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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 Internat�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 areas 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.  



x�� VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

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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•

•
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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:   __________________

 __________________

 __________________



24 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

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.  

 
o 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.  

o 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. 

o Requ�r�ng prev�ous tra�n�ng exper�ence doesn’t seem to be an �mpor-
tant 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 develop-
ment as tra�ners. 

o When you are fortunate to recru�t �nd�v�duals who have a financ�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.

•

•
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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.
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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.
2.

3.

1.
2.
3.
4.

5.



48 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

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. 

•

•

•

•

•
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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 



57TRAINER’S GUIDE

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 
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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 
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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” 
�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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Cap�tal Investment Plan

PART ONE: CONCEPTS, PRINCIPLES, AND 
STRATEGIES

SuMMAry

Th�s chapter �s d�v�ded �n bas�c and advanced sect�ons.  The bas�c sect�on w�ll de-
scr�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�nology and exam�ne the benefits and potent�al obstacles assoc�ated w�th es-
tabl�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 exten-
s�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.

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, cap�tal �nvestments and local 
government.  Users of th�s mater�al w�ll range from those who have no knowledge 
of cap�tal �nvestment 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 fundamen-
tal pr�nc�ples and concepts needed to understand cap�tal �nvestment plann�ng at a 
beg�nn�ng level.

inTerrelATionSHipS beTWeen CHApTerS in THe SerieS

The follow�ng matr�x shows the �nterrelat�onsh�ps between the Capital Investment 
Plan and other chapters �n the ser�es.

Capital investment plan
Introduction The Introduction prov�des the framework for us�ng the ent�re 

ser�es.
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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 cap�tal 
�nvestment plann�ng process.

Financial 
Planning

F�nanc�al plann�ng pr�or�t�zes and projects LG revenues and ex-
pend�tures.  It �dent�fies cap�tal �nvestment needs at a h�gh level.  
The cap�tal �nvestment plann�ng process refines and carr�es out 
the plann�ng at a spec�fic project by project level.

Citizen 
Participation

Cap�tal �nvestments such as �nfrastructure (streets, cl�n�cs, traf-
fic l�ghts, water systems, etc.) are the foundat�on for the essent�al 
serv�ces that the LG prov�des to �ts c�t�zens.  C�t�zen part�c�pat�on 
�n the cap�tal �nvestment plann�ng process ensures that c�t�zens 
have �nput �nto the pr�or�ty sett�ng and dec�s�on mak�ng regard-
�ng cap�tal �nvestments.

Evaluating 
Financial 
Condition

A LG’s �nvestment �n cap�tal �nvestments may be a pr�mary 
reason for c�t�zens and �ndustry or bus�nesses be�ng �n the LG.  
Unw�se dec�s�ons regard�ng cap�tal �nvestment plann�ng may 
result �n these groups dec�d�ng to leave the LG wh�ch, �n turn, 
may reduce the tax base or revenues from these groups, wh�ch, 
�n turn, may worsen the  LG’s financ�al cond�t�on.

Operating 
Budget

The annual budget �s made up of the operat�ng budget (day-to-
day operat�ons) and the cap�tal budget (the amount to be pa�d 
out �n the current fiscal year for mult�-year bu�ld�ng, road or 
other �nfrastructure projects or very expens�ve equ�pment such 
as fire trucks.  The chapters Operating Budget and Financing 
the Operating Budget focus on aspects of day-to-day opera-
t�onal budgets as opposed to the mult�-year focus of the Capital 
Investment Planning chapter.

Financing 
the Operating 
Budget

The annual budget �s made up of the operat�ng budget (day-to-
day operat�ons) and the cap�tal budget (the amount to be pa�d 
out �n the current fiscal year for mult�-year bu�ld�ng, road or 
other �nfrastructure projects or very expens�ve equ�pment such 
as fire trucks.  The chapters Operating Budget and Financing 
the Operating Budget focus on aspects of day-to-day opera-
t�onal budgets as opposed to the mult�-year focus of the Capital 
Investment Planning chapter.

Financing 
the Capital 
Investment 
Plan

Financing the Capital Investment Plan chapter focuses on the 
revenue s�de of the cap�tal �nvestment plan.

Accounting Cap�tal �nvestment plann�ng (budget�ng) �s a plan.  Account�ng 
documents how the funds were actually spent.

Performance 
Measures

Performance measures help the LG ensure that the cap�tal 
�nvestment plann�ng process �s as effic�ent and effect�ve and ac-
compl�sh�ng the goals of the LG.

Asset 
Management

Cap�tal �nvestment plann�ng �s the plan to acqu�re or bu�ld as-
sets such as streets, water systems, cl�n�cs, etc.  Once bu�lt, 
asset management focuses on ut�l�z�ng each asset to �ts best 
advantage for the LG.

Procurement The procurement process �s the pr�mary method for acqu�r�ng or 
bu�ld�ng cap�tal �nvestments.
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bASiC ConCepTS And deFiniTionS

Cap�tal �nvestment plann�ng and budget�ng term�nology can be confus�ng.  Defin�-
t�ons d�ffer among countr�es due to central government laws and may even d�ffer 
among LGs w�th�n a country.  To help m�n�m�ze the confus�on the follow�ng terms and 
defin�t�ons w�ll be used �n th�s chapter.

Appropr�at�on—Legal author�zat�ons granted by the govern�ng body to make 
expend�tures and �ncur obl�gat�ons for spec�fic purposes; they usually are l�m�ted �n 
amount and t�me to be expended.

Back-door financ�ng—Secret�ve, �ll�c�t or �nd�rect means of prov�d�ng financ�ng.
Benefit assessments—A compulsory tax or serv�ce charge made aga�nst certa�n 

propert�es to defray all or part of the cost of a spec�fic cap�tal �nvestment or serv�ce 
deemed to benefit pr�mar�ly those propert�es.

Borrow�ng capac�ty—The max�mum amount or number than can be borrowed.
Bra�nstorm�ng—A group techn�que for solv�ng problems, generat�ng �deas, 

st�mulat�ng, creat�ve th�nk�ng, by unrestra�ned, spontaneous part�c�pat�on �n d�scus-
s�on.

Cap�tal budget—The cap�tal budget covers projects �ncluded �n the first year 
of the cap�tal �nvestment plan.  It may be �ncorporated �n the operat�ng budget or 
adopted as a separate budget.  In the cap�tal budget, the LG appropr�ates funds for 
projects to be undertaken dur�ng the current budget year.  Each year, the first year 
of the cap�tal �nvestment plan becomes the cap�tal budget.

Cap�tal expend�tures—See cap�tal �nvestments.
Cap�tal �nvestment project—Also called cap�tal project �n th�s chapter.  A major 

non-recurr�ng, tang�ble, fixed asset of s�gn�ficant value w�th a useful l�fe of more than 
one year.  The spec�fics of value and l�fe expectancy are frequently determ�ned by 
central government regulat�on.  Each LG should establ�sh �ts own rules for defin�ng 
cap�tal �nvestment projects based on local needs and legal requ�rements.  Here are 
some examples of cap�tal �nvestment projects:

New and expanded fac�l�t�es such as bu�ld�ngs, parks, roads, water and 
sewer systems, street l�ght�ng, and a landfill.
Rehab�l�tat�on or replacement of ex�st�ng fac�l�t�es such as streets, bu�ld-
�ngs, parks, street l�ght�ng, and water and sewer systems.
Equ�pment for publ�c �mprovements when they are first constructed such 
as furn�ture, office equ�pment, or playground equ�pment.
Major equ�pment—wh�ch �s expens�ve and has a relat�vely long l�fe—such 
as fire trucks, garbage trucks, and construct�on equ�pment.  Many t�mes 
equ�pment w�th a useful l�fe of less than five years or wh�ch �s small �n 
s�ze, and d�fficult to control, such as portable rad�os, are excluded from 
the defin�t�on.  Another common exclus�on �s equ�pment such as furn�ture 
and pol�ce veh�cles that are replaced annually �n approx�mately the same 
quant�ty.
Repa�rs to ex�st�ng fac�l�t�es such as bu�ld�ng repa�rs �nclud�ng new roofs 
and major electr�cal, plumb�ng and heat�ng repa�rs.  Establ�sh�ng rules for 
repa�rs can be d�fficult.  A total un�t cut-off such as US $2500, US $5,000 
or US $10,000 s�mpl�fies the defin�t�on, but other cr�ter�a can be used 

•

•

•

•

•
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�nclud�ng the extent to wh�ch repa�rs add value, prolong the useful l�fe, or 
enta�l major structural or mechan�cal change.  However, these cr�ter�a are 
hard to quant�fy.
The cost of eng�neer�ng, arch�tectural and feas�b�l�ty stud�es assoc�ated 
w�th new fac�l�t�es or major renovat�ons.
The acqu�s�t�on of land or bu�ld�ngs.

Cap�tal �nvestments—Expend�tures made for cap�tal �nvestment projects.  Also 
called cap�tal expend�tures �n some countr�es.

Cap�tal �nvestment plan—(CIP)—A mult�year (usually 5 - 6 year) plan of cap�tal 
�nvestment projects l�sted �n pr�or�ty order by year w�th ant�c�pated beg�nn�ng and 
complet�on dates, annual est�mated costs and proposed methods of financ�ng.  An-
nually, the plan �s rev�ewed, rev�sed, and projected one add�t�onal year.

Cap�tal program—See cap�tal �nvestment plan.
Cred�tworth�ness—The general el�g�b�l�ty of a person, company, or LG to borrow 

money.
Debt capac�ty—Ab�l�ty to repay loans or other debts as measured by cred�tors 

who judge an appl�cant’s ab�l�ty to repay a loan based on assets and �ncome, and as-
s�gn a certa�n capac�ty to pay off debt; �f a LG has many cred�t l�nes ava�lable, even �f 
there are no outstand�ng balances, that �s st�ll us�ng up the LG’s debt capac�ty. 

Debt serv�ce—The cost of pr�nc�pal and �nterest on borrowed money for a g�ven 
year or ser�es of years accord�ng to a predeterm�ned payment schedule.

Deferred ma�ntenance—Not perform�ng (deferr�ng) ma�ntenance at the t�me �t 
should have been, or was scheduled to be, performed; ma�ntenance �n th�s context 
means more than rout�ne preventat�ve ma�ntenance and repa�rs; �t also �ncludes re-
placement of parts, per�od�c road resurfac�ng and other act�v�t�es needed to ma�nta�n 
the fixed asset at �ts or�g�nally contemplated serv�ceab�l�ty for �ts or�g�nally est�mated 
l�fe.

Dollar value cut-off—An arb�trary method, based on the ant�c�pated cost of the 
proposed cap�tal �nvestment project, for determ�n�ng whether the project w�ll be �n-
cluded �n the cap�tal �nvestment plan and cap�tal budget.  Th�s term often relates to 
LG s�ze and financ�al resources.  Projects w�th a value above the cut-off are �ncluded 
�n the cap�tal �nvestment plan and cap�tal budget.  Those below the cut-off are treated 
as operat�ng budget expend�tures.  To be placed �n the cap�tal budget, typ�cally the 
project cost requ�res spec�al attent�on and has a s�gn�ficant �mpact on the financ�al 
cond�t�on of the LG.  A small LG may dec�de to use a value cut-off of US $2,500.  Me-
d�um s�ze LGs may use a cut-off of US $10,000.  Large LGs may use a cut-off of US 
$50,000 or US $100,000.

F�xed assets—Property of a long-term character that �s owned by the LG and 
�ntended to cont�nue to be held or used for publ�c purposes, such as land, bu�ld�ngs, 
and equ�pment.

Infrastructure—Publ�c fac�l�t�es such as streets, br�dges, bu�ld�ngs, parks, wa-
ter and sewer systems, and street l�ght�ng.

L�fe cycle cost�ng—A system that tracks and accumulates the actual costs attr�b-
uted to an asset from �ts or�g�nal des�gn or purchase to �ts d�spos�t�on.  Th�s �ncludes: 
the t�me �nvolved to complete the project, the people needed (number, expert�se and 
so on), the degree of d�fficulty �nvolved, ava�lab�l�ty of money or other resources, the 

•

•
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amount of ma�ntenance needed, and the money that must be expended and kept �n 
reserve.  Also called “cradle to grave” or “womb to tomb.”

L�fe expectancy—The expected useful l�fe of an asset from the date placed �n 
serv�ce to the projected ret�rement date.

Nom�nal group method—A structured �nteract�on techn�que that encourages 
�nput from all group members and prov�des for anonymous vot�ng on pr�or�t�es.

Operat�ng budget—Plan for current year expend�tures and the proposed means 
of financ�ng them; �t �s the pr�mary means by wh�ch most of the financ�ng, acqu�s�-
t�on, spend�ng, and serv�ce del�very act�v�t�es of a LG are controlled. 

Pay-as-you-go—A pr�nc�ple or pract�ce of pay�ng for goods and serv�ces when 
they are purchased or bu�lt rather than rely�ng on cred�t (e.g., loans or bonds).

Pay-as-you-use—A pr�nc�ple or pract�ce of pay�ng for goods and serv�ces as they 
are used over t�me by us�ng cred�t (e.g., loans or bonds).  Th�s method matches the 
benefit of the use of the asset, such as a street, br�dge, or bu�ld�ng w�th the repay-
ment of the debt for that asset.

Reserves—Generally an amount appropr�ated or allowed �n ant�c�pat�on of pos-
s�ble future events such as a “Reserve for Cont�ngenc�es.”

Return on �nvestment—A measure of the earn�ng power of assets.  It �s com-
monly used to evaluate effect�veness and effic�ency.

Value eng�neer�ng—A systemat�c approach to opt�m�z�ng the value of a fac�l�ty.  
In the value eng�neer�ng process, a group of object�ve techn�cal spec�al�sts, who have 
not been assoc�ated w�th a des�gn, break the project down �nto major components, 
agree on the funct�ons of each, and then propose alternat�ves to the ex�st�ng des�g-
nated components to perform the same funct�on; �t �s not a des�gn check or rev�ew, 
but a re-eng�neer�ng process wh�ch challenges establ�shed des�gns or parad�gms.  

why establish CaPital inVestMent PrOjeCts and a CaPital 
budget seParate frOM the OPerating budget?

There are several �mportant reasons for separat�ng the cap�tal budget from the oper-
at�ng budget:  

F�rst, cap�tal �nvestment projects requ�re mult�-year expend�tures because 
they are expens�ve and may take more than one year to des�gn and con-
struct.  
Second, cap�tal �nvestment projects often �nvolve mult�ple sources of 
financ�ng such as current funds, debt, reserves, and grants that must be 
accounted for separately.  
Th�rd, cap�tal �nvestment projects have future operat�ng budget �mpact, 
wh�ch requ�res careful plann�ng.
F�nally, financ�al resources for cap�tal �nvestment projects are l�m�ted and 
therefore must be cons�dered and allocated �n a systemat�c manner.

•

•

•

•
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deCentralizatiOn and lg CaPital inVestMent Planning

In a decentral�zed country, govern�ng bod�es usually define cap�tal �nvestment pol�-
c�es.  In countr�es go�ng through decentral�zat�on, th�s funct�on may st�ll be at the 
central government level.  Pol�c�es and dec�s�ons made at the central government 
level w�ll be based on central government pr�or�t�es—not LG pr�or�t�es.  One of the 
s�gn�ficant m�lestones of approv�ng a CIP based on LG pr�or�t�es �s that the govern�ng 
body establ�shes �ts own pol�cy and d�rect�on for prov�d�ng serv�ces to �ts c�t�zens.  The 
govern�ng body �s respons�ble for prov�d�ng max�mum poss�ble sat�sfact�on of publ�c 
serv�ce needs w�th�n ex�st�ng resources.

In some countr�es undergo�ng decentral�zat�on, small cap�tal projects—based 
on LG pr�or�t�es—are beg�nn�ng to be funded by own source revenues.  So, focus your 
attent�on on where you can have an �mpact.  If the central government �s st�ll dec�d-
�ng most cap�tal �nvestment projects, you w�ll need to use the�r forms, pol�c�es, and 
procedures.  But, �f your LG has begun to develop and �mplement some of your own 
CIP pr�or�t�es, use the pr�nc�ples and concepts found �n th�s chapter, where poss�ble, 
to prov�de gu�dance for these projects.  

deCisiOn Making PrOCess fOr the CaPital inVestMent Plan 
(CiP)

The CEO, govern�ng body members, department heads, c�t�zens, and �nterest group 
representat�ves should all part�c�pate �n cap�tal �nvestment plann�ng dec�s�on mak�ng.  
The goal of CIP part�c�pat�on �s to allow potent�ally contrad�ctory demands on l�m�ted 
resources to be expressed and resolved rather than suppressed or �gnored, wh�le at 
the same t�me ensur�ng that confl�ct does not overwhelm the process or render dec�-
s�on mak�ng �mposs�ble.  Follow�ng are suggested roles and respons�b�l�t�es.

The chief executive officer (CEO)—normally �s respons�ble for carry�ng out the 
follow�ng CIP tasks:

Prepar�ng the draft cap�tal �nvestment plan to be rev�ewed by the govern-
�ng body;
Expla�n�ng the current and projected financ�al status of the LG;
Implement�ng the CIP as approved by the govern�ng body; and,
Mon�tor�ng and report�ng on the status of the CIP throughout the budget 
year.

The CEO may choose to delegate some of these tasks to other staff members 
such as the budget officer.  CEOs should prov�de overall gu�dance to the CIP proc-
ess by �dent�fy�ng any �ssues to be addressed and �dent�fy�ng other expectat�ons that 
should be met �n the CIP preparat�on process.

The CEO’s act�ve �nvolvement �n the CIP process �s �mportant because there are 
�nev�tably confl�cts among the goals the CIP process �s �ntended to ach�eve.  It �s part 
of the CEO’s job to fac�l�tate sett�ng pr�or�t�es when goals clash.  For example, the goal 
of mak�ng the CIP more open and �nterest�ng may �ncrease the level of confl�ct and 
delay dec�s�ons.  Creat�ng more opportun�t�es for c�t�zen part�c�pat�on may subject 

•

•
•
•
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the govern�ng body to a barrage of contrad�ctory adv�ce that may, �n turn, g�ve way 
to deep confl�cts w�th�n the commun�ty and on the govern�ng body.  The CEO’s role 
�s to nav�gate through these confl�ct�ng wants and help the govern�ng body ach�eve 
consensus on a CIP.

Budget/ Plann�ng officer—Assum�ng that most budgetary tasks w�ll be dele-
gated by the CEO to e�ther the budget or plann�ng officer (we w�ll use the term “CIP 
officer” to refer to the person who has pr�mary respons�b�l�ty for the CIP), that person 
and the�r staff have key roles to play �n the CIP process.  The role usually takes one 
of the follow�ng forms:

Coord�nator of the CIP and cap�tal budget�ng process—The CIP officer 
may play a l�m�ted role �n the process as coord�nator of CIP-related docu-
ments.  In th�s role, the CIP officer does not evaluate the requ�rements 
presented by the d�fferent departments, subm�ts no suggest�ons, and 
does not attempt to match financ�ng w�th cap�tal projects.  The role �s to 
prov�de for the adherence to the CIP-related schedules, for accurate and 
complete CIP-related documents presented �n a un�form and �ntell�g�ble 
format.  Some of the follow�ng dut�es may be delegated to the�r staff mem-
bers:

Sett�ng up the CIP calendar.
Draft�ng CIP-related forms and worksheets.
Ass�st�ng departments �n formulat�ng the�r project performance 
�nd�cators.
Comp�l�ng �nstruct�ons for department heads to gu�de them �n fill-
�ng out CIP-related forms.
Controll�ng the accuracy and completeness of CIP-related forms 
subm�tted by department heads..
Ident�fy�ng sources of financ�ng,
Coord�nat�ng CIP act�v�t�es �nclud�ng t�m�ng and plann�ng of 
meet�ngs.

Gu�dance of the CIP and cap�tal budget�ng process—In th�s role, the CIP 
officer and staff, �n add�t�on to coord�nat�on, have some analyt�cal and 
control funct�ons, such as

Conduct�ng c�t�zen hear�ngs for �nput �nto the CIP process.
Develop�ng �nstruct�ons for departments concern�ng CIP pr�or�t�es 
and prov�d�ng any assumpt�ons to be cons�dered �n CIP develop-
ment.
Rev�ew�ng department requests to ensure adherence to gu�de-
l�nes.
Sett�ng CIP object�ves �nclud�ng any restr�ct�ons.
Match�ng CIP requests w�th potent�al sources of financ�ng.
Prepar�ng recommendat�ons for govern�ng body members.

•
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Control of the CIP and cap�tal budget�ng process—The th�rd role �s d�rect 
control of and respons�b�l�ty for tasks related to CIP and cap�tal budget 
�mplementat�on.  In th�s role the CIP officer and staff w�ll be: 

o Conduct�ng c�t�zen hear�ngs for �nput �nto the CIP process.
Coord�nat�ng w�th the finance officer on secur�ng financ�ng for the 
cap�tal budget and CIP.
Ensur�ng that departments do not exceed project author�za-
t�on.  Th�s �s accompl�shed through regular mon�tor�ng of cap�tal 
project expend�tures. 
Rev�ew�ng requ�rements for transfer of funds between cap�tal 
projects. 
Develop�ng and updat�ng cap�tal budget�ng process procedures.
Prov�d�ng progress reports on CIP and cap�tal budget �mplementa-
t�on for the CEO and the govern�ng body.
Mon�tor�ng cap�tal project act�v�t�es to prevent negat�ve develop-
ments.

Department heads (serv�ce managers)—The department heads are normally re-
spons�ble for carry�ng out the actual cap�tal �nvestment projects.  The�r respons�b�l�-
t�es �nclude:

Prepar�ng draft cap�tal �nvestment projects to be rev�ewed by the govern-
�ng body,
Expla�n�ng the purpose of each proposed project at c�t�zen hear�ngs and 
for the govern�ng body,
Ident�fy�ng/ recommend�ng potent�al financ�ng sources to the finance 
manager and CEO,
Implement�ng the CIP as approved by the govern�ng body and,
Mon�tor�ng and report�ng on the status of the CIP throughout the budget 
year.

The department head may choose to delegate some of these tasks to other staff 
members.  The department heads should support the CEO by �dent�fy�ng techn�cal 
�ssues that should be cons�dered �n the CIP preparat�on process.

Govern�ng body (pol�cy makers)—Early �n the CIP preparat�on process, pol�cy 
makers should help set pr�or�t�es among goals and �nform management of the�r pref-
erences on allocat�on �ssues.  Govern�ng body members may not always be w�ll�ng to 
set pol�cy or �nterested �n do�ng so, but they should be g�ven the opportun�ty. 

The appo�nted staff should create the best poss�ble cond�t�ons for the mayor 
and govern�ng body to make pol�cy.  Staff should help frame the pol�cy �ssues and, 
where appropr�ate, make recommendat�ons on preferred pol�cy alternat�ves.  Fram-
�ng makes �t less d�fficult for the govern�ng body to make dec�s�ons.  More pol�t�cally 
d�v�s�ve �ssues are best reserved to the govern�ng body, w�th staff prov�d�ng object�ve 
analyses of the mer�ts of each alternat�ve.
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The budget, finance, or plann�ng offices may frame some �ssues, espec�ally those 
deal�ng w�th financ�ng recommendat�ons or CIP format, and make recommendat�ons 
�n those areas. 

C�t�zens, commun�ty, NGOs—The publ�c should play a substant�al role through-
out the cap�tal �nvestment plann�ng process.  It �s espec�ally �mportant, however, to 
�nvolve c�t�zens when commun�ty pr�or�t�es are be�ng developed and to seek the�r 
op�n�ons on key dec�s�ons related to taxat�on and expend�tures.  In pract�ce �n many 
countr�es, however, publ�c �nvolvement �n CIP mak�ng �s superfic�al and undertaken 
only to sat�sfy legal requ�rements. 

There are three typ�cal concerns expressed by LG offic�als about c�t�zen part�c�-
pat�on �n the CIP preparat�on process:

Elected offic�als do not want to ra�se expectat�ons they cannot sat�sfy.  
Thus, many LGs res�st greater publ�c �nvolvement because they fear c�t�-
zens’ expectat�ons for spend�ng w�ll be unreal�st�c.  There also may be fear 
that the costs of respond�ng to the publ�c’s w�sh l�st w�ll be unbearable to 
the commun�ty as a whole or to wealth�er taxpayers.
A second reason for res�st�ng publ�c �nvolvement �n cap�tal �nvestment 
plann�ng �s that d�fferent areas of the commun�ty may want d�fferent or 
even contrad�ctory plans, leav�ng pol�cy makers �n the d�fficult pos�t�on of 
not know�ng how much of what to del�ver to whom. 
A th�rd argument ra�sed by local offic�als �s that c�t�zens are s�mply not 
�nterested �n part�c�pat�ng and that try�ng to �nvolve them �s t�me consum-
�ng and frustrat�ng.

Although there �s some bas�s for these concerns, all of them can be addressed 
�n ways that w�ll allow pol�cy makers to benefit from c�t�zen part�c�pat�on.  Strateg�c 
plann�ng sess�ons, focus groups, ne�ghbourhood counc�ls, c�t�zen budget comm�s-
s�ons, and cap�tal budget comm�ttees are all ways of �nvolv�ng the publ�c �n the CIP 
process before final approval.  Once the CIP �s final, the CEO can make press pres-
entat�ons and take the CIP proposal on the road, present�ng �t to meet�ngs of c�v�c 
groups, serv�ce clubs, and ne�ghbourhood and homeowners assoc�at�ons.  Another 
chapter �n th�s ser�es, Citizen Participation1, prov�des excellent suggest�ons for gett�ng 
c�t�zens �nvolved �n the budget�ng process.

leArning AppliCATion

In the first Learning Application in each of the chapters in this series we will be re-

minding the reader about how to get the most from each of these exercises.  First, 

there is a box identifying the four key LG roles that most readers represent.  These are 

Policy Makers (elected officials), CEOs (Chief Executive Officers such as mayors, city 

managers, etc.), Finance Managers (the chief finance official in the LG), and Depart-

ment Heads (those individuals who are responsible for the management of specific LG 

departments such as public works, planning, and human resources).  Second, we will 

indicate in the box those readers we believe will benefit most from completing the learn-

ing 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 

•

•

•
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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.    

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Cons�der, for a moment, the cap�tal �nvestment plann�ng roles played by offic�als 
�n your own LG.  In what ways are they s�m�lar to the role descr�pt�ons presented 
here?

 ________________________________________________________________________________

 ________________________________________________________________________________

In what ways are they d�fferent?  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 If you could change the ways cap�tal �nvestment plann�ng tasks are ass�gned 
w�th�n your LG, what would you change? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

links between strategiC Planning and the CaPital inVest-
Ment Plan and CaPital budget

Strateg�c plann�ng �s both a process and a product.  As a process �t uses organ�zat�on 
and env�ronmental analys�s 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 fif-
teen years.  A strateg�c plann�ng exerc�se typ�cally creates layers of goals, object�ves, 
and strateg�es that prov�de a target path for the operat�ons of an organ�zat�on.  In 
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 
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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 cap�tal �nvestment plan and cap�tal budget.  Wh�le the cap�tal �nvestment plan 
and budget has always been a cho�ce between d�fferent revenue sources and cap�-
tal �nvestment expend�tures, �n the future the cap�tal �nvestment plan and cap�tal 
budget must reflect strateg�c cho�ces.  Cap�tal plans and budgets can be used to �m-
plement strateg�c plans, �n effect, as strateg�c financ�ng plans to st�mulate econom�c 
development.  On the other hand, the lack of strateg�c financ�ng plann�ng may, by 
default, constra�n development, local plann�ng, and �nvestments.

ethiCal standards, COrruPtiOn and PrOCureMent2 in the 
CaPital budgeting PrOCess

In many countr�es, corrupt�on, collus�ve pract�ces, and outs�de �nfluence have be-
come accepted norms of operat�on when award�ng contracts for cap�tal �nvestment 
projects.  It �s �mportant that your c�t�zens are comfortable w�th your LG’s procure-
ment process—espec�ally �n cap�tal �nvestment projects.  The procurement system �s 
the pr�mary method for �mplement�ng the cap�tal budget, wh�ch �n turn �s the method 
for �mplement�ng commun�ty pr�or�t�es.  If you have an open procurement process, 
c�t�zens w�ll normally not be that concerned w�th the procurement system.  If your 
procurement process �s not as open, the c�t�zens may have quest�ons about the �n-
tegr�ty of the system.

WHy SHould CiTiZenS be ConCerned AbouT proCureMenT in THe CApi-
TAl inveSTMenT plAnning proCeSS?

The process by wh�ch a LG dec�des from whom �t w�ll obta�n goods, serv�ces, or con-
struct�on has �mportant econom�c and pol�t�cal consequences. From an econom�c 
perspect�ve, the des�gn of the procurement process d�rectly affects the effic�ency w�th 
wh�ch an organ�zat�on spends tax dollars.  The more effic�ent the procurement proc-
ess, the more goods and serv�ces can be purchased at a g�ven level of fund�ng.  

The procurement process also has �mportant pol�t�cal consequences.  Each pro-
curement transact�on places money from the collect�ve coffer �nto a vendor’s pr�vate 
account.  Consequently, procurement presents an opportun�ty for government offi-
c�als w�th the power to �nfluence the procurement process to reward �nd�v�duals and 
firms who have supported them �n the past, or to curry favour w�th �nd�v�duals and 
groups they hope w�ll support them �n the future.  S�m�larly, a firm seek�ng to obta�n 
a government contract has an �ncent�ve to max�m�ze �ts econom�c return on pol�t�cal 
contr�but�ons by target�ng county offic�als who can �nfluence the procurement proc-
ess.

If your country has an effect�ve c�v�l soc�ety structure �n place, �t’s h�ghly l�kely 
that there �s also a Nat�onal Chapter of Transparency Internat�onal (www.transpar-
ency.org). Enl�st the�r support to help prov�de an effect�ve mon�tor�ng role – d�rectly 
or through expert consultants – thus assur�ng greater transparency and cred�b�l�ty 
for your procurement process. 
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A government may also, e�ther �n add�t�on to the �nvolvement of c�v�l soc�ety, or 
poss�bly �n �ts place, adopt a pol�cy of total transparency of the b�dd�ng, b�d evalua-
t�on, award select�on and contract�ng process, through outr�ght publ�cat�on of all the 
cr�t�cal documents or by g�v�ng easy access to relevant documents and �nformat�on 
to any �nterested party.  The webs�te above prov�des several examples of th�s type of 
document.

As a way of encourag�ng �nterested c�t�zens or vendors to prov�de suggest�ons or 
compla�nts regard�ng your procurement system, cons�der the follow�ng �deas:

Put a suggest�on box �n the procurement office prem�ses to encourage 
suggest�ons from concerned or other �nterested part�es.
Make arrangements for the analys�s of and �mplementat�on of feas�ble 
suggest�ons on a rout�ne bas�s.
Des�gnate someone to respond to the suggest�ons and compla�nts re-
ce�ved.  Compla�nts should be stud�ed and addressed as soon as poss�ble.  
Responses to compla�nts should be made publ�c.

the COnCePt Of Value 

It �s somet�mes d�fficult to understand, or even define, the concept of “good value,” 
espec�ally �n the context of cap�tal �nvestment projects.  The follow�ng analogy may 
help:

When we dec�de to purchase an art�cle—�t could be cloth�ng, a car, or even a 
home—we typ�cally dec�de upon our spec�ficat�ons, consult our financ�al adv�sor to 
determ�ne what we can afford, and then finally match spec�ficat�ons and financ�al 
means to set our budget.  Then we go out �nto the marketplace to make our acqu�s�-
t�on.

If we can obta�n our art�cle as spec�fied for less than our budget, then we have 
obta�ned “good value”—somet�mes we refer to th�s as a “barga�n.”  If, on the other 
hand, we have to pay more money than we w�shed, or have to accept lower spec�fi-
cat�ons, we have obta�ned “poor value,” and somet�mes cons�der that we have been 
cheated.

Although that was a s�mple example, the general pr�nc�ple ex�sts for cap�tal 
�nvestment projects, and �t must be stressed that good value w�ll only be obta�ned 
�f careful attent�on �s g�ven to each of the project cycle phases, and each �nvestment 
dec�s�on opt�m�zes funct�onal requ�rements, qual�ty expectat�ons, and financ�al ca-
pab�l�ty.  

 Cons�der the follow�ng:
Inadequate or poor plann�ng w�ll result �n a project that does not sat�sfy 
real needs.
Incomplete des�gn w�ll result �n h�gher than expected construct�on costs.
Infer�or mater�als must be replaced at faster than planned �ntervals and 
create add�t�onal and unplanned costs.  
If the bu�ld�ng does not reflect �ts �ntended use, the operat�onal costs may 
be h�gher than necessary.

•
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Inclus�on of hazardous mater�als �n the construct�on may make d�sposal 
costs very expens�ve.

the COnCePt Of life CyCle COsting

Unt�l comparat�vely recently, �n almost every country throughout the world, govern-
ment agenc�es respons�ble for the prov�s�on of fac�l�t�es, accounted for the�r cost un-
der two separate and qu�te d�st�nct categor�es.  

In�t�al or cap�tal cost of the bu�ld�ng, and
Operat�ng and ma�nta�n�ng the bu�ld�ng.

L�ttle or no cons�derat�on was g�ven to the �nter-relat�onsh�p between these two 
cost categor�es, and the standard pract�ce was, and �n many cases st�ll �s, to con-
struct the bu�ld�ng w�th the lowest poss�ble cap�tal cost us�ng compet�t�ve tender�ng.  
Those who were to occupy and ma�nta�n the bu�ld�ng �nher�ted the consequences 
of th�s pract�ce and were thereafter respons�ble for find�ng suffic�ent mon�es from a 
separate budget—the operat�ng budget—to adequately operate the bu�ld�ng through-
out �ts useful l�fe.  

There are obv�ously many arguments both for and aga�nst th�s pract�ce.  How-
ever, there has been a grow�ng awareness of the need to exam�ne the total costs of 
a bu�ld�ng over �ts l�fe and to evaluate the costs and benefits of �nvest�ng �n bu�ld�ng 
systems and mater�als that w�ll ult�mately reduce the operat�ng costs.  Th�s has been 
part�cularly true �n relat�on to reduc�ng the cost of energy consumpt�on.  

L�fe cycle cost�ng, therefore, �s a method of exam�n�ng the total costs of a bu�ld-
�ng or des�gn over �ts ent�re l�fe.  In order to do th�s; �t �s necessary to take �nto con-
s�derat�on the follow�ng cost categor�es:

Cap�tal costs—land, construct�on, furn�ture and equ�pment, des�gn fees 
and all assoc�ated costs.
F�nance costs—land acqu�s�t�on, construct�on finance, and finance 
charges dur�ng occupancy.
Operat�ng costs—energy, �nsurance, clean�ng, management, and adm�n�s-
trat�on.
Ma�ntenance, replacement, and alterat�on costs—all assoc�ated costs.
Res�dual or salvage values—resale value, related costs such as the costs 
and charges assoc�ated w�th demol�t�on and s�te clearance.

Note that �n carry�ng out a l�fe cycle cost study, �t may not always be appropr�-
ate, or necessary, to �nclude each of the five categor�es �dent�fied above.  Th�s w�ll be 
part�cularly true, for example, when evaluat�ng the l�fe cycle costs of several bu�ld�ng 
systems, when finance costs may not have any part�cular relevance.

We recommend five steps �n the l�fe cycle cost�ng process.  These are:

Five Steps in life Cycle Costing

•

•
•

•

•

•

•
•
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Ident�ficat�on and quant�ficat�on of all costs assoc�ated w�th each opt�on be�ng 
stud�ed.
Summat�on of all costs for each t�me per�od for each opt�on.
D�scount�ng of all costs—adjusted to the�r present value by apply�ng a d�scount 
rate to make the compar�son of the var�ous opt�ons poss�ble and mean�ngful.  
Th�s �s necessary because each opt�on may have costs that occur at d�fferent 
t�mes throughout �ts l�fe cycle.  
Compar�son of costs of each opt�on.
Select�on of the most des�rable opt�on.

•

•
•

•
•

Standard l�fe cycle cost�ng formulae—The follow�ng standard formulae are used 
�n complet�ng l�fe cycle cost�ng calculat�ons.  Although we prov�de the formulas here, 
the actual calculat�ons are ava�lable �n finance textbooks that are publ�shed �n most 
countr�es.  It �s eas�er to use the tables.

Present Value of 1 unit of your country’s currency—Th�s �s the present 
value of a future accumulated amount, where:

A = the accumulated amount
I = the �nterest (as a dec�mal)
n = number of years
= A x 1/(1+I) n

Compound Interest—Th�s �s the future accumulated value of an �n�t�al 
cap�tal, where:

P = Pr�nc�pal (�n�t�al cap�tal)
I = the �nterest rate (as a dec�mal)
N = Number of years
= P x (1 x I) n

Sinking Fund—Th�s �s the sum of money to be put as�de each year to 
cover a future known expend�ture, where:

A = the accumulated amount
 I = the �nterest rate (as a dec�mal)
N = the number of years
= A x I/ (1 + I) n – 1

Loan Repayment—Th�s �s the annual repayment over a loan’s l�fe, where:
P = pr�nc�pal (amount of the loan)
I = �nterest rate (as a dec�mal)
N = number of years (of the loan)
= P x (1 + I) n x I /   (1 + I) n –1

Present Value of 1 unit of your country’s currency—Th�s �s the present 
value of an annual expend�ture to take place over “n” number of years, 
where:

R = payments due at the end of each per�od (usually one year)
I = the �nterest rate (as a dec�mal)
N = number of years
=  R [ 1 – ( 1 + I )-n ] / I

Inflation Adjustment—Th�s �s the d�scount rate to be appl�ed, wh�ch takes 
�nflat�on �nto account, where:

T = the actual d�scount rate (usually the current bank rate)
F = the �nflat�on rate
=  (1+ t )/ (1 + f) -1

(Note: to obtain a percentage, the result from the formula, the number 

has to be multiplied by 100)
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Aga�n, �t should be noted that �t �s not always necessary to calculate all the 
formula referred to �n th�s sect�on.  Publ�shed present value and d�scount tables are 
usually ava�lable, from wh�ch all of the factors can be der�ved.

Sample life cycle cost study
Two heat�ng systems have been des�gned for a bu�ld�ng, and �t �s des�red to make 
an evaluat�on of each one to determ�ne wh�ch would represent the best �nvestment 
over the l�fe of the bu�ld�ng.  The l�fe of the bu�ld�ng �s expected to be 60 years, and 
cap�tal was borrowed at an annual rate of 8 %.  The est�mated costs are as follows:

OPTION A OPTION B

Installat�on cost $250,000 $350,000
Bu�lders work �n connect�on w�th �nstallat�on $60,000 $20,000
L�fe of wear�ng parts on the �nstallat�on 20 years

(Note th�s w�ll 
occur tw�ce for 
Opt�on A)

30 years

Cost of renew�ng wear�ng parts $ 150,000 $200,000

Annual ma�ntenance work $5,000 $2,500
Annual fuel costs  $12,000 $7,000
Annual cost of attendant $5,000 $ N/A

   

The net present values can now be calculated, us�ng factors ava�lable �n publ�shed 
d�scount tables.

opTion A

In�t�al cost of �nstallat�on (cap�tal cost) $ 250,000

Assoc�ated bu�lders work (cap�tal cost) $ 60,000

Present value of renew�ng wear�ng parts �n 20 years (first replace-
ment)
 $ 150,000 x 0.2145 (from d�scount tables) 

$ 32,180

Present value of renew�ng wear�ng parts (40 years, second replace-
ment)
 $ 150,000 x 0.0460 (from d�scount tables)

$ 6,900

Present value of $ 22,000 per annum (ma�ntenance, fuel and attend-
ance) for 60 years.
 $ 22,000 x 12.377 (from d�scount tables) 

$ 272,294

TOTAL Net present value (NPV) $ 621,374

opTion b
In�t�al cost of �nstallat�on (cap�tal cost) $ 350,000
Assoc�ated bu�lders work (cap�tal cost) $ 20,000
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Present value of renew�ng wear�ng parts �n 30 years (first replace-
ment)
 $ 200,00 x 0.0994

$ 19,880

Present value $ 9,500 per annum (ma�ntenance and fuel) for 60 
years
 $ 9,500 x 12.377 (from d�scount tables)

$ 117,581

TOTAL Net present value (NPV) $ 507,461

It can be seen from th�s study that although the �n�t�al costs of Opt�on A were 
actually lower than those �n Opt�on B, the evaluat�on of all the assoc�ated costs over 
the�r useful l�fe demonstrated that Opt�on B was actually the most econom�cal solu-
t�on.  Th�s resulted from recogn�z�ng from the l�fe cycle study that the cheaper �n�t�al 
cost of Opt�on A, was outwe�ghed by the need to replace the wear�ng parts tw�ce �n 
�ts useful l�fe as opposed to only once �n the case of Opt�on B.  In add�t�on, Opt�on B 
clearly had better fuel effic�ency, also cr�t�cally affect�ng the long-term cost.

The forego�ng example demonstrates that l�fe cycle cost�ng can be an effect�ve 
cost management tool.  It should be recogn�zed however, that all the d�fficult�es �nher-
ent �n cost est�mat�ng are �ntr�ns�c �n l�fe cycle cost�ng.  These �nclude the d�fficulty 
�n accurately forecast�ng l�kely costs, and the est�mated l�fe of a bu�ld�ng system or 
mater�al.  In add�t�on, accurate feed back �n operat�ng and ma�ntenance costs are 
somet�mes d�fficult to obta�n.  Never the less, l�fe cycle cost analys�s �s a valuable tool 
wh�ch can, and should, be used at all levels of the dec�s�on mak�ng process. 

poliCieS

Clearly defined and wr�tten pol�c�es: 1) gu�de the process, 2) fac�l�tate plann�ng and 
object�ve sett�ng, 3) establ�sh parameters for �dent�fy�ng and pr�or�t�z�ng projects and 
financ�ng opt�ons and 4) prov�de staff d�rect�on.  The CEO, govern�ng body, and staff 
need to be �nvolved �n the formulat�on of cap�tal pol�c�es.  Add�t�onal �nformat�on on 
financ�al pol�c�es can be found �n another chapter �n th�s ser�es, Financial Policy Mak-

ing.3  Examples of pol�cy �ssues requ�r�ng attent�on are:

Defin�t�on of cap�tal �nvestment projects
Per�od covered by the cap�tal plan
Des�gnat�on of organ�zat�onal respons�b�l�ty for plan preparat�on
Methods of financ�ng cap�tal �nvestment projects
Cr�ter�a for pr�or�t�z�ng projects
Percentage of general operat�ng revenues to be earmarked for cap�tal 
�nvestments
Assessment of the future operat�ng costs of cap�tal �nvestment projects
Borrow�ng l�m�ts
Methods and t�m�ng of c�t�zen part�c�pat�on
Ma�ntenance and replacement pol�c�es

•
•
•
•
•
•

•
•
•
•
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examples of Capital policies
A s�x year cap�tal �nvestment plan w�ll be prepared and updated annually.
Cap�tal �nvestment project financed through borrow�ng w�ll be financed for a 
per�od not to exceed the useful l�fe of the project.

•
•

Approx�mately s�x percent of general operat�ng revenues w�ll be allocated for 
cap�tal �nvestment.

•

Phys�cal assets w�ll be ma�nta�ned at a level adequate to protect the cap�tal �n-
vestment and to m�n�m�ze future ma�ntenance and replacement costs.

•

The future operat�ng costs of all cap�tal �nvestment projects w�ll be determ�ned. •
A seven person c�t�zen’s adv�sory comm�ttee w�ll be appo�nted to rev�ew project 
requests and make recommendat�ons.

•

The cap�tal �nvestment plan w�ll be adopted annually by the govern�ng body.•
The finance department w�ll be respons�ble for coord�nat�ng the cap�tal �nvest-
ment process.

•

One t�me revenues, revenue from the sale of property and a percentage of oper-
at�ng surplus w�ll be earmarked for cap�tal �nvestment projects.

•

Cap�tal �nvestment and equ�pment replacement reserves w�ll be establ�shed.•
On all debt financed projects a down payment of ten percent of total project cost 
w�ll be made from current revenues.

•

leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Prepare a l�st of cap�tal pol�c�es that you bel�eve would be appropr�ate for your LG.  
What �s your rat�onale for each of the pol�c�es?

Capital policies
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Rationale
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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beneFiTS

There are a number of benefits result�ng from cap�tal �nvestment plann�ng and cap�-
tal budget�ng.  

Serves as a major tool for linking planning and budgeting systems.  Th�s �n-
cludes the phys�cal development of a LG’s urban development, strateg�c plann�ng, 
transportat�on, parks and recreat�on, sol�d waste, water, sewer and other plans.  It 
prov�des a process that coord�nates both phys�cal and financ�al plann�ng.  It also 
relates publ�c fac�l�t�es to other publ�c agency and pr�vate development plans.  And, �t 
fac�l�tates �ntegrat�on w�th the operat�ng budget.

Focuses attention on community objectives and financial capabilities.  It pro-
v�des the opportun�ty for commun�ty �nput at mult�ple po�nts �n the cap�tal �nvest-
ment plann�ng process.  It a�ds �n pr�or�t�z�ng current and future cap�tal needs, and 
helps to balance �dent�fied needs w�th the LG’s ab�l�ty to pay.  It prov�des the op-
portun�ty to keep the publ�c �nformed about cap�tal needs, projects, and ass�sts �n 
bu�ld�ng publ�c support.  It allows the LG to show �ts comm�tment to several projects 
over a long per�od.

Coordinates the activities of other public and private agencies.  The CIP proc-
ess prov�des a central process to gu�de �n project plann�ng, schedul�ng, financ�ng, 
and construct�on thereby reduc�ng dupl�cat�on, confl�ct, and costs.

Allows time for careful plann�ng �n the �n�t�al steps of the CIP and encourages 
adm�n�strat�on that �s more effic�ent so that land can be acqu�red �n advance and 
costly m�stakes avo�ded. Th�s can be a very �mportant benefit �f the purchase of land 
�s �nvolved �n the CIP.

Demonstrates good administration.  Th�s enhances the percept�on of the LG’s 
cred�tworth�ness and ensures financ�al stab�l�ty by help�ng to control tax rates, avo�d-
�ng unant�c�pated borrow�ng and max�m�z�ng alternat�ve financ�ng opt�ons.  The CIP 
process also �dent�fies the most effic�ent and econom�cal means of financ�ng cap�tal 
�nvestment projects and �ncreases opportun�t�es for obta�n�ng fund�ng from h�gher 
levels of governments and pr�vate sources.

leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

We have �dent�fied several benefits of us�ng a cap�tal �nvestment plann�ng and budg-
et�ng process.  Take a moment and l�st the benefits that you bel�eve your LG would 
ga�n from such a comprehens�ve process.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

obSTACleS, liMiTATionS, riSkS And oTHer ConSid-
erATionS

Cap�tal �nvestment plann�ng and cap�tal budget�ng can be d�fficult and t�me consum-
�ng.  Expect to encounter obstacles as you �mplement the system.  These obstacles 
w�ll cons�st of pol�t�cal res�stance, staff res�stance and �nformat�on barr�ers.

Political resistance—Elected offic�als res�st cap�tal �nvestment plann�ng for sev-
eral reasons.  They may contend �t �ntroduces excess�ve r�g�d�ty �nto pol�cy mak�ng 
because plans for projects become sol�d�fied and are d�fficult to change.  Elected 
offic�als may fear that �t ra�ses unreal�st�c publ�c expectat�ons, wh�ch cannot be met 
because of l�m�ted fund�ng.  Many offic�als bel�eve �t �s not pract�cal to plan more than 
one or two years �nto the future or beyond the�r term of office.  They may fear that too 
much �nformat�on on the extent of deter�orat�on and deferred ma�ntenance can harm 
them pol�t�cally or cause cred�t problems.  

Some bel�eve that s�nce only l�m�ted funds are ava�lable �t �s mean�ngless to go 
through the effort.  Others are concerned that the staff w�ll man�pulate the need and 
fund�ng data and neglect to accurately gauge the operat�ng budget �mpact.  Elected 
offic�als may be concerned that the schedul�ng of one project may prec�p�tate the 
need for another.  Many quest�on the ab�l�ty of c�t�zens to understand the techn�cal 
data.  F�nally, they contend that constantly chang�ng central government leg�slat�on 
�nh�b�ts the�r ab�l�ty to plan future cap�tal �nvestments.  

There are several ways to l�m�t or overcome these obstacles.  Involve elected 
offic�als early and �n all phases of des�gn�ng the cap�tal �nvestment plann�ng and 
cap�tal budget�ng system.  Encourage them to adopt cap�tal pol�c�es that reflect the�r 
values.  Assure them of adequate project overs�ght.  Prov�de them w�th a comprehen-
s�ve analys�s of financ�al cond�t�on and fund�ng sources.  Conduct c�t�zen surveys to 
generate �nformat�on on c�t�zen concerns and pr�or�t�es.  Po�nt out that acceptance 
of the mult�-year cap�tal �nvestment plan does not comm�t them to financ�ng other 
than the first year cap�tal budget.  Cont�nually prov�de �nformat�on on the benefits of 
cap�tal �nvestment plann�ng and refine the process to meet chang�ng cond�t�ons and 
needs.

Staff res�stance—Staff w�ll often object to cap�tal �nvestment plann�ng because 
they feel �t takes an �nord�nate amount of t�me and effort.  They may bel�eve the 
pr�or�ty sett�ng process �s vague and amb�guous.  The staff frequently c�tes the lack 
of elected offic�al and top management comm�tment to the process.  There �s a bel�ef 
that elected offic�als w�ll not adhere to the plan and g�ve overr�d�ng cons�derat�on to 
pol�t�cal factors.  Staff feels that there �s l�ttle support for low v�s�b�l�ty projects such 
as water, sewer and waste d�sposal s�tes.  Exper�ence has shown staff that ma�nte-
nance �s the first th�ng to be deferred.  

A major staff concern �s the fear of m�cro-management by elected offic�als and 
the loss of flex�b�l�ty.  The staff �s concerned that elected offic�als w�ll place excess�ve 
�nformat�on demands and controls on them.  Often they compla�n about the lack of 
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project account�ng and fund�ng �nformat�on.  F�nally, they may bel�eve they w�ll not 
be g�ven adequate resources to do the job and that the process �s merely a worthless 
exerc�se.  Staff may po�nt to a reluctance to prov�de funds for staff to exper�ment 
w�th new cap�tal technology.  These obstacles can be amel�orated by a firm comm�t-
ment of top management and elected offic�al support and the prov�s�on of adequate 
resources.

Involve staff �n all aspects of the process �nclud�ng the des�gn of the pr�or�ty set-
t�ng system.  Prov�de adequate tra�n�ng and techn�cal support.  Encourage the staff 
to recommend fund�ng opportun�t�es.  Prov�de them w�th the necessary account�ng 
and �nformat�on systems.  Allow them suffic�ent flex�b�l�ty to manage the projects by 
prov�d�ng funds for cont�ngenc�es and broad fund�ng author�ty.

Informat�on barr�ers—Inadequate �nformat�on �s a major obstacle.  Cond�t�on 
data �s frequently l�m�ted.  Work order systems may not be ava�lable to accumulate 
repa�r costs.  Informat�on on compla�nts and serv�ce �nterrupt�ons may not be tracked 
and analyzed.  Funds may not be made ava�lable for the use of cond�t�on assessment 
technology.  Project cost and fund�ng �nformat�on may not be ava�lable.  Computer-
�zed ma�ntenance management systems may not ex�st to accumulate cond�t�on and 
cost �nformat�on and to effect�vely schedule repa�rs and ma�ntenance.  Research on 
the appl�cat�on of new �nfrastructure technology may be l�m�ted.  Adequate �nfor-
mat�on on financ�al cond�t�on and potent�al fund�ng sources �s often unava�lable.  
F�nally, �t �s d�fficult to quant�fy the benefits of many projects.  

These obstacles can be addressed by recogn�z�ng the �mportance of support�ng 
the development of adequate �nformat�on systems.  Install automated ma�ntenance 
management and work order systems.  Track compla�nts and serv�ce �nterrupt�ons.  
Employ technology and a var�ety of cond�t�on assessment techn�ques.  Undertake 
financ�al cond�t�on analys�s and develop comparat�ve data on cap�tal financ�ng sourc-
es.  Install a project account�ng system.

leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Prepare a l�st of obstacles you bel�eve w�ll be encountered �n the �nstallat�on of or 
already encounter �n the cap�tal �nvestment plann�ng and budget�ng �n your commu-
n�ty.  What can be done to overcome them?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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THe CApiTAl inveSTMenT projeCT CyCle pHASeS

Cap�tal �nvestment plann�ng and budget�ng �s a dynam�c process that �nvolves sev-
eral phases.  The complex�ty of the process depends on the law, extent of central 
government regulat�ons and LG s�ze, organ�zat�onal structure, staff capab�l�ty and 
financ�al cond�t�on.  Each phase �dent�fies the steps we recommend that your LG 
cons�der for �mplement�ng the cap�tal �nvestment plann�ng and budget�ng process.  
At var�ous po�nts �n the follow�ng text we use the des�gn and construct�on of a bu�ld-
�ng as an example.

pHASe 1:  orgAniZing

Th�s phase covers Steps 1, 2, and 3 and �s used to organ�ze the process and establ�sh 
a framework �n wh�ch to �dent�fy, cost out, rev�ew approve and see through to com-
plet�on a cap�tal �nvestment project.  Th�s cap�tal �nvestment project may be bu�ld�ng 
a fire stat�on, street or br�dge, or renovat�ng a water treatment plant or purchas�ng 
a fire eng�ne.  The process that �s establ�shed must allow for the var�ety of cap�tal 
projects that your LG needs.

STep 1: deTerMine THe orgAniZATionAl STruCTure And proCeSS

The first step �n sett�ng up a cap�tal �nvestment plan and cap�tal budget system �s to 
establ�sh an organ�zat�onal structure to oversee the process.  Central coord�nat�on 
and overs�ght are necessary to ensure an effic�ent process and compl�ance w�th pol�-
c�es and gu�del�nes.

Typ�cally, the cap�tal �nvestment plan and budget are prepared under the d�rec-
t�on of the CEO on the bas�s of project requests subm�tted by the operat�ng depart-
ments.  The CEO recommends a plan and budget to the govern�ng body that has 
respons�b�l�ty for adopt�on and appropr�at�on of funds.  Respect�ve roles of the CEO 
and the govern�ng body and the selected organ�zat�onal structure w�ll depend on local 
c�rcumstances �nclud�ng the s�ze and form of LG.

One organ�zat�onal approach �s to ass�gn adm�n�strat�ve respons�b�l�ty to the 
CEO’s, plann�ng, finance, budget or publ�c works staff.  The des�gnated un�t or �n-
d�v�dual would be respons�ble for coord�nat�ng the steps �n the cap�tal �nvestment 
plann�ng and budget�ng process and prov�d�ng techn�cal ass�stance.

Another organ�zat�onal opt�on �s the creat�on of a cap�tal �nvestment plan com-
m�ttee cons�st�ng of major players �n the process such as department managers, 
elected offic�als and c�t�zens.  The comm�ttee rev�ews project requests, conducts pub-
l�c hear�ng, ass�gns pr�or�t�es, and recommends a plan and budget to the CEO.  Some 
LGs use the�r plann�ng board or comm�ss�on as a coord�nat�ng comm�ttee.  Other 
LGs establ�sh a c�t�zens’ cap�tal �nvestment plan comm�ttee to prov�de publ�c �nput 
�nto the process.  If the comm�ttee approach �s selected, �t �s essent�al to prov�de for 
adequate staff support.
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Criteria to Assist in the Selection 
of the Most effective organizational Structure for a lg

The un�t should have:
 _____ Suffic�ent t�me to devote to the process.
 _____ Adequate tra�ned staff to prov�de techn�cal ass�stance.
 _____ Author�ty to obta�n compl�ance w�th pol�c�es, gu�del�nes, and schedules.
 _____ A long-range perspect�ve and ab�l�ty to balance d�verse �nterests and 

po�nts of v�ew.
 _____ Collaborat�on sk�lls to obta�n the cooperat�on of the operat�ng and sup-

port agenc�es.
 _____ Ab�l�ty to foster c�t�zen part�c�pat�on
 _____ Commun�cat�on sk�lls.
____ _ Cred�b�l�ty w�th the govern�ng body and ab�l�ty to fac�l�tate �ts cont�nuous 

�nvolvement �n the process.

STep 2: eSTAbliSH poliCieS

A d�scuss�on and adopt�on of cap�tal pol�c�es should precede the �n�t�at�on of the 
cap�tal �nvestment plann�ng process.  Pol�c�es w�ll gu�de the process, fac�l�tate plan-
n�ng and object�ve sett�ng and establ�sh parameters for �dent�fy�ng and pr�or�t�z�ng 
projects and financ�ng opt�ons, and prov�de the LG staff w�th d�rect�on.

STep 3: develop ForMS And inSTruCTionS

The cap�tal �nvestment coord�nat�ng staff should prepare a calendar, forms and �n-
struct�ons.  Dates for each step of the process are l�sted on the calendar, wh�ch keeps 
the process on schedule by �nform�ng all part�es of deadl�nes.  If poss�ble, cap�tal 
�nvestment plann�ng should be scheduled to beg�n and end pr�or to the operat�ng 
budget cycle �n order to avo�d an excess�ve staff workload and prov�de adequate t�me 
for rev�ew.  In�t�at�ng cap�tal �nvestment plann�ng several months before the oper-
at�ng budget cycle prov�des valuable �nformat�on on the potent�al effect of cap�tal 
�nvestment projects on the operat�ng budget.  In add�t�on, adequate t�me �s prov�ded 
for govern�ng body rev�ew and publ�c hear�ng before �t must focus on the operat�ng 
budget. 

Standard forms and �nstruct�ons are essent�al to an effect�ve cap�tal �nvestment 
plann�ng process because they ensure un�form and complete �nformat�on requ�red 
to evaluate, pr�or�t�ze and schedule project requests.  Each LG w�ll need to create 
forms that meet �ts own requ�rements.  Bas�c forms �nclude a project request form 
and summary forms.  

Project request forms are used to collect deta�led �nformat�on on each proposed 
project.  Pert�nent project �nformat�on �ncludes: department, project name, loca-
t�on, descr�pt�on, purpose (new, cont�nu�ng or mod�fied project), just�ficat�on of need, 
costs, expend�tures by year, status of plann�ng and eng�neer�ng, construct�on data, 
operat�ng costs, effect on revenue, relat�onsh�p to other projects, conformance to lo-
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cal plans, recommended financ�ng, pr�or�ty number and rat�onale.  Follow�ng are 2 
sample project request forms.

Sample project request Form from lucenec, Slovakia

Support�ng Mater�al for Cap�tal Budget Development 

Investment Project for the Year ____________ Date_________________________________

Request for �nvestment project no._________ Comm�ss�on at the Town Hall ________

Town Hall, Department ___________________ Budget sect�on ______________________

1.  Project descr�pt�on
A.  Project name:
B.  Descr�pt�on:
C.  Locat�on:
D.  Purpose:
E.  A project request was/was not subm�tted cover�ng th�s project last year.

2.  Need
A.  Who w�ll der�ve the greatest benefit from th�s fac�l�ty?
   - c�t�zens
   - commerc�al
   - �ndustr�al
B.  What w�ll be the scope of serv�ces prov�ded by th�s fac�l�ty?
   - reg�onal
   - commun�ty
   - ne�ghbourhood
C.  Comment on the needs to be met by th�s project.

3.  Costs
A.  Approx�mate total cost
B.  Wh�ch costs are covered by the mun�c�pal budget?

4.  Proposed expend�tures by years (what are the poss�b�l�t�es for phas�ng, to how 
many phases and �n what cost)

Pr�or  4th

1st  5th

2nd  6th

3rd  Later

5.  Construct�on data

6.  Est�mated effect of completed project on mun�c�pal budget
Revenue    Operat�ng expenses:

7.  Related to other projects
 - Project name
 - How related
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8.  Pr�or�ty
A.  What pr�or�ty number does your group ass�gn to th�s project among those 

be�ng requested at th�s t�me?
B.  What are your reasons for the h�erarchy of pr�or�t�es �n th�s project? (g�ve a 

br�ef rat�onale)

9.  Recommended financ�ng
- Own resources      − Subs�d�es
- Pool fund�ng      − Loan
- State fund      − Bonds
- Other

The follow�ng conta�ns a U.S.  sample project request form.

Capital investment project request form

19 ____ to 19 ____
Department ______________________  Dept. Project No.  _______________________

D�v�s�on ______________________ Date__________    Department Pr�or�ty No.  _______

1.  Project description

     A. Project Name ___________________________________________________________

     B. Descr�pt�on: ____________________________________________________________

     C. Locat�on _______________________________________________________________

     D. Purpose: _______________________________________________________________

     E. A project request ______ was _______ was not subm�tted cover�ng th�s project        
last year.

2.  Need (√ appropr�ate one)

A. Who w�ll der�ve the greatest benefit from th�s fac�l�ty?
_______ general c�t�zenry _______ commerc�al ________ �ndustr�al

B. What w�ll be the scope of serv�ces prov�ded by th�s fac�l�ty?
_______ county-w�de       _______ commun�ty  ________ ne�ghbourhood

C. Comment on the needs to be met by th�s project.

D. How are needs currently be�ng met?

3. Cost

A. Approx�mate total cost  $_____________

B. Cost already �ncurred  $_____________

C. Balance    $_____________

D. Deta�led cost est�mates

1. Plann�ng
a.  Eng�neer�ng    $_____________
b. Arch�tectural    $_____________

Total     $_____________
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2. Land
a. S�te already acqu�red   $_____________
b. S�te to be acqu�red   $_____________
c. Area requ�red (acres)   $_____________
d. Est�mated cost    $_____________

3. Construct�on
1. Est�mated cost    $_____________

4. Equ�pment and furn�sh�ngs
a. Equ�pment  $____________
b. Furn�sh�ngs  $____________
c. Other   $____________

      Total $_____________

                                           TOTAL COST $_____________

4. Proposed Expenditures by Years

Pr�or $______________ 4th $______________

1st $______________  5th $______________
2nd $______________ 6th $______________
3rd $______________  Later $______________

5. Construction Data

A. Est�mated construct�on per�od __________ months.
B. Proposed manner of construct�on (3 appropr�ate one):

Contract _________ Force account _________
Other __________ (Descr�be):

C. Status of plans and spec�ficat�ons (3 appropr�ate one);
_______ Plans not needed
_______ Noth�ng done except th�s report

_______ Prel�m�nary eng�neer�ng est�mate rece�ved
_______ Surveys complete
_______ Survey �n process
_______ Sketches �n process

_______ Sketches complete
_______ Plans and spec�ficat�ons �n preparat�on
_______ Plans and spec�ficat�ons complete

6. Estimated Effect of Completed project on Operating Budgets of This Depart-
ment
A. Increased revenue     $______________
B. Decreased operat�ng expenses    $______________
C. Number of new personnel pos�t�ons     ______________
D. Add�t�onal salary costs     $______________
E. Add�t�onal other expenses    $______________

Net Effect on Operat�ng Budget    $ ______________
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7. Estimated Effect of This project on Operating Budget of Other Departments
Departments affected: General effect on the�r budget:

Comments:

8. Related to other projects (√  appropr�ate one):
A. Of th�s department ____Yes ____No

Name of project: ___________________________ How related: _________
___________

B. Of other departments ____Yes ____No
Department: __________  Name of project: __________________ 
How related:______________

9. Priority
A. What pr�or�ty number does your department ass�gn to th�s project among 

those be�ng requested at th�s t�me?  __________
B. What are your reasons for attach�ng th�s pr�or�ty rat�ng to th�s project?

10. Recommended financing (√ appropr�ate one):
_________ Federal A�d   _________ Cap�tal �nvestment fund
_________ State A�d    _________ Bonds
_________ Spec�al Assessments  _________ Other
_________ Current Revenue

Comments:

In some cases, a separate form �s used to gather �nformat�on on equ�pment.  Ex-
amples of relevant equ�pment �nformat�on are name, descr�pt�on, purpose (new or 
replacement), proposed use, form of acqu�s�t�on (purchase, lease), number of un�ts 
requested, gross and net cost, trade-�n value, number of s�m�lar un�ts �n �nventory, 
useful l�fe, �nformat�on on equ�pment to be replaced (make, age, cond�t�on, repa�r 
costs and recommended d�spos�t�on-trade-�n, salvage, sale, use by another agency).

Summary forms l�st projects by department, pr�or�ty, plan year, type of project 
(water, parks, streets, bu�ld�ngs, equ�pment), fund�ng source and fund.  Summar�zed 
�nformat�on relates to the project name, total cost, est�mated operat�ng budget �m-
pact, amounts prev�ously author�zed, amounts requested for each of the plan years 
and for future years and sources of financ�ng by plan year.  The plan summary �nfor-
mat�on br�ngs together �nto one place the full proposals of the subm�tt�ng agency.

Deta�led �nstruct�ons for complet�ng the forms and samples of completed forms 
should accompany the forms.  They also can be presented �n a manual.  The cap�tal 
�nvestment plan staff should prov�de tra�n�ng on how to prepare the forms and pro-
v�de cont�nu�ng techn�cal ass�stance.  P�lot test�ng of the forms and �nstruct�ons w�ll 
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help to �dent�fy and correct problems.  Cont�nu�ng rev�ew and fine tun�ng of the forms 
and �nstruct�ons are necessary to ma�nta�n the�r effect�veness.

pHASe 2:  plAnning

The plann�ng phase �s the most �mportant phase �n the cap�tal �nvestment plann�ng 
process.  It �ncludes steps 4, 5, 6, and 7.  It �s the opportun�ty for LG offic�als and the 
commun�ty to come together and establ�sh pr�or�t�es for the LG’s future cap�tal �n-
vestments.  Th�s �s also the phase that evaluates the current needs of the commun�ty 
and looks at the LG’s financ�al capac�ty.

STep 4:  geT CiTiZen inpuT

Commun�t�es are made up of c�t�zens and should reflect the�r v�s�on of what 
the commun�ty should be.  It �s very �mportant to get c�t�zen �nput �nto the 
cap�tal �nvestment plann�ng process.  The chapter on Citizen Participation 

 prov�des a number of ways to �nvolve c�t�zens.  It �s �mportant that c�t�zens under-
stand upfront that there w�ll be an object�ve method to determ�n�ng the pr�or�ty of the 
d�fferent, compet�ng cap�tal projects.  It seems that there �s never enough money to 
fund all proposed cap�tal �nvestment projects �n a LG.  So, to ensure that commun�ty 
asp�rat�ons are ach�eved, we recommend that the pr�or�ty-sett�ng process �nclude the 
follow�ng elements:

Establ�shes select�on and evaluat�ve cr�ter�a.
Ass�gns values to each cr�ter�on.
Compares projects aga�nst the cr�ter�a.
Rates the projects.
L�sts the projects �n pr�or�ty order.

There �s more �nformat�on on pr�or�ty sett�ng �n Step 10.

