KNOW YOUR BUDGET

Controlling the numbers rather than letting the
numbers control you
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You’ve all been through a budget   cycle,so you all are familiar with  projecting revenue and  anticipating expenses. We will  quickly cover those topics today  as a refresher, but we really want  to focus on Budgeting for  Outcomes, and I am excited to  share time with Dr. Rob Butters  from the University of Utah. He  will talk through the magic that  can happen when you shift your  attention to an outcomes-based  approach. But for starters, let me  introduce myself and the Policy  Innovation Lab --- soon to be the  Sorenson Policy Initiative, from  the University of Utah.
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AGENDA

What is a Budget?

Transparency in Budgeting

Fund Budgeting

Quick Review of Revenues and Expenses
Property Tax Primer

Budget Creep and Other Thoughts
Budgeting for Outcomes
Questions/Contact Information?
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So today we will touch briefly on some  of the traditional budgeting  topics, but we really want to save  time to explore the concept of  budgeting for outcomes.


»
WHAT IS ABUDGET?

e More than a simple accounting of revenue and
expenditures

e The way one demonstrates priorities — “Show Me the
Money!”

e The most important responsibility of the Legislative
Body

 Not scary or boring!

e Your opportunity to talk to and hear from the public
about how you are spending their money
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Spend a few seconds on each point.  Thoughts: if your budget is  simply an accounting of revenue  and expenditures, then you are  not using it to achieve your policy  priorities. By looking at your  budget, I should know what you  value. For example, if you tell me  you value parks and recreation,  but I can see that over the years  your budget for parks and  recreation continually decreases,  then I question your ongoing  commitment. Additionally, the  budget process provides the  most publicized opportunity for  you to hear from the public. Don’t  shy away from the opportunity.  Embrace it. And if you are new to  office, do not be afraid to ask  questions. Innovation usually  happens when fresh eyes look at  an old problem in a new way.


WHY TRANSPARENTBUDGETING MATTERS

e Taxpayers trust you with their hard earned money. They deserve to know
what you’ve accomplished with the money they provide.

* Transparency Tips:
— Public Budget Meetings
— De-Mystify the Numbers
— Narrative Description of Budget
— Numbers and Narrative Posted on Website

— Quarterly Budget Updates on Council Agenda

— Honest Discussions — Cut Rhetoric

— FOCUS ON OUTCOMES
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We can all agree that the public is  cynical about government. As  one who is a leader in your  community, I suggest that part of  your responsibility is to talk  honestly about government and  the good things that government  is in place to provide. A big way  you accomplish this is by being  completely transparent in the  way you budget. While  government budgets can be big  and complicated, they are not  too difficult to understand. Don’t  just hand the public a list of  numbers, put some narrative to  the numbers to explain what you  are trying to accomplish.  Transform your quarterly  updates from being rote  exercises to actually being  meaningful budget discussions.  Perhaps with each quarterly  update, you could “deep dive” a  program or department so that  you and the public have a better  understanding of the services  you are delivering. But the  biggest way to make budgeting  transparent is to link the  numbers to verifiable outcomes.  Instead of focusing on inputs,  outputs, unit costs and cycle  times, talk about the strategic  outcomes you are trying to  achieve and show how the  public’s money is being spent to  achieve those outcomes. If you  cannot describe how the funds  being spent are helping you  accomplish your strategic goals,  then maybe you need to re-think  the expenditure. Crazy idea, yet  a transformative approach.
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As the public’s access to information  increases, transparency will  become more important. And  you will want to be in front of  talking about your priorities  rather than having others dissect  your numbers and make  assumptions that will become the  public discourse. Outcomes  based budgeting is the new  frontier of openness and  transparency.


BUDGETING BASICS

e Fiscal Year for Municipalities July 1 —June 30
e Public Hearings required to adopt and amend
budgets
 Monthly budget reports for management
e Quarterly budget reports for legislative body
e File budget with State Auditor 30 days after
adoption
e Financial Audit Reporting Package (FILED TOGETHER)
e Financial Statement Report — 180 days after year
end
e State Compliance Audit — 180 days after year
end
e Single Audit Report — 180 days after year end
 Report on Findings & Recommendations — 180 I
days after year end ' :

Public Hearing
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TRANSPARENCY

e Utah Public Finance Transparency Website
e Quarterly Revenue and Expenses — 30 days after quarter end
e Annual Balance Sheet Data — 180 days after year end
e Annual Payroll Data — 180 days after year end

* |Impact Fee Report — 180 days after year end

e Deposit and Investment Information — January 31 and July 31

e Chart of Accounts thoughts...
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»
FUND BUDGETING

