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July 27, 2011
Dear Citizens:

I respectfully transmit the budget for the City of Rio Rancho for the fiscal year July 1, 2011 through June 30, 2012.    I am cautiously optimistic that our community has turned a corner on the worst economic recession in decades.  The employment and housing markets appear to be stabilizing, but more promising are the signs that personal income and local spending are beginning to strengthen.  Additionally, we have two new hospitals opening up within the next year, and we expect to have added over 2,000 jobs to the City between 2009 and 2012.   The Governing Body has taken its role very seriously and took measures over the last few years that have solidified our revenue base and shored up our ending fund balances.  While I know we are not completely out of the woods, our future looks bright. 
We have worked hard to balance the budget in this extremely challenging environment.  Despite increases in energy and healthcare expenses, city expenditure levels in the FY12 Adopted Budget rose a modest 1.5 percent, reflecting continued reductions in spending in most other areas.  The most significant area of savings stems from the freezing of 83 non-first responder positions.  With that said, I feel good about being able to say that the FY12 Adopted Budget includes increased resources for two public safety positions, medical services, supplies and vehicles as well as a modest one percent salary increase for City employees.  The FY12 Adopted Budget includes two revenue increases, including an increase to the municipal court fee, and changes to the ambulance service fee schedule, whereby the City has adopted the State tariff schedule.
We estimate that the combined expenditure and revenue actions will provide a reserve fund balance that will meet the 1/12th (approximately 8.33 percent) of expenditures, as required by the State of New Mexico, and provide a total ending fund balance of 13.5 percent, which is moving closer to our long-term target of 15 percent.  

As outlined in the City’s Strategic Plan, our vision is to be a diverse, sustainable, family-friendly community that is safe, vibrant and attractive to residents, businesses and visitors.  I believe we are making significant progress in these areas with the opening of the new University of New Mexico and Central New Mexico Community College campuses (opened January and August of 2010, respectively), the upcoming opening of two state-of-the-art hospitals, a new movie theater, and rapidly expanding retail and restaurant options to serve our community.

In summary, it has been a difficult few years due to the economic recession.  However, I believe that we are beginning to see the light at the end of the tunnel and truly believe that our community will emerge as a stronger, more resilient community.  I want to thank the City Council for making the difficult decisions that have placed us on much more solid ground in order to continue to addresses the strategic priorities of our community over the long term.  I want to acknowledge all of the City staff for their tireless efforts to bring the best public services possible to the residents of the community.  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 your support of our great City. 
Sincerely, 


Thomas E. Swisstack, Mayor
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July 27, 2011
The Honorable Mayor and City Councilors
City of Rio Rancho

3200 Civic Center Circle NE

Rio Rancho, New Mexico 87144-4501

Dear Mayor and City Councilors:

