


August 9, 2010

Honorable Mayor and City Council,
Citizens of Melissa

Attached for your consideration is the preliminary Fiscal Year 2011
budget. The budget is a balanced budget for both the General Fund and
Water Fund and is a reflection of a stable operational year ahead. Both
funds had a variety of issues that dealt with fluctuation revenue
projections, but the City Council worked closely with Staff to develop a
financial operating plan for the coming year that is conservative and
realistic. The proposed budget represents a continuation of most City
services, with the focus on efficiencies in operations. The narrative below
quantifies significant items in this year’s budget and the narrative
concludes with future issues that we have identified today that may impact
the City in the coming years.

General Fund

Revenue Projections

The City receives revenues from many sources, most of which must be
accounted for separately and their identity kept intact. Revenue
projections in the FY 11 budget are estimated using historical information,
data collected from various sources including the State Comptroller, and
numerous financial advisors. Trends in sales taxes, home prices, and
interest rates are examined. The City utilizes historical data plus a
general sense of the economic status of the local community to help
predict future revenues. When combined with various data and other
indicators noted above, the City produces a reasonably good but
financially conservative picture of the near future.

General Fund revenue estimates are lower than the previous year by
approximately $139,591 due to the loss of value in Melissa's tax base, the
reduction in sales tax collections, fines, and interest earnings. While there
is a decrease to overall general revenues, there was not a reduction of
services contemplated in this fiscal year. Staff has been charged with
concentrating on operational efficiencies where applicable and to develop
cost saving measures that do not impact services to the Melissa residents.

Property Values

According to Collin County Central Appraisal District, the certified taxable
value in the City of Melissa is approximately $341 million, an overall
decrease of approximately 0.7 percent from the preceding year. In FY10,
the City heeded the appraisal district's warning that FY 11 may be worse
that FY 10, and Melissa responded by approving a reduced budget from
the previous fiscal year in an effort to protect the service levels to the
community and employee positions with the City. From a historical




perspective, assessed property values have rose $225 million since 2002,
as illustrated in the following chart:

Fiscal Year | Taxable Value (in Millions) | % Change

2003 $116

2004 130 12.07%
2005 151 16.15%
2006 197 30.46%
2007 236 19.80%
2008 308 30.51%
2009 340 10.39%
2010 344 1.18%
2011 341 -0.7%

Proposed Tax Rate

Property Tax is by far the largest source of revenue in the City of Melissa
General Fund. Property tax is collected by Collin County and distributed
to the City. The City’s property tax is remaining at the rate of $.61 for
FY11. The average single family home value is estimated at $191,809, a
decrease from $196,967 in the previous year. With the existing property
tax rate of $.61, the average single family residence in Melissa would have
a City property tax in the amount of $1,170.00. Listed below is a historical
table depicting the recent history of the City of Melissa property tax rate.

Tax Year Tax Rate
1997 0.32
1998 0.32
1999 0.32
2000 0.42
2001 0.42
2003 0.43
2004 0.437
2005 0.49
2006 0.52
2007 0.52
2008 0.52
2009 0.61
2010 0.61
2011 0.61




As you can see in the chart below, Melissa’s tax rate is very competitive in
comparison to other cities within the area. The tax rates for the other
entities are FY10 rates and Melissa’s proposed FY11 rate.

Fiscal Year 2010 Tax Rates

Total

City O&M [I1&S Rate
Wylie 0.55 0.349 | 0.899
Princeton 0.460 |0.268 | 0.728
Celina 0.527 |0.118 | 0.645
Anna 0.5299 | 0.0928 | 0.623

Melissa 0.435 | 0.175 | 0.61

McKinney 0.407 [0.179 | 0.586
Farmersville | 0.438 | 0.148 | 0.586
Richardson | 0.363 | 0.212 | 0.575

Allen 0.410 {0.144 | 0.555

Prosper 0.314 [0.206 | 0.52

Plano 0.328 [0.16 0.488
Sales Tax

Sales Tax is the second largest source of revenue to the City’'s General
Fund, making up $420,000 or 14% of total revenues. The City’s portion of
sales tax is actually split between the 4A and 4B corporations, making the
total sales tax collected by the City approximately $840,000. Sales Tax
dipped in 2007, but exceeded the budgeted amount in 2008 and
subsequently fell again in 2009 and 2010. One major sales tax payer filed
for bankruptcy in 2009, and a general down economy has hurt the retail
sales of the business material suppliers within the City. Melissa is going
through the financial issues similarly experienced by almost every other
government entity in the area, state, and even nation.

