City of Wauwatosa
Financial Resiliency Policy

Policy Objective

The City of Wauwatosa has a long history of strong financial practices reflected in its healthy financial
condition, fund balance reserves and AAA bond rating. Despite a-+ruttiyear+ecessioreconomic
challenges and state legislation that has severely limited its ability to increase property taxes, the City

has continued to invest in its transportation, sewer, water, and parks infrastructure as well as in
equipment and buildings. This accomplishment was made possible thanks to years of strong budgeting
and financial practices under the guidance of current and past elected officials and staff. It also
occurred due to eenseeutive-a number of years of above-average building activity while the City
simultaneously implemented organizational changes to create operational efficiencies and resulting
savings. The City has effectively managed compensation costs and, in addition, public-private
collaborations have been prioritized resulting in both savings and in operational synergisms. The City
also continues to invest in human capital by funding a performance pay system, providing annual cost of
living increases, competitive benefits, and a robust employee development program.

However, the City still faces a myriad of financial challenges. These include a structural imbalance in
forecasted revenues and expenditures due largely to revenuelimitationstheluding-ongoingreductions
to-state-and-federalaid;-caps on property tax levy increases, and limits on access to new revenue
sources such as sales and income taxes which do not provide the City with any flexibility to deal with
inflation, —€fire and police collective bargaining fertheFireand-Police Departmentsalsolimits
flexibility-to-controlexpenditure-growth-.commitments and demand for new programs. Of additional

concern are unfunded liabilities including retiree health insurance and deferred infrastructure
maintenance that must be addressed.

It is important that we prepare to not only overcome these challenges but develop an organization that
can survive external shocks (like a severe economic downturn). Recent research by the Government
Finance Officers Association describes such an organization as “resilient” and identifies eight essential
characteristics of a resilient system?.

1. Diversity: Avoid a single point of failure or reliance on a single solution.

2. Redundancy: Have more than one path of escape.

3. Decentralization: Centralized systems look strong, but when they fail, the failure is
catastrophic.

4. Transparency: Don’t hide your systems. Transparency makes it easier to figure out where
a problem may lie. Share your plans and preparations, and listen when people point out
flaws.

5. Collaboration: Work together to become stronger.

1 Kavanagh, Shayne. Building a Financially Resilient Government through Long Term Financial Planning. The
Government Finance Officers Association.




6. Fail Gracefully: Be patient when honest efforts fail and strive to build in safeguards to
limit the impact of those failures.

7. Flexibility: Be ready to change when plans aren’t working. Don’t count on stability.

8. Foresight: You can’t predict the future, but you can hear its footsteps approaching. Think
and prepare.

This policy seeks to apply these eight characteristics to the City’s financial systems in order to build a
resilient organization. Much of what is included are existing financial practices the City already utilizes
while also identifying areas for improvement.

It is intended that this policy will be reviewed annually with the presentation of the five-year forecast
and updated every 5-years_by the Financial Affairs Committee of the Common Council to reflect
changing economic and political conditions.

Diversity: Avoid a single point of failure or reliance on a single solution.

1. Keep a multi-faceted perspective on financial health
a. Don’t’ focus on just revenues and expenditures
i. Remain aware of land use patterns, demographic trends and long term
liabilities such as pensions and retiree health insurance.
ii. Diversify the funds you maintain.
ili. Enhance the City management team’s credibility by insisting on transparency
in financial phitesephies-policies and decisions
b. Continue to aggressively pursue development with an annual goal of 1.5% net new

construction (approximately $120 million of development in 2023 dollars) through
2028,
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c. Proactively address all unfunded liabilities covered below

i. Infrastructure
1. Maintain a “State of Good Repair” report to determine the
appropriate level of spending necessary to avoid deferred
maintenance
2. Produce a five-year capital budget that achieves a minimum of 75%
of the state of good repair spending over a five-year period

3. Ensure sewer and water rates are sufficient to fund the state of good

repair level of spending while maintaining a 1.10 coverage ratio_(i.c.

net operating income is 110% of annual debt service debt service
4. Achieve 40% cash financing of the capital budget by 2030.
4-5. Evaluate, consider and propose alternate funding sources, such as a

City Transportation Utility, /{ Formatted: Font: (Default) Garamond, 12 pt

ii. Other Post Employment Benefits
S . ree healtl benefits from lal
2—Develop a strategy to mitigate the future impact of the City’s retiree

health care and sick leave pay-out obligations. Pessible-eptions
inehade:

a—Buy-out of the benefitfrom-groups-of employees ‘/__[ Formatted
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d. Maintain a competitive and efficient compensation program for employees /{ Formatted: Not Highlight

i. Conduct a periodic review of the pay and benefit system to ensure the right
pay and benefits at the right cost are being provided

2. Maintain a diversity of funds to reduce reliance on General Fund and potential single point
of failure.

a. The General Fund should never subsidize any of the other funds

b. Internal service funds should be used for all business functions

c.  Each separate fund should maintain its own fund balance in accordance with a fund
balance policy

d. Within the Tax Increment Fund, annual cash flow analysis should be conducted to
ensure that each TIF is self-sustainable. Per the TIF Policy, Municipal Revenue
Obligations (MRO’s) should be the preferred structure for TIF deals. When City
financing is required, it should be on a reimbursement basis as late in the deal as
possible and a 1.25 coverage ratio must be maintained.

e. Maintain the vehicle replacement, building improvement and information system
replacement funds. Depreciate all assets to continue to finance those funds. Add
fire vehicles to vehicle replacement fund as-when possible.

