Budgeting

“ Politicsis the authoritative allocation of
limited resources within the confines of
competing interests.” Thomas D. Ungs,
(Retired) University of Tennessee.

The annual budget is the most signifi-
cant of all policy-making opportunities
availableto local officials. Used wisdly, the
budget process can achieve the goals and
objectives of the city or village and assure
the delivery of the services expected by the
citizens.

Focusing on the budget as a policy
document allows elected officials to avoid
the temptation to deal only with those items
with which they may feel most comfortable
—lineitem details of office supplies, for ex-
ample — and concentrate instead on basic
policy issues.

Budgeting often takes two forms. The
first is the operating budget dealing with
short-term, year-after-year matters. The sec-
ond isthe capital budget for long-term, non-
recurring expenses.

The operating budget —
A plan for day-to-day operations

Section 15 of the Uniform Accounting and
Budgeting Act (1968 PA 2, MCL 141.435)
requires cities and villages to adopt a bal-
anced budget (expenditures cannot exceed
revenues) prior to the beginning of each fis-
cal year. The act, however, does not specify
the format of the budget for either the gen-
eral fund (operating budget) or any special
or enterprises funds your community may
use. Local governments are also required to
set the millage rate required to cover the
anticipated expenditures for the year, aswell
asto establish the necessary fees and
charges for various services.

Common budget formats

There are several budget formats available

for use by local governments. The most ba-

sicisthe lineitem budget. Other budget
formats have been developed to assist legis-
lative bodies in establishing policies rather
than counting paper clips, the most common
being the program budget, program per-
formance budgeting (PPBS); management
by aobjectives (MBO); and zero based budg-
eting (ZBB). It is also possible to combine
one or more of these formats.

e Thelineitem budget divides expendi-
turesinto administrative categories such
as salaries, contractual services, office
supplies, postage, etc. Thistype of
budget is easy to prepare, but makesiit
difficult to determine if goals are
achieved or if programs are adequately
funded.

e The program budget presents expendi-
tures by program along with a narrative
description of the servicesto be pro-
vided. Each program budget is com-
posed of line item amounts. For exam-
ple, amunicipality may decide to initiate
a street sweeping program. The entire
program is presented including line item
alocation of the costs required to sup-
port the program. While a program
budget is more complex to prepare, it al-
lows the council to view and evaluate
the merits and costs of each program.

e Theprogram performance budget
(PPBS) shows the relationship between
the dollars spent and units of service
performed to determine a cost per unit
(e.g., cost per mile of street swept). This
is the most complex of al types of
budgets to prepare and unit costs for
some services are difficult to measure
(e.g. cost per crime prevented by acrime
prevention bureau). However, it is use-
ful in assessing the relative success of
each program. Once again, lineitem al-
locations of the costs must be made.
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e The management by objectives
budget (MBO) alowsthe identification
of specific programs or objectivesto be
accomplished during the budget year.
This approach will alow the manage-
ment to establish target dates and costs
for specific objectives and provide a
means for the legidative body to meas-
ure the performance of the various de-
partments and the management struc-
ture.

e Zerobased budgets (ZBB) require
each department to examine its pro-
grams by requiring justification for
every dollar requested. Because of its
somewhat complicated nature, ZBB
should only be used on alimited basis.

Of the foregoing types of budgets, the
program budget is often the most useful and
practical for local officials. It clearly out-
lines the purposes for which funds are being
proposed and it encourages a policy-making
approach to budgeting. Many local govern-
ments will use parts of al the budgeting
types, adapting each to the needs of the
community. Regardless of the overall budget
format used, it is necessary to prepare line
item detail for each section.

Revenue sour ces

An important step in the budget processisto

determine, as accurately as possible, the

amount of revenue available for the upcom-
ing fiscal year. Revenue sources for the op-
erating budget are closely regulated by state
law and local charter. Specia items of in-
come vary among local units of government.

Revenue sources for general operating

budget purposes include:

e property taxes (controlled by law and
charter),
city income taxes,

e licenses and permits (building, plumb-
ing, heating, electrical, air conditioning,
occupancy, amusements, etc., controlled
by ordinance),

e intergovernmental (state shared reve-
nues, Act 51 monies, grants such as
CBDG, Clean Michigan, etc.),

o chargesfor sales and services (engineer-
ing review fees, duplication and photo-
copies, police reports, plan review fees,
etc.),

o finesand forfeitures (drug forfeiture
proceeds, library book fines and penal
fines),

e interest income, and

e miscellaneous.

