savings identified, by department, and Attachment C for budget-to-budget expenditure
changes, by category of expense.)

0 Capital Replacement Limitations. The slowdown in equipment replacement continues
in 2009-2010. Items originally scheduled for replacement in 2008-2009 are budgeted to
be purchased in 2009-2010. Additional replacements are limited to items that are
unlikely to survive another season, plus 2 fire trucks, 15 police patrol vehicles, and
5,000 roll-out carts for the voluntary curbside refuse collection program. (general fund
savings of $483,000)

Overall, the general fund budget proposal for 2009-2010 is balanced, without a reduction in services to
the public, without an increase in fees, and with a decrease in the property tax rate below the “revenue
neutral” rate, as defined by State statutes.

Property Tax Rate and Revaluation. The County’s regularly scheduled four-year revaluation of
property was completed this fiscal year, setting real property value at market rate as of January 1, 2009.
According to the Forsyth County Tax Office, a combination of revaluation and other expected tax base
changes has resulted in an increase in the overall property tax base value of 7. 6%, with real value going
up 11.2% and other portions of the base combined going down 6.2%. To ensure that the City does not
receive windfall revenues as a result of revaluation, the property tax rate is reset to be “revenue neutral,”
so that the rate generates only those revenue that would have been produced for the next fiscal year, if no
reappraisal had occurred.

Statutory guidelines for calculating a “revenue neutral” rate have been provided by the State. Using those
guidelines, the calculation yields a rate of 47.5¢. | have elected not to use this rate, because it assumes tax
base growth rate for the upcoming year of 3.5%, which is equivalent to the average over the past three
years. This is greater growth than we can reasonably expect, given the continuing economic downturn.

The proposed property tax rate of 46.75¢ is revenue neutral, assuming a more realistic 1% growth rate in
the tax base, with an offset for an expected drop in the tax collection rate. Actual collections for 2008-
2009 are running approximately 1% behind previous year collections, and this pattern is expected to
continue through most if not all of next year.

Employee Compensation. The budget proposal does not include any employee pay increases, for merit
or for market adjustment. Cost avoidance from taking this action is in the range of $2.8 million for an
employee pay increment of 0-2%, based on performance. Most other large North Carolina cities and
counties are also eliminating pay increases to keep from having to lay-off any current employees.

Retirement Incentive Program. Out of the 105 employees who qualify for full retirement benefits, 44
have opted to retire in August with the added benefit of a $20,000 incentive payment from the City.
There are 28 beneficiaries of this program in the general fund. The budget proposal for 2009-2010 does
not include any of the incentive costs, because the positions will be held vacant or managed in such a way
as to compensate for the total cost of the incentive payments.

Community Agency Grants. City contributions to non-profit arts and science-related agencies from the
general and occupancy tax funds are budgeted at the same amount as for 2008-2009, in recognition of the
budgetary stress these agencies are experiencing and the public benefits they are providing. A list of
agency requests and approved grants is provided on page 82 of this document. For community agencies
supported by federal housing funds, City Council has authorized grants that are reduced by at least 15%,
as a part of the FY10 Housing and Community Development Program that was approved in April. The
agency grants reflect a projected decrease in Community Development Block Grant program income for
the coming year. A list of proposed grants to these agencies is provided on pages 75 and 76 of this
document.

iv



Service Levels. The budget proposal does not result in any reductions in current service levels.

User Fees. There are no increases in general fund user fees. In the water and sewer fund, rates are
increased 5% for water and 9% for sewer, using a new tiered-rate structure. The new tiered rate structure
is intended to provide a conservation pricing signal whereby consumers who use more water will pay
more for the service. The proposed change will not affect small and medium size residential users
significantly. The tiered structure will be effective July 1, 2009 and the new rates will be effective
October 1, 2009. The average bi-monthly bill for residential customers continues to be lower than the
same bill for other major systems in North Carolina, including Durham, Charlotte, Greensboro, and
Raleigh.

