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Financial Policies
(and related topics)

RI GFOA
May 5th, 2016

Your Instructor
• Mike Bailey

Mike Bailey has worked in local government finance since 1980 and is the Finance Director for the City of Redmond. Mr. Bailey is a former president of the Washington Finance Officers Association and past member of the GFOA Executive Board. He is the local government representative on behalf of GFOA to the Streamlined Sales Tax Project (SST).
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Learning Objectives
1. Articulate why financial policies are important to elected officials and public managers
2. Engage elected officials and executive managers in policy development
3. Analyze risks that the organization faces and develop policies in response
4. Write clear and succinct policies
5. Integrate policies into financial decision-making processes

3
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CLASS INTRODUCTIONS

Name
Organization
Role
Reason for attending this class
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Financial Leadership Through Policy Development

5

Lessons LearnedLeadership and Financial Policies 

6
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Best Practice: Adopting Financial Policies - GFOA Board Sept. 2015
• Institutionalize good financial management practices
• Clarify & crystalize strategic intent for financial management.
• Define boundaries.
• Support good bond ratings.
• Promote long-term and strategic thinking.
• Manage risks to financial conditions.
• Comply with established best practices.

7

Leadership Never Ends
• How do I get my arms around everything that needs to be done?

– Policies and best practices put you on the right path
– What area holds the most risk for your organization?

• Put it in place and you are done? Right?
– Policymaker turnover
– Staff and management turnover
– Maybe you have done it right – is it the right thing for your organization?

• A financial leader’s work is never done.
– It is challenging
– It is sometimes very hard and difficult
– It can also be very rewarding
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The Adoption of Ideas

S9

Right now, we are looking for these people
Right now, we are looking for these people

They are willing to meet the product where it is 

They are willing to meet the product where it is 

As you go to the right, they expect the product to meet them where they are
As you go to the right, they expect the product to meet them where they are
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Financial Leadership
• Why did you get into Government Finance?
• What do you want to accomplish?

– What is your personal plan for improvement?
• Technical skills are important
• Financial leadership goes beyond the technical
• The mighty spreadsheet and the bottom line is not how all people make decisions.
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Financial Policies are the Foundation
• Leave the organization better than you found it.
• It is what good finance officers do – just as birds fly and fish swim – it is a part of us and we want to be better.
• It has been proven to me that it works.

11

Requires More Than Technical Expertise
• Senior management buy-in and support
• Change management - look for examples of where change has been successful or not successful in your organization, and learn from it
• How the finance department is viewed in the organization

– Isolated
– Neutralized
– Engaged

12
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How To Be Successful Implementing Policies
• Become exceptional communicators and leaders

– Look long-term and strategically
– Enhance your oral, written, presentation, and listening skills 
– Credibility is key with all stakeholders

• Show departments you understand their challenges and needs
13

Key: Have the Right Policies
 If you want to be credible and put the right policies in place

– Understand your entity
• The revenues and expenditures of the fund being discussed

• How the different funds operate and interact
• Have good forecasting processes
• The culture

14

When Financial PoliciesDo Not Work Well
 If used to micromanage to control departments and people
 If procedures and policies are not kept separate

– Policies provide guidance for now and the future
– Procedures say how you will do your daily work and are detailed

– How is the watch made? 15
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Institutionalize the Policies
• Writing them does not do any good if they do not become a part of your culture.

– Brittle versus resilient 
– Communicate and champion

Why? Next slide.

16

Well Written Policies Survive Turnover and Change
• Two major recessions
• Several changes in council

– Four elections with five seats open each time
• Two city managers
• Many retirements and changes in directors 
• 85% change in staff in the finance department
• Entirely new budget staff
• Unexpected medical absence 

17

Take - Aways
 The End Goal: Fiscal Sustainability and Resilience – policies can help you get there
 Expand beyond the technical
 Establish essential policies first
 Make them a part of your culture
 Monitor and adapt when needed
 Buy Shayne’s book – it is an excellent resource

18
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About Financial Policies
Section 2

Topics
• What are policies? 
• The reasons for policies
• Making financial policies relevant
• GFOA Best Practices

– Relevant to financial policies

20

What Are Financial Policies?
• Guidelines for operational & strategic decision making

– Ideally, adopted by the governing board
• Identify acceptable, preferred and / or unacceptable courses of action
• Establish operating parameters
• Provide a standard to judge performance

21
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The Reasons for Policies
• Institutionalize good financial management practices
• Clarify & crystallize strategic intent for financial management 
• Define boundaries
• Promote long-term & strategic thinking
• Manage risks to financial condition

22

YellowknifeStabilization Fund Reserve Policy

23

Know the Boundaries
(before you play the game)

• What’s out of play?
• Umpires clarify theboundaries beforeevery game
• You should too

24



5/2/2016

9

Promotes long-term / strategic thinking

25

Key ConceptAccountability vs. Flexibility
• Accountability: The requirements of responsibility to the public and to follow regulations
• Flexibility: The ability of managers to take action in pursuit of public goals
• The tension between the two is the classic dilemma of public administration

– Accountability requires checks & balances to ensure procedural integrity
– Flexibility demands freedom of action to meet performance goals

• Take-Away: Policies can provide varying levels of discretion to public officials. 

26

Accountability vs. Flexibility
Investment

Capital Budgeting
Operational Budgeting

Reserves
Revenue & Expenditure

Debt

Acc
oun

tab
ility

Flexibility
27



5/2/2016

10

Policy v. Procedure
• Can be hard to distinguish 
• Policies…

– Are principles adopted by the board
– Are written for broad audience
– Require procedures to put policy into practice

• Procedures…
– Comprise administrative details
– Are written for a narrower audience

28

Making Policies Relevant
• Pay attention to policies and compliance with policies

– Consider a compliance review checklist
• Use policies to guide important decisions
• Ad hoc review and revision
• Orient new board members 
• Show how policies solve problems or create benefits 

29

Example of Policy Self-Assessment

Policy Statement Status Comment 
Utility Rates & Fees. The City will set fees and user charges for each utility fund at a 
level that fully supports the total direct and indirect cost of the activity. Indirect costs 
include the cost of annual depreciation and overhead charges. 

