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November 7, 2014
Dear Honorable Members of the Niagara Falls City Council:

Today I present to you the recommended Municipal Budget for the City of Niagara Falls for the 2015 fiscal year.  As you know, the budget is being presented late.  I apologize for that; I have a proposal for how to address that going forward that I will bring forward when this year’s process is complete.  Now, I want to get to the crux of the issues as quickly as possible.
Word that leaked out in the days preceding the October 1st presentation date about a massive gap of as much as $9 million—implying the inevitability of massive layoffs, huge double-digit tax increases or perhaps both—have set the City as a whole, and in particular the City work force, on edge.  So I want to start with the big picture, because I think that hearing where we ended up after weeks of extremely hard work and making a lot of difficult decisions is going to help put many people at ease and put things into perspective. 
Our goals in the 2015 budget are the same ones that have driven every budget in my administration.  First, protect our ability to deliver vital City services to our residents while making whatever cuts we can that don’t cripple our ability to perform.  Second, try to protect the jobs of our City employees, who faithfully serve the public.  And third, seek to minimize taxes for the residents and businesses who foot the bill.  We fully concur with Governor Andrew Cuomo’s assessment that “New York has no future as the tax capital of the nation,” and we have worked to chart a course designed to provide the best possible services while creating conditions for future economic growth.  Meanwhile, we have made certain to keep making the investments needed in infrastructure and economic development to ensure future job creation and business formation.   
It isn’t an easy task for any Western New York municipality.  One doesn’t have to look far to find cities grappling simultaneously with double-digit tax increases and dozens of layoffs, including in public safety.  I think it is feared that this is what I am going to announce here today for Niagara Falls—but that is not the case.  There is hardship in this budget—that is inevitable—but our strong cash position gives us the enviable option to buy time to address our structural problems before we hit the proverbial wall.
So, the main points:  First, we have protected our ability to deliver essential City services.  There are no cuts, in this budget, of uniformed public safety personnel—policemen or firefighters.  Moreover, our ability to deliver essential public works services like snow plowing, street repair and road reconstruction remains unimpaired.

Second, we have minimized the impact of necessary cuts in the cost of City services on the City workforce.  As I have noted many times before, roughly 80% of our costs are in the area of personnel, and many costs--like pay increases mandated by binding arbitration--are beyond our control.  Simply put, the overall size of the City workforce has tended to stay the same year-to-year while the cost per employee has increased.  If the tax base isn’t growing fast enough to keep pace with these increased costs, then the City will face a growing imbalance between income and expenses—a structural deficit.  If double-digit tax increases are not the answer, then only one option remains.  The size of the City workforce has to shrink over time.  But because we value the service and dedication of our City employees, we want to shrink the workforce in a way that does the least harm to their interests.
Yesterday, we announced that we are offering a retirement incentive for our employees, excluding public safety officers.  The incentive of $20,000, payable over a period of 5 years starting in January of 2015, will be offered to employees who meet City and State retirement requirements.  This offer is intended to get City employees who are near retirement, but have not yet made the decision to retire, to consider leaving now rather than waiting a year or two more.  This can help us reduce future personnel costs, since we would have the option to either eliminate the position being vacated, or fill it with someone more junior at lower cost to the taxpayer.  It also helps minimize the number of employees who may be negatively impacted by cuts in the proposed 2015 budget.  Provisions are being made to assist employees who may be eligible for this incentive to evaluate their options in the coming weeks.
The least painful way to reduce overall personnel costs is through attrition—essentially, trying to avoid filling vacant positions as people retire and restructuring to ensure essential work still gets done.  Where positions have recently gone vacant or where the occupant is eligible to retire, we have in most cases eliminated those positions in the 2015 budget.  The latter circumstance, it is true, tends to “push people out the door”—if someone was thinking of retiring already, it may help make up their mind for them.  This is in no way a reflection on people’s performance on the job.  But it helps us retain people who might otherwise face layoffs without any retirement option to turn to.
At the end of the day, although about 17 positions are suggested for elimination, if enough eligible people take the opportunity to retire, only a handful of people may actually be laid off.  Even these few would be on a preferred list to be rehired if and as future vacancies occur.

