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Topics for Discussion

 Importance of Planning

e Components of a Comprehensive
Financial Plan

* Implementing a Comprehensive Financial
Plan




Importance of Planning




Importance of Planning

Tax caps (Circuit Breaker Tax Credits)
may significantly impact budgets
Greater need to anticipate and identify
budget deficits and cash flow shortages

Long-term fiscal planning becomes part of
the annual budgeting process

Fiscal projections are a necessary
component of major policy decisions



Components of a
Comprehensive Financial Plan




T
=
<L
o
=
>

Components of a
Comprehensive Financial Plar

Includes both historical and projected data

Project receipts, disbursements, and
ending fund balances

Review for patterns to make
recommendations related to budgets for
the next two — three years

Suggest options for new revenues and cost
savings



Presenter
Presentation Notes
Revenues for many cities and towns are, or soon will be, declining 
property tax caps, 
late or unpaid property taxes, 
declining state distributed revenues, 
reduction in income taxes, and 
reduced utility revenues. 
The demand for services, however, rarely decreases  
Underscores the need for local units of government to extend their planning horizons beyond one year  
In order to 
preserve the City’s current financial position and 
recognize that service levels must be maintained
Upon the City’s request we prepared a financial mgmt plan
The purpose of the plan….




Comprehensive Financial Plan
Time Frame

 Traditionally a five year time frame (two -
three years historical, two - three years
projected)
— Historical: 2009 — 2010
— Projected: 2011 - 2013

* Time frame shifts as plan is updated




Budget Development

Step 1
Step 2

Step 3

Step 4

e Estimate revenues to be generated in the
ensuing year

e Determine maximum budget amounts
that can be funded from estimated
revenues

e Determine desired ending balance

e |dentify options to meet budgetary goals



Projecting Receipts

Begin with an analysis of the past two - three
year’s financial results to identify trends In
revenues.

Determine whether past trends will continue. If
not, identify what changes need to be incorporated
Into your projections.

Include future estimates of circuit breaker tax
credits.

Consider changes In property tax appeals or
uncollectible taxes.

Adjust income tax allocations to reflect higher
unemployment.
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Projecting Disbursements

Include scheduled changes in personnel costs to
reflect labor contracts or expected increases Iin
health care costs.

Consider changes in utility costs, supply costs,
liability insurance etc.

Include major maintenance and capital
expenditures.

Include changes in debt service obligations.

— ldentify potential future revenue shortfalls and
determine If budgets will need to be adjusted based
on funding requirements and minimum fund
balance policy


Presenter
Presentation Notes
Another item to consider when developing CF’s is 
scheduled changes in personnel costs such as labor contracts, raises, and expected increases in health care costs.
You should also consider 
changes in utiltiy costs, supply costs, liability insurance and other large ticket items.
Include major maint and capital expenditures
If you issue new debt or plan to issue future debt, 
be sure to include that in the cash flow analysis.

Identify potential future revenue shortfalls and 
determine if budgets will need to be adjusted based on funding requirements and minimum fund balance policy


Projecting Disbursements (Cont’d)

* Prepare a Balanced Budget:

— Disbursements are equal to or less than
receipts for the same time period
o |If disbursements exceed receipts, cash on
hand is used to supplement funding of the
budget
— Translation - cash on hand will be spent down

— Unless replenished, cash will eventually be
depleted




Projecting Fund Balances

e Determine a minimum fund balance
(suggested reserve Is between 15% and 20%)

 Factors In determining a fund balance policy
— Claim payment cycle
— Frequency and amount of tax collections
— Uncertainty of revenues
— Uncertainty of expenses
— Capital plans




Why are Cash Reserves Important?

