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FINANCIAL	
  HEALTH	
  	
  
	
  

Government	
  can	
  deliver	
  services	
  
ci0zens	
  expect	
  with	
  resources	
  
ci0zens	
  provide,	
  now	
  and	
  in	
  the	
  
future.	
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FIVE	
  PRINCIPLES	
  OF	
  FINANCIAL	
  
HEALTH	
  

	
  • More	
  than	
  a	
  grade	
  -­‐	
  No	
  single	
  grade	
  
or	
  ra0ng	
  can	
  be	
  comprehensive	
  	
  

• More	
  than	
  a	
  balanced	
  budget	
  
•  Requires	
  a	
  focus	
  on	
  context	
  
•  Is	
  everyone’s	
  responsibility	
  
•  Effec0ve	
  opera0ons	
  management-­‐	
  
cost	
  savings,	
  efficiencies	
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Three	
  Main	
  Components	
  

•  Cash	
  Solvency	
  -­‐	
  Are	
  bills	
  paid	
  when	
  due?	
  
–  Enough	
  cash	
  to	
  pay	
  bills	
  due	
  for	
  the	
  next	
  60	
  to	
  90	
  days?	
  

•  Long-­‐Term	
  Solvency	
  –	
  Will	
  revenues	
  cover	
  long-­‐term	
  needs?	
  
–  Long-­‐term	
  debt,	
  pension	
  expenses	
  and	
  re0ree	
  health	
  care	
  
and	
  other	
  spending	
  needs	
  

•  Service-­‐Level	
  Solvency	
  –	
  Con0nue	
  to	
  deliver	
  basic	
  services	
  in	
  
the	
  face	
  of	
  major	
  changes	
  in	
  economy	
  and	
  poli0cal	
  
circumstances	
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QuesNons	
  for	
  IdenNfying	
  Financial	
  Health	
  
What	
  …	
  

1.   Is	
  the	
  budget	
  process?	
  	
  
2.   Is	
  the	
  policy	
  for	
  fund	
  balance?	
  
3.   Is	
  liquidity	
  –	
  mee0ng	
  short	
  term	
  needs?	
  	
  
4.   Is	
  ra0o	
  of	
  revenues	
  vs.	
  expenses	
  
5.   Is	
  total	
  liabili0es	
  as	
  a	
  percentage	
  of	
  revenues?	
  
6.   Are	
  debt	
  management/affordability	
  policies?	
  
7.   Are	
  capital	
  assets	
  condi0ons?	
  	
  
8.   Are	
  actual	
  revenues	
  compared	
  to	
  budget?	
  
9.   Are	
  controls	
  over	
  expenditures?	
  
10.  Reliance	
  does	
  the	
  budget	
  have	
  on	
  State/Federal	
  Aid?	
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“Fiscal Distress” defined in the context 
of Chapter 836, §4-8.03:	
  

	
  	
  

“A	
  situa)on	
  whereby	
  the	
  provision	
  and	
  sustainability	
  of	
  public	
  
services	
  is	
  threatened	
  by	
  various	
  administra/ve	
  and	
  financial	
  
shortcomings	
  including	
  but	
  not	
  limited	
  to	
  cash	
  flow	
  issues;	
  
inability	
  to	
  pay	
  expenses;	
  revenue	
  shor=alls;	
  deficit	
  spending;	
  
structurally	
  imbalanced	
  budgets;	
  billing	
  and	
  revenue	
  collec)on	
  
inadequacies	
  and	
  discrepancies;	
  debt	
  overload;	
  failure	
  to	
  meet	
  
obliga)ons	
  to	
  authori)es,	
  school	
  divisions,	
  or	
  poli)cal	
  
subdivisions	
  of	
  the	
  Commonwealth;	
  and/or	
  lack	
  of	
  trained	
  and	
  
qualified	
  staff	
  to	
  process	
  administra)ve	
  and	
  financial	
  
transac)ons.”	
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Source:	
  2017	
  Virginia	
  Acts	
  of	
  Assembly	
  



Stages	
  of	
  Local	
  Fiscal	
  Difficulty	
  

1.	
  Distress	
  

2.	
  Crisis	
  

3.	
  Bankruptcy	
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1.  Distress	
  –	
  Sustained	
  period	
  of	
  budgetary	
  
imbalance,	
  cutbacks	
  to	
  essenNal	
  services	
  
and	
  inability	
  to	
  pay	
  bills.	
  

2.  Crisis	
  –	
  Mechanisms	
  to	
  address	
  budgetary	
  
issues,	
  such	
  as	
  expense	
  reducNons,	
  tax/fee	
  
increases	
  and	
  short	
  term	
  borrowing	
  fail	
  to	
  
stabilize	
  problem(s)	
  resulNng	
  in	
  financial	
  
emergency.	
  