Our third priority each budget year is to keep taxes down.  Over the long haul, we have been very successful in doing this.  Over the last eight years, the City of Niagara Falls has consistently been among the most fiscally-disciplined municipalities in the State when it comes to keeping the tax levy down.  Our 2006 levy—the total amount of property taxes collected from both residential and business taxpayers—was $28,080,951.  The 2014 tax levy—the total amount of property taxes we collected to run the government this year—is $28,057,069.  Yes, that’s right, $23,882 LESS than what was collected to run the City government eight years ago, when total expenses were only $67,207,152—over $15 million less than the 2014 adopted budget of $82,884,936.  For the entire period of my first term in office, from 2008 to 2012, the levy increased only about 1/2% per year – far less than the rate of inflation, and a quarter of what would have been allowed even under a 2% tax cap.  But while we were fighting to keep taxes down, everything else was going up.

What cost increases are driving this year’s budget?  As I noted earlier, personnel costs are about 80% of our budget.  So you would expect personnel costs—wages, benefits and pension costs—to be driving cost increases, and you’d be right.

Start with wages.  I am proud to say that we are reasonably current with most of our City bargaining units.  All but the Police Club are current through the end of 2013.  Using numbers derived through the process of binding arbitration, we gave modest annual cost-of-living increases to our workers for each of the years they were out of contract.  Though we were glad to get the cost-of-living number down below the customary 3%--a number we knew we couldn’t afford—even the more modest increases arrived at through arbitration resulted in hefty retroactive pay: almost $4 million for public safety alone paid in 2013 and 2014 for years 2009 to 2013.  We had the money to settle these years, but it was not an easy thing for the City to do even with a relatively large fund balance at the start of the process.  We hope and believe that the good faith we showed will encourage cooperative work on areas of common interest like reducing health care costs in the future—more on that later.
The settlement of some of these union contracts, unfortunately, came after the 2014 budget was finalized, so that we did not have the opportunity to incorporate the new pay numbers into calculations for biweekly pay, overtime or fringe benefits.  This has created issues, for example, for overtime budgets in police and especially fire.  Overall, mandated contractual pay increases resulted in a projected $1.8 million increase in total personnel costs from 2014 to 2015, compounding some significant increases in previous budget years (Our contractual obligation increased by over $1.5 million from 2010 to 2011, by over $1.7 million from 2011 to 2012, went down about $700,000 from 2012 to 2013, but increased again by another $1.1 million from 2013 to 2014).
Despite a variety of measures undertaken in recent years to hold costs down, our projected health care costs increased by $2.2 million from 2014 to 2015, with $1.8 million of that coming from the cost of retiree benefits, which are essentially fixed costs.  We have to cut that number.  We have been engaged in a lengthly negotiation with our City unions through the Health Care Committee to try to find ways to reduce costs while preserving the top-notch coverage our employees receive.  There are areas we think show great promise for savings, e.g. co-pays for doctor and hospital visits and greater use of generic prescription drugs.  This is the year we need to finalize agreements on those changes, to help cut costs and protect the viability of the program for everyone.
State Comptroller Tom DiNapoli’s office has worked hard to successfully keep down costs in the State pension fund in which we participate, but the total cost to us depends on how many people are retired or retiring and what their level of compensation is.  In our case, the total cost went up—from approximately $5.24 million to about $5.87 million for Police and Fire alone.
As a result of these and other increases in the cost to do business as a City government, we simply must raise additional revenues.  The best way for that to happen is through organic growth in the tax base.  We all know and can see the economic development taking place today in our community, from restaurant and retail development in the Route 62/Military Road corridor to hotel development downtown.  If you’ve been following the string of development announcements in recent months, you know there is much more to come.  In the long term, this development will help us address our current structural problems.  But although I am more confident than ever before that we are trending toward substantial growth in the future tax base, I also have to report that, for a variety of reasons, that growth in the tax base is not happening fast enough in the short term to keep up with our increasing, largely-contractual expenses.  What’s the history?  We added $22.7 million of new business properties to the tax rolls in 2010, saw slight drops for 2011 and 2012, an $18.5 million increase in 2013, and $41.3 million in 2014 partly as a result of the opening of the Greenpac Mill.

