �f necessary.

Suggest�ons for pol�cy statements—Wh�le �t would be d�fficult to set target levels 
for one-t�me revenues �n your revenue structure, pol�cy statements can be developed 
for procedures �n the use of one-t�me revenues.  The follow�ng pol�cy statements can 
help local offic�als relate th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

One-t�me revenues w�ll be used only after an exam�nat�on determ�nes 
whether they are subs�d�z�ng an �mbalance between operat�ng revenues 
and expend�tures, and then only �f a long-term (three- to five-year) fore-
cast shows that the operat�ng defic�t w�ll not cont�nue.
One-t�me revenues w�ll be used only for one-t�me expend�tures.

indiCATor 6:  properTy TAx revenueS

Property tax revenues should be cons�dered sepa-
rately from other revenues because LGs �n many 
countr�es rely heav�ly on them.  A decl�ne or a d�-
m�n�shed growth rate �n property taxes can have a 
number of causes.  F�rst, �t may reflect an overall 
decl�ne �n property values result�ng from the ag�ng 
of bu�ld�ngs, a decl�ne �n local econom�c health, or 
a decl�ne �n total number of households, wh�ch can 
depress the hous�ng market.  Second, �t may result 
from unw�ll�ng default on property taxes by prop-
erty owners.  Th�rd, �t may result from �neffic�ent 
assessment or appra�sal.  F�nally, a decl�ne can be 
caused by del�berate default by property owners, 
who real�ze that del�nquency penalt�es are less than 
short-run �nterest rates and that non-payment �s 
therefore an econom�cal way to borrow money.

Warn�ng Trend— Decl�ne �n 
property tax revenues (con-
stant dollars)

Formula— Property tax rev-
enues / (constant dollars)

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Property tax 
revenues

Worksheet 
2 (W2), 
l�ne 1

2 Consumer pr�ce 
�ndex (CPI) for 
the LG’s area

Central 
govt or un�-

vers�ty

3 CPI �n dec�mal L�ne 2 / 
L�ne 100

•

•

•
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4 Property tax �n 
revenues �n CPI 
base year dollars

L�ne 1 / 
L�ne 3*

*Plot the appropr�ate years and these figures on the follow�ng graph.  Rate of 
change can also be computed and graphed (current year m�nus pr�or year; rema�nder 
d�v�ded by pr�or year).

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Have market values decl�ned due to poor econom�c cond�t�ons?  In wh�ch 
sectors—res�dent�al, commerc�al, or �ndustr�al—has the decl�ne occurred?  
Can an econom�c development strategy be des�gned that w�ll �ncrease tax-
able property values?  
Has the assessed value of propert�es or classes of propert�es dropped as 
a percentage of market value?  If so, �s the drop caused by an �neffic�ent 
assessment system or by the fact that reassessments are not suffic�ently 
frequent?  Can assessed value be �ncreased w�thout putt�ng an unreason-
able burden on property owners?
Is the percentage of non-taxable property �ncreas�ng?  Is th�s due to an 
�ncrease �n LG ownersh�p or other tax-exempt status or to an �ncrease �n 
tax �ncent�ves des�gned to attract or reta�n bus�nesses?  In the first case, 
can payments �n l�eu of taxes be �nst�tuted?  In the second case, what are 
the projected long-term revenue �mpacts of the �ncent�ve pol�c�es?
Are property tax del�nquenc�es �ncreas�ng?  See Ind�cator 7, Uncollected 
property taxes.

Suggest�ons for further analys�s—Whether property tax revenues are �ncreas�ng 
or decreas�ng, you may want to construct a table that shows property taxes by type 
(real vs. personal) and by class (res�dent�al, commerc�al, �ndustr�al) for the per�od you 
have chosen.  The table should enable you to �dent�fy sectors �n wh�ch change has oc-
curred.  To demonstrate the �mpact of any changes, you could also compute the rate 

•

•

•

•
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of change �n property tax revenues (current year m�nus pr�or year; rema�nder d�v�ded 
by pr�or year) and graph these figures.

Suggest�ons for pol�cy statements—Pol�cy statements could be developed to 
suggest both levels of �ncrease �n property tax revenues and procedures for ra�s�ng 
revenues through the property tax.  The follow�ng pol�cy statements can help local 
offic�als relate th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

Sound appra�sal procedures w�ll be ma�nta�ned to keep property values 
current.  Property w�ll be assessed at ______ percent of full and fa�r mar-
ket value.
The year-to-year �ncrease of actual revenue from the property tax w�ll not 
exceed _________ percent.
All property w�ll be reassessed at least every ______ years.

indiCATor 7: unColleCTed properTy TAxeS

Every year, a percentage of property owners �s un-
able to pay property taxes.  If th�s percentage �n-
creases over t�me, �t may �nd�cate overall decl�ne 
�n the LG’s econom�c health.  Add�t�onally, as un-
collected property taxes r�se, l�qu�d�ty �s decreased, 
and there �s less cash on hand to pay b�lls or to 
�nvest.

Cred�t �ndustry benchmarks—If property tax-
es are a substant�al port�on of your LG’s operat�ng 
revenues, then cred�t rat�ng firms w�ll look at the 
cash flow.  For LGs where they are a substant�al 
port�on of total operat�ng revenues,  Cred�t-rat�ng 
firms assume that a LG normally w�ll be unable to 
collect some percentage (�n the U.S. �t �s from 2 to 
3 percent) of �ts property taxes w�th�n the year that 
the taxes are due. In the U.S. �f uncollected prop-
erty taxes r�se to more than 5 to 8 percent, rat�ng 
firms cons�der th�s a negat�ve factor because �t s�g-
nals potent�al �nstab�l�ty �n the property tax base.  
An �ncrease �n the rate of del�nquency for two con-
secut�ve years �s also cons�dered a negat�ve factor.  
D�fferent countr�es w�ll have d�fferent benchmark 
collect�on rates.

Warn�ng Trend— Increas�ng 
amount of uncollected prop-
erty taxes as a percentage of 
net property tax levy

Formula— Uncollected 
property taxes / Net prop-
erty tax levy

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

•

•

•
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1 Total (Gross) 
property tax levy

LG**

2 Exonerat�on of 
property taxes 
lev�ed

LG

3 Abatements of 
property taxes 
lev�ed

LG

4 Other reduct�ons 
to gross property 
taxes lev�ed

LG

5 Net property tax 
levy

L�ne 1 
m�nus 

L�ne 2, 3 
& 4

6 Uncollected prop-
erty taxes

LG

3 Uncollected prop-
erty taxes as a 
percentage of net 
property tax levy

L�ne 6 / 
L�ne 5*

*Plot the appropr�ate years and these figures on the follow�ng graph.
** Tax collector’s records may have the gross and net property tax levy as the 

same.  Some LGs techn�cally levy property taxes on non-taxable property and subse-
quently exonerate that levy.  Also the LG may have a procedure for resolv�ng contested 
property tax lev�es (abatements) and a procedure to reduce the b�lls of low-�ncome or 
fixed-�ncome taxpayers, elderly taxpayers or other spec�al classes.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for the analys�s.
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Is general econom�c decl�ne affect�ng taxpayers' ab�l�ty to make the�r tax 
payments?  Is a grow�ng proport�on of low- or fixed-�ncome property own-
ers hav�ng d�fficulty pay�ng property tax b�lls?  Would opt�onal �nstalment 
payments lessen the �mpact of one or two large payments?
Is the proport�on of d�stressed propert�es w�th�n the LG �ncreas�ng?  Can 
rehab�l�tat�on programs be �n�t�ated?  Can new uses be found for property 
whose or�g�nal use �s no longer econom�cally v�able?
Are collect�on procedures adequate, espec�ally �n regard to del�nquent 
taxes?
Is the percentage of uncollected taxes h�gher than �s assumed �n revenue 
est�mates?
Can del�nquency penalt�es be t�ed to the pr�me �nterest rate or to other 
short-term �nterest rates to d�scourage non-payment as a means of bor-
row�ng?  Can del�nquenc�es be made publ�c to d�scourage th�s pract�ce?
Doe the LG have the author�ty to place a l�en foreclosure on property for 
non-payment of property taxes?
Is the t�me lag between the due date for property tax payments and the 
date of l�en foreclosure short enough to encourage t�mely payment?

Suggest�ons for further analys�s—If uncollected property taxes are r�s�ng, fur-
ther �nvest�gat�on �s needed to determ�ne wh�ch classes of property taxpayers are not 
pay�ng; whether non-payments are r�s�ng �n commerc�al, �ndustr�al, or res�dent�al 
propert�es; whether certa�n ne�ghbourhoods are exper�enc�ng more trouble than oth-
ers; and whether one demograph�c group, for example, the elderly, �s hav�ng more 
trouble than others.  If, for example, the �nvest�gat�on shows that uncollected prop-
erty taxes are h�gh among low-�ncome elderly, �t m�ght make sense to exam�ne the 
poss�b�l�ty of �nst�tut�ng tax-rel�ef programs that allow property taxes to be deferred 
unt�l they can be pa�d from estate proceeds.

Suggest�ons for pol�cy statements—Pol�cy statements could suggest both an 
acceptable level of uncollected property taxes and procedures for collect�ng property 
taxes.  The follow�ng pol�cy statements can help local offic�als relate th�s �nd�cator to 
the�r financ�al dec�s�on mak�ng.

The annual level of uncollected property taxes w�ll not exceed ________ 
percent.
An aggress�ve pol�cy of collect�ng property tax revenues w�ll be followed.

•

•

•

•

•

•

•

•

•
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indiCATor 8: uSer CHArge CoverAge

The term user charge coverage refers to whether 
fees and charges cover the ent�re cost of prov�d�ng 
a serv�ce.  Th�s �nd�cator focuses only on programs 
(such as recreat�on or �nspect�on serv�ces) and not 
on bus�ness enterpr�se serv�ces, l�ke water ut�l�t�es, 
wh�ch are exam�ned �n Ind�cator 15, Enterpr�se 
Losses.  If the user charges cover all the costs, the 
coverage �s 100 percent.  If charges cover only half 
the costs, the coverage �s 50 percent.  As coverage 
decl�nes, the burden on other revenues to support 
the serv�ces �ncreases.  Because the typ�cal LG ac-
count�ng system does not employ cost-account�ng 
techn�ques, �t �s easy for �nflat�on and other fac-
tors to erode user charge coverage w�thout be�ng 
not�ced.

Warn�ng Trend— Decreas�ng 
revenues from user charges 
as a percentage of total ex-
pend�tures for related serv-
�ces

Formula— Revenues from 
user charges / Expend�tures 
for related serv�ces

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Revenues from 
fees and user 
charges

Worksheet 
2 (W2), 
l�ne 2

2 Expend�tures 
for serv�ces for 
wh�ch there �s 
a fee or user 
charge

W3, l�ne 15

3 User charge 
coverage

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Note:  A separate analysis should be done for each service with a 

charge or fee which represents a significant portion of the operating 

budget.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Are revenues from fees and user charges lower than the cost of prov�d�ng the 
serv�ce?  If so, �s th�s for any of the follow�ng reasons:

Were the full (d�rect and �nd�rect) costs not calculated when rates were 
set?
Is the charge not rev�ewed frequently enough to take �nflat�on and other 
econom�c pressures �nto account?
Is there a consc�ous dec�s�on not to cover 100 percent of the serv�ce 
costs?  Are there soc�al reasons not to �ncrease the charge?  Do nat�onal 
or other laws �nh�b�t charge adjustment?

Is user charge coverage decl�n�ng because the demand for serv�ce �s decreas�ng?  
Is decreased demand due to any of the follow�ng causes:

A decrease �n the need for serv�ces?
A decrease �n the qual�ty of serv�ces prov�ded?
An �ncrease �n user fees or charges?
Inadequate market�ng?
Are cost control and revenue collect�on procedures effect�ve?

Suggest�ons for further analys�s—If overall user charge coverage of costs �s de-
creas�ng, a deta�led analys�s of each charge should be made to p�npo�nt the causes.  
In LGs where tax l�m�tat�ons are �n effect, sw�tch�ng to (or �ncreas�ng) user charge 
fund�ng could help generate add�t�onal revenues.  It would therefore be useful �n as-
soc�at�on w�th th�s �nd�cator to exam�ne new areas �n wh�ch user charges could be 
�n�t�ated.  Analys�s could also be undertaken to see �f non-res�dents who are us�ng LG 
serv�ces can be charged for the�r use of those serv�ces.  The �mpact of user charges on 
low-�ncome res�dents �s another area for poss�ble study.

•

•

•

•
•
•
•
•
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Suggest�ons for pol�cy statements—Pol�cy statements could be developed to 
suggest both a des�rable level of user charge coverage and procedures for analyz�ng 
coverage �n the future.  The follow�ng pol�cy statements can help local offic�als relate 
th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

For each serv�ce assoc�ated w�th a user fee or charge, a set percentage of 
d�rect and �nd�rect costs (e.g., 50 percent, 75 percent, 100 percent) w�ll be 
covered by fees and charges.  Fees and charges w�ll be set to ensure that 
the spec�fic level of coverage �s met.
The full costs of user-fee-supported act�v�t�es w�ll be recalculated each 
year to determ�ne the �mpact of �nflat�on and other cost �ncreases.
User charges w�ll be rev�sed automat�cally each year, w�th (or w�thout) the 
rev�ew of the govern�ng board, to adjust for cost �ncreases or decreases.

indiCATor 9: revenue SHorTFAllS

Th�s �nd�cator exam�nes the d�fferences between 
revenue est�mates and revenues actually rece�ved 
dur�ng the fiscal year.  Major d�screpanc�es that 
cont�nue year after year can �nd�cate a decl�n�ng 
economy, �neffic�ent collect�on procedures, or �nac-
curate est�mat�ng techn�ques.  D�screpanc�es may 
also �nd�cate that h�gh revenue est�mates are be�ng 
made to accommodate pol�t�cal pressures.  If rev-
enue shortfalls are �ncreas�ng �n frequency or s�ze, 
a deta�led analys�s of each revenue should be made 
to p�npo�nt the source.

Warn�ng Trend— Increase 
�n revenue shortfalls as a 
percentage of actual net op-
erat�ng revenues

Formula— Revenue short-
falls / Net operat�ng rev-
enues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Actual net oper-
at�ng revenues 
(May or may not 
�nclude property 
taxes)

Worksheet 
2 (W2), l�ne 

13

2 Net operat�ng 
revenues budget-
ed (�n�t�al budget)

W2, l�ne 17

3 Revenue short-
falls

L�ne 2 m�-
nus L�ne 1

•

•

•
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4 Revenue short-
falls as percent-
age of actual 
net operat�ng 
revenues

L�ne 3 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is th�s trend caused by a deter�orat�ng revenue base?
Is �t due to adverse reg�onal or nat�onal trends or to a local problem?  Can 
the problem be �dent�fied?  See Ind�cator 1, Revenues per Cap�ta.
Is the trend due to prov�nce or central government �n�t�at�ves?
Are revenue est�mates made opt�m�st�cally h�gh �n order to balance the 
budget?
Is the trend due to �neffect�ve est�mat�ng procedures?  Would the follow�ng 
procedures �mprove est�mates?

Central�z�ng the organ�zat�onal respons�b�l�ty for prepar�ng the 
est�mates,
Develop�ng h�stor�cal data on each revenue source, or
Us�ng reg�onal and state agenc�es to �mprove the econom�c as-
sumpt�ons used to make est�mates.

Suggest�ons for further analys�s—If revenue shortfalls are �ncreas�ng �n fre-
quency or s�ze, a deta�led analys�s of each revenue should be made to p�npo�nt the 
cause.  

Suggest�ons for pol�cy statements—Pol�cy statements can be developed to sug-
gest procedures for forecast�ng revenues and adjust�ng for shortfalls.  The follow�ng 
pol�cy statements can help local offic�als relate th�s �nd�cator to the�r financ�al dec�-
s�on mak�ng.

•
•

•
•

•

•

•
•



339CHAPTER 4:  EVALUATING FINANCIAL CONDITION

All revenue forecasts shall be conservat�ve.
Regular reports compar�ng actual to budgeted revenues w�ll be prepared 
by the __________ (e.g., finance d�rector, treasurer) and presented to the 
_________ (e.g., manager, govern�ng body).

leArning AppliCATion

policy Maker _x_ Ceo _x_ Finance Manager _x_ department Head _x_

After rev�ew�ng the revenue �nd�cators, wh�ch are most useful from your role perspec-
t�ve �n the LG, and why? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

expendiTureS

Expend�tures are a rough measure of a LG’s serv�ce output.  Generally, the more a LG 
spends �n constant dollars, the more serv�ces �t �s prov�d�ng.  (Th�s formula does not 
take �nto account how effect�ve the serv�ces are or how effic�ently they are del�vered.)  
To determ�ne whether a LG �s l�v�ng w�th�n �ts revenues, the first �ssue to cons�der �s 
expend�ture growth rate.

Because most LGs are requ�red to have a balanced budget, �t would seem un-
l�kely that expend�ture growth would exceed revenue growth.  Nevertheless, the an-
nual budget can be balanced �n a number of subtle ways that w�ll create a long-run 
�mbalance �n wh�ch expend�ture outlays and comm�tments grow faster than revenues.  
Some of the more common ways are to borrow, use reserves, use bond proceeds for 
operat�ons, or s�phon small amounts from �ntergovernmental grants.  Other ways are 
to defer ma�ntenance on cap�tal assets or to defer fund�ng of a future l�ab�l�ty such as 
a pens�on plan.  In each of these cases, the annual budget rema�ns balanced, but the 
long-run budget develops a defic�t.  Although long-run defic�ts can be funded through 

•
•
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w�ndfalls such as grants or revenue surges created by �nflat�on, allow�ng such defic�ts 
to develop �s r�sky.

A second �ssue to cons�der �s expend�ture flex�b�l�ty.  Expend�ture flex�b�l�ty �s 
a measure of a LG’s freedom to adjust �ts serv�ce levels to chang�ng cond�t�ons, and 
cons�ders the level of mandatory or fixed costs.  Ideally, a LG’s expend�ture growth 
rate w�ll not exceed �ts revenue growth rate, and the LG w�ll have max�mum flex�b�l�ty 
to adjust spend�ng.  An �ncrease �n mandatory costs such as debt serv�ce, match�ng 
requ�rements, and pens�on benefits renders a LG less able to adjust to change.

Analyz�ng your LG’s expend�ture profile w�ll help you to �dent�fy the follow�ng 
types of problems:

Excess�ve growth of overall expend�tures as compared to revenue growth 
or growth �n commun�ty wealth (personal and bus�ness �ncome),
An undes�rable �ncrease �n fixed costs,
Ineffect�ve budgetary controls,
A decl�ne �n personnel product�v�ty, or
Excess�ve growth �n programs that create future expend�ture l�ab�l�t�es.

The �nd�cators shown �n the next sect�on can be used to mon�tor changes �n 
expend�tures.  The expend�ture �nd�cators are d�scussed �n deta�l �n the follow�ng 
pages. 

indiCATor 10:  expendiTureS per CApiTA

Changes �n per cap�ta expend�tures reflect changes 
�n expend�tures relat�ve to changes �n populat�on.  
Increas�ng per cap�ta expend�tures can �nd�cate 
that the cost of prov�d�ng serv�ces �s outstr�pp�ng 
the commun�ty’s ab�l�ty to pay, espec�ally �f spend-
�ng �s �ncreas�ng faster than the res�dents’ collect�ve 
personal �ncome.  From a d�fferent perspect�ve, �f 
the �ncrease �n spend�ng �s greater than can be ac-
counted for by �nflat�on or the add�t�on of new serv-
�ces, �t may �nd�cate decl�n�ng product�v�ty—that �s, 
that the LG �s spend�ng more real dollars to support 
the same level of serv�ces.

Warn�ng Trend— Increas�ng 
net operat�ng expend�tures 
per cap�ta (constant dollars)

Formula— Net operat�ng 
expend�tures (constant dol-
lars) / Populat�on

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

•

•
•
•
•
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1 Total net 
operat�ng ex-
pend�tures

Worksheet 
3 (W3), l�ne 

11

2 Consumer 
pr�ce �ndex 
(CPI) for the 
LG’s area

Central 
govt, un�-

vers�ty

3 CPI �n dec�-
mal

L�ne 2 / 
100

4 Net operat�ng 
expend�tures 
�n CPI base-
year dollars

L�ne 1 / 
L�ne 3

5 Current 
populat�on

W7, L�ne 1

6 Net operat-
�ng constant 
dollar expen-
d�tures per 
cap�ta

L�ne 4 / 
L�ne 5*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is the �ncrease caused by �ncreased levels of ex�st�ng serv�ces or by the 
add�t�on of new serv�ces?  Are there �ncreased revenues to pay for these 
�ncreased serv�ces?  Can user charges be �nst�tuted or �ncreased to pay 
for these serv�ces?  If not, should serv�ces be reduced?
If the �ncrease cannot be expla�ned by the add�t�on of new serv�ces, �s 
personnel product�v�ty or serv�ce effic�ency decl�n�ng?  Can changes �n 
management pract�ces or technology deal w�th th�s?

•

•
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Is the �ncrease l�nked to an �ncrease �n fixed costs, or �s �t due to �n-
creases �n programs that can be cut back at the d�scret�on of the LG?  See 
Ind�cator 12, F�xed Costs.
Is the �ncrease due to an �ncrease �n externally funded programs that are 
now fully funded and w�ll be for the�r durat�on, or �s �t due to externally 
funded programs for wh�ch only seed money has been suppl�ed, and for 
wh�ch the LG w�ll have to assume future fund�ng respons�b�l�ty?  In the 
second case, how w�ll these programs be funded �n the future?
Is the �ncrease due to an �ncrease �n mandated serv�ces?  Can the level of 
LG that mandates the serv�ces prov�de fund�ng?
Is the �ncrease due to construct�on of cap�tal fac�l�t�es that were funded by 
debt, mean�ng that the expend�ture burden w�ll be spread out over many 
years?  W�ll the debt serv�ce plus operat�ng costs of the new fac�l�t�es 
stra�n future budgets?  See the debt Ind�cators, 18-21.
Are per cap�ta expend�tures r�s�ng faster than per cap�ta revenues?  Is 
th�s stra�n�ng the LG's ab�l�ty to pay?  Are fund balances and reserves be-
�ng used to balance the budget?  See Ind�cator 14, Operat�ng Defic�ts.
Are per cap�ta expend�tures r�s�ng faster than personal �ncome or bus�-
ness act�v�ty?  Is th�s stra�n�ng c�t�zens' and bus�nesses' ab�l�ty to pay 
taxes?
Can expend�tures be reduced by any of the follow�ng means?

Consol�dat�ng support serv�ces to ach�eve econom�es of scale
Cross-tra�n�ng personnel to avo�d dupl�cat�ng funct�ons and re-
duce �dle t�me.
Contract�ng serv�ces or replac�ng full-t�me techn�cal staff w�th 
consultants or serv�ce bureaus.  (Note: serv�ces should be con-
tracted out only after a thorough analys�s has determ�ned con-
tract�ng out to be the less costly opt�on.  In some cases, the LG 
can st�ll prov�de serv�ces at a lower cost than any pr�vate contrac-
tor could.)
Us�ng more advanced management controls, �nformat�on systems, 
or technolog�es.
Transferr�ng funct�ons to other levels of government.
El�m�nat�ng programs that are no longer �mportant.
Pool�ng funds w�th other LGs for self-�nsur�ng, �nvest�ng �dle 
funds, etc.
Enter�ng �nto mutual a�d, serv�ce, or cooperat�ve purchas�ng 
agreements w�th other LGs.

Suggest�ons for further analys�s—L�ke the analys�s of per cap�ta revenues, anal-
ys�s of per cap�ta expend�tures should focus first on total expend�tures and then on 
changes �n �nd�v�dual expend�ture categor�es.  Expend�tures can be evaluated based 
on fund, funct�on (publ�c safety wh�ch �ncludes pol�ce, fire and health departments), 
or organ�zat�onal un�t (human resources, publ�c works, govern�ng body).  For th�s 
analys�s, you should construct a worksheet.  F�rst, l�st the category of expend�ture.  
Then, for each year you want to cons�der, wr�te �n the amount for each category and 

•

•

•

•

•

•

•
•

•
•

•

•

•
•
•
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calculate the percentage of the total year’s spend�ng that �t represents.  (Note: s�nce 
you are s�mply calculat�ng percentages of a total, you do not need to use constant 
dollars.  However, when you look at trends for any of these categor�es �n dollars rather 
than percentages, be sure to compute constant dollars.)

