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May 13, 2010
Subject: Recommended FY 2010-11 Budget

Dear Mayor Misenheimer and Members of the Kannapolis City Council:

It is once again my pleasure to present to you the recommended Fiscal Year 2010-11 (FY 2011) Budget for the City of Kannapolis, North Carolina, which begins July 1, 2010 and ends June 30, 2011. The budget has been prepared in accordance with the North Carolina Local Budget and Fiscal Control Act and the requirements of the N.C. General Statutes.  This balanced budget identifies the revenue projections and expenditure estimates for FY 2011.  
For the second year in a row, the struggling local economy has made this a difficult budget year and preparing a balanced budget has been a challenge.  Not unlike many communities in North Carolina, Kannapolis has many needs but currently is experiencing very limited new funding sources.  Even so, the proposed budget is designed to reflect the City Council’s multi-year priorities and it will continue to be a tool for meeting the challenges and opportunities of our rapidly changing City.  In this time of slow growth each of our employees are striving even harder to pay attention to quality, effective public services for both existing citizens and new citizens moving into our City.  Like last year, this proposed budget continues with that important focus.  The total proposed FY 2011 Budget for the City of Kannapolis is $45,381,754, a 0.4% percent increase from the current FY 2010 budget. 

Executive Summary
Similar to FY 2010, the proposed FY 2011 budget is greatly impacted by local economic conditions.  With unemployment in double digits and new construction significantly curtailed, there is certainly an overriding sense of caution that was exerted into the preparation of his budget.  Indeed, new local government revenue options are very limited this year.  It is projected that this will improve over the next few years, albeit slowly.  Like many of our neighbors, and similar to local governments throughout the nation, Kannapolis has not been immune to the current economic downturn.  The changing economic conditions and the uncertainty of the state budget have delayed construction on the North Carolina Research Campus and slowed the university staffing schedule.  Several major development projects along the Kannapolis Parkway corridor have been delayed indefinitely.  This has all impacted job and tax base expansion – at least temporarily. 
Residential and non-residential construction is down significantly.  Residential permits issued in 2009-2010 are down 23.7% from the previous year and 53.4% from those issued two years ago.  Commercial and industrial permitting has fared better but is still down 5.8% from the previous year and 20.7% from two years ago.   The good news is that it appears that October/November of 2009 was the low point and permitting has increased steadily since then.  Considering there are several residential projects that are preparing for new construction (Riverpointe, Waterford, West Oaks) as well as numerous non-residential projects in the same situation, the City should see relatively significant increases in the next six months.  
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Like many other municipalities in our region and across the state, Kannapolis is facing a fairly significant budget shortfall in FY 2011 as property taxes and sales tax revenues are generally flat.  The current economic environment is likely temporary, and it is likely to improve in FY 2011.  Even so, it will take more than one budget year to recover from the impacts of the deep operating cuts and frozen positions from FY 2010.  The development of the proposed FY 2011 budget has certainly impacted by the difficulties of the FY 2010 budget.  It is quite possible that the FY 2012 may be unavoidably impacted as well.
The FY 2009 and FY 2010 budgets were designed to begin building the strongest financial foundation possible for the significant growth that we were expecting over the next decade in Kannapolis.  The principles of building a solid economic foundation are still valid and have been carried over to the greatest extent possible in the recommended FY 2011 Budget.  However, as described in last year’s budget message, generating excess revenues for building back our cash reserves is highly difficult with limited new funding sources and mounting needs from each City department.
Included in the recommended FY 2011 Budget are a few new initiatives, some limited capital investments and some critically important operating expense increases.  Many of the new expenditures are a result of factors beyond the City’s control.  Fortunately, there are not substantial operating and personnel cuts similar to those we were forced to make in the FY 2010 budget.  Nevertheless, there are millions of dollars of requested expenditures by the departments that are not being recommended due to limited new revenues. 
The major components of the recommended FY 2011 budget include:

1. Revenue Impacts.  The total revenues from all funds are projected to increase very slightly from FY 2010 to FY 2011 by $170,318 or 0.4%.  This is better than in FY 2010 where total revenues decreased by more than $1 million (when eliminating the NCRC revenues earmarked for the Tax Increment Financing plan).  However, we are fortunate to have approximately $848,000 in retiring debt service (approximately 80% in the General Fund) available as a new “revenue.”  Even so, with substantial, unavoidable increases looming (e.g., state retirement system increases, new debt service from previous funding decisions, state and federal mandates, contractual arrangements) a budget with relatively limited change is the result.
2. Personnel Impacts.  Our State government and many local governments (some in our immediate area) have been forced to order unpaid furloughs, salary cuts, shared medical premium payments and layoffs.  Fortunately, in Kannapolis none of these drastic measures were necessary in FY 2010 nor will they be in FY 2011.  That means that our most important City resource (our employees) will again be preserved, albeit with some individual sacrifices through the lack of merit pay increases for the second consecutive year. This has been made possible through reasonably conservative budgeting, holding the line in numerous operating budgets and aggressive cuts to operating expenditures in the FY 2010 budget (last year). 
The recommended FY 2011 Budget includes the following components related to personnel:
a. No New Positions.   Two years ago, the FY 2009 budget included 14.5 new positions; an additional 30 positions were requested but not funded.  Department heads were directed not to request new positions for the FY 2010 budget, and in fact, 12 existing positions were ultimately unfunded (frozen) for the year.  Unfortunately, the cost of bringing those positions back in FY 2011 (approximately $500,000) was simply not possible.  Now for the second consecutive year, no new positions are included in the proposed operating budget; although, a total of 53 new positions were requested.  In the General Fund, 39 positions were requested but not funded ($1,510,742 budget impact less SAFER grant money for 15 fire fighters).  Three positions were requested for the Public Works Stormwater Division ($120,714 budget impact). Departments funded through the Water and Sewer Fund requested seven positions in total ($226,630 budget impact).  These budget impact figures do not include operating costs for equipment, training, uniforms, etc.
b. Salaries Still Frozen.  No funding for performance based pay (merit) increases is included.  Including merit pay increases (up to 3%) would have resulted in a nearly $250,000 in increased expenditures - unmanageable in the current economic environment.  I believe our employees fully understand the situation.  We are not alone in this dilemma.  According to a recent NC League of Municipalities survey, more than 75% of all municipalities in the State surveyed are not planning merit pay increases.  However, to assist employees in a small way, $100 is recommended to be added to each employee’s (and retiree’s) health care spending accounts (pre tax dollars).  This amount is included in the proposed budget.  
3. Maintenance of Operating Expenditures.  Operating expenditures in the FY 2010 Budget in all funds were reduced by more than $1.4 million.  For FY 2011, the theme is less about cuts and more about holding the line and limiting new expenditures.  There are however, certain new expenditures included in this budget.  These new expenses are included in an attempt to avoid falling behind on maintenance of equipment and facilities, decreasing levels of service significantly, and losing ground we have made in the past decade in our goal of being a first class, full service municipality. Additionally, some of these expenditures are mandatory and out of the City’s control.
4. Impact of the NCRC Tax Increment Financing (TIF) Plan.  $1,000,000 is again included as both as an ad valorem tax revenue and an offsetting debt service increase.  This is the amount of new tax revenues projected to be paid by the North Carolina Research Campus.  The new debt service is to fund an TIF financing package to accomplish as many of three primary objectives as possible: 1) reimburse both the City (approximately $1 million) and Castle and Cooke for about 25% of the cash fronted expenditures for NCRC related infrastructure, 2) fund the Cabarrus Health Alliance building ($15 million), and 3) fund as many additional projects as possible with any remaining funds.  Assuming Cabarrus County participates under the original TIF agreements (with its 50% match) an estimated total of $30 million could be financed.  Similar to FY 2010, there is also an important revenue issue related to this financing package that has a significant impact on the recommended FY 2011 budget.  This is described in the General Fund Revenues summary in this budget message.  
5. Medical Insurance.  The recommended budget includes continued funding for the self-insured medical insurance program and the employee health and wellness clinic which is staffed part time by a physician assistant with no increase from the previous year’s budget.  This is being accomplished as the result of a change in the third party administrator contract from United Healthcare to Blue Cross and Blue Shield of North Carolina (BC/BS).  As a result of this change, fixed costs are expected to be reduced by approximately $92,000 in the first year and nearly $122,000 in year two, assuming there is no increase to administrative fees in year two.  Because BC/BS’s network provider agreements are significantly better, the city and employees will notice reduced claims costs as well.  A review of claims paid since July 1, 2009 through January 31, 2010 indicates claims paid under BC/BS’s contracts would have resulted in $185,100 savings.  Analysis of other BC/BS clients’ claims data indicate discounts received through their provider contracts will meet or exceed their projections for the City of Kannapolis. If no changes were made to the current health care plan, the resultant cost would be 17% higher than FY 2010.  The budget also includes $5,400 to implement phase 2 of the health and wellness clinic program, MyCatalyst Data/Protocol Management.  MyCatalyst software is able to provide consolidated medical, pharmacy, clinic, workers compensation and healthcare reimbursement account claims reports to proactively find and refer individuals into clinic and other disease management programs.  
As a point of reference, the medical insurance impact on previous budgets was a 8.9% increase in FY 10; 0% in FY 09; 7% in FY 08; and 14% in FY 07.  It should be noted that the nature of self insured health care plans will continue to give us opportunities to control costs and limit future increases to costs.
Fund Summaries 

