


The City of Traverse City

Communication to the City Commission

Tk CITY COMMISSION
DATE: MAY 2, 2016
~PC
FROM: MARTY COLBURN, CITY MANAGER
SUBJECT: ANNUAL BUDGET REPORT FOR FY 2016/2017

Dear Mayor and Commission members:

The proposed 2016/2017 budget for the City of Traverse City is inclusive of the budget message
for your review and consideration. This budget provides the valued services that are provided to
the City of Traverse City. There are constraints to the budget predominantly due to past historical
cuts within the State’s shared revenues and the State of Michigan Tax Tribunal devaluing
commercial properties that have an impact on property tax revenues. The State of Michigan has
also restructured the corporate taxes which is eliminating the personal property tax. Each year
that property tax continues to be eliminated and devalued within the City revenues. This bud get
document will be the base of initiating a discussion in which the City Commission will make
final determination and policy statement. The final product will also serve as an historical record
of City activities and services.

Tax Levy. The Headlee amendment ratified in 1978 was designed to limit the ability of local
governments to levy new taxes and limit growth of property taxes. It also controls how
authorized millage rates are calculated as it relates to growth of property. When growth on
existing property is greater than inflation, then the local government must roll back its maximum
authorized millage rate so that increases in property tax revenue caused by growth on existing
property does not exceed the annual inflation rate. This is called the “Headlee Rollback.”

In 1994 Proposal A was passed. This legislation created differences in taxable value (*TV*) and
state equalized value (“SEV”) because a growth cap was placed on TV. The growth on TV on
individual parcels is limited to the lesser of inflation or 5%. With the growth of the real estate
market, we are seeing growth of real property. This is due to the State and regional positive
economic growth impacts.

When properties are sold they become uncapped and their new market values are re-set from
their TV to the SEV. Unfortunately, these uncapped properties are not exempt property for the



purpose of the Headlee rollback. The product of these changes in State law is to penalize
communities that have had market growth. The rollback formula reduces the cap of property
taxing capacity that a local government has. The City Charter authorizes a maximum capacity of
15 mils. However, our tax levy will be slightly reduced to 11.06 mils, from 11.1167 mils which
was levied for the past five years. The levy is expected to generate approximately $8,700,000,

an increase of about $350,000 or 4.2%. This increase in TV has allowed through the Headlee
amendment formula growth equivalent to 2.1% growth in the tax base. When properties are sold
they become uncapped which allows the rate to increase on individual properties which also
positively influences our growth factor, as well as new construction.

The ACT 345 levy is 2.32 mils. By Charter, this is dedicated levy which can only be used for
ACT 345 pension benefits for Police/Fire. This is a levy that was voted independent of the
general fund levy. The millage rate is established by the actuarially-determined contribution
required for the ACT 345 fund.

Planning, Zoning and Development. Several major projects will positively impact the City,
including the development at 124 and 145 West Front Street. 124 is the potential construction of
commercial and housing units facing the bay. The City is working with Great Lakes Central
Properties with an option to purchase 145 W Front St. That particular property is targeted for a
parking deck with commercial on the front (North) side of the building. Indigo Hotel along the
Grandview Parkway is nearly completed and should be open for business this year, thus adding
additional hotel rooms to meet the growing needs of the tourism industry within the community.
The County-wide Housing Study completed in 2015 demonstrates a great shortage of housing.
The City has approved 74 apartment units along Garfield and Hannah, as well as senior housing
(60 units) on Railroad & 8™ Street. There is a continued demand both for the housing and
commercial space which provides an opportunity for the City of Traverse City, particularly along
the corridors.

The City completed a corridor study of the East and West Front Street, 8 Street, 14% Street, and
Garfield Avenue in 201 3. We’ve initiated a charrette process looking at the future economic
opportunities along 8™ Street from Union to Barlow Streets. We are also conducting public
outreach and a study of the West Boardman Lake District (Old Town) neighborhood along Lake
Avenue. These public processes and studies will help develop a plan which will include
enhancements to public infrastructure, such as an upgrade of the water main along 8" Street, and
possible improvements along Lake Avenue that will encourage both commercial and residential
growth. Staff intends to pursue future opportunities by identifying potential housing sites within
the City as well as working with the State of Michigan through the Michigan State Housing
Development Authority (MSHDA) and the Michigan Economic Development Corporation
(MEDC), the Traverse City Downtown Development Authority, the Grand Traverse County
Planning Department, and the Traverse City Chamber of Commerce (TraverseConnect) to pursue
opportunities of receiving Community Development Block Grants to enhance loft apartments in
the downtown area as well as along the corridors. The City has also been in discussions with the
Park Place Hotel. We are encouraging them in the development of a new conference center
which potentially could be an economic driver for the Traverse City downtown for many years to
come. These projects and efforts are consistent with the recent City Commission goals and



objectives, looking at additional housing within the community for the workforce, families,
retirees, and visitors.

