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GUIDE TO THE OPERATING BUDGET

. INTRODUCTION
Why This Guide?

The purpose of this guide is to explain Anchorage’s operating budget process and how to
read the forms contained in the budget document. Budgets are often complex and
confusing to the person who does not deal with them regularly. The terminology is foreign
to most people and the various schedules are not always easily understood. It is hoped
that this guide will help you understand the information, so you can make informed
decisions regarding the operating budget.

How to Use This Guide
This guide is organized into four main sections:
e Section |, Introduction, explains the purpose of this guide.

e Section I, General Budget Principles, outlines the Municipality’s major governing
budget policies. These include the service area concept, balanced budget, tax
limitation and appropriation guidelines. (There is a Glossary of Terms at the end of
this guide.)

e Section lll, How a Budget is Prepared and Compiled, explains the budgeting process
used by general government departments.

« Section IV, How to Use the Budget Document, leads the reader step-by-step through
the forms in the budget document. The interrelationships of the various forms are
explained.

. GENERAL BUDGET PRINCIPLES
The Budget as a Financial and Program Plan

The operating budget outlines the financial and program plan for the fiscal year (budget
year) for the Municipality of Anchorage. It summarizes planned operating expenditures
and revenues for each department/agency (excluding the Public Utilities) and explains
what will be accomplished with the funds.

Preparation of the next year's budget begins each spring. The most current information on
prices, population trends and public wants and needs is used. However, changes in the
economy and community priorities sometimes require changing the planned Municipal
programs during the budget cycle, as well as after the budget is approved in November.
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Service Areas and Funds

The Municipality operates under a service area concept, which means that residents of
particular areas have voted on whether to receive and to pay taxes for a particular service
from the Municipality. By law, some services must be offered on an areawide basis.
These include education, health and environmental protection, social services, animal
control, library, museum, mass transit, emergency medical services, planning and zoning,
property appraisal and tax collection. Other services require a specific vote of the people
in each area -- these include road maintenance, fire and police protection and parks and
recreation. There are currently 34 different service areas in the Municipality.

Service area expenditures and revenues are budgeted in unique funds. A fund is an
accounting entity which isolates the expenses and revenues of a particular program or
service -- somewhat like a separate checking account. Only expenses and revenues that
pertain to the unique service area are reflected in that particular fund. In addition to the
areawide fund, some of the major service areas/funds are:

* Police and Fire - The service area for police covers most of the Municipality except for
Girdwood and Turnagain Arm. There are separate fire service areas for Anchorage,
Chugiak, and Girdwood.

e Roads and Drainage - There are 26 separate funds for budgeting the various roads
and drainage service areas. Four have full maintenance and construction authority:
Anchorage Roads and Drainage Service Area (ARDSA), Eagle River Rural Road
Service Area (ERRRSA), Glen Alps Service Area and Girdwood Valley Service Area.
Others are called Limited Road Service Areas (LRSA).

e Parks and Recreation - There are separate service areas for Parks and Recreation in
Anchorage, Eagle River/Chugiak, and Girdwood.

There are also a number of separate funds for particular program operations (equipment
maintenance, Heritage Land Bank) or particular expenses (self-insurance).

Balanced Budget Concept

The general government operating budget for the Municipality is a balanced budget. This
means that sufficient revenues must be available to pay for the planned expenditures.
Revenue sources include fees for services, State and Federal shared revenues, property

~ taxes and other local revenues such as interest earnings, assessments, licenses and
permit fees. One of the most critical tasks in preparing the budget is the estimation of
future revenues, since expenses that can be budgeted are dependent on the amount of
revenue available.

Taxes and Mill Levies
Property taxes are an ad valorem tax, which means taxpayers pay a flat rate per dollar
value of taxable property they own. The flat rate, called a mill levy or mill rate, is $1.00 of

tax per $1,000 of assessed value. If you are taxed 4 mills for education and your house is
assessed at $100,000, you pay $4 per $1,000 of assessed value, or $400 in taxes.
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Tax Limitation

In October 1983, the voters of Anchorage passed an amendment to the charter known as
the tax limitation. The measure limits the taxes the Municipality can levy (with certain
exceptions) to the amount levied in the previous year, increased by annual inflation and
five-year average population growth. The limit does not apply to taxes required to fund
additional voter-approved services.

While the charter amendment limits tax increases, it does not limit expenditures if there
are sufficient revenues from other sources to pay for them. However, the Municipal Code
does include a spending limitation which restricts expenditure increases to inflation,
population and voter/legally mandated services. Both the tax limitation and the spending
limitation were effective with the 1984 budget.

Appropriations

Municipal agencies cannot expend funds without an appropriation. An appropriation is a
level of funding authorized by the Assembly. The Assembly appropriates the operating
budget by each department’s direct cost, and by each fund’s function cost (these terms
are explained later). Appropriations for general government operations that have not been
spent at the end of one fiscal year do not carry over into the next fiscal year.