The total proposed FY 2011 Budget for the City of Kannapolis is $45,381,754, a 0.4 percent increase from the current budget.  This equates to an essentially flat budget.  In addition to the General Fund, this figure includes the Water and Sewer Fund, Powell Bill Fund, Separation Pay Fund, Transit System Fund and the Stormwater Fund.

	FY 2011 BUDGET SUMMARY

	Fund
	FY  2009 Budget
	FY  2010 Budget
	FY  2011 Budget
	% Change
FY10 to FY 11
	Actual Change
($) FY10 to FY 11

	General Fund
	$27,918,539
	$28,989,521
	$29,067,622
	+ 0.3%
	+  $78,101

	Water and Sewer Fund
	$13,686,491
	$12,833,807
	$12,989,970
	+ 1.2%
	+ $156,163  

	Powell Bill Fund
	$1,556,660
	$1,187,483
	$1,231,000
	+ 3.7%
	+ $43,517 

	Separation Pay Fund
	$237,900
	$237,900
	$237,900
	0.0%
	 $0 

	Transit System Fund 
	$338,985
	$357,875
	$354,662
	- 0.9%
	 - $3,213   

	Stormwater Fund
	$1,549,500 
	$1,604,850 
	$1,500,600 
	- 6.5%
	+ 104,250$  

	Total Budget
	$45,288,075
	$45,211,436
	$45,381,754
	+ 0.4%
	+ $170,318 


General Fund 

The recommended FY 2011 General Fund Budget includes no change in the Ad Valorem (Property Tax) Rate, of 49 cents per $100 of assessed property valuation.  This portion of the City budget accounts for revenues and expenditures of General Governmental, Public Safety, Public Works, Community Development, Parks and Recreation, Non-Departmental functions and Debt Service.  The proposed FY 2011 General Fund Budget is $29,067,622, which represents a 0.3% increase from the current year budget ($78,101 total).  Public Safety (Police and Fire) accounts for 43% of all General Fund expenditures.   Public Works expenditures account for an additional 17% of the General Fund expenditures. 
General Fund Revenue Highlights
1. Property Taxes.  The total property tax revenues included in the FY 2011 budget are projected to be $18,295,277, an increase of $129,189 in new taxes which is, rather surprisingly, a substantially lower increase than in FY 2010.  This growth increase is approximately 70% less than the growth included in the FY 2010 budget. As a point of reference, the increase from growth and private sector investment was $775,540 in FY 07, $796,845 in FY 08 and $946,633 (excluding revaluation revenues) in FY 09 and $457,410 (excluding NCRC revenues) in FY 10.  This precipitous drop is a clear indication of the continued economic downturn we are experiencing.  The hope is that this historically reliable revenue source rebounds in FY 2012.  There is the potential that dropping property values could have an impact on future ad valorem tax revenues but it is too early to know if this may be a problem in future budgets.
2. Miscellaneous Revenues – Refinancing Cash Expenditures.   Similar to FY 2011, the FY 2011 budget includes $1,360,114 in miscellaneous revenues.  A significant portion of these revenues are planned from proceeds from the NCRC Tax Increment Financing (TIF) which is again on the path to completion in the early part of the new fiscal year.  This was intended to be used to fill the budget hole last year but the TIF bonds were not sold.  The proceeds from this financing package will be used to reimburse the General Fund for $520,689 for Engineering work related to several City NCRC projects and $2,045,456 for the Village Park Stormwater project.  The stormwater project has been financed already as an interim measure but only at a principle amount of about $1.4 million.  The balance of $588,373 has been paid in cash out of the General Fund.    
3. Miscellaneous Revenues – Land Sales (Fund Balance Impact).  The recommended budgets in FY 2007 and 2008 years included large amounts of miscellaneous revenues from the Second Creek Land proceeds.  The budgeting of those one-time revenues was designed to serve as a transitional tool to bridge the gap between critically needed expenditures and necessary revenue growth.  This approach allowed the City to avoid a delay in the investment of critical needs like we had been forced to do in the several previous annual budgets from the late 1990s to the mid 2000s. As you are aware, the contract with the Land Trust for Central Carolinas for sale of the Second Creek Land has now been voided due to a lack of funding sources.  This unexpected lack of payment for the next tract has resulted in the City’s Fund Balance dipping below 15% (see fund balance analysis below).  Two of the remaining three tracts (originally slated for sale at $1 million each under the original agreement) have been sold.  One property (White Road 1) has closed and the $1 million proceeds will be added to the current year’s Fund Balance.  The second property (White Road 2) is expected to close in late summer or early fall 2010.  This land sale was expected by the end of FY 2010 but complications from financing by the buyer prevented this from occurring.   The last tract (also the most valuable) has no potential buyer at this time although the Land Trust is still interested in securing that property and has $1 million committed to that purchase.  Any sale may need to go through the upset bid process.  In keeping with the FY 2009 and FY 2010 budget objectives of relieving the City from that onerous position of using nonrecurring revenues to pay ongoing expenses, the vast majority of land sale revenue is excluded in the FY 2011 operating budget.  Barring any unforeseen circumstances, any land sale that is completed in FY 2011 will be added to fund balance for future needs and to strengthen the City’s financial position.    
4. Sales Taxes.  In FY 2011 sales tax revenues are projected to remain unchanged from the FY 2010 budget at $5.3 million.  As the economy improves, it is anticipated that we will again see a steady increase in sales taxes similar to what was experienced prior to the recent economic decline.  Sales taxes increased from FY 2005 ($4.9 million) to FY 08 ($5.4 million) but then dropped dramatically back to $5.0 million in FY 2008 ($600,000 more of a decrease than expected).  This revenue appears to be slowly rebounding which is welcome news.  The City is set to receive approximately 7.77% of the overall Cabarrus County sales taxes (compared to the 7.64% in FY 10 and 6.94% in FY 09).  This is the third straight year that the Cabarrus County sales tax distribution percentage increased for Kannapolis.  It is probable that this percentage will continue grow in the future with the NCRC and Kannapolis Parkway investments (and perhaps residential construction) raising our tax base at a potentially higher rate than other parts of the County.  
5. Utility Taxes.  Utility franchise taxes are projected to increase slightly based on the current year’s projections.  This is another sign of an improving local economy. This remains the third largest recurring revenue in the City’s budget with a total of $1,764,000.   
6. Fund Balance Issues.  Fund balance is projected to be $4,230,455 at June 30, 2010. It would take an additional $481,000 by June 30, 2010 to maintain 15%. The additional $2,000,000 we anticipate next year from the sale of the remaining Second Creek land (less the $281,000 used in FY 2011 to balance the budget) would yield $1,710,000 added to fund balance. That would give us a fund balance of $5,940,455 or about 19% of expenditures (similar to FY 2009). That translates to about $1,229,481 we could spend in FY 2012 if needed but the preference would be to avoid that if at all possible.   The appropriation of fund balance was reduced from approximately $1.7 million in FY 07 to $718,869 in FY 08 and back up to $1,085,466 for FY 09.
7. Transfers from Enterprise Funds.  Prior to FY 2008, for several previous years, the General Fund financially supported the Water and Sewer Fund at 100% with no “compensation.”  Prior to FY 08, the General Fund also supported stormwater activities through its subsidy of the Powell Fund.  Enterprise funds are designed to operate “like a business” and as a result it should “pay” for outside services.  For the past several years, the Water and Sewer Fund was in no position financially to make this transfer.  That changed in FY 08 ($828,444) and FY 09 ($993,230) and FY 10 ($602,715).   This amount for FY 2011 is $659,431; a 9.4% increase from the previous budget. 
8. Increased Fire Fees.  Included in the FY 2011 budget is a recommended increase in revenues of $20,000 for new fire fees.  An adjustment in the fire fee schedule to reflect the increase cost of performing inspections and to keep the Kannapolis Fire Department’s fee schedule in line with the City of Concord’s Fire Department.  Increasing these fees serves as an alternative revenue source to reduce the tax burden on residential property owners for specialized services that only target architects, developers, or particular individuals using that service. It is important to remember that all services that are provided across the board to all citizens are not included in this Fire Fee Program. The services included in this program mirror the services included in the City of Concord’s and the City of Charlotte’s Fire Fee Program. The Fire Fee Program is divided into three major categories; Development/Construction Fees, Annual Inspection Fees, and Stand-by Fees.  

