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DATE:	October 6, 2016

TO:	Mayor and City Council

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

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


Attachments:
A. August 18, 2016 Memo to Council
B. General Fund 5 year Budget Model and Tax Levy information for 2017-2018 Model dated 10/6/2016
C. Memo on Proposed B&I Permit Fee Increases
D. Presentation
Background:
On September 12, 2016 the Council approved the 2017 Preliminary Levy at a levy increase of 7.72% and a 2017 proposed General Fund Budget at $71,865,568.  The Council emphasized that staff must continue to review and scrub each budget that has tax levy impact.   The Council further emphasized that the final 2017 adopted budget had to be reduced.     

Internal Service Funds
With the direction the Council provided in the paragraph above, staff presented eight Internal Service Funds for Council’s review on September 19, 2016.  Council requested additional reductions to the Fleet/Equipment Internal Service Fund. The Council approved resolutions adopting the budgets for the eight Internal Service Funds on September 26, 2016.  The changes in the Internal Service Funds included total reductions of $1,900,000 and a net impact on the 2017 Property Tax Levy of $850,000.  

Attached is the current 2017-2018 Property Tax Levy and General Fund Model that reflects the impact of the Internal Service Funds reductions.

September 12, 2016 -		Preliminary 2017 Property Tax Levy			7.72%
Conceptual 2018 Property Tax Levy			7.64%

As of September 26, 2016 - 	2017 Property Tax Levy				6.47%
Conceptual 2018 Property Tax Levy			8.52%

Note:  Keep in mind that reductions in 2017 Property Tax Levy result in increases in the Conceptual 2018 Property Tax Levy.

Artistry
On September 26, 2016 Council approved a Supplement Grant for Artistry.
· 2016		Strategic Priorities						$300,000
· 2017*		Rec Facilities/Art Center Fund				$205,000
· 2018*		Rec Facilities/Art Center Fund				$205,000
· 2019*		Rec Facilities/Art Center Fund				$205,000
· 2020*		Rec Facilities/Art Center Fund				$205,000

As it is the City’s practice not to fund long-term projects out of Strategic Priorities, the Supplemental Grant funding needs for 2017-2020 were placed in the Recreational Facilities levy category and will be funded through the Center for the Arts Enterprise Fund Budget.   The tax levy increase in the Recreational Facilities category needed to fund the Supplemental Grant was reduced from the Strategic Priorities levy.  The Strategic Priorities 2017 levy amount was $500,000 and has now been reduced to $295,000.

Updates are provided in the following levy categories: 

· 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- No changes have occurred in this levy category to date. 
Normandale Tax Abatement District - No changes have occurred in this levy category to date. 
Recreational Facilities Funds-
As noted above the Artistry Supplemental Grant financial assistance for 2017-2020 has been placed in the Center for the Arts Enterprise Budget.  The 2017 Property Tax Levy for this category was increased and the Strategic Priorities levy was decreased by $205,000. 
Fire Pension- No changes have occurred in this levy category to date.
Strategic Priorities-
See the information above on the Artistry Supplemental Grant.
Revenues:
The following four revenue areas will be discussed below:

1. Lodging Sales Tax
2. Non-Business Permits
3. Fines and Forfeits
4. Franchise Fee (for a portion of the PMP Sealcoating)


1. Lodging Sales Tax- Over the last few years the Council and staff have discussed concerns with the increased reliance on Lodging Sales Tax revenue. In the General Fund it is the second largest revenue source accounting for 10.5%.  The normal estimated growth in Lodging Sales Tax is approximately 2% or $143,000.  Within the 2017 Proposed General Fund Budget the Lodging Sales Tax amount remained at the 2016 budgeted amount. A few of the options to discuss are:
a) Increase the Lodging Sales Tax budgeted amount by $143,000. If there is positive budget performance at the end of 2017 in this budget line item the Council can decide to place all of it in Strategic Priorities.
b) Increase the Lodging Sales Tax budgeted amount by $143,000. If there is positive budget performance at the end of 2017 in this budget line item the Council can decide to place all of it in a new financial resiliency fund.
c) Leave the 2017 Lodging Sales Tax amount at the 2016 budget level and any positive budget performance for this line item could be transferred out at Council’s discretion.

2. Non-Business Permits- In the CMI for the week of September 26, 2016 the following item appeared: 
“The City Council will be presented a recommendation at its study session on October 10 to increase minimum permit fees for building, electrical, HVAC and plumbing permits and to increase the building fee valuation table by 10% which has the effect of increasing building permit fees and plan review fees by 10%. Bloomington’s minimum permit fees were last increased in 2005 and are among the lowest minimum fees in the metro area (see the enclosed notice). Bloomington’s building permit fee schedule was last increased in 2007.

In order to provide timely notice to users of this proposed change and to hold an administrative hearing before the fee ordinance is considered by the City Council on November 7, a notice of the proposal should be sent next week. A copy of the proposed notice is enclosed.  We wanted Council to be aware of the recommendation before notice is sent.  If Council members desire additional internal discussion of the possibility of permit fee increases before a notice is circulated, please inform the City Manager by October 3.” 






