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Town of Payson 
Evaluating Financial Condition 

Introduction 
 
This handbook provides the Town of Payson with a method for monitoring the 
Town's financial condition.  You can use this handbook to: 
 

 Better understand the Town's financial condition--the forces that affect it and 
the obstacles associated with measuring it. 

 Identify existing and emerging financial problems. 
 Develop actions to remedy these problems. 

 
The evaluation of financial condition is accomplished through the Financial Trend 
Monitoring System (FTMS), which identifies and organizes the factors that affect 
financial condition so that they can be measured and analyzed. 
 
The handbook suggests that the completed analysis of financial condition be 
compiled and presented in a report to be made available to the Town's policy 
makers as well as citizens, committees, employees, bond rating agencies, and 
others interested in the Town's financial health.  It also suggests that each year 
the indicators should be updated so that the monitoring of financial condition is 
ongoing.  Automating the FTMS with spreadsheet software makes this task much 
easier 
 
What is financial condition? 
 
The term financial condition has many meanings.  In a narrow accounting sense, 
it can refer to a government's ability to generate enough cash over thirty or sixty 
days to pay its bills.  This definition of financial condition can be called cash 
solvency.  Financial condition can also refer to a government's ability to generate 
enough revenues over its normal budgetary period to meet its expenditures and 
not incur deficits.  This is often referred to as budgetary solvency.  In a broader 
sense, financial condition can refer to a government's ability in the long run to 
pay all the costs of doing business, including expenditures that normally appear 
in each annual budget, as well as those that will appear only in the years in which 
they must be paid.  Pension costs and payments for accrued employee leave are 
examples of the second type of expenditures.  Although these costs will 
eventually appear in a budget or otherwise make them known, a short-run 
financial analysis (one to five years) may not reveal them.  This long-run balance 
between revenues and costs warrants separate attention and is referred to here 
as long-run solvency.  
 
Finally, financial condition can refer to a government's ability to provide services 
at the level and quality that are required for the health, safety, and welfare of the 
community and that its citizens desire.  This will be referred to as service-level 
solvency.  A government lacking service-level solvency might in all other 
respects be in sound financial condition, but be unable to support police and fire 
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services at an adequate level, and suffer cash, budgetary or long-run solvency 
problems if it tried to provide adequate services.  
 
Because few local governments face such severe and immediate financial 
problems that they are likely to default on loans or fail to meet current obligations, 
this handbook uses a broad definition of financial condition that encompasses all 
four types of solvency. The handbook is designed for any local government that 
finds itself in one or more of the following situations: 
 

 The government is under the strain of a few identifiable financial problems 
and wishes to gain a broader perspective on these problems. 

 The government senses that financial problems are emerging but is having 
difficulty pinpointing their origin or developing a strategy for coping with them. 

 The government is in good financial condition but needs a systematic way to 
monitor changes and anticipate future problems.  

 
In summary, financial condition can be broadly defined as a local government's 
ability to (1) maintain existing service levels, (2) withstand local and regional 
economic disruptions, and (3) meet the demands of natural growth, decline, and 
change. 
 
Maintaining existing service levels 
 
Local governments in sound financial condition can afford to continue paying for 
the services they now provide.  In addition to basic services funded by local 
revenues, this would include the ability to maintain programs that are currently 
funded by external sources such as federal grants.  Current service levels also 
include the maintenance of capital facilities, such as streets and buildings, in a 
manner that protects the initial investment and keeps the facilities in usable 
condition.  Finally, continued provision of services requires funds for future 
liabilities that may currently be undaunted, such as pension, employee leave, 
debt, and lease-purchase commitments. 
 
Withstanding economic disruption 
 
Sound financial condition also implies the ability to withstand local, regional, and 
national economic disruption.  An example would be the end of the Cold War, 
with the related decrease in defense spending by the federal government, which 
affects the industries, employment patterns, and tax base in many local 
economies.  The recession of the early 1990's that saw many companies go out 
of business, raising unemployment rates, contributing to tax delinquencies, and 
reducing the investment income of local governments by lowering interest rates, 
is another example of an economic disruption.  
 
Meeting demands of growth and demand 
 
Even stability can create financial pressure: a population that remains stable but 
that changes composition, becoming poorer or older, for example, can have an 
impact on a local government's financial health.  An older population can require 
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new government programs, with expensive start-up costs; older taxpayers may 
be less willing to support a tax increase if their income is limited to pensions and 
Social Security.  A growth in the number of younger residents, on the other hand, 
can lead to demands for higher expenditures in areas such as education and 
recreation. 
 
The basic questions that officials must address are Can the local government 
continue to pay for what it is now doing?  Are there reserves or other vehicles for 
financing emergencies?  Is there enough financial flexibility to allow the 
government to adjust to change?  If a government can meet these challenges, it 
is in sound financial condition. If it cannot, it is probably experiencing or can 
anticipate problems. 
 
Obstacles to measuring financial condition 
 
Is your local government in good financial condition?  To answer this, you first 
need to be able to measure financial condition.  If we had chosen a definition of 
financial condition that considered only cash and budgetary solvency, we would 
narrow the range of issues, but the conclusions about your local government's 
long run financial condition would be incomplete.  Although including long run 
and service-level solvency helps us to achieve a more accurate picture of overall 
financial condition, it also creates a number of problems. These problems are 
related to (1) the nature of a public entity, (2) the state of municipal financial 
analysis, and (3) the character of municipal accounting practice.  
 
The nature of a public entity 
 
Private firms can easily determine whether they are financially sound.  The basic 
test is dollar profit, which roughly translates into efficiency.  For the public entity, 
profit is not a motive and efficiency is only one of many objectives.  A public 
entity's objectives include health and welfare," "political satisfaction," and other 
qualities that can be measured only subjectively.  We must recognize that 
including service-level solvency in our definition of financial condition renders our 
measurements less exact.  
 
Municipal financial analysis 
 
Public finance practitioners and researchers are primarily concerned with cash 
and budgetary solvency and have given little attention to long run and service-
level solvency. The exception has been the investment community, but it has 
concerned itself more specifically with debt-carrying capacity.  Although many 
analysts have broadened their concerns during the last decade, the Financial 
Trend Monitoring System used in this handbook remains the most 
comprehensive, practical way to evaluate the financial condition of an individual 
local government. 
 
Another concern for conducting municipal financial analysis is the lack of 
normative standards for the financial characteristics of a local government.  
What, for example, is a healthy per capita expenditure rate, level of reserves, or 
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amount of debt?  The credit-rating industry has many benchmarks for evaluating 
local government, but these benchmarks have to be considered in combination 
with more subjective criteria, such as the diversity of the government's tax base 
or its proximity to regional markets.  Some attempts have been made to develop 
standards by averaging data for various local governments or otherwise 
comparing one community to another.  But communities differ widely, in 
characteristics such as size, geography, demographics, revenue structure, and 
responsibility or authority to provide services.  Because of the uniqueness of 
each jurisdiction and the lack of sufficient objective data, these interjurisdictional 
comparisons have not gained authoritative acceptance.  
 
Municipal accounting practices 
 
Local government accounting systems have long been based on "audibility" and 
on giving high visibility to the dollars passing through government accounts.  
Accounting systems typically stress legal compliance and tracking the path of 
each dollar in and out of the local treasury.  Thus, fund accounting has been 
regarded as more important than program cost accounting and the measurement 
of long-term financial health.   
 
As a result, most local governments produce budgets showing revenues and 
expenditures, and most states require municipalities to balance their budgets in 
one fashion or another.  Most governments also produce year-end financial 
statements that include balance sheets and operating statements.  These reports 
show the flow of dollars in and out of the government during a particular year, but 
they do not provide the information needed to evaluate long-run financial 
condition.  Generally, financial statements and budgets do not show in detail the 
costs of each service provided, nor do they show on an annual basis all costs 
that are being postponed to the future.  Financial statements and budgets do not 
necessarily show the accumulation of unfunded pension liabilities or employees 
benefit liabilities.  They do not show the reductions in purchasing power caused 
by inflation or the decreasing flexibility in the use of funds that results from 
increasing state and federal mandates.  Financial statements and budgets do not 
show the erosion of streets, buildings, and other fixed assets.  Nor do they relate 
economic and demographic change to changes in revenue and expenditure 
rates.  Finally, these reports are prepared only for a one-year period and do not 
show in a multiyear perspective the emergence of favorable or unfavorable 
conditions.  
 
