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INTRODUCTION 

 
Financial management for a city or another unit of government is similar to financial 
management for an individual or a family. Governments and nonprofit organizations usually 
have multiple fund accounts and generally money must be managed in each of them. For 
example, a large donation to a nonprofit organization is likely to be designated only for a 
particular purpose by an agreement with the donor. That money should be put into a 
designated financial account/fund and managed separately. Most governments have a general 
fund and most revenues flow into and out of the general fund. One dollar in the general fund is 
said to be "fungible" with other dollars in the general fund. If the use of a dollar is somehow 
special, then it should be put into some kind of specialized account/fund. Managing money is 
involved with accounting, of course.  
 
Some money being managed must be liquid. Liquid means it can be spent for payroll or other 
immediate needs immediately. Employees expect to be paid on time. Vendors expect to be paid 
on time, although there may be an agreement regarding a schedule related to the time of 
payment for a good or service provided. "Early" payment often is associated with a substantial 
savings. A wealthy government or agency that cannot pay its immediate obligates does not 
have good financial management. 
 
On the other hand, a government who has money that is not immediately needed sitting as 
cash and is not invested (and earning some interest) also does not have good financial 
management. Investments involve some financial risks. Financial managers of governments 
usually do not make investments that involve high risks. They don't go the Vegas and gamble 
with public funds. It is not like, "come on dice, city needs a new sewer system." But if the city 
has some funds not likely to be needed immediately, it is legal and prudent to invest that 
money in relatively safe/secure ways.  
 
Financial managers, of course, should be smart and insightful people. There is a role for 
emotions, but reason and prudence must prevail. Financial managers are "by the numbers" 
people. They understand risks and probabilities. They need information to make good 
decisions. Every important decision is made with incomplete information. Several people are 
credited with the quotation, "It is hard to make predictions, especially about the future." But as 
long as a financial manager makes reasonable predictions about the future, she of he is likely to 
be "covered." They are not expected to optimize possible financial returns on investments but 
to earn reasonable returns on relatively safe investments. 
 
The other side of it is how to have ways to borrow money for the city when needed. Every city 
needs to have a good working relationship with one or more local bankers. You never know 
when an emergency will break the operating budget. The budget itself must be balanced, but it 



is not wrong or illegal to borrow money when unexpected things happen. But a bank or other 
lender is going to want to know its loan will be paid back, with interest. Some loans are backed 
by a particular asset. Others are backed by the, "full faith and credit" of the entire city. Cities 
are limited in their abilities to raise taxes by their state charters and by the concerns of tax 
payers. Bankers are smart people too. Despite what one of my students wrote in a post 
semester, they are not going to loan money just because they love the city.  
 
Municipal bonds are as whole other level of financial management.  
 
https://en.wikipedia.org/wiki/Municipal_bond 
 
You are not going to visit your local banker and ask for $200 million to replace a sewer system 
that should have been replaced 50 years ago. The attraction of a municipal bond is that the 
investor does not have to pay federal income tax on her or his investment. That can be very 
important to investors. But creating an issue of a municipal bond is complicated and costly. This 
is not something done easily or quickly by local financial managers. Municipal bonds spread the 
burden of repayment onto future citizens. This makes sense, because whatever is being 
financed is going to serve future citizens. The burden should fall on those who derive the 
benefits.  
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