General Fund Expenditure Highlights

1. Personnel.   No new personnel are included.  No merit pay is included for the second straight year.  The funding for the six (6) unfilled positions eliminated in FY 2010 have not been included in the FY 2011 budget.  
2. Capital Improvements.  The only new capital improvement project included is the $350,000 project to improve the Village Park entrance road and parking lot off West C Street, resulting in $29,760 in new annual debt service.
3. Expanded City Office Space.  Included in the recommended FY 2011 budget is $60,000 for lease payments and related expenses for an expansion of the City Administrative offices into Castle and Cooke’s former accounting office space next door to the current City administrative offices (230 Oak Avenue). The lease would be full service (common area maintenance, taxes and insurance are covered – utilities would not be).  Included in the proposed lease would be the use of most existing (new) furniture in four offices, a large, furnished conference room, ten work space cubicles, and lots of storage space.  Castle and Cooke has $18.00 per square foot tied up into the space through their lender, but they will lease the space to the City at $14.00 per square feet for the accounting space (3,349 sq. ft.) and $5.00 per square foot for a finished basement (880 sq. ft.).  This is significantly less than other downtown rents for new finished office space.  The City Administrative Offices currently contain 5,905 square feet of space.
There are several reasons for this recommendation: 

a. Future Growth Needs.  There is zero room to grow in our current space.  It is not anticipated that we will see dramatic growth over the next couple of years but we do not have the ability to add even one more person.  There is only one (very small) conference room which often creates challenges.  We have already had to do some renovations to the current space to accommodate those that we have added in the past year or so.  

b. Cramped Finance Department.  Our Finance Department is working in an incredibly cramped space with several people having desks in hallways, a copy/work area in the middle of the hallway and lacking any storage and common work space.  This department could be far more efficient with the right work space.  It is the intent to move the Finance Department in its entirety to the new space (which is designed for 14 people; Finance currently has 9 employees).

c. Storage Space Needs.  The City Administrative Offices are essentially out of document storage space.  There is a tremendous amount of storage space in the expanded area.

d. Good Transition Time.  Our Finance Director has announced his retirement in August.  This is the perfect time for a space transition but more even more important, new, functional office space will be a recruiting tool for the Director’s position. We simply do not have now in the current space.

e. Nurse Practitioner Growth Needs.  Our nurse practitioner’s office is currently at Fire Station 5.  There is the possibility (albeit small) that the basement of this new space (with a backdoor entrance) could be used as either backup space or space for split office hours for this service to our employees.  

f. Ease into Funding for City Hall.  An added, hidden benefit is that we would be slowly inching up our expenditures for office space so that the budget impact will be somewhat softened if the decision is made to build a new City Hall.  This really should be a minor consideration though.  If we were to add this space to the existing City offices and the Customer Service Center, the total rent for City administrative space would be about $140,000 per year.  A new City Hall would involve annual debt service of between $500,000 and $1 million per year – possibly more.

While we do not need 100% of this new space immediately, we need 60% or so.  Making this move now would delay the need to construct a new City Hall for several more years and allow the focus to be on the Police HQ and fire stations.  

4. Operating Expenditure Reductions.   The following are major and/or noteworthy General Fund reductions:

· $35,684.  Decreased size of the quarterly Kannapolis Magazine. (FY11 = $60,416)

· $5,000.  Kannapolis Intimidators July 4th / Kannapolis History Celebration Sponsorship (kept $10,000 in the budget, which has historically been offset by other sponsorships the team takes on for City events).

· $30,000.  Contract Legal Services (post IBT legal defense).  This is not the budget for the City Attorney.
· $21,200.  Election costs (no municipal election in FY 2011).

· $848,882.  Retired Debt Service including:

a. $159,579.  Retiring debt service on Fieldcrest Cannon Stadium. 

b. $397,335.  Retiring debt service on Fire Station #1. 

c. $221,661.  Retiring debt service on various installment purchases.  