ACCOUNTABILITY VS. PROFITABILITY

&
GOVERNMENTAL VS. PROPRIETARY

A General Fund and Related i-";*;

A Capital Project Funds o =

A Debt Service Funds ‘” S

A Enterprise Funds 3 _Lh: }_

A Internal Service Funds R
A Special Revenue Funds “Everything was fine until you

insisted on amnumahilit:,'_“
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This is where we need to take a minute  to quickly review some  governmental budgeting terms.  Remember, in governments, our  measure is accountability not  necessarily profitability. There is  a reason that there are not a lot  of private swimming pools, tennis  courts, parks, libraries, police  and fire departments and social  services. These enterprises are  expensive to operate and rarely  profitable. Yet which of us wants  to live in a community that does  not have these basic amenities?  Again, it sounds like a broken  record, but focusing on  outcomes becomes a very power  tool when thinking about  accountability for government  programs. And a budgeting  session would not be complete if  I didn’t remind you that in  government we focus on fund  accounting. Each fund is a self  balancing set of numbers. And  not all funds are created equal.  Some of governmental and some  are proprietary. Proprietary funds  look more like mini businesses  within government. Those of you  who manage businesses will  love proprietary funds, because  they follow accounting rules that  are generally familiar to you. A  quick run down of funds: general  fund and related – this fund is  supported by general taxes  (property, sales, energy sales &  use) and largely funds the core  functions of local government  (mainly public safety – including  police and fire, parks, planning  and zoning, and the basic  administrative function of  government). The general fund  must be balanced each year –  no deficit spending allowed –  and at year end, any revenue not  expended falls to the general  fund’s fund balance and can  either be kept as savings or  appropriated for use by the  legislative body. The capital  projects fund is a tool that allows  governments to fund projects  that will take more than a single  budget year. Unspent funds do  NOT fall to fund balance at the  end of the year. Usually, projects  are on the capital projects fund  for two or three years until the  project is complete. Debt Service  Funds allow the government to  issue long term debt and have a  segregated fund to account for  debt proceeds and payments.  Enterprise funds, as implied by  their name, fund enterprises that  are supported by fees to the  users of the service. Examples  include water funds, garbage  funds, and in some communities  golf funds. It is your policy  decision whether to operate a  service as a user-fee supported,  self sustaining enterprise or to  include it as part of the general  fund. You may have recently  seen that some SLC officials are  questioning whether the City’s  golf program should be a  self-sustaining enterprise or  should be supported by general  fund revenues. In short, some  argue that the open vistas  created by golf courses benefit  all, not just those who play golf.  While I won’t weigh in on the  debate, I will suggest that it is an  interesting policy discussion that  might change a long-held  budgeting approach. Internal  service funds allow government  to segregate revenue and  expenses for services provided  by one department to other  departments within the  government. Examples include  IT, Fleet etc. Finally special  revenue funds allow  governments to segregate  revenue and expenses where  audit and compliance might  dictate rigorous accounting of  sources and uses. E911 funds  are a good example of a revenue  source worthy of a special  revenue fund.


»
REVENUES AND EXPENSES

e Focus on Revenue

* Keep an Eye on Expenses

— Hard to control

— Never fund full-time employees — or for that matter other ongoing budget
gifts — for Christmas!
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When dissecting the local budget,  there is often a tendency to only  focus on expenses. Remember,  although the State Legislature  puts pretty strict limits on  revenue available to you through  laws setting caps for property  tax, sales tax and energy sales  and use taxes (your three big  sources of revenue) this does  not mean you should not focus  on revenue. Although property  taxes have been vilified for three  decades, many are coming  around to the fact that this stable  source of revenue should be a  stronger part of a revenue  diverse portfolio. As local  governments’ dependence upon  property tax decreased,  governments budgets became  more susceptible to economic  forces. When you are providing  core governmental services,  including first responder  services, wild budget fluctuations  are NOT in your community’s  best interest. Similarly, even  though some of the expense  discussions such as Other Post  Employment Benefits (OPEB)  and retirement system  discussions are boring, you must  understand how these factors  impact your overall expense  budgets and you must have a  strategy to hold down the costs.
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Sample Small Community

$1,479,308.00

$1,123,305.00

Total Revenues

$1,009,441.00

$1,567,320.00

$1,198,697-00




Sample Small Community

Taxes
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Sample Small Community

Everything Else Revenues
(Less than 10% of total revenue)

$140,000.00
$122,649.00
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$60,000.00 -~ $49,639.00 $53,767.00
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PROPERTY TAXES 101

Taxable Valuation drives rates that will produce
budgeted revenue

e Taxable vs Fair Market
Value

e Taxable Value fair market
value — residential
exemption

s %:“ * Fair Market Value the
Haw the city views your heme., .
Froperty Tax Assessment $%-Smitlion amount at which the

I A2 property would change
7 i hands between a willing

buyer and seller.