STep 5: ASSeSS CApiTAl needS

Most LGs have cap�tal needs that exceed the�r financ�al resources.  Therefore, �t �s 
�mportant that they develop a sound �nformat�on base for �dent�fy�ng cap�tal needs.  
The �nformat�on base w�ll ass�st �n:

Ident�fy�ng and pr�or�t�z�ng cap�tal needs.
Select�ng the best ma�ntenance, repa�r, replace or abandonment strategy.
M�n�m�z�ng the effects and costs of deferred ma�ntenance.
Evaluat�ng alternat�ve methods to meet cap�tal needs.
Assess�ng financ�al opt�ons.
Reduc�ng serv�ce �nterrupt�ons and compla�nts.
Improv�ng financ�al report�ng.
Controll�ng cap�tal costs.

•
•
•
•
•

•
•
•
•
•
•
•
•
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Local offic�als should focus on cap�tal needs and problems rather than spec�fic 
projects.  Some bas�c quest�ons to ask are:

What �s the nature of the need or problem?
What are the causes?
Who �s affected?
What �s the scope of the need or problem?
When does �t occur?
What are some alternat�ve ways of resolv�ng �t?
What are the consequences of do�ng noth�ng?

Comprehensive master plan
It �s part�cularly �mportant �n the publ�c sector that all cap�tal construct�on �n-
vestments are part of a comprehens�ve development plan.  Among other th�ngs, 
th�s w�ll encourage the part�cular agency to plan for the future not only �n terms 
of phys�cal development, but also �n terms of �ts �nvestment plan and cap�tal re-
qu�rements.  Typ�cally, the master plan w�ll be prepared by sector—health, educa-
t�on, etc., —and once approved, �t must be rev�ewed at regular �ntervals to ensure 
that the parameters have not changed.  If there have been s�gn�ficant changes, 
the master plan must be adjusted, and the cap�tal �nvestment requ�rements ad-
justed accord�ngly.

Informat�on to answer these quest�ons �s ava�lable from a number of sources �nclud-
�ng 1) �nventory and cond�t�on assessment �nformat�on, 2) plann�ng stud�es, 3) serv-
�ce standards �nformat�on, and 4) c�t�zen surveys.

Inventory and condition assessment information—Cap�tal asset �nventory �n-
format�on cons�sts of a descr�pt�on of the asset (road, park, fire eng�ne), locat�on, 
age, phys�cal d�mens�ons, construct�on method and type of mater�als, cond�t�on, re-
pa�r h�story and costs, proposed date for replacement, replacement costs, operat�ng 
cost and type and extent of use.  Maps, d�agrams and photos help �n �dent�ficat�on.  
Geograph�c �nformat�on systems and other software are ava�lable for mapp�ng the 
locat�on of assets.

Inventor�es may be done by staff or contract.  The process takes t�me and �s 
costly.  Cont�nual updat�ng �s necessary.  Inventory �nformat�on can be obta�ned 
from eng�neer�ng, arch�tectural, �nsurance and property records.  Other methods are 
v�sual �nspect�on and knowledgeable employees.

The cond�t�on of cap�tal assets �s affected by age, cl�mate, so�l cond�t�ons, use, 
construct�on methods and mater�als, and ma�ntenance pract�ces.  Cond�t�on �nfor-
mat�on �s cr�t�cal to determ�n�ng need.  Methods of cond�t�on assessment are v�sual 
�nspect�on, eng�neer�ng analys�s, repa�r analys�s and compla�nt and serv�ce �nterrup-
t�on analys�s.

V�sual �nspect�on—Staff or consultants �nspect fac�l�t�es us�ng �ndustry 
standards and other cr�ter�a. Inspect�ons are a�ded by common defin�-
t�ons, checkl�sts, forms, and rat�ng scales such as: 

Very good, good, fa�r, poor, very poor
Not severe, severe, very severe

•
•
•
•
•
•
•

•

•
•
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No problem, l�m�ted problem, w�despread problem or hazard 
V�sual �nspect�on �s subject�ve and requ�res gu�del�nes, tra�n�ng, and care-
ful mon�tor�ng.  Streets are �nspected for surface d�stress such as crack-
�ng, potholes, and bumps.  Parks and recreat�on fac�l�t�es are �nspected 
for broken equ�pment, ball fields, tenn�s courts, and green areas �n poor 
cond�t�on and bu�ld�ng damage.  S�dewalks are �nspected for cracks, r�ses, 
holes, and root �nvas�on.  Bu�ld�ng evaluat�ons �dent�fy structural, elec-
tr�cal, plumb�ng and mechan�cal system problems.  There are firms who 
spec�al�ze �n conduct�ng pavement, bu�ld�ng, and other �nfrastructure 
evaluat�ons.  The�r reports �dent�fy defic�enc�es, correct�ve act�on, costs 
and establ�sh pr�or�t�es.  In add�t�on, they w�ll tra�n employees to perform 
�nspect�ons.
Eng�neer�ng Analys�s—Eng�neer�ng technology �s ava�lable for cond�t�on 
assessment.  In the case of streets, mechan�cal dev�ces measure r�de 
qual�ty, dynaflect equ�pment measures the effect of loads on the payment, 
and core sample test�ng equ�pment �s used to measure the cond�t�on 
of pavement mater�al.  TV cameras, hydrogen sulfide measures, smoke 
and dye test�ng, thermography, and flow mon�tor�ng dev�ces are used to 
determ�ne the cond�t�on of sewers.  Son�c leak detectors, TV cameras, 
thermography, pressure tests, water qual�ty tests and the measurement 
of unaccounted for water a�d �n evaluat�ng the cond�t�on of water systems.  
Core samples, �nfrared and ultra sound equ�pment are employed to as-
sess br�dge cond�t�ons.  The technology �s costly but offers a valuable tool 
for document�ng need.
Repa�r Analys�s—Informat�on on the nature, frequency, and cost of 
repa�rs greatly fac�l�tates cond�t�on assessment.  A work order system 
that descr�bes repa�rs and the�r costs �s requ�red.  H�gh un�t costs and 
frequent repa�rs h�ghl�ght the ex�stence of a problem.  Repa�r �nformat�on 
also a�ds �n the evaluat�on of d�fferent ma�ntenance and repa�r strateg�es.  
Plott�ng of repa�rs by p�ns on a map can qu�ckly po�nt out problem areas.  
Automated ma�ntenance management systems are ava�lable to track 
and analyze repa�r frequency and cost as well as schedul�ng preventat�ve 
ma�ntenance.
Compla�nt and Serv�ce Interrupt�on Analys�s—Track�ng and analyz�ng 
compla�nts and serv�ce �nterrupt�ons �s an effect�ve low cost method of 
obta�n�ng cond�t�on �nformat�on.  Data on downt�me, breaks, leaks, sewer 
backups, potholes, low water pressure, bu�ld�ng problems, street conges-
t�on, broken playground equ�pment and �noperable street l�ghts help to 
document cap�tal needs and problems.  V�olat�ons relat�ng to water and 
wastewater qual�ty, landfill contam�nat�on, �nc�nerator pollut�on and other 
env�ronment problems can be used to �dent�fy potent�al cap�tal needs.
The cond�t�on assessment methods used by your LG w�ll depend on your 
s�ze, budget, and ava�lab�l�ty of �nformat�on and staff.  Every effort should 
be made to �mprove the qual�ty of your cond�t�on �nformat�on s�nce �t w�ll 
enhance your ab�l�ty to �dent�fy and document cap�tal needs.
Plann�ng stud�es—Phys�cal development, econom�c development, redevel-
opment, strateg�c, transportat�on, pavement management, water, sewer, 

•

•

•

•

•
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sol�d waste and parks and recreat�on plans are a r�ch source of �nforma-
t�on on future cap�tal needs.  
These plans �nclude demograph�c, land use, traffic, cond�t�on, hous�ng, 
econom�c, development, use, demand, and other �nformat�on cr�t�cal to 
�dent�fy�ng cap�tal needs.
Serv�ce standard �nformat�on—Central government, �ndustry, profess�onal 
assoc�at�on, and other standards are another useful source of �nformat�on 
for determ�n�ng cap�tal needs.  Examples of such standards are hectares 
or acres of park land per 100 res�dents, bu�ld�ng space standards, street 
l�ght�ng, water, and wastewater treatment standards.
C�t�zen surveys—C�t�zen surveys are effect�ve �n measur�ng c�t�zen ex-
pectat�ons relat�ng to cap�tal needs and methods of pay�ng for them.  For 
example, a survey may reveal that c�t�zens place a h�gher pr�or�ty on s�de-
walk repa�rs than street repa�rs and prefer to pay for cap�tal �nvestment 
projects through benefit assessments.  Surveys are a means of �dent�fy-
�ng the level of support and oppos�t�on to d�fferent projects.  Many LGs 
have found c�t�zen surveys ass�st greatly �n the cap�tal dec�s�on mak�ng 
process.

STep 6:  ConduCT Any needed STudieS For poTenTiAl ConSTruCTion 
projeCTS

Construct�on projects may requ�re add�t�onal �nformat�on before propos�ng them as 
cap�tal �nvestment projects.

envIronmental ImPact study

All legal requ�rements for env�ronmental �mpact stud�es must be fulfilled concur-
rently w�th the development of the master plan.  In add�t�on to �dent�fy�ng �mportant 
env�ronmental cond�t�ons that need to be resolved, all assoc�ated costs must be cal-
culated and �ncluded �n the project budget.

Pre-PlannIng / sPace analysIs study

Th�s study has three essent�al components:

A statement of need. (What w�ll be the use / funct�on of the bu�ld�ng, and 
how much space �s requ�red?)
A statement of qual�ty. (What should be the planned l�fe, and what spec�al 
character�st�cs must the bu�ld�ng have?)
A statement of t�me. (When w�ll the bu�ld�ng be requ�red?)

It �s the comb�nat�on of these three components that w�ll d�ctate the ult�mate 
cap�tal cost of the project.

•

•

•

•

•
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statement oF need

The general requ�rement for the project should have already been establ�shed w�th�n 
the framework of the comprehens�ve master plan.

The spec�fic need, or funct�on, wh�ch the bu�ld�ng �s requ�red to fulfil, should 
therefore have been establ�shed.  The statement of need study, however, should help 
the master plann�ng dec�s�on progress from the general to the spec�fic, and der�ve the 
actual space and funct�onal requ�rements for the project.  S�nce th�s �s a pre-approval 
plann�ng study, there w�ll be a degree of uncerta�nty at th�s stage, but �t �s essent�al 
that suffic�ently accurate parameters be set to perm�t a reasonably accurate budget 
to be establ�shed for the project.  

If the funct�onal requ�rements have been just�fied and approved, the actual 
space needs can be calculated.  At th�s stage they w�ll be gener�c �n nature, and 
typ�cally would be descr�bed �n the Study, us�ng one of the follow�ng categor�es, as 
appropr�ate:

Number of hosp�tal beds
Number of classrooms / students per classroom
Persons per hectare / persons per hous�ng un�t
Number of park�ng spaces
Number of cells per pr�son
M2 office / reta�l space
Da�ly / weekly flow / filtrat�on plant
KW capac�ty of generat�ng stat�on

•
•
•
•
•
•
•
•

statement oF qualIty

It �s essent�al to define the des�red qual�ty of the project r�ght at the outset.  Th�s �s 
�mportant because there are many d�fferent percept�ons of qual�ty, and when unde-
fined, expectat�ons can vary substant�ally.  

For example, cons�der the opt�ons ava�lable �f need for transportat�on was de-
fined only as “a car,” w�thout any further qual�fy�ng statement. There �s just not 
enough �nformat�on to prov�de parameters.  Th�s �s equally true of bu�ld�ngs, and 
great care must be taken �n defin�ng the appropr�ate qual�ty level for the planned 
project.

The level of qual�ty ach�evable w�ll obv�ously be closely related to the funds 
ava�lable for a project, so at the pre-plann�ng stage, �t may only be poss�ble to make a 
general statement of expected qual�ty, wh�ch would be cons�stent w�th the ant�c�pated 
funds ava�lable.

Qual�ty may be descr�bed �n a var�ety of d�fferent ways.  For example:

“Inst�tut�onal” �mpl�es a long l�fe bu�ld�ng w�th h�gh qual�ty fin�shes.
“Industr�al” assumes factory type components and fin�shes.
Hous�ng may be descr�bed as “luxury” or “ res�dent�al.”
Offices may be categor�zed by grade “A,” “B,” or “C.”
By defin�ng a cost range “EU 1,000 - EU 1,500 per square metre.”  

•
•
•
•
•
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Somet�mes qual�ty �s expressed �n other, more subtle, ways.  For example:

By �nd�cat�ng the des�red l�fe of the bu�ld�ng.  For example, “10” versus 
“50” years.
By st�pulat�ng the requ�red return on the �nvestment.  Sens�t�v�ty analys�s 
may then be used to determ�ne the pr�ce range of the project.

By reference to locat�on.  For example, an office bu�ld�ng �n a LG 
centre may have d�fferent qual�ty character�st�cs than one �n a 
suburban sett�ng.

The �mportance of real�st�cally establ�sh�ng the most appropr�ate qual�ty level at 
th�s stage cannot be emphas�zed strongly enough.  Not gett�ng �t r�ght may result �n 
a badly needed funct�on not be�ng fulfilled on the apparent grounds that �t �s unaf-
fordable, when �n real�ty �t was the lack of, or poor defin�t�on of, the real�st�c qual�ty 
that doomed the project.

It �s for th�s reason that many bu�ld�ng author�t�es throughout the world are 
employ�ng value management techn�ques at th�s very early stage �n the project l�fe 
cycle.  The pr�nc�ples of value management are d�scussed later �n th�s hand book.

Time is Money!
In the Un�ted States of Amer�ca, for example, �t can take seven to e�ght years for a 
Federal Government bu�ld�ng to progress from the Statement of Need to occupa-
t�on of the bu�ld�ng.  Cost �nflat�on, whether 2% or 12% per year, w�ll obv�ously 
have a substant�al �mpact on the ult�mate cost of the project.
Clearly, th�s cost must be planned for, and a real�st�c assessment of the overall 
t�me schedule must be �ncluded �n the pre-plann�ng stud�es.

statement oF tIme

The say�ng “t�me �s money” �s a tru�sm �n the development bus�ness.  At the plann�ng 
stage, therefore, �t �s of fundamental �mportance to recogn�ze, and budget for, the 
real�st�c per�od of t�me between plann�ng and real�zat�on of the project.

The plann�ng schedule must �nclude allowances for the follow�ng act�v�t�es:

S�te acqu�s�t�on,
Plann�ng approvals,
Des�gn and tender�ng for construct�on,
Obta�n�ng bu�ld�ng perm�ts,
Construct�on,
Obta�n�ng occupancy perm�ts,  and
Bu�ld�ng fit out and tenant occupancy.

Once all these act�v�t�es have been evaluated, and t�mes allocated to each of 
them, the statement of t�me can be assembled.

•

•

•

•
•
•
•
•
•
•
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leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Ident�fy two cap�tal needs �n your commun�ty.  What �nformat�on �s ava�lable to help 
you document the needs?  What add�t�onal �nformat�on should your commun�ty de-
velop?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

STep 7: AnAlyZe FinAnCiAl CApACiTy

Early �n the cap�tal �nvestment plann�ng process, an analys�s should be made of your 
LG’s financ�al cond�t�on and capac�ty to finance future cap�tal �nvestment projects.  
The chapters Financial Planning5 and Evaluating Financial Condition6 prov�de exten-
s�ve �nformat�on about evaluat�ng financ�al capac�ty.  

Prepare and d�scuss the analys�s before the preparat�on of project requests so 
that the �nformat�on can be used by the elected offic�als to prepare pol�c�es and gu�de-
l�nes to be followed by those develop�ng the requests.  Schedule an elected offic�al 
workshop to d�scuss the analys�s along w�th econom�c and non-econom�c trends, a 
target of ava�lable cap�tal funds and preferred methods of financ�ng.  The establ�sh-
ment of fiscal parameters by the pol�cy makers ensures a more rat�onal approach to 
the preparat�on of project requests �n recogn�t�on of ava�lable cap�tal resources.  As a 
m�n�mum, a financ�al analys�s should �nvolve the follow�ng:

A three to five year analys�s of own source revenues by major source, ex-
pend�tures, operat�ng and cap�tal reserves and surplus or defic�ts.
A three to five year project�on of future own source recurr�ng revenues, 
expend�tures, reserves and surplus.
A analys�s of current and future debt capac�ty, debt serv�ce and overlap-
p�ng debt of other LGs supported by the same tax base.
An analys�s of per cap�ta debt, debt as a percentage of revenues, and debt 
serv�ce as a percentage of the budget.  
An analys�s of lease obl�gat�ons.  
An analys�s of potent�al future changes �n central government fund�ng.
An analys�s of potent�al cap�tal �nvestment fund�ng sources.

Quest�ons to ask �n conduct�ng the analys�s are:

•

•

•

•

•
•
•



102 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

What are the trends of expend�tures, revenues, and surplus? 
Why are the trends occurr�ng?
What �s the current amount of outstand�ng debt?
How much borrow�ng capac�ty �s ava�lable?
How dependent �s the LG on one-t�me revenues and central government 
fund�ng?
What �s the level of current debt serv�ce?
What �s the potent�al for new sources of cap�tal �nvestment funds?
How much w�ll be ava�lable for cap�tal �nvestment financ�ng?
How can you �mprove your LG’s financ�al cond�t�on?

Use charts and graphs to �llustrate the �nformat�on and narrat�ve explanat�ons 
of trends.  Add�t�onal �nformat�on on revenue forecast�ng �s found �n the ser�es chap-
ter, Financial Planning.

pHASe 3:  prepAre preliMinAry CApiTAl inveSTMenT 
plAn

Th�s phase �ncludes steps 8, 9, 10, 11 and 12.  Th�s phase takes the results from 
the plann�ng phase and beg�ns to prepare a prel�m�nary plan to be presented to the 
govern�ng body.  The pr�or�t�es used �n th�s process should be based on the organ�za-
t�on and commun�ty �nput from Phase 1 and w�th the plann�ng from Phase 2.  It �s 
�mportant that the prel�m�nary plan reflect the pr�or�t�es of the commun�ty.

STep 8: prepAre projeCT requeSTS

Department and agency staff are respons�ble for prepar�ng project requests �n accord-
ance w�th the forms, �nstruct�ons and gu�del�nes �ssued by the cap�tal �nvestment 
plan staff.  Examples of typ�cal project �nformat�on requested have been d�scussed �n 
the forms and �nstruct�ons sect�on.  Here we w�ll focus on the just�ficat�on, cost, and 
financ�ng parts of the project request.  

Project justIFIcatIon

In just�fy�ng a project request, �t �s �mportant to furn�sh accurate, object�ve and sup-
portable �nformat�on.  Both tang�ble and �ntang�ble benefits should be d�scussed.  
Comment on the techn�cal, financ�al, pol�t�cal, econom�c, env�ronmental, and adm�n-
�strat�ve feas�b�l�ty of the project.  Support the request w�th cond�t�on, plann�ng, c�t�-
zen survey, serv�ce standard, regulatory compl�ance, demograph�c, and other data.  
Ask tough quest�ons about the request and �dent�fy potent�al sources of support and 
oppos�t�on.  A checkl�st of useful �nformat�on for �nclus�on �n project just�ficat�ons 
follows.

•
•
•
•
•

•
•
•
•
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Checklist of project justification information
 _____ Expla�n the bas�s of the cost est�mates and �f they are prel�m�nary or 

final.
 _____ Need or problem addressed by project.

 _____ Extent to wh�ch the project meets need or solves problem.
 _____ Number of people or area benefit�ng (LG w�de, ne�ghbourhood, or com-

mun�ty).

 _____ Spec�fic benefits to be der�ved. 
 _____ Volume of work, serv�ces, or cl�ents to be served.

 _____ Relat�onsh�p to other projects.
 _____ Sav�ngs produced.

 _____ Revenue generated.
 _____ Ava�lab�l�ty of outs�de fund�ng.

 _____ T�me restr�ct�ons on fund�ng ava�lab�l�ty.
 _____ Extent of econom�c development st�mulated and jobs created.

 _____ Pos�t�ve and negat�ve env�ronmental consequences.
 _____ Compar�son of current and proposed operat�ng and ma�ntenance costs.

 _____ Cost recovery opportun�t�es.
 _____ Cons�stency w�th commun�ty plans and cap�tal pol�c�es.

 _____ Length of t�me to plan and construct.
 _____ Level of publ�c or �nterest group support or oppos�t�on.

 _____ Other alternat�ves cons�dered and reasons for reject�on.
 _____ Consequences of deferr�ng the project.

 _____ Operat�ng and ma�ntenance costs.

Project costs

All project costs should be est�mated �nclud�ng:

Feas�b�l�ty and plann�ng stud�es,
Eng�neer�ng and arch�tectural,
Land acqu�s�t�on,
Demol�t�on,
Construct�on and construct�on management,
Cont�ngency,
S�te �mprovements,
Equ�pment and furn�sh�ngs, and
Debt serv�ce.

FInancIng

Although the finance staff should prov�de recommendat�ons on cap�tal financ�ng al-
ternat�ves, �t �s benefic�al for those prepar�ng project requests to recommend financ-
�ng sources.  Frequently they possess �nformat�on on financ�ng sources not otherw�se 
ava�lable.  Be as spec�fic as poss�ble about the proposed method and �f �t �s a v�able 

•
•
•
•
•
•
•
•
•



104 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

opt�on.  D�scuss �ts strengths and weaknesses and �f �t requ�res further �nvest�ga-
t�on.

economIc analysIs

Some projects, such as ut�l�ty projects, may requ�re an econom�c analys�s, others w�ll 
not. The purpose of the econom�c analys�s �s to assemble all the l�kely costs assoc�-
ated w�th the planned project, and e�ther evaluate them aga�nst the l�kely revenues, 
or calculate the fund�ng requ�rements over a predeterm�ned per�od of t�me.  For ex-
ample, a LG ut�l�ty author�ty may use �t to establ�sh the need and t�m�ng of a bond 
�ssue to finance the project.  Also, a ut�l�ty—l�ke a pr�vate enterpr�se—may use the 
study to calculate the potent�al return on the�r �nvestment.  Irrespect�ve of what type 
of organ�zat�on prepares the econom�c analys�s, the content �s s�m�lar and should 
conta�n all or most of the follow�ng �tems. The outcome of th�s study w�ll vary depend-
�ng upon the type of organ�zat�on that �s prepar�ng �t.  Typ�cally, costs are categor�zed 
under three classes:

Hard costs w�ll �nclude the follow�ng:
Acqu�s�t�on of land,
Cost of construct�on, and
Cost of furn�ture and equ�pment.

Soft costs w�ll �nclude the follow�ng:
Project management,
Arch�tectural and eng�neer�ng des�gn,
Legal costs,
Account�ng costs,
Market�ng costs,
Insurance,
Interest on borrowed money,
Taxes (�f appropr�ate), and
Bu�ld�ng perm�ts and ut�l�ty connect�ons.

Note that this list is not necessarily exhaustive.  There may be other 

items of cost, which will necessarily be incurred, and must therefore 

be included in the economic analysis.

Operat�ng costs w�ll normally �nclude the follow�ng:
The cost of energy / ut�l�t�es,
Ma�ntenance and clean�ng,
Normal repa�rs and replacements, and
Other funct�on-related costs / suppl�es, etc.

•
•
•

•
•
•
•
•
•
•
•
•

•
•
•
•



105CAPITAL INVESTMENT PLAN

contIngencIes

In add�t�on, �t �s also prudent to �nclude allowances for costs that cannot eas�ly be 
�dent�fied or quant�fied at th�s stage.  These are usually descr�bed as cont�ngenc�es, 
and they typ�cally fall �nto several categor�es:

Plann�ng and des�gn cont�ngenc�es—these prov�de for changes �n the scope of 
the project that may ar�se dur�ng the plann�ng and des�gn phases.

Construct�on cont�ngenc�es—these prov�de for unknown and unforeseen cond�-
t�ons that may occur dur�ng construct�on.

Project cont�ngenc�es—these w�ll reflect the level of confidence �n the prepara-
t�on of the econom�c analys�s.

Cont�ngenc�es are normally expressed as a percentage of the est�mated cost of 
the spec�fic category.  The follow�ng �s a l�st of typ�cal percentages:

Plann�ng and des�gn cont�ngenc�es: 7 - 10% of the est�mated construct�on 
costs.
Construct�on cont�ngenc�es: 3 - 5% of the est�mated construct�on costs.
Project cont�ngenc�es: 10 - 15% of the total est�mated costs.

caPItal Project Budget PreParatIon

There are three elements of a budget that must always be sat�sfied:

It must be realistic (the amount of money to be des�gnated for the project 
must be suffic�ent to meet all the requ�rements).
It must be achievable (there must be confidence that not only �s the 
budget suffic�ent, but that funds can be made ava�lable to make the ac-
qu�s�t�on).
It must be comprehensive (all potent�al �tems of cost must be �ncluded).

Although these three tenets may, at first s�ght, appear obv�ous and s�mpl�st�c, 
stud�es carr�ed out throughout the world �nto the root causes of projects that have 
suffered from severe financ�al problems, have �nvar�ably uncovered budgets that were 
�ll-conce�ved from the beg�nn�ng, and had not g�ven �ntell�gent cons�derat�on to some, 
or all, of these bas�c elements.  

In add�t�on, a well-developed budget must prov�de a real�st�c balance between 
the funct�onal requ�rements of the project, the defined qual�ty, and the funds ava�l-
able.  Wh�le th�s may be thought of as a comprom�se, �t should not be one where there 
�s perce�ved d�sadvantage, but one, wh�ch �s seen as a challenge to be met.

The challenge �s for the owner of the project to commun�cate the prec�se func-
t�onal requ�rements to the des�gner, and for the des�gner to translate them �nto an 
accurate set of contract documents for the bu�lder to �mplement.  Th�s �s descr�bed 
as the “Eternal Tr�angle of Bu�ld�ng.” 

•

•
•

•

•

•
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caPItal Budget PreParatIon usIng hIstorIcal cost data 

The development and ma�ntenance of a h�stor�cal construct�on cost database �s an 
essent�al tool to help �n the preparat�on of accurate budgets.  Follow�ng �s a graph�c 
representat�on of the flow of �nformat�on from a h�stor�cal cost database �nto the crea-
t�on of a budget for a new project.

Project 1

Project 2

Project 3

Project 4

Cost / M2

Cost / Func-
t�onal Un�t

Un�t Pr�ce
Data

Paramet�c
Analys�s

F�nanc�al
Data

T�me

Des�gn

Reg�on

Market

Educat�on

“Project Base 
    Data” “G�ven”

“Budget
   Base”

“Var�ables”

The 
Budget

Educat�on

Procurement

budget preparation from data bank information
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The “project base data” column represents the cost database �tself.  Projects 1 
- 4 are s�m�lar bu�ld�ng types (schools, for example) that have prev�ously been stored 
�n the data bank, and therefore prov�de a rel�able set of data from wh�ch to start.

The “G�vens” column represents the type of cost data that should be ava�lable, 
�n any, or all, of the categor�es l�sted, and der�ved as follows:

Cost / M2—Th�s �s the total cost of the bu�ld�ng d�v�ded by the gross area 
of the bu�ld�ng.  Example: Standard office bu�ld�ng - 18,000 Euro / M2.
Cost / Funct�onal Un�t—Th�s �s the total cost of the bu�ld�ng d�v�ded by 
an appropr�ate funct�onal un�t.  Example: Elementary School Bu�ld�ng 
- 9,000,000 Euro per classroom. 
Un�t Pr�ce Data—Th�s �s the cost of major bu�ld�ng mater�als or systems �n 
place. Example: Cast �n place concrete - _________ Euro / M3.  Structural 
steel - _______Euro / ton.
Parametr�c Analys�s—Th�s �s the total cost of the bu�ld�ng, or bu�ld�ng sys-
tem, d�v�ded by an appropr�ate parameter, typ�cally used where type a and 
b above are not su�table.  Example: A�r cond�t�on�ng system - _______Euro 
/ ton of ch�ll�ng.  General s�te development - ______Euro / hectare.
F�nanc�al Data—Th�s �s essent�ally any other data that may be �n the 
database, �n the absence of a, b, c, or d above.  Typ�cally, �t w�ll be less 
prec�se, and may be very general �n nature.  Example: From newspaper 
art�cle - “500 un�t hous�ng development to cost EU_________________ b�l-
l�on.”

The �n�t�al step �n the budget preparat�on can now take place.  Th�s w�ll be 
ach�eved by mult�ply�ng the appropr�ate “g�ven factor” by �ts match�ng cost (a worked 
example follows).

The “Budget Base” column must now be adjusted to take �nto cons�derat�on all 
the �mpact of all the var�ables, as follows.

Note that this is a critical stage in budget preparation and the one 

where most errors occur, because of failure to closely review and ad-

just for all of the variable factors.

The “Var�ables” column �s used as follows:

The “t�me” var�able allows the database to be adjusted to present t�me (�f 
�t has not been already).  For example, the database number may be as of 
December, 2007, and the budget �s be�ng developed �n December, 2008.  
It would be necessary to add one year of cost escalat�on to the database 
number. The “des�gn” var�able allows for any necessary adjustments for 
h�gher or lower bu�ld�ng qual�ty from that conta�ned �n the database.
The “reg�on” var�able prov�des a means of adjust�ng the database cost for 
projects �n other LGs, wh�ch may have a h�gher or lower level of costs.  
For example, �f the database �s set for Brat�slava, Slovak�a a project �n the 
H�gh Tatras w�ll most l�kely have h�gher costs because of more expens�ve 
transport costs and l�m�ted seasonal work�ng t�mes.

•

•

•

•

•

•

•

•
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The “market” var�able allows for an assessment of the l�kely market cond�-
t�ons at the t�me the tender documents are to be �ssued.  As a rule, pr�ces 
w�ll be h�gher when the market �s saturated w�th projects, and w�ll tend to 
be lower when there are not many projects be�ng sol�c�ted, and contractor 
workloads are d�m�n�sh�ng.
The “escalat�on” var�able must take �nto account the overall t�me schedule 
for the project, from the t�me the budget �s be�ng assembled through to 
the complet�on date.  The calculat�on should be based upon the current 
nat�onal �nflat�on rates, projected forward to cover future years.
The “procurement” var�able should be used only �f the procurement type 
�s l�kely to have an effect on the pr�c�ng of the project.  Wh�le the pre-
ferred method of procurement should always be open compet�t�ve tender-
�ng, somet�mes other methods must be used.  For example, the database 
number m�ght be adjusted �f the proposed method of procurement was 
necessar�ly by sole source or d�rect procurement.

assemBlIng a caPItal Investment Project Budget—a Worked examPle

S�nce th�s LGFM ser�es of tra�n�ng manuals was �n�t�ally developed �n Slovak�a, w�th 
the d�rect �nvolvement of a number of key finance d�rectors from the larger c�t�es, we 
were able to develop a h�stor�cal cost data base from the�r exper�ence.  The follow�ng 
represents an example of how they used h�stor�cal cost data to look at the poss�ble 
costs of a new h�gh school bu�ld�ng for the second largest c�ty �n Slovak�a, Koc�se at 
the t�me.  As you can see, the database conta�ns standard�zed records of the actual 
costs of completed projects, based upon the final amounts pa�d to the contractors 
at that t�me.  It was converted to a common basel�ne: �n th�s example, all costs were 
converted to the country’s cap�tal c�ty, pr�ces.  Whenever a project �s completed, the 
data must be collected and added to the bank of �nformat�on.  The ma�ntenance of a 
database of th�s nature w�ll prov�de LGs w�th rel�able and up-to-date cost �nformat�on 
from wh�ch to develop a budget for a spec�fic project. 

•

•

•



109CAPITAL INVESTMENT PLAN

Worked example

Objective—To prov�de suffic�ent documentat�on for a government agency to request 
fund�ng from an appropr�ate author�ty.
Requirements—The proposed project should �nclude the follow�ng:

Statement of Need
Just�ficat�on
Statement of Qual�ty
Real�st�c Budget
Schedule

The project—Proposed new H�gh School �n Kos�ce, Slovak�a
Area:  18,500 M2 general teach�ng
S�te area: 4 hectares
Park�ng: 40 cars (staff park�ng only)

Just�ficat�on
Ex�st�ng school does not comply w�th new bu�ld�ng and safety codes.
New fac�l�ty �s requ�red to accommodate future populat�on growth.

Qual�ty Statement
Plan for 50-year l�fe.
Mater�als and construct�on qual�ty to be durable and hard wear�ng.

Schedule—School must be ready for occupat�on by September, 2010.

•
•
•
•
•

•
•
•

•
•

•
•

republic of Slovakia Construction Cost database
H�gh Schools                                                          Base C�ty: Brat�slava

Base Year: 2007

                    SCHOOL     COST / M2
   1      31,650
   2      37,800
   3      33,300
   4      35,900
   5      33,260
   6      29,500
  Average      33,568 SK / M 2

Database Note: Although all schools were s�m�lar �n s�ze, they were constructed of 
pre-fabr�cated mater�als, wh�ch had a l�fe l�m�ted to about 15 years.

S�te Development          Base C�ty: Brat�slava           Base Year: 1997
General s�te development, s�dewalks, paths, access roads, dra�nage, ut�l�t�es, 
landscap�ng, etc.
Average cost per hectare SK 3,000,000.00.

Car Park�ng           Base C�ty: Brat�slava           Base Year: 1997
Surface park�ng, paved and l�ned
SK 180,000.00 per park�ng space
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budget development (preparation date: december 2008)
a.  Base construct�on Cost (“G�vens”)
     Teach�ng area 18,500 m2 x SK 33,568.00   SK 621,008,000
     S�te development 2 hectares x SK3, 000,000.00     SK 6,000,000
     Car park�ng 40 spaces x SK 180,000       SK 7,200,000
  Total Base construct�on Cost   SK 634,208,000

b.  Var�ables
     b.1  T�me December 1997 - December 1998
     Annual �nflat�on rate: 8%                                    SK 5,078,736
       SK 639,286,736
     b.2  Des�gn
     Increase �n bu�ld�ng qual�ty, say, 15% (from 
                                       panell�zed construct�on)   SK 95,893,010
       SK 735, 179,746

     b.3  Reg�on
 Kos�ce from Brat�slava base, x 1.08=  SK 793,994,125

     b.4  Market
     Market cond�t�ons expected to be very compet�t�ve x 0.95=  SK 754,294,418

     b.5  Escalat�on
 Est�mated construct�on start date: Apr�l, 1999
 Est�mated construct�on per�od: 16 months
 M�d-po�nt construct�on: November, 1999
 Escalat�on calculat�on per�od:
 December, 1997 – November, 1999 - 24 months
 Annual pred�cted �nflat�on rate  - 8%
 Total escalat�on 16%   x 1.16   SK 874,981,524

     b.6  Procurement
 It �s proposed to use open compet�t�ve tender�ng for th�s project.
 No adjustment necessary.
  PROPOSED CONSTRUCTION BUDGET   SK 874,981,524

   
 Capital investment project budget Summary
Construct�on Budget          SK 874,981,524
Construct�on Cont�ngency  3%   26,249,524
Des�gn Fees   6%                52,498,891
Project Management  3%                26,249,524
Construct�on Adm�n�strat�on   3%   26,249,524
Furn�ture and Equ�pment (allowance)     60,000,000
          SK 1,066,228,750
Project Cont�ngency   10 %         SK 106,622,875
 TOTAL PROJECT BUDGET      SK 1,172,851,625

learning aPPliCatiOn

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_
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Does your LG use an h�stor�cal database �n prepar�ng cap�tal budgets?  If not, what 
obstacles do you see to us�ng a h�stor�cal database?  How would your LG overcome 
those obstacles?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

STep 9:  revieW CApiTAl inveSTMenT projeCT requeSTS

After project requests are prepared, they are rev�ewed for completeness and accu-
racy.  Project request rev�ew �s coord�nated by the cap�tal �nvestment plan staff �n 
cooperat�on w�th plann�ng, finance,  eng�neer�ng, and arch�tectural staff spec�al�sts.  
Somet�mes outs�de techn�cal experts part�c�pate �n the rev�ew.  The preparat�on of 
checkl�sts and rev�ew cr�ter�a ass�sts �n exped�t�ng and s�mpl�fy�ng the rev�ew.  Project 
rev�ew prov�des an opportun�ty to clar�fy and request add�t�onal �nformat�on.  F�eld 
v�s�ts and department hear�ngs are also useful components of the rev�ew process.  
Here we w�ll �dent�fy four types of rev�ew: 1) adm�n�strat�ve, 2) plann�ng, 3) eng�neer-
�ng/arch�tectural and 4) financ�al.  Each LG w�ll need to develop a rev�ew process 
cons�stent w�th �ts s�ze and resources.  Follow�ng �s a checkl�st of quest�ons to fac�l�-
tate each type of rev�ew.

Checklist for Administrative review
 _____ Have all requ�red forms been completed?
 _____ Is the �nformat�on complete and accurate?

 _____ Are all mathemat�cal calculat�ons accurate?
 _____ Have the projects been categor�zed as one of the follow�ng: carr�ed for-

ward-no change; mod�fied as to nature or cost; changed as to schedul�ng; 
subm�tted �n a pr�or year but not scheduled; first t�me projects?

 _____ Have the summary forms been ver�fied aga�nst �nd�v�dual project forms?
 _____ Do the projects meet the adopted el�g�b�l�ty defin�t�ons?

 _____ Is project need �dent�fied and supported w�th appropr�ate data?
 _____ Are the just�ficat�on and pr�or�ty sect�ons well documented?

 _____ Does the project have a pos�t�ve or negat�ve �mpact on other projects?
 _____ Is the project �n conformance w�th adopted cap�tal pol�c�es and work 

plans?
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 _____ Is the project requ�red by law, court act�on or other levels of govern-
ment?

 _____ What �s the level of pol�t�cal, c�t�zen and �nterest group support or oppos�-
t�on?

 _____ How does the project relate to the results of c�t�zen surveys?
 _____ Have alternat�ve ways of meet�ng the need or solv�ng the problem been 

evaluated?

 _____ Are there the negat�ve �mpacts of the project (env�ronmental, relocat�on, 
econom�c, nu�sance, etc.?)

 _____ Are the locat�on and land requ�rements adequate?
 _____ What are the consequences of not undertak�ng the project?

Checklist for planning review
 _____ Does the project conform to development and other plans (strateg�c, 

parks and recreat�on, transportat�on, sol�d waste, water, sewer)?
 _____ Is the demograph�c, land use, traffic, hous�ng, econom�c base and other 

�nformat�on support�ng the request accurate?

 _____ What �s the �mpact of the project on econom�c development and ne�gh-
bourhood preservat�on?

 _____ What �s the env�ronmental �mpact?

Checklist for Financial review
 _____ Are the financ�ng recommendat�ons accurate and feas�ble?
 _____ What other fund�ng opt�ons are ava�lable?

 _____ Are the d�rect and �nd�rect operat�ng and ma�ntenance cost project�ons 
accurate and real�st�c?

 _____ Have all cap�tal costs been �dent�fied?

 _____ What affect does the project have on revenues?
 _____ Have est�mated cost sav�ngs been ver�fied?

 _____ Is the project el�g�ble for debt financing?
 _____ What �s the �mpact on the tax rate?

 _____ Is cash flow suffic�ent to finance the project?
 _____ What fiscal �mpact does the project have on other projects?

Checklist for engineering and Architectural review
 _____ Is the project des�gn adequate?
 _____ Have des�gn alternat�ves been cons�dered?

 _____ Have value eng�neer�ng and l�fe cycle cost�ng been cons�dered?
 _____ What �s the status of the project (plann�ng, des�gn, eng�neer�ng, con-

struct�on)?

 _____ Are the spec�ficat�ons adequate?
 _____ Are the cost est�mates accurate and reasonable?
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 _____ Is the project operat�onally feas�ble?
 _____ Is the proposed schedul�ng real�st�c?

 _____ Have alternat�ve approaches been cons�dered (repa�r, rehab�l�tate, re-
place, abandon)?

____   What �s the extent of potent�al serv�ce �nterrupt�on?

leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Ident�fy who should be �nvolved �n rev�ew�ng proposed cap�tal �nvestment projects �n 
your commun�ty and prepare a checkl�st of factors that should be cons�dered.
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

STep 10: prioriTiZe projeCT requeSTS

The most demand�ng and d�fficult aspect of project rev�ew �s the pr�or�t�zat�on and 
select�on of projects.  Usually funds are not ava�lable to finance all needed cap�tal 
�nvestment projects.  Consequently, local offic�als must make hard cho�ces among 
compet�ng projects.  Too often such dec�s�ons are based on �ntu�t�on and subject�ve 
judgment rather than an expl�c�t set of evaluat�on cr�ter�a.  In Phases 1 and 2, A more 
effect�ve and formal evaluat�on process:

Establ�shes select�on and evaluat�ve cr�ter�a.
Ass�gns values to each cr�ter�on.
Compares projects aga�nst the cr�ter�a.
Rates the projects.
L�sts the projects �n pr�or�ty order.

The project evaluat�on and pr�or�t�zat�on process �s made more object�ve and 
rat�onal by the development of predeterm�ned and clearly defined cr�ter�a.  Everyone 
�nvolved �n pr�or�ty sett�ng and select�on �nclud�ng staff, c�t�zens, the CEO, and the 
govern�ng body should part�c�pate �n defin�ng the select�on cr�ter�a.  Publ�c hear�ngs 
and c�t�zen surveys are often used to prov�de c�t�zen �nput �nto the formulat�on of 
select�on cr�ter�a.  Evaluat�on cr�ter�a should be establ�shed before the preparat�on 

•
•
•
•
•
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of project requests �n order to prov�de gu�dance to those draft�ng the requests.  No 
evaluat�on system �s perfect.  Not all cr�ter�a w�ll apply to every project.  

Characteristics of Sound Criteria
S�mple and clearly defined.
Understood by the users.
Relevant to commun�ty goals and cap�tal pol�c�es.

•
•
•

Measurable and supported by rel�able, relevant �nformat�on.
Ident�fy cr�t�cal and non cr�t�cal projects.
Apply to a w�de d�vergence of projects.

•
•
•

Cons�der major consequences of a project.
Pract�cal �n terms of costs, t�me and appl�cat�on.

•
•

Good judgment, common sense, and pol�t�cal cons�derat�ons w�ll cont�nue to play an 
�mportant role �n establ�sh�ng cr�ter�a.  Obstacles to develop�ng useful cr�ter�a cons�st 
of cost, t�me, ava�lab�l�ty of �nformat�on, values, �ntang�ble benefits, the danger of 
�nformat�on overload and fear of comprom�s�ng the pol�t�cal process.

Nevertheless, carefully prepared cr�ter�a w�ll help to sharpen d�st�nct�ons be-
tween projects, narrow the range of d�sagreement, and prov�de for d�scuss�on.  It �s 
cr�t�cal that project select�on be supported by rel�able, accurate, and relevant �nfor-
mat�on.

Several pr�or�ty sett�ng approaches are ava�lable: 1) s�ngle standard; 2) pr�or�t�-
zat�on by categor�es based on values; and 3) mult�ple cr�ter�a �nvolv�ng we�ght�ng and 
scor�ng.

sIngle standard / crIterIa

Th�s approach uses a s�ngle standard such as return on investment or ava�lab�l�ty of 
financ�ng to evaluate projects.  Projects that have short �nvestment payback per�ods 
or can be financed by other than local funds rece�ve h�gh pr�or�t�es.

PrIorItIzatIon By category Based on values

Each project �s placed �nto one of a small number of rat�ng categor�es based on ur-
gency and commun�ty values.  Examples of categor�es �nclude mandatory, urgent, 
essent�al, necessary, des�rable, acceptable, and deferrable.  Th�s type of system gen-
erally does not pr�or�t�ze projects w�th�n each category but po�nts can be ass�gned and 
projects ranked.  The table below �s an example of pr�or�t�zat�on by category.
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prioritization by Category

Mandatory 
•	 Projects mandated by law, regulat�on, or court order.

Urgent/Essent�al—�ncludes projects wh�ch:
•	 Remedy a cond�t�on dangerous to health, safety, or property.
•	 Corrects a major defic�ency.
•	 Completes or makes fully usable a major �mprovement.
•	 Prov�des fac�l�t�es for a cr�t�cally needed serv�ce.
•	 T�m�ng and fund�ng are not flex�ble.

Des�rable—�ncludes projects wh�ch:
•	 Conserves or �mproves ex�st�ng fac�l�t�es.
•	 Replaces funct�onally obsolete or deter�orated fac�l�t�es.
•	 Reduces operat�ng and ma�ntenance costs.
•	 Ra�ses serv�ce standards.
•	 Attracts new development.
•	 Needed now but fund�ng �s flex�ble.

Acceptable—�ncludes projects wh�ch:
•	 Prevent substandard serv�ce.
•	 Prov�des a new serv�ce.
•	 Enhances publ�c conven�ence and comfort.
•	 Reduce overcrowd�ng.
•	 Ra�se fac�l�t�es to opt�mum level.
•	 Fund�ng and t�m�ng are flex�ble.

Deferrable—�ncludes projects wh�ch:
•	 Can be postponed to a later date.
•	 Need add�t�onal plann�ng and analys�s.
•	 Dupl�cate other publ�c or pr�vate projects.
•	 Have l�m�ted benefits or adverse effects.

multIPle crIterIa

Th�s approach uses mult�ple cr�ter�a for evaluat�ng projects �n order to balance d�-
verse and compet�ng values and needs.  Examples of cr�ter�a �nclude fiscal, health, 
safety, econom�c, env�ronmental, operat�ng budget and pol�t�cal �mpact.  Numer�c 
we�ghts of 1 to 10 may be ass�gned to each cr�ter�on accord�ng to the�r �mportance 
and LG values such as:

Health and safety .............  7.0
F�scal �mpact ....................  6.5
Econom�c �mpact .............  5.5
Env�ronmental �mpact ......  5.5
Budget �mpact .................   7.0

W�th�n each cr�ter�on project are numer�cally rated and scored:

Major �mpact ........  6–10 po�nts
M�nor �mpact ..........  1–5 po�nts
No/negat�ve �mpact ...  0 po�nts
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For each cr�ter�on, the score �s mult�pl�ed by the cr�ter�on we�ght to reach a total 
score.  An overall score �s than calculated for each project by totall�ng all the cr�ter�a 
scores.  Try to be as spec�fic as poss�ble �n defin�ng and ass�gn�ng po�nts to the cr�ter�-
on.  For example, under fiscal �mpact the h�ghest number of po�nts could be ass�gned 
to a project that leverages pr�vate funds 3:1.  Projects that benefit the ent�re commu-
n�ty could be ass�gned a h�gher rat�ng than those benefit�ng only one ne�ghbourhood.  
The follow�ng table �s an example of mult�ple cr�ter�a and the�r defin�t�ons.

Multiple Criteria for priority Setting

Legal impact—Cons�ders the extent to wh�ch the project �s mandated by law or 
regulat�ons of a h�gher level of government such as water pollut�on regulat�ons 
perta�n�ng to a landfill s�te.
Health and safety impact—Cons�ders the extent to wh�ch a project corrects 
hazardous cond�t�ons relat�ng to health, l�fe, or property or prevents a cr�t�cal 
breakdown of an essent�al fac�l�ty.

•

•

Fiscal impact—Cons�ders cap�tal, operat�ng and ma�ntenance costs, return on 
�nvestment, alternat�ve sources of financ�ng, potent�al for leverag�ng local funds, 
revenue �ncreases or decreases, cost recovery, cost sav�ngs and effect on tax 
base.
Economic impact—Cons�ders the extent to wh�ch a project st�mulates econom�c 
development and creates jobs.

•

•

Community impact—Cons�ders the extent to wh�ch the project benefits the 
ent�re commun�ty or ne�ghbourhood, meets the spec�al needs of the low �ncome, 
aged, m�nor�t�es, or hand�capped and contr�butes to ne�ghbourhood preserva-
t�on, stab�l�zat�on and rev�tal�zat�on.
Environmental impact—cons�ders the extent to wh�ch the project protects the 
env�ronment and conserves resources such as energy, water and open space.

•

•

Political impact—Cons�ders the extent of commun�ty support or oppos�t�on and 
elected offic�al’s percept�ons and needs.

•

Aesthetic and cultural impact—Cons�ders the extent to wh�ch the project en-
hances the commun�ty aesthet�cally and culturally such as prov�d�ng works of 
art and cultural fac�l�t�es.

•

Operat�onal �mpact—Cons�ders:

Qual�ty and t�mel�ness of the request
Pr�or�ty ass�gned by the department
Extent to wh�ch the fac�l�ty w�ll be used
Useful l�fe
Product�v�ty �ncreases
If project �s on an approved replacement schedule
Appl�cat�on of technology
Implementat�on of approved plans and pol�c�es

•
•
•
•
•
•
•
•

Service delivery impact—Cons�ders the extent to wh�ch the project causes d�s-
rupt�on and �nconven�ence such as relocat�on, rerout�ng of traffic or temporary 
cessat�on of water or sewer serv�ce.
Risk impact—Cons�ders the extent of r�sk and uncerta�nty assoc�ated w�th the 
project such as effect of new technology, uncerta�n benefits or des�gn problems.

•

•
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Interjurisdictional and intrajurisdictional impact—Cons�ders the relat�onsh�p 
of the project to other publ�c and pr�vate projects �n terms of schedul�ng, financ-
�ng and construct�on benefits.
Consequences of deferring—Cons�ders the costs and negat�ve consequences 
of deferr�ng the project such as �nflat�on, construct�on cost �ncreases, loss of 
financ�ng or detr�mental reduct�on �n level of serv�ce.

•

•

Each LG w�ll need to �dent�fy the cr�ter�a and we�ghts most su�table to �ts needs.  
Mult�ple cr�ter�a systems can be burdensome and t�me consum�ng.  Some LGs have 
abandoned apply�ng po�nts and we�ghts because of the t�me requ�red.  They have, 
however, cont�nued to use clearly defined cr�ter�a to a�d those �nvolved �n sett�ng 
pr�or�t�es.  A sound factual bas�s for pr�or�ty sett�ng �s essent�al.  Evaluat�ve cr�ter�a 
development �s a tr�al and error process requ�r�ng cont�nual test�ng and refinement.  
A s�mple system �nstalled gradually �s the best approach.  In�t�ally the cr�ter�a w�ll 
prove useful �n strengthen�ng the preparat�on of project just�ficat�ons.

Pr�or�ty sett�ng can be s�mpl�fied by exclud�ng certa�n projects from �ntense 
scrut�ny such as:

Projects wh�ch allev�ate an emergency.
Small or marg�nal projects.
Projects �nvolved �n l�t�gat�on.
Projects w�th a h�gh level of commun�ty and pol�t�cal support.
Poorly conce�ved projects requ�r�ng further analys�s.
H�gh cost projects when only l�m�ted funds are ava�lable.
Projects �ncluded on an approved replacement schedule.
Legally mandated projects.

When project pr�or�t�es are determ�ned by a comm�ttee cons�derat�on should 
be g�ven to us�ng group �nteract�on techn�ques such as the nominal group method 
and brainstorming.  Nom�nal group�ng �s a structured �nteract�on techn�que that 
encourages �nput from all group members and prov�des for anonymous vot�ng on 
pr�or�t�es.

leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Us�ng the prev�ous �nformat�on, des�gn a pr�or�ty sett�ng system for your LG.  What 
cr�ter�a would be most appropr�ate?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

•
•
•
•
•
•
•
•
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

STep 11: evAluATe FinAnCing opTionS.

Cap�tal �nvestment plann�ng requ�res the �dent�ficat�on and evaluat�on of alternat�ve 
sources of financ�ng.  The chapter, Financing the Capital Investment Plan7, conta�ns 
an extens�ve d�scuss�on of financ�ng opt�ons.  

Examples of common cap�tal financ�ng opt�ons �nclude: current funds, reserves, 
surplus, debt, central government grants and subs�d�es, sale of assets, user fees, 
leas�ng, development fees, benefit assessments, publ�c pr�vate partnersh�ps and do-
nat�ons.  Frequently, many comb�nat�ons are used.  Select�on of the most appropr�ate 
source or sources of financ�ng �s compl�cated by the number and var�ety of ava�lable 
opt�ons, changes �n central government laws, volat�le debt markets and the constant 
development of new, complex creat�ve financ�ng sources.  For these reasons the fi-
nance staff should prepare an analys�s of the key features and advantages and d�sad-
vantages of each type of cap�tal financ�ng.  Every effort needs to be made to �dent�fy 
and evaluate all ava�lable sources.  Each LG w�ll need to �dent�fy and evaluate the 
cap�tal financ�ng opt�ons ava�lable to �t.  Informat�on on opt�ons can be obta�ned from 
the statutes, m�n�str�es of finance, financ�al consultants, profess�onal assoc�at�ons, 
and other LGs.  Department heads are often aware of sources of financ�ng for projects 
related to the�r operat�ons.

leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_
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Make a l�st of cap�tal financ�ng sources used �n your commun�ty.  What are some of 
the�r advantages and d�sadvantages?  What other sources should your commun�ty 
cons�der?
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

STep 12: drAFT CApiTAl inveSTMenT plAn And CApiTAl budgeT doCu-
MenTS

After the CEO final�zes the recommended cap�tal �nvestment plan and budget a cap�-
tal �nvestment plan and budget document �s prepared for subm�ss�on to the govern�ng 
body.  The plan and budget may be comb�ned �n one document or two separate docu-
ments.  In some countr�es, the plan and budget are �ncorporated �nto the operat�ng 
budget.  Typ�cal components of the document are: 1) cap�tal �nvestment plan message 
or transm�ttal letter, 2) summary schedules, and 3) deta�led project �nformat�on.

transmIttal letter

The plan message or transm�ttal letter presents an overv�ew �n narrat�ve form.  Ex-
amples of top�cs d�scussed �nclude:

Key �ssues and trends that have �nfluenced the plan and budget such as 
mandates, financ�al cond�t�on and cond�t�on assessments
Descr�pt�on of the process and glossary of terms
Statement of cap�tal pol�c�es
Factors cons�dered �n sett�ng pr�or�t�es
Percentage of projects by pr�or�ty category
Results of c�t�zen survey
H�ghl�ghts of projects �n cap�tal budget
F�nanc�ng sources �nclud�ng percentage by source, new sources and con-
stra�nts
Status of current year budget projects
Impact on the operat�ng budget
Outstand�ng and projected debt, debt capac�ty, debt serv�ce and �mpact of 
debt on tax rate
Changes from prev�ous plan �nclud�ng dropped projects, delayed projects, 
new projects, mod�fied projects and accelerated projects
Project d�str�but�on by purpose, fund and year
Unmet needs and scope of deferred ma�ntenance

•

•
•
•
•
•
•
•

•
•
•

•

•
•
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summary schedules

Project summary schedules are prepared by department, purpose, fund, pr�or�ty, and 
financ�ng source.  Debt and debt serv�ce schedules are also prov�ded.

detaIled Project InFormatIon

Th�s sect�on prov�des deta�led �nformat�on on each project �nclud�ng descr�pt�on, de-
partment, fund, project costs, operat�ng and ma�ntenance costs, sources of financ�ng 
and requ�rements by year.  Maps are useful to show locat�on.  Photographs, d�agrams, 
schemat�cs, and other graph�c mater�al can be used to �llustrate projects.  Follow�ng 
�s an US example of a deta�led project format.  Many LGs prepare a c�t�zen’s or�ented 
document that �s s�mple, br�ef, and free of techn�cal jargon and makes effect�ve use 
of narrat�ve and graph�cs.

pHASe 4:  ApprovAl

Th�s phase �ncludes Steps 13 and 14 and �s very �mportant �n that �t g�ves the c�t�zens 
the opportun�ty to part�c�pate and g�ve add�t�onal �nput before dec�s�ons are final�zed 
by the govern�ng body.

STep 13: CiTiZen revieW oF THe propoSed CApiTAl inveSTMenT plAn 
And budgeT

The govern�ng body should be g�ven adequate t�me to rev�ew the cap�tal �nvestment 
plan and cap�tal budget.  The�r rev�ew may �nclude publ�c hear�ngs and staff work-
shops.  Workshops and study sess�ons offer an �nformal sett�ng for d�scuss�ng the 
project proposals w�th staff members.  S�te v�s�ts also serve as a valuable educat�onal 
tool.  C�t�zen part�c�pat�on �n the cap�tal �nvestment plann�ng process can take sev-
eral forms.  C�t�zen surveys may be conducted to obta�n c�t�zen �nput.  A c�t�zen’s 
comm�ttee may be appo�nted to rev�ew project requests and make recommendat�ons.  
C�t�zens may be appo�nted along w�th staff to a cap�tal �nvestment plan comm�ttee.  
Commun�ty or ne�ghbourhood counc�ls may recommend projects.  Publ�c hear�ngs 
offer another means of obta�n�ng c�t�zen �nput.  When c�t�zens part�c�pate �n the proc-
ess, they develop a better apprec�at�on of the challenges fac�ng local offic�als and of 
the tradeoffs �nvolved.  Add�t�onal �nformat�on on methods of c�t�zen part�c�pat�on can 
be found �n a chapter �n th�s ser�es on Citizen Participation.

STep 14: governing body AdopTion oF THe CApiTAl inveSTMenT 
plAn And CApiTAl budgeT

After complet�ng �ts rev�ew, the govern�ng body should adopt the cap�tal �nvestment 
plan and cap�tal budget to demonstrate �ts comm�tment to the plan and to confirm 
�ts pol�cy regard�ng the commun�ty’s approach to meet�ng �ts future cap�tal needs.  
Adopt�on of the plan �s not a b�nd�ng comm�tment to fund other than the first year.  
Some govern�ng bod�es object to formally adopt�ng the plan because they bel�eve �t 
restr�cts the�r pol�cy mak�ng author�ty and flex�b�l�ty.  They may dec�de to approve 



121CAPITAL INVESTMENT PLAN

�t �n pr�nc�ple or merely accept �t.  Acceptance �s not b�nd�ng on the govern�ng body.  
Instead, �t may only adopt the one-year cap�tal budget and appropr�ate funds.  Fa�l-
ure to adopt the plan does not reduce �ts value.  It serves as an effect�ve plann�ng and 
management tool.  Moreover, �t keeps the govern�ng body �nformed on cap�tal needs 
and helps them respond to c�t�zen �nqu�r�es about the status of projects.

pHASe 5:  iMpleMenTATion

Adopt�on of the cap�tal budget does not complete the process.  Th�s phase �ncludes 
Steps 15 and 16.  A system must be establ�shed and used for plann�ng, controll�ng, 
and mon�tor�ng the manager�al and fiscal aspects of projects.  Such a system �s 
compr�sed of des�gn, schedule, cost, qual�ty, change order and document controls.  
Project financ�ng has to be arranged and �mplemented.

Project t�m�ng and stag�ng �s �mportant and should follow a few s�mple rules:
Prov�de adequate t�me for prepar�ng plans and spec�ficat�ons and arrang-
�ng financ�ng.
Des�gnate project management respons�b�l�ty.
Stage projects to take max�mum advantage of alternat�ve financ�ng op-
portun�t�es.
Comb�ne and coord�nate projects to max�m�ze cost sav�ngs and m�n�m�ze 
�nconven�ence and d�srupt�ons.
Mon�tor and control projects w�th t�mely, complete and accurate progress 
reports.

Manag�ng the cost of construct�on �s certa�nly not a new challenge, but �t seems 
to be one that cont�nues to accompany development �n both the publ�c and pr�vate 
sectors. The challenge �s worldw�de, but countr�es �n a trans�t�on economy face an 
even greater problem.  It w�ll take several years of development �n a market dr�ven 
economy to create accurate records of the real costs of publ�c fac�l�t�es.  Th�s database 
�n turn w�ll prov�de the necessary �nformat�on to help author�t�es create real�st�c 
budgets, wh�ch w�ll be the bas�s for plann�ng cap�tal �nvestments.  In add�t�on, s�nce 
there must be a major change �n management of publ�c works projects from prev�-
ous reg�mes, �t may be necessary to establ�sh new procedures to manage the costs of 
publ�c works projects.

STep 15:  eSTAbliSH projeCT MAnAgeMenT

Project management respons�b�l�ty should be des�gnated to an �n-house project man-
ager or a contract project management firm.  V�g�lant mon�tor�ng of des�gn and con-
struct�on are cruc�al to controll�ng schedul�ng and costs.  Computer�zed construct�on 
management systems are a valuable a�d �n track�ng and controll�ng projects.  Project 
control logs show a descr�pt�on of the project, �ts status and such key events as plan 
approval, b�d approval, ground break�ng and construct�on phases.  

•

•
•

•

•
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constructIon contracts

D�rect spec�al attent�on to the select�on of the most appropr�ate construct�on con-
tract.  Lump sum, guaranteed max�mum pr�ce, construct�on management, des�gn/
bu�ld and turnkey contracts have d�st�nct advantages and d�sadvantages.  Add�t�onal 
�nformat�on on contract�ng �s found �n a chapter �n th�s ser�es on Procurement.  Wr�t-
ten procedures are the best method of ensur�ng proper project �mplementat�on and 
schedul�ng.

qualIty assurance

Inspect�on and test�ng assures compl�ance w�th construct�on and equ�pment spec�-
ficat�ons.  On large construct�on projects cons�der ass�gn�ng a res�dent eng�neer to 
oversee the contractors and ma�nta�n qual�ty control.  Regular mater�als test�ng and 
frequent �nspect�on of construct�on help to prevent the use of �nfer�or mater�als or 
shortcut methods wh�ch can be dangerous, costly and reduce the qual�ty and l�fe of 
the project.

Project schedulIng

Keep�ng a project schedule �s �mportant for controll�ng costs and ma�nta�n�ng cred-
�b�l�ty.  Schedul�ng techn�ques are as s�mple as bar charts or as complex as net-
work-based schedules such as the cr�t�cal path method or plan evaluat�on rev�ew 
techn�que.  Network techn�ques are usually computer�zed and track act�v�t�es cost, 
t�me, and �nterrelat�onsh�ps.

STep 16:  CHooSe A projeCT delivery SySTeM

A project del�very system �s the path the project follows from �ncept�on to complet�on, 
and �ncorporates the organ�zat�onal and contractual relat�onsh�ps assoc�ated w�th �t.  
It w�ll also �nclude the procurement method selected by the LG.

Select�ng the most appropr�ate del�very system �s �mportant because there are 
costs and benefits assoc�ated w�th each system.  Select�ng the best system can ef-
fect�vely save unnecessary costs and t�me, and therefore contr�bute to the overall 
effect�ve use of the funds to be �nvested.

It should be understood that �n the USA for example, project del�very systems 
have evolved over many years, chang�ng to meet new c�rcumstances and econom�c 
cond�t�ons.  There �s l�ttle doubt that th�s w�ll cont�nue to happen, but there are sev-
eral gener�c models that form the bas�s of all systems world-w�de:

Traditional—a sequent�al process where the project �s fully des�gned, �s-
sued for tender, and then, bu�lt.
Construction management—a var�ety of opt�ons where a construct�on 
manager w�ll take the lead role �n complet�ng the project.
Design / build—a method where one ent�ty takes full respons�b�l�ty for the 
des�gn and construct�on of the project.  Turnkey contracts also fall �nto 
th�s category.

•

•

•
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Each of these gener�c types has �ts own set of contractual requ�rements, wh�ch, 
�n turn, have an effect upon the procurement method and assoc�ated tender docu-
mentat�on.

tradItIonal desIgn/ tender / BuIld

Th�s �s the most commonly used del�very system assoc�ated w�th open compet�t�ve 
tender�ng.  It �s essent�ally the base methodology from wh�ch all other del�very sys-
tems have evolved.  The table below shows the organ�zat�onal structure for th�s sys-
tem.

Traditional design/tender/build

Owner
(1)

Architect/
Engineer

(3)

Contractor
(4)(2)

Cons Cons Cons SubsSubsSubs

Note that:
1.  The owner (LG) holds contracts w�th arch�tect and contractor.
2.  The arch�tect acts as agent of owner to �mplement construct�on contract.
3.  The arch�tect holds contracts w�th h�s consultant – owner has no d�rect con-
tracted relat�onsh�p w�th them.
4.  The contractor holds all sub-contracts.  The owner has no contractual rela-
t�onsh�p w�th them and arch�tect has no d�rect commun�cat�on w�th sub-contrac-
tors.
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Note that �n th�s case, the owner, or LG, holds separate contracts w�th the 
arch�tect / eng�neer, and the contractor.  The arch�tect / eng�neer and the contrac-
tor w�ll hold separate sub-contracts w�th the�r consultants and sub-contractors 
respect�vely.  Note that the owner does not, and should not, have any d�rect con-
tractual l�nk w�th these sub-contractors.

Note also that although the arch�tect / eng�neer has no d�rect contract re-
lat�onsh�p w�th the contractor; he �s empowered under h�s contract to act as the 
agent of the owner �n adm�n�ster�ng the contract.

In th�s form, the owner must take two separate procurement act�ons.  The 
first w�ll be to h�re the arch�tect / eng�neer, and the second w�ll be to select the 
contractor.  

An essent�al feature of th�s method �s that �t �s based upon the prem�se that 
all contract documentat�on (draw�ngs, spec�ficat�ons etc.,) w�ll be complete before 
tender act�on �s taken.  

Th�s method allows the greatest flex�b�l�ty for open compet�t�on, but �t also 
takes the longest t�me, and for that reason, may result �n h�gher overall costs than 
some of the other del�very systems.

constructIon management systems

Construct�on management systems fall �nto two bas�c categor�es:

Where the construct�on manager assumes all the financ�al and schedule 
r�sk, (usually descr�bed as CM “at r�sk”)
Where the construct�on manager prov�des profess�onal serv�ces for a fee, 
and does not assume any of the financ�al or schedule r�sk, (usually de-
scr�bed as CM “for a fee”).

CM “at r�sk” contracts also have two forms:

Where the CM holds the contracts w�th the var�ous contractors, or, 
Where the owner or LG, holds all the contracts.

Construction management “at risk”

Competent construct�on contractors who have the bond�ng and financ�al ca-
pac�ty to assume r�sk typ�cally carry out these types of contracts.  The construct�on 
manager (CM) �s usually pa�d a fee �n add�t�on to the costs of construct�on, and the 
amount w�ll be based upon the serv�ces the CM w�ll prov�de.  It �s qu�te common for 
the CM to prov�de pre-construct�on serv�ces such as est�mat�ng, constructab�l�ty re-
v�ews of the arch�tect’s des�gns, etc., as part of h�s serv�ce.  Fees are dependent upon 
the s�ze of the project, and the amount of r�sk to be assumed by the CM.  Where the 
r�sk �s low (for example, when all the construct�on contracts have been awarded, and 
the contract amount �s establ�shed), the fee would be �n the range of 3% - 5% of the 
cost of construct�on.  If the r�sk �s h�gh, for example �f the CM �s to prov�de a “guar-
anteed max�mum pr�ce” (GMP) before any of the construct�on contracts has been 

1.

2.

