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•  Objec4ve:	
  Establish	
  (1)	
  	
  a	
  policy	
  for	
  the	
  level	
  
of	
  Current	
  Fund	
  Balance	
  (Surplus)	
  to	
  maintain	
  
and	
  (2)	
  policies	
  to	
  manage	
  our	
  finances	
  to	
  
maintain	
  that	
  level	
  of	
  Surplus	
  

•  Fund	
  Balances	
  are	
  the	
  accumula8on	
  of	
  prior	
  
years’	
  revenues	
  in	
  excess	
  of	
  appropria8ons	
  

•  It	
  is	
  cri8cal	
  to	
  maintain	
  an	
  adequate	
  Current	
  
Fund	
  Balance	
  for	
  ‘rainy	
  day’	
  purposes	
  
– Emergency	
  appropria8ons	
  (Sandy,	
  Consolida8on)	
  
– Statutory	
  year-­‐end	
  reserves	
  for	
  receivables,	
  etc.	
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Recommenda8ons:	
  	
  
1.  Establish	
  a	
  target	
  range	
  for	
  Current	
  Fund	
  Balance	
  (Surplus)	
  

Available	
  Fund	
  Balance	
  is	
  to	
  be	
  maintained	
  at	
  15	
  –	
  20%	
  of	
  
Budgeted	
  Appropria8ons	
  

	
  (Available	
  FB	
  =	
  Total	
  FB	
  –	
  Appropriated	
  FB)	
  

2.  Establish	
  an	
  accurate	
  forecast	
  of	
  surplus	
  (beginning-­‐of-­‐year	
  
and	
  end-­‐of-­‐year)	
  as	
  part	
  of	
  the	
  budget	
  process	
  	
  

3.  Monitor	
  &	
  manage	
  the	
  Current	
  Fund	
  budget	
  to	
  keep	
  the	
  
surplus	
  within	
  the	
  target	
  range	
  	
  

4.  Insist	
  on	
  transparency	
  in	
  budget	
  reserves	
  and	
  con8ngencies;	
  
close	
  out	
  unu8lized	
  reserves	
  and	
  con8ngencies	
  (before	
  
introduc8on	
  of	
  budget?)	
  (by	
  end	
  of	
  budget	
  year?).	
  Budget	
  
using	
  conserva8ve	
  reserves	
  consistent	
  with	
  our	
  AAA-­‐ra8ng.	
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Why	
  adopt	
  this	
  policy	
  	
  

•  Ra8ngs	
  agencies	
  ascribe	
  much	
  importance	
  to	
  maintaining	
  a	
  
strong	
  surplus	
  
–  S&P	
  
–  Moody’s	
  
–  Increased	
  emphasis	
  being	
  placed	
  on	
  wrieen	
  policies	
  

•  State-­‐mandated	
  budget	
  process	
  does	
  not	
  focus	
  on	
  en8re	
  
fiscal	
  picture	
  
–  Managing	
  for	
  long-­‐term	
  results	
  requires	
  greater	
  diligence	
  
–  State-­‐mandated	
  caps	
  limit	
  short-­‐term	
  flexibility	
  

•  Failure	
  to	
  manage	
  all	
  elements	
  of	
  budget	
  can	
  lead	
  to	
  poor	
  
short-­‐term	
  decisions	
  
–  Inappropriate	
  tax	
  rates	
  
–  Inappropriate	
  spending	
  decisions	
  
–  Loss	
  of	
  future	
  flexibility	
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Benchmarks	
  vs	
  Other	
  AAA—Rated	
  NJ	
  Municipali8es	
  

5	
  



Current	
  Fund	
  Balance	
  Trend	
  

Princeton’s	
  Current	
  Fund	
  Balance	
  is	
  healthy	
  and	
  growing	
  

in
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Current	
  Fund	
  Balance	
  Trend	
  

•  Fund	
  Bal.	
  –	
  Appropriated	
  Fund	
  Bal.	
  =	
  Available	
  Fund	
  Bal.	
  
•  Princeton	
  appropriates	
  but	
  does	
  not	
  use	
  a	
  significant	
  por8on	
  

of	
  its	
  Fund	
  Balance	
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What	
  impacts	
  surplus?	
  

