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Summary
This essay introduces the reader to
several options and strategies that can
be considered as elements of a local
government cost control program. Two
approaches to containing costs are
discussed: (1) alternative ways of
providing municipal services; and, (2)
the use of specialized analytical tools
that reveal where procedures can be
streamlined and unnecessary costs
avoided.

The ability to undertake two kinds of
financial analysis is an important
prerequisite to any serious effort to
initiate COST CONTAINMENT. The first is an
ability to monitor and control expendi-
tures. The second is an ability to
identify the actual cost of providing a
service. Without knowledge of these
two basics, it will be almost impossible
to know if a cost control strategy is
really effective and why.

This essay is not intended to provide a
detailed “how to” description of cost
containment. Rather, it is to provide an
introduction to the approach/ tech-
nique and a description of how it can
be used to identify and achieve cost
control.

Definition
Cost containment is also known as cost
control and productivity improvement.
It can be defined as a systematic pro-

Costs

Cost
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gram of continuously looking for
opportunities to reduce the cost of
government operations while maintain-
ing and even increasing the quality of
services provided.  It is not “CUTBACK

MANAGEMENT” (e.g., any strategy intended
by local officials to freeze hiring, layoff
employees or reduce the frequency or
quality of services simply to save money
during a budget crisis). Cost contain-
ment, by contrast, strives to protect
service outcomes while eliminating
unnecessary or avoidable costs.

Looking for opportunities
While you as a local official may have
a sense that the services and proce-
dures of your jurisdiction can be
provided in a less costly manner, for a
cost containment program you need a
starting place for identifying the
specific service areas where improve-
ments can be made. This handbook
suggests ideas for finding those starting
places. Look at:

1. Operations and departments where
visible problems have already been
documented by citizen and em-
ployee complaints;

2. Operations and departments where
employees perform a series of
essentially repetitive tasks, or
where their tasks are repeated
again in some form by another
department later (e.g., data entry);

3. Operations and departments where
there is an availability of new
technologies, especially technology
that has already been proven
successful in other local govern-
ments;

4. Operations and departments that
seem to always have backlogs of
work, or that always miss assigned
deadlines;

5. Operations and departments that
use the largest percent of govern-
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Step 1: Expenditure
management and control

Program and depart-
ment managers, gener-
ally, are given an
appropriation at the
beginning of each fiscal
year. They are, in
return, expected to be
accountable for insur-
ing that the total is not
exceeded and that the
funds are spent pru-

dently. They are expected in addition, to
ensure expenditures are in accordance
with the government’s policies and laws
for purchasing and staffing, and that
they are consistent with the responsibili-
ties of the program/department. Finance
officials have a responsibility for the
development of a monitoring and
control system that can detect instances
where expenditures approved by depart-
ment heads are not in compliance with
these requirements.

One of the first requirements of a cost
containment program, therefore, is to
insure that the accounting division of
the finance department has a reliable
system, preferably automated, that

evaluates all outside vendor-payment
requests from departments before
payment is made. Each request should
be authorized by an appropriate senior
manager, who signs a statement that the
time has been worked or that the goods
and services have been delivered and
found acceptable. This should occur
before the transaction is received for
payment certification by the accounting
department. The accounting department
performs a check at this point to insure
that there are still funds available in the
department’s budget. It is the accounting
department’s responsibility, at this point,
to certify that the department making the
request has performed all mathematical
operations correctly. This must be done
before the payment request is entered on
the payroll or accounts payable list for
that period.

The accounting department also is
responsible for preparing and distribut-
ing monthly expenditure reports for each
department and/or program to date.
These reports should show the beginning
appropriation for each program, how
much has been spent to date and the
remaining balances. To be useful, these
reports must be prepared promptly, after
the close of each month. Automation of
this recording and reporting function is
key to this timeliness. With an auto-
mated expenditure monitoring system,
the accounting officer can detect trends
(early warning) indicating excessive
spending, and alert department and
program managers of potential problems.
The accounting department can then
give the finance director and other local
officials a “heads up” on pending
situations that are not being resolved by
department heads and pinpoint areas of
poor departmental cost control.

