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A GFOA Best Practice: Long-term financial planning

dKey steps in financial forecasting
* Define assumptions
« Gather information
* Conduct a preliminary/exploratory analysis
» Select/implement methods
» Use forecasts

1Complimentary planning processes
dFocus on strategic planning

Benefits of long-term financial planning
1Questions




Long-term financial planning

» Best practice approved by the Government Finance Officers
Association (GFOA) Board?! in March 2022

« Recommends all governments prepare and maintain a long-term
financial plan that
* projects revenues, expenses, financial position, and external
factors
* for all key funds and government operations

e at least five years into the future

1Government Finance Officers Association. (2022, March 4). GFOA best practices: Long-term financial planning. https://www.gfoa.org/materials/long-term-
financial-planning



https://www.gfoa.org/materials/long-term-financial-planning
https://www.gfoa.org/materials/long-term-financial-planning

Long-term financial planning

* Governments that utilize debt financing and/or utility rate
setting should consider a long-term financial plan greater than

five yearsl
* The plan should be reviewed on an annual basis and updated as
needed

* Long-term financial planning should be the starting point for
capital planning, developing operating budgets, estimating
revenue, and other planning processes



Poll Question #1

Does your
organization
prepare long-term
financial plans?

. Yes, we develop ours using all

GFOA Best Practice standards.

. Yes, we develop ours exceeding

the GFOA Best Practice standards.

. Yes, we develop a long-term

financial plan for at least one fund

but do not meet all the standards
of the GFOA Best Practice.

. Long-term plan? We're just happy

to get our annual budget adopted!



Financial forecasting

» A management tool that presents “The goal of
estimates of past, current, and forecasting is not to
projected financial conditions?3 predict the future but

* An effective forecast enables decision to tell you what you

makers to need to know to take

* maintain fiscal discipline . . .
. . . meaningful action in
* provide essential services y
the present.

» forewarn of impending financial
imbalances that can be addressed before Paul Soffo
. . . Silicon Valley-based forecaster
becoming a crisis

2Government Finance Officers Association. (2014, February 28). GFOA best practices: Financial
forecasting in the budget preparation process.

SKavanagh, S. C. & Iglehart, C. (2012, October). Structuring the revenue forecasting process. Government
Finance Review. https://www.gfoa.org/sites/default/files/GFR_OCT_12_8.pdf



https://www.gfoa.org/sites/default/files/GFR_OCT_12_8.pdf

Key steps in financial forecasting

GFOA Best Practices?
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Gather
information

Conduct a
preliminary/
exploratory

analysis

Select/
implement
methods
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Use forecasts



Key Steps in Financial
Forecasting?

Define
assumptions

. A time horizon of at least five years

into the future

. Objective of the forecasting policy?

Conservative (underestimates revenue
and includes expenditure contingencies)
or Objective (estimate revenue/
expenditures as accurate as possible)

. Related political/legal issues?
. ldentify major revenue and

expenditure categories



Major funds

* [n governmental accounting, financial transactions are organized
by funds

* A fund is a self-balancing set of revenue and expenditure accounts which
maintain their own balances for the purpose of carrying on specific activities
or achieving defined objectives within specific regulations, restrictions, or
limitations.*

* [n general, spending from each fund must take place within the
confines of estimated receipts to that fund

* Long-term financial planning should focus on the government’s
major funds

4Sheridan, R. G. & Thomas, T. M. (2019). Follow the Money (4th ed.). Cleveland, OH: The Center for Community Solutions.



Major
revenue
sources

Sales tax

Ad valorem (property tax)

nfrastructure sales surtax

ntergovernmental revenue

District assessments

Gas tax

Impact fees

User fees

Investment income



Expenditures

* For many local governments, personnel costs are
the largest part of their budget

. ° Salaries and wages are often pre-determined based

on bargaining unit agreements as well as non-
bargaining step tables, cost of living increases,
longevity incentives, and codified elected official

salary amounts

* Other fixed benefit costs include healthcare and
8 pension plans



Expenditures

* Non-personnel operating costs usually involve the
most agency discretion (unless the services
provided are mandated)

« Often involves the procurement of good and services

 Demand for services and inflation must be
considered when budgeting for program grants and
contracts provided by third parties

 Similarly, fee for service operations must project
demand for services in making expenditure
projections
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Expenditures

» Capital outlays are generally based on planned
iImprovements and often defined as having a value
exceeding $5,000 and a useful life extending beyond
the fiscal year

» A capital improvement plan may already include multi-year
projections for inclusions in the long-term financial plan

