Memo

TO:  Burlington City Council

FROM:  George C. Cross

DATE:   June 23, 2010

RE:  Final Report

Introduction

We entered into this relationship as somewhat of an experiment.  The Burlington City Council was seeking an independent review of the budget and the budget development process.  The decision to retain the services of an “outside” consultant went though a variety of iterations.  In the end, the decision to hire was rather quick; and, was controlled to some degree by the funds available for the task.  However, if all parties accept the “experimental” aspects of the effort, there have been lessons learned.  It provides the council with a framework for the future.  This should help to determine how to proceed in another year and beyond.

Having attended 14 meetings of the Board of Finance and various other meetings with individual and small groups of councilors, this consultant has learned a great deal about the Queen City.  Burlington has a complex budgeting process that is complicated by enterprise funds, special revenue funds, public utilities and even a municipally owned airport.  Further, Burlington serves as the social, recreational, educational and entertainment hub for many other communities.  While this larger service entity offers great economic benefit to the many business and commercial enterprises within the city, it also has related costs borne to some degree by the taxpayers of Burlington.  It is finding the balance in the cost-vs-benefit equation that adds to the complications and complexities of preparing an annual budget for Burlington.  

Recent financial problems related to the creation and implementation of a city owned telecommunications system has added to the normal stress of budget preparation.  Many are concerned about the “whats, whys and hows” of the Burlington Telecom issues.  Unfortunately, there are no easy answers to many of the questions.  However, there are sound efforts underway to solve the problems.  In developing the annual budget, it is suggested here that the BT issues should not play a major role in the decision making process.  There will one day be a resolution to all BT issues.  That resolution may, or may not, impact future budgets, but it seems doubtful that it will have any impact on the FY’11 budget.  Any specific recommendations about BT are well outside of the ability of this consultant.  

There is another troubling matter appearing to influence thinking and perhaps decision-making around the budget process.  That is the most important matter of trust.  Without a basic level of trust, it is very difficult to move ahead in a cooperative way.  This observer has found nothing that suggests that the budget presentations have included any financial shenanigans.  Questions were answered directly, albeit at times perhaps with a more complicated response than might be necessary.  It is the opinion of this writer that the taxpayers and citizens will be best served by spending time to develop a clear and concise budget development plan for the future.  (There will be more about this later.)  When the parties cooperatively discuss and agree to a reinvigorated budget preparation process, the matter of trust should be resolved.   It is also possible that this trust issue is an occasional by-product of a “strong mayor” form of government. 

What follows is a set of specific suggestions and recommendations.  They are for your consideration.  In many cases, they simply point out areas for exploration.  The council needs to decide on specific implementations.  

Act 68 Issues – City Payment for School District Services

As has been mentioned several times, there are Act 68 issues related to the city budget including; expenditures for FICA and retirement fund contributions for a class of school district employees.  Paying school crossing guards out of the city budget is another cost that can legitimately be in the school district budget.  

The legal basis for this issue is found in:

Title 16, Chapter 133, Sec. 4029 (b) states in full:


"Funds received by a municipality other than a school district may not be used directly or indirectly for education expenses."

The reason for this language is to ensure that "gold towns" will not simply shift 

expenses from school budgets to town/city budgets to lower the school tax rates.  In the

case of Burlington, such a shift has a different impact then it would in Stowe, Killington

or Manchester.

We are talking about three substantial expenditures in the city budget.  Here are the amounts in the FY ’11 budget as provided:

a. FICA for a class of school employees 


$550,000

b. Retirement fund contribution for the same class

$792,000

c. Labor costs for school crossing guards


$216,000

TOTAL





         $1,558,000

One can make an argument to keep the crossing guards in the city budget; however, the great majority of city taxpayers will benefit from this expenditure being included in any transfer.  Transferring the cost to the district budget does not require transferring the administration and supervision of the program.  It would be possible to operate the program under contract or agreement between the city and the district.

The computations that follow will use the full $1,558,000 as a possible transfer from       the city budget to the school district budget.  Attachment A spells out the assumptions used to compute the impact of such a transfer of expenses from the city to the school district.  The impact on the “statewide education property tax rate” (This term is used as there is no such thing as a local education property tax in Vermont.) come from recalculating said rates on the Department of Education sheet titled, “Proposed FY ‘2010 Education Tax Information.”  The pertinent data was checked with both the Burlington School District and the Department of Education.  

Attachment B provides specific information at different household income levels and assessed values of the property.  Given that no property exactly fits the levels shown, the actual differences for a specific property will depend on the details of the variables.  Those presented are only for comparison purposes.  As total household income reaches $90,000, there would be an increase in the taxpayers overall property tax bill.  In all other cases, both homestead and non-residential, there will be a savings for Burlington property taxpayers.  