The use of purchase orders is an addi-
tional form of expenditure management.
Purchase orders are approved encum-
brances of budgeted funds to vendors for

mental resources, because the
returns can be the greatest;

6. Successful ideas and approaches
that have been used by other
organizations, especially other local
governments.

The first five suggestions will require
an analysis of your own local govern-
ment situation. You can start thinking
about the sixth by reading and reflect-
ing on the information in this hand-
book, as well as other training,
technical and professional handbooks
and trade journals. Before going further
in establishing a cost containment
program, consider what we mentioned
earlier; that is,  whether or not your
local government is able to perform
two analytical functions:  (1) monitor
and restrict the spending of the govern-
ment to approved budgets; and, (2)
establish the costs of services/pro-
grams/departments.

Bill

Revenue Manual
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ongoing or large expenses. Assume, for
example, that the treasurer’s office has
an annual appropriation of $50,000,
including $30,000 for salaries and
$20,000 for other expenses. It is rela-
tively easy to monitor and assess
whether or not the office is spending
according to expectations, if the treasurer
is required to open purchase orders at
the beginning of the fiscal year for all
planned expenses equal to the $20,000.
It’s less easy, on the other hand, if
purchase orders come in at intervals
during the year. Should the treasurer
open a purchase order for $4,800 for
banking service charges after already
having approved banking charges of
$500 per month for the last seven
months, the accounting division could
appropriately point out that if the trend
continues, there will be a shortfall of
approximately $1200. This trend infor-
mation would be useful to the finance
department and the treasurer in develop-
ing alternative plans to avoid the short-
fall. They might see fit, in addition, to
restrict spending in other areas of the
treasurer’s budget to free up the funds to
cover the banking charges. This informa-
tion could be used, in addition, to
investigate why the purchase order was
opened for lower than actual annual
costs, the accuracy of assumptions used
for budgetary preparation, and the
department’s plans has for keeping costs
within budgetary limits.

Step 2: Cost analysis

Cost analysis is
a tool that
underlies the
strategies and
alternatives
employed by
local govern-
ments faced with
choices of all kinds. Cost analysis
might be used to decide:

• how to price a service;

• who should provide a service;

• what vendors should supply goods
or services to the government;

• what parts of a project could be
changed or eliminated if savings
must be achieved;

• where technology can be substi-
tuted for labor;

• and, so forth.

There are different approaches for
performing cost analysis. Which one is
appropriate depends on the objective of
the cost study.  For example, a cost
study to answer the question “how
much should we charge for providing a
service?” would be seeking to identify
and quantify all the costs, direct and
indirect (overhead), for providing a
service to determine the average cost. A
cost study to answer the question
“how much would we save if we
contracted out a service?” would be
seeking to identify all the avoidable
costs.

Analyzing the cost of a service will not,
in itself, reduce or control any costs. In
fact, analysis will increase overall
costs, because it requires time and
expertise to conduct costing studies.
Results of a costing study, however,
can provide the data to:

• justify  implementing cost contain-
ment strategies;

• establish “before” numbers for
comparison to “after” numbers;

• identify progress that is being made
or failures to improve;

• give goals to employees for im-
provement;

• identifying lower cost alternatives
for service delivery; and,

• identify high performing opera-
tions.

Over the long run, as stated before,
both expenditure management and cost
analysis are necessary basics in a
program to control costs. They enable
local governments to understand the
costs of the services they are delivering
and their ability to manage those costs.
With these two fundamentals estab-
lished, local officials can turn to
strategies for changing and improving
programs in order to improve produc-
tivity and contain costs.