» Usually more discretionary than operating costs and are
often reduced or delayed when revenue estimates are lower
than anticipated

* A non-discretionary expense for agencies are debt
service payments




Fund balance

State and local government budgetary
fund accounting is based on the following
equation:

Estimated beginning available fund balance
+ Estimated revenues

= Amount available for appropriation

- Expenditure appropriations

= Estimated ending available fund balance




Rainy day funds/
emergency reservess

* To maintain services under financial stress,
state and local governments should build
fiscal savings into their unassigned fund
balances

 GFOA recommends a minimum
unassigned general fund balance of at
least 2 months of operating revenues or
expenditures

* Governments with high risks, such as
fluctuating revenue streams, population
growth, high infrastructure needs, extreme
weather, etc., should maintain a higher
level of savings

5Arapis, T, & Reitano, V. (2017). Accumulating & maintaining fiscal savings from theory to
practice. Journal of Government Financial Management.




Cash flow

* Must consider the timing of
revenue receipts?

* May need to budget an ending
fund balance for carryover
funds to ensure adequate cash
flow for expenses at the
beginning of a new fiscal year




Preliminary Analysis

Assumptions,

Projections and

Priorities
\JOP-J‘V\FOP-{

FLORIDA

City Commission

Workshop
March 2023

Fiscal Year 2020

Beginning Fund Balance
Revenues
Expenditures
Ending Fund Balance

Fiscal Year 2021
Beginning Fund Balance
Revenues
Expenditures
Ending Fund Balance

Fiscal Year 2022
Beginning Fund Balance
Revenues
Expenditures
Ending Fund Balance (Estimated)

$14,432,833  $16,402,161 $ 3,909,637 $ 2426,090 $ 5,826,046
45,876,358 20,389,432 12,582,179 10,116,213 3,867,186
(44.559,598) (18,245,524) (11.747.870) (8.941.271) _(2.825.486)
$15,749,594  $18,546,069 § 4,743,635 $ 3,601,032 §$ 6,867,746
$15,749,594  $18,546,069 $ 4,743,635 $ 3,601,032 $ 6,867,746
53,833,024 21,682,353 13,623,649 11,102,147 4,202,744
(48,966,767) (15,792.148) (12,157.700) (9.026,267) _(3.871.853)
$20,615,851 $24.436,274 $ 6,209,585 $ 5676913 $ 7,198,637
$20,615,851 $24,436,274 $ 6,209,585 $ 5,676,913 §$ 7,198,637
57,880,667 21,313,588 14,345,993 11,551,878 5,650,990
(563.962.517) (21,126,168) (14,353.209) (10.316.746) _(4.101.837)
$24,534,001 $24,623,694 § 6,202,369 $ 6,912,045 § 8,747,790




Preliminary Analysis

Assumptions,
Projections and
Priorities

S
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FLORIDA

City Commission
Workshop

March 2023

Fiscal Year 2023

Beginning Fund Balance $24,534,001 $24,623,694

Budgeted (Use) or Reserve
of Fund Balance

(1,998,740)  (3,886,310)

Committed Fund Balance-
Amendments, Re-
appropriated Projects &
Encumbrances

(4,292,056) (20,191,521)

Emergency & Disaster (13,209,284)  (5,230,770)

$6,202,369

259,070

(534,770)

(3.027,396)

$6,912,045

(273,220)

(2,044,864)

(2,312,942)

$8,747,790

(760,950)

(3,699,460)

(1.185.450)

Reserve (20%)

Projected “Available” Fund $5,033,921 $(4,684,907)

Balance

$2,899,273

$2,281,019

$3,101,930




Key Steps in Financial

Forecasting?
1. Use the judgement and expertise of
_ﬁ individuals inside and outside in the
N organization
~ Gather 2. ldentify forces impacting revenue
information and expenditure trends

3. Review other long-term plans



Collective expertise

Internal External

* Depending on the fund, the central  « Florida Department of Revenue’s
budget office may issue the Tax Research Office issues county
revenue forecast and municipal revenue estimates

» Department directors/managers for select sources
can provide insight into planned * Property Appraiser issues property
activities valuation for Ad valorem & district

assessment calculations

» Often released after the local
budget process has begun and
focus on the upcoming fiscal year