Solid Waste Disposal Budget. A review of the financial outlook for the solid waste disposal fund has
shown that, due to the decline in tipping fee and investment income, as well as the cost of recycling
programs, that cash reserves could be depleted by the end of 2012-2013. In fact, the budget proposal
includes a drawdown from reserves of $4.2 million to meet operations costs after revenues. Moreover,
there are insufficient reserves to provide for future capital improvements. The 2010-2015 Capital Plan
anticipates the issuance of special obligation bonds of $8.1 million for new cell construction and a
construction/demolition recycling facility over the next two years. The next, immediate step will be for
me to meet with the County Manager and my staff to develop solutions to the long term problem of the
solid waste fund drawdown. These solutions should be considered throughout this year and included in
the budget for 2010-2011.

Mass Transit Support. For next year, as a result of decreased mass transit support from the federal and
state governments, and operating revenues (farebox), support from the mass transit tax fund is increased
$870,000, or 22.7%. At this rate, it is projected that the mass transit tax fund will be negative early in
2010-2011. 1 will continue to work with City staff to identify ways to prolong the life of the mass transit
tax fund, without reducing transit and para-transit options for the community as a whole.

Capital Projects. The six-year capital plan, from 2009-2010 through 2014-2015, is provided in a
separate companion document. The first year of the plan, 2009-2010, is incorporated in the project
budget ordinance that is adopted by the City Council. The future years are adopted as a guide for future
appropriations. Of the $56.3 million programmed in 2009-2010, $37.1 million is for water, sewer,
stormwater, and solid waste projects, financed principally by revenue bonds. Using two-thirds bonds,
which are issued every other year, $4,785,000 is available in 2009-2010 for downtown maintenance, fire
station renewal, street resurfacing, and recreation facilities maintenance/renovations. All projects are
described fully in the capital plan and will be discussed in more detail during the budget workshops. The
proposed budget does not include the projects funded by federal stimulus dollars. Available stimulus
funds have been appropriated separately, as authorized.

Authorized Positions. Total authorized positions are decreased by a net of 30, for a total of 2,457. In the
general fund, there is a net decrease of 22 positions, reflecting the deletion of 24 vacant positions and the
addition of two (2) positions transferred from the mortgage revenue bond fund, which has been closed
out. There is a net increase of one position in the general/internal service funds, due to the conversion of
two part-time positions to full-time, with no impact on cost, and the deletion of a vacant computer
systems operator position. In water and sewer, three vacant maintenance worker positions are deleted,
and in stormwater management, three vacant positions are deleted as well, a senior crew coordinator, a
light equipment operator, and a maintenance worker. In the Winston-Salem Sports and Entertainment
Complex, a vacant laborer position has been deleted. (See Attachment A, immediately following this
memorandum for a listing of 32 vacancy deletions, by department.) A complete listing of departmental
changes in positions, compared to 2008-2009, is provided on pages 11 and 12 of this document.
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Potential Impact of the State Budget on the City. The North Carolina legislature is currently facing a
very difficult budget balancing process. State Senate leaders have discussed a budget proposal that
introduces a number of threats to our balanced-budget proposal. These threats include the repeal of our
local privilege license tax (-$2.4 million), transfer of .1% of the local sales tax rate to the state (-$.55
million), State retention of our local beer and wine revenues (-$1.1 million), deletion of our “hold
harmless” distribution based on the reimbursement/sales tax swap in 2002 (-$2.6 million), and repeal of
our State sales tax refunds (-$1.5 million, of which $750,000 is general fund). This $8.15 million loss (all
funds) would be offset, in part, by a proposed $5 million cap on the sales tax refunds for non-profit
agencies (+$.45 million) and the broadening of the sales tax to include services (impact unknown).

We are working with the N.C. League of Municipalities to oppose these actions and to more fully
understand the financial impact. At this time, we think that State authorization of all actions unlikely, but
we are particularly at risk of losing the “hold harmless” because we are one of only a few jurisdictions
receiving a substantial payment. No action by the State is anticipated prior to mid-June.