What is the Financial Trend Monitoring System?  
 
Evaluating a jurisdiction's financial condition is a complex process that involves 
sorting through a number of factors.  The factors include the national economy, 
actions of the state and local government, population level and composition of 
the community, the local business climate, and the internal finances of the local 
government.  Not only are there a large number of factors to evaluate, many of 
them are also difficult to isolate and quantify. 
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Relations between the factors add to the complexity.  Some are more important 
than others are, but often this cannot be determined until all the factors have 
been assembled. For example, absolute revenues may be higher than ever and 
may be exceeding expenditures by a comfortable margin.  However, if local 
officials do not consider that inflation for the last ten years has cut purchasing 
power by well over half, and that street maintenance has been deferred as a 
result, they may be lulled into thinking that the community's financial condition 
remains as healthy as ever. 
 
In the face of this complexity, the lack of complete accounting data, and the lack 
of accepted theories and normative standards, one might ask, is it possible to 
rationalize the evaluation of financial condition? 
 
The answer is yes.  Regardless of the obstacles, local officials can still collect a 
great deal of useful information, even if this information is only part of what there 
is to know. Although medical science has learned little about the human body 
compared to what remains to be learned, this does not prevent doctors from 
using what they do know to diagnose and prevent disease.  
 
The Financial Trend Monitoring System (FTMS) identifies the factors that affect 
financial condition and rationally arranges them to facilitate analysis and 
measurement. It is a management tool that pulls together information from a 
government's budgetary and financial reports. Combines it with economic and 
demographic data, and creates a series of financial indicators that, when plotted 
over time, can be used to monitor changes in financial condition and alert the 
government to future problems.  The indicators deal with thirty-six separate 
issues, including external revenues, fund balances, liquidity, unfunded liabilities, 
and business activity.  
 
The trend monitoring system is designed to help a local government make sense 
of the many factors that affect financial condition and develop quantifiable 
indicators.  It will also help the local government use these indicators to: 
 

 Gain a better understanding of the government's financial condition 
 Identify emerging problems before they reach serious proportions 
 Identify existing problems of which local officials may be unaware 
 Present a straightforward picture of the government's financial strengths and 

weaknesses to elected officials, citizens, credit-rating firms, and other groups 
with a need to know 

 Introduce long-range considerations into the annual budgeting process 
 Provide a starting point for elected officials in setting financial policies. 

 
The particular advantages of this approach are that the trend monitoring system: 
 

 Offers a way to quantify a significant amount of information 
 Relies on data that already exist in a government's records or are otherwise 

reasonably available  
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 Is designated for "in-house" use and does not require complicated 
mathematical techniques or computer procedures (although a personal 
computer can be used to perform calculations and generate graphs) 

 Places the events of a single year into a longer perspective and permits local 
officials to follow changes over time 

 Incorporates benchmarks normally used by credit-rating agencies. 
 
The system cannot explain specifically why a problem is occurring, nor does it 
provide a single number or index to measure financial health.  What it does 
provide are flags for identifying problems, clues about their causes, and time to 
take anticipatory action. 
 
Analyzing trends in an orderly manner may help clarify what policies should be 
recommended for implementation to reverse an adverse trend. Caution should 
be exercised to make sure you don’t adopt a new policy that then leads to 
unintended consequences. Systematic analysis will permit the manager or 
administrator to begin to understand what is necessary to effect a needed 
change.  
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Factor 1 
Revenue Indicators 

 
Revenues determine the capacity of a local government to provide service. 
Important issues to consider in revenue analysis are growth, flexibility, 
dependability, diversity, administration, and elasticity. (Definition: an elastic 
revenue can be defined as one that directly responds to changes in inflation and 
the economic base; i.e., as inflation and the economic base increase, elastic 
revenues increase in roughly the same or greater proportion, whereas, if inflation 
declines or the economic base shrinks, elastic revenues drop in proportion.)   
 
Under ideal conditions, revenues would grow at a rate equal to or greater than 
the combined effects of inflation and expenditures. They would be sufficiently 
flexible (free from spending restrictions) to allow adjustments to changing 
conditions.  They would be balanced between elastic and inelastic in relation to 
inflation and the economic base; that is, some would grow with inflation and the 
economic base and others would remain relatively constant.  
 
Analyzing revenue structure will help to identify the following types of problems: 
 

 Deterioration of revenue base 
 Practices or policies that may adversely affect revenue yields 
 Poor revenue-estimating particles 
 Inefficiency in the collections and administration of revenues 
 Over dependence on obsolete or intergovernmental revenue sources 
 User fees that are not covering the cost of services 
 Changes in the tax burden on various segments of the population 
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Town of Payson 
Evaluating Financial Condition 

Indicator 1 Analysis 
Revenues per Capita 

 
Examining per capita revenues shows changes in revenues relative to changes 
in population size. As population increases, it might be expected that revenues 
(and the need for services) would increase proportionately, and therefore that the 
level of per capita revenues would remain constant in real terms. If per capita 
revenues are decreasing, the government may be unable to maintain existing 
service levels unless it finds new revenue sources or ways to save money. This 
reasoning assumes that the cost of services is directly related to population size.  
 
Warning trend:  Decreasing net-operating revenues per capita.  
 
A key part of this indicator is that it adjusts for inflation (i.e., current dollars are 
converted to “constant dollars”) and then calculates the revenues per capita. This 
indicator also introduces the concept of “net operating revenues,” a combination 
of revenues from several different funds to determine which revenues are 
available for general government operations. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 
If revenues are decreasing, the following issues should be considered: 
      

 Is the community experiencing general economic decline? Is the decline a 
temporary or continuing trend?  See indicator 28, Community Needs and 
Resources. 

 Is the decline related to changes in population, such as a decrease in 
population groups that historically generated the largest portions of revenue? 
See indicators 28-31. 

 Is the decline due to problems inherent in the revenue structure, such as 
over-dependence on elastic revenues during a period of inflation? See 
indicator 4, Elastic Tax Revenues 

 Are state or local restrictions (such as tax limitations) preventing the 
community from instituting the appropriate taxes, fees, or charges? 

 Can revenues be increased by any of the following measures? 
1. Revising revenue collection procedures, 
2. Reducing tax delinquencies, 
3. Instituting or increasing service charges, fines and penalties, license and 

permit fees, 
4. Instituting or increasing charges for use of facilities, equipment or 

personnel, 
5. Updating property assessments,  
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6. Establishing special assessment districts, 
7. Investing a greater proportion of idle cash, 
8. Selling surplus property or equipment, 
9. Securing special-purpose or grant funding from public or private agencies.  

 
If revenues per capita are increasing, the following issues should be 
considered: 
 

 Is it reasonable to assume that the increased level of revenues will continue? 
If these revenues are being used for new programs that will require continued 
funding, what plans does the government have for the time when these 
revenues are no longer available? 

  Is the increase in revenues per capita a sign that costs will increase in future 
years-as would be the case, for example, if the new revenues were derived 
from an increase in building construction?  Will the additional revenues cover 
the additional costs?  If not, is there a plan for funding these costs? 

 Is the increase in revenues per capita due to a decline in population rather 
than to an increase in revenues?  If so, will the decline in population 
eventually create a decline in revenues?  Is the decline in population 
accompanied by an increase in the number of smaller households, which can 
result in higher service costs to the jurisdiction?  See indicators 28, 
Population, and 29, Population Density. 

 Do the increased revenues per capita represent an increase in the tax burden 
measured by comparing changes in revenues per capita to changes in 
personal income, business income, or other measures of community wealth?  
If the tax burden is increasing, will residents and business owners be less 
able to pay?  Might they be tempted to relocate to a jurisdiction that has a 
lower tax burden?   

