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GFOA Best Practice - Financial Forecasting
GFOA recommends that all governments prepare and maintain a long-
term financial plan that projects revenues, expenses, financial position,

and external factors for all key funds and government operations at least
five years into the future.

Beyond the annual budget cycle and multi-year capital plan, governments need to identify long-
term financial trends. Long-term financial planning involves projecting revenues, expenses, and
key factors that have a financial impact on the organization.

Understanding long-term trends and potential risk factors that may impact overall financial
sustainability allows the finance officer to proactively address these issues.

Going through a long-term financial planning process allows decision makers to focus on long-
term objectives, encourages strategic thinking, and promotes overall awareness for financial
literacy in an organization.

Long-term financial planning creates commitment and motivation to provide a guide for decision-
making.

DAVENPORT - Source: GFOA Best Practices (gfoa.org)
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= Benefits of long-term financial planning include:

— Creating a long-term outlook into other planning processes (budgeting,
capital planning, revenue forecasting, etc.)

— Helping to diagnose potential risks and causes of fiscal distress

®
— Stimulating “big-picture thinking” Best Practices

— Providing a tool for evaluating long-term compliance with financial
policies

— Allowing for pre-emptive action to mitigate forecasted financial distress
— Defining parameters for decision-making

— Communicating long-term financial position to residents and other
stakeholders, including rating agencies and bond investors

DAVENPORT m Source: GFOA Best Practices (gfoa.org)

PUBLIC FINANCE ‘

July 24, 2025 North Carolina Local Government Investment Association 3



. L . Mo O
GFOA Perspective — Long-Term Financial Planning (A VLY

WORTH EAROLINA

Establish an organizational vision v v

Achieve organizational alignment v v v v v

Forecast long-term revenue v v

Forecast long-term expenses v v

Setting utility rates v

Identify unfunded liabilities v v

Assessing infrastructure condition v

Determine long-term debt capacity v

Conduct a general environmental scan v

Conduct analysis of the external economic environment v v

Conduct analysis of the fiscal environment v v

Prioritize services, initiatives, and programs and set goals v

Determine long-term financial impact of priorities /goals v v

Allocate resources to address priorities / accomplish goals v v

Set goals based on priorities (short-term and long-term) v
DAVENPORT Source: GFOA Best Practices (gfoa.org)
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GFOA Best Practice - Financial Forecasting

The GFOA recommends that governments at all levels forecast major
revenues and expenditures. The forecast should extend several years
into the future. The forecast, along with its underlying assumptions and

methodology, should be clearly stated and made available to
stakeholders in the budget process. It also should be concisely
presented in the final budget document. The forecast should be regularly
monitored and periodically updated.

®

Key Steps Include:

— Define Assumptions

— Gather Information

— Preliminary/Exploratory Analysis
— Select Methods

— Implement Methods

DAVENPORT - Source: GFOA Best Practices (gfoa.org)
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Creditability Linking to Decision-Making

GFOA Perspective — Financial Forecasting

DAVENPORT

— Have a transparent forecast
process

— Address how the forecast
compares to forecasts from
outside organizations

— Outline forces acting on your
revenues or expenditures that
might cause the actual results
to vary from your forecast

— Stay within acceptable
accuracy tolerances

— Avoid over-promising on the
level of forecast accuracy to set
appropriate expectations. Note
that years estimated farther
out are less reliable

— Be careful about using
forecasts to raise an alarm
about an impending crisis

— Build the message around a
baseline set of assumptions
that represent a reasonable
level of status quo conditions

— Assumptions should be made
very clear, and be
supplemented with salient
information

— The message should address
the implications of the forecast
in terms of budget shortfalls or
surpluses, changes in reserve
levels, and other meaningful
metrics

— Involving other staff in the
forecasting process will also
help ensure that the
understanding of the method is
shared by key potential
supporters

— Emphasize the importance of
the forecast as a key factor in
the planning and budgeting
process.

