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Monitoring:
Designing Your Organization 
for Financial Sustainability



The Tragedy of the Commons
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The Tragedy of the Commons



The Tragedy of Local Government?







Institutional Design Principle #1 
Well-defined boundaries

 Well-defined boundaries encourage people to take into 
account the impact of their actions
• Locally defined boundaries are often more effective

 Two important types of boundaries are
• Decision-rights
• Temporal boundaries
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Institutional Design Principle #4: 
Monitoring

 Effective monitoring encourages people to play by the rules 
set to preserve financial sustainability

 Two important implications are:
• Develop a system of internal monitoring
• Develop shared fiscal fluency
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City of Tempe Case Study
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Big Picture Monitoring



Reserves and Long-Term 
Forecasts

 The starting point: A reserve policy
• Target is between 20% and 30%

 Reserve target is combined with long-term forecasts to 
monitor the big picture financial position 
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The Golden Cone of Prosperity
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The Council’s Goals

 Only five goals for the City
• Quality of life
• Strong community connections
• Financial stability and vitality
• Sustainable growth and development
• Safe and secure communities
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Detailed 
Monitoring



Contribute 
Money to a 

Common Pool

Experimenter 
Multiplies the 
Contribution

Money is 
redistributed 

evenly



What if 
someone holds 

out?

Experimenter 
Multiplies the 
Contribution

Hold-out gains 
at expense of 

others



An Incremental Budget

Danger! 

Departments may try to capture funds to build it into their 
base budget to insulate themselves from future competition
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Tempe’s Solution

 Base budget: Same amount from year to year

 Supplemental: Any additional funding

All supplementals reviewed by the entire City Management 
team using agreed upon criteria
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Budget Controls

 Each department’s budget has two parts:
• Personnel budget
• Everything else

 ERP automates controls so all departments must respect 
this boundary
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Monitoring During the Year

 Distribute budgets across the year and monitor variances 
quarterly

S23



Tempe Take-Aways
 What is your “Golden Cone of Prosperity”?

 Has your board enshrined financial sustainability as 
an organizational goal? 

 Is your budget decision-making transparent?

 Is monitoring frequent and intuitive enough?
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1-2-All

Take 1 minute to think about:

“What is your ‘Golden Cone of Prosperity?’ 
(or what could it be?)”

2 minutes to talk with a 
neighbor about your answer 
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Budget Monitoring
Best Practice
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• Financial sustainability requires monitoring
• Boundaries (measurable limits) help to 

keep people focused on financial 
sustainability

• Boundaries set a standard for which 
performance can be compared

• Monitoring in a clear, simple way can be 
effective for budgetary control

Key aspects of 
Shayne’s 

presentation re 
monitoring and 
performance 

measures
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• The budget is a political plan that provides 
for services, and identifies how limited 
resources will be used to accomplish that 
plan

• The budget has financial, operational, and 
capital facets

A budget is 
“a plan for the 

provision of 
services and 

capital assets”

NACSLB 
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• Monitoring identifies deviations and trends
• Monitoring provides accountability
• Monitoring provides transparency
• Monitoring provides time for making 

adjustments
• Monitoring keeps people looking and 

keeps goals “up-front”

Monitoring 
helps ensure 
the budget 

plan is 
implemented
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• Monitor financial results - budget vs. actual, 
financial status

• Monitor service delivery - are services and 
capital provided as expected

• Timing of monitoring - should have a 
regular pattern

• Monitoring timeliness - provides time and 
ability to adjust for variances

• Monitoring measures/indicators - should 
evaluate government performance

GFOA 
recommends 

formal 
monitoring 
processes
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• Revenues
• Expenditures
• Financial condition and outcomes
• Operations
• Capital 

Monitoring 
should be for 
all facets of 
the budget
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• Seasonality
• Volatility
• Trends
• One-time impacts
• Timing of receipt
• Economic factors
• Changes in policy and practice

Revenue 
monitoring

Factors to 
consider
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• Personnel costs: hiring and vacancy 
patterns, part-time, overtime, steps, reclass, 
promotions, etc.

• Non-personnel costs: major contracts, 
encumbrances, debt service, capital items, 
upcoming costs, etc.