Potential forces on revenue and
expenditures

Supply-chain
shortages and
issues

General inflation in
product prices

Commission/board
priorities

Cost of living

Funded and
unfunded
mandates

Grant funded
programs

Bargaining unit

Restricted funds
agreements




Strategic plan

@

Comprehensive plan

Other
organization
long-term
plans

M Capital improvement program

I|I| Rate studies

M= District assessment methodology reports




District assessments

North Port Fire Rescue District - FY 2023 Revenue Sufficiency Analysis®

FY 2023 Fy 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2023 FY 2030 FY 2031 FY 2032 FY 2033
1 Dperating Revenue
2 Tier 1, Tier 2 Rate Revenue 5 15437H25 § 15437825 § 19887356 § 18205258 § 19237384 § 20603823 5 2109207 § Z3318873 5 24A80ve34 § 28382206 5 28,077,731
3 Change in Revenue From Growth - 1,455,905 465,088 341,158 |2.119 384,385 407 877 432,030 450,641 457 876 517,845
4 Subtotal 5 15437825 § 16883731 § 174234353 § 18546414 § 19720512 § 20BBE188 § 22327274 § 23761913 § 252487575 § 124880081 5 28595624
5 Weighted Average Rate increase 003 0.4% 4.4% 44% 4.4% 4.4% 4.4% 4.4% 4.5% 4.5% 4.5%
& Additional Riate Revenue From Rate Increase - 73,825 770,803 E20,979 B74.311 B31,108 091 5ea 1,056,021 1,124 531 1,187,700 1,275,519
7 Total Rate Revenue 5 15437825 § 16967350 § 18205256 § 19367394 § 20803823 § 21018297 § 233195873 § 24807934 5 26392205 § 28077781 5 20,871,145
& Less: Collections Estimate (540,324) (583,857) (637.164) (677.853) 721.124) ([TET,175) {818.161) (BAB,ZTE) (923.727) [BE2,722) (1.045,490)
9 Plus: Other Operating Revenue 458 GB0 583,810 600,810 618,510 640,080 662,707 a7 587 714,975 745,082 ¥78.220 214,681
10 Equals: Total Operating Revenue § 15387191 § 16357308 § 18168882 § 13309047 § 2052763 § M E14828 § 23130309 § 2463630 § 26213570 § 27873273 § 79640318
11 Less: Operating Expenses
12 Personal Services § (08152200 § (10,760,782) § (12.188103) ¥ (12.200808) 5 (14.481.042) ¥ (16.212,346) § (17.277,835) § (18.415,386) § (20575.251) § (22344371) § (24.252.421)
13 Operations & Maintenance Costs (3.406,811) (3.480,084) {3,675.2088) (3,B62,837) (4,088,778) {4,224,757) (4,345.520) (4.532,284) (4.753,085) {5,0032,007) (5,184,782)
14 Equals: Net Operating Income 5 2165051 § 2706462 § 2302352 § 2155347 § 1974052 § 1377725 § 1566845 § 1705461 § 885234 § 525001 § 203,113
15 Plus: Non-Operating Income/{Expense)
16 Interest income 3 106,068 § BO,0O0 5§ 48068 § 55,630 § 60105 § 60,218 § 57780 % 56,463 8§ 51205 § - 24,673
17 Equals: Net Income § 2372013 § 2786462 § 2351460 § 220972 § 2034158 § 1437947 5§ 16247H § 1761344 § 935439 § 564,712 § 227,786
18 Cash Flow Test
18 Net lncome Awailable For Debt Senvice § 2272010 F 27BE4062 53 23D1460 3 2210872 §F 2034158 F 1437942 5 16824724 F  17E10M 3 030438 § 54712 0§ 227,788
20 Less: Non-Cperating Expendiures
21 Transfers Out {1,645,000) (1.550,000) {1.50:0,000) (1,650,000) {1,700.000) (1,750,000) (1,800.000) (1.850,000) (1.900,000) (1.800,000) (1.,900,000)
22 (Other Below the Line Expenses {300,000} - - - - - - - - - -
23 Net Cash Flow § (2372381) § 1236462 § 751,460 % 560,972 § P41 $ (M2058) § (175276) % (B8.076) & (963.561) § (1.335.288) § (1.572,.14)
24 Unrestricted Reserve Fund Test
25 Balance At Beginning Of Fiscal Year 5 5867THBB F 32p4817 § 4531070 § 5282533 § 5B43510 § 6177688 § 58085510 § G56B0334 5 5002258 § 46386087 5 3,303,409
26 Cash Flow Surphusi{Deficit) (1.1685,525) 1,236,482 T51.460 560,972 334,158 (312,058) {175.278) (BE.07E) (983.561) (1,335,288) (1.872.214)
27 Resenwe Fund Balance Used For Cash Flow Deficit (1,207 456) - - - - - - - - - -
28 Balance At End Of Fiscal Year § 328E17T § 4351079 § 5282538 § 5B43510 § GA776EE $ SEESEI0 § 5690334 § 5602258 § 4638697 § 3303408 § 1631135
28 Minimum Working Capital Reserve Tanget 4,450,142 4,740,254 5230047 5641111 8,074,515 6,656,131 7.027 002 743,751 B.188.501 8774483 B.401,181

