Date: 2/09/09
Item: 13.b
Budgeting Process

REQUEST FOR COUNCIL ACTION
Date:
Item No.:
Department Approval
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1/26/09
13.a

City Manager Approval

Discuss an Alternative Budgeting Process for 2010

BACKGROUND
Historically, the City of Roseville has followed a budget process the called for the City Council to provide
some general budgetary goals, followed by the submittal of a City Manager Recommended Budget. The
Council then held subsequent budget discussions which culminated in the passage of a final budget in
December of each year.
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While this budgeting technique is a familiar process and doesn’t necessarily require any added effort than
the previous year, it will arguably prove to be inadequate in addressing future budgets. For 2010 and
beyond, the City will in effect be forced to confront two principle concerns that it has largely escaped up
until now. They include:
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Dealing with the implications resulting from recurring State-imposed levy limits
Addressing the City’s asset replacement programs which remain on an unsustainable course
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The urgency in addressing these concerns stems from the knowledge that levy limits are expected to remain
in place at least through 2011; and the City’s dedicated facility, vehicle, and equipment replacement funds
are projected to be drained by as early as late-2009 based on current replacement schedules. In addition,
the cost of maintaining current service levels is outpacing available funding sources. Additional
information regarding the City’s financial picture is shown in the attached draft of the 2010-2019 Financial
Plan.
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These financial realities will require a fundamental and swift change in how we allocate resources. We
simply cannot afford to allocate new budget monies under the belief that the current budget is the ‘right’
budget. It is imperative that we prioritize spending based on achievable goals and objectives, and remain
disciplined in equating the public’s demand for services with their ability or willingness to pay.
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This new dynamic requires a different budgeting approach. City Staff is recommending that the Council
adopt an outcome-based budgeting process. This process has been presented to the City Council in prior
years but to date, has not been adopted. The concept is explained in greater detail below.

30

Page 1 of 3

31
32
33
34

Outcome-Based Budgeting Overview
The concept of outcome-based budgeting is not new, but it has received added emphasis in the past few
years in response to the numerous financial uncertainties facing governments, as well as the ever-increasing
demand for services and accountability.
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While many versions of Outcome-based budgeting exist, they are all premised on the fundamental concept
of allocating sufficient funds to achieve a desired outcome. For example, if we established a goal of having
the Fire Department arrive at the scene of a fire within 3 minutes of the 911 call, then we would determine
what that will cost and allocate an appropriate amount of budget dollars. This is in contrast to how we
typically allocate new dollars, which is to take what we allocated last year, add some percentage increase,
and make our best effort.
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In addition to aligning resources with outcomes, outcome-based budgeting can also ensure that those
services that matter the most are properly funded. It is conceivable that the City is providing a high level of
service for a program that creates nominal value, at the expense of another that creates greater value. An
outcome-based budgeting approach would help demonstrate how the City can achieve the greatest value
overall.
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Generally speaking, the steps under this new budgeting process are as follows:
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1) Establish what the customer (taxpayer) is willing to pay overall for services
2) Establish the City’s program priorities (outcomes) and rank them
3) Systematically allocate resources sufficient to achieve priority (outcome) #1, then outcome #2, etc.
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For Step #2, it is suggested that the City Council assign program priorities in the following general order:
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1)
2)
3)
4)
5)

Federal and state mandates
Adherence to the City’s Financial Policies
Strengthening funding mechanisms for the replacement of City assets
Adequately funding non-discretionary services
Providing funding for higher-valued discretionary services
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It should be noted that the ranking process can go through many iterations and in most situations shouldn’t
be done in a vacuum. For example, we may establish an outcome of having a high quality and safe park
system. To achieve this, we would likely need to assign a high funding priority for parks and police patrol.
In addition, we may find after only one or two iterations that a program with strong intrinsic value isn’t
funded at an appropriate level. Through the next iteration, we can go back and assign a new budget amount
to it and readjust other programs accordingly. The ranking process should remain fluid until a final
consensus is reached. But once it’s finished, it’s important to move forward.
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Step #3 is repeated until we’ve exhausted all available funding. Under this process, we would expect to run
out of money before we run out of priorities. When the funding is exhausted, we suspend all unfunded
programs. For those programs that don’t receive any funding, it’s important to keep in mind that while they
create value, they create less than those that were funded.