• Monitor changes to the adopted budget, 
financial or otherwise

Expenditure 
monitoring

Factors to 
consider
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• Monitoring the “bottom line” is an implicit 
requirement

• Monitor the change in fund balance or 
funds available

• Monitor other aspects of overall financial 
condition, including external factors

Financial 
outcome 

monitoring

Factors to 
consider
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• Report on whether operations are being 
provided as planned and authorized

• Identify performance of operations and 
services

• Identify services that have been added or 
deleted, or changed

• Identify trends and issues potentially 
impacting operations

Operations 
monitoring

Factors to 
consider
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• Revenue and expenditure monitoring 
already uses performance measures in the 
form of variance reporting

• Incorporate performance measures into all 
aspects of monitoring, including services, 
capital and financial condition

Performance 
measures 

should be used 
in budget 
monitoring

and not just 
for financial 
monitoring 
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• The causes of (major) deviations
• The impact on future performance 
• Whether legal or other requirements are 

being met
• Comparisons to provide an additional 

level of analysis

Analysis and 
performance 

measures 
should address 
various factors 
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• Levels include: fund, department, division, 
revenue or expenditure object, function 
or program

• May need different levels and reports for 
different purposes and audiences

• Design and approach should minimize 
work effort

• Simple and brief with up/down indicators 
can often strengthen the usefulness and 
attention getting abilities

The level of 
analysis should 
be appropriate 

to both the 
purpose and 
the audience
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• Identify responsibilities, including for 
production, analysis and research

• The Budget Office or Finance Department 
does not have to always be the 
responsible party

• Collaboration and consistency should be 
built into the processes

• The systems, tools, and methods used 
should be described, but may change 
over time

Responsibilities 
and tools 

should be clear
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• There are likely different approaches for 
each audience

• Audiences could include internal 
(departments), manager, 
council/commission/mayor, citizen 
boards, and the public

• Determine the frequency, how 
communication occurs (delivery), format, 
and approach to achieving transparency 
or other goals

Communications 
should be 

customized for 
each audience



A Budget Monitoring Example
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Aurora, Colorado uses many best practices
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Aurora’s 
Quarterly 
Financial 

Performance 
Report 

incorporates 
many excellent 

practices 
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Economic 
performance 

measures

Dashboard 
summary

Up/down 
indicators

Summary 
analysis
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High level, easy 
to follow, 
revenue 

analysis, with 
two variance 
performance 

measures

Graphical 
indicators for a 

key revenue 
source over 

time
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High level, easy 
to follow, 

expenditure 
analysis, with 
two variance 
performance 

measures
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High level, easy 
to follow, 
operating 

performance 
measures for 
the Finance 
Department
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City Manager’s 
monthly 

newsletter 
provides 
selective 

performance 
monitoring of 

programs
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• Has a summary, some detail, and a written 
explanation; looks great

• But does it work?  
• What does “work” even mean?
• Is it to impress?
• Who is the audience; what is purpose?
• What is the least work that can be done to 

accomplish purpose?

Is Aurora’s 
reporting too 

much, too little 
or just right?



Performance Measures
Best Practice
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• Identifies status of finances and activities, 
and factors impacting those finances and 
activities

• Provides important information for 
operational, managerial, policy-making, 
and community input

• Part of the information provided in 
decision-making processes

• Different levels of performance 
measurement groupings may be 
appropriate for different audiences

Performance 
measures 
improve 

understanding of 
the status of 
both financial 

and operational 
activities
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• For all types of government activities, 
including external factors that impact the 
activities

• Includes: financial activities and condition, 
services, programs, community conditions, 
economic and environmental factors, etc.

GFOA 
recommends 
performance 

measures
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• Useful
• Relevant
• Adequate
• Collectible
• Reliable
• Identified responsibility and sources
• Measurement of external factors

Performance 
measures should 

have certain 
characteristics
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• Comparing measures with other 
organizations is usually not a good idea –
many problems and misinterpretation

• Problems include unique environments, 
different measurement approaches, and 
different ways of measuring

• Time series comparisons are usually much 
more valuable and meaningful

• But not always….

