Introduction

Purpose

The Village of Pinehurst is a high performing, results oriented organization focused on fulfilling our
mission and achieving the short-term and long-term performance goals indicated on our Balanced
Scorecard (BSC). A reliable long-term financial forecast is an important part of ensuring that adequate
resources are available to meet future financial obligations. It also assists us in meeting the Council’s
strategic goal to “Maintain a Healthy Financial Condition” and achieving the long-term financial targets
on our Balanced Scorecard.

Each year, the Financial Services Department prepares a five-year financial forecast to ensure the Village
can achieve the long-term performance target levels on the Village’s BSC and department balanced
scorecards while maintaining a healthy and sustainable financial position.

The Village has budgetary and financial policies that set forth basic guidance for the financial management
of the Village. These policies, provided in the Strategic Operating Plan Guide section of this document,
are based upon long-standing principles of public stewardship. The forecast serves to inform decision
makers of the mid-term financial implications of the decisions they are making today.

Methodology

The forecast includes five-year projections of revenues, operating expenditures, anticipated debt service
for financed capital, and planned capital expenditures. It is inclusive of the Initiative Action Plans in the
forecasted period and the impact those initiatives are projected to have on revenue, capital expenditures
and ongoing operating costs.

Sound and conservative financial principles are utilized when preparing the plan. Much effort is taken to
ensure that all revenue and costs associated with an Initiative Action Plan (IAP), capital addition, or
program are included in the plan. This is done to ensure the plan is as complete and accurate as possible
in predicting financial outcomes and to ensure that adequate resources are available to meet future
obligations.

After the issuance of the Village’s audit report each fall, Financial Services staff begin compiling the data
needed to update the forecast. Files containing historical financial information are updated to include the
current year’s audited data. This annual update ensures that the plan is based upon the most relevant data
available.
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Revenue Forecasting

Significant revenue sources of the Village are forecast on a line-by-line basis. They are generally projected
based on historical trends and other available information. For instance, property tax revenue is dependent
on new construction trends and property revaluations. All of these factors are taken into account to forecast
property tax revenue. Some revenue sources, like sales taxes, are directly linked to the overall economy.
This makes them more difficult to predict on a long-term basis.

The Village also relies heavily on information provided by the North Carolina League of Municipalities
(NCLM). In conjunction with economists at the North Carolina General Assembly, the NCLM issues a
revenue forecast memo each spring, which contains projected growth rates for state-collected local
revenue reported within intergovernmental revenues.

Department heads and financial staff also review internal data on programs and activities to accurately
forecast fees and charges revenue over the five-year planning horizon.

Operating Expenditure Forecasting

Salaries and benefits make up approximately half of the Village’s budgeted expenditures each year, so
forecasting them accurately is critical to producing a reliable plan. Staff begins by developing the current
year personnel budget. Each department head also projects staffing needs over the five-year period and
completes a staffing request for the staffing forecast. The Strategic Planning Team reviews these requests
and determines which positions to include in the final plan. All positions included in the staffing forecast
are incorporated into the five-year forecast. Part-time staffing requirements and overtime are also
estimated and included.

Merit raise ranges are estimated for the five-year period in consultation with the Village Manager and the
Human Resources Director. Cost of living adjustments are based on the annual average consumer price
index percentage for the prior calendar year. Other benefit costs are estimated at their individual growth
rates based upon information from the North Carolina Retirement System, our insurance providers, and
our benefit consultants.

The current year forecast is then used to project the remaining four years of the plan using key assumptions
set by the Financial Services Director, in consultation with the Village Managers.

Each year, departments develop I1APs and Opportunities for Improvement and Innovation (OFIs) that are
designed to improve performance and service levels indicated on the Village’s BSC. These initiatives may
include operating and capital expenditures. Each IAP or OFI has its own five-year financial plan that
indicates the operating and capital expenditures as well as any revenue or cost savings impact related to
the initiative by year. Financial Services staff analyze the 1APs and OFIs and incorporate the financial
data contained in their plans into the five-year forecast. The Strategic Priorities section provides a
description and the estimated net cost of IAPs included in the five-year financial forecast.