 
Suggestions for further analysis 
 
When analyzing revenues, officials should develop trend lines for both (1) total 
revenues per capita and (2) any individual revenue source that makes up 5 
percent or more of total revenues, such as property taxes, business licenses, 
transient occupancy taxes, fines and user fees.  Within the typical local 
government's accounting records, these revenues may be segregated into their 
own fund or grouped within a larger fund such as a general or a special revenue 
fund.  Accordingly, each fund should be broken down into its component 
revenues so that the revenues can be examined individually.  If the government 
organizes its revenues into specific groups, such as restricted, unrestricted, or 
self-supporting, then these groups can also be a focus of additional analysis.  
  
You may also want to consider whether the revenue structure has changed over 
the past five years.  This can tell you if some revenue sources are growing faster 
than others, if the revenue burden is shifting from one segment of the population 
to another (e.g., from property owners to utility consumers), and if the growth in 
the rates of some revenues has not been keeping pace with that of others.  Any 
such changes in revenue structure should probably receive attention from policy 
makers.  To examine changes in revenue structure, construct a table listing all 
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major revenues (e.g., those over 5 percent of total operating revenues) for each 
of the years you want to examine.  
 
Can revenues be increased by? : 
 

 Revising revenue collection procedures 
 Reducing tax delinquencies  
 Instituting or increasing service charges, etc. 
 Instituting or increasing user fees for facilities and equipment  
 Updating property assessments  
 Establishing special assessment districts  
 Investing a greater proportion of idle cash  
 Selling surplus property or equipment  
 Securing special-purpose grant funding  

 
Is it reasonable to assume that the increased level of revenues will continue? Is 
an increase in revenues per capita a sign that costs will increase in future years--
as would be the case, for example if the new revenues were derived from an 
increase in building construction? 
 
Suggestions for policy statements 
 
Policy statements can be developed to suggest procedures for budgeting and 
analyzing revenues.  The following policy statements can help local officials 
relate this indicator to their financial decision making. 
 

 A diversified and stable revenue system will be maintained to shelter the 
government from short-run fluctuations in any one revenue source. 

 Revenues for the next ___ years will be projected and updated annually.  
Each existing and potential revenue source will be re-examined annually. 



INDICATOR 1

Revenues per Capita

Warning Trend:
Decreasing net operating revenues per capita
(constant dollars)

Formula:
Net operating revenues & transfers (constant dollars)

Population

Fiscal Period: 1 2 3 4 5 6 7 8 9 10 11 12
Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net operating revenues and transfers* 9,546,491 9,842,984 10,506,052 11,757,525 13,440,212   13,304,945   12,992,865     14,033,611    13,837,763     16,052,810    18,820,335     18,566,629     

Consumer price index 156.9 160.5 163.0 166.0 172.3 178.0 179.9 183.7 189.7 194.5 198.6 208.3

Net operating revenues & transfers (constant dollars) 6,084,443 6,132,700 6,445,431 7,082,846 7,800,471 7,474,688 7,222,271 7,639,418 7,294,551 8,253,373 9,476,503 8,913,408

Current population 11,554 12,132 12,739 13,180 13,620          13,665          14,052            14,819           15,200            15,375           15,430            16,742            

Net operating revenues & transfers per capita 
(constant dollars) 526.61 505.50 505.96 537.39 572.72 547.00 513.97 515.52 479.90 536.80 614.16 532.40

* Operating revenues and transfers: general fund revenues plus operating transfers from other funds and increase in obligations under capital 
leases and appropriated fund balance  where applicable.

Description:

Examining per capita revenues shows changes in revenues relative to changes in population size and rate of inflation.  As population increases, 
it might be expected that revenues and the need for services would increase proportionately, and therefore that level of per capita revenues 
would remain at least constant in real terms.  If per capita revenues are deceasing, the government may be unable to maintain existing service 
levels unless it finds new revenue sources or ways to save money.   This reasoning assumes that the cost of services is directly related to 
population size.
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Town of Payson 
Evaluating Financial Condition 

Indicator 2 Analysis 
Restricted Revenues 

 
Warning trend: Increasing amount of restricted operating revenues as a 
percentage of net operating revenues. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 

 Is the trend due to a decrease in unrestricted revenues?  If so, see indicator 
1, Revenues per Capita. 

 If restricted revenues are supporting new programs or a higher level of 
service, will the revenues continue to be available, or will the local 
government have to assume the responsibility for the programs or services in 
the future? 

 Are unrestricted sources subsidizing restricted revenue programs? 
 Is the local government using a portion of the restricted revenues to support 

central accounting, personnel, and other overhead services? 
 Can revenue restrictions be removed by local choice, such as a charter 

revision or council policy?  If not, can the local government join with other 
jurisdictions to persuade federal, state, or other authorities to remove the 
restrictions? 

 
Suggestions for further analysis: 
 
You may want to specify the services supported by the restricted revenues, 
which would tell you where the government is vulnerable to changes in the 
restricted revenues, you could construct a chart containing the following criteria: 
 
Restricted revenue - List each of the restricted revenues and identify the service 
or expense area to which it contributes, including any overhead activities such as 
accounting or personnel. 
 
Service it funds or contributes to- 
 
Is service essential? (Rate 1-5)  - Assess how essential this service is to local 
government and its citizens.  Rate the service from 1 (very essential) to 5 (not 
very essential).  
 
Other possible revenue sources - List other revenue sources that could fund the 
service if the restricted revenue source were withdrawn. 
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Will Revenue Continue?  (Rate 1-5)  - Rate the likelihood that the revenue source 
will continue: Is legislation proposed or pending?  Are "public Interest" or 
"industry" organizations offering vocal support for, or opposition to, the revenue?  
Rate the likelihood from 1 (very likely) to 5 (not very likely). 
  
Suggestions for policy statements: 
 
There are no benchmarks for setting the amount of restricted revenues desirable 
in a budget; you will need to consider the above set of criteria and decide when 
the level of restricted revenues--and their areas of use--appears to be 
threatening your government's financial health in the short or longer term. 
 



INDICATOR 2

Restricted Revenues

Warning Trend:
Increasing amount of restricted operating
revenues as a percentage of net operating
revenues.

Formula:
Restricted operating revenues

Net operating revenues

Fiscal Period 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net operating revenues 9,546,491 9,842,984 10,506,052   11,757,525  13,440,212   13,304,945   12,992,865  14,033,611   13,837,763   16,052,810   18,820,335     18,566,629 

Restricted operating revenues 2,435,017      2,381,004   2,528,014     2,930,697   3,811,618   3,408,298     3,117,729    3,776,558    3,389,823    4,264,473     5,486,088    4,779,055       
Restricted operating revenues as a % of 
net operating revenues 25.51% 24.19% 24.06% 24.93% 28.36% 25.62% 24.00% 26.91% 24.50% 26.57% 29.15% 25.74%

 
Description:

A restricted revenue is legally earmarked for a specific use, as may be required by state law, bond covenants,  or grant requirements.  For example, many states require
that gas tax revenues be used only for street maintenance or construction.

From one perspective, it would seem that many of these restrictions, especially those relating to outside funding should not affect a local governments financial health. 
The government has the option of not accepting the revenue and not providing the service.  This option, however, is not always easy to exercise: governments develop
economic and political dependencies on these revenues and on the programs they support.  Moreover, many governments finance their own essential services with
intergovernmental revenues, which makes it doubly hard to cut them out.

As the percentage of restricted revenues increases, a local government loses its ability to respond to changing conditions and to citizens' needs and demands.
Increases in restricted revenues may also indicate over-dependence on external revenues and signal future inability to maintain service levels.
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Town of Payson 
Evaluating Financial Condition 

Indicator 3 Analysis 
Intergovernmental Revenues 

 
Intergovernmental revenues (revenues received from another government entity) 
are important because an over-dependence on such revenues can be harmful. 
The federal and state governments have struggled with their own budgetary 
problems in the last decade, and frequently they have withdrawn or reduced 
payments to local governments as one of their cutback measures.  
 
