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Budget Message
City of Falls City
Fiscal Year 2011-12
Honorable Mayor & Council,

Budget Committee Members,

and Falls City Residents:

Pursuant to Chapter 294, Oregon Revised Statutes, the following budget for fiscal year 2011-2012 has been prepared for the City of Falls City using budgetary practices and techniques recommended by the Governmental Accounting Standards Board and required by the State of Oregon. As required by State law, the proposed budget is balanced.

The economic environment for Falls City in 2011 continues to have a great deal of uncertainty. We continue to budget very conservatively as revenue streams are likely to remain flat. Over the past year we have been experiencing a modest activity in commercial growth, with an increase in inquiries and establishment in restaurant/groceries sites.

In preparing our budgets, staff spent a considerable amount of time evaluating and discussing the economic outlook for 2011-12. With a regional economy that is struggling and a projected outlook that is still somewhat “fuzzy” for us locally, the budget has been developed using conservative growth figures. Hence, the financial stability of the budget is strong and conservative. However, as can be seen from budget figures, it is clear that the City will need to consider additional revenues streams to meet projected capital and service needs within the Budgeet. In particular, the transportation and sewer functions remain inadequately funded to provide for adequate reserves and the increasing service demands that the City is projecting.  Additionally, capital projections not only within the General Fund  (for example parks improvements) but also within the street, sewer, and water funds show a great need for revenues to meet our increasing capital demands.

This budget reflects a conservative approach to expenditures needed to provide basic necessary services and improvements. It also reflects a concerted effort to maintain the staffing the City needs, in order to operate at a basic level. 
TOTAL BUDGET

The total budget for the City of Falls City amounts to $2,592,305.00 for Fiscal Year 2011-2012.

After adjusting for inter-Fund transfers of $202,594 the total budget is $2,389,711.00. 

PUBLIC EMPLOYEE RETIREMENT SYSTEM (PERS)

The City of Falls City’s PERS rate is increasing 8.15% from the 2010-2011 Fiscal Year. The rate will remain stable through 2012-2013 FY and may again be adjusted for the 2013-14 FY. 
HEALTHCARE

Healthcare premiums are budgeted to increase by roughly 11%. 

GENERAL FUND

Due to economic conditions of the region and a revenue stream that continues to flatten out, City staff has developed a basic budget with no significant increases to capital and operation expenditures. The proposed budget, therefore, provides continued funding of all services at a base level, but with very limited capital or additional operational costs.

Following are a few highlights within the budget for 2011-12. 

· Increase in franchise fees. Franchise fees are fees charged by the City to Utility companies for the use of City rights-of-way. A portion of the Pacific Power franchise fee is transferred to the Street Fund for the operation of the streets lights. This fee had been increased from 3.5% to 6% during the past year. Total revenues generated from this increase are $12,000.00. Discussions are ongoing in collaboration with most Oregon cities and LOC with Charter Cable to come to an agreement for a new contract.
· Funding for basic services. Probably the most important highlight for 2011-12 is that the budget has been developed with base increases, in order to maintain basic service levels. There are no considerable additions to programs or capital items being funded in 2011-12 due to a lack of sufficient revenues. While this strategy will work for a year or two, in order to meet service needs, the City will need to work on sustainable funding sources for specific service areas. Additionally, the completion of a new Strategic Plan by the City Council will help in aligning our limited resources and will provide direction as we move forward in future years.

· Personnel Increases. There is no change in personnel level in the 2011-12 fiscal year from the 2010-2011 FY. The City’ staff is maintained at the level established by the previous budget 2010-11.

The 2010-11budget called for the creation of a full time Administrative position to replace a semi-retiring work force. The City Council directed staff to proceed with the addition of two part-time positions (Office Assistants) that eliminated the need for  the full time administrative position at a fraction of the cost.

Issues such as the Falls, Valsetz Heigths, the Utility Billing System, Luckiamute Water District Franchise Agreement, street vacation’s recording (or lack thereof), Ordinances never been implemented, lack of analysis for better purchase practices, have clearly shown, if it was not already self evident, that a badly understaffed City Hall cannot discharge all of it responsibilities and serve the city well. For those who do not believe in the need of a properly staffed City Hall, in a better staffed and more professional City Hall than in the recent past, we could make the issue one of self interest.  This is because all of the aforementioned issues have shown, time and time again, that an understaffed and unprofessional workforce has been costing us more and more in material terms…it has been costing us more, over time, since we had to then waste a much larger amount of financial resources in order to fix and rectify the mistakes of the past. Therefore a properly staffed city hall is actually a good solution and very conservative approach in helping us deal with the budget issues and concerns, and makes for a much better use of our limited financial resources.
COLA increase for our 3 FTE employees (2 PW and City Clerk) is projected at 2%.
· Public Safety Needs. This budget does not include the necessary funding for police service. It is recommended that the City explore dedicated funding sources to establish a basic level of service during the 2011-12 fiscal year.
GRANT FUND