Budget Outlook for the Future. Proposed budgetary adjustments due to economic conditions include
no-growth in employee compensation and delays in equipment replacement which cannot be maintained
indefinitely. To recruit and keep a competent and competitive work force, an increase in employee pay for
performance needs to be a part of the 2010-2011 budget, as well as a “career ladder” program for police
sworn and fire certified employees. In addition, a substantial increase in contributions to the City’s police
retirement and the state’s employee retirement systems will come due in next year’s budget. Funding for
the replacement of most desktop computers, which was cut in the 2009-2010 budget proposal, will have
to be added back in 2010-2011 to maintain a replacement cycle of no greater than four years. Replacing
other vehicles that were delayed a year, including most of the police cars, fleet vehicles, trucks, and heavy
equipment, will be high priority items for 2011 as well. Many information system were also set aside
temporarily, with the intention of adding them back in the future. Moreover, in next year’s budget, the
resources of the general fund may also be called upon to address the needs of other city funds, such as the
mass transit tax fund and the solid waste disposal fund. All of these are pressures that will be taken into
account in our forecast and outlook discussions as we begin the 2010-2011 budget preparation process.

In conclusion, I look forward to discussing the 2009-2010 budget proposal with you at the upcoming
budget workshops. | have attached the calendar of budget events beginning Tuesday, June 2.

Sincerely,

Lee D. Garrity
City Manager
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Budget Review Calendar
For Fiscal Year 2009-2010

Thursday, May 28

Tuesday, June 2
4:00 - 6:00 p.m.

Thursday, June 4
7:30 p.m.

Monday, June 8
5:30 p.m.

Tuesday, June 9
2:00 - 4:00 p.m.

Monday, June 15
7:30 p.m.

Distribution of the Budget Proposal to the
Mayor and City Council

Finance Committee Workshop
Council Committee Room, 2™ Floor, City Hall
e Budget Overview and Highlights

Finance Committee Public Hearing
Council Chamber, 2" Floor, City Hall

Public Safety Committee
Council Committee Room, 2" Floor, City Hall
¢ Review of Police, Fire, Emergency Management
budgets

Finance Committee Workshop
Council Committee Room, 2" Floor, City Hall
e  Consideration of a recommended budget and
property tax rate
e  Preview of a preliminary agenda for the budget
items at the City Council meeting

City Council Meeting Public Hearing
Council Chamber, 2™ Floor, City Hall
e Public Hearing
e Consideration and Adoption of Budget
Ordinance
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Attachment A: List of Vacant Position Deletions for FY 09-10

GENERAL FUND DELETED VACANCIES:

Department Position Title $- Value
City Link Assistant Contact Center Director 46,350
Development Office Economic Development Specialist 74,160
Engineering Survey Technician 25,020
Engineering Survey Technician 25,020
Finance-Financial Systems Senior Computer Information Analyst 46,350
Finance-Purchasing Buyer 30,780
Neighborhood Services Rehabilitation Loan Officer 33,120
Planning Project Planner 40,680
Police Administration Administrative Secretary 32,150
Police Identification Police Crime Scene Supervisor 38,480
Property Maintenance Trades Helper 20,700
Recreation General Maintenance  Light Equipment Operator 20,700
Recreation General Maintenance  Laborer 18,720
Sanitation/Refuse Collection Sanitation Laborer 18,720
Sanitation/Refuse Collection Sanitation Laborer 18,720
Sanitation/Code Enforcement Environmental Control Officer 25,020
Sanitation/Refuse Collection Sanitation Equipment Operator 22,230
Sanitation/Refuse Collection Sanitation Equipment Operator 25,460
Sanitation/Refuse Collection Sanitation Laborer 18,720
Sanitation/Refuse Collection Sanitation Laborer 18,720
Department of Transportation Traffic Maintenance Worker 20,700
Department of Transportation Traffic Operations Specialist 37,980
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DVM/Grounds Maintenance Maintenance Worker 19,800

DVM/Landscape Maintenance Maintenance Worker 19,800
GENERAL FUND TOTAL $698,100
GENERAL FUND TOTAL, WITH BENEFITS $976,150

DELETED POSITIONS IN OTHER FUNDS:

Department Position Title $- Value

Information Systems Computer Operation Coordinator $37,800

Winston-Salem Entertainment/

Sport Complex Laborer 18,720
Streets/Stormwater Senior Crew Coordinator 34,020
Streets/Stormwater Equipment Operator/Light 20,700
Streets/Stormwater Maintenance Worker 19,800
Water and Sewer Maintenance Workers (3) 59,400