1.
2.
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awarded, the fee w�ll be h�gher, �n the 5% - 10% range.  In add�t�on, and as part of the 
overall construct�on cost, the CM w�ll be pa�d for all staff allocated to the project.

owner/architect/construction manager organization

Owner
(1) (2)

Architect/
Engineer

(3)

Construction
Manager

(4)
(3)

Cont Cont Cont Cont

Cons Cons Cons

Notes:
(1)  The owner holds contracts w�th arch�tect and construct�on manager.
(2)  The owner holds construct�on trade contracts.
(3)  The arch�tect’s relat�onsh�p w�th construct�on manager l�m�ted by owner / CM 
contract.
(4)  CM adm�n�sters trade contracts as agent of owner.

(A guaranteed maximum price GMP) contract, is one where the con-

tract price is agreed with the CM prior to the completion of all the draw-

ings and specifications, and cannot be exceeded without the written 

authority of the owner.)

One advantage of th�s type of organ�zat�on �s that the CM can prov�de the GMP 
well �n advance of the complet�on of the des�gn, thus perm�tt�ng an early start to 
construct�on.  Th�s �s called “phased construct�on,” and �s �llustrated below.  Phased 
construction cuts down the overall project t�me, by overlapp�ng des�gn and construc-
t�on.  In th�s way, part�cularly �n t�mes of h�gh �nflat�on, the overall project cost may 
be reduced substant�ally.
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phased Construction

Design Phase
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Separate Bid Packages

Construction Phase

Key Issues:
•  Design and construction overlap speed delivery.
•  Construction manager input during design.
•  Constraints imposed upon designers to complete bid package 
    documentation.

Construction management for “a fee”

In th�s contractual form, a profess�onal serv�ce contract ex�sts between the construc-
t�on manager and the LG.  The construct�on manager assumes no fiduc�ary r�sk, but 
has a profess�onal obl�gat�on to ensure that the project �s completed on t�me and 
w�th�n the budget.  In th�s case, the t�tle “construct�on manager” �s �nterchangeable 
w�th “project manager,” and e�ther may be used.  The CM w�ll prov�de pre-construc-
t�on serv�ces, develop�ng budgets, mon�tor�ng the des�gn, prepar�ng est�mates, and 
prepar�ng the overall schedule for the project.  Dur�ng construct�on, the CM w�ll be 
respons�ble for mon�tor�ng the contractor’s performance �n terms of cost, t�me, and 
qual�ty.

Compensat�on for these serv�ces �s normally �n the range of 3% - 5% of the 
construct�on cost, typ�cally dependent upon the range of serv�ces prov�ded, and the 
s�ze of the project.  Th�s profess�onal fee w�ll cover the cost of all staff allocated to the 
project, and the consult�ng firm’s overhead and profit.

desIgn / BuIld contracts

Th�s organ�zat�onal form of contract�ng has �ncreased �n popular�ty over recent years.  
It has the advantage of “one stop shopp�ng,” s�nce the LG only enters �nto one s�ngle 
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contract, and the des�gn / bu�lder assumes the ent�re r�sk from the beg�nn�ng to the 
end of the project.  The follow�ng table graph�cally dep�cts th�s type of organ�zat�on.

design - build - Contract

Owner

Development Manager

A /E Services

Construction Services

Fit Out and Completion

  

One of the major advantages of th�s form �s that �t may substant�ally reduce the 
overall t�me to complete the project.  It �s est�mated �n the USA that �t can save as 
much as one year on a typ�cal government project.  Obv�ously, th�s w�ll have assoc�-
ated cost sav�ngs; total cost sav�ngs are est�mated to be as much as 15% - 25 % �n 
the overall project cost.  

Depend�ng on the nature of the project, the leader of the des�gn / bu�ld team 
w�ll be e�ther a Developer, or a construct�on contractor.  In e�ther case, the leader 
must have the financ�al capac�ty to assume the fiduc�ary r�sk.  It �s unl�kely that the 
Des�gner, �n h�s normal bus�ness role, would have suffic�ent cap�tal or, more �mpor-
tantly, the capac�ty to obta�n the level of performance secur�t�es and guarantees that 
are necessary �n th�s type of contract.

Typ�cally, des�gn / bu�ld teams w�ll be formed to respond to a spec�fic project, 
although �n the USA and other Western countr�es, a few firms spec�al�z�ng �n des�gn 
/ bu�ld contracts are now emerg�ng as v�able bus�ness ent�t�es.
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Although there are many obv�ous advantages to th�s type of del�very system, �t 
must also be understood that there are also qu�te d�fferent types of r�sk assoc�ated 
w�th �t.  For example, �n order to prov�de the LG w�th a real�st�c pr�ce and t�me sched-
ule, the des�gn / bu�lder must have a very prec�se and carefully drafted statement 
of requ�rements.  Many LGs do not have the techn�cal capac�ty to prov�de th�s and 
must h�re a consultant to prov�de th�s serv�ce.  Th�s �s a cost, wh�ch must also be 
taken �nto cons�derat�on.  In add�t�on, the Des�gner does not fulfil h�s trad�t�onal role 
of represent�ng the LG, and be�ng a member of the Development team, must comply 
w�th the overall requ�rements of the Development manager.

It �s therefore �mportant for the LG to have a stronger management team �n 
place to ensure cost, qual�ty, and schedule compl�ance, than would be necessary �n 
other forms of del�very systems.

pHASe 6:  deSign

Th�s phase �s Step 17 �n the process.  It may �nvolve the use of consultants, and �t �s 
of part�cular �mportance that the consultants are prov�ded w�th deta�led descr�pt�ons 
of the actual requ�rements for the project, funct�onally, phys�cally, and financ�ally.  It 
�s unfortunately true that �n the major�ty of cases where projects have suffered from 
severe financ�al, and schedule problems, the root cause has been lack of clar�ty be-
tween funct�onal requ�rements, qual�ty expectat�ons, and financ�al capab�l�ty.

Des�gners must be g�ven suffic�ent t�me to prepare accurate and comprehen-
s�ve tender�ng (b�dd�ng) documents.  The documents are the bas�s of a compet�t�ve 
procurement act�on that w�ll result �n the select�on of a construct�on contractor, and 
mark the commencement of the next phase.

Dur�ng th�s phase, all the draw�ngs, spec�ficat�ons, and other documentat�on 
necessary to define the project �n suffic�ent deta�l for the construct�on contractor to 
eventually bu�ld �t, w�ll be assembled.  It �s a progress�ve process that starts w�th a 
statement of the LGs’ requ�rements, and fin�shes w�th a set of tender documents, 
wh�ch w�ll be used for the procurement of the construct�on contractor.

Th�s �s a cr�t�cal stage w�th regard to cost management, and there are several 
�mportant controls that must be put �n place �n order to ensure that the project �s 
des�gned w�th�n the l�m�tat�ons of the funds ava�lable for �t.

In order to exert these controls, �t �s necessary for the LG to �dent�fy the re-
spons�b�l�t�es and obl�gat�ons w�th regard to cost management, for all members of 
the project team.  Th�s should be ach�eved contractually, as far as the des�gn team 
�s concerned, and should be defined w�th�n the framework of �nternal management 
procedures �n the LG’s own organ�zat�on.

WHAT Are THe prinCiple reSponSibiliTieS oF THe lg And THe deSign 
TeAM?

The Local Government—has three pr�mary respons�b�l�t�es w�th regard to cost man-
agement:

Develop a real�st�c, ach�evable, and comprehens�ve budget.•
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Ensure that the des�gn team �s prov�ded w�th all the deta�ls of the budget, 
and �ts related funct�onal, qual�ty, and schedule requ�rements.
Establ�sh str�ct cost management controls to be followed throughout the 
Des�gn and construct�on Phases.

The design team—has one very clear respons�b�l�ty w�th regard to Cost manage-
ment:

To des�gn a project that can be ach�eved w�th�n the stated budget, and 
meet the LG’s goals w�th regard to funct�on and qual�ty.hoW are these 
resPonsIBIlItIes and oBlIgatIons achIeved?

The LG

The budget—The preparat�on of the budget has been d�scussed �n the plann�ng 
phase.  The LG should take the opportun�ty to re-evaluate the or�g�nal budget, and 
confirm that �t �s st�ll val�d, before prov�d�ng �t to the des�gn team.  Once confirmed, �t 
should be fixed, and no changes to any of �ts components perm�tted w�thout wr�tten 
approval.

The des�gn team obl�gat�on—The LG must ensure that there �s a contractual 
obl�gat�on placed upon the des�gn team to develop a project des�gn that w�ll meet the 
budget.  It must be recogn�zed however, that there are somet�mes c�rcumstances that 
occur wh�ch w�ll result, for example �n h�gher than ant�c�pated tenders, and wh�ch 
are beyond the control of the des�gn team.  Notw�thstand�ng, there should be ap-
propr�ate contract language �n the serv�ces contract between the LG and the des�gn 
team, wh�ch places a pr�mary respons�b�l�ty upon the des�gn team to take all profes-
s�onal steps to ensure that the project �s des�gned to meet the budget.  

Typical Services Contract language Follows:
“The est�mated construct�on budget �s EU ________________m�ll�on.”
The des�gn team w�ll be requ�red to develop a project, wh�ch can be ach�eved 
w�th�n th�s budget.  Full deta�ls of �ts content w�ll be prov�ded to the des�gn 
team as a separate document.
In the event that tenders are rece�ved wh�ch exceed th�s award amount by more 
than 10%, then the des�gn team w�ll be requ�red to carry out such re-des�gn as 
�s necessary to meet the contract budget l�m�tat�on, at no add�t�onal cost to the 
LG.
It �s recogn�zed that ne�ther the Des�gn team or the LG has control over the cost 
of labour, mater�als, equ�pment costs or energy, or the rate of �nflat�on or over-
compet�t�ve tender�ng, or market cond�t�ons, and that �n that respect, �t cannot 
warrant that tenders w�ll not vary from the stated budget.”
The overall effect of such a contract clause �s to �mpose a requ�rement on the 
des�gn team to develop a project, wh�ch �s str�ctly w�th�n the funct�onal, and 
qual�ty requ�rements.  Any major dev�at�on from these wh�ch causes h�gher than 
ant�c�pated tenders w�ll result on a requ�rement to re-des�gn at the�r own cost.

•
•

•

•

•

Cost Controls—A r�gorous set of procedures must be �nst�tuted w�th�n the LG 
to ensure that throughout all stages of the des�gn, the �ntegr�ty of the construct�on 

•

•

•
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cost budget �s be�ng ma�nta�ned.  Th�s w�ll be ach�eved by requ�r�ng the des�gn team 
to make regular subm�ttals to the LG, wh�ch w�ll demonstrate that all the funct�onal 
qual�ty and cost constra�nts of the contract are be�ng met.  Typ�cally, there should 
be at least three subm�ttals, dur�ng the des�gn phase, each of wh�ch must �nclude 
est�mates of the l�kely construct�on cost.  These usually occur at the beg�nn�ng of 
the des�gn, after the prel�m�nary stud�es have been completed (somet�mes descr�bed 
as the Concept Phase); at the stage when the des�gn has been completed, but before 
the deta�led construct�on draw�ngs have been completed (somet�mes descr�bed as 
the Des�gn Development Phase); and at the complet�on of the construct�on draw�ngs 
and spec�ficat�on, pr�or to request�ng tenders (somet�mes referred to as the construc-
t�on Documents Phase).  Th�s requ�rement should also be wr�tten �nto the contract 
between the LG and the des�gn team, and the language should �nclude the level of 
deta�l of the est�mates of construct�on cost at each subm�ttal.

The LG must carefully rev�ew all the subm�ttals, and prov�de the des�gn team 
w�th comments as appropr�ate.  The des�gn team should not be allowed to proceed to 
the next stage of des�gn w�thout the wr�tten author�ty of the LG.  

In the event the LG does not have the techn�cal capab�l�ty �n-house to carry 
out th�s funct�on, then �t may be necessary to h�re a consultant to ensure that th�s 
�mportant task �s effect�vely completed.

At the conclus�on of the des�gn phase, the LG must have a “government est�-
mate,” wh�ch w�ll become the base l�ne for the evaluat�on of the tenders rece�ved from 
the construct�on contractors.  Obv�ously, th�s government est�mate must be �n l�ne 
w�th the or�g�nal budget, adjusted only �n accordance w�th any changes that may 
have been author�zed dur�ng the des�gn phase.

The government est�mate must rema�n str�ctly confident�al to the LG, and 
should be d�sclosed only after the b�d tenders are opened.

the design team

Contract Obl�gat�ons—The pr�mary obl�gat�on of the des�gn team �s to meet the re-
qu�rements of the contract, �n terms of the stated funct�on, qual�ty, and cost l�m�-
tat�ons.  Although th�s may seem a relat�vely s�mple respons�b�l�ty, �n pract�ce, the 
LG needs to ensure that the des�gners are, �n fact comply�ng.  It �s regrettably not 
uncommon for a bu�ld�ng to be des�gned w�th s�mple dev�at�ons wh�ch were contrary 
to the stated requ�rements, but wh�ch were not recogn�zed by the LG dur�ng the de-
s�gn phase, and wh�ch resulted �n h�gher than expected tender pr�ces.  Some typ�cal 
examples follow:

Excess area—Th�s �s one of the greatest “offenders.”  The project must be 
planned to meet as prec�sely as poss�ble, the statement of area requ�re-
ments.  W�thout thoughtful plann�ng, and careful attent�on to the sched-
ule of requ�red accommodat�on, �t �s very easy to over- run the space l�m�-
tat�ons by 10% - 15 %, wh�ch, �n turn, reflects �n a s�m�lar cost overrun.
Excess�ve bu�ld�ng geometry—The external “sk�n” of a bu�ld�ng �s one of 
�ts most expens�ve elements.  Therefore m�n�m�z�ng �ts area �s of s�gn�fi-
cant �mportance �n controll�ng the overall cost of the project.  Irregular 

•

•
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shapes or excess�ve �ndentat�ons to the bu�ld�ng plan should be carefully 
analyzed, and e�ther just�fied or d�scouraged.
Use of non-trad�t�onal bu�ld�ng methods—Although the use of �nnovat�ve 
bu�ld�ng methods that may actually save money should obv�ously never 
be d�scouraged, careful attent�on must be pa�d to the use of local sk�lls 
and mater�als.  Somet�mes �gnor�ng local trad�t�ons can result �n �n-
creased costs.  For example, �n areas where br�cks are manufactured, and 
where there �s a long h�story of h�gh qual�ty br�ck lay�ng, �t can be expen-
s�ve to �ntroduce alternat�ve mater�als where the trade sk�lls also have to 
be �mported, at h�gher than average wage rates.  
Excess�ve des�gn features—Try to avo�d confl�cts between art and arch�-
tecture.  There can be a natural tendency to express des�gn �n terms of 
spec�al features or appendages, wh�ch may be of no funct�onal value, and 
contr�bute to unnecessary add�t�onal cost.  Reach�ng a balance between 
funct�on and des�gn �s always �mportant—�t should never be forgotten 
that many of the arch�tecturally outstand�ng bu�ld�ngs �n the world are 
s�gn�ficant �n the�r s�mpl�c�ty.
Outdated spec�ficat�ons—Spec�ficat�ons should be kept current w�th 
changes �n mater�als and bu�ld�ng techn�ques.  It �s qu�te normal for 
des�gn organ�zat�ons to ma�nta�n standard spec�ficat�on documents, but 
unless they are kept up to date w�th current trends, there �s a poss�b�l-
�ty that older, less effic�ent, and even out of date mater�als and bu�ld�ng 
methods may be spec�fied, wh�ch are typ�cally more expens�ve.

Procedures and Subm�ttals—There are typ�cally three major phases of des�gn.  
They may have d�fferent names �n d�fferent countr�es, but they are essent�ally the 
same �n pract�ce.  As a m�n�mum, the LG should rev�ew the status of the project at the 
end of each phase.  In larger projects, there should be an �ntermed�ate rev�ew dur�ng 
the final phase.  In each case, the subm�ttal should be accompan�ed by an est�mate of 
the expected construct�on cost based upon the current level of des�gn.  The follow�ng 
�s a l�st of typ�cal documentat�on for each Phase:

Phase one: Concept des�gn
Funct�onal analys�s d�agrams - these portray how the var�ous funct�ons of the 
bu�ld�ng w�ll relate to one another (somet�mes referred to as “block�ng and 
stack�ng”).
Bu�ld�ng footpr�nt and mass�ng stud�es - these w�ll �nd�cate the bu�ld�ng plan 
opt�ons and �ts overall proposed shape and he�ght.
Bas�c floor plans.
Prel�m�nary elevat�ons.
Outl�ne spec�ficat�ons.
S�te plan.
Est�mate of construct�on cost.

•

•

•
•
•
•
•

•

•

•

•
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Phase two: Des�gn development
Floor plans.
Elevat�ons.
Sect�ons through the bu�ld�ng.
Foundat�on and structural des�gn.
Bas�c mechan�cal, electr�cal, and plumb�ng layout.
Mater�al select�ons.
Spec�ficat�ons.
Deta�led s�te plan.
Est�mate of construct�on cost.

•
•
•
•
•
•
•
•
•

Phase three: Construction documents
F�nal floor plans.
Elevat�ons.
Bu�ld�ng sect�ons.
Construct�on deta�ls.
Structural deta�ls.
Mechan�cal draw�ngs.
Electr�cal draw�ngs.
Plumb�ng and fire protect�on draw�ngs.
F�nal spec�ficat�ons.
F�nal s�te draw�ngs.
Contractual arrangements, cond�t�ons of contract, etc.
B�lls of quant�t�es.
Deta�led est�mate of construct�on cost.

•
•
•
•
•
•
•
•
•
•
•
•
•
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cost PlannIng and estImatIng

The d�agram “The Bu�ld�ng Del�very System—Cost Management Process,” �llustrates 
cost management as a dynam�c process throughout the l�fe of a project.

building diagram delivery System—Cost Management process
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The table, “Cost Control,” shows how at each phase of the des�gn process, the 
�mpact of des�gn dec�s�ons taken should be tested aga�nst the budget.  Only �f the 
�ntegr�ty of the budget �s ma�nta�ned should the des�gn team be author�zed to proceed 
to the next phase.

Cost Control

Establish Function, 
Quality and Cost

Site Impact

Special Consideration

Prepare Cost Model 
from Historical Data

Prepare Cost Plan from 
Pre-Schematic Information

Budget OK?
No

No

Yes

Budget OK?

Are Basic Assumptions
Acceptable?

Yes

Proceed to Schematic Design
 and Consinuous Cost Planning

Follow the Same Steps for Each
Subsequent Design Phase

Are
Alternatives
Available?

Yes

No

COST CONTROL

A cost model �s a representat�on of the ant�c�pated d�str�but�on of the cost of a 
bu�ld�ng throughout all of �ts elements, and �t �s based upon the h�stor�cal analyses 
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of s�m�lar completed projects.  A cost model should be developed by the des�gn team 
and der�ved from the budget prov�ded by the LG.  A building element �s a log�cal 
funct�onal component of the bu�ld�ng, wh�ch can be separately defined and allocated 
�ts port�on of the overall cost.  A typ�cal l�st of bu�ld�ng elements �s as follows:

Foundat�ons
Substructure
Superstructure
Exter�or Closure
Roofing
Inter�or construct�on
Convey�ng Systems
Mechan�cal Systems
Electr�cal Systems
General Cond�t�ons and profit
Equ�pment

A deta�led l�st�ng and compar�son of four �nternat�onal descr�pt�ons of bu�ld�ng 
elements �s shown �n the follow�ng table.  

UNIFORMAT
General Services 
Administration 
(GSA) USA

CANADIAN 
INSTITUTE 
OF QUANTITY 
SURVEYORS 
(CIOS)

THE ROYAL 
INSTITUTION 
OF CHARTERED 
SURVEYORS (RICS-
UK)

CONSTRUCTION 
ECONOMICS 
EUROPEAN 
COMMITTEE 
(CEEC)

FOUNDATIONS
Standard foun-
dat�ons
Spec�al founda-
t�ons

•

•

SUBSTRUCTURE
Normal founda-
t�on
Basement exca-
vat�on & landfill
Spec�al founda-
t�ons

•

•

•

SUBSTRUCTURE
SUPERSTRUCTURE

Frame
Upper floors
Roof
Sta�rs
External walls
W�ndows & exter�or 
doors
  Inter�or walls & 
�nter�or part�t�ons
Inter�or doors

•
•
•
•
•
•

•

•

SUBSTRUCTURE / 
SUPERSTRUCTURE

Frame
External walls
Internal walls
Floors
Roofs
Sta�rs
W�ndows & ex�t 
doors
Internal doors

•
•
•
•
•
•
•

•

SUBSTRUCTURE
Slab on grade
Basement exca-
vat�on
Basement walls

•
•

•

STRUCTURE
Lower floor con-
struct�on
Upper floor con-
struct�on
Roof construc-
t�on

•

•

•

INTERNAL FINISHES
Wall fin�shes
Floor fin�shes
Ce�l�ng fin�shes

•
•
•

FINISHES
Internal wall 
fin�shes
External wall 
fin�shes
Ce�l�ng fin�shes

•

•

•

•
•
•
•
•
•
•
•
•
•
•
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SUPERSTRUCTURE
  Floor construc-
t�on
  Roof construc-
t�on
  Sta�r construc-
t�on

•

•

•

EXTERIOR 
CLADDING

Roof fin�shes
Walls below 
ground floor
Walls above 
ground floor
W�ndows
Exter�or doors 
& screens

•
•

•

•
•

FITTINGS & 
FURNITURE

F�tt�ngs & furn�sh-
�ngs

•

EQUIPMENT & 
FURNISHINGS 
SERVICES

Plumb�ng
Heat�ng
Vent�lat�on & a�r 
cond�t�on�ng
Internal dra�nage
Electr�cs
Commun�cat�ons
L�fts, escalators
Protect�ve �nstal-
lat�ons
M�scellaneous 
serv�ces  �nst.

•
•
•

•
•
•
•
•

•

EXTERIOR 
CLOSURE

Exter�or walls
Exter�or doors & 
w�ndows

•
•

INTERIOR 
PARTITIONS & 
DOORS

Permanent par-
t�t�ons & doors
Movable part�-
t�ons & doors

•

•

SERVICES
San�tary appl�ances
Serv�ces equ�pment
D�sposal �nstalla-
t�ons
Water �nstallat�ons
Heat source
Space heat�ng & a�r 
treatment
Vent�lat�on systems
Electr�cal �nstalla-
t�on
Gas �nstallat�on
L�fe & conveyor 
�nstallat�on
Protect�ve �nstalla-
t�ons
Commun�cat�on 
�nstallat�ons
Spec�al �nstallat�ons
Bu�lders work �n 
connect�on w�th 
serv�ces
Bu�lders profit 
& attendance on 
serv�ces

•
•
•

•
•
•

•
•

•
•

•

•

•
•

•

EXTERNAL SITE 
WORKS

S�te preparat�on
S�te enclosure
S�te fitt�ngs
S�te serv�ces
S�te bu�ld�ngs
Hard and soft 
landscap�ng

•
•
•
•
•
•

ROOFING
INTERIOR 
CONSTRUCTION

Part�t�ons
Inter�or fin�shes
Spec�al�t�es

•
•
•

VERTICAL 
MOVEMENT

Sta�rs
Elevators & 
escalators

•
•

EXTERNAL WORKS
S�te works
Dra�nage
External serv�ces
M�nor bu�ld�ng 
work

•
•
•
•
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CONVEYING 
SYSTEMS

MECHANICAL 
Plumb�ng
HVAC
F�re protect�on
Spec�al mechan�-
cal systems

•

•
•
•

INTERIOR 
FINISHES

Floor fin�shes
Ce�l�ng fin�shes
Wall fin�shes

•
•
•

ELECTRICAL
D�str�but�on
L�ght�ng & power
Spec�al electr�cal 
systems

•
•
•

FITTINGS & 
EQUIPMENT

F�tt�ngs & fix-
tures
Equ�pment

•

•

GENERAL 
CONDITIONS & 
PROFIT
EQUIPMENT

F�xed and mov-
able
Furn�sh�ngs
Spec�al construc-
t�on

•

•
•

SERVICES
Electr�cal
Plumb�ng & 
dra�nage
Heat�ng, ven-
t�lat�on & a�r  
cond�t�on�ng

•
•

•

SITE WORK
S�te preparat�on 
S�te �mprove-
ments
S�te ut�l�t�es
Off-s�te work

•

•
•

SITE 
DEVELOPMENT

General
Serv�ces
Alterat�ons
Demol�t�ons

•
•
•
•
OVERHEAD & 
PROFIT

S�te overhead
Head office 
overhead and 
profit

•
•

Historical construction cost database—�s a l�brary of �nformat�on der�ved from com-
pleted construct�on projects.  The database should preferably be establ�shed on a 
central government bas�s to g�ve �t greater depth and usefulness.  Completed projects 
should be analyzed �n suffic�ent deta�l to prov�de cons�stent cost �nformat�on, wh�ch 
can be used, for evaluat�ng future projects and establ�sh�ng real�st�c budgets.  The 
most �mportant features of a database are that the �nformat�on stored �s der�ved from 
the final costs of completed projects, and that the project costs are analyzed cons�st-
ently.  The s�mplest form of analys�s �s to use a bu�ld�ng element format as descr�bed 
above.

Cost plan—�s the progress�ve development of the cost model.  It sets the des�gn 
to cost targets for each of the bu�ld�ng elements and �s the bas�s of all future dec�s�on 
mak�ng to ensure compat�b�l�ty of des�gn alternat�ves w�th the budget.  The cost plan 
should be prepared by the des�gn team at the outset of the project, and should be 
amended as the project moves through the des�gn phases.  As has been suggested, 
the cost plan should be used to test the cost �mpact of des�gn dec�s�ons—alternates 
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can be cons�dered and e�ther accepted or rejected based on ma�nta�n�ng the overall 
�ntegr�ty of the budget.

A cost plan should always be considered “predictive”—providing an-

swers to the question: “What If...?”  (Example.  “What will be the im-

pact on the budget if I use a glass curtain wall system instead of 

masonry?”)

Parametr�c est�mates—are those developed from the analyses of the total costs 
of �dent�fiable parameters, or funct�ons, of a project.  The follow�ng �s a sample of 
typ�cal parametr�c costs: 

A wastewater treatment plant may treat “x” l�tres of water per hour.  D�-
v�d�ng the total cost of a completed wastewater treatment plant by the 
number of l�tres treated per hour w�ll der�ve �ts parametr�c cost.  (“Y” Eu-
ros per l�tre / hour).
It requ�res “x” tons of ch�ller capac�ty to cool a bu�ld�ng of a spec�fic gross 
area.  D�v�d�ng the total cost of the cool�ng system by the number of tons 
w�ll der�ve �ts parametr�c cost.  (“Y” Euros per tons of cool�ng).
The total cost of a school d�v�ded by the number of pup�ls w�ll g�ve anoth-
er parametr�c cost.  (“Y” Euros per pup�l).

Cost est�mate—�s der�ved from a defin�t�ve des�gn that has been documented on 
draw�ngs and spec�ficat�ons.  The est�mate w�ll be prepared from current labour and 
mater�al pr�ces, ant�c�pated product�v�ty, and w�ll �nclude the cost of all plant and 
mach�nery, management, taxes, etc.  Est�mates should always follow a cons�stent 
format, and �s an essent�al component of the process of cost plann�ng.

Cost estimates should always be considered “reactive”—providing an-

swers to the question: “How much will this cost?”

Des�gn cont�ngenc�es—should always be �ncluded �n the cost plan, to prov�de 
flex�b�l�ty to the des�gner throughout the des�gn of the spec�fic project.  Th�s cont�n-
gency w�ll allow for var�at�ons from the average s�tuat�on from wh�ch the cost model 
was der�ved.  Typ�cally, the des�gn cont�ngency w�ll start at 10% of the construct�on 
cost, and w�ll decrease at each success�ve phase of des�gn, recogn�z�ng that as the 
des�gn of the project becomes more developed, the cost est�mates w�ll be more ac-
curate.  At the end of des�gn phase, and just before tenders be�ng �nv�ted, the des�gn 
cont�ngency should only be 1% - 2%.  

Cost plann�ng process—Cost plann�ng �s an �mportant process w�th�n the cap�-
tal �nvestment plann�ng process.  Refer aga�n to the follow�ng graph�c as you read the 
follow�ng steps.

•

•

•
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The building System Cost Management process
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Step 1.  Develop cost model

The LG must prov�de the des�gn team w�th full deta�ls of the project budget.  The 
des�gn team should then convert that budget �nto a cost model based upon h�stor�cal 
costs of projects of the same type.  

For example, follow�ng �s a cost compar�son of elementary schools �n the Bos-
ton, Mass., area of the USA.  The last column shows the average cost for each ele-
ment, shown both as a cost per square foot of floor area, and also as a percent (%).  
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A s�mple cost model could therefore be der�ved for a new school, based upon s�m�lar 
percentages, as follows:

Cost Comparison of elementary Schools in the boston, Massachusetts, uSA
proposed new School boston, MA uSA

AREA : 10,000 SQUARE METERS
CONSTRUCTION COST BUDGET : $ 10,000,000
AVERAGE COST PER SQ.  METER $ 1,000
COST MODEL
ELEMENT %TOTAL COST ELEMENT COST

$  / M2
TOTAL COST

Foundat�ons 2.6 26 260,000
Substructure 3.6 36 360,000
Superstructure 6.9 69 690,000
Exter�or Closure 13.1 131 1,310,000
Roofing 3.6 36 360,000
Inter�or 18.6 186 1,860,000
Convey�ng Systems 0.7 7 70,000
Mechan�cal 17 170 1,700,000
Electr�cal 8.4 84 840,000
Equ�pment 3.4 34 340,000
S�te Work 12.4 124 1,240,000
General Cond�t�ons 8.7 87 870,000
 Total 100 1,000 10,000,000

Th�s s�mple cost model w�ll demonstrates how the ant�c�pated overall cost of the 
bu�ld�ng can be apport�oned.  More �mportantly, �t sets target costs for each of the 
elements.

Step 2.  Develop a cost plan

At th�s stage, no real des�gn work has started, and s�nce obv�ously �t �s to be expected 
that there w�ll be d�fferences �n any spec�fic project from the typ�cal averages that 
were der�ved from the database, �t �s prudent to make some allowances �n our cost 
plan to allow some flex�b�l�ty to the Des�gner.  Th�s w�ll be ach�eved very s�mply by 
creat�ng a des�gn cont�ngency pool, typ�cally by reduc�ng the cost of each element �n 
the cost model by 10 %.

Th�s act�on changes the cost model to the cost plan.  The cost plan then be-
comes a management tool for the des�gner, and an effic�ent bas�s for report�ng the 
status of the project budget to the LG regularly.

The cost plan, der�ved from the cost model shown above, would therefore be as 
follows:
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Cost plan

ELEMENT ELEMENT COST
1 Foundat�ons           234,000
2 Substructure          324,000
3 Superstructure          621,000
4 Exter�or Closure       1,179,000
5 Roofing          324,000
6 Inter�or       1,674,000
7 Convey�ng Systems            63,000
8 Mechan�cal       1,530,000
9 Electr�cal          756,000
10 Equ�pment          306,000
11 S�te Work       1,116,000
12 General Cond�t�ons          870,000
13 Des�gn Cont�ngency       1,000,000

           Total Cost Plan     10,000,000

Now that the cost plan has been created, the concept des�gn phase should com-
mence, and major des�gn dec�s�ons may be exam�ned and evaluated aga�nst the cost 
plan.

Step 3.  Cost Checks

Th�s �s a dynam�c process, wh�ch w�ll cont�nue through all phases of des�gn.  Cost 
checks should be carr�ed out to determ�ne the cost effect�veness of major des�gn 
dec�s�ons.  Dur�ng the concept phase, for example, the process may help determ�ne 
the ult�mate shape of the bu�ld�ng, or the select�on of bas�c mater�als for the external 
walls.

The follow�ng �s an example of how th�s cost plann�ng techn�que may be used to 
help the des�gner dec�de on both the shape of a bu�ld�ng, and the range of mater�als 
that could be affordable w�th�n the framework of the establ�shed budget.  It �s based 
upon the cost plan developed above:

Proposed school bu�ld�ng
Cost plann�ng example
Exter�or closure

 (Note: The Wall / Floor Ratio is the mathematical relationship between 

the gross floor area of a building and the actual area of its outside 

skin.  Although in geometric terms, a circle is the economic way of en-

closing space, this is not always practicable in building.  However, us-

ing the circle as a base line, the nearer to that formula that a building 

plan form takes, the more economical will be the Wall / Floor Ratio.)

H�stor�cal analyses shows that the opt�mum wall / floor rat�os fall w�th�n the 
range 0.3 - 0.6

•
•
•
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gross Area of building 
10,000 square meters

Cost plan allocat�on external closure                                         $ 1,179,000
Wall  / floor rat�o 0.6 0.3
External wall area (M2) 3,000 6,000
Cost target / M2 wall area $393 $196.5

Typical Wall System prices / square meter

Fac�ng br�ck veneer w�th concrete block back�ng
Pre-cast concrete
Cast stone / Stone veneer panel
L�mestone / Gran�te
Glass curta�n wall system 

$150 - $180
$220 - $300
$400 - $600
$550 - $750
$250 - $350

Th�s cost study very clearly �nd�cates to the des�gner that �f the bu�ld�ng �s planned 
w�th a wall / floor rat�o of 0.3, then the opt�ons ava�lable for the external sk�n would 
be a fac�ng br�ck veneer w�th concrete block back�ng, a pre-cast concrete panel wall 
system, or a glass curta�n wall system.  On the other hand, �f the bu�ld�ng �s planned 
w�th a 0.6 wall / floor rat�o, only the fac�ng br�ck system w�ll be affordable.

The conclus�ons to be drawn from the study, therefore, must be that the de-
s�gner must concentrate �n plann�ng a bu�ld�ng w�th a wall / floor rat�o w�th a target 
around 0.4 �n order to perm�t a less restr�ct�ve select�on of wall system mater�als.

Th�s example may appear decept�vely s�mple.  However, �t demonstrates the 
�mportance of tak�ng �nto cons�derat�on all elements of plann�ng and des�gn from a 
des�gn / cost perspect�ve, rather from a narrower aesthet�c v�ew po�nt, �n order to 
avo�d ser�ously jeopard�z�ng the budget, and / or creat�ng a total �mbalance of cost 
throughout the other elements of the bu�ld�ng.

Step 4.  Continuous cost checking / estimating

Th�s process of cost check�ng must cont�nue throughout all phases of des�gn.  At the 
end of each des�gn phase, the arch�tect / eng�neer should make a subm�ttal to the 
LG wh�ch must sat�sfactor�ly demonstrate that the project has been des�gned w�th�n 
the establ�shed budget.

The subm�ttals w�ll be �n the form of est�mates of probable construct�on cost, 
and they should always be prepared �n a cons�stent manner, so that any d�fferences 
from prev�ous est�mates can be read�ly �dent�fied.  The level of deta�l of each est�mate 
should be cons�stent w�th the level of des�gn.  As the plans and spec�ficat�ons are 
developed more fully, then �t becomes poss�ble for a progress�vely more accurate level 
of measurement and est�mat�ng to take place.

Note that as the level of deta�l of est�mat�ng �ncreases, �t �s to be expected that 
the des�gn cont�ngency reserve w�ll d�m�n�sh, tak�ng up d�fferences �n measurement 
and /or pr�c�ng from the or�g�nal cost plan, but st�ll ma�nta�n�ng the �ntegr�ty of the 
budget.
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It �s helpful to have the “est�mate of probable construct�on cost” accompan�ed 
w�th a rev�ew of the cost plan at each subm�ttal.  The cost plan summary w�ll be a 
clear reference po�nt for the LG to evaluate the status of the project and to be assured 
the project budget �s be�ng ma�nta�ned.

The follow�ng cost plan summary example �s based upon the cost model and 
cost plan shown prev�ously.

Cost plan Summary 
Cost Check number 1

ELEMENT COST PLAN COST CHECK
1 Foundat�ons 234,000 275,000
2 Substructure 324,000 310,000
3 Superstructure 621,000 700,000
4 Exter�or closure 1,179,000 1,320,000
5 Roofing 324,000 310,000
6 Inter�or 1,674,000 1,575,000
7 Convey�ng systems 63,000 67,000
8 Mechan�cal 1,530,000 1,710,000
9 Electr�cal 756,000 720,000
10 Equ�pment 306,000 276,000
11 S�te work 1,116,000 1,100,000
12 General cond�t�ons 870,000 870,000
13 Des�gn cont�ngency 1,000,000 767,000
14 Total Cost 10,000,000 10,000,000

It can be seen from th�s cost check that although the cost est�mate of the var�ous 
elements may vary from the cost plan, (and th�s �s to be expected), by reduc�ng the 
des�gn cont�ngency by approx�mately 2.5 %, the budget �s st�ll be�ng ma�nta�ned.  At 
th�s stage, reduc�ng by that amount �s acceptable, and the des�gn team should be 
author�zed to proceed to the next phase of des�gn.

Th�s rev�ew and approval process should cont�nue through all phases of de-
s�gn.

Step 5.  The government estimate

At the complet�on of the final phase of des�gn, and pr�or to �nv�t�ng tenders, �t �s most 
�mportant that a final, pre – tender, est�mate �s prepared on behalf of, or by, the LG.

Th�s est�mate has two very �mportant funct�ons:

It �s the final confirmat�on that the project has been des�gned w�th�n the 
budget (w�th�n normal est�mat�ng parameters).
It becomes the basel�ne for the evaluat�on of the tenders to be subm�tted 
under the procurement process.

•

•
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Once the est�mate has been prepared, �t must be treated w�th the utmost confi-
dent�al�ty, and only d�vulged after the tenders are opened.  In the Un�ted States, and 
many other countr�es, th�s �s called the “government est�mate,” and there are str�ct 
rules perta�n�ng to �ts use.  They relate not only to the aspect of confident�al�ty, but 
also to prescr�pt�ve l�m�ts relat�ng to d�screpanc�es between the government est�mate 
and the tenders rece�ved.  For example, �n the Un�ted States, �f tenders rece�ved ex-
ceed the government est�mate by more than 1 %, then a contract award would not 
normally be perm�tted, and �t would be necessary to cancel the procurement.  Only 
after exhaust�ve �nvest�gat�ons would a new procurement act�on take place, and steps 
would have been taken to ensure that tenders should be rece�ved w�th�n acceptable 
marg�ns.

Accuracy of est�mates—The level of accuracy of est�mates �s determ�ned by two 
spec�fic factors:

The sk�ll and exper�ence of the est�mator
The qual�ty and amount of �nformat�on ava�lable to the est�mator

Est�mates should be prepared w�th great care and attent�on to deta�l.  Profes-
s�onals �n the�r field who are recogn�zed experts and who have rece�ved advanced 
tra�n�ng �n the spec�fic sector of �ndustry should therefore always prepare them.  A 
recent study carr�ed out by the Nat�onal Academy of Sc�ences �n the Un�ted States 
�nto the reasons for cost over-runs �n the construct�on of Federal Bu�ld�ngs, estab-
l�shed that one of the major causes was poorly prepared �n�t�al est�mates (budgets).  
It also establ�shed that �n many cases, the preparat�on of these �mportant est�mates 
had been delegated to �nd�v�duals who d�d not have adequate exper�ence or tra�n�ng.  
The Un�ted States government now mandates that all est�mates are carr�ed out under 
the d�rect�on of qual�fied profess�onal est�mators.

Obv�ously, the level of �nformat�on ava�lable to the est�mator w�ll �ncrease as the 
project �s developed, and proceeds through each des�gn phase.  Although a compe-
tent est�mator w�ll develop techn�ques to overcome lack of deta�led �nformat�on, �t �s 
to be expected that there w�ll be a var�able degree of accuracy, somet�mes descr�bed 
as “r�sk,” from the first to the last est�mates.  Typ�cal, acceptable, levels of accuracy 
at each phase of des�gn are as follows:

levels of Accruacy of estimates
Plann�ng phase 15% - 20%
Concept des�gn 10% - 15%
Des�gn development 7.5% - 10%
Construct�on documents 5% - 7.5%
Pre – tender 5%

At the plann�ng phase, th�s r�sk would be covered by a cont�ngency �n the de-
velopment of the budget, and �n all other phases, �t �s covered by the des�gn cont�n-
gency.

•
•
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STep 17:  enSure FinAnCiAl ConTrolS

Cost controls dur�ng the des�gn and construct�on phases are essent�al.  Espec�ally 
�mportant �s a project account�ng system wh�ch records, analyzes, and reports all 
costs.  Close commun�cat�on between the project manager and the finance staff �s 
necessary for str�ct account�ng and cash flow analys�s, wh�ch fac�l�tates t�mely draw 
downs of funds and max�m�zes funds ava�lable for �nvestment.  Add�t�onal �nforma-
t�on on cash management can be found �n another chapter �n th�s ser�es on Financing 

the Operating Budget.8  Account�ng controls are needed to be sure that payments do 
not exceed the level of completed work and debt requ�rements are met.  Informat�on 
on the elements of debt �ssuance and management are found �n a ser�es chapter on 
Financing the Capital Investment Plan.  

Other methods of cost control �nclude value eng�neer�ng, l�fe cycle cost�ng, de-
s�gn-bu�ld, and change order controls.  Value eng�neer�ng dur�ng the des�gn phase 
can reduce costs us�ng mater�als that are more effic�ent, construct�on methods and 
technology.  Improved repa�r and rehab�l�tat�on technology ass�sts �n extend�ng the 
useful l�fe of ex�st�ng fac�l�t�es and reduc�ng ma�ntenance costs.  L�fe cycle cost�ng 
�s a techn�que that determ�nes the total l�fet�me cost of acqu�r�ng and operat�ng a 
fac�l�ty or equ�pment.  Energy effic�ent bu�ld�ng des�gn and equ�pment may �ncrease 
the �n�t�al cost but can substant�ally reduce l�fet�me operat�ng costs.  Des�gn/bu�ld 
comb�nes respons�b�l�ty for project des�gn and construct�on w�th a s�ngle firm.  De-
s�gn and construct�on proceed s�multaneously therefore perm�tt�ng a project to be 
“fast tracked.”

Change order controls are cr�t�cal to prevent�ng change order abuses often as-
soc�ated w�th low b�d contracts.  Project costs can be substant�ally �ncreased through 
change orders.  A wr�tten change order procedure should prov�de for just�ficat�on, 
approvals, �tem�zat�on of labour and mater�als, track�ng and penalt�es for abuse.  
Change orders and cost overruns over a spec�fic percentage of the contract should be 
presented to the govern�ng body for approval and cap�tal budget amendments �f nec-
essary.  Allocat�on of adequate funds for val�d cont�ngenc�es such, as unant�c�pated 
so�l problems are sound management.

pHASe 7:  ConSTruCTion

Th�s phase �ncludes Steps 18 and 19 and w�ll �nclude the phys�cal �mplementat�on of 
the project, and w�ll �ncorporate the b�ggest non-recurrent �nvestment �n the project.  
It �s �mportant to carefully manage the financ�al expend�tures.  Th�s w�ll mean estab-
l�sh�ng an effect�ve management team to take respons�b�l�ty for qual�ty, schedule, and 
cost control of actual construct�on.
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STep 18:  ConTrACT AdMiniSTrATion

contract aWard

Th�s phase w�ll commence on the award, and s�gn�ng, of a contract between the LG 
and the construct�on contractor.  After the contract has been s�gned, the LG must 
�ssue a “not�ce to proceed” letter to the construct�on contractor, adv�s�ng h�m of the 
date when the project s�te w�ll offic�ally be ava�lable to the contractor, and defin�ng the 
contractual start date.  It �s most �mportant that th�s letter �s �ssued by the LG, and 
the contractor must formally acknowledge �ts rece�pt.  Th�s start date w�ll mark the 
t�me from wh�ch contract schedule performance �s measured, and from wh�ch any 
contract extens�ons, delays, or cla�ms w�ll be measured.  

constructIon management structures

It �s essent�al for the LG to establ�sh management procedures to ensure compl�ance 
w�th the contract �n terms of performance, qual�ty, and cost.  Typ�cally, there w�ll be 
a des�gnated project manager, who may be e�ther an employee of the LG, or a consult-
ant, and who w�ll assume the overall respons�b�l�ty for the management of the project.  
Th�s �s a key role, and �t should not be d�m�n�shed �n any way.  The project manager 
should have access to all necessary departments w�th�n the LG (account�ng, legal, 
eng�neer�ng, etc.), and should establ�sh strong l�nes of commun�cat�on to ensure that 
all contractual �ssues can be dealt w�th exped�t�ously.  The construct�on contractor 
w�ll also establ�sh a management team, and must des�gnate a project manager.

A typ�cal project team organ�zat�on �s shown �n the follow�ng table:
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Typical project team organization

Design and 
ConstructionLegalFinance Administration

PROCURING ENTITY

Project Manager

ScheduleCostEngineer Inspection

Civil
Engineering

Mechanical
Engineering

Structural
Engineering Other

Scheduler
Project 
Manager

Construction
Executive Engineer

Architect

Contractor

Cost

Construction
Superintendent

NOTES:
The project manager �s requ�red to have or have access to eng�neer�ng, cost, 
schedule, and �nspect�on and test�ng expert�se.  If necessary, the project manager 
may sub-contract some of th�s effort.

oBjectIves, roles, and resPonsIBIlItIes

The follow�ng �s a summary of the object�ves, roles, and respons�b�l�t�es of the var�ous 
part�c�pants �n a typ�cal publ�c works contract, dur�ng the construct�on phase:

The lg The project manager The construction contractor
Obta�n a complete 
and useable fac�l�ty.
Obta�n good value for 
the �nvestment.

•

•

Act as the representa-
t�ve of the LG.
Ensure effect�ve co-
ord�nat�on between 
the LG, the Des�gner, 
and the contractor.

•

•

Prov�de a complete and use-
able fac�l�ty.
Comply w�th the contract 
documents.

•

•
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Ensure the fac�l�ty 
�s completed on t�me 
and occupancy can 
take place on sched-
ule.
Ensure funds are 
ava�lable to complete 
the project.

•

•

Effic�ently adm�n�ster 
the contract.
Ensure compl�ance 
w�th contract docu-
ments.  

•

•

Ensure performance guar-
antees �n place.
Ensure qual�ty of workman-
sh�p.

•

•

Enter �nto a legal and 
b�nd�ng contract �n 
good fa�th w�th the 
construct�on contrac-
tor.

• Interpret plans and 
spec�ficat�ons.

• Enl�st competent sub-con-
tractors.

•

Establ�sh an adequate 
organ�zat�on to ad-
m�n�ster the contract.

• Establ�sh qual�ty con-
trol procedures.

• Subm�t payment requ�s�-
t�ons �n a t�mely manner.

•

Make progress pay-
ments �n a prompt 
manner.

• Evaluate, cert�fy, and 
process progress pay-
ments.

• Complete the project on 
schedule and w�th�n the 
budget.

•

Accept the fac�l�ty on 
complet�on.

• Process equ�pment. 
subm�ttals, warran-
t�es, and cert�fica-
t�ons.

• Prov�de all warrant�es for 
equ�pment, mater�als, and 
workmansh�p.

•

Ensure job safety 
regulat�ons are be�ng 
followed.

• Make a profit.•

Resolve d�sputes, 
changed cond�t�ons, 
change orders.

•

Carry out final �n-
spect�on and cert�fy 
final payments.

•

(Note that some of the above responsibilities may be undertaken by 

the designer, depending on the nature of the contract).

requIsItIon / InvoIce and Payments

Normally, the construct�on contractor �s ent�tled to monthly progress payments dur-
�ng the term of the contract.  It �s also normally a prov�s�on of the contract that the 
contractor should rece�ve payment from the LG w�th�n 30 days of rece�v�ng the ap-
proved requ�s�t�on/�nvo�ce.  A procedure must should be establ�shed to ensure that 
the project manager and the contractor can rev�ew and approve the requ�s�t�on/�n-
vo�ce w�th�n a t�me frame that w�ll be �n accordance w�th the LG’s accounts payable 
cycle.  S�nce typ�cal contract prov�s�ons allow the contractor to rece�ve �nterest on any 
late payments, �t �s �n the best �nterest of the LG to ensure that th�s cycle �s met.

The construct�on contractor should prepare a deta�led requ�s�t�on/�nvo�ce based 
upon work completed to date (th�s would normally also �nclude the value of mater�als 
on s�te), and subm�t for rev�ew to the project manager by an agreed upon date.  The 
project manager and the contractor’s representat�ve should then meet on s�te and 
phys�cally agree the content of the requ�s�t�on/�nvo�ce.  Note that the project manager 
may refuse to pay for work not �n accordance w�th the draw�ngs and spec�ficat�ons.
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retentIon (retaInage) From Progress Payments

Under the terms of the contract, the LG w�ll be perm�tted to reta�n a percentage of 
each monthly requ�s�t�on to establ�sh a fund to be drawn upon �n the event that any 
work rema�ns �ncomplete or not �n accordance w�th the spec�ficat�ons at any t�me �n 
the contract.  Th�s fund would allow the LG to have the work completed by another 
contractor or sub-contractor �f necessary.  Note however, that unt�l there �s such 
default, th�s money legally belongs to the contractor, and the LG must ensure that �t 
�s reta�ned �n a spec�al account and not under any c�rcumstances used for any other 
purpose.

In most contracts, the amount reta�ned �s 10% of the monthly payment.  It �s 
normal pract�ce to reduce th�s to 5% after the contract �s 50% complete.  It �s also 
not uncommon to further reduce the amount of the retent�on fund when the bu�ld-
�ng has been taken over by the LG, but there st�ll rema�ns some fin�sh�ng work to 
be completed.  The LG has an opt�on here to e�ther reduce the amount to 2.5%, or 
to reta�n an amount equal to a sum �n excess of the value of the work st�ll to be 
completed (for example, 1.5 t�mes the value of the work to be completed).  Note that 
whatever arrangements are proposed by the LG, they must have been �ncorporated 
�n the contract documents.

changes In scoPe

A change in scope �s a mater�al dev�at�on from the contract documents.  Although 
�n general changes �n scope should be avo�ded where poss�ble, �t must be recogn�zed 
that they do occur, and prov�s�on must be made �n the contract to deal w�th them.

Only the part�es to the contract may request changes �n scope:

Add�t�ons or deduct�ons to the contract requested by the LG.
Add�t�ons or deduct�ons to the contract requested by the contractor.
The reasons for the proposed changes must be clearly �dent�fied, as well 
as the respons�ble party.

The follow�ng table prov�des a sample of typ�cal changes �n scope.

Typical Changes in Scope
Reason Example Risk Procedure Remarks

Unforeseen 
c�rcumstanc-
es.

Rock �n foun-
dat�on excava-
t�ons.

LG Issue change 
order to the 
contractor.

Fund�ng w�ll be 
covered by the con-
struct�on cont�n-
gency.

Add�t�onal 
Requ�rements 
of the LG.

Increase 
number 
of park�ng 
spaces.

LG Issue change 
order to the 
contractor.

LG w�ll requ�re to 
prov�de add�t�onal 
fund�ng.

•
•
•

•
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Contractor 
requests ad-
d�t�onal pay-
ment.

Informat�on 
om�tted from 
draw�ngs.

LG Issue change 
order to the 
contractor.

LG must agree 
that there was an 
om�ss�on.
 LG may have 
redress aga�nst 
Des�gner.

•

•

Contractor of-
fers reduct�on 
�n contract 
amount.

Sav�ng �dent�-
fied by Value 
eng�neer�ng.

Contractor Issue change 
order reduc-
�ng contract 
amount.

LG must agree 
w�th contractor’s 
proposal.
Sav�ng w�ll make 
mon�es ava�lable 
for other uses.
Somet�mes value 
eng�neer�ng sav-
�ngs are shared 
between contrac-
tor and LG.

•

•

•

change orders

A change order �s the contract veh�cle for acknowledg�ng a change �n scope.  Each 
change order should be separately negot�ated by the LG.  Typ�cally, the contractor 
should be requ�red to subm�t a proposal to the LG prov�d�ng deta�ls of the content 
of the proposed change.  It should �nclude deta�ls of the cost of all labour, mater�als, 
overhead, and profit.  If the contract documents have �ncluded a b�ll of quant�t�es, or 
a schedule of rates, the un�t pr�ces �ncluded �n them should be used for calculat�ng 
the change order.

Before receiving the contractor’s proposal, the LG should also prepare 

an independent estimate, “the government estimate,” as a basis for 

the negotiations.

On conclus�on of the negot�at�ons, a formal change order should be �ssued 
amend�ng the contract value accord�ngly.  A log of all changes to the contract should 
also be ma�nta�ned.

dIsPute resolutIon

The methods for resolv�ng d�sputes must be �ncluded �n the general cond�t�ons of  
the contract, and must be followed �f such an occas�on ar�ses.  Prom�nence should 
be g�ven to non-jud�c�al methods of resolut�on, and settl�ng problems am�cably and 
exped�t�ously.  Most settlements w�ll revolve around contract per�od extens�ons and 
add�t�onal financ�al awards.

It �s �mperat�ve that accurate records are ma�nta�ned by the LG, so that when 
a cla�m for add�t�onal compensat�on ar�ses, there w�ll be suffic�ent �nformat�on ava�l-
able to allow the LG to make a real�st�c evaluat�on of the contractor’s assert�on.  The 
project manager w�ll be respons�ble for ensur�ng that proper records are ma�nta�ned, 
and the follow�ng �s a l�st of documents that w�ll be sources of reference �n d�spute 
resolut�on:
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All contract documents, and t�me schedules,
Meet�ng m�nutes,
F�nanc�al reports,
Change proposals and change orders,
Da�ly weather logs,
Da�ly construct�on �nspect�on reports, and
Progress photographs.

In the event a cla�m �s made for add�t�onal compensat�on, the LG must rece�ve 
fully documented ev�dence from the contractor �n support of the cla�m; th�s w�ll �n-
clude reference to the relevant cond�t�ons of contract as well as any add�t�onal sup-
port�ve �nformat�on.  No dec�s�on should be made unt�l the cla�m has been carefully 
evaluated, �nclud�ng the assembly of the requ�red �nformat�on �n support of the LG’s 
v�ewpo�nt.  Th�s must �nclude an est�mate of the amount the LG �s prepared to award, 
�f any.

remedIes In the event oF non-PerFormance

One of the major respons�b�l�t�es of the LG �s to establ�sh a set of procedures to mon�-
tor and ensure contractual performance by the contractor.  Th�s w�ll be ach�eved un-
der the jur�sd�ct�on of the project manager, and w�ll �nclude regular �nspect�on of the 
construct�on works.  There are several remed�es ava�lable to the LG �n the event of 
non-performance by the contractor.  Note that all instructions must be in writing.

Request the defect�ve work be corrected at the contractor’s expense.  If the 
work �s corrected, the problem �s solved.
If after the number of days st�pulated �n the cond�t�ons of contract, the 
contractor has not yet corrected the defect�ve work, the LG may choose to 
have another contractor come on s�te and perform the work �n accordance 
w�th the contract requ�rements.  In th�s case, the value of the defect�ve 
work should be deducted from the contract amount, and any add�t�onal 
costs deducted from the retent�on fund.
In the event of pers�stent non-performance, the LG has the r�ght to ter-
m�nate the contract, and �nvoke the terms of the performance secur�ty, �n 
wh�chever form �t may take.

Typ�cally, the s�tuat�on, �n �ts worst case, w�ll be progress�ve, start�ng w�th a 
request to correct a defic�ency, and ult�mately lead�ng to a term�nat�on.  Every effort 
should be made to avo�d the worst case, however, and �n any event, each stage must 
be carefully and accurately documented. Term�nat�ng a contract and �nvok�ng the 
terms of the performance secur�ty w�ll �nev�tably �nvolve complex and expens�ve legal 
proceed�ngs, and should be avo�ded where poss�ble.

•
•
•
•
•
•
•

•

•

•
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suBstantIal comPletIon

A project �s usually cons�dered substant�ally complete when the LG can take “benefi-
c�al occupancy” of the bu�ld�ng.  That �s to say, �t can be funct�onally used although 
the ent�re works are not yet complete.

Th�s �s an �mportant contractual step, and should only occur after the LG has 
carr�ed out a complete �nspect�on of the project, and prov�ded the contractor w�th a 
l�st of work st�ll to be corrected or completed.  

At th�s t�me, the LG may release or reduce the amount be�ng reta�ned from 
the contractor’s payments.  If the l�m�t of the retent�on fund was 5% of the contract 
amount, �t may be reduced to 2.5%.  

Another opt�on �s to release all the funds be�ng reta�ned, place a value on the 
work to be completed, and to reta�n say, 1.5 t�mes that value, unt�l the work �s com-
pleted.

contract comPletIon

After all contract obl�gat�ons have been completed, the LG should assume final oc-
cupancy and ownersh�p of the bu�ld�ng.  Th�s w�ll �nclude the follow�ng:

Issue a “cert�ficate of acceptance,”
Rece�pt of all warrant�es,
Rece�pt of all manuals for equ�pment,
Release of all funds due to be pa�d to the contractor, and
Release of all �nsurance requ�rements under the contract.

Obv�ously, th�s �s a major step �n the contract, and �t should be ach�eved exped�-
t�ously, but accurately.

Th�s �s part�cularly the case w�th regard to the release of funds to the contractor.  
It �s essent�al that the final account �s prepared accurately, �t �s equally �mportant to 
make the final payment to the contractor as soon as pract�cal after the amount has 
been agreed upon.

STep 19:  projeCT reporTing

Status reports are a cruc�al aspect of project �mplementat�on and overs�ght.  The 
format and frequency of the reports should reflect the �nformat�on needs of the users 
�nclud�ng project manager, staff, CEO, and govern�ng body.  Bas�c �nformat�on �n-
cludes: department, project name, start date, est�mated complet�on date, percentage 
of complet�on, fund�ng source and costs �nclud�ng budget and actual.  Costs can be 
broken down by cost category such as plann�ng, land acqu�s�t�on, des�gn, eng�neer-
�ng, construct�on, and cont�ngency.  Narrat�ve explanat�ons of delays, cost overruns, 
fund�ng and construct�on problems, and proposed correct�ve act�on are very �mpor-
tant.  Charts, graphs, and except�on-type reports help to s�mpl�fy the presentat�on for 
the CEO and govern�ng body.  Computer�zed data management systems are useful �n 
track�ng project status and contract requ�rements.

•
•
•
•
•
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cost rePortIng

Cost status reports must be ma�nta�ned, and updated at least monthly, to ensure 
that the LG �s fully aware of the financ�al status of the project.  A standard format 
should be adopted so that status reports for all current projects can be consol�dated 
for management use.  The project manager should be respons�ble for the preparat�on 
of the monthly report.  The follow�ng �s a typ�cal format for a cost status report and 
a payments log: 

Sample Cost Status report
PROJECT NAME : REFERENCE #
CONTRACT AMOUNT: CONTRACT PERIOD: 
PAYMENTS LOG

Date Gross 
Value of 
Work

Gross 
Value 
Mater�als 
on S�te

Total 
Gross 
Value

Total
Reta�ned

Net 
Total 
Value

Net 
Prev�ously 
Cert�fied

Amount
Cert�fied

1. 1/30 10,000 2,000 12,000 1,200 10,800  ---- 10,800
2. 2/28 30,000 5,000 35,000 3,500 31,500 10,800 20,700

Sample payments log
PROJECT NAME: REFERENCE #
CONTRACT AMOUNT: CONTRACT PERIOD: 
STATUS REPORT

Contract
Value

Adjustments
To Date

Rev�sed
Contract
Value

Total Pa�d
To Date

 %
Rev�sed
Contract
Value *

Remarks

 1. 100,000  None 100,000 10,800  10.8 N/A
 2. 100,000 10,000 110,000 31,500  28.6 Change Order #1

FInal cost analysIs

A post contract evaluat�on report should be prepared by the LG.  Th�s should �n-
clude a cr�t�cal evaluat�on of the ent�re project, from �ts �ncept�on to �ts complet�on.  
The report should rev�ew the proposed funct�on and whether �t has been adequately 
prov�ded or not.  It should also �nclude a performance rev�ew of all the part�es to the 
contract.  Th�s �s part�cularly �mportant regard�ng lessons that should be learned 
from the project, and �mplemented �n success�ve projects.

An analys�s of the final costs of the project must be completed, s�nce th�s w�ll 
prov�de the LG w�th a valuable database for future projects.  Th�s should be prepared 
�n a standard format so that the data can be transferred �nto a comprehens�ve data-
base for general use not only �n the LG, but also throughout the country.  
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PuBlIc InFormatIon

Every effort needs to be made to keep the publ�c �nformed about the status of projects 
�n order to ma�nta�n the�r support.  Door hangers and v�s�ts are an effect�ve means of 
not�fy�ng res�dents when projects w�ll beg�n �n the�r areas and the extent of d�srupt�on 
to be ant�c�pated.  Proper s�gn�ng (post�ng s�gns at construct�on s�tes) of projects �n-
forms c�t�zens of how the�r tax dollars are be�ng spent, and can be used to g�ve cred�t 
to other fund�ng agenc�es.  Project photos and status reports should be d�str�buted 
through press releases and local newsletters.  Open houses of fac�l�t�es such as LG 
halls and publ�c works fac�l�t�es are a good way of promot�ng the benefits of cap�tal �n-
vestment projects.  Add�t�onal �nformat�on on publ�c �nformat�on techn�ques �s found 
�n the ser�es chapter on Citizen Participation.

learnIng aPPlIcatIon

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Prepare an �mplementat�on and mon�tor�ng plan for projects �n your commun�ty.  
Who w�ll be respons�ble for mon�tor�ng?  What techn�ques w�ll be used?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

pHASe 8:  oCCupAnCy

There are two �mportant stages �n th�s phase.  The first �s the relocat�on stage, when 
plans must be made well �n advance to move the prospect�ve tenants �nto the bu�ld-
�ng, w�thout undue delay, and w�th the assurance that all the support fac�l�t�es w�ll 
be ava�lable �mmed�ately.  Th�s takes careful plann�ng and budget�ng.  It �s �mportant 
that operat�ng expenses be calculated and �ncluded �n the operat�ng budget for the 
year that the fac�l�ty becomes operat�onal.

Secondly, there �s the long-term support of the tenants �n the bu�ld�ng to ensure 
that they can carry out the�r funct�onal tasks effect�vely throughout the l�fe of the 
bu�ld�ng.  Th�s requ�res both operat�onal and ma�ntenance plann�ng and budget�ng, 
and adequate allocat�on of funds over the l�fe of the bu�ld�ng.
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pHASe 9:  diSpoSAl

Every fac�l�ty should be planned w�th a des�red useful l�fe.  Towards the end of that 
l�fe, a plan should be made for �ts d�sposal.  Th�s may vary from prolong�ng �t, by car-
ry�ng out major renovat�ons, to demol�sh�ng �t to make room for a new project.  

In any event, there w�ll be a cost assoc�ated w�th the ult�mate dec�s�on, and 
th�s must be taken �nto cons�derat�on �n the long-term cap�tal �nvestment plann�ng 
process.

inTerneT reSourCeS

Mun�c�pal �nfrastructure �nvestment plan-
n�ng

http://�rc.nrc-cnrc.gc.ca/u�r/m��p/

Perform measures and cap�tal plann�ng http://�rm.c�t.n�h.gov/�tmra/perform.
html

Toolk�ts for financ�ng water and sewer http://www.worldbank.org/html/fpd/
water/wstoolk�ts/�ndex.html 

AdvAnCed ConCepTS

There are two add�t�onal concepts that should be cons�dered �n develop�ng a cap�tal 
�nvestment plan.  These are the concepts of value management or value eng�neer�ng 
and how to analyze real estate.

An inTroduCTion To vAlue MAnAgeMenT And 
engineering

It has been stressed throughout th�s chapter, that the dec�s�on to bu�ld a fac�l�ty or 
road �s a s�gn�ficant step for any LG, and one, wh�ch has a far-reach�ng �mpact upon 
the commun�ty.  The prudent use of mon�es ra�sed by taxes �s essent�al, and publ�c 
works projects must be perce�ved as hav�ng obta�ned good value for the money �n-
vested.  Cons�derable t�me and effort goes �nto the preparat�on for a project, and the 
product �s a valuable asset, wh�ch w�ll affect the l�ves of those who use �t or benefit 
from �ts output.  In add�t�on, a publ�c works project �s typ�cally h�ghly v�s�ble—tax-
payers may have a da�ly rem�nder of a bad �nvestment by the�r elected leaders.

In the pr�vate sector, value can be measured based upon the financ�al return 
on the �nvestment.  It �s much more d�fficult to measure value �n the publ�c sector, 
s�nce, typ�cally, there �s no tang�ble financ�al return from the �nvestment.  It m�ght 
be sa�d therefore, that value �n the publ�c sector could be a measure of ult�mate cost, 
performance, aesthet�cs, effic�ency, and transparency �n procurement.

By defin�t�on therefore, value management would be a process, wh�ch ensures 
that the publ�c works project w�ll be completed for the lowest cost; w�ll funct�on effec-

http://irc.nrc-cnrc.gc.ca/uir/miip/
http://irm.cit.nih.gov/itmra/perform.html
http://irm.cit.nih.gov/itmra/perform.html
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t�vely; aesthet�cally reflects the pr�nc�ples of good des�gn, and was procured effic�ently 
and transparently. It �s a structured approach to defin�ng what “value” means to a 
cl�ent (LG) �n meet�ng a perce�ved need for a project by establ�sh�ng a clear consensus 
w�th�n the management group, about the project object�ves, and how they can be 
ach�eved.

Value engineering �s a systemat�c approach to del�ver�ng the requ�red funct�ons 
(the phys�cal purpose of the project) at lowest cost w�thout detr�ment to qual�ty, per-
formance, and rel�ab�l�ty of the product or serv�ce.

It could be said that if value management is the process, value engineering is the 

tool.

In recent years, the concept of value management has been developed to a level 
where by us�ng value management procedures, cap�tal cost sav�ngs of between 10 
% and 20 % have been ach�eved.  In add�t�on, and equally �mportant, even greater 
sav�ngs over the l�fe of the project can also be obta�ned through effect�ve value man-
agement.

HiSTory oF vAlue engineering

Value eng�neer�ng was a concept �ntroduced by the General Electr�c Company of the 
US dur�ng World War Two.  At that t�me, there was a shortage of many of the ma-
ter�als that the company had trad�t�onally used �n the manufactur�ng process.  An 
eng�neer was ass�gned the task of solv�ng th�s problem, and he soon real�zed that by 
challeng�ng convent�onal thought, and therefore, spec�ficat�ons, and by exam�n�ng 
products from the perspect�ve of the pr�mary funct�on that they performed, �t was 
poss�ble not only to find alternat�ve mater�als, but �n many cases reduce the cost of a 
product w�thout d�m�n�sh�ng �ts des�red performance.  Th�s then, was the beg�nn�ng 
of the pr�nc�ples of value eng�neer�ng.

prinCipAlS oF vAlue engineering

There are essent�ally two bas�c pr�nc�ples.  The first �s the relat�onsh�p between “cost 
” and “worth,” and the second �s the exam�nat�on of the “funct�on” of a component or 
product.