Include the following financial
policies to promote interest in
financial forecasting:

— A reserve policy

— A policy on maintaining
structural balance

— A long-term financial
planning policy

— Capital improvement plans
(should employ a long-term
planning horizon)

Source: GFOA Best Practices (gfoa.org)
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GFOA Best Practice - Multi-year Capital Planning

GFOA recommends that state and local governments prepare and adopt
comprehensive, fiscally sustainable, and multi-year capital plans to ensure
effective management of capital assets. A prudent multi-year capital plan

identifies and prioritizes expected needs based on a strategic plan,
establishes project scope and cost, details estimated amounts of funding
from various sources, and projects future operating and maintenance costs. A
capital plan should cover a period of five to 25 years or more

State and local governments should prepare and adopt comprehensive, fiscally sustainable, and multi-year
capital plans to ensure effective management of capital assets.

Infrastructure, technology, and major equipment are the physical foundation for providing services to
constituents. The procurement, design, construction, maintenance, and operation of capital assets are a
critical activity of governments and therefore require careful planning.

Capital planning is critical to water, sewer, transportation, sanitation, and other essential public services. It is
also an important component of a community's economic development program and strategic plan. Capital
facilities and infrastructure are important legacies that serve current and future generations. It is extremely
difficult for governments to address the current and long-term needs of their citizens without a sound multi-
year capital plan that clearly identifies capital needs, funding options, and operating budget impacts.

A properly prepared capital plan is essential to the future financial health of an organization and continued
delivery of services to citizens and businesses.

DAVENPORT Source: GFOA Best Practices (gfoa.org)
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Use of Forecasts o e

|dentify needs

Determine Financial Impacts (Costs)
e Scope and Timing

Prioritize Capital Requests
e Rating System Driven by Needs/Goals

Develop a Comprehensive Financial Plan

| U S U S —

Source: GFOA Best Practices (gfoa.org)
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= GFOA recommends that governments develop a viable overall multi-year
financing plan covering the multi-year period of the capital plan to ensure
that the proposed capital plan is achievable within expected available
resources.

=  Governments undertaking a capital financing plan should:

— Anticipate expected revenue and expenditure trends including their
relationship to multi-year financial plans and ongoing impacts to the
operating budget due to the capital plan

— Prepare cash flow projections of the amount and timing of the capital
financing

— Continue compliance with all established financial policies
— Recognize appropriate legal constraints

— Consider and estimate funding amounts from all appropriate funding
alternatives

— Consider sources and uses for debt services
— Ensure the reliability and stability of identified funding sources

— Evaluate the affordability of the financing strategy, including the impact
on debt ratios, applicable tax rates, and/or service fees

DAVENPORT A

Best Practices

Source: GFOA Best Practices (gfoa.org)
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Moody’s Rating Methodology

Moody’s

Category Rating Short Term Long Term
Percentage Control Control
Economy 30% v
Financial Performance 30% 4 v
Institutional Framework 10% v
Leverage 30% v 4

Source: Moody’s US Cities and Counties Rating Methodology.

S&P Rating Methodology - Individual Credit Profile

On November 2, 2022, Moody’s updated its US Local Governments General
Obligation Debt methodology and assumptions.

Under the new methodology, an initial indicative rating is calculated from a
weighted average of four key factors.

5 defined below the line qualitative adjustments can be made based upon
certain factors not included in the quantitative score.

While the defined notching factors have been reduced, a new category for other
considerations will allow for any other factor deemed appropriate by the rating
analysts and committee to be considered in the rating outcome.

S&P

Category Rating Short Term Long Term
Percentage Control Control
Economy 20% v
Financial Performance 20% v 4
Reserves & Liquidity 20% v v
Management 20% v v
Debt & Liabilities 20% v v

Note: All NC Cities and Counties score a 1 on institutional Framework.
Source: S&P U.S. Governments Rating Methodology.

Fitch Rating Methodology

On September 9, 2024, Standard & Poor’s updated its US Local Governments
General Obligation Ratings methodology and assumptions.
Under the new methodology, an issuers’ rating is based on a scoring matrix of
Institutional Framework score and Individual Credit Profile.

Up to a one-notch adjustment can be made from the indicative rating (derived
from the scoring matrix) based on other qualitative factors not included in the
quantitative score.