OTHER FUNDS TOTAL $190,440
OTHER FUNDS TOTAL, WITH BENEFITS $249,310
GRAND TOTAL - ALL FUNDS -32 VACANT POSITIONS $1,225,460



Attachment B: FY 09-10 Budget Reductions by Department

(excluding position deletions)

Department Budget Strategy Potential
Reduction Used Service Impact
Budget and $3,820 Decreased office supplies and No impact
Evaluation contractual expenses
Capital Projects $1,550 Reduced books, magazines, and No impact
Buildings Div. periodicals
City Attorney $4,620 Reduced printing, office supplies No impact
City Link $4,460 Reduced office supplies and software No impact
budget
City Manager $4,620 Savings in the corporate membership No impact
fees, travel and training
City Secretary $2,190 Reduced printing costs and postage Fewer printed agendas for the media
and staff; agendas available on-line
Department of $56,760 -Reduced maintenance frequency on -To be managed so as to have no
Transportation decorative street lighting impact on the public
-Deferred replacement of broken -No impact in the short run
parking meters
-Reduced funds for temporary -No impact, service to be provided
employees to do traffic counts by in-house staff
-Reduced contract maintenance for -No impact
signal system
-Other miscellaneous reduced funds for | -No impact
printing, postage, parts, supplies, and
software
Development Office $65,550 -Split contractual expense for lobbying | No impact
with the County
-Provide in-house marketing services
for the Downtown Farmers Market,
rather than a contract with the
Downtown Winston-Salem Partnership
-Reduced printing, travel, training and
meeting expenses
Emergency $7,130 Reduced travel, training, supplies, and No impact
Management software
Engineering $41,230 Reduced contractual expenses for No impact
surveying, consulting fees, legal/audit
services, printing, books, software and
non-capital equipment
Finance $96,480 Reduced funding for temporary No impact on delivery of services to
services, office supplies, equipment citizens. There will be limited
maintenance, equipment rentals, and funding available for outside
consulting services (particularly for consulting services for debt service
consulting services in Treasury) or investment consulting.
Fire $102,770 Reduced operating supplies, books, No impact

desktop computer replacements,
building maintenance and repairs,
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Department Budget Strategy Potential
Reduction Used Service Impact
streets services, and software
Housing $1,840 Reduced registration fees, printing, No impact
Development travel, parking, property maintenance,
and software
Human Relations $2,590 Reduced office supplies, postage, Fewer newsletters and partnerships
advertising, equipment rental with other agencies
Inspections $21,920 Reduced part-time labor, telephone, No impact during this time of
printing, registration/fees, travel, other reduced service demand
contractual expenses, and software
Information $1,590 Cuts in cellular expenses, travel, No impact
Systems training and other contractual services
Administration
Marketing and $28,020 Reduced supplies and operating Fewer City Page issues
Communications expenses, registration/fees,
membership/dues, training, travel,
catering, contractual, and printing
Neighborhood $53,100 Reduced printing services, To reduce contractual expenses (for
Services premiums/prizes for Trashbusters, clean-up projects, towing junked
contractual, and other expenses vehicles, etc.), more work will be
handled in-house
Planning $30,030 Reduced office supplies, printing, travel | Provide printed copies of only one
expenses, software, non-capital of the two area plans that are
equipment, and catering completed annually; some reduction
in level of support to committees,
boards, and commissions
Police $197,550 Reduced expenses for training class No impact on services to citizens
special events and for the internal
promotional processes, rental expenses,
property maintenance expenses, and
software
Property $28,860 -Reduced number of Christmas trees, -There will still be a festive display
Maintenance poinsettias, and decorations in City Hall | for the holiday season, just at a
and the Bryce A. Stuart Bldg. lower cost
-Reduced supplies, parts, tools
-No impact
Real Estate $2,440 Reduced funds for contractual services | No impact
and software
Recreation $117,460 Reduced part-time expenses, landscape | -Reduced operating hours from 4 to
maintenance, supplies, parts, tools, 5 hours a week for 5 neighborhood
equipment maintenance, and non-capital | centers, during periods of low
equipment utilization
-Fewer issues of WePLAY printed,;
distribute in the Journal and/or
Chronicle
Sanitation $121,640 -Reduced overtime expenses in -No impact