Within this budgeted line item there are two main issues to consider. Please see Attachment C Proposed B&I Permit Fee Increases from Larry Lee, the Community Development Director.

a) The City’s current rates charged for various permits have not been increased for many years and are below most of our comparable cities.  Should these fee increases be approved by Council after the Public Hearing on November 7, 2016, approximately $407,000 in additional estimated revenues could be added. 
b) The estimated 2017 Non-Business Permit revenue forecasted in the June budget submittal has now reduced downward by $515,000.
c) Both of these item together would still reduce the estimated revenues for Non-Business Permits by $108,000.

3. Fines and Forfeits- Within the 2017 Proposed General Fund budget this revenue line item was estimated at $1,000,000.  The amount of tickets the Police department are processing have remained consistent over the years, however, the Hennepin County Courts have continued to reduce and eliminate the fines. Due to this consistent revenue reduction outside of the City’s control, the 2017 budget for Fines and Forfeits should be reduced by $150,000. 

4. Franchise Fees- In late 2015, City Council approved new franchise fees beginning early 2016 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 2017 General Fund budget is the utilization of $1 million of franchise fees annually for sealcoating, a third element of the PMP program that is currently an operating expense in the Public Works General Fund budget. The $1,000,000 would reduce the entire property tax levy support as the 2017 sealcoating budget is $1,436,748. The franchise fee modeling would accelerate the fee increases from five years to three years to include this element of the Pavement Management Program. The following table reflects the cumulative impact of $132 on a residential customer between now and 2025 for the franchise fee should Council approve an annual transfer of $1,000,000 for sealcoating.  Attachment D on the presentation includes additional franchise fee information. 






Table: Franchise Fee Pattern Change
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Tax Levy Impact
The following table provides Council with additional information on potential 2017 Property Tax Levy rates, the impact to the median valued home (MVH), the related 2018 Conceptual Property Tax rates, and the impact to the median valued home.
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A. Discuss each of the revenue items above.  
B. Discuss options for reducing the tax levy.  Staff will discuss a few different approaches that combine revenues and expenditure options that provide for additional levy reductions between $175,000 and $1,224,000.
C. Provide direction on the 2017 Property Tax Levy and Conceptual 2018 Property Tax Levy.
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Cummulative

Year Monthly Annual CummulativeMonthly Annual Cummulative Difference

2016 7.50 $       90.00 $      90.00 $              7.50 $            90.00 $       90.00 $                - $                    

2017 7.50 $       90.00 $      180.00 $           7.50 $            90.00 $       180.00 $             - $                    

2018 7.50 $       90.00 $      270.00 $           7.50 $            90.00 $       270.00 $             - $                    

2019 7.50 $       90.00 $      360.00 $           9.00 $            108.00 $     378.00 $             18.00 $                

2020 7.50 $       90.00 $      450.00 $           9.00 $            108.00 $     486.00 $             36.00 $                

2021 9.00 $       108.00 $   558.00 $           9.00 $            108.00 $     594.00 $             36.00 $                

2022 9.00 $       108.00 $   666.00 $           11.00 $          132.00 $     726.00 $             60.00 $                

2023 9.00 $       108.00 $   774.00 $           11.00 $          132.00 $     858.00 $             84.00 $                

2024 9.00 $       108.00 $   882.00 $           11.00 $          132.00 $     990.00 $             108.00 $             

2025 9.00 $       108.00 $   990.00 $           11.00 $          132.00 $     1,122.00 $          132.00 $             

2016 Fee Pattern  2017 Fee Pattern With Sealcoating


image2.emf
Description

Rate

MVH Monthly 

Amount Impact Annual Rate

MVH Monthly 

Amount Impact Annual

Final 2016 Levy 5.75% 74.64 $                 

Preliminary 2017 Levy 7.72% 72.59 $                  (2.05) $      (24.60) $   7.64% 82.31 $                 7.67 $       92.04 $    

Internal Service Funds " impact" 6.47% 71.69 $                  (2.95) $      (35.40) $   8.52% 82.07 $                 7.43 $       89.16 $    

Options

I

6.00% 71.35 $                  (3.29) $      (39.48) $   9.01% 82.10 $                 7.46 $       89.52 $    

II

5.75% 71.17 $                  (3.47) $      (41.64) $   9.27% 82.12 $                 7.48 $       89.76 $    

III

5.50% 70.99 $                  (3.65) $      (43.80) $   9.53% 82.13 $                 7.49 $       89.88 $    

IV

5.00% 70.63 $                  (4.01) $      (48.12) $   10.05% 82.15 $                 7.51 $       90.12 $    

V

4.50% 70.26 $                  (4.38) $      (52.56) $   10.58% 82.18 $                 7.54 $       90.48 $    

VI

4.00% 69.90 $                  (4.74) $      (56.88) $   11.11% 82.21 $                 7.57 $       90.84 $    

If 2017 and 2018 were both 5.75% 5.75% 71.17 $                  (3.47) $      (41.64) $   5.75% 79.31 $                 8.14 $       97.68 $    

* median values estimated as increasing 9% for pay 2018

2017 2018
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