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Council Orientation Agenda
TIME MONDAY TUESDAY WEDNESDAY

8:30 – 10:00 Local Government 101 Municipal Service 
Delivery & Planning

Asset Management

10:00 – 10:15 Refreshment Break Refreshment Break Refreshment Break

10:15 – 11:45 Governance & Ethics Budgeting, Taxation, 
and Financial Affairs

Risk Management & 
Dispute Resolution

11:45 – 12:45 Lunch (Provided) Lunch (Provided) Lunch (Provided)

12:45 – 2:15 Setting Priorities, 
Delivering Outcomes

Community Planning & 
Development

Human Resource 
Management

2:15 – 2:30 Refreshment Break Refreshment Break Refreshment Break

2:30 – 4:00 Council Meeting 
Simulation

Municipal Facility Tour 
(Will Run to 5pm)

Public Relations



Outline

• Key Concepts / Terms
• Responsible Spending
• Revenue Sources
• The Big Crunch(es)
• The Busiest Q&A!!!

Presenter
Presentation Notes
The goal of this session isn’t to teach you all how to be accountants, how to manage the corporation’s finances, or to help you do the job of the Financial Officer. Rather, this session should allow you to fill Council’s principle role as the local Treasury Board – the body that allocates the limited financial resources of the District. To reiterate, this session should allow you to be effective in your financial governance role.

We’ll start by reviewing some key concepts and terms that will be used frequently throughout your time on council. We’ll then run through the rules governing how municipalities are able to spend money which also ensure that taxpayer dollars are spent in a responsible and accountable manner. Then you will be provided with an overview of the revenue sources available to municipalities to fund the services and infrastructure needed to deliver those services. Finally, we’ll run through some of the big crunches which you will keep hearing about throughout your council term.

Now since government finance is everyone’s favourite subject, I’m expecting you all will have many questions about this aspect of your role. I’ll do my best to answer your questions, and try to investigate those that I don’t have the answer to. 



Councils & Financial Governance
Key Terms

• Assets & Liabilities, Surplus & Deficit
• Tangible Capital Asset
• Resourcing & Capacity of Public Body
• Maintenance (Preventative or Reactionary)
• Budget v. Financial Plan
• Reserves & Surplus
• Conditional & Unconditional Grants
• Financial Audit & Financial Statements

Presenter
Presentation Notes
Before getting into the nitty gritty of financial governance, there are a few key terms that you will encounter throughout your time on Council. It is important that you understand these terms so that you are able to fully understand not just day to day financial advice but also critical advice received from the District’s auditors and local government associations.
�An Asset is a thing that is owned by the public body which has financial value. This value can be liquid (i.e. easily converted into another asset with value. Ex. Cash & Investments) or non-liquid (i.e. not easily converted into another asset, ex. buildings, equipment, and land).

Liabilities are things that are owed by the District to other parties, and which are treated as ongoing financial obligations. This includes short term and long term debt, revenues deferred to future years, unearned revenues, and monies payable to other parties.

The concept of equity is not used in public sector accounting, as the public body does not gain ownership of assets independent of its residents. Instead, governments will be determined to have net financial assets, which can be positive or negative. This simply refers to whether the total value of the municipality’s liquid assets exceed its liabilities, or if the liabilities would impose a financial obligation on the municipality’s non-liquid or tangible capital assets.

A Tangible Capital Asset is most easily understood as “hard” assets (in that they can be identified and felt) which provide value over numerous years. Good examples of Capital Infrastructure are water and sewer mains, buildings and facilities, equipment and machinery, and improvements to land, including roads. These are largely differentiated from those things funded which have current value and do not provide financial value over numerous years. Note that these are different from intangible capital assets, such as intellectual property rights.

This is referred to as Resourcing and Capacity of the public body to actually provide the things Council has decided to provide. Resources include Operating Service Budgets, Staff, funding for fuel, parts, and supplies, and other things which aren’t considered as adding value over the long term. Generally, the idea being resourcing and capacity decisions is that they do not add or subtract value from capital assets, and the decision to provide those resources or not will not significantly alter the inherent value of the capital asset in a given year. Another example of this is paying a contractor to provide a service – no inherent financial value is being gained beyond the current fiscal year.