Sanitation Administration

-Reduced postage, mailing, printing,
part/supplies, garage services, fuel,
travel, and non-capital equipment

-Potential slowdown in the repair/
replacement of damaged yard waste
carts, as a result of reduced funds for
parts/supplies
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Department Budget Strategy Potential
Reduction Used Service Impact
Streets $61,000 Reduced overtime expenses and -No impact
contractual payments
Vegetation $37,610 -Elimination of weekend flower bed -No impact due to a process change
Management watering, thereby deleting a portion of | whereas beds are watered for longer
the budgeted overtime costs periods of time during the week,
which build stronger root systems
-Reduced number of hanging baskets
from 42 to 21 and use a new, more -Fewer flowers on Fourth Street
effective type of basket that requires
less frequent watering
-Reduced replacement of non-capital -No impact
equipment
Fleet Management $55,750 -Reduced costs from plugging tires on -No impact expected (Studies show
patrol cars, rather than replacing them that plugged tires are an acceptable
alternative to replacement.)
Information $152,000 -Reduced spending on office expenses, | -No impact (to be accomplished by
Systems including supplies, parts, tools, books, doing without some items)
magazines, periodicals and software
-Reduced spending on outside -No impact on current service level
consulting resources used to augment
staff and provide for unavailable skills
Water and Sewer $578,730 -Reduced supplies by 5% -No impact on current service level
-Reduced contractual expenses
Grand Total $1,885,310
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Attachment C: Year-to-Year Percentage Change in Expenditures, by Type,
in the General, Special Revenue, Enterprise, and Debt Service Funds

Actual Budget Budget Percent
Category of Expense FY 07-08 FY 08-09 FY 09-10 Change
Personnel $150,754,341  $156,411,320 $154,537,820 -1.20%
Supplies & Services
Information Systems 8,349,616 8,215,210 7,867,210 -4.24%
Telephone 1,451,139 1,500,610 1,513,570 0.86%
Print & Publish 1,519,290 1,567,390 1,350,750 -13.82%
Employee Development 693,269 763,770 762,680 -0.14%
Office Supplies 1,472,399 1,712,810 1,545,600 -9.76%
Utilities 3,024,992 3,724,650 3,770,030 1.22%
Office Rent 3,477,991 3,562,580 3,784,080 6.22%"
Vehicular Expense 17,705,970 17,875,040 16,932,990 -5.27%
Travel 411,596 356,370 331,120 -7.09%
Maintenance 4,652,146 4,799,630 4,454,040 -7.20%
Operating Supplies 23,029,906 23,464,740 23,549,590 0.36%
Interdepartmental Services 7,959,506 8,662,060 8,456,930 -2.37T%
Debt and Lease 38,274,427 42,944,030 42,494,100 -1.05%
Contracts 23,258,090 23,696,060 23,665,030 -0.13%
Risk Management 1,398,700 1,350,380 1,375,050 1.83%?2
Loans 3,009,623 2,222,730 2,062,500 -7.21%
Contingency 24,331 254,830 172,900 -32.15%
Other 9,182,835 8,587,280 8,645,780 0.68%
Capital 717,806 75,800 39,400 -48.02%
Interdepartmental Charges -16,576,198 -16,819,920 -16,081,010 -4.39%
Interest/Fiscal Expense 12,900,050 15,882,200 16,260,620 2.38%°
Support to Other Funds 35,063,159 35,678,600 33,959,410 -4.82%
GRAND TOTAL $331,754,984  $346,488,170 $341,450,190 -1.45%

! Increased rental expenses include the 2.43% annual escalation of rent per the agreement for the Bryce A. Stuart
Municipal Office Building and the added custodial/maintenance cost for the new Public Safety Training and
Evidence Storage Building on Patterson Avenue.
2 Increased risk management expenses reflect the annual 2% growth in Risk Acceptance Management Corporation
(RAMCO) fees, per the terms of an operating agreement between the City and RAMCO.
® Increased interest and fiscal expenses result from the recent issuance of revenue bonds for the Water and Sewer
System.
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City Council’s Strategic Budget Objectives

The following list of objectives provides the framework for the preparation of the City Manager’s budget
proposal.

