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DATE:	September 5, 2014


TO:	Mayor, City Council and City Manager

FROM:	Lori Economy-Scholler, Chief Financial Officer
	
RE:	UPDATED INFORMATION:
2015 Preliminary Property Tax Levy and Proposed General Fund Budget 
and Conceptual 2016 Property Tax Levy and General Fund Budget
													
ATTACHMENTS
A. Updated 2015~ 5-Year Proposed General Fund Model, 2015 Preliminary Property Tax Levy, Conceptual 2016 Property Tax Levy and General Fund Budget
a. Option A – 3.49%
b. Option B – 4.00%
c. Option C – 5.00%
B. Strategic Priorities- 5 Year Model- Scenarios on how to fund priorities (Options A, B & C).

ISSUES
2015 and 2016 Budget Process:
1. Provide further background on the:
i. 2015  Preliminary Levy Options A- 3.49%, B - 4.00%, and C – 5.00%,
ii. 2015/2016 Strategic Priorities Funding Options, and
iii. Provide additional information on the Bloomington Fire Pension, 
2. Provide sufficient financial information to enable a majority Council vote to move forward to set the 2015 Preliminary Levy.  As noted below in this memo, once the 2015 Preliminary Levy is adopted it cannot increase, only stay the same or decrease, before the Final 2015 levy is adopted on December 15, 2014.   

2015 and 2016 BUDGET PROCESS ~ UPDATE

Council’s Goals and Strategies

Background: 
The shift of value between residential and commercial properties will change back towards residential property for payable 2015 due to the significant rebound in residential property values established as of January 1, 2014 (for the period of October 2012-September 2013).  The following graphic depicts the timelines for Property value assessments. 


During the economic downturn the City has kept the monthly cost of city services flat over the past 5 years with the monthly cost of services at $67.82 for 2010, 2011, 2012 and 2014 as shown below.   If the City had tracked the CPI growth during that same period, the 2014 monthly cost of services would be just under $74.  As residential values have shifted positively, it is probable that the 2015 monthly cost of services may track closer to the CPI value.  











Based on the Council discussion at the August 11, 2014 Study Session and August 18, 2014 Regular Meeting (Council Issues and Update section) and feedback from some Council members with the 2015 Property Tax Levy at 5% the chart below compares a 2015 Levy at 3.49%, 4.00% and 5.00% and the corresponding 2016 Levy to CPI.
Levy History and Comparison to CPI- 2010-2015 Levy 


OR a closer look 


The 2015 Preliminary Levy is part of a two year budget cycle for 2015 and 2016. Depending on which option the Council selects, the normal hydraulics of the levy process would increase the Conceptual 2016 Levy that would position the City at the same end point at approximately $79 a monthly for Monthly cost of services.  

Long Term City Trends

The following graph reflects the Average Levy Growth when the 2015 Preliminary Levy has been approved by the Council this graph will be updated.  Note the Median property’s value growth is anticipated by 2020 to meet or exceed the value of the market high point in 2008, which reflects long-term residential growth.  With each of the three options, the 2015 levy blended with the historical averages will continue closely aligned with the Property Value 3.2% average growth line.  On average, 1% of this levy amount pertains to the growth in the community and the net levy would remain below the Consumer Price Index and Social Security COLA rates.

[image: ]
Revised Information for the September 8, Study Session:
Included within this memo is updated budgetary information on the original 2015 Preliminary Levy Target of 4.00% and the August information for funding Strategic Priorities with a 5.00% option, and an alternative 2015 Preliminary Tax Levy at 3.49%.  Through the Tiered Services priorities process the Council has indicated that they would like to maintain City Services at similar levels compared to 2014.  Each of these options provides for that similar level of service as the only change in each of these Options/Scenarios below is the funding level for Strategic Priorities. 



Budget and Valuation Impacts 

The following table is the distribution of the proposed 2015 Preliminary Levy for all three options.
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As the General Fund is the largest portion of the levy increase the following information is provided to assist in understanding the drivers behind that portion of the levy increase.  It should be noted that the 2015 General Fund Tax Levy amount does not change in each of the three options.

Wages & Benefits
Included within the departmental budgets is a wage increase that mirrored most metro cities along with required PERA rate increases. The budgeted increase in this combined category of Wages and Benefits comprises 67% of all General Fund expenditures. The 2015 Proposed General Fund Budget increase for this category was less than 3.00%.  As a side note, the 2015 Compensation Plan will come before the Council in November, a few weeks earlier than normal, due to the implementation of the new Financial ERP system on January 1.  All data needs to be loaded and tested within the new software prior to going live. 