75

Page 2 of 3

76
77
78

Action Steps
If the Council is interested in pursuing this alternative budgeting process, the next steps would tentatively
include:
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1) Compile program-specific costs, including variables for different levels of service. Timeline:
March–May
2) Identify the public’s ability or willingness to pay for City services. Timeline: February – May
3) Establish a prioritization process where Councilmembers can select from a ‘menu’ of programs and
service levels. Timeline: June-August

85
86
87
88

The calculation of program-specific costs is very labor-intensive and cannot be fully accommodated by City
Staff alone. Therefore it is suggested that as part of an outcome-based budgeting process, the City engage
an independent firm to assist in this process.
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In addition, the Council may find it helpful to approach the budgeting process using other planning tools
that have been developed in the past year. As an example of how this might work, a graphic depicting the
City of Lynwood, Washington’s Performance Management system is attached.
POLICY OBJECTIVE
Establishing a budget process that aligns resources with desired outcomes is consistent with governmental
best practices, provides greater transparency of program costs, and ensures that budget dollars are allocated
in the manner that creates the greatest value.
FINANCIAL IMPACTS
Not applicable.
STAFF RECOMMENDATION
Staff Recommends the Council adopt an outcome-based budgeting process for 2010 as outlined above
and/or as modified by the City Council. If the Council concurs, Staff further recommends that the City hire
an independent firm to assist in the calculation of program costs.
REQUESTED COUNCIL ACTION
Provide direction to Staff on whether to pursue an outcome-based budgeting process for 2010.
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Prepared by:
Attachments:

Chris Miller, Finance Director
A: City of Lynwood, Washington Performance Management System
B: 2010-2019 Financial Plan (Draft)
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Attachment A

PERFORMANCE MANAGEMENT SYSTEM
The City of Lynnwood has implemented Performance Management as adapted from
National Advisory Council on State and Local Budgeting recommended guidelines
for best practices in local government management. This diagram illustrates the
performance management program in Lynnwood.
The links refer to Lynnwood's work in each of the recommended management areas.
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2010 – 2019 Financial Plan
Executive Summary
Enclosed is the 2010-2019 Financial Plan as prepared in accordance with the goals and strategies
identified in the Imagine Roseville 2025 initiative and in consideration of the policies, goals and
objectives identified by the City Council. Like the Capital Improvement Plan (CIP), the
Financial Plan should not be construed as a request for funding; rather it is designed to serve as a
planning tool that can be used to make informed financial decisions.
The Financial Plan is segregated into two portions; operations and capital investments. While
both portions are crucial for maintaining services, the potential for alternative funding sources
and the flexibility in making operational adjustments can vary significantly for each. Therefore
they are looked at separately for financial planning purposes.
In addition, the Financial Plan makes the distinction between general-purpose operations that are
used to provide police, fire, streets, and parks & recreation, and are typically funded by property
taxes; and enterprise or business-type operations that are used to provide for water, sewer, storm,
and golf course operations which are typically funded by user fees. Each of these separate
categories is discussed in greater detail below.
If current operational trends continue and if the City makes all planned capital replacements over
the next 10 years, it will create a sizeable impact on Roseville property owners. In order to
maintain programs and services at existing levels and to replace infrastructure at the optimal
time, property tax levies will need to increase by 17% per year for the next 10 years. Water and
Sewer rates will need to increase by 10% per year during this same period. Under this scenario,
a typical single-family home will see their combined City property tax and utility bill increase
from $1,101 in 2009 to $3,018 in 2019, an increase of $192 per year. These impacts can be
lessened if the City chooses to eliminate programs, reduce service levels, or delay capital
replacements.
With these projections, Roseville would no longer be among the lowest taxed cities in the Twin
Cities Metropolitan Area. It is estimated that Roseville will go from having the 7th lowest taxes
out of 60 comparative cities, to having the 25th to 30th lowest. This would place Roseville near
the median taxation level. For comparison purposes, the cities currently near the median include:
Bloomington, St. Louis Park, Burnsville, New Brighton, and Mounds View.
The impacts noted above can also be portrayed as a percentage of household income. Based on
the projections above, it is estimated that each household will pay 2.0-2.5% of their income to
the City for property taxes and their utility bill in 2019. By comparison, Roseville households
paid 1.5% of their income in 2002 and an estimated 1.3% in 2009.
More detailed information is presented below.
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Enterprise Operations
The City’s enterprise or business-type operations include the City’s water, sanitary sewer, storm
sewer, solid waste recycling, and golf course operations. They are categorized as enterprise
operations because they are run much like a private, stand-alone business that is sustained solely
by the direct revenues they receive. These operations do not receive any property tax monies.
Enterprise operations are funded by user fees, a portion of which is set aside for future capital
replacements. The remaining is used for day-to-day operations. For financial planning purposes,
the City looks at operations and capital investments separately. The financial plan for each of
these categories is discussed in greater detail below.
Operations
Over the next 10 years, the City’s enterprise operations are projected to collectively grow 5% per
year, from $9.8 million in estimated expenditures in 2009 to $14.8 million in 2019. This
assumes that the City will continue providing the same services and levels of services as it
currently does. The projections incorporate increases in personnel, supplies & materials, and
other operating costs including the purchase of water from the City of St. Paul and wastewater
treatment costs paid to the Metropolitan Council.
Projected cost increases by major category for the enterprise functions are as follows:
 Personnel costs - 5% thru 2012; and 4% thereafter
 Supplies and materials - 3%
 Other services and charges - 3%