An annual review of 
the utility rates was 
completed. 

Accounting. Maintain a liquidity ratio of at least 1:1   
Reserves. The City will establish a Golf Course Improvement Reserve for costs 
associated with capital improvements budgeted in the Golf Course Fund. The reserve 
will be maintained at a level at least equal to the projected five-year costs. -- 

Reserve = 
($510,000) for FY 
2005-06 

 

30
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Best Practices
• Adopting Financial Policies
• Appropriate Level of Unrestricted Fund Balance in the General Fund 
• Long-Term Financial Planning
• Achieving a Structurally Balanced Budget
• Determining the Appropriate Levels of Working Capital in Enterprise Funds
• Measuring the Full Cost of Government Service

31

Take-Aways
• Policies are essential tools of financial governance
• Consider developing formal policies as prerequisite to financial planning
• You don’t need to develop them all at once

– Take a selective approach
• Refer to GFOA’s Best Practices for the latest in guidance on financial policies

32

The Policy Development Process
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Agenda
• Steps to follow

– A risk-based approach

• Common objections to policies
• Policy writing tips

34

Steps to Follow

35

Establish a Vision for Financial Condition
• Define the big picture board vision for financial condition

– Define “financial sustainability  and resilience” in the policymaker’s words

• Policies become a tool to bring the vision to reality

36
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Yolo County’s Principles of Financial Sustainability
• Ensure continuing value of services into the future. Assess the usefulness of services and the public’s satisfaction with services.
• Operate within available means and with optimal debt. Adopt balanced budgets, enforce budgetary controls, and make financial responsibility everyone’s job.
• We are responsible for our financial health and take charge of our financial destiny. Maintain adequate reserves, monitor financial condition, and build productive partnerships with stakeholders in the County’s financial position.
• Build and preserve ability to produce. Identify key assets, physical and human, and ensure their ability to create value.
• Plan to stay in business for the long-run. Develop and maintain long-range plan for finances and key operation areas.

37

Financial Management Policies
Basic Policy Statement

The City of Renton is committed to the highest standards of responsible 
financial management. The City, including the City Council, Mayor and staff 
will work together to ensure that all financial matters of the City are 
addressed with care, integrity, and in the best interest of the City.
The rules and procedures contained in this section are designed to:
1. Protect the assets of the City of Renton;
2. Ensure the maintenance of open and accurate records of the City’s 

financial activities;
3. Provide a framework of operating standards and behavioral expectations;
4. Ensure compliance with federal, state, and local legal and reporting 

requirements; and
5. Provide a means for the City Council to update and monitor these policies 

with the assistance and cooperation of the Mayor’s office and the Finance 
and Information Services Administrator.

38

City of Renton - Lines of Authority
1. The Renton City Council has the authority to execute such policies as it 
deems to be in the best interest of the City within the parameters of federal, 
state, and local law.
2. The Finance Committee has the authority to perform reviews of the 
organization’s financial activity, determine the allocation of investment deposits, 
and assure that adequate internal controls are in place.
3. The Mayor and Chief Administrative Officer (CAO) have the authority to 
oversee the development of the biennial budget, make spending decisions within 
the parameters of the approved budget, enter into contractual agreements, make 
capital asset purchase decisions and make decisions regarding the allocation of 
expenses within designated parameters. Unless otherwise specified in this 
document, principal responsibility for complying with the directives enumerated 
herein shall be vested in the Mayor.
4. Each Department Administrator has the authority to expend City funds within 
approved budget authority and in accordance with procedures prescribed by the 
Mayor’s Office, and to recommend spending requests within the parameters of 
the approved budget process to the Mayor.

39
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Define the Problem the Policy Addresses
• What is the risk the policy is managing?

– Focuses the policy on issues with impacts that are easy to appreciate
• Work with CEO and Board to define risks

– Example: St. Petersburg, Florida used its vulnerability to hurricanes as the driving force behind development of a reserve policy.

40

Policy Development Questions to Ask
• What risks (or issues) will the policy mitigate?
• How will the policy mitigate these risks?
• What are the potential costs of the mitigation strategies?

41

Draft the Policy
• Address fundamentals

– What does the law say?
– What do GFOA “Best Practices” say?
– What are other governments doing?

• Consider how will others react to the policy
• Consider impacts on risk

42
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Example of Risk in Policy Writing
• Consider these options for a grants policy:

– Any grants must be consistent with the government’s mission and strategic priorities.
– A multi-year cost/benefit analysis must be performed before a grant is pursued and/or accepted.
– Upon expiration of a grant, a thorough review of the program’s value is conducted before it is supported with general tax dollars. 

• What risks do these policies cover? At what cost?
43

Executive Team Review
• Expose objections

– Use these to make the case for the policy

• Gain new sources of support
– Wording suggestions
– Find operational reasons for the policy

44

Present Policies to Board Informally
• Review with elected officials is less formal, low-stakes setting

– One-on-one meetings, workshop

• Reveal concerns, better adapt policy to board’s needs

45
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Public Comment Period
• Optional step
• Can be helpful to reveal unexpected public reactions and modify policy before formal board consideration

46

Formally Consider & Adopt Policy
• Limit the number of policies considered at once

– Go for deep commitment to a smaller number of policies
• Spread credit to all the participants

47

Put Policy into Practice
• Make staff aware of the new policy

– Create a central repository, like a website
• Develop administrative procedures

– Identify responsible staff person for policy & procedures
• Integrate policies into LTFP

– Reserve analysis, financial trend analysis, policy self-assessment
48
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Maintain Policies
• Regular review

– Formally review with board and staff how the policies are working (or not working)

• Ad hoc review suggested by special events
– Change in law
– Financial crisis
– Management issue

49

Common Objections
• The policy is a good idea, but this is not the right time.

