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WHERE WE ARE 

 

 I modified the syllabus to remove assignment 3 and to move the final examination up to 

Sunday Nov 18. 

 Assignment 4 is now due Nov. 4. 

 I must submit midterm grade reports in Banner by Noon this Wednesday. 

 REFRESH THIS PAGE 

 http://www.robertcat.net/fall2018/padm5302/site/5302syllabus.pdf 

 

THIS WEEK IN CHAPTER 7 . . . This is a chapter on the FINANCIAL MANAGEMENT of 

(mostly local) governments – both in good economic times and bad times. 

 

I may also introduce MUNICIPAL BONDS today. 

 

CASH MANAGEMENT 

http://www.gfoa.org/topic-areas/cash-management 

http://www.gfoa.org/cash-flow-analysis 

 

Timing is important in determining the FINANCIAL SOLVENCY of any enterprise, including a 

government. The fact that there are substantial ACCOUNT RECEIVABLES does not assure that 

adequate money will be available to MEET PAYROLL next week.  

 

CASH ON HAND is the most liquid of all liquid assets. This includes bank accounts that can be 

drawn upon immediately. LIQUIDITY is also important in the instance of an emergency.  

 

But it does not make sense for a government to hold hundreds of thousands of dollars in CASH 

EQUIVALENTS.  

 

Like people and families, governments INVEST their surplus funds “somewhere” in order to 

earn some interest on money that is not immediately needed. 

 

Also, it is appropriate to maintain A LINE OF CREDIT with one or more banks to help assure 

that in case of an emergency a government can borrow money quickly. 

 

 

RISK MANAGEMENT 

http://www.gfoa.org/creating-comprehensive-risk-management-program 

 

Risks come in many “flavors.” This includes financial risks, property risks, risks of litigation, 

and so forth.  

 

http://www.robertcat.net/fall2018/padm5302/site/5302syllabus.pdf
http://www.gfoa.org/topic-areas/cash-management
http://www.gfoa.org/cash-flow-analysis
http://www.gfoa.org/creating-comprehensive-risk-management-program


A legal settlement against a city can cost taxpayers many millions of dollars.  

 

To MITIGATE against known risks, a government can take precautions and have contingency 

plans.  

 

Cities can try to defend their computer networks against hacking. 

https://www.citylab.com/life/2018/03/atlanta-city-hall-cyber-attack-ransomware-cesar-

cerrudo/556703/ 

 

Cities can try to prevent flooding by keeping storm drains clean and clear. 

 

Cities can save lives and avoid financial settlements by selecting and training police officers 

carefully. 

 

Governments can BUY INSURANCE against specific kinds of risks. Of course, the insurance 

may be expensive, but it makes uncertain situations MORE PREDICTABLE and the insurance 

company has an incentive to push the government to mitigate risks in ways that may otherwise 

be difficult to make happen for political reasons. 

 

PROCUREMENT 

http://www.gfoa.org/purchasing-card-programs 

 

Most government agencies have a list of approved venders.  

 

Sometimes it is required that a competitive bidding process be run prior to a purchase. Ideally 

this does not apply for small purchases, in which case it is more hassle than it is worth. 

 

Good working relationships with venders is important. If venders do not get paid on time they 

are not going to be happy. In cases of emergencies, good working relationships help assure that 

venders will “go the extra mile” to help. 

 

Bulk purchases can result in discounted sales prices. It is probably better to use similar printers 

(for example) in order to be able to buy toner in bulk for all of them. The downside of buying in 

bulk is storage costs and possible degrading of the product in storage.  

 

It may be a good idea to have at least two independent sources of critically important supplies. 

 

Purchasing Card Programs (P-Card programs) can lower transaction costs, especially for small 

purchases that might otherwise require check request or petty cash voucher would otherwise be 

required. It does need to be monitored, and people authorized to use P-Cards must understand 

policies and not use the cards for personal use. 

http://www.gfoa.org/purchasing-card-programs 

 

CUTBACK MANAGEMENT 

http://www.gfoa.org/managing-budget-process 

 

https://www.citylab.com/life/2018/03/atlanta-city-hall-cyber-attack-ransomware-cesar-cerrudo/556703/
https://www.citylab.com/life/2018/03/atlanta-city-hall-cyber-attack-ransomware-cesar-cerrudo/556703/
http://www.gfoa.org/purchasing-card-programs
http://www.gfoa.org/purchasing-card-programs
http://www.gfoa.org/managing-budget-process


When revenue projections are proving to be too optimistic, agencies must find ways to reduce 

spending in the middle of a budget cycle. 

 

Deferred maintenance of buildings and vehicles? 

 

Make venders wait for payments, or negotiate partial payments? 

 

Not fill vacant positions? (can increase overtime costs) 

 

Cut back discretionary spending? 

 

Reduce amount of public services (such as police patrols or library services hours)? 

 

Cut costly insurance coverages? 

 

===================== 

 

DEBT MANAGEMENT 

http://www.gfoa.org/debt-management-policy 

 

Long-term debt should never be incurred for current operating costs.  

 

If capital projects can be paid for up-front with accumulated savings, that is good. (Like paying 

cash for a new car.) 

 

It is appropriate to use debt to finance capital projects that will benefit people in the future who 

will be the ones who will have to pay off the debts in the future, so long as the resources will be 

there to pay the debts later. 

 

There are various ways to judge the CAPACITY of a government to pay its debts. For a county 

government, the ratio of debt to the value of taxable properties makes sense.  

 

Debt per capita may or may not make sense, depending upon demographics and the state of the 

economy going forward. 

 

MUNICIPAL BONDS can make sense because they are subsidized by the national government 

in that investors do not have to pay taxes on earnings received. This means that they can be 

“floated” at relatively low rates of interest to INVESTORS who are looking for safe long-term 

investments. 

 

Municipal bonds are either backed by the revenue flow the capital project is likely to produce 

(revenue bonds); or by the FULL FAITH AND CREDIT of the government entity (general 

obligation bonds), meaning that if necessary the government will raise tax rates in order to pay 

back the bonds. Cities may be limited in terms of how high they can raise tax rates (by their state 

charters or by the state constitution). 

 

http://www.gfoa.org/debt-management-policy


Generally speaking, local governments do not declare bankruptcy and they pay whoever is 

holding a bond when the date on the bond arrives. In the meantime, people who bought the 

bonds can sell them in secondary markets, although “muni’s” are not as liquid as stocks that can 

be sold in seconds in the stock markets.  

 

https://en.wikipedia.org/wiki/Municipal_bond 

 

It is a major legal hassle for a government to issue bonds and they don’t often do so. It is in the 

interest of the government to have a good credit rating (in order to sell bonds at relatively low 

interest rates) or to BUY INSURANCE that helps assure that the face value of the bonds will in 

fact be paid to investors when due. Of course, the insurance costs money up front.  

 

 

https://en.wikipedia.org/wiki/Municipal_bond