This year, unfortunately, our non-homestead valuation fell by about $4.27 million from 2014 to 2015.  How can that be?  A quick driving tour of the City shows there is lots of development going on.  Why isn’t the tax base going up faster?

Consider some factors which influence the taxable value of homestead properties:

· Properties are assessed at their value at the time of state tax value date, which is March 1st of the prior year.  Properties that are complete now but were still being built on March 1st will not be fully taxed until the next year.

· Property Tax Abatement programs (485a and 485b) offered by the city authorize a declining 8-12 year partial exemption for commercial, business and industrial properties.  This is a sliding scale exemption with the tax liability of the property increasing 5% to 10% each year.  Depending on the exemption, the property will become fully taxed within 8-10 years.  This is the program utilized by the Benderson LaSalle Center, Sam’s Club, L.A. Fitness, WalMart, Popeye’s Chicken, Kentucky Fried Chicken, etc.  Most municipalities offer these abatements, so they are not unique to Niagara Falls, but we have a lot of new developments just at the beginning of the program.

· Yearly reduction of Special Franchise properties is also a factor.  These are the utility properties located in the public right of way, including National Fuel Gas, National Grid, Verizon New York, Inc., Sprint, Time Warner Cable, etc.  The annual assessment of these special franchise values is the responsibility of the New York State Office of Real Property Tax Service (ORPTS) Valuation Service Bureau.  As a result of State policy, the special franchise properties within the city were lowered $1.3 Million for 2014.

· Many of the Industrial Properties within the city, both new and expanded facilities, are not included in the taxable value for Non-Homestead properties due to the PILOT payments which they make through the Niagara County IDA.  All of the new hotels which are currently under construction or proposed are also lease/leaseback properties with the IDA and make PILOT payments.  As with 485 abatements offered by the city, these are sliding scale payment schedules and every year the city will see an increase in payment due to us.  But it takes time.
· Other factors which may influence the reduction of the Non-Homestead taxable value include demolition of industrial properties (older deteriorating buildings at Oxy, Dupont, Washington Mills, etc.), lowering of property values through Board of Assessment Review grievance proceedings in May, and of course we also have to take into account the substantial reduction of the assessment at One Niagara in downtown as part of a court-brokered tax settlement.
One piece of good news is that there was an increase of $2.7 million in our Homestead valuation; that follows an increase the previous year of $4.9 million.  This is unique for a city with older residential neighborhoods such as Niagara Falls.  This was a result, mainly, of city-owned properties, both vacant and improved, being sold to individuals and thus put back on the tax rolls.  Thanks to all who helped make this possible.  It is a lot better than 2012, when we lost about $1.6 million in homestead valuation to the wrecking ball.
The picture overall is clear: we have a bright future ahead of us as economic development causes the tax base to increase, but it will take us several years to get there.  For now, expenses are rising faster than income in the general fund, so we have a gap.  How do we close it?  Can we do it all with cash from our fund balance?
I noted earlier that the City entered 2014 in a strong cash position, with roughly $18 million in cash reserves.  These reserves are there because, through the course of this administration, we have exercised sound fiscal management and self-imposed discipline.  I will not recount the austerity measures we began as early as late spring of 2008 to deal with the “Great Recession,” or the incredible creativity and self-discipline required to weather four-and-a-half years of not receiving our revenues from the Seneca Niagara casino, a story I have told in some detail in past budget addresses.  Suffice it to say that throughout several years of my administration, we were able to control or even reduce spending in the ongoing budget year, generating fund balance to be re-appropriated for subsequent budgets.  We’ve had spending freezes, we’ve cut non-essential spending and have tried to hold the line on upgrades and raises even when we knew they were well-deserved.
As a result, we had roughly $20 million at the start of 2011, which enabled us to pay debt service or bills for ongoing projects in order to keep these expenses off the backs of taxpayers during the casino impasse.  In spite of dire predictions, we did not “hit the wall,” miss payments or otherwise succumb to the negative effects of this classic “cash flow crunch.”  When the dispute was settled, we replenished our cash reserves, as I noted in last year’s budget address.  But heed this warning:  given the situation I have described earlier in this address, it is virtually impossible for us to generate surpluses like those again for at least the next few years. So we have a strong fund balance today, but we need to use it wisely, because many of those funds are spoken for already, and we are almost certain not to be able to regenerate them any time soon once depleted.
In past years, there were other sources of funds that we could use to help offset revenue shortfalls in the General Fund.  In 2011 and 2012, we had fund balance left over from Debt Service in the ‘V’ Fund, $2.5 million and $1.5 million respectively.  We scoured our capital accounts for unused funds and used $3.9 million of these funds in 2012.  In 2013, we used $2 million of Special Projects Fund Balance and $2.9 million of these left-over capital funds to help supplement revenues, for a total of $4.9 million of so-called “one time” revenues.  In 2014, we used a total of $4.4 million of our recently-replenished Special Projects Fund Balance in the General Fund.
As a matter of policy, we don’t have an issue with using funds that we have on hand to avoid having to take more money in taxes.  We’re not happy about having to do it, and as you will see it does not entirely close the gap, but we propose using $4.9 million in fund balance to help balance the 2015 budget.  Factoring in other anticipated uses of fund balance in the coming year, we project that this will still leave us with an adequate “rainy day” fund at the end of 2015.  But mark my words:  there will not be substantial additional funds available to make a similar-sized contribution to plugging gaps in the 2016 budget.  That’s why we need to explore every measure, from retirement incentives to attrition of the workforce to cutting health care costs, to drive our future costs down as quickly as possible.  2015—in fact, the rest of 2014 as soon as we finish with the budget process—will be a critical year in this regard.
I noted earlier that we are running the City government while collecting less in total taxes than we did in 2006, despite hefty increases in the cost of doing business.  I have explained where those increases came from, and how we have used various revenues available to us in the past to plug gaps in past tax years.  But the unfortunate truth is that even the best magician does not have an unlimited number of rabbits in his hat.  At some point, our duty to protect the future financial stability of the City and to deliver essential services including public safety requires that we raise additional revenues.