30 Excessi|Deficiency) Of Working Capital To Target | §  (1.165.525) §  (209.175) § 42591 § 202399 § 103053 §  (790.521) § (1336675 $ ([1.827.493) § (2.529.804) § [(SATLO7S) § (7.769.958)

6Stantec Consulting Services. (2023). North Port Fire Rescue District FY 2023 Revenue Sufficiency Analysis: Assumptions &
Preliminary Results Workbook.




Key Steps in Financial
Forecasting?

Conduct a
preliminary/
exploratory

analysis

1. Business cycles - Economic impacts
on revenues/expenditures

2. Demographic trends
3. Outliers and historical extremes
4. Relationships between variables



Economic conditions

Variable Source Measures

Real Gross Domestic Bureau of Economic Analysis (BEA)  Status of overall U.S. economy

Product (GDP)

Personal income Bureau of Economic Analysis (BEA)  Sales tax

Consumer Price Index Bureau of Labor Statistics (BLS) Sales tax and government expenditures

Housing starts U.S. Census Bureau Overall U.S. economy and ad valorem

Unemployment rate Bureau of Labor Statistics (BLS) and Income tax and human services
Florida Commerce expenditures

Housing statistics Local Association of Realtors Local economy, ad valorem, and

property transfer fees

Consumer confidence Conference Board Overall U.S. economy and sales tax

index

Retail sales U.S. Census Bureau Sales tax

New home sales U.S. Census Bureau Ad valorem and property transfer fees




Demographic trends

* Depending on the services provided by a government, community
indicators should be considered:
* Poverty rate
* Population trends
* Crime rates

* The Bureau of Economic and Business Research at the University
of Florida publishes the annual Florida Estimates of Population and
Projections of Florida Population by County

 Local projections can be purchased for economic and demographic
data through financial services, such as Moody’s Analytics



Key Steps in Financial
Forecasting?

Select/
implement
methods

1. Extrapolation
2. Regression/econometrics
3. Hybrid forecasting



Forecasting methods3

Extrapolation

e Uses historical data to predict the future by projecting the trend forward
e Examples include moving averages and single exponential smoothing

Regression/econometrics

e Based on the relationship between independent variables and a dependent variable

e If a linear relationship exists between the independent and dependent variables, one
or more independent variables can be used to predict future revenues or expenditures

e Combines knowledge-based forecasting with a quantitative method of forecasting
e Can deliver superior results



Forecasting methods

* Per GFOA, revenue forecasters should at least consider single
exponential smoothing since it puts a heavier weight on recent
periods?3

* Exponential Smoothing in Excel - Math Guy Zero
https://www.youtube.com/watch?v=m8hwbDDQung



https://www.youtube.com/watch?v=m8hwbDDQung

Current year projections

* Since forecasting for the next fiscal year and futures ones will
occur during the current one, consider developing projections for
current year revenue and expenditures

* Projecting current year revenue and expenditures also provides
for a better estimate of the ending available fund balance for the
new budget year

» Especially impactful if you use a conservative approach in your
annual budget process



Poll Question #2

What do you
reference for the
current fiscal year
when you are
developing
forecasts for your
budget process
and/or long-term
financial plan?

1. Adopted budget

2. Amended budget

3. Calculate current year
projections

4. Nothing. We only focus on
the next fiscal year.



Forecast ranges
Franklin County, OH General Fund Analysis’

$250
=== Actual
w  $200
:é == Optimistic Scenario
S
£ 50
FE
& == Baseline Scenario
3 7
T $100 ,\A
z
o0 =@ Conservative
: .
S Scenario
S $50
s Minimum Balance
(35.9% of 2016
$0 Baseline Scenario
o A O N 9 D ke b Expenditures)
RO U U PO NN St