Fitch

Current > Proposed Key Rating Drivers

Financial Profile

Demographic &

Revenue
Framework

Expenditure

Framework

Economic Strength

Long-Term Liability
Burden

—)

Long-Term Liability
Burden

Operating Performance

On April 2, 2024, Fitch updated its US Local Governments General Obligation

Ratings methodology and assumptions.

Under the new methodology, a Metric Profile is calculated from Fitch’s Local

Government Rating Model, which represents a comparative evaluation of an

issuers overall credit quality based on 11 key metrics related to 3 Key Rating

Driver categories.

— Metrics may be adjusted to account for historical data anomalies, forward-
looking performance shifts or nonrecurring events that skew the results.

Source: Moody’s & S&P Databases

DAVENPORT D&
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= The initial management assessment considers three subfactors:

Policies
30%

Budgeting
Practices
35%

Long-term
Planning
35%

= The final management assessment is determined using adjustments to the initial
assessment for:

— Transparency and reporting
— Governance structure; and
— Risk management, credit culture, and oversight.

DAVENPORT - Source: S&P Methodology For Rating U.S. Governments
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— Multiyear financial and capital plans are based on realistic assumptions
Robust culture of that support long-term structural balance and strategic decision-making

long-term planning
— Plans are regularly updated and both demonstrate clear funding for projects

— One multiyear financial or capital plan exists and is based on historical
Some long-term trends that help to informal financial decision-making

planning
— Plans are regularly updated but funding is only partially identified

— Multiyear financial or capital plan may exist but assumptions are
Informal long-term optimistic

planning

9J030S I9M07 0] 8100S Jo138g

— Plans are not regularly updated and capital funding is not identified

— No multiyear planning exists. Budgeting is done annually with no long-
No long-term term strategy to identify shortfalls

planning
— Planning is done when needed

DAVENPORT m Source: S&P Methodology For Rating U.S. Governments
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Debt Modeling

Overview, Considerations and Examples
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= Key Factors to modeling individual debt issuance
include:

DAVENPORT D&

Amortization Structure (e.g. level principal, level
debt service, other)

Term (years to final maturity)
Interest Rate

Timing of Issuance (including interest accrual
date)

Timing of First Principal and Interest Payments

Interest only periods
Interest deferral periods

Other/Unique Terms and Conditions

Draw Down Loans
Variable Rates / Rate Resets
Financing Costs (upfront and ongoing)

Pricing Structure

Assumptions From Debt Dashboard

View Assumptions |

2

Debt Series Assumptions

Debt by Fund

Credit Type General Obligation Debt Service Fund
BANs (Y/N) No $26,940,000
Amount $26,940,000 Electric Fund
Bonds FY Issued 2027 $0
Issuance Month October
Principal Payment Date April Fund 3
Term (Years) 20 $0
Interest Rate 5.000%
Amortization Structure Level Principal Fund 4
Interest Frequency Semi-Annual $0
Interest Only Period (Years) 0
Cost of Issuance $0 Fund 5
Premium $0 $0
Fund 6
$0
Series 2027 GO
FY Coupon Principal Interest Total Principal Balance
2025 $ $ $
2026 - - -
2027 - 673,500 673,500 26,940,000
2028 5.000% 1,347,000 1,347,000 2,694,000 26,940,000
2029 5.000% 1,347,000 1,279,650 2,626,650 25,593,000
2030 5.000% 1,347,000 1,212,300 2,559,300 24,246,000
2031 5.000% 1,347,000 1,144,950 2,491,950 22,899,000
2032 5.000% 1,347,000 1,077,600 2,424,600 21,552,000
2033 5.000% 1,347,000 1,010,250 2,357,250 20,205,000
2034 5.000% 1,347,000 942,900 2,289,900 18,858,000
2035 5.000% 1,347,000 875,550 2,222,550 17,511,000
2036 5.000% 1,347,000 808,200 2,155,200 16,164,000
2037 5.000% 1,347,000 740,850 2,087,850 14,817,000
2038 5.000% 1,347,000 673,500 2,020,500 13,470,000
2039 5.000% 1,347,000 606,150 1,953,150 12,123,000
2040 5.000% 1,347,000 538,800 1,885,800 10,776,000
2041 5.000% 1,347,000 471,450 1,818,450 9,429,000
2042 5.000% 1,347,000 404,100 1,751,100 8,082,000
2043 5.000% 1,347,000 336,750 1,683,750 6,735,000
2044 5.000% 1,347,000 269,400 1,616,400 5,388,000
2045 5.000% 1,347,000 202,050 1,549,050 4,041,000
2046 5.000% 1,347,000 134,700 1,481,700 2,694,000
2047 5.000% 1,347,000 67,350 1,414,350 1,347,000
2048 - - - -
2049
2050 - - -
Total $ 26,940,000 $ 14,817,000 $ 41,757,000

