
Local governments may wish to examine several areas as they manage their fi nancial operations and evaluate early 
warning signs.  Th ese questions are based on the primary areas the State Auditor’s Offi  ce considers when conducting 
audits.

Operating Margin: Are governmental activities sustainable?

 Do revenues exceed the expenditures for total government funds? 
 Is there revenue in excess of expenditures to contribute towards capital outlays, transfers, increases in fund 

balances and/or other uses? 
 Is cash fl ow remaining positive throughout the year, as well as at the end of the year?
 Is the government reducing costs or cutting programs/services to resolve the fi nancial diffi  culties?
 Is the government approving budget amendments before making expenditures?
 Is the government allocating central services by a fair and equitable method?

Change in Fund Balance: Did the financial condition of the general fund improve, decline or remain 

steady?

 Are the fund balances within reasonable levels?
 How many days will the government be able to cover operations with its fund balance?  
 If fund balances are declining or negative, is there a formal action plan to reverse the trend? 

Fund Balance Sufficiency: Is the fund balance enough to cover operating expenditures? 

 Are there any anticipated changes in funding levels (i.e. due to changing regulation, grant programs or levies) or 
new/increased costs (i.e. changing regulation or union negotiations)?

 What is the government’s ability to deal with emergencies and unanticipated needs?
 What is the exposure to casualty and legal risks?

Debt Load: Is the debt load sustainable?

 Is the government borrowing to cover operating expenses (i.e. use of registered warrants and interfund loans)? 
 If the government has entered into contingent loan agreements, what is the potential impact?
 How much of the government’s revenue is going toward debt payments?
 Is current debt being repaid, including loans and bonds? 
 Are loans being made from one fund to another to cover expenses?
 If so, are the inter-fund loans being repaid on time and with interest? 
 Is there capacity to make any large debt payments that are due in the near future? 

Financial Planning: Is management aware of and taking action to address financial difficulties?

 Is there a formal plan developed and followed to address these issues?
 Is there a long term fi nancial plan that looks out beyond the current budget cycle?  
 If so, is the plan being followed and adjusted to correct negative fi nancial trends?
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Local government fi nancial condition resources
The State Auditor’s Office Local Government Performance Center

Local government offi  cials can use resources on this site to diagnose and improve their fi nancial situation: 
www.sao.wa.gov/PerformanceCenter.  

Washington State Treasurer’s Office

In 2010, the State Treasurer and the Department of Commerce reported on the fi nancial health of 
Washington’s cities and counties1 for the Legislature: 
http://www.tre.wa.gov/documents/localGovtFiscalReport.pdf.

Th e State Treasurer used ten fi nancial condition indicators to assess the health of local governments. Some 
of these indicators are the same as those used by the Auditor’s Offi  ce. Th e report also includes a scoring tool 
to assess how widespread the fi nancial diffi  culties are. If governments identify four or more stress points, the 
report states the entity is fi nancially stressed.

Association of Washington Cities 

Another tool for local governments is the “Red Flag Checklist: Communicating About Your City’s Financial 
Condition” developed by the Association of Washington Cities. It developed this tool to help cities self-
assess their fi nancial condition and to serve as a tool to communicate with city leaders, the community and 
businesses.  Th is tool applies to other types of local government.

Th e document lists 15 fi nancial indicators or “red fl ags” that indicate some level of fi nancial concern or 
distress and a scoring system that can help cities or other local governments gauge their situation. 

Th e checklist is available at www.awcnet.org/Portals/0/Documents/publications/RedFlagChecklist.pdf.

Government Finance Officers Association

Th e Government Finance Offi  cers Association provides best practices and tools to help governments with 
fi nancial management.  Th e Fiscal First Aid resource provides guidance to help city offi  cials diagnose their 
fi scal condition and treat the problems, as well as longer term tools and practices to help recover and remain 
fi nancially healthy. Th e Association’s resource is available at: http://www.gfoa.org/index.php?option=com_
content&task=view&id=937&Itemid=416. 

GFOA also maintains a broad list of additional best practices. Provided here are links to two primary 
resource pages:

Government Budgeting and Fiscal Policy: http://www.gfoa.org/index.php?option=com_content&task=view
&id=120&Itemid=134

Accounting, Auditing and Financial Reporting: http://www.gfoa.org/index.php?option=com_content&task
=view&id=119&Itemid=131

State Auditor’s Offi  ce Financial Reporting System
In addition the State Auditor’s Offi  ce is working to expand the fi nancial analysis tools in our Local 
Government Financial Reporting System to include fi nancial ratios and trend information on fund balances 
and debt.

1     Washington State Local Government Financial Health Indicators, State of Washington, Offi  ce of the State Treasurer, August 2010.
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