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What Is a Municipal Budget?

e A town, city or county’s official spending plan released every year or every other year
depending on the municipality.

e Outlines how your local government will spend money to provide services to your
community.

¢ Helps maintain financial accountability for local leaders.

e Gives local leaders legal permission to make spending decisions.

e Requires compromise. Government governs everyone.

e The most important policy document your local government produces.

How the Budget Serves as a Policy Document

e Shows a government’s commitment to deliver programs, projects and services.
e Sets a workplan for the agency.

e Reflects of the community’s priorities and its vision for the future.

How the Budget Serves as a Legal Document

e Determines the legal limit for what the government can spend at department or fund level
— this doesn’t include line items (however, policies vary by government).
e Sets wages, hours and conditions of employment.

e Updates the Capital Facilities Component of a comprehensive plan.

®

Legal Requirements of a Balanced Budget

Under Washington state law, all municipalities must adopt a balanced budget.
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Unlike the federal government, municipalities cannot run operating deficits. Revenues are

limited.

Reserves, or money in the bank, plus revenues must be greater or equal to the
expenditures in any budget year.
One fund cannot benefit another. Government officials can’t use water fund revenues to

pay for parks, but they can use the general fund to pay for water.

The Budget Is a Living Document

The Finance Department (either a director or treasurer) constantly monitors the budget on
behalf of the mayor.

The finance director publishes monthly reports for the public and presents quarterly to the
council (this can vary by municipality).

The city council amends the budget through ordinance throughout the year.

The council passes increases to budget authority or new positions and ordinances.

®

Good Fiscal Policy

Ongoing expenditures should not exceed ongoing revenues.
Existing reserves and one-time revenues should only be used for one-time expenses.
Avoid making financial decisions now that will have negative impacts on the future.

Show actual costs of programming — distributes internal costs to the appropriate

departments and funds.

Understanding Types of City Funds: The “Color of Money”

The City of Bellingham’s budget is split into more than 50 separate funds. Each dedicated fund
has its own funding source and strict spending rules.
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General Fund
The General Fund is the only fund without legal or policy restrictions on its use:

e Has flexibility to support any City of Bellingham’s departments or programs.

e Represents about 30% of the City of Bellingham’s overall budget, compared with around

45% in Whatcom County’s overall budget.

e Nearly 70% goes to staffing, training and equipment for police, fire and emergency

medical services.

General Fund services include:

Police Department
Firefighters

Libraries

Parks

Does not fund Public Works

o O O O O

How the General Fund receives revenue:

Property tax

Sales tax

Business and occupation (B&O) tax
Utility tax

Fees and other small sources

O O O O O

®

Special Revenue Funds
Special Revenue Funds contain revenues restricted by law or policy.
Examples:

o Real Estate Excise Tax (REET) funds, or a tax on real estate transactions.
o Funds can only be used for specific capital projects.
o Uses are strictly defined by Washington state law.
o Parking Services funds use parking meter payments and fines to support parking
infrastructure along with a vibrant downtown area (city policy)
e Greenways and Affordable Housing funds are voter-approved levies for parks and
housing.
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These funds cannot be diverted to general government operations without a change to law or

policy.

Enterprise Funds
Enterprise Funds operate business-type activities funded by the fees they charge.
Examples:

« Utilities funds are paid for by utility fees and taxes that support drinking water, sewer,
and stormwater infrastructure, services and programs.

Enterprise funds must support their own operations, while revenues can only be used for a

specific service.

Internal Service Funds
Internal Service Funds also operate like businesses but serve internal city functions.
Examples:

e Fleet Services

o Facilities Maintenance

e Information Technology (IT)

The cost of these activities is then charged to city departments so that residents can know the full

cost of operation.

Ongoing Revenues vs. Ongoing Expenses

Best practices to build the City of Bellingham’s budget

e Ongoing expenses should not exceed ongoing revenues.
e One-time expenses may be paid with:
o One-time revenues
o Reserves or savings in the City of Bellingham’s “bank account.”
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Using reserves to fund recurring expenses is unsustainable and will have negative impacts on the
City of Bellingham’s fiscal future.

Budgets, like all of government, require compromise.

®

Interfund Loans

An interfund loan occurs when one city fund lends money to another city fund with a
requirement for repayment.

Rules:

e Loan must be repaid.

o Interest is charged. In Bellingham, the rate is equivalent to what the funds would have
made if they had been invested with the rest of the City’s cash pool. Therefore, there is
no cost to the lending fund.

e According to Washington state law, there’s a three-year term for interfund loans.

®

Budgeting Structure: Bellingham vs. Whatcom County

Budget Cycle

o City of Bellingham: Annual budget reinstated in 2025, moving away from the previous
10-year trend of using biennial budgets.
e Whatcom County: Biennial budget.

City of Bellingham officials feel that annual budgeting provides flexibility and avoids major

mid-cycle adjustments.