The projected cost increases through 2019 are comparable to actual increases realized in prior
years. To accommodate these additional costs, operating revenues rates will need to increase by
a corresponding amount. User fee increases will fluctuate greatly depending on the enterprise
function, with golf course and recycling fees rising at 3% annually. By contrast, stormwater fees
will need to rise at 8% annually to offset projected cost increases and to equate current revenues
with current expenditures. Water and sanitary sewer fees will need to rise at approximately 4%
per year.
Cash reserves held in the enterprise funds are expected to generate an investment return of 5%
annually which can be used to partially offset operational costs.
Additional user fee increases will be needed to offset capital investment needs. These increases
are discussed in greater detail below.
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Based on the projected cost increases and added revenues, the cash reserve levels for operations
in the City’s enterprise-type functions are depicted in the following chart:

City of Roseville Enterprise Fund Cash
Reserves - Operations
$1,500,000
$1,000,000
$500,000
$2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Cash Reserves

Capital Investment
The 2009-2018 CIP identified approximately $26.9 million in asset replacement needs including
the replacement of vehicles, water and sanitary sewer mains, stormwater mains and retention
ponds, and golf course improvements. By contrast, using the current funding source of asset
depreciation charges, only $8.5 million of available monies were identified, leaving a funding
gap of $18.4 million over the next 10 years. If existing reserves in the enterprise funds are also
applied, the funding gap drops to $12.7 million over the next 10 years.
Based on the CIP, the City will exhaust its dedicated asset replacement funds for its enterprisetype operations by 2014. This is depicted in the following chart.

Millions

City of Roseville Enterprise Funds
Cash Reserves - Capital
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$5
$$(5)

$(13)

$(10)
$(15)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Cash Reserves
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To prevent a deficit from occurring, the City must; divest some city assets, defer asset
replacements, or increase user fees. If the City chooses to rely solely on increased user fees;
water and sewer rates will need to increase by 3-5% annually over the next 10 years. This is
above and beyond any increase that will be needed to offset increasing operational costs. Green
fees at the Golf Course will need to increase by 4.5% annually to afford planned infrastructure
improvements. These user fee increases can be somewhat mitigated if the City defers some
capital replacements. However, this will likely necessitate greater investment in asset
maintenance.
With the user fee increases, and following the asset replacement schedules identified in the CIP,
the cash reserves in the City’s enterprise funds dedicated for capital needs will be as follows:

Millions

City of Roseville Enterprise Funds
Cash Reserves - Capital (Revised)
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Financial Impact
Based on the projections noted above, the following table depicts the annual water, sanitary
sewer, storm sewer, and recycling charges for a typical household:
2009
$ 519

