Putting it all together

Charlie Bush (Sedro-Woolley), Ann Strand (SAQ), Sue Hagener (Sequim), and Eric Lowell (MRSC)

Session goals

1.0verview of SAO Content

2.Managing the budget process and fiscal responsibilities
3.Balancing the roles

4.Policymaking for fiscal success

5.Specific budget policies to consider (and why)

6.Biennial budgeting and long-range forecasts

This session was designed and intended to be interactive. We will go where you take us

(within reason).




SAO Update

Key takeaways

> The most common audit issue is over financial statement preparation
O Know you’re reporting requirements and have an independent review

> Procurement is still an area of concern in both federal and
accountability audits

> Monitor your budget and create a plan if your fund balance is declining

> Fraud is on the rise in local government. Trust but verify!

A potential schedule (for fiscal issues)?

January February March
“13th period” 4th quarter report Retreat
(Year-end close) (Preliminary budget year close) (Strategic pcl)a;glzi)ng for next
April May June
1st quarter report Review AFR * Call to budget
July August September
2nd quarter report Budget class Budget estimates
October November December

3rd quarter report Budget workshops Budget adopted
Preliminary budget

* Annual financial report
* An audit should be included depending on entity size




Policy oversight:
Finding the right balance

Complacenc ,
P y Micro-management

management

Things are good Problems??

RepOrtlng Ievels Excegation
Vouchers
What Public
Elected officials
Mayor/City manager
Department directors
Program managers
How Detail




How do policymakers meet this
oversight challenge?

1. Review relevant information
2. Ask questions
3. Play on the “team”

Policies - The foundation

Policy board should:

+ Set policies!

« Set goals / direction

+ Establish accountability

* Monitor:
1. Compliance with policies '@
2. Results
3. Accountability reports

Start building on a strong foundation!




What are financial policies?

1. Guidelines for operational & strategic
decision making (guardrails)

2. ldeally, adopted by the governing board

3. ldentify acceptable, preferred and/or
unacceptable courses of action

4. Establish operating parameters

5. Provide a standard to judge
performance

The reasons for policies

Institutionalize good financial management
Clarify & crystallize strategic intent for financial management
Define boundaries

Promote long-term & strategic thinking
Manage risks to financial condition

Generate constructive conversations!




Key concept:
Accountability 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

- Takeaway: Policies can provide varying levels of discretion to public officials.

Accountability vs. flexibility

Investment
Debt

Reserves

/Revenue & Expenditure

Operational Budgeting
Capital Budgeting

Accountability ~

Flexibility »
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Policy vs. procedure

* Can be hard to distinguish = RUEEIICNEREIELIIT!

* Policies...
* Are principles adopted by the board
* Are written for a broad audience
* Require procedures to put policy into practice

* Procedures...
* Comprise administrative details
e Are written for a narrower audience

Establish a vision for financial condition

« Define the big-picture policy vision for financial condition
« Define “financial sustainability” in the board’s words
* Have the ” "

« Seek opportunities to ground a topic in the policy
elements

« Remind yourselves of the policy “north star”
» Policies are the tool to bring vision to reality

Here's a link to “It Depends” blog post on MRSC's website



http://mrsc.org/Home/Stay-Informed/MRSC-Insight/April-2017/Best-Financial-Policy-It-Depends.aspx

Types of financial/budget policies

7‘ M R SC fonuﬂ Us Partners  Rosters

Local Government Success o
RESEARCH TOOLS EXPLORE TOPICS STAY INFORMED TRAINING
Home > Explore Topics > Finance > Financial Policies Tool Kit

nve
Financial Policies Tool Kit

MRSC, in partnership with the State Auditor's Office Center for Government Innovation, has
developed this series of online resources to help local govemments in Washington State
develop and adopt effective financial policies and procedures

Financial Policies Overview — Includes benefits of financial policies, examples of
comprehensive financial policies, and recommended resources for writing effective
policies

Asset Management Policies

Cost Allocation

Credit Card Use Policies

Debt Management Policies

Fund Balance and Reserve Policies

Investment Policies

Travel and Expense Reimbursement Policies 15

Budget policies

Describe roles of the « Potential roles include: policy, citizen/community,
pa rticipa nts business sector, management, labor

Document budgeting

purpose and ideals * Role of strategic planning in the budget process

Identify type and use
Yy P + Incremental vs. zero-based vs. budget by objectives, etc.
of budget

+ Schedule

development




Essential budget
features

Scope

e What funds or units will be included?

Length of the budget period

e Annual or biennial?
(more on biennial in a moment)

Basis of budgeting

e Cash, GAAP, or modified GAAP
(modified accrual)?

