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MAINTAINING A STRONG FINANGIAL
FOUNDATION IS A PERENNIAL CONGERN

7 of 1 O

Top member concerns relate to 1t



Presenter
Presentation Notes
Some of you may be wondering why GFOA took the time to research this topic and develop this framework.
The reason is that many of our members are worried about this
In our last member survey, 7 of the top 10 member concerns were related to maintaining a strong financial foundation



90% have a rainy day reserve

75 % have a debt policy

5 5 % forecast at least 3 to 5 years
*
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Presentation Notes
Our members have made significant progress in this area in recent years:
90% have a rainy day reserve
75% have a debt policy
55% forecast at least 3 to 5 years into the future



THIS PROBLEM
HASNT BEEN
OLVED THOUGH
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Presenter
Presentation Notes
But we know that our members still face some pretty serious challenges, including:
 Pensions
Aging infrastructure
Intergovernmental uncertainty
So, we decided we needed to put together a set of tools to help our members approach these kinds of issues





Presenter
Presentation Notes
What exactly is this Framework?
First a bit about the research it’s based on
Based on a body of research developed by Dr. Elinor Ostrom, the first woman to win the Nobel Prize in economics
This body of research is known as common pool resource theory
An example of a common pool resource is a shared or jointly-owned grazing area.  
Because it is shared/jointly owned, all the farmers have an individual incentive to graze their animals on it as much as possible.  Because if I don’t, someone else will.  
But what happens if everyone does this?  
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Presenter
Presentation Notes
The grazing area becomes over-grazed and barren and everyone suffers.
So, the farmers need to develop a system to jointly manage the shared resource.
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Presenter
Presentation Notes
A local government’s finances and budget is another example of a common pool resource.
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Presenter
Presentation Notes
And if we don’t have a system in place to manage it, everyone will take as much as they can get for their individual needs/causes, and in the long-term the community will suffer.

So, the Financial Foundations Framework is the system that GFOA has developed to help local governments effectively manage the community’s shared financial resources.
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Presentation Notes
Pillars work together, are inter-connected.
When you strengthen one, the others gain strength as well.




HOW FINANCIAL FOUNDATIONS ADDRESSES 3 LEVELS OF SYSTEMS CHANGE

Six Conditions of Systems Change

Policies Practices

Relationships
& Connections

Power
Dynamics

Resource Structural Change
Flows (explicit)

Relational Change
(semi-explicit)

Transformative Change
(implicit)

Financial Foundations Impact

Emphasize particularly important
policies, practices, resource allocation
practices practitioners should adopt

The five “pillars” financial foundations
cover these topics comprehensively.

Financial Foundations 1s based on
solving “the tragedy of the commons.”
The commons 1s a powertul mental
model for thinking about local
government resources.




Pillar 1

ESTABLISH
LONG-TERM
VISION

Give people
a reason to
cooperate.
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Presentation Notes
Important to think of these in relation to both internal and external stakeholders
Promote collaboration among internal stakeholders, between internal and external stakeholders, and among external stakeholders
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Presenter
Presentation Notes
Largest county in terms of geography
Dessert, mountains, urban, rural


AN UNSUSTAINABLE

In 2009, $80M deficit
rolled into next year
(10% of total budget),
even while salary and
benefit increase
approved.
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County was facing some very difficult choices
It needed a plan for the future


GOUNTY VISION & STRATEGIC PLAN

* Where do the County and the community want be 1n 20
years'’

—Highlights everyone’s shared interest
—Defines why County should be financially sustainable

* Led to shared vision for water resources across agencies
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Presentation Notes
Identity crisis
Name Confusion: City of San Bernardino and County of San Bernardino
No Local Media Market
Many New Commuting Residents who don’t Identify with the County

Community Meetings: 18
Issue Roundtables: 22
Online Survey Results: 3,656
Cities and Towns: 24
School Districts: 34

Was not the County’s vision for County government; it is the vision of all community stakeholders for where the County wants to be in 20 years

Bottom line: need a compelling vision to get people to see the value, what they have to gain by working together


Pillar 2
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A GOMMON LANGUAGE IS NEEDED TO REACH
A GOMMON SOLUTION

“Unfunded pension liability” becomes bad debt

“Employer contributions™ becomes interest

Growing habilities framed as opportunity costs
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Presentation Notes
Example from Queen Creek, Arizona
While discussing and educating the Town Council and stakeholders about its pension costs, the metaphor of unfunded pension liability as “bad debt” and employer contributions as “interest” proved very useful. This helped develop a common understanding of the issue.  Most people do not deal with “unfunded liabilities” in their day-to-day lives. That concept is abstract and difficult to grasp and, therefore, hard to communicate. 

