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Overview

This final part of this handbook is
being used to present additional
resources for essay readers and for
trainers to use when conducting
training based on workshop designs in
the financial management series.
These resources include:

1. Trainer’s notes containing scoring
or explanatory information on
exercises in three of the workshop
designs:

• Performance Measures

• Procurement

• Debt Management

2. A discussion of present value, net
present value and other similar
financial analysis techniques.

3. A consolidated glossary of financial
management terms.
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Trainer’s Notes

To a large extent, each of the workshops
in the financial management series is a
self-contained training package. Each is
designed to provide concept material for
developing presentations (the essays),
instructions for both the trainer and
participants in carrying out exercises,
descriptions of roles and case situations,
and worksheets for completing indi-
vidual and small group tasks. There are
materials, however, that have been
omitted from three of the training
packages and located in this section
with a note to the trainer in the exercise
instructions to look for them here.
These materials consist of scoring keys
and solutions to or suggestions for
thinking about exercise problems. Each
of them is identified by handbook and
exercise name.

Performance Measures

Part 2,  Exercise, Performance Measure-
ment Quiz

Trainer’s note. Just below is the
scoring key mentioned on the first
page of the exercise. Either use it as
a handout or print it on a chart
pad sheet.

Procurement

 Part 2, Exercise, Evaluating Tenders

Trainer’s note. There could be a
difference of opinion about which
tender to recommend. We would
tend to favor Tender A. Our reason-
ing is that Tender A offers a slightly
better combination of scores on the
three most highly rated criteria
(cost, speed and project manager
reputation) than the other tenders.
For example, it is almost as highly
rated as Tender D on price and
duration, but much higher on
reputation of project manager.
Tender A far exceeds Tender C on
duration, the most highly rated
criterion owing to the importance of
an early completion date to the city
council. Although Tender A ranks
lower than Tender B on duration, it
is much more costly making it
politically undesirable.

Debt Management

Part 2, Exercise: Present Value Analy-
sis, First Task

Trainer’s notes. In the instructions
for using Present Values Tables,
reference is made to a Handout No.
3. This handout has been omitted
from the exercise and the tables
referred to can be found in Appen-
dix B at the end of the essay on
debt management. Make copies of
this appendix and give each
participant a copy.

For financing the landfill expansion
(Handout #1), we suggest recommend-
ing acceptance of Bank C’s proposal
based on the assumptions and calcula-
tions shown on the next page. We
suggest that you make copies of this
exhibit and use it as a handout follow-
ing small group reports on the first task.

Efficiency measure

Goal

Input measure

Mission

Objective

Outcome measure

Output measure

Quality measure

Scoring key

6

7

5

8

1

3

4

2
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Debt Management

Part 2, Exercise: Present Value Analy-
sis, Second Task

Trainer’s notes. Present value
cannot be calculated for these
proposals (Handout #2) because
there is not enough data to make
the calculation. For example, no
information on lease payments
was requested nor was an estimate
of gross receipts.

We, therefore, suggest an alternative
way to evaluate the three proposals.
That would be to compare the propos-
als according to which exposes the
local government to the least risk while
still achieving the objective of continu-
ing use of the property for restaurant
purposes. The exhibit on the next
page presents an analysis that illus-
trates this approach. We suggest that
you make copies of this exhibit and use
it as a handout following small group
reports on this task.

To increase the learning value of the
task, we suggest initiating a discussion
by the finance officer as an advisor to
the city council before soliciting
proposals. Should you wish to do this,
here are some thoughts of our own on
what might have been suggested by the
finance officer to improve the situation.

1. One action would be to assure
more uniformity among the propos-
als to avoid placing the city council
in the position of having to com-
pare “apples with oranges,” to use
a common metaphor from our side
of the Atlantic. This could be
accomplished by standardizing the
bid specifications so that all restau-
rant entrepreneurs would know, in
advance, exactly what the local

government’s investment is to be
(if any) and other essential contract
terms and conditions. With this
information, bidders would be
expected to propose only the lease/
concession amount (calculated as a
% of gross receipts) to be paid
each year to the local government.
Doing this would greatly simplify a
comparison of alternative proposals
since all must meet the specifica-
tions or be rejected.

2. Another approach is meant to
encourage the greatest possible
creativity without making it impos-
sible for the local government to
make objective comparisons among
the proposals. This requires a two-
step process. The first step is to ask
bidders to submit creative solutions
to the problem (how each would
propose to satisfy the terms of the
donation agreement). The local
government would use the propos-
als received to narrow the range of
alternatives. The best proposers are
then asked to submit their best and
final proposals based on the final,
narrowed specification. The specifi-
cation includes a specification on
the amount that the local govern-
ment would invest (if anything)
and the expected general terms of
repayment. The specification
requires a statement of projected
receipts and expenditures (a pro
forma) for a five year period to
enable the local government to
estimate the amount of gross
receipts it would receive. Finally,
the specification calls for the
submission of market research or
financial feasibility studies. This is
particularly important if the local
government contemplates being an
equity partner in the enterprise.
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Lease Provisions Proposal A Proposal B Proposal C

Local 
Government 
Invest-ment in 
Start up Costs

0 750,000 1,500,000

Lease Term Waive first 24 months of 
lease; lease payments 
over next 60 months

Waive first 2 months of 
lease; equal lease pay- 
ments over next 24 
months

No waiver of lease 
pay- ments; lease 
payments over 60 
months

Lease Payments Pays 20% of gross 
receipts starting in year 3 
for 60 months 

Pays 24 equal monthly 
installments of 46,875 
per/month (750,000 x 
1.5 = 1,125,000 / 24); 
assum- ed to be 
repayment of start up 
costs 