’Marsh, T. et al. (2013, August 1). Franklin County budget and economic advisory panel report. https://budget.franklincountyohio.gov/OMB-
website/media/Documents/Budget-Economic-Advisory-Panel-Docs/Final%20Report/Final-Budget-and-Economic-Advisory-Panel-Report.pdf



https://budget.franklincountyohio.gov/OMB-website/media/Documents/Budget-Economic-Advisory-Panel-Docs/Final%20Report/Final-Budget-and-Economic-Advisory-Panel-Report.pdf
https://budget.franklincountyohio.gov/OMB-website/media/Documents/Budget-Economic-Advisory-Panel-Docs/Final%20Report/Final-Budget-and-Economic-Advisory-Panel-Report.pdf

Key Steps in Financial

Forecasting?
1. Credibility of the forecaster
N .
2. Presentation approach
Use forecasts

3. Linking forecast to decision-making



Forecaster credibility?

 Have a transparent process and forecast assumptions
» Acknowledge variability based on outside forces

« Stay within acceptable tolerance

* Avoid over-promising on forecast accuracy

» Be careful about raising the alarm on impending crisis

Since it is difficult to control all economic, social, political, and
environmental conditions, fluctuations from government budget
projections are the rule, not the exception



» Set a clear, simple, and reasoned forecast
message

* Represent the baseline assumptions on a
level of consistency with the status quo, with

Presentation exceptions clearly stated
approachz * Provide assumptions used in the forecast

» Address implications in terms of budget
shortfalls/surpluses, changes in reserves, or
another metric meaningful to the audience

* [nvolve other Department staff in the
process and presentation




Forecast message

Franklin County, OH General Fund Analysis’

Ending Fund Balance (in millions)

$250

$200

$150

$100

$30

50

== Actual

—— Optimistic Scenario

~ Baseline Scenario

—®— Conservative
Scenario

s Minimum Balance
(35.9% of 2016

Baseline Scenario
Expenditures)

Based on anticipated
economic conditions and
revenue projections, the
county will be unable to
maintain current service
levels and the minimum fund
balance required by the
Board of Commissioner’s
reserve policy within the
next two years



Pro forma presentation approach

Long-term financial plans can present fund revenue and expenditures
at the major category levels provided source assumptions are identified

e Taxes

e Permits and fees

e Intergovernmental
e Charges for service
e Fines and forfeits

e Miscellaneous

e Other sources

e Personnel

e Operating

e Capital outlay

e Grants and aids

e Debt service

e Interfund transfers



Basic pro forma example

Beginning Fund Balance

Revenue

Taxes
Intergovernmental
Charges for Service
Total Revenue

Expenditures
Personnel
Operating

Capital Outlays
Grants and Aids
Total Expenditures

Ending Fund Balance

Ending Fund Balance Target
3 Months of Expenditures

2021
Actuals
14,067,984

33,577,653
703,595
1,292,534
35,573,782

4,469,238
27,031,562
0
2,984,792
34,485,592

15,156,174

8,621,398

2022
Actuals
15,156,174

33,684,252
697,586
1,362,333
35,744,171

4,896,263
29,012,603
49,500
3,141,965
37,100,331

13,800,014

9,275,083

2023
Estimate
13,800,014

33,850,675
690,186
1,416,675
35,957,536

5,559,315
30,731,567
14,220
3,211,089
39,516,191

10,241,359

9,879,048

2024
Projection
10,241,360

45,213,672
655,186
1,473,342
47,342,200

5,776,500
33,458,324
14,220
3,294,577
42,543,621

15,039,939

10,635,905

2025
Projection
15,039,938

45,441,488
655,186
1,517,513
47,614,187

5,999,032
34,675,613
26,465
3,373,647
44,074,757

18,579,368

11,018,689

2026

Projection

18,579,370

45,668,433
655,186
1,562,992
47,886,611

6,962,988
37,144,078
15,800
3,444,493
47,567,359

18,898,622

11,891,840

2027

Projection

18,898,621

45,897,512
655,186
1,609,924
48,162,622

7,067,959
38,482,853
0
3,513,383
49,064,195

17,997,048

12,266,049

2028

Projection

17,997,047

46,126,732
655,186
1,658,164
48,440,082

7,341,103
40,544,898
15,800
3,587,164
51,488,965

14,948,164

12,872,241



Assumptions examples

Revenue

Taxes: Reflects approval of the proposed
33.6% tax rate increase in FY 2024 with no
additional increases for the next four fiscal
years

Intergovernmental revenue: Due to the
amounts awarded in federal grants declining
recently, the plan assumes no increase in
future years.