Local governments with budgets largely supported by intergovernmental 
revenues have been particularly harmed during this period, but almost all have 
shared the pain. The reduction of intergovernmental funds leaves the municipal 
government with the dilemma of cutting programs or funding them from general 
fund revenues.  
 
Nevertheless, a municipality might want to maximize its use of intergovernmental 
revenues, consistent with its service priorities and financial condition. For 
example, a city might want to rely on intergovernmental revenues to finance a 
federally or state mandated service or to fund a one-time capital project. The 
primary concern in analyzing intergovernmental revenues is to know and monitor 
the local government’s vulnerability to reductions of such revenues, and to 
determine whether it is controlling its use of the external revenue - or whether 
these revenues are controlling local policies.  
 
Warning trend: Increasing amount of intergovernmental operating revenues as 
a percentage of gross operating revenues. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 

 Does your local government depend on intergovernmental revenues to fund 
ongoing, basic services?  Do you have contingency plans in case the 
revenues are significantly reduced or discontinued? 

 Have fixed-term grants for special programs been accepted?  Will the local 
government be able to continue the special programs when such grants end? 
What will be the political, social, and economic consequences if such 
programs are discontinued? 

 Are matching funds for intergovernmental revenues increasing as a 
percentage of operating expenditures?  What is the local government's dollar 
commitment in matching funds, additional reporting requirements, or 
unreimbursed overhead costs?  Have all these costs been anticipated, 
budgeted, and recorded? 
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 Are intergovernmental revenues authorized by ongoing agreements, as in the 
sharing of sales tax by a state and city?  Do the agreements suggest that the 
revenues will continue, and at what level? 

 
Suggestions for further analysis: 
 
To demonstrate the role of intergovernmental revenues in your government’s 
financial health, you might want to create tables, bar graphs, or pie charts 
showing the major sources and uses of such revenues and any expected 
changes in the revenues you receive. 
 
Suggestions for policy statements: 
 
While it would be difficult to set definitive policy guidelines on levels or kinds of 
inter-governmental revenues, it is feasible to set guidelines on procedures to be 
followed-before grants and other revenues are accepted.  The following policy 
statements can help local officials relate this indicator to their financial decision 
making. 
  

 All potential grants shall be carefully examined for matching requirements 
(both dollar and level-of-effort matches).  The funds necessary to match 
intergovernmental grants shall not exceed _____percent of net operating 
revenues. 

 Intergovernmental revenues used for operating purposes shall not exceed 
_____ percent of net operating revenues. 

 Intergovernmental assistance shall be used to finance only those capital 
improvements that are consistent with the capital improvement plan and local 
government priorities, and whose operating and maintenance costs have 
been included in operating budget forecasts. 

 



INDICATOR 3
 
Intergovernmental Revenues

Warning Trend:
Increasing amount of intergovernmental operating 
revenues as a percentage of gross operating
revenues.

Formula:
Intergovernmental operating revenues

Gross operating revenues

Fiscal Period: 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Intergovernmental operating revenues 3,117,468 3,819,611 3,921,479 4,425,344 5,515,378    5,358,748     4,985,725      5,729,338       5,194,093  6,003,178  7,623,574     7,205,813  

Gross operating revenues 9,546,491   9,842,984   10,506,052    11,757,525    13,440,212  13,304,945   12,992,865    14,033,611     ######### ######### 18,820,335   #########

Intergovernmental operating revenues as a
percentage of gross operating revenues 32.66% 38.81% 37.33% 37.64% 41.04% 40.28% 38.37% 40.83% 37.54% 37.40% 40.51% 38.81%

Description:

Intergovernmental revenues (revenues received from another governmental entity) are important because an over-dependence on such revenues can be harmful.
The federal and state governments are struggling with their own budgetary problems, and frequently they have withdrawn or reduced payments to local 
governments as one of their cutback measures.  Local governments with budgets largely supported by intergovernmental revenues have been particularly harmed 
during this period, but almost all local governments have shared the pain.  The reduction of intergovernmental funds leaves the municpal government
with the dilemma of cutting programs or funding them from general fund reserves.

Nevertheless, a municipality might want to maximize its use of intergovernmental revenues, consistent with its service priorities and financial condition.  For
example, a local government might want to rely on  inter-governmental revenues to finance a federally or state mandated service or to fund a one-time capital project. 
The primary concern in analyzing intergovernmental revenues is to know and monitor the local government's  vulnerability to reductions of such revenues, and 
to determine whether the local government is controlling its use of the external revenue--or whether these revenues are controlling local policies.
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Town of Payson 
Evaluating Financial Condition 

Indicator 4 Analysis 
Elastic Tax Revenues – Sales Tax 

 
Sales taxes should be considered separately from other revenues because most 
local governments rely heavily on it.  A decline or a diminished growth rate in 
taxes can have a number of causes. First, it may reflect an overall decline in 
national, state, or local economic health; a decline in total number of households; 
or the movement of retail or industrial operations to other communities.  Second, 
it may result from sales taxpayers moving their base of operations to other 
jurisdictions.  
 
Warning trend:  Decline in tax revenues.  
 
This is a “health of the community” indicator. Depending on state statutes and 
home rule charters, local governments overwhelmingly use property and/or sales 
taxes as a major source of general governmental revenues. If property taxes 
and/or sales taxes are a significantly large resource for your government, you 
need to be especially attuned to any changes in this indicator and to try to 
understand their causes.  
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 

 Do revenues rely heavily on inelastic tax sources?  Can more elastic taxes,  
such as income or sales tax, be instituted or increased? 

 If the local government has a sales tax, can it be extended to goods and 
services whose sales and prices respond more directly to changes in 
economic conditions? 

 Has general economic decline or the out-migration of population or business 
created the decline in the elastic portion of the city's revenue base?  Could 
redevelopment programs help? 

 Do local restrictions on taxes (e.g., on the source taxed or the amount 
collected) limit the elasticity of the revenue structure? 

 Can inelastic taxes and fees be made more elastic by more frequent property 
assessments; routine increases in user fees or similar local legislative and 
administrative modifications? 

 
For Sales Taxes –     
 

 Are the levels of sales taxes levied in the community driving consumers to 
shop in other communities? 

 Are retail outlets relocating outside the community or are new retail stores 
outside the community attracting consumers? 
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 Are retail companies properly reporting all sales taxes collected from sales in 
the community? 

 Can an economic development strategy be designed that will increase the 
taxable property values, number of retail businesses, or level of income in the 
community? 

 
Suggestions for policy statements: 
 
It would be difficult to set an exact target for the proportion of elastic to inelastic 
revenues, but the following policy statements can help local officials relate this 
indicator to their financial decision making. 
 

 A balance will be sought in the revenue structure between the proportions of 
elastic and inelastic revenues.  New sources of revenue will be sought to 
achieve the desirable balance. 

 Each time a new revenue source or a change in the rate of an  existing source 
is considered, the effect of this change on the balance of elastic and inelastic 
revenues will be thoroughly examined. 

 



INDICATOR 4
 
Elastic Tax Revenues(Sales Tax)

Warning Trend:
Decreasing amount of elastic operating revenues
as a percentage of net operating revenues

 

Formula:
Elastic operating revenues

Net operating revenues

Fiscal Period : 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net operating revenues 9,546,491 9,842,984 10,506,052 11,757,525 13,440,212    13,304,945 12,992,865 14,033,611  13,837,763 16,052,810    18,820,335   18,566,629  

Elastic operating revenues * 3,271,455     3,770,815   4,059,852   4,448,643     4,721,021      4,979,159   5,019,735   5,035,165    5,310,375   5,590,010      6,720,498     6,885,779    

Elastic operating revenues as a percentage
of net operating revenues 34.27% 38.31% 38.64% 37.84% 35.13% 37.42% 38.63% 35.88% 38.38% 34.82% 35.71% 37.09%
* Elastic operating revenues are revenues from taxes that have a taxable base which are expected to reflect general economic changes  in the short term. 