Repays + 150,000 at 
start up plus 25% of 
gross receipts for 60 
months 

Review and 
Renegotiate 
Lease

5 years 28th month None: title transferred 
free and clear at 60 
months

Assessment

Risk No risk or cost to local 
government

750,000 at risk 1,500,000 at risk

Reward/return 
Timing

No return for 2 years No return for 3 months, 
but after that, rapidly 
repays the local 
government in 24 
monthly installments; 
however, no guarantee 
receipts will be 
sufficient to pay it

Immediate return of 
150,000 (10% of start 
up costs). Local 
government receives 
monthly payment 
based on % of gross 
receipts for 5 years

Amount of Lease 
Payments

20% of unknown gross 
receipts – no guaranteed 
payment or collateral

Fixed payment but no 
guarantee that receipts 
will be sufficient to pay 
it – no collateral

Higher % (25%) of 
unknown gross 
receipts—no 
guaranteed payment 
or collateral

Conclusion Best option; provides 
local government a 
restaurant at no 
cost/risk  -- also no 
return for 2 years – 
however, waiving lease 
payment helps 
restaurant be profitable 
in first years of 
operation – local 
government gains from 
increased economic 
activity

Added risk/cost to local 
government (750,000) 
for better (25%) and 
more secure return – 
holding debt instrument 
vs equity lowers risk 
but does not eliminate it

Highest risk/cost to 
local government 
(150,000) for 
potentially high return 
based on % of gross 
receipts – its risk-ier 
because payments are 
based on unknown 
gross receipts – also, 
local government 
loses property (and its 
investment) at the end 
of the lease and 
possibly the right to 
keep prop-erty as a 
restaurant 
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 Basic Financial Analysis Techniques

The following essay presents some of
the basic analytical concepts used by
businesses in the United States and
Europe.

The “time value of money”
In evaluating the best use of resources,
the finance director must consider the
“time value of money.” Investment
analysis can be considered as a trade-
off between current outlays and future
benefits over a period of time.

Immediate versus future
benefits

Immediate benefits are preferable to
future benefits—even if risk and
uncertainty are comparable. The reason
for this is the opportunity to invest
funds at a profit—such as in a savings
account.

If you have to wait for a period of time
to obtain a sum of money instead of
having the same sum of money pres-
ently, the obvious choice will be to
take the immediately available funds
and to invest them at a profit. To wait
means an “opportunity cost” in terms
of lost earnings.

Conversely, common sense dictates
that the choice between making an
expenditure now versus the same
expenditure some time in the future is
to defer the expenditure, since nor-
mally the opportunity exists to earn a
profit on the funds in the meantime.
Stated another way, money has value
directly related to the timing of its
receipt or disbursement, and this value
is determined by the opportunity to
earn a profit from a normal investment.

Savings example

A simple example illustrates the point.

If an investor normally uses a savings
account that provides interest of 5

percent per year, $1,000 invested today
will grow to $1,050 in one year (ignor-
ing daily or monthly compounding
practiced by most banks).  If the
investor were forced to wait one year
before receiving his $1,000, he would
have lost the opportunity to earn $50.
Without question, $1,000 offered one
year later is worth less that the same
amount offered today. Specifically, the
value of the delayed $1,000 will be
related to the investor’s earnings power
of 5 percent, and we can calculate the
present value (PV) of the $1,000 as
follows:

Present value =  $1,000 / 1.05  =
$952.38

Quite obviously, $952.38 must be the
amount which, invested at 5 percent
today, will be worth $1,000 at the end
of one year from now. The trade-off is
determined by the length of time and
the earnings power available. Ignoring
risk for the moment, our investor
should be willing to pay $952.38 for a
contract for $1,000 to be delivered in
one year if he normally earns 5 percent
on his money.

Similarly, a lengthening in the time
period to receipt or disbursement will
reduce the present value of a sum of
money. A sum of $1,000 to be received
in five years will be worth only $783.50
today, since that amount invested
today at 5 percent would grow to
$1,000 five years hence.

The figure was derived from the
following calculation:

$1,000 / 1.27628 = $783.53

It relates $783.53 to its compounded
value at 5 percent five years hence,
shown in the denominator as 1.27628,
which is 1.05 raised to the fifth power.
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Discounting
We refer to the calculation of present
value as “discounting.” It is the reverse
of the familiar compound interest
process applied to an investment’s
growth in value due to periodic interest
receipts which are reinvested. Using
this process, we can calculate the value
of a receipt or disbursement at any
point in time, once the opportunity rate
of earnings is determined.

The process of compounding and
discounting is as old as money lending.
The transformation of cash flows into
present values is eased considerably
through the use of present value tables

Present value tables
Tables 1 and 2 are found on the follow-
ing pages.

Discounting money received at
the end of a period (Table 1)

Table 1 displays the results of discount-
ing a sum of money received or dis-
bursed at the end of any period, using
interest rates applied to these periods.
The general formula is:

Present value = 1 /  (1 + i)n

where i is the applicable interest
(discount) rate and n the number of
discount periods. For any number of
periods up to 60 years and discount
rates from 1 to 50 percent, we can find
the present value of a sum of money by
simply multiplying the amount involved
by the appropriate factor in the table:

Present value = Factor x Amount

Note that the savings example provided
above can be found in Table 1 in the 5
percent column, lines 1 and 5.