– Strike while the iron is hot and prioritize competing items
• The policy is too difficult to understand

– Draft it to be concise and clear
– Involve the board in the development

• It will be impossible to get unanimous agreement on the policy
– Unanimous agreement is rarely possible for any new idea
– Form a “guiding coalition” of committed supporters

50

Common Objections
• The proposed policy goes too far

– Use to show that there is agreement that a policy is at least needed (only the current one is too much)
• Policy diverges from our traditional values

– Show that policies support deepest values of good government, while admitting that procedural traditions may need to change
• The policy leaves too many questions unanswered

– Point out that new ways of doing things always have some uncertainties, but many other governments have managed successfully. 
51
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Writing Policies (A Preview)
• Design features of good policies
• Writing devices

– Preambles and rationales
– Performance targets
– Dates
– “If, then” statements
– Decision rights and responsibilities
– Segregate the details

52

Design features
• Explicit. Policies must exist in written form 
• Current. The policy is kept up to date.
• Literal. The policy is clear as to its intentions.
• Centrally Available. The policy is easily accessible to those that need it.
• Concision. The policy is brief and to-the-point. Primarily, this is accomplished by separating staff level procedures from true board policy. 
• Comprehensive. The policy addresses the risks and issues that impact public officials’ decision-making.

53

Device – Preambles & Rationales
• Preamble. Gives readers insight into the broader intent behind a large portfolio of policies.  Mesa County’s preamble:

– The policies are intended to serve as a blueprint to achieve the fiscal stability required to accomplish the County's policy goals and objectives. Objectives are:
• To set forth operating principles which minimize the cost of government and reduce financial risk.
• To maintain appropriate financial capacity for present and future needs.
• To ensure the legal use of financial resources through an effective system of internal controls.

54
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Devices – Performance Targets
• Targets make the policy more literal & explicit

– Could be a ratio or raw number, but any source of valid evidence that resonates with the board will do
• Targets can be expressed in ranges

– Provides some additional flexibility
• Policy “goals”

– May be a lower risk way to incorporate numerical targets
55

Target Examples
Policy Issue Hypothetical Target
Amount of reserves to maintain? Reserves should be equal to15% of 

annual operating revenues
Acceptable level of yield on idle funds? Attain a return on short-term 

investments at least equal to the 
three-month treasury bill

Acceptable level of debt? No more than 10% of the budget may be 
spent on debt service

How to fund asset maintenance? A minimum of 10% of all new 
(ongoing) discretionary revenue will 
be devoted to deferred maintenance 
and infrastructure.

How often should forecasts be made? The finance department shall prepare a 
long-term forecast at least annually.

Device - Dates
• Dates can make policies more literal and current
• Adoption date and last update are fundamental
• Also can be used in combination with target ranges

– General obligation debt shall not exceed 3.5% of the assessed valuation of taxable real property, with a goal to reach 3% by July 1, 2015.
57
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Device: If, Then Statements
• If, then prescribes a course of action if a certain condition comes to pass
• Example from the City of Long Beach

The annual budgets for all City funds will be structurally balanced throughout the budget process. Recurring revenue will equal or exceed recurring expenditures in both the Proposed and Adopted Budgets. If a structural imbalance occurs, [then] a plan will be developed and implemented to bring the budget back into structural balance.

58

Device: Decision Rights & Accountabilities
• A policy should define who has decision-rights and responsibilities for the policy. 
• Three possibilities

– Fundamental: Designate a responsible position or subunit for developing procedures and controls
– Optional: Establish oversight committee. Commonly used for debt and investment policies. Decide where the committee provides value and write the policy to provide that value
– Optional: Reserve specific decisions for the board or management

59

Device: Segregate the Details
• Details may be desired to make a policy more comprehensive, explicit, and literal. This can compromise concision.
• Consider alternatives to more detail in the policy

– Segment the policy into different sections
• Purpose; policy; procedures; authority

– Develop parallel set of administrative procedures or directives that are for staff
60
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Take - Aways
• Where do I start?  Where is your greatest risk

– It is a cinch by the inch.
• Follow the steps to develop

– It is change management
– Build your coalition

• Be ready to address common objections
• Review the policy writing tips before you start
• Full speed ahead!

61

Reserve Policies

Agenda
• General fund reserves

– About reserve policies
– Sizing your reserve
– Key policy elements

• Enterprise Funds
• Reserves in other funds
• Replenishing reserves

63
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About a Reserve Policy
• Corner stone of financial flexibility

– Buffer shocks
• Economic
• Natural Disasters

– Manage risk
• Trials or pilot programs or services

• Policy is essential to:
– Define amount to hold in reserve
– Describe purpose of reserves

64

Reserves v. Fund Balance
• Fund balance

– An accounting term for the difference between assets and liabilities

• Reserves
– A budget/policy term referring to resources set aside to provide a buffer against risk
– May only refer to a portion of fund balance

65

GASB 54 and Reserve Policy
• 5 categories of fund balance

– Non-spendable fund balance
– Restricted fund balance
– Committed fund balance 
– Assigned fund balance
– Unassigned fund balance

• The last three are “unrestricted fund balance” and are typically the subject of a policy
66
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Reserve Key Questions
• These questions should guide the discussion resulting in policy language

o What is the right level of reserves –for each type of fund? 
o What factors influence the "right" level of reserves?
o What are the most important elements of a reserve policy? 
o What is the right financial strategy for using reserves for budgetary stabilization? 
o If used, how fast should they be replenished?

67

The Right Level of Reserves?
• How to measure?

– Reserves as a percent of 
• Regular revenues or…
• Regular expenditures

– Choice depends upon which is more predictable
City of Redmond  - Reserve Fund Policies
a. The City will maintain General Operating Reserves at a level equal to at 

least 8.5% of the total General Fund budgeted revenue, excluding the 
beginning fund balance, development review revenue, and any significant 
one-time revenue. A separate reserve shall be established for 
development review services and economic stabilization.

68

The Right Level of Reserves?
• What does GFOA recommend?