Maintenance is a type of resourcing decision that refers to maintaining the inherent value of a capital asset over the long term. There are two types: Preventative Maintenance and Reactive Maintenance. Preventative Maintenance refers to maintenance that occurs on a scheduled basis to ensure that the asset will not fail or require reactive maintenance over the course of its lifecycle. This includes regular servicing of equipment, crack sealing of roads, painting the exterior of buildings, and retrofitting facilities. Reactive Maintenance is the opposite. It occurs when an asset (or a part of it) is failing and requires significant maintenance to restore its value. A few good examples include water main breaks, replacing blown-up engines in equipment, and replacing parts of buildings to avoid a collapse.

All of these decisions are made through the lens of setting a Budget for a given function. Budgets refer to the funding of individual functions with limited resources, and is generally short term in focus. They are expenditure focused, rather than income focused, as they deal with what you will pay for and how much you want to pay for it. A Base Budget refers to the regular revenues and expenses that we can reasonably believe will occur in any given year, barring significant policy changes. This includes taxation revenues, operating, maintenance and staffing expenses, and other regular current year financial transactions. A Project or Capital Budget refers to the irregular usage of funds for purposes that, while they may have been planned in advance, we cannot reasonably believe will occur year over year, as these are generally short to mid-term funding items. Additionally, these may have short-term funding solutions, including transfers from reserves and surplus accounts, grant funding from third parties, and debt financing.

A Financial Plan is focused over a longer period. For local governments, this always is for a period of five years, but can extend beyond that to cover periods of 10 to 25 years. These plans not only look at expenditures, but also revenue sources. The core argument for long term planning is that there are things you pay for which require advance planning and cannot be completed in a single year. A good example is building a facility; not only is there a lot of engineering and architectural work required, but you likely would lack funds to complete it without having planned in advance for where you will get funding from.

Reserves and Surplus Funds are two good sources of funding. Both are created by saving current year funds over a number of years to fund future expenses which a local government is not able to pay for in a single year. Reserves are established by bylaw, and are subject to greater legislative control than surpluses; they are established for specific purposes, cannot be used to fund unrelated purposes, and require Council approval. Surplus Funds are simply the accumulation of unexpended funds over a number of years, and are more exposed to unplanned usage than reserve. Council still has to approve the use of surplus funds as a revenue source, but there is no requirement for Council to use those funds for a specific purpose only.

Grants are another source of revenue, and are conferred onto local governments by third parties. Unconditional Grants are provided by the province to local governments for things such as motor vehicle ticketing revenue sharing and small communities funding support. There are no conditions to these funds, and they can be safely included in base budget revenues. However, Conditional grants are provided only on certain conditions and usually for specific purposes. A good example is the Rural Dividend Fund – even though the fund provides significant revenue to local governments, we are not automatically entitled to it. We must apply for the funding, tell the Province what we want to do, how we will do it, what it will cost, and when it will be done. The Province then evaluates it against criteria, determines the amount to be awarded (if any), and the conditions for receiving funds and reporting on the work completed. These types of grants generally involve significant administrative work to apply for and receive funding, as well as reporting regularly on outcomes.

Finally, all of these aspects are pulled together in the District’s Financial Statements. These are prepared annually after a Financial Audit, where the auditors appointed by Council comb through the District’s financial records to determine if financial transactions have been recorded properly, that internal financial controls have been followed, and that no fraud or other criminal activity has occurred. The Financial Statements reflect the financial position of the District, its assets and liabilities, and net financial position. It also includes an assessment of the value of the District’s tangible capital assets, indicating generally how much the assets collectively contribute to the financial position of the District.





Councils & Financial Management
Key Terms

• Statement of Financial Position, Income Statement, Cash 
Flow Statement

• Mill Rate & Assessed Value of Property
• Assessment Classes
• Constitutional, Statutory, Permissive & Revitalization Tax 

Exemptions
• Grants in Lieu of Taxes
• Fund Accounting

Presenter
Presentation Notes
The Financial Statements will contain three primary sources of information: the Statement of Financial Position, Income Statement, and Cash Flow Statement. The Statement of Financial Position records the District’s overall financial position in terms of what assets it has,  

The Mill Rate is the “percentage” applied to property taxation. When Councils set property tax rates, they are determining the amount payable per $1,000 dollars of assessed property value that will be levied on different type of properties. The Assessed Property Value is determined by BC Assessment based on the estimated value of land and improvements for taxable purposes. 