In compliance with the City Charter and applicable state statute, I am submitting a copy of the Comprehensive City Budget Adopted for Fiscal Year 2012 (FY12).
The theme of this year’s budget continues to be sustainability, which is critical to our efforts to implement the City’s adopted Strategic Plan.  Over the last few years, difficult, but important decisions were made to address a structural budgetary imbalance caused primarily by the collapse of the local housing market and an ongoing gross receipts tax leakage problem.  Specifically, the Governing Body took decisive measures in Fiscal Year 2011 that provided a balanced and long-term approach to addressing our budget shortfall.  Because of these measures as well as what appears to be a local economy that is stabilizing, the overall fiscal health of the city is showing significant improvements. We must, however, continue to look beyond the upcoming fiscal year when making our budget decisions, and continue to seek to balance our recurring revenues and our recurring expenditures.   
The FY12 Adopted Budget reflects a regional economy that is starting to show signs of recovery from the worst economic recession in decades.  The first quarter of 2011 through June saw positive job growth for the first time in the Albuquerque Metro area since 2008, and gross receipts taxes in retail and service sectors are once again growing, albeit modestly.  The recovery, by all accounts is expected to be slow.  Employment growth is forecasted to be sluggish with little to no growth in 2011 and 1.6 percent growth in 2012 through 2015.  Personal income is expected to post 2.6 and 4.1 percent growth in 2011 and 2012, with a downside risk that as ARRA-related government transfer payments expire, this could negatively impact New Mexico personal income more than expected.  
The housing market has yet to show signs of the recovery and experts do not anticipate a recovery to begin until mid 2012.  Monthly housing starts in calendar year 2011 are 34 percent below 2010 levels and the lowest first half of a year on record. This of course follows the dramatic decline in housing starts from 3,084 in 2005 to 455 in 2010.  The collapse of housing construction activity is the single most important factor leading to the sharp revenue declines witnessed by the City since 2007 and is expected to continue to contract in 2011. As we look beyond the housing market bubble, we should remain focused on increasing our Gross Receipts Tax (GRT) revenues in the retail and services sectors through the ongoing effort to attract retailers to our City and continue to promote to residents the benefits of shopping locally.
One factor that has influenced the City’s fiscal situation over the last year is the revenue generated by GRT taxes on large non-residential construction projects. The revenue associated with the construction of two hospitals that occurred this fiscal year provided a source of non-recurring revenue that worked to build up the City’s beginning fund balance in FY12.  These nonrecurring revenues are expected to continue through part of FY12 as these structures are completed.  As noted above, the City must be cautious when allocating these types of funds, as they are not a consistent source of revenue and are not expected to continue into FY13 at the same level.  As such, the budget sets aside $2,638,944, largely stemming from the beginning fund balance, as a step toward the City’s policy target of fifteen percent total reserve balance.
Due to the continued weakness in recurring revenue collections, the FY12 Adopted Budget continues to require Departments to hold the line by maintaining 83 frozen.  The Budget contains various changes in expenditure levels that continue to reflect the City’s high priority service areas, including providing additional funding for two public safety positions, EMS system upgrades and law enforcement protective clothing and supplies.  Expenditure reductions include reducing the General Fund subsidy to certain non-core functions, such as the adult sports program and special events, consolidating and reducing professional service expenditures for Public Works and Development Services, funding to replace turf in three City locations to lower water expenditures, and various electricity efficiency improvements, which should help produce long-term savings.  Additionally, the budget reflects anticipated increases in electricity prices, water rates, gasoline prices, and a three percent increase in healthcare premiums.  
The FY12 Adopted Budget also includes two user fee increases.  These include a $5 increase to the $20 Correction Fee charged by the Municipal Court to offset charges for detainees held in the county detention center.  The City will also be adopting the State Tariff schedule for Ambulance Services, which will bring these fees more in line with the true cost of providing these services. We estimate that these levels of spending and revenues will provide a restricted ending fund balance that equals the 8.3 percent of expenditures, as required by the state of New Mexico, and an unreserved ending fund balance of $2,638,944, bringing our total reserves to 13.5 percent of expenditures, which is step closer to our policy target of 15 percent.  
General Fund
REVENUES:


$49,966,580
Total General Fund budgeted revenues for FY12 (excluding transfers in from other funds) are projected to decrease by 1.7 percent or $857,389 compared to FY11 actual revenues.  This decrease is mostly related to nonrecurring revenues that were collected in FY11, such as simultaneous construction of two hospitals, the end of the Federal SAFER grant, sale of land that occurred in FY11, a rebate received from PNM, and a tax rebate stemming from a cost segregation study.  The beginning fund balance is estimated to be $7,987,140.  This amount is approximately $2.9 million more than the beginning fund balance in FY11.  
The City’s single most important revenue source is the gross receipts tax (GRT). The GRT revenue estimate of $25,164,295 accounts for approximately 50 percent of the total FY12 General Fund operating revenues.  The GRT distribution to the General Fund is projected to decrease slightly, about 1.2 percent, from FY11 levels, as nonrecurring revenue from two hospitals slows compared to the activity in FY11.  However, offsetting these decreases is the one-quarter percent increase in GRT and anticipated growth in retail sector activity associated with higher personal income and the Think Rio Rancho First project.      

Property tax revenue, the second-largest revenue source, is estimated to increase slightly from FY11 levels, with an estimated increase of $212,847 or 1.8 percent.  Since the surge in new housing construction activity that occurred from 2005 to 2007, new construction in Rio Rancho has declined dramatically, returning to long-term historical levels.  The two-year lag between construction activity and property tax revenues is a function of new construction activity not materializing into new taxable value until the following year and not being picked up on the County’s tax roll until the subsequent year.  As such, the FY12 revenue estimate uses the housing permit number from 2010 and known non-residential construction activity.

