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CITY OF ROCHESTER, MINNESOTA
MISSION STATEMENT

The mission of the City of Rochester is to provide a safe,
attractive environment through the responsive, efficient
and costeffective delivery of municipal services.

The City will strive to enhan@®mmunity pride by
Improving the physical, environmental, economic,
cultural and social quality of the community.
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STEVE RYMER

City Administrator
City Administrator's Office
201 4th Street SE, Room 266
Rochester, MN 55904-3781
August 31, 2018 (507) 328-2004
FAX (507) 328-2727

Honorable Mayor and City Council Members,

On behalf of the entire Rochester team, it is a privilege to present the Recommended 2019 Operating
Budget and 2019-2024 Capital Improvement Program Budget (CIP). The budget document is the product
of many employees working in a collaborative manner to align resources and propose service level
enhancements while continuing the City Council’s longstanding tradition of being fiscally responsible. 1|
want to personally recognize the outstanding leadership of Rachel Houdek, Aaron Parrish, Dale
Martinson, the Leadership team, and the entire Finance team for their collective efforts in developing the
recommended budget for your consideration.

This year’s efforts have been extraordinary as the City simultaneously commenced the transition to a new
budget process and the Council’s strategic priorities initiative. Anticipating that the City Council will
consider formally adopting the following priorities in September 2018, the team has worked to align
resources in a manner that advances each priority. The four priorities are:

Enhance Quality of Life
Foster a Team Oriented Culture
Manage Growth and Development
Balance Public Infrastructure Investment

For 2019, the budget development process has been revised as the City transitions to a revenue first, multi-
year budget. This is anticipated to be fully implemented over a two year period (2018 and 2019). The
goals for the new process are 1) align resources with City Council strategic priorities, 2) advance the City’s
commitment to financial sustainability, 3) prioritize both operating and capital expenditures, and 4) ensure
sufficient revenues exist to deliver existing and proposed services and projects. Finally, by providing the
recommended budget approximately 90 days earlier than previous years, the City Council will have
additional time to evaluate and revise the recommended operating and CIP budgets if it so chooses prior
to adoption in December 2018.

The 2019 budget is also the first time the City is providing the budget document in an electronic, user
friendly format. This improvement provides a new look for the budget and allows readers the ability to
easily navigate the document. | want to thank the Finance team for their dedication and hard work to
achieve this ambitious goal for 2019.



Developing the Recommended Operating Budget
Baseline Budget + Decision Packages + CIP = City Administrator Recommended Budget

The budget process began with the operating departments, Administration, and Finance working
collaboratively to develop the “baseline” budget for each department and their respective divisions. By
definition, the “baseline” establishes the resources necessary to maintain the delivery of existing services.
It does not include additional resources to enhance (or expand) services.

Significant factors affecting the baseline budget.
e Projected salary increase - $2.6 million (Governmental $2.5 million)
e Health insurance costs - $1.55 million (14% increase based on history) (Governmental $1.47 million)
e Projected PERA increase - $0.397 million (includes 0.75% Police & Fire pension payment)
e General Obligation (GO) Debt Increase - $0.12 million (Fire apparatus approved in 2018 budget)
e CIP - $5.0 million plus $1 million tax abatement
¢ Including legal services resources in the City Attorney budget instead of the use of contingency
funds - $.4 million
e Historically funded CIP position moved to the operating budget $.153 million
e Reduced Police Department overtime - $.311 million
e Reduced transit request - $3.974 million
e Increased Building Safety charges for services — $.370 million
e Reductions across departments $.229 million
e Outside Agency’s contributions included at 2018 adopted levels

Once the baseline budgets were completed, departments then submitted prioritized Decision Packages
(“DPs”) for consideration by the City Administrator. A DP is a request to enhance services by adding new
teammates, equipment, or supplies to a department’s baseline. In total, 43 DPs are included in the
recommended budget with a total expense of $2,049,963. This is offset by an additional $200,007 in
revenue or a reduction in a baseline expense.