Properties are divided into various Assessment Classes – and in many cases, a single property is divided among several classes. These classes are Residential, Utilities, Major Industry, Light Industry, Business and Other, Managed Forest Land, Recreational and Non-Profit, and Farm properties. Local Governments establish the mill rate for these classes, and are otherwise unable to determine a specific property’s taxable value. This also means that a multi-class property would have portions of their property taxed at different rates, rather than a single unified rate.

Certain properties or a portion of those properties may be exempt from all or part of their property taxes. Lands owned by the Provincial and Federal Governments are automatically constitutionally exempt from property taxation, as these properties are owned by the Crown and outside of the local authority’s delegated authority to levy taxes against. This constitutional exemption applies to Crown Corporations and Agencies as well. 

Others are designated by the Community Charter or Local Government Act as being exempt, including cemeteries, places of worship, hospitals, schools, emergency facilities, libraries, and other properties with a recognized public value. These types of exemptions are referred to as Statutory Exemptions, as the exemption is imposed by provincial law.

However, local governments can grant Permissive Exemptions for certain properties through the adoption of a bylaw specifying the properties being exempted and the period of the exemption. This includes lands and improvements owned by non-profits and charities, a service agency under a partnering agreement, seniors and low-income housing and a variety of other properties may be exempted from taxation at the discretion of the local government. The same principle applies for these exemptions: there is an inherent public value to exempting these from taxation due to the public goods provided by these agencies.

A local government can also establish, by bylaw, a Revitalization Tax Exemption program. The purpose of this type of exemption is to encourage investment through the granting of exemptions. Generally, these must be new investments in taxable property, rather than investments in untaxable properties. 

Grants in lieu of Taxes are provided by higher levels of government to assist in funding the services provided to Crown Lands. They emerged as a result of larger centres with a significant amount of crown lands being serviced by local governments without providing any revenue in exchange. Victoria is a primary example of this, as the downtown is largely provincial land. To address this, the Provincial and Federal Government provide unconditional grants in lieu of taxes. 

Fund Accounting is required by the Public Sector Accounting Practices Board (PSAB) to reflect that there are a variety of functions which must be treated as if they were independent of each other. For example, most operating expenses are recorded in the General Fund, unless those expenses related to what happens with water services, which are recorded in the Water Fund. The principle is that you collect taxes and fees for specific purposes, and want certain functions to be self funding (i.e. water and sewer utility) rather than a burden to the general fund.

 



Councils & Financial Management
Key Terms

• Inflation v. Inflationary Pressures
• Service Levels
• Revenues & Expenses

Presenter
Presentation Notes
Inflationary Pressures are different than simple Inflation. The concept of inflation refers to increases to the Consumer Price Index, which measures changes to the cost of a “basket of goods” that the average consumer will purchase, including food, clothing, consumer goods, insurance, housing costs and a wide swath of other purchases affecting the cost of living. Inflationary Pressures refer to the pressures placed on budgets that inflate the overall costs of services – for example, increases in wages, benefits, utility charges, insurance costs, and other costs are all considered inflationary pressures which increase the cost of doing business, but are independent of changes to the Consumer Price Index.

Service Levels refer to the scope and level that various services are provided at. A good example used in municipal planning is the level of transportation services that are available to different areas. “Level 1” service would be paved roads with sidewalk and storm drainage; level 2 would be seal-coated roads with pathways and ditches; level 3 would be gravel roads with ditches. Likewise, the Leisure Facility’s service levels would be indicated by the type of programs that are offered, the frequency they are offered at (i.e. hours of operation), and the fees payable to access them.

Finally, Revenues and Expenses are considered separately from assets. Essentially, both of these reflect changes in the cash funds available to the municipality. These are not recorded on the statement of financial position, and are instead recorded on the Income Statement. At the end of the year, net revenues would be rolled into the cash asset category.





Spending Responsibly
Financial Planning

• Financial Plans must be adopted by bylaw annually, 
and for a 5-year basis

• Must be BALANCED (Revenues - Expenses = 0)
• If Actual Surplus: Transfer to Accumulated Surplus
• If Actual Deficit: Include as expense in next year’s plan
• May transfer funds to reserve and accumulated surplus.