Administration. The upcoming fiscal year, the City will hold minimally two elections within
the election cycle of August for the primary and the presidential election in November 201 6.
During the November election, there will also be a ballot proposal from Grand Traverse County
of 1.0 mil for road construction over a four-year period. Staffis recommending support of this
specific ballot measure to continue to invest in the street infrastructure within the City.

Capital Infrastructure. The general fund budget includes $670,000 in infrastructure spending
which is consistent with prioritization of investment within the streets and sidewalks throughout
the City. The street millage fund will be used for street repair and maintenance reconstruction
projects. This fund is anticipated to raise approximately $750,000 in revenue. Sidewalk
improvements were a top priority within the goals and objectives of the Commission in which
we’ll see sidewalk gap infill of $100,000 and new sidewalk construction of $100,000.

Sidewalk gap infill/new sidewalk construction $200,000
Street and repair maintenance (CPM) $750,000
Street reconstruction and street-related maintenance $310,000

Total infrastructure spending planned for FY 2016/2017 is detailed in the CIP (Capital
Improvement Plan).

Labor Costs. The City is currently in negotiations on six Union contracts. Although the details
of these negotiations have not been worked through, these activities should be conducted and
concluded within 2016. There have been a significant number of recommendations for proposed
additional staffing of full-time positions. I’ll be recommending that only 4 positions be filled.
One position is the Director of Public Utilities, which will have the responsibility for the Water
Treatment Plant, the Water Distribution Department, oversight of the OMI-operated Wastewater
Treatment Plant, sewer collection system, and the future stormwater collection system. The
second position is a Forester within the Department of Public Services. This individual would
have expertise and experience in maintaining the health of public trees. The City has the
responsibility of approximately 18,000 trees along public right of ways and within City parks
and public properties. During extreme weather events, this position will be critical to properly
maintain the trees and during winter snow events, assist with snow removal, as our areas of
responsibilities grow with every mile of additional sidewalk that we install. The third
recommended position is for one additional Traffic Officer. This individual will focus on
targeting specific projects of traffic management, safety and behavior within neighborhoods and
the City. They will also be working closely with the community policing officers and the
neighborhoods as they develop a plan to provide safer streets. The fourth position is one
additional Firefighter. The City would be taking back the responsibility of plan reviews from
Metro Fire. One firefighter who’s currently trained for plan reviews will be moved over into that
role with his position backfilled for fire suppression.

Health insurance premiums are estimated to increase approximately 4.4% on average, beginning
July 1, 2016. City employees do pay 20% of the costs of their health insurance. The combined



inflationary factor for wages and health insurance costs account for increases in this budget
within the categories of salaries and wages, and fringe benefits. The City has been able to cost-
contain some of the legacy costs through historic changes within the Union negotiations and
changes of retirement factors for future hirees. These legacy costs were enacted since July 2009
for all newly-hired general City employees, which earn a pension benefit at 1.5% multiplier. All
new hires within Police & Fire employees were at the 2% multiplier (recall that Police/Fire
employees do not receive Social Security under the City). Current Police patrol employees
employed prior to June 30, 2014 earn pension credit at a 2.5% multiplier rather than the current
2.8%. These pensions are covered under the ACT 345 funded through the 2.32 mils levy.

