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May 24, 2007
To: The Honorable Mayor and City Council
From: Rick Howell, City Manager
Subject: City Manager’s Budget Message - Fiscal Year 2007-2008

Presented for your consideration at this time is the proposed budget for fiscal year 2007-
2008. The budget is balanced and meets all the applicable requirements of the North
Carolina Local Government Budget and Fiscal Control Act. A public hearing has been
scheduled as required by NC General Statute 159-12 for your regular meeting of June 4,
2007 in City Council Chambers. Following the close of the hearing Council may act on
the proposed budget. The budget must be adopted by City Council prior to June 30,
2007.

It should go without saying that the budget adoption is the most important annual fiscal
decision that City Council will make. It is the basis from which I base my day to day
decisions and for the services provided to the citizens of Shelby. It has again been a
difficult budget preparation process. There continues to be numerous challenges facing
the City that affect our ability to serve citizens, residents, and customers today and into
the future. These include but are not limited to:

i.) Sluggish growth (1.1%) in the property tax base has been realized.

2) Slow growth in utility fund revenues that results from difficult economic
times and an inability for various reasons to significantly grow the more
profitable utility systems.

3) Rising employee group health insurance costs in double digit percentages
despite a reduction in benefits last year and an overall good to average loss

experience.
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4.)  Retention of qualified, well trained and experienced employees in key
positions is also a concern that [ hope will be addressed with a new
performance pay system this year.

5) A significant rise in energy costs that affects the natural gas system profits.

6.) Elevated fuel costs continue to directly affect the delivery of services to the
citizens of Shelby. All of our departments are reliant on fuel to perform the
work necessary to serve citizens each day.

7.) A continuing reliance by the General Fund on utility revenue subsidies
especially at a time when natural gas prices continue to be higher thus causing
overall consumption to be down.

8.) Aging utility systems and other city infrastructure will need significant
investments of capital to continue reliable service and to meet safety and
regulatory standards.

9.) Reserves in the General Fund are below levels that allow the City to
appropriately manage risk, react and fund emergency situations and provide

security for new debt issuance for infrastructure that is necessary for growth.

These challenges are not insurmountable but must be addressed consistently and
systematically over time in order for the City to realize the goals set forth in the Strategic
Growth Plan adopted by Council in late 2005. A commitment to the City’s economic
development efforts, the provision of desired, quality and reliable services to citizens and
the efforts by both local and outside business interests can over time help to overcome
these challenges. While I still firmly believe that the initial recommendations contained
in my April 30 preliminary message are the best path forward I fully realize that you must
temper these to the extent you believe they best serve your constituency. I am confident
that my management team and I will implement this budget in an effective manner so as
to achieve the goals noted below.

During the City Council annual planning retreat held February 2-3, 2007 you developed
and prioritized 11 strategies that were to guide my recommendations for the proposed
budget and provide staff with a more defined focus for the fiscal year beginning July 1,
2007. These strategies were formalized by Council action through Resolution No. 28-
2007 adopted April 2, 2007. They are enumerated here below for reference and are cited
in the text and are some of the basis of my budget recommendations.
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Institute a police officer residency program where incentives are given to officers
to reside in the City.

Determine a budget and strategy in how the City’s portion of tourism funding
should be spent.

Convene a workshop/summit with the Police Chief and others to discuss crime
reduction strategies, funding for which can be included in the FY 2007-08 budget
Provide funding for the Westside water and sewer improvement programs.
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Update the City’s trash, nuisance, minimum housing and animal control
ordinances.

Implement all of the Year 1 strategies of the Center City Plan and establish
responsibilities of the City, Uptown Shelby, Destination Cleveland County and
other agencies/organizations that have a role in the City’s downtown.
Strengthen the City’s abandoned car ordinance.
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Update the UDO text and map regarding where and how multi-family
developments can take place in Shelby.
Reduce the crime index to 800.

o

Hire more code enforcement officers.

K Engage in discussion with the Sanitary District on the City selling water to the
District and ramifications of the Sanitary District’s new water reservoir.

Below and on subsequent pages I have summarized significant revenue and expenditure
changes within the City’s various funds.

GENERAL FUND REVENUES

o Property Taxes

The current ad valorem tax rate of 42 cents per $100 valuation is recommended to be
increased to 43.5 cents in this budget. As noted previously the City’s tax base growth is
anticipated to be no better than 1.1%. New property tax revenue generated at the current
tax rate would only generate approximately $100,000. Pending development projects
including Ultra Machine, Walgreens, Hallelujah Acres, among other smaller projects
have the potential to alleviate the pressure on the rate in future years as these investments
materialize in 2007. However, it is expected that approximately $20-30 million dollars in
tax base will be lost for fiscal year 2008-09 as Copeland closes its door later this year.
The recommended tax increase would generate approximately $237,000 annually.

s Solid Waste Fees

The monthly solid waste collection fee for roll out customers is recommended to increase
from $4.95 to $5.45 per month. It is my ongoing recommendation to Council that the
solid waste division services (roll out garbage and yard waste) transition to a fee
supported system. This recommended fee increase would generate approximately
$44,000 annually.
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