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DATE:	August 18, 2016

TO:	Mayor and City Council

FROM:	Jamie Verbrugge, City Manager
	Lori Economy-Scholler, CFO

RE:	2017 Preliminary Tax Levy and proposed General Fund Budget and Conceptual 2018 Tax Levy and General Fund Budget


Attachments:
A. General Fund 5 year Budget Model and Tax Levy information for 2017-2018 
B. Draft Presentation

Background:
In even years the Bloomington budget process includes preliminary budgets prepared for 2017 and conceptual budgets prepared for 2018.  At the June 13, 2016 Study Session, staff provided Council with the current modeling status showing the 2017 Preliminary Tax Levy was at 7.63% and the Conceptual 2018 Property Tax Levy was at 7.38%.  Council provided direction that they would like to see the 2017 Preliminary Property Tax Levy near 5.75% similar to the 2016 property tax levy.  Since the June Study Session, departments have submitted their budgets, Finance has analyzed and prepared budget reports and the City Manager has reviewed these reports and met with each of the departments. The City Manager would be able to provide a 2017 Preliminary Tax Levy at 5.75%, however, to frame up the information within the memo and the attached presentation the 2017 Preliminary Property Tax Levy is shown at 7.72%.     

Similar to the presentation layout, this memo will include discussion of each of the key elements to the 2017 Preliminary Property Tax Levy.  Please refer to the presentation to view the tables and graphs.
· Debt							Debt Service Funds
· Normandale Tax Abatement District			Capital Project Fund
· Recreational Facilities Funds				Enterprise Funds
· Fire Pension						Special Revenue Fund
· Strategic Priorities					Capital Project Fund
· General Fund						General Fund

Debt
Since June the estimate, debt to be issued and the related tax levy support has decreased by approximately $287,000.  The Park related Charter Bonds have been posted to early 2017 and not as many PMP reconstruction projects were approved for summer of 2016.   Slides included in presentation reflect:

· Debt Outstanding History and Projections by Type of Bonds: Projections now include the issuance of debt for a Community Center with Aquatics in 2019.
· Tax Supported Debt Outstanding by Bond Type: This slide represents the same information as the previous slide but only shows the debt service funded through property taxes and the Facility Fund.
· Total Annual Debt Service Funding Sources: This slide reflects that we currently have three funding sources to pay the tax supported debt.  
· CIP Bonds- The Facility Fund through occupancy charges to departments provides the debt for these bonds through the duration of the bonds on February 1, 2021.
· PIR (PMP) Capital Revolving Fund- During the 1990’s and early 2000’s this fund accumulated approximately $7 million dollars of interest revenue.  Since 2010, to supplement or mitigate the need for tax levy support for the annual debt service, the previous interest earnings have been systematically utilized to fund the debt service.  This process will continue through 2020 at which point the balance in the fund will be approximately $1 million and would be maintained as a reserve.
· Net Debt Levied- It is anticipated that by 2021 this will be the sole source for tax supported debt service.
· Debt Subject to the 1% - Debt Limit Charter Rule
· The City Charter was changed in 2015 to allow bonds to be issued for city related capital improvements but with a 1% debt limit.  Under Minnesota statue 475.53, the City’s outstanding general obligation (100% tax supported) debt should not exceed 3% of the total market value.  As part of the revised charter, the debt outstanding in this category cannot exceed 1%.   
· On the slide: The estimated Debt Outstanding (in blue) includes 4 fire stations, the Community Center with Aquatics, a Public Works Maintenance Garage, and approximately $1 million a year in Park related capital improvements.  The rest of the column (gold/orange) indicates the City’s capacity to issue further debt and remain under the 1% debt limit cap.
Normandale Tax Abatement District
In 2008 the City established one of the first abatement districts in the state for transit improvements in this district.  Funding for this comes through numerous sources: City tax levy abatements, special assessments, County CIP funding, State and Federal Grants. Full funding was achieved in early 2016 and the project is proceeding.  It is contemplated that the district could be closed as early as 2023 if all of the related projects have been funded and completed.
Recreational Facilities Funds
The City has many community amenities. Two specific amenities that have been supplemented with tax levy support for many years are the Bloomington Center for the Arts and the Bloomington Family Aquatics (Pool and Beach). The requested increase presented at the June meeting was 10% increase in tax levy for supporting service costs and to keep fees low/comparable to our neighbor cities to ensure high levels of community participation.  This request for tax levy support has not changed.