5. Operating Expenditure Additions.   The following are major and/or noteworthy General Fund operating and capital outlay additions.  (Note: Those expenditures shown in red are unavoidable.  Those shown in blue are highly important and elimination or reduction would generate significant complications.  Those in green are more discretionary in nature).
Administration and General Budget Increases

· $190,000.  Mandatory increase in employer contribution to Local Government Employees Retirement System (LGERS).  Civilians from 4.9% to 6.44%; Sworn from 4.86% to 6.41%.
· $60,000.  Lease Payment and start up expenses for expanded City Administrative office space (mostly Finance Department) – 230 Oak Avenue, next door to existing space.  
· $24,800 Automated Time System (payroll) for Public Works and Parks & Recreation.
· $32,400.  Increase in medical spending account allocation by $100 for all currently funded full time positions and retirees (324 total).  Employees continue to have a choice of two plans:  a Healthcare Reimbursement Account (HRA) or a Healthcare Savings Account (HSA). Implementation of the spending accounts and consumer driven health plan has attributed favorably to controlling rising healthcare costs which enabled the City to consider implementing a self-insured program and Wellness/Nurse Practitioner program in FY 2010.  In FY 2010, the City paid $600 (HRA) or $750 (HSA) to each employee and retiree for these programs. 

Economic Development, Marketing and Public Outreach

· $7,500.  Photography for website and various publications.

· $6,000.  Ongoing Website Maintenance. 

· $14,873.  iFlip Economic Development Guide (online and printable).

· $15,120.  Search Engine Advertising Campaign.

· $4,500.  Citizen/Employee Academies (No academies have been offered since FY08).
Public Safety

· $18,690.  Project Safe Coordinator’s match has been included in the part-time salary line item. Kannapolis, Concord, and Cabarrus County share the expense for this position.  This position was previously funded by a grant which has now expired.
· $22,445.  Increase for a full year of OSSI annual maintenance fee, E911, and Office Maintenance Agreements.    

· $51,750. Debt service to replace 11 patrol vehicles (no vehicles were replaced in FY10)

· $9,541.  Annual fit-for-duty physicals for firefighters.  This program cost fluctuates based on the complex schedule for required physicals based on the age of the workforce.  Some years it will decrease, some years it will increase.
· $54,470.  Fire Department maintenance & repair of trucks.  

· $7,498.  Fire Department Uniforms – new NFPA Standards.  

· $17,027.  Tires and rims for three of the Fire Department’s older apparatus. 

· $150,000.  Debt Service for New Ladder Truck (purchased and delivered in FY 10).

· $20,250. Debt service for $90,000 Hazmat Truck (to store and transport equipment paid for in FY 10 with a federal grant.

· $31,000.  Part-time employment increase for a total of $145,000 ($85,000 increase was requested). The budget for part-time salaries includes part-time firefighters, reserves, and part-time administrative help. Two years ago the budget was $200,000. That year the new salary increase was implemented (about $20,000) but no increase was added to the part-time salaries in FY 2010 due to budget constraints.  This resulted in a decrease in hours.  Last year the part-time budget was cut to $101,000 which caused major cuts including in the Reserve Program. Even after these cuts, our estimated part-time expense for this year will be around $145,000. 

· $10,400.  Replace the Tandberg Video Conference System at Fire Station #1.   
Parks and Recreation

· $20,500.  Expanded maintenance of Veterans Park and City rights-of-way on the NCRC.  

· $27,500.  Part-time employment increase for a total of $277,000 ($61,000 increase was requested). Approximately $47,000 of the departmental request is for salary adjustments implemented two years ago but not budgeted in FY 2010 due to budget constraints.  The remainder of the request is for expanded hours
necessary to take on the NCRC and Veterans Park maintenance.

· $5,400.  Debt Service for purchase F-250 Pickup Truck to Replace PR-2, a 1989  Chevy ($24,000 total cost)

· $22,000.  Christmas Parade (based on realized expenses in 2009. There are offsetting revenues as well).

Public Works

· $24,000.  New street lighting for Rogers Lake Road extension (60 fixtures, annual contract with Duke Energy)

· $22,100.  NCRC lighting maintenance and repair (replacing light bulbs, ballasts and poles) 

· $27,000.  NCRC lighting (electrical costs); Biotech Lane, Laureate at Biotech, Research Campus at Laureate, N. Main Street at Outer Loop, N. Main Street at First Street and Research Campus at Laureate S.

· $10,000.  Contract service for the repair of NCRC decorative fixtures (pole replacement, trouble-shooting for underground wiring, electrical box repair, etc.) 

· $28,300.  City-wide Duke Energy utility rate increase.

· $69,948.  Yard Waste Collection - contract services (CPI and household increase).

· $20,000.  Yard Waste collection - grinding and site clean-up (occurs every other year)

· $65,760.  Increased Landfill Tipping Fees.

· $102,444.  Household Solid Waste Collection - contract Services (CPI and household increase)

· $25,000.  Decorative Sign Installation (Approximately $375 per sign = 66 signs)

More information on the General Fund revenues and expenditures is included in the summaries of each service account throughout the budget document.  The General Fund information begins on page 6.
Water and Sewer Fund

The proposed FY 2011 Water and Sewer Fund Budget is $11,494,970, which represents a 1.2% increase from the current fiscal year budget ($156,163 actual increase).  This projection is significantly better than in FY 10 where the Water and Sewer Fund experienced a decrease of more than $850,000.   A water rate increase is recommended for reasons described below.  The Water and Sewer Fund remains much healthier than in previous years.  

Water and Sewer Fund Revenue Highlights

1. Proposed Rates and Charges.  The variable rate for water is recommended to be increased to $5.71 per 1,000 gallons from the current $5.40 rate (a 5.7% increase).   This water (only) rate increase is to begin to address the funding needs to facilitate the construction of the Albemarle waterline project.  City Council has already approved a project budget to cover the engineering costs which will begin as soon as formal agreements with Concord and Albemarle are completed.  After a year of design and right-of way acquisition, it is projected that it will be late summer of 2011 before the project is bid for construction, after which time the funds will be needed to pay for the project.  It is anticipated revenue bonds will be sold for this purpose.  The $0.31/1,000 gallons increase will provide approximately one half of the funds needed to generate $5 million dollars in proceeds for the project.  
The recommendation is to spread the rate increase over two fiscal years to ease the impact on the customer (another $0.31/1000 gallons rate increase).  For the current year, the resulting revenues will be included as debt service but will actually fall to cash reserves until the debt is issued.  These first year funds could be used to fund part of the engineering costs, thus resulting in less to finance in FY 2012.  The Kannapolis’ portion of the $21 million project costs is estimated to be nearly $8 million.  In FY 2012, the $3 million dollar difference will need to be addressed in one of four ways (or likely a combination of these scenarios): 1) success in securing grant revenues or federal earmarks, 2) lower than expected construction or right of way acquisition costs, 3) increased revenues through growth and development, or 4) greater rate increase than $0.31.  
The variable charges for sewer are proposed to remain the same for the fourth consecutive year preceded by four straight years of rate increases.  The fixed water charge is recommended to remain at $3.30 per month and the fixed sewer charges are recommended to remain at $3.80 per month.   Variable charges are recommended to increase to $11.01 per 1,000 gallons (combined water and sewer).  
The weak economy and slow development growth has impacted the Water and Sewer Fund over the past two years.  The projected retail and wholesale water and sewer charge revenues for FY 2011 remain mostly unchanged from FY 2010.  This is, however, significantly better than a year ago when this reduction was $1.4 million mostly due to a reduction in usage and slower growth than expected.  
Proposed Fee and Charge Schedule

