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Budget-Balancing Strategies for Cities: A Resource Guide

Introduction

Minnesota cities have faced difficult financial circumstances over the last several years and it
seems likely that hard times will continue. In 2003, the state Legislature made substantial
reductions to Local Government Aid (LGA) and Market Value Homestead Credit (MVHC)
reimbursements to cities. At the same time, cities over 2,500 population faced severe levy limits
through 2004. Due to the state’s forecasted budget shortfall in 2008, the governor cut the
December 2008 aid and credit payments to cities over 1,000 in population. The reductions came
right at the end of the city budget year, giving cities virtually no time to adjust their own budgets.
Several cities depleted or severely reduced their budget reserve. Several months later the governor
announced cuts to aid and credit funding for 2009 and 2010. Cities over 2,500 population again
faced levy limits in 2009, 2010, and 2011. Additional budget pressures also come from larger
economic trends such as the housing crunch, the surge in residential foreclosures and the rising
cost of energy, forcing cities to look for new ways to balance the budget and meet their needs
efficiently.

Cities faced with difficult financial circumstances often employ a combination of strategies for
meeting these challenges, including:

¢ Reducing or even eliminating some services
Increasing reliance on user fees and other non-aid, non-tax sources of revenue
Developing a transitional fiscal strategy
Pursuing alternative service delivery methods
Finding more efficient ways to operate the city

Each strategy has its attractions, but also complications and pitfalls for the unwary. This guide lists
resources offered by the League and other organizations that may be helpful to cities in evaluating
the various strategies. Resources are grouped into the following broad categories:
e Reducing or Eliminating Services
Revenue Enhancements
Transitional Fiscal Strategies
Alternative Service Delivery Methods
Consolidation
Other Strategies for Efficiency
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Reducing or Eliminating Services

Budget challenges from declining LGA, economic forces, increasing energy costs and the housing
downturn and foreclosure crisis may lead cities around the state to contemplate cuts to services,
capital improvements, and/or personnel.

League Resources

Webinar — Budget Crisis: HR Issues for Cities

Budget Crisis: HR Issues — Frequently Asked Questions (pdf)

Layoffs and HR Cost-Saving Measures (pdf)

HR Reference Manual

e Chapter 2, Separation from Employment, includes questions a city should consider in
preparation for layoffs.

e Chapter 4, Continuation of Benefits, is also relevant for cities considering layoffs.

Liability Considerations in Budget Cutbacks: Preserving Discretionary Immunity (pdf)
Reducing staff or services can introduce important liability considerations for the city.
Service or staff cutbacks could result in a higher risk of accidents and/or injuries and more
claims against the city.

Exercising Discretion—Keeping Records to Support Immunity (pdf)

Covering the City’s Volunteers (pdf)

If a city opts to use volunteers following layoffs, there may be important liability concerns.
These concerns are covered in this memo from the League of Minnesota Cities Insurance
Trust.

Ways to Cut Your City’s LMCIT Premiums (pdf)

Other resources

Equal Employment Opportunity Commission

http://www.eeoc.gov

Cities considering using early retirement incentives should visit the EEOC website to learn
more about necessary requirements for this strategy.

Minnesota Unemployment Insurance Employer Handbook
http://www.uimn.org/tax/hdbook/index.htm

The handbook provides information on estimating an employee’s potential unemployment
benefits.

Minnesota Department of Employment and Economic Development
http://www.deed.state.mn.us/index.htm



http://www.lmc.org/page/1/Webinar-hrbudget-materials.jsp
http://www.lmc.org/media/document/1/budgetcrisishrfaqs.pdf
http://www.lmc.org/media/document/1/layoffs.pdf
http://www.lmc.org/page/1/resource-library.jsp?pageId=1614
http://www.lmc.org/media/document/1/separationchapter2.pdf
http://www.lmc.org/media/document/1/compensationchapter4.pdf
http://www.lmc.org/media/document/1/preservingdiscretionaryimmunity.pdf
http://www.lmc.org/media/document/1/discretionaryimmunity.pdf
http://www.lmc.org/media/document/1/coveringthecitysvolunteers.pdf
http://www.lmc.org/media/document/1/ifyourelookingforwaystocutpremiums.pdf
http://www.eeoc.gov/
http://www.uimn.org/tax/hdbook/index.htm
http://www.deed.state.mn.us/index.htm

Revenue Enhancements

Cities faced with budget challenges may consider enhancements to revenue. Cities may institute
new fees and service charges as well as raise existing fees. Cities may also pursue the refund
available for tax on gasoline used in vehicles for off-highway business use. Raising the property
tax is difficult due to levy limits and taxpayer resistance to increases. Cities over 2,500 are subject
to levy limits for 2009, 2010, and 2011.

