











September 26, 2017

Mayor and Council
Citizens of Orange

Re: Budget Letter Fiscal Year 2017-2018

Dear Mayor, Council, and Citizens of Orange;

Introduction

The City of Orange City Charter (the “Charter”) Article IV Section 4.02(2) states that the
City Manager shall “Prepare the budget annually and submit to the City Council and be responsible
for its administration after adoption.” State law and the Charter requires that the City Council
adopt a budget for each year that appropriates funds to defray expenses of the City. Budgeting is
essential to the financial planning and control process of city government.

The Charter Article VI Section 6.07(d) also states “The budget shall be finally adopted not
later than the twenty-seventh day of the last month of the fiscal year preceding the year for which
such budget is submitted. Should the City Council take no action on or prior to such day, the
budget as submitted by the City Manager shall be deemed to have been finally adopted by the City
Council.” I respectfully submit this budget to you for the fiscal year beginning October 1, 2017 to
September 30, 2018.

There are many types of budgeting processes. The City uses the line ifem type of
budgeting. In the line item budget process, each revenue and liability source is identified by
category and shows a detailed history over previous years.

Revenues and Expenses

Revenues

The City’s current 2017 certified Total Taxable Value is an estimated $1,111,175,030.00.
This does not include Industrial District Contract (IDC) appraisals. This budget is submitted based
on the tax rate of 0.71774/$100. The Maintenance and Operation (M&QO) component of this rate
is 0.62759/$100 and the Interest and Sinking (I&S) component of this rate is 0.09015/§100. The
effective rate is 0,67566/$100 and the roll-back rate is 0.72363/$100. Calculating the effective
and roll-back tax rate is not influenced by sales tax collections or IDC payments. The City’s
current tax rate is .70940/$100. The General Fund budget is currently balanced.
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Last year, Council approved a tax rate of 0.70940/$100 which was the effective rate from
the 2015/2016 budget. For the last three (3) years, Council has passed a tax rate at or below the
effective tax rate essentially operating the City with less revenues than the prior fiscal year
considering inflation and appraisal values. This occurred while giving employees Cost of Living
Adjustments (COLA) and the City incurring more expenses to cover additional healthcare
premium costs to city employees and their dependents. Council was advised at the passing of the
budget last year that keeping services and staff levels to deliver services at the same quality level
would need a tax increase.

The City has budgeted General Fund revenues from ad-valorem taxes of $6,872,584.00
based on a ninety-six (96) percent collection rate. The City has budgeted IDC payments in lieu of
taxes of $6,882,385.00. This is a decrease of $57,876.00 from the previous fiscal year. The City
has budgeted sales tax, franchise tax, and other miscellaneous tax revenue at $4,100,290.00.

The City has budgeted $200,000.00 for use as a Contingency Fund as stated in Article VI
Section 6.08 (c) of the Charter. The City is recognizing this to allow Council the opportunity to
fund emergency expenditures or other considerations that may occur during the next fiscal year.

Water and sewer rates. The City has budgeted $7,821,490.00 in revenues for the Water
and Sewer Fund for fiscal year 2017-2018. The Operating Reserve is estimated to be $793,477.00.
For the third consecutive year, there will not be an increase in water and sewer rates although, the
utility Consumer Price Index (CPI) increased by 3.6 percent.

Garbage collection rates. The City contracts curb side garbage collection with Waste
Management (WM). WM notified the City that they will be increasing rates this fiscal year by 2.3
percent. Contained in the WM contract is an annual modification of rates based on the CPI of
“garbage and trash collection.” This year the CPI increase is 2.3 percent. The below table is an
example of the new rates.

2017-2018 Waste Management New Rates for Customers

Current Rates Number of 2.3% Rate Difference
Carts Increase
Residential One Cart $21.45 $0.45
Residential Two Carts $36.08 $0.78
Commetcial One Cart $29.58 $0.64
Commercial Two Carts 551.33 $1.13

Debt Service

The General Fund will have a debt service payment of $977,718.00. The Water and Sewer
Enterprise Fund will have a debt payment of $1,081,628.00. Also, the City of Orange Economic
Development Corporation (EDC) will have a debt service payment of $514,411.00.



General Fund
City Council

The City Council is recognizing the purchase of the First Financial Bank Building in its
department line items. Staff has set aside the funds from the lease for ad-valorem taxes,
maintenance, insurance, and potential moving expenses from the lease. Projected construction
time is 18-24 months. Construction began August, 2017.

City Manager

The City Manager is not requesting any new capital outlay or recognizable expenses.
Finance

The Finance Department is not requesting any new capital outlay or recognizable expenses.
Library

The Library Department is budgeting $10,000.00 to be used to purchase new books, lease
books, lease eBooks, and other materials used during the fiscal year by patrons.