This condition has come about over a period of years.  When the decision to carry these costs in the city budget was made, the world of school finance in Vermont was very different.  Act 60 and the following Act 68 changed the landscape.  It is surprising that the auditors have not dealt with this problem prior to this date.  Now, the issue is both political and financial.  Failure to correct the situation leaves Burlington at risk for further criticism from several quarters.  

Since the school district voters have approved the FY ’11 budget excluding these potential expenditures, there may be no way to make the transfer immediately.  However, it is suggested that the city open discussions with the school district as soon as possible about this problem and find agreement to have these expenses properly budgeted for  FY’12.  At the same time, the city needs to make both the Vermont Tax Department and the Vermont Department of Education aware of the issue and the plan to resolve it.  

A second related issue is that the retirement fund that includes both school district and city employees should be separated into two parts – one for city employees and one for school district employees.  Thus, the asset and the liability for each group can be properly booked in terms of GASP.  The details on this one are beyond my capabilities.  The division of the fund should be collaboratively determined by the district, city, auditors and retirement fund consultants.   

Composition of Board of Finance

The Burlington City Charter is somewhat inconsistent regarding the membership of the Board of Finance.  In Article 56 Finance Department, section 154, related to the role of the CAO on the Board of Finance the first sentence names the CAO as a member of the board.  However, the last sentence of the same section states that the CAO is only a member “In the absence or disability of the mayor or president of the city council…”  Given the CAO is the primary presenter of information, data, recommendations and more to the board; it seems strange that this position also has a seat on the board.  Typically, the chief executive/administrative officer in governmental operations is not a voting member of any subset of the governing body.  

Thus, it is recommended that the city council review the composition of the Board of Finance.  It might make more sense to fill the fifth seat on the board with a citizen with a strong financial background appointed by the mayor or other.  Such an appointment should be for a multi-year term.  A highly knowledgeable individual who is “outside of government” would bring an added degree of transparency and credibility to the board’s decisions and provide the other members with an independent opinion.  

Such a change in the Board of Finance would need a charter change.  Thus, consideration of this recommendation should be under the direction of the charter change committee.

Stand-alone Audit Committee

A related recommendation is the creation of a stand-alone Audit Committee.  Appendix C includes information about audit committees from six very different cities.  These six were selected after reviewing 15 or 20 audit committees from across the country.  The six cities are:

Cleveland, Ohio – population 433,000 (about half of what it was 10 years ago!)

Orange, CA – population 138,000

Carson City, NV – population 55,000

Bowling Green, KY – population 55,000

Tybee Island, NC – population 28,000

Windsor, CA – population 26,000

These six cities were chosen because of their diversity of size, location and the composition of the audit committees.  Each of these committees includes representation from the professional financial community within the city.  Most also include the mayor, city manager or similar position and representation from the internal audit team.  City councilors are on most, but not all, of the committees.  

A stand-alone audit committee places a high degree of importance on the audit process and reports.  It also is consistent with a regular program of checks and balances, thus maintaining a high level of accountability and a strong public posture of open government.  The inclusion of professionals from the community provides the council and administration with important sets of eyes and brains as you work together to steer the city through the many budgetary and financial issues of local government in the 21st century.  The professionals should also help the council understand the many complexities of the world of auditing.  

Again, implementation of this recommendation would require a charter change.  Thus, consideration of this idea needs to be placed with the charter change committee.  

IT – Budget and Accounting Issues

During the budget discussions, the topic of the limitations of the technology in use came up several times.  A partial list of the issues include: incompatible computer operating systems that can not be interconnected, the use of several different software programs that are not all compatible, doing half of the payroll in-house and the remainder contracted out, and more.  Burlington needs to establish improved, up-to-date technology as a priority and to put in place a plan to bring all the computer operations, including accounting, billing, payroll, record keeping, email and so-on up to currently accepted best practices.  

One way to accomplish this goal is to establish a “committee,” by whatever name, to develop a specific plan with recommendations to the council and administration on both timing and funding.  The plan should include how decisions will be made; and, be based on the best practices of other small cities.  Burlington has a wealth of expertise within its citizens and businesses.  Thus, organizing such a group should not be difficult.  The main criteria for membership on such a committee should be strong knowledge about technology in complex organizations, governmental operations and/or finance.  

This task might best be assigned to the Board of Finance for initial discussion and the organization of said committee.  This will unquestionably be a multi-year project with a substantial price tag.  

Format of Budget Documents and Schedule of Presentations

It appears that the budget documents come to the Board of Finance in an array of formats.  It also appears that there are differing degrees of discussion between department heads and central administration prior to the presentations.  There does not seem to be a clear understanding by all of how the total budget process is suppose to work.  There were times when department heads did not seem to know why a particular number was in his or her budget.  All department budgets are incomplete as none, with a couple of exceptions, included FICA, retirement fund contributions, health benefit costs and more.  For instance, there is no way to tell in the budget documents what the total cost of the police department is, or any other department for that matter.  