• Must identify sources of funding and the 
distribution of property tax revenues.

Presenter
Presentation Notes
The first jumping off point for financial governance in municipal government is how local governments manage expenses. You may have noticed that the Community Charter is organized so that it sets out the expenditure authority and requirements for local governments, rather than establishing how revenues are raised. This is for the simple reason that expenditures are the focus of how services are delivered, as opposed to the revenue they generate. 

All expenditure authority comes from Council’s Five Year Financial Plan. The plan sets out Council’s objectives in terms of how revenue will be raised and where it will be spent over a period of five years. For planning purposes, the projected revenues and expenses must be reasonable and conservative (in that we are not taking on risk by relying on questionable data).

Additionally, financial plans must be balanced – local governments cannot spend more than they take in (resulting in a deficit), nor can they take in more than they plan to spend (resulting in a surplus). The core philosophy is that governments are not meant to make a profit from their taxation authority, and are instead meant to take in only what is required to provide the services that Council deems necessary and any associated infrastructure. This is not to say that local governments cannot plan to take in more funds than are required for the current year – Council can plan to transfer a designated amount into the reserves and accumulated surplus in its financial planning, as this is the key method of funding large infrastructure projects in the future.

The plan also must provide a “birds eye view” of where the funding for the financial plan is coming from. This must include property tax revenues from the various property tax classes, parcel taxes, fees and charges, grants, borrowing, and transfers from reserves and the accumulated surplus. This forms the foundation for the expenditures Council desires to make.



Spending Responsibly
Financial Planning

• Must say where money is going (operating 
expenditures, capital expenditures, debt servicing, 
prior year’s deficit, transfers to reserves/surplus)

• Compared against annual Income Statement from 
Financial Plan.

• Local Government cannot spend more than it has 
budgeted for, but can receive more revenues than 
it planned for without consequence.

Presenter
Presentation Notes
Next, the financial plan must identify where the money is going – which functional departments are receiving what, how much is being spent on capital expenses, debt servicing, and what will be transferred to the reserves and surplus. Additionally, if the previous year’s actual revenues and expenses resulted in a deficit, then you would include the previous year’s deficit as an expense in a current year. This would also mean the District has less funds available to fund its services and any planned capital expenses. Ultimately, maintaining healthy, balanced budgets is the best way to ensure that the District is able to fund the services its residents enjoy and maintain infrastructure.

Now you may be wondering how Council can measure the success of the Financial Plan. After all, unlike the financial statements, the plan is very much expense focused, rather than asset based. Council can compare the results of the Financial Plan to the Income Statement, which is also focused on how revenue is generated and funds were spent, rather on the assets owned by the local government and the liabilities it holds.

Finally, the financial plan sets out the expenditure authority of the local government. Legally, local governments cannot exceed this authority by spending more than was planned. However there is no such restriction on the revenue side, with the exception of property taxes and transfers to and from reserves. Once your property tax bylaw is adopted, you may not amend it, and are stuck with it for the remainder of the year.

The limits on expenses can be worked around by amending the financial plan as necessary, but this would not be reflected in the financial statements, which only compares the income statement to the original financial plan.



Spending Responsibly
Budget Process

• Year Round Process!
• Council sets general guidelines (ie. Targeted tax 

increase, revenue objectives, expenditure goals
• Staff review budgets for sections/functions and 

departments before presenting to Council
• Staff determine financial obligations for planning 

period (i.e. contract expenses, debt servicing, 
wages, etc.)

Presenter
Presentation Notes
Building the financial plan is not a simple task. While Council may only be involved during part of the year, staff are engaged in the process year round as they plan for future projects and observe the impacts of operating expenses on the existing budget.

Council’s involvement in the budget process will normally begin in August or September of a given year, where Council sets expectations (informed by general recommendations from the Financial Officer) about its financial objectives. This can range from a targeted tax increases or decrease, revenue objectives, and other expenditure goals. 

Once this direction is given, staff will use that to inform the preliminary budget, which focuses on the level of funding required to operate existing services at the levels authorized by Council. We will be referring to this as the Base Budget, as it is the basis for all other financial planning. 