Cost �s defined, as how much we must pay to acqu�re someth�ng.  Worth �s the 
value we place on those goods or serv�ces.  Although th�s may appear to be a very 
s�mple d�st�nct�on, �f we exam�ne �t closer, we w�ll real�ze the truth that �n any pur-
chase �f we pay more than we budgeted (wh�ch was our perce�ved value), then we feel 
we have been over-charged.  On the other hand, �f we pay less than we expected, we 
feel we have a barga�n.

Th�s concept translates read�ly to a construct�on project.  The cost model �s the 
express�on of the worth of the bu�ld�ng, system, or element.  The est�mate w�ll tell us 
what �t m�ght cost.  If the est�mate �s h�gher than our worth, or budget, then we must 
take steps to re-evaluate that �tem and find a solut�on that �s w�th�n the budget.

FunCTion

The determ�nat�on of the pr�mary funct�on of an object �s the second �mportant ele-
ment of value eng�neer�ng.  Aga�n, th�s may appear to be a s�mple concept.  It �s 
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decept�vely s�mple, however, and �f you apply �t to a construct�on project or �ts ele-
ments, �t can read�ly be seen that th�s can become qu�te a compl�cated analys�s.  For 
example, what �s the pr�mary funct�on of a w�ndow?  Obv�ously, a w�ndow has many 
funct�ons and �dent�fy�ng the pr�mary funct�on �n a spec�fic locat�on needs careful 
scrut�ny.

The reason for �dent�fy�ng the pr�mary funct�on �s to perm�t an exam�nat�on 
of the alternat�ve methods of fulfill�ng that funct�on, and assess�ng the�r costs, to 
determ�ne �f there �s another and cheaper way of prov�d�ng �t.  Th�s concept can be 
appl�ed to the dec�s�on to bu�ld �n the first place just as well as to a spec�fic element 
of the bu�ld�ng �tself.

THe bASiC queSTionS

The structure of a value eng�neer�ng study can be summar�zed �n a ser�es of ques-
t�ons:

What does �t do?
What does �t cost?
What �s �t worth?
What else w�ll do the job?
What does that cost?

After these quest�ons have been asked and answers �dent�fied, the final selec-
t�on can be made, based on best value.

pAreTo’S lAW

A pr�me object�ve of a value eng�neer�ng study �s to �dent�fy areas wh�ch appear to 
have h�gh cost and low value (worth) In th�s case, �t �s �mportant at the outset to 
select subjects for study that have s�gn�ficant �mpact on the total cost of the project.  
In th�s respect, the pr�nc�pals of Pareto’s Law of D�str�but�on can be appl�ed—�t says 
that �n any cost centre, twenty percent of �ts elements w�ll account for e�ghty percent 
of �ts total cost.  Th�s �s remarkably cons�stent �n construct�on projects, and �t these 
elements that should be �dent�fied for value eng�neer�ng study.  They can be read�ly 
�dent�fied from the cost model, and rev�ew of the est�mates w�ll �dent�fy those most 
appropr�ate for study.

THe job plAn

A value eng�neer�ng study �s usually conducted �n a workshop form, and must be 
systemat�c and well organ�zed.  In order to ach�eve th�s �t conforms to a well-defined 
job plan, wh�ch has e�ght phases:

Phase 1:  Project selectIon

The subject(s) for study w�ll be �dent�fied dur�ng th�s phase.  Note that value eng�neer-
�ng �s appl�cable at all phases of the project cycle, and that �n general, the earl�er the 
study �s carr�ed out, the more effect�ve �t �s l�kely to be.  Thus, the dec�s�on to bu�ld 

•
•
•
•
•
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can be a s�gn�ficant Value eng�neer�ng study �n �tself, and �f pos�t�ve, success�ve stud-
�es w�ll �mprove the cost effic�ency of the project.

Phase 2:  InFormatIon

Dur�ng th�s phase, gather all the pert�nent �nformat�on ava�lable.  Th�s w�ll �nclude:
•	 Plann�ng and value object�ves

•	 Cost model data
•	 Cost est�mates
•	 Des�gn and performance �nformat�on
•	 L�fe cycle cost data
•	 Organ�ze the workshop

Phase 3:  FunctIonal analysIs

Rev�ew cr�ter�a and cost est�mates, and �dent�fy funct�ons.  Th�s w�ll �nclude:

•	 Ident�fy funct�ons �nclud�ng aesthet�c funct�ons
•	 Class�fy funct�ons
•	 Establ�sh target worth 
•	 Evaluate funct�on / cost / worth relat�onsh�p
•	 Refine scope of study for value �mprovement

Phase 4:  Idea generatIon

The object�ve of th�s phase �s to generate as many creat�ve �deas as poss�ble.  Th�s 
should be ach�eved by “bra�nstorm�ng” and �t �s �mportant not to pre-judge any �deas, 
rather to encourage act�ve part�c�pat�on by the team members.  The team leader 
should wr�te down all the �deas as they are suggested so that they can all be rev�ewed, 
or bu�lt upon, dur�ng the workshop.

Phase 5:  evaluatIon

At th�s stage all the �deas generated should be evaluated, cr�t�c�zed, and tested.  It 
w�ll be necessary to est�mate the cost of each �dea, and to determ�ne wh�ch offers the 
best-cost sav�ngs potent�al.  The process w�ll �nclude:

Comb�n�ng and mod�fy�ng �deas
Screen�ng out those wh�ch do not meet cr�ter�a
Develop�ng evaluat�on cr�ter�a 
Rank�ng �deas
Cost to develop �dea
T�me to �mplement �t
Probab�l�ty of �mplementat�on
Potent�al benefit 

•
•
•
•
•
•
•
•
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Phase 6:  develoPment

Select alternat�ves and prepare final recommendat�ons for �mplementat�on th�s w�ll 
�nclude:

Prepar�ng est�mates �nclud�ng l�fe cycle costs where relevant
Develop�ng requ�red act�ons
Select first and second cho�ces
Develop conv�nc�ng facts
Prepare wr�tten recommendat�ons

Phase 7:  PresentatIon

The value eng�neer�ng team w�ll make �ts presentat�on of �ts find�ngs and recom-
mendat�ons to the respons�ble author�ty.  The �n�t�al presentat�on should be oral and 
supplemented by a conc�se wr�tten report.

Phase 8:  ImPlementatIon

Typ�cally, th�s w�ll be the jo�nt respons�b�l�ty of the value eng�neer�ng team and the 
management of the LG.  At th�s t�me they should dec�de wh�ch of the recommenda-
t�ons should be �mplemented, and develop a plan for do�ng so.  Obv�ously, th�s �s 
the most �mportant phase and care must be taken to ensure that related factors are 
taken �nto cons�derat�on.  These w�ll �nclude:

How should they be �mplemented?
What should be changed and �n what sequence?
Who should do �t?
How long should �t take?
Are there any deadl�nes?
How much w�ll �t cost to �mplement?
What are the consequences of delay?

The value eng�neer�ng team—should be lead by a profess�onal sk�lled �n the 
subject.  The team leader w�ll be supported by a mult�-d�sc�pl�ne group of profess�on-
als reflect�ng the nature of the project.  The des�gners should be represented at the 
workshop, but should not be members of the value eng�neer�ng team �tself.

Potent�al “roadblocks”—Value eng�neer�ng �s �nnovat�ve and creat�ve.  Although 
�t �s a techn�que, wh�ch has the potent�al for sav�ng LGs substant�al sums of money 
and creat�ng better �nvestments, �t �s often subject to cr�t�c�sm and res�stance.  The 
follow�ng �s a l�st of typ�cal “roadblocks” wh�ch the value team w�ll probably meet, and 
have to overcome 

“We have always done �t th�s way.”
“It w�ll take too long.”
“The LG has plenty of money.”
“Why change?”
“The plans and spec�ficat�ons say so.”

•
•
•
•
•

•
•
•
•
•
•
•

•
•
•
•
•
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“Safety �s at stake.”
“It’s never been done that way before.”
“We have the best system already.”
“The �dea �s too rad�cal.”
“It’s not feas�ble.”
“It’s �mposs�ble,” and
Pr�de of ownersh�p/ authorsh�p.

reAl eSTATe AnAlySiS

In countr�es around the world, LGs are �n the pos�t�on of own�ng real estate.  To at-
tract pr�vate cap�tal from banks, �nst�tut�onal �nvestors, or �nd�v�dual �nvestors, they 
must be prepared to follow the same real estate analys�s that would be done �n the 
pr�vate sector.  LGs must be careful to accurately value both the costs and the ben-
efits of development.

WHAT iS reAl eSTATe inveSTMenT AnAlySiS?  

Real estate �nvestment analys�s �s a process of evaluat�ng the r�sks and returns of a 
long-term �nvestment �n �ncome-produc�ng real estate.  The “development budget” �s 
one component of a real estate �nvestment analys�s.

The pr�vate sector �nvestment process �s dr�ven by the financ�al return on �n-
vestment, wh�ch �s dependent upon the ab�l�ty to rent or sell the property.

WHen iS THe developMenT budgeT prepAred?  

L�ke the publ�c sector, the development budget �s est�mated �n advance by the de-
veloper, depend�ng upon the demand for the property type and the financ�al sources 
ava�lable.  A change �n the development budget w�ll �mpact the financ�al return to the 
�nvestor, and therefore there �s a need to control the budget.

WHoSe perSpeCTive iS iMporTAnT To ConSider in A reAl eSTATe AnAly-
SiS?  

A supply and demand analys�s of real estate serv�ces �s requ�red from two perspec-
t�ves:

Tenant’s perspect�ve.  Customer preferences for serv�ces and ab�l�ty to pay 
for them (demand), as well as ex�st�ng and compet�ng projects (supply).  
V�ew�ng the �nvestment from the tenant’s perspect�ve helps the �nvestor 
determ�ne the expected net �ncome, and any var�at�ons dur�ng the per�od 
of ownersh�p.
Equ�ty �nvestor’s perspect�ve.  The equ�ty �nvestor must analyze the 
expected future �ncome (from rental and future d�sposal) of the property.  
Th�s analys�s �ncludes calculat�ng the expected �ncome, and what r�sk 
�s assoc�ated w�th �t �n the future.  Market analys�s helps determ�ne the 
relat�onsh�p between value, r�sk, and cash flow from the �nvestment.

•
•
•
•
•
•
•

•

•
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WHo needS To perForM An inveSTMenT AnAlySiS?  

Banks, pr�vate �nvestors and �nst�tut�onal �nvestors, w�ll requ�re feas�b�l�ty analys�s to 
evaluate returns on the�r �nvestment, and the r�sks assoc�ated w�th those returns.

WHAT iS THe inveSTMenT deCiSion MAking proCeSS?  

There are five bas�c steps �n the dec�s�on mak�ng process:

Step 1: Ident�fy goals, object�ves, and constra�nts of the var�ous 
part�c�pants �n the �nvestment process that an �nvestment must sat�sfy �n 
order to be acceptable.  These w�ll �nclude:

Equ�ty �nvestor,
Mortgage lender,
Tenant, and
Government.

Step 2: Analyze the overall �nvestment env�ronment �n wh�ch the 
�nvestment dec�s�on must be made:

The market,
The legal background, and
The soc�o-pol�t�cal s�tuat�on.

Step 3: Forecast the future benefits and costs (cash flows) ar�s�ng 
from the ownersh�p of the �nvestment.  Th�s w�ll �nclude:

Cash flow from operat�on,
Potent�al gross �ncome,
Effect�ve gross �ncome,
Net operat�ng �ncome,
Before tax cash flow,
After tax cash flow, and
Cash flow from revers�on.

•	 Step 4: Apply cr�ter�a for dec�s�on mak�ng.
•	 Step 5: Perform d�scounted cash flow analys�s.
•	 Step 6: Accept or reject the �nvestment.

WHAT Are THe STepS in A reAl eSTATe MArkeT AnAlySiS?  

There are five essent�al steps �n a Real Estate Market Analys�s:

•	 Step 1: Del�neate the market area
•	 Step 2: Analyze the demograph�c character�st�cs:

H�stor�cal populat�on growth

•

•
•
•
•

•

•
•
•

•

•
•
•
•
•
•
•
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Est�mated future populat�on growth
Age d�str�but�on
Number of households
Locat�on preferences
Typ�cal s�ze of un�ts 
Amen�t�es and bu�ld�ng serv�ces prov�ded

•	 Step 3: Cons�der factors �nfluenc�ng demand for real estate:

Employment trends
Income data
Econom�c base of the ne�ghbourhood

•	 Step 4: Analyze supply s�de of the market:

Bu�ld�ng and construct�on market
Hous�ng market trends
Mortgage market trends
Inventory of ex�st�ng compet�t�on

•	 Step 5: Invest�gate pol�t�cal and legal cond�t�ons

Land use plann�ng
Zon�ng
Bu�ld�ng Codes
LG serv�ces
Ecolog�cal cons�derat�ons
Property taxes

Factors to Consider in a real estate Market Analysis report
 Spec�fy research d�rect�on:
 _____ What dec�s�on �s the �nvestor try�ng to make?
 _____ What are the �nvestor’s goals and object�ves?
 _____ Include both pr�mary and secondary data:
 _____ Pr�mary data helps the �nvestor determ�ne the tastes and preferences of 

the part�cular segment of the real estate market to wh�ch an �nvestment �s 
a�med.  It �ncludes �nvestor surveys, vacancy surveys, rental rates, tenant 
profiles, and operat�ng expense levels of compet�ng �nvestments.

 _____ Secondary data �s collected for some purpose other than the �mmed�-
ate study.  It �s collected from the census bureau, trade assoc�at�ons, 
and plann�ng agenc�es.  Because of �ts more general nature, �ts major 
weakness �s that �t frequently does not fit the �nvestment process very 
prec�sely.

•
•
•
•
•
•

•
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Include and cons�der econom�c �nd�cators:
 _____ Local econom�es are typ�cally �nterdependent w�th reg�onal and nat�onal 

econom�es, and some rental markets are greatly �nfluenced by changes �n 
econom�c cond�t�ons.

Expla�n stat�st�cs:
 _____ How do the stat�st�cs relate to the �nvestment dec�s�on?
Spec�fy supply and demand:
 _____ What �s the market?
 _____ What segment of the market does the project serve?
 _____ How does the project compare w�th compet�ng projects?
Correlate supply and demand:
 _____ Supply and demand factors should show expected rent levels, property 

values, and vacancy rates.  

The �nvestor must make a quant�tat�ve dec�s�on regard�ng the ab�l�ty to rent the 
�nvestment.  

the FInancIal analysIs

The �nvestor / developer w�ll prepare a financ�al analys�s wh�ch has three compo-
nents:

•	 Developer’s pro-forma: a one-year’s analys�s of �ncome, expenses, debt serv-
�ce, and cash flow.

•	 Project budget: acqu�s�t�on costs, construct�on costs, and assoc�ated fees.
•	 F�ve to ten year forecast of �ncome, expenses, debt serv�ce, and cash flow.

develoPment Pro-Forma

The developer / �nvestor w�ll analyze the cash flow from operat�on of the stab�l�zed 
year.  Important calculat�ons and rat�os are:

•	 Net operat�ng �ncome—(Est�mated rent per un�t x number of un�ts) - (va-
cancy + bad debt allowance) + m�scellaneous �ncome - operat�ng expenses).

• Operat�ng expenses—Expenses to the owner of the property, �nclud�ng 
management fee, ut�l�t�es for common property, and property taxes.

• Debt coverage rat�o—One cr�ter�on banks and other lend�ng �nst�tut�ons use 
to est�mate the max�mum amount of a loan for a real estate property �s the 
“debt coverage” rat�o.  The debt coverage rat�o �s the net operat�ng �ncome 
d�v�ded by the debt serv�ce.  Typ�cal debt coverage rat�os range from 1.15 to 
1.5 for large �ncome produc�ng propert�es.  The rat�o var�es depend�ng on 
the type of the project, the developer’s reputat�on w�th the lender, and the 
lender’s assessment of the r�sks �nvolved �n the part�cular project.

• Debt serv�ce—The debt serv�ce �s the payment to the lend�ng �nst�tut�on and 
�ncludes both the �nterest payment and amort�zat�on (repayment) of the 
or�g�nal loan.

• Before tax cash flow—Net operat�ng �ncome - debt serv�ce.
• Debt financ�ng—Th�s �s the total loan amount and �s dependent upon the 

length of the loan per�od (term), �nterest rate, and debt serv�ce.
• Equ�ty requ�rement—Equ�ty requ�red = development cost - debt financ�ng.
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The development cost (project budget) must be est�mated to calculate how much 
equ�ty �nvestment �s requ�red.

the Project Budget

The project budget has three ma�n components.

•	 Acquisition, land and land development costs—In the case of a renovat�on 
project, (e.g., an office bu�ld�ng or an apartment bu�ld�ng), the project budget 
must �nclude the ex�st�ng bu�ld�ng and land acqu�s�t�on costs.  In the case of 
new construct�on, the land cost �s �ncluded �n the budget.  The cost of ut�l�-
t�es (water, sewer, electr�c�ty, gas, etc.) to the s�te, may be pa�d by the LG, 
but often the �nfrastructure �s pa�d by the developer / �nvestor, and �s called 
“land development costs.”

•	 Construction costs—These w�ll be calculated �n exactly the same way as 
prev�ously d�scussed.

•	 Soft costs—These are fees for financ�ng of the development, arch�tecture / 
eng�neer�ng, legal, development management, project management, market-
�ng.  These costs are typ�cally between 15% and 50% of the project budget.  
They are less pred�ctable than the construct�on / hard costs, and are largely 
�nfluenced by the strateg�es of the developer / �nvestor.

A. Architecture / engineering fee—Usually calculated as a % of the con-
struct�on cost.  Typ�cal fees are �n the range 4% - 6% for new construc-
t�on and 6% - 10% for renovat�on projects, and depend�ng on the s�ze of 
the project.

B. Legal fee—Legal fees are dependent upon the complex�ty of the project, 
and can vary from 1% - 10% of the project costs.

C. Project management fee—The project manager �s respons�ble for the 
day-to-day management of the project.  He �s the key po�nt of contact 
for government offic�als, the arch�tect, and the contractor.  The project 
management fee �s typ�cally between 3% - 5% of the project costs.

D. Developer fee and profit—The development fee �s a component of the 
budget, wh�ch should be negot�ated �n advance.  It �ncludes the fee and 
/ or, profit, wh�ch are to be pa�d to the developer dur�ng project develop-
ment, usually at project complet�on.  Th�s �s exclus�ve of any proceeds 
wh�ch may be pa�d to the developer after project complet�on, and wh�ch 
are dependent upon the financ�al performance of the �nvestment.

E. Marketing fee—To sell property �n the U.S., brokers w�ll rece�ve a fee �n 
the range of 3% - 7% of the sale pr�ce.  Your country may also have th�s 
bus�ness custom.

F. Financing fees—These are the fees pa�d to brokers for land and bu�ld�ng 
purchases before construct�on, and the fee pa�d to obta�n the construc-
t�on financ�ng.  Note also that construct�on financ�ng usually has a h�gh-
er �nterest rate (usually several percentage po�nts) than the permanent 
financ�ng �nterest rate, and �s related to the h�gher r�sk �nvolved.  The 
financ�ng fee can be d�v�ded �nto two components:
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1. Land and existing building financing—Purchase of land �s usu-
ally well �n advance of construct�on, and therefore the financ�ng 
for land (and bu�ld�ng, �f �t �s a renovat�on project) w�ll be for 
a longer term than for the construct�on financ�ng.  Developers 
typ�cally try to m�n�m�ze th�s port�on of the financ�ng by struc-
tur�ng an agreement or “opt�on” to buy the land �n the future, for 
an establ�shed pr�ce.

2. Construction financing—Th�s �s based upon the construct�on 
costs, and some of the “soft” costs (usually arch�tectural, legal, 
and project management fees).  It �s based upon the length of 
construct�on, the financ�ng rate, and the d�sbursement rate of 
the funds.  S�nce the t�m�ng / need for funds occurs throughout 
the length of the project, the ent�re amount �s not borrowed at 
the outset, and the money �s d�sbursed by the lender �n phases.  

cash FloW analyses

The developer must analyze the project cash flow, to determ�ne the proceeds ava�lable 
to pay back the equ�ty �nvestors.  The cash flow for the �nvestment w�ll determ�ne the 
return to the �nvestors.

The cash flow analys�s w�ll compr�se:

The �n�t�al �nvestment,
Yearly cash flow from operat�ons,
Cash flow from revers�on (future sale), and
Income from revers�on (sale).

One method of est�mat�ng the proceeds from a future sale of real estate �s by 
cap�tal�z�ng the net operat�ng �ncome: 

Value = Net Operat�ng / Cap�tal�zat�on Rate.
 

Cap�tal�zat�on rates can be der�ved by analyz�ng the rat�o of net operat�ng �n-
come to the value of other current transact�ons.

Discounted Cash Flow Models

The return on an �nvestment �n real estate may be measured as a ser�es of cash flows 
plus a “revers�on” at the end of the �nvestment per�od, when the project �s sold to 
someone else.  Most �nvestors use a “d�scounted cash flow” model as a bas�s for dec�-
s�on mak�ng.  To develop a cash flow model, future cash flows need to be forecast, 
then d�scounted at the requ�red rate of return.  D�scounted cash flow models recog-
n�ze that a Euro today, �s worth more than a Euro tomorrow.  Two models are used 
to calculate and evaluate the d�scounted cash flow:

•
•
•
•
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Net present value (NPV) method—When mak�ng a net present value 
calculat�on, the �nvestor needs to select a “d�scount rate” equal to the 
m�n�mum rate of return des�red on the �nvestment.  If the calculat�on re-
sults �n a pos�t�ve net present value, the rate of return �s h�gher than the 
m�n�mum acceptable, and the �nvestment would therefore be cons�dered 
worthwh�le.
The internal rate of return—The �nternal rate of return �s the rate, wh�ch 
makes the present value of future cash flows equal to the �n�t�al equ�ty 
�nvestment.

Comparison of Two investments using the net present value Method
discount rate 16% initial investment eu 18,165

Year Investment 1
Annual Cash Flow

Present
Value

Investment 2
Annual Cash Flow

Present 
Value

1 900 776 2,000 1,724
2 900 669 2,000 1,486
3 700 448 2,000 1,281
4 2,000 1,105 2,000 1,105
5 1,565 745 2,000 952
6 1,543 633 2,000 821
7 2,000 708 2,000 708
8 2,637 804 2,000 610
9 2,408 633 2,000 526

10 3,515 797 2,000 453
Revers�on 56,000 12,694 46,000 10,427

Totals 74,168 20,012 66,000 20,094
(18,165) (18,165)

Net Present Value 1,847 1,929

It can be seen from the example above, that Investment 2 has a h�gher net 
present value, and would therefore be cons�dered the best �nvestment.

1.

2.
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PART TWO:  MANAGEMENT TOOLS

purpoSe

Cap�tal �nvestment plann�ng �s the systemat�c pract�ce of ant�c�pat�ng and budget-
�ng for �mportant �nfrastructure restorat�on, replacement or expans�on cons�stent 
w�th the financ�al capab�l�t�es of a local government. A pr�nc�pal obl�gat�on of local 
self government �s to prov�de and ma�nta�n a safe and serv�ceable �nfrastructure 
to support the del�very of essent�al publ�c serv�ces or to generate �ncome to pay for 
these serv�ces. Whether �ncluded as a part of the annual operat�ng budget or as a 
separate document, the one-year cap�tal budget of a LG �s �mportant as a plann�ng 
tool for schedul�ng and financ�ng essent�al publ�c projects.  In add�t�on, local govern-
ments that engage �n cap�tal �nvestment plann�ng and budget�ng are l�kely to have 
the�r cap�tal fund requests v�ewed w�th greater favour by “bus�ness- m�nded” lend�ng 
�nst�tut�ons.

The �nfrastructure of a commun�ty cons�sts of �ts cap�tal assets—roads, br�dg-
es, water systems, dra�nage structures, sewerage works, parks, and var�ous pub-
l�c-owned bu�ld�ngs.  As the �nfrastructure ages, becomes obsolete, or suffers from 
wear and tear, dec�s�ons must be made about the �nvestment of publ�c funds for �ts 
restorat�on or replacement.  Publ�c agenc�es throughout the world �nvest large sums 
of money each year �n publ�c works construct�on.  Ineffect�ve procedures for manag-
�ng construct�on costs can lead to cost overruns and subject government to publ�c 
cr�t�c�sm for what �s v�ewed as the unw�se �nvestment of publ�c funds.  There �s a 
un�versal need for �mprovement �n manag�ng the cost of �nvestments �n publ�c works 
projects, part�cularly �n trans�t�on countr�es w�th �nadequate record keep�ng systems 
and �nformat�on for real�st�c cap�tal budget�ng. 

Th�s workshop �s �ntended to prov�de local offic�als w�th the ab�l�ty to plan and 
recommend pr�or�t�es for financ�ng the restorat�on, replacement, or expans�on of 
essent�al cap�tal fac�l�t�es.  It �s also �ntended to ass�st local government offic�als 
�n establ�sh�ng effect�ve procedures for cost management throughout the construc-
t�on cycle and prov�de them w�th the tools for plann�ng and manag�ng publ�c work 
projects.

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 con-
cepts of capital investment planning.

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.
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7.1 WArM-up exerCiSe: roAdbloCkS To CreATiviTy

Part�c�pants take part �n an �ntroductory exerc�se that explores typ�cal barr�ers to cre-
at�ve th�nk�ng �n organ�zat�ons �nclud�ng the�r own local governments.  (30 m�nutes)

7.2 WArM-up exerCiSe: WHiCH AuToMobile To buy

Part�c�pants cons�der purchase alternat�ves and make a dec�s�on based on a determ�-
nat�on of the best long-term value.  (20 m�nutes)

7.3 TrAiner preSenTATion

Br�ef concept presentat�on based on the preced�ng essay that descr�bes cap�tal budg-
et�ng as an �mportant plann�ng tool for the development, preservat�on and restorat�on 
of essent�al cap�tal fac�l�t�es.  (30 m�nutes)

7.4 exerCiSe: developing CApiTAl budgeT poliCieS

Part�c�pants, �n small groups, wr�te pol�cy statements that are su�table for adopt�on 
by the�r local governments to gu�de the adopt�on, development, and �mplementat�on 
of a cap�tal budget.  (60 m�nutes)

7.5 exerCiSe: THe CASH FloW dileMMA 

Part�c�pants, �n groups, analyze a project w�th a ser�ous cash flow defic�ency to draw 
conclus�ons and propose remed�es.  (60 m�nutes)

7.6 exerCiSe: inFrASTruCTure CondiTion AnAlySiS

Part�c�pants explore var�ous methods for obta�n�ng data on the cond�t�on of the �nfra-
structure �n the�r commun�t�es us�ng a checkl�st and tasks prov�ded by the �nstruc-
tor.  (90 m�nutes)

7.7 exerCiSe: vAlue MAnAgeMenT

Part�c�pants work �nd�v�dually and �n small groups to dec�de on wh�ch vendor to use 
for a h�gh cost purchase us�ng mult�ple cr�ter�a and matr�x analys�s.  (180 m�nutes)

7.8 role plAy/CASe STudy: beTTer roAdS For poSHenko

Part�c�pants role play a s�tuat�on �nvolv�ng finance board del�berat�on on project pr�-
or�t�es for cap�tal fac�l�ty financ�ng presented by the finance d�rector and d�scuss 
�mpl�cat�ons of the case for the�r own local governments.  (120 m�nutes)

7.9 role plAy exerCiSe: THe CHAnge order requeST

Part�c�pants take part and observe a role play �nvolv�ng a d�spute over a contractor’s 
cla�m for a change �n the scope of a road and br�dge construct�on contract.  (90 m�n-
utes) 
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7.10 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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7.1  WArM-up exerCiSe:  roAdbloCkS To CreATiviTy

TiMe required:

30 m�nutes

purpoSe

Enable part�c�pants to recogn�ze barr�ers to the �ntroduct�on of new concepts or ways 
of do�ng th�ngs w�th�n local government organ�zat�ons.

proCeSS

Introduce the exerc�se by po�nt�ng out that, �n many organ�zat�ons, creat�ve th�nk�ng 
and new �deas are blocked by the law, local pol�cy, custom, trad�t�on, convent�onal 
th�nk�ng, or the organ�zat�on’s culture overall.  Somet�mes the barr�ers are �nadvert-
ent such as the bel�ef that someth�ng can’t be done for no other reason than �t never 
has.  Somet�mes they are purposeful such as legal proh�b�t�ons or strong trad�t�ons 
that support ex�st�ng work pract�ces.  Then, on a chart pad, wr�te th�s quest�on:

What barriers prevent our local government from being fully open to 

the introduction of new concepts, policies, and work practices?

In groups of five or s�x, ask part�c�pants to th�nk of as many answers to th�s 
quest�on as they can.  The�r responses w�ll l�kely �nclude such th�ngs as:

Nat�onal government
The law
Mayor
Govern�ng body
Custom or trad�t�on
Lack of sk�lls
Employee res�stance
Cost

After about ten m�nutes, ask each group to appo�nt a spokesperson to �dent�fy a 
few of that group’s barr�ers.  After these barr�ers have been �dent�fied, ask each group 
to go through �ts own l�st and �dent�fy wh�ch of the �tems on the l�st actually are under 
the�r own control as opposed to the control of others. 

Follow�ng th�s group act�v�ty, engage part�c�pants �n a d�scuss�on us�ng all of 
some of these quest�ons:

Were you surpr�sed to see such a long l�st of barr�ers?
For those �tems over wh�ch you have some control, what m�ght be done to 
reduce them as barr�ers?

•
•
•
•
•
•
•
•

•
•
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For those over wh�ch you have l�ttle or no control, what m�ght be done to 
allev�ate or work around them?

•
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7.2  WArM-up exerCiSe:  WHiCH AuToMobile To buy

TiMe required 

20 m�nutes

purpoSe

Introduce part�c�pants to the �ssues �nvolved �n cost control and management by en-
gag�ng them �n a fam�l�ar purchase dec�s�on.

proCeSS

Tell part�c�pants that gett�ng the most value for the least cost over t�me �s an �mpor-
tant object�ve �n personal plann�ng as well as publ�c works plann�ng.  To �llustrate the 
pr�nc�ple, handout cop�es of the purchase problem shown on the next page. 

G�ve part�c�pants about 10 m�nutes solve the problem.  Ask volunteers to d�s-
close the�r answers.  After several volunteers have g�ven the�r answers, g�ve the cor-
rect answer: Automobile 1.  Ask part�c�pants what can be learned about manag�ng the 
cost of publ�c work projects from th�s s�mple exerc�se.  Encourage a d�scuss�on.
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Which Automobile Would you buy?

Imag�ne that you are about to purchase an automob�le.  The cho�ces have narrowed 
to two automob�les that are equal �n almost every respect.  Your object�ve �s to pur-
chase the automob�le that w�ll cost you the least to own and operate over the next five 
years.  Based on your dr�v�ng exper�ence dur�ng the last five years, you expect to put 
12,000 m�les per year on your next automob�le.  In compar�ng the two automob�les, 
you cons�der these facts.

Alternatives Purchase 
Price

Service Cost Fuel Expense

Automob�le 1 $ 29,500 4 year full warranty or 50,000 
m�les, wh�chever comes first; 
average serv�ce cost of $150/
month thereafter 

20-mpg average.  
Automob�le 1 uses 
prem�um grade fuel 
at a cost of $2.50/ 
gallon

Automob�le 2 $ 27,500 1 year full warranty; average 
serv�ce cost of $130/month 
thereafter 

25-mpg average.  
Automob�le 2 uses 
med�um grade fuel 
at a cost of $2.30/ 
gallon 

Wh�ch of the two automob�les would be the best buy cons�der�ng your purchase ob-
ject�ve?
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7.3  exerCiSe:  TrAiner preSenTATion

TiMe required

30 m�nutes

purpoSe

Th�s presentat�on �s to prov�de part�c�pants w�th �deas and perspect�ves on cap�tal �n-
vestment plann�ng and cap�tal budget�ng as a conceptual foundat�on for the exerc�ses 
�ncluded �n th�s workshop.

proCeSS

Prepare the presentat�on based on �nformat�on covered by the preced�ng essay on 
cap�tal budget�ng.  Emphas�ze the need for a pol�cy base to support the pract�ce of 
long-range cap�tal plann�ng and financ�ng.  Descr�be the var�ous methods for comp�l-
�ng and ma�nta�n�ng �nformat�on on cap�tal fac�l�ty cond�t�on as a bas�s for plann�ng.  
And d�scuss pr�or�ty sett�ng and agree�ng on a long-range financ�al plan for �nfra-
structure �mprovement, replacement, or restorat�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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7.4  exerCiSe:  developing CApiTAl budgeT poliCieS

TiMe required

90 m�nutes

purpoSe

Th�s exerc�se �s to g�ve part�c�pants exper�ence �n �dent�fy�ng areas of needed pol�cy 
development and sk�ll �n wr�t�ng spec�fic pol�cy statements on the adopt�on, develop-
ment and �mplementat�on of a cap�tal budget appropr�ate for use by the�r respect�ve 
local governments.

proCeSS

G�ve each part�c�pant a copy of the follow�ng worksheet.  Expla�n that the worksheet 
�s des�gned for the�r use to comp�le �nformat�on on cap�tal �nvestment plann�ng and 
budget�ng pol�c�es that may have been or should be adopted by the local governments 
be�ng served by part�c�pants.  After th�s �ntroduct�on, ask part�c�pants to complete 
the worksheet follow�ng �nstruct�ons.  G�ve part�c�pants about 30 m�nutes to com-
plete the worksheet. 

When part�c�pants have completed the�r worksheets, ass�gn them to small 
groups of about five to s�x.  Ask part�c�pants �n each small group to compare �n-
d�v�dual results of the worksheet exerc�se and to prepare a group l�st of suggested 
pol�cy statements that they agree would be of benefit to the�r local governments �n 
prepar�ng and �mplement�ng a cap�tal budget.  Ask each group to wr�te the result�ng 
pol�cy statements on a chart pad for ease of presentat�on.  Allow the groups about 30 
m�nutes to complete the ass�gnment and report back.

When all of the groups have returned, ask for reports from each group and en-
gage part�c�pants �n a d�scuss�on focused on the �mpl�cat�ons of the exerc�se for the 
adopt�on and use of cap�tal budget�ng pol�c�es l�ke these by the�r local governments.
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Worksheet – developing Capital budget policies

Instructions.  Th�s worksheet �ncludes examples of pol�c�es on cap�tal �nvest-
ment plann�ng and budget�ng.  The pol�cy statements are �ntent�onally broad and 
general.  However, they are bel�eved useful as formats for the des�gn of more spec�fi-
cally worded pol�c�es su�table for use by the local governments w�th wh�ch you and 
your colleagues are assoc�ated.  Read and d�scuss the first pol�cy statement.  After 
read�ng �t, answer each of the quest�ons about the pol�cy �nclud�ng how �t m�ght be 
rev�sed or reworded to have value as a gu�de for cap�tal �nvestment plann�ng and 
budget�ng by your local government.  Cont�nue �n th�s way unt�l you have responded 
to all of the pol�cy statements on the worksheet.  Complete the worksheet by �nd�cat-
�ng any other subjects for pol�c�es on cap�tal �nvestment plann�ng and budget�ng.

policy Statement no. 1
Our LG w�ll project future operat�ng costs assoc�ated w�th new cap�tal projects and 
w�ll �nclude them �n long-range budget forecasts.
My government has a pol�cy s�m�lar to th�s   Yes __ No __ 
If “yes,” go on to Pol�cy Statement No. 2.
If “no,” do we need such a pol�cy?   Yes __ No __ 
If “yes,” I would prefer th�s word�ng.
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

If “no,” my reason�ng �s as follows.
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

policy Statement no. 2
Our LG w�ll develop and follow mult�-year ma�ntenance and replacement schedules.
My government has a pol�cy s�m�lar to th�s   Yes __ No __ 
If “yes,” go on to Pol�cy Statement No. 3.
If “no,” do we need such a pol�cy?   Yes __ No __ 
If “yes,” I would prefer th�s word�ng.
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” my reason�ng �s as follows.
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 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

policy Statement no. 3
Our LG w�ll allocate ___% of �ts general operat�ng fund revenues for cash cap�tal �n-
vestments.
My government has a pol�cy s�m�lar to th�s   Yes __ No __
If “yes,” go on to Pol�cy Statement No. 4.
If “no,” do we need such a pol�cy?   Yes __ No __
If “yes,” I would prefer th�s word�ng.
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” my reason�ng �s as follows.
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

policy Statement no. 4
Our LG w�ll develop a mult�-year plan for cap�tal �mprovement projects, update �t an-
nually, and make all cap�tal �nvestments �n accordance w�th the plan.
My government has a pol�cy s�m�lar to th�s   Yes __ No __ 
If “yes,” go on to Pol�cy Statement No. 5.
If “no,” do we need such a pol�cy?    Yes __ No __ 
If “yes,” I would prefer th�s word�ng.
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

If “no,” my reason�ng �s as follows.
 ________________________________________________________________________________
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 ________________________________________________________________________________

 ________________________________________________________________________________

policy Statement no. 5
Our LG w�ll develop cr�ter�a to evaluate and pr�or�t�ze each cap�tal project.
My government has a pol�cy s�m�lar to th�s  Yes __ No __
If “yes,” wr�te add�t�onal pol�cy statements �n the space below.
If “no,” do we need such a pol�cy?   Yes __ No __
If “yes,” I would prefer th�s word�ng.
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

If “no,” my reason�ng �s as follows.
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

My local government has adopted or should adopt add�t�onal pol�c�es on cap�tal �n-
vestment plann�ng and budget�ng such as the follow�ng:
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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7.5  exerCiSe:  THe CASH FloW dileMMA

TiMe required

 60 m�nutes 

purpoSe

Th�s exerc�se �s to prov�de part�c�pants w�th pract�ce recogn�z�ng and analyz�ng the 
�mpl�cat�ons of a cash flow defic�ency for the ult�mate success or fa�lure of a project. 

proCeSS

Ask part�c�pants to recall the d�scuss�on dur�ng the preced�ng presentat�on on the 
�mportance of project mon�tor�ng for contract compl�ance and cost control.  G�ve each 
part�c�pant a sheet of paper conta�n�ng a copy of the figure drawn on the next page.  
Expla�n that the figure �s meant to compare “actual” w�th “planned” cash flow on a 
s�zeable project over the first n�nety days.  The planned durat�on of the project �s five 
months.

G�ve part�c�pants a few m�nutes to rev�ew the chart.  When everyone appears 
to have completed the task, ask part�c�pants to form �nto several small d�scuss�on 
groups to answer the follow�ng quest�ons:

How would you appra�se the progress of th�s project from the �nformat�on 
presented �n the chart?
What are the �mpl�cat�ons of th�s appra�sal for the ult�mate success of th�s 
project?
What act�on or act�ons m�ght or should have been taken and when to 
keep th�s project on schedule?

G�ve the small groups about 20 m�nutes to answer the three quest�ons.  At the 
end of th�s t�me, ask each group to share �ts answers to each of the three quest�ons.  
Ask a final quest�on to fin�sh the exerc�se.  What can be learned from th�s d�scuss�on 
about the role of local government �n ensur�ng contract compl�ance w�th respect to 
performance, qual�ty, and cost?  D�scuss�on.

1.

2.

3.
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7.6  exerCiSe:  inFrASTruCTure CondiTion AnAlySiS

TiMe required

90 m�nutes

purpoSe

To prepare part�c�pants to conduct a cond�t�on assessment of the �nfrastructure �n 
the�r commun�t�es.

proCeSS

G�ve part�c�pants a copy of the Infrastructure Condition Checklist (next page) and ask 
them to complete the checkl�st follow�ng the �nstruct�ons. 

When part�c�pants have completed the checkl�st, d�v�de them �nto small groups 
of five or s�x.  Ask part�c�pants �n each small group to compare the�r responses to the 
checkl�st and to complete the follow�ng group tasks:

Ident�fy methods for assess�ng the cond�t�on of cap�tal fac�l�t�es that are be�ng 
under-ut�l�zed by part�c�pat�ng local governments and spec�fy ways that these meth-
ods can be used more effic�ently �n the future.

Ident�fy methods for assess�ng the cond�t�on of cap�tal fac�l�t�es that are not be-
�ng used at all and determ�ne what can be done by local governments to beg�n us�ng 
them.

G�ve small groups approx�mately 45 m�nutes to complete these tasks.  When 
they have reassembled, ask each small group for a report.  Conclude w�th a general 
d�scuss�on of cond�t�on analys�s and why �t �s an essent�al step �n select�ng pr�or�t�es 
for the cap�tal budget.
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infrastructure Condition Checklist

Instructions.  Th�s checkl�st �s des�gned to ass�st you �n �dent�fy�ng appropr�ate ways 
to assess the cond�t�on of var�ous components of your commun�ty’s �nfrastructure 
as a bas�s for sett�ng pr�or�t�es for �mprovement, restorat�on, or preservat�on.  Three 
types of �nfrastructure are l�sted �n the first column.  Oppos�te each type are several 
methods of assess�ng �ts cond�t�on.  The final three columns are for your use to �den-
t�fy �f your local government e�ther “uses now,” “does not use, but should,” or “does 
not use and can’t” for each of the methods.  Place the check marks where they apply 
for your local government for each of the three �nfrastructure types on the checkl�st.  
You have completed the checkl�st when you have checked one of the three responses 
for each method �n each of the �nfrastructure-type categor�es.

Infrastructure
Type

Condition as-
sessment prac-
tices

We do 
this
Now

We don’t do
this, but
should

We don’t do
this and

can’t
1. Roads, br�dges, 

traffic l�ghts, 
culverts

V�sual �nspec-
t�ons by staff or 
consultants.
Eng�neer�ng 
analys�s and 
technology.
Repa�r type, cost 
and frequency 
analys�s.
Compla�nt and 
serv�ce �nterrup-
t�on analys�s.
Rev�ew of cap�tal 
fac�l�ty plann�ng 
stud�es.
Compar�son 
w�th serv�ce/
�ndustry stand-
ards.

Data from c�t�-
zen surveys.
Other
________________
________________

2. Underground 
fac�l�t�es (wa-
ter l�nes, sewer 
l�nes, storm 
water l�nes)

V�sual �nspec-
t�ons by staff or 
consultants.

Eng�neer�ng 
analys�s and 
technology.
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Repa�r type, cost 
and frequency 
analys�s.
Compla�nt and 
serv�ce �nterrup-
t�on analys�s.
Rev�ew of cap�tal 
fac�l�ty plann�ng 
stud�es.
Compar�son 
w�th serv�ce/
�ndustry stand-
ards.
Data from c�t�-
zen surveys.
Other.

________________

________________

3. Publ�c bu�ld�ng 
and other phys�-
cal assets

V�sual �nspec-
t�ons by staff or 
consultants.
Eng�neer�ng 
analys�s and 
technology.
Repa�r type, cost 
and frequency 
analys�s.
Compla�nt and 
serv�ce �nterrup-
t�on analys�s.
Rev�ew of cap�tal 
fac�l�ty plann�ng 
stud�es.
Compar�son 
w�th serv�ce/
�ndustry stand-
ards.
Data from c�t�-
zen surveys.

Other.

________________

________________
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7.7  exerCiSe:  vAlue MAnAgeMenT

TiMe required

180 m�nutes   

purpoSe

Th�s exerc�se �s to prov�de part�c�pants w�th pract�ce �n analyz�ng the relat�ve value 
and worth of h�gh cost acqu�s�t�ons.

proCeSS

Tell part�c�pants they w�ll be work�ng for �n small groups on a task des�gned to s�m-
pl�fy the analys�s of complex �ssues.  Expla�n that cost �s not the only cons�derat�on 
�n many publ�c acqu�s�t�on dec�s�ons where a number of var�ables may be �nvolved.  
Use the example of buy�ng oranges.  If pr�ce were the sole cr�ter�on, then a s�mple 
rev�ew of pr�ces at d�fferent stores would read�ly �dent�fy the best buy and just�fy a 
purchase dec�s�on.  If, however, such factors as shape, sweetness, r�peness, ju�c�-
ness, prox�m�ty of the store, etc., are �mportant, then a dec�s�on may take cons�der-
ably more evaluat�on.  G�ve each part�c�pant a copy of a handout labelled Exhibit A.  
Ask them to read the handout.  Expla�n that the s�tuat�on �n the handout �s meant to 
demonstrate the pr�nc�ples of matr�x analys�s us�ng a s�mple �llustrat�on—choos�ng 
a vendor for oranges.     

After rev�ew�ng the example �n Exhibit A, g�ve part�c�pants cop�es of the hand-
outs labelled Exhibit B. D�v�de the part�c�pants �nto small groups and tell them to 
read the �nstruct�ons on the front page of the exh�b�t and then to perform the task 
descr�bed.  G�ve the small groups about n�nety m�nutes to complete the task and to 
report back for a d�scuss�on of results. 

After n�nety m�nutes, part�c�pants return.  Ask a representat�ve from each group 
to descr�be the group’s results and the process followed by the group �n complet�ng 
the task.  When all groups have reported, expla�n that the exerc�se was �ntended to 
demonstrate how mult�ple factors assoc�ated w�th complex dec�s�ons and the�r cost 
�mpl�cat�ons can be managed w�th proper plann�ng.  F�n�sh by ask�ng volunteers to 
cr�t�que the exerc�se and to g�ve examples from the�r own work exper�ences where th�s 
k�nd of analys�s would �mprove project cost management.
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exhibit A

Example—The s�tuat�on �n th�s example �s about choos�ng the best vendor as a 
source of oranges.  A dec�s�on could be made s�mply enough by select�ng a set of 
cr�ter�a, we�ght�ng the cr�ter�a (say, on a scale of 1 – 5, where 5 �s the h�ghest value) 
and add�ng up the results as shown �n Figure A.  As the figure shows, Vendor 4 rep-
resents the best buy.  However, the dec�s�on was made on an overall “best buy” bas�s 
rather than a more comprehens�ve cr�ter�a rank�ng process that takes �nto account 
the greater �mportance of some cr�ter�a than others.  Moreover, only one person was 
�nvolved �n mak�ng the dec�s�on thus �ntroduc�ng �nd�v�dual b�as and expectancy that 
m�ght skew the results �n a d�rect�on not �n the overall best �nterests of the organ�za-
t�on. 

Figure A

Vendor
A

Cost
B

Size
C

Sweetness
D

Juiciness
E

Store Loc. Total Points
1 3 4 5 4 2 18
2 4 3 4 3 1 15
3 4 4 3 3 3 17
4 3 5 3 5 3 19

In complex dec�s�ons, �t �s seldom des�rable to depend on a s�ngle dec�s�on 
source.  The follow�ng matr�x descr�bes a s�mple but effect�ve method for group dec�-
s�on mak�ng by allow�ng each �nd�v�dual to we�ght and rank cr�ter�a and to aggregate 
the results �nto a compos�te group result.  There are several steps �nvolved �n th�s 
process that beg�ns w�th �nd�v�duals work�ng separately.

Step 1.  Based on self-evaluat�on and preference, each �nd�v�dual dec�s�on mak-
er �n the example compares A (cost) w�th B (s�ze) and place the letter represent�ng 
the more �mportant �n the upper left hand block of the matr�x (Figure B).  Add to the 
block the appropr�ate we�ght factor (e.g., 1, 2, 3).  The we�ght factor �s h�gh (3) �f the 
dec�s�on �s urgent �n nature and low (1) �f the dec�s�on �s not urgent.  In the example, 
s�ze (B) �s cons�dered more �mportant than cost (A), and the dec�s�on �s moderately 
urgent (2).  The blocks �n the matr�x are filled �n by compar�ng each of the cr�ter�a 
w�th all the others − e.g., A to C (cost w�th sweetness): A to D (cost w�th ju�c�ness), and 
so forth – and add�ng the we�ght factor to each. 

Figure b
B C D E

A B2 A1 D3 E2

B B2 B1 B2

C C3 E2

D D2

E
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Step 2.  When the matr�x �s complete, and all the cr�ter�a have been compared, 
each �nd�v�dual adds the we�ght factors for each cr�ter�on (e.g., totals the values of the 
As (3), Bs (9), etc.) and enters the results �n the “we�ght factor” column �n Figure C.

      
Figure C

Criteria Weight Factor
A  (Cost) 1
B  (S�ze) 7

C  (Sweetness) 3
D  (Ju�c�ness) 5

E  (Vendor Locat�on) 4

Step �.  Now that the cr�ter�a are we�ghted �n order of preference, the analys�s 
shown �n Figure A can be re-evaluated by adjust�ng the or�g�nal scores to reflect the 
We�ght Factor for each cr�ter�on.  The result �s shown �n Figure D.

Note that �n th�s example, although Vendor 1 st�ll represents the best buy, 
based on the expressed �mportance of the select�on cr�ter�a, �t �s by a substant�ally 
enhanced marg�n, prov�d�ng a much h�gher level of confidence �n the dec�s�on.

Figure d

Vendor
A

Cost x 1
B

Size x 7
C

Sweet  x 3
D

Juice. x 5
E

Loc. x 4
Total

Points

1 3 28 15 20 8 74
2 4 21 12 15 4 56
3 4 28 9 15 12 68
4 3 35 9 25 12 84

When each �nd�v�dual has completed the rank�ng process as shown �n F�gure D, the 
results can be comb�ned w�th the results of other �nd�v�duals who are also do�ng the 
rank�ng to obta�n a compos�te, group result. 
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exhibit b

Instruct�ons
group Activity:

Step 1.  Th�nk of an example from the work exper�ence of one of your local gov-
ernments that �nvolved dec�d�ng on the best source for a h�gh cost acqu�s�t�on.  The 
s�tuat�on should �nvolve at least three compet�ng vendors for the �tem under cons�d-
erat�on.  Use the example for the rest of th�s exerc�se.

Step 2.  Hav�ng selected the h�gh cost �tem and compet�ng vendors, next choose 
a set of cr�ter�a by wh�ch to evaluate the su�tab�l�ty of each alternat�ve source.  Use 
the preced�ng example as a gu�de.  You should agree on no less than three cr�ter�a. 

Step �.  Draw a repl�ca of Figure 1 on a sheet of newspr�nt.  L�st each vendor 
be�ng evaluated by a number �n the left column of the figure and �dent�fy by name the 
cr�ter�on you have chosen on the top row, also g�v�ng each cr�ter�on a letter des�gna-
tor (see the preced�ng example).  Then, us�ng a scale of 1 – 5, ass�gn an appropr�ate 
we�ght to each cr�ter�on based on how well that vendor meets the cr�ter�on (e.g., 5 = 
vendor measures up extremely well; 1 = vendor measures up qu�te poorly).  Total the 
we�ghts for each cr�ter�on and enter the result �n the far r�ght column.   

Figure 1
Vendor A

________
B

________
C

________
D

________
E

________
Total Points

1
2
3
4
5

individual Activity: 
Step 1.  Based on personal evaluat�on and preference, compare cr�ter�on A w�th 

cr�ter�on B. Place the letter represent�ng the more �mportant �n the upper left hand 
cell of the matr�x �n F�gure 2.  Add a we�ght factor (a scale of 1–3 w�th one be�ng the 
lowest we�ght and three be�ng the h�ghest) to the letter.  The magn�tude of the we�ghts 
should reflect how urgent �t �s to get the dec�s�on made - �. e., 3 = extremely urgent; 2 
= somewhat urgent; and 1 = not at all urgent.  Then compare A w�th C; A w�th D; and 
so forth always add�ng the appropr�ate we�ght factor.  Cont�nue unt�l you have placed 
a letter and a number �n each cell of the matr�x.

Figure 2
B C D E

A
B                  

C

D

E
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Step 2.  When the matr�x �s complete, add the we�ght factors for each letter and 
total the values for cr�ter�on A, B, C, etc.  Enter the sum for each letter �n the column 
called “we�ght factor” to complete Figure �.

Figure 3
Letter Corresponding Criterion Weight Factor

A
B
C
D
E

group Activity:
Step 1.  Draw a repl�ca of Figure 4 on a sheet of newspr�nt.  Total the we�ght 

factors ass�gned by each member of the small group for each cr�ter�on �n the column 
labelled “Group We�ght Factor.”  Enter the rank�ng for each cr�ter�on based on the 
total group we�ghts, the h�ghest we�ght factor be�ng #1.  

Figure 4

Letter Criteria Weight Factor Ranking

A
B
C
D
E

Step 2.  Draw a repl�ca of Figure 5 on a sheet of newspr�nt.  Oppos�te each 
vendor, enter the we�ght ass�gned to each of the cr�ter�a mult�pl�ed by the we�ght from 
Figure 1 g�ven to that cr�ter�on for that vendor.  Follow the same procedure for each of 
the vendors be�ng evaluated.  Then, add the we�ghted po�nts for each cr�ter�on across 
and enter the total for each of the vendors.  The vendor w�th the h�ghest po�nt score 
represents the “best acqu�s�t�on” opportun�ty.  

   
Figure 5

Vendor A
________

B
________

C
________

D
________

E
________

Total 
Points

1
2
3
4
5
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7.8  role plAy / CASe STudy:  beTTer roAdS For 
poSHenko

TiMe required

120 m�nutes

purpoSe

Demonstrate the �mportance of comp�l�ng �nformat�on on �nfrastructure cond�t�on 
as an object�ve bas�s for govern�ng body dec�s�on mak�ng about pr�or�t�es for cap�tal 
financ�ng. 

proCeSS

Tell part�c�pants they w�ll be tak�ng part �n a role-play/case-study exerc�se concerned 
w�th a finance comm�ttee of a govern�ng body that �s engaged �n sett�ng pr�or�t�es for 
cap�tal financ�ng for the next three years.

Ask s�x part�c�pants to volunteer to take part �n the exerc�se.  Expla�n that three 
of the s�x w�ll be assum�ng roles as members of a finance board of the govern�ng body, 
one of the three be�ng the board cha�rperson.  A fourth part�c�pant w�ll be the local 
government’s finance d�rector.  The other two part�c�pants w�ll be asked to observe 
the act�on and to complete worksheets for d�scuss�on of the process follow�ng the 
exerc�se.

G�ve each part�c�pant a descr�pt�on of the s�tuat�on/task (see below); a copy 
of only the role each �s to play and a sheet conta�n�ng Figures 1 and 2.  G�ve each 
observer a copy of all the handout mater�als plus the observe worksheet at the end of 
the exerc�se.  Expla�n that the finance board’s task �s to act on recommendat�ons of 
the finance d�rector who has prepared a l�st of road reconstruct�on pr�or�t�es for the 
LG’s cap�tal budget.  Compl�cat�ng the dec�s�on are d�ffer�ng op�n�ons on the proposed 
pr�or�t�es and one of the govern�ng body members who each has a personal �nterest 
�n gett�ng a “pet” project �ncluded on the pr�or�ty l�st.  G�ve role players about 15 
m�nutes to prepare for the exerc�se. 

Wh�le role players are prepar�ng for the exerc�se, ask part�c�pants who are not 
play�ng roles to set up the room �n conference style w�th a couple of cha�rs to the s�de 
for the observers and a chart pad on an easel.  Cha�rs for non-part�c�pants should be 
arranged �n a c�rcle around the conference table.

When part�c�pants are seated and ready to beg�n, tell them they have 20 m�n-
utes to agree on a project recommendat�on for D�str�ct A.  At the end of 20 m�nutes, 
call t�me and ask for reports from each of the role players on the�r react�ons to the 
process and the outcome.  Ask for reports from each of the observers based on �n-
format�on from the�r worksheets.  Then lead a d�scuss�on of the exerc�se us�ng the 
follow�ng or other quest�ons of your own:

What value was the cond�t�on analys�s �nformat�on �n help�ng the board 
members make a dec�s�on?

•
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What pol�t�cal factor or factors compl�cated the dec�s�on?
How m�ght your own govern�ng body make use of cond�t�on analys�s �nfor-
mat�on to dec�de on cap�tal budget pr�or�t�es?

•
•
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Capital priorities for poshenko

THe SiTuATion

The govern�ng body of Poshenko earl�er th�s year adopted a pol�cy call�ng for major 
restorat�on and replacement of the mun�c�pal road system.  The pol�cy was adopted �n 
the aftermath of a b�tter govern�ng body elect�on dur�ng wh�ch the cond�t�on of roads 
�n the LG was one of the pr�nc�pal �ssues. 

Much of the mun�c�pal road system �s more than 40 years old.  Many streets, 
des�gned for small, l�ght-we�ght veh�cles, now are cracked, uneven, and filled w�th 
“pot holes” ow�ng to the we�ght of modern trucks and busses.  Nearly one-th�rd of the 
mun�c�pal roads, located mostly w�th�n res�dent�al areas, have never been paved and 
are the source of chok�ng, eye-water�ng clouds of dust every day dur�ng heavy traffic 
per�ods.  When the LG undertook roadwork dur�ng the term of the last govern�ng 
body, the benefic�ar�es were only those c�t�zens who had contr�buted heav�ly to the 
campa�gn of the current govern�ng body.  As a result, �t was not unusual to see a road 
crew work�ng on a relat�vely trouble free sect�on of road �n front of or lead�ng up to a 
structure owned by a govern�ng body patron wh�le �gnor�ng an obv�ously hazardous 
or ser�ously deter�orated road segment nearby. 

“Outrageous,” procla�med the ed�tor of Poshenko’s da�ly newspaper �n a scath-
�ng ed�tor�al.  Her charge led to a ser�es of �nvest�gat�ve reports that clearly exposed 
the abuse of power by the mayor and govern�ng body.  The revelatory reports were 
�nfluent�al on local voters who removed from office the mayor and members of the 
govern�ng body most closely assoc�ated w�th the road scandal.

The new mayor and several of the new govern�ng body members were qu�ck to 
prom�se major �mprovement to the LG’s decrep�t road system based on need rather 
than favour�t�sm.  At a recent meet�ng, the govern�ng body comm�tted �tself publ�cly 
to �mplement a pol�cy to w�den, as needed, replace or rehab�l�tate every k�lometre of 
road w�th�n the mun�c�pal l�m�ts on a pr�or�ty bas�s w�th�n five years.  As a first step, 
the mayor has ass�gned the task of develop�ng a street �mprovement plan and cap�tal 
budget to the govern�ng body finance board w�th the ass�stance and support of the 
finance d�rector.

For the last three years, the finance d�rector has been comp�l�ng data on the 
mun�c�pal road system �n Poshenko.  The data has been collected us�ng a comb�na-
t�on of phys�cal �nspect�on of road cond�t�ons, �nterv�ews w�th exper�enced road crew 
personnel and r�gorous rev�ew of road construct�on/ repa�r records.  Us�ng a com-
merc�al software program, the d�rector’s staff systemat�cally has been enter�ng w�dth, 
age, cond�t�on, and usage �nformat�on on road segments throughout Poshenko.  Rec-
ogn�z�ng that the ex�stence of a database on local road cond�t�ons m�ght have been 
threaten�ng to the former mayor and govern�ng body and could have placed her job at 
r�sk, the finance d�rector d�d not ment�on �t unt�l the new govern�ng body was elected.  
She sees the database now as a valuable asset for the current finance board, useful 
to them �n mak�ng cho�ces among compet�ng demands for l�m�ted construct�on and 
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ma�ntenance funds.  The finance board �s meet�ng th�s even�ng to d�scuss pr�or�t�es 
for road reconstruct�on to recommend for �nclus�on �n Poshenko’s cap�tal budget for 
the next fiscal year.  From the database, the finance d�rector has prepared a report 
conta�n�ng a l�st of road reconstruct�on pr�or�t�es (see Figure 1) and select�on cr�ter�a 
wh�ch were approved by the ent�re govern�ng body two weeks before (Figure 2).

1

Figure 1
poshenko lg road Status report

district A road listing
Road From To Traffic

cc date
Traffic
Count

Total
Meters

Cost
(EU millions)

Adorf Newberg M�lan A 60 162 2.17
Adorf Newberg End of road A 100 180 2.62
Braun Tabors Krupke C 300 252 2.89
Braun Fre�berg L�mer�ck D 600 297 9.60
Dobr�n Lurban Lew�n B 30 135 .94
Fr�endland Habana Turnov A 20 180 1.22
Fr�endland Habana End of road A 60 225 2.08
He�dnau Luchen Platna C 90 360 4.71
L�ebau Ledoc Placov B 400 369 1.88
Neratov St. Bolos Lys�a A 50 180 1.67

Figure 2
Criteria for Selecting road projects

Criterion 1—The road must carry a condition code (cc) of either C (fair) or D 

(poor).  Th�s cr�ter�on �s assurance that roads wh�ch are �n the worst shape are first 
�n l�ne for govern�ng body attent�on. 

Criterion 2—The road must carry a traffic load of not less than 500 vehicles 

per day.  Th�s cr�ter�on qual�fies roads targeted for reconstruct�on as suffic�ently 
travelled to just�fy the cost to rebu�ld them. 

Criterion 3—The road must not exceed 300 meters in length.  Th�s cr�ter�on �s 
�ntended to spread out the ava�lable funds over as many deserv�ng road projects as 
poss�ble.

The Task
The govern�ng body finance board �s meet�ng to reach a dec�s�on on wh�ch road 

projects to recommend for financ�ng �n the first year’s road reconstruct�on plan.  The 
board has requested the finance d�rector to prov�de road status reports on s�x geo-
graph�c d�str�cts of the LG.  From each report the board �ntends to select the roads 
wh�ch meet the three cr�ter�a for deserv�ng road projects and to recommend as many 
of these for the first year’s cap�tal budget as the LG �s capable of support�ng finan-
c�ally. 

1 F�gures 1 and 2 above were �nsp�red by �deas publ�shed �n Tees, Dav�d W. and 
Se�del, Andrew D. Texas Cities in the Microcomputer Age (Arl�ngton, TX: The 
Un�vers�ty of Texas at Arl�ngton, 1985), pp. 47-8.
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The meet�ng beg�ns w�th an open�ng remark from the cha�rperson on the pur-
pose for the meet�ng who turns the meet�ng over to the finance d�rector to present the 
report for D�str�ct A.

role no. 1: eva
You were appo�nted d�rector of finance for Poshenko about five years ago.  

Tra�ned �n governmental account�ng and a shrewd budget planner, you are ready 
and able to manage the financ�al affa�rs of the LG �n an exemplary manner.  You were 
thr�lled w�th the recent elect�on results.  Few of the old govern�ng body members 
recogn�zed or cared about your capab�l�t�es as a financ�al manager.  Rather, most 
members of the govern�ng body, �n your v�ew, were selfish, pol�t�cally mot�vated, and 
�nterested only �n cap�tal �nvestments that would br�ng financ�al ga�n to themselves 
or the�r pol�t�cal benefactors.

It has been hard for you to conceal your d�smay over the govern�ng body’s d�s-
da�n for financ�al plann�ng and part�cularly �ts �nd�fference to the commun�ty’s fa�l�ng 
�nfrastructure.  You are hopeful that the elect�on w�ll usher �n a change �n ph�losophy 
about long range budget plann�ng, but you are aware that only a sl�m major�ty of 
the new govern�ng body shares your �nterest �n a more profess�onal approach.  You 
feel that you must cont�nue to be caut�ous when mak�ng proposals on pr�or�t�es for 
cap�tal financ�ng.

role no. 2: viktor
A long-term member of the govern�ng body, you have earned the r�ght to cha�r 

th�s prest�g�ous finance board.  You have never profited personally from any govern-
�ng body dec�s�on and do not condone the act�ons of many of your former govern�ng 
body colleagues.  More of the govern�ng body’s attent�on, you bel�eve, must be devoted 
to budget plann�ng, and more publ�c money must be spent to preserve or restore the 
LG’s fa�l�ng �nfrastructure.  However, you are pa�nfully aware that there �s st�ll sent�-
ment on the govern�ng body to use publ�c funds to reach pol�t�cal object�ves.  And 
there �s no doubt �n your m�nd that your �nfluence on the govern�ng body depends 
on your cont�nu�ng to be a moderate, tak�ng a “let’s not rock the boat” pos�t�on on 
potent�ally heated �ssues l�ke those fac�ng the board today.

role no. 3: robert
Th�s �s your fifth term on the govern�ng body.  You have surv�ved the challenges 

of the recent elect�on desp�te your close assoc�at�on w�th many of the govern�ng body 
members who lost seats on the govern�ng body.  From a poor fam�ly w�th few oppor-
tun�t�es to ach�eve financ�al success �n l�fe, you have worked hard to r�se from your 
humble beg�nn�ngs by bu�ld�ng a const�tuency of �nfluent�al fr�ends and patrons.  
The�r cont�nued support of you has allowed you to reta�n your seat on the govern�ng 
body.  In turn, you have repeatedly used your �nfluence on the govern�ng body to 
channel publ�c funds to projects �n wh�ch they had an �nterest.  As a member of the 
finance board, you have been able to �nfluence where publ�c money �s spent.  One of 
your fr�ends who l�ves �n D�str�ct A has asked you to “do what you can” to speed up 
the process of reconstruct�ng a segment of road serves h�s factory (Braun from Tabors 
to Krupke).  You have seen the finance d�rector’s l�st of D�str�ct A road projects that 



193CAPITAL INVESTMENT PLAN

�ncludes th�s road segment as well as the select�on cr�ter�a.  You are determ�ned to 
have th�s project emerge from the d�scuss�ons as the board’s cho�ce for D�str�ct A.

role no. 4: elena
Th�s �s your first term as a member of the govern�ng body.  Your appo�ntment to 

the finance board has come about because of your background as a bank officer and 
�nvestment planner.  You strongly support the ph�losophy of long-range plann�ng for 
the �nvestment of publ�c funds �n cap�tal fac�l�t�es.  In fact, you were respons�ble for 
the word�ng of the five-year road �mprovement pol�cy statement recently adopted by 
the govern�ng body and have dec�ded to support the finance d�rector’s recommenda-
t�on on project pr�or�t�es.  You are a strong w�lled �nd�v�dual, never one to back away 
from a fight.  However, you are pol�t�cally �nexper�enced and lack the pol�t�cal adro�t-
ness possessed by your colleagues on the finance board.
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observer’s Worksheet

1. What dec�s�on d�d the board make?
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

2. What �nfluence d�d each of the part�es have on the board’s dec�s�on (Eva, 
V�ktor, Robert, Elena)?

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

3. How �mportant was the ex�stence of a pr�or�ty l�st and cr�ter�a on the board’s 
dec�s�on?
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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7.9  role plAy exerCiSe:  THe CHAnge order 
requeST

TiMe required

90 m�nutes

purpoSe

Th�s exerc�se �s to help part�c�pants ga�n exper�ence mak�ng dec�s�ons that �nvolve 
chang�ng the cond�t�ons of an ex�st�ng construct�on contract. 

proCeSS

Expla�n that part�c�pants w�ll be �nvolved �n a role-play exerc�se that �nvolves a con-
tractor who �s ask�ng for an adjustment �n a construct�on contract that would �n-
crease the cost.  Expla�n further that one group of part�c�pants w�ll be assum�ng roles 
as members of the LG’s project management team.  A second group of part�c�pants 
w�ll be assum�ng roles as members of the contractor’s project team.  A th�rd group 
w�ll be ass�gned observer roles.  Descr�be the role-play, as a meet�ng between the two 
groups dur�ng wh�ch the contractor w�ll argue for the change and offic�als of the LG 
w�ll respond. 