•  A	
  very	
  preliminary	
  2013	
  es8mate:	
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Our	
  budget	
  factors	
  in	
  large	
  con8ngencies	
  	
  

•  Sources	
  of	
  variance	
  to	
  Budget:	
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We	
  can	
  improve	
  Surplus	
  ra8os	
  simply	
  by	
  	
  
reducing	
  our	
  budget	
  for	
  con8ngencies	
  

•  2	
  versions	
  of	
  2013	
  Budgeted	
  Appropria8ons:	
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How	
  to	
  manage	
  for	
  a	
  surplus	
  target	
  as	
  part	
  of	
  
the	
  budget	
  process	
  (process	
  is	
  itera8ve)	
  

1.  Close	
  out	
  prior	
  year	
  to	
  determine	
  star8ng	
  Fund	
  Balance	
  
2.  Develop	
  core	
  budget	
  (budget	
  before	
  con8ngencies)	
  

3.  Establish	
  appropriate	
  con8ngencies	
  
4.  Create	
  forecast	
  for	
  current	
  year	
  (misc	
  revenues	
  not	
  

an8cipated,	
  tax	
  collec8on	
  rates,	
  other	
  variances	
  to	
  
budget)	
  

5.  Establish	
  use/(source)	
  for	
  Current	
  Fund	
  surplus/(deficit)	
  
6.  Determine	
  correct	
  Fund	
  Balance	
  to	
  appropriate	
  as	
  

Revenue	
  (Surplus	
  An8cipated)	
  
7.  Re-­‐forecast	
  current	
  year’s	
  ending	
  Fund	
  Balance	
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Possible	
  ac8ons	
  when	
  Fund	
  Balance	
  deviates	
  
from	
  Policy	
  Targets	
  

•  Evaluate	
  whether	
  devia8on	
  is	
  long-­‐term-­‐structural	
  
–  Yes:	
  Expect	
  to	
  change	
  tax	
  rates	
  and/or	
  spending,	
  and…	
  
–  No…	
  

•  Posi8ve	
  devia8ons:	
  
–  Increase	
  por8on	
  of	
  capital	
  spending	
  financed	
  from	
  Current	
  Fund	
  

(reduce	
  borrowing	
  for	
  capital	
  projects)	
  
–  Temporarily	
  reduce	
  the	
  tax	
  rate	
  	
  
–  Fund	
  one-­‐8me	
  expenditures	
  

•  Nega8ve	
  devia8ons:	
  
–  Minimize	
  spending	
  from	
  Current	
  Fund	
  
–  Temporarily	
  fund	
  from	
  other	
  sources	
  

•  Taxes	
  
•  Other	
  funds	
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Cau8on!	
  

•  Be	
  careful	
  not	
  to	
  fool	
  ourselves	
  in	
  managing	
  
Fund	
  Balance	
  
– 2%	
  tax	
  cap	
  and	
  3½%	
  spending	
  cap	
  demand	
  that	
  
budgets	
  (and	
  taxes)	
  be	
  managed	
  for	
  the	
  long-­‐term	
  

– Nega8ve	
  trends	
  may	
  be	
  very	
  difficult	
  to	
  correct	
  
– Bond	
  ra8ngs	
  may	
  be	
  impacted	
  

•  Insist	
  on	
  following	
  policy	
  steps	
  to	
  ensure	
  Fund	
  
Balance	
  is	
  maintained	
  within	
  parameters	
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Recommenda8ons:	
  	
  

1.  Establish	
  a	
  target	
  range	
  for	
  Current	
  Fund	
  Balance	
  (Surplus)	
  

Available	
  Surplus	
  is	
  to	
  be	
  maintained	
  at	
  15	
  –	
  20%	
  of	
  
Budgeted	
  Appropria8ons	
  

2.  Establish	
  an	
  accurate	
  forecast	
  of	
  surplus	
  (beginning-­‐of-­‐year	
  
and	
  end-­‐of-­‐year)	
  as	
  part	
  of	
  the	
  budget	
  process	
  	
  

3.  Monitor	
  &	
  manage	
  the	
  Current	
  Fund	
  budget	
  to	
  keep	
  the	
  
surplus	
  within	
  the	
  target	
  range	
  	
  