– As a baseline for the general fund: 
• 16% of regular operating revenues
• 2 months of regular operating expenditures

• S&P’s views on available reserves
– Low: Below 0%
– Adequate: 1%-4%
– Good: 4%-8%
– Strong: 8%-15%
– Very strong: Above 15%

69
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Factors Influencing the “Right” Level?
• GFOA recommendation = a baseline

– Often a great place to start the conversation
• Need to adjust based on local conditions
• Conduct an analysis

– Catalogue major influencing factors
– Analyze past experience on factors
– Judge implications for reserves

70

Risk Factors to Consider
 Vulnerability to Extreme Events & Public Safety
 Revenue source stability Types of revenue Concentration in tax base
 Expenditure volatility Look for spikes from unusual, non-recurring circumstances

71

City of Everett, WA Policy
• Fund Balance is defined as the excess of assets over liabilities, which is an unreserved, undesignated resource that remains part of the General Government budget. The City desires to maintain a prudent level of financial resources to guard its citizens against service disruption in the event of unexpected temporary revenue shortfalls or unanticipated and extraordinary one-time expenditures. The Fund Balance has been accumulated to meet this purpose, to provide stability and flexibility to respond to unexpected adversity and/or opportunities. The long-term target is to maintain a rolling beginning fund balance equal to 20% of operating revenues. 
• The City’s goals are to maintain annual expenditure increases at a conservative growth rate and limit expenditures to anticipated revenues. Revenues in excess of operating expenditures, (“Surplus Funds”), may be transferred to a Capital Reserve, Long Term Obligation, or Debt Service Fund. Capital projects, Street Overlays and Motor Vehicle replacements may be funded from Capital Reserve funds. 
• The decision to retain a fund balance of 20% of operating revenues stems from the following considerations: 

– This amount, in combination with the Rainy Day Fund, provides adequate funding to cover approximately three months of operating expenses. 
– It provides the liquidity necessary to accommodate the City’s uneven cash flow, which is inherent in its periodic tax collection schedule. 
– It provides the liquidity to respond to contingent liabilities. 

72
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• Fund balance may be accessed under the following conditions: 
– The Fund Balance target will be maintained at 20% of Operating Revenues. Surplus Funds may be transferred to a Capital Reserve, Long Term Obligation, Debt Service Fund, or may be used to restore the target fund balance. 

– A maximum of 25% of the General Government Fund Balance (5% of operating revenues) may be used to fund unforeseen expenditure requirements or unanticipated revenue fluctuations. The City will identify a plan to restore the Fund Balance to its target amount as part of the budget proposal. 

– Except in the event of the declaration of an emergency by the City Council, a minimum Fund Balance equal to 15% of operating revenues will be maintained. A supermajority of the council is required to approve use of the Fund Balance such that it falls below the 15% target. The City will identify a plan to restore the General Government fund balance to its target amount as part of the emergency budget proposal. 

City of Everett, WA Policy

73

• Why this policy in Everett?
City of Everett, WA Policy

Value 
MillionsDelivered

74

Risk Factors to Consider
 Leverage Debt – is use of debt part of your financial resiliency strategy? Maintenance / replacement Budget practices Large contingencies reduce need for reserves Liquidity What does the cash flow curve look like? Are reserves needed for working capital?

75
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Snohomish County Fire District
Cash Flow

76

Risk Factors to Consider
• Other funds’ dependency

– Are other operations outside the fund subsidized by the fund?
– If so, is the fund also seen as a “backstop” against risk?

• Growth
– High growth may require higher reserves

• Capital projects
– What is the expectation of using reserves for capital projects?

77

Other Drivers to Consider
• Government size
• Management plan
• Borrowing capacity
• Public perception
• Labor Issues
• Political Support

– Is there a level of reserves that resonates? 
– Can elected officials be engaged in the analysis?

78
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Most Important Policy Elements?
• Reserve target levels

– Consider breaking into subcategories
– Key word: credibility

• How to reach target levels
– Broad guidance in policy
– Use a long-term financial plan for more specifics

79

Most Important Policy Elements?
• Conditions for use of reserves

– Use of Reserves
– Authority to Use Reserves
– Replenishment of Reserves
– Excess Reserves

80

Targets
• Louisville Metro

– Between one and two months of monthly average current year general fund budgeted expenditures
• Portland

– 5% (of revenues) emergency reserve & 5% counter-cyclical reserve
• Minneapolis

– 15% of the following year’s revenue budget amount

81
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Other Policy Examples
• Authority to use (Portland)

– The City Manager makes recommendations to the Finance Committee of the City Council on use
• Replenishment (Portland)

– Restore the fund balance in upcoming budget cycles in such amounts as deemed prudent under then-existing economic conditions 
• Excess reserves (Minneapolis)

– Hold if contingencies warrant, move to other funds if needed, or spend on approved special projects

82

Using Reserves for Stabilization?
• Describe how reserves fit into “bridging” strategy
• Have a credible fund balance policy
• Get skilled at distinguishing between one-time and permanent decreases

– If it is permanent, how long is the downturn expected to last?
• Develop a replenishment strategy for after it is used

– How will it be replenished? 
– By when will it be replenished? 

83

Using ReservesKey Policy Questions to Ask
• How will fund balance compare to policy standards as a result of the use?

– What vulnerabilities does it leave to other risks?
• How soon can balances be built back up?
• What other mitigation tools might eliminate the need to use fund balances? 

84
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If Used, How Fast Should They Be Replaced
• Need to have a plan and follow it
• Can be very challenging during tough times
• Two to three years maximum

85

Reserves in Other Funds

Reserves in Governmental Funds
• Fund balance doesn’t have same risk-mitigating role

– Special revenue. Intent of fund is show funds are spent for intended purpose 
– Debt service. Debt liability not reported in the fund, so fund balance analysis is not meaningful
– Capital projects. Presumed that all funds will eventually be spent on the project
– Permanent funds. Presumed that all funds will eventually be spent on intended purpose

87
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Reserves Can Still Play a Role
• Target level of reserves. 

– Not to manage risks but to better accomplish fund purpose
• Maximum level of reserves. 

– Define the maximum allowable fund balance
• Source of funding. 