Level of control

¢ Not too much, not too little!
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Define a balanced budget

* State law calls for a “balanced budget”
* However, this may only mean that sources = uses
* This may not be sustainable

* Develop a local standard for a balanced budget
* Strict: recurring revenues = recurring expenditures
* Less strict: operating revenues = operating expenditures




Budget reporting

* Frequency

* At least quarterly to policy body
(monthly may be preferred, also
more widely available is preferred)

* At least monthly to management
* Type

* Written

* In person (virtual)

* Pre-Recorded

* Availability
* At council/board meetings
* On website
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~Summary by Fundg

¥

Examples of top-
level information

1] Ik
- ¥ ¥ - ¥ %

ACTUAL
BUDGET  BUDGET Rew- ACTUAL Expl ACTUAL | ACTUAL
Beg Fund  NetGain | BUDGET | BUDGET  ACTUAL | BUDGET |%from| BUDGET ~ ACTUAL  -BUDGET | Sfrom | BgFund  NetGan  ACTUAL
[Balance lLoss)  EndBaknce| Revenues Revenues  Rev < |Expenditures Empenditures Budget | Balnce  (Loss) End Balncs|
GeneralFund
001 General Fund 273,069 4353 27@22| e1m7e9 s1:3%s  smels| 1% e1mms  semmn  (e27s)| | 33830 @27e3 3831060
Special Revenue Funds
101 Swreet Unresticd 3%204 (3000 313,204|  meson  emm2 | 7em| i s@s1 sse 871  m| o100 4soso 34067
107U Stormuster Urres icted 2w 125 273 7058 M7 1) oy 7.8 w8 (1643 23|  206m | 16738 257426
111 Swreet Restriced 25M69 24114 30763| 1416334 sams (5745 -a1w|  11m20 8724 (29546)  -29%| 26663% | (55385 2610953
112 Affordable Hous ing Tax J/Os 1200 51904 16200 1043 (57 -3y - - - 2350 10343 52693
115 Lodging Tax Hotel/ Motel Fm3e (77017 sases|  137ps0 170es  @0is|  mw|  s1e0e7  asmms (533  ame|  asasy (sged 805753
117-R Starmwater Resticied 26003 (7784 1m219 - &5 1658 7,784 sme  1ga0|  em|  meus (35038 171020
120 Criminal Justica sssess (11208 a7sen|  mesms  sees  asEs|  ask|  2eae0  1moss (50| 23| asEss  lsigss ssisil
121 Police Assetseeure w2 (4862 maw 138 18 10 7| 1500000 - (15,000 24750 158 243
140 Parks Restricted 122007 moge| gemma|  mes;| 10 (e 19,00 10,08 (5e3)  2me| 1235 1s0pos  1emsso
150 Res! Extate Excise Tax sasma (370 3mma| 27730 eazes ames| s zmso 7500 (330000]  sms|  sel4%0  asEes 133705
160 Gi'ting & Donations 6,589 ese2 a1 ooz a0 (L2) - 28,20 1690 (1150 -4m|  s6018 18320 433
162 Equip Reserve 13:7m2 300 1a;mn|  wrse o (s as|  swoems 2w (esame)| 7| 1060 | mag1 asziae
180 American Rescue Plan S0 s2002 158002| 108000 107125 LS| ox]  1mse mors (0724 0% 10073 1048051 2118781
18 Rainy Day Fund 20m08 | (26999 177488 300e,  1ome zms| 20w  awow  smame ;e 187,100 (61512 Le:592
Debt Service Fund
208 Dbt Sarvics Furd - Ciy Hal se7¢  10ssz  emees|  mspo0  smesl 21| oW isms 1w (0] o8| 20w mss  emses
Capital Funds
306 Capital Facilities & City Hal 17,267 a7430  216577| 25008 amse (oaso)| -]  1mes @as7  (smar|  sms| i@ 1737 1a326e
Enterprie Funds.
401 Water Unrestricted 120530 105535 1375%5| 1261808 1182694 (muts| 6| 11574 1am32  (27%02) -2 1458461 54322 1512783
411 Watar Reswictsd 430062 (24065 40827| asges  ssos| 1,m0| 2] 710061 2meot  (ssoe0)  -69%| 433673 | 36AS 4672853
02 Sewer Unresticid 2197953 (213656 1984297| 23756 23m100 54|  ow| 2ssss12 zéss7ey (123723 ;6| 2308228 | (78689 2229539
422 Sewer Restricted 7347 (efe2 G7ee7s|  T2em  smms  (sesed)| 2| 12@a8s 1men (1060543 e 7%605®  meam 17330
Infernal Service Funds.
£00 Uniploymare Compersation e (g0 1mam 250 w20 o Bm0 750 (eax0) ome| mesm | 31750 288361
Trust, Agency & Permanent Funds
11 Flexide Spending Acoount 1,28 - w0z 22500 mas (s -z 250 .36 (&) 2% (6631 2135
621 Police Expendable Trust 74500 - 74500 - - - - - - o - o
35 Intergovernmantal Agensy Fund 1236 279% 151a sages s6e| (9,708 oo 2,170 sem (me)| om| 30 sz 5016
701 Haller Park Fund Permanent er 23 amse 223 27 e[ s N , Y aaser | 2er am
e \, / ~ i
Tomls. 29,480,322 (5418 29476908| 1648700 " 1556425 (ses7rs) -6%| 16414 " 12768485 wePFses)  -23%| 31197818 2778940 33573758
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Examples of