League Resources
e LMC Handbook for Minnesota Cities
e Chapter 20, Sources of Revenue
e Chapter 22, Property Tax Levy

o Guidelines for Preparing City Budgets (pdf)
Includes information on the state gasoline tax rebate and the federal gasoline tax exemption
for cities.

o Ideas for Generating Alternative Revenues (pdf)

e 2010 Levy Limit Guidance (pdf)

Other Resources
e Revenue Recapture Program, MN Department of Revenue

Transitional Fiscal Strategies

Cities may consider different fiscal strategies to meet fiscal challenges. As part of a single- or
multi-year strategy, cities could decide to use fund balances, increase their reliance on debt, or
pursue a combination of these options.

League Resources

e City Fund Balances 101 (pdf)
Provides an overview on how the state auditor reports fund balances, uses for fund
balances, and the role of a fund balance in a city’s overall financial health.

e |LMC Handbook for Minnesota Cities, Chapter 24: Debt and Borrowing

o Webinar — Budget Crisis: Budgeting in Tough Times

Other Resources
e Managing Through the Economic Downturn (pdf)
A presentation from the 2008 LMC Annual Conference given by Springsted — Advisors to
the Public Sector.

Alternative Service Delivery Methods
Cities may look at alternative ways to meet the needs of residents and businesses in their
communities. Cities in Minnesota have the authority to enter into joint powers agreements with


http://www.lmc.org/page/1/resource-library.jsp?pageId=1608
http://www.lmc.org/media/document/1/chapter20.pdf
http://www.lmc.org/media/document/1/chapter22.pdf
http://www.lmc.org/media/document/1/guidelinesforpreparingcitybudgets.pdf
http://www.lmc.org/media/document/1/alternativerevenues.pdf
http://www.lmc.org/media/document/1/2010_levylimits.pdf
http://www.taxes.state.mn.us/collection/other_supporting_content/rev_recap.shtml
http://www.lmc.org/media/document/1/fundbalances101.pdf
http://www.lmc.org/media/document/1/chapter24.pdf
http://www.lmc.org/page/1/budget-toughtimes-materials.jsp
http://www.lmc.org/media/document/1/economicdownturnspringsted.pdf

other cities, counties, townships, school districts, and special purpose districts (MS 471.59, Joint
Powers Act).

While some cities are considering cooperative agreements with other local governments, private
entities or community organizations for the first time, many cities have been collaborating with
public and private entities for several years. There are several different ways to deliver services
that cities can consider: entering into cooperative agreements or contracts with other units of local
government, consolidating with other local units, and contracting out to the private sector.
Utilizing volunteers is another option for cities looking for alternative ways to deliver services.

League Resources
e League 2004 survey of cooperative efforts

The League compiled examples of cooperative efforts in which cities across the state are
participating from the State of the Cities 2004 survey. These examples are grouped by
service category (e.g. police, fire, streets, etc.) and can be accessed by using the links
below:
e Police (pdf)

Parks/Recreation (pdf)

General government (pdf)

Fire (pdf)

Sanitation (pdf)

Streets (pdf)

Economic development (pdf)

Other, including agreements for library services, health and social programs, transit

services, ambulance services, conservation programs, building inspection services,

airports, animal control services, and emergency management (pdf)

¢ LMC Handbook for Minnesota Cities, Chapter 17: Intergovernmental Cooperation (pdf)

e Joint Powers Agreements — An Outline of Risk Considerations (pdf)

e Ten Things to Watch for When Entering Into Joint Powers Agreements (pdf)

e Combining Government Services—Issues to Consider (pdf)

o Liability Coverage for Joint Powers Agreements (pdf)

o Risk Allocation and Coverage Issues for Joint Powers and Mutual Aid Agreements (pdf)

e LMCIT Model Mutual Aid Agreement (pdf)

o Sample City-City Service Contract for Law Enforcement Services (pdf)

o Sample Agreement for Law Enforcement Services Between City and County (pdf)



https://www.revisor.leg.state.mn.us/statutes/?id=471.59
http://www.lmc.org/media/document/1/sotc04.pdf
http://www.lmc.org/media/document/1/cooppoliceefforts.pdf
http://www.lmc.org/media/document/1/coopparkrecefforts.pdf
http://www.lmc.org/media/document/1/coopgengovtefforts.pdf
http://www.lmc.org/media/document/1/coopfireefforts.pdf
http://www.lmc.org/media/document/1/coopsanitationefforts.pdf
http://www.lmc.org/media/document/1/coopstreetefforts.pdf
http://www.lmc.org/media/document/1/coopecdevelopefforts.pdf
http://www.lmc.org/media/document/1/coopeffortsother.pdf
http://www.lmc.org/media/document/1/chapter17.pdf
http://www.lmc.org/media/document/1/jointpowersagreementsanoutlineofriskconsiderations.pdf
http://www.lmc.org/media/document/1/tenthingstowatchjtpwrsagmts.pdf
http://www.lmc.org/media/document/1/combininggovernmentalservices.pdf
http://www.lmc.org/media/document/1/liabilitycoveragejointpowers.pdf
http://www.lmc.org/media/document/1/riskandcoveragejtpowersmaa.pdf
http://www.lmc.org/media/document/1/lmcitmodelmutualaidagreement.pdf
http://www.lmc.org/media/document/1/city_cityjp.pdf
http://www.lmc.org/media/document/1/city_countyjp.pdf

e Insurance and Liability Considerations When Hiring Contractors (pdf)

o Covering the City’s Volunteers (pdf)

e Accident Coverage for City Volunteers (pdf)