Suggest�ons for pol�cy statements—Pol�cy statements can be developed to sug-
gest procedures for mon�tor�ng expend�tures.  The follow�ng pol�cy statements can 
help local offic�als relate th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

Reports compar�ng actual revenues and expend�tures to budgeted 
amounts w�ll be prepared regularly.
Where poss�ble, performance measures and product�v�ty �nd�cators w�ll be 
�ntegrated �nto the budget.

indiCATor 11:  eMployeeS per CApiTA

Because personnel costs are a major port�on of 
any LG’s operat�ng budget, plott�ng changes �n the 
number of employees per cap�ta �s a good way to 
measure changes �n expend�tures.  An �ncrease �n 
employees per cap�ta m�ght �nd�cate that expend�-
tures are r�s�ng faster than revenues, that the LG �s 
becom�ng more labour �ntens�ve, or that personnel 
product�v�ty �s decl�n�ng.

Warn�ng Trend— Increas-
�ng number of LG employees 
per cap�ta

Formula— Number of LG 
employees / Populat�on

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Number of LG 
employees

Worksheet 
3 (W3), l�ne 

12

2 Current popula-
t�on

W7, l�ne 1

3 Number of LG 
employees per 
cap�ta

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.

•

•
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is employee product�v�ty decreas�ng?  Can measures be developed to 
evaluate and �mprove product�v�ty?
Has loss of grant fund�ng requ�red the LG to pay for workers prev�ously 
h�red under the grants?  If not, m�ght th�s happen �n the future
Have the commun�ty's populat�on character�st�cs changed, necess�tat�ng 
h�gher serv�ce levels?

Suggest�ons for further analys�s—The overall trend �n LG employment may 
mask �mportant underly�ng trends.  For example, wh�le overall LG employment may 
appear steady or even to have decreased sl�ghtly, �t may actually be on the r�se.  Let 
us say, for example, that employment �n publ�c safety �s �ncreas�ng wh�le employment 
�n publ�c works �s decreas�ng.  The net effect appears to be stab�l�ty.  But �f the jobs 
�n publ�c works have been contracted out, the LG �s �nd�rectly employ�ng add�t�onal 
people.  Add�t�onal analys�s can �dent�fy such patterns by (1) exam�n�ng changes �n 
employment patterns by department or serv�ce area, and (2) exam�n�ng decreases �n 
employment to see whether contract�ng out has subst�tuted pr�vate-sector workers 
for LG employees.

•

•

•
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indiCATor 12:  Fixed CoSTS

The operat�ng expend�tures of every LG are com-
posed �n part of mandatory and fixed expend�tures 
over wh�ch offic�als have l�ttle short-run control.  
These �nclude expend�tures to wh�ch the LG �s le-
gally comm�tted (such as debt serv�ce and pens�on 
benefits), as well as expend�tures �mposed by h�gh-
er levels of government (for example, educat�on).
The h�gher the level of fixed expend�tures, the less 
freedom local offic�als have to adjust spend�ng �n 
response to econom�c change.  F�xed costs become 
espec�ally �mportant dur�ng per�ods of financ�al re-
trenchment, s�nce mandatory expend�tures such as 
debt serv�ce are usually unaffected by a reduct�on 
�n serv�ce levels.

Warn�ng Trend— Increas�ng 
fixed costs as a percentage 
of net operat�ng expend�-
tures

Formula— F�xed costs / Net 
operat�ng expend�tures

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Total fixed costs Worksheet 
4 (W4), 
l�ne 8

2 Total net operat-
�ng expend�tures

W3, l�ne 
11

3 F�xed costs as 
percentage of net 
operat�ng expen-
d�tures

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

If �ncreases are due to serv�ces mandated by other governmental un�ts, 
can fund�ng be obta�ned from the un�ts mandat�ng the serv�ces?  Can the 
quant�ty or qual�ty of these serv�ces be reduced?
For externally mandated serv�ces for wh�ch fund�ng �s prov�ded, are all 
re�mbursable charges (�nclud�ng overhead) cons�stently b�lled at actual 
cost?
Is external fund�ng for mandated serv�ces decreas�ng, or not keep�ng pace 
w�th �nflat�on and other cost �ncreases?
Are �ncreases �n fixed costs created by �ncreases �n debt serv�ce?  W�ll old 
bonds be pa�d off soon, thereby reduc�ng fixed costs?  Can debt serv�ce 
schedules be mod�fied through long-term refund�ng?  See Ind�cator 20, 
Debt Serv�ce.
Are �ncreases �n fixed expend�tures due to prev�ous dec�s�ons, such as 
debt comm�tments, over wh�ch the LG no longer has control, or are they 
due to yearly dec�s�ons over wh�ch �t has future control?
If �ncreases are due to past dec�s�ons, are all the cost �mpl�cat�ons of 
these dec�s�ons clear for the current and future years?  Is there a plan for 
fund�ng these costs?  Are new dec�s�ons that w�ll comm�t the LG to future 
spend�ng s�m�larly analyzed?

Suggest�ons for further analys�s—E�ther an �ncrease or a decrease �n fixed costs 
can be a s�gnal for further �nvest�gat�on.  For example, �f a LG postpones �ssu�ng 
new debt for much-needed cap�tal projects, fixed costs for debt serv�ce w�ll decrease 
as old debt �s pa�d off, and th�s may appear to be a favourable s�gn.  But �f money 
that should be used to meet new debt serv�ce �s be�ng used for operat�ng expenses, 
�t may be d�fficult to �ssue the new debt as planned.  Any decreases �n fixed costs 
should therefore be carefully exam�ned to ensure that �mportant goals are not be�ng 
deferred.

Suggest�ons for pol�cy statements—Pol�cy statements can be developed to sug-
gest procedures for analyz�ng future fixed costs.  The follow�ng pol�cy statements can 
help local offic�als relate th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

Before the LG undertakes any agreements that create fixed costs, the cost 
�mpl�cat�ons (both operat�ng and cap�tal) of such agreements w�ll be fully 
determ�ned for th�s and future years.
All externally mandated serv�ces for wh�ch fund�ng �s ava�lable w�ll be 
fully costed out (�nclud�ng overhead) to allow for complete re�mbursement 
of expenses.

•

•

•

•

•

•

•

•
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indiCATor 13:  Fringe beneFiTS

The most common forms of employee benefits are 
pens�on plans, health and l�fe �nsurance, vacat�on, 
s�ck and hol�day leave, deferred compensat�on, au-
tomob�le allowances, d�sab�l�ty �nsurance, and ed-
ucat�onal and �ncent�ve pay.  Benefits represent a 
s�gn�ficant share of operat�ng costs, often amount-
�ng to more than 30 percent of employee compen-
sat�on.  Some benefits, such as health and l�fe �n-
surance, requ�re �mmed�ate cash outlays; some, 
such as pens�on benefits or accumulated vacat�on 
pay, can be deferred for ten to twenty years; others, 
such as accumulated hol�day and s�ck leave, may 
requ�re e�ther payment for the opportun�ty cost of 
not hav�ng the work done or payment to add�t�onal 
employees to handle the work.  Because the fund-
�ng and record�ng of employee benefits �s a complex 
process, these costs can escalate unnot�ced, stra�n-
�ng the LG’s finances.  

Warn�ng Trend— Increas�ng 
fr�nge benefit expend�tures 
as a percentage of salar�es 
and wages

Formula— Fr�nge benefit 
expend�tures / Salar�es and 
wages

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Cost of fr�nge 
benefits

Worksheet 
3 (W3), 
l�ne 2

2 Salar�es and 
wages

W2, l�ne 1

3 Fr�nge ben-
efit expen-
d�tures as a 
percentage of 
salar�es and 
wages

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.  Th�s �nd�-
cator can also be computed as Expend�tures for Fr�nge Benefits plus Pa�d Absences 
d�v�ded by Salary and Wages.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

What �s the or�g�n of the �ncrease?  Have new employee benefits been 
prov�ded?  Has the qual�ty or quant�ty of ex�st�ng employee benefits been 
�ncreased?  Do the LG's records make th�s �nformat�on expl�c�t?
Has the cost of current benefits �ncreased?  Can the LG reduce or control 
such costs?
Has the LG begun programs to reduce the cost of health �nsurance 
benefits, such as self-fund�ng �nsurance, d�rect contract�ng for serv�ces, 
�mplement�ng wellness efforts, or sw�tch�ng to managed care health plans 
for employees?
Are non-salary benefits, such as vacat�on pay, hol�day pay, and edu-
cat�onal �ncent�ves, be�ng costed on a dollar bas�s and �ncluded �n the 
budget?
If the LG �s assum�ng a greater share of fr�nge-benefit contr�but�ons, can 
these costs be �solated and negot�ated separately w�th employee groups?
Are accumulated pens�on and leave benefits funded on a current bas�s 
(�.e., fully funded)?  If not, �s there a plan for fund�ng them when they are 
due to be pa�d?  See Ind�cator 22, Unfunded Pens�on L�ab�l�ty, and Ind�ca-
tor 24, Accumulated Employee Leave.

Suggest�ons for pol�cy statements—Pol�cy statements can be developed to sug-
gest procedures for analyz�ng future costs of employee benefits.  The follow�ng pol�cy 
statements can help local offic�als relate th�s �nd�cator to the�r financ�al dec�s�on 
mak�ng.

All non salary benefits, such as vacat�on pay, hol�day pay, and educa-
t�onal �ncent�ves, w�ll be costed out, and the�r �mpact on future budgets 
w�ll be assessed.
All compensat�on negot�at�ons w�ll focus on total compensat�on: d�rect sal-
ary plus employer share of employee benefits.

•

•

•

•

•

•

•

•
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Cost analys�s of salary �ncreases w�ll �nclude the effect of such �ncreases 
on employer share of related employee benefit

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After rev�ew�ng the expend�ture �nd�cators, wh�ch are most useful from your role 
perspect�ve �n the LG, and why? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________

operATing poSiTion

Dur�ng a typ�cal year, a LG generates e�ther an operat�ng surplus or an operat�ng defi-
c�t.  An operat�ng surplus develops when current revenues exceed current expend�-
tures, an operat�ng defic�t when the reverse occurs.  In rare �nstances, revenues and 
expend�tures balance exactly.  An analys�s of operat�ng pos�t�on can help to �dent�fy 
the follow�ng s�tuat�ons:

A pattern of cont�nu�ng operat�ng defic�ts,
A decl�ne �n reserves,
A decl�ne �n l�qu�d�ty,
Ineffect�ve revenue forecast�ng techn�ques, or
Ineffect�ve budgetary controls.

The �nd�cators �n th�s sect�on can be used to mon�tor changes �n operat�ng 
pos�t�on. An operat�ng surplus or defic�t may be created �ntent�onally, by a pol�cy 
dec�s�on, or un�ntent�onally, because of the d�fficulty of prec�sely pred�ct�ng revenues 
and expend�tures or trends �n the underly�ng local and nat�onal econom�es.  Defic�ts 
are usually funded from unreserved fund balances; surpluses are usually used to 
�ncrease fund balances.

•

•
•
•
•
•
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indiCATor 14:  operATing deFiCiTS

An operat�ng defic�t occurs when current expend�-
tures exceed current revenues.  Th�s may not mean 
that the budget w�ll be out of balance (“budget defi-
c�t”), because reserves (“fund balances”) from pr�or 
years can be used to cover the d�fference.  It does 
mean, however, that dur�ng the current year, the 
LG �s spend�ng more than �t �s rece�v�ng.  Th�s may 
be caused by an emergency (such as a natural ca-
tastrophe) requ�r�ng a large �mmed�ate expend�ture.  
Or the spend�ng pattern may be part of a pol�cy to 
use accumulated surplus fund balances.  An oper-
at�ng defic�t �n any one year may not be cause for 
concern, but frequent and �ncreas�ng defic�ts can 
�nd�cate that current revenues are not support�ng 
current expend�tures and that ser�ous problems 
may l�e ahead.

Budgetary analys�s does not always reveal 
operat�ng defic�ts because they can be temporar-
�ly financed by short-term loans or by account�ng 
transact�ons that, for example, �nappropr�ately 
accrue future revenues or transfer surplus fund 
balances from other funds.  An analyst look�ng for 
operat�ng defic�ts should cons�der each fund sepa-
rately, so that a surplus �n one fund cannot h�de a 
defic�t �n another.  Analyz�ng funds separately also 
helps to p�npo�nt emerg�ng problems.

Cred�t �ndustry benchmarks—A cred�t-rat�ng 
firm would regard a current-year operat�ng defic�t 
as a m�nor warn�ng s�gnal; fund�ng pract�ces and 
the reasons for the defic�t would be carefully as-
sessed before �t would be cons�dered a negat�ve 
factor.  The follow�ng s�tuat�ons, however, would be 
g�ven cons�derably more attent�on and would prob-
ably be cons�dered negat�ve factors.

•	 Two consecut�ve years of operat�ng fund 
defic�ts.

•	 A current operat�ng fund defic�t greater 
than that of the prev�ous year.

•	 An operat�ng fund defic�t �n two or more 
of the last five years.

•	 An abnormally large defic�t-more than 5 
to 10 percent �n one year.

Warn�ng Trend—Increas�ng 
general operat�ng defic�ts as 
a percentage of net operat-
�ng revenues

Formula—General fund op-
erat�ng defic�ts / Net operat-
�ng revenues
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Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 General fund 
operat�ng defic�t

Worksheet 
1 (W1), l�ne 

14

2 Net operat�ng 
revenues

W2, l�ne 13

3 General fund 
operat�ng defic�t 
as percentage 
of net operat�ng 
revenues

L�ne 1 / 
L�ne 3*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

•	 Was the defic�t ant�c�pated dur�ng budget preparat�on?  Is �t expected to 
cont�nue �n future years?  W�ll surpluses or other sources of fund�ng be 
ava�lable?

•	 Is the defic�t be�ng funded by borrow�ng from surpluses �n other funds?  
Can these other funds afford the loan w�thout creat�ng problems later?

•	 Was the defic�t due to revenue shortfalls?  See Ind�cator 9, Revenue Short-
falls.
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•	 Was the defic�t caused by expend�ture overruns?  Were these due to �nac-
curate expend�ture est�mates at budget t�me or to �neffect�ve expend�ture 
controls dur�ng the fiscal year?

•	 Was the defic�t caused by an emergency?  Are suffic�ent reserves left for 
future emergenc�es?  See Ind�cator 16, Fund Balances.

Suggest�ons for pol�cy statements—Pol�cy statements could be developed to de-
fine budgetary procedures that would help prevent operat�ng defic�ts.  The follow�ng 
pol�cy statements can help local offic�als relate th�s �nd�cator to the�r financ�al dec�-
s�on mak�ng.

•	 All current operat�ng expend�tures w�ll be pa�d for w�th current operat�ng 
revenues.

•	 Budgetary procedures that fund current expend�tures at the expense of 
future needs, such as postpon�ng expend�tures, accru�ng future revenues, 
or roll�ng over short-term debt, w�ll be avo�ded.

indiCATor 15:  enTerpriSe loSSeS

Enterpr�se losses are a spec�al and h�ghly v�s�ble 
type of operat�ng defic�t because enterpr�se pro-
grams are expected to funct�on as �f they were 
commerc�ally operated pr�vate ent�t�es, rather than 
governmental “not for profit” ent�t�es.  Th�s means 
that the costs (expenses, �nclud�ng deprec�at�on) of 
prov�d�ng goods and serv�ces to the publ�c are to be 
recovered through user charges.  In add�t�on, enter-
pr�se operat�ons may need to �ssue revenue bonds 
to finance cap�tal �nvestment projects, and the �n-
terest rates and covenants assoc�ated w�th the �s-
suance of such bonds can be s�gn�ficantly affected 
by the operat�ng pos�t�on of the enterpr�se.

Enterpr�se fund programs common to LG are 
those for water, gas, and electr�c ut�l�t�es; sw�m-
m�ng pools; a�rports; park�ng garages; and trans�t 
systems.  In t�mes of financ�al stra�n, a LG can ra�se 
taxes to �ncrease support for an operat�ng fund pro-
gram.  Enterpr�ses, however, are typ�cally subject 
to the laws of supply and demand, and managers 
of such programs who ra�se user fees or rates may 
find that revenues actually decrease because cus-
tomers l�m�t the�r use of the serv�ce.

Warn�ng Trend— Recurr�ng 
enterpr�se losses (defic�ts) 
(constant dollars)

Formula— Enterpr�se prof-
�ts or losses �n constant dol-
lars

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 
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Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Enterpr�se oper-
at�ng results (net 
profit or loss)

Worksheet 
1 (W1), l�ne 

15

2 Consumer pr�ce 
�ndex (CPI) for 
LG’s area

Central 
govt, un�-

vers�ty

3 CPI �n dec�mal L�ne 2 / 
100

4 Enterpr�se oper-
at�ng results �n 
base-year dollars

L�ne 1 / 
l�ne 3*

*Plot the appropr�ate years and these figures on the follow�ng graph.  An analy-
s�s should be done for each enterpr�se.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
cause  (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Are operat�ng effic�ency and product�v�ty decreas�ng?
Are revenue rates h�gh enough to cover costs?  Are they per�od�cally 
rev�ewed?  Is analys�s performed for each class of customer to determ�ne 
costs?
Are cost controls adequate?
Is the demand for enterpr�se serv�ces decreas�ng for any of the follow�ng 
reasons?

o Decreased need for serv�ces,
o Decreased qual�ty of serv�ces,
o Increased pr�ces,
o Inadequate market�ng, or
o Compet�t�on from other prov�ders.

•
•

•
•
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Are reta�ned earn�ngs dropp�ng lower than the LG cons�ders des�rable?
Are reta�ned earn�ngs be�ng used to subs�d�ze operat�ng losses?  See Ind�-
cator 14, Operat�ng Defic�ts.
Are reserves be�ng used for purposes other than those or�g�nally �ntend-
ed?

Suggest�ons for pol�cy statements—A pol�cy statement could be developed to 
suggest a level of fees and charges that would prevent enterpr�se programs from op-
erat�ng at a defic�t.  The follow�ng pol�cy statement can help local offic�als relate th�s 
�nd�cator to the�r financ�al dec�s�on mak�ng.

All fees and charges for each enterpr�se fund w�ll be set at a level that 
fully supports the d�rect and �nd�rect cost of the act�v�ty.  Ind�rect costs 
�nclude annual deprec�at�on.  (See Ind�cator 27, Deprec�at�on Expense.)

indiCATor 16:  Fund bAlAnCeS

Pos�t�ve fund balances can also be thought of as 
reserves, although the “fund balance” entry on a 
LG’s annual report �s not always synonymous w�th 
“ava�lable for appropr�at�on.”  

The s�ze of a LG’s operat�ng fund balance can 
affect �ts ab�l�ty to w�thstand financ�al emergenc�es.  
It can also affect �ts ab�l�ty to accumulate funds for 
cap�tal �nvestments w�thout hav�ng to borrow.  In 
countr�es that allow �t, LGs usually try to operate 
each year at a small surplus to ma�nta�n pos�t�ve 
fund balances and thus ma�nta�n adequate re-
serves.

General reserves are usually carr�ed on the 
books as an unreserved fund balance �n the oper-
at�ng fund.  Somet�mes spec�al reserves are ma�n-
ta�ned �n a separate fund.  For example, reserves for 
replac�ng equ�pment such as computers or copy�ng 
mach�nes may be kept �n the fund balance of an 
�nternal serv�ce fund (�.e., a fund used to charge 
operat�ng departments for the use of equ�pment).  
Reserves can also be appropr�ated as a budget �tem 
�n some form of cont�ngency account.

Regardless of the way �n wh�ch reserves are 
recorded, an unplanned decl�ne �n fund balances 
may mean that the LG w�ll be unable to meet a fu-
ture need.

Warn�ng Trend— Decl�n�ng 
unreserved fund balances 
as a percentage of net oper-
at�ng revenues

Formula— Unreserved fund 
balances / Net operat�ng 
revenues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

•
•

•

•
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Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Unrestr�cted 
fund balance 
of general op-
erat�ng fund

Worksheet 
1 (W1), l�ne 

18

2 Net operat�ng 
revenues

W2, l�ne 13

3 Unrestr�cted 
fund balance 
of general 
fund as per-
centage of 
net operat�ng 
revenues

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Are fund balances dropp�ng lower than �s cons�dered des�rable?  Can they 
be rebu�lt?
Are fund balances be�ng used to subs�d�ze operat�ng defic�ts?  See Ind�ca-
tor 14, Operat�ng Defic�ts.
Are reserves be�ng used for purposes other than those they were or�g�nally 
set as�de for?

Suggest�ons for pol�cy statements—There are no set rules for determ�n�ng the 
appropr�ate level of reserves.  Much depends on c�rcumstances, such as the k�nds of 
natural d�sasters or hardsh�ps that the LG �s subject to and the adequacy of �ts �nsur-
ance coverage, the flex�b�l�ty of the LG’s revenue base, the overall financ�al health of 
the LG, prov�nce regulat�ons, and nat�onal econom�c cond�t�ons.  The follow�ng pol�cy 

•

•

•
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statements can help local offic�als relate th�s �nd�cator to the�r financ�al dec�s�on 
mak�ng.

A reserve w�ll be establ�shed to cope w�th emergenc�es.  Th�s reserve w�ll 
be ma�nta�ned at ________ percent of the operat�ng fund.
A cont�ngency reserve fund w�ll be establ�shed to prov�de for nonrecur-
r�ng unant�c�pated expend�tures, or to meet unexpected small �ncreases 
�n serv�ce del�very costs.  Th�s reserve w�ll be ma�nta�ned at __________ 
percent of the operat�ng fund.

•

•
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indiCATor 17:  liquidiTy

L�qu�d�ty refers to the flow of cash �n and out of 
the LG treasury.  LGs often rece�ve the�r revenues 
�n large �nstalments at �nfrequent �ntervals dur�ng 
the year.  If revenues are rece�ved before they need 
to be spent, the LG w�ll have a pos�t�ve l�qu�d�ty or 
pos�t�ve cash flow pos�t�on.  Excess l�qu�d�ty or “cash 
reserves” are a valuable cush�on aga�nst unexpected 
expend�tures.  If a LG has a negat�ve cash flow and 
no cash reserves, �t must e�ther borrow money from 
a bank or a h�gher level of government or �ssue some 
type of short-term notes (such as tax ant�c�pat�on 
notes) or put off pay�ng �ts employees and b�lls.
A good measure of a LG’s short-run financ�al cond�-
t�on �s �ts cash pos�t�on.  Cash pos�t�on, wh�ch �n-
cludes cash on hand and �n the bank, as well as 
other assets (short-term �nvestments) that can be 
eas�ly converted to cash, determ�nes a LG’s ab�l�ty 
to pay �ts short-term obl�gat�ons.  Th�s �s also known 
as l�qu�d�ty, and the �mmed�ate effect of �nsuffic�ent 
l�qu�d�ty �s �nsolvency—the �nab�l�ty to pay b�lls.  
Low or decl�n�ng l�qu�d�ty can �nd�cate that a LG has 
overextended �tself �n the long run.  A cash shortage 
may be the first s�gn.
Bus�nesses use a standard rat�o of l�qu�d�ty called 
the “qu�ck rat�o”: cash, short-term �nvestments, and 
accounts rece�vable d�v�ded by current l�ab�l�t�es 
(short-term debt, current port�on of long-term debt, 
accounts payable, accrued and other current l�ab�l�-
t�es).  If th�s rat�o �s less than one to one (or less than 
100 percent), the commerc�al ent�ty �s cons�dered to 
be fac�ng l�qu�d�ty problems.  Most of a commerc�al 
ent�ty’s accounts rece�vable, however, are collected 
w�th�n th�rty days; a LG’s rece�vables are usually not 
collected that qu�ckly.  Accord�ngly, the rat�o of cash 
and short-term �nvestments to current l�ab�l�t�es �s a 
better measure of a LG’s l�qu�d�ty.
Compar�ng cash and short-term �nvestments to cur-
rent l�ab�l�t�es �s also referred to as current account 
analys�s.  In th�s term�nology, an excess of l�ab�l�t�es 
over cash and short-term �nvestments (a rat�o of less 
than one to one) would be referred to as a current ac-
count defic�t, and the reverse (a rat�o of greater than 
one to one) would be a current account surplus.