Training for
Finance

Managers

6
Step 3: Alternative service
delivery approaches

Alternative
service delivery
approaches
involve the use
of private firms,
neighborhoods
and other
nonprofit
organizations, volunteers, or other
governments to deliver or assist in the
delivery of local services.  In this
section, six alternative services ap-
proaches are discussed:

• Contracting out/service competi-
tion/privatizing services

• Franchise agreements

• Subsidy arrangements

• Vouchers

• Public/public partnerships

• Privatization of infrastructure

The discussion of each alternative is
designed to describe the practice and
then give examples of how the alterna-
tive has been or might be used. Where
possible, benefits and drawbacks of
each alternative are presented. It is the
responsibility of policy and finance
officials to evaluate the potential
appropriateness of these approaches,
especially for reducing the overall cost
of local government, as part of a larger,
systematic review of public services
provided in the community. There are
at least six considerations for making
this evaluation. These six are described
below.

Determining the service to be
provided

This includes examining and re-
examining existing and potential new
services to determine if the government
can show, based on data analysis, that
current levels of services are meeting
the needs of the community. For
example, if the local government
provides ambulance service, the
examination would include determin-
ing if the service is still a compelling
need of citizens.

Determining the level of service
that is necessary

Local officials are in a position to
decide on the quantity and quality of
services to be provided. Trash pickup,
snow removal, care for the elderly, etc.,
are all examples of services that can
differ according to how often and how
extensive they are provided. This is a
policy issue for local officials.

Determining who should pay for
the service

Again, this is a policy question that
faces local officials, but analysis should
support the decision. A handbook in
this series, Revenue Maximization,
discusses payment arrangements
including taxation and user charges, or
possibly some combination of the two,
if the user charges are not set to
provide full cost recovery.

Identifying who can deliver the
service

Once local officials have decided what
services are to be provided to commu-
nity residents, the next step is to decide
who can deliver the service in the most
responsive and efficient manner. Some
possibilities include using the
government’s own employees, having
an agreement with another government
to provide the service, or using one of
the alternative service delivery mecha-
nisms described below.

Determining the most suitable
service delivery approach

There are five primary criteria for local
officials to consider in determining
which service delivery approach
(government employees, interlocal
agreement, or alternative service
delivery approach) that will best meet
the needs of residents and the local
government. These are as follows:

Cost

This includes all direct and indirect
costs including the time of local offi-
cials to administer an alternative
service approach.
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Effectiveness and quality of service

This includes assessing the capability
of the service provider, and insuring
there is a method for evaluating the
quality and effectiveness of the service.

Impact on other local services

This addresses the possibility that
government employees and or equip-
ment may provide more than one
service, and saving money by using
non-government employees for one
service may affect their availability for
other services, particularly in emer-
gency situations.

Potential for service disruption

This includes assessing how easily a
decision to use non-government
employees can be reversed if the
alternative provider is not available,
not responsive or provides poor quality
service; and

Responsiveness to citizens’ needs
and expectations

This includes an assessment of how
easily and effectively the alternative
provider of the service can keep
government policy makers informed of
changing citizens needs.

Planning the implementation of the
service approach

If a change in service provision is to be
used, the government administrators
need to make plans for the new re-
quirements of the government employ-
ees and equipment/capital which used
to be involved in the service, including
providing training for employees.

Evaluating the service on a regular
basis

Government administrators have a
responsibility to develop and implement
an on-going review process to assess
and inform policy makers of the success
of the new service provision approach,
and continue the systematic periodic
review of how services are provided.

Contracting out/ service
competition/service privatization

This section focuses on examining
possibilities for privatizing operating

services (as opposed to privatizing
capital facilities). CONTRACTING OUT is a
binding agreement in which the local
government pays a private firm or
nonprofit organization to provide a
specific level and quality of service.
Citizens pay the local government for
the service, through user fees or taxes,
and the government pays the vendor.
Contracting out is most widely used for
services like public works projects,
transportation projects, and health and
human services.  It is also used for
some support functions and some
public safety services.

One extreme of contracting out is to
begin a costing and competition
process before the decision is made to
contract out a service. In this approach,
the decision to contract a service to a
private vendor is only one possible
outcome of a process that encourages
the current governmental employees to
compete for the right to provide the
service and document cost savings over
the private sector. Accurate costing is
the key to success in this approach.
Cost accounting is vital, as well as
third party, independent verification of
the in-house bid and the costs it
includes in its proposal. Public agen-
cies may have a difficult time espe-
cially in documenting and counting
indirect costs such as pensions, insur-
ance, etc.