Over the last few years Hyland Greens Golf Course has been reviewed and discussed by the Council, and additional funding has been provided through the Strategic Priorities fund. A task force was created and it was recommended to keep the golf course open in 2015.  Generally, Strategic Priorities should be used for one time or short term projects.  The Hyland Greens Golf Budget was prepared and reviewed in July, and due to long term need of additional tax support, the golf course was moved from Strategic Priorities tax levy category and added into this tax levy category. The amount added to the levy since June is $300,000 for Hyland Greens.  Should the Council approve this addition of $300,000 for 2017 it is anticipated that the same amount would be needed annually through 2027 to move the fund balance into positive territory.  The consultant’s report due this fall may recommend additional financial activities.
Fire Pension
· Fire Pension- The first pension slide reflects the Bloomington Fire Department Relief Association pension funding ratio since 1991.  Each February, the City receives the actuarial report on the fire pension which is based on year-end investment performance, membership changes, and other financial constraints.  This report will calculate actuarial assumption on funding and obligations. The graph shows the fund has been fully funded other than a few years over the last 25 years.  Within the graph is a line at 125%.  This line would represent when the City would not be required to make a contribution under the calculations established under Minnesota statutes.  
· City Contributions- Averages- This slide shows the average city contribution over 5, 10 and 25 years. 
· Pension Obligation Funding Sources- 
· Fire State Aid: Each fall the City receives fire aid from the State which is required to be pass-through to the BFDRA within 30 days.
· Debt:  In 2010 the City issued pension bonds. These bonds matured on February 1, 2016.
· Positive Budget Variance: Starting in 2010, and through 2014, year-end positive budget variance in the General Fund was utilized to fund this statutory obligation.
· Strategic Priorities: Starting in 2015 and anticipated through 2020 Strategic Priorities would fully or partially fund the annual obligation.
· Tax Levy: Over the years the City has levied property taxes for the pension obligation.  

In 2015 the Council approved establishing a “Pension Reserve” strategy that would have Strategic Priorities Fund paying the entire or a portion of the annual obligation for several years while at the same time slowly building the Pension levy amount from $500,000 in 2016 to $1,500,000 by 2020 (incremental annual increases in the levy of $250,000).  The Pension levy would be placed in the Pension Reserve Fund (Special Revenue Fund) to slowly create a fund balance of $2-$3 million with a goal to reduce the future volatility in funding the pension levy obligations. The levy request increase from 2016 to 2017 is $250,000 to continue to build the Pension Reserve. For 2018 another incremental increase of $250,000 is requested.
Strategic Priorities
Strategic Priorities is a Capital Projects fund that allows the Council to approve and fund projects for a single event or events over a few years. The 2017 and 2018 tax levy request is $500,000 each year. In 2016, and requested again for 2017 is funding for:
· Expanded Home Improvement Loan Program				$400,000
· Curb Appeal Loan Program							$150,000
· Neighborhood Park Improvements						$300,000
· Neighborhood Infrastructure Improvements					$150,000

