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Module: City Strategy and Governance (Part Two)
Exercise 3: 
Devise a Long Term Financial Plan and Investment Plan to Fulfill Strategic Goals and Objectives
Guidance Notes for Participants

Purpose of the Exercise

This exercise is designed to assist you to transfer the financial and investment implications of delivering strategically agreed goals and objectives into 10-year plans.  

Strategy is about determining the most important goals and objectives that will make a positive impact on the community and these priorities are used to manage the use of resources – people, assets and finance.  By placing the financial and investment implications of strategic projects into long term plans it is possible for a local government more effectively to manage its finances.  Doing so also enables it to assure itself, and the community to whom it is accountable, that it will not exceed prudent guidelines for overall financial indebtedness nor assume greater income than is likely in reality.  Undertaking long term financial and investment planning enables a local government to manage financial risk.

This exercise will require you to examine data and allocate it within a long-term investment and financial plan in such a way that you do not breach the guidelines provided.  This means that you will have to make judgments about timing of projects over a ten year period based on likely income levels, debt levels and borrowing requirements.

What to do 

In pairs, examine the information provided then allocate the investment and financial data into the spreadsheet in such a way that you do not exceed the Long Term Financial Strategy Guidelines outlined.  

This data is mythical but if you wish, you may, with your facilitator, replace the data with real figures from projects you may be planning to undertake in your city.  Continue to use the guidelines however, since these relate to proportions of spending and debt, relevant for prudent financial planning.

The Spreadsheet is attached – use this to allocate the costs and borrowings and anticipated income of each new project as provided and use the results to determine in which years the new projects should best be delivered in order to keep within the guidelines specified.  

DO NOT INSERT ANY FIGURES INTO YEAR 0 WHICH IS YOUR BASE YEAR.  As you insert the figures the excel spreadsheet will automatically change to reflect the figures you have inserted.  Because the annual costs and income and debt charges are ongoing you need to insert the figures for all the years following the year you intend to start the project.  Do not forget that there are guidelines for the budget that you will need to monitor to determine whether in any year you breach the guidelines.

If you find that you are running out of time only insert the figures for one or two projects – you do not have to deal with all of them. 

The Long Term Financial Strategy Guidelines:

Total debt (i.e. the total amount of borrowings) cannot exceed 20% of the total value of the local government assets in any one year.

Total debt repayments on the borrowings in any year cannot exceed 15% of total annual income.

Your budget surplus should not go below zero  If it does you should ensure that it is only below zero for one or two years at the most.  In other words you should not run a perpetual budget deficit – long term deficits are usually illegal in local governments for obvious reasons.

For the purposes of the exercise, assume that all the new capital investment cost is met from borrowing.  In reality this will not be likely since a local government will look at asset sales, investment income, budget surpluses, special levies and transfers from central government as possible alternatives to debt.  

The point of this exercise is not to make you into expert financial advisers but for you to be aware as strategists that it will be important to plan the proposed strategic objectives and projects according to their strategic importance and also according to what it is possible for the community to afford.

The Data

Statistics on the current and projected annual income and debt levels etc are provided in the financial plan set out in the spreadsheet. Please note that the costs are in $millions so all you need to do is insert the figures as you see them in the table below e g  0.1 or 1.5.

	Goal Priority 1
	To diversify the economic base of the city
	

	Objective 1.1 
	To improve conditions of street vendors.
	

	Project 1.1.1
	To fit-out market facilities for the street vendors on municipal land 
	$1m capital cost

$ 0.1m per year debt repayment costs

$0.15m per year operating costs

$ 0.25m per year income from traders 



	Project 1.1.2
	To devise and enforce regulations to encourage street vendors to transfer to the new market 
	$0.2m per year cost of enforcement of regulations

$ 0.2m annual income from trader permits

	Objective 1.2.
	To encourage new small business start ups
	

	Project 1.2.1 
	To convert an old building into small business start up units at reduced market rentals.
	$ 1.5m capital cost of conversion

$ 0.15m annual debt repayment costs

$ 0.1m per year operating costs

$0.1m annual rental income

	Goal Priority 2
	To minimize waste generation and disposal.
	

	Objective 2.1
	To increase waste reuse and recycling


	

	Project 2.1.1
	To undertake an education program for increasing waste recycling.


	$0.3m per year ongoing

	Project 2.1.2
	To provide recycling bins for each neighborhood


	$3m – capital cost of the bins paid from a loan 

$0.5m per year debt repayment costs

$0.7m per year operating costs

$0.5m per year operating income 


	Objective 2.2
	To provide a sanitary landfill 


	

	Project 2.2.1
	To prepare the land owned by the municipality for use as a landfill 


	$4m capital cost

$0.45m per year debt repayment costs

$0.1m per year operating costs 

$0.1m per year operating income 


This exercise has been produced by Angela Griffin, Urban Specialist in the Infrastructure and Energy Unit of the European and Central Asia Region of the World Bank.
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