Warn�ng Trend— Decreas-
�ng amount of cash and 
short-term �nvestments as 
a percentage of current l�-
ab�l�t�es

Formula— Cash and short-
term �nvestments / Cur-
rent l�ab�l�t�es

Cred�t �ndustry bench-
marks—A l�qu�d�ty rat�o 
of less than one to one (a 
current account defic�t) �s 
cons�dered a negat�ve fac-
tor, but �t would be m�t�-
gated by a trend of three or 
more years that shows that 
the rat�o w�ll exceed one to 
one �n the com�ng year.  A 
less than one-to-one rat�o 
for more than three years 
�s cons�dered a dec�dedly 
negat�ve factor.
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Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Cash and short-
term �nvest-
ments

Worksheet 
1 (W1), 
l�ne 3

2 Total current l�-
ab�l�t�es

W1, l�ne 9

3 Cash and short-
term �nvest-
ments as a per-
centage of total 
current l�ab�l�t�es

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Are current expend�tures h�gher than can be supported by current rev-
enues?  See Ind�cator 1, Revenues per Cap�ta; Ind�cator 10, Expend�tures 
per Cap�ta; and Ind�cator 14, Operat�ng Defic�ts.
Is there an effic�ent system �n place for generat�ng b�lls for money owed to 
the LG?
Are b�lls collected promptly?  Is there a good system for �dent�fy�ng over-
due accounts?
Are re�mbursements for grant expend�tures and other �ntergovernmental 
payments requested and pa�d promptly?
Does the LG's report�ng system show monthly cash ava�lab�l�ty?
Are cash needs ant�c�pated early enough to acqu�re the cash?

•

•

•

•

•
•
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Are projected expend�tures and revenues rout�nely compared?  Can large 
expend�tures be scheduled to co�nc�de w�th revenue flows?

Suggest�ons for pol�cy statements—Pol�c�es could be set both for levels of l�-
qu�d�ty and cash management procedures.  The follow�ng statements can help local 
offic�als relate th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

A cash-flow analys�s w�ll be made of all funds on a regular bas�s.  D�s-
bursement, collect�on, and depos�t�on of all funds w�ll be scheduled to 
ensure max�mum cash ava�lab�l�ty.
The account system w�ll prov�de regular �nformat�on about cash pos�t�on 
and �nvestment performance.
When perm�tted by law, cash from several d�fferent funds w�ll be pooled 
for �nvestment.
At least ___________ percent of all �dle cash w�ll be cont�nuously �nvested.

indiCATor 18:  CurrenT liAbiliTieS

Current l�ab�l�t�es are defined as the sum of all l�-
ab�l�t�es due at the end of the fiscal year, �nclud�ng 
short-term debt, current port�on of long-term debt, 
all accounts payable, accrued l�ab�l�t�es, and other 
current l�ab�l�t�es.
A major component of current l�ab�l�t�es may be 
short-term debt �n the form of loans from other lev-
els of government or from banks.  Although short-
term borrow�ng �s an accepted way to deal w�th un-
even cash flow, an �ncreas�ng amount of short-term 
debt outstand�ng at the end of success�ve years 
can �nd�cate l�qu�d�ty problems, defic�t spend�ng, or 
both.
Cred�t �ndustry benchmarks—The cred�t �ndustry 
cons�ders the follow�ng s�tuat�ons negat�ve factors: 

(1) Short-term debt outstand�ng at the end of the 
year exceed�ng 5 percent of operat�ng revenues (�n-
clud�ng tax ant�c�pat�on notes but exclud�ng bond 
ant�c�pat�on notes), and (2) a two-year trend of �n-
creas�ng short-term debt outstand�ng at the end of 
the fiscal year (�nclud�ng tax ant�c�pat�on notes).  
Note that these benchmarks are only for the short-
term debt port�on of current l�ab�l�t�es.

Warn�ng Trend— Increas�ng 
current l�ab�l�t�es at the end 
of the year as a percentage 
of net operat�ng revenues

Formula— Current l�ab�l�t�es 
/ Net operat�ng revenues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

•

•

•

•

•
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1 Total current l�-
ab�l�t�es

Worksheet 
1 (W1), 
l�ne 9

2 Net operat�ng 
revenues

W2, l�ne 13

3 Current l�ab�l�t�es 
as a percentage 
of net operat�ng 
revenues

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is short-term debt be�ng used to fund an operat�ng defic�t?  See Ind�cator 
14, Operat�ng Defic�ts.
Are accounts payable be�ng postponed to cope w�th revenue shortfalls or 
over expend�tures?  See Ind�cator 17, L�qu�d�ty.
Are the accounts rece�vable that may be secur�ng short-term debt val�d 
and currently collect�ble?
Are techn�ques for collect�ng accounts rece�vable effect�ve? 
Are there procedures for prompt recogn�t�on and collect�on of money owed 
to the LG?
Are techn�ques for manag�ng and project�ng cash flow accurate and ef-
fic�ent?
Are expend�ture overruns caus�ng �ncreased borrow�ng?

Suggest�ons for pol�cy statements—Pol�c�es should be developed to prov�de 
gu�del�nes for: (1) levels of outstand�ng short-term debt, and (2) procedures for us�ng 
and ret�r�ng short-term debt.  The follow�ng pol�cy statements can help local offic�als 
relate th�s �nd�cator to the�r financ�al dec�s�on mak�ng.

•

•

•

•
•

•

•
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Tax ant�c�pat�on notes w�ll be ret�red annually, and bond ant�c�pat�on 
notes w�ll be ret�red w�th�n s�x months of the complet�on of the project.
Short-term debt outstand�ng at the end of the year w�ll not exceed 5 
percent of net operat�ng revenues (�nclud�ng tax ant�c�pat�on notes but 
exclud�ng bond ant�c�pat�on notes).

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After operat�ng pos�t�on �nd�cators, wh�ch are most useful from your role perspect�ve 
�n the LG, and why? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

debT indiCATorS

Debt �s an effect�ve way to finance cap�tal �nvestments to even out short-term revenue 
flows, but �ts m�suse can cause ser�ous financ�al problems.  Even a temporary �n-
ab�l�ty to repay debt can damage a LG’s cred�t rat�ng, wh�ch can �n turn �ncrease the 
cost of future borrow�ng.

LGs usually use short-term debt to make up for uneven cash flows.  Revenue 
shortfalls or over expend�tures may occas�onally prevent repayment of a short-term 
debt dur�ng the year �n wh�ch �t was borrowed, �n wh�ch case the LG may choose to 
repay the loan and then re-borrow the money.  The or�g�nal loan �s, �n effect, repa�d 
from the proceeds of the new loan.  Th�s �s called “roll�ng over” the debt and has the 
net effect of turn�ng a short-term debt �nto a long-term debt.  If th�s pract�ce cont�n-
ues over a number of years, and the amount of outstand�ng debt �ncreases each year, 
�t may be an �nd�cat�on that the debt �s be�ng used to finance operat�ng defic�ts-a sure 
s�gn of financ�al problems.

•

•
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The most common forms of long-term debt are long-term loans, general obl�-
gat�on and revenue bonds.  Even when these types of debt are used exclus�vely for 
cap�tal projects, LGs need to ensure that the�r outstand�ng debt does not exceed the�r 
ab�l�ty to repay as measured by the wealth of the commun�ty (property value or per-
sonal and bus�ness �ncome).  Another way to evaluate ab�l�ty to repay �s to cons�der 
the amount of pr�nc�pal and �nterest, or debt serv�ce, that the LG �s obl�gated to repay 
each year.  Also to be cons�dered are overlapp�ng debt and other LG’s debts aga�nst 
wh�ch the LG has pledged �ts full fa�th and cred�t (such as school or sewer d�str�cts).  
These terms are defined �n subsequent pages.

Under the most favourable c�rcumstances, a LG’s debt �s proport�onal �n s�ze 
and rate of growth to �ts tax base; does not extend past the useful l�fe of the fac�l�t�es 
that �t finances; �s not used to balance the operat�ng budget; does not requ�re repay-
ment schedules that put excess�ve burdens on operat�ng expend�tures; and �s not so 
h�gh as to jeopard�ze the LG’s cred�t rat�ng.

An exam�nat�on of your LG’s debt structure can reveal the follow�ng:

Inadequac�es �n cash management procedures or expend�ture controls,
Increas�ng rel�ance on long-term debt,
Decreas�ng expend�ture flex�b�l�ty (due to �ncreased fixed costs �n the form 
of debt serv�ce),
Use of short-term debt to finance current operat�ons,
Sudden large �ncreases or decreases �n future debt serv�ce, or
The amount of add�t�onal debt that the commun�ty can absorb.

The �nd�cators shown �n th�s sect�on can be used to mon�tor changes �n debt 
structure.  The debt �nd�cators are d�scussed �n deta�l �n the follow�ng pages.

•
•
•

•
•
•
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indiCATor 19:  long-TerM debT

D�rect debt �s bonded debt for wh�ch the LG has 
pledged �ts full fa�th and cred�t.  It does not �n-
clude the debt of overlapp�ng jur�sd�ct�ons, such 
as separate school or sewer d�str�cts, even �f the 
LG has pledged �ts full fa�th and cred�t for such 
debts.
Self-support�ng debt �s bonded debt that the 
LG has pledged to repay from a source sepa-
rate from �ts general tax revenues.  Examples 
would �nclude a water bond that �s repa�d from 
the �ncome of the water ut�l�ty, and spec�al as-
sessment bonds that are repa�d from spec�al 
charges lev�ed on spec�fic propert�es w�th�n a 
spec�al assessment d�str�ct.
Net d�rect debt �s d�rect debt m�nus self-sup-
port�ng debt.  An �ncrease �n net d�rect bonded 
long-term debt as a percentage of assessed val-
uat�on can mean that the LG’s ab�l�ty to repay 
�s d�m�n�sh�ng—assum�ng that the LG depends 
on the property tax to pay �ts debts.  Long-term 
debt dependent on other revenues, such as sales 
tax, should be calculated as a percentage of the 
revenue sources on wh�ch �t depends.

Warn�ng Trend— Increas�ng net 
d�rect bonded long-term debt as 
a percentage of assessed valu-
at�on

Formula— Net d�rect bonded 
long-term debt / Assessed valu-
at�on
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Cred�t �ndustry benchmarks—
Cred�t �ndustry benchmarks for 
assess�ng long-term debt often 
�nclude the net d�rect bonded 
debt of the LG, as well as the 
bonded debt of overlapp�ng ju-
r�sd�ct�ons that �s geograph�cal-
ly appl�cable to the LG.  In th�s 
chapter, net d�rect bonded debt 
plus overlapp�ng bonded debt �s 
referred to as overall net debt.  
Warn�ng s�gnals for overall net 
debt are as follows:

Overall net debt exceed-
�ng 10 percent of assessed 
valuat�on
An �ncrease of 20 percent 
over the prev�ous year �n 
overall net debt as a per-
centage of market valuat�on
Overall net debt as a per-
centage of market valuat�on 
�ncreas�ng 50 percent over 
the figure for four years 
earl�er
Overall net debt per cap�ta 
exceed�ng 15 percent of per 
cap�ta personal �ncome
Net d�rect debt exceed�ng 
90 percent of the amount 
author�zed by state law.

•

•

•

•

•

The long-term debt �nd�cator uses assessed 
valuat�on �n the denom�nator and assumes that 
property taxes are the pr�mary source of debt re-
payment.  You may, however, want to use a d�f-
ferent denom�nator �f your LG’s pr�mary source 
of revenue �s not the property tax.
Debt can also be mon�tored on a per cap�ta ba-
s�s.  Th�s approach �s espec�ally useful for com-
mun�t�es that do not rely heav�ly on property 
taxes and that cannot eas�ly compute a subst�-
tute revenue base for compar�son.  The per cap-
�ta measure relates debt �ncreases to changes 
�n populat�on s�ze.  As the populat�on �ncreases, 
cap�tal needs and, hence, long-term debt, would 
be expected to �ncrease.  If, however, long-term 
debt �s �ncreas�ng as populat�on stab�l�zes or de-
cl�nes, debt levels may be reach�ng or exceed�ng 
the LG’s ab�l�ty to pay.  Th�s assumes that the 
ab�l�ty to generate revenue and to repay debt �s 
d�rectly related to populat�on s�ze, but th�s may 
not be true �f the populat�on change �s caused 
by a change �n fam�ly s�ze and not �n number 
of households.  In th�s case, subst�tut�ng per 
household for per cap�ta figures �n the denom�-
nator may make sense.
Long-term debt should not exceed the LG’s re-
sources for pay�ng the debt.  If th�s does occur, 
the LG may have d�fficulty obta�n�ng add�t�onal 
cap�tal funds, may have to pay a h�gher rate of 
�nterest for them, and may have d�fficulty repay-
�ng ex�st�ng debt.
When graph�ng th�s �nd�cator, �t m�ght be help-
ful to draw �n warn�ng l�nes as suggested �n the 
sect�on on cred�t �ndustry benchmarks.

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Assessed valu-
at�on

Worksheet 
7 (W7), 
l�ne 7

2 Net d�rect long-
term debt

W1, l�ne 10
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3 Net d�rect long-
term debt as a 
percentage of 
assessed valu-
at�on

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.  Popula-
t�on or personal �ncome can also be subst�tuted �n place of or �n add�t�on to assessed 
valuat�on.  

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is assessed valuat�on, populat�on, or another pr�mary revenue base de-
cl�n�ng?  See Ind�cator 24, Populat�on, and Ind�cator 26, Property Value.
Is long-term debt �ncreas�ng?  If so, cons�der the follow�ng quest�ons:

Is the LG becom�ng more rel�ant on long-term debt to finance 
cap�tal projects?
How much add�t�onal debt w�ll need to be �ncurred �n the next 
three to five years?
Are debt proceeds be�ng used to fund ongo�ng operat�ons?
Is the �ncrease a trend, or �s �t caused by a debt �ssued for a one-
t�me-only cap�tal project, such as a new LG bu�ld�ng?
What was the amount of long-term debt before the �ncrease?  Was 
�t low to moderate, or was the amount already stra�n�ng the LG’s 
ab�l�ty to pay?  See Ind�ctor 20, Debt Serv�ce.

Suggest�ons for pol�cy statements—A number of pol�cy statements can—and 
probably should—be set to suggest des�rable levels of over-all net debt as well as pro-
cedures for �ssu�ng new debt.  For example, statements could be developed to match 
the cred�t �ndustry benchmarks (e.g., overall net debt w�ll not exceed 10 percent of 
assessed valuat�on, or overall net debt per cap�ta w�ll not exceed 15 percent of per 
cap�tal personal �ncome).  Of course, t�ghter l�m�ts than those suggested by the cred�t 
�ndustry benchmarks could also be set.

•

•

•

•

•
•

•
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The follow�ng pol�cy statements can help local offic�als relate th�s �nd�cator to 
the�r financ�al dec�s�on mak�ng.

Proceeds from long-term debt w�ll not be used for current, ongo�ng opera-
t�ons.
Long-term borrow�ng w�ll be confined to cap�tal �nvestments too large to 
be financed from current revenues.
Bonds w�ll be pa�d back w�th�n a per�od not to exceed the expected useful 
l�fe of the cap�tal �nvestment.
Where poss�ble, spec�al assessment, revenue, or self-support�ng bonds 
w�ll be used �nstead of general obl�gat�on bonds.
Good commun�cat�on w�th bond rat�ng agenc�es w�ll be ma�nta�ned, and a 
pol�cy of full d�sclosure on every financ�al report and bond prospectus w�ll 
be followed.

indiCATor 20: debT ServiCe

Debt serv�ce �s defined here as the amount of pr�n-
c�pal and �nterest that a LG must pay each year on 
net d�rect bonded long-term debt plus the �nterest 
�t must pay on d�rect short-term debt.  Increas�ng 
debt serv�ce reduces expend�ture flex�b�l�ty by add-
�ng to the LG’s obl�gat�ons.  Debt serv�ce can be a 
major part of a LG’s fixed costs, and �ts �ncrease 
may �nd�cate excess�ve debt and fiscal stra�n.
Cred�t �ndustry benchmarks—Debt serv�ce on net 
d�rect debt exceed�ng 20 percent of operat�ng rev-
enues �s cons�dered a potent�al problem.  Ten per-
cent �s cons�dered acceptable.

Warn�ng Trend— Increas�ng 
net d�rect debt serv�ce as a 
percentage of net operat�ng 
revenues
Formula— Net d�rect debt 
serv�ce / Net operat�ng rev-
enues

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Total net d�rect 
debt serv�ce

Worksheet 
3 (W3), 
l�ne 8

2 Net operat�ng 
revenues

W2, l�ne 13

3 Net d�rect debt 
serv�ce as a 
percentage of 
net operat�ng 
revenues

L�ne 1 / 
L�ne 2*

•

•

•

•

•
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*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (what can be done?).  The follow�ng are suggested start�ng po�nts for 
th�s analys�s.

Is the �ncrease caused by an �ncrease �n long-term or short-term debt?  If 
so, rev�ew �nd�cators 18 and 19, Current L�ab�l�t�es and Long-term Debt.
Is the �ncrease due to �ncreases �n the �nterest rate rather than to �ncreas-
es �n pr�nc�pal?  Can the LG �mprove �ts cred�t rat�ng to reduce �nterest 
rates �n the future?
Can debt �ssued at a relat�vely h�gh �nterest rate be refinanced at an ap-
prec�ably lower rate to reduce the annual amount of debt serv�ce?
What are the projected debt serv�ce requ�rements over the next ten years?  
W�ll they �ncrease or decrease dramat�cally at any po�nt?

Suggest�ons for pol�cy statements—Pol�cy statements could be developed to 
suggest des�rable levels of debt serv�ce as well as procedures for analyz�ng future debt 
serv�ce.  The follow�ng pol�cy statements can help local offic�als relate th�s �nd�cator to 
the�r financ�al dec�s�on mak�ng.

Total debt serv�ce for general obl�gat�on debt w�ll not exceed 10 percent of 
net operat�ng revenues.
Before bonded long-term debt �s �ssued, the �mpact of debt serv�ce on 
total annual fixed costs w�ll be analyzed.

•

•

•

•

•

•
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indiCATor 21:  overlApping debT

Overlapp�ng debt �s the net d�rect debt of another 
LG or governmental ent�ty that �s �ssued aga�nst a 
tax base w�th�n part or all of the geograph�c bound-
ar�es of the LG.  Examples of other governmental 
ent�t�es that may overlap  LGs are schools, street 
l�ght�ng or sewer d�str�cts.  The level of overlapp�ng 
debt �s only that debt appl�cable to the property 
that the LG and governmental ent�ty share.
Overlapp�ng debt �s �mportant because �t measures 
the ab�l�ty of the ent�re commun�ty’s tax base to 
repay the debt obl�gat�ons �ssued by all of �ts gov-
ernmental and quas�-governmental jur�sd�ct�ons.  
Also, �f other jur�sd�ct�ons default, the LG may have 
a cont�ngent, moral, or pol�t�cal obl�gat�on to as-
sume the debt or prov�de the serv�ces or both.  As 
w�th long-term debt of the LG �tself, �ncreases �n 
overlapp�ng debt can be measured �n terms of as-
sessed valuat�on or other appropr�ate tax base or 
repayment source.

Warn�ng Trend— Increas-
�ng long-term overlapp�ng 
bonded debt as a percentage 
of assessed valuat�on

Formula— Long-term over-
lapp�ng bonded debt / as-
sessed valuat�on

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Overlapp�ng 
long-term debt

Worksheet 
1 (W1), l�ne 

11

2 Assessed valu-
at�on

W7, l�ne 7

3 Overlapp�ng 
long-term debt 
as a percent-
age of assessed 
valuat�on

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s

•	 To what extent �s your LG d�rectly l�able for the debt of other governmental 
ent�t�es or agenc�es?

•	 Are overlapp�ng governmental ent�t�es financ�ally healthy?  If one were to 
default, would your LG be under pressure to ass�st �t financ�ally or to prov�de 
the serv�ce?

Several other data sources can be subst�tuted for assessed valuat�on �n the 
denom�nator of th�s �nd�cator.  Per cap�ta personal �ncome �s an alternate measure 
of ab�l�ty to repay debt.  Populat�on can be another cho�ce, �f your LG does not rely 
heav�ly on property taxes.  Where the total populat�on �s decreas�ng but the number 
of households �s stable, “per household” can be subst�tuted for populat�on.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After rev�ew�ng debt �nd�cators, wh�ch are most useful from your role perspect�ve �n 
the LG, and why? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________

unFunded liAbiliTieS

An unfunded l�ab�l�ty �s one that has been �ncurred dur�ng the current or a pr�or year, 
that does not have to be pa�d unt�l a future year, and for wh�ch reserves, or funds, 
have not been set as�de.  It �s s�m�lar to long-term debt �n that �t represents a legal 
comm�tment to pay at some t�me �n the future.  If such obl�gat�ons are perm�tted to 
grow over a long per�od of t�me, they can have a substant�al effect on a LG’s financ�al 
cond�t�on.

Two types of unfunded l�ab�l�t�es are cons�dered here:  pens�on l�ab�l�ty and 
employee leave (compensated absences) l�ab�l�ty.  Both have s�gn�ficant potent�al to 
affect a LG’s financ�al cond�t�on because:

1. They do not show up �n the ord�nary financ�al records �n a way that 
makes the�r �mpact easy to assess, and

2. They accumulate gradually over t�me.

Pens�on and employee leave l�ab�l�t�es may go unnot�ced unt�l they have created 
severe problems.  An analys�s of a LG’s unfunded l�ab�l�t�es can answer the follow�ng 
quest�ons:

Is the pens�on l�ab�l�ty �ncreas�ng?   How fast �s �t grow�ng?   How much �s 
unfunded?
Are pens�on contr�but�ons suffic�ent so that pens�on system assets and 
�nvestment earn�ngs are keep�ng pace w�th the growth �n benefits?
Is the amount of unused vacat�on and s�ck leave per employee �ncreas�ng?
Are pol�c�es for the payment of unused vacat�on and s�ck leave real�st�c 
compared to the LG’s ab�l�ty to pay?

The follow�ng �nd�cators can be used to mon�tor changes �n unfunded l�ab�l�-
t�es.

•

•

•
•
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indiCATor 22:  unFunded penSion liAbiliTy

Pens�on plans can represent a s�gn�ficant expend�-
ture obl�gat�on.  Bas�cally, there are two ways to 
fund pens�on plans:  e�ther when benefits need to 
be pa�d (“pay as you go”), or as benefits are accrued, 
�n wh�ch case the money �s �nvested �n a reserve 
aga�nst the t�me when benefits w�ll have to be pa�d 
(“full fund�ng”.)  Under the pressure of balanc�ng 
the annual budget, some governments choose the 
pay-as-you-go approach or a part�al fund�ng ap-
proach.  E�ther approach can work on a short-term 
bas�s.  Deferral, however, can create a more ser�ous 
problem �n a future year than �s be�ng avo�ded �n 
the current year—�f the dollars are not ava�lable �n 
the future year to meet the pens�on obl�gat�ons.

Growth �n unfunded l�ab�l�ty for vested ben-
efits places an �ncreas�ng burden on the tax base.  
The s�gn�ficance of th�s burden �s relat�on to the 
commun�ty’s ab�l�ty to pay can be measured by 
compar�ng the unfunded l�ab�l�ty to changes �n as-
sessed valuat�on.  Th�s compar�son assumes that 
the ab�l�ty to pay �s d�rectly related to assessed 
valuat�on, as would be the case �f property taxes 
were the pr�mary source of revenue for the payment 
of vested benefits.  If another revenue source w�ll be 
the pr�mary source for the payment of pens�on l�a-
b�l�t�es, that source can be subst�tuted for assessed 
valuat�on.  In cases where assessed valuat�on or 
other categor�es of the revenue base do not seem 
appropr�ate, the per cap�tal measure can be used 
to show the growth of pens�on l�ab�l�ty �n relat�on to 
populat�on growth; th�s measure assumes that the 
commun�ty’s ab�l�ty to generate revenues �s d�rectly 
related to populat�on s�ze.