Spending Responsibly
Budget Process

• Staff present preliminary budget to Council (i.e. the 
Base Budget) which shows required funding to 
meet current operational obligations

• Increases based on increases in utility charges, 
wage/salary increases already agreed on, increases in 
contract costs, and other inflationary pressures

• Senior Management refines and presents the 
preliminary budget to Council

• Council decides whether to fund the base budget 
requests or cut expenses / service levels

Presenter
Presentation Notes
Once the draft preliminary budget is finalized, staff will then present that to Council. This presentation usually comes from the Director of Finance, and any requested increases will be presented by the Department Head making the request. 

Depending on the budget method employed, this review could be a detailed overview of the base budget and requests for new funding, or could be a high level overview of changes beyond the control of council (such as hydro costs), costs for responding to a WorkSafeBC order that are treated as health and safety pre-approved, and requests from staff.

By the time the preliminary budget is presented, staff have undergone a lengthy process to refine the budget to ensure that the level of funding being requested is not only reasonable, but reflects the amount required to meet service levels. Requests are also clearly identified so that Council understands when staff are recommending a base budget increase, as base budgets can become deeply ingrained in the basic financial assumptions of the organization.

The preliminary budget should generally result in a surplus, as we are not developing a final budget; rather Council is approving the operating level of funding to keep the lights on and ensure the regular business of the District can continue. The remaining funds can then be allocated to various projects and planned transfers to reserves. If there is no surplus after reviewing the base budget, Council will have very difficult decisions to make in order to fund capital and operating projects which may be required to keep assets up to date.

Ultimately, Council’s role at this stage is to approve the base budget. While we can talk about ways to mitigate costs, getting into detailed conversations about cost cutting (such as not turning on lights, as an extreme example), will take away from the more important questions – is this the most efficient way to provide the service, are Council’s fiscal goals being met with this budget, how does this budget compare to past years (and what is the trend), are we providing sufficient funding to maintain the assets we have?

At the end of the day, Council has the final say on what is – and is not – in the budget. Council can freely cut, raise, and freeze budgets as necessary – but there should be consensus within the organization for such measures. Serious disconnects between Council and Administration should be addressed, rather than set aside. Council (and staff) may want to review what information has been provided, whether that was sufficient to inform Council’s decision, and if Council is aware of the impacts of the decision.



Spending Responsibly
Budget Process

• Staff present project funding requests to Council
• Operating v. Capital
• Must identify source of funding
• Grants, Reserves, Loans, & Surplus Dollars are 

treated as having “net-zero” budget effect
• Relying on General Revenues creates risk for 

project deferral

Presenter
Presentation Notes
After the base budget has been established, staff will then present project funding requests. These differ from the base budget since they are for a short term level of funding, rather than ongoing operating funding. However, that is not to say that they won’t impact the base budget – after all, a major infrastructure project will require operating funds to ensure the ongoing maintenance of the asset.

Internally, we differentiate between two types of projects. The first type, operating, does not result in the creation of a new asset or the replacement of an existing one. Operating projects don’t add financial value to the organization, although they may add several other types of value. Some examples include the preparation of a planning document, repainting the side of a building, or adding a contract staff position. While all of these have some form of value, that value cannot be reflected in the financial statements as an asset.

Capital projects, on the other hand, always result in a new asset being created or the replacement of an existing asset. This may include the replacement of a road surface, the construction of a new facility, purchasing new vehicles and equipment, or the replacement of a substantial component of a machine. All of these would have value that can be reflected on the financial statements and be converted into a cash asset on disposal.

Unlike the base budget, where the link between revenues and expenses does not always need to be explicitly set out, projects must have clear sources of funding. This is because this one time funding commitment has to be properly funded, and typically results in a large expenditure that the municipality is not able to sustain for numerous years. A good example is the water tower – when the project was proposed, staff set out the projected costs and identified two sources of funding: grant funding and revenues from reserves. This was done to clearly connect several correlated objectives:
The Grant had to be approved for a specific project, and the funds received could not be reallocated to another project;
The reserve funding used had been saved up over numerous years for capital reinvestment, and Council needs to be satisfied that when it is used, it is used for the purpose set out.
If tax revenues or any revenues from fees and charges were required, those need to be identified to help inform Council of its ultimate financial position – and how much it needs to cut.