Of those revenue sources on thelist, lo-
cal elected officials have much discretionary
authority in all except property taxes, city
income taxes and intergovernmental revenue
sources.

A city income tax is currently imposed
in 22 Michigan cities, ranging in population
from 1,952 (Grayling) to 951,270 (Detroit).
Again, asisthe case with property tax, state
statutes closely control the creation of reve-
nues from this source through the Uniform
City Income Tax Act (1964 PA 284). As
amended, the act now provides:

o Newly imposed city income taxes must
receive voter approval.

e Thetax may beimposed on residents,
non-residents earning income in the city
and the income of corporations earned
in the taxing city.

e Limitson therate of taxation (percent of
income) permitted based upon the size
of the city and other criteria.

e Exclusion of certain types of income
from the tax.

Cities and villages reported to state au-
thorities that intergovernmental revenues
made up 27 percent of their operating budg-
etsfor their fiscal year ending 2001. These
resources are a constant concern for local
officials as the formula for the statutory por-
tion of revenue sharing is subject to change
by the state legislature and to reduction by
executive order of the governor. The sameis
even more true for grants from both the state
and federal government, aswell as Act 51
monies.

Be careful of creative financing
Because of the ever-increasing demands for
added services and increasing costs of op-
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erations and facility upkeep, local officias
areinclined to reexamine the revenue side of
the balanced budget with an eye toward
creativity. One should approach creative
financing with caution.

Revenue sour cesto avoid

The International City/County Management

Association (ICMA) in its Handbook for

Elected Officials, advises of approachesto

increasing revenues which should be

avoided:

e Overestimating revenuesin the annual
budget. Overly optimistic projections
are great for balancing budgets, but they
don’'t do much for end-of-the-year fi-
nancial reports and fund balances.

e Borrowing to cover operating expenses.
Some day these borrowed funds have to
be paid back. It may be necessary to
take out short-term loans to cover sea-
sonal cash shortages (property tax re-
ceipts only comein once ayear but ex-
penditures occur throughout); officials
must make sure these loans are paid off
and accounted as such by the end of the
fiscal year.

e Changing revenue payment dates or
changing the fiscal year for the purpose
of realizing cash receipts for more than
one fiscal year in the span of one. For
example, quarterly-paid state shared
revenues could be manipulated to reflect
five quarters of receiptsin one fiscal
year but only three quarterly payments
would be realized the following year.
Thefirst year would be well financed
but the following year could spell disas-
ter.

e Treating short-term revenue sources,
such as “one shot” federal grants, asif
they were continuing long-term com-
mitments for funding.

e Creating a new revenue source which
increases revenues in the short-term, but
provides disincentives and erodes the
base of revenuesin the long run. Here
oneisreminded of the controversies
over the single business tax, the onerous
worker’s compensation on the state level

and property tax abatement on the local
level.

e Allowing all revenuesto be spent as
soon as they are received, leaving no
opportunity for reservesto build up to
within reasonable limits. Reasonable
limits are considered to range from one
month of operating cost to ten percent
of the annual budget. Without reserves,
local governments are unable to meet
emergencies such as natural disasters at
atime when citizens have nowhere else
to turn for their critical needs.

The foregoing provides insight into the
revenue side of the operating budget. Now
let’ s examine the expense, or expenditure,
side.

Expenditures

Public expenditures are the amounts paid by

the municipality for the services required by

the residents and businesses of the city or

village. Under state law, all public expendi-

tures are to be only for public purposes.

Generally, allowable expenditures fall into

the following categories

e genera government (council, manager,
finance, clerk, etc.),

e public safety (police, fire, code en-
forcement and inspections, €tc.),

e public works (streets, drains, sidewalks,
engineering, water and sewer, etc.), and

e recreation and cultural.

The capital budget -- a longer view

The capital budget provides funding for non-
recurring expenditures such as construction
and acquisition of buildings, infrastructure,
facilities and eguipment. These expenditures
are “lumpy,” non-repetitive and may span
several years for project completion or ac-
quisition.