However, almost everyone has had some personal experience with the potentially crippling consequences of bad debt. People appreciate the many problems associated with paying a high interest rate on a credit card balance, overbuying a house and having unmanageable mortgage and interest payments, or student loans for a degree that you are not getting sufficient value from later in life. Thus, just as everyday people are better off without bad debt, it was easy to appreciate that Queen Creek would be better off without the bad debt of unfunded pension liabilities and rising pension costs.

Explaining the impact pension costs were having, and were expected to have, on the Town’s levels of service was critical to developing the understanding of why we needed to address them.  To do so, the CFO talked about opportunity costs.  “Opportunity costs” is a term describing what one gives up to pursue a different course of action. In Queen Creek, the course of action the town had been pursuing is to let its pension liabilities accumulate and pay interest in the form of higher contribution rates. The opportunity cost was the impact they were having on direct public safety services provided to our citizens. For example, when the Town eliminated its $20M police unfunded pension liability, it immediately increased its police staffing levels to keep up with the growing population. This helped make the abstract concept of pension liabilities concrete: People then understood what the town was sacrificing by not addressing the pension problem.  The money the Town was spending on pensions is now being spent on new police officers. 

The Town believes it is critical to control our pension costs and its adopted Pension Funding Policy communicates how we will do so.  The core elements of the policy are a commitment to fully fund our three pension plans so that costs are not unfairly pushed forward and disproportionate share paid by future taxpayers.  This concept of intergenerational equity was very important to our Town Council and they showed strong leadership in developing a plan to address an issue in the near term so it would not become a long-term financial issue.  

The Town used excess reserves and revenue growth to pay down its unfunded liabilities.  Annually, it reviews the financial condition of its pension plans and “knows its numbers”, understanding the changes that occurred over the last year.  The annual review of the policy keeps the issues front and center with not only the Town Council but also Town residents. 


BUILDING TRUST WITH THE COUNTY SHERRIFF
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Presentation Notes
Internally and externally
Sheriff was independently elected
There was a new CEO for the County, Greg Devereaux
Greg knew he needed to put the County on a path toward financial sustainability, but also had to build trust with other county leaders


WEVE GOT YOUR BACK

* Departments pad budgets to manage risk.
* Across all departments this really adds up.

* So, provide support for the unexpected.



Presenter
Presentation Notes
So, how did Greg do this?  
He knew that all departments pad their budgets
They do this to manage risk, so they have funds available for unexpected expenses that might come up throughout the year.
Greg understood the need to manage risk, but knew that it was not efficient for each department to pad their budgets.
He worked with the Sheriff’s department to eliminate the padding and told him that if an unexpected expense will come up, he will cover it.
That year, a rogue LA police officer went on a shooting spree and was on the run in the County.  
Again, remember this is an expansive county.  The Sheriff’s department racked up a lot of overtime during the manhunt. 
When the Sheriff came to Greg with the overtime costs, Greg found the money to cover it.
This was incredibly powerful and made a positive impression not just on the sheriff, but on other department heads as well.  
They knew they could trust Greg and that if they played by the rules, he would have their back.
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Presentation Notes
Leadership Strategy
Engage Key Stakeholders: Building a sturdy financial foundation is a team effort. Let people voice their concerns. Ask for their feedback. Adjust as needed.

Institutional Design Principles
Collective Choice Arrangements: Citizens are more likely to support decisions when they have a say in how public resources are used.
Networked Enterprises: Share services across local governments to save costs. Build collaborative, cross-sector networks to pool resources for addressing community challenges.



THE GITY OF HAMPTON

* Set a clear purpose
—Make trade-offs between service levels
— What are residents willing to pay for?