The forecast for other operating expenditures is based on the current year’s operating expenditures budget.
The forecast takes current operating expenditures, which are not related to personnel or a specific 1AP,
and forecasts them based on an inflation factor. To ensure the accuracy of the plan, a listing of adjustments
by year is maintained to adjust for known additions or deductions from the plan.
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For instance, if the Village has a significant expenditure in the first year that will not be in the second year
of the plan, the item is removed from the plan in the second year. The forecast will not contain these costs
in the second year and going forward. The financial plans for all IAPs and OFls are reviewed carefully to
ensure that new operating costs or reductions in operating costs that begin after the first year of the plan
are included. Also, operating expenditures and revenue related to major capital additions are manually
added to the forecast in the same manner.

Capital Expenditure Forecasting

The Village’s Capital Improvement Plan (CIP) is a detailed plan of capital additions and replacements in
the five-year period. The CIP is used to plan for the acquisition of vehicles, equipment, infrastructure, new
facilities, and other capital assets valued at over $5,000 per unit. All capital expenditures are consistent
with the implementation strategies detailed in the 2019 Comprehensive Plan.

Adequate resources must be made available for timely replacement of the Village’s capital assets. The
forecast allows decision makers to monitor planned capital investment levels to ensure that a balance
between operating needs and capital needs is maintained across the planning horizon.

More details on how the capital forecast is developed is contained in the Capital Improvement Plan section
of this document.
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FY 2024-2028 Five-Year Financial Forecast
Revenue Forecast and Significant Assumptions

The FY 2024-2028 forecast projects operating revenue from $26,306,200 to $28,300,100 over the next
five years. The property tax rate is planned to decrease to $0.23 cents per $100 valuation, slightly below
the inflation-adjusted revenue neutral tax rate of $0.235, for FY 2024 and remain flat in FY 2025. The
rate is then projected to increase one cent in FY 2026 to accommodate the additional salaries, benefits,
and other operating expenditures of the new library and remain at $0.24 cents per $100 valuation through
the five-year financial forecast. Real property values are estimated to grow at 1% over the planning period
due to the construction of new homes and commercial properties. Local option sales taxes are projected
to increase by 5% in FY 2024 due to favorable rates based upon the NCLM forecast.

Local option sales taxes are planned at 3% per year for all years in the plan except FY 2024. Other
unrestricted intergovernmental revenues are planned to increase or decrease at varying rates based upon
the NCLM forecast and other available information.

Other Financing Sources Forecast

Other financing sources represent non-revenue items such as proceeds from loans, operating transfers to
the General Fund from other funds or lease liabilities issued. The forecast includes lease liabilities issued
of $25,100 in the first year of the forecast. Lease liabilities occur from lease contracts that convey control
of the right to use another entity’s nonfinancial asset, such as office equipment, as specified in the contract
for a period of time greater than one year in an exchange-like transaction. The potential future leases are
unknown, therefore no other financing sources related to leases are forecast beyond the first year.

Operating Expenditure Forecast and Significant Assumptions

Salaries and benefits are forecast to
increase by approximately 6.9%
per year on average across the
planning period. Merit pay raises of
2.0% and cost of living adjustments
of 8.0% in FY 2024, 4.0% in FY
2025, 3.0% in FY 2026, and 2.0%
in FY 2027-2028 account for the
majority of this increase. Increased
required retirement contributions
and projected continued increases
in health insurance premiums are
also contributing factors.

Beyond the FY 2024 budget year,
there are three planned changes to
paid staff. A full-time building
inspector position will reduce to half-time in FY 2025 upon retirement of a building inspector. Associated
with the stormwater master plan 1AP, one full-time stormwater technician position will be added in FY
2025. And as part of the library expansion IAP, four full-time equivalent positions are added in FY 2026
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to coincide with the opening of the new library facility. The net effect of these changes is an increase of
4.5 FTEs.