Of the 43 DPs, 9 are for new positions, 5 were for new vehicles, and the majority are for equipment,
supplies, or services. The complete list of all recommended DPs is included in the Appendix II.

From a property tax levy perspective, the baseline budget plus those DPs supported by property tax
would require a total levy increase of 8.77% as detailed below.

Baseline Budget Decision Packages/CIP Recommended Budget

Property Tax
Levy Increase 5.3% 3.47% 8.77%




The third modification in the budget process is providing the City Council and community with a fundable,
six year CIP. In previous years, it was typical to have the first year funded with additional financial work
for years two through five. As the City Council will observe, this greatly pares back the recommended
CIP. At this stage of the budget process, the primary focus has been on tax supported projects. Additional
analysis will be performed on enterprise operations and those sections of the CIP should be considered a
working document. There may also be an opportunity to advance the critical airport runway reconstruction
work pending additional funding by our partner state and federal agencies.

Notable 2019 Tax Levy Supported Projects Include ($3.6M of the 4.6M CIP):
o $1,000,000 allocated to resurfacing local streets.
$275,000 in Emerald Ash Borer funding
$200,000 for repairs to the National VVolleyball Center Parking Lot
Completion of improvements at the Northern Hills Golf Course
$745,000 for the acquisition of buses to support expanded transit service and replace para
transit service buses.
$733,572 in Funding for the acquisition and repairs of the North Police Station
o Approximately $362,000 in IT investments including security improvements, network
upgrades, and IT integration.
o $320,000 in facility maintenance across various Departments

o O O O

O

Future years:
o Continuing to grow funding for resurfacing of local streets, increasing to $3M by 2024
o Notable street projects include:
= 2nd Street SW from 11th Ave to 16th Ave
= College View Rd (CSAH 9) from 19th Ave to E Circle Drive
= Reconfigure 16th Ave from 2nd St SW to 4th St NW
= 11th Ave E from 4th St SE to Silver Creek bridge
= Reconstruct 65th St NW from 37th Ave to 50th Ave NW.
o Continued investment and leveraging state funding for Cascade Lake Master Plan
Improvements
o Initial investment in Gamehaven Active Nature Sports Park in 2024
o Bonding in 2020 for the North Police Station ($1.8M in debt payment would commence
in 2021)
o $1,250,000 for Library renovations/investment

As previously mentioned, the 2019-2024 CIP document only includes funded projects. The complete list
of projects requested by departments is provided in the Appendix Il to demonstrate there remains a
financial need in many areas to meet the City Council’s and community’s expectations (e.g. parks, streets,
and library). Over the six-year timeframe, unfunded projects total $145,440,950.



Expenditures Summary
The total Recommended 2019 Budget is $289,258,308. This includes all operating and CIP expenditures
as shown below and compared to the City Council’s 2018 Adopted Budget.

2018 Approved Budget 2019 Recommended Budget

2018 2019

$285.3 million $289.3 million

Operations Debt Service Operations Debt Service
$178.6 million $9.2 million $184.4 million $9.9 million

Capital Capital
Improvement Improvement
Program Program

$97.5 million $95 million

The recommended 2019 budget is an increase of $3,414,663 from the 2018 approved budget. This is
attributed to a recommended $5,173,797 increase in the operating budget, a recommended decrease of
$2,400,408 in the CIP and a Debt Service increase of $641,274. As demonstrated below, the baseline
budget accounts for $196,968,919 of the total recommended budget. This includes only $6 million of the
total CIP, $5 million of tax levy along with $1 million in tax abatement. Other funding sources require
CIP review and are therefore only included in the Recommended Budget.

Tax Supported $72,190,330 $2,379,054 $74,569,384
Other $124,778,589 $89,910,335 $214,688,924
Total $196,968,919 $92,289,389 $289,258,308

*Only includes $6 million of tax levy CIP expenses



Overall, the Recommended 2019 budget includes expenditures in six major categories for all funds.