Some departments are broken down into subparts and some seem not to be.  Some provided detailed program descriptions, and some did not.  Some departments explained possible new programs or the rationale for new positions, and others did not.  There does not seem to be a consistent budget plan used by all departments.  Some of the inconsistency might be caused by other needs within a particular department, as they need to report to state or federal agencies in a manner different from local needs.  However, a common budget presentation format should be able to be worked out that fulfills both local and external needs.  

The budget presentations are in increasingly more detailed plans, department by department.  Most of the presentations dealt with the most detailed of the group, i.e.: that found in Tab 8.  However, as stated above, few budgets are actually complete, as the employees’ benefits and a few other items are not budgeted by department.  There also is no breakdown by objects.  For instance, it is impossible to find without clumsy side calculations the total budget for office supplies, postage, FICA, auditing services and so on.  Typically, many municipal budget presentations are by object within departments and by departments within objects.  This provides the ability to cross-reference items and to help identify potential issues.   

There was little discussion at the Board of Finance meetings related to the need for a service, the possible reduction of a service, or programmatic issues of any sort.  Most of the discussion focused on the percentage of, or dollar value of, the increase or decrease in a department’s budget.  Basically, the discussion revolved around, this is what we need to keep doing what we are doing.  Little, if any discussion, related to:  Why are we doing this?  Could we do it differently?  Is there a more cost effective way?  Who is using this service?  The terms effective and efficient were seldom in play.  This, by the way, is not necessarily out of the ordinary for municipal budgeting.  

There is need to stop, to think about the future.  The budget process needs to include the ability to examine periodically the needs, the available resources and the best way to do things.  To start this process, the council via some representative group, should sit down with the administration and a few department heads to create a plan for the development of the FY ’12 budget.  The plan should include a standardization of the budget development process across all departments.  It also needs a specific timetable.  Clearly, this year the development process was tardy by weeks, if not months.  This planning for FY ’12 needs to take place now.  

The charter provisions related to the budget, in particular that the budget the council gets to act on is the “Mayor’s recommended” budget; complicates the process.  All of the preliminary budget work is of little value unless there is a strong working relationship between the Mayor’s office and the council.  Thus, it is most important that the parties, the mayor and the councilors, expend considerable time and energy making sure that the relationship will in fact allow for creative and constructive “give and take” so as to develop the best budget possible for the city.  This relationship is probably more important than the budget itself. 

A review of the budget development process and format should probably be assigned to the Board of Finance.  The board includes both administration and councilors, thus it has the participants needed for a comprehensive review.  It might be helpful to add one or two citizens-at-large who have deep financial backgrounds.  Such a study ought to review the charter language related to the budget, format of documents and presentations, calendar and more.  

Any review should also consider the proper place for special revenue and enterprise funds in the budget development and adoption process.  The enterprise funds are rather straight forward and clearly within the jurisdiction of city government.  Special funds such as the MarketPlace and CEDO are different and may need special treatment.

Communications

Observations over the last couple of months have left me perplexed as to how the councilors communicate with each other and with the administration.  On one level, it seems the communication is via emails and responses.  On another, it looks more as if you talk and discuss via resolutions.  It may even be through the media and the blogs.  The point is, is it communication?  

The request, to avoid interaction with 14 different councilors included an expectation that the “contact group” would be the go-between.  That did not happen.  Thus, this memo is the first general communication between the full council and this consultant.

There also seems to be little communication between the Board of Finance and the council as a whole, except for those items that turn into resolutions.  This makes one wonder, how does the average councilor prepare for a vote on the budget?  

When a councilor asks questions about the budget via email, it appears that the response simply goes back to the questioner.  This happens regardless of the responder.  While that is good for the questioner, it provides nothing to the rest of the council.  

Thus, it is urged that during the discussion of these suggestions, in whatever setting, you consider how information gets shared across all councilors, and the administration when appropriate, at the same time.  This would not only increase the knowledge base of all, but would be more effective and efficient in terms of time and resources.    

Conclusions

A couple of the recommendations in this memo will require charter or ordinance changes in order to implement.  The council or cooperative actions of the council and Mayor’s office can put others in place.  They all need careful consideration and open debate.  I am willing to discuss these suggestions and recommendations with the council, the administration, or whatever subcommittee.  I believe that the implementation of these suggestions would strengthen Burlington’s budget and audit processes.  Importantly, they would bring greater community participation and consequently stronger connections between citizens and government.  Lastly, at least a bit of the above is directed at the relationship between the council and administration.  It is most important that this relationship be strong and constructive for the city to move forward.