Expenditures

Personal Services: Projected salary and wage
increases for bargaining and non-bargaining
staff are based on the following Consumer

Price Index for All Urban Consumers (CPI-U)
forecasted by Moody’s Analytics:

2024 - 2.6%
2025 - 2.4%
2026 - 2.1%
2027 - 2.0%

2028 - 2.1%



Addressing implications®

~=FAMS | NORTH PORT FIRE RESCUE. FL

Fooncas bnshves L g Seoen By Lasme

FY 2023 FY 2024 FY 2025 FY 20246 FY 2027 FY 2028 FY 2029 FY 2030 FY 2031 FY 2032 FY 2033 FY 2027  FY 2032

QL= Ny -14.00% 9325% 600% 600% 600% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 143.96%  X26.46%
Tier 2 Rate Planjg XUy ey T Wy 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% -S0.67M% -A7.78%

Station #8T7 Firefighters i i 8
Station #88 Firefighters & g g
Station #88 Firefighters G i 8

Budgeted To (R&R) M $1.85 §1.55 $1.60 F1.65 F1.70 $1.75 F1.80 §1.85 F1.00 $1.80 §1.00

Tier 1 Fee Reserve % 30%
Tier 2 Fee
AN TR L A TR 335,14 529396 331437 533300 535301 $373.83 3309550 $4XN 68 F44685 F7406 550236
AR EET ga Pl 533514 5361.45 338580 $1208 B3I6.12 $61.53 $E7.74 551541 55051 $587.55

Change in 5 from Previous Yr -§41.78 2049 1863 F20.01 $20.82 52167 52518 F26.47 52729 52830
Operating Fund Revenues vs. Expenses
m Current Plan —230% Tamget ———25% Tarmget ———20% Target —_—"ash In —Cazh Out
F16M $35M
F14m
$12M $30M JZ_‘_,_:;:'—-'—I;
F10M - — 325M
5EM _‘—_________.__——-"‘
S6M 520M }_E_::ﬁ__—;g?”
$4M 515M
SIM
S0M S10M -




Integrating
forecasting into
decision making?®

* Financial forecasts are surprisingly
ineffective in influencing decision
makers

* Most valuable when accompanied

by other planning processes and
communicated together




Complimentary planning processes

Long-term Budgeting Capital Financial Strategic

Purpose of P|anning Processesl financial improvement policies planning
planning program

Establish an organizational vision 0 o)
Achieve organizational alignment o) o) o) 0 o)
Forecast long-term revenue/expenses o) o}
Setting utility rates o)
Identify unfunded liabilities o) o]
Assessing infrastructure condition o)
Determine long-term debt capacity o)
Conduct a general environmental scan o)
Analyze external economic environment o) o)
Analyze fiscal environment o) o)
Prioritize initiatives, services, & programs/set goals o)
Determine long-term impact of goals & priorities o) o)
Allocate resources to address priorities & goals o) o)

Set short-term service-level goals o)



Integration with budget &
CIP process

Policy and Strategy _
Phase (January - March) Develop/update |0ng

=Beginning Step in Budget
Process

=0utline Process

=Budget Assumptions are
Determined —

=CIP Process Begins

+«Commission Workshops

term financial plan

Implementing,
Monitoring, and
Amending Phase
(October - September)

Projections
=Budget Rolled into New \\\‘// . ) L
Fiscal Year = =Community Participation

=TRIM Compliance sent to { ?; '[R’epa"tmi“t Fi:_“em
Department of Revenue ‘! h =Revenue Projections
=Review Requisitions and No o -F‘reli_minar\f Taxable Value
Commission Agenda ltems FLORIDA received from Property

=Budget Amendments Appraiser
=Monthly Financial Reports

Development Phase
(February - June)

=Payroll Changes and

Adoption Phase
(June - September)

=City Manager Proposed
Budget

=Public Hearings
=TRIM Notices
sFinal Adoption -




Integration with financial policies®

 Financial Policies:

» Establish local standard for acceptable and unacceptable courses of
financial action

» Serve as guidelines for government to operate
* Provide a standard to judge government’s fiscal performance

* Financial policies that create a good environment for forecasts and
financial planning include
* Reserves
 Structurally balanced budget
* Non-recurring and volatile revenue
* Long-term financial planning



Fund balance policy

* The City should retain an Emergency
and Disaster Reserve of 20% and
Economic Stabilization Reserve of up
to 10% of operating expenditures in

the following funds:

General Fund

Building Fund

Fire Rescue District Fund
Road & Drainage District Fund
Solid Waste District Fund

City of North Port
RESOLUTION NO. 2020-R-26

A RESOLUTION OF THE CITY COMMISSION OF THE CITY OF NORTH PORT, FLORIDA,
REPEALING RESOLUTION NO. 2018-R-13; ADOPTING A FUND BALANCE POLICY;
INCORPORATING RECITALS; PROVIDING FOR CONFLICTS; PROVIDING FOR
SEVERABILITY; AND PROVIDING AN EFFECTIVE DATE.