2018 Approved Budget 2019 Recommended Budget

30% . 15% 31%
4 10%

4%
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34% 33%
m Employee Services  w Contractual Services m Other Charges » Employee Services w Contractual Services m Other Charges
u (1P Debt Service u Miscellaneous a CIP Debt Service u Miscellaneous

The City’s full-time and part-time employees are the most important resource for the delivery of high
quality services. Of the City’s annual investment in its employees, approximately 70 percent is related to
salaries and the remaining 30 percent is attributed to benefits (health insurance, retirement, etc.). The 2019
cost of employee services is recommended to increase by $5,037,558 over 2018. The majority is a result
of the increases in base compensation per the existing collective bargaining agreements, health insurance
expenses, and nine new positions included in the DPs. The City of Rochester is self-insured for health
insurance and high health care expenses continued in 2018 necessitating the need to significantly increase
2019 funding.

From a General Fund perspective, the majority of expenditures are for public safety services. This has
historically been the case in Rochester with the remaining resources being allocated for public works and
general government.

ﬁ
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Public Safety: Police, Animal Control, Dispatch, Fire, Building Safety, Flood Control and Emergency Management

Public Works: Engineering, Street Infrastructure, Fleet Maintenance, Traffic and City Lighting

General Government: Mayor and City Council, City Administration, City Clerk, Elections, Administrative Fines, Finance, City Attorney, Human Resources, Planning and Zoning, Information Technology and City Hall Maintenance
Other: Music, Art Cir/Civic Theatre, 125 Live, Community Reinvestment, Develapment Adminitration, Economic Develapment, CBD, Unallocated and Cantingency



Revenue Summary

To fund all recommended expenditures, Table 1 provides the detail of the proposed 2019 Major City
Revenues. For comparison, the 2018 Adopted Budget revenues are also provided. It is important to note
that the City’s property tax levy accounts for approximately 26 percent of total revenues. The remaining
74 percent of revenues are derived primarily from charges for services by those receiving direct benefit
from the respective City service (recreation program, parking, sewer utility to name a few) and
intergovernmental revenues, which includes Local Government Aid (LGA) from the State of Minnesota.

Table 1

2019 MAJOR REVENUES VS 2018

2018 Adopted 2019 Recommended Increase/(Decrease) Percent of Change
Budget Budget

Tax Levy & Tax Abatements 68,554,151 74,569,384 6,015,233 8.77%
Local Government Aid 7,497,955 7,497,955 0 0.00%
Hotel/Motel Tax 5,100,000 5,257,142 157,142 3.08%
Cable TV Franchise Fee 1,440,000 1,460,000 20,000 1.39%
Inspection Permits 3,400,000 3,520,000 120,000 3.53%
In Lieu of Tax 11,962,882 11,977,242 14,360 0.12%
Sewer Utility Charge 25,000,000 27,000,000 2,000,000 8.00%
Storm Water Utility Fee 6,645,000 6,938,000 293,000 4.41%
Library Fund

City Share-Levy 6,670,354 7,022,747 352,393 5.28%

County Share 969,820 999,844 30,024 3.10%
Municipal Recreation Fund

Fee Revenues 4,227,750 4,330,237 102,487 2.42%

Non-Fee Revenues 7,129,079 7,762,669 633,590 8.89%
Mayo Civic Center

Fee Revenues 3,811,300 3,850,500 39,200 1.03%

Non-Fee Revenues 1,850,237 2,413,535 563,298 30.44%
Parking Fund

Parking Fines 346,000 370,000 24,000 6.94%

Parking Ramps 5,148,949 7,418,756 2,269,807 44.08%

Street Meters 970,000 1,040,000 70,000 7.22%

Parking Lots 551,769 521,080 (30,689) -5.56%



The funding of local government services is a complex process. In Rochester, the primary means of
funding general services (Police, Fire, Parks, Streets, Library, etc.) is through the City’s property tax levy.
It is important to understand that approximately 35 percent of a resident’s property tax bill is attributed to
funding City services, the remaining 65 percent is for other public agencies (e.g. Olmsted County, School
District). For commercial properties, it is approximately 30 percent. With that being said, a 1 percent
increase in the City’s tax levy would generate an additional $685,500 in new revenue for 2019. Other
revenue sources to fund general services are projected to remain relatively flat.