3.  Bankruptcy	
  –	
  Rarely,	
  localiNes	
  may	
  file	
  for	
  
Chapter	
  9	
  bankruptcy	
  (not	
  authorized	
  in	
  
Virginia	
  ).	
  

Source:	
  Virginia	
  Senate	
  Finance	
  Commieee	
  



APA	
  Fiscal	
  Distress	
  Monitoring	
  Overview	
  

•  2017	
  Virginia	
  Acts	
  of	
  Assembly	
  directs	
  the	
  APA	
  
to	
  establish	
  a	
  prioriNzed	
  early	
  warning	
  system	
  
to	
  idenNfy	
  possible	
  local	
  fiscal	
  distress	
  within	
  
localiNes	
  on	
  an	
  annual	
  basis.	
  

	
  
•  LocaliNes	
  are	
  given	
  a	
  Financial	
  Assessment	
  
Model	
  (FAM)	
  score	
  based	
  on	
  analysis	
  of	
  
audited	
  financial	
  statement	
  data	
  and	
  other	
  
qualitaNve	
  factors.	
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Source:	
  WWW.APA.VIRGINIA.GOV	
  



FAM	
  Score	
  CalculaNon	
  

•  APA	
  using	
  a	
  model	
  to	
  calculate	
  10	
  raNos	
  using	
  
audited	
  data	
  from	
  the	
  localiNes’	
  CAFRs	
  

•  Each	
  locality’s	
  performance	
  ranked	
  by	
  raNo,	
  
then	
  into	
  percenNle	
  rankings	
  

•  An	
  average	
  of	
  the	
  percenNle	
  rankings	
  
determines	
  	
  overall	
  FAM	
  score	
  

•  APA	
  uses	
  the	
  FAM	
  score	
  to	
  evaluate	
  and	
  make	
  
a	
  preliminary	
  determinaNon	
  for	
  need	
  to	
  
follow-­‐up	
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Source:	
  WWW.APA.VIRGINIA.GOV	
  



FAM	
  Score	
  RaNos	
  
Based	
  on	
  the	
  Government	
  Wide	
  Financial	
  Statements:	
  
•  RaNo	
  #1	
  –	
  ability	
  to	
  make	
  up	
  revenue	
  shoriall	
  
•  RaNo	
  #2	
  –	
  ability	
  to	
  pay	
  current	
  liabiliNes	
  without	
  addiNonal	
  revenue	
  
•  RaNo	
  #3	
  –	
  are	
  exisNng	
  revenues	
  sufficient	
  to	
  pay	
  total	
  liabiliNes	
  	
  
•  RaNo	
  #4	
  –	
  ability	
  to	
  meet	
  future	
  obligaNons	
  
•  RaNo	
  #5	
  –	
  sufficient	
  reserves	
  to	
  pay	
  expenses	
  with	
  a	
  revenue	
  shoriall	
  
•  RaNo	
  #6	
  –	
  to	
  what	
  extent	
  are	
  assets	
  financed	
  with	
  debt	
  
	
  
Based	
  on	
  the	
  General	
  Fund	
  Balance	
  Sheet	
  and	
  Income	
  Statement:	
  
•  RaNo	
  #7	
  –	
  ability	
  to	
  pay	
  liabiliNes	
  without	
  addiNonal	
  revenues	
  
•  RaNo	
  #8	
  –	
  is	
  the	
  locality	
  paying	
  its	
  bills	
  Nmely	
  
•  RaNo	
  #9	
  –	
  how	
  long	
  can	
  reserves	
  fund	
  current	
  expenditures	
  
•  RaNo	
  #10	
  –	
  total	
  reserves	
  compared	
  to	
  total	
  revenue	
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APA	
  Fiscal	
  Distress	
  –	
  NoNficaNons	
  to	
  LocaliNes	
  

•  For	
  a	
  FAM	
  score	
  that	
  causes	
  concern	
  (16%	
  or	
  
less),	
  noNficaNon	
  leeer	
  sent	
  to	
  Governing	
  
body	
  and	
  Management	
  

•  Explained	
  the	
  FAM	
  calculaNon	
  process	
  and	
  the	
  
cause	
  for	
  concern	
  

•  Explained	
  APA’s	
  follow	
  up	
  process	
  using	
  the	
  
quesNonnaire	
  

•  Explain	
  potenNal	
  assistance	
  available	
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DistribuNon	
  of	
  FAM	
  Scoring	
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Above	
  16%	
  Considered	
  Fiscally	
  Healthy	
  
for	
  purpose	
  of	
  APA	
  objecNve	
  FAM	
  

Scoring	
  –	
  Based	
  on	
  FY16	
  FAM	
  scoring	
  
and	
  qualitaNve	
  analysis,	
  six	
  localiNes	
  

were	
  idenNfied	
  for	
  follow-­‐up.	
  