Sales Tax

As of 6/30/2022

2022 2022
o - eve Food Services and Total | Budget | %of
Accomodations Retail Trade - Receipts | Amended | Budget
O Jan 30116 9% 40278  12% 222540 65% 9935 3% 36,777 11% 341358 312544  109%
Feb 34637 9%  50.238  13% 240035 62% 14,049 4%9& 389,910 358209  109%
I n o r m a I o n Mar 29,141 9% 31,882 10% 193,428 62% 17,227 6% 1 3% 311,478 294348 106%
Apr 32803 10% 28485 9% 167071 59% 30,335 10% 40,779 13% 36771 281722 112%
May 39864 11% 33622 9% 213212 60% 17467 5% 55,644 16% 356732 368322 9T%
Jun 40220 1%  32.528 9% 224876  64% 14320 4% 40.397 1% 352342 369228 95%
YTD 208,781 T 10.0% 217,033 T 10.5% 1‘251‘182’ 81.9% 103,333 5.0% 267,915 T 13.0% 2,088,592 1,984,371 104%
+ 2022 sales tax exceeds PY by 8% or $144k
Al categories exceed PY performance
+ May and June may be anomalies... or not! emvor
=— 7 SEOUIM
. o
Examples of tOp-lEVE' information
Narrative Summary of Q2 2022 Results
General Fund
sheosdeoskokok skeadoskok sdeakok sk &
Excellent On Target Need to Caution Extreme
Monitor Caution

Balance exceeded

Balance met

Balance 1-2% Balance 3-5%

Total

Actual /

YTD Actual _ YTD Budget Budget

Salaries & Benefits 3,356,216 3,604,025 93%

Supplies 181,056 214,802 84%

Services 880,277 1,018,118 86%

Intergovernmental 263,872 273,487 96%
Capital 7,758 11,666

:r Non Expenditures 1,008,443 1,008,298 100%

Total Expenses 5,697,622 93%

6,130,396

4,000,000
3,500,000
3,000,000
2,500,000
2,000,000
1,500,000
1,000,000

500,000

Budget Budget under Budget | under Budget

Expendi E Expenditare

below Budget | at/mear Budget 1-2% over 3-5% over
35% Budget Budget

Balance under
5% or more
under Budget

Expenditures
5% or more over

Budget

Ttem

Results

Beginning Fund Balance
(Reserve)

Actual beginning fund balance for 2022 was
$3.338ml and better than forecasted — very
healthy with respect to Policy. Our General Fund
performance (hence the healthy fund balance) is
predominantly the result of a healthy mix of
revenues sources, growth, ome-time revenues
(due to a strong retail environment and
development activity) and controlled spending in
2021

TERERE

Revenues
Summary

101% of budget or $56k more than budgetad.

ek o

Sales Tax

104% of budget or $84k more than budgeted,
even after increasing this budget with
amendments to utilize excess receipts o support
increases in wages. Taxes related to meals,
accommodations, and construction, and retail
remains strong. Total sales tax receipts to date
exceeded the prior year's receipts by $144k or
8%. Council should note, we've witnessed two
straight months of at or below budget which may
indicate cooling of the economy.

RREFR

Property Tax

99% of budget or $6k less than budgeted.
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Examples of top-level information

/g =
ossible 2022 amendments

Pl

* Possibly Police Department Union Contracts (in process)

* ARPA funds and spending plan (in process)
* Tyler Technologies ERP Solutions

* Property purchase (Rainy Day fund)
* E Fir Street Improvements (REET)

23
Budget change
O
» Adjustments vs. amendments? 3
+ Amendments require Council
approval g
+ Adjustments are administrative \
* Amend when changing appropriation — —
* Adjust when making changes within =
the appropriation
24
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Biennial budgets (1 of 3)

Some thoughts about biennial budgets:

1. It might be too late - law requires an early decision
2. Benefits:
« More strategic - both fiscally and in planning
« More work to budget - but you get the “off” year
« Everyone gets the “off-budget” year
« Easier to manage (for everyone)

« Some political benefit in the timing
(not sure if this was intended, but...)