Redundancy: Have more than one path of escape.

1. Utilize designated fund balances for specific long-term investments
a. Amortization Fund for general obligation debt coverage and capital investments
b. Redevelopment Reserve for extra-ordinary economic development
b-c. Affordable Housing Reserve in the Community Development Authority Fund
2. Institutionalize financial planning through governance practices like financial policies.
Financial policies are the cornerstone of redundancy because they preserve best practices
despite turnover in elected officials and staff. Policies should include:
Fund Balance
Investment
Fixed Asset
Debt issuance
General budgeting and accounting
Economic Development Investment
3. Create reserves for specific purposes and record those purposes in a policy.
4. Continue to ecEncourage citizen involvement as this creates more grassroots support in the
community
5. Pursue multiple strategies to limit expenditure growth for long-term financial health
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a. Maintain an inventory of services that can be pursued in collaboration with other
governments.
b. Pursue in-sourcing opportunities where economical

o . . . . . .
d-c. Conductannual-third-party-departmentalreviewstoActively identify and achieve
process and organizational efficiencies with an emphasis on leveraging the Tyler
MUNIS FEnterprise Resource Planning system and other technology.

£d. Continue to ageressively-cffectively manage health insurance
C Opsite healtheling
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the failure is catastrophic.

1. IasistProvidees Directors the tools and support to manageisg their cost and revenue
structures.

a. Departments are responsible for budgeting and monitoring all operating expenses
and programmatic revenues. This includes understanding how the compensation
system functions and the impacts of their operational decisions on those costs which
represent ever75%-a vast majority of the City’s General Fund budget.

b. Break-out costs that departments can control and identify strategies to incentivize
departments to control those costs. For example, worker compensation costs can
be positively impacted by safety initiatives so Directors need to understand their
share of the cost.

c. Provide departments rewards and incentives to manage their budgets more
efficiently

i. Departments may keep 50% of any unbudgeted revenue so long as it is spent

on one-time items (e.g. equipment, training, etc.)

ii. Departments may carry-over 50% of any salary savings including overtime
(not to exceed 1% of their salary budget) for one-time investments

ili. When possible the City will budget or carryover funds that will be$256,6660-is
set-aside annually for the internal granting program

iv. Departments may keep 50% of the amount they exceed any required
budgetary reduction. That same amount can also be used towards a
subsequent yeat’s reduction.

d. Identify and budget for any operating impact of capital improvements

2. Strive to decentralize the financial planning process.
a. Engage departments in identifying issues, analyzing them, and developing strategies.
b. Engage departments in financial modeling and forecasting.




wtt—hi—ﬂ—(Jontmue to support and enhance an organizational culture that encourages

departments to be innovative and collaborative in addressing financial challenges.
3. Strategic plan should be developed in the context of the Five-year forecast.

Transparency: Ber‘thideyyoursystems—Transparency makes it easier

to figure out where a problem may lie. Share your plans and
preparations, and listen when people point out flaws.

1. Promote transparency in keyareastike goals-and-objectives; foreeastassumptions;and
reserve-standards:financial managemcnt and decision- maklng

2. Inf()rm and Cducatc the pubhc, clectcd ofﬁclalq and cmplo; ees on the City’s budgct and
financial condition through all communication channels.

a. All budget documents and audited financial statements are posted timely online ‘/——[ Formatted

2:3. Use full-cost (direct and indirect) accounting for programs.
3-4. Ensure departments have access to up-to-date financial information by leveraging the Tyler
MUNIS ﬁnanclal system and othcr tcchnology

4-5.Make sure everyone krews-understandsshat the strategic plan goals are-and hewthey=will
be—&ehie’v‘edwhat achievement looks like via a defined communications plan
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6. Reserve amounts and why the; are needed should be explained.

7. Conduct a financial policy audit to determine policies that need to be updated ot created. Formatted
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Collaboration: Work together to become stronger.

