
Budget Work Session Minutes


March 16, 2009


CITY COUNCIL MINUTES
The City Council of the City of Raleigh met in a pre-budget Work Session on Monday, March 16, 2009 at 4:00 p.m. in the City Council Chamber, Raleigh Municipal Building, Avery C. Upchurch Government Complex, 222 West Hargett Street, Raleigh, North Carolina, with the following present.


Committee
Mayor Charles C. Meeker, presiding
Mayor Pro Tem James T. West
Councilors Mary Ann Baldwin

Councilor Thomas G. Crowder

Councilor Phillip R. Isley

Councilor Rodger Koopman (arrived late)

Councilor Nancy McFarlane
Councilor Russ Stephenson

Staff members present included City Manager Allen, City Attorney McCormick, CFO Perry James and Interim Budget Director Joyce Munro and various department heads.

Mayor Meeker called the meeting to order and stated Mr. Koopman would be arriving later and would be absent and excused until such time as his arrival.  Mayor Meeker stated the purpose of this meeting is for Administration to give a presentation on where we are budget wise this year, what to expect next year and to look at water and sewer rates.  

Budget – Information Received and Items Requested; Water and Sewer Rates to be placed on March 17 Council Agenda.
City Manager Allen pointed out this is a pre-budget work shop and no one should expect a balanced budget at this point.  A balanced budget will be presented to the Council in May.  He stated the purpose of this meeting is to give the Council a presentation as to what the staff is doing to work through the budget.  He called on Council to ask questions at any time and if staff could not give an answer those questions would be put in a budget note.  He stated staff has been very transparent with preparing the budget and expressed appreciation to the budget staff and department directors for their participation.  He stated the economic condition of our country is well documented and talked about the State budget which has a gap of some 12 to 15 percent and spoke briefly to the problems the State has in developing a balance budget.  He pointed out at this point we are 5 to 7 percent out of balance.  He pointed out the City of Raleigh does have slowed growth but not negative growth and pointed out sales tax is the most vulnerable revenue source and difficult to predict. 
City Manager Allen made the following presentation expounding on various items:
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

Economic Update
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FY09 Budget Status
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FY10 Budget Outlook
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Budget Calendar/Next Steps



[image: image3.emf]FY09 Raleigh Economy



Slowed Growth



Population



Development (Residential & Commercial)



Reduced Revenues/Profits in the Public and 

Private Sectors
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Tightened Public Bond Market 
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Increased Service Requirements in the 

Community
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(a) – FY05 - 1 cent tax increase accounted for 2.60% of property tax revenue growth. FY07 - 4 cent tax increase 

accounted for 10.13% of property tax revenue growth.

(b) – FY09 revenue growth of 19.13% is based on 37.35 cent tax rate per $100 of assessed property value. Tax rate 

includes 4.18 cent property tax rate increase over 33.17 cent revenue neutral tax rate. This rate increase accounted for 

12.60% of FY09 property tax revenue growth.



[image: image6.emf]Sales Tax Trends

$0

$10,000,000

$20,000,000

$30,000,000

$40,000,000

$50,000,000

$60,000,000

$70,000,000

$80,000,000

FY01 FY02 FY03

FY04

FY05 FY06 FY07 FY08FY09 Est.

FY10 Proj

Sales Tax Collected

Sales Tax Collected by Fiscal Year 

Sales Tax Collected by Fiscal Year 



[image: image7.emf]Facility Fee Revenue Trends

$10,756,335

$5,637,987

$4,120,878

$5,604,913

$5,183,418

2,600

4,486

1,084

3,657

$0

$2,000,000

$4,000,000

$6,000,000

$8,000,000

$10,000,000

$12,000,000

Fee Revenues

1,000

2,000

3,000

4,000

5,000

6,000

Fee Revenue Permit Count

Fee Revenue

$4,120,878 $5,604,913 $5,637,987 $5,183,418 $10,756,335

Permit Count

4,486 3,657 2,600 1,084 2,896

Annual Rev per Permit

$919/permit $1,533/permit $2,168/permit $4,782/permit $3,714/permit

FY06 FY07 FY08 FY09 Est. FY09 Bud.