I am fully supportive, as I have noted, of the overall thrust and philosophy of the New York State Tax Cap.  In effect, as I have noted, we had our own self-imposed “tax cap” in place here in Niagara Falls from long before the State took its own initiative.  But please note that even the State cap does not hold revenues totally flat.  Rather, recognizing that the cost of everything goes up at least a little bit each year, it allows municipalities to raise taxes just a little bit each year if necessary to balance rising expenses.  Unfortunately, we have not been doing that, or we would have much less of a structural deficit problem than we face today.  So we need to get back on track with where we would be if we had been taking what we were allowed under the tax cap in past years.  It is the only responsible thing to do.
Based on the tax cap formula, we have a total of $701,545 of additional revenues that we can raise under the cap.  This amount, by the way, is smaller than what we would be allowed, had we been taking what we were allowed under the cap in past years—a factor to be considered going forward.  In order to make up for revenues we have not raised in the past—even though our expenses, as we have seen, were going up—we propose overriding the tax cap to raise an additional $600,000 in revenues in 2015.  This would bring the total tax levy to $29,358,614, an overall increase of about 4.5%.

At the proposed 10% rate of equalization designed to gradually reduce the disparity in our two-tiered tax system between homestead and non-homestead taxes, this will result in an increase in non-homestead (commercial) taxes of about 7.7%, and an increase in homestead (residential) taxes of about 2.7%.  These are not happy numbers, but neither are we looking at the double-digit tax increase that many people feared and that other jurisdictions may have no choice but to impose.
Please take a moment to look at the big picture.  Going back to 2006, and assuming that the proposed tax increase is approved in the final budget, the total taxes raised in the City of Niagara Falls would have increased by only about ½% per year over a period of eight years.  As we all know, the average increase in the cost of living over that time period has significantly exceeded ½% per year.  The Bureau of Labor Statistics, in spite of a one-year decrease of .4% in recession year 2009, reports an average annual increase in consumer prices over that eight year period of 2.2%.  Against that average, I think our performance has been outstanding.  But there comes a time when the piper must be paid.  For us, that time is now.  It is the fiscally responsible thing to do, and I am a fiscally responsible mayor.  I ask you to be a fiscally responsible City Council.
We will continue our efforts to reorganize and modernize service delivery so that we get the most bang for the buck, and bring our long-term recurring expenses in line with our future recurring revenues, while we grow our tax base through economic development until the expense and income lines finally cross.  Although several new properties are subject to IDA PILOTs that postpone the collection of full taxes into future years, this is still a very robust picture of growth.  
Luckily, sales tax revenues come on line almost immediately as new properties open.  We have reviewed historical figures for hotel and restaurant taxes (HRU), looked at Niagara County sales tax in light of ongoing development like that surrounding the Fashion Outlet Mall, and have raised our projection of sales tax revenues to what we believe is a prudent but forward-leaning estimate.  We continue to believe that implementing a rationale system of parking control in the immediate downtown area will increase revenues substantially, and we are working to implement a new system by the start of the 2015 tourism season.  As I said last year, the principal purpose of a parking enforcement system is not to generate revenue.  But that doesn’t mean we should leave money on the table when jobs and tax increases are at stake.

