City of Vision

August 2014
Dear Citizens:

I respectfully transmit the budget for the City of Rio Rancho for the fiscal year July 1, 2014
through June 30, 2015. | write this letter with cautious optimism about the future of our
community and our city government as we finally move beyond the economic recession.

Development of our community and job creation is on the rise. Some highlights of projects
currently under construction include: Presbyterian Rust Medical Center’s $86 million expansion;
Rio at Cabezon 24/7 skilled health care facility; Sandia Laboratory Federal Credit Union; Unser
Pavilion Building No. 3 for multiple tenants, including Hangar Prosthetics; Dion’s; Walmart
Neighborhood Market; and a Presbyterian medical clinic in Enchanted Hills. On the horizon is
construction work for TJ Maxx, Bed, Bath & Beyond, Michael’s, Kirkland’s, Famous Footwear,
Petsmart, and Rue 21 at the Plaza at Enchanted Hills; a 7-11 convenience store; and a U-Haul
and storage facility.

The national, regional, and local housing markets are also showing signs of renewed strength.

In Rio Rancho, earthwork has started on a new subdivision located just off Northern Boulevard.
Named Solcito, Phase I will consist of 51 lots and is the first new subdivision to get underway in
several years. The Neighborhood by La Vida Llena, a $50 million senior-living project in the
Loma Colorado community, is likely to break ground in the coming month or two.

All of these projects are tremendous for Rio Rancho because they mean jobs and revenue
generation to fund public services. In addition, activity like this creates a buzz about the
community that helps attract more interest from other businesses looking to expand and open
new operations or relocate.

For the Fiscal Year 2015 budget, city departments have come together to continue to operate as
efficiently as possible and do more with less. As such, the budget includes additional funding for
critical areas such as public safety, roads, and employee compensation. | am proud to say that the
city is strategically allocating limited resources for several new public safety positions and
seasonal workers for street maintenance. Funding has been made available for the city’s
Geographic Information System (GIS), pavement preservation and water line replacements, and
for high priority streets and right-of-way heavy equipment. The budget also includes funding for
city employee raises, which is in-line with recent pay study recommendations. All employee




groups will benefit from the funding made available. Lastly, two other highlights in this year’s
budget is funding for economic development services and the extension of Broadmoor Boulevard
to the City Center area, which is in collaboration with the University of New Mexico.

We estimate that the General Fund reserves will exceed the State of New Mexico requirement of
1/12th (8.3 percent) of expenditures and end the year at 12.8 percent, which is slightly below the
city’s policy target of 15 percent but still adequate for the city’s short-term needs. Having these
reserves is not only a best practice, but is critical due to the somewhat volatile nature of the city’s
main revenue, the Gross Receipts Tax. As we know, unexpected emergencies can be costly and
maintaining healthy fund balances gives the city flexibility and capacity to address these
situations. Going forward, the city will need to remain vigilant with respect to maintaining city
revenue and service levels.

In summary, the past five years have been fiscally challenging for city government. However, this
year | believe that we are in a position to invest more in our most important assets, our
employees, as well as our quality of life and other important areas of need such as our roads and
the equipment needed to provide quality services to the public. By doing this, the city will be able
to continue to address the strategic priorities of our community over the long term. | want to
acknowledge all city staff for their tireless efforts to bring the best public services possible to the
community and residents. On behalf of the Rio Rancho Governing Body and the employees of
the City of Rio Rancho, I thank all of the residents and community stakeholders for their support
of our great city.

Sincerely,
i,:" 7 //;/' y 7
I e .

Greggory D. Hull, Mayor



City of Vision
August 11, 2014

The Honorable Mayor Greggory D. Hull
City of Rio Rancho

3200 Civic Center Circle NE

Rio Rancho, New Mexico 87144-4501

Dear Mayor Hull:

In compliance with the City Charter and applicable state statute, | hereby submit to you the
Adopted City Budget for Fiscal Year 2015 (FY15).

The Budget for FY15 is a balanced budget and reflects the City’s Strategic Goals. We continue
to project a balanced five-year General Fund financial plan. This reflects the City’s continued
efforts to achieve a sustainable long-term budget. In that regard, recurring revenues are
projected to exceed recurring expenditures in FY15 and the ending fund balance is expected to
exceed the City’s 15 percent target in FY109.