Services
Services that ensure the health, safety, and well-being of Winston-Salem residents will be delivered at the
quality expected by the residents, at the least possible cost.

Property Tax

Property tax rate will be set annually at a level that reflects highly efficient and effective service delivery,
maintains property tax rate stability, and compares favorably to the tax rates of other North Carolina
municipalities with similar services and on similar revaluation schedules.

User Fees
Where appropriate, user fees for services will be developed and updated in order to achieve the expected
level of cost recovery.

Balancing Current Expenses with Current Income
Budgets will be developed so as not to require the use of reserves to pay for recurring expenditures.

Fund Balance Reserve

Unrestricted fund balance equal to at least 10% of budgeted General Fund expenditures will be
maintained to provide adequate working capital, produce investment income for debt retirement, and meet
the highest possible standards of the national credit rating agencies.

Employee Compensation
Sufficient funds will be budgeted to maintain competitive compensation and benefits for city employees.

Economy of Operation
The City Manager is expected to review the cost of city operations continuously to determine ways to
create savings, in order that such savings may be passed along to the taxpayers of Winston-Salem.

Expanding the Tax Base

A strong economic development program will be provided in the budget to attract new business
investment and to encourage existing business growth in order to diversify and/or solidify the city’s
economic base.

Downtown Revitalization

The budget will reflect the Council’s commitment to enhance the vitality of downtown, through the
development of retail, office, entertainment, and residential projects in the downtown area. The eligible
area for certain programs may be expanded to include areas outside the central core of the city, such as
Waughtown/Parkview and East Winston.
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City Fiscal Policies

Sound current and long-range financial policies are intended to 1) maintain relatively low property tax
rates, 2) expand and diversify other revenues, 3) augment resources by astute cash management, and 4)
facilitate funding for capital improvements by maintaining adequate resources and reasonable financing
capability. The policies listed below reflect the city’s commitment to maintaining its fiscal strength.

Credit Rating
The city shall achieve the highest credit ratings possible given prevailing local economic conditions. The
city is rated AAA by Fitch IBCA, Moody’s Investors Service and Standard and Poor's Corporation.

Revenue Projections

Revenue projections shall be sufficiently conservative to avoid shortfalls, but accurate enough to avoid a
regular pattern of setting tax rates that produce significantly more revenue than is necessary to meet
expenditure requirements. Within the last 20 years, the city has experienced only three operating deficits
as a result of a revenue shortfall, and these occurred during national recessions. In 2001, actions by the
State of North Carolina, in which reimbursements of local revenues of approximately $8 million were
withheld, resulted in a year-end deficit. The City is expected to incur a year-end deficit in 2008-2009 due
to what has been described as the worst national recession since the ““great depression” of the 1930’s;
however, this deficit is less negative than it could have been as a result of financial restraint measures
implemented early in the fiscal year.

General Obligation Debt
The city shall not allow the amount of general obligation debt per capita to exceed $1,000. Net bonded
debt per capita as of June 30, 2008 was $414.

General Debt Service
Annual general debt service payments shall not exceed 20% of total general governmental expenditures.
For 2007-2008 debt service expense was approximately 13.8% of all expenditures.

Unfunded Pension Liability

The city shall pay the annual amount of the normal costs of pension and other post-employment benefits,
as determined by an independent actuary, to ensure that obligations to retired employees are met on a
timely basis. The city is meeting its actuarially determined required contribution to its pension and other
post-employment plans on an annual basis.

Revenue Sources
The city shall diversify its revenue sources to reduce reliance on property taxes. Property taxes made up
an estimated 50.7% of general fund expenditures in 2007-2008.

Cash Management and Investment

Sound and astute management of cash and investments shall augment resources available to the city.
During 2007-2008, equity investments reported an 11.6% decline in returns. Fixed income investments
during the same time period had a rate of return of 8.4%. Overall, the investment yield was 1.16%, due
to fixed incomes investments being 70% of the total portfolio.
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