ACTIVITY-BASED COSTING (ABC) is a
method of accounting that determines
costs of government activities and
services on an outcome basis. For each
activity of government, ABC deter-
mines the cost of all inputs that go into
producing that activity. ABC fully
recovers operating costs for a depart-
ment or service by segregating ex-
penses by area of operations, and then
assigns expenses based on the “driv-
ers” of activity. Costs traceable to
specific activities, including functions
that support that activity, are attributed
to those customers or products. Costs
are divided into such categories as
administrative costs, contractual
services, labor, and supplies. The
following are principles of a competi-
tion/contracting out program:
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• All services provided that are

available from multiple, private
vendors are candidates for competi-
tion/contracting out.

• Each contracting out recommenda-
tion should include an assessment
of the effect on employees, plus
recommendations for handling
human resource issues.

• Efforts should be made to minimize
the impact of contracting out on
current employees.

• Cost computations for performance
by local government employees
and by its private contractors
should be carefully evaluated to
ensure true comparisons.

Privatizing infrastructure

Public-private partnerships are also
discussed in the handbook on Revenue
Maximization as an approach for
finding the revenue for needed infra-
structure by establishing a partnership
with one or more private firms to build
and operate needed facilities. One
approach mentioned is Build-Operate-
Transfer (BOT). In this handbook we’ll
look at two other public/private
approaches: (1) complete privatization
of infrastructure, and, (2)
corporatization.

Privatization of infrastructure

 The outright sale of government assets
is an approach that both brings in
revenue to a local government and
relieves it of the cost of running the
service and managing the asset. This is
an attractive approach where there is
no compelling reason for the local
government to be the service provider,
such as with electricity companies,
transportation systems, telephone
systems, toll roads, etc. Private firms
run  systems like these under market
conditions in many countries around
the world.

Corporatization

This is a term coined in New Zealand.
Corporatization involves the govern-
ment creating a for-profit corporation
typically composed of members from
the government as well as from the

local business community. The govern-
ment owns all the stock in the new
corporation. This process enables the
newly created corporation to correct
inefficiencies and bypass bureaucratic
red tape, operating free of most of the
constraints of government. At the
same, government is allowed to main-
tain control and ownership. The new
corporation is also required to earn its
own revenues after incorporation.
While this approach does not produce
new revenues, it does attempt to
reduce costs through greater efficien-
cies. New Zealand has successfully
used this approach for its post office,
energy services, airways systems and
land and survey trading activities.

Public-public partnerships/
consolidation/regionalism

Public-public partnerships are agree-
ments between two or more public
entities, such as local governments,
which has a potential for cost-effective
consolidation of services due to econo-
mies of scale.  These partnership
arrangements generally take one of two
forms: (1) ad hoc agreements among
communities; and, (2) and formal
approaches that establish consolidated,
regional agencies for service provi-
sions.

Ad hoc agreements

These are relationships between one or
more local governments to share
services, purchase supplies or equip-
ment, or solve mutual planning or
resource protection problems. Some of
these agreements have no formal basis;
the handshake of two local officials
seals the cooperative deal. In other
cases, formal, written agreements or
contracts set forth the roles, responsi-
bilities, and costs of the parties. Some
notable successes have been seen in
sharing of highly skilled technical
personnel, such as planners, property
appraisers, data processing specialists.
They are particularly beneficial in cases
where individual communities cannot
afford the salary demands individually.
Sharing of specialized expensive
equipment, such as recycling vans, or
wood chippers, has also contributed to
cost savings for local governments.
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And group purchasing of services, such
as health insurance for employees,
supplies, trash disposal sites, etc., can
achieve lower costs for member gov-
ernments, because a larger group can
generally demand larger discounts, and
spread the risk over a larger popula-
tion. Good analysis and thoughtful
planning must precede entering into
public-public partnerships. Contracts
that establish the shared costs, ben-
efits, and responsibilities of all parties
are especially necessary tools.