D�v�de the part�c�pants group so that two teams of about three to five par-
t�c�pants each represent the contractor and mun�c�pal teams respect�vely and the 
rema�n�ng part�c�pants are ass�gned to observer roles.  G�ve all part�c�pants cop�es 
of Handout No. 1, “The S�tuat�on.”  G�ve cop�es of Handout No. 2 to members of the 
group ass�gned to play roles �n the mun�c�pal project management team and Handout 
No. 3 to members of the groups ass�gned to play roles �n the contractor project team.  
Observers should be g�ven cop�es of Handouts 4 and 5. 

When all part�c�pants have a copy of the s�tuat�on and the�r respect�ve role 
sheets, ass�gn the role play�ng groups to separate work areas to read the�r role sheets, 
d�scuss the�r pos�t�ons and develop strateg�es for the�r meet�ngs w�th one another.  
Suggest that each of the role play�ng groups select one of �ts members to serve as 
pr�nc�pal spokesperson for the team.  G�ve these groups about 30 m�nutes to develop 
the�r pos�t�ons and strateg�es. 

Wh�le the role-play�ng groups are at work, rearrange the tables and cha�rs �n 
the tra�n�ng room to resemble a conference room.  Some of the observers can be re-
cru�ted for th�s task.  Set up the tables so that all members of the two teams can be 
seated at the table and observers can be seated �n cha�rs beh�nd but �n easy v�ew of 
the role players. 

At the end of 30 m�nutes, ask the part�c�pants play�ng roles on the mun�c�pal 
project management team to come back to the tra�n�ng room and be seated at the 
conference table.  When these offic�als are ready to beg�n, ask the part�c�pants who 
are play�ng roles on the contractor project team to come �n and seat themselves at the 
table.  Instruct both teams to get started. 
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After about twenty m�nutes, end the meet�ng.  Ask for react�ons and comments 
from the role players, beg�nn�ng w�th those play�ng roles as members of the mun�c�pal 
project management team.  Follow th�s by react�ons and comments from the con-
tractor project team role players.  F�nally, ask observers for the�r comments on the 
exerc�se w�th reference to the�r observer worksheets.

Conclude the exerc�se by emphas�z�ng the �mportance of �nclud�ng language 
�n construct�on contracts that prov�des gu�dance for handl�ng changes �n the scope 
of work.  In that regard, ask part�c�pants how the�r mun�c�pal�t�es handle requested 
changes �n the scope of contract work and how s�tuat�ons l�ke the one that occurred 
�n th�s s�tuat�on can be avo�ded. 

Handout #1 – The situation
Two months ago, a LG entered �nto a construct�on contract to bu�ld a 30km h�ghway.  
The planned construct�on �ncluded three br�dges.  The contract �s for a fixed amount 
and �ncludes prov�s�on for adjustment should there be an announcement from the 
M�n�stry of F�nance of an �ncrease �n the pr�ce of labour and mater�als. 

A couple of days ago, the contractor subm�tted a cla�m for the lease of a second 
bulldozer, wh�ch he says he overlooked �n prepar�ng h�s tender.  Th�s morn�ng, the 
LG’s project management team �s meet�ng w�th representat�ves from the contractor 
to resolve the matter. 

Handout #2 – lg project management team role
It has been just over two months s�nce the contractor acknowledged rece�pt of the 
LG’s “Not�ce to Proceed” letter on the road and br�dge project.  The contractor already 
has rece�ved �ts first monthly payment and a second requ�s�t�on was rece�ved from the 
contractor for the second month’s work a few days ago.  In subm�tt�ng �ts cla�m for the 
lease of another bulldozer, the contractor argues that �t’s lease, although unforeseen 
when the tender was be�ng prepared, �s nonetheless leg�t�mate and necessary to keep 
the project on schedule.

The LG’s pos�t�on, �n general, �s that the contractor should have known to �n-
clude the add�t�onal equ�pment �n �ts tender.  One member of the team has openly 
expressed a susp�c�on that the contractor del�berately excluded the cost of a th�rd 
lease �n order to lower �ts b�d and w�n the award. 

Several team members bel�eve that the contractor may request a “Change �n 
Scope” by attempt�ng to show that the or�g�nal plans prepared by the LG were vague 
regard�ng the so�l cond�t�ons and that the add�t�onal lease amount should be handled 
as a change order to the contractor.  The LG �s prepared to argue �n th�s case that a 
change of scope represents a mater�al dev�at�on from the contract and that th�s s�tu-
at�on does not just�fy such a change.  However, the team has been caut�oned by the 
govern�ng body to hold the l�ne on cost but not to threaten t�mely complet�on of the 
project.

Handout #3 – The contractor project team role
Th�s �s the start of your th�rd month on the road and br�dge project.  Frankly, the 
�nclus�on of a second bulldozer was never cons�dered unt�l a few weeks ago when �t 
became clear that the equ�pment would be needed to keep the project on schedule.  
In other words, the overs�ght was not �ntent�onal.  Several members of the project 
team are worr�ed that the LG w�ll th�nk the overs�ght was del�berate just to w�n the 
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contract.  The truth �s, the project was b�d low because the firm has been an unsuc-
cessful b�dder on several other projects recently, and the road and br�dge project was 
urgently needed to meet payroll.

There has been some d�scuss�on that the LG m�ght allow the cla�m as a “Change 
�n Scope” and amend the contract to �nclude �t as an unforeseen c�rcumstance.  After 
all, as one member of the team concludes, the LG’s plans were not as clear as they 
m�ght have been about the amount of d�rt and rock mov�ng requ�red. 

You are aware that delay �n fin�sh�ng the project would prevent open�ng a new 
h�ghway segment that has been wa�ted for pat�ently by several large firms that de-
pend on the publ�c roads for mov�ng goods to market.  If necessary, you w�ll rely on 
the LG’s need to get the project fin�shed as leverage for approval of the change.  

Handout #4 – The observer’s task
As an observer, your task �s to observe the �nteract�on between the two teams 

and to answer each of the quest�ons on the attached observer worksheet.  Dur�ng 
the plann�ng phase of the exerc�se, you w�ll be respons�ble for sett�ng up the tra�n�ng 
room �n conference room fash�on w�th representat�ves of the two teams seated across 
from each other at the conference tables.  After the 20-m�nute d�scuss�on, be pre-
pared to report on your observat�ons and part�c�pate �n a d�scuss�on of the �mpl�ca-
t�ons of the exerc�se for a LG respons�ble for ensur�ng compl�ance w�th construct�on 
contracts �n terms of performance, qual�ty, and cost.

Handout #5 – observer’s worksheet
What was the purpose of the meet�ng, how was the purpose stated and by whom? 
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

What were the most effect�ve arguments used by the LG to support �ts pos�-
t�on? 
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

What were the most effect�ve arguments used by the contractor to support �ts 
pos�t�on? 
 ________________________________________________________________________________
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 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

What degree of success was ach�eved �n resolv�ng the matter and how was th�s 
accompl�shed? 
 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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7.10  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 cap�tal �nvestment plann�ng 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 workshop can help participants over-

come learning resistance in themselves 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 cap�tal �nvestment plann�ng, the new �deas you en-
countered �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 cap�tal �nvestment plann�ng?

1.  _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

2.  _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

3.  _______________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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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 Action to Remove It 
1.____________________________________ 1.____________________________________

______________________________________

______________________________________

______________________________________

______________________________________

______________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

2.____________________________________ 2.___________________________________

______________________________________

______________________________________

______________________________________

______________________________________

______________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

3.____________________________________ 3.___________________________________

______________________________________

______________________________________

______________________________________

______________________________________

______________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________
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F�nanc�ng the Cap�tal  
Investment Plan

PART ONE:  CONCEPTS, PRINCIPLES, 
AND STRATEGIES

SuMMAry

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.

inTerrelATionSHip WiTH THe “FinAnCing THe 
operATing budgeT” CHApTer

There are two chapters �n the ser�es that probably should have been one chapter 
but �t would have been too large!  Those two chapters are the “F�nanc�ng” chapters:  
Financing the Operating Budget and Financing the Capital investment plan.  The ba-
s�c d�fference between them �s the Financing the Operating Budget �s based on the 
prem�se that LG revenues are used to finance the operat�ng budget; wh�le Financing 

the Capital investment plan �s based on the prem�se that debt or borrowed mon�es—
wh�ch are not revenues—are used to finance the cap�tal �nvestment plan.  Therefore, 
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one chapter focuses on revenues, the other focuses on borrow�ng money.  Short-term 
borrow�ng �s �n both chapters.

All bas�c cash management, �nvest�ng, and cash budget�ng �nformat�on �s �n 
the Financing the Operating Budget chapter.  Th�s �s fundamental �nformat�on that 
should be understood before tackl�ng th�s chapter.

inTerrelATionSHipS beTWeen CHApTerS in THe SerieS

The follow�ng matr�x shows the �nterrelat�onsh�ps between Financing the Capital 
Investment Plan  and the other chapters.

Financing the Capital investment plan
Introduction The Introduct�on prov�des the framework for us�ng the en-

t�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 
cap�tal �nvestment plann�ng process.

Financial Planning F�nanc�al plann�ng pr�or�t�zes and projects LG revenues and 
expend�tures.  It �dent�fies cap�tal �nvestment needs at a 
h�gh level.  The cap�tal �nvestment plann�ng process refines 
and carr�es out the plann�ng at a spec�fic project by project 
level.

Citizen Participation Cap�tal �nvestments such as �nfrastructure (streets, cl�n-
�cs, traffic l�ghts, water systems, etc.) are the foundat�on for 
the essent�al serv�ces that the LG prov�des to �ts c�t�zens.  
C�t�zen part�c�pat�on �n the cap�tal �nvestment plann�ng 
process ensures that c�t�zens have �nput �nto the pr�or�ty 
sett�ng and dec�s�on mak�ng regard�ng cap�tal �nvestments.

Evaluating Financial 
Condition

A LG’s �nvestment �n cap�tal �nvestments may be a pr�mary 
reason for c�t�zens and �ndustry or bus�nesses be�ng �n the 
LG.  Unw�se dec�s�ons regard�ng cap�tal �nvestment plan-
n�ng may result �n these groups dec�d�ng to leave the LG 
wh�ch, �n turn, may reduce the tax base or revenues from 
these groups, wh�ch, �n turn, may worsen the  LG’s financ�al 
cond�t�on.

Operating Budget The annual budget �s made up of the operat�ng budget (day-
to-day operat�ons) and the cap�tal budget (the amount to 
be pa�d out �n the current fiscal year for mult�-year bu�ld-
�ng, road or other �nfrastructure projects or very expens�ve 
equ�pment such as fire trucks.  The chapters Operat�ng 
Budget and F�nanc�ng the Operat�ng Budget focus on as-
pects of day-to-day operat�onal budgets as opposed to the 
mult�-year focus of the Cap�tal Investment Plann�ng chapter.

Financing the 
Operating Budget

The annual budget �s made up of the operat�ng budget (day-
to-day operat�ons) and the cap�tal budget (the amount to 
be pa�d out �n the current fiscal year for mult�-year bu�ld-
�ng, road or other �nfrastructure projects or very expens�ve 
equ�pment such as fire trucks.  The chapters Operat�ng 
Budget and F�nanc�ng the Operat�ng Budget focus on as-
pects of day-to-day operat�onal budgets as opposed to the 
mult�-year focus of the Cap�tal Investment Plann�ng chapter.
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Capital Investment 
Plan

Th�s chapter focuses on the preparat�on of the expend�ture 
s�de of the cap�tal �nvestment plan, where F�nanc�ng the 
Cap�tal Investment Plan chapter focuses on the revenue s�de 
of the cap�tal �nvestment plan.

Accounting Cap�tal �nvestment plann�ng (budget�ng) �s a plan.  
Account�ng documents how the revenues or financ�ng were 
actually rece�ved.

Performance 
Measures

Performance measures help the LG ensure that the cap�tal 
�nvestment plann�ng process �s as effic�ent and effect�ve and 
accompl�sh�ng the goals of the LG.

Asset Management Cap�tal �nvestment plann�ng �s the plan to acqu�re or bu�ld 
assets such as streets, water systems, cl�n�cs, etc.  Once 
bu�lt, asset management focuses on ut�l�z�ng each asset to 
�ts best advantage for the LG.

Procurement The procurement process �s the pr�mary method for acqu�r-
�ng or bu�ld�ng cap�tal �nvestments.

inTroduCTion

We recogn�ze that bas�c or �ntroductory concepts are relat�ve—depend�ng upon your 
background and frame of reference for revenues, budgets and local government.  Us-
ers of th�s mater�al w�ll range from those who have no knowledge of revenue and 
budget 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�ng the operat�ng budget at a beg�nn�ng level.

The chapter focuses on publ�c sector financ�ng and thus does not �nclude pr�-
vate sector financ�ng part�c�pat�on through  mechan�sms l�ke management contracts, 
concess�ons, bu�ld-operate-transfer, etc. 

bASiC ConCepTS And deFiniTionS

Follow�ng are some terms w�th wh�ch you may be unfam�l�ar.  Glance at them now, 
and then refer back to the defin�t�ons as needed.  We have also defined add�t�onal 
words �n the text as needed.

deFiniTionS

Appropr�at�on—An author�zat�on made by the leg�slat�ve body of a government that 
perm�ts offic�als to �ncur obl�gat�ons aga�nst and to make expend�tures of governmen-
tal resources.  Appropr�at�ons are usually made for fixed amounts and are typ�cally 
granted for a one-year per�od.

Arb�trage—S�multaneous or nearly s�multaneous purchase �n one market and 
sale �n another of a secur�ty, �n order to make a profit on pr�ce d�fferences between 
the two markets.  

Assets—Property owned by a government that has monetary value.
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Bond—A wr�tten prom�se to pay (debt) a spec�fied sum of money (called pr�n-
c�pal or face value) at a spec�fied future date (called the matur�ty date(s)) along w�th 
per�od�c �nterest pa�d at spec�fied percentage of the pr�nc�pal (�nterest rate).  Bonds 
are typ�cally used for long-term debt 

Callable bonds—Bonds that may be redeemed at the opt�on of the �ssuer on the 
call date at a pr�ce equal to the call pr�ce.  The spec�fic cond�t�ons under wh�ch the 
bonds may be called or redeemed are �dent�fied �n the bond �ndenture.

Cap�tal �nvestment plan—A plan that �dent�fies the cap�tal projects to be funded 
dur�ng the plann�ng hor�zon (usually five years) The cap�tal �nvestment plan �s updat-
ed annually, and the first year of the plan serves as the current year cap�tal budget.

Coupon rate—The �nterest rate that w�ll be pa�d to the bondholders.  The 
amount of �nterest �s determ�ned by mult�ply�ng the coupon rate by the par value of 
the bond.

Cred�t enhancement—A guarantee prov�ded by a th�rd part to pay the �nterest 
and pr�nc�pal on a bond �f the �ssuer �s unable to make the requ�red payment.  The 
most common types of cred�t enhancements are letters of cred�t �ssued by commerc�al 
banks and �ssuance prov�ded by bond �nsurance compan�es.

Debt pol�cy—A pol�cy that establ�shes the gu�del�nes for the use of debt by an 
�ssuer.  The pol�cy covers the max�mum amount of debt that can be �ssued, the types 
of debt, the purposes for wh�ch debt can be �ssued, and the debt matur�ty schedule.

Debt serv�ce—Payment of �nterest and repayment of pr�nc�pal to holders of a 
government’s debt �nstruments.

Debt serv�ce payment—The sum of �nterest and the pr�nc�pal amount of bonds 
scheduled to mature �n a g�ven year.

Defease—The legal release of the l�en of the bondholders on the assets or rev-
enues pledged by the �ssuer �n exchange for the pledge of cash or secur�t�es suffic�ent 
to repay the bonds.

F�xed rate bond—A bond whose coupon rate �s fixed at the t�me the bond �s 
sold.

Full fa�th and cred�t—A pledge of the general tax�ng power of a government to 
repay debt obl�gat�ons (typ�cally used �n reference to bonds)

General obl�gat�on bond—A bond that �s secured by the full fa�th, cred�t, and 
tax�ng power of the �ssuer.  The �ssuer pledges to levy taxes at whatever amount �s 
necessary to repay the bonds.

Gross underwr�ter spread—The d�fference between the sale pr�ce rece�ved by 
the underwr�t�ng synd�cate and the amount pa�d by the underwr�t�ng synd�cate to 
the �ssuer.  The spread �s usually stated as an amount per $1000 of par value.  The 
gross underwr�ter spread �s the compensat�on earned by the underwr�t�ng synd�cate 
for sell�ng the bonds to �nvestors.

L�m�ted-tax, general obl�gat�on bond—A type of bond that �s backed by revenue 
sources that are l�m�ted as to the sources or the max�mum amount of the tax.

Matur�ty date—The date at wh�ch the �ssuer �s obl�gated to repay the pr�nc�pal 
amount of the bond to the bondholder.  

Matur�ty (or par, or face) value—The pr�nc�pal amount of a bond.  The amount 
�s used to determ�ne the per�od �nterest payments and �s repa�d to the bondholder at 
matur�ty.
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Matur�t�es—The dates on wh�ch the pr�nc�pal matures and may be recla�med by 
the holder of the debt obl�gat�on.

Or�g�nal �ssue d�scount—The amount by wh�ch the matur�ty value of a bond 
exceeds the sale pr�ce at the t�me of �ssue.

Offic�al Statement—A pr�nted document that conta�ns complete �nformat�on 
about the bonds and the �ssuer.

Par value—See matur�ty value.
Put bond—A bond that the bondholder has the r�ght to sell (or put) back to the 

�ssuer at a fixed pr�ce.  The r�ght to sell the bond back to the �ssuer �s exerc�sed on 
spec�fic dates, usually �nterest payment dates.

Refund�ng bond �ssue—A bond �ssue �n wh�ch the proceeds are used to redeem 
a currently outstand�ng bond �ssue.  A refund�ng �ssue �s usually sold to ach�eve an 
�nterest cost sav�ngs, that �s, the �nterest rate on the new (refund�ng) bonds �s lower 
than that on the old bonds (the bonds to be refunded).

Revenue bond—A bond �ssued for e�ther project or enterpr�se financ�ng, secured 
by the revenues generated by the fac�l�ty be�ng financed.

S�nk�ng fund—A fund establ�shed by bond �ssuers, generally requ�red �n the 
bond �ndenture, that �s �ncreased through t�me for the purpose of ret�r�ng some of the 
outstand�ng bonds before the�r matur�ty, all zero coupon bonds at the�r matur�ty or 
reduc�ng the r�sk of default on the bonds.  The fund �s generally restr�cted to �nvest-
ment �n l�qu�d secur�t�es.

Var�able rate (or float�ng rate) bond—A bond whose coupon rate can change 
over the l�fe of the bond �ssue.  The var�able rate �s generally l�nked to the level of an 
�nterest rate �ndex.

FinAnCing THe CApiTAl inveSTMenT plAn

F�nanc�ng the cap�tal program requ�res the �dent�ficat�on and evaluat�on of alterna-
t�ve sources of financ�ng.  In many develop�ng countr�es go�ng through decentral�za-
t�on, there are no alternat�ve sources of financ�ng s�nce 75% –90% of LG revenues 
are red�str�but�ons of central government revenues.  In these countr�es, most cap�tal 
�nvestment �s done by grants or loans from the central government—based on central 
government pr�or�t�es.  For countr�es �n a decentral�z�ng trend, we encourage you to 
read the follow�ng concepts and pr�nc�ples and beg�n to �mplement them as decen-
tral�zat�on cont�nues.  It w�ll be a process over t�me.  But the more you understand 
about how to handle your LG’s cap�tal financ�ng, then the better pos�t�on you w�ll 
be �n when the t�me comes to be able to make LG cap�tal �nvestment pr�or�t�es and 
financ�ng dec�s�ons at the LG level.

It �s d�fficult to wr�te one chapter on th�s top�c because there �s such var�at�on at 
where LGs are world-w�de �n decentral�zat�on and self-governance.  Many countr�es 
do not allows LGs to borrow money from pr�vate/ commerc�al banks yet—they may 
borrow from central government or prov�nce banks or must l�ve w�th�n the�r current 
cash flow.  Real�st�cally, �mplement�ng any major cap�tal �nvestments �n th�s s�tua-
t�on �s just not feas�ble.  Nor are these LGs allowed to �ssue any k�nd of debt such as 
bonds.  Part of th�s �s due to a LG financ�al structure that �s st�ll emerg�ng.  Decen-
tral�zat�on takes t�me.  So many of these concepts may be fore�gn and seem too far �n 
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the future to matter at th�s t�me to many readers.  Aga�n, we encourage you to learn 
as much as poss�ble about th�s top�c and help br�ng about change �n your country 
to move LGs farther along towards self-governance and sett�ng and �mplement�ng LG 
pr�or�t�es.

Each local government w�ll need to �dent�fy and evaluate the cap�tal financ�ng 
opt�ons ava�lable to �t.  Informat�on on opt�ons can be obta�ned from the statutes, 
m�n�str�es of finance, financ�al consultants, profess�onal assoc�at�ons, and other local 
governments.  Department heads are often aware of sources of financ�ng for projects 
related to the�r operat�ons.

Examples of common world-w�de LG cap�tal financ�ng opt�ons �nclude: own 
source revenues, transfers and shared revenues from the central/ prov�nc�al govern-
ment, reserves, surplus, debt, state grants and subs�d�es, sale of assets, user fees, 
leas�ng, development fees, benefit assessments, publ�c pr�vate partnersh�ps and do-
nat�ons.  Frequently, many comb�nat�ons are used.  

Select�on of the most appropr�ate source or sources of financ�ng �s compl�cated 
by the number and var�ety of ava�lable opt�ons, changes �n nat�onal laws, lack of own 
source revenues, �nab�l�ty to �ssue debt, lack of debt markets, volat�le debt markets, 
and the constant development of new, complex creat�ve financ�ng sources.  

For these reasons the finance staff should prepare an analys�s of the key fea-
tures and advantages and d�sadvantages of each type of cap�tal financ�ng ava�lable to 
the LG.  Every effort needs to be made to �dent�fy and evaluate all ava�lable sources.

publiC verSuS privATe SeCTor inveSTMenT

It �s �mportant to recogn�ze from the outset that mot�ves and strateg�es for cap�tal �n-
vestments—espec�ally bu�ld�ngs—vary between the publ�c and pr�vate sectors.  S�nce 
pol�cy makers w�ll typ�cally come from the pr�vate sector, they should be aware of the 
pr�nc�pal d�fferences between the �nvestment goals of each sector, and how these d�f-
ferences w�ll affect cap�tal �nvestment dec�s�ons.

Clearly, the ma�n d�fference between the publ�c and pr�vate sectors �s that typ�-
cally, the pr�vate sector �nvestment �s creat�ng a means of mak�ng a profit, whereas 
the publ�c sector �nvestment �s fulfill�ng a des�red need for a spec�fic type of bu�ld�ng.  
The pr�vate sector may not necessar�ly bu�ld a bu�ld�ng to last—the publ�c sector 
usually does.

Wh�le �t �s �mportant to understand the ph�losoph�es beh�nd each �nvestment 
strategy, �t �s equally �mportant to understand the effect that each �nvestment strat-
egy has on the development cr�ter�a used.  The follow�ng table demonstrates potent�al 
substant�al d�fferences between the two sectors.  

Typical investment Criteria
Public Sector Private Sector
Bu�lds for the Long-term
(50 – 100 Years)

Bu�lds for the Short- to Med�um-Term
(7 – 25 Years)

Inst�tut�onal Qual�ty Var�able Qual�ty
Uses Tax or Bond Funds Uses Borrowed Funds
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Long-term Stab�l�ty of Investment Geared To Profit / Return on Investment
L�fe Cycle Costs Important Operat�onal Costs May Not Have H�gh 

Pr�or�ty
W�ll Renovate to Prolong L�fe / Use May Demol�sh and Start Aga�n

These are not hard and fast rules, but serve pr�mar�ly to �dent�fy the ma�n d�fferences 
�n object�ves and goals for �nvestment.  Understand�ng the s�gn�ficance of these d�f-
ferences �s �mportant for pol�cy makers, and may have part�cular s�gn�ficance, for 
example, �n the case of publ�c / pr�vate partnersh�ps.

There are as many examples of the longev�ty of publ�c sector bu�ld�ngs—LG 
halls, water treatment plants, un�vers�t�es etc., as there are examples of specula-
t�ve developments that have endured a very short l�fe span.  Investment mot�ves for 
corporate bu�ld�ngs, banks, �nsurance company offices, etc., typ�cally fall somewhere 
between the two ph�losoph�es.  Typ�cally, they w�ll share many of the elements of the 
publ�c sector cr�ter�a, and �n some cases may even exceed the qual�ty expected �n 
publ�c bu�ld�ngs.

WHy SHould CiTiZenS CAre?

Cap�tal �nvestments are the �nfrastructure on wh�ch LGs funct�on and to many peo-
ple, the reason that LGs ex�st.  They �nclude: streets, br�dges, �rr�gat�on d�tches, 
traffic s�gnals, water pump�ng fac�l�t�es, water treatment fac�l�t�es, sewer treatment 
fac�l�t�es, health cl�n�c bu�ld�ngs, hosp�tals, med�cal equ�pment, schools, buses, and 
almost all other bas�c elements of modern l�fe.  If c�t�zens want to have these types of 
fac�l�t�es and equ�pment, they must be pa�d for.  In most develop�ng countr�es, these 
bas�cs are st�ll be�ng prov�ded by the central government, contr�butory organ�zat�ons 
(LG enterpr�ses), or through grants d�str�buted by the central government.  Over 
t�me, as decentral�zat�on cont�nues, LGs w�ll assume more and more respons�b�l�ty 
for prov�d�ng the cap�tal financ�ng for these types of fac�l�t�es.  To do that, the LGs 
must have e�ther the�r own revenue sources or have a revenue stream that �s suf-
fic�ent and cons�stent enough to plan and carry out the bu�ld�ng of or purchas�ng of 
cap�tal �nvestments.  

If the revenues are own source, then they are com�ng from the c�t�zens or bus�-
nesses w�th�n the LG.  Th�s means e�ther h�gher taxes or user charges and fees.  
These add�t�onal revenues w�ll have to come from the c�t�zens and c�t�zens around 
the world beg�n to care about dec�s�ons when they must pay more �n taxes or fees.  
Hopefully, w�th the add�t�onal revenues that c�t�zens and bus�nesses w�ll contr�bute, 
they w�ll also part�c�pate �n the plann�ng and dec�s�on mak�ng processes that dec�de 
wh�ch cap�tal �nvestments w�ll be made.

what is debt?

S�mply stated debt �s an obl�gat�on to pay or return someth�ng at a future date.  We 
w�ll use the term “debt” to gener�cally refer to all LG debt regardless of length, type, 
�nstrument, or lender.  Examples of debt are:
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Short-term and long-term loans from banks or the central government,
Bonds (wr�tten prom�se to repay the amount borrowed (principal) at some 
spec�fic t�me �n the future, plus interest (payment for us�ng the money 
over t�me) �ssued by the LG, and
Leases made by the LG.

Debt management �s the process of d�rect�ng and controll�ng the acqu�s�t�on 
and ret�rement of debt.  Debt can be “acqu�red” by:

Gett�ng a loan from a bank to cover a lack of cash flow, 
Issu�ng LG bonds to bu�ld a water treatment plant, or 
Leas�ng spec�al�zed heavy road bu�ld�ng mach�nery because �t �s too ex-
pens�ve to purchase outr�ght.  

Debt �s “ret�red” by pay�ng off the loan, bonds, or lease.  Because of the poten-
t�al long-term �mpact and b�nd�ng comm�tment of future resources, debt acqu�s�t�on 
and ret�rement are usually controlled w�th spec�fic legal requ�rements, pol�c�es, and 
procedures.  

Debt service �s the cost of repay�ng the pr�nc�pal and �nterest on borrowed 
money for a g�ven year or ser�es of years, accord�ng to a predeterm�ned payment 
schedule.  For ease of read�ng, we w�ll use the term “debt serv�ce” to gener�cally refer 
to all types of payments whether for a bank loan, central government loan, LG bond 
or lease agreement.

WHy do lgS HAve debT?

LGs may borrow for short per�ods of t�me when there �s not enough cash to meet the 
operating budget (day-to-day) expenses of prov�d�ng LG serv�ces; or for long per�ods 
of t�me, typ�cally to finance capital investments such as a land purchase, eng�neer-
�ng des�gn, ut�l�ty relocat�on, construct�on, or equ�pment that has a long useful l�fe.  
Long-term debt places a cla�m aga�nst future governmental revenues or assets that 
may reach far �nto the future.

pAy-AS-you-go verSuS pAy-AS-you-uSe (debT)

“Pay-as-you-go” financ�ng �s useful for low cost repa�r and ma�ntenance projects or 
the purchase of equ�pment w�th short useful l�ves such as rad�os.  “Pay-as-you-use” 
�s appropr�ate for cap�tal �nvestments w�th a h�gh cost and a long useful l�fe such 
as construct�on of LG bu�ld�ngs, streets and s�dewalks, dra�nage systems, or water 
supply systems.  Apply�ng the equ�ty pr�nc�ple, taxpayers of several generat�ons w�ll 
both benefit and pay for these types of �nvestments �f financed w�th long-term debt 
and no one generat�on w�ll be unfa�rly burdened.  Carefully planned use of current 
revenues, end of year surplus, or reserves for a “pay as you go” program �s a pos�-
t�ve factor because �t prov�des a cush�on for debt serv�ce payments �n the event that 

•
•

•

•
•
•
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future revenues do not mater�al�ze.  Offic�als should exerc�se caut�on, however, when 
us�ng cash surpluses or reserves for cap�tal projects.  S�gn�ficant reduct�ons �n these 
funds restr�ct the flex�b�l�ty for respond�ng to revenue downturns, or other emergen-
c�es.  Most LGs should use a comb�nat�on of the “pay as you go” and “pay as you use” 
financ�ng.

Comparison of “pay as you go” and “pay as you use” Financing Methods
In Favour of “Pay as You Go”

Avo�ds the �nterest cost of financ�ng the debt; the sav�ngs can be used to 
expand serv�ces or reduce taxes.
Prov�des greater flex�b�l�ty to finance operat�ng costs dur�ng bad eco-
nom�c t�mes because there are less fixed annual debt serv�ce costs.
Conserves debt capac�ty to enhance cred�tworth�ness and thereby less-
ens �nterest costs when borrow�ng �s really necessary.
Prov�des no chance for �rrespons�ble pol�cy of �ncurr�ng too much debt—
g�ven ava�lable resources.
Prov�des a benefit for the next generat�on of taxpayers �n the form of 
“pa�d for” �nfrastructure. 

 

•

•

•

•

•

In Favour of “Pay as You Use” or Debt F�nanc�ng

S�ze and cost of the project usually l�m�ts the ab�l�ty to pay from current 
revenues.  In most cases, �nvestments can only be financed w�th a “pay 
as you use” pol�cy.
Over the l�fe of the fac�l�ty, users pay as they benefit.  As people move 
�nto the commun�ty, they pay the�r fa�r share of cap�tal financ�ng costs.
Dur�ng h�gh �nflat�on, the actual amounts pa�d �n pr�nc�pal and �nterest 
(after d�scount�ng for �nflat�on) can be cons�derably less than the present 
day value.

•

•

•

WHAT iS THe lengTH oF debT?

Length of debt refers to the amount of t�me before the debt �s repa�d.  Short-term 
debt �s to be pa�d off �n one year or less, long-term debt �n over one year.  Long-term 
debt may be further sub-d�v�ded by source and the type of secur�ty pledged.  In th�s 
sect�on, we w�ll define each length of debt, descr�be �ts uses, d�scuss terms and cond�-
t�ons, and l�st some of advantages and d�sadvantages of each.

SHorT-TerM FinAnCing

Short-term debt cons�sts of matur�ty of one year or less after the date of �ssuance.  
It �ncludes d�rect bank loans and others types of debt �ssued through general cred�t 
markets.  In countr�es where a short-term LG debt market ex�sts, LGs �ssue LG notes, 
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tax and revenue ant�c�pat�on notes, and bond ant�c�pat�on notes.  Short-term debt 
�nstruments fall �nto two broad categor�es: those �ssued �n ant�c�pat�on of a spec�fic 
revenue and those �ssued �n ant�c�pat�on of long-term, permanent financ�ng.

LGs often use short-term debt as a cash management tool to meet da�ly, weekly 
or monthly expend�ture requ�rements.  It enables them to pay operat�ng expend�-
tures when revenue flows do not match expend�ture needs.  Borrow�ng short-term by 
establ�sh�ng a l�ne of cred�t w�th a bank or �ssu�ng �nter�m cash management notes 
ensures that obl�gat�ons are pa�d on t�me.  If you use th�s techn�que, ensure that �t 
�s temporary and that expected future revenue �nflows are clearly suffic�ent to repay 
amounts borrowed w�th�n a few months’ t�me.  Short-term debt that ex�sts beyond a 
s�ngle fiscal year should be avo�ded.  You should not allow short-term obl�gat�ons for 
current expend�tures to become long-term debt through annual “roll�ng over” of the 
debt �nto the next fiscal year.

Another use of short-term debt �s to prov�de �nter�m financ�ng for long-term 
cap�tal �nvestment projects.  For example, as a regular part of a cap�tal financ�ng pro-
gram, a LG can take advantage of short-term debts h�stor�cally lower �nterest rates 
to �n�t�ally finance a long-term obl�gat�on wh�le �t �s under construct�on.  Th�s use of 
short-term debt prov�des project l�qu�d�ty, allows construct�on to start on t�me, and 
lowers overall �nterest costs of the project.  When the project �s completed, the short-
term debt �s converted to long-term debt.  The comb�nat�on of short and long-term 
debt reduces overall project borrow�ng costs.

Another example of us�ng short-term debt as �nter�m financ�ng for long-term 
projects m�ght occur when long-term �nterest rates become so h�gh as to make fi-
nanc�ng long-term debt not feas�ble.  To avo�d a long-term comm�tment and h�gh 
�nterest costs, LGs can use short-term debt to take advantage of the lower �nterest 
rates w�th plans to convert the short-term debt to long-term when market cond�t�ons 
�mprove.  Th�s techn�que can be a s�gn of prudent debt management; however, �t 
may be cons�dered less cred�tworthy than borrow�ng for cash management purposes 
and �nter�m financ�ng of cap�tal projects because repayment of the short-term debt 
�s cont�ngent on the LG’s ab�l�ty to access the long-term debt market at a t�me when 
�nterest rates are lower.

What are the types/ sources of debt?
Bank or central government loans, bonds or leas�ng are examples of types or 
sources of debt.

What are examples of debt instruments?
Examples are warrants, notes, bonds, and cert�ficates.

long-TerM FinAnCing

Long-term debt cons�sts of a matur�ty of more than one year after the date of �ssu-
ance.  Long-term debt �s one of the best ways of financ�ng cap�tal �nvestments for the 
follow�ng reasons.  It:
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Creates a poss�bly self-support�ng enterpr�se—a cap�tal �nvestment bu�lt 
w�th the proceeds from long-term debt can produce revenues by sell�ng 
�ts serv�ces.  It may prov�de suffic�ent revenues to pay for operat�on and 
ma�ntenance expenses, debt serv�ce and add�t�onal cap�tal fac�l�t�es;
Speeds up construct�on of fac�l�t�es-— funds are �mmed�ately ava�lable, 
cap�tal �nvestments can be completed faster than �f they were dependent 
upon operat�ng budget surpluses; and
Shares the cost of the cap�tal �nvestment between current and future us-
ers—by repay�ng a debt or loan over the useful l�fe of an cap�tal fac�l�ty or 
a p�ece of equ�pment, the cost �s shared by all the users or benefic�ar�es 
dur�ng �ts useful l�fe.

LGs can obta�n long-term debt financ�ng from a var�ety of sources such as com-
merc�al banks and sav�ngs �nst�tut�ons, government and �nternat�onal development 
organ�zat�ons, �ssues of LG bonds and lease financ�ng.

leArning AppliCATion

In the first Learning Application in each of the chapters in this series we will be re-

minding the reader about how to get the most from each of these exercises.  First, 

there is a box identifying the four key LG roles that most readers represent.  These are 

Policy Makers (elected officials), CEOs (Chief Executive Officers such as mayors, LG 

managers, etc.), Finance Managers (the chief finance official in the LG), and Depart-

ment Heads (those individuals who are responsible for the management of specific LG 

departments such as public works, planning, and human resources).  Second, we will 

indicate in the box those readers we believe will benefit most from completing the learn-

ing 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.   

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

W�th respect to what you have read so far, now �s the t�me to look at cap�tal �nvest-
ment plann�ng and debt management as �t �s pract�ced �n your LG: 

Has your LG establ�shed a cap�tal �nvestment plan (CIP)? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

How has your LG financed �ts cap�tal �nvestment plan: by “pay as you go” or 
“pay as you use” financ�ng?  What percentage for each type? 

 ________________________________________________________________________________  

•

•

•
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 ________________________________________________________________________________  

What type of cap�tal �nvestments have been debt financed? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What legal l�m�tat�ons or other problems affect your debt management pro-
gram?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

TypeS oF SHorT-TerM FinAnCing

Lenders �nclude commerc�al banks, central government or other government agen-
c�es, and underwr�ters.

A d�rect bank loan �s frequently the s�mplest and eas�est way to meet short-term 
debt needs.  Typ�cally, negot�at�ons are conducted between LG and bank offic�als w�th 
no need for publ�c d�sclosure statements, external cred�t rat�ngs, or advert�sements.  
Bank loans prov�de flex�b�l�ty �n terms of the t�me at wh�ch money �s to be taken down 
and repa�d, as well as adjustments �n amounts.  Comm�tments can be secured to ad-
vance mon�es on a schedule beforehand and �f c�rcumstances change �n the course of 
the year, the term can ord�nar�ly be re-negot�ated.  Bank loans usually do not �nvolve 
a cost of �ssuance, as do transact�ons such as bonds or notes sold �n a general cred�t 
market.  On the other hand, there may be a comm�tment fee.  

Banks are �n the bus�ness to make a profit; and wh�le banks may v�ew a loan 
to the LG as a form of c�v�c obl�gat�on, they are obl�gated to charge a market rate of 
�nterest w�th appropr�ate terms for bank loans.  Therefore, the LG should conduct the 
negot�at�ons w�th the bank on a bus�ness-l�ke bas�s to assure that reasonable rates 
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and terms are obta�ned.  LG has an obl�gat�on to cons�der the terms offered by all 
banks, �t also has an obl�gat�on to get the best rate ava�lable.

In countr�es w�th establ�shed LG debt markets, the most common short-term 
�nstruments are tax ant�c�pat�on notes, revenue ant�c�pat�on notes, bond ant�c�pat�on 
notes and commerc�al paper.  

Tax and revenue anticipation notes are used for cash management pur-
poses to even out cash flows.  For example, �f property tax revenues are 
needed earl�er than the scheduled �nstalments prov�de to meet expenses, 
a LG �ssues tax ant�c�pat�on notes �n the general cred�t market to prov�de 
the cash needed and avo�d a monthly cash flow defic�t.  These notes are 
repa�d upon rece�pt of the property taxes.  
Bond anticipation notes are secur�t�es �ssued as a br�dge between the 
start of a project and �ts eventual long-term financ�ng.  For example, a 
LG plans to sell ten-year LG bonds �n s�x months, but needs cash now 
to start construct�on of a cap�tal �nvestment.  The LG �ssues bond ant�c�-
pat�on notes to prov�de the cash now rather than wa�t for rece�pt of the 
long-term financ�ng.  Upon rece�pt of the ten-year bond proceeds, the LG 
repays the bond ant�c�pat�on notes.  
Commercial paper �s �ssued s�m�lar to tax, revenue, and bond ant�c�pa-
t�on notes, except the average matur�ty of the paper �s very short—be-
tween 30-45 days.  In some countr�es, LG commerc�al paper has become 
a favoured �nstrument for purchase because of �ts short matur�ty and 
excellent l�qu�d�ty.  H�gh demand for th�s �nstrument also contr�butes to 
the paper’s �nterest rate be�ng one of the lowest.  

AdvAnTAgeS/diSAdvAnTAgeS 

The major advantages of short-term borrow�ng are �ts ab�l�ty to prov�de l�qu�d�ty to 
meet obl�gat�ons and lower �nterest costs than long-term debt.  The d�sadvantages 
are �ts temporary nature and that �t must be managed prudently to avo�d poss�ble 
m�suse.  Follow�ng are some add�t�onal advantages and d�sadvantages for each type 
of short-term debt:

Bank loans are the s�mplest and eas�est to use and have cons�derable 
flex�b�l�ty �n establ�sh�ng terms, few d�sclosure requ�rements, and low �s-
suance costs.  On the other hand, bank loans usually have h�gher rates of 
�nterest than other short-term �nstruments.
Issu�ng notes (tax, revenue and bond ant�c�pat�on) demonstrates that 
a LG has access to cred�t markets other than banks; usually produces 
lower rates than bank loans; and prov�des a benchmark for compar�son of 
rates between the �ssuer and other governments to help future plann�ng.  
The pr�mary d�sadvantages are the �ncreased d�sclosure requ�rements, 
h�gher cost of �ssuance and need for a cred�t rat�ng for acceptance �n the 
cred�t market.  Bond ant�c�pat�on notes have an add�t�onal d�sadvantage 
�n that they represent a gamble that the LG w�ll be able to access the 

•

•

•

•

•
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long-term market at lower �nterest rates when the bond ant�c�pat�on notes 
mature.  
Commerc�al paper has all the advantages and d�sadvantages of notes.  
Add�t�onally, commerc�al paper has even h�gher �n�t�al set-up costs and 
as a result requ�res borrow�ng a large amount of short-term money to 
be feas�ble—m�n�mum of EU 50 m�ll�on.)  Start-up costs �nclude: a bank 
letter of cred�t, dealer fees for re-market�ng the paper, bond counsel and 
financ�al adv�sory fees, plus staff and on-l�ne computer equ�pment and 
software to manage the program.

TypeS oF long-TerM FinAnCing

CoMMerCiAl bAnk And SAvingS inSTiTuTion loAnS 

A common source of financ�ng for cap�tal �nvestment �s through loans from commer-
c�al banks and sav�ngs �nst�tut�ons.  These �nst�tut�ons serve as a read�ly ava�lable 
source of funds because they are located �n the commun�ty and usually have an es-
tabl�shed relat�onsh�p w�th the LG by prov�d�ng trad�t�onal bank�ng serv�ces.

Note:  In some countries commercial banks are risk averse and not re-

ally available as a source of funding for LGs.

S�nce the spec�fic terms of a bank loan w�ll vary depend�ng upon your LG’s 
financ�al c�rcumstances, we w�ll general�ze.

term

Commerc�al banks offer loans that are usually shorter than other loans and have a 
matur�ty of 2-5 years; fore�gn banks and other loan �nst�tut�ons may prov�de longer 
terms.  The length �s determ�ned by the bank based on the purpose of the loan and 
bank pol�cy.  As a rule, loans that finance cap�tal fac�l�t�es or equ�pment should never 
exceed the l�fe of the asset financed.  

Interest rates

The bank sets the �nterest rate on loans based on current market rates, length of 
debt, collateral, or secur�ty for the loan, and cred�tworth�ness of the borrower.  Rates 
can be fixed or float�ng.  A fixed �nterest rate �s set at the t�me the loan �s approved 
and reflects financ�al market cond�t�ons at that t�me.  It rema�ns �n effect dur�ng the 
ent�re term of the loan.  A float�ng �nterest rate moves w�th market �nterest rates and 
represents a spec�fic percentage above the general level of �nterest rate, such as the 
d�scount rate of the nat�onal bank of your country.  

In choos�ng between fixed or float�ng rates, you must make a judgment on the 
future d�rect�on of �nterest rates.  A fixed �nterest rate �s cons�dered advantageous �f 
�nterest rates are r�s�ng s�nce �t locks �n a spec�fic rate and protects from cont�nu�ng 
r�s�ng rates.  A float�ng rate �s more advantageous �n a decl�n�ng �nterest rate env�ron-

•
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ment where the per�od�c resett�ng of the �nterest rate produces lower �nterest costs 
w�th each adjusted and hopefully lower rate.  

structure

The bank establ�shes the loan structure and determ�nes how qu�ckly the pr�nc�pal 
�s repa�d.  Generally, they requ�re monthly or quarterly repayments of pr�nc�pal and 
�nterest �n equal �nstalments for the term of the loan that �s normally referred to as 
the annu�ty method.  In th�s method, the pr�nc�pal amount pa�d �ncreases �n each 
�nstalment wh�le the �nterest amount pa�d decreases �n each �nstalment.  The result 
�s a level or even �nstalment payment throughout the loan per�od.  There are other 
var�at�ons of structure, but they are more typ�cally used w�th LG bonds and therefore 
w�ll be d�scussed �n that sect�on.

guarantees or collateral

Bank loans are normally secured by LG property or by a pledge of future revenues.  
There are four standard types of guarantees or collateral:

A guarantee of all LG property e.g., real estate;
A pledge of proport�onate taxes or subs�dy from the central government 
budget.  In th�s s�tuat�on, the LG pledges these taxes or subs�dy for the 
loan payment and establ�shes a ded�cated amort�zat�on fund for the sole 
purpose of rece�v�ng the revenues and repay�ng the pr�nc�pal and �nterest 
on the loan;
A guarantee by future LG revenues.  Th�s method allows the bank or 
cred�tor to have local taxes or other LG revenues cred�ted to h�s account 
at the t�me of the�r collect�on.
Cash depos�t or secur�t�es

Other loan prov�s�ons—Both the finance manager and legal counsel should re-
v�ew the ent�re loan agreement thoroughly to �nsure that all the terms are understood 
and �n the LG’s best �nterest.  Pay close attent�on to prov�s�ons deal�ng w�th late pay-
ments, defaults, prepayment opt�ons, loan collateral or guarantees, and loan exten-
s�on opt�ons at matur�ty.

governMenT And inTernATionAl developMenT progrAM loAnS

Another source of long-term financ�ng are loans from central government or �nterna-
t�onal development programs.  These organ�sat�onal offer financ�ng to support the�r 
spec�fic programs such as env�ronmental protect�on or LG hous�ng development.  As 
a result, the�r appeal w�ll be l�m�ted to commun�t�es that have that spec�fic need and 
can meet the loan requ�rements.  These organ�zat�ons requ�re a completed loan ap-
pl�cat�on to be cons�dered.  There �s no guarantee that the loan w�ll be approved.  The 
loan process �s often very compet�t�ve and only the most deserv�ng are approved.

The terms and cond�t�ons of government and �nternat�onal development organ�-
zat�on loans tend to be less r�g�d than commerc�al banks.  The�r object�ve �s to ass�st 
LG long-term development needs rather than make a profit.  Th�s d�fferent or�enta-

•
•

•

•
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t�on results �n terms that are more flex�ble. Many t�mes, these loans and the�r terms 
are determ�ned by pol�t�cal cons�derat�ons rather than rule-based financ�ng.  In such 
a s�tuat�on there �s a s�gn�ficant danger of creat�ng �ncent�ves for bad performance.  
In many countr�es the government loans are on the decl�ne or have dr�ed up.

term

Government and �nternat�onal programs offer loans for longer terms than bank loans.  
These agenc�es tend to be more flex�ble �n adjust�ng the length of the loan to meet LG 
needs.  The length of the loan �s often t�ed to the useful l�fe of the asset.  

Interest rates

Government or �nternat�onal program �nterest rates are typ�cally based on the gov-
ernment’s ab�l�ty to borrow money and usually th�s means that rates are below com-
merc�al bank rates.  F�xed �nterest rates are common and are set based on a relat�on-
sh�p to government �nterest rates.  

structure

Government and �nternat�onal organ�zat�ons have cons�derable lat�tude to create at-
tract�ve loans that range from trad�t�onal loans at market rates called “hard loans” 
to more flex�ble loans called “soft loans” that may be offered at lower �nterest rates, 
deferred repayment, except�onal length or a comb�nat�on of these terms.  Soft loans 
are usually des�gned for spec�fic purposes or to make the loan affordable to the bor-
rower.  Both agenc�es w�ll mod�fy the loan structure to meet the financ�al needs of a 
commun�ty.

guarantees or collateral

Government or �nternat�onal organ�zat�ons requ�re that the LG prov�de a guarantee 
or prov�de collateral to repay the loan or equ�pment be�ng financed.  Often t�mes 
they w�ll take a second pos�t�on beh�nd bank loans or LG bonds.  Government and 
�nternat�onal agenc�es are usually less �nterested �n be�ng repa�d then �n prov�d�ng 
financ�ng for a spec�fic need or purpose.

other loan ProvIsIons

The same words of caut�on that apply to commerc�al loans also apply to government 
and �nternat�onal organ�zat�on loans.  Wh�le the terms may be more favourable, do 
not sk�p the rev�ew process.  The loan agreement should st�ll be rev�ewed by both 
finance manager and legal counsel to �nsure that all the prov�s�ons of the loan are 
understood and �n the best �nterest of the LG.  Pay close attent�on to prov�s�ons deal-
�ng w�th late payments, defaults, prepayment opt�ons, loan collateral or guarantees, 
and loan extens�on at matur�ty.

The follow�ng table l�sts some advantages and d�sadvantages of commerc�al 
bank loans and government/ �nternat�onal development program loans.
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Advantages and disadvantages of 
Commercial bank loans and government loans

Commercial bank loans
Advantages 

Prov�des a read�ly ava�lable source of financ�ng based on ex�st�ng local bank 
relat�onsh�ps.
Apply�ng for a commerc�al bank loan �s a relat�vely s�mple process.
Cred�t analys�s �s performed by the commerc�al bank.
A separate cred�t rat�ng from a rat�ng agency �s not requ�red.
Loan terms and cond�t�ons are negot�able to meet the needs of the bank and LG.

•

•
•
•
•
D�sadvantages

Interest rates tend to be h�gher than other types of debt.
Secur�ty (collateral) requ�rements may be excess�ve (�.e. greatly exceed the value 
of the loan).
Terms and cond�t�ons of the loan are generally structured to favour the cred�tor.

•
•

•

government/international development program loans
Advantages

Prov�des financ�ng for spec�fic purposes.
Prov�des favourable and potent�ally more flex�ble terms of financ�ng (�nterest 
rates, repayment terms and structures, guarantees, other loan prov�s�ons) to 
ass�st the LG.

•
•

D�sadvantages
F�nanc�ng �s l�m�ted to a spec�fic purpose defined by the government or �nterna-
t�onal development program.
Project and financ�al report�ng requ�rements may be complex and burdensome.
Dec�s�on mak�ng process �s usually slow and compl�cated.
Loans from �nternat�onal organ�zat�ons may have currency exchange r�sks that 
requ�re the LG to create spec�al reserves to protect �tself from adverse currency 
fluctuat�ons. 

•

•
•
•

lg bondS

Another source of financ�ng �n many countr�es that can be tapped to fund LG cap�-
tal �nvestments �s to �ssue LG bonds.  Issu�ng LG bonds through banks or through 
�nvestment firms has become an �ncreas�ngly �mportant component for some coun-
tr�es.

PurPose and term

Many LGs �ssue bonds to cover both operat�ng defic�ts and fund cap�tal �nvestments 
w�th terms rang�ng from 2-5 years.  In develop�ng countr�es, banks are pr�mary pur-
chasers of LG bonds and hold them �n �nventory s�nce there �s usually no secondary 
market for LG bonds.  Occas�onally, a bank w�ll part�c�pate w�th a pr�vate �nvestor to 
purchase LG bonds.

Interest rates

LG bond �nterest rates reflect current financ�al market cond�t�ons, the term and struc-
ture of the bond be�ng �ssued and the cred�tworth�ness of the LG.  For these reasons, 
�nterest rates on LG bonds tend to be lower than rates for pr�vate bank loans.  LGs 
also can choose to �ssue fixed or float�ng rate bonds w�th the same d�lemma d�scussed 
�n a commerc�al bank loan -- determ�n�ng the future d�rect�on of �nterest rates.



220 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

structure

In prepar�ng to �ssue bonds, LGs trad�t�onally take a lead role �n structur�ng the �ssue 
to meet the LG’s financ�ng needs.  Work�ng w�th the financ�al adv�sor or bank, LG of-
fic�als and the finance manager should cons�der the capac�ty of the LG to assume new 
debt, current laws and debt pol�c�es, the useful l�fe of the �nvestments be�ng financed, 
and demand for LG bonds �n develop�ng the bond structure.  LG bonds can be struc-
tured �n a var�ety of ways.  They can be structured as ser�al, term or comb�nat�on 
bonds w�th debt level, pr�nc�pal level or deferred pr�nc�pal debt serv�ce structures.  
The bonds can be �ssued as e�ther general obligation bonds requ�r�ng a tax pledge 
or revenue bonds requ�r�ng a pledge of ded�cated revenue to repay the bonds.  These 
�tems w�ll be d�scussed �n more deta�l later.  

guarantees or collateral

Check w�th your country’s secur�ty law to determ�ne �f the LG bonds carry an au-
tomat�c guarantee of all LG property or the exact collateral�zat�on requ�rements.  In 
some cases, th�s means that the ent�re value of LG property secures a relat�vely small 
LG bond-- �n effect over secur�ng the bond.  For example, a LG may �ssue a EU 10 
m�ll�on bond that w�ll have a guarantee of EU 217 m�ll�on of LG property.  That ap-
pears excess�ve.

Process

Bond �ssues may need to be author�zed by the central bank and/or by the M�n�stry 
of F�nance �n your country.  These agenc�es �nvest�gate and confirm the financ�al �n-
format�on that the LGs prov�de.  Please check w�th a finance expert �n your country 
about regulat�ons or requ�rements.

evAluATion CriTeriA For deTerMining TypeS oF Fi-
nAnCing

In choos�ng a method for financ�ng cap�tal �mprovements three pr�nc�ples should be 
cons�dered: equ�ty, effect�veness, and effic�ency.  

Equity or fa�rness means that those who benefit from a cap�tal �nvestment 
or serv�ce should pay for �t.  For example, a cap�tal �nvestment �n publ�c 
trans�t can benefit the ent�re commun�ty by prov�d�ng affordable transpor-
tat�on and at the same t�me reduce congest�on and a�r pollut�on from au-
tomob�les.  It can be financed from general revenues.  On the other hand, 
certa�n fac�l�t�es such as water and sewer systems benefit spec�fic users.  
F�nanc�ng for these should be obta�ned from user fees.
An effective financ�ng method prov�des the requ�red amount of funds 
when needed.  For example, LGs generally have a d�fficult t�me bu�ld�ng 
large-scale cap�tal �nvestments from own source revenues.  In th�s case, 
rely�ng on own source revenues �s an �neffect�ve financ�ng method.

•

•
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Efficiency refers to the relat�ve costs of us�ng one financ�ng method over 
another.  For example, you may dec�de that certa�n financ�ng methods or 
r�sks are too h�gh relat�ve to the benefit they generate.  These are regard-
ed as �neffic�ent.

When analyz�ng financ�ng alternat�ves, use the follow�ng evaluat�on cr�ter�a as 
a framework: legal�ty, features of the source, adequacy of funds, commun�ty �mpact, 
econom�c �mpact, pol�t�cal feas�b�l�ty, adm�n�strat�ve feas�b�l�ty and the bas�c pr�nc�-
ples.

Legal�ty—Th�s cr�ter�on looks at who may use the opt�on and under what 
cond�t�ons.  Can the source be used to finance new and replacement fac�l-
�t�es, rehab�l�tat�on, repa�rs and equ�pment?  Are l�m�ts placed on �ts use?  
Is voter or state approval requ�red?  Are l�m�ts placed on the amount of 
funds or the l�fe of the project financed?  All �mped�ments to �ts use are 
�dent�fied �nclud�ng the need for spec�al leg�slat�on.
Feature of source—Th�s cr�ter�on exam�nes the procedures that must be 
followed �n establ�sh�ng and us�ng the financ�ng opt�on.  Are publ�c hear-
�ngs requ�red?  What leg�slat�ve and/or adm�n�strat�ve act�on �s requ�red?  
Is property owner approval requ�red?  What percentage of voter approval 
�s requ�red?  Are compl�cated negot�at�ons and agreements requ�red?  Is 
financ�al flex�b�l�ty �nsured?  How �s borrow�ng capac�ty and cred�tworth�-
ness affected?  What costs are �ncluded and excluded?  
Adequacy of funds—Th�s cr�ter�on exam�nes the extent to wh�ch the 
financ�ng source �s suffic�ent to cover all project and operat�ng/ ma�nte-
nance costs.  Is �t a one-t�me source?  What costs are not covered?  Is the 
ava�lab�l�ty dependent on match�ng funds or t�ed to spend�ng pr�or�t�es 
and other restr�ct�ons?  Are the funds ava�lable for only a l�m�ted t�me?  
Can the funds be leveraged w�th other funds?  An effort �s made to deter-
m�ne �f the source w�ll produce enough funds.
Commun�ty �mpact—Th�s cr�ter�on looks at the �mpact of the opt�on on 
d�fferent segments of the commun�ty such as low �ncome, bus�ness, and 
�ndustry.  Does the opt�on take ab�l�ty to pay �nto cons�derat�on?  Do the 
benefits rece�ved d�ffer among segments of the commun�ty?  Does the bur-
den pr�mar�ly fall on one group �n the commun�ty such as new res�dents, 
establ�shed res�dents, property owners, or low-�ncome households?  W�ll 
those who benefit pay �n relat�on to use?
Econom�c �mpact—Th�s cr�ter�on exam�nes the �mpact of the financ�ng 
source on the publ�c and pr�vate sectors.  What affect w�ll the source have 
on development �nclud�ng land and hous�ng costs?  W�ll �ts use affect 
bus�ness locat�on dec�s�ons?  W�ll funds be drawn from the pr�vate sector?  
The analys�s focuses on the effect of the financ�ng source on pr�vate costs.
Pol�t�cal feas�b�l�ty—Th�s cr�ter�on attempts to gauge the level of publ�c 
support and oppos�t�on to the source.  Is the source too �nnovat�ve or 
r�sky?  Has �t been opposed �n party platforms?  Have voters prev�ously 
defeated such proposals?  What �s the pos�t�on of elected offic�als regard-
�ng the opt�on?

•

•

•

•

•

•

•
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Adm�n�strat�ve feas�b�l�ty—Th�s cr�ter�a looks at how s�mple or complex 
the source �s to adm�n�ster.  What start up costs are requ�red?  How 
restr�ct�ve are the regulat�ons?  Is spec�al�zed staff requ�red?  How much 
staff t�me w�ll be requ�red?  What compl�ance costs are �nvolved?  What 
adm�n�strat�ve costs are �nvolved?  Are spec�al�zed consultants requ�red?  
Emphas�s �s placed on �dent�fy�ng the cost and complex�ty of procedural 
requ�rements. 

Follow�ng �s a sample matr�x that helps organ�ze th�s �nformat�on.

evaluating Financing options
F�nanc�ng 
Types / 
Sources

Legal�ty Feature 
of 
source

Adequacy 
of funds

Commun�ty 
�mpact

Econom�c 
feas�b�l�ty

Pol�t�cal 
feas�b�l�ty

Adm�n�-
strat�ve 
feas�b�l�ty

Own source 
revenues

Surpluses

Transfers

Shared

Loans

Grants/
Subs�d�es

Sale of assets

Leases

User fees

Notes

Bonds

Other 
________

leArning AppliCATion

electeD oFFicial _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Make a l�st of cap�tal financ�ng sources used �n your LG.  Use the sources �dent�fied 
�n the matr�x above as a start�ng po�nt.  What are some of the�r advantages and d�s-
advantages?  
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What other sources should your LG cons�der?

•
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

uniTed SATeS exAMpleS oF long-TerM FinAnCing

In the US, a d�fferent pol�t�cal, econom�c, and legal system has created an extens�ve 
LG cred�t market, �n wh�ch LGs finance the�r cap�tal needs through the �ssuance of 
long-term debt.  Th�s market �s s�m�lar to the pr�vate sector market.  For comparat�ve 
purposes, we w�ll d�scuss the types of long-term debt �nstruments that LGs use �n 
th�s system w�th the expectat�on that over t�me s�m�lar markets and �nstruments w�ll 
evolve throughout other parts of the world.  Although the d�scuss�on �s based on the 
US, there are numerous comments throughout the sect�on for develop�ng countr�es 
and those �nterested �n see�ng a LG debt market �n the�r own country.

In the US, long-term debt �s trad�t�onally d�v�ded �n two major types based on the 
pledge of funds that secure the debt: general obl�gat�on bonds and revenue bonds.

generAl obligATion bondS

General obligation bonds are commonly referred to as “full fa�th and cred�t” bonds 
because they are based on the pledge of LG to levy the necessary taxes to pay the 
annual debt serv�ce.

Th�s type of debt �s further subd�v�ded by the degree to wh�ch the full fa�th and 
cred�t and tax�ng power �s l�m�ted by law: 

•	 Unl�m�ted general obl�gat�on bonds legally obl�gate a LG to levy a tax w�th�n 
�ts jur�sd�ct�on at whatever level �s necessary to meet the debt serv�ce on the 
bonds.  There are no l�m�ts to the local tax�ng power.

• L�m�ted general obl�gat�on bonds have a s�m�lar obl�gat�on to levy a tax w�th�n 
the jur�sd�ct�on by ra�s�ng the tax rate; however, a max�mum rate �s �mposed 
by law.  The LG has unl�m�ted tax�ng power to ra�se the tax rate up to a max�-
mum rate.  

In e�ther case, the debt �s secured by the LG’s uncond�t�onal prom�se to pay the 
pr�nc�pal and �nterest based upon an agreed upon schedule.  If the taxes are �nsuf-
fic�ent to pay the requ�red pr�nc�pal and �nterest on the bonds at any t�me, the LG 
�s legally obl�gated to ra�se the tax rate or broaden the tax base to ra�se the needed 
revenues.  Fa�lure to meet the requ�red debt serv�ce payments results �n a default on 
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the bonds, poss�bly jeopard�z�ng the LG’s ab�l�ty to access the cred�t markets �n the 
future.

The type of bond a LG chooses to �ssue to finance a long-term project depends 
upon the benefit �t produces.  If the �nvestment produces a product or serv�ce that 
benefits the ent�re commun�ty, or spec�fic users of the product or serv�ce or both, the 
�nvestment �s sa�d to be a “publ�c good.”  As a publ�c good, �t should be financed by 
all taxpayers and thus a general obl�gat�on bond �s appropr�ate.  Typ�cal examples of 
these projects �nclude: publ�c safety, fire protect�on, streets and br�dges, publ�c parks 
and open space and publ�c bu�ld�ngs.  

revenue bondS

Revenue bonds are often referred to as “l�m�ted l�ab�l�ty” bonds.  These bonds rely 
solely upon a LG’s pledge of restr�cted revenues or user fees (such as serv�ce charges, 
tolls, adm�ss�on fees, leases and rents) to guarantee the repayment of the debt.  These 
bonds are not backed by the tax�ng power of the LG and as a result are usually not �n-
cluded w�th�n tax supported debt l�m�tat�ons.  If the revenues are not suffic�ent to pay 
the requ�red debt serv�ce, the LG �s legally obl�gated to ra�se the revenues from the 
pledged revenue source by ra�s�ng the fees or broaden�ng the revenue base.  Fa�lure 
to ra�se suffic�ent revenues to pay the �ndebtedness w�ll result �n that act�v�ty be�ng �n 
default.  There �s no legal requ�rement to use the full fa�th, cred�t, and tax�ng power 
of the LG to pay these obl�gat�ons to avo�d default; however, some m�ght argue that 
there �s a moral obl�gat�on of the LG to pay the �ndebtedness to preserve the reputa-
t�on of the LG �n the financ�al markets.

In some l�m�ted s�tuat�ons, LGs have backed revenue bonds w�th a full fa�th and 
cred�t tax pledge to add strength to the cred�tworth�ness of the revenue bond.  These 
are referred to as tax-supported revenue bonds or �nd�rect general obl�gat�on bonds.  
Th�s �s an appropr�ate use for s�tuat�ons where revenues are not strong or where 
there �s a l�m�ted cred�t h�story assoc�ated w�th the project.

Cap�tal �nvestments that d�rectly benefit a spec�fic group of users who pay for 
the �nvestment through user charges are cons�dered to be a pr�vate or mer�t good.  
These projects are appropr�ate for revenue bond financ�ng.  Examples of such �nvest-
ments �nclude: mun�c�pally owned a�rports, water and sewer systems, electr�c ut�l�-
t�es, athlet�c and sport fac�l�t�es and l�m�ted access h�ghways.

Revenue bonds can be further subd�v�ded �nto five types based on the type of 
�nvestment financed:

•	 Enterpr�se Revenue Bonds—are LG owned act�v�t�es des�gned, operated, and 
financed l�ke a pr�vate bus�ness w�th the �ntent that �t be self-support�ng 
from user charges.  Bonds �ssued for enterpr�se cap�tal �nvestment are solely 
pa�d for from the revenues of the enterpr�se.  In the US, these bonds are �s-
sued for LG owned ut�l�t�es such as water and sewer, gas or electr�c.

• Mortgage Revenue Bonds—These bonds finance LG owned publ�c ut�l�t�es 
or enterpr�ses but are secured by a mortgage aga�nst spec�fied propert�es 
of a LG.  When the debt �s pr�mar�ly payable from enterpr�se revenues, they 
are class�fied as revenue bonds.  The pr�mary advantage of the mortgage-
backed bond �n the US l�es �n the protect�on �t affords the cred�tor �n case of 
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bankruptcy and foreclosure.  Th�s protect�on w�ll vary among countr�es w�th 
d�fferent bankruptcy and foreclosure laws.  

• Lease Rental Bonds—These bonds finance fac�l�t�es that are leased under 
contract to a LG, wh�ch pays rent suffic�ent to pay the debt serv�ce.  Th�s 
type of bond has been used to finance publ�c bu�ld�ngs, parks, transporta-
t�on fac�l�t�es, hosp�tals, and schools.  Th�s type of debt �s frequently used to 
c�rcumvent borrow�ng restr�ct�ons on LG powers that levy taxes to pay the 
debt.

• Condu�t Revenue Bonds—These bonds finance pr�vate fac�l�t�es to promote 
econom�c development, �ncrease local employment opportun�t�es, or ach�eve 
a soc�al goal.  Fac�l�t�es are leased or funds are lent to a pr�vate bus�ness or 
act�v�ty.  Rental or loan payments cover the debt serv�ce on the bonds.  The 
term “condu�t” refers to the fact that the sponsor�ng LG makes no comm�t-
ment to pay or guarantee the debt, but by us�ng th�s mechan�sm allows the 
bus�ness act�v�ty access to the LG market.