Sales tax, by its very nature, is a volatile revenue source, and the city
understands the importance of not being too reliant on a volatile revenue
source. There is a balancing act that is difficult to predict in revenue
estimation, but the collective financial picture from the City is a stable

one. During the past years of strong collections, the City has been able to
build a working reserve to help weather downturns. These sound financial
policies enacted by the City Council have been validated by the financial
institutions through the recent increases in the City's bond rating by both
Moody's and Standard and Poor's.
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General Fund Expenditures

The General Fund budget, $3,189,718 for FY 11, is approximately
$13,130 less than the FY 10 budget and approximately $164,000 less
than the FY 09 budget.

The General Fund budget prioritizes its spending as follows:

Function General Fund Budget Percentage of Total
Police $666,605 21%
Non Departmental $537,483 17%
Administration $531,738 16%
Fire $381,190 12%
Municipal Court $287,604 9%
Dev & Neighborhood Services  $245,537 8%
Parks $217,673 7%
Streets $173,395 5%
Library $110,381 4%
Building Maintenance $ 38,112 1%

Personnel Services Overview

The total Personnel Services account for 48% of the General Fund
budget. Since FYO08, the City's personnel schedule has remained very
stable, with only a few slight changes in employees. lt is the collective
direction that the City offers services to which this personnel schedule can
provide and look to alternative service delivery methods (i.e. contracting,
regional opportunities) to expand the services offered.

General Fund FYO8 |FY 09| FY 10| FY 11
Administration 4.0 4.0 4.0 4.0
Building Maintenance 1.0 0.5 0 0
Dev & Neighborhood Services | 3.0 3.0 3.0 3.0
Fire 0.5 1.5 1.5 2.0
Library 2.5 2.5 2.0 2.0
Municipal Court 2.5 2.5 2.5 2.0
Parks 1.0 1.0 1.0 1.0
Police 135 |13.0 |13.5 |13.5
Streets 1.0 1.0 1.0 1.0
General Fund Total 29 29 28.5 |28.5




Operations Overview

The Operational line items cover all associated costs for providing
services and conducting the normal course of business. The line items
total 48% of the General Fund budget, an equivalent level with the
previous year. No expansion of services or programs was approved in the
budget, and an emphasis of efficiencies will be the focus for departments
in the FY11 budget.

The City anticipates significant operational costs in this year's budget due
to the new City Hall to cover the cost of utilities, mowing, cleaning, and
various service agreements. The utilities are still an unknown as no actual
expenses have been billed, but an assumption using the new Collin
County Courthouse per kilowatt hour use has allowed the City’s estimation
to be a reasonable one. In addition to the utility cost, the service
agreement, mowing, and janitorial costs have been accounted for in the
FY11 proposed budget.

Capital Overview

Capital line items cover large, one time purchases or the cost for the
payment for large pieces of equipment or vehicles over time. In FY11, 4%
of the General Fund budget is allocated to routine capital purchases. All
capital allocations with the General Fund are for routine purchases
consisting of annual payments for equipment such as patrol cars and fire
apparatus, and public works equipment including backhoe and skid
loader. Exclusive of the continual cost for previous purchases, the FY11
budget will authorize no new capital purchases.

The Capital Improvement Plans for City infrastructure are designed to
allow the City the opportunity to get ahead of the infrastructure demand
and place itself in a positive position to begin the planning and installation
of infrastructure that helps facilitate advanced economic development for
Melissa. The FY11 budget did not anticipate any new capital projects
being initiated due to the triggers in the individual plans not being met, and
thus no new infrastructure projects are contemplated at this point.

Debt Management
The City has adopted debt management policies and reviews them in
conjunction with the budget process.

The City’s debt consists of certificates of obligations to fund a variety of
city projects. The dollars associated with covering the City’s debt payment
constitutes $1,278,020 in the General Debt Services Fund budget.
Funding sources include general taxes, 4A and 4B contributions, and
transfers from the TIF Fund.
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It is again important to note how Melissa stands in comparison with area
cities on the debt rate with and without the City Hall being calculated into
the rate. The chart below illustrates how the City of Melissa compares to
area cities in the debt per capita calculation.