Formal regional entities

Some services seem to naturally work
better on a regional basis, and in these
cases an agency may be created to
provide the service. Transportation is
such a service, where the planning and
maintenance of a region-wide system
of trains, buses, subways, trams, etc.,
makes more economic sense than
individual efforts by local governments.
In these cases, each local government
usually is represented on a governing
board of the regional agency.

Franchise agreements

This is an arrangement is which a local
government grants a private
organization(s) authority to provide a
public service within a geographic
area. The citizen or user pays the
provider directly for a service. The
local government may regulate the
service level, quality, or price charged
to users. Franchising allows a local
government to completely turn over a
service to a private firm while still
allowing government officials to set
service standards, levels, and the rate
structure. Franchising is a possibility
for services such as solid waste collec-
tion, ambulance and emergency
medical services, utility operations,
and vehicle towing and storage.

Voucher arrangements

Vouchers are a particularly useful
approach for local governments that
wish to make certain, privately sup-
plied goods and services available to a
targeted group of citizens. For example,
vouchers for day care, housing, food,
medical care, transportation, etc., could
be distributed to citizens, who are then

free to make their own decisions on
which provider to access. For vouchers
to be successful, it should be neither
difficult nor time-consuming for clients
to switch from one supplier to another.

Subsidy arrangements

Subsidies are an approach that gener-
ally works best when there is a private
provider of services but when the level
and/or kind of service can be improved
by the local government. One example
is health clinic services in targeted
areas. Local governments can subsidize
a clinic in general, or for the provision
of health services at a lower cost to
citizens who might not otherwise be
able to afford the services.

Management analysis
techniques

This part of the essay presents seven
analytical techniques that have been
used successfully in local governments
to analyze current government busi-
ness practices and service delivery
mechanisms. They have been used
with the intent of identifying opportu-
nities for reducing costs, eliminating
inefficiencies, and improving the
quality of a product. These techniques
are not about introducing an alterna-
tive method of delivering service;
rather, they are about analyzing and
improving the current process. David
Osborne and Ted Gaebler in their book
Reinventing Government, called ap-
proaches such as these “managing
results” because they seek to measure
performance, identifying successes and
failures by outcomes.

A shared theme with all these tech-
niques is the ability to identify and
measure the costs of providing munici-
pal services, as well as to assess the
quality of the services provided by the
government. This is critical to the
success of these techniques. For ex-
ample, providing services at a higher
cost in City A than City B may be
acceptable if the quality of the services
in City A far exceeds the quality of
services in City B, and when City A has
chosen this higher level of service as a
policy decision. Alternately, city policy
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Value Analysis

VALUE ANALYSIS, also known as value
engineering, value control, and value
improvement, is a process that at-
tempts to identify more economical,
cost-effective, or resource-conserving
alternatives to perform a function or
operation without sacrificing perfor-
mance and quality. A value analysis
almost always involves a “before” and
“after” cost and performance analysis.
It tends to be most useful in analyzing
functions, programs, and projects
where there are quantifiable perfor-
mance standards (e.g., streets striped
per hour), identifiable and predictable
functions, and measurable costs for
different levels of service provision.

Value analysis typically is performed in
a “ad hoc” mode rather than as an
ongoing institutionalized process. It is
a short-term, but intense effort to
identify cost savings that can be
achieved over a time span on an
identified project.  Generally, the

Management audits

MANAGEMENT AUDITING is defined as a
formal and systematic
review by qualified
individuals to

determine the extent to which an
organization, or a unit or function
within the organization, is achieving
the goals prescribed by management
and to identify conditions in need of
improvement. It is a technique for
systematically appraising an
organization’s effectiveness compared
with appropriate standards and
principles.