Whet you
Actual Market Value: 3 1 75 000

PR poas

e Taxable Value is used in
the calculation.
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PROPERTY TAXES 101

Property Value Types

* Real

 Locally assessed (County Assessor)
real estate (land) and improvements
on the land.

Utal _
Ce el e Personal

 Locally assessed (County Assessor)
property not classified as real estate

' ate or improvements and subject taxation

and assessment according to value.

e Centrally Assessed

e Tax Commission assessed real and
personal property.
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PROPERTY TAXES 101

What is Centrally Assessed Property?

» All property which operate as a unit across county lines.
 All public utilities.

 Airlines, air charter service, and air contract services.

e Geothermal fluids and geothermal resources.

e All mines and mining claims.

e All machinery used in mining.




PROPERTY TAXES 101

Percentage Breakdown Statewide

e Real
72%

e Personal
6%

e Centrally Assessed
12%




PROPERTY TAXES 101
Tax Rate?

* The rate usually changes every year due to the calculation of
revenue/value.

* Value go up, rate goes down

* Value goes down, rate goes up

* Right?




PROPERTY TAXES 101

Real Property Change

e Reappraisal value
change due to market
change = tax rate
change

e New Growth = New
Revenue




PROPERTY TAXES 101

New Growth?

Calculation with 4 parts
* Real

* Personal

e Centrally

» Redevelopment projects expiring or decreasing tax increment
commitment.
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PROPERTY TAXES 101

Calculation

e Revenue (prior year budgeted revenue)
Divided by
e Adjusted Value

= Certified Tax Rate
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PROPERTY TAXES 101

Adjusted Value = Value Forecast
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PROPERTY TAXES 101

Want more/new Revenue

* New Growth
e Tax Rate Increase Process
* Annex in of new tax areas
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PROPERTY TAXES 101

Property Tax Demonstration
Year 1

House 1 House 2 House 3 House 4 House 5
Mkt Value 181,818 Mkt Value 181,818 Mkt Value 181,818 Mkt Value 181,818 Mkt Value 181,818
Tax Value 100,000 Tax Value 100,000 Tax Value 100,000 Tax Value 100,000 Tax Value 100,000
Tax Bill 1,000 | ([Tax Bill 1,000 | ([Tax Bill 1,000 | (Tax Bill 1,000 | (Tax Bill 1,000
House 6 House 7 House 8 House 9 House 10
Mkt Value 181,818 Mkt Value 181,818 Mkt Value 181,818 Mkt Value 181,818 Mkt Value 181,818
Tax Value 100,000 Tax Value 100,000 Tax Value 100,000 Tax Value 100,000 Tax Value 100,000
Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000
SLVLESA District
Total Base Mkt Value 1,818,182
Total Base Tax Value 1,000,000
Tax Revenue Base 10,000
Tax Revenue New Grow -
Total Tax Revenue 10,000 S BPAGE
Tax Rate 1.00%
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PROPERTY TAXES 101

Year 2

T T~

House 1
Mkt Value 363,636

T T~

House 2
Mkt Value 363,636

T T~

House 3
Mkt Value 363,636

T T

House 4
Mkt Value 363,636

T T~

House 5
Mkt Value 363,636

Tax Value 200,000 Tax Value 200,000 Tax Value 200,000 Tax Value 200,000 Tax Value 200,000
Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000
House 6 House 7 House 8 House 9 House 10
Mkt Value 363,636 Mkt Value 363,636 Mkt Value 363,636 Mkt Value 363,636 Mkt Value 363,636
Tax Value 200,000 Tax Value 200,000 Tax Value 200,000 Tax Value 200,000 Tax Value 200,000
Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000 Tax Bill 1,000
SLVLESA District

Total Base Mkt Value 3,636,364

Total Base Tax Value 2,000,000

Tax Revenue Base 10,000

Tax Revenue New Grow -

Total Tax Revenue 10,000 pIEAGY,

Tax Rate 0.50% >
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PROPERTY TAXES 101

YearB/\ T T~ T~ T T )

House 1 House 2 House 3 House 4 House 5

Mkt Value 181,818 Mkt Value 190,909 Mkt Value 200,000 Mkt Value 209,091 Mkt Value 218,182
115,000 Tax Value 120,000