Franchise fees, the third largest revenue source, are projected to increase slightly by $61,065 or 2.0 percent over the current year.  The majority of the anticipated increase relates to electricity revenue projections.  Other major revenue increases to the General Fund are anticipated in Public Safety revenues, reflecting the new Ambulance Tariff schedule.

TRANSFERS INTO GENERAL FUND:

$102,502
Transfers from special funds to the General Fund support operating activities.

Transfers from Impact Fee Funds


$31,843
The Impact Fee Ordinance provides for the ability to transfer 3.0 percent of impact fee revenues to the General Fund to support impact fee administration costs.  The transfers from the impact fee funds include: Roads $11,596, Bikeways and Trails $193, Parks $2,453 Public Safety $5,053, Drainage $2,177, Water $5,772 and Wastewater $4,599.
Transfer from Capital Projects Fund (301)

$33,978

This reflects a reversion of the cash balance upon completion of projects.

Transfer from Vending Fund (210)


$20,463


Transfer of cash balance to the General Fund to partially fund turf replacement.

Transfer from Rio Metro Fund (213)


$15,468
Transfer to recover cost of providing Rio Metro services for this program

Transfer from Rio Rancho Economic Development (RREDC) Fund (710) $750


Transfer administration fees for collecting donations 
EXPENDITURES:                            $50,819,334
The Adopted Budget includes an overall increase in total General Fund expenditures of $759,863.00, or a 1.5 percent increase over the FY11 Adjusted Budget.
Personal Services:


$39,569,046
Personal Services expenditures account for 78 percent of the General Fund operating budget.  In the FY12 Budget, Personal Services expenditures increase 1.6 percent or $616,707 when compared to the FY11 Adjusted budget. The primary factors contributing to the increase include a one percent increase in salaries, a one-time payment to fire fighters equal to 4 percent of their salary, the addition of one firefighter position and one police officer position, a three percent increase in the cost of healthcare benefits implemented to offset a potentially higher increase in FY13, and moving two engineering positions from the Utility Fund to the General Fund.  Significant personnel savings continued to be factored into this budget and relate to:

· freezing non-critical positions that become vacant through attrition;

· hiring replacement employees at lower salaries than those being replaced;
· delaying hiring process for certain positions; and
· decreasing costs through the use of temporary employees for aquatics and park maintenance operations.
The City will continue to plan for an increasing number of retirees, with approximately 32 eligible for retirement in FY12 on City credits alone, compared to 14 in 2008.  The FY12 Adopted Budget includes an amount to cover the estimated cash payout or the cost of terminal leave for approximately 10 employees, based on the historical relationship between those eligible and those that actually did retire.  However, this number is extremely difficult to estimate due to service credits earned in other organizations.
Material and Services:

$11,109,995 
Materials and Services expenditures increase by $39,030 or 0.4 percent compared to the FY11 budgeted expenditures. Changes include increases in the Police Law Enforcement budget, the Fire EMS budget, and utility price increases.  The Adopted Budget continues to reflect overall reductions in various spending areas, including supplies and conference, travel and training. 
Capital Outlay:


$140,293
Capital Outlay in the General Fund includes funding for a new police vehicle and repair of existing vehicles ($58,393), partial funding for an ambulance ($20,000), alarm billing software ($34,900) to increase billing efficiencies and collection rates, and a cardiac defibrillator ($27,000).
TRANSFERS TO SPECIAL FUNDS:

$363,000
Transfers provide General Fund dollars to special funds to support various activities such as: 

Local Government Correction Fund 

$90,200
To provide for costs of detainees held in the county detention center.


             Lodgers Tax Fund



$ 31,219



This fund provides funding for advertising and promotion of the City.



Promotion and Marketing Fund

$60,290




To provide funding for Special Events managed by the Convention and Visitors Bureau.