Discounting money received as a
series of equal payments over a
number of years (Table 2)

Table 2 is a variation of Table 1 and is
helpful for calculating more complex
patterns. For example, we may be faced
with analyzing the present value of a
series of equal receipts or payments
over a number of years. It is possible to
make the calculations using Table 1—
repetitively multiplying the annual
amounts with the appropriate sequence
of factors and adding the results. Table
2 eases the task, however, by providing
a set of additive factors from those of
Table 1.

Thus a single multiplication of the
annual amount (annuity) with the
appropriate factor will provide the
present value of the whole series of
equal receipts or disbursements:

Present value = Factor x Annuity

Use of the tables

These basic tables can be used for
most investment problems.  Many
variations and refinements can be
introduced, such as more frequent
discounting (monthly, weekly), or the
assumption can continuously be made
that the amounts received or disbursed
will occur in weekly or monthly
increments rather than at the end of
the period. This forward shift in timing
provides slightly higher present values,
both for single sums and annuities.
The continuous pattern represents a
closer approximation of operating
changes such as labor reductions,
material savings, and other daily,
weekly, and monthly disbursements
and receipts.
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Table 1—Discounting Money Received at the End of a Period
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Table 2—Discounting Money Received As a Series
of Equal Payments Over a Number of Years
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Net present value (NPV)
The basic idea of net present value is
simply to find the balance of the trade-
off between investment outlays and
future benefits in terms of time-adjusted
present value dollars. We assume that a
company’s management has determined
a normal opportunity rate or standard at
which funds can and should be used in
the business. This rate is referred to as
the “cost of capital,” that is, the
weighted average of the compensation
for all long-term funds provided to the
company.

Others prefer to use an estimate of
future rates of return at which funds
can likely be invested in the company,
an “opportunity rate” approach.

Given such a standard, it is possible to
determine the present value of all
outlays and the present value of all
inflows over the economic life of a
project and to net these against each
other. The result is a positive or nega-
tive (net inflow or net outflow) figure
which indicates whether the project,
over its life, is meeting or falling short
of the earnings standard built into the
calculation.

Since present value dollars are depen-
dent on timing and earnings opportu-
nity, a positive net present value
indicates that over the economic life the
project will: return the original capital
outlay (as well as any required future
ones), earn the standard return on the
outstanding balance, and provide a
“cushion” of excess value. Conversely, a
negative figure indicates that the project
is not achieving the built-in earnings

standard and will cause an opportunity
loss. Obviously, the timing of cash
flows is critical, as is the volume
pattern of the flows.

Components of investment
analysis

The following example is used to
demonstrate the components of invest-
ment analysis.

It is best to present the information in
a time scale format, which permits
easy calculation and serves to visualize
the problem in a time perspective.
When we use a time scale, the present
is normally point “0,” with periods
marked off in positive steps into the
future, and negative steps into the past,
where applicable.

Example

This has an investment of $100,000
with benefits of $25,000 per year for
six years.

The result of the calculation is a net
present value of almost $16,000, if the
company considers 8 percent a normal
earnings standard. All of the invest-
ment will have been recovered over the
six-year period, and 8 percent will have
been earned on the declining outstand-
ing balance during the project life.
Moreover, a cushion of $15,575 of extra
dollars in present value equivalents can
be counted on if the project lives out
its economic life and the cash flow
estimates are correct.

Time 
Period

Investment 
(outlays)

Benefits 
(inflows)

P. V. Factors 
at 8 Percent

Present Values Cumulative 
P. V.

0 $100,000 — 1.000 (100,000) (100,000)
1 — $25,000 0.926 23,150 (76,850)
2 — $25,000 0.857 21,425 (55,425)
3 — $25,000 0.794 19,850 (35,575)
4 — $25,000 0.735 18,375 (17,200)
5 — $25,000 0.681 17,025 (175)
6 — $25,000 0.630 15,750 15,575 

$100,000 $150,000 $15,575 

Table 3—Present Value Analysis by Period at 8 Percent
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If a 12% return was required, then the
net present value remains positive, but
the size of the cushion has decreased
to $2,800, which we would expect,
since we have raised the required
earning hurdle. As the earnings re-
quirement increases, the time required
for the net present value to turn
positive is lengthened. At 8 percent, it
took a life of about five years to do so,
while at 12 percent, most of the sixth
year of life was necessary. The net
present value measure thus appears to
reflect properly the trade-off of cash
outlays and cash inflows over time, and
it also recognizes both principal recov-
ery and earnings rate.

When to use NPV

The best use of net present value is as
a screening device with which to
ascertain whether, over the economic
life, a minimum earnings standard can
be obtained. When net present value is
positive, there is earnings potential in
excess of the standard. When net
present value is close to or exactly
zero, the earnings requirement has just
been met, given that the earning
estimate and length of life are quite
certain. When the net present value is
negative, the minimum earnings
standard and capital recovery cannot
be achieved with the estimated cash
inflows during the economic life.

Present value payback
(minimum Life)

In Table 4, we provided a column for
cumulative present value. This column
was useful for deriving the time re-
quired until the net present value
turned positive—that is, the point in its
life when the project became attractive.
This test is nothing more than an
answer to finding the minimum eco-
nomic life required for the project to
meet the return standard, given the
level of cash inflows projected. At the
point in time when the trade-off cash
outflows and inflows is even in present
value terms, the project will achieve a
payback or payout of the investment
plus an economic return on the out-
standing balance at the return standard
(opportunity rate) used for the present
value analysis.