Further, if a project was to use grants, reserves, borrowing, or surplus funds as a source of funding, these revenues are treated as having a net zero impact on the budget. This is because these expenditures are balanced by an equivalent source of revenue. However, any use of general revenues, regardless of the source fund, will affect the net budgetary position. The projects that rely on general revenues for funding are the ones Council will need to keep an eye on, as the District cannot fund all of these without large tax increases.








Spending Responsibly
Other Budget Methods

• Line Budgeting
• Performance Budgeting
• Program Budgeting
• Base Budgeting
• Mixed-Method Budgeting

Presenter
Presentation Notes
Ultimately, Councils should ensure that the objectives that they have set for the organization are carried out by the administration. To do that, Councils must make difficult decisions on how to allocate the limited financial resources of the municipality to accomplish its objectives. I will be describing a few methods for reviewing the District’s budget to highlight some ways Council can review and understand the budget to ensure that 

Line Budgeting focuses on reviewing the budget through the lense of what the local government is spending on a line by line basis – i.e. how much travel is in Council’s budget, the amount we are spending on insurance in Public Works, the planned expense for road resurfacing contracts, etc. While this gives Council a detailed picture of the planned operation of the municipality, it runs into several problems. 

First, it is convoluted, and can be difficult to assess what the objective of each line is. Understanding what you plan to spend on materials and supplies for administration, for example, does not provide you with a clear picture of how it affects the rest of the municipality’s operations.

Second, it disconnects the budget from service levels. Knowing that you want to spend $150,000 on road surfacing does not mean you know how much road resurfacing will actually be done. Instead, it sets a cap on what you can actually do and may actually mean your budget is less effective than intended by Council. 

Finally, it falsely gives Council the perception that it is able to control the budget. Some expenses, such as utility costs and insurance, are beyond Council’s control. Additionally, eliminating some funding from one function may actually require a significant change to the service being provided and impede the District’s ability to meet legislated obligations (i.e. funding for wages or reducing what may be purchased for advertising). The focus on line by line spending also acts as an incentive for administration to spend the money that it was granted in a certain line, knowing that if they don’t it could be cut and impact their ability to meet their departmental objectives and service objectives. Again, it disconnects the desired level of service from the financial resources required to meet those service objectives.

A better approach to this form of budgeting is called performance budgeting, and is focused on setting objectives for different functions and activities, rather than setting a total budget for departments. Additionally, unit costs are each activity to determine the extent that a given budget is able to meet the objective set by Council. For example, Council may want to set objectives for its road resurfacing budget (i.e. repaving all road surfaces once every 12 years). Then, you input the planned expenses for that function (i.e. $150,000). Then you use that to provide a picture of what you can actually expect by using unit costing to show how the expenditures will meet the objectives (A WORD OF CAUTION: $150,000 per year for asphalt paving would not result in all the roads being resurfaced in 12 years, let alone before numerous roads begin to fail).  The primary disadvantage of this form of budgeting is that not all municipal functions lend themselves to a program and unit cost analysis. A good example is the costs for general administration – although these are necessary to manage several key functions, like procurement, contract and personnel administration, and financial administration, they are generally not allocated a cost for each business unit, mainly due to their flexible and encompassing function. To illustrate this further, you will not find senior staff salaries allocated to road paving costs, even though several senior managers have a role to play in ensuring the road paving program is successfully carried out. It is also time consuming and costly in terms of staff time to prepare a program budget, since a mistake made at this point will reduce the ability of the municipality to meet its objectives.

Program budgeting is fairly similar to performance budgeting, since it links service outcomes to budgeting. Essentially, the only way this differs from performance budgeting is to link the program back to revenue sources – an ideal solution for budgeting for utilities, recreation, solid waste, and other functions which can be linked to fees and charges levied by the municipality. For example, you might be reviewing the budget to provide aquatic services. This would account for the costs of facility maintenance, parts replacement, materials and supplies, contracts for maintenance and servicing, and staffing to operate the facility. Then it would identify how the program is being funded: is it reliant entirely on property taxes, are there other sources of revenue that can be relied on, and are the revenue objectives for a program being met? To highlight this further, Council has an existing Revenue Policy stating that recreation services should have 30% of their operational funding sourced from fees levied for recreation services, such as pool memberships, drop in fees, locker rentals, and swim lessons. This system has the same drawbacks of performance budgeting – it is time consuming to prepare, and it is difficult to link general costs back to individual functions.