In addition, funding for Parks and
Recreation, Library, MCC,
Rochester International Airport,
Governmental Funds — Major Revenues Storm  Water Utility and CIP,
among others are accounted for in
their respective funds as shown on
the Summary of Means of
Financing page in the budget
s i e document. A portion of property tax
revenue is appropriated to a limited
number of these services, with the
majority going to the Library
($7,022,747), Parks and Recreation
($7,662,497) and Capital
Improvement ($5,634,667).

$20,000,000

$10,000,000

lml .:m] -]ﬂ] As previously discussed by the City

O Fe S e ot Ty LeA Ot Council, the General Fund, Library
Fund, and Parks and Recreation
Fund disproportionately rely on property tax revenue. As a growing community, there continues to be
growing demands for services funded by property taxes. The Major Revenues chart demonstrates the
growth in property taxes compared to other significant General Fund revenues. It is recommended that the
City Council review potential strategies in 2019 to address this issue. Without an increase in non-property
tax revenues, the City may be challenged to increase service levels and will have difficulty maintaining
existing service levels without significant annual property tax levy increases. Included in the appendix is
the draft comprehensive fee schedule that itemizes all City fees in one location. This should be considered
a working document and will be finalized over the next couple months.

$0 1]
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The City’s seven percent hotel/motel tax revenue is estimated to increase from $8,925,000 in 2018 to
$9,200,000 in 2019 and is allocated as shown below to fund Experience Rochester (Convention and
Visitor Bureau), MCC operations, General Fund, as well as MCC debt service for the recent expansion.



ALLOCATION OF HOTEL MOTEL TAX
(CURRENT TAX RATE 7%)

Convention and MCC and
Tourism, 2% General Fund,
1% by Agreement 2%
1% by Law
MCC-2015

Expansion, 3%

* MCC - Mayo Civic Center

Investment of 1998 and 2005 Sales Tax Funds

The City has approximately $5 million of surplus sales tax dollars that are available for investment in City
services or projects. This is possible because Subdivision 5(b) of the special law allows for any sales tax
amounts remaining after paying the costs of those projects plus any bond related principal, interest or costs
can be transferred to the City’s general fund. The aforementioned costs have been paid and as a result, it
is recommended the Council invest the $5 million accordingly (each recommendation is explained below
in more detail):

e Establish Community Development Department: $1 million

Establish a Public Facility Capital Reserve Fund: $2 million

2019 street overlay projects: $1 million (in addition to CIP recommendation)

Equipment Replacement Fund investment: $500,000

Unallocated: $500,000

Community Development Department

During 2018, there has been significant discussion about the City establishing its own Community
Development Department as part of its overall efforts “to be recognized as America’s most innovative
development services team.” The goals are to 1) foster a culture of continuous improvement and
innovation, 2) exceed expectations, 3) collaborate, 4) measure performance, and 5) deliver value in all
that we do. It has been determined that a Community Development Department would have an annual
expense of approximately $1.6 million and annual revenues of $.5 million.



During the City Council’s most recent discussion, it was requested that creating a new department be
considered during the budget process. The recommended budget does not include funds for a Community
Development Department. Rather, the City’s Administration and Finance team have developed a funding
strategy for City Council consideration that limits the ongoing need for new financial resources. As such,
it is recommended that the Council approve the following financial strategy and direct staff to include the
funds in the adopted budget.

There are two primary funding sources that have been identified to minimize the need for a significant tax
levy increase. The first strategy is to pay for the 2019 partial year expense using a one-time transfer of $1
million from the sales tax funds. By doing so would eliminate the need for any tax levy support in the first
year. The second strategy is to re-allocate the current Downtown Abatement District special levy of
approximately $1 million annually that will expire after 2019 to the Community Development
Department. Beginning in 2020, the new department would require $1.25 million in support and re-
allocating the tax abatement funds would allow for a more seamless transition. It is also important to note
that the City Council could review the City’s development fees to evaluate if any increases are warranted.
If so, this would decrease the tax levy support in future years.