– Relevant were target has been set but there is no natural source of funding
88

Reserves in Internal Service Funds
• Target reserves should be a function of the liabilities the fund is subject to

– Minneapolis, Minnesota: Self-Insurance Fund shall maintain a cash balance equal to the unpaid claims payable amount on its balance sheet plus 10% of the annual department operating budgets within the fund. Net assets within the fund should not fall below zero.
• Address how reserves will be funded
• Address use of reserves, especially for self-insurance
• Address what happens to excess reserves

89

Reserves in Enterprises
• Reserves help manage risk
• Use “working capital” instead of “fund balance”
• GFOA recommends 45 days as a bare minimum amount of working capital
• Start with an assumption of 90 days and adjust based on relevant risks

90
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Enterprise Risks
• Support from general govt. Is the enterprise “backstopped” by the govt? 
• Cash cycles: Are there big ups and down in cash?
• Customer concentration: Is there heavy reliance on few customers? 
• Demand: Is demand steady or volatile? 
• Control of rates: Can the enterprise set rates relatively freely?
• Expenditure volatility. What is the exposure to extreme events? 
• Debt. Does debt constrain financial flexibility? 

91

Reserve - Other Funds
• What type of fund is it? 

– More like a GF or an Enterprise Fund?
• Go back to:

o What is the right level of reserves? 
o What factors influence the "right" level of reserves?
o What are the most important elements of a reserve policy? 
o What is the right financial strategy for using reserves for budgetary stabilization? 

92

Replenishing Reserves
• Why is it important?

– Does a hundred year flood mean it will only happen once every 100 years?
– Do major businesses always give notice of when they may close or leave the area
– Do we control when mines will shut down?

• Key – have a plan: one, two or three years?
• How else if the first plan does not work? 
• A really good place for using one time money that comes in. 

93
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Take-Aways
• All funds are not the same so plan accordingly
• Reserves are critical to financial planning

– Flexibility
– Risk mitigation

• A policy defines a target level and what reserves can be used for
• Analyze the risks you face to define your target
• Replenishment of reserves is essential

– A hundred year event does not happen every 100 yrs
94

Exercise #1  - Discussion Questions
• In the Everett Herald article “$1M proposed to fight homelessness, crime in Everett” the first 3 paragraphs talk about financial policy topics.

– What are the policy topics you believe are being raised in this article?
– What is good / what is bad (from a financial policy perspective) about the proposal?
– If you were the finance officer responsible for providing advice to this city, how would you proceed?
– If the plan were approved and implemented, what might be your recommendations for the future?

95

Revenues and user fees policies 
General revenue policies
Setting fees and charges

One-time / unpredictable vs on-going
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Objectives of Revenue Policies
• Overall revenue strategy

– Strong mix of revenue to sustain operations
– On-going versus one-time revenue considerations
– Revenue volatility / predictability
– Regressive versus progressive revenues
– Forecasting approach

• Forecasting methodologies to be used
• Conservative versus realistic
• Growth versus stability
• Multiple forecast scenarios

97

Objectives of Revenue Policies
(continued)

• Overall revenue strategy
– Frequency of forecasts / forecast updates
– “Price of Government” considerations
– Stance of government toward collecting owed revenues

98

Revenue Diversification
• Revenue diversification

– Policies typically favor seeking a diversified revenue base, but…
– Policies may address reliance on less stable on-going revenue sources (i.e. development revenues)

• May be pledged to support related expenses
• May be pledged to support growth related infrastructure

99
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Revenue Policy Ideas
• Sample policy from Denver on volatile revenue. 

– It is not prudent to allocate sales tax revenue that exceeds the normal growth rate (defined as the average annual growth rate over the last ten years) to on-going programs. Therefore, sales tax revenues that exceed the normal growth rate should be used for one-time expenditures or to increase reserves for the inevitable economic downturns. 
100

City of Redmond -
3. Revenue Policies
a. The City will strive to maintain as diversified and stable a 
revenue system as permitted by state law to shelter it from 
short-run fluctuations in any one revenue source. The 
revenue mix should combine elastic and inelastic revenue 
sources to minimize the effect of an economic downturn.
f. In each odd numbered year, the City will review user fees to 
adjust for the effects of inflation and other factors as 
appropriate. The City will set fees for user activities, such as 
recreational services, at a level to support the direct and 
indirect costs of the activity in accordance with cost recovery 
policies adopted by Council.
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Osborne and Hutchinson 
devote a significant amount 
of space in their book to 
finding the right “Price of 
Government”.  The right 
“price” is essential to 
maintaining support for the 
level of services provided to 
the community.  To arrive at 
a “price of government” they 
divide all the governments’ 
revenues by “community 
income” (per-capita income 
times the population).  The 
resulting ratio reflects how 
much of the community 
income is invested by that 
community in city services.

The “Price of Government”
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Objectives for User Fee Policies
• Clarify objectives of the various fee types

– Degree of revenue recovery
• Cost basis for recovery analysis

– Program access
• Subsidy for certain types of fees or users
• Use of fees to control utilization

• Fee review parameters
– Schedule, review level, authority (who sets which fees?)
– Notice, process, review / appeal
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Grant Revenues
• Before applying / acceptance

– Any grants must be consistent with the government’s mission and strategic priorities
– A multi-year cost/benefit analysis must be performed before a grant is pursued and/or accepted.• After receipt
– Upon expiration of a grant, a thorough review of the program’s value is conducted before it is supported with general tax dollars. 
– Ideas / suggestions about how to budget and account for grants

• Cost accounting
• Internal controls over grant expenditures / proper invoicing of grant related revenues
• Federal / state grant management standards
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Changing Fees orImplementing New Fees
• Denver’s policy criteria

– Whether the service benefits the community in general or only the individual or group receiving the service
– Whether the service is provided only by the public sector, or also by the private sector
– Whether imposing the full cost fee would pose a hardship on specific service users
– Whether imposing the full cost fee would place the City and County of Denver at an economic disadvantage
– Whether not imposing a full cost fee would cause an unrealistic demand on the service.
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Collections
• A revenue policy should provide broad guidance to staff on how to execute revenue collections. 
• A policy might direct the staff to engage in “aggressive” or “vigilant” tax collection. 
• Ideally, the policy will include a defining target. 