Materials & Supplies
The following are areas where materials and supplies costs increased the greatest.  A majority of these areas are in the Internal Service Funds and most of those budgets will be presented at the Study Session on September 15, 2014. This entire category that is 30% of the General Fund increased approximately 8.00%.  Construction areas are increasing at rates greater than 6%.  Within the regular agenda for September 8th is the annual LMCIT Insurance Renewal for Property/Casualty, which includes an increase of 17% over the previous year.  

· Increased purchase of salt for snow removal to replace excess used in 2013/2014 winter
· Increased Fire Equipment Cost
· Increased Building Replacement Costs
· Increased Information System Costs
· Increased Insurance and Bond Costs

Capital, Transfers, and Contingency
This category is 3% of the General Fund and the largest item in this area is the Contingency amount which is required to be budgeted at 2.5% of total expenditures per the City Charter.
Valuation Impact 
The following table reflects the valuation, fiscal disparities and market value exclusion changes on the monthly cost of services for each of the three options.  In each of the three options the cost increase for the valuation change is $1.34 per month.



Note: the Other Categories listed in the table above comprise the Normandale Abatement District, Recreational Funds and the PMP Overlay.
Strategic Priorities
In the attachments are three different scenarios which are based on the three 2015 Preliminary Levy Options:
· A ~ 3.49%
· B ~ 4.00%
· C ~ 5.00%

In each of these scenarios, due to the reduced revenues being distributed to Strategic Priorities, the funding of the expenditures for the recently selected top priorities has also been reduced on each of these options.  Within each of the scenarios the median shaded green areas reflect where and the amounts each have been reduced.  Previous high ranked Strategic Priorities funding for median streetscape maintenance, increased frequency of mowing, and Park Asset Inventory have been eliminated for this 5 year modeling period.   Included within each of the Strategic Priorities examples is an estimated positive performance for 2014 at $1,800,000 as a placeholder. This amount may increase/decrease as the year progresses. Even though the July Financial Report reflects a positive performance of approximately $2,600,000, at this time at $600,000 will be required to stay in the General Fund to maintain the Councils’ fund balance policy and estimated contractual encumbrances.  Other assumptions currently within the Strategic Priorities modeling; 

Revenues:
· Consistent LGA funding 
· No additional Positive Performance after 2014.

Expenditures:
· Historical short-term Pension Obligation amounts have been greater than $1,000,000. The amounts in the Strategic Priorities model may not be sufficient to satisfy the obligation.

The Council may want to consider a fund balance policy that would set aside a reserve for future emergency funding situations that are greater than the General Fund Contingency amount.
Fire Pension Obligations
[bookmark: _GoBack]Based on the 2015 Levy and General Fund Budget discussions over the past few months, the 2015 Fire Pension obligation of $1,313,600 (determined from the results of the actuarial report dated January 1, 2014 from 2013 activities), will be paid from Strategic Priorities.  The graph below reflects the BFRA Funding Ratio History since 1991.  The City of Bloomington does not have an annual obligation when the ratio is over 125% as indicated by the top solid black line.  
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Over the past 25 years the annual obligation averages $1,100,000, over the last 10 years the average is $1,500,000, and the past five year’s average is $2,200,000. As reflected is the following graphic.[image: ]

The graph below reflects the sources used over the past 25 years to satisfy the City of Bloomington’s BFRA Pension Obligation. The non-State Aid contributions over this period of time have been 57% Tax Levy, 31% Positive Performance, 7.50% Pension Bonds, and 4.5% Strategic Priorities.  Due to the annual nature of this obligation, the Council may want to contemplate levying property taxes on an annual basis.  As discussed in the summer of 2014, each $500,000 would equate to a 1.00% tax levy increase.  For example the 2015 Obligation is $1,313,600 which would require a 2.63% levy increase above the normal levy needed to maintain services. With the valuation shift impact on residential properties for 2015 and 2016, this additional tax burden could be postponed until 2017 when the MOA Tax Increment District value comes back into the overall City tax base.  In future years, once the BFRA Pension fund is over 125% funding ratio, a reserve could be created within the Pension Residual fund to mitigate the volatility of investment market swings.