The FY15 Budget reflects a local economy that is continuing to slowly improve, digging itself
out of negative job growth that has hampered the metro area over the last five years. Various
signs suggest that the economy is recovering, including a steadily declining unemployment rate,
improved housing market indicators, and overall lower foreclosure activity in the area compared
to recent years.

Unfortunately, the growth in revenues has not been strong enough to meet all of the funding
needs of the City. There continues to be more needs than can be addressed with current
resources. This has meant tough budget decisions and allocating our limited resources in the
most efficient and strategic way possible. City employees have continued to look for ways to
limit expenditures and achieve operational efficiencies where possible.

Local Economy and Revenues

After five consecutive years of negative employment growth in the Albuquerque Metro Area, the
Bureau of Business and Economic Research forecasts job growth to reach 1.5 percent in 2014.
Sectors leading the job growth include the healthcare and social assistance sector as key
provisions of the Affordable Care Act are implemented. In addition, the administrative and
waste services sector is forecasted to add 3.9 percent, as temporary employees are added to the
job rolls and call centers open and expand. The construction sector should continue to improve
in 2014 with a projected 4.5 percent increase, as single-family and multi-family construction
picks up. In 2013, the Albuquerque Metro area housing market showed signs of improvement,
consistent with the national trend. Rio Rancho housing permits for calendar year 2013, while
still below long-term historical averages, increased 16 percent from 2012 levels. Additionally,
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foreclosures have fallen from the peak seen in 2009 and were 18.8 percent lower in 2013
compared to 2012.

Labor markets continue to improve, albeit very slowly, following the national trend. The national
and regional unemployment rates continue to inch down, with the metro area unemployment rate
falling from a high of 8.3 percent in 2010 to 7.1 percent currently. The Bureau of Business and
Economic Research expects employment growth to be slow in the metro area over the next 5
years, with employment expected to grow 1.2 percent in 2014, and range between 1.1 percent
and 1.3 percent over the five year period. Personal income growth is expected to range between
4.3 percent and 5.5 percent over the same period.

Recent employment developments announced for Rio Rancho include Presbyterian Rust Medical
Center that will undergo an $80 million expansion beginning this summer to increase capacity up
to 120 more beds and with additional services. The facility’s current 658-person workforce is
expected to grow by approximately 100 jobs.

Stream Global Services, a business process outsourcing provider, will add 200 workers at its Rio
Rancho sales and customer service center to support a telecommunications client. Alliance Data
Systems customer care center will add approximately200 employees, expanding the workforce to
nearly 700, to support a growing client base.

DHF Technical Products, a precious metals processing company, announced it will open a
25,000-square-foot headquarters and production facility in Rio Rancho that will create 35 new
jobs immediately and up to 50 over time.

La Vida Llena will break ground this year on The Neighborhood, an assisted living community
that is expected to employ about 120 employees. The $50 million, 200-unit complex will be
located on 12 acres at Loma Colorado Drive and Northern Boulevard.

As a result of the economic outlook, General Fund revenue, as detailed below, is expected to
grow 4.9 percent. Future increases in the General Fund revenue range from 1.6 percent to 8.0
percent through FY19. The five-year plan reflects state legislative changes to the hold-harmless
provision which will be phased out. There is no impact from the phase out in FY15. The
changes take effect in FY16 when the impact will be approximately a quarter million dollars,
then grows 6% annually over a 15-year period, reaching approximately $1.6 million by year 5
and an estimated $8.5 million by Fiscal Year 2030, at full phase out.

The legislation allows municipalities to impose Gross Receipts Tax (GRT) increments to make
up for the phase out of hold-harmless funds. Imposing a 1/8th percent GRT would generate
approximately $1.2 million in Fiscal Year 2017, while imposing the maximum 3/8ths percent
would generate about $6.5 million by FY 2030. Even with the additional GRT levies, city
revenues will still show a deficiency of $1.8 million at full phase out. The loss of this revenue
and the need to consider the additional GRT increments is an issue the Governing Body will
have to consider in future years.

Expenditure Highlights



Overall, city departments were instructed to keep their budgets at Fiscal Year 2014 levels, except
as necessary to address the highest priority needs. Based on some expenditure reductions and
modest revenue growth, | have included in the Adopted Budget additional funding for critical
areas such as public safety, roads, and employee compensation.

