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Introduction

Economic cycles can, predictably, place municipal corporations in various stages of fiscal distress. During these periods there is a need for a way to both define the nature of the fiscal distress and make necessary adjustments to insure fiscal health and well-being.  In 2005 The City of Longview, Washington like many cities in Washington State, is faced with budget reductions or the need to increase revenues to meet expenses. The city leaders recognize the difficult nature of this demand and early in 2005 decided to explore the development of a fiscal management protocol that would guide the budget adjustment process. Such a system would allow for a dispassionate analysis of the fiscal condition that was based upon guiding principals, citizen involvement, and a stepwise approach that responded to key “trigger points” of fiscal demand. The City Council commissioned a process to design what has been termed a Budget Alert and Response Protocol. The following report documents both the process and the nature of this protocol.

A Four Stage Budget Alert Model

The first phase of the project focused upon defining the various stages of a budget threat or crisis that might routinely face a municipal corporation. The stages of fiscal threat were ordered from no threat to extreme and were defined by the relationship between expenditures, revenues and the size of a fund balance. It is important to note that sound fiscal management requires the existence of a fund balance to prevent the need to borrow money to meet expenses during gaps or lags created by revenue collection system timing etc.  The City of Longview maintains a fund balance of between 8% and 12% of its total budget to enable it to pay bills without borrowing money that of course would require debt service payments. An 8% fund balance is the minimum required to meet the expenses of the city during revenue lags.

During the first phase of this project a four stage Budget Alert Model was developed for the City of Longview. This model includes:

Stage I Non-Alert Status: Revenues are greater or equal to expenditures and ending fund balance is projected to be greater than 12%.

Stage II Alert: Expenditures exceed revenues and ending fund balance is projected to be greater than or equal to 12%. Budget provides for all core services and discretionary programs as approved by the City Council.

Stage III Alert: Expenditures exceed revenues and projected ending fund balance is greater than 8% but less than 12%.  The budget provides for all core services with discretionary program reductions required as approved by the City Council. The Council will consider revenue enhancement proposals (i.e. bond levies, tax increases, and new revenues).

Stage IV Alert: Expenditures exceed revenues and projected ending fund balance is less than 8%. Further discretionary program reductions are necessary. Possible core service reductions may be called for. The City Council will consider revenue enhancement proposals (i.e. bond levies, tax increases and new revenues).

The City of Longview’s Budget Alert and Response Model Guiding Principles 

Upon completion of the four phase budget alert framework city leaders engaged in a “case study” method to more fully develop the working features of the model. The current budget was used as a case study to identify guiding principles and working protocols four phases of the model. As the process unfolded the following principles were identified to guide the application of the Budget Alert and Response Model:

1. Commitment to efficiency: During all stages of the model city services and activities will be adjusted to obtain the greatest efficiency.

2. Seek revenue enhancement: During one put all gas tax into ASF and none into general fund. During stage 3 divert gas tax dollars into ASF. During stage 4 divert 100% of gas tax into general fund. During stage 2 thru 4 alert look for “internal” revenue enhancements such as additional gas tax revenue or reductions in equipment depreciation expenses. 

3. Enterprise fund cover costs: During all stages alerts Enterprise funds will pay 100% of the full costs of the specific enterprise thus eliminating any general fund subsidies for the respective Enterprise (i.e. 100% Street Sweep to Storm Water, Finance Administration-reduce/redistribute courier service, I.T. Operations – reduce training).

4. Full Cost Recovery: During stage 3 and 4 alerts follow a “pay ourselves first” policy requiring full cost recovery on applicable programs (i.e. 100% CDBG/HOME Administration funding, Recreation Youth Programs – require fees for service for out-of –school). During Stage 1 or 2 Alert consider providing administrative costs on a selected basis.

5. Reduce service least impacted areas: During stage 3 and 4 reduce services in the least impacted areas first.
6. Sustain or enhance communication: During a stage 3 and 4 alert the city will not reduce but sustain and/or enhance communication systems to keep a strong link to the community. During a stage 4 alert the Mayor will issue a “state of fiscal emergency” declaration. 
7. No subsidized events: During a stage four alert the city will not subsidize community events (i.e. police patrol overtime for events like Go 4th/Cruise).
8. Preserve positions/services: When possible preserve positions through attrition and salary-benefit freezes.
9. Accept more risk: During a stage 4 alert all will recognize that the city will accept more risk if forced to reduce positions, services etc. (i.e. staff reductions in Human Resources).
10. Reduced travel costs: During a stage four alert the City Council and other employees will reduce or eliminate city subsidized travel.
11. Where possible initiate efficiencies and other measures as soon as possible. Once possible measures are identified and agreed to during this process they will be implemented at the earliest possible moment to address the budget crisis at hand.