– New Castle County, Delaware’s policy directs staff to “aggressively collect delinquent County property tax in order to achieve year-end accounts receivable balance of $2.3 million.” 
• A target could also be stated in more generic terms, such as limiting uncollected amounts to 2% of annual yield. 

– The City of Portland, Oregon’s policy further supports aggressive collections by directing that projects to improve net collections will be given priority in the City’s budget process. 
– City of Redmond’s performance measures set targets and evaluates results of total receivables over 60 days old as a percent.
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Target (no more than)

City of Redmond
Percent of Bad Debt  < .04% of total revenues

Rating
Improving

Influence
Medium

Due to improvements in bankruptcy filings, receivables over 30 days have declined by 46% (Aging report: January 2012 vs January 2011).  Current outstanding receivables over 30 days: $26K ; Total Billed in 2011: $41M.    
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Discussion Topic
(if we have time)

• “Conservative” forecasts
– Policies often call for a “conservative” forecast. 
– However, our forecasting research suggests this can cause some problems. 
– What are the implications of this kind of policy?
– What are other potential policy approaches?
– What are the advantages / disadvantages of each?
? Which occurs in your policies and why?

108



5/2/2016

37

Other Policies
Capital Asset Management

Debt
Investments
Procurement

Capital Asset ManagementKey Policies
• Four major areas:

1. Capital improvement program (CIP)
2. Capital budgeting
3. Capital project management
4. Capital asset maintenance

110

CIP – Capital Improvement plan to make over a multi-year period
• Policy should define:

– What qualifies as a capital Project?
– Scope 
– How projects will be submitted for consideration
– Who participates in the development
– How projects will be selected
– Operating budget impacts
– How anticipated revenues and expenditures will be balanced in the CIP
– How new costs will be addressed in decision making
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Scope
• Timeframe – norm five years – utilities longer
• What is a capital project - $ and useful life
• Life cycle costing? 
• New operating costs
• Funding source
• How it relates to other plans
• Who will evaluate projects and how
• Appeals?

112

Capital Budgeting
• The first year of the CIP and what will be in the current or proposed operating budget 
• If you have this as a policy it links your operating budget to your capital budget
• What if the actual bid comes in under the budget?

– Where do the funds go?
• What if it is over the budget?

– Options: eliminate, defer, re-scope, re-allocate, find other funds 
113

Capital Project Management
• Each shall have a project manager
• Sunset on authorization or appropriation and changed only by policy maker or CEO action
• Will appropriations automatically be carried over or will they lapse and need to be re-appropriated
• Limits on amendments or change in scope
• Regular progress reviews and who reviews
• Updated financial analysis of sources to uses
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Capital Asset Maintenance
• From my experience – the most challenging

– It is not glitter or new – it is all about sustainability and resilience
– Competes for operating dollars
– Buildings, equipment, fleet, whatever else will need to be replaced or refurbished over time

• Inventory by class and assess condition
• Evaluate and prioritize
• Develop funding policies
• Monitor and communicate progress

115

Debt Policies

Topics
• Conditions for debt issuance
• Financial limitations
• Debt issuance process
• Debt management process
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Conditions for Debt Issuance

Acceptable Conditions for Debt
• There are favorable market conditions

– There are good interest rates
– The construction market is soft

• Bond ratings are investment grade
– Project supports an investment grade rating

• Distributes costs and benefits appropriately
– Intergenerational equity concerns
– Public vs. individual benefits

• Project has a certain minimum useful life
119

Example Policies for Conditions
• The assets funded by debt issuance shall have a life expectancy that is equal to or greater than the final maturity of the bonds issued.
• Bond refunding will be considered if the present value savings using the True Interest Cost (TIC) method is X percent or greater.

– The smaller the bond issue the greater the % of savings needs to be
– Volatile markets can change the amount of the savings very quickly
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Restrictions on Debt Issuance
• Using debt to fund operations

– Multi-year debt will not be used to pay for ongoing expenditures.
• Length of issuance

– Final maturity will not be longer than the useful life of the asset (s)
• Size of issuance

– Maximums or minimums
• Prohibit certain types of debt

– Derivatives are a common example
121

Financial Limitations

Common Indicators
• Measure impact of debt on budget

– Debt service as a % of expenditures
• Total debt service payments per year shall be no greater than X% of operating costs for the fund.

• Measure community’s ability to support debt
– Debt per capita (good metric to have at all times)
– Debt divided by assessed value or full cash value
– Also consider these measures from overlapping perspective
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S&P’s Analytical Characterizations
Debt Service as a Percentage of Expenditures
Low Below 8%
Moderate 8% - 15%
Elevated 15 – 20%
High Above 25%

S&P’s Analytical Characterizations
S&P’s Analytical Characterizations of Debt Levels (Overlapping)

Debt Compared to Population Debt Compared to Market Value

Very Low Below $1,000 Low Below 3%

Low $1,000 - $2,000 Moderate 3% - 6%

Moderate $2,000 - $5,000 Moderately High 6% - 10%

High Above $5,000 High Above 10%

Setting Limits
• Use rating agency guidelines plus a review of comparable communities to establish a baseline
• Use professional judgment to the select limits that made sense in this context and that will prove valuable to elected officials.
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Sedgwick County’s Approach
• The County will not engage in debt financing unless the proposed obligation, when combined with all existing debts, will result in debt ratios throughout the life of the proposed obligation that are less than at least three of  the following benchmarks:

– Per capita direct debt will not exceed $500
– Per capita direct, overlapping and underlying debt will not exceed $3,000
– Direct debt as a percentage of estimated full market value will not exceed 1.5%
– Direct, overlapping and underlying debt as a percentage of estimated full market value will not exceed 6.0%
– Annual debt service will not exceed 20% of budgeted expenditures
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Debt Issuance Process

Key Policies
• Approval of Issuance

– Who can authorize debt and under what conditions?
• COB it is in the city charter

• Determining the Method of Sale
– State preference for competitive sales
– Describe conditions for negotiated sales

• A refinancing is dependent on market/interest rate timing.
• The debt is unique and requires particular skills from the underwriter(s) involved. 
• There is a compressed time line due to extenuating circumstances and a competitive process cannot be accomplished.