Finally, Zero Based Budgeting is a method for turning basic assumptions about municipal operations on their head. Theoretically, the process assumes a base funding level of zero dollars, on the principle that past expenditure levels should not be assumed as necessary. Practically, the starting point is from a base funding level that is lower than the previous year’s expenses, but higher than zero – something that the District partially employs. Council may see several of the above methods used to justify spending on a given program or service, with separate decisions being made on different packages. Council will then white down the budget to a desired level to ensure that the expenditures being planned can be properly funded by revenues. The goal of this form of budgeting is to have administrators and managers reevaluate their basic assumptions of municipal service delivery and existing programs on an annual basis. I should stress that while this form of budgeting is useful, it is planning intensive. Ideally, this system is used to justify expenses that aren’t required to “keep the lights on” or when the municipality is faced with a sudden and unavoidable revenue shortfall – such as the closure of a sawmill. This is because zero based budgeting encourages short term planning, rather than the long term planning ideal for municipal infrastructure management.

Ultimately, Council can choose to mix and match budgeting methods to suit their needs. Not every program will need to be analyzed to the depth that zero based budgeting requires, and may only need to be reviewed on a line by line or performance basis. Likewise, some services may require significant reevaluation, resulting in the partial employment of zero based budgeting practices. As always, Council should indicate what its objectives are for the budget early on in the process to ensure that valuable and very limited staff resources are allocated efficiently and effectively.



Spending Responsibly
Assessing Outcomes

• Quarterly Financial Reporting
• Reporting on individual items as needed
• Annual Audit & Audit Report
• Interim Audits
• Performance Audits
• Informal reporting

Presenter
Presentation Notes
Before moving on to revenue collection, it is important to understand how Council can receive information about how the municipality is meeting its financial obligations and spending municipal funds.

The most common form of reporting on a regular basis is the Quarterly Financial Report, which is prepared by the Director of Finance and presented once every three months, usually a month and a half after the close of the previous quarter. These act as a method to indicate when expenses are occurring and when revenues are being received. It is important to note that revenues are recognized only when they are received – i.e. we do not recognize taxation as revenues earned once tax rates are set; instead these are recognized as an “accounts payable” to the municipality (which is still considered an asset).

Additionally, there may be interim reporting on individual items of significance, usually major infrastructure works, to give Council a clear picture on the performance of a particular budget at a given time. These are more irregular than, and may also be used to demonstrate how much funding remains compared to funding spent and existing obligations for that budget.

A more formal and required form of reporting is the result of the annual audit. The Community Charter requires that Council appoint an auditor to perform the annual audit for the municipality. The selected auditor or audit firm will come in, assess the accuracy of financial reporting, compliance with PSAB Standards and legal obligations, assess the financial control measures in place, and review any allegations of fraud or other criminal activity. Once this is completed, the financial statements are prepared and then presented to Council, along with a confidential report by the auditors to Council and senior staff containing the details of their findings which they expect to have addressed before the next audit.

Council can elect to have interim audits performed; these have not been done in the past due to their significant cost. The annual audit costs approximately $25,000, and an interim audit would likely have a similar cost.

Performance audits can also be conducted. Unlike financial audits, these assess instead how well the local government is doing the things it said it would do. This type of audit is carried out by the Auditor General for Local Government, and results in recommendations on how to improve the performance of various services. A great example of the benefits of performance audits are the AGLG’s procurement and human resource administration performance audits.  



Spending Responsibly
Best Practices
• Start from a Base Level of Funding – “What keeps 

the Lights On”
• Set Tax Revenue Target as percentage
• Add on Projects (operating and capital)
• Identify Realistic Alternate Funding Sources
• Decide what to complete in year 1, what to defer to 

years 2-5, then cut what is not reasonable or 
feasible

Presenter
Presentation Notes
Budgeting is usually the longest decision making process that Councils will undertake, next to adopting an official community plan. This is because reality hits home during this phase:
Taxes are difficult to swallow and unpopular – Councils will generally set targets for what level of tax revenue to take in compared to the previous year (i.e. 2% tax increase, 0% increase, 2% decrease)
Taxes are not enough to fund everything Council, staff and the public will want to achieve
2018 Tax Revenue ~$4.2M – operating expenses ~$5.6M
Fees, Direct Transfers provide remaining operating funds, leave small Base Budget Surplus
Grants, Reserves, Surplus, and Debt Financing alternate sources of funding

It is best practice to start from a “Base Budget” – what is required to keep the lights on and to fund the services we funded last year. These have numerous inflationary factors:
Contractual increases for Unionized and Exempt Employee remuneration;
Increased costs for benefits;
Increased costs for utilities, insurance;
Increased costs for contract services (as per agreements).