Revenue Revenue Revenue
Estimated Sales Tax Re-allocate from Property Tax
Net Surplus Abatement Levy
Year Expense District
or
Increase in
Development
Fees
2019 $1,000,000 $1,000,000 $0 $0
2020 $1,250,000 $0 $1,000,000 $250,000
2021 $1,300,000 $0 $1,000,000 $300,000

If the City Council concurs with this funding strategy, it is recommended that the City immediately
proceed with the hiring of a Community Development Director to lead the hiring of the new team, review
existing processes, and assist with finding a location for the Community Development Department,
Building Safety Department, and Public Works Department to be located in the same office space. The
Community Development Department would begin serving the community on July 1, 2019.



Pressures on Financial Sustainability

Similar to many communities across the country, Rochester has a need for additional annual investment
in its streets, parks, library, and other public facilities. The City recognizes that ongoing revenue is
insufficient to fund these vital community assets at a sustainable level. The condition of the publicly-
owned infrastructure is declining and the deferred maintenance backlog is increasing. The expense to
repair these assets grows as each year passes so it is fiscally responsible to address this issue now, though
additional resources are necessary.

Unlike the Equipment Replacement Fund for fleet (see note below), the City does not have a fund to
accumulate funds for capital replacements and the replacement of fixtures, furnishings, and equipment in
its existing public facilities. In a study performed a few years ago, it was estimated that the City would
need to allocate $2.5 million annually (or about $1.50/square foot) to ensure funds are available as required
to maintain these important assets. Currently, the City primarily relies on annual tax levy, and in some
cases operating revenues for enterprise funds, to make the necessary improvements. This has proven to be
difficult, thus the City has significant financial exposure if existing equipment needs to be replaced. It is
recommended that a Public Facility Capital Reserve Fund be created with the initial $2 million in funding
coming from the sales tax surplus. Future budgets would then include annual contributions to the fund.

Rochester’s street condition is in a state of decline. According to the
August 2016 Pavement Condition Index Report (included in appendix),
the City currently allocates approximately 30% of the $32 million
required annually to improve our streets.

REBUILD AND REIMAGINE
AMERICA’S INFRASTRUCTURE

It is critical that a realistic and sustainable financial plan be adopted to
address this community issue. The National League of Cities has made
this a priority as the long term success and sustainability of communities
will be predicated on resolving the funding shortfall. In fact, the U.S.
Chamber of Commerce has also supported this effort and recognizes new
revenue is needed in communities across the country. For 2019, it is
recommended that $1 million of the sales tax surplus be invested in the
community’s streets

Note: Even though the City has a long established Equipment Replacement Fund, the balance has slowly
decreased from its high point of $8 million to its current balance of $3 million. Because of this, the
recommended budget includes an increase in our annual departments’ contributions and all new vehicle
purchases require the use of tax levy (or another appropriate funding source) rather than the historic
practice of fund balance. It is also recommended that $500,000 of surplus sales tax dollars be allocated to
the fund. Lastly, the team will be convening a work group to evaluate the City’s current fleet management
system and funding strategies with the goal to bring forward a recommendation in early 2019.



Summary

On behalf of the entire organization, I am extremely proud of the budget that has been presented for the
City Council’s consideration. The changes to our budget process and format will pay dividends now and
into the future. |1 want to personally thank everyone who has been involved in the process with a special
thanks to the Leadership Team and members of the Finance Department.

The City is able to maintain its positive financial condition and AAA credit rating due to the fiscally
responsible actions taken in the prior years and by prudently investing in service level enhancements as
resources allow. Moving forward, there are many signs that the Rochester community will continue to
prosper. At the same time, the City Council and professional team will need to evaluate strategies to
improve the community’s existing public infrastructure and enhance services in the coming years as
Rochester continues to grow. These efforts will position our organization to meet our community’s needs
and maintain our high quality of life, so Rochester remains a highly desirable place to live, work, play,
and do business.

Sincerely,

Steve Rymer
City Administrator
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