Management auditing is similar to
other techniques — performance
auditing and operational auditing.
Audits of this type are not financial or
compliance audits; rather, they are
evaluative with an emphasis on identi-
fying opportunities for achieving
greater economy, efficiency, effective-
ness, and accountability. These audits
can be undertaken with in-house staff
at a reasonable cost; but greater
credibility, as well as knowledge in the
areas of survey research, can be
achieved with outside assistance.

Generally, a management audit is
based on the use of checklists that are
developed to assess how well the
function or program is being managed.
These checklists, basically a set of
questions, can be developed internally,
using accepted standards or principles
of management in the functional area.
For example, in the area of financial
management, checklists can be formu-
lated to determine if the structure and
staffing of the finance department is

Procuring
Entity

Finance

Project
Manager

Support
Specialists

Legal Procurement Engineering/
Design Operations

Operations

makers can anticipate the effect on
quality from changing the costs of the
service. The overall goal of these
techniques is the ability to make intelli-
gent, informed decisions about changes
in service delivery that lower costs.

adequate to allow proper management
of the department.

Another aspect of management audits
is the development and use of two
kinds of surveys — employee surveys
and citizen surveys. Employees
generally are asked to complete a
questionnaire examining their atti-
tudes about the jobs they do, their
training, their organization, the
service they provide, the citizens they
serve, etc. Survey responses should
remain confidential. Citizens may be
surveyed, via telephone interviews or
mail questionnaire, about their
attitudes toward governmental pro-
grams and services, and future
expectations of the government.

When the checklists have been
completed and the survey results
compiled, the coordinator of the
management audit develops a sum-
mary report for local government
management, reviewing especially
any problems that have been identi-
fied as a result of the audit, but also
commenting on organizational
strengths.
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analysis is performed as a team effort,
where people who are experts in one
or more major aspects of the project, as
well as some generalists, are led by a
value analysis expert who has previous
value analysis experience.

The VA process involves application of a
standardized methodology to a project
area.  There are seven phases to this
methodology, known as the job plan.

1. Information phase: Data gathering

2. Functional phase: Determining and
evaluating the worth of all related
functions

3. Creative phase: Generating creative
alternatives to satisfy functions

4. Judicial phase: Evaluate and judge
all ideas for merit

5. Development phase: Selecting,
developing and evaluating best idea

6. Presentation phase: Presenting idea
to management, with information
on benefits

7. Implementation phase: Incorporate
the approved change

8. Follow-up phase: Evaluate and
report on costs/savings achieve-
ments.

While VA analysis has a distinguished
track record in the private sector, there
are notable opportunities for usefulness
in the public sector. Construction of
public facilitates is one major potential
application of VA in local government.
Typically, VA analysis is applied after
bids for projects have come in signifi-
cantly higher than anticipated. Value
consultants are often brought in under
these circumstances to determine if
costs can be reduced. Other local
government applications have been
noted. Procurement decisions, repeti-
tive public works projects, and space
utilization studies all have benefited
from cost savings through the applica-
tion of value analysis.

Life cycle costing

Another specific technique that at-
tempts to help local government
officials reduce the cost of business is
LIFE CYCLE COSTING, or total cost purchas-
ing. Life cycle costing is a purchasing
technique used to determine the total
lifetime cost of purchasing and operat-
ing an item. It attempts to both give
local officials information for making
better purchasing decisions, and to
help provide information for future
budgeting, since the total lifetime costs
are established at the outset. Specifi-
cally, life cycle costing examines and
incorporates hidden costs of an item,
such as energy consumption. It is
especially useful in evaluating bids for
procurement of government items
where the acquisition cost of one
option may be lower, but other not so
obvious costs of the option may
involve higher lifetime costs.