Police and Fire/Emergency Services. Upon arrival this past year, a reorganization has taken
place within the Police Department of senior staff. We now have new Police Chief Jeff O’Brien,
Captain James Bussell (Detectives), and Captain Kevin Dunklow (Traffic Control) in command
positions. Focuses have been on a top priority of the City Commission’s community policing.
This process integrates the Police Department working closer with the community, neighborhood
organizations, and business community, and empowers the Police Officers to evolve problem-
solving at the most Jocal level while building relationships. Emphasis is also placed in this
budget in accordance to the number two focus area of public safety by the City Commission
traffic management by adding one Traffic Officer and coordinating particular activities with the
community policing the neighborhoods. Within the Fire Department, focus will continue to be
on fire suppression, but also education to the community, and fire code inspections for plan
reviews. The City Police & Fire continue to also focus on the growing drug/heroin misuse.
Implementation of Naloxone (Narcan) has been saving lives as well as the immediate responses
of the paramedics from the Traverse City Fire Department. The empbhasis is to place lifesaving
first and continue to work with community organizations that deal with drug abuse and
addictions, and attempting to find methodologies that will enhance addressing addictions, thus
reducing the amount of lifesaving and other service calls.

Police officers continue to conduct in-service training for self-defense methods, as well as the
use of TASER. This budget does provide updated TASERSs as the old ones are outdated. The
TASER provides a non-lethal method to provide options for Police officers in a combative
situation. This is particularly useful with those who are uncontrollable, oftentimes due to certain
addictions. Other activities by Police officers are overseeing the school crossing guards. The
school district has requested additional crossing guards. Training is conducted by the Traverse
City Police Department with the cost sharing split between TCAPS and the City of Traverse
City. Within the 2016/2017 budget year will be the arrival of the new Traverse City Fire
Department pumper order this past year. We’ll be refitting that truck and putting it into service,
inclusive of training for the Firefighters with the new equipment.

Downtown Development Authority. The Traverse City Downtown Development Authority
has been a valued resource to emphasize infrastructure investment within the downtown
corridors. These investments instigated through two different DDA plans and Tax Incremental
Finance authorities. The TIF 2 DDA plan is sunsetting in 2016. This is allowing us an
opportunity to renew a discussion on future investments within the DDA and building a new plan
for future investment within the DDA district. This can correlate with the corridor study plans,
walkability, traffic management and traffic calming, aging infrastructure that require




improvements such as water, sanitary, storm, parking and parking decks, as well as other
potential investments which will be discussed through this public process. With the sunset of
TIF 2, this demonstrates the good faith on the part of the City, to then redistribute the growth
established since the initiation of this particular district. Within the DDA, the property owners
have also taxed themselves at 1.8038 mil to help fund the administration and implement the
projects and services provided through the DDA. Current vital projects being assisted by this
funding source include the pedestrian walkway over the Boardman River, the Garland Street
project, the potential parking deck at 145 West Front, and conducting a City-wide marketing
study.

History Center. The History Center located at the Carnegie building has reduced its services to
the City and has cut back on their utilization of space by more than half, At this time our more
significant lease is with the Crooked Tree Arts Council, with the continuation of space leased to
the History Center and the Grand Traverse Area Rock & Mineral Club. The proposed fiscal year
2016/2017 budget includes a transfer from the McCauley Estate Trust Fund to support
operations.

Opera House. The Wharton Center has an agreement with the Opera House in support of the
current operations. Revenue from these leases of the rented space of the commercial frontage
generate revenues of approximately $12,000 more than expenditures. The current year’s budget
and the proposed 2016/2017 budget include funds for operating expenditures to help the
Wharton Center offset its costs and work towards sustainability.

Water and Sewer Rates. The Finance Department has conducted an analysis of both a water
rate analysis and sewer fund projections. At this time there is not a recommendation to pursue
any change of rates with the water funds; however, there are significant additional projects
within the Capital Improvements Plan over the next six years that would infer that we will need
to raise rates in the future to provide the proper maintenance and operations of the Water Plant
and Transmission System. The sanitary fund, in preparation of current operations and normal
maintenance costs, as well as planning for the automated meter (AMI) that a small increase be
made of an increase from $34-$36 for the first 600 cubic feet and $42 per 1,000 for each
additional 1,000 cubic feet of usage.

Other Funds. The enterprise funds consist of water, wastewater and marina. This past year,
three membrane trains were installed at the Wastewater Treatment Plant. As the membranes age
out, they lose capacity and effectiveness. This budget is inclusive of one train to continue to
meet the requirements of our national discharge permit issued by the Michigan Department of
Environmental Quality. The Board of Public Works, which is inclusive of Grand Traverse
County and numerous local township supervisors, has requested that we review our current
contracts regarding water sales and the Wastewater plant agreement. Those discussions will
assist all parties to understand what our respective responsibilities are to each other. There may
be recommendations for changes within these agreements as we work through the discussions.

