Prefatory Note: Unlike the federal government, cities have to raise enough revenue to pay for their expenses every budget cycle.  The math is straightforward: revenues must be at least equal to expenses.  However, payments for salaries, energy, pensions, supplies, etc., are usually made every month, while taxes are collected with less regularity: property taxes are usually paid once a year, and other forms of revenue may not be known precisely, requiring public officials to estimate based on past performance or anticipated growth.  Because local governments cannot spend more than they take it, it is prudent to guess conservatively.  The article below shows what can happen when public officials do not make prudent estimates of future revenues.  What factors created the budget problems faced by the City of Hollywood?  Which of those were avoidable and which were harder to foresee?
City dug its own fiscal hole with wildly optimistic projections, Miami Herald, July 5, 2011, by Megan O’Matz, 

As Hollywood officials considered the 2011 municipal budget, no one at public meetings questioned the outsized figure — $1.8 million — the city estimated it would earn from new cameras ticketing red-light violators. No one, except one resident.

“In my opinion that is very optimistic,” Lou Aurigemma, an engineer, said at a Sept. 15, 2010, hearing on the city’s proposed $352 million spending plan. “It’s not something solid that you can really grab ahold of.”  Aurigemma, it turns out, was right. Three-quarters of the way through the fiscal year, the city admits it won’t receive $1.8 million from motorists nabbed by the cameras. It now expects $500,000.

Hollywood also was off on almost every other major revenue and expenditure projection it made, according to city records.  So much so that the City Commission learned in May that swift action was needed to avoid a $10.3 million deficit by the fiscal year’s end on Sept. 30. “While projecting budgets is not an exact science, the errors in the FY 2011 budget projections were unacceptable,” the city said in a statement to the Sun Sentinel.

How did Hollywood botch its budget so badly? There were numerous factors, an examination of the record shows. South Florida’s economy did not rebound as hoped, further depressing property-tax revenues. Generous pension and health benefits for police and fire personnel gobbled up increasing amounts of the budget. And elected officials felt hamstrung by public demands to keep a lid on taxes, and so hiked the property tax rate only slightly — ultimately not enough to cover expenses.  Most significantly, city administrators drew up a budget that, from the start, overestimated revenues and underestimated costs. It was wishful thinking from the get-go.

Fallout from the miscalculations has been dramatic. The city has fired its budget director, shoved out its city manager and restructured its budget division, moving it under the Department of Finance and Information Technology.

To balance the budget, Hollywood has pulled $7.3 million from its reserve fund, laid off 18 staffers, slashed pay for most city workers by 7.5 percent, and cut salaries for police and fire employees by 12.5 percent.

Unlike the federal government, Florida municipalities cannot run deficits, and must balance the books before the start of the next fiscal year.

To be sure, Hollywood — with more than 140,000 residents, the third-most-populated city in Broward County — is not the only city in the region to announce budget deficits this year. Lauderdale Lakes has a $9 million shortfall and West Palm Beach, $6 million.  “A lot of cities are hurting,” said Rebecca O’Hara, legislative director for the Florida League of Cities, a statewide association of municipal officials.  But Hollywood may provide a cautionary tale for other cities on the risk of taking an overly optimistic view in uncertain times, and not reacting swiftly enough when there is evidence of dark skies ahead.

“In our opinion, the FY 2011 General Fund revenue forecast was not conservative enough in light of the city’s deteriorating financial condition and depleted reserves,” according to a draft report provided by Munilytics, a municipal finance consulting firm hired by the city.  In one case, Hollywood overestimated its fire assessment revenue by $550,000, even though “that can be calculated with near certainty,” Munilytics found.  The city also counted on pocketing more than $720,000 in shared revenues from the state than were reflected in the state’s own estimates, Munilytics said.  Cash reserves for use in an emergency, meanwhile, were kept “near the bottom of the recommended minimum” from 2002 through 2009.  “In retrospect,” the Munilytics report states, “it seems likely that the city could not long endure a sustained downturn in the tax base and the economy.”

The record shows that from the beginning of the budget-writing process last year, Hollywood officials seemed to be flying by the seat of their pants.  At a July 21, 2010, City Commission meeting, Cameron Benson, the city manager who recently resigned under pressure, unhappily acknowledged his staff was not crafting a spending plan knowing what the future held but was drafting a “right-now budget.”  As in, this is what we know right now. The city was in an unprecedented period of plunging property values and growing numbers of foreclosures, Benson said. It also was locked into contracts with three unions, none of which at that point had agreed to concessions regarding layoffs or salary cuts.

Despite the uncertainty, the commission agreed to set the city’s property-tax rate at no more than $6.71 per $1,000 of taxable assessed valuation — a slight increase over the previous year. Even at that rate, because of declining home values, Benson said, the city would collect $1.6 million less than it did in 2010.  Without a major tax hike, city administrators had to find other ways to cut spending and increase revenues this fiscal year. It obtained modest concessions from unions and transferred millions of dollars from self-sustaining funds, paid for by customers for water and sewer service, golf courses, parking and garbage collection.  And it banked on increases in most major revenue categories.

Hollywood overestimated income expected from a half-cent sales tax, beverage licenses, occupational licenses, building permits, shared state revenue, court fines and security alarm registrations. Projected franchise fees from Florida Power & Light were off by $1.6 million, according to the city.  Occupational license fees can reliably be counted on to total about $1.8 million yearly, Mayor Peter Bober said in an interview. But city staff drew up a budget that foresaw them rising to more than $2.2 million. “How do you explain a $400,000 increase?” he said.

Like other cities, Hollywood also overestimated revenue from the red-light cameras, which have brought in far less than hoped for because of significant legal challenges. Hollywood also encountered delays in installing them.  The city anticipated taking in almost $1 million — $942,857 — from a compact with the Seminole tribe related to its two casinos. This year, however, because of a structured lag in disbursements, the city will only see a small portion of that — $150,000 — covering two months of 2010 after the agreement began. The city should see a greater payout in fiscal 2012.  Meanwhile, on the expense side, the city will pay $1.1 million more than expected for overtime for firefighters and lifeguards.

The Illinois-based consulting firm hired by the city in the wake of the budget debacle was biting in its criticism.  Munilytics found that Hollywood used “only very limited techniques when forecasting major revenues.” The city relied heavily on recent data and did not consider “any statistical measure of confidence, reliability or risk,” the consultants said.  More unpleasant surprises may lie ahead. Munilytics said the five-year forecast included with the 2011 city budget “has glaring errors.”

City Commissioner Dick Blattner said Hollywood leaders are committed to keeping a much closer eye on city finances from now on, including requiring the city staff to present public updates on spending every three months.  “I think we’ve all been hit upside the head with a two-by-four,” he said.