WHEREAS, it is essential for governments to maintain adequate levels of fund balance to mitigate current
and future risks such as revenue shortfalls, natural disasters, unanticipated expenditures, and to ensure
stable tax rates; and

WHEREAS, Resolution No. 2018-R-13 approved a new fund balance policy and repealed the previously
adopted fund balance and economic stability policies; and

WHEREAS, this policy restates and revises the policy adopted in Resolution No. 2018-R-13 by omitting the
minimum requirements in the Budget Stabilization and Economic Uncertainty Reserves; and

WHEREAS, the City's reserve policies are based on sound fiscal principles designed to allow the City to
maintain continuity of operations in adverse conditions while being mindful of our fiduciary responsibility
to taxpayers, both current and future generations; and

WHEREAS, adequate fund balance levels are an essential component of the City's overall financial
management strategy, an important factor in external bond rating agencies' measurement of the City's
financial strength, and that these Financizal Reserve Policies will need to be adjusted from time to time as
conditions change; and

WHEREAS, the City lies within a coastal zone highly susceptible to hurricane and storm damage; and
WHEREAS, debt service funds will be maintained as required by bond covenants; and

WHEREAS, there exists uncertainty in the economic markets around the world, in regard to the cost of
construction materials, interest rates, personnel costs, medical insurance costs, and general inflation; and

WHEREAS, each sizable fund has been analyzed to determine the type of risk it may be exposed to, the
duration of the risk, methods to mitigate that risk, and the amount of funds needed to mitigate against
that risk; and



Poll Question #3

Who knows their
organization’s
vision, mission,
and/or values?




Integration with strategic planning
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Purpose of
strategic planning

« Establish an organizational
vision

» Achieve organizational
alignment

* Conduct a general
environmental scan

e Conduct analysis of the
external economic
environment

 Prioritize services, initiatives
and programs, and set goals




3 rules of traditional strategic planning

1.

Follows specific steps, like developing a “vision statement”
* Routine steps give a false sense of certainty about an uncertain future
« Can become about creating a document, not making the process meaningful

Planning and long-term thinking are done at a specific time, like a
once a year preceding the budget process, and by certain level staff

* Plans created by elected officials and executive staff might be irrelevant to
frontline staff and residents

Long-term priorities should be stable over time, should cover all of what
the organization does, and drive department actions

* A VUCA world means being open to change, even abandoning long-term
priorities to adapt

« An effective strategy is focused on the most important issues



Differences in planning processes?®

Traditional budget has no strategy. With no overarching guidance,

the budget tends to be incremental where future budgets are based -+ Allocate Monitos

Mo Strategy

Resources Results
on historical precedent.
Conventional approach to strategic planning provides overarching Consult
guidance, but that gquidance may be renderad obsolete by changing > Existing Allocate Maonitor
conditions. Because the plan doesn't change in response, neither Strategic Resources Results
does the budget. Plan
Rolling plan is initiated
:;T;‘J;ﬂ”{;;’::igf::ﬁl 4  Establish Define the Et?:tﬂ';fg . Allocate Monitor
aligned with the term of a Vision Problem 2 Tactics Resources Results
office of key elected officials.
Rolling plan makes necessary refinements
to strategies and tactics. Any necessary + Refimne Confirm Allocate Monitor
adjustments to how resources are allocated Strategies Tactics Resources Results

are reflected in the budget.



Rolling planning process

Initial Year

* Precedes the budgeting process

» Establishes the Vision and defines the
issues to be addressed

» Defines strategies based on a review of
the current conditions

* |dentifies tactics to be used (i.e. what will
be funded)

» Allocates resources

« Budgeting as a funding of services &
outcomes, rather than funding
departments

Ongoing...