Other Resources
o Fire/EMS Safety Center: Guidelines for Minnesota Fire Protection Contracts (pdf)

e Best practices reviews, Office of the Legislative Auditor
Features examples of and recommendations for cooperation (fire services, snow and ice
removal, 911 dispatching, local e-government).

e Cooperative Efforts in Public Service Delivery, Office of the State Auditor

e Saint Paul Area Chamber of Commerce
http://saintpaulmncoc.weblinkconnect.com/cwt/external/wcpages/wcwebcontent/webconte
ntpage.aspx?contentid=162
2008 Shared Services Survey of Ramsey County Cities, School Districts, County and City
of Oakdale (pdf)

Consolidation

Minnesota cities are granted the authority to consolidate with other cities and/or with townships
(MS 414.041). Consolidation is one way that local units can try to save administrative costs and
reduce duplication. By combining to form a larger unit of government, small jurisdictions can
achieve economies of scale for providing services. In order to pursue consolidation, cities must
share a common boundary with at least one of the other cities participating. Recently consolidated
cities include Norwood Young America (1996), Rockville (2001), and Elko-New Market (2007).

League resources
e Handbook for Minnesota Cities: Chapter 2, Change of Boundaries, Status, and Name

Other Strategies for Efficiency

Local units of government are granted the authority to purchase supplies or equipment without
going through the competitive bidding process if they form a joint powers agreement to make
purchases through a national municipal association’s purchasing alliance or cooperative (MS
471.345 subd. 15). The purchases under such an agreement must be made from more than one
supplier on the basis of competitive bids or quotations. Cities can also take advantage of joint
purchasing programs established by other units of government to make purchases of supplies,
equipment or materials.

Cities may also utilize various technology applications to increase the efficiency of city services.
Technology can potentially speed up government processes and improve the quality of services.
Automating services can save significant staff time. Further, if services are available online at any
time, citizens may be able to more easily access information and services.


http://www.lmc.org/media/document/1/conins.pdf
http://www.lmc.org/media/document/1/coveringthecitysvolunteers.pdf
http://www.lmc.org/media/document/1/accidentcoveragevolunteers.pdf
http://www.firecenter.mnscu.edu/Handbook/pubguidelinesforcontracts.pdf
http://www.auditor.leg.state.mn.us/ped/wha-bpr.htm
http://www.osa.state.mn.us/default.aspx?page=rptGid04BestPractices
http://saintpaulmncoc.weblinkconnect.com/cwt/external/wcpages/wcwebcontent/webcontentpage.aspx?contentid=162
http://saintpaulmncoc.weblinkconnect.com/cwt/external/wcpages/wcwebcontent/webcontentpage.aspx?contentid=162
https://www.revisor.leg.state.mn.us/statutes/?id=414.041
http://www.lmc.org/media/document/1/chapter02.pdf
https://www.revisor.leg.state.mn.us/statutes/?id=471.345
https://www.revisor.leg.state.mn.us/statutes/?id=471.345

League resources

Competitive Bidding Requirements in Cities (pdf)
Includes a section on the application of joint powers in purchasing.

GovOffice Web Site Development Tool

Developed by the League along with private vendors, GovOffice is designed to enable
cities to create websites and administer them easily and with flexibility. Cities can post
information on city services, provide online forums for citizens to submit information and
feedback, and conduct opinion polls online.

Other resources

Minnesota Cooperative Purchasing Venture
http://www.mmd.admin.state.mn.us/cpv2.htm

The Cooperative Purchasing Venture (CPV) allows members to make purchases of
different supplies under contracts that the state has established through its bidding
processes. There is no membership fee. Any local unit of government is eligible for
membership in the program. Items commonly purchased through CPV have included
vehicles, large tractors and trucks, computers, and office supplies.

Access E-Government Curriculum, University of Minnesota Extension Service
http://www.egov.umn.edu/
Provides guidance to local governments that are considering e-government services.

Local Government Information Systems (LOGIS)

http://www.logis.org/

LOGIS enables cities to share in the costs of data processing. Consortium members can
take advantage of hardware and software purchasing services, consultation and planning
services, and installation and monitoring services. Members may also receive website
hosting and high-speed Internet access.



http://www.lmc.org/media/document/1/competitivebidding.pdf
http://www.lmc.org/page/1/govoffice.jsp
http://www.mmd.admin.state.mn.us/cpv2.htm
http://www.egov.umn.edu/
http://www.logis.org/