* G1ve a convincing reason to participate
—Hampton was at a crossroads. Does the community:
—Invest? '
—Preserve?
—Di1vest?
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Presentation Notes
Publicly acknowledged that many citizens felt they were already paying too much in taxes and that people generally don’t like paying taxes.
This let people know that city officials had listened to their concerns and taken them into account




THE GITY OF HAMPTON

* Provide the medium
—Provide basic facts about taxes
—Make the experience interesting

* Require trade-offs
— Least successful meetings are...
—...where 1t 1s public vs. officials



Presenter
Presentation Notes
Presented information about taxes by comparing average home assessments in various neighborhoods to actual taxes paid over time
Showed that taxes had decreased in nearly every neighborhood due to lower assessments
People had not realized this because most of us pay one monthly bill that includes mortgage, interest, insurance, and taxes. Lose sight of how each of these is going up or down
Also showed data for nearby communities, which all had higher tax rates than Hampton
Small group interactions are most fruitful
Use circular seating arrangements when you can so no one is put at an advantage or disadvantage
The traditional public hearing is the model of what not to do
This effort has built up trust in City government 
According to Hampton’s citizen surveys, city government is now most people’s go-to source for info about city business, rather than the local media



GREATE
GLEAR RULES

® o o

.
e & & 0 0

L ]
[ ]
L]
[ ]
s & & & & & 0 o
L]
[ )
[ ]

L]
[ ]
® o & & 0 0 9
. .

L]

L]
L]
L ]

® & & & & & & & 5 0 & 8 0
L

® & & & & 0 0 0 0 0 0
e ® & & o 0 0 0 0 0

® @ & & ® & & & & & ® 0 0
L]

® & & & & 0 0 0 " " 0
L]

® & & & & & & & & 0 0 0
[ ]

® ® © & © o o ® o ° ® 0 0
L]

® & & & & 0 0 0 0 " 0 0 0 00
.

(]
L)
e & & & & & & @

® & & & & & & & & ® 0 0

e @& o o o o @
L]
.’..............
d

* o & o o
.

e o o
® & & & & 0 0 0 0 0 " 00

® & & & & & & & & 0 0 0

L]
.

L
L)
.

® & o o o ® 0 0

* o
L]
L]

.

® & & 0 &6 & 0 0 0 0 0
.

LN ]
L]
L]
.

® & & & & & & & o & 0 0 0
® & & & & & & & & & @ 8 0

constructive
behavior.

GREATE
GLEAR
RULES

Reinforce
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Leadership Strategy
Maintain Oversight. Cooperation is key to thriving communities. Reinforce the importance of cooperation though the power of purse strings. Encourage a culture of shared values.
Institutional Design Principles
Well-Defined Boundaries. When the game has clear rules, everyone’s set up to win. Create and share expectations about how decisions get made, who has the final say, and timelines.
Monitoring. Hold people accountable. When they understand their reputations are at stake, they’re more likely to play fair.
Sanctions and Rewards. Incentives can encourage both good and bad behaviors. Know the difference and design institutions accordingly


Monitoring: City of Tempe
Case Study
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THE GOLDEN CONE OF PROSPERITY

35% Unassigned fund balance
as percent of revenue is
forecasted to enter the
Golden Cone of Prosperity

30%
Targeted level
o of unassigned
25% fund balance
widens
20%
15%

FY10 FY11 FY12 FY13

FYOS

Forecast
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Highlighted Tempe in one of our most recent Financial Foundations webinars
Tempe has been using the golden cone of prosperity for about the last ten years to track the City’s goals related to its unassigned fund balance
Goal is for the unassigned fund balance to be equal to 25% of revenue
Track this over time and present a forecast; the band widens as you forecast out, due to higher uncertainty the further out you go
City council has become very familiar with this; the understand it; it helps them in their decision-making; they ask questions about how certain decisions they make today will affect the forecast in the future.  Quite amazing considering that it can sometimes be difficult to get elected officials focused on the long-term


POWER OF THE PURSE STRINGS

* Can budget authority be used to reward those
who cooperate?