The capital budget is another annual
plan of revenues and appropriations. It isa
document adopted by the local legidative
body and having the force of law as alegally
binding allocation of funds. It often repre-
sents the first year of amulti-year capital
improvement program.
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Revenue sour cesfor the capital may
include any of those for the operating budget
plus other sources for long-term capital im-
provements:

e gpecia assessments,

o feescharged for construction,

e magjor road funds, Act 51 — gas and
weight taxes,

e |ocal road funds, Act 51 — gas and
weight taxes,

e enterprise fund allocations from water,
sewer and other utilities, and

e bond proceeds from issues by the local
governing body and any of the authori-
ties created by it (e.g., building authori-
ties, downtown devel opment authorities,
housing authorities).

Capital budget expendituresfor prop-
erty acquisition, construction and equipment
usualy include alocations to provide facili-
ties for the operating departments of the lo-
cal unit. Most of these are easily recogniz-
able:

e genera public works (streets, drains,
water, sewer, sidewalks, lighting, motor
equipment pool),

e police (equipment, vehicles, facilities),

o fire (equipment, apparatus, station
houses),

e parks (land acquisition, recreation cen-
ters, play fields, athletic equipment, na-
turetrails, etc.), and

e library and museum (buildings, furnish-
ings and equipment).

When considering capital expenditures
for new facilities, budget makers must keep
in mind the need for operating funds to place
the new building or facility into operation.
The need for additional employees, costs for
heat, lighting, water, telephones and so on
are appropriate concerns of those with
budget making authority.

The capital improvement program
(CIP) is perhaps the most important policy
planning tool available to local budget
makers.

The CIP usually extends threeto five
years beyond the current or proposed budget
year. It provides a schedule of projects year-
by-year into the future. The first year on the
CIP should be considered the next year for
capital budget allocations. Each operating
department is expected to be represented in
the CIP, and the task of the budget makersis
to make sure the year-to-year estimated
costs are within the financial capacity of the
local unit.

Used properly, the CIP provides a sys-
tematic approach to financia planning over
aperiod of yearsfor:

e increasesin operating costs for new
facilities,

acquisition of rights-of-way,
contributions to other authorities,
special assessment projects, and
bond issuance planning.

The CIP can be the keystone of a strate-
gic plan. It can also provide opportunity for
a systematic approach to preventive mainte-
nance and the rebuilding of facilities and
infrastructure. Scheduling of heavy preven-
tive maintenance and rebuilding will often
extend beyond the CIP time span:

e concrete streets —joint grouting and re-
sealing plus selective slab replacement —
seven-year cycle,

o concrete sidewalks —leveling and flag
replacement —five-year cycle,

e water distribution system — system re-
placement — 20 to 30 year cycle, and

e public buildings — plumbing, heating,
electrical system updates — 20 to 30 year
cycle.

Capital improvement programming is
essential for the long-term well-being of the
community. The importance of this part of
municipal finance cannot be overstated.

For more information

Sample budgets, budget policies and ordi-
nances are available through the League's
Municipal Resource Center. Call 800-653-
2483 or email info@mml.org.
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A suggested schedule for
the budgeting process

(Assuming that your fiscal year begins July 1st.
If yoursis different, adjust the schedule accordingly.*)

On or about Step in the budget process

January 1 Chief administrative officer or fiscal officer develops prelimi-
nary estimates of revenue for the coming fiscal year.

Legislative body, based on recommendations from staff, estab-
lishes goals and priorities for the coming fiscal year.

February 1 Chief administrative officer or fiscal officer asks department
heads to compile budget requests for the coming fiscal year

March 1 Department heads submit budget requests for the coming fiscal
year

April 1 Chief administrative officer presents the proposed budget to the
legislative body

May 1 Council review completed; revisions made; union negotiations
completed, etc.

May 7 If necessary, council adopts a resolution on the proposed addi-

tional millage rate for the coming fiscal year

May 16 Public hearing on the millage rate if you take advantage of in-
(Optional) creased SEV or want to increase the millage rate (Note: If you hold
this separate hearing for the millage rate, the notice must include
requirements set forth in MCL 211.24(e).)

May 28 Public hearing on budget, which may aso include the millage
rate information.

May Millage set after final SEV figures are received. Cannot be
more than proposed in public hearing unless another hearing is
held.

*Y ou will also need to check your charter and/or ordinance for additional deadlines.
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