Warn�ng Trend— Increas�ng 
unfunded pens�on l�ab�l�ty 
as a percentage assessed 
valuat�on

Formula— Unfunded pen-
s�on l�ab�l�ty / Assessed 
valuat�on

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Unfunded pen-
s�on l�ab�l�ty 
(vested benefits)

Worksheet 
6 (W6), 
l�ne 1

2 Assessed valua-
t�on of property

W7, l�ne 7
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3 Unfunded pen-
s�on l�ab�l�ty 
(vested benefits) 
as a percent-
age of assessed 
valuat�on

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?)  The follow�ng are suggested start�ng po�nts for 
th�s analys�s:

In the next five to ten years, �s there suffic�ent fund�ng to pay ant�c�pated 
benefit d�sbursements?   If not, �s there a plan for �ncreas�ng fund�ng?
Have recent changes �n pens�on plan benefits or actuar�al assumpt�ons 
�ncreased the unfunded  pens�on l�ab�l�ty?   Can employee contr�but�ons 
be �ncreased or future benefits reduced?
Has the �nterest earned from pens�on assets decreased?  Is th�s due to 
general econom�c cond�t�ons, �ncreases �n pens�on plan costs, or poor 
cash and �nvestment management?
Have employee contr�but�ons dropped because workers are w�thdraw-
�ng from the plan?   Has the proport�on of part�c�pants rece�v�ng benefits 
�ncreased due to ret�rement, term�nat�on, or change �n payment pol�c�es?  
If such factors are creat�ng a problem, can new pol�c�es be adopted to deal 
w�th them?  
Have actuar�al assumpt�ons been too opt�m�st�c?  Has the plan been de-
s�gned and analyzed by a profess�onal actuary?

Suggest�ons for pol�cy statements—The techn�cal nature of th�s �nd�cator makes 
�t d�fficult to suggest any pol�cy statements, except perhaps that “The budget w�ll 
prov�de for adequate fund�ng of all ret�rement systems.”

•

•

•

•

•
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indiCATor 23:  penSion ASSeTS

A pens�on plan’s assets are held pr�mar�ly as cash 
or �nvestments.  A decl�ne �n the rat�o of plan assets 
to benefits due can �nd�cate ser�ous problems �n the 
management of the pens�on plan.  An add�t�onal 
rat�o to cons�der the annual amount of pens�on 
rece�pts as a percentage of annual benefits pa�d, 
wh�ch focuses more spec�fically on a pens�on plan’s 
ab�l�ty to meet �ts current cash requ�rements.

Warn�ng Trend— Decreas-
�ng value of pens�on plan 
assets as a percentage of 
benefits pa�d

Formula— Pens�on plan as-
sets / Annual pens�on ben-
efits pa�d

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Pens�on plan 
assets

Worksheet 
6 (W6), 
l�ne 3

2 Pens�on ben-
efits pa�d

W6, l�ne 4

3 Pens�on plan 
assets as a 
percentage of 
benefits pa�d

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the trend �s observed, you should try to determ�ne 
�ts causes and �ts s�gn�ficance and to dev�se act�on steps for address�ng �t.  A start�ng 
po�nt for th�s analys�s would be to rev�ew the “Suggest�ons for Analys�s” under �nd�ca-
tor 22, Unfunded Pens�on L�ab�l�ty.

indiCATor 24:  ACCuMulATed eMployee leAve

LGs usually allow the�r employees to accumulate 
some port�on of unused vacat�on and s�ck leave 
to be pa�d at term�nat�on or ret�rement.  Although 
leave benefits �n�t�ally represent only the opportu-
n�ty cost of not hav�ng work performed, these ben-
efits become a real cost when employees are actu-
ally pa�d for the�r accumulated leave, e�ther dur�ng 
the�r employment or at term�nat�on or ret�rement.

Warn�ng Trend— Increas�ng 
number of unused vacat�on 
and s�ck leave days per em-
ployee

Formula— Total days of un-
used vacat�on and s�ck leave 
/ Number of employees

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2005

1 Total days 
of unused 
vacat�on and 
hol�day leave

Worksheet 
3 (W3), l�ne 

13

2 Total days of 
unused s�ck 
leave

W3, l�ne 14

3 Total days of 
unused vaca-
t�on and s�ck 
leave

L�ne 1 + 
L�ne 2

4 Number of LG 
employees

W3, L�ne 
12

5 Days of un-
used vacat�on 
and s�ck leave 
per employee

L�ne 3 / 
L�ne 4

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?)  The follow�ng are suggested start�ng po�nts for 
th�s analys�s.

Has the �ncrease been created by changes �n pol�c�es on accumulated 
leave?  Are long-term costs of changes �n benefit packages est�mated be-
fore agreements are confirmed?  
Is the �ncrease caused by a greater accumulat�on of leave under ex�st�ng 
leave pol�c�es?  Do workloads or cash-out pol�c�es d�scourage employees 
from tak�ng vacat�on and thus contr�bute to the accumulat�on of these 
benefits?
Are there reports that show the current amount of accumulated leave 
benefits?

Suggest�ons for pol�cy statements—Pol�cy statements could be developed to 
spec�fy max�mum allowable levels of accumulated annual leave and procedures for 
cash-out of vacat�on benefits.  The follow�ng pol�cy statements can help local offic�als 
relate th�s �nd�cator to the�r dec�s�on mak�ng.

Employees are allowed to accumulate a max�mum of _______ hours of 
vacat�on leave, after wh�ch add�t�onal vacat�on leave must be used or 
forfe�ted.  (Th�s  pol�cy statement may vary depend�ng on the class of 
employee.)
Employees may apply for cash payments for accumulated vacat�on leave 
only �f at least ________ hours of vacat�on leave have been taken �n the 
preced�ng twelve months.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After rev�ew�ng unfunded l�ab�l�t�es �nd�cators, wh�ch are most useful from your role 
perspect�ve �n the LG, and why? 

•

•

•

•

•
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

CApiTAl plAnT

Most of a LG’s wealth �s �nvested �n �ts phys�cal assets or cap�tal plant—streets, 
bu�ld�ngs, ut�l�ty networks, and equ�pment.  If these assets are not properly ma�n-
ta�ned or are allowed to become obsolete, the results are often (1) decreas�ng useful-
ness of the assets, (2) �ncreas�ng cost of ma�nta�n�ng and replac�ng them, and (3) 
decreas�ng attract�veness of the LG as a place to l�ve or do bus�ness.

LGs often defer cap�tal plant expend�tures because to do so �s a relat�vely pa�n-
less way to temporar�ly reduce expend�tures and ease financ�al stra�n.  Cont�nued 
deferral can however, create ser�ous problems that are made even more ser�ous by 
the huge sums of money �nvested �n cap�tal fac�l�t�es.  Some of the problems assoc�-
ated w�th cont�nued deferred ma�ntenance are the follow�ng:

Safety hazards and potent�al l�ab�l�ty r�sks that may result, for example, 
from a deter�orat�ng br�dge or cracked s�dewalk,
Reduct�on �n res�dent�al and bus�ness property value,
Loss of effic�ency that can result, for example, when an obsolete truck �s 
more often �n the garage than on the street,
An �ncrease �n the cost of br�ng�ng the fac�l�ty up to acceptable standards-
�f, for example, resurfac�ng has been delayed for so long that a street has 
to be completely reconstructed,
The potent�al for a huge future obl�gat�on created by a ma�ntenance and 
replacement backlog.

The cond�t�on of the cap�tal plant �s espec�ally d�fficult to mon�tor because few 
LGs ma�nta�n comprehens�ve, central�zed records of cap�tal assets apart from enter-
pr�se funds.  Add�t�onal �nformat�on can be found �n Cap�tal Investment Plann�ng of 
th�s ser�es. The �nd�cators shown �n th�s sect�on can, nevertheless, be used to mon�tor 
changes �n the cond�t�on of the cap�tal plant.

•

•
•

•

•
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indiCATor 25:  MAinTenAnCe eFForT

Endur�ng assets, such as streets, LG bu�ld�ngs, and 
br�dges, are bu�lt at tremendous cost, and the�r de-
cl�ne can have far-reach�ng effects on bus�ness ac-
t�v�ty, property value, and operat�ng expend�tures.  
Deferr�ng ma�ntenance of such assets can also cre-
ate s�gn�ficant unfunded l�ab�l�ty.
In general, ma�ntenance expend�tures should re-
ma�n relat�vely stable (�n constant dollars), relat�ve 
to the amount and nature of the assets.  A decl�n�ng 
rat�o between ma�ntenance expend�tures and s�ze 
of asset stock may be a s�gn that the LG’s assets 
are deter�orat�ng.  If the trend pers�sts, deter�ora-
t�on w�ll push up ma�ntenance expend�tures.

Warn�ng Trend— Decl�n�ng 
expend�tures for ma�nte-
nance of general cap�tal as-
sets per un�t of asset (con-
stant dollars)

Formula— Expend�tures for 
repa�r and ma�ntenance of 
general cap�tal assets (con-
stant dollars) / Quant�ty of 
assets

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Net operat�ng 
revenues

Worksheet 
2 (W2), l�ne 

13

2 Restr�cted operat-
�ng revenues

W2, l�ne 14

3 Restr�cted operat-
�ng revenues as a 
percentage of net 
operat�ng rev-
enues

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is ma�ntenance of cap�tal assets be�ng deferred to such a degree that any 
of the follow�ng are occurr�ng?

Un�t costs for repa�r and replacement are �ncreas�ng.
The useful l�fe of an asset �s be�ng reduced.  
Bus�ness act�v�ty or property value �s decreas�ng.
Operat�ng costs are �ncreas�ng.

How large �s the potent�al future cost caused by deferred ma�ntenance?  Is 
there a plan for fund�ng �t?
Are future ma�ntenance costs projected before new cap�tal fac�l�t�es are 
bu�lt?
Is there a schedule that shows the cost and t�m�ng of future ma�ntenance 
and replacement needs for all LG assets?  Are operat�ng costs also taken 
�nto cons�derat�on?

Suggest�ons for pol�cy statements—Pol�cy statements could be developed to 
suggest levels of spend�ng as well as budget�ng procedures for ma�nta�n�ng cap�tal 
assets.  The follow�ng pol�cy statements can help local offic�als relate th�s �nd�cator to 
the�r financ�al dec�s�on mak�ng.

The budget w�ll prov�de suffic�ent fund�ng for adequate ma�ntenance and 
orderly replacement of cap�tal plant and equ�pment.
All assets w�ll be ma�nta�ned at a level that protects cap�tal �nvestment 
and m�n�m�zes future ma�ntenance and replacement costs.
All equ�pment replacement and ma�ntenance needs for the next five years 
w�ll be projected, and the project�on w�ll be updated each year.  A ma�nte-
nance and replacement schedule based on th�s project�on w�ll be devel-
oped and followed.

•

•
•
•
•

•

•

•

•

•

•
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Future ma�ntenance needs for all new cap�tal fac�l�t�es w�ll be fully costed 
out.

indiCATor 26:  CApiTAl ouTlAy

Expend�tures for operat�ng equ�pment—such as trucks 
and computers—drawn from the operat�ng budget are 
usually referred to as cap�tal outlay.  Cap�tal outlay 
�tems normally �nclude equ�pment that w�ll last longer 
than one year and that has an �n�t�al cost above a s�g-
n�ficant m�n�mum amount, such as five hundred dol-
lars.  Cap�tal outlay does not �nclude cap�tal budget 
expend�tures for construct�on of �nfrastructure such as 
streets, bu�ld�ngs, or br�dges.

The purpose of cap�tal outlay �n the operat�ng 
budget �s to replace worn equ�pment, veh�cles, etc. or 
to add new �tems.  The rat�o of cap�tal outlay to net 
operat�ng expend�tures �s a rough �nd�cator of whether 
the stock of equ�pment �s be�ng adequately replaced.  
Over a number of years, the relat�onsh�p between cap�-
tal outlay and operat�ng expend�tures �s l�kely to re-
ma�n about the same.  If th�s rat�o decl�nes �n the short 
run (one to three years), �t may mean that the LG’s 
needs are temporar�ly sat�sfied, s�nce most equ�pment 
lasts more than one year.  A decl�ne pers�st�ng over 
three or more years can �nd�cate that cap�tal outlay 
needs are be�ng deferred, wh�ch can result �n the use 
of �neffic�ent or obsolete equ�pment.

Warn�ng Trend— A three or 
more year decl�ne �n cap�tal 
outlay from operat�ng funds 
as a percentage of net oper-
at�ng expend�tures

Formula— Cap�tal outlay 
from operat�ng funds / Net 
operat�ng expend�tures

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Cap�tal outlays Worksheet 
3 (W3), 
l�ne 5

2 Total net operat�ng 
expend�tures

W3, l�ne 11

3 Cap�tal outlays as 
a percentage of net 
operat�ng expend�-
tures

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.

•
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Suggest�ons for analys�s—If the warn�ng trend �s observed try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?  and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is needed cap�tal outlay be�ng deferred?  Is th�s leav�ng your LG w�th worn 
or obsolete equ�pment?
Can �mproved ma�ntenance extend the effic�ency and l�fe of the equ�p-
ment?  For example, does your LG have offic�al ma�ntenance and replace-
ment schedules, and are such schedules developed for each new p�ece of 
equ�pment?
Is the decl�ne due to an �nab�l�ty to make large-scale purchases �n a s�ngle 
year?  Can an �nternal serv�ce fund be establ�shed to charge departments 
a lease fee cover�ng operat�ng and replacement costs, thereby bu�ld�ng a 
replacement fund over a number of years?  Or can a s�mple reserve fund 
be establ�shed for the same purpose?
Is the decl�ne �n cap�tal outlay due to the recent acqu�s�t�on of equ�pment 
w�th a relat�vely long l�fe, or the acqu�s�t�on of more effic�ent equ�pment 
that reduces overall needs for equ�pment replacement?

Suggest�ons for further analys�s—If a major port�on of your LG’s equ�pment 
purchases �s made through a separate fund, then that fund should be analyzed �n 
conjunct�on w�th Ind�cator  21, Ma�ntenance Effort.

Also, bas�ng th�s �nd�cator on departmental or funct�onal categor�es (e.g., park 
ma�ntenance or street repa�r) can focus the analys�s on spec�fic programs and the 
equ�pment they requ�re.

Suggest�ons for pol�cy statements—See the suggested pol�cy statements under 
Ind�cator 21, Ma�ntenance Effort.

•

•

•

•
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indiCATor 27:  depreCiATion expenSe

Deprec�at�on �s the mechan�sm by wh�ch the cost 
of a cap�tal asset �s amort�zed over �ts est�mated 
useful l�fe.  Not every country allows LGs to charge 
deprec�at�on.  Deprec�at�on �s usually recorded only 
�n enterpr�se and �nternal serv�ce funds.  Total de-
prec�at�on cost �s generally a stable proport�on of 
the cost of cap�tal assets, because older assets that 
have been fully deprec�ated are often removed from 
serv�ce and replaced by newer assets.
If deprec�at�on costs are decl�n�ng as a proport�on of 
cap�tal asset costs, the assets on hand are probably 
be�ng used beyond the�r est�mated useful l�fe.  Th�s 
can result �n the �neffic�enc�es and h�gher costs d�s-
cussed under Ma�ntenance Effort and Cap�tal Out-
lay, Ind�cators 21 and 22.  If the rat�o �s decl�n�ng 
because of assets are not be�ng replaced, �t can �n-
d�cate that the enterpr�se or �nternal serv�ce funds 
lack the resources to rema�n solvent.  It could be, 
however, that the est�mated useful l�fe of an asset 
or assets was �n�t�ally underest�mated or that the 
scale of operat�ons has been reduced; e�ther �n-
stance could also produce a decl�ne �n the rat�o of 
expenses to cost of assets.

Warn�ng Trend— Decreas-
�ng deprec�at�on expense as 
a percentage of total depre-
c�able cap�tal assets (at cost) 
for enterpr�se funds and �n-
ternal serv�ce funds

Formula— Deprec�at�on ex-
pense / Cost of deprec�able 
cap�tal assets

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2005

1 Deprec�at�on 
expense

Worksheet 
1 (W1), l�ne 

13

2 Cost of depre-
c�able cap�tal 
assets

W1, l�ne 12

3 Deprec�at�on 
cost as percent-
age of deprec�-
able cap�tal 
asset cost

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Are the assets be�ng used past the�r useful l�fe?  Is th�s �ncreas�ng operat-
�ng costs or lower�ng the qual�ty of serv�ces?  See Ind�cators 25 and 26, 
Ma�ntenance Effort and Cap�tal Outlay, for further analys�s.
Were the l�ves of the assets �n�t�ally underest�mated, thereby creat�ng a 
premature decl�ne �n th�s rat�o?
Has the scale of operat�ons �n the enterpr�se or �nternal serv�ce fund 
changed or decl�ned, thereby requ�r�ng lower deprec�at�on charges?

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After rev�ew�ng cap�tal plant �nd�cators, wh�ch are most useful from your role per-
spect�ve �n the LG, and why? 
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

•

•

•
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CoMMuniTy needS And reSourCeS indiCATorS

The commun�ty needs and resources �nd�cators encompass econom�c and demo-
graph�c character�st�cs �nclud�ng populat�on, personal �ncome, property value, em-
ployment, and bus�ness act�v�ty.  Commun�ty needs and resources �s a category �n 
wh�ch tax base and econom�c and demograph�c character�st�cs are treated as d�f-
ferent s�des of the same co�n.  On the one s�de, tax base determ�nes a commun�ty’s 
wealth and �ts ab�l�ty to generate revenue (that �s, the level of personal, commerc�al, 
and �ndustr�al �ncome).  On the other s�de are econom�c and demograph�c charac-
ter�st�cs that affect commun�ty demands, such as demands for publ�c safety, cap�tal 
�nvestments, and soc�al serv�ces.

Changes �n commun�ty needs and resources are �nterrelated �n a cont�nuous, 
cumulat�ve cycle of cause and effect.  For example, a decrease �n populat�on or jobs 
lowers the demand for hous�ng and causes a correspond�ng decl�ne �n the market 
value of hous�ng; th�s �n turn reduces property tax revenues.  The �n�t�al populat�on 
decl�ne also has a negat�ve effect on reta�l sales and personal �ncome, caus�ng LG 
revenues to drop even further.  But because of fixed costs �n �ts expend�ture structure 
that are �mperv�ous to decl�nes �n populat�on or bus�ness act�v�ty, the LG cannot 
always balance the revenue loss w�th a proport�onate reduct�on �n expend�tures.  The 
LG may, �n fact, be forced to ra�se taxes to make up for lost revenues: th�s puts a 
greater burden on the rema�n�ng populat�on.  As econom�c cond�t�ons decl�ne and 
taxes r�se, the LG becomes a less attract�ve place to l�ve and the populat�on may 
decl�ne further.  The cycle cont�nues.

Commun�ty needs and resources are d�fficult to translate �nto �nd�cators be-
cause the data are not easy to gather.  The follow�ng n�ne �nd�cators represent only 
those for wh�ch some data are reasonably ava�lable.1  Some LGs w�ll nevertheless 
have d�fficulty gather�ng some of the �nformat�on.

In add�t�on to analyz�ng Ind�cators 28-36, you may want to look at some more 
subject�ve �ssues, such as locat�onal advantages and current land use, espec�ally 
as they relate to the LG’s ab�l�ty to generate revenue.  Also �mportant are the LG’s 
plans and real�st�c potent�al for future development.  The commerc�al and �ndustr�al 
base should be cons�dered for �ts ab�l�ty to generate revenue and employment, and 
�ts vulnerab�l�ty to reg�onal and nat�onal econom�c cycles.  Also to be cons�dered �s 
the relat�onsh�p of the commerc�al and �ndustr�al base to the larger econom�c reg�on, 
espec�ally the balance of exports and �mports.  Other cons�derat�ons are the LG’s oc-
cupat�onal character�st�cs, the sk�lls and educat�onal levels of �ts populat�on, the age 
and cond�t�on of �ts hous�ng, and the prognos�s for new construct�on and redevelop-
ment.  Such �nformat�on �s d�fficult to quant�fy, but �t �s useful �n evaluat�ng financ�al 
cond�t�on.

An exam�nat�on of local econom�c and demograph�c character�st�cs can �dent�fy 
the follow�ng s�tuat�ons:

1  For example, LGs w�th the�r own �ncome or occupat�on tax can eas�ly mon�tor 
personal �ncome, but those w�thout these taxes w�ll find the �nformat�on almost 
�mposs�ble to get—other than from the nat�onal census—unless the prov�nce 
makes the �nformat�on ava�lable.
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A decl�ne �n the tax base as measured by populat�on, property value, em-
ployment, or bus�ness act�v�ty.
A need to sh�ft publ�c serv�ce pr�or�t�es because of a change �n the age or 
�ncome of res�dents or �n the type or dens�ty of phys�cal development.
A need to reassess publ�c pol�c�es �f, for example, the jur�sd�ct�on has lost 
bus�nesses to surround�ng commun�t�es, or nat�onal or reg�onal econom�c 
cond�t�ons have changed.

Changes �n econom�c and demograph�c character�st�cs are most useful for long-
run financ�al analys�s and can be mon�tored by us�ng the �nd�cators shown �n th�s 
sect�on..  Each �nd�cator �s d�scussed �n deta�l �n the follow�ng pages.

indiCATor 28:  populATion

The exact relat�onsh�p between populat�on change 
and other econom�c and demograph�c factors �s un-
certa�n.  Populat�on change can however, d�rectly 
affect LG revenues: for example, some taxes are col-
lected on a per cap�ta bas�s, and many �ntergovern-
mental revenues and grants are d�str�buted accord-
�ng to populat�on.  A sudden �ncrease �n populat�on 
can create �mmed�ate pressures for new cap�tal 
outlay and h�gher levels of serv�ce.  In the case of 
LG land annexat�ons, where the cap�tal �nfrastruc-
ture �s already �n place, there may st�ll be a need to 
expand operat�ng programs.
A decl�ne �n populat�on would at first glance, ap-
pear to rel�eve the pressure for expend�tures, be-
cause the populat�on requ�r�ng serv�ces �s smaller.  
But �n pract�ce, a LG faced w�th populat�on decl�ne 
�s rarely able to make reduct�ons �n expend�tures 
that are proport�onal to the populat�on loss.  F�rst, 
many costs, such as debt serv�ce, pens�ons, and 
governmental mandates, are fixed and cannot be 
reduced �n the short run.  Second, �f the out-m�-
grat�on �s composed of m�ddle- and upper-�ncome 
households, then those rema�n�ng �n the LG are 
l�kely to be the poor and aged, who depend the most 
on LG serv�ces.  In add�t�on, the �nterrelat�onsh�p 
of populat�on levels and other econom�c and demo-
graph�c factors tends to g�ve populat�on decl�ne a 
cumulat�ve negat�ve effect on revenues: the greater 
the decl�ne, the more adverse the effects on employ-
ment, �ncome, hous�ng, and bus�ness act�v�ty.

Warn�ng Trend— Rap�d 
change �n populat�on s�ze

Formula—Populat�on

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

•

•

•
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Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Populat�on Worksheet 
7 (W7), 
l�ne 1

*Plot the appropr�ate years and these figures on the follow�ng graph.  It m�ght 
also be helpful to plot the rate of change (Current year m�nus pr�or year; rema�nder 
d�v�ded by pr�or year).

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (what can be done?).  The follow�ng are suggested start�ng po�nts for 
th�s analys�s.

If populat�on �s decl�n�ng, cons�der the follow�ng quest�ons:

Is out-m�grat�on due to poor job opportun�t�es or other adverse econom�c 
or soc�al cond�t�ons?  For example, �s the tax burden on bus�nesses rela-
t�vely h�gh compared to that of nearby commun�t�es?  Are young adults 
out-m�grat�ng?
Has the rate of �n-m�grat�on decreased because of hous�ng or job scarc�ty?
Has demand for �ndustr�al and commerc�al real estate decreased?  M�ght 
governmental act�on reverse th�s trend?  See Ind�cators 26 and 27 (Prop-
erty Value, and Bus�ness Act�v�ty).
Has the number of smaller households �ncreased, thereby creat�ng add�-
t�onal serv�ce costs to the LG?  If so, are smaller households �ncreas�ng �n 
number because there are fewer fam�l�es w�th ch�ldren?
Are hous�ng construct�on patterns prov�d�ng more mult�fam�ly un�ts or 
smaller un�ts?

Can local offic�als address the populat�on decl�ne by any of the follow�ng 
means:

Encourag�ng more hous�ng starts by reduc�ng bu�ld�ng code restr�ct�ons, 
development fees, or other land-use restr�ct�ons?

•

•
•

•

•

•
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Zon�ng to encourage res�dent�al development?
Develop�ng or �mprov�ng a program for market�ng ava�lable land for devel-
opment?