	Charge
	FY 04
	FY 05
	FY 06
	FY 07
	FY 08
	FY 09
	FY 10
	Proposed

FY 11

	Variable Water Rate (per 1,000 gallons usage per month, per customer)
	$4.15
	$4.57
	$4.92
	$5.40
	$5.40
	$5.40
	$5.40
	$5.71

	Variable Sewer Rate (per 1,000 gallons usage per month, per customer)
	$4.07
	$4.48
	$4.82
	$5.30
	$5.30
	$5.30
	$5.30
	$5.30

	Fixed Water Charge (flat charge per month, per customer)
	$3.00
	$3.30
	$3.30
	$3.30
	$3.30
	$3.30
	$3.30
	$3.30

	Fixed Sewer Charge (flat charge per month, per customer)
	$3.50
	$3.80
	$3.80
	$3.80
	$3.80
	$3.80
	$3.80
	$3.80


Monthly Impact by Usage (Water and Sewer)
	Usage
	FY 06 Charge
	FY 07 Charge
	FY 08 Charge
	FY 09

Charge
	FY 10

Charge
	Proposed 

FY 11 Charge
	FY 10- 

FY 11

% Change
	FY 10- 

FY 11

 Actual  $ Change

	2000 gallons
	$26.58
	$28.50
	$28.50
	$28.50
	$28.50
	$29.12
	    + 2.18%
	+ $0.62

	4000 gallons
	$46.06
	$49.90
	$49.90
	$49.90
	$49.90
	$51.14
	+ 2.48%
	+ $1.24

	5000 gallons
	$55.80
	$60.60
	$60.60
	$60.60
	$60.60
	$62.15
	+ 2.56%
	+ $1.55


2. Connection Fee Revenue.  Connection Fee (Capital Recovery Fee) revenue is projected to slowly increase once the economy begins to improve.  These fees were largely removed from the FY 2009 water and sewer budget in an effort to focus on more reliable revenue sources.  Budgeting capital recovery fees for operating expenses can put the Water and Sewer fund in a precarious situation if growth and development projections are off base. The FY 2011 budget includes $500,000 from connection fees but there are enough one time expenditures that future budgets will not be impacted by any fluctuations in this revenue stream   Even though the current economic environment might not project tremendous confidence, it is expected that the trend of growing connection fee revenues will continue over the next several years as the City will experience its most rapid residential and non-residential growth of its 20+ year history.  It is expected that $500,000 annually will eventually be a very small part of the collection fee revenue stream.
3. Wholesale Treated Water Sales.  Wholesale water sales revenue is projected to be reduced from FY 10 by approximately 38%.  This amount is based on the FY 10 water sales to the Town of Landis of $140,000 (a decrease from $172,000 in FY 09) and the remainder of $180,000 to the City of Concord.   Sales to the City of Concord have been reduced from approximately $1 million in FY 08 to $335,000 in FY 09, in part, to the wet weather during a good part of that time period.  With lower rainfalls over the past several months, this number could increase beyond the $310,000 (Landis and Concord) but any increase would be speculative and is not being budgeted.  It is recommended that the rate increase percentage (5.7%) be passed along to Landis as well.  The rate to the City of Concord is already addressed as part of our reciprocal agreement. 

4. Cash Reserves.  Water and Sewer cash reserves (retained earnings) continue to be strong enough so that no rate increases will be required to meet the revenue bond covenants or to meet operational demands.   The utility investments from several years ago continue to pay dividends in the improvement of the financial health of the Water and Sewer Fund.  This trend is likely to continue. Reserves are increasing. It is anticipated that we will realize a $500,000 addition to reserves in FY 2010. At June 30, 2009 the Water and Sewer Fund included $1.67 million in reserves with $1.1 million needed for revenue bond coverage, leaving $570,000 usable. Adding the $500,000 this year will leave $1.07 million usable for projects. It is anticipated that and additional $880,000 will be added to reserves in 2011 from bond coverage releases and the recommended $0.31 cents increase in water rates.  Any additional revenue (connection fees or usage) will also strengthen our retained earnings.
Water and Sewer Fund Expenditure Highlights
1. Personnel.  No new positions are included in the FY 2011 budget.  No merit pay is included.  The funding for three (3) unfilled positions was eliminated in FY 2010 and those positions are again unfunded for FY 2011.
2. Capital Improvements.  Two Water and Sewer Fund Capital Improvement Projects are included in the FY 2011 budget:
· $71,000 in new debt service for Water Treatment Plant Pump Upgrades in conjunction with the EECBG ARRA funding (energy grant).  The total project cost is $457,200 ($160,300 - EECBG grant, $314,900 - City portion). 
· $63,362 in new debt Service for the Kannapolis Lake Dam Repairs (total project cost $681,308).
3. Transfer to General Fund (General Management Services).  Included in the FY 2011 budget is a transfer of $458,257 to the General Fund (increase of $140,312).  The generally recommended payment from Water and Sewer Fund to the General Fund was re-introduced in FY 08 year following a three-year period without a transfer intended to ease the pressure on the Water and Sewer Fund.  This transfer should be performed annually in efforts to maintain the integrity of the Water and Sewer Fund as a true enterprise fund which “pays” for outside services provided by the General Fund such as road patching, insurance coverage, engineering services and certain administrative functions.  This year’s transfer was increased slightly to reflect an improvement in the Water and Sewer Fund.  The amount was reduced a year ago.
4. Operating Expenditure Reductions.   The following are major and/or noteworthy Water and Sewer Fund reductions:
· $10,000.  Materials, Mains, Extensions 
· $31,876.  Water Tank Maintenance (FY 11 budget includes only routine maintenance portion of contract)

· $44,098.  Various contract services.  

· $72,820.  Various department supplies. 

· $131,712.  Total decrease (-2.5%).  Decrease is due in part to retiring debt service

5. Operating Expenditure Additions.   The following are major and/or noteworthy Water and Sewer Fund operating and capital outlay additions.  (Note: Those expenditures shown in red are unavoidable.  Those shown in blue are highly important and elimination or reduction would generate significant complications.  Those in green are more discretionary in nature).
· $79,348.  Sewage Treatment: Contracted variable treatment and interceptor cost to WSACC due to increase flow projections. 

· $45,000.  Sewerline outfall clearing and root treatment.

· $34,410.  Debt Service for the 8th Street Sewer Aerial (total project cost: $370,000).
· $103,000.  Bulk Water Purchases Finished water purchase from the City of Salisbury @ $4.13/per 1,000 gallons (minimum 300,000 gallons per day).  Projected 5% increase from previous year per Salisbury-Rowan Utilities results in a total budget of $475,235.  By comparison, the Albemarle charges are projected to be $496,000 for 800,000 gallons per day (nearly three times the water for the same cost).
· $57,041.  Duke Energy rate increases.

· $30,000.  Dredging of the pump station and creek channels at Second Creek (preventive maintenance)

· $25,000.  Second Creek line easement clearing.

· $25,000.   EPA required water quality study (consultant services – year 2)  

· $10,000.  Maintenance of motorized equipment at the Water Treatment Plant (forklift, various pumps and motors).