With respect to public safety, the budget includes four new positions: a Crime Analyst, a
Communications IT Specialist, a Firefighter EMT 1, and a Firefighter Paramedic. The two
Firefighter positions will provide additional ambulance service in peak hours during the day. The
budget also includes funding for the implementation of a Police bait car program, the
replacement of an animal control truck, and state grant and impact fee funds for ten new police
vehicles as part of the City’s five-year vehicle replacement plan. The budget also includes
funding for a stryker gurney and a refurbished cardiac monitor.

With respect to public works, the budget includes funding for year three of the Citywide
Geographical Information System (GIS) program. It also includes $1,000,000 annually for
pavement preservation, an increase of $401,174 in materials and services, funding for a storage
building and additional equipment, and a new 27.5 ton trailer. Additionally, the streets and right-
of-way division will add ten seasonal workers for street maintenance and a part-time assistant to
monitor a hotline that will provide citizen support and communication to the Governing Body.

The budget includes a two percent across-the-board salary increase. The increase applies to all
employee groups and is intended to address increases in cost of living. This increase also
satisfies the recommendation of the recent Pay Study to move employees up in their salary
ranges at least one and a half percent per year.

The Adopted Budget includes one user fee increase of $5, from $25 to $30, to the Correction Fee
charged by the Municipal Court. The fee is used to pay Sandoval County for detainees held at the
County Detention Center. Because the County’s rates will increase from $67 to $70 per day
effective July 1, 2014, the City’s fee increase is necessary to offset the impact of the County’s
higher charges.

We estimate that the level of spending and the anticipated revenues will provide a reserved fund
balance that exceeds 8.3 percent of expenditures, as required by the State of New Mexico. The
Adopted Budget anticipates total reserves of 12.8 percent of expenditures, which is a step closer
to our policy target of 15 percent.

General Fund

GENERAL FUND REVENUES: $56,396,772

Total General Fund budgeted revenues for FY15 (excluding transfers from other funds) are
projected to increase 6.5 percent or $3,448,368 compared to FY 14 adjusted budgeted revenues.
This increase is primarily attributed to increases in property tax revenues, gross receipts tax
revenues, construction-related revenues, and parks and recreation revenues. Also, the budget
reflects a 10 percent decrease in fines and forfeiture revenues. The FY15 beginning fund balance
is $8,653,792.

The City’s single largest revenue source is the gross receipts tax (GRT). The GRT revenue
estimate of $27,564,858 (including recurring and non-recurring estimates) accounts for
approximately 49 percent of total FY15 General Fund operating revenues. The GRT distribution
to the General Fund is projected to increase approximately $2.6 million or 10.6 percent from
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FY14 levels. The projected growth is a combination of factors. First, the general economy is
expected to grow modestly this year. Additionally, construction GRT revenue is projected to
increase due to Presbyterian’s second tower, La Vida Llena construction, and gains anticipated in
the housing construction market. Finally, savings from the refunded GRT bond escrow reserves
will produce a one-time increase of $584,450 in FY15.

Property tax revenue, the second-largest revenue source, is estimated to increase 4.8 percent
from FY 14 levels, with an estimated increase of $615,823. The property tax revenue forecast
utilizes the Yield Control Formula established by state statute, which for FY15 generates a total
growth factor of 4.1 percent for residential property and 1.5 percent for non-residential property.
These total growth factors are applied to the previous year’s tax effort (current taxes imposed).

Franchise fees, the third largest revenue source, are projected to be unchanged from last fiscal
year, decreasing only 0.3 percent or $12,652. Other major changes to revenue estimates include
an increase in construction-related revenue (permits, inspections, etc.), reflecting continued
recovery in the housing construction sector and other miscellaneous revenues, based on year-to-
date trends.

Parks and Recreation fee revenues are projected to increase 6 percent or $61,169 from FY 14
levels due mainly to the addition of two new programs: Tutored by Teachers and Youth Soccer.
These programs are intended to be cost neutral, with revenues covering the costs associated with
the new programs.

