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To:

From:

February 16, 2011

The Honorable Mayor and City Council Members

John Szerlag, City M::magc—:-cy0
John M. Lamerato, Assistant City Manager/Finance & Administration

Lori Grigg Bluhm, City Attorneyiﬁ (@

Subject: Three Year Budget Calibration Options

You tabled the issue of possible budget modifications to the meeting of February 21, 2011. Based on
the resolution that was tabled, the primary emphasis is going to be on trying to find a way to keep the
Library from closing. To assist in your deliberations you have the following options:

1.

Pass a resolution increasing the millage rate up to one mill for the operation of the Library. This
option can only be exercised when the annual millage rate is set with the adoption of the
budget. The Library is not funded in the 2012 budget, and therefore Council would need to
take immediate action (tonight} in order to keep the library open to the public past April 30,
2011. This would allow for budget preparation and ordinance drafting. However, since the
money must be segregated and used only for library purposes, there would need to be
amendments to the Library Ordinance (Chapter 9), which should be completed in advance and
made effective as of the date of any millage increase.

Redefine your core competencies of Police, Fire, and Infrastructure Maintenance to include the
Library. This action will mandate further cuts to Police Department Personnel.

Use more Fund Balance. Although we have a three year balanced budget, it is predicated on
Fund Balance usage every year, since our expenditures are more than our revenues. To
accelerate the use of Fund Balance is a short-term fix that mortgages our future and could
trigger the State of Michigan assigning a receiver to balance our budgets.

Withhold or reduce funding to the Defined Benefit Pension Fund. There are negative
consequences if the City does not provide funding in accordance with the actuarial
determination which could result in receivership, and could violate the State Constitution. As
to Troy’s Defined Benefit Plan:
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a. Troy has a closed system with less than 30% of all full-time employees in the defined
benefit plan;

b. There were many years in recent history when the City of Troy did not make any
contribution to the pension fund because there was enough money to meet the annual
contribution requirements in the fund from employee contributions and investment
income there from;

c. Many cities have a dedicated mililage rate to fund pensions. This is called Act 345,
Troy does not utilize such a millage;

d. Troy has the lowest millage rate in the area.

ff you decide to keep the core competencies as currently defined, and close the Library, there are still
issues that need to be addressed. These issues are contained in the organizational restructuring
review of the City of Troy prepared by the International City Management Association. Items of
salience having budgetary impacts follow:

1. The Streets, Drains, and Parks components of Public Works will be unsustainable unless 7
full-time positions are restored. Using a rough cut estimate of .5 million dollars a year in added
employee costs, and we need to find 1.5 million dollars for a 3 year budget to restore the 7
positions.

2. The departments of City Clerk, Human Resources and Purchasing are unsustainable because
of the cuts being made to them. We are going to engage in cross-training and staff-sharing to
provide the highest level of service possible. In order to be effective, these employees need to
be located in close physical proximity to each other. This will involve spending money, either
in this building or someplace else. An initial capital outlay would be required.

3. Recreation and Community Center programming are now structured to be more self-sufficient
without General Fund monies being expended for the Community Center. However, we are
going to a very low level of service in this venue. 1t is unclear, at this time, what the community
reaction will be, especially among the tens of thousands who use the Community Center and
our recreation program.

Two more things:

1. Every Council meeting we hear from select persons in the audience that the City of Troy’s
financial challenge could be solved if only the manager and his employees took more cuts in
pay and benefits. To this a quotation is provided from the ICMA restructuring report.

“The City’s salaries and current benefits are comparable to similarly sized Michigan cities; and
measures to contain these costs are leading edge practices (appendix E).” More importantly,
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City Council gave direction to achieve a 10% savings in payroll costs from fiscal year 2009/10,
and this has been accomplished for roughly 30% of our employees. City Council has
previously accepted the operational definition of payroll costs as the sum of base salary/wage,
pension, FICA and workers compensation.

. Mr. Craig Rapp, Senior Consultant at the International City Management Association, reported
that staff is committed to providing excellent services to the citizens, businesses and visitors in
Troy. Rapp encouraged community input, to make sure that the community valued these best
practices. It could be that the majority of residents just want a place to live that is inexpensive,
and quality of services takes a back seat to the millage rate that is being paid for those
services. We believe that City Council needs to engage the public to see if this is indeed the
case.
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