· $46,000.  Credit Card processing charges – Water and Sewer Billing/Customer Service.  These are fees for credit card payments by customers.  The plan is to pass along these fees either directly or indirectly.  A corresponding revenue amount is also included in the recommended budget.
More information on the Water and Sewer Fund revenues and expenditures is included in the summaries of each service account throughout the budget document.  The Water and Sewer Fund information begins on page 99.
Powell Bill Fund

The proposed FY 2011 Powell Bill Fund Budget is $1,231,000, which represents a 3.7% increase ($43,517) from the current fiscal year budget.  The Powell Bill Budget decreased last year (FY 2010) by 23.7% ($369,177) so this year’s budget represents a rebound in revenues.  Generally, Powell Bill funds can only be used for street, traffic, sidewalk and certain stormwater projects related to streets and sidewalks.
Powell Bill Fund Revenue Highlights

State Allocation.  The road mileage and population formulas have been increased slightly and the actual road miles and City population has increased, resulting in a small increase in Powell Bill revenues.
Powell Bill Fund Expenditure Highlights

1. Personnel.  No new personnel are included.  No merit pay is included.  The funding for one (1) unfilled position was eliminated in FY 2010 and this position is not included in the FY 2011 budget.  
2. Capital Improvements.  No new capital improvements are proposed for the FY 2011 Budget.  
3. Operating Expenditure Reductions.   The following are major and/or noteworthy Powell Bill Fund reductions:
· $82,561.  Contracted services for maintenance.

· $12,000.  Gas & Oil.

4. Operating Expenditure Additions.   The following are major and/or noteworthy Powell Bill Fund operating and capital outlay additions.  (Note: Those expenditures shown in red are unavoidable.  Those shown in blue are highly important and elimination or reduction would generate significant complications.  Those in green are more discretionary in nature).
· $319,934.   Street Paving or CMAQ project matches (and the Rogers Lake Road Railroad crossing project match).  The plan is to delay expending dollars for street paving until Spring 2011 in case the City’s CMAQ-related funding is needed sooner than the FY 2012 budget year.
· $24,400 Professional Services – Consultants (Bridge Inspections for 8 municipal bridges).

More information on the Powell Bill Fund revenues and expenditures is included in the summaries section of the budget document.  The Powell Bill Fund information begins on page 119.
Stormwater Fund
This fund is in its fourth full year as part of the Kannapolis budget.  This Fund and its revenue source is a direct result of National Pollutant Discharge Elimination System (NPDES) Phase II Program regulations.  This program is an unfunded mandate from the Federal Government.
Stormwater Fund Revenue Highlights
Stormwater Fee Revenues.  The Stormwater Fund is an enterprise fund which operates similarly to the Transit Fund and the Water & Sewer Fund.  The proposed FY 2011 Stormwater Fund budget is $1,500,600, representing a 6.5% decrease from the FY 10 Budget ($104,250 actual).  The FY 2010 budget included $141,000 in Stormwater Fund-Fund Balance.  That amount is no longer available.  Revenues are actually projected to be up 2.7%.  

Stormwater Fund Expenditure Highlights

1. Personnel.   No new personnel are included.  No merit pay is included.
2. Capital Improvements.  No new capital improvements are proposed for the FY 2011 Budget.  
3. Operating Expenditure Reductions and Additions.   There are no major and/or noteworthy Stormwater Fund reductions or additions.
More information on the Stormwater Fund revenues and expenditures is included in the summaries section of the budget document.  The Stormwater Fund information begins on 125.
Transit System Fund

Concord and Kannapolis are responsible for a portion of the local operating expenditures for the activities of the Concord-Kannapolis Area Transit Commission as described below.  The Kannapolis Transit Budget for FY 2011 is $354,662, a decrease of 0.9% ($3,213 actual) from the FY 2010 budget.
Transit System Fund Revenue and Expenditure Highlights

1. General Fund Transfer.  The FY 2011 Budget includes $181,962 from a General Fund transfer (a 1.7% decrease from FY 10).

2. Vehicle License Tax.   The vehicle license tax revenue, like most other revenue in this budget is expected to remain unchanged for FY 2011 ($171,200).
3. Operations.  Operational expenditures are based on route miles (approximately 33% in Kannapolis) with Kannapolis submitting payment to the City of Concord for management of the system.  Included in FY 2011 are: 1) new in-house Transit Center Director and Customer Service Rep – Concord employees, jointly supervised by both cities, 2) New transit center operating expenses, and 3) $90,000 in engine repairs and digital radio upgrades.
More information on the Transit Fund revenues and expenditures is included in the summaries of each service account throughout the budget document.  The Transit Fund information begins on page 130.
Separation Pay Fund 

The proposed FY 2011 Separation Pay Fund Budget is $237,900, which represents no change from the current fiscal year budget.

More information on the Separation Pay Fund revenues expenditures is included in the summaries of each service account throughout the budget document.  The Separation Pay Fund information begins on page 133.
CLOSING COMMENTS

The proposed FY 2011 Budget is a relatively lean, efficient budget. In these tough economic times, it is important that the City focus its budgeting priorities on the very best investment of the limited dollars we are entrusted with from our residents and property owners.  Therefore, the FY 2011 Budget has three primary focal points: 1) a continued focus on traditional core municipal services including a renewed emphasis on maintenance of equipment and property, 2) continuing the catch up game that we have been playing since Kannapolis’ incorporation in 1984, and 3) continuing to invest in various forms of economic development (Albemarle Waterline, NCRC TIF, continued enhancement of marketing).  
Even though these are important focal points, the reality is that the FY 2011 budget is once again a budget with many challenges due to the absence of very limited new revenue streams.  Many of the new initiatives discussed at the 2009 City Council Retreat will have to wait until a future budget year when there are more options.  