• Selection and Use of Professional Service Providers
– Describe selection process
– Evaluation procedures
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Debt - Key Policies
• Investment of bond proceeds

– Arbitrage limits is the most important consideration
– Policy should require that steps be taken to minimize arbitrage liability

• Compliance practices
– Policy for a system of arbitrage monitoring and filing
– Comply with bond covenants and ordinances
– Post issuance compliance has become more rigorous and it is best to have a specific policy

• IRS form 8038G compliance – special attention
130

Items of Special Note 
• Political sensitivity and leadership

– Beware of the political arena you are in
• Will they fly?

– If not – start small and plant seeds for future improvement
• Special opportunities can occur in the market

– Keep policies flexible enough so you can take advantage of them.
– Recent issuance and the short tranche
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Investment Policies
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Investments – Key Policies
• Scope – what funds will it cover
• Objectives – Safety, Liquidity and Yield
• Pooling funds
• Standards of care: authority to invest, by committee, prudence, ethics & conflicts of interest
• The portfolio: what is authorized, what is prohibited, diversification, length of maturity, competitive bidding process
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Investments – Key Policies Continued
• Safekeeping and Custody

– Eligible institutions
– Investment advisors
– Collateral
– Safekeeping 
– Internal Controls

• Reporting
– Frequency and Format
– Performance Targets
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Procurement – Key Policies
• Guiding values of your organization: Purchasing

– Accountability, ethics, impartiality, professionalism, service and transparency
• Objectives: Cost, Quality, timeliness, managing risk, social and economic objectives, maximize competition, maintain integrity and transparency
• Purchasing Authority: What dollar levels spell it out – extremely important that policies be followed if ever have to deal with FEMA 
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Procurement – Key Policies Continued
• Exceptions to bidding: Sole souce, existing agreement, standardization, emergencies
• Purchasing preferences: Socio Economic Objectives – local businesses, minority owned, women owned, drug free workplace, green
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Take-Aways
• Capital asset management helps you plan for and address future needs in both operating and capital areas
• Debt policies can help give decision-makers confidence in using debt as a financing tool
• Investment Polices – Safety, Liquidity and Yield means - if you don’t know what you are doing don’t do it and find someone who does.
• Procurement policies provide guiding values for your organization 
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Budget policies 
Section 8
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Long Term Financial Planning Policies

A Multi-year Financial Look at Your Organization 
If the following continue as is what will happen in x years?
• Pension and OPEB liabilities
• Operating Asset Maintenance and Replacement
• Retiree Health Care Benefits
• Capital Replacement
• New Capital and Operating Costs
• Revenue Growth versus Expenditure growth for current programs plus the new ones
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It Is How We Go About Doing It 
• Buy in and commit to preparing a plan.
• Determine the scope of the plan
• Determine the relationship between Financial and Strategic Planning – what is the bridge?
• Find the Imbalances

– The policy can direct that a plan include meaningful analysis of trends and conditions
• Long-term balance

– Where future issues are identified and possible solutions are also identified
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Annual Budget Policies

Agenda
• Objectives of budget policies
• Examples of topics typically included
• Initial establishment of budget policies
• Maintaining relevant budget policies
• Effectively utilizing budget policies in budget development and management
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Objectives of Budget Policies
• Type and use of budget development

– Incremental vs. Zero Based vs. Budget by Objectives, etc.
– Schedule 

• Describe roles of the participants
– Potential roles to include: policy, citizen / community, business sector, management, labor

• Outline a general schedule
– More of a chronology / logic sequence

• Documenting budgeting purpose and ideals
– Role of strategic planning in the budget process
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Essential Budget Features
• Scope

– What funds or units will be included?
• Length of the budget period

– Annual or biennial? – Additional Planning periods?
• Basis of budgeting

– Will you budget in accordance with GAAP?
• Level of control

– Not to much, not to little! 
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Define a Balanced Budget
• State/provincial law often calls for a “balanced budget”

– However, this may only mean that sources = uses
– This may not, in fact, be sustainable

• Develop a local standard for a balanced budget
– Strict: recurring revenues = recurring expenditures 
– Less strict: operating revenues = operating expenditures 
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Examples
• Long Beach, CA

– The annual budgets for all funds will be structurally balanced throughout the budget process. Recurring revenues will equal or exceed recurring expenditures in both the Proposed and Adopted Budgets…
• San Luis Obispo, CA

– The City will maintain a balanced budget over the two-year period of the [biennial budget].  This means that:
• Operating revenues must fully cover operating expenditures, including debt service.
• Ending fund balance (or working capital in the enterprise funds) must meet minimum policy levels. 

– Under this policy, it is allowable for total expenditures to exceed revenues in a given year; however, in this situation, beginning fund balance can only be used to fund capital improvement plan projects, or other “one-time,” non-recurring expenditures.
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Redmond Policy Example
• All general government current operating expenditures will be paid from current revenues.  
• The City of Redmond defines a balanced budget as current biennium revenues (including fund balances) are equal to or greater than current biennium budgeted expenditures.  
• The City further defines a structurally balanced budget as current ongoing revenues (without including fund balances) as equal to or greater than current ongoing expenses.
• The City will not use one-time revenues for operations.
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Principles for Budgeting
• Link the budget to long-term, strategic plans

– Establish intent to link budget to plans
• Critically examine past patterns of spending

– Establish intent to avoid incrementalism
• Prioritization of services

– Establish intent to prioritize services based on evidence of effectiveness of meeting goals 
• Fund liabilities

– Establish intent to fund current portions of long-term liabilities like pensions, OPEB, or asset maintenance
149

Examples
• Prioritization in Sarasota, FL

– essential services will receive first priority for funding. The City will attempt to maintain current service levels for all essential services.  The City will identify low priority services for reduction or elimination, if necessary, before essential services.
• Liabilities in Gwinnett Co, GA (draft)