Facility Fees Collected by Fiscal Year



[image: image8.emf]Building Permits

$943,495  $847,663  $730,500  $1,401,364  $1,278,866  $1,423,756  $4,115,174 

Permit

Revenue

294 302 269 420 420 510 685

Building

Permits

January December November October September August July

FY09

FY08-09 FY07-08 FY06-07

% Change from Previous Fiscal Year

-20.13% 6.04% 9.83%

Permit Revenue 

(July – Jan) 

-37.39% 0.11% -10.00%

Building Permits 

(July – Jan)



[image: image9.emf]Building Permits Construction 

Value Trends

0

50,000,000

100,000,000

150,000,000

200,000,000

250,000,000

300,000,000

350,000,000

400,000,000

July August

September

October

November December

JanuaryFebruary March 

April

May

June

FY07 FY08 FY09 FY09 Trend



[image: image10.emf]Building Permit Issuance Trends
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[image: image12.emf]FY09 Budget Reduction Strategies



“Soft” Hiring Freeze



Redeployment of Under-Utilized Staff



Reduce Operating Expenditures



Delay Purchases



Restrict Travel



Focus on Improved Efficiencies



$15M Reserve Capital Projects
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

Projection Based on Assumptions of Economic Impacts



Generally Good Results Anticipated for FY09 Based on: 



Receipt of Over 97% of Property Tax Revenue To-Date 



Benefit of Franchise Tax Audit on Intergovernmental Revenues



License Revenues Projected Above Original Budget Estimates 



Good Investment Income Rates for Most Investments Maturing in FY09



Savings from Soft Hiring Freeze 



Departmental Management of Expenses



Reduced Fuel Costs 



$15M Capital Reserves



[image: image14.emf]FY09 General Fund Projection



Reduced Sales Tax and Inspection Fee Revenues



Anticipate Achievement of:



14% Goal for Undesignated Fund Balance 



Availability of Traditional Appropriation of Fund Balance ($13 

million) into FY 2009-10
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Timing


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

Impact of State Budget Decisions



Impact of Federal Stimulus
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[image: image17.emf]FY10 Budget Assumptions



No Increase in Property Tax Rate



No Increase in Solid Waste Fees



No Increase in Stormwater Fees



No Increase in Privilege License Fees



[image: image18.emf]FY10 Budget Priorities



Balanced Budget



Maintain 14% Fund Balance



Maintain AAA Credit Rating



Avoid Employee Layoffs



Public Safety & Essential Services Receive 

Top Priority



Reduce Recurring Expenses



[image: image19.emf]FY10 General Fund Budget Projection

Estimated Budget Gap in January 2009

($18M - $22M)
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

Property Tax Base Slowing but Continued Growth of 

1.5% Assumed in FY10



Sales Tax Revenues will Remain Flat in FY10



FY10 Facility Fee Revenues Projected to Decline:



16% Compared to FY09 Estimate



60% Compared to FY09 Budget



Interest Income Impacted by Current Market 

Conditions – Down 50% in FY10



[image: image21.emf]Budget Balancing Strategies



Implement FY10 Budget Guidelines



Identify Lower Priority Programs



Continued Refinement of Revenue 

Projections



Various Strategies Related To:



Personnel



Service Delivery



Capital Funding & Debt Strategies



[image: image22.emf]Personnel Strategies



Salary Range Adjustments



Job Reclassifications



Health Benefit Contributions



No New Employees



Position Reductions (Avoid Layoffs)



[image: image23.emf]Service Delivery Strategies



Reduce Services, Facility Hours, Maintenance 

Schedules, Etc…



Eliminate Programs



Impact of FY10 Budget Guidelines



Extend Replacement Schedule for Vehicles & 

Equipment



[image: image24.emf]Capital Funding & Debt Strategies



Reduce Pay-Go Capital



Reduce/Eliminate Reserves



Adjust Debt Service Model



Maximize Opportunities in a Low-Interest 

Rate Environment



[image: image25.emf]FY10 General Fund Budget Projection

Estimated Budget Gap in March 2009

($9M - $11M)
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by Service Type 
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[image: image29.emf]Public Utility Financial Results 

FY2008-09



Water and Sewer Revenues Down ~10% from Original 

Projection



Carryover of Drought and Water Restriction Impacts Early in 

Year



Above Normal Rainfall Following Drought



Conservation Habits and Measures



Customer Growth Reduction Due to Economy



Significant Events with Negative Financial Impacts on Budget 

and Rate Model



Fuel Prices Early in Fiscal Year



Drastic Reduction in Development Contracts



Lower Customer Growth Assumptions for Unknown Future 

Period



Unknown Tiered Rate Structure Impact on Consumption



[image: image30.emf]Public Utility Financial Results 

FY2008-09



Capital Market Changes Impacting Current and 

Future Debt Costs



Change from Assumed 25% Variable Rate Component 

for Future Debt Issues to Fixed Rate Only



Somewhat Higher Yields Due to General Market 

Disruptions Since October



Debt Service Costs Accelerated Due to Impacts of 

Recent Debt Issues



Management of Expenses



Conservative Management of All Expense Categories



Holding 67 Vacant Positions Open
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