Source:	
  2017	
  APA	
  Annual	
  Report	
  



Fiscal	
  Assessment	
  Follow	
  Up	
  QuesNons	
  
(Budget	
  Process)	
  

1.  Does	
  the	
  locality	
  have	
  a	
  structurally	
  balanced	
  
budget	
  ?	
  

2.  Has	
  the	
  locality	
  uNlized	
  any	
  significant	
  
transfers	
  in	
  order	
  to	
  balance	
  the	
  budget?	
  

3.  How	
  many	
  Nmes	
  during	
  the	
  FY	
  has	
  the	
  
locality	
  made	
  amendments	
  to	
  its	
  budget?	
  

4.  What	
  is	
  the	
  locality’s	
  budget	
  monitoring	
  and	
  
reporNng	
  process.	
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Fiscal	
  Assessment	
  Follow	
  Up	
  QuesNons	
  
(Debt	
  and	
  Borrowings)	
  

1.  Delinquent	
  on	
  any	
  debt	
  service	
  payments?	
  
2.  Non-­‐compliant	
  with	
  any	
  debt	
  covenants?	
  
3.  Any	
  significant	
  borrowings	
  between	
  

funds?	
  
4.  Any	
  tax	
  or	
  revenue	
  anNcipaNon	
  notes/

loans?	
  
5.  Any	
  other	
  type	
  of	
  short-­‐term	
  financing/

debt?	
  

15	
  



Fiscal	
  Assessment	
  Follow	
  Up	
  QuesNons	
  
(Expenses	
  and	
  Payables)	
  

1.  Any	
  payments	
  in	
  arrears	
  to	
  vendors	
  or	
  authoriNes?	
  
2.  Any	
  instances	
  of	
  not	
  meeNng	
  the	
  Prompt	
  Payment	
  

Act?	
  
3.  Use	
  of	
  any	
  AP	
  aging	
  analysis	
  tools	
  or	
  reporNng	
  

techniques	
  to	
  review	
  liabiliNes	
  and	
  maximize	
  cash	
  
flow?	
  

4.  Delinquent	
  in	
  paying	
  any	
  payroll	
  taxes?	
  
5.  Delinquent	
  in	
  paying	
  any	
  reNrement	
  contribuNons	
  to	
  

the	
  VRS?	
  
6.  Delinquent	
  in	
  paying	
  worker’s	
  compensaNon	
  and/or	
  

health	
  insurance	
  premiums?	
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Fiscal	
  Assessment	
  Follow	
  Up	
  QuesNons	
  
(Revenues	
  and	
  Receivables)	
  

1.  Any	
  “one-­‐Nme”	
  significant	
  revenue	
  items?	
  
2.  Experiencing	
  any	
  significant	
  issues	
  with	
  

collecNng	
  receivables?	
  
3.  Use	
  of	
  any	
  AR	
  aging	
  analysis	
  tools	
  or	
  reporNng	
  

techniques	
  to	
  review	
  collecNons	
  and	
  overdue,	
  
delinquent	
  accounts?	
  

4.  Is	
  there	
  a	
  significant	
  increase	
  in	
  delinquent	
  
accounts?	
  

5.  Any	
  significant	
  revenue	
  shoriall	
  in	
  a	
  specific	
  
local	
  revenue?	
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Fiscal	
  Assessment	
  Follow	
  Up	
  QuesNons	
  
(Other	
  Areas	
  and	
  ReporNng)	
  

1.  Any	
  vacancies	
  in	
  key	
  management	
  and/or	
  finance	
  related	
  
posiNons?	
  

2.  Any	
  major	
  issues	
  with	
  implemenNng	
  new	
  systems	
  or	
  technology?	
  
3.  Did	
  the	
  independent	
  auditor	
  report	
  any	
  material	
  weaknesses	
  and/

or	
  significant	
  deficiencies	
  during	
  the	
  last	
  FY?	
  
4.  Did	
  the	
  independent	
  auditor	
  bring	
  to	
  the	
  aeenNon	
  of	
  

management	
  and	
  the	
  governing	
  body	
  any	
  other	
  maeers	
  or	
  control	
  
deficiencies?	
  

5.  Did	
  the	
  independent	
  auditor	
  provide	
  an	
  unmodified	
  opinion	
  on	
  
the	
  locality’s	
  financial	
  statements?	
  

6.  In	
  the	
  CAFR,	
  did	
  the	
  independent	
  auditor’s	
  report	
  emphasize	
  any	
  
concern	
  about	
  the	
  locality’s	
  fiscal	
  ability	
  or	
  describing	
  potenNal	
  
fiscal	
  stress?	
  