Description:

The yields of elastic revenues are highly responsive to changes in the economic base and inflation.  As the economic base expands or inflation goes up, elastic 
revenues rise in roughly proportional or greater amounts, and vice versa.  A good example is sales tax revenue, which increases during good economic periods
 with the increase in retail business and declines during poor times, even though the tax rate remains the same.  Yields from inelastic revenue sources, 
such as license fees or user charges, are relatively unresponsive to changes in economic conditions and require that government officials change fees or 
charges to obtain a change in revenue.  The yields from these revenues lag behind economic growth and inflation because local legislative bodies are reluctant  
to increase them each year. 

Property taxes can be elastic or inelastic depending upon the local government involved. If properties are  reassessed frequently, then this source of revenue 
can be considered elastic.   If a local government has a set tax rate and properties are not reassessed frequently, property tax revenues may be inelastic, 
especially in times of economic growth. If a local government levies a specific property tax dollar amount each year, property tax revenues are again inelastic, 
unless the policy making body has a policy of increasing taxes to track inflation on an annual basis.

A balance between elastic and inelastic revenues mitigates the effects of economic growth or decline.  During inflation,  it is desirable to have a high percentage 
of elastic revenues because inflation pushes up revenue yield,  keeping pace with the higher prices the government must pay.  If the percentage of elastic 
revenues declines during inflation the government becomes more vulnerable because inflation pushes up the price of services but not the yields of new 
revenues.  The reverse is also true--during a recession, a high percentage of inelastic revenues is an advantage.  This insulates the tax base to some degree 
from the reduced yield it can receive during a recession.
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Town of Payson 
Evaluating Financial Condition 

Indicator 5 Analysis 
One-Time Revenues 

 
Warning trend: Increasing use of one-time operating revenues as a percentage 
of net operating revenues. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 

 Are one-time revenues being used to fund ongoing expenditures as opposed 
to one-time expenditures?  What is the probability that these revenues will 
cease to be available?  Is there a contingency funding plan? 

 If one-time revenues are being used for one-time expenditures, such as a 
new building, are there other, ongoing revenues to pay the operating 
expenses of the building and the programs it will house? 

  Is the use of reserves or balances from prior years significantly reducing the 
government's ability to weather unexpected financial problems, such as 
natural disasters or a surge in inflation? 

 Is the government experiencing operating deficits (i.e., an excess of current 
expenditures over current revenues)? See indicator 14, Operating Deficits. 

  
Suggestions for further analysis: 
 
If the trend analysis shows a high or increasing level of reliance on one-time 
revenues, you may want to pinpoint what the one-time revenues are, how they 
are being used, and what the prognosis is for their continued availability.  A chart 
containing the following information would be helpful: 
  
Source of revenue  - List the sources of one-time revenues and identify the 
service or expense area to which they contribute. 
  
Service it funds or contributes to- 
  
Is service one-time or continuing- determine whether the service is a one-time 
expense (such as a special clean-up program) or an ongoing program? 
  
Is service essential (Rate 1-5)  - Note how essential this service is to the local 
government and its citizens.  Rate the service from 1 (very essential) to 5 (not 
very essential). 
  
Other possible revenue sources - List the revenues or decreases in expenditures 
that could replace the one-time revenue if necessary. 
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Suggestions for policy statements: 
 
While it would be difficult to set target levels for one-time revenues in your 
revenue structure, policy statements can be developed for procedures in the use 
of one-time revenues.  The following policy statements can help local officials 
relate this indicator to their financial decision-making. 
  

 One-time revenues will be used only after an examination determines 
whether they are subsidizing an imbalance between operating revenues and 
expenditures, and then only if a long-term (three-to-five-year) forecast shows 
that the operating deficit will not continue. 

 
 One-time revenues will be used only for one-time expenditures. 



INDICATOR 5
 

One-time Revenues

Warning Trend:
Increasing use of one-time operating revenues
as a percentage of net operating revenues

 

Formula:
One-time operating revenues

Net operating revenues

Fiscal Period 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net operating revenues 9,546,491 9,842,984 10,506,052 11,757,525 13,440,212   13,304,945  12,992,865  14,033,611    13,837,763    16,052,810     18,820,335    18,566,629  

One-time operating revenues 922,993       337,884     163,110      100,949       67,759          91,394        63,588         78,553           144,128         123,595          136,568         91,197        

One-time operating revenues as a percentage
of net operating revenues 9.67% 3.43% 1.55% 0.86% 0.50% 0.69% 0.49% 0.56% 1.04% 0.77% 0.73% 0.49%

Description:

A one-time revenue is one that cannot reasonably be expected to continue, such as a single-purpose federal grant, an inter-fund transfer, or use of a reserve.  
Continual use of one-time revenues to balance the annual budget can indicate that the revenue base is not strong enough to support current service levels.  It can also
mean that the government is incurring operating deficits and would have little room to maneuver if there were a downturn in revenues (such as occurs during a 
regional or national recession or because of the sudden expenditures occasioned by a natural disaster).  Use of one-time revenues increases the probability that the
government will have to make large cutbacks if such revenues cease to become available, as may happen when the federal government reduces a major grant 
program or when reserves are depleted.
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Town of Payson 
Evaluating Financial Condition 

Indicator 6 –A&B Analysis 
Sales Tax and Property Tax Revenues 

 
Property and sales taxes should be considered separately from other revenues 
because most local governments rely heavily on them. A decline or a diminished 
growth rate in taxes can have a number of causes. First, it may reflect an overall 
decline in property values; a decline in national, state, or local economic health; a 
decline in total number of households; or the movement of retail or industrial 
operations to other communities. Second, it may result from default on property 
taxes by property owners or an inefficient assessment or appraisal process for 
property. Third, it may result from sales taxpayers moving their base of 
operations to other jurisdictions. Finally, a decline can be caused by deliberate 
default by property owners who realize that delinquency penalties are less than 
short-run interest rates and that nonpayment is thus an economical way to 
borrow money. Likewise, citizens who owe income taxes may deliberately delay 
payment. 
 
This is a “health of the community” indicator. Depending on state statutes and 
home rule charters, local governments overwhelmingly use property and sales 
taxes as a major source of general governmental revenues. If property taxes and 
sales taxes are a significantly large resource for your government, you need to 
be especially attuned to any changes in this indicator and to try to understand 
their causes. Note, again, that this indicator calculates the trend of tax revenues 
over the years in constant dollars. When presenting this indicator, you should 
show it for each of the three types of taxes, if applicable, and also in both 
constant and current dollars to help display the impact of inflation on tax 
revenues. 
 
For property taxes, whether they are increasing or decreasing, you could 
construct a table that shows property taxes by type (real vs. personal) and by 
class (residential, commercial, industrial) for the period you have chosen. The 
table should enable you to identify sectors in which change has occurred. To 
demonstrate the impact of changes, you could also compute the rate of change 
in property tax revenues (current year minus prior year; remainder divided by 
prior year) and graph these figures. 
 
Warning trend: Decline in tax revenues (includes General and Debt) (Constant 
dollars) 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
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 Have market values declined due to poor economic conditions?  In which 
sectors -- residential, commercial, or industrial--has the decline occurred?  
Can an economic development strategy be designed that will increase 
taxable property values?  See indicator 32, Property Value. 

 Has the assessed value of properties or classes of properties dropped as a 
percentage of market value?  If so, is the drop caused by an inefficient 
assessment system or by the fact that reassessments are not sufficiently 
frequent?  Can assessed value be increased without putting an unreasonable 
burden on property owners? 

 Is the percentage of nontaxable property increasing?  Is this due to an 
increase in government ownership or other tax-exempt status or to an 
increase in tax incentives designed to attract or retain businesses?  In the first 
case, can payments in lieu of taxes be instituted?  In the second case, what 
are the projected long-term revenue impacts of the incentive policies? 

 Are property tax delinquencies increasing?  See indicator 7, Uncollected 
Property Taxes. 