GENERAL FUND EXPENDITURES: $ 54,978,873

Total General Fund expenditures are projected to increase $1,246,597, or 2.3 percent. The
Adopted Budget includes several expenditures that are intended to strategically improve the
City’s ability to provide services in the future. These expenditures include:

e Participating in a performance benchmarking program through the International
City/County Managers Association (ICMA). This program allows the City to measure
the performance of our employees and programs to other cities throughout the country.

e A statistically valid citizen survey to measure satisfaction with the delivery of City
services. This survey can be used to measure the City’s progress over time in addressing
the concerns of our citizens.

e Additional funding for contracting with an economic development organization. Over
the past year the City has worked with Sandoval County and business leaders to revamp
the approach to economic development. The budget includes an increase in the City’s
contribution to this effort from $80,000 to $200,000.

Personal Services: $42,850,558

Personal Services expenditures account for 78 percent of the General Fund operating budget,
which requires the City to carefully manage growth in personnel costs. The Adopted Budget
includes a two percent salary increase for all employees at a cost of $696,230. The budget also
includes a 0.4 percent increase in the city’s share of retirement contributions as mandated by
state legislation that became effective July 2013.

The budget includes $372,685 to add several new positions, including one Crime Analyst
($64,083); one Communication Division IT Specialist ($35,268 which is 52% of the cost of this
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position, while the other 48% is funded by a joint powers agreement); ten seasonal public works
positions ($76,947); one part-time assistant for a citizen hotline ($20,744); a Firefighter EMT 1
($68,472); and a Firefighter Paramedic ($74,615).

Total Personal Services expenditures are projected to increase 3.1 percent or $1,279,147 which
includes all activity changes. As in prior years, personnel savings have been factored into the
budget based on the average vacancy rate for all City positions.

The City continues to plan for an increasing number of retirees. The FY15 Adopted Budget
includes $750,000 to cover the estimated cost of terminal leave payouts for approximately 37
percent of eligible employees, based on recent trends. This number is difficult to estimate due to
service credits earned by employees in other participating organizations prior to their
employment with the City.

Materials and Services: $12,007,981

Materials and Service expenditures are budgeted to decrease $12,007 or 0.09 percent compared
to FY14. The Adopted Budget also continues to reflect overall reductions or flat budgets in
various spending areas, including contracts, supplies, conferences, travel and training.

Capital Outlay: $120,334

The Adopted budget includes General Fund investments in capital equipment. This funding
provides for replacement of critical equipment to allow for continuity of service to citizens and
enhanced efficiency of operations. These funds will be used for a pump at Haynes Pool ($6,060),
two front deck mowers ($40,340), a grizzly box G12-4” sieve ($12,995), a chipper ($13,944), a
frame with winch and 4” sieve ($7,500), a shop air compressor ($7,500), a hydraulic breaker
($9,995), a gurney ($14,500), and a vehicle for the Police bait program ($7,500).

TRANSFERS TO SPECIAL FUNDS: $3,013,578

Transfers provide General Fund dollars to special funds to support various activities, as indicated
below:

Multi-Purpose Event Center Fund: $1,074,860

This transfer includes the operating and capital subsidy provided by the General Fund for
operating the city’s event center, including $90,000 for completing the rigging safety lines
project and $15,000 to address ADA items.

Infrastructure Fund: $1,000,000

This transfer is made to fund pavement preservation and rehabilitation activities. This work will
provide citizens with improved road surfaces that will extend the useful life of the roads in their
neighborhoods.

Promotion and Marketing Fund: $116,965
This transfer is made to provide funding for Special Events managed by the Convention and
Visitors Bureau, including the City’s annual Pork and Brew event.

Computer Replacement Fund: $312,037




This transfer is made to continue the efforts of upgrading city-wide computers and software.
This funding includes:

e $132,000 for 33 first responder mobile data terminals (MDTs). This acquisition will
replace all MDTs running on the outdated Windows XP operating system.

e $17,000 for the purchase of tablets for the governing body, senior staff, and building
inspectors. Using technology advancements enables the city to explore new ways to
manage and deliver agendas and other services.

e $86,900 for the purchase of e-Review electronic plan review software. This program will
enable us to begin the process of automating plan check and plan review in Development
Services.

o $69,788 for citywide document management system upgrades. These upgrades will
enable the City to modernize current software to electronic business process
management.

Equipment Replacement Fund: $337,837
A description of the proposed uses of these funds is provided on page 8.

City Facility Improvement Replacement Fund: $14,796
A description of the proposed uses of these funds is provided on page 8.