If a project has uneven and complicated
cash flows, the analysis to find the
minimum life requires a year-by-year
accumulation of the present values,
positive or negative, as was done in
Table 4. If a project is straightforward
—that is, a single net investment at
point zero and level annual operating
cash inflows—use can be made of the
annuity factors of Table 2 to find a
quick answer. For this purpose, the
relationship

Present value = Factor x Annuity

can be exploited as we are looking for
the condition at which the present
value of the outflows is exactly equal to
the present value of the inflows. Since
the net investment (outflow) is one of

Time 
Period

Investment 
(outlays)

Benefits 
(inflows)

P. V. Factors 
at 8 Percent

Present Values Cumulative 
P. V.

0 $100,000 — 1.000 (100,000) (100,000)
1 — $25,000 0.893 22,325 (77,675)
2 — $25,000 0.797 19,925 (57,750)
3 — $25,000 0.712 17,800 (39,950)
4 — $25,000 0.636 15,900 (24,050)
5 — $25,000 0.567 14,175 (9,875)
6 — $25,000 0.507 12,675 2,800 

$100,000 $150,000 $2,800 

Table 4—Present Value Analysis by Period at 12 Percent
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Yield (discounted cash
flow return)

The yield of a project is simply that
rate of discount which, when applied
to cash outflows and inflows over the
economic life, provides a zero net
present value—that is, the present
value of the inflows is sufficient to
provide an exact trade-off with the
present value of the outflows.

Stated another way, the principal of the
investment can be amortized over the
economic life, earning the exact return
implied by the discount rate. Naturally,
the yield will vary with changes in
economic life and cash flow patterns.

While heretofore we had employed a
specified opportunity rate to find
present values, the yield analysis turns
the problem around to find a rate of
discount, given equality of inflows and
outflows. Again we can employ our
simple formula (Present value = Factor
x Annuity) if the project has a single
current investment outflow and level
annual cash inflows. The formula can
be turned around as follows:

Factor = Present value (investment) /
Annuity

This is the same approach employed
earlier to find the present value pay-
back (minimum life), and we again use
the factor to check the result in Table 2
for investments with period-end cash
flows.

This time, however, the economic life
is given and we look for the rate of
discount instead. Our investment
example had a factor of 4.0 ($100,000 /
$25,000), and we find that on the six-
period line of Table 2 the factor 4.0 lies
almost exactly between 12 percent
(4.112) and 14 percent (3.889). Ap-
proximate interpolation indicates that
the result is 13.0 percent. Had we
assumed continuous receipt, instead of
a year-end, the result would be slightly
higher period-end cash flows. This
time, however, the economic life is
given and we look for the rate of
discount instead.

these equal amounts (it has to be
recovered by the inflows), we can
change the formula to:

Net investment = Factor x Annuity

And since the annuity (annual operat-
ing cash flows) is known, we can find
the factor that satisfies the condition:

Factor = Net investment / Annuity

For our investment example, we
calculate the following results:
$100,000 / $25,000 = 4.0, and we can
look for the closest factor in the 8
percent column in Table 2. The answer
lies almost exactly on period 5 (3.993),
which indicates that the minimum life
of the project must be five years to
achieve 8 percent. At 12 percent, the
life is approximately 5 2/3 years, using
an interpolation between 3.605 and
4.112.

The test for present value payment or
minimum life thus becomes one more
step in assessing the margin for error
in the project estimates, and is one
method of displaying the risk involved.
It sharpens understanding of the
relationship of economic life and
acceptable performance—a much
improved version of the simple pay-
back and a companion to the net
present value.
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Our investment example had a factor of
4.0 ($100, 000 + $25,000), and we find
that on the six-period line of Table 2
the factor 4.0 lies almost exactly
between 12 percent (4.112) and 14
percent (3.889). Approximate interpo-
lation indicates that the result is 13.0
percent. Had we assumed continuous
receipt, instead of year-end, the result
would be slightly higher.

Complex cash flows

When a project has a more complex
cash flow pattern we must employ a
trial-and-error approach to find the
yield. Successive application of differ-
ent discount rates to all cash flows over
the economic life must be made until a
close approximation to a zero net
present value has been found. With
some experience, usually no more than
two trials are necessary, since the first
result will indicate the direction of rate
selection. A positive net present value
indicates the need for a higher discount
rate, and vice versa. We observed this
process in Tables 3 and 4.

Summary

As a ranking device, the yield is rea-
sonably accurate and much superior to
the simple payback and return on
investment. It is not without problems,
however. Apart from the many concep-
tual and mathematical arguments
possible, one should recognize than the
use of yield alone is not necessarily
accurate. For example, alternative
projects of greatly different magnitudes
may have yields inverse to the size of

the investment. A $10,000 investment
with a 50 percent yield cannot be
directly compared to an outlay of
$100,000 with a 30 percent yield,
particularly if risks are similar and the
company normally looks to a 15
percent opportunity rate as acceptable.
It may be better to employ the larger
sum at 30 percent than the smaller sum
at 50 percent, unless both projects can
be undertaken.

Similarly, length of life is important
here. It may be more advantageous to
employ funds at the lower rate for a
longer period of time than to have a
short high yield if a choice has to be
made between the two investments.
The problem with yield is that a
unique rate is found for each project,
which implies that the cash flows
returned over time can be reinvested at
that same rate—which may not be
possible. This argument is frequently
used against the yield concept.

Net present value analysis, on the
other hand, employs a long-run oppor-
tunity rate that represents a judgment
as to the normal earnings power of
funds in the enterprise, and the rein-
vestment problem thus is not an issue.
In addition, it is mathematically
possible to have two or even more
solutions for the yield in a complex
project—which adds to the problem of
interpretation. Increasingly practitio-
ners prefer the net present value as a
concept of investment selection over
the discounted cash flow return (yield),
although the yield has had ready
acceptance as a deceptively simple
figure to understand.
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 Glossary

ACCOUNTING SYSTEM ........................ The total set of records and procedures that are used
to record, classify, and report information on the
financial status and operations of an entity.

