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BACKGROUND: 

Financial policies are central to a strategic, long-term approach to financial management. Some of the 
most powerful arguments in favor of adopting formal, written financial policies include their ability to help 
governments: 

1. Institutionalize good financial management practices. Formal policies usually outlive 
their creators, and, thus, promote stability and continuity. They also prevent the need 
to re-invent responses to recurring issues. 

2. Clarify and crystallize strategic intent for financial management. Financial policies 
define a shared understanding of how the organization will develop its financial 
practices and manage its resources to provide the best value to the community. 

3. Define boundaries. Financial policies define limits on the actions staff may take. The 
policy framework provides the boundaries within which staff can innovate in order to 
realize the organization's strategic intent. 

4. Support good bond ratings and thereby reduce the cost of borrowing. 

5. Promote long-term and strategic thinking. The strategic intent articulated by many 
financial policies necessarily demands a long-term perspective from the organization. 

6. Manage risks to financial condition. A key component of governance accountability is 
not to incur excessive risk in the pursuit of public goals. Financial policies identify 
important risks to financial condition. 

7. Comply with established public management best practices. The Government 
Finance Officers Association (GFOA), through its officially adopted Best Practices 
endorsement of National Advisory Council on State and Local Budgeting (NACSLB) 
budget practices and the GFOA Distinguished Budget Presentation Award Program, 
has recognized financial policies as an essential part of public financial management. 

RECOMMENDATION: 

GFOA recommends that governments formally adopt financial policies. 



PROCEDURE TO ADOPTION: 

The steps to consider when making effective financial policies include (1) scope, (2) development, (3) 
design, (4) presentation, and (5) review. 

STEP 1: Scope. There are some basic financial policy categories (but not limited to) that all 
governments should consider adopting: 

1. General fund reserves. Policies governing the amount of resources to be held in reserve 
and conditions under which reserves can be used. 

2. Reserves in other funds. Policies for other funds (especially enterprise funds) that serve a 
similar purpose to general fund reserve policies. 

3. Grants. Policies that deal with the administration and grants process. 

4. Debt. Policies that govern the use of government debt, including permissible debt 
instruments, conditions under which debt may be used, allowable levels of debt, and 
compliance with continuing disclosure requirements. 

5. Investment. Policies that provide guidance on the investment of public funds, including 
permissible investment instruments, standards of care for invested funds, and the role of 
staff and professional advisors in the investment program. 

6. Economic development. Policies that address a local government's use of subsidies or 
other incentives to encourage private development. 

7. Accounting and financial reporting. Policies that establish and guide the use of an audit 
committee, endorse key accounting principles, and that ensure external audits are 
properly performed. 

8. Risk management and internal controls. Policies that address traditional views of risk 
management and internal control, as well as more modern concepts of "enterprise risk 
management." 

9. Procurement. Policies that are most essential for adoption by the governing board in order 
to encourage efficient, effective and fair public procurement. 

10. Long-term financial planning. A policy that commits the organization to taking a long-term 
approach to financial health. 

11. Structurally balanced budget. Policies that offer a distinction between satisfying the 
statutory definition and achieving a true structurally balanced budget. 

12. Capital. Policies that cover the lifecycle of capital assets, including capital improvement 
planning, capital budgeting, project management, and asset maintenance. 

13. Revenues. Policy guidance through the designing of efficient and effective revenue 
systems that guarantee the generation of adequate public resources to meet expenditure 
obligations. 

14. Expenditures. Policies addressing a range of issues around how the money is expended, 
including personnel, outsourcing, and funding long-term liabilities. 

15. Operating budget. Policies that describe essential features of the budget development 
process and form, as well as principles that guide budgetary decision making. 



STEP 2: Development. The following steps should be considered in the development of effective 
policies: 

1. Define the problem the policy will address. 
2. Draft the policy. Be aware of legal requirements and consider public comments. 

Look at the experience of peer governments. 
3. Review and present the policy to government officials. 
4. Formally consider and adopt policy. 
5. Implement policy making sure that staff and government officials are aware of 

policies. 

STEP 3: Design. Effective polices have a number of design features in common. 

1. Policies must exist in written form. 
2. Policies should be expressed in a manner that is understandable to the intended 

audiences. 
3. Policies should be made available to all stakeholders, and be published in more than 

one medium with multiple means of access. 
4. Policies should address all relevant issues and risks for that specific policy in a 

concise fashion. 

STEP 4: Presentation. Effective financial policies share some of the following traits. 

1. All of the financial policies are placed in the same section of the budget document. 
2. The original and revision dates are shown on the individual policies. 