– The County shall fully fund current portions of long-term liabilities in order to maintain the trust of creditors and avoid accumulating excessive liabilities over the long-term.
• Avoiding incrementalism in Gwinnett Co, GA (Draft)

– The County seeks to maximize the value the public receives through its spending. Accordingly, staff should develop budget tools and methods to measure and maximize value, particularly by critically examining existing spending patterns to make sure they continue to provide value.
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Redmond Policy Examples
Operating Budget Policies 
1. The base operating budget is the City’s comprehensive two-year financial plan which provides for the desired level of city services as defined by the City’s priorities.  A budget will be developed every two years using a “budgeting by priorities” process.   
2. The goals of the budgeting by priorities process are:

1. Align the budget with citizen priorities
2. Measure progress towards priorities
3. Get the best value for each tax dollar
4. Foster continuous learning in the City
5. Build regional cooperation

151

Operating Budget vs.Capital Budget
• Definition of “capital”

– If not capital, then must be operating
– Recurring capital

• Equipment replacement
– Non-recurring capital

• Length of time period covered
– Five years very common
– “Strategic Capital Plans”
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Capital Budgets
• Funding of capital plans

– Pay as you go, connection to debt strategy, connection to rate setting strategy
– Funded vs. un-funded projects (be very clear)

• Type, timing and nature of investments
– Very complicated “3-D” type budget
– Find ways to illustrate planned projects

• Relationship to operating budget
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Redmond Capital Budget Example

154

Redmond Capital Budget Example
Illustration –by locationnature
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Budget Control System
• Budget control ensures actual expenditures do not exceed budget
• A board policy should hold managers accountable for budgets
• A policy should also charge finance with providing useful reports
• A policy could also create incentives or disincentives for budgetary control
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Budget Reporting
• Frequency

– At least quarterly to policy body (monthly may be preferred)
– At least monthly to management

• Type
– Written
– In person

• Availability
– At council / board meetings
– On web site
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Redmond Policy Exampleb. The accounting system will maintain records on a basis consistent with accepted standards for local government accounting and the State of Washington Budgeting, Accounting and Reporting Systems. 
c. Regular monthly and annual financial reports will present a summary of financial activity by major types of funds.  Such reports will be available via the City’s website (www.redmond.gov).
d. The annual financial report shall conform to Generally Accepted Accounting Principles and be in the form of a Comprehensive Annual Financial Report as described by the GFOA.  This report will contain all required information necessary to comply with secondary market disclosures for outstanding bonds (see policy 7f above).
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Redmond Report Example
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Budgetary Amendment Policy
• Who approves amendments

– Board only or can staff approve?
• The amount of approval

– Does the amount of the amendment impact approval authority?
• Criteria for acceptable amendments

– What is the impact of the amendment on the structural balance of the budget? 
160

Redmond Policy Example
i. All supplemental appropriations for programs (appropriations requested after the original budget is adopted) will be considered as a result of changes since the adoption of the biennial budget including the availability of new revenues (such as unanticipated grants). 

All supplemental appropriations will conform to the “budgeting by priorities” process.
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Using the Policies
• Finance officers should be:

– Alert to policy level discussions when they occur
• Is the topic in the existing policy?
• If so, is the policy guiding the discussion?
• If not, should the policy be amended(bring the discussion into the policy context)

– Alert to policy body discussions that are not really policy
• Is it a management topic?
• If yes, is it appropriate for policy body to be discussing?

– If yes, advise of the policy guidance and how it will be used
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Connecting Budget Policy to your Budget Process
• Evaluate the planned process

– Does the policy provide sufficient proscriptive policy level guidance for the discussion?
• Evaluate the completed process

– Did you note gaps in budget policy which should be addressed before the next budget process?
– Determine how you would propose to close those gaps.
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Resilient Financial Policies andAdding Agility 

Resilience
• The ability of a government:

– to withstand acute shocks and chronic stresses
– while maintaining and improving essential services and,
– recovering quickly and effectively.
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Bouncing forwardNo matter what happens - we can be better

It is Not Something New and Flashy
• GFOA – Recovering From Financial Stress - The Transform State
• GFR – “Rebuilding an Resilient Nation, “Probability Management in Financial Planning” “Sizing Your Reserves a Risk-Based Approach”
• White Paper – Shayne Kavanagh – “Building a Financially Resilient Government Through Long-Term Financial Planning”

– Covered in the GFOA Long Range Financial Planning and Financial Policies classes 
• The theme of annual conference in 2015 and continuing into this 2016 in new areas
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Is it Financial Policies on Steroids? No!
• It does move it up a couple of notches and a good chance it will take you out of your comfort zone.
• Have to think long term and not purely as a finance person. 
• For Boulder – reducing carbon footprint

– Open Space
– Utilities
– Municipalization
– Buildings (our own and others)
– Carbon Tax
– Finance – increase reserves, diversify revenues, structurally balanced budgets
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From Theory to Implementation
• LRFP results became the roadmap for our fiscal and leadership journey

– From 2001 to 2010 we had made significant progress 
– Getting back to where we were pre-2001 not good enough

• Resilience – let’s find out about it – so the journey began
169

Post 2010 Brought Fire and Flood and Pent Up Demand
• Facing uncertainty (climate, economy, energy, etc.)
• Managing risk, reducing exposure
• Planning ahead to help ‘bounce back’
• It worked
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Financial Examples
• Potential $130 million annual deficit by 2030 eliminated.
• GF Reserves have grown to a minimum of 10% of expenditures to 16% and for the past several years over 20%
• Reserves used in the flood rebuilt in two  years
• Has it reduced requests - No - there are more!  
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Take Aways
• Resilience lets you bounce back and bounce back quickly when faced with the unexpected.
• It is not easy but the payoff potential is huge
• What I really like about resilience:

– You can always improve and in the end you will leave your entity better than when you arrived
– You can train and lead those who will come behind you and your entity will keep improving far into the future.
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