If populat�on �s �ncreas�ng, cons�der the follow�ng quest�ons:

Is the �ncrease due to the annexat�on of developed land, hous�ng redevel-
opment, or new hous�ng construct�on?
Is the cost of serv�c�ng the new res�dents equal to revenues obta�ned from 
them?  Is the level of bus�ness act�v�ty grow�ng along w�th the �ncrease �n 
res�dent�al development?
Is growth stra�n�ng one or more of the follow�ng: water supply, sewer sys-
tem capac�ty, traffic c�rculat�on, off-street park�ng capac�ty, electr�c and 
other ut�l�ty capac�t�es, waste d�sposal capac�ty, qual�ty of atmosphere, or 
open space resources?  What are the cap�tal costs of enlarg�ng the �nfra-
structure for these serv�ces?  What are the new operat�ng costs?
Should developer fees, user fees, land ded�cat�on, or construct�on requ�re-
ments be �nst�tuted or �ncreased to ensure that new development pays �ts 
way?
Can and should local offic�als �nst�tute growth controls?

indiCATor 29:  MediAn Age

As �n the case w�th changes �n populat�on s�ze, the 
relat�onsh�p between the populat�on’s med�an age 
and other econom�c and demograph�c factors �s not 
clear.  Ev�dence does not �nd�cate, however, that an 
ag�ng populat�on and an �ncrease �n the number of 
sen�or c�t�zens can hurt both the revenue and ex-
pend�ture profiles of a LG.
Revenues may be affected for two reasons.  F�rst, 
the �ncome of sen�or c�t�zens �s often �n the form of 
soc�al secur�ty and pens�on payments, wh�ch m�ght 
not change at the same rate as the general econ-
omy, and �n many countr�es, sen�or c�t�zens may 
have full or part�al exempt�ons from property taxes 
and user fees.  Second, older persons may spend 
less money than younger persons.  As the propor-
t�on of sen�or c�t�zens �ncreases, expend�ture rates 
for government serv�ces may �ncrease because sen-
�or c�t�zens tend to requ�re a more expens�ve m�x of 
serv�ces, espec�ally �n the area of health and wel-
fare.

Warn�ng Trend— Increas�ng 
med�an age of populat�on

Formula—Med�an age of 
populat�on

•
•

•

•

•

•

•
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As younger age groups leave a commun�ty or de-
crease as a percentage of populat�on, bus�ness ac-
t�v�ty can decrease �n greater proport�on, espec�ally 
�f most of the people leav�ng are between twenty-five 
and forty years of age:  people �n th�s age group 
usually spend more of the�r �ncome than those �n 
any other age group.  If th�s age group leaves, the 
commun�ty also loses a s�gn�ficant port�on of �ts 
labour force, wh�ch can further damage the local 
economy.  If, however, the �ncrease �n med�an age 
�s caused by a drop �n the number of fam�l�es w�th 
young ch�ldren, th�s can have a favourable effect on 
expend�tures because �t reduces needs for school, 
recreat�on, and related programs.

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Med�an age Worksheet 
7 (W7), 
l�ne 2

*Plot the appropr�ate years and these figures on the follow�ng graph.  It m�ght 
also be helpful to plot the rate of change (Current year m�nus pr�or year; rema�nder 
d�v�ded by pr�or year).

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (what can be done?).  The follow�ng are suggested start�ng po�nts for 
th�s analys�s.

•	 Is the �ncrease �n med�an age due to a net out-m�grat�on of young fam�l�es 
w�th ch�ldren?  If th�s pattern �s undes�rable, can the commun�ty be made 
more attract�ve to young fam�l�es?
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•	 Is the �ncrease �n med�an age due to a net out-m�grat�on of  young adults?  
Can local offic�als help create better opportun�t�es for th�s age group?

•	 Is the �ncrease �n med�an age due to the �n-m�grat�on of older c�t�zens?  Is th�s 
�n-m�grat�on creat�ng needs for a h�gher level or a d�fferent m�x of serv�ces?

indiCATor 30:  perSonAl inCoMe per CApiTA

Personal �ncome per cap�ta �s one measure of a 
commun�ty’s ab�l�ty to pay taxes: the h�gher the 
per cap�ta �ncome, the more property tax, sales tax, 
�ncome tax, and bus�ness tax the commun�ty can 
generate.  If �ncome �s evenly d�str�buted, a h�gher 
per cap�ta �ncome w�ll usually mean a lower de-
pendency on LG serv�ces such as transportat�on, 
health, recreat�on, and welfare.  Cred�t rat�ng firms 
use per cap�ta �ncome as an �mportant measure of 
a LG’s ab�l�ty to repay debt.  They compare per cap-
�ta �ncome w�th per cap�ta LG expend�tures to de-
term�ne whether growth �n �ncome �s keep�ng pace 
w�th growth �n expend�tures.  If not, a commun�ty’s 
tax burden �s �ncreas�ng, wh�ch may contr�bute to a 
future �nab�l�ty to meet financ�al obl�gat�ons.
A decl�ne �n per cap�ta �ncome causes a drop �n con-
sumer purchas�ng power and can prov�de advance 
not�ce that bus�nesses, espec�ally �n the reta�l sec-
tor, w�ll suffer a decl�ne that can r�pple through the 
rest of the local economy.

Warn�ng Trend— Decl�ne �n 
the level, or growth rate, of 
personal �ncome per cap�ta 
(constant dollars)

Formula— Personal �ncome 
(constant dollars) / Popula-
t�on

Changes �n personal �ncome are espec�ally �mpor-
tant for commun�t�es (such as suburbs) that have 
l�ttle commerc�al or �ndustr�al tax base, because 
personal �ncome �s the pr�mary source from wh�ch 
taxes can be pa�d.  In commun�t�es w�th a large 
commerc�al and �ndustr�al base, personal �ncome 
�s less �mportant.
D�str�but�on of �ncome �s also �mportant.  Two com-
mun�t�es w�th the same per cap�ta �ncome may have 
d�fferent �ncome patterns among the�r households.  
One may have a small number of extremely h�gh-�n-
come households and a large number of low-�ncome 
households.  Another may be composed ent�rely of 
m�ddle-�ncome households.  The first LG may have 
serv�ce demands assoc�ated w�th the large number 
of low-�ncome households; the second may have 
fewer serv�ce demands and a robust economy.

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 
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Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Personal �ncome Worksheet 
7 (W7), 
l�ne 3

2 Consumer pr�ce 
�ndex (CPI) for 
LG’s area

Central 
govt or un�-

vers�ty

3 CPI �n dec�mal L�ne 2 / 
100

4 Personal �ncome 
�n base-year dol-
lars

L�ne 1 / 
l�ne 3

5 Current popula-
t�on

W7, L�ne 1

6 Personal �ncome 
per cap�ta �n 
base-year dollars

L�ne 4 / 
l�ne 5

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is the decl�ne due to a general decl�ne �n econom�c cond�t�ons over wh�ch 
local offic�als have l�ttle control?
Is the decl�ne be�ng felt throughout the reg�on or only �n your LG?  Can 
econom�c development strateg�es be dev�sed to attract and reta�n h�gher-
�ncome households?  Can LG powers be used to encourage development 
of h�gher value hous�ng?  Can serv�ces and cap�tal �nfrastructure be up-
graded to make the LG a more des�rable place to l�ve and do bus�ness?

•

•
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Is the decl�ne due to an out-m�grat�on of m�ddle-or upper-�ncome house-
holds?  W�ll the LG be left w�th a populat�on that needs a h�gher level of 
serv�ces but that prov�des a lower level of per cap�ta revenue?  See Ind�ca-
tor 1, Revenues per Cap�ta.
Is the decl�ne due to an �n-m�grat�on of low-�ncome households?
Is the decl�ne �n personal �ncome creat�ng a decl�ne �n LG revenues?  If 
so, can a proport�onate change �n expend�tures be made?  If not, are there 
suffic�ent resources for ma�nta�n�ng ex�st�ng serv�ce levels, or are there 
plans for future cutbacks?

indiCATor 31:  poverTy HouSeHoldS or publiC ASSiSTAnCe reCipienTS

In add�t�on to measures of overall change �n per-
sonal �ncome, an �ncrease �n the proport�on of pov-
erty households or publ�c ass�stance rec�p�ents can 
s�gnal a future �ncrease �n the level and un�t cost 
of some serv�ces, because low-�ncome households 
have relat�vely h�gher needs and a relat�ve lack of 
personal wealth.

Warn�ng Trend— Increas�ng 
households or publ�c ass�st-
ance rec�p�ents / house-
holds �n thousands

Formula— Poverty house-
holds or publ�c ass�stance 
rec�p�ents / households �n 
thousands

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Poverty house-
holds

Worksheet 
7 (W7), 
l�ne 5

2 Publ�c ass�stance 
rec�p�ents

W7, l�ne 4

3 Res�dent�al 
households

W7, l�ne 11

4 Households �n 
thousands

L�ne 3 / 
1,000

•

•
•
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5 Poverty house-
holds or pub-
l�c ass�stance 
rec�p�ents per 
thousand house-
holds

L�ne 1 or 
l�ne 2 / 
l�ne 4*

*Plot the appropr�ate years and these figures on the follow�ng graph.  Populat�on 
can also be used.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

•	 Is the �ncrease part of an overall decl�ne �n �ncome that w�ll have adverse �m-
pl�cat�ons for revenues and expend�tures?  See �nd�cator 30, Personal �ncome 
per cap�ta.

•	 Is the �ncrease due to unemployment or to a decl�ne �n local bus�ness cond�-
t�ons?  See �nd�cators 35 and 36, Employment base and Bus�ness act�v�ty.

•	 What �s the sex and med�an age of the head of household for the poverty 
households or publ�c ass�stance rec�p�ents?  Are the heads of households 
pr�mar�ly sen�or c�t�zens, ret�red persons, young adults, or s�ngle mothers 
w�th dependent ch�ldren?

•	 Can programs run by voluntary assoc�at�ons or government programs pa�d 
for through prov�nce or central government fund�ng be used to �ncrease the 
job sk�lls and general employab�l�ty of low-�ncome res�dents?

•	 Are poverty households located �n part�cular geograph�c areas.  Does th�s 
have secondary �mpacts on property value because of res�dent’s �nab�l�ty to 
prov�de adequate ma�ntenance?  Are hous�ng ass�stance payments ava�lable 
to low-�ncome fam�l�es?
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indiCATor 32:  properTy vAlue

For those countr�es �n wh�ch property tax �s a ma-
jor source of revenues for LGs, property value �s 
�mportant. Espec�ally �n a LG w�th a stable or fixed 
tax rate, the h�gher the aggregate property value, 
the h�gher the revenues.  Commun�t�es exper�enc-
�ng populat�on and econom�c growth are l�kely to 
exper�ence short-run, per un�t �ncreases �n prop-
erty value.  Th�s �s because �n the short run, the 
hous�ng supply �s fixed and the �ncrease �n demand 
created by growth w�ll force pr�ces up.  Decl�n�ng 
areas are more l�kely to see a decrease �n the mar-
ket value of propert�es.
The effect of decl�n�ng property value on govern-
mental revenues depends on the LG’s rel�ance on 
property taxes.  The extent to wh�ch the decl�ne w�ll 
r�pple through the LG’s economy, affect�ng other 
revenues such as those from sales tax, �s more d�f-
ficult to determ�ne.  All of the econom�c and de-
mograph�c factors are closely related.  A decl�ne �n 
property value w�ll most probably not be a cause 
but a symptom of other, underly�ng problems.

Warn�ng Trend— Decl�n-
�ng growth or drop �on the 
market value of res�dent�al, 
commerc�al, or �ndustr�al 
property (constant dollars)

Formula— Change �n prop-
erty value (constant dollars) 
/ Property value �n pr�or 
year (constant dollars)

Note:  Worksheets w�ll need to be rev�ewed for appl�ca-
b�l�ty �n your country.  Terms may be defined d�fferently 
�n your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Market value of 
property (res�den-
t�al, commerc�al & 
�ndustr�al)

Worksheet 
7 (W7), 

l�nes 8-10

2 Consumer pr�ce 
�ndex (CPI) for the 
LG’s area

Central 
govt, un�-

vers�ty

3 CPI �n dec�mal L�ne 2 / 
100

4 Property value 
(constant dollars)

L�ne 1 / 
l�ne 3

5 Change �n prop-
erty value

L�ne 4 cur-
rent year 

m�nus l�ne 
4 pr�or year
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6 Percentage change 
�n property value

L�ne 5 for 
current 

year / l�ne 
4 for pr�or 

year

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is the decl�ne due to reg�onal trends over wh�ch local offic�als have no 
control?  W�ll the decl�ne have a negat�ve effect on revenues?  Are cont�n-
gency plans be�ng made?
Is the decl�ne due to a decl�ne �n populat�on or bus�ness act�v�ty?  See 
Ind�cators 24 and 27, Populat�on and Bus�ness Act�v�ty.

Is the decl�ne due to a deter�orat�on of the cap�tal plant?  Can any of the follow-
�ng means be used to upgrade the cap�tal plant?

An �mproved ma�ntenance and replacement program,
New or better construct�on,
Redevelopment and other long-term financ�ng,
The use of one-t�me grant dollars,
The use of �mpact fees for �mprovement of roads, parks, water, or sewer 
fac�l�t�es, or
St�mulat�on of pr�vate �nvestment.

Is the decl�ne due to deter�orat�on �n the hous�ng stock?  Can any of the follow-
�ng means be used to upgrade the hous�ng stock?

Redevelopment programs,
Rehab�l�tat�on loans,
Hous�ng grants,

•

•

•
•
•
•
•

•

•
•
•
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Mortgage subs�d�es,
Code enforcement,
Spec�al assessment d�str�cts, or
Incent�ves for new development or rehab�l�tat�on.

Suggest�ons for further analys�s—Rap�dly �ncreas�ng property value, as well as 
rap�dly decreas�ng property value, can be a s�gn of potent�al trouble.  If property value 
�s grow�ng s�gn�ficantly faster than personal or med�an �ncome, and reassessment �s 
captur�ng th�s growth, more c�t�zens may become unable to pay the�r property taxes-
espec�ally older c�t�zens on fixed �ncomes.

To assess the potent�al for th�s s�tuat�on, compare the rate of change (present 
year m�nus prev�ous year; rema�nder d�v�ded by prev�ous year) �n th�s Ind�cator 25 to 
the rate of change �n Ind�cator Personal Income per Cap�ta.

indiCATor 33:  reSidenTiAl developMenT

The net cost of serv�ng res�dent�al development �s 
generally h�gher than the net cost of serv�ng com-
merc�al or �ndustr�al development, because res�-
dent�al development usually creates more expend�-
ture demands than revenue rece�pts.
The locat�on of new res�dent�al development �s �m-
portant.  Houses bu�lt on the outer fr�nges of a LG 
can �mpose far greater �n�t�al costs on a LG than 
houses bu�lt w�th�n already developed areas.  Th�s 
�s because the LG must prov�de cap�tal �tems such 
as streets, sewer l�nes, and water ma�ns to serv�ce 
the new development.  The effect of new res�dent�al 
development on the financ�al cond�t�on of a part�cu-
lar LG depends on the LG’s economy, tax structure, 
development fee structure, and expend�ture profile.  
The effect can be more prec�sely measured through 
fiscal �mpact analys�s.

Warn�ng Trend— Increas�ng 
market value of res�dent�al 
development as a percent-
age of market value of total 
development

Formula— Market value of 
new res�dent�al development 
/ Market value of total new 
development

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Market value of 
res�dent�al devel-
opment

Worksheet 
7 (W7), 
l�ne 8

2 Market value of 
total development

W7, l�ne 6

•
•
•
•
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3 Market values of 
res�dent�al de-
velopment as a 
percentage of mar-
ket value of total 
development

L�ne 1 / 
L�ne 2*

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Does ex�st�ng res�dent�al development pay for �tself?  If not, do revenues 
from commerc�al and �ndustr�al development make up the d�fference?  
Can these quest�ons be better answered through fiscal �mpact analys�s?
Can the government develop a more d�verse econom�c base through any 
of the follow�ng means?

Land aggregat�on and redevelopment programs.
Increas�ng the level of serv�ces on wh�ch bus�nesses depend (e.g. 
park�ng, publ�c transportat�on, street l�ght�ng) or upgrad�ng the 
cap�tal �nfrastructure.
Tax �ncent�ves, fee abatements, and decreased regulat�on for cer-
ta�n k�nds of bus�nesses.
A program to attract bus�ness by promot�ng the LG’s advantages.

W�ll new res�dent�al development generate enough revenues to pay �n-
creased operat�ng costs?  If not, w�ll add�t�onal non-res�dent�al develop-
ment make up the d�fference?
W�ll the LG have to pay for add�t�onal �nfrastructure necess�tated by new 
res�dent�al development?  Can these costs be passed on to another level of 
government, to a spec�al d�str�ct, or to the developer?
Should a pol�cy of controlled growth be cons�dered?

•

•

•
•

•

•

•

•

•
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A second way to analyze the level of res�dent�al development �s to compare 
the number of households to the value of non-res�dent�al development (that �s, 
households d�v�ded by value of non-res�dent�al development).  In many respects, 
the number of households more accurately represents serv�ce demands than 
does the dollar value of development.  Whatever measure �s used, �f the amount 
of res�dent�al development �s to �ncreas�ng relat�ve to that of non-res�dent�al de-
velopment, a LG should cons�der �t a s�gnal for further analys�s.

indiCATor 34:  vACAnCy rATeS

If the economy �s slugg�sh or decl�n�ng, demand for 
res�dent�al, commerc�al, and �ndustr�al rental prop-
erty may drop and vacancy rates may �ncrease.  If 
the LG �s an attract�ve place to l�ve and do bus�-
ness, the demand for all types of rentals generally 
w�ll be h�gh and vacanc�es low.  A surge �n recent 
development can create a short-run �ncrease �n va-
canc�es.  Although th�s would not necessar�ly �nd�-
cate problems, �t can be a s�gn of overbu�ld�ng and 
should therefore be watched.  In any event, track-
�ng changes �n vacancy rates can prov�de an early 
warn�ng of potent�al econom�c and demograph�c 
problems.

Warn�ng Trend— Increas�ng 
vacancy rates �n res�dent�al, 
commerc�al, or �ndustr�al 
bu�ld�ngs

Formula— Vacancy rates

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Res�dent�al va-
cancy rates

Worksheet 
7 (W7), l�ne 

12*

2 Commerc�al 
vacancy rates

W7, l�ne 
13*

3 Industr�al va-
cancy rates

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is the �ncrease �n vacanc�es due to an overall decl�ne �n the�r local econo-
my?  See �nd�cator 36, Bus�ness act�v�ty.
Are vacanc�es �n commerc�al and �ndustr�al bu�ld�ngs due to obsolete 
bu�ld�ng styles or des�gns?  Can local offic�als encourage or help owners to 
renovate?
Are vacanc�es �n commerc�al and �ndustr�al bu�ld�ngs be�ng created by 
firms that have moved to a ne�ghbour�ng LG.  Can your LG rega�n �ts 
compet�t�ve advantages?  See �nd�cator 36, Bus�ness act�v�ty.

•

•

•



398 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

indiCATor 35:  eMployMenT bASe

The unemployment rate and the number of jobs 
w�th�n the LG are cons�dered together because they 
are closely related; for the purpose of th�s d�scus-
s�on, they w�ll be referred to as the employment 
base.  Employment base �s related d�rectly to bus�-
ness act�v�ty and personal �ncome.  Changes �n the 
unemployment rate are related to changes �n per-
sonal �ncome, and are thus a measure of, and an 
�nfluence on, the LG’s ab�l�ty to support the bus�-
ness sector.  A change �n the number of jobs ava�l-
able �n the LG �s a measure of, and an �nfluence on, 
bus�ness act�v�ty.
If the employment base �s grow�ng, �f �t �s suffic�ent-
ly d�verse to prov�de a cush�on aga�nst short-run 
econom�c fluctuat�ons or a downturn �n one sector, 
and �f �t prov�des suffic�ent �ncome to support the 
local bus�ness commun�ty, then �t w�ll have a pos�-
t�ve �nfluence on the LG’s financ�al cond�t�on.  A 
decl�ne �n the employment base—as measured by 
unemployment rate or number of ava�lable jobs—
can be an early s�gn that overall econom�c act�v�ty 
�s decl�n�ng and that government revenues may be 
decl�n�ng as well.

Warn�ng Trend— Increas�ng 
rate of local unemployment 
or a decl�ne �n the number 
of jobs w�th�n the commu-
n�ty

Formula— Local unem-
ployment rate and/or the 
number of jobs w�th�n the 
commun�ty

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005

1 Net operat�ng 
revenues

Worksheet 
2 (W2), l�ne 

13

2 Restr�cted operat-
�ng revenues

W2, l�ne 14

3 Restr�cted operat-
�ng revenues as a 
percentage of net 
operat�ng rev-
enues

L�ne 2 / 
L�ne 1*

*Plot the appropr�ate years and these figures on the follow�ng graph.
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Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

indiCATor 36:  buSineSS ACTiviTy

The level of bus�ness act�v�ty affects a LG’s financ�al 
cond�t�on �n two ways.  F�rst, �t d�rectly affects any 
revenue y�elds that are a product of bus�ness act�v-
�ty, such as those from sales or gross rece�pts tax-
es.  Second, �t has �nd�rect �nfluences: a change �n 
bus�ness act�v�ty affects demograph�c and econom�c 
areas such as personal �ncome, property value, and 
the employment base.  Changes �n bus�ness act�v�ty 
also tend to have cumulat�ve effects.  A decl�ne �n 
bus�ness act�v�ty can for example, harm a LG’s em-
ployment base, �ncome, and property value, wh�ch 
can �n turn create further decl�ne �n bus�ness act�v-
�ty.  Data on bus�ness may or may not be ava�lable 
and w�ll vary from LG to LG.

Warn�ng Trend— Decl�ne �n 
bus�ness act�v�ty as meas-
ured by reta�l sales, number 
of bus�ness un�ts, gross 
bus�ness rece�pts, number 
of acres devoted to bus�ness, 
and market or assessed 
value of bus�ness property 
(constant dollars where ap-
propr�ate)

Formula—See trend work-
sheet

Note:  Worksheets will need to be reviewed for applicability in your 

country.  Terms may be defined differently in your country. 

Trend Worksheet

L�ne Descr�pt�on Source 2001 2002 2003 2004 2005
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1 Reta�l sales Worksheet 
7 (W7), l�ne 

17

2 Number of bus�-
ness un�ts

W7, l�ne 18

3 Gross bus�ness 
rece�pts

W7, l�ne 19

4 Number of hec-
tares devoted to 
bus�ness

W7, l�ne 20

5 Market or as-
sessed value of 
bus�ness prop-
erty

W7, l�ne 9 
+ l�ne 10

*Plot the appropr�ate years and these figures on the follow�ng graph.

Suggest�ons for analys�s—If the warn�ng trend �s observed, try to �dent�fy the 
causes (Why �s �t happen�ng?), assess the s�gn�ficance (Is �t �mportant?), and dev�se 
act�on strateg�es (What can be done?).  The follow�ng are suggested start�ng po�nts 
for th�s analys�s.

Is the decl�ne due to reg�onal or nat�onal trends beyond local control?  
W�ll the decl�ne have a negat�ve effect on revenues?  Are cont�ngency 
plans be�ng made?
Is the decl�ne due to a change �n populat�on, �ncome, or employment 
base?  See Ind�cators 24 and 25.
Is bus�ness act�v�ty decl�n�ng because firms are go�ng out of bus�ness or 
because they are relocat�ng to other commun�t�es?  In the second case, 
can the LG use any of the follow�ng means to attract and reta�n firms?

Increas�ng the level and qual�ty of publ�c serv�ces on wh�ch bus�-
nesses depend.
Decreas�ng LG fees and regulat�ons.
Improv�ng the phys�cal attract�veness of the LG.

•

•

•

•

•
•
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Prov�d�ng bus�nesses w�th tax �ncent�ves, fee abatements, and 
development �nducements.
Mak�ng more �ndustr�al and commerc�al land ava�lable for devel-
opment.
Be�ng more aggress�ve �n promot�ng the advantages of the LG.

Is the LG ma�nta�n�ng �ts percentage share of bus�ness act�v�ty compared 
to the reg�on or country, as measured by reta�l sales or other measures?  
If not, �s th�s due to any of the follow�ng causes?