Tax Value 100,000 Tax Value 105,000 Tax Value 110,000 Tax Value
Tax Bill 816 Tax Bill 857 Tax Bill 898 Tax Bill 939 Tax Bill 980
House 6 House 7 House 8 House 9 House 10

Mkt Value 245,455 Mkt Value 254,545 Mkt Value 263,636

Mkt Value 227,273 Mkt Value 236,364
140,000 Tax Value 145,000

Tax Value 125,000 Tax Value 130,000 Tax Value 135,000 Tax Value
Tax Bill 1,020 Tax Bill 1,061 Tax Bill 1,102 Tax Bill 1,143 Tax Bill 1,184
SLVLESA District
Total Base Mkt Value 2,227,273
Total Base Tax Value 1,225,000
10,000

Tax Revenue Base
Tax Revenue New Grow

Total Tax Revenue 10,000
Tax Rate 0.82% .‘.“\\\,l‘..-\r;{z.
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PROPERTY TAXES 101

Year 4
House 1 House 2 House 3 House 4 House 5
Mkt Value 181,818 Mkt Value 190,909 Mkt Value 200,000 Mkt Value 209,091 Mkt Value 218,182
Tax Value 100,000 Tax Value 105,000 Tax Value 110,000 Tax Value 115,000 Tax Value 120,000
Tax Bill 816 Tax Bill 857 Tax Bill 898 Tax Bill 939 Tax Bill 980
House 6 House 7 House 8 House 9 House 10
Mkt Value 227,273 Mkt Value 236,364 Mkt Value 245,455 Mkt Value 254,545 Mkt Value 263,636
Tax Value 125,000 Tax Value 130,000 Tax Value 135,000 Tax Value 140,000 Tax Value 145,000
Tax Bill 1,020 | [TaxBill 1,061 Tax Bill 1,102 Tax Bill 1,143 Tax Bill 1,184
/\
House 11
Mkt Value 272,727
Tax Value 150,000 SLVLESA District
Tax Bill 1,224 Total Base Mkt Value 2,227,273
Total Base Tax Value 1,225,000
Total New Growth Tax \ 150,000
Grand Total Tax Value 1,375,000
Tax Revenue Base 10,000
Tax Revenue New Grow 1,224
Total Tax Revenue 11,224 R
Tax Rate 0.82% > EI__“j
e &
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»
STRETCHDOLLARS

STRETCH DOLLARS — WATCH FOR NATURAL UNDER EXPEND

e Staff turn over often results in under expend

 Reward departments for creating under expend by sharing the
savings with one-time wish lists

e Begin to focus on outcomes rather than outputs — forces
systems thinking
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Over the past two decades, government  officials have let the ability to  capitalize on staff overturn  savings to slip away. There are  many reasons for this, but some  jurisdictions are not passing  ordinances to try to recapture the  savings. For example, if a  position goes vacant mid year,  some governments are  demanding a certain percentage  of the position costs (~20%) be  returned to the general budget as  a means of forcing departments  to make hiring and salary  decisions that are in the best  interest of the entire  organization, not just the  department. For example,  because the government  compensation system is largely a  longevity based system, you  should save money when hiring  in a new employee to replace a  30 year retiree. If you don’t keep  an eye on your compensation  policies, you will not maximize  savings that should accrue from  staff turn over, especially where  retiring employees are  concerned. And again, one of the  biggest ways to stretch existing  dollars is to begin to allocate  resources based on outcomes. 


BUDGET CREEP AND OTHER THOUGHTS

* BUDGET CREEP:

Mid-Year Reclassifications
Hiring Above the EntryLevel
Accrual of Comp Time
Grants Awarded

Contracts

OPEB

e OTHER BUDGET FOCUSED IDEAS:

If you don’t understand it, don’t vote on it until you do

Become a quality-focused organization — outcome oriented and continuous
improvement based top to bottom

Be creative and test new ideas

Do not be afraid to educate the public about the cost of services
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There are many ways that budget  creep happens. Even in the best  intentioned governments,  unchecked decisions result in  commitments of large sums of  money and these commitments  limit the ability of policy makers  to implement their policy  agendas. On the slide, I’ve noted  a few budget creep situations to  monitor and each one could be a  30 minute conversation itself. If  you would like help developing  systems to monitor budget  creep, please contact the Lab  and we can arrange a fee for  service opportunity. 