In January 2022, The North Carolina Local Government Employees’ Retirement System Board voted to
increase employer contribution rates over the next five years, with guardrails in place to potentially
decrease rates if certain criteria are met. These contribution rates increase in year two of the five-year
plan. The base contribution rate for non-law enforcement officers increases from 12.89% in FY 2024 by
0.75% each year in FY 2025 and beyond.

Based on economists’ predictions of inflation, other operating expenditures are based on a 4.0% projected
inflation rate in FY 2025, a 3.0% projected inflation rate in FY 2026 and a 2.0% projected inflation rate
in in FY 2027-2028. We believe these are reasonable and conservative estimates. Some operating
expenditures are more volatile than others, and the plan must account for the possibility that actual costs
could be slightly higher than the baseline consumer price index.

Debt service expenditures are projected using known amortization schedule payments for existing debts
and estimated interest rates if new debt is projected to be issued in the five-year period. The Village
currently has small debt service payments on the current office equipment leases which end in FY 2026.
The Village projects a $3,000,000 debt issuance in FY 2026 with a 5% interest rate and semi-annual
payments over fifteen years to fund half of the public services complex construction.

After adjusting for incremental operating expenditures from new initiatives and capital additions, total
operating expenditure increases in the plan range from 0.8% to 4.1% in FY 2024-2028. Operating
expenditures related to the U.S. Open Championship in FY 2024 are removed in FY 2025.

Operating Revenue & Expenditure Forecast

$30,000,000

$25,000,000 -

$20,000,000 - —

$15,000,000 - _—

$10,000,000 - —

$5,000,000 - —

$o -
FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

B Operating Revenues O Operating Expenditures

Village of Pinehurst | 2024 Strategic Operating Plan Page | 155



Capital Forecast

The forecast incorporates capital investments with an estimated cost of $16,659,500 over the next five
years, excluding capital project fund expenditures. These capital investments represent 7.7% - 12.4% of
total expenditures across the plan. Details on planned capital investments are provided in the Capital
Improvement Plan section of this document.

Planned Capital Expenditures
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Other Financing Uses Forecast

Other financing uses represent transfers out of the General Fund to other funds. The forecast includes total
transfers of $7,080,000 from the General Fund to the Public Services Relocation and Library Expansion
Capital Project Funds. Details on planned capital projects funds are provided in the Capital Project Funds
section of this document.

Forecast Summary

Table 1 on page 158 summarizes the key information of the five-year financial forecast. Management
relies heavily on this data to make decisions on which programs, initiatives, and capital can be afforded
within available revenues.

Two key financial management concepts guide management in these decisions. First, the Village strives
to maintain a healthy operating margin. The operating margin ratio measures how much of available
operating revenues are required to support operating expenditures. The Village strives to maintain an
operating margin ratio between 0.89 and 0.91. For example, for each dollar in operating revenues received,
approximately 89 cents will be used to support operating expenditures. This leaves the remaining 11 cents
available for current or future capital investments. Monitoring this key ratio ensures that operating
expenditures are kept in check and that funds will be available for capital improvements. In this year’s
plan, estimated operating ratios range from 0.84 in FY 2024 to 0.92 in the final year of the plan. The
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operating margin is below the target range in FY 2024 and FY 2025 as additional revenues are saved for
future capital for the library and public services relocation projects. The increase in the operating margin

ratios in the out years is typical in the Village’s forecast.

Fund Balance as a % of Budgeted Expenditures
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The second measure
management uses to
guide the development
of the forecast is the
fund balance ratio. The
Village Council has
adopted a Fund Balance
Policy that requires
management to develop
budgets that maintain
total fund balance of at
least 30% of budgeted
expenditures. Details on
this policy are provided
in the Strategic
Operating Plan Guide
section of this
document. In the

current plan, fund balance levels begin at 68.4% in FY 2024 and decrease to approximately 30.0% by FY
2028 after transfers from the General Fund to various Capital Project funds in FY 2024-2026. These ratios
in all years comply Council’s adopted minimum and positions the Village well for the future.