The emergence of stronger compet�t�on �n other areas.
Local bus�ness serv�ces lagg�ng beh�nd local or ne�ghbour�ng 
demand.
A decl�ne �n the supply of property su�table for bus�ness develop-
ment.

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After rev�ew�ng commun�ty needs and resources �nd�cators, wh�ch are most useful 
from your role perspect�ve �n the LG, and why? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

WorkSHeeTS

Note:  Worksheets will need to be reviewed for applicability in your 
country.  Terms may be defined differently in your country. 

•

•

•

•

•
•

•
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WorkSHeeT 1—dATA FroM FinAnCiAl STATeMenTS

Worksheet needed for indicators
L�ne Descr�pt�on Used for 

�nd�cator #
2001 2002 2003 2004 2005

1 Cash

2 Short-term �n-
vestments

3 Cash + short-
term �nvestments

17

4 Accounts payable 
(vouchers)

5 Accrued l�ab�l�t�es

6 Short-term debt

7 Current port�on 
of long-term debt

8 Other current l�-
ab�l�t�es

9 Total current 
l�ab�l�t�es (Sum 
l�nes 4 through 8)

17,18

10 Net d�rect bonded 
long-term debt1

19

11 Long-term over-
lapp�ng bonded 
debt2

21

12 Cost of deprec�a-
ble cap�tal assets

27

13 Deprec�at�on 
expense

27

14 Fund operat�ng 
defic�t (surplus)

14

15 Bus�ness enter-
pr�se net profit 
(loss)

15

16 Fund balance

17 Reserves aga�nst 
fund balance

18 Unreserved fund 
balance

16

19 Uncollected prop-
erty taxes

7
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WorkSHeeT 2—revenueS

Note:  Worksheets will need to be reviewed for applicability in your 
country.  Terms may be defined differently in your country. 

L�ne Descr�pt�on Used for 
�nd�cator #

2001 2002 2003 2004 2005

Local operat�ng 
revenues

1 Property tax rev-
enues

6

2 Revenues from 
fees and user 
charges that 
are �ntended to 
support serv�ce 
costs �dent�fied on 
Worksheet 3 l�ne 5

8

3 Revenues from 
other fees and 
user charges

4 Other local 
revenues.  L�st 
�nd�v�dual sources 
�f the source �s 
greater than 5% of 
total revenues

5 Aggregate for 
sources that are 
�nd�v�dually less 
than 5% of total 
revenues

6 Total local operat-
�ng revenues (sum 
of l�nes 1-5)

Non-local operat-
�ng revenues

7 Intergovernmental 
operat�ng reve-
nues (may �nclude 
shared revenues 
and transfers 
from h�gher levels 
of government)

3

8 Other non-local 
operat�ng rev-
enues
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9 Total non-local 
operat�ng rev-
enues (l�ne 7 plus 
8)

10 Gross operat�ng 
revenues (l�ne 6 
plus l�ne 9)

3

11 LESS:  revenues 
restr�cted to cap�-
tal �nvestments 

12 LESS: mandated 
cap�tal �nvestment 
transfers and 
spec�al-purpose 
revenues

13 Net operat�ng 
revenues (l�ne 
10 m�nus l�ne 11 
m�nus l�ne 12)3

1,2,4,5,9, 
14,16,18,20

14 Restr�cted operat-
�ng revenues

2

15 Elast�c operat�ng 
revenues

4

16 One-t�me operat-
�ng revenues

5

17 Budgeted net op-
erat�ng revenues

9

WorkSHeeT 3—expendiTureS

Note:  Worksheets will need to be reviewed for applicability in your 
country.  Terms may be defined differently in your country. 

L�ne Descr�pt�on Used for 
�nd�cator #

2001 2002 2003 2004 2005

Net-operat�ng 
expend�tures4

1 Salar�es and 
wages5

13

2 Fr�nge benefits6 13

3 Suppl�es (com-
mod�t�es)
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4 Purchased or 
contracted serv-
�ces

5 Cap�tal outlay7

Net d�rect debt 
serv�ce8

6 Pr�nc�pal (long-
term debt only)

7 Interest (long- 
and short-term 
debt)

8 Total net d�rect 
debt serv�ce (l�ne 
6 plus l�ne 7)

20

9 Other expend�-
tures

10 Transfers to oth-
er funds �f not 
already �ncluded 
above

11 Total net operat-
�ng expend�tures 
(sum of l�nes 
1,2,3,4,5,8,9, 
and 10)

10,12,26

Other �tems

12 Number of LG 
employees9

13 Days of unused 
vacat�on leave

14 Days of unused 
s�ck leave

15 Expend�tures 
for serv�ces for 
wh�ch there �s 
a fee or user 
charge

WorkSHeeT 4—Fixed CoSTS SuMMAry

Note:  Worksheets will need to be reviewed for applicability in your 
country.  Terms may be defined differently in your country. 
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L�ne Descr�pt�on Used for 
�nd�cator #

2001 2002 2003 2004 2005

1 Debt serv�ce

2 Prov�nce man-
dates (expend�-
tures)

3 Central govern-
ment mandates 
(expend�tures)

4 Pens�on pay-
ments

5 Lease-purchase 
payments

6 Other long-term 
contracts

7 Other fixed costs

8 Total fixed costs 
(Sum of l�nes 1 
through 7)

12

A fixed cost �s one over wh�ch the LG has l�ttle control �n the short run because 
�t �s fixed by contractual agreement or mandated by law.  The categor�es suggested 
on th�s worksheet represent some common fixed costs.  Each LG needs to �dent�fy �ts 
own fixed costs and adjust the categor�es accord�ngly.  

WorkSHeeT 5—repAir And MAinTenAnCe oF ASSeTS

Note:  Worksheets will need to be reviewed for applicability in your 
country.  Terms may be defined differently in your country. 

The data collected on th�s worksheet are exclus�vely for Ind�cator 25, “Ma�nte-
nance Effort.”  The �nd�cator �s calculated separately for each class of asset.  There-
fore, each class should conta�n s�m�lar types of assets all of wh�ch can be measured 
�n the same way (e.g. hectares, l�near meters).  The way �n wh�ch each class of asset 
w�ll be measured w�ll depend on common usage and the ava�lab�l�ty of �nformat�on.  
Data on the expend�tures of dollars by asset class may not be ava�lable �n account�ng 
records but may be ava�lable �n department records.  Data on the amount of asset w�ll 
most l�kely be ava�lable only from departmental records.  

L�ne Descr�pt�on Used for 
�nd�cator #

2001 2002 2003 2004 2005
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1 Res�dent�al 
streets 
Dollar expend�-
ture10 amount 
(Quant�ty11)

25

2 Arter�al streets 
Dollar expend�-
ture amount 
(Quant�ty)

25

3 Curbs & s�de-
walks 
Dollar expend�-
ture amount 
(Quant�ty)

25

4 Bu�ld�ngs 
Dollar expend�-
ture amount 
(Quant�ty)

25

5 Park fac�l�t�es 
Dollar expend�-
ture amount 
(Quant�ty)

25

6 Br�dges 
Dollar expend�-
ture amount 
(Quant�ty)

25

7 Other 12

Dollar expend�-
ture amount 
(Quant�ty)

25

WorkSHeeT 6—penSion plAn dATA

Note:  Worksheets will need to be reviewed for applicability in your 
country.  Terms may be defined differently in your country. 

In th�s worksheet, �nclude only “defined-benefit” pens�on plans.  A defined-ben-
efit pens�on plan �s “a pens�on plan stat�ng the benefits to be rece�ved by employees 
after ret�rement, or the method of determ�n�ng such benefits.  The employer’s con-
tr�but�ons under such a plan are determ�ned actuar�ally on the bas�s of the benefits 
expected to become payable.  Central government plans should be excluded unless 
that part of a state pens�on plan d�rectly attr�butable to the LG can be �dent�fied.

L�ne Descr�pt�on Used for 
�nd�cator #

2001 2002 2003 2004 2005

1 Unfunded vested 
benefits13

22

2 Pens�on plan 
rece�pts14

22
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3 Pens�on plan as-
sets

23

4 Pens�on benefits 
pa�d15

23

5 Investment �n-
come

23

WorkSHeeT 7—eConoMiC-deMogrApHiC dATA

Note:  Worksheets will need to be reviewed for applicability in your 
country.  Terms may be defined differently in your country. 

L�ne Descr�pt�on

Used 
for �nd�-
cator #

Long run 
h�stor�cal 
data base Current Year Up-dates

1990 2000 20__ 20__ 20__ 20__ 20__

1 Populat�on 1, 10, 
11, 19, 
28 & 
30

2 Med�an age 
of popula-
t�on

29

3 Personal 
�ncome of 
populat�on

30

4 Publ�c as-
s�stance 
rec�p�ents

31

5 Poverty 
households

31

6 Total prop-
erty value—
market

33

7 Total prop-
erty value—
assessed

19, 21 
& 22

8 Property 
value—res�-
dent�al 
(Market 
and/or as-
sessed)

32, 33
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9 Property 
value—com-
merc�al 
(Market 
and/or as-
sessed)

32,36

10 Property 
value—�n-
dustr�al 
(Market 
and/or as-
sessed)

32,36

11 Number of 
res�dent�al 
households

31

12 Vacancy 
rates—res�-
dent�al

34

13 Vacancy 
rates—
Commerc�al

34

14 Vacancy 
rates—�n-
dustr�al

34

15 Local un-
employment 
rate

35

16 Number of 
jobs w�th�n 
LG

35

17 Reta�l sales 36

18 Number of 
bus�ness 
un�ts

36

19 Annual 
gross 
bus�ness 
rece�pts

36

20 Number of 
hectares 
devoted to 
bus�ness

36

You w�ll need to find the �nformat�on for the data g�ven above.  It may be ava�l-
able from h�gher levels of government �nclud�ng var�ous central government m�n�s-
tr�es.  If not ava�lable from government sources, then �t may be ava�lable from your 
country’s un�vers�t�es.
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Long run h�stor�cal data base—It �s �mportant to have th�s long-term h�stor�cal 
�nformat�on so that trends can be looked at �n proper perspect�ve.

When compar�ng d�fferent sources of data, espec�ally for �ncome-related data, 
check to see �f populat�on bases are the same and �f defin�t�ons are the same.  The 
term, “�ncome,” espec�ally can be defined d�fferent ways.

When compar�ng data over t�me, keep �n m�nd any other changes dur�ng the 
same t�me per�od that would also affect the data, such as land annexat�ons �nto the 
LG.

poliCieS For evAluATing FinAnCiAl CondiTion

Th�s sect�on �s des�gned to help you evaluate the usefulness of your LG’s govern�ng 
body pol�c�es �n protect�ng and �mprov�ng �ts financ�al cond�t�on.  Although a broad 
range of statements, dec�s�ons, and act�v�t�es could be construed as financ�al pol�c�es, 
financ�al pol�c�es are defined here as goals for the financ�al operat�on of a LG.  Set-
t�ng goals �s �mportant for financ�al health because �t g�ves local offic�als a long-range 
perspect�ve on the�r current approach to financ�al management.  It also helps offic�als 
agree on the k�nd of financ�al cond�t�on they want for the�r LG.

In most commun�t�es, pol�c�es already ex�st �n budgets, �n cap�tal �nvestment 
plans, �n the comprehens�ve plan, �n a charter, �n a grant appl�cat�on, �n counc�l 
resolut�ons, and �n adm�n�strat�ve pract�ces.  When financ�al pol�c�es are scattered 
among these k�nds of documents, are unwr�tten, or are developed case by case, dec�-
s�ons are often made w�thout cons�derat�on of other current pol�cy dec�s�ons, past 
pol�cy dec�s�ons, or future pol�cy alternat�ves.  Th�s k�nd of pol�cy mak�ng can lead to 
the follow�ng:

Confl�ct�ng pol�c�es.  The govern�ng body may be mak�ng dec�s�ons that 
confl�ct w�th each other.
Incons�stent pol�c�es.  The govern�ng body follows certa�n pol�c�es on one 
�ssue, then reverses �tself on a s�m�lar �ssue.
Incomplete pol�c�es.  The govern�ng body may not be mak�ng any pol�cy at 
all on some aspects of financ�al management.

A formal set of pol�c�es can help the CEO and the govern�ng body d�scover 
confl�cts, �ncons�stenc�es, and gaps �n the�r financ�al pol�c�es.  It also can help the 
manager and govern�ng body develop s�m�lar expectat�ons regard�ng both manager�al 
and govern�ng body financ�al dec�s�on mak�ng.

To a�d �n develop�ng the pol�cy framework for evaluat�ng financ�al cond�t�on 
most of the �nd�cators �n the sect�on on Develop�ng the Ind�cators prov�de pol�cy 
statement suggest�ons for that part�cular �nd�cator.

beneFiTS

Develop�ng the recommended financ�al �nd�cators does not and cannot expla�n spe-
c�fically why a problem �s occurr�ng, nor does �t prov�de a s�ngle number or �ndex to 

•

•

•
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measure financ�al health.  What �t does prov�de are flags for �dent�fy�ng problems, 
clues about the�r causes, and t�me to take ant�c�patory act�on.  Us�ng the steps we 
recommend for develop�ng the �nd�cators and evaluat�ng your LG’s financ�al cond�-
t�on prov�des the follow�ng add�t�onal benefits:

Prov�des for better plann�ng and pol�cy mak�ng.    By graph�ng the �nd�-
cators us�ng a five-year h�story and then cons�der�ng what the next few 
years probably look l�ke beg�ns to �ntroduce long-range th�nk�ng �nto the 
financ�al plann�ng process. It places the events of a s�ngle year �nto a 
longer perspect�ve and perm�ts local offic�als to follow changes over t�me. 
Pol�cy makers can see the past effect of pol�c�es or lack of pol�c�es and de-
c�de to handle the future d�fferently.  So, th�s process has the advantage 
of prov�d�ng a start�ng po�nt for elected offic�als �n sett�ng or evaluat�ng 
current financ�al pol�c�es.  By look�ng at what the past has been, they can 
establ�sh how they want the future to look and set pol�c�es accord�ngly.
Pulls together “already ex�st�ng” �nformat�on from your LG’s budget and 
financ�al reports, comb�nes �t w�th econom�c and demograph�c data, and 
creates a d�fferent way of look�ng at your LG’s financ�al cond�t�on.  Th�s 
helps LG offic�als ga�n a better understand�ng of the LG’s current finan-
c�al cond�t�on as well as the path that �t �s currently on. These �nd�ca-
tors can be plotted on a graph and used to �dent�fy ex�st�ng problems of 
wh�ch local offic�als may be unaware or �dent�fy potent�al problems before 
they reach a ser�ous cond�t�on.  They offer a way to quant�fy a s�gn�ficant 
amount of �nformat�on and present a stra�ghtforward p�cture of the LG’s 
financ�al strengths and weaknesses to elected offic�als, c�t�zens, cred�t-rat-
�ng firms, and other groups w�th a need to know.  Best of all, the �nd�ca-
tors do not requ�re compl�cated mathemat�cal techn�ques or computer 
procedures (although a personal computer can be used to perform calcu-
lat�ons and generate graphs).

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After rev�ew�ng the benefits �dent�fied above, are there other benefits that you bel�eve 
your LG w�ll rece�ve from evaluat�ng �ts financ�al cond�t�on?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

•

•
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________

obSTACleS

You w�ll find that mak�ng changes to the way LG conducts �ts bus�ness �s not an easy 
task.  There w�ll be obstacles and barr�ers, such as pol�t�cal and staff res�stance, t�me 
requ�red, lack of performance �nformat�on, lack of knowledge of the pract�ces and 
standards, and the ex�st�ng financ�al account�ng system that �mpede your progress.  

Res�stance to change—In today’s complex and ever chang�ng soc�ety, most man-
agers would agree w�th the statement “change �s the only certa�nty.”  But that doesn’t 
mean that everyone accepts change equally well.  You can expect that �n develop�ng 
new analyt�cal techn�ques and evaluat�ng financ�al factors for management there w�ll 
be some res�stance from pol�t�c�ans and staff.  Many elected offic�als who are wedded 
to past techn�ques, reports and formats w�ll not see the value of produc�ng new �nfor-
mat�on and reports.  They w�ll argue that the current pract�ce meets all the requ�re-
ments and any others mean more work w�thout produc�ng any s�gn�ficant benefits.  
To th�s group of offic�als, add�t�onal data, �nformat�on, and analys�s underm�nes the�r 
ex�st�ng �nformat�on power base and the way that they have been mak�ng dec�s�ons �n 
the past.  They are unw�ll�ng to learn new methods and techn�ques.

Some staff members may also res�st develop�ng new techn�ques and manage-
ment report�ng systems because of the add�t�onal work that �s requ�red. They may say 
they are too busy w�th other dut�es to take on add�t�onal projects.  

Lack of necessary financ�al and performance data—Another barr�er or obstacle 
to develop�ng �nd�cators may be the lack of adequate account�ng and other financ�al 
and performance �nformat�on.  For many LGs, “the data does not ex�st” may be a 
common compla�nt. If the data �s not ava�lable, you w�ll need to establ�sh systems to 
collect and comp�le the needed data annually.  Comp�l�ng the data over 5-10 years 
w�ll prov�de an h�stor�cal database from wh�ch to analyze h�stor�cal trends and pre-
d�ct future years for forecasts.  

Lack of knowledge of concepts and pract�ces—Another obstacle ex�sts when 
elected offic�als are not fam�l�ar w�th the term�nology, techn�ques, processes, and 
pract�ces of us�ng financ�al cond�t�on �nd�cators.  Educat�on of elected offic�als on 
these concepts us�ng workshops and br�efings �s a staff respons�b�l�ty. Informat�on 
prov�ded to elected offic�als should be presented �n s�mple, non-techn�cal term�nol-
ogy that can be eas�ly understood.  Elected offic�als must be well �nformed about the 
LG current management pract�ces and efforts to �mprove the process and products.  
The�r support �s essent�al to ach�ev�ng that goal.

Nature of LGs—Pr�vate sector firms can eas�ly determ�ne whether they are fi-
nanc�ally sound.  The bas�c test �s profit, wh�ch roughly translates �nto effic�ency.  For 
the LG, profit �s not the mot�ve and effic�ency �s only one of many object�ves.  A LG’s 
object�ves may �nclude “publ�c safety,” “publ�c health and welfare,” “pol�t�cal sat�sfac-
t�on,” and other qual�t�es that can be measured only subject�vely. 
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L�m�tat�ons of LG account�ng pract�ces—LG account�ng systems should be 
based on “aud�tab�l�ty” and on g�v�ng h�gh v�s�b�l�ty to the mon�es pass�ng through 
LG accounts.  Account�ng systems typ�cally stress legal compl�ance and track�ng the 
path of each un�t of money �n and out of the local treasury.  Because of th�s focus, 
some countr�es cons�der fund account�ng more �mportant than program cost ac-
count�ng or the measurement of long-term financ�al health.  It �s a very short-s�ghted 
focus and should be augmented w�th a methodology for evaluat�ng the long-term 
financ�al cond�t�on of the LG.

LG financ�al analys�s—There �s a lack of world-w�de normat�ve standards for the 
character�st�cs of a LG cons�dered �n strong financ�al cond�t�on.  Even w�th�n a coun-
try, th�s type of �nformat�on may not be ava�lable.  What, for example, �s a healthy per 
cap�ta expend�ture rate, level of reserves, or amount of debt?  Many countr�es are just 
now beg�nn�ng to develop these k�nds of benchmarks.  

Some attempts have been made to develop �n-country standards by averag�ng 
data for var�ous LGs or otherw�se compar�ng one LG to another.  But, depend�ng on 
the s�ze of the country, commun�t�es may d�ffer w�dely �n character�st�cs such as land 
s�ze, geography, demograph�cs, revenue structure, and respons�b�l�ty or author�ty to 
prov�de serv�ces.  So, �t w�ll cont�nue to be a challenge for countr�es to develop bench-
marks that are appropr�ate for LGs.

The �nternat�onal cred�t-rat�ng �ndustry has benchmarks for evaluat�ng LGs, 
but these benchmarks usually have to be cons�dered �n comb�nat�on w�th central 
government benchmarks.  Only �n a few countr�es are LGs allowed to �ssue the�r own 
debt w�thout �t be�ng t�ed to or through the central government.  For those countr�es, 
add�t�onal more subject�ve cr�ter�a such as the d�vers�ty of the LG’s tax base or rev-
enue sources are examples of benchmarks be�ng used.  

leArning AppliCATion

pOlicy MakEr _x_ cEO _x_ financE ManagEr _x_ dEpartMEnt HEad _x_

After rev�ew�ng the obstacles �dent�fied above, wh�ch are most appl�cable from your 
role perspect�ve �n the LG, and why?   Are there other obstacles that you ant�c�pate �n 
the process of develop�ng �nd�cators for your LG.  How w�ll you overcome them?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

environMenTAl And orgAniZATionAl ASpeCTS oF 
FinAnCiAl CondiTion

These factors are descr�bed separately because they have no assoc�ated quant�fiable 
�nd�cators for �dent�fy�ng warn�ng trends.  A complete assessment of a LG’s financ�al 
cond�t�on should not, however, �gnore these five factors.  Th�s descr�bes the part�cular 
aspects of each factor that can pos�t�vely or negat�vely �nfluence financ�al health; �t 
also g�ves evaluat�on quest�ons to help you assess the overall s�gn�ficance of each fac-
tor �n your LG’s financ�al cond�t�on.

external eCOnOMiC COnditiOns

External econom�c cond�t�ons �nclude trends �n �nflat�on, employment, econom�c 
wealth, �nterest rates, and bus�ness act�v�ty.  By and large, these cond�t�ons are 
beyond the control of LGs, wh�ch can usually only react to them.  Ant�c�pat�on and 
preparat�on are the best means of adjust�ng to changes �n external econom�c cond�-
t�ons.

In the long run, th�s means bu�ld�ng a local econom�c base that �s protected 
from sudden downturns �n the bus�ness cycle but that can st�ll take advantage of up-
turns.  We real�ze that for some countr�es, th�s may be a very long-term process.  To 
bu�ld such a base, a LG must spend enough on the development and ma�ntenance of 
�ts cap�tal plant and prov�de a level of serv�ces that w�ll encourage bus�nesses to stay 
and expand.  It must also have a stable, revenue-produc�ng commerc�al and �ndus-
tr�al sector whose markets w�ll not d�m�n�sh dur�ng nat�onal recess�ons and whose 
tax rates are under local control.  The LG must carefully apply land-use controls and 
other LG powers.  Tax rates should be compet�t�ve w�th those of other LGs prov�d�ng 
s�m�lar serv�ces, so that bus�nesses and res�dent�al development are not drawn away.  
The LG needs a nearby labour force that su�ts the ava�lable jobs, access to fund�ng 
for cap�tal expans�on, plus other resources such as transportat�on routes prov�d�ng 
good access to bus�ness markets.  The ava�lab�l�ty of natural resources such as o�l 
and m�nerals also �nfluences the econom�c strength of some �ndustr�es.

The lack of eas�ly collected data and the ex�stence of defic�enc�es �n analyt�cal 
procedures make �t d�fficult to measure accurately the �mpact of external econom�c 
cond�t�ons at the local level.  Because most of the current techn�ques are costly and 
requ�re expert�se not usually ava�lable to LGs, assess�ng these factors �s generally not 
cost effect�ve.  Th�s chapter does not �nclude �nd�cators that expl�c�tly measure the 
�mpact of external econom�c cond�t�ons at the local level.

Wh�le you may not be able to expl�c�tly measure the �nfluence of such cond�t�ons 
on your LG, the follow�ng quest�ons can help you evaluate how well your LG may be 
able to adjust to changes �n external cond�t�ons.
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What �s the compos�t�on of your LG's tax base?  How sens�t�ve �s �t to 
changes �n the nat�onal and prov�nce economy?  To help you answer 
these quest�ons, see the follow�ng Ind�cators: 1, Revenues per Cap�ta; 2, 
Restr�cted Revenues; 4, Elast�c Tax Revenues; 6, Property Tax Revenues; 
24, Populat�on; 27, Bus�ness Act�v�ty.
What �s the level of revenues from �ntergovernmental sources?  See Ind�-
cator 3, Intergovernmental Revenues.
What m�x and level of serv�ces �s your LG requ�red by law or local pract�ce 
to prov�de?
What �s the level of fixed costs �n your LG's budget?  See Ind�cator 12, 
F�xed Costs.

intergOVernMental COnstraints

By v�rtue of nat�onal const�tut�ons and laws, most LGs are creatures of the state.  In 
many countr�es, the central government d�ctates the framework �n wh�ch LGs must 
operate.  These constra�nts can affect LG structure, serv�ce respons�b�l�t�es, and fi-
nanc�ng powers.  LG offic�als may find that such constra�nts l�m�t the flex�b�l�ty of 
the�r dec�s�on mak�ng.