The past decade has proved to be a roller coaster ride economically.  From the drought impacts and state budget cuts of the late 1990s and early 2000s; to the Pillowtex collapse in 2003-05; to the relatively prosperous years of 2005-2008 surrounding the NCRC announcement and the property revaluation; to the economic collapse of 2009-2010.  In the FY 2007 budget message, I wrote: “….this year, and possibly next year may be the last really tough budget years.  I view this year and possibly next, as “bridge the gap years.”   
Unfortunately, we are still trying to cross that gap due to negative influences outside of our control.  Fortunately, this bridge is still in place as evidenced by this proposed FY 2011 Budget.
As I described in last year’s budget message; despite the total, worldwide economic collapse of the past 18 months, we are incredibly fortunate in Kannapolis.  We are in the midst of unprecedented change, albeit slower change than originally expected.  The NCRC will, in all likelihood, begin to see new investment over the next 18 months.  Residential construction appears to be on the verge of a new resurgence, at least in Kannapolis.  Office and commercial construction is beginning to gain some momentum on Kannapolis Parkway.  Apartment construction has been the largest new land development focus over the past year, especially in western Kannapolis.  It appears that this trend will continue, especially as foreclosures continue to rise. 
Development on the NCRC and along Kannapolis Parkway will likely emerge from the economic downtown rather quickly – perhaps sooner than any other areas in the region.  The City’s well calculated, aggressive response to the western Cabarrus growth will soon pay dividends.  These growth areas will ultimately be a major source of new revenue and of community pride over the coming years.      
Looking ahead next year to the FY 2012 Budget (and subsequent years), a number of continuing revenue and expenditure challenges will be brought to the forefront for consideration.  Some of these obligations will not be optional.  As we emerge from the economic decline, operating demands will increase significantly with the new growth in our City.  Compounding these future demands over the next few years will be the need for continued recovery from the current economic state of affairs.  
The following are lists of future revenue and expenditure highlights looming on the horizon.  This is by no means a complete list but it does include many of the most significant needs facing the City in the next several years.
1. Residential Solid Waste.  The City’s contract with Waste Management, Inc. for solid waste and yard waste collection services will expire in July 2011.  Aside from debt service and personnel, this is the City’s largest single recurring expenditure.  Obviously, it is unknown if the City will see an increase in cost from this change but it could have an impact on the FY 2012 Budget.  Items such as automatic surcharges for fuel will certainly be a point of discussion.
2. Curbside Recycling.  As presented earlier this year, it is recommended that our residential curbside recycling program be included with the new solid waste bid and begin in July 2011.  A recommended recycling fee of less than $5 per month per home will be recommended as part of the FY 2012 Budget.  This will generate approximately $1 million.  The service will be designed to be self supporting from the fee revenues.  To accomplish this new service, some mid-year decisions will need to be advanced in anticipation of a July 1, 2011 start date (such as ordering recycling bins).  Those will be addressed sometime in the middle of FY 2011.
3. Yard Waste Collection.  Also included in the FY 2012 budget will be a recommendation to bring yard waste collection services back in-house.  On paper, privatizing this service appeared to be the right decision and the savings were certainly realized.  However, a significant drop in service was also the result.  Private haulers are simply not adept at dealing with yard waste (especially loose leaf collection) and that showed during the course of our contract with Waste Management.  For the past two years, this service has improved significantly.  Even so, it is quite possible that no other private hauler will bid on this service.  It may be that Waste Management would even decide to not submit a bid if one was requested.  Either way, a yard waste bid would likely be very high and the service level would continue to have the potential in any year to plummet.  To accomplish this transition regarding yard waste, some mid-year expenditures will need to be advanced in anticipation of a July 1, 2011 start date.  Those will be addressed sometime in the middle of FY 2011. 

4. NCRC TIF Cash Back.  There are new expenses related to the NCRC included in the FY 2011 Budget (street lighting, landscape maintenance, etc.).  Fortunately, there will be a new revenue source to offset some of these new expenditures for the next 20 years.  The structure of the planned $30 million Tax Increment Financing includes a debt service coverage amount of 25% of the annual payments necessary to service the debt.  This is essentially collateral for investors to show that there is enough funding to adequately pay the debt off.  (This occurs with our water and sewer revenue bonds as well).  These coverage amounts likely will flow back to the City at the time of the annual audit for the previous year’s budget.  This first year amount (available in FY 2013, possibly FY 2012) is estimated at $268,075 for both City and County.
5. Employee Merit Pay.  For the second year in a row, the FY 2011 Budget unavoidably does not include any salary increases for employees.  Similarly, about 75% of municipalities in North Carolina are doing the same thing this year (and the same amount did so in FY 2010 – Kannapolis included).  Even so, this trend cannot continue indefinitely.  If it did, employee morale would begin to suffer.  Furthermore, if other municipalities bring back merit pay in FY 2012, we will need to maintain our competitive edge and take the same action. The budget impact for (up to 3% merit pay) would be approximately $250,000.  Including funding for probationary employee pay increases (automatic 5%) would add an additional $127,000.
6. Fire Department SAFER Grant.  No award announcement has been made, so funding was not included in the FY 2011 Budget.  $159,560 will be necessary for the first year local match for this three year grant should it be awarded.  If this occurs, a mid-year budget amendment will be necessary to address this funding need.  The full funding in year three totals $675,846 (approximately 2-cents on the tax rate).
7. Implementation of the 2009 City Council Retreat Initiatives.  Many of these programs and projects not requiring funding will be implemented in FY 2011.  However, several of these projects and programs require funding appropriations which have not been included in the recommended FY 2012.  The following is a list of those initiatives and the funding estimates (if applicable)
a. Façade Grant Program.  $50,000 recommended initially.
b. Kannapolis Parkway Strategic Plan. $100,000+
c. Human Capital Recruitment Plan.  Costs to be determined.  Planning initially.
d. Tourism Development.  Cost to be determined.  Planning initially.
e. High Tech Business Incubator.  Cost to be determined.  Planning initially.
f. Site Design and Architectural Standards for Commercial (Non-Residential) Development.  No cost.  To be developed in FY 2011.
g. Incentives for Energy Efficient Development, Public Art, Outdoor Seating, and 


Conservation Initiatives. No cost.  To be developed in FY 2011.
h. Tree and Open Space Preservation Ordinance. No cost.  To be developed in FY 2011.
i. Control Mechanisms to ensure for a Higher Quality Housing Stock. No cost.  To be developed in FY 2011.
j. City Investment and Initiatives in Corridor, Gateway and Community Beautification.  Costs to be determined.  Planning initially.
k. Public Art Program.  Cost to be determined.  Planning initially.
l. Residential Curbside Recycling. $1 million annual cost; to be implemented in FY 2012.
m. Heritage Districts.  No cost.  To be developed in FY 2011.
n. Culture and Heritage Trail.  Limited Cost.  To be developed in FY 2011.  Might be expanded (marketing) in FY 2012 pending additional funding availability.
o. Veterans Park Improvements.  Nearly $400,000 included in the initial NCRC TIF Plan.  Likely to begin in FY 2011.
p. Interim Kannapolis History Museum.  Some limited funding available from the History Book proceeds.  To be developed in FY 2011.  
q. Mill Village Preservation.  No cost.  To be developed in FY 2011 pending neighborhood meetings and citizen input.
r. Regional Music Festival.  Funding needed.  Estimated at $150,000 plus major sponsorships and likely ticket sale revenues.  Planning will occur in FY 2011 but not implementation.
8. Water and Sewer Capital Improvement Projects:
a. Albemarle Waterline.   This $21 million project is the lifeline to Kannapolis.  Without it (or another suitable long term source of water), the City’s growth will eventually come to an abrupt halt.  The FY 2011 Budget includes a recommended water rate increase of 5.7 percent to ease the impact of the full amount of funding needed to pay for this line.  Kannapolis will be responsible for 37.5% of the project costs (about $8 million based on current estimates or about $625,000 in debt service).  The full amount of funding will come due beginning in FY 2012.  Grants and earmarks are being pursued to limit this impact as much as possible.  The project is scheduled to be completed by spring 2013.
b. Mountain Vine Sewerlines.  $1,090,000 cost ($101,370 debt service).

c. Summit Ridge Sewer Replacement.  $1,270,000 cost ($118,110 debt service).
d. Sewer Rehab/Replacement Project Cw-3a (downtown). $2,178,000 cost ($202,554 debt service).
e. 7th Street Sewer Rehab.  $596,000 cost ($55,428 debt service).
f. Dovefield Estates Waterlines.  $340,000 cost ($31,620 debt service).
g. Mooresville Road Water Main (in partnership with road widening).  $1,420,000 cost ($132,060 debt service).

