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Fiscal Management Handbook: Chapters 3 and 4
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Revenue calculation formulas
Service Level Analysis
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PROJECT 2: FINANCIAL ANALYSIS PROJECT (30% of final grade)
ue: October 28, 2014

Background: The following project requirements should be completed in the order listed. This will permit you
to develop information which should be useful in each subsequent task. You should fulfill the role and
responsibilities associated with being the municipality's finance officer who has been asked to prepare this
material as part of the budget process. You are encouraged to create realistic circumstances or add detail to the
situation to make your response more practical and/or effective.

Presentation: Your presentation will be greatly enhanced if you use a spreadsheet to create a database, prepare
the calculations and graphs and your project report.

_Project Requirements:

1. Use the Financial Monitoring System book to do a trend analysis of the following indicators.
--Factor 1: Revenue Per Capita
Revenue Per Capita Adjusted for Inflation
--Factor 3: Property Tax Resources
--Factor *: Adapt the formula for factor 3 to analyze non-property tax revenues on a per capita basis
--Factor 4: Expenditures Per Capita
Expenditures Per Capita Adjusted for Inflation
--Factor 7: Debt Service
--Factor 10: Operating Position
--Factor 12: Revenue Shortfalls
--Factor 13: Budget Overruns
--Factor 17: Property Value
--Factor 18: Fiscal Capacity

The trend analysis should include the following for each factor:

--Calculate each factor

--Graph each factor

--Prepare a summary statement to describe and interpret the trend for each factor

2. The policy issue you have been asked to review and present a recommendation on involves the provision
" . of garbage collection and disposal services for the four years.



Considerations which have a bearing on the development of a recommendation:
--Garbage collection and disposal services for the past 25 years have been provided by an outside

contractor not municipal employees.
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--For 25 years, the method of collection has been back-yard service.
--The total cost of this service has been financed by general operating revenues.

The cost of garbage collection and disposal on an annual basis for the last eleven years was:

2013 $442,440
2012 420,840
2011 345,430
2010 291,616
2009 268,920
2008 240,000
2007 219,000
2006 176,725
2005 176,725
2004 227,290
2003 192,320

For 2014, $464,400 has been budgeted for garbage collection and disposal services.

Circumstances associated with the problem include:

(1) Bids were recently opened for a period of 3 2/3 years. The new contract would run from May
2014 through December 2017. The collection services were bid three different ways. TF™
methods of collection and their annual cost per the lowest responsible bidder** SOLWAT Inc-

are as follows:

Year Backyard Curb
5/14- $353,592 $265,464
12/14*

2015 $407,044 $305,284
2016 $447,748 $335,581
2017 $470,135 $352,602

Curb with resident paying
fee for backyard pick-up

$265,464 plus $28/year
per household desiring
backyard pick-up

$305,284 plus $32/year
per household desiring
backyard pick-up

$335,581 plus $35/year
per household desiring
backyard pick-up

$352,602 plus $37/year
per household desiring
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— *For 1/14 through 4/14, the cost for garbage collection and disposal will be $147,480.

**See Fiscal Management Handbook for purchasing/bid contracting information.
(2)  There are currently 3200 households from which garbage is collected on a weekly basis.

(3) During the last few weeks, public employees have conducted a visual survey of the manner in
which the households prefer to have their garbage collected. The results indicate that
approximately 50% of the residents actually placed their garbage at the curbside for pick-up
rather than utilize backyard service.

Your recommendation to the municipal manager should address the following points:
1) What method of collection should be authorized for the next four years?
The available options include:
a) Backyard collection, municipality pays the total cost
b) Curbside collection, municipality pays the total cost
¢) Curbside collection paid by the municipality and residents not qualified as handicapped
or infirm pay an extra fee for backyard collection
2) How should the additional cost of garbage collection be financed, if either option (a) or
(b) is recommended?
(The results of the financial analysis should be used to support your recommendation.)
a) Increase the real estate tax rate
b) Use a portion of the prior year's fund balance
¢) Impose a user fee to cover the entire cost of garbage collection and proportionately
reduce the existing real estate tax
d) Develop a combination of (a), (b), and or © above
e) Create a wholly new option
3) Draft a news release which explains your recommendation to the public.
: Use demographic, financial, geographic or any other information you believe reasonable
to make your news release informative and persuasive.
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GFOA Recommended Practice
The Use of Trend Data and Comparative Data for Financial Analysis (2003)

Background

A government’s CAFR provides a wealth of data that the government itself and other
interested parties can use to analyze the government’s financial health. Of course, considering
financial data in isolation can lead to inappropriate conclusions--appropriate context is
essential for sound interpretation. For state and local governments, trend data of the
government itself and comparative data from other governments frequently have provided this
context for evaluating current-year financial data.

The National Council on Governmental Accounting (and later, the Governmental Accounting
Standards Board - GASB) saw value in the use of trend data for financial analysis as
evidenced by their recommendation to include up to a dozen schedules of trend data in the
statistical section of the CAFR. Likewise, the GASB has mandated the presentation of trend
data for both defined benefit pension plans and public-entity risk pools. The Government
Finance Officers Association (GFOA) also has recognized value in the use of comparative
data from other governments as evidenced by its ongoing compilation and publication of a
Financial Indicators Database that presents selected data from CAFRs submitted to GFOA’s
Certificate of Achievement for Excellence in Financial Reporting Program.

Recommendation. GFOA makes the following recommendations for the benefit of
government officials and other interested parties who wish to use financial data from the
CAFR to analyze a government’s financial health:

e GFOA believes that a government’s own past performance normally is the most relevant
(but not exclusive) context for analyzing current-year financial data.

e A government’s own experience typically is best expressed in the form of trend data for
key financial indicators (e.g., revenues, expenditures, fund balance).

e The usefulness of trend data often can be enhanced by examining the percentage
relationship among data elements over time (e.g., local revenue as a percentage of total
revenue; public safety expenditures as a percentage of total expenditures).

¢ Ataminimum, five years of data typically are necessary for effective trend analysis.
e Conversely, trend information eventually loses relevance over time because of changes in
circumstances. Accordingly, typically no more than ten years of data should be

considered.

e Items that potentially distort trends (e.g., one-time items or changes in underlying
assumptions or structures) should be carefully noted.
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e When constant dollar presentations are used, it is recommended that the basis of the
constant dollar adjustments be disclosed and the unadjusted (non-constant) data also be
presented. This allows individuals to make their own decisions regarding whether and
how price level adjustments should be made.

e Appropriate comparisons of a government’s own data with the data of other similar
governments also may be useful for purposes of financial analysis. However, care must
be taken to ensure that such comparisons are valid. Considerations that affect the validity
of data comparisons among governments include the following:

¢ Are the governments of the same level (i.e., state, county, municipality) and type (e.g.,
general-purpose, special-purpose)?

¢ Are there significant differences in the scope or quality of services provided?
¢ Are there significant differences in the number of those served?
¢ Do the governments define categories in the same way?

¢ Are the governments from regions where costs and similar environmental factors are
comparable?

¢ If costs being compared include significant depreciation expense, were the capital
assets being depreciated acquired at roughly the same time (i.e., to avoid the
distortions inherent in historical-cost depreciation)?

e Comparisons with other governments may be further enhanced by using trend data for
these governments rather than relying exclusively upon current-year data.

Recommended for Approval by the Committee on Accounting, Auditing and Financial
Reporting and the Committee on Governmental Budgeting, January 23, 2003.

Approved by the GFOA Executive Board, February 28, 2003.
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