• Spec�al Purpose Bonds—In a spec�al purpose bond �ssuance, the pr�nc�pal 
and �nterest of the bond �s pa�d for from a des�gnated tax (�.e. gasol�ne tax, 
hotel bed tax, alcohol beverage tax), spec�al purpose tax (�.e. a spec�al pur-
pose tax �n an econom�c development d�str�ct) or a spec�al assessment for a 
spec�fic cap�tal �nvestment �n a des�gnated area.

The follow�ng table l�sts the advantages and d�sadvantages of general obl�gat�on 
bonds and revenue bonds.

Advantages and disadvantages of general obligation and revenue bonds
General Obl�gat�on Bonds

Advantages

Prov�des the strongest pledge of the LG tax�ng power to repay the debt and usu-
ally produces the lowest �nterest cost.
Prepar�ng for the debt �ssuance �s a relat�vely s�mple process and less costly 
than other types of �ssuance.

•

•

Sell�ng debt compet�t�vely rather than negot�ated usually reduces the �nterest 
cost.
Commerc�al banks demand for LG bonds may create a market for bonds w�th 
shorter-term matur�t�es (2-5 years).

D�sadvantages
Lack of a secondary market �n many countr�es l�m�ts the attract�veness and 
shortens the matur�t�es of LG bonds

•

•

•

Commerc�al banks may l�m�t the term of LG bonds �n the�r portfol�o to five 
years.  
Legal debt l�m�tat�ons �mposed by nat�onal government l�m�t a LG’s ab�l�ty to 
meet long-term financ�ng needs.  Reduces future borrow�ng capac�ty.

•

•

If pa�d by taxes, may not al�gn benefits to costs.
Project costs may not be al�gned to the useful l�fe of the �nvestment.

•
•

Revenue Bonds
Advantages

Cost of debt �s d�str�buted more equ�tably to the users who benefit from the 
serv�ce.
Does not absorb future borrow�ng capac�ty.  

•

•
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F�nanc�ng costs must be pa�d w�th�n the useful l�fe of the project.
Improved d�sc�pl�ne �n spend�ng because revenue enterpr�ses are obl�ged to meet 
publ�c demands for serv�ce at reasonable costs.

•
•

Improved operat�on and ma�ntenance s�nce bond �ndentures carry requ�rements 
for superv�s�on of budget, ma�ntenance, and other phases of management not 
present �n general obl�gat�on bonds.

•

D�sadvantages
Lack of a secondary market �n many countr�es l�m�ts the attract�veness and 
shortens the matur�t�es of LG bonds 
Lack of the full fa�th, cred�t and tax�ng power of the LG may reduce cred�tworth�-
ness.  Usually rece�ves a h�gher �nterest rate.

•

•

More complex and as a result w�ll have �ncreased preparat�on and adm�n�stra-
t�on costs.
A h�gher proport�on of these bonds are sold through negot�at�on thus �ncreas�ng 
costs.

•

•

Defaults �n enterpr�se revenue bonds can have adverse carry over effects �n an 
�ssuer’s general obl�gat�on debt cred�t rat�ng.

•

leASe FinAnCing

Another long-term debt financ�ng opt�on ava�lable to meet LG �nvestment needs 
�s lease agreements.  Leas�ng by US LGs has greatly �ncreased over the years as an 
effect�ve means of acqu�r�ng assets necessary to prov�de publ�c serv�ces.  Th�s growth 
�s due �n part to a number of econom�c and legal factors:

•	 Leas�ng may be an alternat�ve to LG bond financ�ng for a major �nvestment 
because �nterest rates �n the LG loan or bond market are too h�gh or debt 
l�m�tat�ons preclude use of debt �nstruments.  

•	 Leas�ng enables a government to spread out the cost of equ�pment and cap�-
tal �nvestments over mult�-year per�ods.

•	 Leas�ng �s often a su�table and econom�cal method of financ�ng a cap�tal 
�nvestment that �s too expens�ve to fund �n one budget year but the �nvest-
ment’s useful l�fe �s too short to just�fy the �ssuance of long-term debt (�.e. 
10-20 years)

•	 A LG may need the equ�pment temporar�ly or rap�d changes �n technology 
make own�ng the equ�pment �mpract�cal.

•	 A fiscally d�stressed LG may need to replace equ�pment, at least temporar�ly, 
to keep publ�c serv�ces go�ng.

Types and uses—There are a number of d�fferent types of leases, each struc-
tured to meet spec�fic uses or c�rcumstances.  We w�ll d�scuss br�efly four types of 
leases and the�r use: a true lease, a lease purchase agreement, finance lease, and 
a sale-leaseback.  (Because leases may have vary�ng tax consequences �n d�fferent 
countr�es, please consult w�th legal counsel to fully understand the benefits, draw-
backs, and l�m�tat�ons of th�s type of financ�ng �n your country.)

A true lease �s an arrangement �n wh�ch the lessee (�.e. a LG) acqu�res use but 
not ownersh�p, of leased property, and the lease term �s shorter than the asset’s use-
ful l�fe.  Depend�ng upon tax laws, there may be benefits to the lessor of reta�n�ng 
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ownersh�p such as deprec�at�on.  Offsett�ng these potent�al benefits, the lessor usu-
ally must pay �ncome taxes on the full amount of the lease rental payments.

A lease purchase agreement �s a contract that �s called a lease but �s �n sub-
stance a purchase for wh�ch payments are made �n �nstalments over t�me.  The les-
see acqu�res ownersh�p as well as use of the leased property from the �ncept�on of 
the lease term and the lease typ�cally spec�fies a date on wh�ch t�tle to the property 
changes hands.  The per�od�c payments establ�shed �n the lease agreement are d�-
v�ded �nto pr�nc�pal and �nterest and �f the lessee �s a LG, the �nterest port�on may 
rece�ve favourable tax treatment depend�ng upon �ncome tax law.  For example, �n 
some countr�es �nterest earned on LG bonds may be taxed at 10 percent versus 
25% on other types of �nvestments.  Legal counsel should be consulted to determ�ne 
whether th�s �nterest could be treated s�m�lar to LG bond �nterest.

In countr�es where the LG �nterest �s tax exempt (e.g. US), the lessors are able to 
charge lower �nterest rates on such LG leases than on other true leases of comparable 
r�sk and terms.

To avo�d hav�ng th�s agreement class�fied as a debt, US LGs usually �nclude 
a non-appropr�at�on clause �n the agreement.  The clause allows the LG lessee to 
term�nate, w�thout penalty except for loss of the leased property, a lease for wh�ch 
funds are not appropr�ated beyond the current budget year.  Lessors on the other 
hand charge a h�gher �nterest rate than for a guaranteed contract term and �nclude a 
non-subst�tut�on clause that states the lessee cannot lease or purchase replacement 
equ�pment w�th�n a spec�fied t�me.

A finance lease �s a financ�ng dev�ce �n wh�ch the lessor �s a bank, another 
financ�al �nst�tut�on or an �nvestor.  The LG lessee requ�res use of the asset over a 
major port�on but not the ent�rety of �ts useful l�fe.  The lessee �s respons�ble for the 
costs of operat�on and ma�ntenance, taxes and �nsurance.  The lease term and pay-
ments generally are structured to recoup the lessor’s �nvestment to purchase the 
leased property and prov�de a sat�sfactory return on �nvestment.  Broadly conce�ved, 
a finance lease may be a true lease or a lease-purchase agreement, but as the term 
“finance lease” �s commonly used, �t refers to a type of true lease.  

A sale-leaseback �s an arrangement �n wh�ch the owner of property (e.g. LG) 
sells a property to a financ�al �nst�tut�on or an �nvestor and s�multaneously executes 
an agreement to lease the property back from the buyer.  If a sale-lease back �s 
structured as a true lease, the seller--lessee may be able to transfer the tax benefits 
of ownersh�p to the buyer-lessor �n return for favourable or low lease payments.  If 
a sale-leaseback �s structured as a lease purchase, the arrangement may qual�fy as 
a LG lease enabl�ng the buyer-lessor to obta�n LG �nterest and to pay tax at reduced 
rates.  Of course, these transact�ons need to be rev�ewed by legal counsel to deter-
m�ne the tax benefits that accrue, �f any.  

The follow�ng table conta�ns a l�st of advantages and d�sadvantages of lease 
financ�ng.
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Advantages and disadvantages of lease Financing
Advantages

Prov�des a mechan�sm to replace cap�tal equ�pment when revenues are �nad-
equate.
Prov�des a su�table and econom�cally feas�ble alternat�ve to bank loans and LG 
bond.  F�nanc�ng to acqu�re cap�tal equ�pment or fac�l�t�es.
Conserves operat�ng reserves.
Can be structured to avo�d class�ficat�on as LG debt.  
Useful to spread out the cost of equ�pment over mult�ple years.
Excellent way to obta�n the use of equ�pment temporar�ly or to avo�d own�ng 
equ�pment that w�ll be technolog�cally obsolete �n a short t�me.

D�sadvantages
H�gher �nterest cost over other s�m�larly structured forms of financ�ng (�.e. LG 
bonds and bank loans)
Complex and potent�ally burdensome lease agreements
Tax benefits of leas�ng may vary depend�ng upon d�fferent country’s laws on 
leas�ng

•

•

•
•
•
•

•

•
•

CreATive FinAnCing TeCHniqueS

Creat�ve financ�ng �s a term used by �ssuers to descr�be financ�ng techn�ques 
that depart from trad�t�onal cap�tal financ�ng descr�bed above.  LG �ssuers have been 
dr�ven by vary�ng market demands and econom�c factors to become more creat�ve.  
Issuers have not created these techn�ques out of th�n a�r s�nce these are not new loan 
�nstruments, but �nstruments borrowed from pr�vate corporate finance.  What �s new 
�s the�r use by LGs and the creat�on of add�t�onal sources of funds that d�d not ex�st 
prev�ously.

The follow�ng descr�bes three long-term creat�ve financ�ng techn�ques:
Zero coupon bonds— do not pay sem�-annual �nterest, as do trad�t�onal LG 

bonds.  Rather the bonds are sold at a substant�al d�scount from the par value (face) 
of the bond.  The �nvestor rece�ves the full amount of the pr�nc�pal at matur�ty.  For 
example, a bond �ssued �n 1997, wh�ch matures �n 12 years at $5000, may be sold 
at a pr�ce of $ 1250.  When the bond matures �n 2009, the LG must pay the �nvestor 
the bond par value $5000 at wh�ch t�me the �mputed �nterest rate of 11.89 percent 
�s real�zed.

Zero coupon bonds appeal to LG �ssuers because of the reduced adm�n�strat�ve 
cost of not �ssu�ng sem�-annual �nterest payments and because �nterest on the bonds 
�s not pa�d unt�l matur�ty.  At that t�me, the present value of the expense �s much 
less than �f per�od�c �nterest payments had been made through the l�fe of the bond.  
Investors l�ke zero coupon bonds because they are able to lock �n a fixed �nterest rate 
and avo�d some �nterest rate r�sk.  On the other s�de, LG �ssuers must �ncrease the 
s�ze of a zero bond �ssue because they are sold at a d�scount to produce the amount 
of proceeds needed to fund the cap�tal �nvestment.  Th�s d�fference between the d�s-
count pr�ce and par value may be d�fficult to expla�n to the average taxpayer.  Also the 
deferral of �nterest payments can cause problems because of the s�ze of the one t�me 
payment due at matur�ty; therefore, LGs should establ�sh a sinking fund to el�m�nate 
the problem of not hav�ng suffic�ent funds to ret�re the debt at matur�ty.

Put option bonds—are a way that �ssuers can attract �nvestors to purchase LG 
debt when �nterest rates are volat�le and potent�ally lower the�r �nterest cost.  A put 
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opt�on ent�tles the bondholder to return the bond to the �ssuer at some future date 
before the bond’s matur�ty date.  There are two k�nds of put opt�ons: 

In a window put, the �nvestor can exerc�se the opt�on once dur�ng a spe-
c�fic per�od on a spec�fic date or week.  
An anniversary put g�ves the �nvestor the opt�on of return�ng the bond to 
the �ssuer per�od�cally once every year.

Investors v�ew bonds w�th put opt�ons as short-term debt, and as a result, the 
�nterest rates are lower than long-term debt.  From the LG �ssuer’s standpo�nt, the 
poss�b�l�ty that a bond would be returned before �ts matur�ty date �s a real r�sk.  The 
�ssuer can reduce that r�sk by purchas�ng �nsurance �n the form of a bank letter of 
cred�t.  Th�s guarantees the �nvestor that there w�ll be suffic�ent funds ava�lable to 
repay the bond �f the put opt�on �s exerc�sed.  

The major advantages of the put opt�on bond are the potent�al for lower �nter-
est cost, and �f the bond �s put back to the LG, �t �s redeemed at par.  Normally, �f 
the �ssuer exerc�ses an opt�on to call a bond before the matur�ty date, a prem�um �s 
requ�red above the par value.  The d�sadvantages of the put opt�on are the cost of the 
letter of cred�t and the r�sk that the LG m�ght have to use �t.

Variable Rate Bonds or Notes—are v�ewed as short-term debt because they 
are �ssued w�thout a s�ngle fixed �nterest rate.  The �nterest rate �s t�ed to an �ndex 
that reflects the general level of �nterest rates.  Th�s type of �nstrument prov�des the 
LG �ssuer a means to access the market at a lower cost than other short-term debt.  
Investors are generally w�ll�ng to accept a lower return from a var�able secur�ty that 
cons�derably reduces the�r market r�sk.

Var�able rate notes generally have a demand feature.  Th�s feature g�ves the 
�nvestor the opt�on to tender the bonds back to the �ssuer �f the �nterest rate on the 
bonds �s unacceptable.  Demand opt�ons are very s�m�lar to put opt�ons d�scussed 
above.  The uncerta�nty that faces �ssuers �s compensated for by lower �nterest costs 
than would be necessary w�th a fixed-term bond.

The key to successful var�able rate �ssue �s the �ndex rate to wh�ch the secur�ty’s 
�nterest �s pegged.  LG offic�als must exerc�se caut�on �n the select�on of th�s �ndex, 
because �t determ�nes the total �ssue �nterest costs.  A var�ety of �ndexes can be used 
such as a weekly, monthly, or annual average of the rates of other short-term notes 
or bonds.  To attract �nvestors, the �ndex must closely follow trends �n other compet-
�ng �nvestments of s�m�lar r�sk and matur�ty.  However, the closer the �ndex follows 
fluctuat�ons �n �nterest rates, the more uncerta�n the total costs of the �ssue w�ll be.  If 
the �ssuer attempts to restr�ct the �ssue from �nterest rate fluctuat�ons, �t may result 
�n the demand feature be�ng exerc�sed more often and thus �ncrease the borrowers’ 
total �nterest cost.  

F�nance managers should fam�l�ar�ze themselves w�th the d�fferent types of fi-
nanc�ng ava�lable to address cap�tal �nvestment needs as well as the advantages and 
d�sadvantages of each so that an appropr�ate dec�s�on can be made wh�ch �s �n the 
best �nterest of the LG.

•

•
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STepS For CrediT AnAlySiS oF THe lg

A LG �ssuer’s cred�t qual�ty �s one of the most �mportant determ�nants of the �nterest 
rate pa�d on a debt.  The stronger the �ssuer’s perce�ved cred�t, the lower the �nter-
est rate that banks w�ll offer to make a loan or �nvestors w�ll requ�re to purchase the 
bonds and the lower the �nterest cost to the LG.  In th�s sect�on, we w�ll rev�ew the 
factors that are cons�dered �n evaluat�ng a LG’s cred�tworth�ness.  

The object�ve of cred�t analys�s �s to determ�ne the w�ll�ngness and the ab�l�ty of 
the LG �ssuer to make full and t�mely payment of all loan obl�gat�ons or debt serv�ce 
requ�rements.  One of the first th�ngs that a LG should do when cons�der�ng a debt 
�ssue �s to perform a cred�t analys�s of the LG.  We d�scuss how the LG can do that 
analys�s �n th�s sect�on.  We w�ll also rev�ew how a cred�t analys�s �s performed by two 
types of pr�vate firms: an underwr�ter or bank purchas�ng a debt �ssue or mak�ng a 
loan, or a rat�ng agency evaluat�ng the LG ‘s cred�t for �nvestors.

LG offic�als can employ an analyt�cal methodology to ass�st them �n mak�ng 
sound financ�al management dec�s�ons regard�ng the use of debt to finance cap�tal 
�nvestments.  The methodology addresses two bas�c quest�ons: how much can a LG 
borrow and how much should a LG borrow?

To determ�ne how much a LG can borrow, the finance manager first calculates 
the current and projected net operat�ng results of the LG.  Th�s �s the d�fference 
between recurr�ng revenues (local taxes and fees, rents from LG property etc.) and 
non-�nvestment expend�tures.  An operat�ng surplus �s the amount ava�lable to pay 
the matur�ng pr�nc�pal and �nterest payment on any new debt.  It determ�nes the 
max�mum amount a LG can borrow.  If th�s �n�t�al calculat�on produces a defic�t or no 
surplus, the LG has no capac�ty to borrow and should str�ve to �mprove the�r financ�al 
cond�t�on to produce surplus revenues for future debt �ssuance.

Wh�le the net operat�ng surplus can prov�de �nformat�on on how much a LG can 
borrow, a LG must assess the r�sks �t faces to determ�ne how much �t should borrow.  
The next steps of the methodology use an analys�s of financ�al performance �nd�ca-
tors to determ�ne whether the LG �s �n a strong or weak financ�al cond�t�on.  Past and 
projected trend �n those �nd�cators can show whether that cond�t�on �s �mprov�ng or 
deter�orat�ng.  The methodology uses three alternat�ve scenar�os, a base case, worst 
case, and best case to look at the �mpact of small changes �n the assumpt�ons about 
future revenues and expend�tures on the financ�al cond�t�on of the LG.  These ent�re 
elements taken together prov�de an assessment of the level of r�sk.  The degree of r�sk 
can help a LG determ�ne how much �t should borrow.  Generally, a LG w�ll want to 
borrow less �f the r�sks are h�gh and more �f they are low.  Follow�ng �s a more deta�led 
descr�pt�on of each step:

STep 1: prepAre An STATeMenT oF THe lg’S operATing SurpluS (or neT 
operATing reSulTS) 

To calculate the net operat�ng results, take total revenues and then separate recur-
r�ng revenues (taxes and fees, shared nat�onal taxes, transfers, rents, etc.) from non-
recurr�ng revenues (those only author�zed for one year or that are one t�me revenues 
�.e. sales of property) and d�v�des total expend�tures the same way by separat�ng 
�nvestment expend�tures from the recurr�ng operat�ng expend�tures.  The net operat-
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ing results are determ�ned by subtract�ng the non-�nvestment expend�tures (operat-
�ng expend�tures) from the recurr�ng revenues.  Th�s w�ll produce a net operating 
surplus when recurr�ng revenues are greater than operat�ng expend�tures or a net 
operating deficit when operat�ng expend�tures are greater than recurr�ng revenues.  

LGs that are cons�der�ng borrow�ng money must prov�de for payment of the 
pr�nc�pal and �nterest from the surplus operat�ng funds over the l�fe of the debt.  
S�nce the LG w�ll be mak�ng payments each year unt�l �t has repa�d the debt fully, 
the conservat�ve and prudent approach �s to plan on us�ng only recurr�ng revenues 
to make the payments.

If the LG has a net operat�ng defic�t (no net recurr�ng surplus revenues), the 
LG should not cons�der borrow�ng any money unt�l �t has taken steps to �dent�fy and 
address the causes of the problem.  If a LG has a current net operat�ng surplus, �t 
can cons�der borrow�ng.  The amount �t can borrow however, w�ll depend on not only 
on a surplus �n the current year but that trend cont�nu�ng �nto the future.  The LG 
must forecast �ts future operat�ng results s�nce payments of debt serv�ce w�ll extend 
several years �nto the future.

STep 2:   prepAre A bASe CASe SCenArio  

A base case scenar�o covers the per�od for the next five years and forecasts each re-
curr�ng revenue and non-�nvestment expense over that per�od.  You should refer to 
the chapter on Financial Planning to rev�ew the d�fferent ways to forecast revenues 
and expend�tures.  In forecast�ng, when �n doubt use a conservat�ve assumpt�on that 
leads to a lower revenue or h�gher expend�ture est�mate.  Th�s w�ll tend to underest�-
mate the net operat�ng results.  It �s the most prudent approach on wh�ch to base the 
first est�mate about how much a LG can borrow.  

Subtract�ng forecasted non-�nvestment expend�tures from forecasted recurr�ng 
revenues shows the net operat�ng surplus (or defic�t) �n future years.  If there are 
other repayments of outstand�ng loans or other debt that the LG �s obl�gated to cover, 
add these as a separate l�ne and show an adjusted net operat�ng surplus.

If the current and all future years show a net operat�ng surplus, then a LG can 
cons�der enter�ng �nto debt.  The smallest surplus in any of the years will determine 

the maximum amount the LG can count on to pay debt services at a constant level dur-

ing the entire period of the forecast.  A useful way to express th�s amount �s a percent 
of recurr�ng revenues.  For example, the projected max�mum debt serv�ce �s est�mated 
to be 5%, 10%, or 15% of recurr�ng revenues.  Th�s �s the debt service ratio that �s 
often used to descr�be how much a LG can or should borrow.  

By apply�ng an assumed �nterest rate and the number of years to repay the 
debt, you can convert the projected debt serv�ce amount to a pr�nc�pal amount of the 
loan or bond �ssue.  That w�ll show how much the LG can borrow.  The follow�ng table 
shows what a base case format m�ght look l�ke.
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Forecast revenues and expenditures 2xx6-2x11—base Case Scenario Format
Years
2xx6 2xx7 2xx8 2xx9 2x10 2x11

Actual Est�mate Est�mate Est�mate Est�mate Est�mate

REVENUES (recur-
r�ng)
Tax revenues

Revenues from bus�-
ness act�v�t�es
Adm�n�strat�ve and 
other fees
Other revenues

Transfers

Grants

 Total Revenues

EXPENDITURES 
(non-�nvestment)
Personnel

Suppl�es

Serv�ces

Debt serv�ce (ex�st�ng)

 Total Expend�tures

Current Net 
Operat�ng Surplus/
(Defic�t)
Obl�gat�ons from ex-
�st�ng debt (�nclud�ng 
accrued l�ab�l�t�es)
Adjusted Net 
Operat�ng Surplus/
(Defic�t)

Net Surplus Ava�lable 
for Debt Serv�ce as % 
of Total Revenues

STep 3: develop FinAnCiAl perForMAnCe indiCATorS 

The �nd�cators are used �n the cred�t finance analys�s methodology to help determ�ne 
how much a LG should borrow.  We use seven categor�es of �nd�cators �n th�s meth-
odology.  An analys�s of the �nd�cators h�ghl�ghts the financ�al strengths and weak-
ness of the LG.  You should refer to the Evaluating Financial Condition1 chapter for a 
complete descr�pt�on of the development of these �nd�cators.  Only a br�ef descr�pt�on 
�s �ncluded �n th�s essay.
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Revenues—These �nd�cators are des�gned to help you understand the 
structure of revenues—general and recurr�ng—that are �mportant to the 
analys�s of how much a LG can borrow.  A key �ssue �s to what extent 
does the LG have control over the future level of �ts revenues.  (�.e. to what 
extent are dec�s�ons made by the central or h�gher levels of government)  
If a large share of recurr�ng revenues falls �nto th�s category, the LG has 
l�ttle control over �ts future recurr�ng revenues.  The mere fact that the LG 
�s dependent upon others’ dec�s�ons �s an element of r�sk.
Expend�tures—These �nd�cators look at the relat�onsh�p of operat�ng ver-
sus cap�tal �nvestment expend�tures, the level of expend�tures relat�ve to 
populat�on and number of employees and wh�ch departments, agenc�es, 
or contr�butory organ�zat�ons actually �ncur the expend�tures.  The cr�t�cal 
�ssues are the degree to wh�ch the LG rel�es upon contr�butory organ�za-
t�ons to del�ver serv�ces.  The assumpt�on �s that there �s less control over 
expend�tures of such an organ�zat�on and hence h�gher r�sk.
Net operat�ng results—Th�s �nd�cator shows the amount ava�lable to fund 
new expend�tures �nclud�ng new debt, wh�ch �s fundamental to answer�ng 
the quest�on of how much a LG can borrow.
Actual to budget—These �nd�cators look at the rat�o of �n�t�al and final 
budget project�ons to actual results.  They show the degree of accuracy of 
budget plans.  These �nd�cators help understand how well a LG can plan 
and manage �ts finances over t�me.
Relat�ve growth—These �nd�cators show how the change �n revenues com-
pares to the change �n expend�tures overt�me.  Just because a LG has a 
surplus �n the current year does not guarantee that �t w�ll cont�nue �n the 
future.  The key �ssue �s whether the growth of operat�ng expend�tures �s 
matched by growth �n recurr�ng revenues.  Faster grow�ng expend�tures 
w�ll eventually lead to a defic�t part�cularly �f revenue growth decreases.  
Conversely, faster revenue growth w�ll produce or ma�nta�n a future-oper-
at�ng surplus.
Debt Serv�ce—These �nd�cators mon�tor debt and the ab�l�ty of the LG to 
meet �ts debt serv�ce obl�gat�ons.  These �nd�cators are most useful when 
used w�th the preced�ng �nd�cators.  The lower the percentage of debt 
serv�ce to recurr�ng revenues and current assets such as cash, the better.  
Conversely, the h�gher the rat�o of debt serv�ce to revenue and current 
assets, the greater the burden to the LG of meet�ng the payment on �ts 
outstand�ng debt repayments.  A LG w�th lower r�sk levels and stronger 
performance �n the other categor�es, such as net operat�ng results and 
structure of recurr�ng revenues, can probably afford a h�gher level of debt 
serv�ce.
L�qu�d�ty and Outstand�ng Debt—The l�qu�d�ty �nd�cator shows the nature 
and amount of resources �mmed�ately ava�lable to a LG to cover �ts cur-
rent obl�gat�ons, �nclud�ng debt serv�ce.  The outstand�ng debt �nd�cator 
looks at the structure and amount of long-term debt—those greater than 
one year.  Wh�le these are bas�c �nd�cators, the data �s not usually con-
s�stently ava�lable from LG balance sheets to be a rel�able �nd�cator.

•

•

•

•

•

•

•
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STep 4: uSe THe FinAnCiAl indiCATorS in STep 3 To ASSeSS THe riSkS 

The first step �n the r�sk assessment �s to determ�ne the current financ�al cond�t�on 
status of the LG at the current t�me.  For each of the key �nd�cators, there may be an 
establ�shed benchmark for LGs �n your country.  By compar�ng the value of the �nd�-
cator aga�nst the benchmark, a LG can assess whether �ts status �s strong, accept-
able, or weak.  For example purposes we w�ll use the benchmarks establ�shed �n the 
US.  One of the �nd�cators looked at the rat�o of operat�ng expend�tures to recurr�ng 
revenues.  If the rat�o of a LG �s less than .95, th�s �s cons�dered strong �n the US.  
More than 1.00 �s weak.  Anyth�ng �n between �s acceptable.  

The second step �n the r�sk assessment �s to look at the trends �n the LG’s 
�nd�cators over t�me.  Gather data for the �nd�cators for at least the last three years.  
Develop the �nd�cators to determ�ne �f the s�tuat�on �s �mprov�ng, stable or deter�orat-
�ng.  Some values or scores vary w�thout any apparent pattern and produce an errat�c 
trend.  The more years you can go back the eas�er �t w�ll be to determ�ne a trend.

The final step �n the r�sk assessment �s to comb�ne the status and trend scores 
to form a judgment of the level of r�sk: Th�s �s expressed as h�gh or low r�sk.  Thus for 
each �nd�cator, there are three scores: 

•	 Status: strong, acceptable, weak
•	 Trend: �mprov�ng, deter�orat�ng, stable, errat�c
•	 R�sk: h�gh, low 

Tak�ng the �nformat�on that you have developed, you need to �nterpret the re-
sults.  Ind�cators w�th strong status results and �mprov�ng trends results can be put 
�n the lowest r�sk category.  Low r�sk means the LG may w�sh to borrow the total 
amount or substant�ally the amount that �t can borrow from the net operat�ng results 
analys�s.  On the other hand, weak status results and deter�orat�ng trend results 
represents the h�ghest r�sk category result�ng �n the conclus�on that the LG should 
borrow far less of that amount.  There are many scenar�os that the LG may face, �n-
clud�ng the t�mes the r�sk assessment w�ll range between h�gh and low.  Examples of 
th�s range of r�sk assessment along w�th a gu�del�ne for “Should Borrow?” follow:

Status Trend risk Should borrow?
Strong Improv�ng Lowest Most
Strong Stable Low More
Strong Errat�c Unclear Not clear

Acceptable Improv�ng Low More
Strong Deter�orat�ng Low Less

Acceptable Deter�orat�ng H�gh Less
Weak Improv�ng H�gh Less
Weak Stable H�gh Less
Weak Errat�c Unclear Not clear
Weak Deter�orat�ng H�ghest Least

       
Any g�ven LG w�ll score better on some �nd�cators than on others.  It also w�ll 

have patterns of scores �n each of the categor�es of �nd�cators.  LG offic�als need to 
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look at the sum of results of the r�sk assessment to form a global judgment about how 
much the LG should borrow.  

STep 5: perForM A SenSiTiviTy AnAlySiS 

Th�s looks at the �mpact of new revenue and expend�ture assumpt�ons on the net 
operat�ng results calculated �n the base case project�on.  In the base case, you made 
assumpt�ons about the future.  You may have felt that you were be�ng too opt�m�st�c 
or too pess�m�st�c.  Th�s analys�s shows you how to develop a ser�es of “what �f” sce-
nar�os �n wh�ch you are able to vary those assumpt�ons.  The results of the sens�t�v�ty 
analys�s are the final steps �n determ�n�ng how much the LG should borrow.

The first step �s to prepare a “best case” project�on.  Th�s �s the one �n wh�ch 
you use the most opt�m�st�c assumpt�ons about the future.  Th�s may �nclude more 
aggress�ve revenue assumpt�ons and/or more conservat�ve spend�ng patterns.  The 
most pract�cal way to th�nk of th�s �s to express future revenues and expend�tures 
as a percent of those est�mated �n the base case.  For example, you could express 
revenues as 105% of base case revenues and expend�tures as 90% of base case ex-
pend�tures.  Th�s would produce a scenar�o �n wh�ch future net operat�ng results are 
h�gher.

The next step �s to prepare a “worst case” scenar�o.  Th�s �s the most pess�m�s-
t�c set of assumpt�ons that may �nclude more aggress�ve expend�ture assumpt�ons 
and/or more conservat�ve revenue patterns.  For example, you can est�mate revenues 
at 95% of the base case and expend�tures at 103% of the base case.  The scenar�o 
should produce the lowest future net operat�ng results.  

The most useful sens�t�v�ty analys�s w�ll be the one that rel�es on relat�vely small 
changes �n the assumpt�ons for both the best case and worse case scenar�os.  

The sens�t�v�ty analys�s allows a LG to v�ew the extent to wh�ch changes �n reve-
nue and expend�ture assumpt�ons affects �ts financ�al cond�t�on.  It allows a LG to see 
how sens�t�ve a sl�ght change �n one or more of the assumpt�ons from the base case 
scenar�o can affect the financ�al cond�t�on and change the net operat�ng results or the 
r�sk assessment.  As a general rule, the more sens�t�v�ty to change, the h�gher the r�sk 
to borrow, conversely the less sens�t�v�ty to change, the lower the r�sk to borrow.

CrediT AnAlySiS by CoMMerCiAl bAnkS

A bank that makes a loan or plans to b�d on LG bonds as an underwr�ter, conducts �ts 
own cred�t analys�s of the LG before approv�ng a loan or part�c�pat�ng �n a bond sale.  
The outcome of that analys�s �s reflected �n the �nterest rate of the loan or pr�ce b�d 
for the bonds and the �nterest cost pa�d by the LG.  If poss�ble, obta�n the factors used 
�n your country’s bank’s cred�t analys�s.  Some banks may cons�der them propr�etary 
and w�ll not d�sclose them.  But, �t never hurts to ask!

CrediT AnAlySiS by rATing AgenCieS

A LG’s cred�tworth�ness may be analyzed by firms called rating agencies who are 
engaged �n the bus�ness of evaluat�ng the debt �ssued by corporat�ons, central gov-
ernments, prov�nc�al and state governments, and LGs.  These agenc�es rev�ew a LG’s 
cred�tworth�ness before the sale of LG bonds and ass�gn a cred�t rat�ng to the LG 
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bond.  The h�gher the rat�ng, the lower the �nterest costs that w�ll have to be pa�d on 
the bonds.  Two major US firms now prov�de th�s serv�ce for a number of countr�es 
world-w�de: Moody’s Investors Serv�ce and Standard and Poor’s Corporat�on.  Your 
country may have �ts own rat�ng agenc�es.  Local �nvestment spec�al�sts and banks 
should be able to help you determ�ne �f they are ava�lable or not.  

As an example, the US firms use a 3-letter class�ficat�on system.  Long-term 
bonds of the h�ghest qual�ty are rated “Aaa” by Moody’s and “AAA” by Standard and 
Poor’s.  Issues rated below “Baa” by Moody’s and below “BBB” by Standard and Poor’s 
are cons�dered below �nvestment grade.  A separate set of rat�ngs �s used for short-
term notes.  Follow�ng are the Moody’s Investors Serv�ce and Standard and Poor’s 
long-term debt rat�ng defin�t�ons respect�vely.

long-term debt rating definitions used by Moody’s investor Services

LG Rating Definitions

Bonds that are rated Aaa are judged to be of the best qual�ty.  They carry the 
smallest degree of �nvestment r�sk and are generally referred to as “g�lt edge.”  
Interest payments are protected by a large or by an except�onally stable mar-
g�n and pr�nc�pal �s secure.  Wh�le the var�ous protect�ve elements are l�kely 
to change, such changes as can be v�sual�zed are most unl�kely to �mpa�r the 
fundamentally strong pos�t�on of such �ssues.

•

Bonds that are rated Aa are judged to be of h�gh qual�ty by all standards.  
Together w�th the Aaa group, they compr�se what are generally known as h�gh-
grade bonds.  They are rated lower than the best bonds because marg�ns of 
protect�on may not be as large as �n Aaa secur�t�es or fluctuat�ons of protect�ve 
elements may be of greater ampl�tude or there may be other elements present 
wh�ch make the long-term r�sks appear somewhat larger than �n Aaa.

•

Bonds that are rated A possess many favourable �nvestment attr�butes and are 
to be cons�dered as upper-med�um-grade obl�gat�ons.  Factors g�v�ng secur�ty 
to pr�nc�pal and �nterest are cons�dered adequate, but elements may be present 
wh�ch suggest a suscept�b�l�ty to �mpa�rment some t�me �n the future.

•

Bonds that are rated Baa are cons�dered as med�um-grade obl�gat�ons; �.e. they 
are ne�ther h�ghly protected nor poorly secured.  Interest payments and pr�n-
c�pal secur�ty appear adequate for the present but certa�n protect�ve elements 
may be lack�ng or may be character�st�cally unrel�able over any great length 
of t�me.  Such bonds lack outstand�ng �nvestment character�st�cs and, �n fact, 
have speculat�ve character�st�cs as well.

•

Bonds that are rated Ba are judged to have speculat�ve elements; the�r future 
cannot be cons�dered as well assured.  Often the protect�on of �nterest and pr�n-
c�pal payments may be very moderate, and thereby not well safeguarded dur�ng 
both good and bad t�mes over the future.  Uncerta�nty of pos�t�on character�zes 
bonds �n th�s class.

•

Bonds that rated B generally lack character�st�cs of the des�rable �nvestment.  
Assurance of �nterest and pr�nc�pal payment or ma�ntenance of other terms of 
the contract over any long per�od of t�me may be small.

•

Bonds that are rated Caa are of poor stand�ng.  Such �ssues may be �n default 
or there may be present elements of danger w�th respect to pr�nc�pal or �nterest.

•

Bonds that are rated Ca represent obl�gat�ons that are speculat�ve �n a h�gh de-
gree.  Such �ssues are often �n default or have other marked shortcom�ngs.

•

Bonds that are rated C are the lowest rated class of bonds, and �ssues so rated 
can be regarded as hav�ng extremely poor prospects of ever atta�n�ng any real 
�nvestment stand�ng.

•
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Bonds for wh�ch the secur�ty depends upon the complet�on of some act or the 
fulfilment of some cond�t�on are rated cond�t�onally.  These are bonds secured 
by: (a) earn�ngs of projects under construct�on, (b) earn�ngs of projects un-
seasoned �n operat�ng exper�ence, (c) rentals wh�ch beg�n when fac�l�t�es are 
completed, or (d) payments to wh�ch some other l�m�t�ng cond�t�on attaches.  
Parenthet�cal rat�ng denotes probable cred�t stature upon complet�on of con-
struct�on or el�m�nat�on of bas�s of cond�t�on.

•

The bonds �n the Aa, A, Baa, Ba and B, groups wh�ch Moody’s bel�eves pos-
sesses the strongest �nvestment attr�butes are des�gnated by the symbols Aa1, 
A1, Baa1, Ba1 and Ba1.

•

long-term debt rating definitions used by Standard and poor’s
LG Rating Definitions
Investment Grade

AAA Debt rated “AAA” has the h�ghest rat�ng ass�gned by S&P.  Capac�ty to pay 
�nterest and repay pr�nc�pal �s extremely strong.

•

AA Debt rated “AA” has a very strong capac�ty to pay �nterest and repay pr�nc�-
pal and d�ffers from the h�ghest rates �ssues only �n small degree.

•

A Debt rated “A” has a strong capac�ty to pay �nterest and repay pr�nc�pal 
although �t �s somewhat more suscept�ble to the adverse effects of changes �n 
c�rcumstances and econom�c cond�t�ons than debt �n h�gher rated categor�es.

•

BBB Debt rated “BBB” �s regarded as hav�ng an adequate capac�ty to pay �n-
terest and repay pr�nc�pal.  Whereas �t normally exh�b�ts adequate protect�on 
parameters, adverse econom�c cond�t�ons or chang�ng c�rcumstances are more 
l�kely to lead to a weakened capac�ty to pay �nterest and repay pr�nc�pal for debt 
�n th�s category than �n h�gher rated categor�es.

•

Speculative grade
Debt rated “BB,” “B”, “CCC”, “CC” or “C” �s regarded as hav�ng predom�nantly 
speculat�ve character�st�cs w�th respect to capac�ty to pay �nterest and repay 
pr�nc�pal.  “BB” �nd�cates the least degree of speculat�on and “C” the h�ghest.  
Wh�le such debt w�ll l�kely have some qual�ty and protect�ve character�st�cs, 
these are outwe�ghed by large uncerta�nt�es or major r�sk exposures to adverse 
cond�t�ons.

•

BB Debt rated “BB” has less near term vulnerab�l�ty to default than other 
speculat�ve �ssues.  However, �t faces major ongo�ng uncerta�nt�es or exposure 
to adverse bus�ness, financ�al, or econom�c cond�t�ons that could lead to �nad-
equate capac�ty to meet t�mely �nterest and pr�nc�pal payments.  The “BB” rat�ng 
category �s also used for debt subord�nated to sen�or debt that �s ass�gned an 
actual or �mpl�ed “BBB-” rat�ng.

•

B Debt rated “B” has a greater vulnerab�l�ty to default, but currently has the ca-
pac�ty to meet �nterest payments and pr�nc�pal repayments.  Adverse bus�ness, 
financ�al or econom�c cond�t�ons w�ll l�kely �mpa�r capac�ty or w�ll�ngness to pay 
�nterest and repay pr�nc�pal.  The “B” rat�ng category also �s used for debt subor-
d�nated to sen�or debt that �s ass�gned an actual or �mpl�ed “BB” or “BB-” rat�ng. 

•

CCC Debt rated “CCC” has a current �dent�fiable vulnerab�l�ty to default, and 
�s dependent upon favourable bus�ness, financ�al, and econom�c cond�t�ons to 
meet t�mely payment of �nterest and repayment of pr�nc�pal.  In the event of 
adverse bus�ness, financ�al, or econom�c cond�t�ons, �t �s not l�kely to have the 
capac�ty to pay �nterest and repay pr�nc�pal.  The “CCC” rat�ng category also �s 
used for debt subord�nated to sen�or debt that �s ass�gned an actual or �mpl�ed 
“B” or “B-” rat�ng.

•

CC Debt rated “CC” typ�cally �s appl�ed to debt subord�nated to sen�or debt that 
�s ass�gned an actual or �mpl�ed “CCC” debt rat�ng.

•
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C The rat�ng “C” typ�cally �s appl�ed to debt subord�nated to sen�or debt that �s 
ass�gned an actual or �mpl�ed “CCC” debt rat�ng.  The “C” rat�ng may be used to 
cover a s�tuat�on where a bankruptcy pet�t�on has been filed, but debt serv�ce 
payments are cont�nued.

•

CI Debt rated “CI” �s reserved for �ncome bonds on wh�ch no �nterest �s be�ng 
pa�d.

•

D Debt rated “D” �s �n payment default.  The “D” rat�ng category �s used when �n-
terest payments or pr�nc�pal payments are not made on the date due even �f the 
appl�cable grace per�od has not exp�red, unless S&P bel�eves that such payments 
w�ll be made dur�ng the grace per�od.  The “D” rat�ng also w�ll be used upon the 
fil�ng of a bankruptcy pet�t�on �f debt serv�ce payments are jeopard�zed.

•

Plus (+) or minus (-) The rat�ngs from “AA” to “CCC” may be mod�fied by the ad-
d�t�on of a plus or m�nus s�gn to show relat�ve stand�ng w�th�n the major rat�ng 
categor�es.  

•

Typ�cally, the rat�ng process works l�ke th�s.  A LG �ssuer appl�es for a rat�ng a couple 
of weeks before the sale of bonds from one or more of the rat�ng agenc�es.  They usu-
ally pay a fee for the serv�ce.  The LG also subm�ts spec�fic �nformat�on for analys�s 
w�th the�r appl�cat�on for a rat�ng.  Th�s �nformat�on can be �ncluded �n the offic�al 
statement or subm�tted as supplemental mater�al.  A rat�ng agency analyst evalu-
ates the �nformat�on and asks follow-up quest�ons of local offic�als.  When sat�sfied 
w�th the �nformat�on presented, the analyst makes a recommendat�on to the rat�ngs 
comm�ttee of the rat�ng agency.  The rat�ng comm�ttee acts upon the recommenda-
t�on and ass�gns a rat�ng to the �ssue.  After the �n�t�al rat�ng of the bond, the rat�ng 
agency per�od�cally rev�ews the cred�t of the LG unt�l the bonds are pa�d off.

inTernATionAl CrediT rATing

Standard and Poor’s has �dent�fied spec�fic cr�ter�a that �t cons�ders �n �ts �nternat�on-
al cred�t analys�s.  One of the first cr�ter�a �s an assessment of country r�sk.  Standard 
and Poor’s has a pol�cy that requ�res that they determ�ne the cred�tworth�ness of the 
sovere�gn (central) government first before they rate any LG’s debt.  The sovere�gn 
rat�ng for fore�gn and local currency debt represents the upper l�m�t or rat�ng ce�l�ng 
for any LG �n that country.  The reason for th�s pol�cy �s that the central government 
has a w�de range of power and resources that render �ts cred�t stand�ng super�or to 
that of any other debtor �n the country.  Also w�th regard to fore�gn currency debt, the 
central government has first cla�m on fore�gn exchange reserves to serv�ce external 
debt obl�gat�ons.  It also has the power to tax and pr�nt nat�onal currency.  

In add�t�on to country r�sk assessment, Standard and Poor’s cred�t analys�s �s 
based on an assessment of a w�de range of pol�t�cal, econom�c, and financ�al factors.  
Standard and Poor’s �nformat�on requ�rements for assess�ng these factors are d�v�ded 
�nto five broad areas for analys�s: econom�c structure and growth potent�al, �ntergov-
ernmental relat�ons, adm�n�strat�ve systems and controls, budgetary performance 
and fiscal flex�b�l�ty and debt and financ�ng requ�rements.  These areas are descr�bed 
�n more deta�l �n the follow�ng table.
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Standard and poor’s information requirements for regional and lgs

Economic structure and growth potential

Demograph�c character�st�cs: h�stor�cal and projected figures for populat�on 
s�ze, natural growth rates vs. �mm�grat�on and age d�str�but�on.
Status of �nfrastructure and future needs: transportat�on, schools, hosp�tals, 
hous�ng, bas�c ut�l�t�es, and other.

•

•

Structure of local economy �n terms of output and employment by econom�c 
sector (e.g. agr�culture, m�n�ng, manufactur�ng, construct�on, trade, pr�vate 
serv�ces and government serv�ces).
L�st of major employers, �nclud�ng 10 largest non-government employers; �n-
format�on on these ent�t�es’ employment trends, profitab�l�ty, and �nvestment 
plans.

•

•

Level and trends of per cap�ta or household �ncome.
Measures of growth and prosper�ty of the local economy; trends �n gross domes-
t�c product, employment, unemployment, reta�l sales, �nvestment (construct�on 
spend�ng, bu�ld�ng perm�ts, hous�ng starts, etc.), new bus�ness start-ups and 
real estate values.  

•
•

Project�ons for major local econom�c �nd�cators.•

Intergovernmental relations

Serv�ce respons�b�l�t�es, d�st�ngu�sh�ng mandatory from d�scret�onary and cap�-
tal from on-go�ng.  Ab�l�ty of h�gher levels of government to download expend�-
ture respons�b�l�t�es w�thout commensurate revenues.
Tax�ng author�ty �nclud�ng types of taxes and whether they are shared w�th 
other levels of government.

•

•

Transfer to and from other levels of government, �nclud�ng the method of deter-
m�nat�on and frequency of mod�ficat�on.
Author�ty to borrow and for what purposes.

•

•

Administrative systems and controls

LGs’ legal l�m�tat�on, �f any and procedures for debt �ssuance, tax �ncreases, 
budget approval, and the mak�ng of loans and �nvestments.
Structure and compos�t�on of leg�slat�ve and execut�ve branches; stab�l�ty of 
pol�t�cal env�ronment.

•

•

Labour relat�ons, wage settlement process, and capac�ty to cut staff under legal 
and contractual arrangements.
Overv�ew of budget forecast�ng and mon�tor�ng systems, �nclud�ng expend�ture 
controls and revenue collect�on procedures.

•

•

Descr�pt�on of account�ng pract�ces and the�r �mpact on budget and financ�al 
statements.

•

Budgetary performance and fiscal flexibility

Revenue compos�t�on and trends, break�ng out transfer rece�pts by po�nt of 
or�g�n (e.g. �ntergovernmental or from publ�c enterpr�ses), own-source taxes by 
type, fees, and �nterest and d�v�dend earn�ngs.
Measures of local tax burden, �ts trend over t�me, and compar�sons to ne�gh-
bour�ng local author�t�es.

•

•

Pract�cal capac�ty to �ncrease taxes and fees.

Compos�t�on of and trends �n expend�ture, �nclud�ng a breakdown between 
cap�tal and current spend�ng.  Also the compos�t�on of spend�ng by funct�onal 
category (e.g. educat�on, health, etc.) and by econom�c category (e.g. wages, 
�nterest, etc.).

•

Analys�s of s�gn�ficant budget var�ances over the last three years.
Recent and projected trends �n the balance on current operat�ons.

•
•

Debt and financing requirements
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Cap�tal budget and project�ons, �nclud�ng compos�t�on and deta�ls on any major 
�nvestment programs.  
Ident�ficat�on of s�gn�ficant reserve accounts and the�r use.

•

•

Rev�ew of l�qu�d�ty pol�c�es and cash management systems.
H�stor�cal and projected gross and net financ�ng requ�rements, �nclud�ng bor-
row�ng from, and lend�ng to th�rd part�es.

•
•

D�rect debt and debt of enterpr�ses owned or supported by the local author�ty.•

Overlapp�ng debt of other governmental bod�es shar�ng the same tax base.
F�nanc�al performance and projected �nvestment and borrow�ng plans of enter-
pr�ses owned or supported by the local author�ty.  Systems of control over these 
enterpr�ses.

•
•

Evaluat�on of other s�gn�ficant cont�ngent l�ab�l�t�es, such as employee pens�on 
funds.

•

Cred�t analys�s and bond rat�ngs are used by �nvestors as a subst�tute for or an en-
hancement of the�r own research.  The cred�t rat�ngs are very �mportant to LG offic�als 
as they affect �nvestor att�tudes about the r�sk assoc�ated w�th the bonds and hence 
the total cost of the borrow�ng.

After a rat�ng �s ass�gned, the LG should make every effort to ma�nta�n a good 
relat�onsh�p w�th the analyst and the rat�ng agency.  Here are some suggest�ons for 
stay�ng on good terms w�th the rat�ng agenc�es.

•	 Keep them �nformed of financ�al and other developments that affect the out-
stand�ng bond rat�ng.

•	 Send them cop�es of the annual budget, aud�ted financ�al reports and other 
financ�al reports.

•	 Ma�nta�n per�od�c contact to �nform them of upcom�ng developments.

The most useful approach to apply�ng cred�t analys�s �s to perform a self-as-
sessment of your LG us�ng the methodology descr�bed �n th�s sect�on.  Th�s way you 
w�ll know how much your LG can and should borrow and the strengths and weak-
nesses of �ts finances.  Th�s self-assessment prepares you for the d�fficult quest�ons 
that w�ll be asked by banks, underwr�ters, and �nvestors �f you plan to obta�n a loan 
or �ssue LG bonds.

legAl iSSueS

Borrow�ng must comply w�th legal requ�rements from the central government and lo-
cal laws.  Before borrow�ng money, determ�ne any restr�ct�ons on: the amount of debt 
that can be �ncurred, types of debt, matur�ty dates, and the process to be followed.

Const�tut�onal prov�s�ons or statutory laws are the most common means of l�m-
�t�ng LG’s ab�l�ty to borrow money.  These laws are usually targeted at tax-supported 
obl�gat�ons because the debt �s secured by a pledge of tax revenues.  There may be a 
l�m�t on the percentage or type of assets that can be pledged.  It �s prudent financ�al 
management to l�m�t the ab�l�ty to pledge future revenues or LG assets through bor-
row�ng.  Follow�ng are some examples of legal debt l�m�tat�ons:
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Debt serv�ce payments on tax-supported obl�gat�ons �n a fiscal year shall 
not exceed 15 percent of the general operat�ng revenues.
At least 10 percent of the cost of cap�tal �nvestments shall be pa�d from 
current general revenues �n any g�ven fiscal year.
At least 25 percent of the pr�nc�pal on any loan or bond �ssue shall be 
ret�red w�th�n five years after the debt �s acqu�red or �ssued.
Outstand�ng debt of a LG shall not exceed 15 percent of the total market 
value of property �n the LG ava�lable for taxat�on.  (Note: Th�s may not be 
appl�cable to LGs �n countr�es unless property taxes are based on market 
values rather than area.)
The �nterest rate on a LG debt �ssue or loan shall not exceed 20 percent.
The max�mum matur�ty of a LG bond �ssue shall not exceed 30 years.

If legal debt l�m�tat�ons have not been establ�shed, then local offic�als should 
establ�sh them through locally adopted ord�nances or pol�cy statements.

STepS To SHorT-TerM borroWing—WHen And HoW 
MuCH? 

If borrow�ng short-term, cons�der two quest�ons: when and how much?  These dec�-
s�ons rest on an assessment of current c�rcumstances, projected needs, and the op-
portun�ty for arb�trage.  Arbitrage �s the profit der�ved from the more or less s�multa-
neous purchase of a secur�ty �n one cred�t market and sale �n a d�fferent market.  In 
th�s case, �t �s borrow�ng money from the bank at one rate and �nvest�ng the proceeds 
temporar�ly at a h�gher rate.

STep 1: ASSeSS THe CurrenT CirCuMSTAnCeS

•	 Develop a cash flow budget determ�nes the cash needs for the budget year.  It 
shows all ant�c�pated revenues and d�sbursements for a per�od of t�me—usually 
one year.  Carefully exam�ne each major revenue source and d�sbursement cat-
egory on a monthly or weekly bas�s us�ng at least three years of actual h�stor�cal 
exper�ence to construct the cash budget.  It �dent�fies when a defic�t cash flow 
occurs and the est�mated amounts of cash necessary to correct the s�tuat�on.  For 
a deta�led explanat�on of how to construct a cash flow budget, refer to Financing 

the Operating Budget2, another chapter �n th�s ser�es.  
•	 Analyze the cash budget and mod�fy �t.  The or�g�nal project�on produces a one 

year forecast of revenues and d�sbursements, but �t’s based on h�stor�cal aver-
ages that smooth out year to year var�at�ons.  However, s�gn�ficant var�at�ons 
can be expected �n any one year.  Ant�c�pate yearly var�at�ons and bu�ld �n some 
flex�b�l�ty, by us�ng conservat�ve revenue est�mates and l�beral d�sbursement pat-
terns.  Also prov�de a reserve element to avo�d return�ng to the bank or cred�t 
market for add�t�onal funds.  Go�ng back �s l�kely to produce an adverse �mpact 
on your LG’s cred�b�l�ty.

•

•

•

•

•
•
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STep 2: develop A plAn

Take the mod�fied cash budget and develop a plan to create flex�b�l�ty �n d�sburse-
ments.  The crudest form of flex�b�l�ty �s to s�mply delay payment to vendors.  How-
ever, th�s �s usually short s�ghted and very costly.  It costs the LG �ts reputat�on to 
pay suppl�ers/contractors late, reduces the number w�ll�ng to do bus�ness w�th the 
LG, and those that do, ra�se pr�ces to take delays �nto account.  Look at each type of 
d�sbursement and �dent�fy any that can be delayed w�thout �ncurr�ng penalt�es.

STep 3: deTerMine HoW MuCH To borroW

Cons�der two approaches.  In the first, you borrow money based on the cash flow 
budget schedule.  The bank advances loans and �s repa�d as promptly as cash flow 
perm�ts.  Th�s m�n�m�zes the amount of short-term debt outstand�ng and pays the 
smallest amount of �nterest.  In the second approach, you borrow the total amount of 
money needed to cover the projected defic�ts and reserve for the ent�re year.  A port�on 
of the money can be �nvested for longer per�ods and therefore �s able to earn �nterest.  
The earned �nterest can be used to reduce the total cost of the transact�on and �f the 
re-�nvestment �nterest rate �s h�gher than the loan rate, actually earn a profit.  

STep 4: MAinTAin relATionS WiTH THe bAnk 

W�th a loan outstand�ng, the bank loan agreement w�ll requ�re the LG to prov�de the 
bank w�th annual reports on the financ�al cond�t�on of the LG and cert�fy adherence 
to the loan prov�s�ons.  After rev�ew�ng these reports, the bank may requ�re more fre-
quent report�ng.  At a m�n�mum, local offic�als should prov�de the lend�ng bank w�th 
an annual budget, debt repayment plans, aud�ted financ�al reports and long-term 
financ�al plans.  It also would be a good �dea for the finance manager to per�od�cally 
v�s�t the bank lend�ng officer to d�scuss the status of the LG’s finances and to person-
ally keep the bank abreast of other prospect�ve financ�al developments.

STepS To iSSuing debT

If borrow�ng long-term the same two quest�ons about when and how much from the 
short-term sect�on should be asked.  But there are a number of add�t�onal quest�ons 
to be answered and dec�s�ons to be made—�ssu�ng long-term debt �s more compl�-
cated.  Also, w�th �ssu�ng long-term debt, your LG may choose to h�re some external 
adv�sors to help w�th the process.

exTernAl AdviSorS For iSSuing debT

We w�ll descr�be the role of the key external players and the serv�ces they prov�de 
�n the debt �ssuance process and also offer some suggest�ons on how to select and 
compensate them.  
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FInancIal advIsor 

The financial advisor ass�sts the LG �ssuer �n complet�ng the borrow�ng transact�on.  
However, the better way �s to reta�n the financ�al adv�sor before the development of 
the cap�tal �nvestment plan.  In th�s way, the financ�al adv�sor can ass�st the LG �n 
develop�ng alternat�ves for financ�ng the cap�tal program, as well as, �n plann�ng the 
related debt �ssuance.  

In the select�on of a financ�al adv�sor, the pr�nc�pal cr�ter�on should be the qual�-
ficat�on of the �nd�v�dual(s) who w�ll adv�se the LG, as well as, the qual�ficat�ons and 
resources of the firm.  The select�on process should requ�re each firm to �dent�fy the 
�nd�v�dual be�ng ass�gned to the project and the�r exper�ence.  There should also be 
some assurance that no replacement w�ll be ass�gned w�thout the consent of the �s-
suer.  The key benefit to the �ssuer w�ll be work�ng w�th an �nd�v�dual who has the 
knowledge and exper�ence w�th the type of �ssues be�ng cons�dered by the LG.

The financ�al adv�sor’s scope of serv�ces var�es based upon the needs of the LG, 
capac�ty of the LG to prov�de some of these serv�ces w�th ex�st�ng staff, the type of 
sale: compet�t�ve or negot�ated and the complex�ty of the transact�on.  Generally, a 
financ�al adv�sor prov�des the follow�ng serv�ces to the LG: 

•	 Rev�ews the LG debt structure and financ�al resources to determ�ne borrow-
�ng capac�ty for current and future cap�tal financ�ng requ�rements.

•	 Helps the LG evaluate alternat�ve fund�ng sources for cap�tal �nvestments.  
•	 Ass�sts �n the development of financ�al management cr�ter�a to determ�ne 

whether borrow�ng �s appropr�ate, rev�ews borrow�ng alternat�ves, and pro-
v�des an analys�s of the each financ�ng method for a g�ven project.

•	 Ass�sts the LG �n the select�on of other members of the adv�sory team by 
rev�ew�ng the request for proposal and s�tt�ng on the select�on comm�ttee.

•	 Cooperates w�th bond counsel �n develop�ng documents related to the debt 
�ssuance.

•	 Establ�shes the t�m�ng of the debt �ssuance �n consultat�on w�th the �ssuer 
and bond counsel (and underwr�ter �n a negot�ated sale).

•	 Prepares a debt �ssuance schedule that establ�shes the respons�b�l�t�es and 
deadl�nes for each member of the adv�sor team.

•	 Coord�nates the development of the �ssuance structure, �nclud�ng the terms 
(�.e. matur�ty schedule, �nterest pay dates, and call dates) and cond�t�ons of 
the �ssue.

•	 Adv�ses the �ssuer (and the underwr�ter �n a negot�ated sale) on d�sclosure 
�ssues �nclud�ng the prel�m�nary official statement.

•	 Prepares, �n conjunct�on w�th bond counsel and the �ssuer, an offic�al state-
ment, not�ce of sale and b�d form and d�str�butes them to all prospect�ve 
underwr�ters and �nvestors.

•	 Works w�th bond counsel to ensure that the legal requ�rements are met.  
•	 For compet�t�ve sales, attends the b�d open�ngs and ver�fies the accuracy of 

the b�ds subm�tted.
•	 For negot�ated sales, works closely w�th the LG �ssuer and the underwr�ter to 

establ�sh an �n�t�al pr�c�ng, mon�tors the order act�v�ty and ass�sts w�th any 
re-pr�c�ng of the obl�gat�ons.
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•	 Makes a recommendat�on to the �ssuer concern�ng the acceptance or rejec-
t�on of the b�d or offer to purchase.

•	 Ass�sts bond counsel w�th development of clos�ng documents.
•	 Prepares a post sale memorandum that compares the results of the debt 

�ssuance w�th comparable �ssues �n the market at approx�mately the same 
t�me.

F�nanc�al adv�sory serv�ces are typ�cally ava�lable through underwr�t�ng firms, 
commerc�al banks and �ndependent firms, wh�ch have no affil�at�on w�th an under-
wr�t�ng firm.  The LG should select a financ�al adv�sory firm through a compet�t�ve 
process after sol�c�t�ng proposals from all qual�fied firms based on cr�ter�a establ�shed 
by the LG.  The LG should establ�sh a select�on process that �s clear, open, and objec-
t�ve.

The LG should prepare a request for proposal (RFP) to sol�c�t responses from 
�nvestment bank�ng firms, commerc�al banks and �ndependent firms to prov�de fi-
nanc�al adv�sory serv�ces.  A financ�al adv�sory request for proposal should �nclude:

•	 A d�scuss�on of the firm’s understand�ng of the LG’s financ�ng needs and the 
firm’s ab�l�ty to prov�de the requested scope of serv�ces.  

•	 Ident�ficat�on and qual�ficat�ons of the �nd�v�duals who w�ll prov�de adv�sory 
serv�ces (and a back up �nd�v�dual).

•	 Exper�ence of the �nd�v�duals w�th the type of transact�ons that the LG plans 
to �ssue.

•	 A comm�tment of these �nd�v�duals by the firm to the LG dur�ng the l�fe of the 
contract.

•	 The bas�s on wh�ch the financ�al adv�sor w�ll be compensated.  
•	 References from at least three other LG cl�ents who have reta�ned the firm 

and the �nd�v�duals for s�m�lar transact�ons.

Regardless of the type of firm selected, the firm must have the full confidence of 
the LG.  In th�s regard, the ab�l�ty of the financ�al adv�sor to prov�de an object�ve and 
�nformed rev�ew of all aspects of the transact�on �s an essent�al qual�ficat�on.  

The financ�al adv�sor’s compensat�on usually �s structured on an hourly or fixed 
fee bas�s or as a percentage of the amount of debt �ssued.  However, LG �ssuers 
should be caut�ous about compensat�ng a financ�al adv�sory firm on a percentage or 
per bond bas�s for the follow�ng reasons.  F�rst, the payment on a per bond �ssued 
does not reflect the amount of work a firm may have to undertake to complete the 
transact�on for the �ssuer.  Second, the method prov�des a potent�al �ncent�ve to the 
adv�sor to advocate the �ssuance of bonds whether or not th�s financ�ng method �s the 
most advantageous for the �ssuer.  

For example, �n a LG bond �ssuance, the percentage method �s expressed as an 
amount per $1000 bond (US).  Therefore, a $10 m�ll�on bond sale results �n a $10,000 
financ�al adv�sory fee �f a $1.00 per $1000 bond �ssued �s charged.  In the percentage 
method, the financ�al adv�sor would rece�ve $10,000 regardless of actual work done.  
Payment on an hourly or fixed fee bas�s el�m�nates th�s potent�al confl�ct of �nterest.
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In th�s sect�on, we often refer to the need to prepare a request for proposal.  To 
ass�st you �n that task, we have �ncluded gu�del�nes for prepar�ng a proposal �n the 
follow�ng table.

guidelines for preparing an rFp

A Request for Proposal (RFP) �s a document prepared by the LG that outl�nes a 
spec�fic scope of work that needs to be accompl�shed and requests profess�onal 
firms (such as eng�neer�ng, legal, account�ng, financ�al adv�sor, underwr�ters or 
banks etc.) to respond to the proposal by descr�b�ng the�r qual�ficat�ons and exper�-
ence to prov�de the des�red serv�ces and a schedule of fees.  The LG selects the “best 
qual�fied” firm to perform the work rather than the firm offer�ng the lowest pr�ce.

The follow�ng gu�del�nes are offered to help LGs prepare a Request for Pro-
posal:

Define the serv�ces needed by the LG �n clear, prec�se language.  By 
clearly descr�b�ng the scope of work needed, respond�ng firms w�ll be 
able to determ�ne what serv�ces are needed and emphas�ze the qual�fi-
cat�ons and exper�ence that they have to meet the LG’s needs.
Include �n the request for �nformat�on only �tems that w�ll be used to 
evaluate responses 
Ident�fy and descr�be the cr�ter�a that w�ll be used to select the best 
proposal
Make the select�on cr�ter�a as object�ve as poss�ble 
Assemble a select�on comm�ttee to rev�ew the proposals and �nterv�ew 
the firms.  Ensure that the comm�ttee has a clear understand�ng of the 
des�red serv�ces.
Be caut�ous of us�ng elected offic�als on the select�on comm�ttee.  The 
select�on process may be underm�ned �f any of the comm�ttee members 
rece�ve financ�al support from a compet�ng firm or otherw�se would ap-
pear to benefit pol�t�cally from a firm’s select�on.
Prov�de each firm suffic�ent t�me to prepare a response to the Request 
for Proposal.  (Be aware of hol�days)
Establ�sh a deadl�ne (date, t�me and place) for rece�pt of the proposal by 
the LG and adhere to �t.
After the select�on comm�ttee rev�ews all the proposals, develop a l�st of 
the 2 or 3 firms that have subm�tted the best proposal based on objec-
t�ve cr�ter�a.  
Interv�ew the firms on th�s short l�st.  Requ�re the attendance of the key 
personnel l�sted �n the proposal.
Ask each of the firms to make a short presentat�on about the firm’s 
qual�ficat�on and then have each firm respond to a set of the same 
quest�ons.  These quest�ons should address the most �mportant �tems 
�n the proposal.  Th�s w�ll prov�de an opportun�ty to compare responses 
d�rectly and match the response to the government’s requ�rements.

1.

2.

3.

4.
5.

6.

7.

8.

9.

10.

11.

Bond Counsel 

The bond counsel �s an attorney who spec�al�zes �n LG bond and secur�t�es 
law.  The bond counsel’s role �s to adv�se LG offic�als concern�ng the �ssuer’s com-
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pl�ance w�th the const�tut�on, central government laws, and local ord�nances and 
resolut�ons.  The pr�mary respons�b�l�ty of bond counsel �s to cert�fy that the LG has 
the legal author�ty to �ssue the debt.  In countr�es where LG bonds are exempt from 
�ncome taxat�on, the bond counsel also cert�fies that the secur�t�es qual�fy for tax ex-
empt�on based on ex�st�ng law.  The op�n�on of bond counsel on the prospect�ve �ssue 
assures the �nvestor that the �ssue compl�es w�th all legal requ�rements and reduces 
the �nvestor’s r�sk that the contract w�ll be unenforceable or that the �nterest �s not 
tax exempt.

The bond counsel prov�des spec�al�zed legal serv�ces to ass�st the LG �ssue LG 
secur�t�es.  If a spec�al�st �n LG debt �s not ava�lable, LG should rely upon the tra-
d�t�onal legal counsel �n these matters.  Bond or legal counsel usually prov�des the 
follow�ng serv�ces: 

•	 Determ�nes whether the LG has the legal author�ty to �ssue bonds or other 
debt �nstruments based on ex�st�ng const�tut�onal, central government law 
and local ord�nances and l�m�tat�ons.

•	 Ensures local ord�nance author�ty �s cons�stent w�th const�tut�onal requ�re-
ments and l�m�tat�ons.

•	 Prepares legal documents for debt �ssuance, such as the bond ord�nance or 
loan agreement, wh�ch descr�bes the debt, the secur�ty, or guarantees for the 
debt and any other legal �nstruments needed to author�ze the �ssuance of 
debt.

•	 Ensures the bonds or loans are w�th�n appl�cable debt l�m�tat�ons.
•	 Ensures the appl�cable tax rate or debt serv�ce l�m�tat�on �s observed.
•	 Rev�ews the offic�al statement or loan/lease appl�cat�on to make certa�n that 

the legal �nformat�on �s correct and that no mater�al �nformat�on has been 
om�tted.