* May help to manage cash flow shortages
without the need for external short-term
borrowing

* Provides a funding source to respond to
unforeseen events, emergencies or
opportunities

« Demonstrates fiscal accountability and
financial stability
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Presenter
Presentation Notes
Fund balances allow cash flow shortages to be managed without depleting cash. 
Further, the need for external short-term borrowing may be eliminated thereby avoiding the associated interest costs. 
 Cash reserves provide funds to respond to unforeseen events or emergencies.  
Some costs assoc. with emergencies such as flooding will be reimbursed by FEMA, however, the funds will need to be provided up front and it takes time for the reimbursement.
Ongoing cash reserves demonstrates fiscal accountability and financial stability.
The amount of cash that you reserve really depends upon the need and circumstances.
A cash reserve equal to 15% to 20% is often recommended but keep in mind that an adequate fund balance is one that provides optimal cash flow for your operations.
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BUDGET DEVELOPMENT EXAMPLE

Receipts:
Property Tax
Auto Excise, CVET, FIT
CAGIT/CAGIT PTRC
Other Misc. Revenues

Total Receipts

Disbursements:
Personal Services
Supplies
Other Services and Charges
Capital Outlays

Total Disbursements

Net Cash Flow
Beginning Cash

Estimated Ending Cash

A B C
Non-Sufficient Funded Balanced
Funds (not balanced) Budget
$ 3,500,000 $ 3,500,000 $ 3,500,000
420,000 420,000 420,000
1,000,000 1,000,000 1,000,000
80,000 80,000 80,000
5,000,000 5,000,000 5,000,000
4,300,000 4,300,000 4,200,000
305,700 305,700 200,000
955,700 844,300 575,000
288,600 50,000 25,000
5,850,000 5,500,000 5,000,000
(850,000) (500,000) -
750,000 750,000 750,000
$ (100,000) 250,000 750,000



Presenter
Presentation Notes
Slide 5 shows 3 different budget scenarios
Scenario A is an example of a budget that cannot be funded based on estimated revenues.
Scenario B is a budget that is funded but not balanced.
Scenario C is a balanced budget – goal.

Example A and B indicate structural budget deficits
Red Flags – Disbursements exceed receipts, declining cash balances.


Managing Budget Deficits

* Reduction of Current Budget (Appropriations)
— Estimate realistic expenditures through year-end

— Formalize budget reductions with the passage of a
“Reduction of Appropriation” resolution

» Discontinue Additional Appropriations

— Only request additional expenditures (appropriations) in
extenuating circumstances

— Determine if the “additional” expenditure can be deferred
to a future period or funded by reducing an appropriation
In another area

e Maintain Accurate Accounting Records
— Reconcile books to the bank at least monthly
— Stay informed about current cash position
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Presenter
Presentation Notes
Reducing appropriations in the current year’s budget - another method used to alleviate a budget crunch. 
estimate expenditures through year-end and  ---  eliminate budget items that are no longer necessary ---  or could be deferred to a future period.
If reductions of the current year budget are possible ---Lib Board should pass a “Reduction of Approp. Resolution”  --- to formalize the budget cuts. 
By passing a resolution, the library is solidifying its plan to reduce expenditures and 
DLFG will use when considering the following year’s budget
Another option to control spending is 
to limit or discontinue additional appropriations. 
Additional approp.  - requests to spend more than what was originally budgeted
During times of financial distress – advisable to request additional expenditures only if absolutely necessary.
If the expenditure is necessary – determine if purchase can be delayed to sometime in the future (hopefully at a point in time when your cash flow situation has improved).
extremely important that you maintain an accurate accounting of operations and finances  ---  Accurate records serve 
as a management tool for local officials by 
providing relevant information needed to make informed decisions.  
Accurate records also provide  --- taxpayers with information regarding how their tax dollars are being used. 
In addition, accurate records  --facilitate the preparation of budgets, annual reports, SBOA audits and ---- other documents such as grant or loan applications.  






Options to Meet Budgetary Goals

* Permanent budget reductions

* Bulk purchasing (develop partnerships)
« Cash and investment management
 Institute hiring/wage freezes

e Use of volunteers

* Reduce pay

* Reduce hours of operations

o Close facilities

e Qutsource

« Consolidate services
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Presenter
Presentation Notes
Seek better returns on idle cash.


