DIVISION OF LOCAL GOVERNMENT FINANCE

9 BETTER UTILITY BUDGETING

TENNESSEE AND FINANCIAL PLANNING
COMPTROLLER

OF THETREASURY For more information, visit tncot.cc/guidance

Financial oversight of public utilities is essential to ensuring CariTAL PLANNING

citizens have access to affordable water; sewer; gas, and Based on the audic and operational
other utility services. This oversight must be intentional and fissessmcm’ note any C“t!a,ll )

infrastructure needs or capital projects
planned. The following sections outline several basic best for the current year. Incorporate
practices in utility budgeting and financial planning. these into the budget and consider

funding options. Develop a long-term capital improvement
REVIEW THE AUDIT plan that aligns with the utility’s stracegic goals and will
Analyze the previous year's audited - address infrastructure chalienges over time, Understanding
financial statements to understand the current state of assets, planning for their teplacement or
revenue soutces and types of expenses. - & improvement, and identifying appropriate funding sources,
Identify significant changes since the all contribute to the long-term sustainability and reliability of
audit (capital additions, issuance of utility services.
debt, new customers, ctc.). Take note of any audit findings By integrating the insights from the previous year’s audit and
or recommendations and ensure they are addressed. the current yeat’s operational data, the utility can develop a

more accurate and informed budget that reflects the financial
CurreNT YEAR OPERATIONS reality and goals of the utility. Regular monitoring and
Evaluate the current year’s operations and consider factors adjustments throughout the year are also necessary to respond
such as changes in customer demand, service levels, and to changing conditions and ensure financial seability.

operational efficiency. Identify any unforeseen challenges or

opportunities that may impact the budget. Understand the RATE SETTING
key drivers of costs in the current year, such ~ Rates and charges set by the governing %
e as personnel expenses, maintenance, and body should be sufficient for all
ongoing capital projects. Evaluate whether reasonable expenses of operation, $ —
e any cost-saving measures or efficiency including interest and other non-
improvements can be made. operating expenses, Rates should also

generate enough cash w pay both principal and interest
RevENUE, EXPENSE, AND CASHFLOW PROJECTIONS  fequirements on debt. Rates are expected to be adjusted

Consider revenue and expense trends from previous years to cover these costs and should always be reasonable and

and project future operations based on factoss like customer ~ justifiable. Bach utility should have rates sufficient to have a
growth, rate adjustments, and changes positive change in net position separate from grant proceeds
in service demand. Forecast cash and contributions. Utilities that do not achieve a positive
flows to ensute your utility maintains change for two years will be referred to the oversight of the
adequate cash to pay for bills as they . Tennessee Board of Utility Regulation {TBOUR), Continned,
become due without the need for D D

operating loans.




A policy for periodic rate studies is a proactive and strategic
approach to managing the financial health of 2 utility:
Conducting thorough internal reviews during non-rate
study years allows utilities to proactively address challenges,
optimize operations, and lay the groundwork for informed
decision-making in subsequent rate studies. Some utility
systems have an annual cost-of-living rate increase that

is adopted once, and then rates adjust at an inflationacy
percentage each year,

DEPRECIATION
Depreciation is often one of the

largest operating expenses of a utility

system. Depreciation is the allocation
of the cost of a capital asset (such e~ @
as equipment and facilities) over its

estimated useful life. It helps to accurately reflect the wear and
tear on these assets over time and allocate associated costs to
the periods in which the asset provides service, Depreciation is
crucial in financial reporting, rate-setting, asset management,

and decision-making for utilities.

BubcGer ForRMAT
State law requires the budget to be adopted on a basis
consistent with generally accepted accounting principles

{GAAP). A GAAP format that reconciles
to statutory and cash bases helps

ensure your rate structure is suﬂicicnt

to support operations, comply with
state law, and have needed cash flow.
Columns for the prior audit year,
estimated current year, and upcoming budget year, with
cleatly defined sections assist management and the governing

body as they prepare, adopt, and monitor the budget.

Poricies

Sound financial policies lay the foundation
for good financial decisions. At a minimum,
you should have policies for internal controls,

budget adoption, cash flow management,

billing, rate increases/adjustments, asset
management, and debt management.

MONITORING
Once you have the annual budget adopted

and long-term financial plans in place, they
should be reviewed and updated as needed

to rnake sure your utlity system remains

[k

on track.

¢ Have we reviewed the most recent audit?

WHEN PrepARING THE BUDGET, ASK YOURSELF:

¢ What changes from the current year impact our financial planning?

¢ Are our financial projections based on reasonable assumptions?

¢ Is our capital improvement plan up to date?

e When was our last rate study? Are rates sufficient for the upcoming year?

+ Have we remembered to budget for depreciation?

 Does our budget follow the accrual basis of accounting?

» Will our budget produce a statutory change in net position?

e Do we have enough cash available to pay for operations without an operating loan?
* Have we reviewed and updated financial policies?