Local Government Correction Fund: $141,672

This transfer is made to pay for the City’s cost of prisoners at the Sandoval County Detention
Center that are not covered by the Correctional Fee assessed by the Municipal Court. A $5
increase to the Correction Fee is included in the budget to reduce the cost to the General Fund.

RioVison Cable Fund: $14,397
This transfer will fund replacement of six cameras in the Governing Body Chambers and to
maintain the current level of service to the public.

Crime Victims Assistance Grant: $1,014
This transfer is made to provide the required City matching funds for this grant.

GENERAL FUND ENDING FUND BALANCE: $7,058,413

The ending Reserved Fund Balance is projected to be $4,581,573, which reflects the state reserve
requirement of 8.3 percent of General Fund expenditures. The ending Unreserved Fund Balance,
or the additional fund balance above the state minimum, is $2,476,841, for a total Ending Fund
Balance of $7,058,413 or 12.8 percent of expenditures. The City’s long-term policy target for
the Ending Fund Balance is 15 percent. The FY15 Adopted Budget prioritizes funding for
critical capital improvements over meeting the ending fund balance policy because failing to
address current capital needs will result in more expensive projects in the future.

Special Funds
Special funds are established to account for revenue sources that fund particular functions or
projects. A complete list of all special fund activities can be found in the Special Fund section of
the budget. Following is a list of significant activities within certain special funds:

Recreation Activities Fund




This self-funded program provides for adult softball, adult recreation programs, classes, and van
trips. Revenues of $287,924 are sufficient to cover all of the costs of these activities, including
two employees who help run the programs.

Workers Compensation Fund

This fund accounts for transfers from other funds to pay for workers compensation insurance and
claims administered by the New Mexico Self Insurers Fund (NMSIF). The FY15 budget includes
a Settlements and Claims reduction of 48 percent compared to FY14, based on claims experience
and the recommended fund balance by NMSIF. Savings resulting from this reduction are added
to the reserves which will help future years. The City continues to make safety training and
awareness an important aspect of day-to-day operations in order to minimize injuries.

Promotions and Marketing Fund

Most of the budget in this fund is for the Pork and Brew community event scheduled during the
Fourth of July weekend. Expenditures for this event are budgeted at $148,111. Actual revenues
from the event in the prior year were sufficient to reduce the general fund subsidy to $5,700 in
FY15. This is the lowest subsidy in the history of the Pork and Brew event.

Rio Vision Fund

The Rio Vision fund accounts for cable franchise fees received to operate and promote a
government and education television channel. Funding for public access is funded through this
fund. Franchise fee revenues have steadily decreased in this fund due to the increasing growth in
satellite and dish competition. To make up for this decline, fund balance was used to balance the
budget in the past. The fund balance is now depleted and a transfer is necessary to maintain
service levels. The budget includes a transfer of $14,397 from the General Fund to replace
cameras and to maintain the current level of service to the public.

Local Government Correction Fund

Correction fees are received through the Municipal Court and are budgeted at $300,000 for
FY15. Expenditures from this fund are paid for prisoner care provided by Sandoval County, the
cost of which increased over the last year due to a fee increase from $67 to $70 effective July 1,
2014. Even after a $5 increase to the City’s correction fee, a transfer from the General Fund of
$141,672 is still required to cover the estimated charges from the County.

Law Enforcement Fund

Projected resources from the state grant pursuant to the Law Enforcement Protection Fund Act
total $105,600. Funds will be used to purchase supplies and minor equipment in support of law
enforcement activities, and to pay debt service for the 2010 police vehicle loan.

Traffic Education and Enforcement Fund

Projected resources from fines for DWI checkpoint and safety belt enforcement total $90,000.
Funds will be used for materials and services and the purchase of two replacement motorcycles
to support traffic activities.

Fire Protection Fund

Projected resources from the state grant pursuant to the Fire Protection Fund Act total $632,762.
Funds will be used for materials and services in support of fire protection activities, and to pay
debt service for the 2007 and 2010 fire apparatus loans, and the 2013 Fire Administration
Building loan.




Summer Lunch Program

The U.S. Department of Agriculture’s Summer Food Service Program provides free, nutritious
meals and snacks to help children in low-income households get the nutrition they need
throughout the summer months. The FY 15 summer lunch grant is estimated at $127,116 and is
administered by the Department of Parks, Recreation, and Community Services.