In 2011, we established the Business Tax Relief for Economic Development Fund to help compensate all commercial property owners, not just those able to qualify for City grants or loans, for the extra burden they have carried since properties were taken off the tax rolls for the Seneca casino.  Basically, the Fund buys down the total amount to be raised by the property tax.  We used $455,000 of casino revenues to create the Fund in 2011, $449,000 in 2012, $454,000 in 2013, and $448,000 in 2014; the number is derived from the non-homestead base proportion.  We thus propose $457,579 for 2015.

We will continue in 2015 to use casino revenues to cover the debt service for the public safety building, to fund a share of public safety services, and to compensate the levy for the loss of revenues from properties removed from the assessment roles when the Compact land was created.

Last year, delivering the budget shortly after the resolution of the casino dispute, I warned everyone that the City’s replenished reserves were a lifeline, not a windfall.  Wise use of casino revenues to rebuild roads and other infrastructure, improve vital services, and facilitate economic development is our lifeline to a brighter future.

In spite of the recession and Seneca casino dispute, we have consistently improved on City services, kept taxes down, and improved our reputation for stability and sound fiscal planning.  This year, we are proposing an increase in the tax levy that would bring us to roughly ½% per year increase since 2006.  We have balanced the budget with the fewest possible layoffs, and offered a retirement incentive to help minimize the impact to our City workers.  We have maintained vital City services.  This accomplishment requires the use of some of the City’s precious reserves, but we will leave an adequate undesignated fund balance that we will keep as the City’s “rainy day” fund.
We face many challenges.   Despite our current strong cash position at the start of 2014, we must address the current imbalance between recurring revenues and expenses that I highlighted earlier.  Once again, in the near future (I think for the third time), I will ask the City Council to approve a resolution authorizing us to join the State’s Financial Restructuring Assistance Program.  Hopefully the Board’s non-binding recommendations will help us find the path to increased fiscal stability and economic prosperity.
We face many difficult choices, but, as I noted last year, the legacy of past good decisions will at least put some tools in our tool box to help address the legacy of some of our past decisions that were not as good.  We have surmounted serious challenges before by working together for the common good; we can do it again.
As we look around, we see examples of where municipalities have sunk to the point where they are no longer able to take effective action to correct their situations using their own resources.  Last year I warned that while we found ourselves well-supplied with short-term cash, we faced the prospect that our reserves could be “continuously and relentlessly drained in the next few years in a futile effort to plug holes in future budgets unless we muster the courage and wisdom to take corrective action while there is still time (and money) to solve the problems.”  That is still the fundamental challenge that faces us.  I promise that, as your mayor, I will continue to recommend the course of action that best protects the City’s interests, and will seek to advance it regardless of politics and even when the right path to travel is a difficult one.  If we make the right decisions, we will get through these tough times, and reach the brighter future that lies ahead for all of us.
Thanks to our City Administrator, our City Controller and her staff, and all the Department heads and other staff who have helped make this budget possible.  I look forward to working with the City Council, whose members were invited to have input in the process from the very beginning, to finalize the 2015 budget.  God bless you, and keep working for a better tomorrow.

Sincerely yours,
Hon. Paul A. Dyster, Mayor

Page 2

[image: image1]