Changes Needed in Multi-year Revenue & Expense 

Projections and Associated Rate to Maintain AAA 

Credit Criteria



Legal Covenants for Utility Bonds:



On Parity Indebtedness – 1.20



On Parity, Subordinated and GO Debt – 1.0



Utility System Financial Policies for Maintenance of 

AAA State Coverage of Debt Service Should Be At 

Least:



On Parity Indebtedness – 1.75



On Parity, Subordinated and GO Debt – 1.25



On All Debt Service – 1.0
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

Rate Increases Projected Per Previous Model



2009 – 15%



2010 – 15%



2011 – 9%



2012 – 9%



2013 – 7%



2014 – 7%
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

Financial Results of FY2009 and Other Events 

Necessitate the Following in Order to Meet Legal 

Covenants and Utility System AAA Policies:



Acceleration of 2009 Rate Increase from 7/1/09 to 

4/1/09



Reduction of Pay-Go Capital in FY2009 and Future 

Years



Reworking of 5 and 10 – Year Capital Plans



Additional Management of Operating Budget 

Expenditures



FY2010 One-Time Use of Eligible Acreage Fee Funds



Sales of Additional Capacity per Holly Springs 

Recovery



[image: image34.emf]Summary of Proposed Actions and 

Considerations



Council Approval of 17% Water and Sewer 

Rate Increase Effective April 1, 2009



Council De-obligation/Deferral of ~$6.75M in 

FY2009 Pay-Go Project Budgets



Council Actions – Acreage Fees Allocated to 

Utility Fund



Revision of Acreage Fee Areas to Create One 

Central Eligibility Area



Approval of ~$10M in Existing Acreage Fee 

Funds to Be Applied as Revenue on Eligible 

Projects in FY10



[image: image35.emf]Summary of Proposed Actions and 

Considerations



Consideration of Following Options to 

Reduce Future Rate Increases Per Current 

Model:



Deferral of Opening of DEB Water Plant Until 

July 1, 2010



Change Implementation of Monthly Billing



Modification of Schedule and/or Structure of 

Tiered Rates



Increase Utility Capacity Fees



Revision of CIP (Debt Funded & Pay-Go) Due 

to Slower Growth Trends



[image: image36.emf]Budget Calendar & Next Steps



Proposed Budget Presentation  



May 19, 2009



Council Work Sessions 



Dates TBD



Budget Notes & Additional Requests



Budget Adoption



No later than July 1, 2009


Discussion centered around what part the Federal Stimulus funds may play in helping the City “plug” some of the differences, the fact that early retirement packages for employees has not really been considered as the Manager doesn’t feel it has that much impact on long term savings, the amount of interest income which is approximately $5 million in the General Fund this year and anticipated $52 million next year, health care cost, work of departments in identifying lower priority programs, and number of employees in general fund and public utilities.

Mr. Koopman arrived at the meeting at 4:40 p.m. 

City Manager Allen presented Council members information on guidelines that have been developed for departments in consideration of the FY10 budget development process which is believed will help promote consistency in budgeting approaches across the total city.  The back up material included a memorandum dated February 25, 2009 on general fund budget status as of February 28, 2009 prepared by CFO Perry James and acting Budget Manager Joyce Munro.  The information also included a March 13, 2009 memorandum from Public Utilities Director Dale Crisp outlining Public Utilities Financial position.
City Manager Allen talked about the revenues in our utilities being down approximately 10 percent and the fact that people responded to the City’s call for conservation and are continuing that on a permanent basis.  He stated we have proximity 12 percent vacancy rate in the Public Utilities Department or some 67 vacant positions that are being held open.  