. HOW AN OPERATING BUDGET IS PREPARED AND COMPILED

The budget process begins each spring with a preliminary planning phase. Departments
review their programs and responsibilities, assess what is being done during the current
year and begin making plans for the next year (the budget year). Some factors
considered during this preliminary planning phase are:

New facilities that will open and require staff, supplies and other operating expenses.

» New responsibilities or programs required by Federal, State or local laws.

e New or changed programs to meet community needs or interests.

e Programs that can be eliminated because they are no longer required or desired.

e Efficiencies that can be achieved through better resource management.

Both the balanced budget concept and the tax limitation necessitate early predictions of
both expenditures and revenues. First, the budget staff calculates a continuation level for
each department. This is a projection of what it would cost in the budget year to continue

existing programs at the same level of activity. Factors that must be considered include
union wage agreements and employee benefit costs.
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The total of all department continuation levels plus any new facility or program
requirements is compared to the allowable budget -- the level of funding that can be
supported by anticipated revenues. After adjustments are made to balance expenditures
to revenues, each department is given guidance for developing its detailed budget
proposal. Guidance includes general directions regarding cost-saving measures and the
addition or elimination of programs.

Development and Review of Budget Proposals

Departments prepare their budgets using zero-base budgeting (ZBB) concepts. ZBB is a
planning and budgeting tool which helps departments identify what needs to be done,
what resources (personnel, supplies, contracts, etc.) are required to do the job and what
the impact would be of not doing the job.

Each budget unit develops one or more service levels -- units of work or an activity. A
budget is prepared for each service level, using various budget worksheets to project
expenses. If the service level involves work which is supported by fees (such as building
inspection or swim fees), the revenues must be estimated as well.

The service levels are then ranked by the department in descending order of priority,
considering legal requirements, public needs and the Mayor's goals and objectives. A
cumulative cost total is kept of the ranked service levels. A preliminary dollar amount (the
funding line) is provided to each department. Those service levels above the funding line
become the department’s requested budget.

Department budgets are reviewed by the Office of Management and Budget and the
Municipal Manager. The Municipal Manager then makes budget recommendations to the
Mayor. In some cases, unfunded service levels which the Mayor feels are essential are
exchanged for less critical service levels in other departments to keep the overall budget
balanced. The amount established for each department is called the direct cost budget.

Intragovernmental Charges

When the departmental direct cost budgets and the total funding level are finalized, the
budgets are entered into the Municipal computer and the intragovernmental charges
(IGCs) are calculated. These are charges for services provided by one Municipal
organization to another. For example, the Facility Management Department maintains all
general government buildings. Maintenance costs are budgeted in Facility Management
and charged out to the appropriate users. Intragovernmental charges are either allocated
(based on standard figures per employee, per square foot, etc.) or non-allocated (based
on charges for particular services performed). -

By using an intragovernmental charge system, the full cost of a program -- including
overhead -- ends up in the budget for the program. As an example, Anchorage
Metropolitan Police Service Area taxpayers pay for the whole police program, including the
cost of maintaining the police building. The intragovernmental charge system allows
general government departments/agencies to properly charge Municipal utilities, grants,
and capital projects for services provided.
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Resource Plan

The Resource Plan gives the operating costs and personnel resources for each division. It
adds debt service and the intragovernmental charges received from other departments, then
subtracts charges to be made to other departments. This figure equals the department’s function
cost. Any program revenues budgeted by the department are subtracted to get the net program
costs of the department.

The lower half of the resource Plan shows, by division, the breakout of the budget by expense
category -- personal services, supplies, other services, debt service and capital outlay.