Thus, to implement a life cycle costing
analysis, the purchasing official must
be prepared to evaluate the bids based
on a full range of costs in addition to
acquisition costs, such as:

• Operating costs — especially the
energy costs of operation

• Maintenance costs — both routine
and preventative

• Failure costs — downtime, rental
costs, and production losses

• Training costs — training personnel

• Supply costs — consumable items
required

• Storage costs — including replace-
ment parts and supplies

• Labor costs — for operation

• Secondary costs — to dispose of
by-products

There also may be offsetting benefits
that should be brought into a life cycle
cost analysis. These include buybacks,
where the vendor guarantees a price at
which the product will be bought back
at the end of its useful life.
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Cost benchmarking

COST BENCHMARKING is a
technique that involves
comparison of similar
processes across organi-
zations, public and
private, to determine best
practices and the costs of
such practices. By com-
paring costs and prac-
tices, local governments

can assess their standing and objec-
tively identify their strengths and
weaknesses in quantitative and qualita-
tive terms.

Benchmarks may be established
through measurement of current costs
of operations so that the results of cost
interventions may be compared at a
later date. Or benchmarks can be
created by using existing information
sources maintained by professional
associations, universities, public
interest groups, etc. For example, the
Government Finance Officers Associa-
tion (GFOA) in the United States
maintains a Financial Indicators
Database, a computer file of financial
data collected each year from approxi-
mately 1,500 comprehensive annual
financial reports submitted to the
GFOA’s Certificate of Achievement
Program. This is not a random sample
of local governments. It is, rather, a
compendium of those that might be
considered “best-in-class,” at least as
far as financial reporting is concerned.
Among the data presented are operat-
ing revenues, fund balance, revenues,
expenditures, debt position, and cash
and investments.  These data can be
used for comparison and improvement,
especially if the data are used in
conjunction with performance mea-
sures, such as are illustrated in the
section on “Benchmark Policies and
Practices” in a handbook in this series
Financial Policy Making.

Data for benchmarks also can be
developed through the use of surveys
conducted by phone or mail. For
example, if government officials want
to improve the cash management
function, they might survey other local
governments to learn how they are
running this operation, the procedures

Structuring the bid analysis will allow
officials to justify purchasing a more
expensive item by indicating its life-
time cost savings and the time it takes
to recapture the additional initial
expense — the payback period. To use
life cycle costing successfully in a bid,
the purchasing officer must ask for bid
specifications that provide the neces-
sary information for analysis and
decision making. This includes stating
in the bid documents that selection will
be based on life cycle costs.

Examples of local government products
that have been bid through life cycle
costing include fleet vehicles, air
conditioners, heat pumps, refrigera-
tors/freezers, traffic signal lamps,
transformers, photocopy machines, hot
water heaters, motors, shop equip-
ment, and heavy machinery.

As with all analytical approaches that
attempt to establish improved cost
information for decision making there
are drawbacks to life cycle costing.
These include the additional staff time
and expertise required to develop a bid
document, analyze the bid informa-
tion, and maintain the data on the
product to ensure compliance with bid
promises. Another potential drawback
is the loss of bids from vendors who do
not have the staff capabilities to
prepare proposals in the detailed
manner required. Local officials may
want to limit life cycle costing only to
large ticket items or items those pur-
chased in such volume that the poten-
tial cost savings justify the analysis.
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Total quality management

TOTAL QUALITY MANAGEMENT (TQM) is a
management process that identifies
and corrects problems through data
gathering and analysis. TQM uses
employees in work teams who have
been trained in statistical process
control techniques, such as brainstorm-
ing, Pareto analysis, flow charts,
histograms, surveys, etc. A formal TQM
program follows fairly established
procedures. First, a product or service
is selected for examination, customers
are identified and the work process is
analyzed to determine where changes
need to be made. Improvement possi-
bilities are then suggested, evaluated,
and one of these with an apparently
good chance of working is selected for
implementation. Implementation is on
a small scale. Finally, the results are
evaluated, additional modifications are
made, and the tested changes are
standardized, communicated and
implemented throughout the depart-
ment or organization.

One of the key aspects of TQM pro-
grams is the role played by employees,
specifically line employees and middle
level management. In TQM, it is these
employees, under the guidance of a
trained facilitator, who conduct the
analysis and develop and implement
the quality improvements. This is
based on the assumption employees
know are the most experienced with
the problems facing service delivery in
their own areas. Thus, it is not analysts
in the budget or manager’s or mayor’s
offices who develop improvements and

on which they rely the rate of return
they have experienced on their invest-
ments, etc.