Governance Complexity

o (City of Bellingham: Council-mayor form of government led by the elected mayor for
four years, six council members elected every two years, while the seventh council
member elected every two years in an at-large capacity. Two elected municipal court
judges serve four-year terms.

e Whatcom County: 20-plus elected officials, many with independent budget authority.
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Revenue Sources

Tax Authority in Washington state
Washington state strictly limits local tax authority. Cities may collect:
o Sales tax
e Business & Occupation (B&O) tax
o Utility tax
e Property tax
o Real Estate Excise Tax (REET)

This structure contributes to Washington state as one of the most regressive tax systems in the
United States:

e A reliance on high state and local sales taxes rather than a graduated personal income tax.

e No state income tax.

Intergovernmental Revenue
Intergovernmental revenue includes:

o Federal grants (around 20% from the federal government).

o State grants.

e Shared state revenues.

o Interlocal revenues (e.g., the County pays the City for Emergency Medical Services using
EMS Levy revenues).

Examples:
o Federal transportation funding.

e Housing and Urban Development (HUD) housing funds.
e Small amount of Washington state-shared liquor and cannabis taxes.

®

Sales Tax Distribution
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Most sales tax revenue — around 72 cents of every dollar a citizen pays — goes to Washington
state.

In Washington state, here’s the breakdown of a 9% sales tax rate:
e Around 6.5% goes to Washington state.
e Washington Transportation Authority receives 0.6%.

e Whatcom County receives 0.6%.
e The City of Bellingham receives approximately 1.3%.

®

Property Taxes in Washington State

Washington state uses a budget-based property tax system not a traditional millage system.
The biggest portion of the General Fund goes toward property taxes.

Under Washington state law, property tax revenue can only increase by 1% per year plus the
value of new construction without voter approval.

®

How City of Bellingham’s Property Tax Increases Work

e The dollar amount a municipality collects with property taxes can only increase by 1%
per year plus new construction (typically another 1.5% of growth).

e The municipality sets a dollar amount to be collected — which can only be 1% more than
the dollar amount it collected the year before — and that dollar amount is then divided by
the total assessed valuation of the municipality to establish a rate. That rate is then
charged to property owners.

e Because of this limit, individual assessed valuation changes only impact the proportion of
the municipality’s taxes that individuals pay, not the total revenue collected by the
government.

The only exception to this 1% limit is in the case of a voter approved property tax levy. The City
of Bellingham’s property tax has not been keeping up with inflation. On an inflation-adjusted

basis, the City now collects less money from property tax than it did in 2005.

For every $1 a citizen pays in property taxes as of 2025, 19 cents goes to the City of
Bellingham.

e About 10 cents goes to the City of Bellingham’s General Fund.
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e Just over 5 cents goes to the Greenways Levy and a little over 2 cents goes to the
Affordable Housing Fund.
e The remainder — about 1.5 cents — goes to a pension fund for public safety employees.

®

Budget implementation

Departments adjust their activities for the year to adapt to the new budget

o Staffing changes
o New projects and/or programs
o Uses workplans developed to guide priorities for the year

Budget Cycle of City of Bellingham
e January
o New fiscal year budget in place.
e March

o City Council approves reappropriations, which are unused appropriations from
the previous year that are still needed to fulfill contracts or programs.

e April

o Mayor and City Council set budget priorities for the year.
o Mayor gives City Council the opportunity to set the course of budget
development.

o Mayor’s budget instructions sent to departments.
o Requests can include certain programmatic requests or reduction targets.
o Set the budget process actively in motion.

Departments develop proposals and changes.

Involve entire department leadership team.

Identify department needs and areas of public demand.

Evaluate guiding plans to identify projects to include in the budget.

O O O O

Salish Current |



o Consider areas for future growth beyond the current budget cycle.
e July, August, September
o Mayor and staff develop proposed budget.
o Department heads presents their budget proposals to the entire department head
team.
o Discuss importance of each proposal in the context of the City’s needs.
o Financial staff produces multiple financial forecasts over this period—to help
guide decisions that result in a balanced budget.
e QOctober, November, December
o City Council work sessions to review, amend and adopt latest budget.

o Work Sessions

= Every department is presented in detail in an open public session.
= Includes budget changes, questions and answer, and new work plans.

o Public Hearings

= Each budget cycle includes three public hearings: two on the budget, one
on property tax.

o Council Amendments
= After the Mayor delivers the proposed budget (late September), it

becomes the Council’s budget.
* Council can make any amendments.

&

Feedback and engagement
e Attend City Council meetings and public hearings.
e Read up about the current budget.

e Watch budget presentations:
Understanding Government Budgets Part 1 -watch video-
Bellingham’s city budget’s been adopted. Now what? Part 2 -I\gatch Videg]-

e Reach out to lawmakers on the phone or by email.
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