DO IT — DON'T JUST SAY IT

ASK YOURSELF:

v Do we have realistic short, medium and long term goals — or do we just try to
get from one budget year to the next?

v Do we talk about who we are serving and how well we are doing?

v" Are our dollars spent on the most effective programs? How do we know? avFAGy,
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GOVERNMENT HISTORY OF FOCUS ON DATA

GOOD AT MEASURING OUTPUTS

OUTPUT MEASURE INDICATORTYPE
Number of items checked out per library patron Efficiency
Linear feet of sidewalk replaced per year Efficiency
Cycle time from police call for service to response Service Quality
Cost per jail bed per day Unit Cost
Average homeless families/individual/case worker Service Quality ﬁ‘LFA%o

Sanp*®
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Now that we’re through the nuts and  bolts, I want to turn to the real  passion of our presentation –  where we encourage you to shift  your thinking from inputs,  outputs, unit costs and cycle  times to outcomes!


SHIFT DATA TO FOCUS ON OUTCOMES

ADVANTAGES

how much is spent

Creates a culture of continuous improvement throughout the
organization

Forces government to think about systems, not just programs

Provides a higher level of public accountability

Budget policy discussions focus on what is accomplished rather than
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FOCUS ON OUTCOME DATA

OUTPUT MEASURE OUTCOME GOAL
Increased
Increase in the proportion of K-12 students actively graduation rate OR close
using the library gap on graduation rates
Decrease in percentage of inadequate sidewalks Walkable
Community

Increased real and

Decrease crime rates in key categories of crime . .
perceived safety in

community
Increase rate of diversion from jail for non serious Eliminate overcrowding in
offenders; decrease recidivism rate jail/need for more jail beds

Decrease rate of readmission to homeless facility within

30, 60 and 180 days End chronic homelessness
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BUDGETING FOR OUTCOMES

PERFORMANCE BUDGETING:

“Similar to program budgeting, this budgeting approach also uses programs or activities as
budget units, and presents information on program goals and performance. This budget system
places emphasis on incorporating program performance information into the budget
development and appropriations process, and allocating resources to achieve measureable
results.”

OUTCOME MEASURE:

This is a measure of the result associated with a program or service. Outcome measures can be
short- or long-term results that can be directly linked to a government program orservice.
Examples include the percentage of students reading at grade level, air quality, or the traffic
fatality rate. Outcome measures are often the most desirable measures but the most difficult
to use and analyze, as major system outcomes are generally derived from a variety of services,
products and activities, and isolating the root cause of change is often challenging.

NASBO, 2015
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3 STEPS FOR OUTCOME BASED BUDGET

Determine Price of Government

Identify High Priority Areas
Allocate Revenue to Priorities
Develop Requests for Results
Request Proposals to Achieve Identified Outcomes

Rank Proposals

Create Final Budget

Implement/Monitor/Evaluate

*See process map for priority driven budget.

GFOA, 2012



OUTCOME BASED BUDGET

GOAL: Shift thought from what we are spending to what we are buying

Presently: 95% of all spending decisions are based on what we did last year

Focus tends to only be on the new money

FUNDING FOCUS




GOV'T HISTORY OF PERFORMANCE-BASED

BUDGETING

1870’s: Performance budgeting introduced in reaction to local government abuses

1950: Budget Accounting and Procedures Act; agency leads to provide budget performance data
1950’s: President’s Bureau of Budget; performance measures used for efficiency and effectiveness
1960-2000: More than fifty countries follow the US lead in performance based budgeting

1960’s: Planning, Programming, Budget System (PPBS)

1970’s: Management by Objectives (MBO) and Zero-Based Budgeting (ZBB)

1980’s: Top Down and Fixed Ceiling Budgeting

1990’s: Performance data goes public; prior to that it was internal data

1990’s: State and Local governments start to experiment with Performance Budgeting and Total Quality Management
1993: Government Performance and Results Act (GPRA); agencies to use performance managing tasks — including goal

setting, measuring results, and reporting progress
1994: Government Management and Results Act (GMRA); extends provisions across federal gov’t
1994: OMB Circular A-11 Revision; program funding justified by performance metrics and goals

1996-2000: Federal agencies mandated to use outcomes-based performance metrics in budgeting
2002: Performance Assessment Rating Tool (PART); OMB develops and integrates performance measurement but not

performance budgeting per se

2010: OMB issued 128 High Priority Performance Goals (HPPG) b O
& 9,
2012: New York City Social Impact Bond issued (first Pay for Success transaction) : & x
&y Qo



Contact:

Kerri Nakamura
KerriNakamuraAssociates@gmail.com

(801) 699-4221
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