In recent years, countr�es that are devolv�ng and decentral�z�ng respons�b�l�t�es 
to LGs have mandated new serv�ces and/or spend�ng levels for programs.  S�multane-
ously, these h�gher levels of government may have reduced a�d to LGs as a mecha-
n�sm for cop�ng w�th the�r own budget problems.  These act�ons have severely harmed 
many LGs’ financ�al cond�t�on.

Intergovernmental constra�nts are d�fficult to measure because they are a h�gh-
ly subject�ve and var�able factor.  The follow�ng quest�ons can however, help you to 
analyze the effect of �ntergovernmental constra�nts on your LG’s financ�al cond�t�on.

What �s the level of revenues from �ntergovernmental sources?  What 
requ�rements for expend�tures are t�ed to these sources?  See Ind�cator 3, 
Intergovernmental Revenues.
What �s the level of expend�tures for mandated programs?  See Ind�cator 
12, F�xed Costs.
How close �s your LG to �ts tax rate ce�l�ng, �f appl�cable?
How close �s your LG to �ts debt ce�l�ng, �f appl�cable?

natural disasters and eMergenCies

Natural d�sasters �nclude fires, earthquakes, hurr�canes, typhoons, bl�zzards, floods, 
tornadoes, and s�m�lar events that requ�re s�gn�ficant LG expend�tures, and can dev-
astate the local economy.  To the extent that they can be ant�c�pated, such events 
can be budgeted for, thereby lessen�ng the�r �mpact on financ�al cond�t�on.  A pol�cy 
to ma�nta�n adequate reserves for emergenc�es and a h�gh-qual�ty r�sk management 
program can help protect the LG financ�ally.  But when the natural d�saster �s of a 

•

•

•

•

•

•

•
•



416 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

huge scale, �t can burden the LG w�th substant�al costs that w�ll probably not be fully 
allev�ated by �ntergovernmental ass�stance.

Natural d�sasters and emergenc�es can cause financ�al harm �n many ways.  
F�rst, they may damage or destroy LG equ�pment, cap�tal fac�l�t�es, and property.  
Second, they may requ�re the LG to prov�de emergency pol�ce, fire, san�tat�on, and 
general welfare serv�ces.  Th�rd, the LG may have to help the LG replace or repa�r 
lost pr�vate property.  Fourth, the natural d�saster may temporar�ly underm�ne the 
health of the local bus�ness commun�ty.  If bus�ness act�v�ty and employment de-
crease, governmental revenues may drop and expend�ture pressures may �ncrease 
unt�l the commerc�al sector can recover.  And last, �f the d�saster �s of large enough 
proport�ons, res�dents and bus�nesses may leave the area permanently, alter�ng the 
econom�c and demograph�c base of the LG.

Wh�le a LG cannot pred�ct the exact t�m�ng and magn�tude of a natural d�saster, 
plann�ng and preparat�on w�ll help �f and when one does occur.  The quest�ons that 
follow can help you to evaluate the �mpact of a natural d�saster or emergency on your 
LG’s financ�al cond�t�on.

Has your LG analyzed �ts needs for reserves to respond to a natural d�sas-
ter or emergency? 
Does your LG have a comprehens�ve emergency operat�ons plan?
If your LG has suffered damage from past d�sasters, have steps been 
taken to reduce the potent�al of future damage �n those areas (for exam-
ple, restr�ct�on of development �n flood zones)?
Is your LG's �nsurance coverage adequate?  Have �ts �nsurance needs 
been evaluated recently?  If l�ttle �nsurance coverage �s ava�lable, has th�s 
�ssue been d�scussed w�th appropr�ate offic�als?

POlitiCal Culture

Pol�t�cal culture refers to the LG’s att�tudes toward taxes and serv�ces.  Of all 
the factors that affect financ�al cond�t�on, local pol�t�cal culture �s perhaps the most 
d�fficult to analyze, pr�mar�ly because �t �s �nfluenced by the �nteract�on of �nd�v�duals 
and by the�r vary�ng econom�c, ethn�c, rel�g�ous, and soc�al backgrounds.

In add�t�on to soc�al and demograph�c character�st�cs, other �ssues to be con-
s�dered are:

The manner of pol�t�cal representat�on.
The extent of c�t�zen part�c�pat�on.
The structure of the LG organ�zat�on.
The dec�s�on-mak�ng process.
The content of pol�t�cal �ssues.
The age, s�ze, and dens�ty of the LG.

Because pol�t�cal culture �s h�ghly subject�ve, th�s chapter does not �nclude 
�nd�cators or evaluat�on quest�ons for measur�ng �t.  However, a careful assessment 
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of these �ssues, based on your own knowledge, �s valuable �n relat�ng th�s factor to an 
evaluat�on of financ�al cond�t�on.

prACTiCeS And poliCieS THAT JeopArdiZe FinAnCiAl 
CondiTion

Management pract�ces and govern�ng body pol�c�es are often regarded as the most 
cr�t�cal �nfluences on financ�al cond�t�on because a LG can theoret�cally adjust to en-
v�ronmental changes by chang�ng �ts expend�ture pattern.  Th�s assumes that the LG 
w�ll have enough not�ce of problems, that �t understands the�r nature and extent, that 
�t knows what to do, and that �t �s w�ll�ng to do �t.  Wh�le these assumpt�ons may be 
opt�m�st�c, pract�ces and pol�c�es are the factors over wh�ch a LG should have control.  
It �s through pract�ces and pol�c�es that a LG can exert leverage when wrestl�ng w�th 
financ�al problems.

When �nternat�onal cred�t rat�ng firms evaluate the financ�al cond�t�on of LGs, 
they cons�der management pract�ces and govern�ng body pol�c�es to be very �mpor-
tant. For example, they assess the “profess�onal�sm” of management by exam�n�ng 
the qual�ty of financ�al report�ng and cap�tal plann�ng, and by check�ng to see whether 
the LG has used any financ�al “g�mm�cks” or tr�cks.  They determ�ne the respons�ve-
ness of the govern�ng body by cons�der�ng whether elected offic�als have been w�ll�ng 
to ra�se tax rates when needed.  In short, sound financ�al pract�ces and pol�c�es en-
able a LG to ma�nta�n good financ�al cond�t�on and to avo�d financ�al emergenc�es.  

eValuating finanCial ManageMent PraCtiCes

It �s poss�ble to assess fa�rly qu�ckly whether your LG �s rely�ng on pract�ces that, 
wh�le not �nherently bad, can damage �ts financ�al cond�t�on �f they are used for too 
long.  These pract�ces fall �nto three categor�es:

Repeated use of one-t�me revenue sources, such as pr�or years' reserves 
or proceeds from the sale of assets, to balance the budget.
Deferr�ng a large amount of current costs to the future: dec�d�ng, for 
example, to postpone ma�ntenance of cap�tal assets or to defer pens�on 
l�ab�l�t�es.
Ignor�ng long-range or full-l�fe costs of a l�ab�l�ty: dec�d�ng, for example, to 
purchase a cap�tal asset w�thout calculat�ng the full-l�fe costs of own�ng, 
operat�ng, and ma�nta�n�ng that asset.

Most LG offic�als recogn�ze the danger of such pract�ces and would not ord�nar-
�ly use them.  In t�mes of stress caused by financ�al problems or pol�t�cal pressures, 
however, local offic�als may find themselves tempted or even forced to use them.

As �nter�m strateg�es, these pract�ces can resolve temporary problems and pro-
v�de t�me to find long-run solut�ons to financ�al troubles.  For example, deferr�ng 
ma�ntenance costs for one year may allow the �n�t�at�on of new cost-cutt�ng programs 
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and adjustments �n serv�ce.  But cont�nued use of such pract�ces can harm a LG's 
financ�al cond�t�on �n three ways.

F�rst, these pract�ces can create problems.  A LG may already have a few 
financ�al problems, but �f �t does not take �nto account the full-l�fe cost 
of a new program or project, �t may comm�t �tself to future expend�ture 
obl�gat�ons that �t cannot meet.  Th�s can happen, for example, �f the LG 
grants employees add�t�onal employee benefits w�thout first cost�ng out 
the benefits �n dollars and project�ng the�r �mpact on future budgets.
Second, these pract�ces may compound ex�st�ng problems.  For exam-
ple, when a LG defers a current expend�ture by postpon�ng ma�ntenance 
on cap�tal equ�pment, the effect�veness and effic�ency of operat�ons may 
go down, thereby caus�ng serv�ce del�very costs to go up.  Moreover, the 
equ�pment may deter�orate unt�l �t becomes more expens�ve to repa�r or 
replace than �f �t had been regularly ma�nta�ned.
F�nally, these pract�ces may delay recogn�t�on of ex�st�ng problems.  Th�s 
�s the most dangerous result, because �t perm�ts problems to pers�st and 
to grow to ser�ous proport�ons.  Eventually, solv�ng the problem may 
be much more costly and d�fficult than �t would have been at an earl�er 
phase.  For example, �f over several years a LG does not fund accrued 
pens�on l�ab�l�t�es, pens�on costs can eventually become a large percent-
age of fixed costs at a t�me when revenues are no longer grow�ng, forc�ng 
an �ll-t�med and d�srupt�ve reduct�on �n serv�ces.

D�scover�ng how or to what extent these pract�ces may be jeopard�z�ng a LG’s 
financ�al health �s not always easy.  To evaluate whether such pract�ces are harm�ng 
your LG’s financ�al cond�t�on, read the descr�pt�on of the pract�ces below; �f an �nd�ca-
tor �s assoc�ated w�th the pract�ce, exam�ne the �nd�cator to see whether �t shows a 
rel�ance on the financ�al management pract�ce �n quest�on.

PraCtiCes that sustain an OPerating defiCit

An operat�ng defic�t occurs when current expend�tures exceed current revenues.  
Th�s may occur even though the annual budget �s balanced, because one-t�me rev-
enue sources (such as a surplus from a prev�ous year) can be used to supplement 
current revenues.  An operat�ng defic�t �n any one-year may not be cause for concern, 
but frequent and �ncreas�ng defic�ts can be a warn�ng s�gn.  If an operat�ng defic�t �s 
allowed to cont�nue or grow, two quest�ons should be asked:

Is the LG cont�nu�ng a level of serv�ces and expend�tures that �t may not 
be able to afford �n the long run?
Is the LG �gnor�ng the underly�ng cause of the defic�t, such as a decl�n�ng 
revenue base or decreased product�v�ty, and thereby compound�ng the 
problem?
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Local offic�als may have trouble spott�ng an operat�ng defic�t because most LG 
account�ng systems do not prov�de �nformat�on that would make an operat�ng defic�t 
obv�ous.  That �s, LG account�ng systems do not use cost account�ng, nor are rev-
enues and expend�tures fully accrued �n most countr�es.  These two c�rcumstances 
prevent offic�als from obta�n�ng prec�se �nformat�on on the LG's operat�ng pos�t�on.  
Nevertheless, telltale s�gns can po�nt to the ex�stence of an operat�ng defic�t.  These 
s�gns are the repeated use of the follow�ng pract�ces: us�ng reserves (fund balances) 
from pr�or years, short-term borrow�ng, �nternal borrow�ng, sell�ng assets, and one-
t�me account�ng changes.

Use of reserves—The accumulat�on of operat�ng surpluses bu�lds reserves, 
wh�ch prov�de a financ�al cush�on aga�nst the: loss of a revenue source, an econom�c 
downturn, unant�c�pated expend�tures requ�red by natural d�sasters, �nsurance loss, 
and the l�ke, unexpected large-scale cap�tal expend�tures or other nonrecurr�ng ex-
penses, an uneven cash flow, and s�m�lar events.

For most governments, surpluses from pr�or years are a cush�on that allows 
them to meet current cash flow needs, temporary revenue shortfalls, or unexpected 
expend�ture demands—w�thout suddenly adjust�ng tax rates or user fees or cutt�ng 
expend�tures dur�ng the budget year.  Pos�t�ve fund balances can also help LGs avo�d 
short-term borrow�ng, thereby sav�ng �nterest costs (although the opportun�ty to earn 
�nterest on a fund balance �s lost).

Reserves may be budgeted �n a cont�ngency account or carr�ed as a part of 
one or more fund balances.  If they are carr�ed as an unappropr�ated part of a fund 
balance, they may never appear �n a LG’s budget or be d�scussed dur�ng budget 
del�berat�ons.

A cons�stent decl�ne �n fund balances over several years �s one �nd�cat�on that 
the LG may be susta�n�ng an operat�ng defic�t.  Rely�ng on reserves to susta�n the 
defic�t can be damag�ng �n two ways: first, the LG �s left w�th fewer resources to cope 
w�th a financ�al emergency; second, rely�ng on reserves may affect the LG’s cred�t rat-
�ng, because cred�t rat�ng firms exam�ne the h�story of fund balances.

To determ�ne whether your LG �s us�ng reserves to balance the budget, see 
Ind�cator 14, Operat�ng Defic�ts, and Ind�cator 16, Fund Balances.

Short-term borrow�ng—In short-term borrow�ng, the LG �ncurs a debt that �t 
must pay back w�th�n twelve months.  When revenues and prev�ous surpluses (fund 
balances) do not prov�de enough cash to meet expend�tures dur�ng the fiscal year, 
your country may prov�de the follow�ng opt�ons:

Some countr�es allow LGs to tax ant�c�pat�on notes (TANs) to be �ssued to 
obta�n cash.  When the taxes are collected, these notes are redeemed.  
Some countr�es allow LGs to borrow from the central government bank.
Some countr�es allow LGs to borrow from local banks.

Lend�ng �nst�tut�ons and the LG generally regard such borrow�ng as an accept-
able fiscal procedure as long as �t �s temporary and tax collect�ons or some other 
known source of revenues w�ll be rece�ved that are clearly large enough to repay the 
debt w�th�n the fiscal year.  

At t�mes, however, revenue shortfalls or over expend�tures may render a LG un-
able to repay short-term borrow�ng w�th�n th�s t�me per�od.  In th�s event, the LG may 
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choose to repay the loan and then re-borrow the money, or s�mply to pay only the 
�nterest on the loan and not the pr�nc�pal.  Th�s pract�ce, called “roll�ng over” short-
term debt, can �n effect turn short-term debt �nto long-term debt.  Some analysts spot 
financ�al troubles by look�ng at the level of short-term debt outstand�ng at the end of 
the fiscal year as a percentage of revenues.  Roll�ng over short-term debt can create 
several problems for a LG:

Interest rates are added for the t�me the debt rema�ns outstand�ng.
The LG's cred�t rat�ng may be affected; when assess�ng the �nvestment 
worth�ness of a LG, �nvestors and �nternat�onal bond rat�ng firms look 
more and more closely at short-term debt.
Unless revenues �ncrease or the debt �s rolled over yet another year, the 
LG �s forced to reduce serv�ce levels or ra�se revenues �n the next fiscal 
year to pay off the debt.

To determ�ne whether your LG �s us�ng short-term borrow�ng to balance the 
budget, see Ind�cator 14, Operat�ng Defic�ts, and Ind�cator 18, Current L�ab�l�t�es.

use Of internal bOrrOwing (f yOur COuntry uses fund 
aCCOunting)

Internal borrow�ng occurs when one LG account�ng fund runs out of money and the 
fund “borrows” from other LG funds rather than from an outs�de source.  In pr�vate 
bus�ness, the ent�re bus�ness �s treated as a s�ngle ent�ty so there �s not a comparable 
pract�ce �n pr�vate sector account�ng.  But �n some countr�es, LGs use “fund account-
�ng,” �n wh�ch revenues and expend�tures are recorded �n d�fferent funds, each w�th 
�ts own balance sheet and operat�ng statement; money can therefore be transferred 
from one fund to another.  To find out more about fund account�ng see the Account-
�ng5 chapter �n th�s ser�es. Because borrow�ng �nternally �s usually less expens�ve 
than borrow�ng externally, �nternal borrow�ng can save a LG money.  Internal bor-
row�ng can also be eas�er and qu�cker because �t �nvolves fewer actors.

Not all �nter-fund transfers are “borrow�ng,” some occur regularly as a matter 
of expl�c�t pol�cy.  For example, �f an enterpr�se act�v�ty such as the water ut�l�ty �s 
generat�ng a surplus, the surplus may be transferred per�od�cally to the LG’s operat-
�ng fund to subs�d�ze other expend�tures; there �s no �ntent�on of repay�ng the money 
later.  S�m�larly, a LG may sh�ft money �nto an �nternal serv�ce fund to reflect the 
value of serv�ces prov�ded by one  LG department to another.  Interfund “borrow�ng” 
occurs when money �s transferred from a fund that has been accumulat�ng money 
for a spec�al purpose, such as cap�tal �nvestments, to another fund, and there �s an 
�ntent�on to repay at a later date.

Repeated use of �nternal borrow�ng, however, can create a future l�ab�l�ty that 
the LG may not have the resources to meet—wh�ch can �n turn force a d�srupt�ve 
reduct�on �n serv�ces or cause a shortage �n the fund from wh�ch the money was 
borrowed.  If, for example, money borrowed from a cap�tal �nvestment fund cannot 
be repa�d, �mprovements may have to be delayed or forgone.  If money �s borrowed 
from a self-�nsurance fund, the LG jeopard�zes �ts ab�l�ty to absorb large losses from 

•
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l�ab�l�t�es.  To determ�ne whether your LG �s rely�ng on �nternal borrow�ng to balance 
the budget, see Ind�cator 14, Operat�ng Defic�ts, and Ind�cator 16, Fund Balances.

selling assets

Most LGs own property or fac�l�t�es, such as vacant land or unused bu�ld�ngs, wh�ch 
would be valuable to pr�vate �nterests or poss�bly to an adjacent LG.  Sell�ng such as-
sets can br�ng �n one-t�me revenue.  For example, a LG m�ght sell �ts sewer system to 
an �ndependent author�ty and use the proceeds for general operat�ng expend�tures.  
When one-t�me revenues are used for current operat�ng expend�tures �nstead of for 
one-t�me needs, they are susta�n�ng an operat�ng defic�t.  As�de from susta�n�ng an 
operat�ng defic�t, sell�ng an asset may harm the LG’s long-run financ�al cond�t�on �n 
the follow�ng ways:

Flex�b�l�ty �n serv�ce del�very capac�ty may be reduced because the LG 
loses control of how serv�ce �s prov�ded.
If �t sells under the pressure of �mmed�ate revenue needs, the LG may ac-
cept a lower pr�ce than �t would otherw�se have rece�ved for the property.
If the LG dec�des to re-acqu�re the asset, do�ng so may be more expens�ve 
at a future date.
The sale of a ut�l�ty (e.g. water, sewer, electr�c) or recreat�onal fac�l�t�es 
may make the LG dependent on someone else for pr�ces and ava�lab�l�ty.

To determ�ne whether your LG �s rely�ng on the sale of assets to balance �ts 
budget, see Ind�cator 5, One-t�me revenues, and Ind�cator 14, Operat�ng defic�ts.

One-tiMe aCCOunting Changes

Account�ng methods can be man�pulated to make a budget appear balanced.  For 
example, �f a payroll day falls on the last day of a fiscal year, the LG may be tempted 
to wa�t one day to record that expense, thus mak�ng expenses for the current year 
appear smaller.  An end-of-year surplus could thereby be made to look larger or a 
defic�t smaller (or nonex�stent).

Three commonly used one-t�me account�ng changes are (1) postpon�ng current 
costs to future per�ods, (2) accru�ng revenues from a future fiscal year to the current 
fiscal year (to make the current revenues appear h�gher), and (3) extend�ng the length 
of the fiscal year—for example, from twelve to th�rteen months—so that revenues �n 
the th�rteenth month can be counted as revenues for the current year.

Many LGs that have had financ�al problems have rel�ed on one-t�me account�ng 
changes to balance the�r budgets, but these techn�ques do not solve underly�ng prob-
lems; they only d�sgu�se them.  Cred�t rat�ng firms and other analysts look unfavour-
ably on such pract�ces.  Even �f they do not v�olate the letter of account�ng standards 
and laws, one-t�me account�ng changes are cons�dered unsound because they almost 
always v�olate the �ntent of these laws and standards.

•

•
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PraCtiCes that defer Current COsts

A LG �s deferr�ng current costs when �t does not meet all �ts expend�ture needs �n the 
current budget.  Two examples of the k�nds of costs that can be postponed are contr�-
but�ons to employee pens�on funds and expend�tures for the ma�ntenance of cap�tal 
plant.  Deferr�ng current costs has several general drawbacks:

It susta�ns a level of serv�ces and expend�tures that the LG may not be 
able to afford �n the long run.
It can affect a LG's bond rat�ng.  Cred�t rat�ng organ�zat�ons cons�der un-
funded l�ab�l�t�es an unfavourable s�gn.
Because these costs do not ord�nar�ly show up on LG financ�al records, 
the�r effect may not be recogn�zed unt�l the problem �s ser�ous.

Two k�nds of deferred costs w�ll be cons�dered here: deferred pens�on l�ab�l�t�es 
and deferred ma�ntenance of cap�tal assets.

deFerred penSion liAbiliTieS

A pens�on l�ab�l�ty �s a legal comm�tment a LG has made to pay benefits to �ts employ-
ees at some po�nt �n the future.  There are two bas�c ways to fund th�s l�ab�l�ty.  The 
first way �s “full fund�ng,” wh�ch means reserv�ng money �n a spec�al fund as benefits 
are accrued.  Th�s “pay-as-you-go” method requ�res that current pens�on payments 
be made from the general fund as benefits become due.

Many LGs choose the “pay-as-you-use” method because �t requ�res less spend-
�ng from the current budget.  Th�s method �s successful as long as the money �s ava�l-
able when needed.  The problem created by deferral, however, may be more ser�ous 
than the problem �t was �ntended to avo�d, espec�ally �f accrued benefits �ncrease 
rap�dly wh�le revenues rema�n stable or decl�ne.  As more employees become ent�tled 
to benefits, and as �nflat�on �ncreases the cost of benefits, pens�on costs can become 
a large fixed cost �n the operat�ng budget.

The analys�s of unfunded pens�on l�ab�l�ty �s h�ghly techn�cal.  Develop�ng Ind�-
cator 22, Unfunded pens�on l�ab�l�ty, can help you to determ�ne whether and to what 
extent your LG �s deferr�ng pens�on l�ab�l�ty.

deFerred MAinTenAnCe expendiTureS

A LG’s cap�tal assets �nclude �ts land, �nfrastructure (e.g. streets, br�dges, street 
l�ghts, traffic s�gnals, s�dewalks, etc.) bu�ld�ngs, ut�l�ty networks, veh�cles, and equ�p-
ment.  If these assets are not adequately ma�nta�ned or �f they are allowed to become 
obsolete, effic�ency drops, ma�ntenance and replacement costs go up, and the LG 
becomes a less attract�ve place to l�ve and do bus�ness.

In t�mes of financ�al stra�n, local offic�als often see deferred ma�ntenance as a 
relat�vely pa�nless, short-run way to reduce expend�tures.  Cont�nued deferral, how-
ever, can create ser�ous problems because of the huge sums of money �nvested �n 
cap�tal fac�l�t�es.  Follow�ng are some of the potent�al problems created by deferral:

•
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Safety hazards and other l�ab�l�ty r�sks created, for example, by an unre-
pa�red street.
Decl�ne �n res�dent�al and bus�ness property values, wh�ch can lead to a 
decl�ne �n tax revenues.
Loss of effic�ency of equ�pment �f; for example, an obsolete truck spends 
more t�me �n the garage than on the street.
An �ncrease �n the cost of repa�r�ng a cap�tal asset (for �nstance, when 
street repa�r �s postponed so long that the street has to be completely 
reconstructed).

To check on your LG's deferral of ma�ntenance expend�tures, see Ind�cator 25, 
Ma�ntenance effort.