» Do we have steps in place to keep watch on operations throughout the year?
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ANNUAL BUDGET MEMO

To: Budget Contact '

From: Sheila Reed, Director bl] /Z

Division of Local Government Finance
Date: January 25, 2024
Subject: Fiscal Year 2025 Amual Budget Memo for Tennessee Municipalities

Thank you for partnering with us as we work together to promote fiscal responsibility in
Tennessee’s local governments. Timely budget adoption is foundational to the budget process
and ensures your municipality begins the fiscal year with a sound financial spending plan.

BUDGET CERTIFICATE AWARD PROGRAM

Last yvear our office recognized 87 of Tennessee’s 342 municipalities for, among other criteria,
adopting a balanced budget on or before June 30 and submitting the budget to our office within
15 days of adoption. We look forward to more municipalities qualifying for a certificate this
budget year and being recognized at TGFOA’s annual fall conference. Please visit our website
for a complete list of recipients and the requirements to qualify for a certificate:
tneot.ce/budgeicertificates.

BUDGET SUBMISSION

Prior to the beginning of each fiscal year, all municipalities in Tennessee must adopt a budget
ordinance and email it, with other required documents, to our office within 15 days following
adoption. For your convenience we have enclosed a budget submission checklist.

The coemplete package should be sent to: LGEF@cot.tn.gov.

Additional information concerning budgeting requirements, including a budget manual,
instructional videos, and excel schedules may be found on our website at: {ncot.cc/budget.

WHAT'S NEW FOR 2025

FAQs to Steps to a Well-Balanced Budget

In response to questions and feedback to our publication entitled “Steps to a Well-Managed
Budget” we now have a companion publication that answers frequently asked questions. The
FAQs build upon our initial publication and may be accessed at: {ncot.cc/budget. We hope you
will take advantage of this resource.

Conrpert Hurt Buibma | 425 Rep. John Lewls Way N. | Nashville, Tennessee 37243
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BUDGET PREPARATION GUIDANCE
Page 1 of 2

This guidance is provided to expedite the budget review process and aid in the preparation of the
budget ordinance and supporting documents that are required for submission to the Division of
Local Government Finance.

1. Adoption of Budget Ordinance
The annual budget ordinance must be adopted by June 30" unless the government is
operating under a legal continuation budget. We recommend a continuation budget only
be used in extenuating circumstances.

2. Model Budget Ordinance
Municipalities should use the sample budget ordinance on our website located at:
tncot.ce/budget.

3. Appropriation Level
Expenditures must be appropriated by fund at the organizational unit (department) level.
Depending upon the requirements of your charter, enterprise funds, such as the Water
Fund, may not be reguired to be appropriated in the budget ordinance.

4. Proper Classification
Revenues should be classified by source and expenditures should be classified by account
code and description. The following are common incorrect uses of terminology that are
not acceptable in the ordinance or detailed budget submitted or filed with LGF:

a. “Use of fund balance” is not a revenue source. For example, if your projected
expenditures are greater than your projected revenues, show the negative change in
fund balance.

b. The following items should not be budgeted as an expenditure item:
i. Negative expenditures
it. Reserves
iii. Budgeted Increase in Fund Balance

5. Ordinance and Detailed Budget Agreement
Amounts in the detailed budget should be represented correctly in the appropriations
ordinance. Expenditures in the detailed budget cannot exceed what has been appropriated
for the respective fund.

Corpewr, Huil BuiLbinG i 425 Rep. John Lewis Way N. | Nashville, Tennessee 37243




Before You Submit Your Budget — Remember:

Review last year’s budget letter for items relevant to this year’s budget: {ncot.ce/lgf-letters.

Send your budget directly to: LGF@cot.in.gov. — Do not send a separate paper copy to our
office.

Wait to submit your budget until all needed documentation is compiled. See our example
budget submission at: tncot.ce/budget.

Send budget amendments to LGF@cot.in.gov in a separate email.

Do not send debt approval requests in the same email as your budget submission.

Be Sure to Include;

Separate cover letter on the municipality’s letterhead (not in the body of the email)
a. Complete contact information should be included and at a minimum, email addresses
for the:
» Mayor;
s City/Town Manager, as applicable; and
¢ Finance Director or equivalent position

Signed/certified and dated copy of the appropriation ordinance (and tax levy ordinance, if
separate)

Detailed budgets for all funds including enterprise funds and school funds, as applicable
a. Include estimated beginning fund balances for each fund at July 1, 2024, and ending
balances at June 30, 2025.

For local governments with a school system, inciude documentation regarding TISA Act local
contribution (see separate requirements).

Copy of the annual adopted budget for any entity that results in a financial benefit or financial
burden to your local government (For help in applying this requirement, refer to Section 6,
page 19, of the budget manual available at: {ncot.ce/budget.)

Budget Summary Schedule

Cash Flow Forecast Scheduies for:
a. Operating funds with a budgeted ending cash balance less than 15% of annual
expenditures;
b. Operating funds with an ending cash balance in the prior year audit less than 15% of
annual expenditures;
c. Any fund that received proceeds from TRANS for the past two consecutive years; and
d. All operating funds if the prior year audit has not been issued/is late

Schedule of Outstanding Debt and Budgeted Debt Service, as applicable

[:I Fiscal year 2025 revenue forecasts (property tax, sales tax, etc.), as applicable
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