1. Elected officials set priorities and high-level policy collaboratively with staff *’——[ Formatted

)
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4. Elected officials participate in development and monitoring of the strategic plan
Wh1ch is used to guide budgetarv dccmons

Formatted
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b l-ﬁvelrve—e}]lected officials_participate in dcvclomngz evaluatlon criteria for budget
prioritization_that is tied to the strategic plan

2. _Ensure that elected officials are in agreement with five-year forecast assumptions | Formatted

3. Elected officials Aassist staff in pro-actively identifying critical issues provide feedback to
staff recommendations and solutions
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34, Orient_elected officials to the

inancial planning and management process.
a.Regulatly review key financial policies including:
i. Fund Balance

L. I"'und balance "—_{ Formatted
il. Debt

iii. _Investment
iv. Financial Resiliency
v. Budget administration

a:b. Create a financial policy compliance update
—Hund-balance

i Debt Poliey
b-c. Review planning calendar (five-year forecast, budget, strategic plan) annually

4-5. Establish and communicate key indicators to help elected officials and public stay abreast of
financial condition.

a. Annually present financial indicators review
b. Quarterly General Fund Projection

c. _Annual TIF cash flow projections

d. Investment report

6. City management and elected officials promote a culture of collaboration among City "——[ Formatted

departments

Fail Gracefully: Strive to build in safeguards to limit the impact of

failures and Bbe patient when honest efforts fail-are-strive-to-buitd-n
‘ o : ‘ o .

1. Recognize changing conditions te-make-aseftdandingto minimize organizational turbulence.

a.  Use five-year forecast process to highlight potential short and long--term changes to
revenues and expenditures

b. Regularly evaluate accuracy of forecasts in order to identify problematic assumptions
or structural imbalances.

b-c. Prepare for financial challenges so changes can be made that minimize the impact on
the community and employees.

2. Promote credibility and open dialogue to obtain buy-in, learn from and correct failure and
encourage people to communicate ideas as well as concerns

a. AbwaysassametheAppreciate that the forecast is wrong — the final number is not
important but recognizing trends is. Identify issues that require a strategic approach
and establishing financial parameters within which service strategies must operate

b.

Avoid blaming departments for budgeting and forecasting mistakes and work
together to develop mutually agreed to solutions

Use long range planning to enhance the credibility of the financial management
system and to promote diategaeparticipation.

Strive to set, manage, and communicate measurable financial goals. Don’t ignore

performance deviations as this is essential for credibility and will encourage fact-
based decisions.



Flexibility: Be ready to change when plans aren’t working. Don’t count
on stability.
condi.tion -~ Formatted J
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Censtantls-Have mechanisms in place to monitor the environment and financial
strategies are working or whether changes are needed.
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3. ILeverage fund balances to support flexibility in responding to changing conditions. For
example, using the Fleet reserve fund balance to weather periods of high fuel prices.
4. TLeave space in the budget for good things to happen.
"_‘[ Formatted: Indent: Left: 0.5", No bullets or numbering ]

Foresight: You can’t predict the future, but you can hear its footsteps
approaching. Think and prepare.

B Formatted

‘\[Formatted

1. Maintain a five-year forecast
a.The base forecast must be policy neutral
i Base revenues and expenditures forecasts on historical trends or other
reliable data ‘\[ Formatted
ii. Utilize actuarial recommendations to forecast health insurance claim inflation
iii. Do not assume changes in services, staffing, pay or benefits
iv. Include forecasted debt based on the 5-vear capital plan plus an additional
five years synchronized with inflation adjusted based on Engineering’s “State
of Good Repair”
v. Assume agreed upon sewer and water rate increases based on capital
vi. Assume property tax increases equal to anticipated net new construction.

L

spending

vii. Adjust for any future TIF closings.
viii. Produce a forecasted fund balance for every fund and identify where
forecasted fund balances deviate from policy
b. Include policy options and maintain awareness of the impact of operational changes <’——[ Formatted

Increase the property tax levy by the amount of the increase in property tax <’——[ Formatted

The City will

to balance the 5-vear plan.
i
covered debt service based on the five-year capital budget.
strive to smooth debt service increases with a target of a 0.5-1.0% annual levy
increase. This annual increase is necessary to maintain existing infrastructure




il. As needed, increase the property tax levy an additional 1.5% for operating

cost increases. This increase is necessary to maintain quality city services.
1. In vears where net new construction is less than 1.5%, utilize excess *’——[ Formatted J

debt capacity to make up the difference.
2. 1In vears whete net new construction is greater than 1.5% carryover
the difference for use in the subsequent vear.
iii. The employee cost of living adjustment (COLLA) will be influenced by the </——[ Formatted ]
Consumer Price Index (CPI) and the City’s five-year forecast.
iv. Hvaluate strategies to reduce the forecasted increase in health insurance

covered below
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b-2.Involve ethers-emplovees from throughout the organization in forecasting

3. Complement financial planning with other long-term plans.

a. Strategic Plan

a:b. Capital budgetlmprovement Plan
b-c. State of Good tRepair

ed. Comprehensive Plan

d-c. Neighborhood/Business District Plans e Mayfair-Corridor, Notrth-AveVillage)

f. Departmental sStrategic and Soperating pPlans

g.Housing Study
h. Community survey
4. Identify and fully fund operational impacts of capital assets "__[ Formatted J
e5. Begin communicating and planning for the eventual exhaustion of the City’s excess levy limit
capacity in approximately 2028-2030.