Discussion took place on the utility rate model which information was presented by CFO James.  Mr. Koopman questioned the savings if the City shoots for a AA credit rating rather than a AAA.  What goes into getting the bond ratings was discussed with CFO James pointing out we spend a lot time trying to get our credit rating up and maintained at AAA rather than looking at the cost savings of a reduced bond rating.  Mr. Koopman stated he would like to have information on the cost savings that might be incurred if we shoot for AA versus AAA bond ratings pointing out this information would be helpful to him as he thinks about moving away from a rate based enterprise or a fee dependent enterprise as it relates to Public Utilities.  Our bond ratings, how they are developed, work the City does on developing those ratings, what the rating companies look for and the concerns were touched on with Mr. Koopman again asking staff to provide some type estimate as to the savings that would be incurred or cost involved relating to a AA versus AAA bond rating.  
Mr. Stephenson pointed out our utility costumers want us to move toward a tiered rate system as soon as possible and he feels that should be the direction of the Council.

Discussion took place concerning the recommendation from staff that the Council approve a 17 percent water and sewer rate increase effective April 1, 2009 with various Council members weighing in on their thoughts and/or concerns.  Mayor Meeker pointed out several Council members have advocated slowing down on capital projects in the CIP.  He stated he feels it would be a good idea to ask the Public Utilities Department to report on each ongoing project or projects in the pipeline as to whether it is something we need to do right now or if we could defer the project until a later time.  He talked about providing funding from capacity fees as outlined on Page 34 “Summary of Proposed Actions and Considerations” presented by the manager.  Ms. Baldwin pointed out some have talked about phasing in capacity fees.  
Mr. Stephenson presented the following chart which he stated he developed in 2007 to try to get the Council to move forward with capacity fees.  He stated the numbers were supplied by Public Utilities Director Crisp.

Growth and Development Fee Comparison
(2006-2007 Data)




Total


Growth
Utility
Residential

 
Rate
Capacity
Development
 

Government
2000-06 [2]
Fee [1]
Fees [3]
Tax Rate [4]
Morrisville 
159.2% 
$4,323 
$8,148 
0.4677 
RolesviIle 
97.6% 
$3,300 
$12,147 
0.5150 
Holly Springs 
86.7% 
$6,000 
$11,227 
0.5300 
Wake Forest 
77.7% 
$3789 
$6056 
0.5500 
Fuquay \/arina 
63.5% 
$0 

0.5200 
Knightdale 
45.5% 
$1,788 
$4,726 
0.5000 

Apex 
42.6% 
$3,750 
$6,945 
0.4000 

Gamer 
32.2% 
$2,250 
 
0.5750 

Cary 
29.4% 
$4,323 
$9,618 
0.4200 

Raleigh 
27.6% 
$0 [5] 
$7,121 
0.4350 
Wendell 
22.5% 
$2,060 

0.5400 

Zebulon 
18.2% 
$3,178 
$10,721 
0.5500 
Wake County
 25.8% 


0.6780 

[1] 2006 estimated single family residential capacity fees for water and sewer service based on CORPUD memo “Wake County Water and Sewer Fees Summary.doc” (Average of 10 municipalities = $3,476.00 ±)

 
[2] Population - http://www.wakegov.com/NR/rdonlyres/2A7A06F9-A519- 4D24-8B49-9968DF11E5CF/0/2008_BOC_retreat4.pdf 
[3] Includes roads, parks, water and sewer :

http://www.hoilysprlngsnc.us/dept/admin/growthforum.pdf (April 2007, slide 22). 
[4] http://www.wakegov.com/NR/rdonlyres/AC8EA9E6-C572-4C65-8B15- 8AC9CAB2D1B0/0/TaxRates2007.pdf 
[5] Raleigh utility ratepayers fund 96% of new utility capacity projects for water, sewer and reuse.  The remaining 4% is paid by new development in the form of acreage fees and nutrient fees.  By comparison, Cary ratepayers fund 75% of new utility capacity, with the remaining 25% paid by new development.  (CORPUD Director email 5/13/08) 

Mr. Koopman questioned what is meant by phasing in capacity fees and the information was discussed.
Mr. Stephenson presented the following which he stated are his initial thoughts in response to utilities funding short fall email which was dated March 13. 
Implement recommendations of the NC Water Allocation Study, including a plan to reduce consumption by 25-33% through conservation and efficiency measures including:

(1) Enact tiered rates sooner, not later.  Any rate increase must be tiered so that large users have an incentive to conserve and low users are not penalized.

(2) Earmark $500K/yr from tiered rates for water conservation incentives (per Holman’s email to council)

(3) Expedite work on water conservation incentives - to be available when tiered rates go into effect.

(4) Begin utility capacity fee phase-in this year.  Set phased-in rate to be in line with other Wake municipalities.