PUBLIC FINANCE -
July 24, 2025

North Carolina Local Government Investment Association

15



Debt Modeling Approaches

NolhiA

NORTH CAROLINA

LOCAL GOVERNMENT INVESTMENT ASSOCIATION

Approaches to Debt modeling should be
determined based on the individual needs of
your organization. Some alternative
approaches to debt modeling include:

1. Individual Issuance Level - Series by Series
2. Overall Comprehensive Budget Level

— General / Governmental Funds

— Enterprise Funds

3. Aggregate Debt Portfolio or Capital Fund
Level

— Debt Service / Debt Fund

— Comprehensive CIP / Capital Fund

Detail Project List
ableotCaterts |

Pay-Go Dashbord
Grant Dashboard

Debt Issuance Dashboard

Switch for All Funds ON

Tobiogtumore

Debt Service Fund Projects ON |
Include Total "ay-Go Grant/Qther Debt
Erajest Project fund Project Cost Funding Funding Funding Debt Serles
1+ Project 1 Yes
2 Project 2 Yes
3 Project 3 Yes
4 Project 4 Yes oo o]
5 Project 5 es
o Project6 = Debtto ] [ Debt Per Capita ] [Debt Fund Expenditures 10 Year Payout Rati ]
7 Project 7 ‘es.
8 Project 8 fes. 2
o Project 9 s .
10 _ Project 10 Yes
11 Project 11 Yes b
12 Project 12 Yes |
2 o {TTTH
14 Project 14, . . Pay-Go Dashbonrd
15 Project 15, Affordability - Debt Service Fund
16 Project 16
17 Project 17] G | Gorea | e || e | | i | L et | o |
18 Project 18, ] on] < & ] ] &
1o lFroketis A B [ 13 13 a " I F} 3 L '] N
20 Project 20 = for 8 Gasn
wn
anara Fana
Sxeing Vovici/ Futar Voice/ " o
e Tt Tanwrts bext Vet Fees Imssmert Tom Rovenuss capta Reserve
Jpmanten, | Equpmont . [ sty
5 | =52 U pomers Sanico g @isers0 vl S vl el
5001
o o
600355 Ty Taiisshiot saraior tavarie 0250 es000 Tirosrse i rawes
2020 ooz sraszs si0100 soaies Graso es00 Tiesss asason
Tisoosos s
2052 Sato0s stz snasss 5000
f Saiosis o srasss G000
2aar28 Ta0szz T 5000
2050 Tisasst T 5000
2001 : 12297504 T es00
20as Tai0200 Tasss051 soas Ss000 Tesssar
2050 pETTy soass es00 Tsaaar Tsa10005
 enaressn ¢ 1izemmse ¢ ankiesn ¥ asaasazas
— —:
Debt Issuance Dashboard
Debt Series Summary
Serles Project Credlt Credit Category  Bonds FY Issued  Amount.
2026 2026 Revenue Bond Revenue Bond Parity 2026 -
2027 2027 Revenue Bond Revenue Bond Parity 2027 14,000,000
2028 2028 Revenue Bond Revenue Bond Party 2028 2,000,000
2029 2029 Revenue Bond Revenue Bond Parity 2029 5,000,000 P ] s
2030 2030 Revenue Bond Revenue Bond Parity 2030 18,000,000 .
2031 2031 Revenue Bond Revenue Bond Parity 2031 5,000,000 e 2 o e
2032 2032 Revenue Bond Revenue Bond Parity 2032 -
2033 2033 Revenve Bond Revenue Bond Parity 2033
2026 Loar Subordinate 2026
2027 e = o
2028 e e
2029
2030
2031
2032
2033
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Richmond Office
One James Center
901 East Cary Street
11th Floor
Richmond, VA 23219