Environmental GRT Fund

This fund accounts for municipal gross receipts tax revenues to be used for the acquisition,
construction, operation, and maintenance of solid waste facilities or water/sewer systems. The
budget of $717,537 is for special waste collection, loan payment, and maintenance to water
wells.

Higher Education GRT Fund

This fund accounts for municipal gross receipts tax revenues to be used for the acquisition,
construction, renovation, or improvement of facilities of a four year post-secondary public
education institution. The FY 15 Adopted Budget includes $3,250,000 to begin extending
Broadmoor Boulevard north to Paseo del Volcan to improve access to UNM facilities, including
the UNM Sandoval Regional Medical Center.

Municipal Road Fund
This fund is supported by state gasoline tax revenue, estimated at $550,000 in FY15. The fund
provides for road maintenance supplies and road repairs.

Infrastructure Fund
The FY15 budget includes a transfer of $1,000,000 from the General Fund for pavement
preservation. This funding will improve road surfaces in several areas of the City.

Computer Software Replacement Fund
The FY15 budget includes a General Fund transfer of $312,037 for computer replacements and
technology upgrades.

Equipment Replacement Fund

The FY15 budget includes a General Fund transfer of $337,837 to fund a parks and recreation
truck ($47,500), an animal control truck and box ($51,000), a 27.5 ton trailer ($50,000), fleet
equipment for the streets and ROW division ($125,000), and $35,364 for acquiring and
equipping two police vehicles.

City Facility Improvement/Replacement Fund

Available resources include $69,716 in cell tower revenue and a transfer of $14,796 from the
General Fund to pay for a new storage building for streets and right of ways ($45,732), the
Sabana Grande renovation ($42,712), spray-on floor liners for the restrooms at Haynes Pool and
the Aquatic Center ($20,763), and a new fence for the Cabezon park pond ($5,000).

Impact Fee - Road Fund

Based on 540 projected single-family starts in FY'15 and the expiration of the impact fees
moratorium, budgeted revenue is $225,099. These funds will be used for design and analysis of
the intersection at Cabezon Boulevard and Western Hills Drive.




Impact Fee - Parks Fund

Based on 540 projected single-family starts in FY'15 and the expiration of the impact fees
moratorium, budgeted revenue is $91,830. This revenue is not budgeted for a specific project in
FY15 and will be added to the ending fund balance for future projects.

Impact Fee - Public Safety

Based on 540 projected single-family starts in FY'15 and the expiration of the impact fees
moratorium, budgeted revenue is $197,485. These funds will be combined with a state grant to
purchase ten police vehicles.

Impact Fee - Drainage

Based on 540 projected single-family starts in FY'15 and the expiration of the impact fees
moratorium, budgeted revenue is $108,643 that will be used for the Los Milagros Channel
project.

Water and Wastewater Utility

The Water and Wastewater Utility provides service to approximately 32,000 customers.
Revenue is derived from the sale of water and wastewater services, impact fees, interest and
other income. A scheduled rate increase of 7.8 percent will be effective July 1, 2014 and has
been included in the projection of water and wastewater revenue. This is the third of five rate
increases originally adopted by the Governing Body in January 2013, and subsequently amended
in June 2013 and June 2014. Scheduled rate increases of 8.8 percent were reduced to 7.8 percent
for FY14, and scheduled rate increases of 9.8 percent were reduced to 7.8 percent for FY15. Rate
increases of 7.8 percent are scheduled for July 2015 and July 2016. The additional funding from
the rate increases will not only fund operational expenses but will also provide funding for
capital expenditures needed to service the Utility’s current customers and increase fund balances
and debt coverage ratios, making the Utility a more financially solvent enterprise.

In FY15, the Utility continues to fund the replacement of failing polyethylene water service lines
that were installed in the 1980’s. Replacing these leaking lines will save water resources and
reduce recurring maintenance expenses. The Utility also continues to assist with funding for the
third year of a five-year plan to expand and improve the Citywide GIS system. When the five-
year plan has been fully implemented, the GIS system will provide support for economic
development, lead to improvements in the quality of services provided to customers, and provide
greater accuracy in locating transportation and utility infrastructure for repair and maintenance,
among other benefits.

Utility Revenues: $45,272,233

Revenues in FY15 are projected to increase 9.1 percent or $3,777,942, mostly due to the 7.8
percent increase in water and wastewater rates. The budget also projects a 1.6 percent increase in
the Utility customer base.