Police

The Police Department is budgeting the purchase of four (4) Chevrolet Tahoe vehicles with
trade-ins for a cost of $129,740.00 and accessories (lights, sirens, cages, racks, and striping)
$30,825.60. Trading in four (4) vehicles will bring in an estimated $20,000.00 for a total expense
of $140,565.60. This purchase will be replacing 2010-2013 models using the Houston Galveston
Area Council (HGAC) pre-bid packages. The surplus vehicles will be placed with an on-line
auction service.

The Chief is also increasing his overtime budget by $25,000.00 due to increased overtime
hours and increased payroll costs. One contributing factor was the hiring of part-time dispatchers
to fill vacancies. Prior to this approval by Council, police officers were being taken off patrol to
fill the civilian dispatcher vacancies.

Fire

The Fire Department is budgeting $90,000.00 for lease payments for a pumper that was
purchased in 2016 and delivered in 2017. The department is budgeting the replacement of one
2005 utility vehicle due to age, mileage, and dependability converting the purchase to a lease, The
lease is $7,200.00 annually for an F-150 Super Crew truck. The department is also budgeting
$44,100.00 to replace seven (7) self-contained breathing apparatus (SCBA) which no longer meet
National Fire Protection Association (NFPA) standards.



Public Works

Street and Drainage. The Street and Drainage Department is budgeting $75,000.00 to
purchase material for the Orange County Road and Bridge Department to pave roads within the
city limits; $225,000.00 to resurface and rebuild a section of Sunset; and also replace two (2)
vehicles due to age, mileage, and dependability converting the purchase to a lease. The annual
lease will be $6,572.36 for an F-250 truck and $5,380.80 for an F-150 truck. One being a 2005
and 2006 respectively.

Fleet Maintenance. The Fleet Maintenance Department makes purchases for bulk fuel
for the entire City fleet. This year the department is reducing the fuel budget by $80,000.00 since
the barrel of oil has been in the $45.00 to $50.00 range. This reduction in expense was used to
balance other portions of the budget.

Building Services. The Building Services Department is budgeting $6,672.00 to install a
2 ton Mini Split air conditioner for backup at the City’s Highway 1078 antenna tower. This tower
is part of the three (3) county regional radio system and the total regional county radio cost is
shared amongst all of the subscribers in the county and region.

Parks. The Parks Department is budgeting $5,380.00 annually to replace a 2005 F-150
truck due to age, mileage, and dependability converting the purchase to a lease.

Planning

In May 2017 the Planning Department applied for a Texas Department of Transportation
(TxDOT) grant to construct and purchase right-of-way for sidewalks along MLK and Sikes Road.
The estimated match for this will be approximately $68,175.00 which was committed as part of
the application process for the grant. These funds however, have not been made part of the budget
at this time pending award of the grant.

Enterprise Funds
Sewer Operations

The City is currently in the second (2™) year of a tive (5) year agreement with the Texas
Commission on Environmental Quality (TCEQ) to fund a Sanitary Sewer Overflow Initiative
(SS0). The City agreed to fund $50,000.00 per fiscal year to address future sewer overflows in
the collection system. There will be a second (2°%) year lease payment of $5,064.00 for a leased
utility truck. The department is also budgeting $41,000.00 to replace a 2010 Harben Jet Rodder
to be used to clear sewer lines and culverts and replace three (3) utility vehicles due to age, mileage,
and dependability converting these purchases to a lease. The annual lease for all three (3) will be
$20,592.00 annually. These leases will replace 2002-2008 vehicles.

Water Operations

The Water Operations Department is budgeting $15,192.00 for a second year lease
payment on three (3) utility vehicles.
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Sewer Disposal

The Sewer Disposal Department is budgeting $12,756.00 to replace a 2005 F-450 truck
and lift crane due to age, mileage, and dependability converting this purchase to a lease. The
department is budgeting $105,000.00 to upgrade the City’s Supervisory Control and Data
Acquisition (SCADA) which is shifting to technology that is more efficient and requires less
inventory and expense to operate. The department is also budgeting $75,000.00 to upgrade pumps
and motors at lift stations throughout the City in order to stay current with additional flows at
targeted lift stations.

Water Production

The Water Production Department is budgeting $75,000.00 to replace the PVC liner for
the Meeks Drive ground storage tank to prevent water leakage at the seams and $175,000.00 to
replace three (3) 3,000 gallons per minute split-case pumps for Link Street. These pumps will
replace pumps that have been in service for over 40 years. The department will make a second
year lease payment of $6,200.00 for a utility truck.

Meter Readers

The Meter Reading Department is budgeting $4,961.00 to replace a 2002 utility truck due
to age and mileage, $125,000.00 to replace aging radio read transmitters whose batteries are at the
end of their life, and dependability converting this purchase to a lease.