Charlotte Office
Independence Center
101 N. Tryon Street
Suite 1220
Charlotte, NC 28246

Ted Cole
Senior Vice President
804-697-2907

tcole@investdavenport.com

Mitch Brigulio
Senior Vice President
704-644-5414

mbrigulio@investdavenport.com

DAVENPORT D&

PUBLIC FINANCE !
oA July 24, 2025

North Carolina Local Government Investment Association 17



[[0)
Municipal Advisor Disclosure NeibIA

NURTHCAROUNA

LOCAL GOVERNMENT INVESTMENT ASSOCIATION

The U.S. Securities and Exchange Commission (the “SEC”) has clarified that a broker, dealer or municipal securities dealer engaging in municipal advisory activities outside the scope of underwriting a particular issuance of
municipal securities should be subject to municipal advisor registration. Davenport & Company LLC (“Davenport”) has registered as a municipal advisor with the SEC. As a registered municipal advisor Davenport may
provide advice to a municipal entity or obligated person. An obligated person is an entity other than a municipal entity, such as a not for profit corporation, that has commenced an application or negotiation with an entity to
issue municipal securities on its behalf and for which it will provide support. If and when an issuer engages Davenport to provide financial advisory or consultant services with respect to the issuance of municipal securities,
Davenport is obligated to evidence such a financial advisory relationship with a written agreement.

When acting as a registered municipal advisor Davenport is a fiduciary required by federal law to act in the best interest of a municipal entity without regard to its own financial or other interests. Davenport is not a fiduciary
when it acts as a registered investment advisor, when advising an obligated person, or when acting as an underwriter, though it is required to deal fairly with such persons.

This material was prepared by public finance, or other non-research personnel of Davenport. This material was not produced by a research analyst, although it may refer to a Davenport research analyst or research report.
Unless otherwise indicated, these views (if any) are the author’s and may differ from those of the Davenport fixed income or research department or others in the firm. Davenport may perform or seek to perform financial
advisory services for the issuers of the securities and instruments mentioned herein.

This material has been prepared for information purposes only and is not a solicitation of any offer to buy or sell any security/instrument or to participate in any trading strategy. Any such offer would be made only after a
prospective participant had completed its own independent investigation of the securities, instruments or transactions and received all information it required to make its own investment decision, including, where
applicable, a review of any offering circular or memorandum describing such security or instrument. That information would contain material information not contained herein and to which prospective participants are
referred. This material is based on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may change. We make no representation or warranty
with respect to the completeness of this material. Davenport has no obligation to continue to publish information on the securities/instruments mentioned herein. Recipients are required to comply with any legal or
contractual restrictions on their purchase, holding, sale, exercise of rights or performance of obligations under any securities/instruments transaction.

The securities/instruments discussed in this material may not be suitable for all investors or issuers. Recipients should seek independent financial advice prior to making any investment decision based on this material.
This material does not provide individually tailored investment advice or offer tax, regulatory, accounting or legal advice. Prior to entering into any proposed transaction, recipients should determine, in consultation with
their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transaction. You should
consider this material as only a single factor in making an investment decision.

The value of and income from investments and the cost of borrowing may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes,
operational or financial conditions or companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide
to future performance and estimates of future performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes to any assumptions may have a material impact
on any projections or estimates. Other events not taken into account may occur and may significantly affect the projections or estimates. Certain assumptions may have been made for modeling purposes or to simplify the
presentation and/or calculation of any projections or estimates, and Davenport does not represent that any such assumptions will reflect actual future events. Accordingly, there can be no assurance that estimated
returns or projections will be realized or that actual returns or performance results will not materially differ from those estimated herein. This material may not be sold or redistributed without the prior written consent of
Davenport.

Version 1.1.25 DT | MB | TC

DAVENPORT A

PUBLIC FINANCE

July 24, 2025 North Carolina Local Government Investment Association 18