Historically, operating revenues come in at 101% of budget, while operating expenditures typically fall
8% below budget. This concept, known as the Budget to Actual Variance, is incorporated in each year of

the forecast to most accurately predict ending fund balance.

Overall, management believes that the five-year financial plan provides a clear path forward for the
Village to accomplish the goals and objectives set forth in the FY 2024 Strategic Operating Plan. The
forecast was developed based on sound financial management principles and will guide the Village well

throughout the planning period.
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Table 1 - Five-Year Financial Forecast FY 2024-2028

FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Population 18,314 18,621 18,928 19,235 19,542
Property Tax Rate 0.230 0.230 0.240 0.240 0.240
Operating Revenues
Property Tax Revenue $ 13,639,000 $ 13,783,000 $ 14,529,000 $ 14,679,000 $ 14,828,000
Intergovernmental Revenues 9,362,400 9,587,200 9,819,000 10,058,800 10,304,600
Permits & Fees 1,290,300 945,000 949,000 953,000 958,000
Sales & Services 853,100 868,000 895,000 923,000 951,000
Other Operating Revenues 516,800 523,000 530,000 536,000 1,043,000
Interest Income 640,100 662,000 404,000 235,000 211,000
Other Taxes & Licenses 4,500 4,500 4,500 4,500 4,500
Operating Revenues 26,306,200 26,372,700 27,130,500 27,389,300 28,300,100
Other Financing Sources (OFS) 25,100 - - - -
Total GF Revenues & OFS $ 26,331,300 $ 26,372,700 $ 27,130,500 $ 27,389,300 $ 28,300,100
Operating Expenditures
Personnel in FTEs 162.9 163.4 167.4 167.4 167.4
Salaries and Benefits $ 15235300 $ 16,095,400 $ 17,109,200 $ 17,740,400 $ 18,342,900
Operating 8,792,500 8,863,920 9,228,187 9,358,992 9,567,614
Debt Service 19,100 13,000 159,000 150,000 317,000
Operating Expenditures 24,046,900 24,972,320 26,496,387 27,249,392 28,227,514
Operating Income 2,259,300 1,400,380 634,113 139,908 72,586
Other Financing Uses (OFU) 80,000 4,000,000 3,000,000 - -
Capital Expenditures in GF 2,804,500 3,600,500 2,467,000 3,806,500 3,981,000

Total GF Expenditures & OFU $§ 26,931,400 $ 32,572,820 $ 31,963,387 $ 31,055,892 $ 32,208,514

Revenues Over (Under) Exp $ (600,100) $  (6,200,120) $ (4,832,887) $ (3,666,592) $ (3,908,414)
Capital As a Percent of Total Expenditures:

FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Total Expenditures $ 26,931,400 $ 32,572,820 $ 31,963,387 $ 31,055,892 $ 32,208,514
Total Capital Expenditures 2,804,500 3,600,500 2,467,000 3,806,500 3,981,000
% of Total Expenditures 10.4% 11.1% 7.7% 12.3% 12.4%
Projected Impact on Fund Balance in the General Fund:

FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Beginning Fund Balance $ 16,706,724 $ 18,412,049 $ 14,534,800 $ 12,146,053 $ 10,989,053
Revenues Over (Under) Exp (600,100) (6,200,120)  (4,832,887)  (3,666,592)  (3,908,414)
Budget to Actual Variance ! 2,305,425 2,322,871 2,444,139 2,509,593 2,585,618
Projected Actual Gain/ (Loss) 1,705,325 (3,877,249)  (2,388,747)  (1,156,999)  (1,322,796)
Projected Ending GF Bal $ 18,412,049 $ 14,534,800 $ 12,146,053 $ 10,989,053 $ 9,666,258

% of Total Budget 44.6% 38.0% 35.4% 30.0%

! Assumes actual revenues of 101% of budget and actual operating expenditures of 92% of budget

Estimated Operating Margin 0.84 0.87 0.90 0.92 0.92
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