Street Sweeping

The Streep Sweeping Department is not requesting any new capital outlay or recognizable
expenses.

Grapple Service

The Grapple Service Department is not requesting any new capital outlay or recognizable
expenses.

Special Revenue Funds
Police Department

The Police Department receives funds from criminal forfeitures and these funds can only
be expended for investigative purposes at the discretion of the Chief of Police. The department is
recognizing a $10,000.00 expense for qualifying purchases.

Library

The Library receives donations for the purchases of books. Staff is budgeting $5,000.00
to make purchases using donations.



Cost of Living Adjustments (COLA)

The City has collective bargaining agreements with the police and fire associations. The
City is completing the third (3™) of a three (3) year bargaining agreement with both associations.
The City has met with both groups and at this time has not come to agreement with either group.
This budget currently has a 2.5 percent COLA which includes the bargaining groups, full-time
employees, and part-time employees. The City currently employs 195 full-time employees, two
(2) part-time employees, and seasonal employees at the Natatorium. It also uses contract
employees to provide legal services such as Municipal Court Judge, City Prosecutor, and City
Attorney.

Employee Insurance

The City is currently under contract with United Healthcare (UHC) for its health coverage,
Met Life for its dental coverage, and Met Life for its vision. The City uses the services of McGriff,
Siebels, and Williams of Texas to negotiate and review the City’s insurance.

The City received a renewal rate quote from UHC that the City would incur an increase of
28 percent in premiums. This equates to over $750,000.00 in premium increase over last year. In
comparison, the City has been experiencing an annual average increase of 7.4 percent increase in
premiums over the last seven (7) years. The City advised the consultant to advertise to receive
sealed bids for new health insurance providers.

The City received bids from UHC and Blue Cross Blue Shield (BCBS). UHC was quoted
with a 28 percent increase and BCBS was quoted with a 16 percent premium increase over current
premiums costs. Council approved BCBS coverage contributing 100 percent employee only,
90/10 contribution to dependent coverage, and only contribute to the $3,000.00 deductible or its
equivalent. Lower deductibles are offered to employees, but the employees will have to pay for
the difference in buying down the deductible.

The City has been giving eligible employees “cash in check.” A cash in check is that
difference in amount to the individual employee which do not have dependent coverage. It was
an attempt during previous years of lower premium costs to have parity in benefits to all employees
(those without dependents and those with dependents). The last three (3) years have seen this cash
in check reduced due to budget constraints. This year, cash in check will be done away with as a
benefit to employees to offset the increase in healthcare costs to the City.

Conclusion

Each year there are some property owners that see an ad-valorem tax increase or decrease
payment to the City whether the tax rate changes or not. Some see a tax increase when Council
has not raised taxes. This can occur when the appraised value increases on their property (either
by relative comps in the area or improvements). A higher multiplicand multiplied by the same tax
rate will give a higher calculation. The opposite occurs in the same example if the appraised value
goes down. The calculation goes down. The last type of change in an ad-valorem tax payment as
a whole can occur when another county taxing entity raises their tax rate to compensate for M&O
or [&S.



Local taxpayers and government entities benefit from participating in countywide property
appraisals and ad-valorem tax levying and collection. The alternative is to have separate tax
appraisals from each government entity, separate appeal processes, and separate payments from
each taxing entity. This allows for a streamlined cost effective method to appraise and collect ad-
valorem taxes for our citizens.

The City authorized the approval of Proposition 13 by holding an election in 2005. Under
Proposition 13, qualifying citizens (those over 65 years of age or disabled) do not see an ad-
valorem tax increase after their qualifying year. Their appraisal may go up and/or the tax rate but,
their payment will not increase. It freezes during the qualifying year. They further get the benefit
if the tax rate and/or the appraisal of their property goes down. When this happens, it sets a new
floor that cannot go up again. I state this because some people that qualify for this will
automatically think and state that their taxes are being raised. That is an incorrect statement.

Staff remains cognizant that revenues for the City are provided by local citizens and
businesses. This is evident by the lean budget proposals as well as the limited Capital Qutlays and
Capital Projects that have been proposed and approved. Staff has attempted to present a budget
that would retain the current full-time and part-time staff while providing the same level of quality
services that the citizens of Orange have come to expect.

There were many challenges and difficult decisions made during this budget process. Staff
stands ready to carry out the wishes and policies of Council. The City has faced many challenges
in the past and staff will continue to work in an efficient and professional manner to overcome
future challenges. I want to thank Council, staff, and the citizens of Orange for your fuil support
and dedication to making Orange grow.

Sincerely,

CEPINA,

Shawn Qubre, Ph. D.
City Manager
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