12. Leadership obligation clause. During a stage four alert, the City Council may invoke a “leadership obligation principle” that would require the City Council to give the citizens of Longview an opportunity to tax themselves before the reduction of certain core or vital services are implemented.

13. First out – First In. When the economic cycle improves those programs and services that were reduced or eliminated will be considered for re-instatement on a first out first in basis that reflects the prioritization that occurs in step six below.

Budget Alert and Response Model Protocols

A second outcome of the Budget Alert and Response Model design process was the identification and “case study” application of a step-wise set of protocols. These protocols, in effect, are the steps that city leaders will follow when applying the Budget Alert and Response Model. These protocols are presented below:

Step one: Determine the initial gap between revenues and expenditures. In step one the city Finance Director will conduct a standard fiscal projection of revenues, expenditures and ending fund balances to determine the fiscal well being of the municipal corporation. If the projection is located within stage 2 thru 4 the Finance Director will utilize standard organizational protocols to inform the city leadership of a projected “Budget Alert”.

Step two: Preliminary Identification of Statutory and Non-Statutory Programs. The City Manager and his/her staff will compile, designate and present all programs and services within the city as either required by statute or as non-required programs to include their respective net costs (expenses minus revenues that are generated) within the organizational budget.

Step three: Establishing the list of eligible program-service reductions: The City Administration will present to the City Council in a workshop setting the preliminary roster of Statutory and Non-Statutory programs for City Council review. During this session the City Council will finalize the roster of programs-services that are eligible for reduction. 

Step four: Citizen Summit Design and Implementation. The City 
Council will meet with the Administrative Leadership Team to design both the process and content of a Citizen Summit. Such a Citizen Summit might include citizen evaluation and input on expenditure reductions and/or revenue increases that might be important for addressing the budget crisis. Important considerations for the design of the Citizen Summit might be selection of a representative sample of participants matching on demographics, crafting of questions to yield maximum input and other key factors.

Step five: Budget Retreat- Recommended budget “gap”- determining “the number” and consideration list. After the Citizen Summit, a budget retreat will be held to determine the final gap between revenues and expenditures and to set “the dollar number” required to close the gap and produce a balanced budget. This step of the process is initiated by the City Manager as an initial presentation of recommendations of combined expenditures and revenues based on the following:

-Review of current fiscal data

-Findings of the Citizen Summit

-The existing and/or additional guiding principles

This presentation is the first discussion module at the budget retreat. An important out-come of this first discussion module is the finalization of those statutory and non-statutory programs for consideration reduction/elimination.

Step six: Budget Retreat-Prioritization of “consideration list”. After the finalization of the consideration list the City Council will engage in a prioritization exercise to rank order those programs in order of their eligibility for reduction and or elimination. This ranking can be based upon a variety of factors including the guiding principles (see above) feed back from the Citizen Summit, and other important information or criteria as determined by each individual Council Member. Several prioritization methods are available including:

1. Placing all eligible programs under each of the guiding principles and then rank ordering these programs from most to least eligible within each guiding principle area. After this is accomplished each of the guiding principle areas can be rank ordered. 

2. Simply rank ordering all programs on the eligibility list from most eligible to least for reduction and or elimination.

3. Paired comparison methodology. If there are 10 or fewer programs on the list a paired comparison method can be used which requires the participants to consider each program against each of the others and then vote. Program 1 against 2 then 3 then 4 etc. At the end the votes for each program are simply added to create the priority.

Step seven: Budget Retreat – Setting the “cut line”. Once the consideration list has been prioritized the cost of each program will be placed along side of each of the programs. Then a cut line will be drawn to just below the programs that total “the number” established in step five. 

Step six: Budget Retreat – Revenue enhancements. Within the context of the program cut line, the retreat participants will discuss the availability and desirability of obtaining additional revenues such as additional taxes etc.

Step seven. Budget Retreat – Final direction to the City Manager. Based upon the outcomes of steps one through six the City Council will give final direction to the City Manager to guide the preparation and presentation of a balanced budget during the upcoming budget process. This process is generally held in the fall of the year.

Appendix One

Budget Alert and Response Model

Design Team

Insert City Council Members and Staff Names and positions.
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