ACCOUNTING .................................. A science or process of recording, classifying, summa-
rizing and reporting the economic activities of an
organization.

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

APPLICANT .................................... An organization that submits a proposal and will
manage the project.

APPROPRIATION .............................. An authorization made by the legislative body of a
government which permits officials to incur obliga-
tions against and to make expenditures of governmen-
tal resources. Appropriations are usually made for
fixed amounts and are typically granted for a one year
period.

APPROPRIATION(S) .......................... Legal authorizations granted by the municipal council
to make expenditures and incur obligations for spe-
cific purposes; it usually is limited in amount and time
it may be expended.

ARBITRAGE .................................... Simultaneous or nearly simultaneous purchase in one
market and sale in another of a security, in order to
make a profit on price differences between the two
markets.

ASSETS ......................................... Property owned by a government which has monetary
value.

BACK-DOOR FINANCING...................... Secretive, illicit or indirect means of providing financ-
ing.

BENCHMARKING .............................. A process of measuring your organization’s perfor-
mance against best-in-the-class organizations to
improve services, operations or cost position.

BENEFIT ASSESSMENTS ....................... A compulsory tax or service charge made against
certain properties to defray all or part of the cost of a
specific capital improvement or service deemed to
benefit primarily those properties.

BOND ........................................... A written promise to pay (debt) a specified sum of
money (called principal or maturity value) at a speci-
fied future date (called the maturity date(s)) along
with periodic interest paid at specified percentage of
the principal (interest rate). Bonds are typically used
for long-term debt.
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BORROWING CAPACITY....................... The maximum amount or number than can be bor-
rowed.

BRAINSTORMING .............................. A group technique for solving problems, generating
ideas, stimulation, creative thinking, by unrestrained,
spontaneous participation in discussion.

BUILDING ELEMENT .......................... A logical functional component of the building, which
can be separately defined and allocated its portion of
the overall cost.

CALLABLE BONDS ............................. Bonds that may be redeemed at the option of the
issuer on the call date at a price equal to the call
price. The specific condition under which the bonds
may be called or redeemed are identified in the bond
indenture.

CAPITAL BUDGET ............................. A budget that contains capital projects included in the
first year of the capital program; each year, the first
year of the capital program becomes the capital
budget; a plan of proposed capital improvement
projects and the means of financing them.

CAPITAL EXPENDITURES ..................... Expenditures (investments) made for capital improve-
ments projects. [Also see CAPITAL INVESTMENTS]

CAPITAL IMPROVEMENT PROJECT .......... A major non-recurring, tangible, fixed asset of signifi-
cant value with a useful life of more than one year;
examples are: repair, rehabilitation, expansion or new
construction of buildings or streets; or major equip-
ment such as fire apparatus or garbage trucks or
construction equipment.

CAPITAL INVESTMENT PROGRAM ........... A plan that identifies the capital projects to be funded
during the planning horizon (usually five years). The
capital investment program is updated annually, and
the first year of the plan serves as the current year
capital budget. [Also see CAPITAL PROGRAM]

CAPITAL INVESTMENTS (ASSETS) .......... Investments or assets of significant value and having a
useful life of several years. Capital assets are also
called fixed assets.

CAPITAL INVESTMENT OUTLAYS ............ Expenses for the acquisition of capital investments or
assets.  [Also see CAPITAL EXPENDITURES]

CAPITAL PROGRAM ........................... A multi-year plan of capital projects listed in priority
order by year with anticipated beginning and comple-
tion dates, annual estimated costs and proposed
methods of financing.

CASH (CASH FLOW) BUDGET ............... A projection of the cash receipts and disbursements
anticipated during a given time period. Typically, this
projection covers a year and is broken down into
separate projections for each month and/or week
during the year.

CASH MANAGEMENT ......................... All activities undertaken to maximize cash availability
and optimize the investment yield on a government’s
idle cash consistent with its own law and policies.
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CERTIFICATE OF DEPOSIT .................... A negotiable or non-negotiable receipt for moneys
deposited in a bank or other financial institution for a
specified period for a specified rate of interest.

CHANGE IN SCOPE ............................ A material deviation from the contract documents.

CHANGE ORDER ............................... The contract vehicle for acknowledging a change in
scope.

CITIZEN PARTICIPATION ...................... Any process through which citizens influence public
decisions that affect their lives and the lives of other
citizens.

COLLATERAL................................... Designating a security to be used as a pledge for the
fulfillment of an obligation. Hence, a bank deposit
secured or guaranteed by Treasury bills or bonds.

COMPENSATING BALANCE ................... Local governments do not pay banks directly for
services, rather they maintain a minimum balance
with the bank which the bank invests and earns
interest sufficient to offset service costs.

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

CONTRIBUTORY ORGANIZATIONS ........... A semi-autonomous legal governmental entity created
by the municipality.

COST ............................................ How much we are willing or must pay to acquire
something.

COST ACCOUNTING ........................... The continuous and routine process of collecting,
analyzing, classifying, recording and summarizing all
the elements of cost incurred to provide a service,
program, activity, product, project or unit of work
regardless of the funding source.

COST ANALYSIS ............................... The extensive evaluation of the cost information
produced by cost accounting or cost finding.

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

COST CENTER ................................. A specific organizational unit, program or activity
under the control of a manager who has authority to
incur and control costs. Examples of cost centers are
parks department, street cleaning, purchasing, build-
ing inspection, custodial service and vehicle repair.

