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Agenda 

1. Local public finance is complex  

2. Cities just recovering from deep financial 
crisis 

3. Cities can benefit from 

– Frequent analysis of variances 

– Activity-based budgeting 

– Balanced Scorecard or similar performance 
metrics 

 

 



Stages of the Budget Cycle 

Budget 
formulation 

Budget 
Justification 

Budget 
Execution 

Budget 
Audit 

Example: Today’s Globe 



Local Revenues 
• Legally cannot go into deficit 

– so expenditures cannot exceed revenues 
 

• Funding sources: 
– “Own-source”  (complex set of taxes, fees) 

• Property tax assessments seldom coincide with market value  
• Volatile revenue stream from user fees and charges 
• Linked to national, regional economy – may be difficult to forecast 

 
– “Intergovernmental transfers”  

• These constitute  60-75% of revenues in some jurisdictions  
• Significant source of revenue for cities and states (e.g. Medicaid),  
• Simultaneously these are “revenues” to local governments and 
expenditures to higher level governments 
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The “Great Recession” in 2008 



Impact on Housing Lags; Impact in 2009, 2011  





Impact of Recession on State Governments still felt 
now  





Local aid cuts (inflation adjusted) 

CITY/TOWN FY 2008 (m) FY 2012(m) % cut  $ per capita 

Boston  $ 251.8 $160.2 36% $142 

Somerville $ 32.2 $ 21.2 34% $142 

Newton $ 7.8 
 

$5.0  36% $34 

Watertown $ 8.5 $5.6 34% $86 
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Variance Analysis 

Key Budget Variances 

Quantity Variance Price Variance 

The difference between 

the actual price and the 

expected price 

The difference between 

the actual quantity and 

the expected quantity 



Most Cities use line-item budgets 

• Focus on “inputs” (e.g., labor, equipment) 

• Collected by administrative unit (e.g., 
departments, units) 

• List expenditure by good or service 
purchased – linked to accounting 

 

 

 



Traditional vs. ABC Budget 

Traditional Accounting 
 

Salaries           $ 371,917 
Benefits $ 118,069 
Supplies $   76,745 
Equipment $   23,614 

 

ABC Accounting 
 
Pothole Repair  $ 130,600 
 
Resurfacing  $ 240,789 
 
Sidewalk Repair  $ 175,203  
 
Sealing cracks  $   43,753 

TOTAL  $  590,345 TOTAL  $590,345 

OLD WAY 

NEW 

WAY 



 

An Overview of City Management from an Activity-Based Costing Perspective
(Note: Information is not comprehensive and is presented for illustrative purposes only)

Organization
The City 

Government

 

Departments
Public Works 

Department

Multiple City Departments make up the top-

level organization

Programs Electric Water
Buildings and 

Grounds
OUTCOMES

Multiple programs make up 

a City Department

Activities
Maintain Electrical 

Systems

Maintain Water 

Quality and Pressure
Issue Park Permits

Identify Emergency 

Utility Markouts
Maintain Gate Valves

Empty Public Trash 

Barrels

Multiple activites make up 

a program
Provide an Emergency 

Generator System

Maintain and Read 

Meters

Maintain Open 

Spaces and Lighting
OUTPUTS

Maintain Systems 

Radios

Track and Issue 

Water Permits
Move Furniture

Maintain Fire Alarm 

Systems
Maintain Hydrants

Complete Emergency 

Repairs



Example: Activity Based Costing  
in the City of Somerville  

 
 

 

 



City of Somerville  
Department of Public Works Programs 

1. Administration 

2. Buildings & Grounds 

3. Highway 

4. Sanitation 

5. Fleet Maintenance 

 

6. Lights and Electric 

7. Sewer Operations 

8. Engineering 

9. Water 

10. Weights & Measures 

 



Each Program Defines Activities  

1. What services are performed? 

2. What is the city actually doing? 

3. What does the customer receive as an end 
output? 

4. Define the service as an activity 

 



City of Somerville  

Department of Public Works Activity menu 

10 programs (water, 
sewer, highways, etc) 

100 activities (based 
on what customer 
receives) 

• Snow plowing  
• Christmas trees  
• Pothole repairs 
• Dead animal pick up 
• Sidewalk repairs 
• Yard waste pick up 
• Street light maintenance 
• Manhole repairs 
• Playgrounds 
• Graffiti removal 
• Memorials and 

cemetaries 
 
 



 
Activity-based costing helps cities better 

understand costs to:  

  

1. Decide whether a service should be done in-house or 
contracted out 

2. Set user fees in relation to cost 

3. Recover costs of running programs mandated by 
state/federal government 

3. Estimate the cost of increasing or decreasing the level of 
service 

4. Set priorities and performance targets 

5.    Monitor implementation of the budget 
 

 



The Balanced Scorecard 