It is anticipated that the Council’s Strategic Priorities will be finalized and adopted in September.  As further details and activities are prioritized, possible funding for these Priorities could be found within the Strategic Priorities Fund. 
General Fund
Revenues:
· Financial Resiliency- Over the last few years the Council and staff have discussed concerns with the increased reliance on Lodging and Admissions sales tax revenues. When combined, they are the second largest revenue source in the General Fund accounting for 12.5%.  In 2009 there was a significant decrease in revenues. Within the revenues is a change from the June presentation.  The current budget model, we have frozen the Lodging and Admissions sales tax budget at the 2016 rates and have modeled them at zero increase.  Anticipated within the June presentation to Council had been an estimated increase of $200,000 from these sources. The recommendation is if there is positive budget variance at year-end in Lodging and Admissions sales taxes, this amount would be transferred into a new fund (actually an old fund) called Transitional Reserves Fund. The City had a fund called Transitional Reserves and it was utilized in periods when the City experienced a downturn. This funding strategy would continue until the new Transitional Reserve Fund maintained a fund balance sufficient to mitigate future downturns.
· Franchise Fees- Council approved adding franchise fees to fund the Pavement Management Program, specifically the following two elements of the PMP program 1) overlay and 2) trails.  The funding modeled for the two elements included fee increases on average every five years.  Included within the presented General Fund budget is the utilization of $1 million of franchise fees annually for Seal Coating, a third element of the PMP program that is currently operating expense in the Public Works general fund budget. The franchise fee modeling would accelerate the fee increases from five years to three years to include this element.

Until the final 2017 Property Tax Levy is approved in December staff will continue to analyze and review revenues for increase potential. 

Expenditures:
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Wages and Benefits- Salaries are modeled with a 2.75% increase. There is one proposed position added in the Planning Division. The total change from 2016 to 2017 of 1.9% reflects turnover of baby boomers and a health insurance decrease from modeled numbers.

Operational Costs: Included here are numerous items 
· Safety Upgrade 98th and Lyndale Streetscape Improvement
· Funding for ROW and Park accelerated mowing (Strategic Priorities had funded this program)
· Maintenance costs related to 494/169 Interchange
· Maintenance costs related to Normandale Boulevard
· Funding for Wilder Foundation, AWED and Literacy contracts
· Youth and Family Program Expansion
· Park Ambassador Program
· MN River Valley Plans
· Park Asset Inventory 
· Staff development and retention costs

Internal Services – Internal service funds have been reviewed to find opportunities for fee reductions while continuing to replace fund balance used during the downturn. Most of these funds are on a multi-year schedule to eventually restore the fund balance.

[bookmark: _GoBack]Transfers, Contingency, Estimated Unspent and Charges - The General Fund will transfer to the Diseased Trees activity in the amount of $400,000. The contingency amount is set in the City Charter at 2.5% of expenses. This category also includes charge-backs from funds and the estimated unspent amount set out in the model.
Bloomington Valuation Information: 
 For pay 2017 the Port Authority’s Tax Increment District 1-C has been completed and the valuation of that district will positively impact the Bloomington Taxpayers.  Assuming no change to any other factors, the impact of Mall of America Phase I coming out of TIF is an approximate 9.4% drop in the City portion of tax. Under these assumptions, the impact on the total property tax is a reduction of approximately 4.8% for residential and 2.3% for commercial/industrial.  
Recommendation
A. Provide direction on the proposed 2017 Preliminary Property Tax Levy at 7.72% to maintain service levels and new services as described in each of the tax categories shown above.
B. Provide direction on the Preliminary General Fund Budget of $71,865,569.  
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Expenditure Area 2016 Original % 

2017 June 

Est. % 

2017 August 

Est.

2018 June 

Est. % 

2018 August 

Est.

Change BTW 

2016 to Aug 

2017

Change BTW 

Aug 2017 to 

Aug 2018

Wages and Benefits 47,534,000     70% 49,470,000    70% 48,414,407 $     51,197,000   69% 49,732,158 $      1.9% 2.7%

(1,055,593)         (1,464,842) $     

Operational Costs 9,138,000       13% 9,233,000      13% 10,280,907 $     9,328,000      13% 10,154,543 $      12.5% -1.2%

1,047,907 $       826,543 $           

Internal Charges 19,254,000     28% 20,528,000    29% 19,661,395 $     21,637,000   29% 21,076,553 $      2.1% 7.2%

(866,605) $         (560,447) $         

Transfers, 

Contingency, Est. 

Unspent & Chrgs (7,771,000)     -11% (8,163,000)    -11% (6,491,140) $      (8,325,000)    -11% (6,629,317) $      -16.5% 2.1%

1,671,860 $       1,695,683 $       

Total 68,155,000     100% 71,068,000    100% 71,865,569 $     73,837,000   100% 74,333,937 $      5.4% 3.4%
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