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EXTERNAL PRESSURES

EXpenses to revenue

Percentage of Annual Expenses Covered by Revenue*
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* Fiscal year 2017 data were not available for Alabama at the time of data collection.

* Source: Pew Research
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EXTERNAL PRESSURES

Federal funding

Percentage of State Revenue From Federal Funds, FY 2016
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EXTERNAL PRESSURES

Population changes

Population Growth Rates, 2008-18

B Faster than 50-state median M Slower than 50-state median M Negative

0.63%

50-state
median

Source: Pew Research
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EXTERNAL PRESSURES

Pension funding

How Well-funded Are Pension Plans in Your State?
Funded Ratio of Public Pension Plans, FY 2016

Mote: Funded ratio Is defined as the level of assets in proportion to accrued pension llability. Funded Ratio of Public Pensions

Source: The Pew Charitable Trusts M I I I I I I I l I l
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Overview

e Local Government can be challenged
with the task of providing/maintaining
services with fewer resources

e Revenue limitations for non-home rule units
e Decrease of state distributed revenue
« Delayed receipt of state distributed revenue

» Underscores need for local units of
government to extend planning horizons
beyond one year
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A COMPREHENSIVE APPROACH TO FINANCIAL PLANNING

-Difference between mechanics (Fiscal) and
management (Policy/Operational)
- Importance of connecting the two

-Allows effective communication with stakeholders and
key decision makers
- Education

-"Big picture” considerations
- Are you budgeting to priorities?

-Your multi-year financial plan
- Vital component of decision making
- A living document
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- e “'S Reactive «Should know there is a

problem year(s) before

Often budget does not meet prioritized
Initiatives




Planning for the Long-Term

@ Historical activity > Current Budget -
Q |dentify issues > 9 Propose solutions -

Implement
Solutions/Monitor
Impact

Projected future 2

Stakeholder impact 2
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WHAT ISSUES DO WE FACE?

L How do we best
How do we prioritize communicate to the

essential services: / ¥4 | public (and each other)?

How do we permanently

eliminate deficits (or What external factors

How do we accomplish ¥ | preserve our reserves)? affect us? Legislation?
Initiatives? Other Units?

What financial policies : .
will help now and in the Where will we be in 3
future? years? 5 years? /

Beyond?

F
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WHERE DO WE START?

-Ask yourself...
 Where Have We Been?
 Where Are We Now?

e Where Are We Going?

-What are our goals, initiatives, promises?

-Do these align?



Where Have

We Been?

Analyze last 2 to 3
years of historical
data

Trends of expense
Increases

Trends of
revenues

Look for budget
surplus or
shortfalls

Salary increases

Inflationary
Increases

State-
distributed
revenue

Miscellaneous
revenues




Can we afford our current
budget?

Where Are Evaluate budget to actual

\We Now? reports

Do we have enough cash
reserves to absorb an
unexpected loss In revenue?




Where Are

We Going?

What projects do we want to
complete?

Can Increases In expenses be
sustained in the next budget year
and beyond?

Are we building cash balances to
support future projects?




Multi-Year Capital Planning

- What are the Unit's « To maintain and
capital investment improve the Unit's
priorities? capital assets over time

« How much will it cost to « To improve quality of

* Respond to new needs
and address
emergencies

construct, operate, and place

maintain? + People and business
« What is the fiscal attraction

capacity of the Unit to

support capital

spending over time”?
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Multi-Year
Capital

Planning
Process

Develop
policies

NEEES
assessment

Affordability
analysis

« Establish process for addressing

maintenance, replacement, and proper
fixed asset accounting over the full life of
the asset

+ |dentify all capital and major equipment

needs

 Prioritize

» Balance capital priorities with fiscal

constraints
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°rioritizing
Capital
°rojects —
-actors to
Consider

Health and safety
concerns

Operational benefits

Capacity to leverage
other resources
(matching funds for
grants)

Legal mandates

Specific needs or
demands for
improved service
(community input)

Project feasibility
(cost, timetables,
management
capacity)

Economic,
environmental, or
social value

Return on
investment (saving
on maintenance
costs)

Project risks
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Prioritizing

Capital

Projects

ASSess

Assess needs
over a certain
time period
(usually 5
years)

- Gather
information
from
department
heads

« Use asset
iInventory to
identify projects
necessary in
future years

« Add “‘new”
priorities

Determine
which factors
to use (on
previous slide)
and how they

should be
weighted

Compare
benefits of a
particular
project to Its
total cost both
for initial
construction
and ongoing
operating
expense

19



|[dentify Issues
(Operating and Capital)

e Funding Gaps

Reliance on/Depletion of Cash Reserves
Plan includes all essential services?

Can we meet infrastructure needs?
e Paving
o Utilities

Are we allocating funds for quality of
place?




Propose

Solutions

Is there a better way to use or
reallocate already avallable
resources?

Can we reduce costs?

Can we better manage the growth
of costs?

Are there ways to generate new
revenue?
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Examples of Local Government Revenue Sources

Local Option Taxes

+ Sales Taxes

« Fuel Taxes

* Income Taxes
* Vehicle Taxes

* Parks, recycling, building permits, liquor licenses

Value Capture

* Impact Fees
* Special Assessment District
* TIF (Tax Increment Financing)

Financial Arrangements

* Public-Private Partnerships (P3's)
* Privatization
» Donations, Grants, Crowd-Funding



Summary document describing the
needs, priorities, costs, financing, and
timing of projects

Adopting the
Financial

and Capital

D ‘ an Incorporate plan into the budget process

Update the plan annually




Monr

or Plan

Resu

(S

The planis only
as good as the
results it
produces

Monitor to Evaluate asset
ensure that performance
projects remain
on schedule and
within budget
Is the project

producing the
expected results?