The total budget for the Grant Fund is $1,003,925.00. Funds are only being proposed for those grants which have already been awarded, or that have a high likelihood of being awarded to the City during the budget year. Proposed grants being funded through the budget for FY2011-12 include the following:

· Oregon Department of Transportation -Transportation Growth Management: Transportation System Plan. The City’s match is entirely in-kind. ($50,000)
· Oregon Department of Transportation -Transportation Growth Management: Downtown Master Plan. The City’s match is entirely in-kind. ($49,000)
· CDBG Sewer Master Plan. ($106,500.)
· Small City Allotment Plan. ($25,000)
· Library Expansion. There are no matching requirements for this grant. The City’s match is entirely in-kind. ($750,000)
· Heritage Division Grant (Historical Landmark Commission) $13,425

· Murdock Foundation (Community Center ) $10,000.00

WAGNER LIBRARY FUND

The Wagner Library Reserve Fund No. 71 (80% of the revenue - $94,830.00) is used for books and periodicals. The Wagner Library Reserve Fund No. 72 (20% of the revenue - $10,130.00) is used for capital improvement projects.
STREET FUND

Transportation needs are another service area that is currently dramatically underfunded in order to provide for City road’s regular maintenance and construction of needed new infrastructures. The chronically underfunding of this fund has been somewhat offset by the newly established partnerships with Polk County (purchase of gravel at more the 33% discount) and the Oregon Army National Guard (grading operation at no cost). Still much more needs to be done. 
The Street Fund budget for FY2011-12 is $66,545.00, which represents an increase of approximately $15,000.00 over the FY2010-2011 budget. While this is a considerable increase within our budget, in the absolute value the revenues for the Street Fund still do not come near the amount needed to significantly improve our existing infrastructure. A transfer of $7,200 from the general fund (franchise fees revenue) is used to cover the cost for street lights.
SEWER FUND

During the FY 2010-2011 the City Council adopted a policy/strategy to increase the sewer base rate by $3.00/month on July 1, 2010, by $3.00/month on July 1, 2012, and by $3.00/month on July 1, 2013   These rates adjustments will bring the base rate to $46/month by July 1, 2013. By using this mechanism the city will avoid running the fund to a negative balance and will begin to build a positive and increasingly growing and adequate cash balance.  Although this is a move in the right direction, state and federal agencies that grant/approve loans and grants for major CIP projects (Sewer system) have been very vocal about the fact that even at $46/month base rate the City would find itself below the minimum necessary to fund the operation and maintenance of the plant and so would be potentially removed from consideration for a loan/Grant award.
CITY UTILITY RESERVE FUND
The Utility Reserve Fund which includes the $7.00/month for capital improvement for water and wastewater projects amounts to $223,258.00   in 2011-12. This amount is also available for grant matching for water and waste water projects.
EQUIPMENT FUND
Used also for payments of the fire truck loan, contingency,  and as a reserve to purchase a new vehicle or equipment. In the FY 2011-12 the beginning fund balance is estimated to amount to $39,085.00.
COMMUNITY DEVELOPMENT REVOLVING LOAN FUND

The Community Development Revolving Loan Fund (Polk County Community Development Corporation) has proposed beginning fund balance of $215,045.00. 
CAPITAL PROJECTS

Because of such a limited budget the City does not have the ability to establish a relevant CIP program.
DEBT SERVICE

The following information provides a summary of debt obligations that are currently outstanding:

· Sewer Debt Service Fund: Bonds are retired from property taxes. The outstanding balance is of $32,222.00 (Principal + Interest)
· Water Debt Service Fund: Bonds are retired from water user fees. The outstanding balance is of $1,963.275.00 (Principal + Interest)
STATE REVENUE SHARING (Liquor) 

Money received from the State Revenue Sharing is used for (transferred to) the operation of the Municipal Court.
SIGNIFICANT BUDGET ISSUES ARE AS FOLLOWS:

Property Taxes.    FY2011-2012 assessed value is approximately $35,493,217.00, which represents a 2.5% increase since FY2010-11. This translates in Property tax receipts anticipated to be $103,647.00, of which the budget anticipates receiving approximately $96,400.00 ($7,247, roughly 7.0% are projected to become delinquent or are written off due to prepayment discounts).