•	 Exam�nes the proceed�ngs of the govern�ng body prov�d�ng for the debt �ssu-
ance to ensure that the debt w�ll be �ssued legally.

•	 Ensures that a compet�t�ve sale �s advert�sed properly or that an underwr�ter 
�n a negot�ated sale �s selected properly.

•	 Determ�nes whether the tender (b�d) accepted �s legally acceptable �n a com-
pet�t�ve sale.

•	 Responds to quest�ons from underwr�ters, �nvestors, trustees, pay�ng agents 
and others regard�ng the debt �ssuance before del�very.

•	 If there are favourable tax benefits to LG debt �ssuance, prepares an unqual�-
fied op�n�on regard�ng the tax benefit nature of the �ssuance (�f appl�cable �n 
your country).

LG offic�als should cons�der �nclud�ng �tems from th�s l�st of serv�ces �n develop-
�ng the scope of work to select a bond counsel to ass�st the LG w�th the debt �ssu-
ance.

When select�ng bond counsel, LG offic�als should be pr�mar�ly concerned w�th 
the strength of the firm’s reputat�on �n the area of LG secur�t�es law.  Issuers’ and 
�nvestors’ confidence �n the bond counsel op�n�on �s d�rectly related to the firm’s ex-
per�ence.  A source of attorneys spec�al�z�ng �n th�s area of law can be obta�ned from 
commerc�al banks, financ�al adv�sors, or underwr�ters �nvolved �n LG financ�ng.
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LGs should prepare a request for proposal to sol�c�t proposals from law firms 
that prov�de these spec�al�zed serv�ces.  A bond counsel request for proposal should 
�nclude:

•	 A d�scuss�on of the firm’s understand�ng of the LG’s debt financ�ng needs 
and the firm’s ab�l�ty to prov�de the requested scope of serv�ces.  

•	 Ident�ficat�on and qual�ficat�ons of the �nd�v�duals who w�ll prov�de bond 
counsel serv�ces (and a back up �nd�v�dual).

•	 Exper�ence of the �nd�v�duals w�th the type of transact�ons that the LG plans 
to �ssue.

•	 A comm�tment of these �nd�v�duals by the firm to the LG dur�ng the l�fe of the 
contract.

•	 The bas�s on wh�ch the bond counsel w�ll be compensated.
•	 A l�st of LGs currently under contract for bond counsel serv�ces.  
•	 References from at least three other LG cl�ents who have reta�ned the firm 

and the �nd�v�duals for s�m�lar transact�ons.

LGs compensate bond counsel �n one of three ways: 1) a fixed fee-not to exceed 
a spec�fied amount; 2) an hourly fee w�th the bond counsel prov�d�ng an est�mate of 
work hours; or 3) a percentage of the bonds sold usually expressed as an amount 
per $1000 of bonds �ssued.  In select�ng bond counsel, local offic�als should cons�der 
the complex�ty of the �ssue, the r�sk �nvolved �n the transact�on and the amount of 
work requ�red to complete the transact�on.  As has been ment�oned prev�ously, �t �s 
cons�derably d�fficult to judge these factors �f the bond counsel �s compensated on an 
amount per bond bas�s s�nce the amount of bond �ssued �s not always a good meas-
ure of the d�fficulty of the transact�on.

underwriter 

 In a LG debt �ssuance, the role of the underwriter (somet�mes called banker’s role) �s 
to prov�de a market for the LG by purchas�ng debt �nstruments from LG �ssuers and 
then resell�ng them to other �nvestors or hold�ng them for the�r own portfol�o.

The underwr�ter prov�des d�fferent serv�ces to the �ssuer depend�ng upon the 
type of LG debt �ssuance.  In a compet�t�ve bond sale, underwr�ters compete aga�nst 
each other for the r�ght to purchase the LG �ssue.  The underwr�ter determ�nes the�r 
b�d by rev�ew�ng the pr�c�ng of comparable �ssues, d�scuss�ng the sale w�th potent�al 
�nvestors, assess�ng the compet�t�on for the bonds and compar�ng the �ssue to other 
�ssues that are com�ng to market at the same t�me.  The underwr�ter subm�tt�ng the 
best b�d (lowest �nterest cost) on the day of the sale �s awarded the bonds.  To �nsure 
a compet�t�ve b�d at current market pr�ces, underwr�ters subm�t b�ds just before the 
t�me establ�shed for b�d open�ng.

In a negot�ated bond sale, the LG selects the underwr�ter ahead of t�me.  Th�s 
allows the underwr�ter to d�scuss the bond �ssuance �n advance w�th the �ssuer and 
potent�al �nvestors and to develop a structure that meets the needs of the �nvestor 
and �s cost effect�ve for the LG.  By des�gnat�ng the underwr�ter, the LG reduces the 
t�me normally needed to sell LG bonds and enables the underwr�ter to be �n a better 
pos�t�on to sell bonds based on current market cond�t�ons.  The underwr�ter deter-
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m�nes the final purchase pr�ce of the bonds after negot�at�ng between the LG �ssuer 
and the potent�al �nvestor.  LG offic�als approve the transact�on by s�gn�ng a bond 
purchase agreement.

The select�on process for an underwr�ter �s d�fferent depend�ng upon the nature 
of the transact�on.  Obv�ously, �n a compet�t�ve transact�on, the low �nterest cost b�d 
determ�nes the underwr�ter.  There �s l�ttle add�t�onal work needed �n th�s process.  
Also, each transact�on could produce a d�fferent underwr�ter based upon the best 
b�dder on any spec�fic date.  

In a negot�ated transact�on, the LG should conduct a select�on process much 
l�ke that descr�bed for financ�al adv�sors and bond counsel.  To select an underwr�ter.  
The LG should prepare a request for proposal and send �t to �nterested commerc�al 
and �nvestment banks.  The request for proposal should sol�c�t �nformat�on about the 
firm’s exper�ence and financ�al capac�ty to underwr�te the debt �ssuance.  The request 
should �nclude the follow�ng:

•	 A d�scuss�on of the firm’s understand�ng of the LG’s debt financ�ng needs 
and the firm’s ab�l�ty to prov�de the requested scope of serv�ces.  

•	 Ident�ficat�on and qual�ficat�ons of the �nd�v�duals who w�ll prov�de under-
wr�t�ng serv�ces (and back-up �nd�v�duals).

•	 Exper�ence of the firm and �nd�v�duals w�th the type of debt transact�ons that 
the LG plans to �ssue.

•	 F�nanc�al capac�ty of the firm to underwr�te the transact�on.
•	 The length of the contract: a s�ngle �ssue or a fixed t�me per�od (3-5 years).
•	 On what bas�s the underwr�ter w�ll be compensated.
•	 H�story of the firm’s underwr�t�ng for the past three years for s�m�lar transac-

t�ons.
•	 References from at least three other LG cl�ents who have reta�ned the firm 

and the �nd�v�duals for s�m�lar transact�ons.

The select�on of an underwr�ter should be based on the exper�ence and qual�-
ficat�ons of the firm and �nd�v�duals �nvolved �n the transact�on, the proposed struc-
ture of the �ssuance, and the cost of the �ssuance.

Compensat�on for underwr�ters also d�ffers depend�ng upon the type of trans-
act�on.  In a compet�t�ve transact�on, the underwr�ter �s compensated from e�ther 
buy�ng the bonds at d�scount or from buy�ng them at par and re-offer�ng them at a 
prem�um.  In a negot�ated transact�on, the underwr�ter rece�ves a gross spread or 
d�scount that �s a percentage of the face amount of the bonds and �s often expressed 
�n an amount per $1000 bond (such as 1% or $10.00 per bond).

Paying agent/registrar/trustee 

 The role of the paying agent �s to ma�nta�n the debt serv�ce depos�t rece�ved from 
the LG and to pay the pr�nc�pal and �nterest on LG bonds when due.  F�nanc�al �n-
st�tut�ons, such as banks, usually prov�de th�s serv�ce for LG bonds.  However bank 
and government loans and leases, the lend�ng �nst�tut�on generally handles the�r own 
loan serv�c�ng.  
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Pay�ng agent/reg�strar dut�es are frequently comb�ned w�th the trustee �n the 
case of l�m�ted obl�gat�on bonds where a trust �ndenture �s requ�red.  The trustee’s 
role has taken on a greater �mportance w�th the �ncreased use of revenue secur�ty 
and compl�cated relat�onsh�ps and respons�b�l�t�es found �n certa�n transact�ons.  The 
trustee, even though h�red by the �ssuer, has a fiduc�ary respons�b�l�ty to protect the 
�nterest of the �nvestors and to oversee a range of respons�b�l�t�es �nclud�ng: ensur-
�ng adherence to covenants, d�sburs�ng bond proceeds, manag�ng the �nvestment of 
unspent bond funds, process�ng call prov�s�ons, and mak�ng purchases of bonds �n 
the open market w�th surplus funds.

A LG should select the pay�ng agent /reg�strar/trustee by compet�t�ve b�d w�th 
the lowest cost prov�der meet�ng the spec�ficat�on be�ng awarded the b�d.  Compensa-
t�on to the pay�ng agent/reg�strar �s based on a one t�me set up fee and an annual 
adm�n�strat�ve fee to cover the cost of ma�nta�n�ng the bond ownersh�p records and 
transferr�ng pr�nc�pal and �nterest payments to bondholders.  

otHer sPeCialists 

The complex�ty of the debt transact�on may requ�re the h�r�ng of other financ�al and 
techn�cal spec�al�sts.  Aud�tors may be needed to prov�de aud�t reports (often referred 
to as comfort letters) on revenue generat�ng act�v�t�es or �ssuance of add�t�onal bonds.  
For example, �n some revenue bond covenants, there may be a requ�rement that 
before add�t�onal bonds can be �ssued certa�n m�n�mum debt serv�ce coverage tests 
be met.  An �ndependent aud�tor would conduct the coverage test and cert�fy to �ts 
accuracy.  Consult�ng eng�neers may be requ�red to conduct eng�neer�ng and mar-
ket feas�b�l�ty stud�es to determ�ne the revenue generat�ng capac�ty of a new fac�l�ty.  
These reports prov�de �ndependent confirmat�on of the project’s necess�ty and the 
l�kel�hood that suffic�ent revenues w�ll be generated to repay the debt.  Lastly, the LG 
may need a credit enhancement to �ssue debt.  Th�s �nstrument, suppl�ed by a finan-
c�al �nst�tut�on selected by the �ssuer, prov�des add�t�onal protect�on to the cred�tors 
by prov�d�ng cred�t back�ng w�th an �nsurance pol�cy or letter of cred�t.

leArning AppliCATion

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

W�th respect to what you have read so far, has your LG ever used external adv�sors to 
�ssue debt?  If yes, how would you descr�be the exper�ence?  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

If your LG has never used external adv�sors, what concerns do you have w�th 
us�ng external adv�sors?
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

involving poTenTiAl inveSTorS

Transparency �n the process for financ�ng cap�tal �nvestments �s equally as �mportant 
as transparency �n financ�ng the operat�ng budget.  However, potent�al �nvestors w�ll 
�ns�st on transparency when �ssu�ng debt �s �nvolved.  The lack of transparency can 
d�rectly affect the �nterest rates that the LG w�ll have to pay for debt.  Follow�ng are 
some of the trad�t�onal ways that LGs have kept �nvestors �nformed.

dIsclosure

Disclosure �s defined as all the mater�als prepared by a LG �ssuer that descr�be the 
proposed debt �ssuance, the secur�ty pledged to repay the debt, and the support�ng 
�nformat�on related to the �ssuer w�ll�ngness and ab�l�ty to repay the debt when due.  
From an �nvestors’ po�nt of v�ew, d�sclosure �s all the �nformat�on that they need to 
understand the r�sk and make an �nformed �nvestment dec�s�on.  From a banker’s 
po�nt of v�ew mak�ng a loan, d�sclosure �s the same except that the �nformat�on �s held 
confident�ally and not publ�cly d�sclosed

The type of document used to d�sclose �nformat�on to the bank or �nvestors 
var�es depend�ng upon who needs the �nformat�on, the type of debt (loan or bonds) 
and the requ�rements of the lenders, underwr�ters, or �nvestors.  As a rule, the more 
publ�c the �ssuance the greater the d�sclosure requ�rement.

LGs �ssu�ng LG bonds to �nvestors and the publ�c have s�gn�ficant d�sclosure 
requ�rements.  The most �mportant document that d�scloses th�s �nformat�on �n one 
place �s the prel�m�nary official statement prepared by the LG �ssuer.  Th�s document 
summar�zes the proposed debt �ssue, descr�bes the secur�ty pledged to guarantee the 
debt repayment, and relevant �nformat�on regard�ng the cred�tworth�ness of the LG.  
An outl�ne of an offic�al statement �s shown below. 

The prel�m�nary offic�al statement �s very �mportant �n the debt �ssuance proc-
ess because �t prov�des underwr�ters a way to evaluate LG cred�tworth�ness �n pre-
par�ng a b�d for the secur�t�es, and to market the bonds to prospect�ve �nvestors.  In 
many cases, �nvestors w�ll only have the prel�m�nary offic�al statement on wh�ch to 
make an �nvestment dec�s�on.  To ensure that all pert�nent �nformat�on �s d�sclosed 
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to �nvestors, LGs often �nclude summar�es or extracts of other source documents 
such as aud�ts, financ�al statements, feas�b�l�ty stud�es, and bond �ndentures �n the 
prel�m�nary offic�al statement.

outline of an official Statement
Cover page descr�b�ng key feature of the secur�t�es
Introduct�on to the offic�al statement
Descr�pt�on of the secur�t�es be�ng offered
Descr�pt�on of the cred�t enhancements (�f appl�cable)
Descr�pt�on of the �ssuer (and condu�t �ssuers, �f appl�cable)
Debt Structure
Bas�c documentat�on (�ncludes a descr�pt�on of pert�nent bond covenants)
F�nanc�al �nformat�on
M�scellaneous �tems

•
•
•
•
•
•
•
•
•

Because the scope and content of d�sclosure mater�als can vary from country to 
country, LG �ssuers should work closely w�th the�r bank, financ�al adv�sor and bond 
counsel to prepare the requ�red documentat�on.  

After the sale/purchase of the bonds, the LG has add�t�onal �nformat�on that 
must be �ncluded �n prepar�ng the final offic�al statement.  Th�s add�t�onal �nformat�on 
�ncludes the coupon rates of �nterest on the bonds, the pr�ces, or re-offer�ng y�elds, 
whether a credit enhancement was ut�l�zed (and �f so, the �dent�ty and a descr�pt�on 
of the prov�der) and other �nformat�on that was not known before the sale.

Generally, the �nformat�on d�sclosed �n the prel�m�nary offic�al statement about 
the LG, the secur�ty pledged and overall cred�tworth�ness does not change pr�or to 
pr�nt�ng the final offic�al statement; however, should there be a change, the LG must 
�nclude th�s new or rev�sed �nformat�on �n the final offic�al statement.  In these cases, 
the ass�stance of bond counsel and financ�al adv�sor w�ll be �nvaluable.

S�nce the offic�al statement �s the pr�mary means of d�sclosure, �ts d�str�but�on 
�s very �mportant.  The prel�m�nary offic�al statement �s usually d�str�buted by the 
financ�al adv�sor for compet�t�ve sales to ensure w�de spread market d�str�but�on and 
�ncrease the number of b�dders.  In a negot�ated sale, the d�str�but�on of the pre-
l�m�nary offic�al statement �s handled by the �ssuers selected underwr�ter to market 
the debt �ssue to part�c�pants �n the underwr�t�ng synd�cate and potent�al �nvestors.  
Once the sale/purchase �s final�zed, the underwr�ter determ�nes the number of cop�es 
needed to meet the�r market�ng program to �nvestors and synd�cate members.  The 
financ�al adv�sory normally handles the pr�nt�ng and d�str�but�on of the prel�m�nary 
and final offic�al statements.

Once the transact�on �s completed, the LG �ssuer should make an effort to con-
t�nually d�sclose �nformat�on to the publ�c, �nvestors, and rat�ng agenc�es on the�r 
financ�al cond�t�on and cred�tworth�ness.  Th�s can be as easy as prov�d�ng cop�es of 
the aud�tor’s op�n�on, annual financ�al statement and budget to the underwr�ters or 
a bank �nvolved �n the borrow�ng transact�on, and of course, the rat�ng agenc�es, �f 
appl�cable.

oFFIcIal statement

Prepar�ng an offic�al statement �s un�que to the �ssuance of LG bonds that w�ll be re-
offered for sale to �nvestors and the publ�c.  However, the act�ons of a LG to gather 



252 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

�nformat�on about the LG finances and the debt �ssuance wh�ch are �ncluded �n the 
offic�al statement are very s�m�lar to that requ�red to process a bank or government 
loan or lease financ�ng.  To obta�n a loan, a LG prepares and subm�ts an appl�cat�on 
and support�ng documentat�on to the lend�ng organ�zat�on to prov�de assurance of 
the w�ll�ngness and ab�l�ty of the LG to repay the loan.  The bank, government or 
�nternat�onal organ�zat�on uses the �nformat�on determ�ne �f the appl�cat�on meets 
the�r underwr�t�ng cr�ter�a and the degree of r�sk wh�ch determ�nes the �nterest rate 
and collateral or secur�ty guarantees.  The major d�fference between the offic�al state-
ment and the loan appl�cat�on �s that the offic�al statement becomes the bond offer�ng 
document prov�ded to each �nvestor and the publ�c and �s very comprehens�ve.  On 
the other hand, the loan appl�cat�on �s generally not publ�c and not as deta�led and 
comprehens�ve.  W�th that compar�son �n m�nd, we w�ll d�scuss prepar�ng an offic�al 
statement.

The LG �ssuer should prepare an offic�al statement �n suffic�ent t�me before the 
sale date to g�ve �nvestors and underwr�ters ample opportun�ty to rev�ew �t, analyze 
the financ�al cond�t�on of the �ssuer and prepare pr�c�ng on the �ssue.  The LG �ssuer 
should also ensure that the offic�al statement �s complete and accurate.  They should 
also consult the financ�al adv�sor and bond counsel for the spec�fic �nformat�on that 
should be d�sclosed �n the offic�al statement to meet both legal requ�rements and 
underwr�ter and �nvestor needs.

Generally, are a myr�ad of requ�rements that d�ctate what should be �ncluded 
�n offic�al statements.  Bond defaults of some prom�nent Amer�can LGs have contr�b-
uted to the need to �ncrease d�sclosure on behalf of US LGs.  In other parts of the 
world, these requ�rements do not ex�st, so the quest�on �s: �n the absence of stated 
requ�rements, what �s appropr�ate to prepare and d�sclose �n an offic�al statement?  
The underwr�ter and �nvestors w�ll be the persons that a LG �ssuer w�ll have to sat�sfy.  
At a m�n�mum, the LG �ssuer should prepare:

•	 A descr�pt�on of the secur�ty be�ng pledged for repayment of the debt (e�ther 
a revenue or LG assets).

•	 A statement of the LG’s financ�al cond�t�on.
•	 The structure of the bond �ssue.
•	 The r�sks �nherent �n the own�ng the bonds.
•	 The legal �ssues relevant to the �ssue and any spec�al tax status of the debt.

Underwr�ters and banks may request add�t�onal �nformat�on.  Local offic�als 
would be w�se to prepare the follow�ng �nformat�on ahead of t�me to ensure that they 
are aware of what the �nformat�on portrays.  The �nformat�on �tems �nclude:

•	 Total LG debt outstand�ng.
•	 Value of LG assets currently pledged to outstand�ng debt.  
•	 Value of rema�n�ng LG assets not pledged to debt.  
•	 Debt per cap�ta.
•	 Tax or revenue collect�on h�story.
•	 Tax rate h�story.
•	 Changes �n financ�al cond�t�on of the LG.
•	 Populat�on and �ncome trends.
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•	 Actual value of the property �n the jur�sd�ct�on.
•	 Operat�ng revenues.
•	 Tax rate and debt serv�ce l�m�ts.
•	 Account�ng pol�c�es.
•	 Pr�nc�pal taxpayers.
•	 Current assets and l�ab�l�t�es.
•	 Value of fixed assets.

In a compet�t�ve sale, the offic�al statement and not�ce of sale (d�scussed �n 
the next sect�on) are prepared and d�str�buted to prospect�ve b�dders for the bonds 
before the sale.  These documents are the bas�s for underwr�ters to subm�t b�ds for 
the bonds.  Once the sale �s final, the financ�al adv�sor or �ssuer prov�des the w�nn�ng 
b�dder w�th an addendum reflect�ng any changes to the offic�al statement and w�th 
the b�dder’s coupon �nterest rates on the bonds.

In a negot�ated sale, the prel�m�nary offic�al statement �s used by the underwr�t-
er to obta�n �nvestor �nterest before establ�sh�ng the �nterest rates or offer�ng pr�ces.  
A not�ce pr�nted on the cover states that the prel�m�nary offic�al statement does not 
const�tute an offer to sell or a sol�c�tat�on of an offer to buy secur�t�es.  

notIce to sale

In add�t�on to the offic�al statement, the LG �ssuer and financ�al adv�sor should pre-
pare a not�ce of sale to accompany the offic�al statement.  The not�ce of sale �s the 
�ssuer’s offic�al not�ce of �ntent�on to sell a bond �ssue by compet�t�ve b�d.  The not�ce 
of sale must be advert�sed before the b�d open�ng date �n accordance w�th central 
government and/or local laws.  Advert�s�ng and publ�cat�on requ�rements d�ffer from 
country to country and poss�bly between LGs, so LG offic�als should determ�ne what 
requ�rements apply to them.  The requ�rements range from post�ng the not�ce of sale 
on local s�gn boards and advert�s�ng �n local newspapers to publ�sh�ng the not�ce �n 
newspapers or spec�fic financ�al trade publ�cat�ons w�th a nat�onal c�rculat�on.

The Not�ce of Sale should conta�n at least the follow�ng �nformat�on:

•	 Total par value of bonds to be sold.
•	 Matur�ty dates of the bonds.
•	 Call prov�s�ons, �f any.
•	 Max�mum �nterest rate perm�tted.
•	 M�n�mum b�d perm�tted.
•	 T�me, date and locat�on to subm�t b�ds.
•	 Bas�s on wh�ch the bond sale w�ll be awarded.
•	 Constra�nts on the b�ds (�.e. spread between coupon �nterest rates).
•	 S�ze of good fa�th depos�t.
•	 Name of bond counsel.
•	 Name of financ�al adv�sor.
•	 Name of the person to contact for further �nformat�on.  

The financ�al adv�sor usually assumes respons�b�l�ty for d�str�but�ng the Not�ce 
of Sale (�nclud�ng the offic�al statement) to underwr�ters and prospect�ve �nvestors �n 
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a compet�t�ve sale.  The financ�al adv�sor’s goal �s market the bonds to underwr�ters 
and potent�al �nvestors to st�mulate �nterest �n the �ssue and �ncrease the number of 
underwr�t�ng firms who w�ll b�d for the bonds.  Hopefully, w�th �ncreased compet�t�on, 
the �ssuer rece�ves a lower �nterest rate on the bonds.

MeTHodS For iSSuing debT

There are three pr�mary methods used for �ssu�ng debt.

1. PrIvate Placement 

Pr�vate placement �s the one least often used.  In a private placement, the LG �ssuer 
deals d�rectly w�th a bank or �nvestor, and the debt �s not offered for sale to the pub-
l�c.  A LG uses th�s method �n s�tuat�ons where the terms must be spec�fically ta�lored 
to an �ssuer’s needs, a complex transact�on �s env�s�oned or the �ssuer has unusual 
c�rcumstances, such as a pr�or default on a debt �ssuance.

2. comPetItIve BId 

In a competitive bid, the LG �ssuer sol�c�ts b�ds from underwr�t�ng firms to purchase 
�ts debt and awards the b�d to the bank, underwr�ter, or synd�cate w�th the lowest 
�nterest cost.  In determ�n�ng the lowest �nterest cost, LGs select one of two ways to 
calculate the �nterest cost of the b�ds: the net �nterest cost (NIC) or the true �nterest 
cost.  The method of tabulat�ng the b�ds �s �ncluded �n the offic�al statement 

The net �nterest cost method �s the trad�t�onal method used for LG bonds and 
represents an average �nterest rate on a bond �ssue.  Th�s method prov�des a qu�ck 
calculat�on.  The net �nterest method �s calculated as follows:

Net Interest Cost = (Total coupon �nterest + bond d�scount) (or - bond prem�um)
     Total Bond Years *

* Total Bond Years = the par value of each bond for a spec�fic matur�ty t�mes the   
  number of years to that bond’s matur�ty.

 
The net �nterest cost method has one major drawback; �t does not cons�der the t�me 
value of money.  The true �nterest cost method takes the t�me value of money �nto 
account �n �ts calculat�ons.  For th�s reason, �t �s cons�dered a more effect�ve �nterest 
cost calculat�on.  To account for the t�me value of money, th�s method g�ves greater 
we�ght to earl�er debt payments and d�scounts the value of future payments.  A com-
puter �s necessary because th�s method must be calculated us�ng an �terat�ve tr�al 
and error algor�thm; �n add�t�on, because many bond �ssues are �n ser�al form, nu-
merous cash flows must be valued.

In a compet�t�ve sale, the LG �ssuer assumes respons�b�l�ty for prepar�ng the �s-
suance documents, structur�ng the �ssue, obta�n�ng a cred�t evaluat�on, determ�n�ng 
the need for credit enhancements and all other requ�rements needed to �ssue the 
bonds before the sale.  Generally, the financ�al adv�sor ass�sts w�th th�s task.
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To compare compet�ng loan or lease payment schedules, an acceptable method 
uses present value analys�s to compare cash flows.  Present value calculat�on takes 
the t�me value of money �nto account.  

The present value of a future sum of money can be determ�ned from the follow-
�ng equat�on:

PV = FVn  1  
         (1 + �)n 

Where FVn  = the future value of the �nvestment at the end of n years
 n  = the number of years unt�l the payment w�ll be rece�ved
 �  = the opportun�ty or d�scount rate
  PV = the present value of the future sum of money

To a�d �n the calculat�on of present values, tables have been comp�led for values of 
[1/ [(1+�)n] and are ava�lable �n most finance textbooks.  Apply the formula to each 
annual cash flow, determ�ne that year’s present value, and sum each year’s present 
value to arr�ve at a total present value of the year’s cash flow.  There are computer 
programs that �nclude present value analys�s programs to make th�s calculat�on eas-
�er.  Your financ�al adv�sor should be able to ass�st you �n mak�ng these calculat�ons 
and compar�sons.  

The follow�ng table l�sts the advantages and d�sadvantages of compet�t�vely b�d-
d�ng LG bonds:

Selling bonds by Competitive bid
Advantages

Prov�des an �ncent�ve for underwr�ters to subm�t the�r best b�d, result�ng �n the 
lowest �nterest costs g�ven market cond�t�ons.
Is v�ewed as a fa�rer method of select�ng an underwr�ter.
Helps keep underwr�ter’s costs (gross underwr�ter spreads) low due to compet�-
t�on.

•

•
•

D�sadvantages
Is relat�vely �nflex�ble to respond to chang�ng market cond�t�ons.
El�m�nates the �ssuer’s control �n determ�n�ng wh�ch underwr�t�ng firm �s se-
lected and how bonds are d�str�buted among �nvestors.
May encourage underwr�ters to bu�ld a “r�sk prem�um” �nto the b�ds thereby �n-
creas�ng the overall �nterest cost because underwr�ters have no assurance that 
they w�ll be selected as underwr�ter and the potent�al volat�le nature of the bond 
market.

•
•

•

3. negotIated sale

In a negot�ated sale, the LG �ssuer and the financ�al adv�sor select the underwr�ter 
early �n the process before the terms of the debt �ssuance are set.  Once selected, the 
underwr�ter ass�sts the �ssuer �n all tasks necessary to prepare for the �ssuance.  The 
�ssuer negot�ates a purchase pr�ce for the bonds at the t�me the bonds are sold.

The follow�ng table l�sts the advantages and d�sadvantages of sell�ng bonds by 
negot�at�on.
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Selling bonds by negotiation
Advantages

Saves the LG �ssuer t�me and expense because the underwr�ter does most of the 
work assoc�ated w�th the bond �ssuance.
Increases the �ssuer’s and underwr�ter’s flex�b�l�ty to structure the debt to re-
spond to chang�ng market cond�t�ons or to meet �nvestors’ needs.
Prov�des the �ssuer w�th more control over the compos�t�on of the underwr�t�ng 
synd�cate and d�str�but�on of the bonds w�th�n the synd�cate.
Reduces the t�me �t takes an �ssuer and underwr�ter to br�ng a sale to market 
and perm�ts the underwr�ter to better t�me the sale of the secur�t�es to respond 
to changes �n market cond�t�ons.
Increases the t�me an underwr�ter has to conduct pre-sale market�ng to assess 
�nvestor demand; th�s m�ght be helpful for an �ssuer’s �n�t�al offer�ng or a com-
plex sale from an establ�shed �ssuer. 

•

•

•

•

•

D�sadvantages
Increases the �ssuer’s d�fficulty to ensure that the pr�ces reflect current market 
cond�t�ons.
May �ncrease the opportun�ty for an �ssuer to be cr�t�c�zed for favour�t�sm �f a 
part�cular bank �s chosen to underwr�te or purchase the bonds.
Reduces the �ssuer’s ab�l�ty to determ�ne what the underwr�ter’s gross spread �s 
because of the number of serv�ces prov�ded �n a negot�ated sale by the under-
wr�ter.

•

•

•

 

consIderatIons In choosIng the method

A LG should choose a method of �ssu�ng debt after cons�der�ng a number of factors 
related to the nature of the �ssue, the �ssuer, and the current bond market.  These 
factors �nclude the s�ze and complex�ty of the debt �ssue, the cred�t qual�ty of the �s-
suer, the �nvestor’s fam�l�ar�ty w�th the debt, and market cond�t�ons.  The s�ze of the 
�ssue �nfluences both the level of �nvestor demand and the market’s ab�l�ty to absorb 
the �ssue.  Issues that are too small may not attract suffic�ent b�dd�ng �nterest—yet 
very large �ssues may not be eas�ly absorbed by the market.  Thus, unusually large 
or small �ssues may benefit from a negot�ated transact�on.  

A LG debt �ssue that conta�ns complex or an unusual debt structure may re-
qu�re the underwr�ter to educate the �nvestor about an �ssue’s features and would 
benefit from a negot�ated transact�on.  S�m�larly, an �ssuer that wants to respond to 
chang�ng or unstable market cond�t�ons should also opt for a negot�ated transact�on 
to reta�n flex�b�l�ty on sett�ng the sale date.  

A LG that plans to �ssue trad�t�onally structured debt and be �n the market on a 
regular bas�s (�.e. annually) should sell bonds compet�t�vely.  Trad�t�onally structured 
debt �s eas�ly understood by �nvestors, and a LG that sells bonds frequently �s known 
by �nvestors because they are �n the market on a regular bas�s.  Both s�tuat�ons re-
duce the need to educate the �nvestor on the �ssuer and negot�ate a purchase pr�ce.

A LG that ach�eves a h�gh qual�ty cred�t rat�ng and �ssues debt frequently should 
sell bonds compet�t�vely.  S�nce �nvestors demand h�gh qual�ty �ssues and generally 
know more about these �ssuers, there �s less need for market�ng the �ssue and spe-
c�al�zed negot�at�on.  Therefore, a h�gh qual�ty, frequent �ssuer w�ll benefit from a 
compet�t�ve b�d method of sell�ng bonds.
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pAying inTereST

Most LGs prefer to �ssue debt that has a fixed �nterest rate.  That means that the �n-
terest rate pa�d to �nvestors �s set at the t�me of the or�g�nal sale and �s not subject to 
change before matur�ty.  F�xed rate debt rel�eves the LG of any concern that rates on 
the debt w�ll change over t�me and �ncrease beyond the�r ab�l�ty to pay.

serIal and term deBt 

There are three types of fixed rate debt: ser�al, term and a comb�nat�on of se-
r�al and term.  A serial debt structure prov�des for a port�on of the �ssue’s par value 
to mature (or be pa�d off) each year.  For example, �f a LG �ssued 5 m�ll�on �n bonds 
over a fifteen-year per�od, a ser�al structure would requ�re that a port�on of the bond 
pr�nc�pal mature each year.  An example of a ser�al bond structure �s shown �n the 
follow�ng table.  S�nce the ser�al structure has pr�nc�pal amounts matur�ng �n each 
year, the outstand�ng �ndebtedness decl�nes each year �ncreas�ng capac�ty for future 
debt and so does the �nterest pa�d on the outstand�ng �ndebtedness.

A term debt structure prov�des for the ent�re or a large part of the par value of 
the debt com�ng due on a s�ngle matur�ty date.  For example, �f a LG �ssued 5 m�l-
l�on �n LG bonds w�th a s�ngle matur�ty date �n fifteen years, the structure would be 
referred to as a term bond.  The LG would pay �nterest only �n the �nterven�ng years 
and that �nterest would be calculated each year based on the 5 m�ll�on �n bonds out-
stand�ng.  The pr�nc�pal amount would be pa�d off �n one lump sum at matur�ty.  See 
the follow�ng table for an example of a term debt structure.  

The ser�al and term debt structures may be comb�ned.  For example, a ser�al 
bond structure may be used for the first 15 years and a term bond added at year 20.  
Th�s larger matur�ty at the end of an �ssue �s often attract�ve to spec�fic �nvestors.  The 
LG �ssuer pays �nterest per�od�cally at the coupon �nterest rate on both the ser�al and 
term bonds assoc�ated w�th each matur�ty.  The term bond also requ�res the LG cre-
ate a s�nk�ng fund to prov�de fund�ng for the redempt�on of the term bond pr�nc�pal.  
Sinking funds are a method for the LG to set as�de a spec�fied amount of money an-
nually to reduce the amount of money that would otherw�se have to be ra�sed �n one 
year to redeem the term bond at matur�ty.  See the follow�ng table for an example of 
a comb�ned structure.

Regardless of the type of structure selected, LG should always match the struc-
ture to the l�fe of the project.  The final matur�ty should closely match the useful l�fe 
of the project be�ng constructed or renovated.  A LG should never be �n a pos�t�on to 
be pay�ng for a cap�tal asset that �s no longer be�ng used.  The type of debt structure 
selected should also be checked to ensure that �t compl�es w�th any debt management 
pol�c�es.  For example, a pol�cy that requ�res rap�d ret�rement of pr�nc�pal, an average 
bond matur�ty below 10 years or the lowest �nterest cost �s call�ng for ser�al type of 
debt structure.
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Serial, Term and Combined Structure options for a 5 Million debt issuance
 Matur�ty Amounts

Matur�ty Year Ser�al Debt Term Debt Ser�al and Term Comb�ned
1998 250,000 162,500

1999 255,000 167,500

2000 265,000 172,500

2001 275,000 180,000

2002 285,000 187,500

2003 297,500 195,000

2004 310,000 202,500

2005 322,500 212,500

2006 337,500 220,000

2007 355,000 232,500

2008 370,000 242,500

2009 390,000 255,000

2010 407,500 267,500

2011 430,000 280,000

2012 450,000 295,000

/

2017 5,000,000 1,727,500

Total 5,000,000 5,000,000 5,000,000

FIxed rate deBt servIce structures 

LG �ssuers establ�sh debt serv�ce structures �n one of two ways: level pr�nc�pal and 
level debt.  There are also two var�at�ons on these two structures. 

Level Pr�nc�pal Debt Structure—In a level pr�nc�pal debt structure, a LG �ssuer 
would pay equal amounts of the par value of the debt each year.  For example, �f a 
LG �ssued a 20 m�ll�on par value ser�al bond, for 20 years w�th level pr�nc�pal, the LG 
would ret�re 1/20 of the par value or 1 m�ll�on each year.  When �nterest �s added to 
th�s structure, the total annual debt serv�ce requ�rements are h�ghest �n the first year 
and decl�ne �n each follow�ng year.

Level Debt Serv�ce Structure—In a level debt serv�ce structure, a LG would 
pay an equal amount of debt serv�ce each year, �nclud�ng pr�nc�pal and �nterest pay-
ments.  In a level debt structure, the amount of pr�nc�pal gradually �ncreases over the 
l�fe of the debt �n proport�on to decreases �n the �nterest cost so that the comb�ned 
total �s equal for the l�fe of the debt for each year.

Each of these two debt structures has advantages and d�sadvantages.  The level 
pr�nc�pal structure produces the fastest pay off of the debt (restores debt �ssuance 
capac�ty qu�ckly) and the lowest overall �nterest cost.  However, �ts h�gh first year debt 
serv�ce cost can be troublesome for LGs.  The debt level structure solves the h�gh first 
year debt serv�ce cost by mak�ng equal debt serv�ce payments, but �t has h�gher total 
�nterest costs and a slower payoff of the �ndebtedness.  G�ven th�s s�tuat�on, a LG 
should select the structure that best meets the�r spec�fic needs.  
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Graduated Pr�nc�pal Structure—In a graduated pr�nc�pal structure, a LG �ssuer 
reduces the s�ze of the pr�nc�pal payment �n the early years to reduce the overall debt 
serv�ce payment and sh�fts the pr�nc�pal payments to later years.  Th�s �s often done 
to finance revenue generat�ng fac�l�t�es that when completed w�ll produce revenues 
to ret�re the debt.  The graduated pr�nc�pal structure allows the LG �ssuer to better 
match the repayment of the debt to the revenues ava�lable.  Th�s structure g�ves the 
LG �ssuer an opportun�ty to complete construct�on of the project and establ�sh a 
record of operat�ons.

LG offic�als should note that th�s structure �s more complex than the others 
descr�bed above and as a result, may be more d�fficult to obta�n.  To effect�vely �ssue 
debt w�th th�s type of structure, a feas�b�l�ty study of the revenue-generat�ng project 
may be needed to support the sh�ft of the pr�nc�pal to later years to ensure that future 
revenue streams w�ll be suffic�ent to repay the h�gher debt serv�ce at that t�me.  Also 
the slower repayment schedule w�ll �ncrease the total �nterest cost of the �ssue.

Deferred Pr�nc�pal—The last debt structure a LG �ssuer m�ght want to cons�der 
�s a deferral of all pr�nc�pal for a per�od of years.  LGs use th�s structure to l�m�t 
the debt serv�ce dur�ng construct�on of a project.  Once the project �s complete, the 
fac�l�ty can generate revenues to repay the debt.  Also, �n projects that use deferred 
pr�nc�pal, �t �s also common to �ncorporate cap�tal�zed �nterest �nto the project financ-
�ng.  By capitalized interest, we mean that the �ssuer sells add�t�onal bonds to pay 
for the �nterest dur�ng the per�od of construct�on and unt�l the project �s complete and 
generat�ng revenues.  LG offic�als should note that th�s structure �ncreases both the 
amount of money borrowed and the total debt serv�ce.  

varIaBle rate deBt 

Var�able rate debt prov�des an alternat�ve to fixed rate debt for LG �ssuers.  Th�s type 
of debt can benefit �ssuer and �nvestor al�ke: the �ssuer takes advantage of lower �n-
terest rates �n very short matur�t�es and the �nvestor protects a return on �nvestment 
�n an �nflat�ng economy.  The most common matur�t�es are seven days and 30 days, 
but the �ssuer can have an opt�on of sett�ng var�ous matur�t�es up to one year.

Var�able rate debt works th�s way.  On the matur�ty date, the holder of the var�-
able rate bond �s g�ven an opt�on, to present the bond for payment or accept a new 
matur�ty date and rate of �nterest.  If the bond �s presented for payment, the LG’s re-
market�ng agent (a commerc�al bank or underwr�ter) must �dent�fy new �nvestors to 
buy the bond.  If the agent finds a buyer, the bonds are re�ssued at the new matur�ty 
date and a new �nterest rate.  However, �f the remarket�ng agent �s unable to find a 
buyer, the var�able bond �ssuer must have a financ�al �nst�tut�on that w�ll prov�de 
funds to sat�sfy the former holder of the bond.  Issuers normally purchase a letter of 
cred�t to prov�de th�s l�qu�d�ty.

LG offic�als should be caut�ous �n the use of var�able rate debt due to the two 
r�sks.  F�rst, there �s market r�sk that there w�ll not be a market (a new buyer) for 
the �ssuer’s var�able rate debt on a spec�fic matur�ty date.  Th�s would mean that the 
letter of cred�t would have to be drawn upon, and �t usually has a less favourable rate 
than the var�able rate debt.  The second r�sk �s interest rate risk.  If �nterest rates 
r�se, the LG w�ll pay h�gher �nterest cost on �ts debt �ssuance, and th�s act�on could 
jeopard�ze the LG’s ab�l�ty to pay the debt serv�ce.
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The select�on of a matur�ty schedule should reflect the revenue stream pledged 
to ret�re the debt.  In select�ng a matur�ty schedule, the LG �ssuer should be aware 
of the ava�lab�l�ty of the revenues to ret�re the debt.  If the debt �s pa�d from tax rev-
enues, the �ssuer may have more flex�b�l�ty �n the select�on of a matur�ty schedule.  
If the debt �s pa�d from spec�fic revenue and pay�ng the debt �s dependent upon the 
revenue generat�ng fac�l�ty be�ng completed, the �ssuer must cons�der that fact �n 
select�ng a matur�ty schedule.

pAying debT oFF eArly—CAll proviSionS 

One of the last �tems to be cons�dered by a LG �ssuer �n structur�ng the debt �s 
whether or not to �nclude a call prov�s�on.  A call prov�s�on allows the LG to redeem 
the LG bond at a date earl�er than the scheduled matur�ty date.  Callable bonds can 
be e�ther mandatory or opt�onal.

A mandatory call prov�s�on requ�res the �ssuer to call the outstand�ng bonds 
accord�ng to a schedule that �s defined �n the bond �ndenture and offic�al statement.  
Term bonds are frequently subject to early call.  In th�s case, an �ssuer makes annual 
payment �n the years just before the stated matur�ty of the term bonds.  These annual 
payments when added to the final matur�ty pr�nc�pal payment are suffic�ent to fully 
ret�re the term bonds.

An opt�onal call prov�s�on g�ves the LG �ssuer the r�ght to call bonds at the�r 
d�scret�on earl�er than the matur�ty date.  To do th�s, the LG �ssuer pays a prem�um 
above the par value to exerc�se the opt�on.  The r�ght to call the bonds from an �nves-
tor �s extremely valuable to the �ssuer when �nterest rates have decl�ned s�gn�ficantly 
below the coupon �nterest rates on the prev�ously �ssued, outstand�ng bonds.  Call�ng 
bonds before the�r matur�ty date prov�des the bas�s for much of the benefit assoc�ated 
w�th refinanc�ng debt obl�gat�ons.

A LG that borrows money from a commerc�al bank rather than �ssue bonds 
should also �nclude prov�s�ons �n the loan agreement that preserves the r�ght of the 
LG to refinance the loan w�thout a penalty should �nterest rates decl�ne below the 
loan rate.  

puTTing All THe pieCeS TogeTHer

Wh�ch type of financ�ng a LG uses depends on a number of factors.  These �nclude:  
the nature, s�ze, and l�fe of the project, ex�st�ng legal author�ty, and financ�al cond�-
t�on of the LG.

One of the eas�est ways to help w�th that dec�s�on �s to relate the project to be 
financed to the types of financ�ng that the LG has ava�lable.  Three general financ�ng 
opt�ons are shown �n Exh�b�t 6, short-term debt, long-term debt, and “pay as you go.”  
If there �s any quest�on about your opt�ons, consult your local legal counsel.

The follow�ng table shows another ways for determ�n�ng the most appropr�ate 
type of financ�ng g�ven a spec�fic project character�st�c �n a dec�s�on matr�x format.
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decision Matrix for determining an Appropriate Financing Technique
Then use

If
Short-
term 
Debt

Long-
term 
Debt

Pay as 
you go Comments

Nature of project
Cover temporary cash 
flow shortage

X Ret�re short-term debt w�th�n 
the fiscal year; do not roll over.

Inter�m finance cap�-
tal project

X Must have access to long-term 
markets to refinance short-
term debt 

F�nance cap�tal 
project

X X Pay as you go �f access to cap�-
tal markets �s not ava�lable

S�ze of project

Small X Use current revenues

Large X

Useful l�fe of project

A few months to 1 
year

X Use current revenues

1-5 years X X Use current revenues for total 
project cost or a large down 
payment; and/or debt w�th 
matur�ty not to exceed asset’s 
useful l�fe

5-30 years X Matur�ty not to exceed asset’s 
useful l�fe

If you have dec�ded to �ncur long-term debt, the next dec�s�on �s to determ�ne what 
type of debt w�ll be used --commerc�al bank loans, government or �nternat�onal or-
gan�zat�on loans, LG bonds, or leas�ng.  One of the eas�est ways to make th�s dec�-
s�on �s look closely at factors related to the nature of the project and debt financ�ng 
transact�on, and the LG’s object�ves regard�ng the debt and relate those to the type of 
debt that best meets those factors and cr�ter�a.  The follow�ng table prov�des a matr�x 
l�st�ng var�ous factors/cr�ter�a and relates these to the most appropr�ate debt �nstru-
ments.

decision Matrix for Choosing Among long-term debt Financing Alternatives
 then use

If Bank 
Loan

Gov’t
Loan

LG Bond Lease Comments

Nature of Project

Acqu�re temporary 
use of equ�pment or 
fac�l�ty

X True lease
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Purchase equ�pment 
or construct perma-
nent fac�l�ty w�th a 
long useful l�fe

X X X X Lease-purchase 
agreement

S�ze of Project

Med�um X X X X

Large X X

Useful L�fe of Project

1-5 years X X X

6-30 years X X

Flex�b�l�ty �n Use of 
Proceeds
Spec�fic cap�tal �nvest-
ment

X X X X

Mult�ple cap�tal �n-
vestments

X X

Complex�ty of 
Transact�on
S�mple X X

Compl�cated X X

T�me Needed to 
Complete Transact�on
Short X

Med�um X X

Long X Depends on budget 
cycle

Cost of Issuance

Low X X

H�gh X X External adv�sors 
needed

If you have made a dec�s�on to �ssue LG bonds, you now need to dec�de what type of 
LG bond �s appropr�ate.  There are two broad categor�es already d�scussed: general 
obl�gat�on and revenue bonds.  The follow�ng table prov�des a matr�x to help you 
make the dec�s�on between these two types of bonds based upon selected cr�ter�a.
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decision Matrix for Choosing between 
general obligation and revenue bonded debt

Factor/Cr�ter�a General Obl�gat�on Bonds Revenue Bonds

Who benefits?

Prov�des d�rect and �nd�rect ben-
efits to the whole commun�ty

X

Prov�des d�rect benefits only to 
users 

X

Who pays?

All taxpayers �n the commun�ty X

Users of the fac�l�ty/project X

What secures the debt?

Full fa�th, cred�t and tax�ng power 
of LG (unl�m�ted)

X (unl�m�ted tax)

Full fa�th, cred�t and tax�ng power 
of LG (l�m�ted by a des�gnated rev-
enue source or max�mum tax rate) 

X (l�m�ted tax)

A pledged revenue source of the 
fac�l�ty be�ng constructed

X

Next, cons�der the advantages and d�sadvantages of your select�on as descr�bed �n 
the earl�er sect�on.  For example, �f you have dec�ded to �ssue revenue bonds, rev�ew 
the advantages and d�sadvantages of revenue bonds.  The same �f you dec�ded to 
�ssue general obl�gat�on bonds.  Lastly, cons�der the dec�s�on �n l�ght of your LG’s 
capac�ty to repay the debt.  If you are st�ll comfortable, proceed to the next step of 
�ssu�ng debt.

learnIng aPPlIcatIon

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

We have rev�ewed the d�fferent types of debt that a LG m�ght �ssue and some dec�s�on 
methods that apply to �nvestments to determ�ne the most appropr�ate type debt for 
your LG.  Th�nk about two or three major cap�tal �nvestments that w�ll requ�re financ-
�ng �n the next year and l�st them below.  From your role un�que perspect�ve, �s the 
use of debt appropr�ate �n each of these cases?

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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Why or why not? 
 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

If debt were appropr�ate, what type of debt �nstrument would you recommend 
to your LG?

  _______________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What character�st�cs of the �nvestment support your answer? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Can you �dent�fy any other cr�ter�a that you would cons�der �n mak�ng th�s dec�-
s�on? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

STepS For iSSuing debT

Once the dec�s�on to �ssue debt �s made, turn your attent�on to prepar�ng the debt 
�ssue.  It w�ll requ�re the LG to assemble an adv�sory team, select a method for �ssu-
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�ng debt, determ�ne the s�ze and structure of the debt �ssue, prepare an offic�al state-
ment, prepare and publ�sh the not�ce of sale, and ult�mately conduct the sale and 
award the debt �ssue to the best tender (b�d).

In th�s sect�on, we cont�nue to use the term “debt” to refer to all types of debt 
�ssues: bank loans, government loans, LG bonds, and lease financ�ng.  Also, wh�le 
the follow�ng steps were or�g�nally des�gned to �ssue LG bonds, you can apply the 
�nformat�on �n each step to gu�de preparat�on of other debt �ssues such as loans.  In 
cases where the narrat�ve does not apply to all the var�ous types of debt, we w�ll try 
to po�nt out those d�fferences.  

steP 1: assemBle an advIsory team

One of the first dec�s�ons that LG offic�als should make �s to assemble a group of 
adv�sors to ass�st the LG �n �ssu�ng debt.  At a m�n�mum, the team cons�sts of a fi-
nanc�al adv�sor (a financ�al spec�al�st who ass�sts the �ssuer �n the transact�on), bond 
counsel (a spec�al�st �n LG secur�t�es law) and the LG �ssuer (usually represented by 
the finance manager).  An underwr�ter �s selected by the �ssuer as a part of th�s group 
of adv�sors �f the debt �ssue �s negot�ated.  If the debt �ssue �s not negot�ated but 
compet�t�vely b�d, the underwr�ter does not jo�n the group unt�l the sale �s consum-
mated s�nce the underwr�ter �s determ�ned by award of the sale to the best b�d.  There 
may be other spec�al�sts such as pay�ng agent/reg�strar, consult�ng eng�neers and 
aud�tors depend�ng on the nature of the transact�on.  The finance manager should 
select members of the team to reflect the complex�ty of the debt �ssuance.  Obv�ously, 
prepar�ng for a small bank loan w�ll requ�re fewer adv�sors than a complex LG bond 
financ�ng.

steP 2: select a method For IssuIng deBt 

After assembl�ng the adv�sory team, you are ready to undertake the second step �n 
the �ssuance process: select�ng a method for �ssu�ng debt.  LG �ssuers usually �ssue 
debt �n one of three ways: compet�t�ve b�d, negot�at�on, and pr�vate placement.

steP 3: determIne the sIze and structure oF the deBt Issue

Offic�als should ensure �n th�s step that they �dent�fy all the project costs, that the 
financ�ng �s cons�stent w�th the�r debt object�ves and that the debt serv�ce repayment 
schedule matches the ava�lable revenues.

In s�z�ng the �ssue, the LG �ssuer must determ�ne the amount of money needed.  
In determ�n�ng the amount, the �ssuer should cons�der: project cost, �ssuance cost, 
and �nterest earn�ngs on �nvestment of the borrowed money.  The proceeds and �nter-
est �ncome must be suffic�ent to cover all the project and related costs.

In add�t�on to project costs, the LG �ssuer may use the proceeds for other related 
�ssue costs.  These costs w�ll vary from project to project but m�ght �nclude: �nterest 
on the secur�t�es for a l�m�ted per�od of t�me (th�s �s known as capitalized interest) 
to cover the �nterest cost on a project �n wh�ch the project �s totally dependent upon 
the project revenues to pay debt serv�ce or to fund a debt serv�ce reserve.  A debt 
serv�ce reserve �s requ�red for revenue bond �ssues that do not have a cla�m on a LG 
taxes to pay the revenue bond debt serv�ce �f revenues are �nsuffic�ent.  A debt service 
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reserve prov�des fund�ng for at least one year of debt serv�ce.  Other �ssuance costs 
may �nclude the fees pa�d to the adv�sory team usually the financ�al adv�sor and bond 
counsel.  

In structur�ng an �ssue, another dec�s�on to make �s: what type of structure to 
use: ser�al, term or a comb�nat�on, and should the debt serv�ce structure be based 
on a fixed �nterest rate or var�able rate schedule.  The �ssuer must also cons�der the 
value of �nclud�ng call prov�s�ons �n a bond �ssue or refinanc�ng prov�s�ons �n a loan.

steP 4: PrePare an “oFFIcIal statement”

The next step �s to prepare the documents needed to market and sell the bonds.  
One of the most �mportant �s the offic�al statement.  The official statement d�scloses 
pert�nent �nformat�on regard�ng a LG’s bond �ssuance.  The offic�al statement defines 
the processes related to the bond �ssuance and prov�des �nformat�on that allows the 
underwr�ter and �nvestor to pr�ce the bonds.  The LG �ssuer and financ�al adv�sor 
work together to prepare the offic�al statement.

steP 5: PrePare and PuBlIsh the “notIce oF sale”

Th�s step appl�es pr�mar�ly to the �ssuance of LG bonds offered for sale �n the bond 
market.  However, th�s step m�ght apply to a loan package �f �t was be�ng offered to all 
local banks to b�d on.  LGs should rev�ew the procurement laws and regulat�ons to 
determ�ne the need to advert�se, g�ve publ�c not�ce and compet�t�vely b�d loans.  

steP 6: revIeW and aPProve the deBt Issue/ aWard the sale oF Bonds

If the debt �ssue �s a loan, the banks or government’s proposed loan terms and cond�-
t�ons w�ll be rev�ewed and analyzed by the financ�al adv�sory team to determ�ne the 
best loan package.  If there are compet�t�ve b�ds, the financ�al adv�sor and finance 
manager tabulate the b�ds based on the LG’s offer�ng loan cr�ter�a and recommend 
the LG accept the best offer.  Th�s �nformat�on �s subsequently presented to the gov-
ern�ng body for approval.  Upon approval, the finance manger arranges for the execu-
t�on of loan agreements and transfer of loan proceeds to the LG.  

If the LG �s award�ng the sale of bonds, on the date of sale, the LG opens the 
b�ds �n a compet�t�ve sale or proposed purchase pr�ce for the bonds �n a negot�ated 
sale.  The financ�al adv�sor rev�ews and tabulates the b�ds based on the cr�ter�a �n 
the not�ce of sale and recommends the LG accept the best (e�ther net �nterest or total 
�nterest cost) b�d.  Th�s �nformat�on �s then presented to the LG for approval e�ther 
by the LG Counc�l or by a representat�ve of the govern�ng body who has author�ty to 
act on the�r behalf.  

To adv�se the local offic�als of the b�ds (tenders), the financ�al adv�sor usually 
prepares a fact sheet about the current bond market and sale of the bonds.  The fact 
sheet �dent�fies the underwr�ter subm�tt�ng the w�nn�ng b�d or proposal based on the 
cr�ter�a �n the not�ce of sale, and the net or total �nterest cost b�d and the �nterest rate.  
It also shows data about the current market, such as appl�cable bond �ndexes, the �s-
suer’s rates rece�ved at comparable pr�or sales and �nterest rates of other �ssuers sell-
�ng at approx�mately the same t�me.  Bond counsel prepares the bond documents and 
b�d (tender) acceptance forms to final�ze acceptance of the offer.  When completed, 
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the bond counsel prepares a transcr�pt of the proceed�ngs that becomes a part of the 
LG records.  Transcr�pts of the proceed�ng are also prov�ded to the financ�al adv�sor, 
bond counsel, and pay�ng agent.

LG offic�als and the finance manager should use the forego�ng d�scuss�on as a 
gu�de to develop deta�led procedures for debt �ssuance and to expand the steps as 
needed to meet the un�que debt �ssue requ�rements of your LG.  

AdMiniSTrATion oF debT

What happens after the debt �ssuance �s completed �s almost as �mportant as what 
goes �nto prepar�ng for �t.  A LG �ssuer’s respons�b�l�t�es do not end w�th the debt �s-
suance.  In fact, the�r respons�b�l�t�es actually cont�nue for the l�fe of the debt unt�l 
the final matur�ty, wh�ch may be 20-30 years for long-term bonds.  Adm�n�ster�ng 
th�s outstand�ng debt �ncludes three �mportant tasks: 1) �nvest�ng the proceeds �f 
transferred to LG control; 2) pay�ng the pr�nc�pal and �nterest of the loan or bonds 
when due and ma�nta�n�ng debt records; and 3) mon�tor�ng the cred�t market for re-
financ�ng opportun�t�es.

Invest�ng the proceeds—One of the most �mportant post-�ssuance tasks �s to 
�nvest the proceeds upon rece�pt.  To do th�s successfully, the LG should develop 
an �nvestment schedule that matches the construct�on payment schedules for the 
cap�tal projects over the next 12-18 months.  The proceeds should then be �nvested 
�n author�zed �nvestments unt�l they are needed to cover project costs.  LG offic�als 
should str�ve to max�m�ze the return on the �nvestment of the proceeds cons�stent 
w�th the need for project fund�ng l�qu�d�ty and safety of pr�nc�pal.

Normally, when �nvest�ng LG bonds proceeds, the offic�al statement w�ll �nclude 
extracts from the bond ord�nance or trust �ndenture l�st�ng the type of author�zed 
secur�t�es �n wh�ch bond proceeds can be placed.  Local offic�als should also consult 
central government and local laws for add�t�onal gu�dance on any secur�ty l�m�ta-
t�ons that may be appl�cable.  In the absence of any l�m�tat�ons, local offic�als should 
always place safety of the �nvested pr�nc�pal and l�qu�d�ty of the secur�ty above the 
y�eld (rate of return).  In �nvest�ng the publ�c’s money, your pr�mary �nterest �s not 
the return on your pr�nc�pal but the return of your pr�nc�pal.  For th�s reason, secur�-
t�es should be l�m�ted to those fully guaranteed as to pr�nc�pal and �nterest or �f not 
guaranteed, then fully secured by h�ghly l�qu�d secur�t�es.

The �ssue of �nvest�ng the proceeds may not apply to bank or government loans 
or leas�ng because the lend�ng �nst�tut�ons may extend cred�t to the LG and w�th-
hold d�sbursement of money unt�l the LG actually �ncurs the expense.  The finance 
manager should evaluate the terms of the financ�ng transact�on before �ts approval to 
ensure that the arrangement meets the needs of the LG.

Recordkeep�ng—The second step �n adm�n�ster�ng the outstand�ng debt �s to 
set up a recordkeep�ng system for the LG’s debt �ssues.  The LG should establ�sh a 
separate record for each debt �ssue.  They should also ma�nta�n a full set of records 
as outl�ned below and ass�gn respons�b�l�ty to an �nd�v�dual for these tasks �n e�ther 
the finance or account�ng department.

The LG �ssuer should establ�sh and ma�nta�n the follow�ng records:
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• Loan and bond reg�ster—The loan and bond reg�ster prov�des the bas�c de-
ta�led account�ng record for all loan and bond �ssues.  It �s ma�nta�ned unt�l 
all loans, bonds, other debt �nstruments, and �nterest payments of the �ssue 
are pa�d.

•	 Rem�ttance adv�ce to bank/ pay�ng agent/ reg�strar—Th�s document spec�-
fies the exact legal name of the LG mak�ng a loan payment or �ssu�ng the 
depos�t, the amount of bonds and �nterest to be pa�d, and the fees to the 
pay�ng agent/reg�strar.

• Report from the bank/ pay�ng agent/ reg�strar—At t�mes mutually agreed 
between the bank/pay�ng agent/reg�strar and �ssuer, the bank/pay�ng 
agent/reg�strar reports on the loan payments or bonds and coupons/�nter-
est payments pa�d.

• Schedules of future debt serv�ce—These records summar�ze future debt 
serv�ce requ�rements unt�l the last matur�ty.  

Wh�le the above descr�bes the requ�red loan and bond records that should be 
ma�nta�ned for debt �ssuance, �t does not replace account�ng records.  The LG must 
also record the loan payments and depos�ts of bond pr�nc�pal and �nterest payments 
w�th the bank/pay�ng agent/reg�strar �n the LG’s account�ng system �n accordance 
w�th establ�shed account�ng rules and pol�c�es.

Mon�tor�ng for refinanc�ng opportun�t�es—In process of manag�ng the LG’s out-
stand�ng �ndebtedness, LG offic�als should watch for opportun�t�es to refinance the�r 
outstand�ng debt.  The most common reason for refinanc�ng �s to produce a debt 
serv�ce sav�ngs by replac�ng h�gh �nterest rate debt w�th lower �nterest rate debt.

LG offic�als should establ�sh a regular program to rev�ew the outstand�ng debt 
and �ncrease the frequency of that rev�ew when �nterest rates beg�n to decl�ne.  In the 
rev�ew, offic�als should note the dates on wh�ch outstand�ng debt becomes el�g�ble for 
current refund�ng and the dates on wh�ch there are reduct�ons �n the call prem�ums.  
Each can affect the v�ab�l�ty of a refund�ng.  In add�t�on, �f �nterest rates reach levels 
that would make a refinanc�ng cost effect�ve, the LG and financ�al adv�sor should 
assemble a team to beg�n preparat�ons for a refinanc�ng.  Th�s w�ll enable the LG to 
respond qu�ckly �f �t �s able to meet or exceed �ts sav�ngs target.  Normally, a refinanc-
�ng �s cost effect�ve �f a 4-5% net present value sav�ngs �s ach�eved.

learnIng aPPlIcatIon

Policy Maker _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

Because of the �mportance of debt as a means of financ�ng cap�tal �nvestments, we 
suggest that you develop a strategy for rev�ew�ng your current use of debt and debt 
management program.  From your un�que role perspect�ve, what can you do to per-
suade others �n your LG that a strategy to rev�ew your LGs’ debt s�tuat�on �s �mpor-
tant?  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

What areas of debt management need attent�on?  Pol�c�es?  Dec�s�on mak�ng 
processes?  Mechan�cs of �ssuance?  Cred�t analys�s?  D�sclosure?  Or Adm�n�stra-
t�on?  In each case, descr�be why. 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

Prepare a l�st of object�ves that you would l�ke to ach�eve �n the very near future 
to manage your debt s�tuat�on �n accordance w�th the cr�ter�a ment�oned earl�er �n 
the chapter.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

poliCieS

To have an effect�ve pol�cy framework, your LG w�ll need both cap�tal �nvestment fi-
nanc�ng and debt management pol�c�es.

CaPital inVestMent finanCing POliCies

F�nanc�ng your cap�tal �nvestment plan w�ll requ�re a pol�cy framework to make �t all 
legal and to assure that good governance pr�nc�ples and pract�ces are be�ng ach�eved 
�n th�s �mportant financ�al management strategy and process.  Here are some of the 
�ssues to be cons�dered �n develop�ng th�s pol�cy framework:

• Adopt�ng an offic�al pol�cy and a cap�tal �nvestment plan—Before undertak�ng a 
long-term debt financ�ng program, there should be an offic�al pol�cy that clearly 
�dent�fies: types of �nvestments or fixed assets to finance, and an adopted cap�tal 
program that �dent�fies when the �nvestments w�ll be bu�lt or acqu�red.

• Cons�der�ng ALL potent�al financ�ng sources—Offic�als should cons�der all po-
tent�al financ�ng sources �nclud�ng: operat�ng revenues, sales of property, ac-
cumulated reserves, deprec�at�on (reproduct�on or replacement fund �n the case 
of contr�butory organ�zat�ons), �nternal borrow�ngs from non-budgetary funds, 
contr�but�ons from pr�vate part�es (�.e. to develop �nfrastructure), grants or sub-
s�d�es from central government funds, and financ�ng by a suppl�er/contractual 
partner.

Ut�l�z�ng external sources of revenues first—The pol�cy should requ�re the use 
of other or external sources first rather than own source revenues.  Th�s means that 
fund�ng for cap�tal projects from the central government budget or contr�but�ons 
from pr�vate part�es would normally be used first unless there are unusual restr�c-
t�ons or unnecessary delays �n rece�v�ng the funds.  LGs exper�enc�ng rap�d growth 
should cons�der hav�ng developers contr�bute the needed �nfrastructure as a cond�-
t�on of rece�v�ng approval of the�r development plans.  To reduce a financ�ng burden, 
some LGs may choose to pr�vat�ze certa�n funct�ons and fac�l�t�es.

• Rev�ew�ng for equ�ty, effect�veness, and effic�ency—In choos�ng a method for fi-
nanc�ng cap�tal �mprovements three pr�nc�ples should be cons�dered: equ�ty, 
effect�veness and effic�ency.  

• Dec�d�ng on “Pay-as-you-go’ or “Pay-as-you-use” or some comb�nat�on—The 
pol�cy should �nclude a method for dec�d�ng when to pay for cap�tal �nvestments 
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us�ng current revenues or a “pay-as-you-go” bas�s versus us�ng long-term fi-
nanc�ng or a “pay-as-you-use” bas�s.  

debt POliCies

Once a LG dec�des to borrow money, offic�als should adopt a formal pol�cy to prov�de 
general d�rect�on �n plann�ng and �mplement�ng the program.  

A debt pol�cy:

•	 Establ�shes parameters for the acqu�s�t�on or �ssuance of debt and keeps �t 
w�th�n acceptable levels.  

•	 Prov�des a bas�s for evaluat�ng the �mpact of acqu�r�ng debt on the overall 
financ�al cond�t�on of the LG.  

•	 Commun�cates to �nvestors and c�t�zens the �mportance placed on financ�al 
management as ev�denced by adopt�on of debt pol�c�es.  

•	 Prov�des parameters for the cons�stency and cont�nu�ty requ�red to ach�eve 
certa�n financ�al goals.  

Offic�als need to adhere to th�s framework to carry out the�r dut�es and respon-
s�b�l�t�es �n debt management.  S�nce the framework serves many purposes, �t should 
be reasonably flex�ble so offic�als can respond qu�ckly to favourable changes �n the fi-
nanc�al market or other chang�ng cond�t�ons w�thout jeopard�z�ng essent�al serv�ces.

The pol�cy �s developed w�th�n the framework of ex�st�ng laws and based on pro-
ject�ons of the LG’s future cond�t�on.  It ant�c�pates future financ�ng needs and l�m�ta-
t�ons that the pol�cy �mposes.  Spec�fically �t should address the follow�ng quest�ons:

•	 What �s the appropr�ate use and acceptable level of short-term debt?
•	 What �s an acceptable level of long-term debt?
•	 For what purposes (types of projects) w�ll long-term debt be used?
•	 When should tax supported (or asset backed) general obl�gat�on debt be used 

versus self-support�ng revenue debt? 
•	 What �s the des�red m�x of “pay as you go” (current revenues) and “pay-as-

you-use” (debt financ�ng)?
•	 When should var�able rate debt be used versus fixed rate debt?
•	 What matur�ty schedule should be used for short-term and long-term debt?

 The follow�ng table conta�ns sample pol�c�es to rev�ew as you prepare spec�fic 
debt pol�c�es.  