Biennial budgets (2 of 3)

More thoughts about biennial budgets:

3. Potential drawbacks:
« Concern over loss of control
« Itis more work (and more complicated)
Logistical issues (most of which can be addressed)
Difficulty in forecasting
Revenue forecasting
Expenditure forecasting

Tendency to abuse mid-biennium review

13



Biennial budgets (3 of 3)

Still more thoughts about biennial budgets:

4. Approaches to biennial budgeting:
* Full 24-month appropriation
« Two separate 12-month appropriations
+ But the second 12 months is appropriated
 First 12 months appropriated, second 12 months
pending appropriation

5. Caution: Be careful to avoid overcomplicating this - it
will rob you of the benefits

Long-range financial planning

1. Major operating funds ——
(including utilities) Tiended Expendiure Efimoles

3. Context for budget

s M

e (23]
2. Capital planning %M

C. Policy issues

4. Parameters T el —
) 0] S S
A. Estimates
B. Assumptions T w09 2010 2o 202 2003 W4 2015 2006 2017 2008 219 20
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Fund
balance

Fund
balance vs.
reserves

Reserve
S

An accounting term for the difference
between assets and liabilities

A budget/policy term referring to
resources set aside to provide a buffer
against risk

May only refer to a portion of fund balance

Reserves

Key questions to
consider during
policy discussions

What is the right level of
reserves?

What factors influence the
"right" level of reserves?

What are the most important
elements of a reserve policy?

What is the right financial
strategy for using reserves for
budgetary stabilization?

30
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The right level of reserves?

What does the Government Finance Officers
Association (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:
e Low: Below 0%
* Adequate: 1%-4%
* Good: 4%-8%
» Strong: 8%-15%
+ Very strong: Above 15%

When to use them?
« Basic fund balance - Not intended to be
“used”
« Rainy day funds - When it is raining

« Stabilization funds

When to replenish them
« When below their stated targets
« With year-end “surplus”

Reserves

Establish criteria before attempting to balance
a budget

Build criteria for acceptable use into
authorization (ordinance)

GFOA best practice on replenishing

32
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Reserves

Enterprise Funds
« Use “working capital”
« Current assets minus current liabilities

How much and how to manage:
« Consistent with rate analysis work

+ Often associated with outstanding debt
(bonds, loans, etc.)

» Create economic cushion
(cool summer = less water)
+ Long-range stability

GFOA best practice on working capital in enterprise funds
33

Goals for the workshop

1. Gain an understanding of basic financial
accountability in local governments

2. Understand your respective roles

3. Learn how to make your community better
through sound financial management

4. Learn basic budget building, timelines, and
statutory requirements

5. Consider strategic approaches to budgeting

34
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Budget tools available

* MRSC
* 2024 Budget Suggestions
* State Shared — revenue forecasts
* MRSC Revenue Guide
* MRSC — Economic Data web pages
* AWC
* Tax & User Fee Survey/Salary & Benefit Survey

* Office of Financial Management (OFM)
* Population estimates

* State Auditor’s Office
* Financial Intelligence Tool

35

Additional resources available

* GFOA - Budgeting Suite

« Extensive series of publications
on the various components of
budget development

« Separate publications for newly
elected officials and others
interested in local government
finance - written in lay terms

+ www.gfoa.org
* Rethinking Budgeting Initiative

36

36
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https://mrsc.org/getmedia/94de116d-8944-4118-8b56-6e1f4e33e905/2024-budget-suggestions.pdf?ext=.pdf
http://mrsc.org/getmedia/d3f7f211-fc63-4b7a-b362-cb17993d5fe5/Revenue-Guide-For-Washington-Cities-And-Towns.pdf.aspx?ext=.pdf
http://mrsc.org/Home/Explore-Topics/Finance/Economic-and-Population-Data/Population-Property-and-Sales-Tax-Archive.aspx
https://wacities.org/data-resources/municipal-rates-and-fees
https://wacities.org/data-resources/hr-labor-relations/salary-and-benefits-survey
https://ofm.wa.gov/washington-data-research/population-demographics/population-estimates/april-1-official-population-estimates
https://portal.sao.wa.gov/FIT/
https://www.gfoa.org/materials/gfoas-financial-managment-and-budgeting-set
http://www.gfoa.org/
https://www.gfoa.org/rethinking-budgeting

Additional resources available

* SAO Website - www.sao.wa.gov

BARS Manual - under BARS & Annual Filing

* Resource data - under Improving Government
#BeCyberSmart - under Improving Government
Helpdesk - under Client Login

+ Contact us - under About SAO

36
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Questions?

» Budgeting is a process that requires:
+ Communication

» Time (comprehensive budget documents take
several years to develop)

« Commitment
* Questions?

19


http://www.sao.wa.gov/
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