STEP 5: Review. Financial policies are most successful when they are reviewed after being 
enacted. 

1. Policies should be monitored, reviewed, and updated as needed in a systematic way. 
2. Analyze the reasons if specific policies are not being followed. 



Comprehensive Financial Management Policies

City of Sedro-Woolley, WA
January 2, 2019

1/3/2019 1



Financial Management Policies

1. Effective financial policies, which are adopted by the legislative body, are essential to 
a local government’s fiscal health.

2. Written guidance for how local government management and staff should approach 
fiscal issues and core financial areas.

3. Financial policies are used: 
• During state audits to assess compliance.

• By credit ratings agencies to determine a jurisdiction’s fiscal stability, and 

• By other financial professionals as a basis for providing services.

4. Adopted financial policies:
• Provide stability and continuity over the years as staff and elected officials turn 

over by establishing what actions are acceptable and unacceptable. 

• Identifying who is responsible for taking certain actions, and 

• Providing standards to measure your jurisdiction’s fiscal performance.

WHY?
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Financial Management Policies

Think of Financial Policies as “Bumper Bowling…..”

vs.

Financial policies, like bumpers in bowling, keep us on track with the goal of 
“hitting as many pins” as possible.
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Financial Management Policies

“Financial policies are central to a strategic, long-term approach to financial 
management. Some of the most powerful arguments in favor of adopting 
formal, written financial policies include their ability to help governments 

comply with established public management best practices”

“GFOA recommends that governments 
formally adopt financial policies.” 

References: 

•   GFOA Best Practice, “Recommended Budget Practices from the National 
Advisory Council on State and Local Budgeting,” 1998.

• GFOA Publication, “Financial Policies,” 2012 (Shayne Kavanagh). 

BEST 
PRACTICE
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Financial Management Policies

Benefits of Financial Policies

• Outline a clear vision of how we will manage its financial resources to 
provide the best value to the Sedro-Woolley community.

• Increase accountability and minimize confusion by identifying who can 
take what actions.

• Support good bond ratings and reduce the cost of borrowing.

• Promote long-term and strategic thinking.

• Manage and reduce risks to your jurisdiction’s fiscal health.

• Protect staff and management in case something goes wrong (as long as 
the policy was followed).

• Help your jurisdiction comply with established best practices identified 
by organizations such as the Government Finance Officers Association 
(GFOA) and the State Auditor’s Office.
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Financial Management Policies

STEP 1: SCOPE:

ESSENTIAL

Asset management

Cost allocation

Debt management

Fund balances and reserves

Investments

OTHER AREAS - BEST PRACTICE
Accounting, auditing, and financial reporting

Budget (operating and capital)

Capital improvements

Procurement and purchasing

Revenues and expenditures

Risk management

There are some essential financial policy categories (but not limited to) 
that all governments should consider adopting: 
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Financial Management Policies

STEP 2: Development.

The following steps should be considered in the development of effective 
policies:

1.    Define the problem the policy will address.

2. Draft the policy.  Be aware of legal requirements and consider public 
comments. 

3. Review and present the policy to government officials.

4.   Formally consider and adopt policy.

5. Implement policy making sure that staff and government officials are

aware of policies. 
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Financial Management Policies

STEP 3: Design. 

Effective polices have a number of design features in common.

1.   Policies must exist in written form.

2.   Policies should be expressed in a manner that is understandable to the 
intended audiences.

3.   Policies should be made available to all stakeholders, and be published in 
more than one medium with multiple means of access. 

4.   Policies should address all relevant issues and risks for that specific policy 
in a concise fashion. 
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Financial Management Policies

STEP 4: Presentation.  

Effective financial policies share some of the following traits.

1. All of the financial policies are placed in the same section of the budget 
document.

2.   The original and revision dates are shown on the individual policies.

1/3/2019 9



Financial Management Policies

STEP 5: Review.  

Financial policies are most successful when they are reviewed after being enacted.

1.   Policies should be monitored, reviewed, and updated as needed in a systematic 
way.

2.   Analyze the reasons if specific policies are not being followed.
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Financial Management Policies

LOOKING AHEAD:

GOAL:  To update or create a comprehensive set of financial management policies 
by the end of 2019.

1. Utilize the City Council work sessions to address individual policies.

2. We look to obtain YOUR thoughts and comments on areas of interest or 
concern.

3. We will obtain outside certification on both Investment and Debt policies
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Financial Management Policies

DISCUSSION

Which financial areas would you want to know more about?

Do you have an area of concern regarding the City’s finances?

When you have a question as to how financial matters are handled at the
City…where do you go?

When asked questions by your constituency about City finances, how would
you rate your confidence in answering their questions?
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