Crime Victims Assistance Grant

$7,611

To provide the required City’s matching funds for this grant.
Recreation Fund



$55,000

To provide funding for a Sustainability Study recommendation for turf replacement that is expected to generate $20,000 in annual savings once fully implemented.
Vehicle Replacement Fund


$18,680

To provide funding for destroyed vehicles which, when combined with cash balance funding, will be sufficient for two vehicle replacements.
State Appropriations Fund


$100,000


To reimburse the State Appropriations Fund for FY07 expenditure for the design of the proposed Military Museum, which were not reimbursed by State due to a re-appropriation to the Rio Rancho Public Schools in the 2009 session after funds were spent. 
ENDING FUND BALANCE:

$6,873,888
The Reserved General Fund Ending Fund Balance is $4,234,945, which meets the state reserve requirement of 1/12th of General Fund expenditures.  The Unreserved Ending Fund Balance is $2,638,944, for a total Ending Fund Balance of $6,873,888, or 13.5 percent of expenditures.
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.  Following is a list of special funds that include significant activities:


Recreation Activities Fund
This self-funding program provides for adult softball, adult recreation programs, classes, and van trips supported by revenues of $361,997.  The City is moving the expenditure budget for a Recreation Leader position ($31,934) to this fund in FY12, further minimizing the General Fund subsidy to Adult Sports.

Library State/County Bond Fund
The source of budgeted revenues comes from State Library Bonds and County Library Bonds. The major budgeted expenditures include $573,000 for books, $50,000 for minor equipment, $64,834 in memberships and subscriptions for both Loma Colorado and Esther Bone Libraries. 


Promotions Fund

The main source of FY12 revenue comes from event income.  Most of the materials and services budget is for the Pork and Brew community event that took place during the Fourth of July weekend. The July 2012 event revenue is estimated at $97,450, of which $82,537 is included in the FY12 Budget. A General Fund transfer is budgeted in the amount of $60,290 to subsidize events and pay personnel costs in the FY12 Budget.
Local Government Correction Fund

Correction fees are received for guilty pleas budgeted at approximately $186,000.  Expenditures from this fund are paid for prisoner care provided by Sandoval County, the cost of which increased over the last year.  I am proposing to increase these fees from $20 to $25, which is expected to generate approximately $46,000 and reduce the General Fund subsidy for prisoner costs from $136,200 to $90,200.
Law Enforcement Fund

Projected resources total $108,039.  Budgeted expenditures include a loan payment for vehicles purchased in FY11 ($56,841), operating expenditures including training ($24,265), and minor furniture and equipment ($26,923).

Fire Protection Fund

Revenues received from the state grant are pursuant to the Fire Protection Fund Law, NMSA 1978, Section 59A-53-1.  The grant amount for FY12 is $571,122.  The expenditures include operating costs, equipment, a loan repayment, and a wild land fire truck chassis.


Federal Grant Fund

Several federal grants amounting to $449,999 are budgeted for in this fund including:



ODWI Grant (Operation DWI), $60,000 for overtime for DWI blitz activities.




STEP Grant (Selected Traffic Enforcement Program), $99,999 for statewide





training and minor equipment.




SFST Grant (Standard Field Sobriety Test), $275,000 for contract services for





statewide training.




Gang Task Force Grant, $10,000 for overtime gang related activities.






Homeland Security Grant, $5,000 for overtime immigration and homeland security                                   activities.
Municipal Road Fund

This fund is supported by budgeted State Gasoline Tax revenue, estimated at $580,000 in FY12 compared to $563,470 received in FY11.  The fund provides for road maintenance supplies and repairs.  A road restoration expense funded by a road restoration fee is included in the budget in the amount of $50,000.     
Building Improvement\Replacement Fund

The available resources total $177,292.  Projects in my funding recommendation include recreation center building improvements ($50,000), retro-commissioning (an adjustment of building HVAC controls and other electrical systems to maximize energy efficiency) of City Hall and the Aquatic Center to increase operational efficiency and reduce electricity use ($40,000), Haynes Park lighting ($34,000), and public safety information technology upgrades ($31,500).    

Impact Fee – Road Fund

Based on 325 projected single-family starts in FY12 and anticipated commercial construction starts, budgeted revenue is $386,525.  Impact fee revenue will be used for matches to complete the Meadowlark and Prairie Sage bikeway, Leon Grande sidewalk, Lincoln Avenue, Tarpon sidewalks, and Northern and Rockaway boulevards signalized intersection project. 
Impact Fee – Parks Fund

Based on 325 projected single-family housing starts in FY12 and anticipated commercial construction starts, budgeted revenue is $81,770. Projects budgeted include Cabezon Dog Park, Rainbow Park Observatory, and Cielo Grande Park.
High School Infrastructure Loan Fund

This project is complete.  The remaining funding of $362,522 will be transferred to the loan debt service fund which will reduce the funding required from the General Fund for FY12.
Water and Wastewater Utility

The Water and Wastewater Utility provides service to approximately 32,000 customers.  Revenue to fund operations is derived from the sale of water and wastewater services. 