Parks & Cemetery. The City Cemetery, Parks and Forestry (CPF) have a significant area of
responsibility inclusive of 34 parks, the trees along public streets, and within public facilities and
open areas. The CPF staff maintain 386 acres and the cemetery, caring for approximately 14,000




trees within the City parks, along the City streets, parkways, and public buildings. On August 2,
2015, a storm event went through Grand Traverse County damaging many hundreds of trees
throughout the City and thousands throughout the region. This type of event which happens
periodically, as well as ongoing diseases within the region for trees as well as the public safety of
maintaining trees in a healthy manner along our public right of ways and within the public parks,
I will be recommending that the City Commission authorize the hiring of a Forester to assist the
cemetery, parks & forestry division with these types of services. During the winter events, focus
can also be placed on supporting the snow removal operations along the growing miles of
sidewalks as well as the public open spaces that we keep open throughout the City. Emphasis of
staff will also be directed to planning for improvements at Lay Park, inclusive of sidewalk,
public gathering area, and landscaping coinciding with the placement of the Brian Crough public
art piece. Planning will continue regarding funding and grants towards Clancy Park, Hickory
Hills, and Jupiter park. The Brown Bridge Quiet Area will have projects completed inclusive of
habitat improvements, for fish and aquatic insects, as well as soil erosion control. The City
contracted with the Grand Traverse Conservation District to oversee and manage approximately
1,310 acres on behalf of the City.

OTHER CAPITAL COSTS:

Garage Fund. The City Garage fund is a self-funding internal fund. We place values on
equipment utilized throughout the City by hourly rates. This, in turn, is transferred over to the
Garage fund, which pays for the capital costs annually for vehicles and equipment. Enclosed is a
complete and detailed vehicle replacement schedule for fiscal year 2016/2017.

Summary. This year’s budget has placed an emphasis on primary services as well as targeted
planning for future conceptual projects (8" Street Corridor, Lake Avenue, Boardman Lake
neighborhood, the West Boardman Lake Trail, the marketing study, and working with Traverse
City Light & Power on the automated meter infrastructure for both the electric and water meters)
and structural activities such as the updated DDA plan. These planning activities will assist the
City Commission on meeting goals and objectives that require preparation to include
synchronizing components that intermingle, such as 8 Street and updated water lines. Through
the planning elements, we can emphasize the priorities of the City Commission inclusive of
maintaining our parks and trees, focusing on our stormwater assessment plan grant, providing
safe streets that are walkable, and sidewalks that are accessible, managing traffic (whether it be
parking or speeds). These are investments that continue to work towards placemaking. These
include investments in arts and culture as the new Arts Commission continues to focus on both
the downtown, as well as City-wide for new pieces and functionalities. To support the general
fund services and activities, this general fund budget is inclusive of three new employees. One is
the City Forester, a second one is to specifically work with community policing and the
neighborhood associations targeting trafficking, and the third is a Firefighter which will be
backfilling a position as we move one current Firefighter into the plan reviews previously
serviced by Metro Fire.

Union negotiations are continuing with all six Union groups. We also have the non-Union
personnel which will be taken into consideration as we negotiate the three financial components,



that being salaries, healthcare and other benefits, and pensions. The City will also focus on
continuing education and training for staff, particularly focusing on emergency operations and
safety. City staff will also continue to work with the IT Committee in regard to the removals of
the Boardman and Sabin dams and improvements along the Union Street dam within the City.

One other area of emphasis of staff time and potential policy development will be focusing on
housing needs within the City. This has been brought out as a priority within the region and City
as a whole and will take coordinated efforts of all agencies within the City and region to meet the
growing demands of housing and how they influence meeting the needs of our business
community as well. This proposed budget is a recommendation. The City Commission has the
policy-making authority. The City budget is the ultimate policy document as it reflects where
you are placing your resources to meet the public needs. We are scheduled to have a budget
work session the evening of May 9, 2016. If there is a need for a 2™ work session, that is
preliminarily scheduled for the evening of May 23, 2016. The City will continue to seek and
create opportunities for placemaking, thus improving the quality of life for its citizens and our
visitors. I thank the City Commission for providing these resources and the entire staff for
continuing to provide essential and quality services within our community. We now have the
task of discussion and debate identifying final determination to complete this budget for the
upcoming fiscal year of 2016/2017.

Sincerely,

Ll M

Martin A. Colburn
City Manager
City of Traverse City
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