Offsetting this increase is a drop in state appropriations and grant revenue, which have decreased
91.1 percent or $904,899 from FY14. Actual funds received last year included a state
appropriation for water service line replacements and a Water Trust Board grant for the Direct
Injection facility located south of Well 10 on Northern Boulevard. These grants are not expected
to continue in FY15. The budget does include a small FEMA grant for damages sustained from
heavy rainfall during summer 2013.
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Water and wastewater impact fees are projected to be $623,965 in FY15. The projection reflects
the expiration of the impact fee moratorium on September 22, 2014 and approximately 540 new
single-family housing starts.

Utility Personal Services: $1,849,910

The Personal Services budget for the Utility is projected to increase by 8.5 percent or $144,417.
The budget includes a 2 percent salary increase and a 0.4 percent increase in the city’s share of
required state retirement contributions. The Utility divisions employ 33.5 full-time employees.

Utility Materials & Services: $21,742,947

Materials and Services are budget to increase 12.8 percent or $2,463,019 compared to FY14.
Most of the increase is driven by a change in accounting for well repair and rehabilitation
outlays. In prior years, these costs have been classified as “capital outlay” but will now be
reported as “repair and maintenance” to more closely match accounting standards. The increase
in expenditures also includes additional costs of the operations contract with OMI, tank
inspection and cleaning, and arsenic equipment repair.

Utility Capital Outlay: $4,385,536

Capital Outlay in the Utility Fund includes new equipment and capital projects. A detailed list of
equipment can be found in the Capital Outlay section of the budget document. Funding for
capital projects is provided through a combination of Utility operational revenues, impact fees,
grants, loan and bond proceeds, and Environmental Gross Receipts Tax revenue. Capital
projects being funded in FY2015 include the following:

e Various equipment ($58,014) and vehicles ($988,416) used in Utility operations.

e Funds in the Water Capital Fund ($1,376,502) will be used for well site security, design
and re-drill of Well 13; renovations to water storage tanks; and supervisory, control, and
data acquisition (SCADA) improvements.

e Funds in the Water Rights Fund ($1,782,904) are budgeted to purchase water rights. To
satisfy the Office of the State Engineer permit requirements, the City must acquire 728
acre feet of water rights in five-year accounting periods.

e Funds in the Wastewater Capital Fund ($179,700) will be used for surveillance upgrades
to Wastewater Treatment Plant 6 and SCADA improvements.

The City proposes to issue approximately $40 million in Utility revenue bonds and/or loans to
fund various capital projects: 1) re-drill and equip Well 13; 2) rebuild Wastewater Treatment
Plant 1; 3) construct a Booster Station at Tank 8; 4) construct a Recycled Water Tank; 5) equip
the Aquifer Recharge Injection facility; and 6) re-drill Well 5. A more detailed financing
schedule and plan will be developed as the Utility completes the designs for these projects.

Utility Fund Ending Fund Balance

The Utility Fund unreserved ending fund balance is $4,947,347. Based on the estimated
revenues, expenditures, and ending fund balance in FY15, the Utility meets the minimum



required debt service coverage ratio of 1.15, with a projected coverage ratio of 1.96 for parity
bonds and 1.84 for all Utility debt.

In FY15, the City established a non-growth capital reserve equal to one percent of the total value
of capital assets. The reserve will be established pursuant to the financial planning benchmark in
the 2012 Rate Study. The reserve will stabilize Utility cash balances from year to year and may
be utilized for capital projects as needed through the planning phases of those projects. The
capital reserve is projected to increase to $4,518,925 by FY19.

Conclusion

In summary, the Adopted Budget maintains funding for all city services, allocates new funding
for critical capital needs (including public safety vehicles, road maintenance, and information
technology), provides for a two percent salary increase for all employees, and adds five new
employees and ten seasonal employees.

The last four fiscal years have been some of the most fiscally challenging, and many of the
capital needs addressed in this budget were necessarily deferred during those times. While the
economy is improving, City revenue growth is only modest, leaving many areas still in need of
additional funding. Based on the revenue outlook, I will continue to work with the Governing
Body to allocate City resources efficiently and strategically to provide the best level of services
to our citizens.

Sincerely,

Keith Riesberg
City Manager
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