Precedes the budgeting process

Does not produce a new Strategic Plan,
but guides the budget process in resource
allocation

* Beware of overcorrecting course

Refines strategies based on a review of
the current conditions

* Confirm tactics that will be addressed in
the budget
Allocates resources

» A focused strategy identifies the most
valuable budget requests



Time horizons in strategic planning?®

* Vision = 4-10 yrs. Broad enough
that it can conform to changes in
strategy that goes with newly
elected leadership

| » Strategy = 2-4 yrs. Flexible to
won  mowweeme gdjust for changing elected
officials; short enough to show
timely progress on priorities

» Tactics = 1-2 yrs. Putting the
e i conesshows s hat tctic,strtey, o vsion ar f smaaneousy par of i g but recev strategy into action; a direct

different emphasis based on how far you are looking into the future. Connection to budget (and HR
practices, and operational plans)




Information gathering

Collaborative planning with: Why?

» Residents and Community Members * Hear from people with a stake in the
« Identify Important Issues issues at hand

 Employees  Build legitimacy

* SWOT Analysis « Helps inform decisions of leaders

e Consultants
* Future Analysis

]




Define the vision

An aspirational state for the
community.

Broad enough that it can conform
to changes in strategy with newly
elected leadership, but not so
broad as to be meaningless.

e, Aninnovative, friendly, engaging, and
po\aihpo\aic sustainable community where residents,
FLORIDA businesses, and visitors can flourish.”

“To preserve and enrich our community’s
CrarLaorre County  auality of life for those who live, work and
 FLORIDA play in our paradise.”

ST.LUCIE -

SN ANV ‘“ndless opportunity by design.”

FLORIDA A




Identify key areas

Nogport

FLORIDA

Good

Governance Quality of Life

Infrastructure
& Facilities
Integrity

Environmental
Resiliency &
Sustainability

STRATEGIC FOCUS AREAS

ST.LUCIE -
COUNTY

FLORIDA

24

CHARLOTTE COUNTY
FLORIDA

-

o

Public Services

To maintain a safe and healthy
community by delivering essential
services from skilled, professional and
dedicated public servants.

N/

Economic & Community \
Development

To create a business climate that promotes
a diversified, growing economy consistent
with sustainable growth management plans,
environmental stewardship and enhanced

.

Infrastructure

To build and maintain countywide
infrastructure that meets our evolving
needs and enhances our community
appearance, improves public safety
and protects our natural resources.

N\ quality of life. )
Ve

Efficient & Effective
Government

To manage fiscally sound county
operations with a culture of transparency,
accountability, citizen engagement and
innovation.

AN /

Goal:
Advance
Opportunity

Goal:

Environmental
Stewardship
and Resilient
Infrastructure

Goal:
Thriving
Community

Health
and Safety




Define the problem

1. How are we doing on the data?
« “Good Budgeting Starts with ‘

GOOd P|annin8" S. What is our action 2. What Is the story
. plan to tum the curve? behind the curve? 3
e Turn the Curve planning - @ y
Mark Friedman’s book Trying
Hard is Not Good Enough 3. Who are the partners
4. What works to who have a role to play
e Answer the 5 questions to O turn the curve? in tuming the curve? O
determine action plan for

implementing a solution based
on data

Source: Jear impact



Provide focus through constraints

Constraints act as a filter to remove some strategies from consideration
and highlight trade-offs between different strategies

e Support
* |Is a strategy supported by elected officials? Is it supported by residents?

* Crucial to align the align the authority and the money needed to see a
strategy through
« Capacity
* Does the organization have the operational capacity to enact and maintain
the strategy?

* Public value
* Potential to make a positive difference in the lives of stakeholders



Continuous
Improvement

toward

. Strategic Priorities
DIV &

Enables

Informs

Plans &
Policies



Linking financial & strategic planning

FY 2022 Adopted General Fund Budget

Good Governance,
10,750,610, 20%

Infrastructure &
Facilities Integrity,
1,657,260, 3%

Environmental Resiliency &
Sustainability, 185,120,
0.3%

Quality of Life,
6,831,804, 13%

Safe Community,
34,119,036, 62%

FY 2023 Adopted General Fund Budget

Good Governance,
13,576,380, 21%

Infrastructure &
Facilities Integrity,
3,763,775, 6%

Safe Community,
38,267,871, 58%

Quality of Life,
7,253,814, 11%



Benefits of long-term financial planning’

Creates a long-term outlook
e into other planning processes
E like budgeting, capital planning,
and revenue forecasting

Provides a tool for evaluating
long-term compliance with
financial policies

Communicates long-term financial
position to residents and other
stakeholders, including rating
agencies and bond investors

Helps diagnose potential risks
and causes of fiscal distress

Allows for pre-emptive action
to mitigate forecasted financial
distress

Stimulates “big-picture
thinking”

Defines parameters for
decision-making
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Questions?
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