4.  Insist	
  on	
  transparency	
  in	
  budget	
  reserves	
  and	
  con8ngencies;	
  
close	
  out	
  unu8lized	
  reserves	
  and	
  con8ngencies	
  (before	
  
introduc8on	
  of	
  budget)	
  (by	
  end	
  of	
  budget	
  year).	
  Budget	
  
using	
  conserva8ve	
  reserves	
  consistent	
  with	
  our	
  AAA-­‐ra8ng.	
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Difference	
  between	
  “close	
  out	
  reserves	
  and	
  
con8ngencies	
  (before	
  introduc8on	
  of	
  budget)	
  (by	
  
end	
  of	
  budget	
  year)”	
  

By	
  end	
  of	
  Budget	
  Year:	
  
We	
  should	
  be	
  able	
  to	
  iden8fy	
  budgeted	
  con8ngencies	
  that	
  

were	
  not	
  used	
  during	
  the	
  year	
  and	
  close	
  them	
  out	
  prior	
  
to	
  year	
  –	
  end	
  through	
  Council	
  resolu8on	
  

This	
  would	
  accelerate	
  realiza8on	
  of	
  Lapsed	
  Appropria8on	
  
Reserve—and	
  increase	
  Surplus—by	
  roughly	
  $3	
  –	
  4	
  million	
  
(presently	
  hidden	
  in	
  financial	
  statements),	
  a	
  one-­‐8me	
  
gain	
  to	
  Surplus	
  

Pros:	
  Higher	
  Fund	
  Balance	
  
Cons:	
  Failure	
  to	
  create	
  &	
  adopt	
  resolu8on	
  prior	
  to	
  year-­‐end	
  

will	
  have	
  a	
  significant	
  nega8ve	
  impact	
  on	
  Surplus	
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Difference	
  between	
  “close	
  out	
  reserves	
  and	
  
con8ngencies	
  (before	
  introduc8on	
  of	
  budget)	
  (by	
  
end	
  of	
  budget	
  year)”	
  (con8nued)	
  

Before	
  Introduc8on	
  of	
  Budget:	
  
We	
  know	
  with	
  certainty	
  what	
  our	
  Revenues	
  from	
  Lapsed	
  

Appropria8on	
  Reserves	
  will	
  be	
  when	
  crea8ng	
  our	
  
forecast	
  of	
  Surplus	
  for	
  the	
  year	
  

We	
  keep	
  in	
  mind	
  that	
  we	
  have	
  this	
  “hidden”	
  Surplus	
  (~5%	
  
of	
  Appropria8ons)	
  in	
  our	
  financial	
  statements	
  when	
  
viewing	
  the	
  15	
  –	
  20%	
  Surplus	
  range	
  

Pros:	
  No	
  risk	
  of	
  inac8on	
  at	
  year-­‐end	
  
Cons:	
  Roughly	
  $3	
  –	
  4	
  million	
  of	
  Surplus	
  is	
  hidden	
  and	
  not	
  

available	
  
No	
  decision	
  needs	
  to	
  be	
  made	
  at	
  this	
  moment	
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Conclusions 	
  	
  

•  Recommend	
  adop8on	
  of	
  the	
  Current	
  Fund	
  Balance	
  (Surplus)	
  
policies	
  

•  More	
  discussion	
  on	
  establishment	
  of	
  adequate	
  budget	
  
con8ngencies,	
  Fund	
  Balance	
  to	
  appropriate,	
  etc.	
  will	
  take	
  place	
  
in	
  conjunc8on	
  with	
  2014	
  budget	
  discussion	
  

•  Our	
  Fund	
  Balances	
  are	
  in	
  excellent	
  shape	
  
–  Current	
  Fund	
  
–  Capital	
  Fund	
  (more	
  on	
  this	
  next	
  8me)	
  

•  Next	
  steps:	
  
–  Review	
  long-­‐term	
  capital	
  spending	
  plan	
  (&	
  associated	
  debt	
  

service	
  &	
  bonding	
  needs)	
  
–  Integrate	
  plan	
  into	
  2014	
  Budget	
  
–  Create	
  long-­‐term	
  projec8ons	
  to	
  help	
  guide	
  budget	
  process	
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