2010 Annual Debt Per Capita Cost
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Reserve Funds

The City has reached the original goal of securing 90 days of
Undesignated Fund Balance and will begin FY11 with approximately 135
days of operating undesignated fund balance. In FY 11, it is
recommended that the continued contribution to the reserve fund be
suspended and approximately $125,000 or 12.5 days be transferred to the
General Fund to minimize the impacts of the overall revenue loss to the
City. Staff strongly recommends that this be seen as a one time policy
and the City immediately focus on continued contributions to the
undesignated reserves as soon as possible.

TIF Transfer

The policy decision to begin construction of the new City Hall facility was
approved by the City Council with the understanding that the General
Fund may need to help support the TIF district in the beginning years.
The proforma for the facility was created with an annual allocation from




the General Fund to the TIF fund when necessary. The TIF board then
approved a reimbursement resolution that will reimburse the General Fund
any and all funds contributed at such point in time as the TIF fund is self
sustaining. The first contribution made in FY09 exceeded the amount in
the proforma and the FY10 budget provides for a transfer of $125,000 to
the TIF for said purpose. For FY 11, the City will designate an additional
$25,000 for a total of $150,000 to the TIF fund as a result of the assumed
tax base not materializing in the preliminary estimates provided by Collin
County. Any additional funds contributed to the TIF fund helps the City
minimize the risk the City Hall project has on the future tax rate, and thus
this philosophy is highly recommended to continue when appropriate and
possible.

Water Fund

Revenue Projections

The City of Melissa’s enterprise fund is commonly referred to as the Water
Fund. The revenues derived from any enterprise fund are designed to
cover the cost of providing these services to the residents and businesses
located in Melissa. In FY 11, water sales are estimated to be
approximately $1,854,477 and wastewater revenues are estimated at
$613,921. The North Texas Municipal Water District (NTMWD) delivers
water to the City and treats its wastewater as well. Current wholesale
rates for water and sewer will be increased by NTMWD, and these
increases will be passed on to the customer to cover the delivery and
treatment charges. Due to the fluidity in sales and costs paid by Melissa,
water and wastewater rates are reviewed annually through a water rate
study to ensure the rates generate the needed revenue to cover the costs
of both the water and wastewater system.

Overall, the City anticipates mild growth in meters in FY11 and assumes
no increase in per meter usage. Revenues have been significantly
impacted by the amount of rainfall in the heaviest water sale months, as
highlighted in the table below. In strong growth years during the past
decade, the City was able to build significant reserves that were utilized to
smooth the water and sewer rate increases; however, the utilization of
these funds in this effort has resulted in the reduction in reserves for this
fund. In FY11, the City must refocus on the building of the reserves and
another increase in both water and sewer rates are needed.




Expenditures
The FY 11 budget reflects an increase in water costs due to an anticipated
volume of water consumed, as well as the increased wholesale cost and
wastewater treatment costs from the district.

The Water Fund Budget is distributed as follows:

Function Enterprise Fund Budget Total | Percentage of Total
Water $1,162,753 38%

Debt $948,706 32%

Wastewater | $548,553 18%

Utility Billing | $183,928 6%

Garbage $178,265 6%

Personnel Services Overview
Personnel Services account for 11% of the Enterprise Fund budget. The
FY 11 budget has no new positions proposed.

Enterprise Fund FYO09 | FY 10 | FY 11
Water 3.0 3.0 3.0
Wastewater 1.0 1.0 1.0
Utility Billing 3.0 3.0 3.0
Enterprise Fund Total | 7.0 7.0 7.0

Operations Overview

The Operational line items cover all associated costs for providing
services and conducting the normal course of business. The line items
total 56% of the Water Fund budget, a slight increase over the previous
year. No expansion of services or programs is proposed in the budget,
and an emphasis of efficiencies will be the focus for departments in the FY
11 budget.

Capital Improvements

Capital line items cover large, one time purchases or the cost for the
payment for large pieces of equipment or vehicles over time. In FY 11,
1% of the Enterprise Fund budget is allocated to routine capital
purchases. No additional capital purchases are allocated in the FY11
budget.

This year represents the third year of the City’s Capital Improvement
Program. The ten year planning program will look over time and
anticipated, plan, and construct the necessary improvements for the water
and wastewater system. Due to the lack of growth in water meters in
Melissa, no new capital projects are contemplated for FY11.