COST CONTAINMENT ......................... A systematic program of continuously looking for
opportunities to reduce the cost of government opera-
tions while maintaining and even increasing the
quality of services provided.
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COST ESTIMATE ............................... An assessment of the probable cost of construction
based upon current design and specification informa-
tion.

COST FINDING ................................. A less formal and expensive technique of determining
costs on an irregular basis.

COST MODEL .................................. A representation of the anticipated distribution of the
cost of a building throughout all of its elements, and it
is based upon the historical analyses of similar com-
pleted projects.

COST PLAN .................................... The progressive development of the cost model.

COUPON RATE ................................. The interest rate that will be paid to the bondholders.
The amount of interest is determined by multiplying
the coupon rate by the par value of the bond.

CREDIT ENHANCEMENT ...................... A guarantee provided by a third party to pay the
interest and principal on a bond if the issuer is unable
to make the required payment. The most common
types of credit enhancements are letters of credit
issued by commercial banks and issuance provided by
bond insurance companies.

CREDITWORTHINESS .......................... The general eligibility of a person, company, or
municipality to borrow money.

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

DEBT CAPACITY ............................... Ability to repay loans or other debts as measured by
credit grantors; creditors judge an applicant’s ability to
repay a loan based on assets and income, and assign a
certain capacity to service debt; if a municipality has
many credit lines available, even if there are no
outstanding balances, that is still using up the
municipality’s debt capacity.

DEBT MANAGEMENT ......................... The process of directing and controlling the acquisi-
tion and retirement of debt.

DEBT OBLIGATIONS ........................... Obligations resulting from the borrowing of money or
from the purchase of goods and services. Debts may
include loans, bonds, warrants and notes.

DEBT POLICY .................................. A policy that establishes the guidelines for the use of
debt by an issuer. The policy covers the maximum
amount of debt that can be issued, the types of debt,
the purposes for which debt can be issued, and the
debt maturity schedule.

DEBT SERVICE ................................. Payment of interest and repayment of principal to
holders of a government’s debt instruments. The cost
of principal and interest on borrowed money for a
given year or series of years according to a predeter-
mined payment schedule
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DEBT SERVICE PAYMENT ..................... The sum of interest and the principal amount of
bonds scheduled to mature in a given year.

DEFERRED MAINTENANCE ................... Not performing (deferring) maintenance at the time it
should have been, or was scheduled to be, performed;
maintenance in this context means more than routine
preventative maintenance and repairs; it also includes
replacement of parts, periodic road resurfacing and
other activities needed to maintain the fixed asset at
its originally contemplated serviceability for its origi-
nally estimated life.

DEFICIT ........................................ 1) The excess of an entity’s liabilities over its assets,
or 2) The excess of expenditures or expenses over
revenues during a single accounting period.

DELIVERY VERSUS PAYMENT ................ A security industry practice in which funds are not
wire transferred  until the securities are delivered to
the purchaser or third party custodian bank.

DIRECT COSTS ................................. Those costs clearly identifiable and attributable to a
specific service or department.

DISCLOSURE ................................... All the materials prepared by an issuer that describe
the proposed debt issuance, the security pledged to
repay the debt, and the supporting information related
to the issuer’s willingness and ability to repay the debt
when due.

DIVERSIFICATION ............................. Reduces risk by avoiding concentration of a local
government’s security portfolio in a specific instru-
ment or financial institution.

DOLLAR VALUE CUTOFF ..................... An arbitrary method, based on the anticipated cost of
the proposed capital project, for determining whether
the project will be included in the capital program and
budget; projects costing less than the arbitrary dollar
value cutoff are included in the operating budget

EFFICIENCY MEASURES....................... Show the costs of outputs and outcomes in terms of
dollars or employee hours per unit.

EXPENSES ...................................... Where accounts are kept on a cash basis, expenses are
recognized only when the cash payments for the cost
of goods received or services rendered are made.
When accounts are kept on the accrual or modified
accrual basis of accounting, expenses are recognized
when the goods are received or services rendered
whether cash payments have been made or not.

FEE-FOR-SERVICE ARRANGEMENTS ......... The local government’s expectations for service is
based on payments for the number of customers
serviced or some other unit basis.

FINANCIAL ACCOUNTING ..................... The accurate and objective recording, classifying,
summarizing, interpreting and communicating finan-
cial data and events for decision making purposes.

FINANCIAL FORECASTING .................... A process for local government to produce projections
of future years’ revenues and expenditures based upon
a set of specific policy and economic assumptions.



Introduction

41

FINANCIAL PLANNING ........................ A process in which coordinated comprehensive
strategies are developed and implemented to achieve a
local government’s financial goals and policies. These
strategies are developed in response to projections of a
picture of the future over various timeframes.

FINANCIAL POLICIES.......................... Statements created by policy makers to clarify their
financial management philosophy.

FINANCIAL STATEMENT ANALYSIS .......... A set of tools that allow interested parties such as
investors, creditors, and management to evaluate the
past, current and projected financial condition and
performance of the local government.

FIXED ASSETS ................................. Property of a long-term character which is owned by
the municipality and intended to continue to be held
or used for public purposes, such as land, building
and equipment.

FIXED RATE .................................... The interest rate is fixed at the time the loan is signed
or the bond is sold and cannot be changed.

FULL FAITH AND CREDIT .................... A pledge of the general taxing power of a government
to repay debt obligations (typically used in reference
to bonds).

FUNCTION ...................................... A definition of the primary purpose of an element.