Implementing a
Comprehensive Financial Plan




Projecting Receipts

e Property Taxes

e License/Excise, Financial Institutions Tax,
CVET

e |[ncome Taxes
 Miscellaneous Revenues




[llustrative Recelpts
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Projecting Disbursements

e Look at a range of options
— Current Situation
— Balanced Budget
— Targeting a Desired Fund Balance




[Hlustrative Disbursements
Current Situation
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[llustrative Fund Balances
Current Situation

I T " O T ™

Beginning Cash Balance, January 1 $130,000 $111,000 $73,000  ($25,000) ($138,000)
Estimated Receipts 1,281,000 1,301,000 1,281,000 1,307,000 1,334,000
Estimated Disbursements 1,300,000 1,339,000 1,379,000 1,420,000 1,463,000
Ending Cash Balance, December 31 $111,000 $73,000 (525,000) ($138,000) (5267,000)
Net Cash Flow (19,000) (38,000) (98,000) (113,000) (129,000)

Operating Balance 8.54% 5.45% -1.81% -9.72% -18.25%




[llustrative Disbursements
Balanced Budget
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[llustrative Fund Balances
Balanced Budget

I T I O T

Beginning Cash Balance, January 1 $130,000 $111,000 $73,000 $73,000 $73,000

Estimated Receipts 1,281,000 1,301,000 1,281,000 1,307,000 1,334,000
Estimated Disbursements 1,300,000 1,339,000 1,281,000 1,307,000 1,334,000
Ending Cash Balance, December 31 $111,000 $73,000 $73,000 $73,000 $73,000
Net Cash Flow (19,000) (38,000) 0 0 0

Operating Balance 8.54% 5.45% 5.70% 5.59% 5.47%
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[llustrative Fund Balances
16.67% Fund Balance by 2013

I T I O A

Beginning Cash Balance, January 1 $130,000 $111,000 $73,000 $73,000 $127,400
Estimated Receipts 1,281,000 1,301,000 1,281,000 1,307,000 1,334,000
Estimated Disbursements 1,300,000 1,339,000 1,281,000 1,252,600 1,252,000
Ending Cash Balance, December 31 $111,000 $73,000 $73,000 $127,400 $208,800
Net Cash Flow (19,000) (38,000) 0 54,400 81,400

Operating Balance 8.54% 5.45% 5.70% 10.17% 16.67%




Financial Planning Tips

e Develop a minimum fund balance (cash
reserve) policy

o |dentify revenue shortfalls
e Develop a financial forecast
* Develop a plan to manage revenue gaps
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Presenter
Presentation Notes
It is clear that budgeting with the uncertainties of property tax caps will be a challenge.
That said, there are some steps that you can implement to help the situation
One is to develop a minimum fund balance policy whereby you basically budget for a specific amount of ending cash reserve
Another step is to identify the causes of revenue shortfalls and the timing of when the shortfalls may occur.
Develop a financial forecast to project cash flows on a monthly basis and annually 3 years into the future.
Develop plans to manage revenue gaps that are anticipated in your financial forecasts
Finally, execute and continually monitor your plan.


Going Forward

« Continually monitor and update financial
planning model

e Continue to review costs and evaluate
service delivery procedures

e Use Information as a basis to make
decisions
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Presenter
Presentation Notes
Overall, over the past few years, the County has maintained adequate cash reserves to fund essential operations and cover temporary cash flow deficits.  This ability will be enhanced over the coming years if the County incorporates effects of the tax caps and other potential shortfalls.  Continued planning and evaluation will allow the County to be in position to manage its finances into the future.


Contact Information

Colette Irwin-Knott, Partner
Irwin-knott@umbaugh.com

Belvia Hiadari, Manager
hiadari@umbaugh.com

8365 Keystone Crossing, Suite 300
Indianapolis, IN 46240

Phone: 317.465.1500

Fax: 317.465.1550
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