2010
555

2011
593

Annual Household Utility Bill
2012
2013
2014
2015
2016
634
677
724
774
828

2017
886

2018
948

2019
$ 1,015

As shown in the above table, over the next 10 years a typical household will incur an average
increase of $49 or 9.5% annually on their utility bill. Green fees at the golf course will need to
increase 7.5% per year. Again, these increases can be mitigated somewhat if the City defers the
replacement of some capital assets beyond 10 years.
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General Purpose Operations
The City’s general purpose operations include the City’s police, fire, streets and pathways, parks
and recreation, and general administrative and finance functions. For purposes of this financial
plan, it excludes general facilities such as City Hall, Public Works Building, and all fire stations.
Which have typically been financed with voter-approved bonds.
In contrast to the City’s water and sewer operations, general purpose functions are provided for
by a variety of funding sources most notably, property taxes.
Each year, a portion of the property tax levy is set aside for future capital replacements. The
remaining is used for day-to-day operations. For financial planning purposes, the City looks at
operations and capital investments separately. The financial plan for each of these categories is
discussed in greater detail below.
Operations
Over the next 10 years, the City’s general purpose operations are projected to collectively grow
4.9% per year, from $15.6 million in estimated expenditures in 2009 to $23.3 million in 2019.
This assumes that the City will continue providing the same services and levels of services as it
currently does. The projections incorporate increases in personnel, supplies & materials, and
other operating costs including contracted legal and other professional services.
Projected cost increases by major category for the general purpose functions are as follows:





Personnel costs - 5% thru 2012; and 4% thereafter
Supplies and materials - 2%
Other services and charges - 2%
Minor equipment – 50% thru 2014; and 25% thereafter

The projected cost increases through 2019 are comparable to actual increases realized in prior
years. To accommodate these additional costs, operating revenues rates will need to increase by
a corresponding amount. For General Fund activities including police, fire, streets, etc.,
revenues will need to increase as follows:







Property taxes – 5%
Licenses and permits – 2%
Court fines – 2%
Intergovernmental – 2%
Charges for services – 2%
Other – 1%

For Parks & Recreation activities including recreation programs and park maintenance, revenues
will need to increase as follows:
 Property taxes – 5.5%
 Charges for services – 3%
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Property taxes are needed to increase at a faster rate for the Parks & Recreation activities because
it lacks any substantive cash reserves to buffer cost increases.
Cash reserves held in the general purpose funds are expected to generate an investment return of
5% annually which can be used to partially offset operational costs. Additional property tax
increases will be needed to offset general purpose capital investment needs. These increases are
discussed in greater detail below.
Based on the projected cost increases and added revenues, the cash reserve levels for operations
in the City’s general purpose functions are depicted in the following chart:
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City of Roseville Cash Reserves
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Capital Investments
The 2009-2018 CIP identified approximately $73.4 million in general purpose asset replacement
needs including the replacement of buildings, streets, parks and trails, and vehicles and
equipment. By contrast, using the current funding sources of property taxes, MSA monies, and
interest earnings on the City’s Street Infrastructure Replacement Fund, only $34.7 million of
available monies were identified, leaving a funding gap of $38.7 million over the next 10 years.
If existing reserves in the City’s general purpose asset replacement funds are also applied, the
funding gap drops to $29.9 million over the next 10 years.
Based on the asset replacement schedules identified in the CIP, the City will exhaust its
dedicated asset replacement funds for its general purpose operations by 2013. This is depicted in
the following chart.
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Millions

City of Roseville General Purpose Asset Cash Reserves
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To prevent this deficit from occurring, the City must; divest some city assets, defer asset
replacements, or increase property taxes. If the City chooses to rely solely on increased property
taxes; the City’s property tax levy will need to increase by 11.9% annually over the next 10
years. This is above and beyond any increase that will be needed to offset operational costs.
Again, this is the amount necessary to fully fund all streets, parks and trails, and vehicles and
equipment over the next 10 years while preserving the City’s Street Infrastructure Replacement
Fund at existing levels. All other asset replacement funds will have nominal reserves by 2019.
These property tax increases can be somewhat mitigated if the City defers some capital
replacements. However, this will likely necessitate greater investment in asset maintenance.
It may be prudent to rely on voter-approved bonds to finance the replacement of park system
assets in addition to general facilities. Removing these two large categories would reduce the
need for a tax levy increase of only 5.3% per year.
Financial Impact
Based on the projections noted above, the following table depicts the annual property tax impact
necessary to finance the operational and capital needs for the City’s general purpose functions
including all streets, parks and trails, and vehicles and equipment:
2009
$ 582

2010
645

2011
716

Annual Household Property Tax Bill
2012
2013
2014
2015
2016
823
965 1,128 1,303 1,478

2017
1,653

2018
1,828

2019
$ 2,003

As shown in the above table, over the next 10 years a typical household will incur an average
increase of $142 or 24.4% annually on their property tax bill – holding all other factors constant.
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Appendix A – Financial Plan Schedules
(see attached schedules below)
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