FUND RESERVES ............................... Accounts used to segregate a portion of the Fund
Balance to indicate that this portion does not repre-
sent available financial resources.

FUNDING AGENCY ............................ A governmental or private sector organization that has
grant funds to distribute.

GENERAL OBLIGATION BOND ................ A bond that is secured by the full faith, credit and
taxing power of the issuer. The issuer pledges to levy
taxes at whatever amount is necessary to repay the
bonds.

GIMMICKRY .................................... Financial gimmickry occurs when a local government
changes the basis of accounting, misrepresents rev-
enues, manipulates restricted funds, shifts current
expenditures to the next fiscal year, uses interfund
transfers to cover revenue shortages and damages the
credibility and integrity of local officials by poorly
conceived budget amendments.

GOAL ........................................... A general purpose statement describing what a local
government functional unit would like to accomplish
in the future.

GRANT ......................................... A financial award made by a funding agency to a
grantee to support a project or other work that has
usually been sought by the grantee in a proposal or
application.

GRANTOR ...................................... A governmental or private sector organization that has
grant funds to distribute.
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GROSS UNDERWRITER SPREAD ............. The difference between the sale price received by the
underwriting syndicate and the amount paid by the
underwriting syndicate to the issuer. The spread is
usually stated as an amount per $1000 of par value.
The gross underwriter spread is the compensation
earned by the underwriting syndicate for selling the
bonds to investors.

HOST AGENCY ................................. A larger organization that provides the organizational
and administrative base and support to a smaller
program that is applying for grants

INDIRECT COSTS .............................. Costs incurred when one section of the local govern-
ment provides benefits to the section providing the
service you are analyzing (e.g., the vehicle mainte-
nance division provides a service to the street depart-
ment.)

INFRASTRUCTURE ............................. Public facilities such as streets, bridges, buildings,
parks, water and sewer systems and street lighting

INPUT MEASURES ............................. Show the resources (financial, personnel, materials,
equipment) used to provide a service.

INTERNAL CONTROL .......................... A plan of organization for purchasing, accounting,
and other financial activities which, among other
things, provide that:

• the duties of employees are subdivided so that no
single employee handles a financial action from
beginning to end,

• proper authorization from specific responsible
officials are obtained before key steps in the
processing of a transaction are completed, and

• records and procedures are arranged appropriately
to facilitate effective control.

LEVERAGE ..................................... Means of enhancing return on investment or value
without increasing the investment.

LIFE CYCLE COSTING ......................... Also called total cost purchasing. A purchasing tech-
nique used to determine the total lifetime cost of
purchasing and operating an item. A system that
tracks and accumulates the actual costs attributed to
an asset from its original design or purchase to its
disposition; this includes things like the time involved
to get the project done, the people needed (number,
expertise and so on), the degree of difficulty involved,
availability of money or other resources, the amount
of maintenance needed and the money that must be
expended and kept in reserve; also called “cradle to
grave” or “womb to tomb”

LIFE EXPECTANCY ............................ The expected useful life of an asset from the date
placed in service to the projected retirement date.

LIMITED GENERAL OBLIGATION BOND ..... A type of bond that is backed by revenue sources that
are limited as to the sources or the maximum amount
of the tax.



Introduction

43

LIQUIDITY ..................................... The ability to convert a security to cash promptly with
minimum risk to principal or accrued interest.

MANAGEMENT ACCOUNTING ................ The process of identifying, capturing, measuring,
retaining, analyzing, summarizing, interpreting and
communicating financial information to meet the
needs of internal users to plan, control and evaluate
local government programs and services.

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

MANAGEMENT LETTER ...................... A report issued by the auditor of the municipality’s
financial statements. Its purpose is to recommend
improvements for more efficient and effective opera-
tions.

MATURITY (PAR OR FACE) VALUE ......... The principal amount of a bond. The amount is used
to determine the period interest payments and is
repaid to the bondholder at maturity.

MATURITIES ................................... The dates on which the principal or state values of
securities or debt obligations mature and may be
reclaimed.

MATURITY DATE(S) .......................... The date at which the issuer is obligated to repay the
principal amount of the bond to the bondholder. The
dates on which the principal matures and may be
reclaimed by the holder of the debt obligation.

MISSION STATEMENT ......................... The foundation for every government function or
service.  It describes the overall and unique purpose
of the agency and its services and furnishes a basis for
setting goals and objectives.

MODEL ......................................... A systematic approach to planning and forecasting
including the use of scenarios.

NOMINAL GROUP METHOD .................. Structured interaction technique which encourages
input from all group members and provides for
anonymous voting on priorities.

OBJECTIVES.................................... A statement of desired or planned accomplishment
that is measurable within a given time.

OFFICIAL STATEMENT ........................ A printed document that contains complete informa-
tion about the bonds and the issuer.

OPERATING BUDGET .......................... Plan for current expenditures and the proposed means
of financing them; it is the primary means by which
most of the financing, acquisition, spending and
service delivery activities of a government are con-
trolled.

ORIGINAL ISSUE DISCOUNT.................. The amount by which the maturity value of a bond
exceeds the sales price at the time of issue.
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OUTCOME (OUTPUT) MEASURES ........... Reports the results and quality of services provided.
These measures describe the extent to which services
are accomplishing their intended mission, goals, and
objectives.

PARETO’S “LAW OF DISTRIBUTION” ...... States that in any cost center, twenty percent of its
elements will account for eighty percent of its total
cost.

PAR VALUE .................................... See MATURITY VALUE.

PAY-AS-YOU-GO ............................... Principle or practice of paying for goods and services
when they are purchased or built rather than relying
on credit (e.g., loans or bonds).