7.  Did	
  the	
  CAFR	
  include	
  a	
  disclosure	
  on	
  the	
  ability	
  to	
  conNnue	
  as	
  a	
  
going	
  concern?	
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INTERPRETING	
  LOCAL	
  GOVERNMENT	
  FINANCIALS	
  

•  Are	
  we	
  looking	
  at	
  the	
  REAL	
  financial	
  statements	
  –	
  Government-­‐Wide	
  
Statements	
  or	
  Fund	
  Statements?	
  

–  Government-­‐Wide:	
  	
  Opera0onal	
  accountability,	
  long-­‐term	
  focus	
  
–  Fund	
  Statement:	
  	
  Fiscal	
  accountability,	
  near-­‐term	
  results	
  and	
  their	
  

impact	
  on	
  near-­‐term	
  cash	
  flows.	
  	
  	
  

•  Fund	
  Balance	
  -­‐	
  not	
  always	
  a	
  measure	
  of	
  financial	
  well-­‐being.	
  	
  Do	
  you	
  
have	
  sufficient	
  reserves	
  to	
  meet	
  today	
  and	
  tomorrow?	
  How	
  many	
  days	
  of	
  
opera0ons	
  can	
  you	
  cover	
  with	
  cash	
  and	
  short	
  term	
  receivables?	
  	
  	
  

•  How	
  sustainable	
  are	
  principal	
  revenue	
  sources	
  and	
  how	
  are	
  they	
  
performing?	
  

•  What	
  is	
  the	
  message	
  from	
  budgeted	
  revenue	
  and	
  expenditure	
  variances?	
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ULTIMATE	
  GOAL	
  OF	
  FINANCIAL	
  RECOVERY	
  
	
  

To	
  use	
  the	
  experience	
  of	
  the	
  
recovery	
  process	
  to	
  become	
  more	
  
resistant	
  to	
  financial	
  distress	
  and	
  
adaptable	
  to	
  a	
  changing	
  
environment.	
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ROLE	
  OF	
  ELECTED	
  OFFICIALS	
  IN	
  	
  
A	
  RECOVERY	
  PROCESS	
  

	
  
•  Deliver	
  key	
  messages	
  –	
  describe	
  solu0ons	
  to	
  public.	
  	
  Set	
  the	
  

tone.	
  
	
  
•  Recruit	
  expert	
  ci0zens	
  –	
  seek	
  out	
  those	
  you	
  serve	
  with	
  

special	
  exper0se	
  who	
  desire	
  to	
  help	
  with	
  the	
  solu0on.	
  
	
  
•  Work	
  with	
  the	
  media	
  –put	
  your	
  frame	
  on	
  the	
  situa0on	
  and	
  

be	
  transparent.	
  
	
  
•  Provide	
  input	
  and	
  feedback	
  	
  on	
  recovery	
  strategies	
  –	
  lead	
  

your	
  recovery.	
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Reference	
  Material	
  And	
  Sources	
  
2017	
  Annual	
  Report	
  –	
  Auditor	
  of	
  Public	
  Accounts	
  
Link	
  to	
  report: 	
  	
  hep://www.apa.virginia.gov/reports/2017AnnualReport.pdf	
  	
  
	
  

Auditor	
  of	
  Public	
  Accounts	
  –	
  Fiscal	
  Distress	
  Monitoring	
  Overview	
  
Link	
  to	
  presentaNon:	
  hep://www.apa.virginia.gov/data/download/local_government/guidelines/Fiscal%20Distress%20Monitoring%20Overview.pdf	
  
	
  

Senate	
  Finance	
  Commieee	
  Annual	
  MeeNng	
  	
  -­‐	
  Overview	
  of	
  Local	
  Fiscal	
  Stress	
  in	
  Virginia	
  
Link	
  to	
  presentaNon:	
  hep://sfc.virginia.gov/pdf/retreat/2017%20Charloeesville/111617_No3_Fiscal_Stress.pdf 	
  	
  
	
  

Fiscal	
  First	
  Aid	
  and	
  Financial	
  Recovery	
  
By	
  Shayne	
  C.	
  Kavanagh,	
  GFOA	
  
	
  

An	
  Elected	
  Official’s	
  Guide	
  to	
  Fund	
  Balance	
  and	
  Net	
  Assets	
  
By	
  Stephen	
  J.	
  Gauthier,	
  GFOA	
  
	
  

InterpreNng	
  Local	
  Governments	
  Financial	
  Statements	
  
By	
  Stephen	
  J.	
  Gauthier,	
  GFOA	
  
	
  

Governing	
  Guide	
  to	
  Financial	
  Literacy	
  Series	
  Volume	
  1	
  through	
  4	
  
By	
  The	
  Governing	
  InsNtute	
  
	
  

Elected	
  Official’s	
  Guide	
  on	
  AccounNng	
  Set:	
  Internal	
  Controls,	
  Pension	
  AccounNng	
  and	
  Audit	
  
Commieees	
  
By	
  GFOA	
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