An example of using benchmarks to
control costs might focus on the costs
of processing tax payments, cleaning
city streets, preparing meals in cafete-
rias, repairing vehicles, etc.
Benchmarking is still an emerging
management analysis tool. Its popular-
ity has risen as local government
officials have become increasingly
interested in learning how to measure
performance as well as costs.

impose them on service departments.
To be successful, there must be exten-
sive training of these employees in the
statistical analysis techniques, and
continuous guidance and support of
their work and opportunity for them to
present improvements and take credit
for the work. Successful TQM pro-
grams require committed leadership
from top management of an organiza-
tion, and much nurturing along the
way. Examples of cost savings from
TQM teams include improved pro-
cesses in typical public works areas,
such as responding to night time road
emergencies, reading water meters
more efficiently, etc.

While TQM uses processes that are
similar to other techniques in this
book, it differs significantly in that the
employees who perform the analysis,
as well as implement the improve-
ments, are line levels of employees.
One of the management analysis
strategies mentioned earlier in this
handbook, re-engineering, can also
involve employees in the analysis of
problems and solutions.

Technology/capital substitution

Local government is inherently labor
intensive.  Computers, calculators, and
other office machinery have been
adopted with great savings in staff
hours; but, otherwise, there has not
been great history of technological
innovation and substitution in local
government. Budget restrictions have
been one major factor is this pattern.
Significant capital investments are
often necessary, and local govern-
ments, generally, do not use the type
of analysis (i.e., life-cycle costing or
cost accounting) that allows for the
depreciation of assets and emphasizes
long-term costs and benefits. Instead,
local governments emphasize practices
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that ensure the lowest cost in a current
fiscal year.  Also, it is rare that local
governments seek to acquire capital in
the name of productivity improvement.

Some of the techniques described
earlier, especially re-engineering and
benchmarking, encourage the evalua-
tion of technology and capital invest-
ment to reduce costs and improve the
quality services. And if a capital
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acquisition decision is already on the
agenda, life cycle costing can help
clarify the total costs and benefits of
that decision. However, few local
governments have an ongoing program
or process to identify and evaluate
areas where technology and capital
might substitute for costly labor.
Nevertheless, an overall program to
contain costs should not overlook this
important area.
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Glossary

ACTIVITY-BASED COSTING (ABC) is a method of accounting that determines costs of
government activities and services on an outcome basis.

CONTRACTING OUT A binding agreement in which the local government pays a
private firm or nonprofit organization to provide a specific level
and quality of service.

COST BENCHMARKING A technique that involves comparison of similar processes
across organizations, public and private, to determine best
practices and the costs of such practices. By comparing costs
and practices, local governments can assess their standing and
objectively identify their strengths and weaknesses in quantita-
tive and qualitative terms.

COST CONTAINMENT A  systematic program of continuously looking for opportunities
to reduce the cost of government operations while maintaining
and even increasing the quality of services provided.

CUTBACK MANAGEMENT Any strategy intended by local officials to freeze hiring, layoff
employees or reduce the frequency or quality of services simply
to save money during a budget crisis).

LIFE CYCLE COSTING Also called total cost purchasing. A purchasing technique used
to determine the total lifetime cost of purchasing and operating
an item.

MANAGEMENT AUDITING A formal and systematic review by qualified individuals to
determine the extent to which an organization, or a unit or
function within the organization, is achieving the goals pre-
scribed by management and to identify conditions in need of
improvement.

TOTAL QUALITY MANAGEMENT (TQM) A management process that identifies and corrects
problems through data gathering and analysis.

VALUE ANALYSIS Also known as value engineering, value control, and value
improvement. A process that attempts to identify more eco-
nomical, cost-effective, or resource-conserving alternatives to
perform a function or operation without sacrificing performance
and quality.



Training for
Finance

Managers

16