Water Operating Fund Transfer.  TOTAL RESOURCES $290,948; user fee per FY approx. $227,900:  Water Fund transfer total in 2010-11 was $67,473.00, as it will be in 2011-12 FY. $65,473.00 will be transferred to the Water Debt Fund to pay for the (annual payment) of the loan for the water plant and $2,000 to the equipment fund.

Sewer Fund Transfer. TOTAL RESOURCES $134,700; user fee per FY approx. $92,000:  Sewer Fund transfer total in 2010-2011 was $500.00 to the equipment fund. The same amount of transfer is projected during the 2011-2012 FY to the same fund

Contingency. The contingency in the General Fund for FY2011-12 is budgeted to be $58,145.00 the contingency during the 2010-11FY was $63,439.00. This is a significant concern for future financial planning efforts in spite of a balanced General Fund.   The City will be working, during FY2011-12 on enhancing revenue streams to get the City to a more comfortable level.

Parks. This year’s budget is $17,330.00 (7,500 to repair roof at upper park restrooms)

SUMMARY

Our data shows that, even though the community is not yet, overall, growing, the demand for services is. This is because historically the City had either not provided at all basic services (see Law Enforcement), or because some of the services were substandard in provision and funding (see sewer, streets, code enforcement etc). However, the data also highlights the City’s decreasing ability to provide the quality services that residents demand. It illustrates why it is so difficult to strike the right balance between funding those services that are critical to our success and maintaining fiscal integrity. With the resources available, this budget works to strike that balance.

Specific for this upcoming fiscal year, though, the City will have to explore dedicated funding sources.  For an even more difficult and complex, but necessary task, the City Council will have to impose on itself the difficult duty to prioritize potential levies necessary for the continuous operation of basic fundamental services and the establishment of some badly lacking ones: Police and Law Enforcement, Streets, Sewer, Water. It should also be recognized that those needs will not only have to be ranked among themselves but also against other necessary levies such as a probable school levy down the road, and some others of less immediate impact.

It is recommended that in the process of making these difficult choices, the City Council should solicit feedback from citizens to evaluate our visions and goals, and continue to refine a maintainable portfolio of services that best meets the needs and priorities of our community.

A review of current data/status and future projections, particularly in the contingency line item of some of our 
funds (unappropriated money) clearly show that  we are continuing to lag behind in keeping up with the minimum 
percentage of contingency. The optimal level would be at 15% to 20% of total operating expenses, (while streets 
are currently at  5% and water currently  at 5%). The City will need to address these shortcomings in 2011-12 as 
it plans for the future. In developing the 2010-11 budget we did not have a roadmap as we worked to determine 
where to focus our efforts. With the projected development and adoption of the Strategic Plan in 2011, however, 
we will have a basic roadmap that will provide assistance and focus in the development of the 2012-13 budget. 
The Vision of the City, as developed under the leadership of our Mayor and City Council, will be identified in the 
2011-12 Strategic Plan, as follows: “Create an environment that supports community living at its best by mixing 
family, work, recreation and social opportunities while providing fiscally sound, responsible municipal services with 
a high degree of integrity”. 
But our budget goes farther.

Despite all the challenges listed above the proposed FY2011-12 budget is structurally sound; we “live within our means”. Living within our means absorbing anticipated ongoing expenses with ongoing funding, and doing a thorough job in creating successful strategies, and thinking outside the box in order to find solutions. Creating a network of partnerships and joint ventures to help us stretch our limited resources has been one example of this progressive way of thinking. The need for an even more sophisticated analysis of our assets and liabilities, while offering the best comprehensive information for the council to make educated, intelligent decisions, will be our next step on our way to eventually build prudent contingency funds that are expected “best practices” in municipal budgeting. 

This budget reflects our commitment to this Vision and to responsible financial management within the limitations of the resources we have been provided. Thank you to the City’s Staff, who manage their limited resources on a day-today basis with the City’s residents in mind. Thanks also to those employees / consultants who make these decisions every day: their commitment to making the most of each taxpayer dollar is the key to a successful budget. Special recognition should go to the Finance Director, Keith Moes, whose talent, knowledge and countless hours of hard working made the creation of this budget possible. 
Respectfully Submitted,
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Gian Paolo Mammone
City Administrator/Budget Officer
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