Have long-terms goals
been met?

i

Monitor external
environment

Changes in
technology or
equipment can make
portions of the plan
obsolete

Changes in State and
Federal funding may
impact number and/or
priority of projects

Citizen input may
signal a change in
direction
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Benefits of
Multi-Year

Financial
and Capital
Planning

I;':’\\

Demonstrates strong management Can be proactive rather than reactive
(particularly important to bond rating
agencies)

Helps to prioritize projects and Efficient use and management of
develop a plan to finance those resources - helps spread the costs of
projects capital improvements over time
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OVERVIEW AND OUTCOMES

Overview

- Independent assessment

- Can be re-occurring or one-time

- Usually defined in scope to a single department or
division

- Provide insight into current operations and

opportunities
for improvement



OVERVIEW AND OUTCOMES

Operational review outcomes

Internal
controls

Process
reengineering

Resource
optimization
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OVERVIEW AND OUTCOMES

Outcomes: Internal controls

- Segregation of duties

Internal

- R|Sk maﬂagement controls
- Data retention/storage




OVERVIEW AND OUTCOMES

Outcomes: Process reengineering

- Leveraging technology

Process

= Alignment with industry reengineering
best practice

- Lean process reengineering
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OVERVIEW AND OUTCOMES

Outcomes: Resource optimization

- Alternative service delivery

- Enhanced revenue streams Resource

- el
- Productivity improvements SR

- Strategic resource alignment
- Consolidation and shared services
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Conducting operational reviews

5 steps to identifying opportunities

Ask probing questions |dentify improvement
(root cause analysis) opportunities

Gain buy-in and build
Compare yourself to peers

CONSENSUS
|dentify focus area and
communicate project

32
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Conducting operational reviews (cont.)

Ask probing questions to narrow your focus

- Where do we spend the most money?
(divisions, functions, etc.)

- Where do we have the least or more inefficient use of technology?

- What are the complex processes involving multiple
departments/divisions?

- What are the high profile/public facing departments?
- Do neighboring communities have similar needs?

- Do any two functions/individuals/team perform the same or similar
job duties?
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Conducting operational reviews (cont.)

Compare yourself to peers

- |dentify similar organizations (size, demographics, etc.)

|dentify aspirational organizations
|dentify pertinent comparison points

Benchmarks may include

- Public works
Miles of road maintained versus streets maintenance personnel

- Human resources
HR personnel versus total employees

- Parks and recreation
- Operating expenditures per acres of land managed or maintained
More information on benchmarking:
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Conducting operational reviews (cont.)

Identify focus area and communicate project

- Root-cause and benchmarking analyses identify potential
high-impact departments or cross-departmental functions
(enterprise technology, procurement, etc.)

- May be several high-impact areas. Staggering reviews makes
them more feasible (i.e. one per year)

- Communicate the project to staff and stakeholders
- Be transparent as possible: More communication = less rumors and fear

- Why is this important to them? What's their role?
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Conducting operational reviews (cont.)

Identify improvement areas m

Process /777,0/‘ ovement, cost sa V/th or revenue enhancement

- Review available performance data, processes and
organizational charts

- What stands out and/or needs to be explained?

- Interview staff at all levels, grouping questions into three categories
- What works well and what are you proud of?
- What makes it difficult to do your job?

- What are you not doing now that could result in process improvement,
cost savings or revenue enhancement for the organization?
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Conducting operational reviews (cont.)

Identify improvement areas (cont.) w

Process /777,0/‘ ovement, cost sa V/th or revenue enhancement

- Go back to the benchmarks. Why are we different
than our peers?

- Document your findings and determine which findings,
if addressed, could have the biggest impact on
the organization

- Research potential solutions/changes with industry
groups and comparables
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Conducting operational reviews (cont.)

Gain buy-in and build consensus

- Make the case for each recommendation

- What's the benefit to the organization? To the employees?

|dentify potential challenges to implementing the
recommendations — and solutions for mitigating those challenges

Discuss the findings and recommendations with organization
leadership and elected official before issuing a final report

- Assign an owner to each recommendation and reqularly track
progress
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Challenges and strategies

Challenge

Operational reviews can be time
and labor intensive

Strategies
- Begin to regularly collect data now
- Use an external resource to conduct reviews

- Be cognizant of schedules (i.e. don't schedule a review of Finance
when the budget is due)
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Challenges and strategies
(cont.)

Challenge

People find operational reviews SCARY

Strategies

- Review versus audit

- Present yourself as a partner — what challenges have they been
facing that you can help solve?

- Pick your battles
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Challenges and strategies
(cont.)

Challenge

Staff are reluctant to be honest during
the review

Strategies

- Separate directors/managers/supervisors from staff during interviews
- Have avenues for anonymous input (i.e. confidential survey)

- Maintain confidence and build trust

- Use an external resource to conduct review
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Challenges and strategies
(cont.)

Challenge

Lack of buy-in to recommendations
means they never get implemented

Strategies
- Involve stakeholders at all levels of the organization

- Support recommendations with details and facts

Boards need to understand monetary or risk impact to see benefits

- Use an external resource to conduct reviews
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