* Set expectations for what 1t means to cooperate.
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Be transparent about how you as a finance officer will use your power of the purse strings
Make sure all stakeholders understand what is expected of them and what the consequences of compliance/noncompliance will be 


LOOK FOR LIGHTER TOUCH PENALTIES

Minneapolis

.
-}
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Problem: some departments regularly exceeding their budgets
Finance office assigned budget analysts to these departments.  Their job was to cajole departments into compliance
This didn’t work
New strategy: budget analysts were pulled out of the departments.  
Departments were told that if they exceeded their budget during the year, they would have to appear before the Ways and Means Committee to explain why and what they were doing to fix it.
They would also have to come back the next two months to report on progress
Compliance improved significantly; in fact, don’t even have to do this anymore, but finance director reserves the right to bring it back if necessary!
Lighter touch than firing people (it’s all relative)



REMOVE BARRIERS TO DOING THE RIGHT THING

» Use-1t-or-lose-1t budgeting encourages unnecessary spending.

* So, provide a constructive alternative.
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Greg Devereaux
Departments would pad their budget and make sure they spent every last dollar (who hasn’t stockpiled office supplies? Be honest)
Made a deal with the Sheriff’s Department
Needed a fleet of helicopters (remember, very large county, with dessert and mountain regions)
Helicopters were aging, no plan for replacing them
CEO agreed that any budget savings would go into a helicopter replacement fund
Over time, were able to replace the aging equipment
Built trust
Ended unnecessary spending, encouraged saving
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Pillar 5 includes three different institutional design principles

Proportional Equivalence Between Benefits and Cost 
What we mean by this is that people must get what they pay for and pay for what they get.  
Local governments should be proactive about this and make sure that citizens know what their tax dollars are being used for.
You can see how clear communication is a major part of this.  
Conflict-Resolution Mechanisms 
We can’t please everyone all the time. 
Disputes around financial decisions will happen. 
Anticipate that. Prevent destructive conflict. Promote constructive debate.
Lots of different ways that local governments address this; lots of different conflict resolution models that can be used.
Minimum Recognition of Rights 
What we mean here is minimum recognition of the autonomy of the local government in relation to state and federal government 
In particular, we believe that local governments need to have policies and procedures in place to protect against unfunded mandates and to manage grants effectively.


PROCEDURAL JUSTICE

 Decisions based on accurate information

* Transparent & consistent decision-making
criteria applied equally

* Stakeholders given opportunity for input

* Mistakes recognized & corrected


Presenter
Presentation Notes
Incorporating Procedural justice into your decision-making is one way you can avoid destructive conflicts.  
Key features of procedural justice:
Decisions are based on accurate information.
A transparent and consistent set of decision-making criteria is applied to everyone equally.
All affected stakeholders are given the opportunity for input.
Mistakes are recognized and corrected.
At the end of the day, people might not like the final decision, but the hope is that they understand it and can accept it.
Can be particularly useful in collective bargaining situations.
Also can be useful if you are thinking about implementing priority-based budgeting.



TRAVERSE CITY AREA PUBLIC SCHOOLS

DIFFIGULT
DEGISIONS




* Education priorities should drive the
budget.

* You can’t be all things to all people.

* Get the most bang for our buck.

Principles



Presenter
Presentation Notes
Established these three principles to guide their decision-making
Closed two low-enrollment schools and put the resources toward direct investment in student learning
Action was in line with all three principles
Explicit and transparent about the values underlying the decision and demonstrated integrity by sticking to them
Decision was supported by the local teacher’s union and the chamber of commerce


DISTRIBUTIVE JUSTICE

THE BASICS OF

UL I

WHAT'S FAIR? EXPLORING

THE BEHAVIORAL SCIENGE
OF JUSTIGE AND FRIRNESS

@ PART 1: The Three Forms of Fairmmess

https://www.gfoa.org/materials/gfr-
equity-in-budgeting-2-21

https://www.gfoa.org/materials/whats-fair-1

*



’ * Rethinking Revenue:
WHAT s NExT https://www.gfoa.org/rethinking-revenue
Fon Grnn? * Rethinking Budgeting:

https://www.gfoa.org/rethinking-budgeting

WANT To lmnN e Rethinking Pilot and Incubator Projects
& EN GAGE  Financial Policy Challenge
MonE? * Get Your Time Back Challenge

* Connect with me on LinkedIn to stay abreast of the
latest research from GFOA



https://www.gfoa.org/rethinking-revenue
https://www.gfoa.org/rethinking-budgeting
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