If Councils want to cut the level of service being provided, this is the point where the conversation should be had. For example, Council may decide that to manage inflationary costs for garbage pickup and delivery services, they want to reduce the frequency of pickups to once every two weeks. The implications should be discussed at this time.

Likewise, any increases to the operating budget should be discussed here, as we are dealing with guaranteed sources of funding. Taxation and fees are highly reliable sources of funding; direct transfers are stable. If there is to be an increase in service levels, the cost implications should be discussed.

One of the easiest ways to manage the base budget is by making sure operating revenue coming in (taxes+fees+direct transfers) exceeds operating expenses. This will ensure that funding is available for short-term operating project costs and saving for future major expenditures. An operating deficit will not only delay that, but also impact the ability of the District to adequately resource its Asset Management Plan (to be discussed in session 9).

All of this will be done by Council setting a tax revenue target, usually expressed as a percentage compared to last year. Rather than expressing the rate, which is only half of the property taxation formula, we focus instead on revenue requirements. This acknowledges that half of the property tax equation, property assessment values, is beyond the control of the municipality. The only thing that we have control over is the mill rate, which says how many dollars per thousand dollars of assessed value we take in as property tax revenue. Increasing the mill rate by 2% would not mean much if assessments decrease by two percent or more. Likewise, holding the mill rate steady looks good on paper, but a major assessment increase will result in a property tax increase.

After we have set revenue targets, decide which operating and capital projects have merit. If the project is sound, necessary, and ready to go, or if there is a clear plan to get there, Council can let it advance to the next stage. However, projects which are not costed out properly, poorly identify what the end result is, or do not identify a realistic funding source should be reviewed and considered for scrapping.

Simultaneously, you might look at what funding sources are being proposed. If it’s identifying taxation, then it will need more review than others, as that will impact the net surplus or deficit position. If there are reserve or surplus funds being used, ask if those funds are being used for the purpose they were set aside for. If grants are being proposed, consider whether the grant funding has already been applied for, awarded, or identified. Then, once you have determined that the funding sources are realistic, you can decide which projects reliant on property taxes should be completed in year one through five.



Revenue Sources
Taxation

• What is taxable?
• Land & Land Features
• Buildings (with foundations)
• Fixed Improvements

• Assessment of Property
• June – BC Assessment assesses property province wide
• December – Assessment Roll released; appeal period 

begins
• April – After appeals are heard, final roll released. 



Revenue Sources
Taxation

• Local Government sets mill rates
• Challenge: Keeping taxes low / consistent while funding 

rising costs with limited revenue sources
• When to set the mill rate
• Methods for setting the mill rate

• Mill Rate set only once – cannot revise the mill rate 
to cover deficiencies after the fact!



Revenue Sources
Fees

• Can be raised/changed at any time (by bylaw)
• Collected for services, regulatory powers (i.e. 

licences) and property use
• Must be based on cost of service – cannot generate 

a profit!
• Good mechanism for reducing property tax 

constraints



Revenue Sources
Grants

• Mostly Conditional
• Must be applied for! (And not always granted)
• Reporting requirements
• Terms and Conditions of Funding
• “Project” based versus Operational



Revenue Sources
Debt

• Taken through MFA, approved by RDBN
• Can do Short Term and Long Term loans

• Short Term – Bylaw authorization
• Long Term – Bylaw with elector assent

• Comes with interest costs over numerous years 
(which impacts operating funds available)



The Big Crunch(es)
Common Issues of the $$$ Kind

“Municipal Government is based on the principle of ensuring 
that residents have a voice in the affairs of their community 
that impact their well-being. This requires the election of 
people who are prepared to serve in leadership positions, and 
who are willing to exercise their best judgments on issues 
impacting the lives of other.” 

- George Cuff
Cuff’s Guide for Municipal Leaders – A Survival Guide 
for Elected Officials



Questions?
These won’t be the first or last!!!
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