2001 RESOURCE PLAN

DEPARTHENT: STREET HMAINTENANCE
FINANCIAL SUMMARY

2000 REVISED 2001 BUDGET

PERSONNEL SUMMARY

DIVISION 2000 REVISED

2001 BUDGET

STREET MAINTENANCE ADMIN
ROW ENFORCEMENT

STREET HAINT OPERATIONS
STREET LIGHTING

STREET HAINTENANCE

ER STREETLIGHT SA

PARKS & BEAUTIFICTN MAINT

OPERATING COST

ADD DEBT SERVICE

DIRECT ORGANIZATION cOST

ADD INTRAGOVERNMENTAL
CHARGES FROM OTHERS

TOTAL DEPARTMENT COST

LESS INTRAGOVERNMENTAL
CHARGES TO OTHERS

FUNCTION COST

LESS PROGRAM REVENUES

NET PROGRAM COST

457,920
777,910
10,810,590
3,878,780
4,645,750

20,725,010

7,298,670

28,023,680

2,233,680

25,790,000

765,030

25,024,970

463,000
585,060
9,973,610
3,650,760
4,806,090
171,530
1,256,630

20,906,680

8,573,130

29,479,810

2,033,160

27,946,650

717,030

26,729,620

PT

1
1

T TOTAL FT PT T

1

TOTAL

RESOURCES BY CATEGORY OF EXPENSE

DIVISION

STREET MAINTENANCE ADMIN
ROW ENFORCEMENT

STREET MAINT OPERATIONS
STREET LIGHTING

STREET MAINTENANCE

ER STREETLIGHT SA

PARKS & BEAUTIFICTN MAINT

DEPT. TOTAL WITHOUT DEBT SERVICE
LESS VACANCY FACTOR
ADD DEBT SERVICE

TOTAL DIRECT DRGANIZATION COST
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PERSONAL
SERVICES

431,400
556,060
7,002,210
74,890
238,060
839,720

9,142,340

8,968,880

SUPPLIES

10,850
6,110
1,393,840
140,750
117,250

150,320

1,819,120

OTHER
SERVICES

11,300
15,890
1,721,840
3,435,120
4,450,780
171,530
263,420

10,067,880

CAPITAL
OUTLAY

TOTAL DIRECT
cosT

9,450
9,000

463,000
535,060
10,117,890
3,650,760
4,806,090
171,530
1,285,810

21,080,140
173,460

20,906,680
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Charter

Code

Continuation Level

Debt Service

Direct Costs

Expense

Fiscal Year

Function Cost

Fund

Intragovernmental
Charge

Mandated Increase
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The governing document which created the Municipality of Anchorage
as a home rule government. The charter was adopted in 1975 and
may be amended only by a majority of those voting on the approved
amendment.

The laws which interpret and implement the Municibal charter. The
code is adopted and may be revised by ordinance approved by at
least six members of the Assembly.

Projection of what it would cost in the budget year to continue existing
programs and services at the same level of activity.

Principal and interest payments on debt incurred (bonds sold) by the
Municipality.

Salaries and other personnel expenses, supplies, contracts and other
purchased services, debt service, machinery and other capital
expenses. The Assembly appropriates a department’s direct costs for
the fiscal year. :

General government expenses include salaries, wages, supplies,
contracts, debt service, and purchases of machinery and equipment.

An accounting term for the budget year. The fiscal year of the
Municipality is January through December 31.

The appropriation level for funds (or service areas). Function cost is
calculated as follows:

Direct + Intragovernmental - Intragovernmental = Function
Cost Charges From Charges to Others Cost
Others

The function cost of a particular fund is the sum of the function costs
of all budget units assigned to the fund. The Assembly appropriates a
fund’s function costs for the fiscal year.

An accounting entity designed to isolate the expenses and revenues
of a particular program or service. Funds are classified according to
type: general, enterprise, debt service, etc. The expenses and
revenues are accounted for according to generally accepted
accounting principles. Each service area established in the
Municipality is assigned a unique fund number and title.

The charge for a service which one budget unit (servicer)
provides to another (requester). Charges to other budget units are
counted as revenues; charges from others are counted as expenses.

Budget increase required for Federal, State, or Municipal legally
mandated services or programs.
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Mill Levy or
Mill Rate

Net Program Cost

Program Plan

Program Revenue

Property Tax

Resources

Service Area

GAOMb\BUDGET\2001\GGOB Books\Guide.doc

A rate of tax to be assessed on all taxable property. Rates
are expressed in terms of $1 of tax per $1,000 of assessed value. Mill
Levy is computed as follows:

Property Tax Total Assessed
Requiredina + Value of Taxable x 1,000 = Mill Levy
Service Area Property in the

Service Area

The amount required to support a program that is not completely
funded by revenues earned by the program. Net program cost must
be funded by allocated revenues or property taxes. It is computed as
follows:

Direct + Intragovernmental - Intragovernmental — Program = Net
Cost Charges From Charges to Others Revenues Program
Others Costs

A description of the work to be performed and resources required for
each major type of activity (program).

Revenues earned by a program, including fees for service, license
and permit fees and fines.

Total amount of revenue to be raised by levying taxes on real and
personal property. Property tax is computed as follows:

Net Program Costs Allocated Revenues Property Tax
for all Budget - Assigned to the = Required for
Units in a Fund and Fund the Fund to
Particular Fund Balance Meet the
Budget

The personnel and financial requirements of each program.
Personnel resources are stated in terms of full time, part-time and
temporary positions. Financial resources are stated in terms of five
major expense categories (personal services, supplies, other services,
debt services and capital outlay).

A legal entity which funds particular governmental services. Service
areas are created, altered or abolished only with the approval of a
majority of those voting on the question within the affected area. The
services are financed only from taxes on property within the area
(after all other revenue sources are applied).
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