PAY-AS-YOU-USE .............................. Principle or practice of paying for goods and services
as they are used over time by using credit (e.g., loans
or bonds); this method matches the benefit of the use
of the asset, such as a street, bridge or building with
the repayment of the debt for that asset.

PERFORMANCE MEASUREMENT SYSTEM ... A coordinated method or plan for determining how
efficiently and effectively local government services
are being delivered and objectives being met.

PERFORMANCE MEASURES .................. Quantify the resources used, services provided, results
and cost of services. Used to determine the extent to
which objectives are accomplished.

POLICY FRAMEWORK......................... A system or structure of policies which provide
guidelines for decision making.

PORTFOLIO ..................................... A list of an investor’s securities, such as overnight
accounts, time deposits, certificates  of deposit,
treasury bills, bonds, etc.

PRIMARY MONEY MARKETS ................. Involve the first sale (or purchase) of an investment
instrument, where the investor buys directly from the
issuer.

PROCUREMENT ................................ The process in which one party, usually called “the
principal” or “the owner,” seeks to acquire services,
goods, or public works by competitive tendering with
the intent of entering into a contract with the success-
ful bidder.

PROPOSAL ..................................... A written document that provides a detailed descrip-
tion of a project’s objectives, activities, methods,
operating plans and budget

PROPOSER ..................................... An organization that is submitting a proposal and will
manage the project.

PUT OPTION BOND ........................... A bond that the bondholder has the right to sell (or
put) back to the issuer at a fixed price. The right to
sell the bond back to the issuer is exercised on spe-
cific dates, usually interest payment dates.

REAL ESTATE INVESTMENT ANALYSIS ...... A process of evaluating the risks and returns of a long-
term investment in income-producing real estate.
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REFUNDING, REFUNDING BOND ISSUE ..... A bond issue in which the proceeds are used to
redeem a currently outstanding bond issue. A refund-
ing issue is usually sold to achieve an interest cost
savings, that is, the interest rate on the new (refund-
ing ) bonds is lower than that on the old bonds (the
bonds to be refunded).

RESERVE(S) ................................... An account used to indicate that a portion of the city’s
cash balance is legally restricted for a specific purpose
or not available for appropriation and subsequent
spending. Generally an amount appropriated or
allowed in anticipation of possible future events such
as a Reserve for Contingencies

RETURN ON INVESTMENT ................... A measure of the earning power of assets; a com-
monly used to evaluate effectiveness and efficiency.

REVENUE BOND ............................... A bond issued for either project or enterprise financ-
ing, secured by the revenues generated by the facility
being financed.

REVENUE MANUAL ........................... A comprehensive listing and description of all the
individual revenue sources employed by the local
government, along with other pertinent information as
desired by the government.

REVENUE MAXIMIZATION.................... To use each revenue source to its fullest potential in
accordance with local government goals and priorities.

REVENUE....................................... The term designates an increase to a fund’s assets
which:

• does not increase a liability (e.g., proceeds from a
loan)

• does not represent a repayment of an expense
already made,

• does not represent a cancellation of certain liabili-
ties, and

• does not represent an increase in contributed.

(Note:  This US definition is different from the
Slovak definition of revenue.)

SECURITY (SECURITIES) ..................... Securities are the instruments that a local government
purchases to earn a return on its idle cash.

SECURITY INSTRUMENT ...................... The specific type of security that a local government
purchases and holds.

SECURITY INVESTMENT ...................... Securities purchased and held for the production of
income in the form of interest and dividends.

SERVICE CONTRACTING ...................... The local government’s expectations for services to be
provided are explicit, especially in terms of service
outputs that can be measured and the level of quality.

SINKING FUND................................. A fund established by bond issuers, generally required
in the bond indenture, that is increased through time
for the purpose of retiring some of the outstanding
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bonds before their maturity, all zero coupon bonds at
their maturity or reducing the risk of default on the
bonds. The fund is generally restricted to investment
in liquid securities.

SOLICITED PROPOSALS ....................... Proposals developed and written in response to a
Request for Proposal (RFP) or a Request for Applica-
tion (RFA).

SOURCES OF REVENUE ....................... Revenues are classified according to their source or
point of origin.

STAKEHOLDERS ............................... Concerned individuals and/or groups that are directly
affected by specific governmental issues or decisions.

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

UNSOLICITED PROPOSALS ................... Proposals which are initiated by a local government to
obtain funds from a grantor that may have an interest
in a proposal but has not specifically requested its
submission through the RFP process.

UTILITY DISTRICT ............................ A state operated enterprise that serves a geographic
area with a public service, such as water and sewer or
electricity.

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

VALUE ENGINEERING ......................... A systematic approach to optimizing the value of a
facility; in the value engineering process, a group of
objective technical specialists, who have not been
associated with a design, break the project down into
major components, agree on the functions of each,
and then propose alternatives to the existing desig-
nated perform the same function. It is not a design
check or review, but a re-engineering process which
challenges established designs or paradigms.

VALUE MANAGEMENT ........................ A structured approach to defining what “value”
means to a client (procuring entity) in meeting a
perceived need for a project by establishing a clear
consensus within the management group, about the
project objectives, and how they can be achieved.

VARIABLE RATE............................... A debt instrument whose coupon rate can change over
the life of the bond issue. The variable rate is gener-
ally linked to the level of an interest rate index.

WORTH ........................................ The value we place on goods or services.

YIELD........................................... The rate earned on a security based on the price paid
for the security, the interest earned during the period
held and the selling price or redemption value of the
security.