 
Suggestions for further analysis: 
 
Whether property tax revenues are increasing or decreasing, you may want to 
construct a table that shows property taxes by type (real vs. personal) and by 
class (residential, commercial, industrial) for the period you have chosen.  The 
table should enable you to identify sectors in which change has occurred.  To 
demonstrate the impact of any changes, you could also compute the rate of 
change in property tax revenues (current year minus prior year; remainder 
divided by prior year) and graph these figures.  Finally, you could use fiscal 
impact analysis to try to predict future property tax revenues. 

 
Suggestions for policy statements: 
 
Policy statements could be developed to suggest both levels of increase in 
property tax revenues and procedures for raising revenues through the property 
tax.  The following policy statements can help local officials relate this indicator to 
their financial decision-making.   

 Sound appraisal procedures will be maintained to keep property values 
current.  Property will be assessed at ____ percent of full and fair market 
value. 

 The year-to-year increase of actual revenue from property tax will not exceed 
___ percent. 

 All property will be reassessed at least every _____ years. 



INDICATOR 6
 
Tax Revenues

Warning Trend:
Decline in tax revenues  (includes General & Debt)
(constant dollars)
 

Formula:
Tax revenues

(constant dollars)

Fiscal Period: 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Tax Revenues 3,481,293 4,112,044 4,434,011 4,852,674 5,156,095       5,414,928      5,509,093      5,503,753       5,809,100     6,333,930       7,704,428      7,932,587    

Consumer price index 156.9 160.5 163.0 166.0 172.3 178.0 179.9 183.7 189.7 194.5 198.6 208.3

Tax revenues (constant dollars) 2,218,797     2,562,021    2,720,252      2,923,298      2,992,510       3,042,094      3,062,309      2,996,055       3,062,256     3,256,519       3,879,370      3,808,251    

Description:

Property and sales tax revenues should be considered separately from other revenues because most local governments rely heavily on them.   A decline 
or a diminished growth rate in property taxes can have a number of causes.  First, it may reflect an overall decline in property values; a decline in national, state or 
local economic health; a decline in the total number of households; or the movement of retail or industrial operations to other communities.  Second, it may result from
 default on property taxes by property owners or an inefficient assessment or appraisal process for property.  Third, it may result from sales or income taxpayers 
moving their base of operations to other jurisdictions.  Finally, a decline can be caused by deliberate default by property owners, who realize that delinquency 
penalties are less than short-run interest rates and that nonpayment is thus an economical way to borrow money.  Likewise, citizens who owe income taxes may 
deliberately delay payment.
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INDICATOR 6
 
Tax Revenues (A) Sales Tax

Warning Trend:
Decline in tax revenues  (includes General & Debt)
(constant dollars)
 

Formula:
Tax revenues

(constant dollars)

Fiscal Period: 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Tax Revenues 3,271,455 3,770,815 4,059,852 4,448,643 4,721,021       4,979,159      5,019,735      5,035,165       5,310,375     5,590,010       6,720,498     6,885,779      

Consumer price index 156.9 160.5 163.0 166.0 172.3 178.0 179.9 183.7 189.7 194.5 198.6 208.3

Tax revenues (constant dollars) 2,085,057     2,349,417    2,490,707      2,679,905      2,740,001       2,797,280      2,790,292      2,740,972       2,799,354     2,874,041       3,383,937     3,305,703      

Description:

Property and sales tax revenues should be considered separately from other revenues because most local governments rely heavily on them.   A decline 
or a diminished growth rate in property taxes can have a number of causes.  First, it may reflect an overall decline in property values; a decline in national, state or 
local economic health; a decline in the total number of households; or the movement of retail or industrial operations to other communities.  Second, it may result from
 default on property taxes by property owners or an inefficient assessment or appraisal process for property.  Third, it may result from sales or income taxpayers 
moving their base of operations to other jurisdictions.  Finally, a decline can be caused by deliberate default by property owners, who realize that delinquency 
penalties are less than short-run interest rates and that nonpayment is thus an economical way to borrow money.  Likewise, citizens who owe income taxes may 
deliberately delay payment.
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INDICATOR 6
 
Tax Revenues (B) Property Tax

Warning Trend:
Decline in tax revenues  (includes General & Debt)
(constant dollars)
 

Formula:
Tax revenues

(constant dollars)

Fiscal Period: 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Tax Revenues 209,838 341,229 374,158 404,031 435,074          435,769         489,358         468,588          490,156        469,828          474,018        473,966          

Consumer price index 156.9 160.5 163.0 166.0 172.3 178.0 179.9 183.7 189.7 194.5 198.6 208.3

Tax revenues (constant dollars) 133,740        212,604       229,545         243,392         252,510          244,814         272,017         255,083          258,385        241,557          238,680        227,540          

Description:

Property and sales tax revenues should be considered separately from other revenues because most local governments rely heavily on them.   A decline 
or a diminished growth rate in property taxes can have a number of causes.  First, it may reflect an overall decline in property values; a decline in national, state or 
local economic health; a decline in the total number of households; or the movement of retail or industrial operations to other communities.  Second, it may result from
 default on property taxes by property owners or an inefficient assessment or appraisal process for property.  Third, it may result from sales or income taxpayers 
moving their base of operations to other jurisdictions.  Finally, a decline can be caused by deliberate default by property owners, who realize that delinquency 
penalties are less than short-run interest rates and that nonpayment is thus an economical way to borrow money.  Likewise, citizens who owe income taxes may 
deliberately delay payment.
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Town of Payson 
Evaluating Financial Condition 

Indicator 7 Analysis 
Uncollected Property Taxes 

 
Uncollected Property Taxes – Every year, a percentage of property owners are 
unable to pay property taxes. If this percentage increases over time, it may 
indicate overall decline in the local government’s economic health. Additionally, 
as uncollected property taxes rise, liquidity is decreased, and there is less cash 
on hand to pay bills or to invest.  
 
Credit-rating firms (Standard & Poor’s, Moody’s Investor Service, and Fitch’s 
Investor Service) assume that a local government normally will be unable to 
collect 2 to 3 percent of its property taxes within the year that the taxes are due. 
If uncollected property taxes rise to more than 5 to 8 percent, rating firms 
consider this to be a negative factor because it signals potential instability in the 
property tax base. An increase in the rate of delinquency for two consecutive 
years is also considered a negative factor. 
 
If uncollected property taxes are rising, further investigation is needed to 
determine which classes of property taxpayers are not paying; whether 
nonpayment’s are rising in commercial, industrial, or residential properties; 
whether certain neighborhoods are experiencing more trouble than others; and 
whether one demographic group, for example, the elderly, is having more trouble 
than others. If, for example, the investigation shows that uncollected property 
taxes are high among low-income elderly, it might make sense to examine the 
possibility of instituting tax-relief programs that allow property taxes to be 
deferred until they can be paid from estate proceeds.  
 
Warning trend:  Increasing amount of uncollected property taxes as a 
percentage of net property tax levy. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 

 Is general economic decline affecting taxpayers' ability to make their tax 
payments?  Is a growing proportion of low or fixed-income property owners 
having difficulty paying property tax bills?  Would optional installment 
payments lessen the impact of one or two large payments? 

 Is the proportion of distressed properties within the municipality increasing? 
Can rehabilitation programs be initiated?  Can new uses be found for property 
whose original use is no longer economically viable? 

 Are collection procedures adequate, especially in regard to delinquent taxes? 
 Is the percentage of uncollected taxes higher than is assumed in revenue 

estimates? 
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Suggestions for further analysis: 
 
If uncollected property taxes are rising, further investigation is needed to 
determine which classes of property taxpayers are not paying; whether non-
payments are rising in commercial, industrial, or residential properties; whether 
certain neighborhoods are experiencing more trouble than others; and whether 
one demographic group, for example, the elderly, is having more trouble than 
others.  If, for example, the investigation shows that uncollected property taxes 
are high among low-income elderly, it might make sense to examine the 
possibility of instituting tax-relief programs that allow property taxes to be 
deferred until they can be paid from estate proceeds. 
  
Suggestions for policy statements: 
 
Policy statements could suggest both an acceptable levels of uncollected 
property taxes and procedures for collecting property taxes.  The following policy 
statements can help local officials relate this indicator to their financial decision 
making. 
  