Future Budget Issues to be noted:

o The single family permits issued in late calendar year 2009 and
throughout 2010 is a good indicator, but in no way guarantee, that
the City should see a larger value increase in the taxable value next
year. If in the event that the certified values do not materialize, the
City needs to be open to moving the tax rate to the effective tax
rate, which is the tax rate that will generate the value associated in
the 2011 budget.

o Sales tax generation, while not a large revenue for the City at
~14%, needs to be a focus in the next year and into the future. The
25% reduction in sales tax collections over the past three years
should stabilize, but the City should embark on a comprehensive
economic development program to entice those retailers to Melissa.

o At the current service level, the City organization can perform at an
above average level. As the service demand increases, staffing will
need to be evaluated. If in the event, contracting out should first be
the first consideration to filling this need.

o Both US 75 and SH 121 will undergo expansion projects in the next
decade. Some reports, while preliminary, estimate that US 75 may
begin as early as late 2011-early 2012. SH 121 may occur
anywhere between 2010 and 2018, with no indication of an exact
schedule at this time. These two expansion projects will have a
significant immediate impact on Melissa, both in terms of temporary
inconvenience, as well as positive economic growth potentials
along those corridors. The City will have to be prepared for the
remaining infrastructure projects that may be needed to facilitate
that development.

o The City should be cognizant of its ultimate obligation on the
repayment of debt issued by the 4A, 4B, and TIF and begin to plan
for the possibility of supplementing those funds until they can be
self sustaining once again. In future years, if possible, the City
should consider setting up another fund to place annual
contributions to help offset the impact on the General Fund in the
event one of these funds’ debt obligations cannot be funded by the
responsible fund.

This transmittal letter is the basis for what will be presented on at the
public hearing. At the meeting, a power point presentation will go into the
details of what has been communicated through this letter. If you have
any questions prior to the session, please do not hesitate to contact Galil
or me. We look forward to working with you.




City of MELISSA
01 GENERAL FUND SUMMARY

ACTUAL BUDGET PROPOSED
ORGUNITNISION 2008-2009 2009-2010 2010-2011

01-01 REVENUES 01 ADMINSTRATIVE $2,699,327 $2,634,349 $ 2,556,347
01-02 REVENUES 02 DEVELOPMENT & $206,102 $107,350 $ 126,950
NEIGHBORHOOD SVCS

01-04 REVENUES 04 PARKS & GROUNDS $43,033 $43,945 § 44,921
01-05 Municipal Courts Revenue $ 427,290 $ 450,000 $ 400,000
01-06 REVENUES 06 POLICE DEPARTMENT $2,176 $0 $0
01-07 REVENUES 07 STREET DEPARTMENT $3,936 $0 $0
01-08 REVENUES 08 FIRE DEPARTMENT $51,664 $47,000 $ 40,000
01-10 REVENUES 10 LIBRARY DEPARTMENT $21,049 $20,202 $ 21,500
TOTAL REVENUES $ 3,354,577 $ 3,202,846 $ 3,189,718
01-00 00 NON-DEPARTMENTAL $ 1,266,783 $ 569,516 $ 567,483
01-01 01 ADMINSTRATIVE $ 626,779 $ 490,598 $ 501,738
01-02 02 DEVELOPMENT & NEIGHBORHOOD SVCS $ 349,805 $ 239,705 § 245,537
01-04 04 PARKS & GROUNDS $ 167,602 $ 158,303 $ 217,673
01-05 05 MUNICIPAL COURTS $ 325,924 $ 330,562 $ 287,604
01-06 06 POLICE DEPARTMENT $ 655,044 $ 687,057 $ 666,605
01-07 07 STREET DEPARTMENT $ 126,836 $ 148,097 $ 173,395
01-08 08 FIRE DEPARTMENT $ 292,287 $ 389,097 $ 381,190
01-10 10 LIBRARY DEPARTMENT $ 112,777 $ 120,913 $ 110,381
01-11 11 BUILDING MAINTENANCE 3 27,600 $ 19,000 $ 38,112
TOTAL EXPENDITURES $ 3,850,437 $ 3,152,848 $ 3,189,718