Levy Limit History 

For the levy payable in 2015, cities in Minnesota do not have a levy limit.  However, over the past 44 years, 31 years have had levy limits imposed by the State.  In general, when Levy Limits are established they freeze/constrain the City capacity to budget appropriately for the upcoming year. At times this has negatively impacted the City of Bloomington.  For example, should the Council approve a 4.00% final levy for 2015 with the Conceptual 2016 Levy at 6.26% to maintain service levels, levy limits could constrain the City to a 2% increase thereby causing the City to reduce service levels. 
Preliminary Levy Approval

As noted in the past, once the Preliminary Levy has been approved by the City Council each September, it cannot be increased, Only stay the same or decrease.
Recommendation
Council is requested to provide direction on the 2015 Preliminary Levy options:
A. 3.49%
B. 4.00%
C. 5.00%
Preliminary Levy and Median Monthly Cost vs. CPI
Monthly Cost	
2010	2011	2012	2013	2014	2015	2016	2017	67.819999999999993	67.819999999999993	67.819999999999993	66.239999999999995	67.819999999999993	72.930000000000007	Cost at CPI	$77.57 

2010	2011	2012	2013	2014	2015	2016	2017	67.819999999999993	69.989999999999995	71.459999999999994	72.53	73.98	75.760000000000005	77.569999999999993	Levy at 5%	
2010	2011	2012	2013	2014	2015	2016	2017	72.930000000000007	79.349999999999994	77.3	Levy at 4%	
2010	2011	2012	2013	2014	2015	2016	2017	72.180000000000007	79.349999999999994	77.3	Levy at 3.49%	
2010	2011	2012	2013	2014	2015	2016	2017	71.790000000000006	79.349999999999994	77.3	Preliminary Levy and Median Monthly Cost vs. CPI
Monthly Cost	 

2010	2011	2012	2013	2014	2015	2016	2017	67.819999999999993	67.819999999999993	67.819999999999993	66.239999999999995	67.819999999999993	72.930000000000007	Cost at CPI	
2010	2011	2012	2013	2014	2015	2016	2017	67.819999999999993	69.989999999999995	71.459999999999994	72.53	73.98	75.760000000000005	77.569999999999993	Levy at 5%	
2010	2011	2012	2013	2014	2015	2016	2017	72.930000000000007	79.349999999999994	77.3	Levy at 4%	
2010	2011	2012	2013	2014	2015	2016	2017	72.180000000000007	79.349999999999994	77.3	Levy at 3.49%	
2010	2011	2012	2013	2014	2015	2016	2017	71.790000000000006	79.349999999999994	77.3	History of City Contributions for Fire Pension
State Aid	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	1650000	253157	267134	349562	340683	355234	360549	370100	363938	411764	495967	625566	585966	606454	517023	439902	372096	380275	354511	361567	401714	401714	401714	Levy	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	1547596	70856	1913396	1562171	463023	1249500	480900	0	0	0	0	0	874372	3115879	1666138	821926	0	0	0	0	966275	155866	347713	Contribution	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	Positive Performance	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	1037892	2163376	1696774	1563398	2768541	Debt	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	2210000	Strategic Priorities	1991	1992	1993	1994	1995	1996	1997	1998	1999	2000	2001	2002	2003	2004	2005	2006	2007	2008	2009	2010	2011	2012	2013	2014	2015	1313567	
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MINNESOTA STATE LAW PROPERTY TAX TIMELINE

Assessment Year 2014 for Property Taxes Payable in 2015
Understanding the Sales Study Period, Valuation Date and Property Taxes

SALES STUDY PERIOD VALUATION DATE PROPERTY TAX
OCT 2012 THROUGH SEPT 2013 FOR 2014 ASSESSMENT STATEMENT FOR 2015
2012 2013 2014 2015
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Value Notices A [\ ~ A 1st half tax [\
[\ [\ Proposed A May 15th [\
Local Board of [\ Tax Notice A [\
Appeal & Equalization [\ [\ [\
7 Tax Levy Hearing 2nd half tax
County Board of Oct 15th

Appeal & Equalization

Sales Ratio Study analyzes sales from October 2012 through September 2013.
This study determines the value for the January 2, 2014 assessment date.