A scheduled rate increase of 3.3 percent will provide funds for operation and capital costs.  This increase is based on the Global Insight CPI estimate for water and wastewater maintenance.  The Public Service of New Mexico (PNM) announced a rate increase request of 5.1 percent in July 2011 and 5.7 percent in January 2012.  The projected increase in water and wastewater electricity costs is $256,000.  A portion of this increase has been included in the FY12 budget.    

The City’s water and wastewater utility will integrate the work order system with GIS. This will allow Utilities staff to query historical events to prioritize capital projects, review water and wastewater system capacity and analyze future maintenance and capital needs.  In FY12, the City will install a splitter box to support continued growth in the northeast quadrant of the City.

REVENUES:



$32,913,960
Revenues in FY12 are derived from Water and Wastewater sales, Interest Income and Impact Fees.  In comparison to FY11 actual revenues, a 9.9 percent or $3,595,635 decrease in the total FY12 budgeted revenues is anticipated due to the revenue projections discussed below:  

· A slight decrease of 0.2 percent or $59,017 compared with actual FY11 revenues is projected in FY12 Water and Wastewater revenues.     

· Water and Wastewater Impact Fees are projected to decrease 40.5 percent or $235,526 due to the continued decline in the construction industry.  

State appropriations and grants decreased $3,339,389 because the total amount received in Fiscal Year 2011 included grant awards from the Army Corps of Engineers for arsenic removal and the State of New Mexico for water and effluent infrastructure.  Although the City has applied for several grants for FY12, we have not received notice of award.  

MATERIALS & SERVICES:  
$18,161,308
The materials and services budget decreased 0.1 percent or $15,951 compared with actual FY11 expenditures.  This is primarily due to a decrease in professional services used for the implementation of SCADA (Supervisory Control and Data Acquisition) and supplies.   Additionally, FY11 included a roll forward of expenditures incurred in the prior fiscal year but paid in FY11, while the final FY12 budget does not.

CAPITAL OUTLAY: 

$2,357,722
Capital Outlay in the Utilities Fund contains items such as 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 Utilities Operation revenues, Impact Fees, grants, loan/bond proceeds, and Environmental Gross Receipts Tax revenue.

Conversion of the current water meter system from manual reading to electronic reading and new meter installations ($772,800) are budgeted in the Operations & Maintenance Fund.  

Funds to purchase water rights ($580,191) are provided in the Water Rights Fund.  To satisfy the Office of the State Engineer permit requirements, the City must acquire 728 acre feet of water rights over a five-year period. 

Funds to construct the Paseo Gateway Water Line are provided in Water Impact Fees ($175,622). Currently, the Enchanted Hills area is served by one well and transmission line.  This project will provide additional water supply and storage for the Paseo Gateway and Enchanted Hills areas.  

Wastewater Impact Fees will be used to install a splitter box at Lift Station #10 ($275,589) located at the intersection of N.M. 528/Pat D’Arco Highway and Southern Boulevard.  The splitter box will divert wastewater from Wastewater Treatment Plant #2 (WWTP #2) to provide additional capacity.  This will enable WWTP #2 to more readily handle the increase flow that will occur with development in the northeast quadrant of the City.

The Environmental Gross Receipts Tax Fund provides funding for the rehabilitation and repair of the City’s wells ($200,000). Annual repair and maintenance for the City’s wells is essential to maintain the delivery of water to the City’s Utilities customers.

UTILITY FUND ENDING FUND BALANCE:

The Utilities Fund unreserved ending fund balance is $4,150,554.  Based on the estimated revenues, expenditures, and ending fund balance in FY12, the Utility meets the required debt service coverage ratio of 1.15 times coverage for parity bonds.  In FY12, the debt coverage ratio for parity bonds is 1.27 times and the debt coverage for bonds and loans is 1.13 times.
In summary, the economic recession has hit harder and lasted longer than anyone in the State had predicted.  The economic growth outlook for the coming years suggests that City resources will continue to be strained.  We encourage our community, our employees, and our public officials to continue to work together to generate ideas on ways to improve our services to the community, while using our resources in ways that are consistent with the City’s adopted strategic plan.  Many thanks go to all City employees for the valued services they provide our residents.

Sincerely, 


James C. Jimenez

City Manager
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