(5) Proceed with non-residential water audits.  Follow Cary’s example of performing water audits for large non-residential users, with penalty rates for those who fail to meet usage benchmarks. (audit standards per American Waterworks Assn.)

(6) Direct staff to begin developing a program to incentivize distributed capture and reuse of stormwater per the NC Water Allocation Study.  Raleigh departments receiving fees for stormwater utility construction and reuse supply construction should be working together to cut both fees by promoting onsite stormwater reuse.

Raleigh should not be getting further into the irrigation business, spending hundreds of millions of dollars on capital projects to meet the summer irrigation peak demand (+/- 30M gal/day).  Instead, Raleigh should be incentivizing green industries in the private sector to provide distributed stormwater capture and reuse systems.  (Cost comparison: Little River Reservoir will cost $250M for 17M gal/day)

(7) Add a drought surcharge to the water rate model to provide an additional conservation signal in times of severe drought.

Mr. Crowder pointed out some Council members have talked about programs such as prohibiting portable water being used for irrigation, requiring separate irrigation meters and looking at required drought resistant plant materials.  
Mayor Meeker referred the Council to the Summary of Proposed Actions and Considerations (Page 34) presented in the Manager’s report.  He stated we have those questions and the list of seven presented by Mr. Stephenson.  We have asked for a review of the Public Utility CIP projects as to when they are needed or which could be deferred or reduced.  He stated he feels we need another budget work session in 4 to 6 weeks to see where we are on these issues and suggested that he work with the Manager and Council to develop a time for a second work session to review the list of public utilities, capital projects that can be deferred, reduced, etc.  Mayor Meeker stated he feels we should move forward on the recommendation of a 17% water and sewer rate increase effective April 1, 2009.  He stated he knows no one wants to increase rates at this time but it is felt it is essential.  Mr. Stephenson talked about the need to wait until we get the tiered rate structure and put it all in effect at the same time.  City Manager Allen pointed out the tiered rate structure will not generate new revenue.

Mr. Isley expressed concern pointing out he feels there are other things that can be put off rather than raising or increasing water/sewer rates at this time.  He talked about the Clarence E. Lightener Public Safety Center and other projects he feels could be deferred or delayed.  He expressed concern about the way we are moving and the need to stop and think and look at avenues rather than continuing to increase fees, etc.  He feels we should reassess our priorities and look at ways to save money rather than being forced to vote for a 17 percent water and sewer rate increase.  He touched on various projects he feels could be held mentioning the public safety building, Hillsborough Street roundabouts, percent for art, all very worthwhile projects but he feels we could defer some rather than being forced to vote to increase water and sewer rates by 17%.  Whether funds can be transferred from general fund to public utilities was talked about with the City Attorney pointing out that is possible but you have to be careful as to bonded projects.  It was pointed out we have a $9 to $11 million short fall in the general fund and that would have to be addressed so it would make it difficult to transfer funds to Public Utilities.  What funds could be transferred from general fund to Public Utilities was talked about.

Mr. Stephenson pointed out he has been trying to get the Council to slow down on some of the Public Utility projects and he feels that could be addressed.  City Manager Allen pointed out a one – time capital infusion into the Public Utility funds only raises money for the present year, it doesn’t plug the gap in future years.  
Mr. Isley talked about funding for arts, social services and parks pointing out these are all great programs but talked about the need to get down to the core business of the City.  He stated we cannot keep taxing or feeing our citizens, talked about what the State may do to us because of their short fall and expressed concern in general.  
Mayor Meeker talked about many of the programs in the City such as arts, etc., talked about the programs that may not be the core responsibility of the City but add to the value and quality of life.  The fact that the City does have the lowest water and sewer rates in the area was touched on with Mr. Stephenson pointing out while he realizes that, we have to do increases sparely so that the low users are not penalized.  He expressed concern about doing an increase now one way and then changing it later on when we go to tiered rates.  Brief discussion took place with various Council members indicating they were not ready to vote on a water and sewer rate increase at this time with the Mayor directing that the item be placed on the March 17 agenda.
It was agreed that staff would provide information on the amounts that could be transferred from general fund to public utilities, address the questions on Mr. Stephenson’s list, look at the proposed actions and considerations as outlined on Page 34 of the manager’s report and to provide information on what Public Utility CIP projects could be reduced or deferred.

Adjournment.  Mayor Meeker announced the meeting adjourned at 5:30 p.m.

Gail G. Smith

City Clerk
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