Comparisons are 
important, but 

can be 
problematic
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• Performance measure communications 
approaches are similar to budget 
monitoring

• Additional considerations include 
identifying the purpose of the measures 
and what they are intended to show

Communications 
should be 

customized for 
each audience



Tips, Tricks, and Traps
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• Variance is a performance measure
• Percent of budget expended vs. last year’s 

percent
• Budget vs. end of year projection
• Budget percentage increase over last 

year’s budget
• Fund balance compared to budgeted 

expectation
• Reserves compared to policy
• Percent increase in revenues year over 

year compared to cost of living

Simple financial 
performance 

monitoring can 
be effective
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• Report measures at the department level 
for a detailed function within the 
department

• Basic input and output measures. e.g., 
number of visitors to parks or number of 
potholes filled

• Qualitative status of special projects
• Police and fire response times and UCR FBI 

crime stats
• Vacancies as a percent of staffing

Simple 
operations 

performance 
monitoring is 
good way to 
start getting 

measures used
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• Politics and dissention are a part of 
government

• Candidates want to win elections
• Misuse (unintentional or intentional)
• Many will not pay attention
• Appearances - looks like good 

management
• A propensity to spend first, ask whether it 

was a good idea later
• Work load associated with maintaining 

measures

Adjust 
to the real world

Full application 
of theory or best 

practices may 
not always be 
appropriate
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• Move cautiously
• Do not create headlines or make it a 

budget book main feature
• Accept input and output measures as well 

as pure performance
• Use existing measures wherever possible
• Avoid overemphasis; suggest performance 

measures are just a tool
• Keep it simple
• Carefully promote usefulness

Implementation 
practices to 

consider 
(ways to 
succeed)
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• Performance measures used in a way that 
damage reputations

• Misuse or misinterpretation
• Use of “internal only” (management) 

measures in a public environment
• Implementation for the sake of 

appearances

Implementation 
practices to 

avoid (ways to 
fail)
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• How many have been filled
• How long they last
• Time it takes to fill a pothole
• Road surface smoothness after filling
• Number of potholes
• Time to respond to a complaint
• Hot or cold patch, and weather conditions

It may not be 
obvious what 
performance 

measures should 
be used (even 
for potholes)

“Be careful – you may get what you wish for”
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• Remind everyone that budget variances 
are already performance measures in use

• Integrate, wherever practical, financial 
monitoring and monitoring of services and 
capital

• Include in a budget status report both 
financial status information and operational 
and capital information

Interweaving 
budget 

monitoring 
and 

performance 
measures

is not difficult



Performance Measures
Example 1
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Great performance measures and excellent performance
are not always enough
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• Rapid Medical Deployment (RMD)
• An innovative pilot program that used a 

unique combination of sworn and non-
sworn staff

• Advanced Life Support (ALS) ambulances 
went from 2 sworn personnel to 1 sworn 
and 1 non-sworn

• Increased city-wide ALS ambulances from 
8 to11

Ambulance 
Performance (1)

(Long Beach,CA)
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Ambulance 
Performance (2)

• Reduced annual costs by $1.4 million
• Decreased overall ambulance response 

time by over 60 seconds, a huge 
improvement

• Patient outcomes, based on various 
performance measures, substantially 
increased
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Ambulance 
Performance (3)

• Fire union complained to County oversight 
board

• Oversight board said there was a safety 
problem, but did not substantiate that 
concern

• Council discussions about safety did not 
include a review of related available 
performance measures

• Pilot program terminated by County board 
and City Council



Performance Measures
Example 2
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Performance measures helped with a significant productivity improvement, 
and 

encouraged future performance measure use
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Forestry 
performance 

measures 
integrated into 

budget 
document
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Performance 
measures helped 
City Council to 
make a policy 

decision to go to 
grid pruning to 
reduce staffing 
and increase 
efficiency



CSMFO ANNUAL CONFERENCE, PALM SPRINGS, JANUARY 8-11, 2019 70

Performance 
and productivity 

dramatically 
improved 
(doubled)
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Forestry 
reporting 

periodically in 
City Manager’s 

monthly 
newsletter 

focuses 
attention



CSMFO ANNUAL CONFERENCE, PALM SPRINGS, JANUARY 8-11, 2019 72

• Monitoring is a key to budget and financial 
management

• Regular monitoring, even very simple monitoring 
can be a strong control approach

• Performance measures are an important part of 
monitoring

• Performance measures are already used; they 
just need to be expanded and improved

• Monitoring is essential to financial sustainability

• Various approaches available to improve 
monitoring and measures

Summary
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Questions
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