 The annual level of uncollected property taxes will not exceed _____ percent. 
 An aggressive policy of collecting property tax revenues will be followed. 



Town of Payson
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INDICATOR 7
 

Uncollected Property Taxes

Warning Trend:
Increasing amount of uncollected property
taxes as a percentage of net property tax levy

 

Formula:
Uncollected property taxes

Net property tax levy

Fiscal Period: 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Total property tax levy 332,891 345,153 374,836 407,369 438,378  436,800    479,250  480,280   496,600   522,310    588,279      641,740     

Uncollected property taxes 9,530         4,133          8,050           6,131       8,568 8,132 8,812 5,212 8,569 3,774 7,764 5,002

Uncollected property taxes as a percentage
of property tax levy 2.86% 1.20% 2.15% 1.51% 1.95% 1.86% 1.84% 1.09% 1.73% 0.72% 1.32% 0.78%

Description:

Every year, a percentage of property owners is unable to pay property taxes.  If this percentage increases over time, it may indicate overall decline in
the local government's economic health.  Additionally, as uncollected property taxes rise, liquidity is decreased and there is less cash on hand to pay 
bills or to invest.  
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Town of Payson 
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Indicator 8 Analysis 
User Charge Coverage 

 
Warning trend: Decreasing revenues from user charges as a percentage of total 
expenditures for related services. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 

 Are revenues from fees and user charges lower than the cost of providing the 
service?  If so, is this for any of the following reasons:  

 
Were the full (direct and indirect) costs not calculated when rates were 
set? 

 
Is the charge not reviewed frequently enough to take inflation and other 
economic pressures into account? 

  
Is there a conscious decision not to cover 100 percent of the service 
costs? 

 
Are there social reasons not to increase the charge?  Do state or other 
laws inhibit charge adjustment? 

  
 Is user charge coverage declining because the demand for service is 

decreasing?  Is decreased demand due to any of the following causes: 
  

A decrease in the need for services? 
  

A decrease in the quality of services provided? 
  

An increase in user fees or charges? 
 

Inadequate marketing? 
 

 Are cost control and revenue collection procedures effective? 
 

Suggestions for further analysis: 
 
If overall user charge coverage of costs is decreasing, a detailed analysis of each 
charge should be made to pinpoint the causes.  In municipalities where tax 
limitations are in effect, switching to (or increasing) user charge funding could 
help generate additional revenues. It would therefore be useful in association 
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with this indicator to examine new areas in which user charges could be initiated.  
Analysis could also be undertaken to see if non-residents who are using 
government services could be charged for their use of those services.  The 
impact of user charges on low-income residents is another area for possible 
study.  
 
Suggestions for policy statements: 
 
Policy statements could be developed to suggest both a desirable level of user 
charge coverage and procedures for analyzing coverage in the future.  The 
following policy statements can help local officials relate this indicator to their 
financial decision making. 
 

 For each service associated with a user fee or charge, fees and charges will 
cover a set percentage of direct and indirect costs (e.g., 50 percent, 75 
percent, and 100 percent).  Fees and charges will be set to ensure that the 
specific level of coverage is met. 

 The full costs of user-fee-supported activities will be recalculated each year to 
determine the impact of inflation and other cost increases. 

 User charges will be revised automatically each year, with (or without) the 
review of the governing board, to adjust for cost increases or decreases. 



INDICATOR 10
 
Expenditures per Capita

Warning Trend:
Increasing net operating expenditures per capita
(constant dollars)

Formula:
Net operating expenditures (constant dollars)

Population

Fiscal Period: 1 2 3 4 5 6 7 8 9 10 11 12
Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net operating expenditures 9,463,180 8,514,751 8,737,981 9,485,767 9,333,514       10,165,147   10,694,678    11,299,682    11,783,240   12,583,085   14,285,912       15,450,957      
Consumer price index 156.9 160.5 163.0 166.0 172.3 178.0 179.9 183.7 189.7 194.5 198.6 208.3
Net operating expenditures in CPI base-yea 6,031,345 5,305,141 5,360,725 5,714,317 5,417,013 5,710,757 5,944,790 6,151,161 6,211,513 6,469,452 7,193,309 7,417,646
Estimated population 11,554 12,132 12,739 13,180 13,620 13,665 14,052 14,819 15,200 15,375 15,430 16,742

Net operating expendituresPer capita
(constant dollars) 522.01 437.28 420.81 433.56 397.72 417.91 423.06 415.09 408.65 420.78 466.19 443.06

Description:

Changes in per capita expenditures reflect changes in expenditures relative to changes in population.  Increasing per capita expenditures can indicate that the 
cost of providing services is outstripping the community's ability to pay, especially if spending is increasing faster than the residents' collective personal income.  
From a different perspective, if the increase in spending is greater than can be accounted for by inflation or the addition of new services, it may indicate 
declining productivity--that is, that government is spending more real dollars to support the same level of services.
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Town of Payson 
Evaluating Financial Condition 

Indicator 11 A&B&C&D&E Analysis 
Expenditures by Function 

 
Warning Trend:  Increasing operating expenditures for one function as a 
percentage of total net operating expenditures. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are suggested starting points for this analysis. 
 

 Is the increase in the functional area caused by increased services or by the 
addition of new services?  Are there increased revenues to pay for those 
increased services 

 If the increase cannot be explained by the addition of new services, is 
personnel productivity or service efficiency declining?  Can changes in 
management practices deal with this? 

 Is the increase due to an increase in mandated services? Is there any funding 
available? 

 Are there alternatives available for reducing services? 
 
Suggestions for further analysis 
 
Another way of analyzing the expenditure by function data is to calculate the 
increases by percentage in each function from one year to the next.  This will 
show which functional areas are receiving the largest increases and help to 
stimulate further discussion. 
 
Suggestions for policy statements 
 
Policy statements can be developed to suggest procedures for monitoring 
functional areas expenditures.  The following policy statement could help local 
officials relate this indicator to their financial decision-making. 
  

 Expenditure levels in constant dollars will be held constant in the functional 
areas of    ,   ,    .   Service level increases 
in the functional areas of   ,    ,    may result in 
increase in expenditure levels in constant dollars. 

 
  



INDICATOR 11
 
Expenditures by Function (A)
  General & Administration
Warning Trend:
Increasing operating expenditures for one function as a percentage
of total net operating expenditures

Formula:
Operating expenditures for one function

Total net operating expenditures

Fiscal Period 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
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Operating expenditures for General & Admin 2,519,536 2,387,073 2,499,829 2,602,906 3,008,156 3,302,640 3,059,005 3,268,647 3,359,597 3,428,453 3,967,139 4,133,694
Total net operating expenditures 9,463,180 8,514,751 8,737,981 9,485,767 9,333,514 10,165,147 10,694,678 11,299,682 11,783,240 12,583,085 14,285,912 15,450,957
General & Admin  expenditures as a
percentage of total net operating expenditures 26.62% 28.03% 28.61% 27.44% 32.23% 32.49% 28.60% 28.93% 28.51% 27.25% 27.77% 26.75%

Description:

Expenditures by function shows a more detailed breakdown of a local government's general governmental funds expeditures.  Users of the FTMS may want to use this 
indicator to provide further analysis of the trend line developed for Indicator 10, Expenditures per Capita. The information is available in the statistical section of the 
Comprehensive Annual Financial Report (CAFR). Expenditures by function will help to anaylze the cause of the increases in governmental spending over time. 

General & Administration Expenditures are the Town's primary operating expenses.  Included are items such as:  Community Development, Town Clerks, Human 
Resources, Computer Information Services, Finance, Legal, Town Council, and General Government Administration.