City of MELISSA

FUND REVENUES
01 GENERAL FUND
ACTU BU
LINE ITEMS TUAL DGET | PROPOSED
2008-2009 2009-2010 2010-2011
Administrative
4110 CURRENT PROPERTY TAXES $1,416,340 $1,381,884 § 1,396,184
4120 DELINQUENT PROPERTY TAXES $39,850 $35,000 $ 40,000
4130 PENALTIES & INTEREST $22,123 $20,000 $ 20,000
4145 COLLIN COUNTY/CHILD SAFETY $2,299 $0 $0
4160 SALES TAX $506,854 $534,136 $ 420,000
4170 FRANCHISE FEES/TAXES $146,387 $145,000 $ 220,000
4210 LIQUOR TAX $796 $0 $0
4220 LEASE REVENUE $43,913 $44,700 $ 68,700
4225 BOND PROCEEDS $0 $0 $0
4315 TRANSFER IN $193,961 $198,629 $ 200,000
4330 INTEREST $225,107 $175,000 $ 65,000
4380 MISCELLANEOUS INCOME $1,698 $0 $0
Fund Balance Contribution $ 126,463
TOTAL 01 ADMINSTRATIVE $2,599,328 $2,534,349 $ 2,556,347
Development & Neighborhood Svcs

4180 LICENSES & PERMITS $206,102 $89,200 $108,800
4190 PLATTING & DEVELOPMENT $0 $18,150 $18,150
TOTAL 02 DEVELOPMENT & NEIGHBORHOOD $206,102 $107,350 $126,950
svcs

Parks & Grounds
4345 PARK MAINTENANCE/SUPPORT $43,033 $43,945 $44,921
TOTAL 04 PARKS & GROUNDS $43,033 $43,945 $44,921

Municipal Courts
4140 Court Fines $ 427,290 $ 450,000 $ 400,000
TOTAL 05 MUNICIPAL COURTS $ 427,290 $ 450,000 $ 400,000

Fire Department
4185 FIRE DEPARTMENT INSURANCE $7,670 $15,000 $5,000
REIMBURSE
4365 FIRE DEPT./COLLIN COUNTY $32,756 $32,000 $35,000
4990 GAIN/LOSS ON SALE OF FIXED ASSETS $11,238 $0 $0
TOTAL 08 FIRE DEPARTMENT $51,664 $47,000 $40,000

Library Department

4385 MISCELLANEOUS INCOME/LIBRARY $969 $0 $0
4390 COLLIN COUNTY/LIBRARY $15,907 $16,000 $16,000
4410 LONE STAR GRANT/LIBRARY $4,173 $4,202 $5,500
TOTAL 10 LIBRARY DEPARTMENT $21,049 $20,202 $21,500




City of MELISSA

FUND DEPARTMENT
01 GENERAL FUND 00 NON-DEPARTMENTAL
DETAILS
LINE ITEMS ACTUAL BUDGET | PROPOSED
2008-2009 2009-2010 2010-2011

5111 EMPLOYEE INCENTIVE COMPENSATION $0 $0 3 30,000
PERSONNEL $0 $0 30,000
5220 ANIMAL CONTROL $ 21,201 % 28,496 § 28,496
5230 APPRAISAL DISTRICT $ 13,116 § 13,000 $ 13,547
5260 ENGINEERING $ 80,781 $ 70,000 $ 70,000
5290 SECURITY $ 1,500
5344 ECONOMIC DEVELOPMENT $ 25,000 $ 25,000
5390 PROFESSIONAL SERVICES $ 25875 $ 21,000 § 16,000
5400 AUDIT FEES $ 10,000 $ 10,000 $ 14,000
5410 LEGAL FEES $ 125,547 $ 140,000 $ 100,000
5415 ENVIRONMENTAL SVCS $ 3120 $ 3,520 $ 4,000
5420 INSURANCE $ 64,858 $ 75,000 $ 85,000
5436 COMPUTER EXPENSES $ 26,569 $ 40,000 § 9,940
5438 COMPUTER HARDWARE/SOFTWARE $ 10,000
5511 CHAMBER OF COMMERCE EXPENSES $ 10,000 $ 12,500 $ 10,000
5610 CHILD ABUSE $ 5,000

5611 ARTS OF COLLIN COUNTY $ 5716 $ 6,000 $0
5950 Transfer Out - TIF $ 875,000 $ 125,000 $ 150,000
OPERATIONS $ 1,266,783 $ 569,616 §$ 537,483
TOTAL 00 NON-DEPARTMENTAL $ 1,266,783 $ 569,616 $ 567,483



































