Sample debt policies
The LG w�ll try to avo�d the use of short-term borrow�ng by establ�sh�ng and 
ma�nta�n�ng adequate reserves; however, should short-term borrow�ng be need-
ed for cash flow purposes, �t must be repa�d before the end of the fiscal year �n 
wh�ch �t was borrowed.

•

Total debt serv�ce w�ll not exceed ________ percent of the LG’s total operat�ng 
revenue.
Outstand�ng long-term debt w�ll not exceed ______ per cap�ta.

•

•



272 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

Average matur�ty of loans and LG bonds w�ll be ma�nta�ned at or below ____ 
years.

•

The LG w�ll not use long-term debt for current expenses.•

The LG w�ll l�m�t long-term borrow�ng to cap�tal �nvestments that cannot be 
financed from current revenues.

•

When the LG finances cap�tal projects by acqu�r�ng debt, �t w�ll pay back the 
debt w�th�n a per�od not to exceed the expected useful l�fe of the project.

•

Where poss�ble, the LG w�ll use government loans or self-support�ng debt before 
tax supported bonds or bank loans.

•

On all debt-financed projects, the LG w�ll make a down payment of at least 
______ percent of total project cost from current revenues.

•

The LG w�ll only cap�tal�ze �nterest, operat�ng and ma�ntenance expenses for 
self-support�ng enterpr�se act�v�t�es and w�ll be str�ctly l�m�ted to those expenses 
�ncurred before actual operat�on of the fac�l�ty.

•

The LG w�ll follow a pol�cy of full d�sclosure on every financ�al report and debt 
statement. 

•

Debt pol�c�es prov�de the parameter for �mplement�ng a deta�led debt financ�ng 
program.  LG offic�als should rev�ew these pol�c�es per�od�cally to ensure �ts effect�ve-
ness.

beneFiTS

Establ�sh�ng an effect�ve framework for locally financ�ng the cap�tal �nvestment plan 
bas�cally means that your LG has effect�ve debt management program �n place.  It 
helps preserve the LG’s long-term fiscal v�ab�l�ty.  Here are spec�fic ways �t can benefit 
a LG:

•	 Establ�shes parameters that l�m�t the power to borrow money and avo�d 
potent�al abuses.

•	 Prov�des a way to finance cap�tal �nvestments w�th�n the LG’s capac�ty to 
repay the loans.

•	 Establ�shes sound debt management pract�ces that support cred�tworth�-
ness.

•	 Saves money on �nterest charges by select�ng appropr�ate debt �nstruments 
and structures.

•	 Improves the �mage of LG �n the eyes of the bus�ness commun�ty and tax-
payers for be�ng fiscally respons�ble.

LG offic�als and managers must opt�m�ze the use of LG resources to effic�ently 
and effect�vely �mplement cap�tal �nvestment plans for the commun�ty.  Here are 
some add�t�onal ways that go�ng through the process of financ�ng the cap�tal �nvest-
ment plan benefit the LG.

Improves plann�ng and budget�ng—W�thout proper cap�tal �nvestment plan-
n�ng, goals are ach�eved only by acc�dent.  F�nanc�ng the CIP �s an �ntegral part of 
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the plann�ng process because �t prov�des �nformat�on for dec�s�on-mak�ng.  F�nanc�ng 
�s what makes the CIP poss�ble—w�thout financ�ng of some sort there w�ll be l�ttle 
cap�tal �nvestment s�nce most LGs cannot finance a CIP out of current operat�ng 
revenues. 

Prov�des documentat�on and support for borrow�ng and cred�t evaluat�on—F�-
nanc�al �nst�tut�ons that underwr�te loans to LGs v�ew financ�al plann�ng and fore-
cast�ng, wh�ch are �ntegral parts of the financ�ng process, as a necess�ty. 

Allows the LG to meet the commun�ty’s v�s�on—by financ�ng the CIP, the com-
mun�ty moves towards �ts v�s�on of what the LG should be �n the future.

obSTACleS, liMiTATionS, riSkS And oTHer ConSid-
erATionS 

You w�ll find that develop�ng a cap�tal �nvestment financ�ng framework �s not an easy 
task.  There are many obstacles along the way.

Pol�t�cal and staff res�stance—Expect pol�t�cal and staff res�stance as you be-
g�n to develop a formal wr�tten cap�tal �nvestment financ�ng framework—espec�ally �f 
you are �n a country go�ng through decentral�zat�on.  Res�stance w�ll come from the 
other h�gher levels of governments espec�ally.  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 framework, 
�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. 

Alternat�vely, the govern�ng body may have agreed that fund�ng a cap�tal �nvest-
ment plan �s a top pr�or�ty but then allows surplus funds to be used for projects not 
�n the cap�tal �nvestment plan.

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 cap�tal �nvestment financ�ng dec�s�ons 
than elected offic�als do.  It �s common for the staff to say that LG finance—espec�ally 
debt management—�s a compl�cated subject best left to the experts.  On the other 
hand, staff may res�st by say�ng they are too busy w�th other dut�es to develop the 
process.

T�me requ�red—Develop�ng a comprehens�ve cap�tal financ�ng framework �s a 
t�me consum�ng process.  Many countr�es do not g�ve LGs the author�ty to �ssue debt 
or even get loans.  It �s not unusual to find procedures for develop�ng and financ�ng 
the cap�tal �nvestment plan 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, that have prov�s�ons that confl�ct, or that have never been formally 
adopted.

Lack of knowledge about concepts and pract�ces—Another barr�er ex�sts when 
elected offic�als and staff are not fam�l�ar w�th LG debt and revenue structure con-
cepts, term�nology, and pract�ces.  The financ�al educat�on of LG offic�als through re-
ports and workshops �s a v�tal staff respons�b�l�ty.  LG offic�als must be well �nformed 
about the LG’s current pract�ces �n the area of cap�tal �nvestment planm�ng and debt 
management along w�th an understand�ng of best pract�ces and standards.

Few standards and benchmarks—Th�s �s part�cularly a problem for LGs new to 
the process of self-government.  Prev�ously, major financ�al pol�c�es may have been 
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prescr�bed by the central government.  A spec�al effort w�ll be necessary to locate 
“rules of thumb” and benchmarks to gu�de LGs, espec�ally �n the area of debt man-
agement.  Elected offic�als may find themselves explor�ng new but �nformat�ve finan-
c�al terr�tory.  T�me w�ll be needed for the development of comparat�ve LG data and for 
�nd�v�dual governments to accumulate suffic�ent h�stor�cal data to project trends.

Legal restr�ct�ons—Many countr�es s�mply do not allow LGs to have debt.  These 
same countr�es usually do not allow LGs to have a very large percentage of own 
source revenues.  There may also be a central�zed plann�ng process w�th most cap�tal 
�nvestment dec�s�ons and financ�ng happen�ng at the central government level.  It w�ll 
take t�me for decentral�zat�on to take place and for LGs to be g�ven more author�ty for 
the�r self-governance.

leArning AppliCATion

electeD oFFicial _x_ ceo _x_ Finance Manager _x_ DePartMent HeaD _x_

We have �dent�fied some but not all obstacles to develop�ng a cap�tal �nvestment fi-
nanc�ng framework.  

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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inTerneT reSourCeS

Banks or bonds:  Bu�ld�ng 
a Mun�c�pal Cred�t Market

www.oecd.org/dataoecd/59/56/21559374.pdf

Mak�ng C�t�es Work:  
Cap�tal F�nanc�ng

http://www.mak�ngc�t�eswork.org/urbanThemes/
c�ty_governance/financ�ng_cap�tal

Measur�ng LG cred�t r�sk www.worldbank.org/html/fpd/urban/mun_fin/
toolk�t/tools.PDF

Fund�ng opportun�t�es for 
urban local bod�es

www.ficc�.com/ficc�/med�a-room/speeches-presenta-
t�ons/2002/oct/oct-c�ty-kudva.ppt

Bu�ld�ng local cred�t sys-
tems

www.urban.org/PDF/cred�t-systems.pdf

Determ�nants of mun�c�pal 
cred�t qual�ty

www.gfoa.org/serv�ces/dfl/debt/GFR-Determ�nants-
of-Cred�t-Qua.pdf

Mun�c�pal finance author-
�ty of Br�t�sh Columb�a

www.mfa.bc.ca/pdfs/cp%20rat�ng.pdf

F�nanc�ng ant�-poverty 
pol�c�es:  �ssu�ng mun�c�-
pal bonds and borrow�ng 
from the �nternat�onal 
cred�t market.  
A CASE FROM THE 
SOUTH: AHMEDABAD, 
INDIA

http://m�rror.undp.org/sw�tzerland/wacap/en/ex-
per�ences/ahme.htm

L�nkages Between 
Local Governments and 
F�nanc�al Markets: A Tool 
K�t to Develop�ng Sub-
Sovere�gn Cred�t Markets 
�n Emerg�ng Econom�es

http://www-wds.worldbank.org/serv-
let/WDSContentServer/WDSP/
IB/2000/11/17/000094946_00110305341722/
Rendered/INDEX/mult�_page.txt

http://www.oecd.org/dataoecd/59/56/21559374.pdf
http://www.makingcitieswork.org/urbanThemes/city_governance/financing_capital
http://www.makingcitieswork.org/urbanThemes/city_governance/financing_capital
http://www.worldbank.org/html/fpd/urban/mun_fin/toolkit/tools.PDF
http://www.worldbank.org/html/fpd/urban/mun_fin/toolkit/tools.PDF
http://www.ficci.com/ficci/media-room/speeches-presentations/2002/oct/oct-city-kudva.ppt
http://www.ficci.com/ficci/media-room/speeches-presentations/2002/oct/oct-city-kudva.ppt
http://www.urban.org/PDF/credit-systems.pdf
http://www.gfoa.org/services/dfl/debt/GFR-Determinants-of-Credit-Qua.pdf
http://www.gfoa.org/services/dfl/debt/GFR-Determinants-of-Credit-Qua.pdf
http://www.mfa.bc.ca/pdfs/cp rating.pdf
http://mirror.undp.org/switzerland/wacap/en/experiences/ahme.htm
http://mirror.undp.org/switzerland/wacap/en/experiences/ahme.htm
http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2000/11/17/000094946_00110305341722/Rendered/INDEX/multi_page.txt
http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2000/11/17/000094946_00110305341722/Rendered/INDEX/multi_page.txt
http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2000/11/17/000094946_00110305341722/Rendered/INDEX/multi_page.txt
http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/2000/11/17/000094946_00110305341722/Rendered/INDEX/multi_page.txt
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Appendix A:  MoSCoW debT progrAM 

http://www.moscowdebt.ru/eng/management/concept/
Follow�ng excerpt taken from webs�te on December 15, 2005.

CONCEPT OF THE CITY OF MOSCOW STATE DEBT MANAGEMENT AND USE OF 
BORROWED FUNDS IN THE CITY BUDGET

(Approved by the Resolut�on of the C�ty of Moscow Government “About the Con-
cept of C�ty of Moscow State Debt Management and Use of Borrowed Funds �n the 
C�ty Budget” No 318-PP dt. May 6th, 2003)

Content

The ma�n object�ves of the Concept
Legal and organ�sat�onal bas�s for the C�ty of Moscow state borrow�ng 
system

Legal bas�s for C�ty of Moscow state debt management system 
and use of borrowed funds �n the c�ty’s budget
Organ�sat�onal bas�s for the C�ty of Moscow state debt manage-
ment

Cr�ter�a for establ�sh�ng the opt�mal (safe) level of the C�ty of Moscow debt
C�ty of Moscow state debt management Strategy as a part of the general 
system of budgetary funds management

Restr�ct�ons �n the C�ty of Moscow budget pol�cy w�th regard to 
state debt
Budget pol�cy �n regard to plann�ng of the C�ty of Moscow state 
debt volume and structure
Use of debt �nstruments �n financ�al support of the C�ty of Mos-
cow development plann�ng

Effect�ng borrow�ngs and operat�ons w�th the C�ty of Moscow debt
Operat�ons w�th the C�ty of Moscow debt
Effic�ent C�ty of Moscow state debt managent
Opt�m�sat�on of the C�ty of Moscow state debt structure. Manage-
ment of r�sks related to C�ty of Moscow state debt structure.
The system of a s�ngle munc�pal borrower

Reg�strat�on and report�ng
State Debt Reg�ster of the C�ty of Moscow State Debt
Organ�sat�on of reg�strat�on of the C�ty of Moscow state debt and 
the operat�ons for attract�on of loans, debt serv�ce and repayment

the Main ObjeCtiVes Of the COnCePt

Form�ng the budget pol�cy �n the sphere of state debt management �s an �ntegral 
part of the C�ty of Moscow financ�al resources management system. The 1998 cr�s�s 
�n Russ�a and the current cr�s�s �n Argent�na and Braz�l showed that �n case of non-

•
•

•

•

•
•

•

•

•

•
•
•
•

•
•

•
•

http://www.moscowdebt.ru/eng/management/concept/
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cons�dered debt management pol�cy state debt can be a source of both econom�cal 
and pol�t�cal r�sks. That �s why debt management problems are closely related to the 
problems of ensur�ng econom�c safety of federal and subfederal �ssuers.

At the same t�me the restr�ct�ons �mposed by the ex�st�ng leg�slat�on �n regard to the 
volume of state debt of the subjects of the Russ�an Federat�on as well as to payments 
effected for debt serv�ce do not allow to fully avo�d debt r�sks, d�scover and forecast 
the growth of the cr�s�s tendenc�es �n econom�cs.

Though the �mportance of the task of the C�ty of Moscow state debt management and 
related r�sks are qu�te ev�dent, the term “debt management” �s m�ss�ng both �n the 
federal and local (Moscow) leg�slat�on.

W�th�n the framework of th�s Concept the C�ty of Moscow state debt management �s 
understood as the process of development and �mplementat�on of state debt manage-
ment strategy w�th the purpose of keep�ng debt volume on econom�cally safe level, 
m�n�m�zat�on of debt serv�ce costs and even d�str�but�on of debt payments.

The term “State debt management” �ncludes three �nterrelated aspects descr�bed 
hereunder:

Budget pol�cy as regards plann�ng C�ty of Moscow debt volume and struc-
ture.
Effect�ng borrow�ngs and operat�ons w�th state debt a�med on opt�m�sa-
t�on of debt structure and reduct�on of debt serv�ce costs.
Organ�sat�on of reg�strat�on of l�ab�l�t�es and operat�ons w�th state debt, 
funct�on�ng of debt repayment system.

Accord�ngly, the object�ve of th�s Concept �s to create the mechan�sm of assessment 
and regulat�on of debt burden w�th�n the C�ty of Moscow budget and development of 
the procedures for manag�ng the C�ty of Moscow state debt �n the system of un�que 
borrower.

Th�s Concept does not cover �ssues related to effect�ng mun�c�pal borrow�ngs.

legal and OrganisatiOnal basis fOr the City Of MOsCOw 
state bOrrOwing systeM

 
Legal bas�s for the C�ty of Moscow state debt management system and use of bor-
rowed funds �n the C�ty’s budget

Legal regulat�on of the �ssues of the C�ty of Moscow state debt management and use 
of borrowed funds �n the C�ty of Moscow budget �s effected w�th�n the framework of 

•

•

•
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general legal regulat�on of funct�on�ng of the C�ty’s budget as an �ntegral part of the 
budget of the Russ�an Federat�on.

The fundamental legal document �n the sphere of the C�ty of Moscow debt or�g�nat�on 
and management �s the Budgetary Code of the Russ�an Federat�on. Th�s law deter-
m�nes, �n part�cular: the types of debt obl�gat�ons of the subjects of the Russ�an Fed-
erat�on, debt or�g�nat�on procedures, debt serv�ce and repayment as well as elements 
of superv�s�on over borrow�ngs effected by the subjects of the Federat�on. The most 
�mportant aspect of the Budgetary Code of the Russ�an Federat�on �s establ�shment 
of the general regulat�ons for fulfillment of the budgets of the subjects of the Russ�an 
Federat�on, �nclud�ng those related to debt or�g�nat�on, debt serv�ce and repayment.

The �ssues of reflect�on of debt or�g�nat�on, debt serv�ce and repayment �n the budgets 
of the subjects of the Russ�an Federat�on are regulated by the Federal Law No. 115-
FZ “On the budget class�ficat�on of the Russ�an Federat�on” dt. 15.08.1996.

The �ssues related to borrow�ngs by the Subjects of the Russ�an Federat�on effected 
�n form of state secur�t�es are regulated by the Federal Law No. 126-FZ “On charac-
ter�st�c features of �ssuance of state and mun�c�pal secur�t�es” dt. 29.06.1998 and 
the Resolut�ons of the Government of the Russ�an Federat�ons �ssued on the bas�s of 
th�s law.

In general the laws of the Russ�an Federat�on create the ent�re leg�slat�ve bas�s for 
debt or�g�nat�on, debt serv�ce and repayment and debt management for the subjects 
of the Russ�an Federat�on �nclud�ng the C�ty of Moscow.

Leg�slat�ve regulat�on of debt management �ssues and use of borrowed funds �n the 
C�ty of Moscow budget �s based on the prov�s�ons of the above-ment�oned federal 
laws. The most �mportant part of the C�ty of Moscow leg�slat�on are the Charter of the 
C�ty of Moscow and the follow�ng laws: “On the C�ty of Moscow Government” (No. 5 
dt. 26/02/1997), “On Budget and Budget Process of the C�ty of Moscow” (No.51 dt. 
09.10.2002), “On the C�ty of Moscow State Debt” (No.15 dt. 18.04.2001), the laws 
on the C�ty of Moscow budget for each fiscal year, as well as the Resolut�ons of the 
Government of the C�ty of Moscow “On Improvement of the System of C�ty of Moscow 
State Debt Management” (No. 1020-PP dt. 13.11.2001) and “On Improvement of the 
System of Reg�strat�on of the C�ty of Moscow Debt” (No. 240-PP dt. 02/04/2002). The 
above-ment�oned documents determ�ne the process of debt or�g�nat�on, the degree 
competence of the C�ty of Moscow author�t�es as regards debt management �ssues, 
forecast�ng and performance of the C�ty of Moscow budget, debt or�g�nat�on, debt 
serv�ce and repayment.
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legal basis fOr the City Of MOsCOw state debt Manage-
Ment systeM and use Of bOrrOwed funds in the 
City’s budget

orgAniSATionAl bASiS For THe CiTy oF MoSCoW STATe debT 
MAnAgeMenT

In accordance w�th the Charter of the C�ty of Moscow and the C�ty of Moscow Laws 
“On Budget and Budget Process of the C�ty of Moscow” (No.51 dt. 09.10.2002) and 
“On the C�ty of Moscow State Debt” (No.15 dt. 18.04.2001) and the C�ty of Moscow 
normat�ve documents approved on the�r bas�s, the Moscow author�t�es w�th�n the�r 
competence take part �n the process of the C�ty of Moscow state debt management 
as follows:

   1. MoSCoW CiTy duMA:

�n accordance w�th the leg�slat�on of the Russ�an Federat�on approves 
the C�ty of Moscow laws concern�ng the general regulat�ons of the C�ty of 
Moscow state debt management;
every year, dur�ng the process of approval of the law on the C�ty of 
Moscow budget for the appropr�ate fiscal year, cons�ders the data of the 
Program of State Borrow�ngs of the C�ty of Moscow wh�ch serve as the 
bas�s for the act�v�t�es of the C�ty of Moscow Government a�med on debt 
management �n the appropr�ate fiscal year;
controls, �n accordance w�th the leg�slat�on of the Russ�an Federat�on and 
the C�ty of Moscow, the �mplementat�on of the Program of State Borrow-
�ngs of the C�ty of Moscow as an �ntegral part of the C�ty of Moscow law on 
the C�ty of Moscow budget.

   2. THe MAyor oF MoSCoW:

 ets, �n accordance w�th the federal and the C�ty of Moscow laws, top pr�-
or�t�es �n the C�ty of Moscow state debt management;
offers for cons�derat�on by the Moscow C�ty Duma the Draft Program of 
State Borrow�ngs of the C�ty of Moscow as an �ntegral part of the law on 
the C�ty of Moscow budget for the appropr�ate fiscal year.

   3. THe governMenT oF THe CiTy oF MoSCoW:

organ�ses the development of the Draft Program of State Borrow�ngs of the 
C�ty of Moscow as an �ntegral part of the draft law on the C�ty of Moscow 
budget for the appropr�ate fiscal year;

•

•

•

•

•

•
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organ�ses, �n accordance w�th the federal and the C�ty of Moscow laws, 
the �mplementat�on of the Program of State Borrow�ngs of the C�ty of Mos-
cow as an �ntegral part of the C�ty of Moscow budget;
 defines the pol�cy of the C�ty of Moscow state debt management for the 
next fiscal year and �n perspect�ve (m�ddle-term);
defines the structure and competence of the C�ty of Moscow execut�ve 
author�t�es tak�ng part �n state debt management.

   4. exeCuTive AuTHoriTieS oF THe CiTy oF MoSCoW perForM THe Fol-
loWing FunCTionS:

The Department for Econom�c Pol�cy and Development of the C�ty of Mos-
cow prepares a forecast of soc�al and econom�c development of the C�ty of 
Moscow for the next year and the follow�ng two years.
The Department of F�nance of the C�ty of Moscow prepares the forecast 
budget of the C�ty of Moscow and prospect�ve financ�al plan for the next 
year and the two follow�ng years, and prov�des fulfillment of the budget 
as far as use of borrowed funds, debt repayment and state debt serv�ce �s 
concerned.
State Debt Comm�ttee of the C�ty of Moscow develops Draft Program of 
State Borrow�ngs of the C�ty of Moscow on the bas�s of the forecast of so-
c�al and econom�c development and prospect�ve financ�al plan of the C�ty 
of Moscow. It effects attract�on of borrowed funds, serv�ce and repayment 
of the C�ty of Moscow state debt w�th�n the framework of th�s Program on 
the pr�nc�ple of a un�que borrower on behalf of the c�ty.
Other C�ty of Moscow execut�ve author�t�es perform the funct�ons st�pu-
lated by the respect�ve laws �ssued by the C�ty Government.

Criteria fOr establishing the OPtiMal (safe) leVel Of the 
City Of MOsCOw debt

The budget code of the Russ�an Federat�on establ�shes the rat�os of max�mum l�m�ts 
for the amounts of state debt of a subject of the Russ�an Federat�on to the budget 
revenue of the fiscal year (not �nclud�ng financ�al a�d from the budgets of other levels), 
the max�mum l�m�ts of budget expend�ture �n the C�ty of Moscow budget allocated for 
state debt serv�ce to budget expend�ture of the fiscal year as well as the max�mum 
l�m�t of budget defic�t wh�ch, �n case of absence or �nsuffic�ency of �nternal sources 
of financ�ng not related to borrow�ngs, �s covered by way of effect�ng new borrow�ngs 
followed by �ncrease of the total amount of state debt.

These legal documents do not establ�sh the opt�mal (safe) level of debt burden be-
cause the l�m�ts are based on compar�son of yearly payments for debt serv�ce and 
repayment to the budget revenue for only one planned year. At the same t�me are not 
taken �nto cons�derat�on two very �mportant factors wh�ch have a s�gn�ficant mean�ng 
for establ�shment of the opt�mal (safe) level of debt burden, namely the presence �n 
any year’s budget of obl�gatory (non-postponed) expend�ture and the d�str�but�on of 
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the payments related to debt serv�ce and debt repayment not only w�th�n one fiscal 
year but w�th�n the whole per�od for wh�ch the C�ty has debt obl�gat�ons.

Tak�ng �nto cons�derat�on the above-ment�oned, �n order to ach�eve the opt�mal (safe) 
level of the C�ty of Moscow state debt �t �s necessary to establ�sh add�t�onal cr�ter�a �n 
the field of development and real�zat�on of the c�ty’s debt pol�cy, based on compar�son 
of the forecast budget revenue to the payments due �n each fiscal year.

The budget pol�cy �n the field of the C�ty of Moscow state debt management prov�d�ng 
the necessary level of econom�c safety should be based on the mechan�sm of secur-
�ng of a certa�n part of budget expend�ture, requ�red for “non-stop” funct�on�ng of the 
c�ty �nfrastructure and �mplementat�on of soc�al programs, aga�nst the r�sks related 
to debt repayment.

To these expend�ture should be referred: the current budget expend�ture, �nclud�ng 
the expend�ture for the C�ty of Moscow state debt serv�ce, and, partly, the expend�-
ture of cap�tal character (real�sat�on of the object�ves of acqu�s�t�on of equ�pment and 
major repa�rs of the c�ty �nfrastructure). An �mportant �ssue �s secur�ng the forecast 
amount of the above-ment�oned expend�ture by the forecast amount of revenue for 
the appropr�ate fiscal year. Th�s means that the lack of financ�ng can not be compen-
sated from budget sources.

At the same t�me obl�gatory cover�ng of the current expend�ture and part of cap�tal 
expend�ture by budget revenue �s st�ll not suffic�ent to el�m�nate the r�sk of default on 
the debt obl�gat�ons assumed by the c�ty. Includ�ng �nto obl�gatory expend�ture the 
amounts for debt repayment should be an add�t�onal cond�t�on of el�m�nat�ng debt 
r�sks.

The most �mportant cond�t�on for prov�d�ng the opt�mal (safe) level of stat debt �s str�ct 
observance of the pr�nc�ples of plann�ng the C�ty of Moscow budget, �n accordance to 
wh�ch the amount of yearly payments for debt repayment �n the current year and for 
the future per�ods should not exceed the d�fference between the budget revenue and 
the summary amount of the current budget expend�ture plus the above-ment�oned 
part of cap�tal expend�ture. Th�s d�fference can be defined as “cap�tal resource”.

The �ssue of major �mportance �s to make the appropr�ate calculat�ons not only w�th�n 
the prospect�ve financ�al plan (for 3 years) but for the whole per�od t�ll repayment of 
the debt obl�gat�ons assumed by the c�ty to the moment of mak�ng the forecast. S�-
multaneously, the l�m�ts as st�pulated �n legal documents for effect�ng borrow�ngs by 
the subjects of the Russ�an Federat�on should be observed �n the prospect�ve calcula-
t�ons for each year.
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the strategy Of the City Of MOsCOw state debt 
ManageMent as a Part Of the systeM Of 
ManageMent Of budget resOurCes

 

THe SySTeM oF reSTriCTionS in THe CiTy oF MoSCoW budgeTAry poliCy 
in regArd To STATe debT

The bas�c factors �nfluenc�ng the restr�ct�ons of the c�ty borrow�ng pol�cy are:

the norms establ�shed �n the Budget Code of the Russ�an Federat�on and 
the C�ty of Moscow Law “On the C�ty of Moscow State Debt”;
cap�tal resource of the C�ty of Moscow budget;
the amount of resources ava�lable �n the cap�tal market, on the terms 
and cond�t�ons, �n regard to cost and matur�ty, acceptable for the C�ty of 
Moscow.

These data �s the bas�s for assessment of debt related r�sks wh�ch appear w�th execu-
t�on of the C�ty of Moscow budget and serve for determ�n�ng the amounts of borrowed 
funds used for financ�ng the mun�c�pal �nvestment programs, �nclud�ng acqu�s�t�on 
of property.

The rat�o: yearly payments for state debt repayment to the budget revenue for the ap-
propr�ate year determ�nes the c�ty’s ab�l�ty to meet �ts obl�gat�ons w�thout us�ng the 
mechan�sms of refinanc�ng of debt and shows the level of financ�al safety �n execut-
�ng the budget as far as current expend�ture and top pr�or�ty cap�tal expend�ture �s 
concerned.

The forecast amount of the “cap�tal resource” of the C�ty of Moscow budgets for the 
future per�ods establ�shes l�m�tat�ons on the c�ty’s new borrow�ngs, determ�nes the�r 
structure and �s taken �nto account �n the process of the�r plann�ng and execut�on.

The qual�tat�ve cr�ter�a establ�sh�ng the l�m�ts on the amount and matur�ty of new 
debt �s the rat�o of yearly repa�d state debt to the amount of forecast “cap�tal re-
source”. At the same t�me the safe level of state debt �s prov�ded �f the amount of 
yearly payments for debt repayment do not exceed the “cap�tal resource” of the C�ty 
of Moscow budget for every year w�th�n the forecast per�od.

The above-ment�oned cr�ter�a, together w�th the restr�ct�ons �mposed by the Budget 
Code and the C�ty of Moscow Law “On the C�ty of Moscow State Debt”, establ�shes the 
max�mum l�m�ts on amount and matur�ty of new loans.

•
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budget POliCy as regards Planning Of the VOluMe and 
struCture Of bOrrOwings and the City Of MOsCOw 
state debt

In accordance w�th the establ�shed cr�ter�a plann�ng of the volume and structure of 
state debt �s effected as follows:

When a forecast of soc�al and econom�c development of Moscow and the 
draft budget for the next fiscal year and for the future per�ods �s prepared 
there are calculated: the forecast revenues, current and (partly) cap�tal 
expend�ture of the C�ty of Moscow budget for the per�od depend�ng on ma-
tur�ty per�od of the ex�st�ng state debt and planned borrow�ngs. Bas�ng on 
these calculat�ons �s establ�shed the cap�tal resource of the C�ty of Mos-
cow budget for the next fiscal year as well as for forecast future budgets.
Based on the analys�s of the cap�tal market capac�ty �s establ�shed the 
ava�lable amount, poss�ble matur�ty and cost of the C�ty of Moscow debt 
for the next fiscal year.
Bas�ng on the amount of “cap�tal resource” of the C�ty of Moscow budget, 
the planned amount of cap�tal expend�ture and the amount of debt to be 
repa�d for the next fiscal year, and tak�ng �nto cons�derat�on the restr�c-
t�ons l�sted �n p.4.1., �s determ�ned the requ�red debt amount and struc-
ture and �s formed the program of state borrow�ngs of the C�ty of Moscow 
for the next fiscal year.

use Of debt instruMents in finanCial suPPOrt Of the City 
Of MOsCOw deVelOPMent Planning

State borrow�ngs as a form of financ�al support of the C�ty of Moscow are regarded as 
on of the sources of the c�ty’s development. Use of state borrow�ngs can help to solve 
urgent �nvestment object�ves �n case of shortage of financ�al resources �n the current 
year, prov�ded the forecast �ncrease of the revenue wh�ch w�ll serve for the C�ty of 
Moscow debt repayment.

Very �mportant �s the necess�ty of use of debt �nstruments w�th change of the c�ty’s 
budget revenue caused by econom�c s�tuat�on as well as by changes �n the Russ�an 
leg�slat�on. Appl�ed reasonably, they �mprove the financ�al prov�s�on of the C�ty of 
Moscow budget and pos�t�vely �nfluence the c�ty’s further development.

In case of decrease of the C�ty of Moscow budget revenue the decrease of “cap�tal re-
source” �s compensated by growth of state debt, wh�ch �n �ts turn reduces the poss�-
b�l�t�es for future borrow�ngs defined by the l�m�tat�ons on the rat�o of annually repa�d 
C�ty of Moscow state debt to the amount of “cap�tal resource” of the future per�ods.

•
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W�th qu�ck growth of the C�ty of Moscow budget revenue the extra “cap�tal resource” 
secures success�ve decrease of the c�ty’s borrow�ngs and sw�tch to debt reduct�on 
wh�ch �n �ts turn �mproves the poss�b�l�t�es for further borrow�ngs defined �n accord-
ance w�th the rat�o of annually repa�d debt to the amount of “cap�tal resource”.

Bes�des, use of debt �nstruments may be regarded as a method of effic�ent plann�ng 
of the C�ty of Moscow budget resources.

eFFeCTing borroWingS And operATionS WiTH THe CiTy oF MoSCoW debT

oPeratIons WIth the cIty oF moscoW deBt

W�th�n the execut�on of the C�ty of Moscow budget and debt management are effected 
the follow�ng operat�ons w�th the C�ty of Moscow debt:

debt or�g�nat�on;
debt serv�ce;
debt repayment;
debt repayment ahead of schedule;
repurchase;
use of der�vat�ves �n operat�ons w�th the C�ty of Moscow debt (percent and 
currency swaps, forwards and opt�ons).

These operat�ons are effected on the bas�s of the prov�s�ons of the Law on the C�ty 
of Moscow budget for a certa�n fiscal year and Resolut�ons of the C�ty’s Government 
tak�ng �nto cons�derat�on the s�tuat�on �n the market.

eFFIcIent management oF the cIty oF moscoW state deBt

As the above-ment�oned approach to the borrow�ng pol�cy should be cons�dered un-
der certa�n cond�t�ons, namely the ex�st�ng borrow�ng pract�ce �.e. the debt obl�ga-
t�ons taken by the c�ty, the �ssues of effic�ent management of state debt for ensur�ng 
the secur�ty of the C�ty of Moscow econom�cs and finance become very urgent.

The ma�n object�ve of the system of effic�ent management of the C�ty of Moscow state 
debt �s avo�d�ng the peaks �n debt payments, sav�ng budget funds allocated for debt 
serv�ce and repayment.

In the prev�ous parts of the Concept were descr�bed the pr�nc�ples of the C�ty of 
Moscow state debt management �n the stage when forecasts are made, wh�ch are 
expressed �n establ�sh�ng add�t�onal restr�ct�ons on the amounts of m�ddle-term bor-
row�ngs.

In th�s part are defined the methods of effic�ent management of the C�ty of Moscow 
state debt w�th�n the framework of execut�on of the budget of each year.

•
•
•
•
•
•



285FINANCING THE CAPITAL INVESTMENT PLAN

These methods �nclude:

Correct�on of the per�ods for debt or�g�nat�on st�pulated �n the Program 
of state borrow�ngs of the C�ty of Moscow for financ�ng of the approved 
amount of the c�ty’s budget defic�t.
Accumulat�on �n the C�ty of Moscow budgetary account the resources 
requ�red for debt repayment.
Debt repayment ahead of schedule.
Debt reduct�on.
Use of der�vat�ves.

Correct�on of the per�ods for debt or�g�nat�on (prov�ded that the general terms of 
the budget for the current year rema�n unchanged) env�sages that these per�ods are 
sh�fted to an earl�er or later t�me as compared to the approved quarterly d�str�but�on 
of the borrow�ngs. The cr�ter�a for establ�sh�ng the necess�ty of such correct�on �s the 
actual financ�al s�tuat�on �n the c�ty �.e. actual revenue rece�ved and actual use of the 
allocat�ons from the budget.

In case of temporary decrease �n actual revenue as compared to the planned level, 
wh�ch may be followed by cancellat�on of financ�ng of the approved quarterly expend�-
ture, �t may be dec�ded to attract borrowed funds (env�saged for the follow�ng per�ods 
of the fiscal year) ahead of schedule.

In case the planned revenues are rece�ved ahead of schedule or some amount �s saved 
from the approved amount of budget expend�ture, �t may be dec�ded to sh�ft state 
borrow�ngs to a later per�od or to repay some part of the C�ty of Moscow state debt 
ahead of schedule.

Correct�ons �n the per�ods of attract�on of borrowed funds may also be mot�vated by 
the s�tuat�on �n the financ�al market where decrease �n expend�tures for state debt 
serv�ce �s ach�eved by way of chang�ng the approved per�ods for attract�on of bor-
rowed funds.

Accumulat�on �n the C�ty of Moscow budget account of the amounts requ�red for debt 
repayment �s a�med �n the first turn at smooth�ng up the “peaks” of debt repayments 
�n the C�ty of Moscow budget and consequent el�m�nat�on of drast�c decrease �n finan-
c�al secur�ty of the budget expend�ture.

Accumulat�on �n the C�ty of Moscow budget account of the amounts requ�red for 
t�mely debt repayment may take place �n the year preced�ng the year when “peaks” 
of debt repayments are expected as well as dur�ng form�ng of the draft budget of the 
“peak” year.

In the year preced�ng the “peak” year accumulat�on of funds �s effected from add�-
t�onal revenue rece�ved �n the process of execut�on of the C�ty of Moscow budget as 
well as when the amounts saved from the expend�ture are not re-allocated. In case 
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of absence of such sources �t may be dec�ded to opt�m�ze (reduce) the amounts of 
financed current year expend�ture.

The amounts accumulated dur�ng the current fiscal year for repayment of the C�ty 
of Moscow state debt are a part of the free balance amount at the beg�nn�ng of the 
next fiscal year and are used for repayment of th�s debt �n the way as prov�ded by the 
ex�st�ng leg�slat�on.

W�th the purpose to avo�d the appearance �n the C�ty of Moscow budget account of 
cons�derable funds not used �n the current budget, �.e. the�r “freez�ng”, the per�ods 
for attract�on of borrowed funds (as st�pulated by the Program of state borrow�ngs of 
the C�ty of Moscow for the current year) may be changed tak�ng �nto cons�derat�on the 
resources. accumulated. It means that financ�ng of the expend�tures of the current 
fiscal year �s effected from the funds on the budget execut�on account, and attrac-
t�on of borrowed funds for the�r financ�ng �s effected w�th�n the per�ods max�mally 
near the end of the year. Th�s mechan�sm for regulat�on of accumulat�on of funds 
for debt repayment �n the follow�ng fiscal year allows to save money on debt serv�ce 
expend�ture.

Repayment of the C�ty of Moscow debt ahead of schedule, �nclud�ng loans from banks, 
repurchase and cancellat�on of state secur�t�es �ssued by the C�ty of Moscow �s ef-
fected from add�t�onal revenue, re-allocat�on of funds saved on current expend�ture 
and/or new and cheaper borrow�ngs. Both the l�ab�l�t�es due �n the current year and 
�n the follow�ng fiscal year may be subject to repayment ahead of schedule. Repay-
ment of l�ab�l�t�es of the follow�ng fiscal year �n the form of bank loans and repayment 
of state secur�t�es prov�d�ng removal from c�rculat�on t�ll the date of repayment �s ef-
fected �n order to reduce the budget expend�ture for debt serv�ce.

State debt �s decreased w�th stab�l�zat�on of the C�ty’s financ�al s�tuat�on due to re-
ce�pt of add�t�onal revenue and opt�m�zat�on of approved expend�ture, �n the first turn 
by refusal from use of the above-ment�oned funds for �ncrease �n expend�ture not pre-
v�ewed dur�ng approval of the budget. Reduct�on of the amount of state borrow�ngs 
�n the current fiscal year should be regarded as one of the measures for el�m�nat�ng 
“peaks” �n future debt repayments.

The proposals w�th regard to exped�ency and necess�ty of measures a�med on effi-
c�ent state debt management �n the C�ty of Moscow are prepared by the Department 
of F�nance of the C�ty of Moscow together w�th the Department of Econom�c Pol�cy 
and Development of the C�ty of Moscow and State Debt Comm�ttee of the C�ty of 
Moscow.

Der�vat�ves are used �n operat�ons w�th the C�ty of Moscow l�ab�l�t�es w�th the pur-
pose of management of r�sks related to operat�ons w�th fore�gn currency, decrease of 
budget expend�ture for state debt management, use favourable market s�tuat�on for 
future borrow�ngs �n ant�c�pated non-stable financ�al markets.
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The proposals regard�ng use of der�vat�ves �n operat�ons w�th the C�ty of Moscow state 
debt are prepared by the Department of F�nance of the C�ty of Moscow together w�th 
the Department of Econom�c Pol�cy and Development of the C�ty of Moscow and State 
Debt Comm�ttee of the C�ty of Moscow.

OPtiMisatiOn Of the struCture Of the City Of MOsCOw 
state debt. 

MAnAgeMenT oF THe riSkS relATed To THe STruCTure oF THe CiTy oF 
MoSCoW STATe debT.

Management of state debt structure �s effected by systemat�c select�on of the form 
of borrow�ngs wh�ch max�mally sat�sfy the C�ty’s needs �n financ�al resources and 
favour the decrease �n the cost of the C�ty of Moscow state debt at the g�ven level of 
r�sks.

The costs for the C�ty of Moscow state debt serv�ce are nom�nated �n Roubles and 
are a value depend�ng on the state of financ�al markets. Such a s�tuat�on �s due to 
loans �n fore�gn currency and loans w�th “float�ng” rate of �nterest �n the structure 
of the C�ty of Moscow state debt as well as to unknown cost and structure of future 
borrow�ngs.

The cost of the C�ty of Moscow state debt cons�st of two components:

the forecast expend�tures for state debt serv�ce;
poss�ble expend�ture for serv�ce of state debt �n case there �s a dev�at�on 
�n parameters of financ�al markets from the forecast values or as the re-
sult of operat�ons a�med on management of state debt structure.

The expend�ture for the C�ty of Moscow state debt serv�ce for the appropr�ate fis-
cal year and �n the m�ddle-term perspect�ve �s calculated based on the Program of 
the C�ty of Moscow state borrow�ngs and the forecast level of �nterest and currency 
exchange rates. The calculated amount of expend�ture for the C�ty of Moscow state 
debt serv�ce �s taken �nto cons�derat�on when the draft C�ty of Moscow budget for the 
appropr�ate fiscal year �s worked out.

The second component of the cost of the C�ty of Moscow state debt, �.e. poss�ble ex-
pend�ture for serv�ce of state debt �n case there �s a dev�at�on �n parameters of finan-
c�al markets from the forecast values, depends on the follow�ng r�sks:

changes �n �nterest rates;
changes of currency exchange rates;
changes �n the access�ble capac�ty of financ�al markets;

1.
2.
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calculat�on and operat�onal r�sks;
legal errors and changes �n the ex�st�ng Russ�an and fore�gn leg�slat�on.

Plann�ng and perform�ng operat�ons for management of the C�ty of Moscow state 
debt structure �s effected bas�ng on the results of the analys�s of dependance of debt 
serv�ce costs on real�sat�on of the above-ment�oned r�sks.

The ma�n operat�ons used for opt�m�sat�on of the structure of the C�ty of Moscow debt 
and management of currency- and �nterest- related r�sks are:

cho�ce and use of alternat�ve var�ants for placement and repayment of the 
C�ty of Moscow l�ab�l�t�es;
repurchase;
management of the structure of the C�ty of Moscow debt portfol�o;
use of der�vat�ves.

THe SySTeM oF A Single MuniCipAl borroWer

W�th the purpose of central�zat�on, regulat�on and spec�al�sat�on of the work for at-
tract�on, serv�ce and repayment of the C�ty of Moscow debt, �n accordance w�th the 
Budgetary Code of the Russ�an Federat�on and the C�ty of Moscow Law “On the C�ty 
of Moscow State Debt” all the operat�ons for debt attract�on, debt serv�ce and repay-
ment �n the C�ty of Moscow are effected by a s�ngle borrower wh�ch �s a spec�al�zed 
branch of the C�ty of Moscow execut�ve author�ty - State Debt Comm�ttee of the C�ty 
of Moscow.

In the process of cons�derat�on and �mplementat�on of the budget pol�cy �n the sphere 
of the C�ty of Moscow state debt State Debt Comm�ttee of the C�ty of Moscow performs 
the follow�ng funct�ons:

assesses the poss�ble volume, matur�ty per�od and the cost of the C�ty of 
Moscow state debt for every fiscal year;
prepares, together w�th the Department of Econom�c Pol�cy and Develop-
ment of the C�ty of Moscow and the Department of F�nance of the C�ty of 
Moscow, the proposals for the C�ty of Moscow Government as regards the 
requ�red volume and structure of state debt planned for use �n the ap-
propr�ate fiscal year for financ�ng cap�tal expend�ture of the budget and as 
regads the Program of state borrow�ngs for the appropr�ate fiscal year;
prepares, together w�th the Department of Econom�c Pol�cy and Develop-
ment of the C�ty of Moscow and the Department of F�nance of the C�ty of 
Moscow, the proposals for the C�ty of Moscow Government as regards �m-
plementat�on of measures for effect�ve management of the C�ty fo Moscow 
state debt;
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attracts state borrow�ngs w�th�n the approved Program of the C�ty of 
Moscow state borrow�ngs and based on the dec�s�ons taken by the C�ty of 
Moscow;
effects, as agreed w�th the Department of F�nance of the C�ty of Moscow, 
the operat�ons for management of the structure of the C�ty of Moscow 
state debt �n accordance w�th the law on the budget for the appropr�ate 
year and the dec�s�ons taken by the C�ty of Moscow Government;
effects serv�ce and repayment of the C�ty of Moscow debt.

For organ�s�ng and better funct�on�ng of the market �nfrastructure of the system of 
debt attract�on, serv�ce and repayment �n the C�ty of Moscow, as well as for solv�ng 
techn�cal problems related to the C�ty of Moscow state debt management was estab-
l�shed Spec�al�sed State Un�tary Enterpr�se “F�nanc�al Agency of the C�ty of Moscow” 
(further referred to as SSUE “MosF�nAgency”). SSUE “MosF�nAgency”also serves as 
a connect�on between the C�ty of Moscow Government, represented by State Debt 
Comm�ttee of the C�ty of Moscow, and financ�al market �nfrastructure. SSUE “Mos-
F�nAgency” has not �ts own �nterests �n the market and �ts legal and organ�zat�onal 
structure allows the C�ty to totally control �ts act�v�t�es.

regiSTrATion And reporTing

State Debt Reg�ster of the C�ty of Moscow Debt

In accordance w�th the prov�s�ons of the Budgetary Code of the Russ�an Federat�on 
(Art. 121), the C�ty of Moscow Law “On the C�ty of Moscow State Debt” (Art.9, P.2) the 
Department of F�nance of the C�ty of Moscow keeps up the State Debt Reg�ster of the 
C�ty of Moscow Debt wh�ch �s a part of the whole system of reg�strat�on and control of 
state borrow�ngs of the Russ�an Federat�on.

Keep�ng up the State Debt Reg�ster of the C�ty of Moscow Debt �s effected �n accord-
ance w�th the regulat�ons approved by Resolut�on of the C�ty of Moscow Government 
dt. Apr�l 2, 2002 No, 240-PP “On �mprovement of the system of reg�strat�on of the C�ty 
of Moscow l�ab�l�t�es”.

•

•

•



290 VOLUME 3  •  MANAGING THE CAPITAL INVESTMENT PLAN

PART TWO:  MANAGEMENT TOOLS

purpoSe

F�nanc�ng the cap�tal �nvestment plan frequently leads to the management of debt.  
Frequently LGs must borrow money from banks or other lend�ng �nst�tut�ons to meet 
cash flow defic�ts or finance cap�tal �mprovements.  Uneven revenue collect�ons add 
to the need for and somet�mes urgency of short-term borrow�ng.  LGs must be knowl-
edgeable about sources and methods of borrow�ng to assure adequate financ�ng of 
necessary publ�c serv�ces w�thout obl�gat�ng the LG to unnecessary debt and assoc�-
ated loan repayment obl�gat�ons.  

Th�s workshop �s des�gned to prov�de LG offic�als w�th a work�ng understand-
�ng of debt management �nclud�ng methods for calculat�ng local borrow�ng capac�ty, 
establ�sh�ng a LG’s “cred�t worth�ness” and just�fy�ng a dec�s�on to �ncur add�t�onal 
debt as opposed to other ava�lable opt�ons.  

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 financing and budgeting.

ConTenTS

8.1 WArM-up exerCiSe: TWo perSpeCTiveS on borroWing Money 

Part�c�pants d�scuss the vary�ng percept�ons and expectat�ons assoc�ated w�th the 
two ends of a loan transact�on: the borrower and the lender.  (30 m�nutes)

8.2 TrAiner preSenTATion 

Br�ef concept presentat�on based on the preced�ng essay that focuses on the need 
for debt management pol�cy and an understand�ng of present value analys�s and the 
establ�shment of LG cred�t worth�ness.  (30 m�nutes) 

8.3 exerCiSe:  HArd CHoiCeS AbouT long-TerM FinAnCing 

Part�c�pants learn how to make accurate cho�ces among var�ous financ�ng alterna-
t�ves.  (75 m�nutes)

8.4 exerCiSe:  preSenT vAlue AnAlySiS 

Part�c�pants learn how to calculate the present value of money when arrang�ng a loan 
or establ�sh�ng the terms of a lease agreement.  (90 m�nutes)
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8.5 role plAy exerCiSe: negoTiATing A bAnk loAn

Part�c�pants ga�n �ns�ght �nto the th�nk�ng of bank officers about loan�ng money to LG 
organ�zat�ons through a role-play exerc�se.  (90 m�nutes)

8.6 exerCiSe: SkillS 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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8.1   WArM-up exerCiSe:  TWo perSpeCTiveS on 
borroWing Money

TiMe required

45 m�nutes   

purpoSe

Understand d�ffer�ng perspect�ves on the exper�ence of ask�ng a fr�end for a personal 
loan.   

proCeSS

Tell part�c�pants they w�ll be work�ng �n two small groups for a few m�nutes to an-
swer quest�ons about a s�tuat�on common to everyone: g�v�ng and rece�v�ng money.  
Expla�n the purpose of the exerc�se �s to learn how �t feels to be �n the pos�t�on of a 
borrower and �n the pos�t�on of a lender.

D�v�de the group �nto two parts by ask�ng roughly one-half of the part�c�pants 
on the left s�de of the room to be Group 1 and an equal number on the r�ght s�de of the 
room to be Group 2.  Ask part�c�pants to ra�se the�r hands when you call out Group 1 
and then Group 2 to assure they know wh�ch group they are �n.

G�ve members of Group 1 a copy of the attachment labelled “Group 1” and ask 
each them, as a group, to answer the quest�ons �n the space prov�ded.  Then g�ve 
members of Group 2 a copy of the attachment labelled “Group 2” w�th the same �n-
struct�ons.  

After about twenty m�nutes, ask a spokesperson from Group 1 to state h�s or 
her name and LG affil�at�on followed by the group’s answers to the quest�ons.  Then 
ask the same th�ng of the spokesperson from Group 2.  When the process �s over, ask 
part�c�pants:

In general, what d�fferences �n perspect�ve about the loan are reflected �n 
the answers g�ven by each group to the quest�ons? 
What �s the relevance of answers g�ven by the two groups for a LG offic�al 
seek�ng to obta�n a loan from a bank?

1.

2.
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group 1

If you needed money to finance an �mportant personal project that was not afford-
able w�thout help from the outs�de, where would you go for the money?  What would 
you take �nto account �n mak�ng th�s dec�s�on?  What factors do you th�nk a prudent 
lender would take �nto account �n dec�d�ng whether or not to loan you the money? 

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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group 2

If you were asked to loan someone money for personal reasons, what would you want 
to know before say�ng yes or no.  Make a l�st of �mportant cr�ter�a you would use to 
make the dec�s�on.

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  

 ________________________________________________________________________________  
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8.2  TrAiner preSenTATion      

TiMe required  

60 m�nutes

purpoSe

Th�s presentat�on �s to prov�de part�c�pants w�th �deas and perspect�ves on debt man-
agement as a conceptual foundat�on for the exerc�ses �ncluded �n th�s workshop.

proCeSS

Prepare the presentat�on based on �nformat�on covered by the preced�ng essay on 
financ�ng the cap�tal �nvestment plan.  Emphas�ze the need for pol�c�es cons�stent 
w�th ex�st�ng laws �nclud�ng examples and a rat�onale.  D�st�ngu�sh between long 
and short-term debt.  Expla�n when each form of debt should be cons�dered and g�ve 
examples of each form.  Include a descr�pt�on of “present value analys�s” w�th an ex-
ample and a demonstrat�on to ensure comprehens�on.  Rev�ew the steps for analyz�ng 
a LG’s cred�t worth�ness and the steps used to �ssue new debt.  

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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8.3  exerCiSe:  HArd CHoiCeS AbouT long-TerM 
FinAnCing

TiMe required

75 m�nutes

purpoSe

Recogn�z�ng the var�ety of financ�ng cho�ces ava�lable and wh�ch �s best for wh�ch type 
of LG project or program.

proCeSS

Expla�n that th�s exerc�se �s �ntended to ass�st part�c�pants �n mak�ng cho�ces among 
the var�ous types of financ�ng d�scussed dur�ng the workshop or other types not d�s-
cussed w�th wh�ch they m�ght be fam�l�ar.  

D�v�de part�c�pants �nto at least three groups of five to seven part�c�pants each.  
Tell each group that �t w�ll be asked to develop a financ�ng plan for a cap�tal project 
that �nvolves an appropr�ate form of debt repayment.  G�ve each group a handout 
conta�n�ng �nstruct�ons for complet�ng the task (see the following pages).  Tell each 
group �t has 45 m�nutes to complete �ts task and to report the results �nclud�ng the 
cr�ter�a used by the group to make �ts cho�ce of debt repayment. Rem�nd the groups 
that the�r report should �nclude a rat�onale for �ts cho�ce of repayment and a descr�p-
t�on of the cr�ter�a used.  

Trainers note: there are three handouts, each specifying a different 

capital project.  If there are more than three groups, it will be neces-

sary to assign the same project to more than one group.  Or, you can 

develop additional projects of your own if you wish each group to have 

a different project.

After 45 m�nutes, have the groups reconvene.  Ask each group for a report.  
After the report, ask for react�ons to the plan and the cr�ter�a from members of the 
other groups.  Conclude the exerc�se w�th these and other d�scuss�on quest�ons for 
part�c�pants:

questions
Why �s �t �mportant to be fam�l�ar w�th forms of �ndebtedness that are not 
commonly used �n your own country?
How m�ght your LG or profess�onal assoc�at�on broaden the scope of debt 
financ�ng methods ava�lable �n your country?      

1.

2.
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Handout # 1
Your group’s ass�gnment �s to recommend a debt financ�ng plan for the follow�ng 
project: 

The construction of a regional sanitary landfill for the disposal of solid 

waste (garbage and trash) by several local governments. 

Before mak�ng your cho�ce from among the alternat�ves presented �n the �nstruc-
tor’s presentat�on, develop a l�st of cr�ter�a to base your dec�s�on on.  Be prepared to 
report on: 1. your dec�s�on; 2. the cr�ter�a your group used to make your dec�s�on; and 
3. your rat�onale or just�ficat�on for your debt financ�ng recommendat�on.  

 

Handout  # 2
Your group’s ass�gnment �s to recommend a debt financ�ng plan for the follow�ng 
project: 

Redevelopment of the town square including the identification and res-

toration of buildings with residential or commercial potential.

Before mak�ng your cho�ce from among the alternat�ve cho�ces presented �n 
the �nstructor’s presentat�on, develop a l�st of cr�ter�a to base your dec�s�on on. Be 
prepared to report on: 1. your dec�s�on; 2. the cr�ter�a your group used to make your 
dec�s�on; and 3. your rat�onale or just�ficat�on for your debt financ�ng recommenda-
t�on.   

Handout # 3
Your group’s ass�gnment �s to recommend a debt financ�ng plan for the follow�ng 
project: 

Enlargement of sewer collectors to use more efficiently the existing 

treatment capacity, and to handle additional sewerage through a tie 

in with a neighbouring town.

Before mak�ng your cho�ce from among the alternat�ves presented �n the �nstruc-
tor’s presentat�on, develop a l�st of cr�ter�a to base your dec�s�on on.  Be prepared to 
report on: 1. your dec�s�on; 2. the cr�ter�a your group used to make your dec�s�on; and 
3. your rat�onale or just�ficat�on for your debt financ�ng recommendat�on.   
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8.4  exerCiSe:  preSenT vAlue AnAlySiS

TiMe required

90 m�nutes

purpoSe

Understand�ng how to use present value calculat�ons to evaluate the current value 
of a future sum of money when borrow�ng money or establ�sh�ng the financ�al terms 
for a lease agreement.    

 
Trainers note.  At least five hand calculators and copies of the present 

value tables from a finance textbook from your country will be needed 

for participants to use during this exercise.

proCeSS

Expla�n that part�c�pants w�ll be work�ng �n small groups on two tasks that �nvolve 
the use of present value analys�s as descr�bed �n the earl�er presentat�on.  D�v�de 
part�c�pants �nto several groups of five to seven part�c�pants each.  G�ve each group 
one calculator and a copy of the three handouts on the follow�ng pages.  Use a s�m-
ple demonstrat�on l�ke the follow�ng to g�ve part�c�pants pract�ce �n us�ng the tables 
before beg�nn�ng the ass�gned tasks.

Assume you have received a loan proposal for 1 million to be repaid 

in nine years at an interest rate of 9%.  Also, assume that the bank 

making the loan is asking for a fee of 2% up front.  What is the present 

value of the loan?  Using the present value table, locate the figure on 

the matrix where 09 on the vertical scale (years) intersects with 9% on 

the horizontal scale (interest rate).  Multiply the figure (.46043) by the 

loan amount.  To the resulting figure, add the up-front fee (20,000).  

After the pract�ce per�od, tell part�c�pants they are to complete the two tasks de-
scr�bed �n the handouts and return to the tra�n�ng room �n 30 m�nutes prepared to 
report on the�r results.  

After 30 m�nutes, ask the small groups to reconvene.  Beg�nn�ng w�th the first 
task, ask each group to �dent�fy the bank proposal the group bel�eved was best for the 
LG and why.  Ident�fy areas of agreement and d�sagreement and explore the reason-
�ng �n each case.  

Follow the same procedure w�th the restaurant lease.  Ask each group to �den-
t�fy the leas�ng terms bel�eved to be best for the LG and why.  Aga�n, look for areas of 
agreement and d�sagreement and explore the reason�ng.   
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Complete the exerc�se by ask�ng part�c�pants for examples of s�tuat�ons �n the�r 
own LGs where present value analys�s has been used or can be used �n the future to 
good advantage.  Encourage d�scuss�on.
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Handout #1

THe SiTuATion

The sol�d waste d�sposal needs of a grow�ng populat�on has compelled the mayor and 
govern�ng body to accelerate plans for expans�on of the LG’s landfill.  Cost est�mates 
for the expans�on to ensure full compl�ance w�th str�ngent env�ronmental regulat�ons 
�s 18 m�ll�on.  The LG does not have suffic�ent cash reserves to finance the expans�on 
project w�thout obta�n�ng outs�de ass�stance.  Therefore, a dec�s�on has been made to 
sol�c�t 100% financ�ng from the local banks.  W�th�n one week, three proposals have 
been rece�ved.

Bank A Proposal F�nanc�ng of 18 m�ll�on for five years at 12% �nter-
est rate plus an up-front bank fee of 3%.

Bank B Proposal F�nanc�ng of 18 m�ll�on for s�x years at 10% �nterest 
rate plus an up-front bank fee of 2.5%.

Bank C Proposal F�nanc�ng of 18 m�ll�on for seven years at 8% �nter-
est rate plus an up-front bank fee of 3.5%.

TASk

Your task as a group �s to use the present value tables prov�ded by the �nstructor 
to calculate the present value of each loan proposal and w�th that �nformat�on and 
other cons�derat�ons dec�de wh�ch proposal you would recommend to the CEO and 
govern�ng body.

Handout #2

THe SiTuATion

A landowner who l�ves �n a ne�ghbour�ng country dec�des to donate a p�ece of prop-
erty to the LG.  In a letter to the LG, the landowner states that h�s fam�ly, for many 
years, has used the property as a restaurant and st�pulates, as a cond�t�on of the 
donat�on, that the property cont�nue to be used for restaurant purposes.  

In accept�ng the property, the LG dec�des to fulfil �ts obl�gat�on under the dona-
t�on agreement by leas�ng the property to a restaurant operator.  The LG has con-
tacted several reputable restaurant entrepreneurs and asked each for a proposal.

The mayor and govern�ng body members have m�xed feel�ngs about the restau-
rant.  One v�ew �s that the restaurant could be a s�gn�ficant �ncome generator for the 
LG �f well-managed and aggress�vely marketed.  Another v�ew �s that the LG should 
m�n�m�ze �ts r�sk and a�m at gett�ng a modest but “safe” return on �ts �nvestment.  
St�ll another �s that the LG should accept any reasonable offer to sh�ft ownersh�p of 
the restaurant �nto pr�vate hands, assum�ng the pr�ce �s r�ght.  

The three respons�ble proposals rece�ved by the LG cons�st of the follow�ng:
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Proposal A Lessee proposes to �nvest all of the cap�tal needed to ready 
the restaurant for start up.  In return, the LG would wa�ve 
lease payments for a per�od of 24 months.  In the 25th month, 
the lessee would beg�n monthly lease payments to the LG 
based on 20% of the restaurant’s gross rece�pts for five years.  
After five years, the lease would be subject to rev�ew and re-
negot�at�on by the part�es.

Proposal B Lessee proposes that the LG pay half the est�mated restau-
rant start-up costs of 1.5 m�ll�on.  Lessee, �n turn, agrees 
to pay �n 24 equal monthly �nstalments beg�nn�ng the th�rd 
month after start up of operat�ons, a sum suffic�ent to repay 
the LG’s �nvestment �n the restaurant plus 50%.  In the 28th 
month after start up, the lease would be subject to rev�ew 
and re-negot�at�on by the part�es.

Proposal C Lessee proposes to pay the LG monthly from the start of the 
lease the sum of 150,000 plus 25% of the gross rece�pts for 5 
years.  The LG, �n turn, would pay all of the restaurant start 
up costs and would transfer t�tle to the property to the lessee 
free and clear at the end of the fifth year.

TASk

Your task as a group �s to use the present value tables prov�ded by the �nstructor 
to calculate the present value of each lease proposal and w�th that �nformat�on and 
other cons�derat�ons dec�de wh�ch proposal you would recommend to the CEO and 
govern�ng body.
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8.5  role plAy exerCiSe:  negoTiATing A bAnk loAn

TiMe required

90 m�nutes

purpoSe

Understand�ng the d�ffer�ng perspect�ves of LG offic�als �n need of bank financ�ng at 
reasonable terms and bank officers �nterested �n gett�ng the max�mum return on the 
bank’s �nvestment.

proCeSS

Tell part�c�pants they w�ll be tak�ng part �n a role-play exerc�se concerned w�th of-
fic�als of a LG mak�ng a conv�nc�ng case for act�on by a local bank to rev�se the terms 
of a loan for financ�ng an �mportant publ�c project.  

Ask s�x part�c�pants to volunteer for the role-play exerc�se.  Expla�n that half 
the part�c�pants w�ll be assum�ng roles as LG offic�als who have �nv�ted loan propos-
als and the other half w�ll be assum�ng roles as officers of a local bank that has 
subm�tted a loan proposal.  Expla�n that part�c�pants not play�ng roles w�ll be asked 
to develop cr�ter�a for evaluat�ng what takes place dur�ng a meet�ng of LG and bank 
representat�ves at the bank as they d�scuss the bank’s loan proposal.

G�ve both groups a descr�pt�on of the task and each group a descr�pt�on of 
the role – LG offic�als and bank officers – they are be�ng asked to play (see below).  
Expla�n that the object�ve of the LG offic�als �s to argue conv�nc�ngly for a change �n 
the terms of the bank loan proposal that would reduce the s�ze of the LG’s monthly 
loan payments �n the early years of the loan.  The LG offic�al role descr�pt�on prov�des 
certa�n facts that can be used as “leverage” �n the negot�at�on.  Expla�n that the ob-
ject�ve of the bank officers, on the other hand, �s to get the best poss�ble return on 
the bank’s financ�al �nvestment over the l�fe of the loan w�th the least r�sk to bank 
owners.  The bank officer role descr�pt�on descr�bes what the bank wants �n return 
for mak�ng the loan.  

G�ve the two role-play�ng groups about 20 m�nutes to read and d�scuss the s�tu-
at�on and to choose a strategy for gett�ng what they want.  Ask other part�c�pants to 
work together dur�ng the 20 m�nutes on a common set of cr�ter�a for use �n evaluat�ng 
what takes place dur�ng the role-play.  

At the end of the twenty m�nutes, seat the three LG and three bank representa-
t�ves at a table that s�mulates a conference table at the bank.  Seat non-part�c�pants 
�n a c�rcle around the table and rem�nd them they are to evaluate the role-play based 
on the�r cr�ter�a.  Tell the two groups they have 20 m�nutes to present the�r pos�t�ons 
and find a way to resolve the�r d�fferences.  At the end of 20 m�nutes, call t�me and 
ask observers to descr�be the cr�ter�a they were us�ng to evaluate the meet�ng and the 
results of the�r evaluat�on.  Ask each group of role players, �n turn, to respond to the 
evaluat�on and to g�ve the�r own assessment of the meet�ng outcome.  Conclude the 
d�scuss�on w�th two clos�ng quest�ons:
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What �ns�ght have you ga�ned from the exerc�se about the local bank per-
spect�ve �n loan�ng money to LGs for cap�tal projects?
How m�ght th�s exper�ence alter the way you and your LG deal w�th local 
banks when seek�ng long-term financ�ng?   

1.

2.
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negotiating a bank loan

THe SiTuATion

The LG of Kub�n owns several blocks of mult�-story bu�ld�ngs conta�n�ng flats that �t 
leases by the month to work�ng fam�l�es.  The flats have prov�ded the LG w�th a pos�-
t�ve cash flow for over three years.  A couple of weeks ago, a devastat�ng fire �n one of 
the flats w�th�n a few hours destroyed an ent�re block of these bu�ld�ngs.  Temporary 
hous�ng has been found for several hundred fam�l�es left homeless by the tragedy.  A 
shortage of hous�ng �n Kub�n has created an urgent publ�c necess�ty to rebu�ld �m-
med�ately.  

Kub�n �s able to finance only about one-th�rd of the est�mated reconstruct�on 
cost of the flats from reserve funds and must obta�n the rest from outs�de financ�ng.  
The qu�ckest source of financ�ng for reconstruct�on of the flats �s a bank loan, and 
LG offic�als have acted qu�ckly to prepare the necessary tender documents.  Only one 
bank has responded to the tender request and terms for the proposed loan are not 
sat�sfactory.  Although negot�at�ng the terms of a loan �s not customary, LG offic�als 
have dec�ded to request a meet�ng w�th bank offic�als.  The request �s accepted and a 
date has been set for the meet�ng.  

role # 1

bAnk oFFiCer

We w�ll loan you the money you have requested.  No problem.  In return, however, 
we want the LG to use our bank from now on as sole depos�tory for all LG funds.  We 
also w�ll need a guarantee or collateral – someth�ng of value we can hold as secur�ty 
dur�ng the payout per�od.  It must be at least two t�mes the value of the loan to serve 
as suffic�ent collateral.  

role # 2

lg oFFiCiAl

It �s our understand�ng that you bank �s look�ng for space �n a ne�ghbourhood com-
merc�al area to locate a branch bank.  The LG owns a bu�ld�ng �n the ne�ghbourhood 
that can be remodelled for use as a branch bank.  We w�ll g�ve the bank rent-free 
occupancy of th�s bu�ld�ng for five years.  How �s that for collateral?  We may have a 
problem w�th a comm�tment to your bank as sole depos�tory, however.  As you may 
know, the mayor s�ts on the board of a compet�t�ve bank.  
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8.6  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 debt 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�on-
na�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 debt manage-
ment roles 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 the financ�ng of the cap�tal �nvestment plan and debt 
management 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 some-
th�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 your role?

 1.   ____________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 2.   ____________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 3.   ____________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________

 ________________________________________________________________________________
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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 Action to Remove It 
1.____________________________________ 1.____________________________________

______________________________________

______________________________________

______________________________________

______________________________________

______________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

2.____________________________________ 2.___________________________________

______________________________________

______________________________________

______________________________________

______________________________________

______________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

3.____________________________________ 3.___________________________________

______________________________________

______________________________________

______________________________________

______________________________________

______________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________

_____________________________________
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