The January 2, 2014 assessment is the basis for property taxes payable in 2015.
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2014 Levy

General Fund  40,959,024 $   42,799,758 $   3.83% 42,799,758 $   3.83% 42,799,758 $   3.83%

Debt Service  4,205,916 $     4,041,425 $     -0.34% 4,041,425 $     -0.34% 4,041,425 $     -0.34%

Other Categories 2,673,923 $     2,885,538 $     0.44% 2,885,538 $     0.44% 2,885,538 $     0.44%

Strategic Priorities  210,921 $         -0.44% 245,054 $         0.07% 725,552 $         1.07%

  Total Levy  48,049,784 $  49,726,721 $  3.49% 49,971,775 $  4.00% 50,452,273 $  5.00%

2015 Levy 3.49% 2015 Levy 4%  2015 Levy 5%


image4.emf
2014 Cost of Services 67.82 $        67.82 $        67.82 $       

Net increase due to Value, FD, and 

MV Exclusion 1.34 $           1.18% 1.34 $           1.23% 1.34 $           1.31%

2015 At 0% Levy 69.16 $        69.16 $        69.16 $       

2015 Levy Related Changes:

General Fund 2.26 $           2.26 $           2.26 $          

Debt Service 0.21 $           0.21 $           0.21 $          

Other Categories 0.15 $           0.15 $           0.15 $          

Strategic Priorities - $             0.40 $           1.15 $          

2015 Levy Impacts 2.63 $           2.31% 3.02 $           2.77% 3.77 $           3.69%

2015 Cost of Services 71.79 $        3.49% 72.18 $        4.00% 72.93 $        5.00%

City Levy Scenario's  ~ Monthly Cost Of City Services Drivers

Option A ~ 3.49% Description Option B ~ 4.00% Option C ~ 5.00%


Microsoft_Excel_Worksheet3.xlsx
Original Information

										City Levy Scenario

												3.49%								4.00%								5.00%



		2014 Cost of Services										$67.82								$67.82								$67.82



		Impact of FD Loan Forgiveness										($1.95)								($1.95)								($1.95)



		Impact of Value Shifts										$2.46								$2.46								$2.46



		HSMV Exclusion Impact										$0.83								$0.83								$0.83



		2015 At 0% Levy										$69.16								$69.16								$69.16





		2015 Levy Related Changes:												Share of								Share of								Share of

														Levy Change								Levy Change								Levy Change

		General Fund										$2.26		86.07%						$2.59		85.65%						$3.20		84.83%



		Debt Service										$0.21		8.13%						$0.24		8.09%						$0.30		8.01%



		Other Categories										$0.15		5.80%						$0.17		5.77%						$0.22		5.72%



		Strategic Priorities										$0.00		0.00%						$0.01		0.49%						$0.05		1.44%



		2015 Levy Impacts										$2.63		100.00%						$3.02		100.00%						$3.77		100.00%





		2015 Cost of Services										$71.79								$72.18								$72.93





										Test check calculation		$71.79								$72.18								$72.93





Presentation table

		City Levy Scenario's  ~ Monthly Cost Of City Services Drivers

		Description		Option A ~ 3.49%						Option B ~ 4.00%						Option C ~ 5.00%





		2014 Cost of Services		$   67.82						$   67.82						$   67.82

		Impact of FD Loan Forgiveness		$   (1.95)						$   (1.95)						$   (1.95)

		Impact of Value Shifts		$   2.46						$   2.46						$   2.46

		HSMV Exclusion Impact		$   0.83						$   0.83						$   0.83

		Net increase due to Value, FD, and MV Exclusion		$   1.34		1.18%				$   1.34		1.23%				$   1.34		1.31%

		2015 At 0% Levy		$   69.16						$   69.16						$   69.16



		2015 Levy Related Changes:						Share of						Share of						Share of

								Levy Change						Levy Change						Levy Change

		General Fund		$   2.26				86.07%		$   2.26				85.65%		$   2.26				84.83%

		Debt Service		$   0.21				8.13%		$   0.21				8.09%		$   0.21				8.01%

		Other Categories		$   0.15				5.80%		$   0.15				5.77%		$   0.15				5.72%

		Strategic Priorities		$   - 0				0.00%		$   0.40				0.49%		$   1.15				1.44%

		2015 Levy Impacts		$   2.63		2.31%		100.00%		$   3.02		2.77%		100.00%		$   3.77		3.69%		100.00%



		subtotal monthly costs		$   3.97						$   4.36						$   5.11

		2015 Cost of Services		$   71.79		3.49%				$   72.18		4.00%				$   72.93		5.00%







				$   71.79						72.18						72.93



&Z&F		&D





image5.png
BFRA Funding Ratio based on Year End 1991-2013
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