Prepared by Hope Cribb 12/3/2008
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INDICATOR 11
 
Expenditures by Function (B)
  Highways and Roads, Public Works
Warning Trend:
Increasing operating expenditures for one function as a percentage
of total net operating expenditures

Formula:
Operating expenditures for one function

Total net operating expenditures

Fiscal Period 1 2 3 4 5 6 7 8 9 10 11 12

Fi l 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
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Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Operating expenditures for Highway & Roads 1,630,969 1,363,386 1,323,616 1,212,033 1,173,619 1,436,046 1,444,312 1,495,834 1,621,275 2,423,241 4,526,180 3,705,640
Total net operating expenditures 9,463,180 8,514,751 8,737,981 9,485,767 9,333,514 10,165,147 10,694,678 11,299,682 11,783,240 12,583,085 14,285,912 15,450,957
Highway, Road and Public Works expenditures as a
percentage of total net operating expenditures 17.23% 16.01% 15.15% 12.78% 12.57% 14.13% 13.50% 13.24% 13.76% 19.26% 31.68% 23.98%

Description:

Expenditures by function shows a more detailed breakdown of a local government's general governmental funds expeditures.  Users of the FTMS may want to use this 
indicator to provide further analysis of the trend line developed for Indicator 10, Expenditures per Capita. The information is available in the statistical section of the 
Comprehensive Annual Financial Report (CAFR). Expenditures by function will help to anaylze the cause of the increases in governmental spending over time. 

Highway and Roads and Public Works expenditures are the expenses for the operations of the Street Maintenance Department and the Airport.
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INDICATOR 11
 
Expenditures by Function (C)
  Public Safety
Warning Trend:
Increasing operating expenditures for one function as a percentage
of total net operating expenditures

Formula:
Operating expenditures for one function

Total net operating expenditures

Fiscal Period 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
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Operating expenditures for Public Safety 2,726,924 3,003,983 3,075,634 3,292,042 3,769,066 4,343,914 4,594,348 4,802,740 4,980,492 5,702,869 7,417,846 7,612,207
Total net operating expenditures 9,463,180 8,514,751 8,737,981 9,485,767 9,333,514 10,165,147 10,694,678 11,299,682 11,783,240 12,583,085 14,285,912 15,450,957
Public Safety expenditures as a
percentage of total net operating expenditures 28.82% 35.28% 35.20% 34.71% 40.38% 42.73% 42.96% 42.50% 42.27% 45.32% 51.92% 49.27%

Description:

Expenditures by function shows a more detailed breakdown of a local government's general governmental funds expeditures.  Users of the FTMS may want to use this 
indicator to provide further analysis of the trend line developed for Indicator 10, Expenditures per Capita. The information is available in the statistical section of the 
Comprehensive Annual Financial Report (CAFR). Expenditures by function will help to anaylze the cause of the increases in governmental spending over time. 

Public Safety expenditures are the expenses for the operations of the Police and Fire Departments.
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INDICATOR 11
 
Expenditures by Function (D)
  Health & Welfare, Culture & Recreation
Warning Trend:
Increasing operating expenditures for one function as a percentage
of total net operating expenditures

Formula:
Operating expenditures for one function

Total net operating expenditures

Fiscal Period 1 2 3 4 5 6 7 8 9 10 11 12

Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Operating expenditures for Health & Welfare Culture & Recre 882 188 968 806 991 743 1 074 488 883 502 1 074 314 1 362 640 1 520 282 1 602 171 1 695 512 1 837 732 2 093 694
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Operating expenditures for Health & Welfare, Culture & Recre 882,188 968,806 991,743 1,074,488 883,502 1,074,314 1,362,640 1,520,282 1,602,171 1,695,512 1,837,732 2,093,694
Total net operating expenditures 9,463,180 8,514,751 8,737,981 9,485,767 9,333,514 10,165,147 10,694,678 11,299,682 11,783,240 12,583,085 14,285,912 15,450,957
Health & Welfare, Culture & Rec. expenditures as a
percentage of total net operating expenditures 9.32% 11.38% 11.35% 11.33% 9.47% 10.57% 12.74% 13.45% 13.60% 13.47% 12.86% 13.55%

Description:

Expenditures by function shows a more detailed breakdown of a local government's general governmental funds expeditures.  Users of the FTMS may want to use this 

indicator to provide further analysis of the trend line developed for Indicator 10, Expenditures per Capita. The information is available in the statistical section of the 

Comprehensive Annual Financial Report (CAFR). Expenditures by function will help to anaylze the cause of the increases in governmental spending over time. 

Health & Welfare and Culture & Recreation expenditures are the expenses for the operations of the Parks & Recreation Deparment and the Library.
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INDICATOR 19
 

Current Liabilities

Warning Trend:
Increasing current liabilities at the end of the year as a 
percentage of net operating revenues

Formula:
Current liabilities

Net operating revenues and transfers

Fiscal Period 1 2 3 4 5 6 7 8 9 10 11 12
Fiscal year: 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Current liabilities 4,404,313 4,171,026 4,709,597 3,748,871 1,056,725 719,074 727,026 1,089,438 939,496 992,356 1,589,726 1,031,149
Net operating revenues 9,546,491 9,842,984 10,506,052 11,757,525 13,440,212 13,304,945 12,992,865 14,033,611 13,837,763 16,052,810 18,820,335 18,566,629
Current liabilities as a percentage of
net operating revenues 46.14% 42.38% 44.83% 31.88% 7.86% 5.40% 5.60% 7.76% 6.79% 6.18% 8.45% 5.55%

Description:

Current liabilities are defined as the sum of all liabilities due at the end of the fiscal year, including short-term current portion of long-term debt, all accounts 
payable, accrued liabilities, and other current liabilities.

A major component of current liabilities may be short-term debt in the form of tax or bond anticipation notes. Although short-term borrowing is an accepted way 
to deal with uneven cash flow, an increasing amount of short-term debt outstanding at the end of successive years can indicate liquidity problems, deficit spending,
or both.

Credit industry benchmarks

The credit industry considers the following situations negative factors: (1) Short-term debt anticipation notes but excluding bond anticipation outstanding at the 
end of the year exceeding 5 percent of operating revenues (including tax notes), and (2) a two-year trend of increasing short-term debt outstanding at the end 
of the fiscal year (including tax anticipation  notes).
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Indicator 20 Analysis 
Long-Term Debt 

 
Warning trend: Increasing net direct bonded long-term debt as a percentage of 
assessed valuation, population, or personal income. 
 
Suggestions for analysis: 
 
If the warning trend is observed, try to identify the causes (Why is it happening?), 
assess the significance (Is it important?), and devise action strategies (What can 
be done?).  The following are starting points for this analysis. 
 

 Is assessed valuation, population, or another primary revenue base 
declining?  See indicator 28, Population, and indicator 32, Property Value. 

 Is long-term debt increasing?  If so, consider the following questions: 
 Is the municipality becoming more reliant on long-term debt to finance 

capital projects? 
 How much additional debt will need to be incurred in the next three-to-five 

years? 
 Are debt proceeds being used to fund ongoing operations? 
 Is the increase a trend, or is it caused by a debt issued for a one-time-only 

capital project, such as a new municipal building?  
 What was the amount of long-term debt before the increase?  Was it low to 

moderate, or was the amount already straining the jurisdictions ability to pay? 
See indicator 20, Debt Service. 

 
Suggestions for policy statements: 
 
A number of policy statements can--and probably should--be set to suggest 
desirable levels of overall net debt as well as procedures for issuing new debt.  
For example, statements could be developed to match the credit industry 
benchmarks (e.g., overall net debt will not exceed 10 percent of assessed 
valuation, or overall net debt per capita will not exceed 15 percent of per capita 
personal income).  Of course, tougher limits than those suggested by the credit 
industry benchmarks could also be set.  The following policy statements can help 
local officials relate this indicator to their financial decision-making. 
  

 Proceeds from long-term debt will not be used for current, ongoing 
operations.  

 Long-Term borrowing will be confined to capital improvements too large to be 
financed from current revenues. 

 Bonds will be paid back within a period not to exceed the expected useful life 
of the capital project. 

 Where possible, special assessment, revenue, or other self-supporting bonds 
will be used instead of general obligation bonds. 
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 Good communication with bond rating agencies will be maintained, and a 
policy of full disclosure on every financial report and bond prospectus will be 
followed. 

 