h. Mountain Vine Waterlines.  $555,000 cost ($51,615 debt service).
i. Charlotte Mecklenburg Water Connection.  $516,000 cost ($47,988 debt service).
9. Public Safety Facilities.  A Public Safety finance package is a possibility, perhaps as a General Obligation Bond, including one or more of the following:
a. Regional Emergency Radio System Upgrades. 3.6 million ($277,000 debt service). The City continues to find success in securing federal earmarks in defraying some of these eventual expenditures. (NOTE: this financial burden may be significantly diminished through a new partnership arrangement being currently explored).

b. Police Headquarters Building.  $20.6 million ($1.59 million debt service). 
c. Fire Station #3 remodeling (Florida Avenue).  $1.1 million ($82,770 debt service).
d. Fire Station #2 replacement (Richard Avenue). $3.2 million ($246,400 debt service). 
e. New Fire Stations #6 and #7.  $9.3 million ($716,100 debt service).
10. Fire Department Engine replacement. The total cost with equipment is $690,000 (debt service $155,250).  If the new engine were ordered the vehicle maintenance and tire replacement would be reduced by $25,000.  This is part of the Fire Department’s programmed replacement plan.
11. Fire Department Communication Upgrades.  Similar to the Police Department software upgrades to OSSI, the Fire Department’s communication system is woefully outdated.  IT has difficulty operating with the Police Department’s more advanced system.  This project would involve upgrading/replacing the existing Records Management software, purchasing Mobile Data Terminals with Advanced Vehicle Locator (AVL) for all department vehicles and apparatus.  The total project cost is estimated to be $336,674 ($82,445 debt service).  
12. Sale of Post Office Site.  The sale of the Oak Avenue/Post Office Property at between $1.5 - $3 million (or more) needs to be contingent upon a suitable plan for land and or building purchase/lease for a new City Hall.  Even so, this is a new one time revenue stream that could come to the City in the next couple of years, depending largely on the local economic recovery.
13. Sale of Remaining Second Creek Land.  As described elsewhere in this budget message, there are now no restrictions on the sale of the remaining three tracts of Second Creek property.  The City will receive $1 million from sale of part of the White Road property in FY 2010 and will receive an additional $1 million for the remainder of that property in early FY 2011.  It is recommended that the other remaining tract be sold during FY 2011.  This will also be a topic of significant discussion over the coming months.  
14. Park Capital Improvement Projects:  
a. Park Storage Building. $485,000 cost ($45,100 debt service). 

b. Cemetery Improvements.  $150,000 cost ($13,950 debt service).

c. Land Acquisition (east and/or west).  $2,500,000 cost ($232,500 debt service)
d. Irish Buffalo Creek Greenway Phase I.  $2,100,000 cost ($195,300 debt service).   Orphanage Road to Rogers Lake Road (Approximately 2.6 miles in length).
e. Village Park Phase III.  $800,000 cost ($74,400 debt service).  Carousel and enclosure, pond with waterfall feature, and amphitheatre dressing room/storage/restroom facility.

f. Bakers Creek Improvements.  $810,000 cost ($75,400 debt service) replacement of the existing office/restroom/concession facility, renovations to the miniature golf course, new tennis courts and energy efficient tennis court lights, and repaving the parking lot.
15. Personnel Increases.  Continued investment in police officers will be important as our traffic volumes increases and service demands rise ($200,000 + total costs for three additional positions).  At some point, the increased service demands for roads and water and sewer maintenance will outpace the current staffing levels in the Public Works Department.  Out of sheer necessity, City Council has continued to invest in fire personnel over the past decade but other departments are beginning to struggle to maintain the highest levels of service with decreasing staffing levels. 
16. Western Cabarrus Utilities.  The plans for the water and sewer extensions into Western Cabarrus in response to growth and development pressures, most notably to serve the Concrescere (Wayne) Business Park project – have been tabled for now.  This $3.5 million project ($269,500 in annual debt service) is on hold until the economic conditions improve.  Wayne Brothers and their retail development partner will need to recommit to the project timeline before the project can move forward again.   
17. Street and Stormwater Capital Improvement Projects:
a. Cadillac Street/Buick Avenue Culvert Repairs. $415,000 cost ($21,955 debt service).
b. 8th Street Culvert Replacement.  $1,182,851 cost ($91,080 debt service).
c. Various Street and Highway Improvements. Bethpage, Cloverleaf, Roxie, Pennsylvania, Mt. Olivet..  $10 million+ cost.  Will need prioritization by City Council. 

d. Various Sidewalk projects.  Woodrow Wilson School area, Little Texas Road, Highway 3 widening with DOT.  Nearly $2 million cost.

e. Kannapolis Parkway Lighting and Streetscaping.  $2.3 million ($213,000 debt service).

18. Funding for NCDOT Partnerships.  A local match on three CMAQ air quality grant projects and the NCDOT partnership on the Rogers Lake Road Railroad Crossing improvements are not included in the FY 2011 Budget.  The total cost of the local matches is estimated to be $812,422.  These are conservative numbers which could decrease considerably.  This amount will not be necessary until the end of FY 2011 or the beginning of FY 2012 so it can be moved to the next fiscal year.  It is like that financing these projects ($78,000 in debt service) will be necessary but a number of factors will play into that decision as the upcoming budget year progresses.  A summary of these projects: 
a. Oakwood Avenue Sidewalks: $320,000 (CMAQ $196,000; City $124,000).  July 2010 projected start date.  This is a City managed project.
b. Dale Earnhardt Boulevard Sidewalks: $368,179 (CMAQ $187,200; City $180,979).  August 2010 projected start date.  This is a City managed project.
c. Mt. Olivet/Hwy 3 Intersection: $463,443 (CMAQ $256,000; City $207,443 plus the utility costs that CMAQ will not pay. July 2010 projected start date.  This is a City managed project.
d. Rogers Lake Road Railroad Crossing:  City’s responsible for $300,000 for the improvements to South Ridge Ave (turn lanes, etc.).  NCDOT will be responsible for all other improvements.  July 2010 projected start date.   This is an NCDOT managed project.
As has been noted several times in this budget message, this recommended FY 2011 Budget has been developed in extraordinarily tough economic times.  Despite these concerns, I am proud to present City Council with a budget that includes new projects and initiatives (limited as they are) which continue to move the City forward in several areas.  While we weather this current economic downturn, we must not lose focus of the incredibly bright future that awaits us.  Our community has been tested financially in many ways over the past decade, but when the development and investment market rebounds – and it will – Kannapolis will be ready.
This proposed FY 2011 budget is balanced in accordance with State statutes and attempts to continue to address the goals and priorities that the City Council has established, albeit in a rather efficient manner due to the budget constraints.  
My appreciation is expressed to the many staff members who put in long hours of work in preparation of this budget.  Their efforts should not go unnoticed, especially in this difficult fiscal environment.  As always, the budget preparation was a tremendous team effort.  I am fortunate to work with about 275 incredibly focused employees with a “can-do attitude” unlike any I have ever experienced in my 20 year career in public service.  Our departments are doing more with less and that is to be commended.  Our citizens are truly the beneficiaries of such strong commitments from our employees.  
Without reservation, I respectfully recommend this proposed FY 2011 budget to the City Council for its thoughtful consideration.   

    

Sincerely,

  

Mike Legg

City Manager   
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