PraCtiCes that ignOre full-life COsts

A LG that fa�ls to cons�der the long-range costs of a l�ab�l�ty can jeopard�ze �ts finan-
c�al cond�t�on by bu�ld�ng a future �mbalance between revenues and expend�tures.  
Many commun�t�es do th�s by grant�ng labour agreements w�thout cost�ng out non-
salary benefits, or by arrang�ng to construct or purchase a cap�tal asset w�thout cal-
culat�ng the full-l�fe operat�ng and ma�ntenance costs.

nOn-salary eMPlOyee benefits

Non-salary benefits �nclude pens�on plans, health and l�fe �nsurance, vacat�on, s�ck 
and hol�day leave, deferred compensat�on, d�sab�l�ty �nsurance, educat�onal prov�-
s�ons, or other s�m�lar types of benefits.  The cost of these benefits �s d�fficult to 
assess because the�r value often var�es from one employee or group of employees to 
another.  Benefits depend on var�ables such as occupat�on and length of employment.  
Translat�ng the costs �nto budget dollars requ�res a spec�al analys�s.  But �f non-sal-
ary benefits are not calculated, a LG may face the follow�ng problems:

It may not be able to accurately budget enough money for benefit costs �n 
the current budget.
It may have trouble mak�ng long-range expend�ture forecasts, and thus 
w�ll be unable to ant�c�pate and prepare for �ncreases as they occur.
It may find �tself �n a weak pos�t�on �n negot�at�ng w�th labour un�ons; 
w�thout good �nformat�on on the exact cost of a proposal, �t �s d�fficult to 
judge compet�ng proposals.
It may not be able to pred�ct the budget �mpact of �ncreases or decreases 
�n personnel.

•
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CaPital assets

A LG’s cap�tal assets are long-term �nvestments w�th h�gh �n�t�al costs.  Dur�ng the 
cap�tal plann�ng and budget�ng process, local offic�als usually cons�der carefully how 
to finance assets.  Often overlooked, however, are the long-range costs of own�ng and 
ma�nta�n�ng the asset—the “full-l�fe costs.”  These costs may be overlooked �f cap�tal 
and operat�ng budgets are developed separately, and the operat�ng costs of own�ng 
and us�ng the asset are not planned for.  These costs can also change over t�me.  For 
example, the cost of us�ng an older asset may be much less than the cost of us�ng �ts 
replacement; the h�gher cost of the new asset m�ght not be ant�c�pated when the old 
asset �s replaced.

Here are some d�sadvantages of not calculat�ng total costs:

The LG may not be able to budget accurately the operat�ng costs of the 
asset.
The LG may have �ncomplete �nformat�on when choos�ng wh�ch cap�tal 
asset to obta�n.  For example, s�nce the cost of own�ng and ma�nta�n�ng 
a fleet of garbage trucks �s h�gh, �t may be cheaper to contract for sol�d 
waste serv�ces.
he LG may have trouble forecast�ng long-range expend�ture needs.

inTerneT reSourCeS

preparing an economic and Strategic vision for a City. nigel Harris (1999).

In analyz�ng the �mpl�cat�ons of global�zat�on and decentral�zat�on for c�ty man-
agement, th�s presentat�on also attempts to answer the quest�on: What do we need to 
know about trends and the c�ty economy? Its ma�n argument �s that c�ty managers 
have to need to know much more about the econom�c strengths and weaknesses of 
the�r c�ty to make �ts econom�c management and the pol�t�cal consensus underly�ng 
pol�cy �ncreas�ngly better �nformed, more prec�sely targeted, and more effect�ve.

http://www.worldbank.org/wb�/urbanc�tymgt/toronto/assets/t-harr�s-
mod02.ppt

•
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PART TWO—MANAGEMENT TOOLS

purpoSe

F�nanc�al cond�t�on refers to the ab�l�ty of a LG to pay �ts b�lls w�thout go�ng �nto debt 
and w�thout sacr�fic�ng the level of publ�c serv�ces needed for the health, safety, and 
welfare of �ts c�t�zens.  F�nanc�ally healthy governments are systemat�c �n ant�c�pat�ng 
and evaluat�ng factors that could erode the�r financ�al health.  And LGs w�th ex�st�ng 
or emerg�ng financ�al problems benefit from evaluat�on as a way to locate causes of 
trouble and to become �ncreas�ngly alert to poss�ble future problems.  Th�s workshop 
�s to acqua�nt local offic�als w�th the benefits of a system for evaluat�ng financ�al con-
d�t�on and an opportun�ty for sk�ll pract�ce �n analyz�ng financ�al data and mon�tor�ng 
trends.

Don’t forget to look back at the Learn�ng Appl�cat�ons!  Many of them can be 
eas�ly adapted for group exerc�ses and may be more appropr�ate for persons who are 
just be�ng �ntroduced to the concepts of evaluat�ng financ�al cond�t�on.

ConTenTS

A br�ef descr�pt�on of each learn�ng act�v�ty �s shown below w�th an approx�mat�on of 
the amount of t�me requ�red.  If you w�sh to change the order, to om�t someth�ng, or 
to add tra�n�ng mater�al of your own, feel free to do so.

4.1 WArM-up exerCiSe: To your FinAnCiAl HeAlTH!

Part�c�pants choose a category of financ�al health wh�ch seems to fit the�r respect�ve 
LGs and d�scuss the rat�onale for the�r cho�ce of categor�es.  (45 m�nutes)

4.2  TrAiner preSenTATion

Br�ef concept presentat�on based on the preced�ng essay that descr�bes the �mpor-
tance of mon�tor�ng financ�al cond�t�on and the use of quant�fiable �nd�cators to meas-
ure trends that could �nfluence financ�al cond�t�on.  (30 m�nutes)    

4.3  guided diSCuSSion: AnAlyZing indiCATorS

Part�c�pants learn to analyze trends that serve as �nd�cators of financ�al cond�t�on 
and the relat�onsh�p of these trends.  (60 m�nutes)

4.4  exerCiSe: leArning TrAnSFer 

Part�c�pants reflect �nd�v�dually on what they have learned and make comm�tments 
to put �t to use back home after the workshop.  (30 -45 m�nutes)
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4.1  WArM-up exerCiSe:  To your FinAnCiAl HeAlTH!

TiMe required

45 m�nutes 

purpoSe

Th�s exerc�se �s to help part�c�pants th�nk about and dec�de wh�ch of three financ�al 
health cond�t�ons appl�es to the�r LGs.

proCeSS

Before the workshop beg�ns, wr�te on a chart pad sheet three statements (�n large, 
readable letters), each descr�b�ng a cond�t�on of financ�al health that m�ght apply to 
a LG.  The three statements are:

My LG is under the strain of a few identifiable financial problems and 

is in need of a broader perspective on these problems.

My LG senses that financial problems are emerging but is having dif-

ficulty pinpointing their origin or developing a strategy for coping with 

them.

My LG is in good financial condition but needs a systematic way to 

monitor changes and anticipate future problems.  

Beg�n the exerc�se by expla�n�ng that few LGs face such severe financ�al prob-
lems that they are l�kely to default on loans or fa�l to meet current obl�gat�ons.  On the 
other hand, financ�al health �s per�shable. It can sl�p qu�ckly away from a healthy LG 
that has become complacent or lacks the tools to spot the danger s�gns.  

Cont�nue your comments by say�ng that th�s workshop can benefit any LG that 
finds �tself �n any of the follow�ng s�tuat�ons.  At th�s po�nt, reveal the three state-
ments on the chart pad sheet.  Ask part�c�pants to read each of the three statements 
and to choose one of the three that most closely appl�es to the�r respect�ve LGs.  Also 
ask part�c�pants to be prepared to expla�n any events or cond�t�ons that led to the�r 
�nd�v�dual cho�ces.  G�ve part�c�pants several m�nutes to make the�r cho�ces.  

After a few m�nutes, ask part�c�pants to �ntroduce themselves by name, t�tle 
and organ�zat�on.  As they �ntroduce themselves, ask part�c�pants to tell other par-
t�c�pants wh�ch of the three statements they feel �s closest to the s�tuat�on of the�r LG 
and why.  
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4.2  TrAiner preSenTATion  

TiMe required

60 m�nutes

purpoSe

Th�s presentat�on �s to prov�de part�c�pants w�th a concept and rat�onale for evaluat-
�ng the financ�al cond�t�on of a LG.  It �s also to prepare part�c�pants for an exerc�se 
on how to use �nd�cators to assess trends �n financ�al performance.

proCeSS

Prepare the presentat�on based on �nformat�on covered by the preced�ng essay on 
evaluat�ng financ�al cond�t�on.  Focus the general presentat�on on the mean�ng of 
financ�al cond�t�on.  G�ve part�cular attent�on to the pract�ce of financ�al trend mon�-
tor�ng as a useful way to compare a LG’s financ�al cond�t�on w�th the v�tal factors that 
�nfluence financ�al cond�t�on.

Compares LG trends over t�me
Also rev�ew br�efly how to use �nd�cators to:
Exam�ne trends �n mult�-year perspect�ve (�.e., what d�rect�on?  how fast?  
compared to what nat�onal trends?)
Ident�fy potent�al problems (�.e., ex�st�ng; emerg�ng)
Breakdown problems �nto component parts (�.e., causes; solut�ons)

Outl�ned �nformat�on on note cards may help you cover the �nformat�on system-
at�cally and stay on schedule.  Ask quest�ons from t�me to t�me dur�ng the presenta-
t�on as a check on part�c�pant comprehens�on and to hold the�r attent�on.  Augment 
the presentat�on w�th v�sual a�ds �nclud�ng pre-pr�nted newspr�nt sheets and over-
head transparenc�es as a further a�d to comprehens�on.

•
•
•

•
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4.3  guided diSCuSSion:  AnAlyZing indiCATorS

TiMe required

45 m�nutes

purpoSe

G�ve part�c�pants exper�ence analyz�ng financ�al trends based on key �nd�cators and 
observ�ng how these trends relate to one another.  

proCeSS

Tell part�c�pants that the focus of the exerc�se �s how to analyze financ�al trend �nd�-
cators and to observe how these trends are related to one another.  Expla�n that for 
local offic�als to be effect�ve �n evaluat�ng the financ�al cond�t�on of the�r LGs, they 
must understand how to “read” trend �nd�cators and to recogn�ze the patterns cre-
ated by the relat�onsh�p among these trends.  They also must be able to effect�vely 
commun�cate th�s �nformat�on to elected offic�als �n an easy-to-understand manner.  
Cont�nue by tell�ng part�c�pants that we w�ll be spend�ng a few m�nutes analyz�ng five 
trend �nd�cators and then d�scuss�ng what these �nd�cators together reveal about the 
financ�al health of a hypothet�cal LG.  

Handout s�x graphs wh�ch have been photocop�ed pr�or to the workshop (see 
the follow�ng pages).  Expla�n that each of the first five graphs refers to a separate 
financ�al cond�t�on �nd�cator and shows a trend l�ne that descr�bes the actual s�tua-
t�on fac�ng a LG.  Expla�n that the LG �n our example �s small (populat�on �ncreas�ng 
from 17,000 to 20,000) w�th an annual budget of US 5 m�ll�on �n 1996 and �ncreas�ng 
to US 6 m�ll�on �n 2006.  

Trainers note:  The effectiveness of this exercise can be enhanced 

greatly either by creating overhead transparencies (will require an 

overhead projector) from the six graphs to use during the discussion or 

by drawing facsimiles of the six graphs on sheets of chart pad paper.

Ask part�c�pants to look at the first graph: Ind�cator 19−Long-term debt as a 
percent of assessed valuat�on.  Lead a d�scuss�on of the �nd�cator us�ng the follow�ng 
comments to focus the d�scuss�on.

Trainer’s Comment:  Long-term debt is compared to assessed valu-

ation because, for many communities, the property tax is the major 

source for repayment of debt.  Therefore, assessed valuation becomes 

a measure of LG’s ability to repay.  

In our example, we see that from 1996-2006 the amount of debt for 

the LG is relatively modest.  Between 1996 and 1999, debt is approxi-

mately 2% of assessed valuation; then from 2000-2006 debt is ap-
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proximately 4% of assessed valuation.  The projection for 2007-2011 

shows debt going to 5.5% of assessed valuation and is based on the 

assumption that this LG intends to borrow money to construct a new 

street.  

How would local officials analyze this trend?  The first thing is to look 

at benchmarks used by credit rating or other similar types of organi-

zations.  

One benchmark is that overall debt that exceeds 10% of assessed 

valuation is a potential sign of problem.  In our example, the amounts 

of 2% and 4% are well within the limit.

Another benchmark is whether or not overall debt as a percent of as-

sessed valuation exceeds 20% of the previous year.  Looking at our 

example, in 1999 and in the projections for 2008, this benchmark is 

exceeded.  However, the amounts are small.  Therefore, the situation 

need not be viewed as serious.

In looking at this indicator, the important thing is knowing how much 

additional debt the jurisdiction is projecting in the next three to five 

years and what impact the debt will have on the budget.  For example, 

can the LG afford the additional debt service and maintenance costs 

of new facilities.  

Ask part�c�pants to look at the second graph: Ind�cator 17−L�qu�d�ty, wh�ch 
refers to the flow of cash �n and out of a LG’s treasury.  Lead a d�scuss�on of the 
�nd�cator us�ng the follow�ng comments to focus the d�scuss�on.

Trainer’s Note:  Liquidity is an indicator that is seldom examined, but 

it should be for some good reasons.  First, it is a good short-run indica-

tor.  That is, it points to a very immediate problem.  Second, it is often 

the first sign of other problems.  For example, if a LG is short of cash 

to pay current obligations, it may be necessary to borrow money on a 

short-term basis, and studies show that short-term borrowing is one 

of the early signs of a more serious underlying problem.  

In the example, liquidity is steadily declining from roughly 200% in 

1996 to 150% in 2006.  If the drop continues, liquidity will be down to 

almost 100% in 2011.  Liquidity of 200% means that a LG has roughly 

twice the cash on hand that it needs to meet its short-term commit-

ments.  As it moves to 100%, the LG has exactly what it needs to meet 

its payments but no surpluses to rely upon for unanticipated needs.  

If this ration drops to less than one-to-one (in our example to less than 

100%) it is considered a negative factor.  However, it could be offset if, 

for three consecutive years, there is a trend indicating that in the fol-

lowing year a one-to-one ratio will be exceeded.

In analyzing this indicator we can conclude that there is not yet a se-

rious problem.  However, local officials would be wise to watch their 

cash management procedures closely.  They might want to assure 

that: 1) there is a good system for generating invoices for money owed 

to the LG, 2) money that is owed to the LG is collected promptly, 3) 



430 VOLUME 1  •  CREATING A FINANCIAL FRAMEWORK

shared-revenues and other inter-governmental payments are received 

promptly, 4) departmental needs are being anticipated in sufficient 

time to acquire the needed items, 5) projected revenues are matched 

routinely with projected expenditures.  

Ask part�c�pants to look at the th�rd graph: Ind�cator 14−Operat�ng defic�ts 
wh�ch occur when revenues generated dur�ng the current year are not suffic�ent to 
cover expend�tures generated dur�ng the year..  Lead a d�scuss�on of the �nd�cator 
us�ng the follow�ng comments to focus the d�scuss�on.

Trainer’s Notes—Having an operating deficit is not the same as hav-

ing a budget deficit.  The budget may be balanced by such an action 

as using reserves funds, but an operating deficit still exists.  While the 

use of reserves provides for a balanced budget, an operating deficit 

exists because current expenditures will exceed current revenues.  

If a LG has a large fund balance and consciously chooses to draw it 

down for non-recurring expenses, then the existence of an operating 

deficit is not serious.  However, frequent and increasing deficits can in-

dicate that current revenues are not supporting current expenditures.  

When this happens, serious problems may lie ahead.  

Looking at the graph, the LG had no operating deficits until 1999 at 

which time the deficit amounted to about 1% of total operating rev-

enues.  In 2000 and 2001, the operating budget was balanced, and 

then for 2002 there was a small surplus.  In the subsequent years of 

2004 and 2005 operating deficits again appear.  A trend line for the 

years 2006-2011 show that, if the trend continues, operating deficits 

will continue to grow.  So, on our graph, three of the last eight years 

resulted in an operating deficit, although a small one.

Turning again to the benchmarks, a current year operating deficit is 

considered a minor warning signal.  An operating deficit is considered 

a negative factor under these conditions: 1) there is a current operating 

fund deficit greater than the previous year, and 2) there has been a 

current operating fund deficit in two or more of the last five years.  

In our example, the LG violates each of these two benchmark criteria.  

However, the amounts are small.

In analyzing this indicator, local officials should ask themselves these 

questions: 1) Was the deficit anticipated during budget preparation?  

2) Is the deficit being funded by borrowing from surpluses of other 

funds?  3) Can these other funds afford the loan without creating ad-

ditional problems at a later date?  4) Was the deficit due to revenue 

shortfalls or was it due to expenditure overruns?

Ask part�c�pants to look at the fourth graph: Ind�cator 1−Revenues per cap�ta.  
Lead a d�scuss�on of the �nd�cator us�ng the follow�ng comments to focus the d�scus-
s�on.
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Trainer’s Comment—In the example, revenues per capita run between 

$4800 and $6150.  The per capita method is used to control for chang-

es in population.  To control for inflation, revenues are computed in 

constant figures.

In the example, revenues per capita are increasing, a probable sign of 

a healthy revenue base.  However, this is not always true.  Local of-

ficials may want to ask these additional questions: 

•	 Is the increase in revenues per capita a signal that costs will 

be increasing in future years?  For example, new revenues 

may be due to an increase related to fees for new building 

construction.  This increase may mean that expenditures will 

be increasing as the LG begins to service this new develop-

ment.

•	 Is the increase in revenue per capita due to an increased tax 

burden?  If this is true, are residents and businesses willing 

and able to pay?

Ask part�c�pants to look at the fifth graph: Ind�cator 10−Expend�tures per cap-
�ta.  Lead a d�scuss�on of the �nd�cator us�ng the follow�ng comments to focus the 
d�scuss�on.

Trainer’s Comment—In the example, expenditures per capita range 

from $4650 to $6000 per capita.  Expenditures per capita are increas-

ing but are still exceeded by revenues per capita until 2009.  

Local officials would still want to ask the following questions:

•	 Is the increase due to the new services?  If so, are there in-

creased revenues to pay for these services?

•	 If the increase due to an increase in fixed costs, such as union 

contracts, debt service, or externally mandated services over 

which the LG has little control?  Or is it due to increases in 

services which the LG can cut back at its own discretion?

•	 If the increase due to construction of capital facilities?  If so, 

will the operating costs of the new facilities put additional 

strain on future years’ budgets?

•	 If increases in per capita expenditures cannot be explained by 

the addition of new services, then, perhaps, is productivity or 

service efficiency declining?

Ask part�c�pants to look at the s�xth graph that �s a compos�te analys�s of the 
other five.  Lead a d�scuss�on of the �nd�cator us�ng the follow�ng comments to focus 
the d�scuss�on.

Trainer’s Comment—From an examination of the preceding five indi-

cators we must conclude that no serious problems appear to exist.  
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However, we have yet to look at these indicators in relation to one an-

other to determine if this might reveal any emerging problems.

Starting from the bottom of the graph we are reminded that operating 

deficits are small.  However, we also see that they begin to occur in 

the same years that the gap between revenues per capita and expen-

ditures per capita is narrowing.

(Remember, a LG can have an operating deficit even if total revenues 

exceed total expenditures.  This is because operating deficits occur 

when current expenditures exceed current revenues.  The revenues 

and expenditure lines on the composite refer to total revenues and 

total expenditures, including revenues such as prior year fund bal-

ances.)

As the gap between revenues and expenditures decreases, even higher 

operating deficits can be expected, and the trend line on the composite 

suggests that this may happen.(Operating deficits are going down in 

the trend line on the graph indicating a negative.)

Looking at liquidity, we see that is positive, but that it has been declin-

ing steadily.  If we look back at operating deficits, we see there may be 

a relationship between the two, and we might come to the conclusion 

that the increase in the operating deficits has been reflected in declin-

ing liquidity.  The LG may have used beginning balances or reserves to 

balance the budget and thereby reduced liquidity reserves.

As mentioned earlier, the projected trend for revenues and expendi-

tures per capita shows that the gap between the two is narrowing.  As 

we look to the future, it is evident that, if this trend continues, expen-

ditures may actually exceed revenues in 2009.  This may lead to the 

reconsideration of the growth and nature of LG expenditures.  It may 

be necessary to think about long-term debt, which is the third line from 

the bottom.  If LG is going to increase debt by 50% in 2008, it should 

consider the degree of strain this will place on the annual budget.

After completing the discussion of the five indicators and the com-

posite, ask participants these questions to determine what they have 

learned from the discussion:

What might a local official learn from an analysis of individual indica-

tors such as the five discussed?  Answer: trends that po�nt to ex�st�ng 
financ�al problems or warn of problems �n the future unless act�on �s 
taken to reverse the trend.
What is the principal value of the composite indicators?  Answer: When 
the performance of several �nd�cators are v�ewed together, problems 
are somet�mes d�scovered that would not be apparent when v�ew�ng 
one �nd�cator at a t�me.

What action should be taken when the indicators disclose financial 

problems?  Answer: Beg�n by search�ng for the cause of the prob-
lems.  Then assess the�r s�gn�ficance or potent�al for harm.  F�nally, 
develop appropr�ate act�ons to resolve them.  
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Remind participants, to close, that financial trend monitoring is not 

meant to produce concrete answers.  It is a tool that can be used to put 

financial issues and factors into their proper perspective.

grApH 1:  indiCATor 19—long-TerM debT AS A perCenT oF ASSeSSed 
vAluATion

grApH 2: indiCATor 17—liquidiTy

grApH 3:  indiCATor 14—operATing deFiCiTS
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grApH 4:  indiCATor 1—revenueS per CApiTA

grApH 5  indiCATor 10—expendiTureS per CApiTA
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grApH 6:  CoMpoSiTe
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4.4  CloSing exerCiSe: leArning TrAnSFer

TiMe required

30-45 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants transfer the learn�ng exper�ences of the workshop 
�nto the�r real-world act�v�t�es as finance d�rectors.  The focus of th�s exerc�se �s on 
ra�s�ng expectat�ons, engag�ng �n real�st�c plann�ng and mak�ng personal comm�t-
ments.  Most of the work �s done on a personal bas�s w�th some �nterpersonal shar-
�ng.

proCeSS

Spend at least half an hour at the end of the workshop to focus the attent�on of par-
t�c�pants on �mportant learn�ngs and encourage them to cont�nue exper�ment�ng w�th 
these learn�ngs �n the�r management act�v�t�es.  Beg�n by g�v�ng part�c�pants about 
fifteen m�nutes to work �ndependently on a s�mple learn�ng transfer quest�onna�re.

When part�c�pants have completed the quest�onna�re, ask them to share qu�ckly 
w�th the group two or three th�ngs they �ntend to do d�fferently �n the�r roles w�th 
respect to evaluat�ng financ�al cond�t�on to close the workshop.

Trainers note.  It is generally agreed that the purpose of training is 

to improve the way people do things by showing them a better way.  

In fact, the success of a training experience can be measured by the 

amount of personal growth and change that takes place both during 

training and after the training is over.  

Commitments to learning and change made at the close of a workshop 

can help participants overcome learning resistance in themselves and 

in the work environment.  A trainer can help learners make a success-

ful transition from the world of learning to the world of doing through 

a few simple planning exercises.  



437CHAPTER 4:  EVALUATING FINANCIAL CONDITION

A leArning TrAnSFer queSTionnAire

Take a few m�nutes to reflect on evaluat�ng financ�al cond�t�on, the new �deas 
you encountered �n th�s workshop, and how you feel about them.  Then, �n the space 
below, wr�te a sentence or two to descr�be someth�ng �nterest�ng you have learned 
about yourself dur�ng th�s workshop.
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

Based on what you have learned about yourself and the many poss�b�l�t�es for 
change presented by th�s workshop, what two or three th�ngs do you �ntend to do 
d�fferently that �nvolves evaluat�ng the financ�al cond�t�on of your LG?  
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

F�nally, what obstacles �n yourself or �n your work env�ronment do you expect 
to exper�ence dur�ng your efforts to �mplement these changes?  What w�ll you do to 
remove or m�n�m�ze these obstacles?

obstacle overcome obstacle

1.___________________________________
_____________________________________
_____________________________________
2.  __________________________________
_____________________________________
_____________________________________
3.___________________________________
_____________________________________
_____________________________________

1.________________________________________
__________________________________________
__________________________________________
2.  _______________________________________
__________________________________________
__________________________________________
3.________________________________________
__________________________________________
__________________________________________
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