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CITY OF MONTROSE
MEMORANDUM

Date: March 31, 2026
To: Mayor Banks and City Council
From: Joe Karlichek, City Manager

Subject: FY 2026-2027 Budget Summary — Key Points and Conclusion

Overview

The proposed FY 20262027 budget is balanced across all major funds, including the General
Fund, without the use of fund balance. This reflects continued fiscal responsibility while
maintaining current service levels.

Key Points

o Stable General Fund: Revenues match expenditures, avoiding the use of reserves.

o Capital Investments: Modest but necessary improvements are included across
departments.

o Street Funds Positive: Both Major and Local Street Funds show projected surpluses,

though state funding remains uncertain.
o Enterprise Funds Stable: Sewer and Water Funds remain balanced and continue

meeting long-term obligations.

Key Concerns

o Declining Revenues: Franchise fees and state revenue sharing are trending downward.

o Fee Shortfalls: Solid waste and mosquito control funds require rate increases to cover
costs. :

o Interfund Dependence: Continued reliance on transfers to support the General Fund
should be monitored.

o Public Safety Contract: Upcoming 2027 negotiations with Montrose Township will be a
major financial factor.



Conclusion

This budget reflects a stable and responsible financial plan, maintaining services without
drawing on reserves. However, it also highlights ongoing structural challenges, particularly with
declining revenues and underfunded service fees.

Moving forward, the City must focus on aligning fees with costs, reducing reliance on interfund
transfers, and planning for future obligations, including public safety services. Taking proactive
steps now will ensure long-term financial sustainability and flexibility.

Respectfully submitted,

e Rarbicfeke

Joe Karlichek
City Manager
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FISCAL YEAR 2026-2027 BUDGET SUMMARY

General Fund Revenue

101-000-401 Property taxable values are estimated at 36,571,326. This includes a reduction
of 334,848 for Veteran Exemptions. At the time of this memo, the budgeted
revenue is at 16.2629 mills with a 2% allowance for rollbacks or chargebacks.

101-000-427 Total generated from 3.7869 Mills Public Safety Levy $135,722 to help fund the
public safety department. The taxable value of real property is expected at
36,571,326 and a 2% allowance for rollbacks or chargebacks.

101-000-477 The City receives quarterly franchise payments from Charter Communications.
The revenue is trending downward due to number of subscribers.

101-000-569 The City of Montrose is anticipating receiving a Spark Grant to help fund the
Parks & Rec Plan with Rowe Engineering. Total grant is $11,800 and expected to
spread over 25/26 and 26/27 fiscal year.

101-000-574 ' Revenue sharing is budgeted at Total FY 2027 Payments provided by the
Michigan Department of Treasury. Amounts are projected based on the FY
2027 Governor’s Executive Budget Recommendation and the January 2026
Consensus Revenue Estimates. Estimated decrease of about 2%.

101-000-678 Budgeted revenue from other funds for Equipment rental using MDOT
Equipment rental rates.

101-000-699 Sewer and Water fund contribution to general fund for general Administration

General Fund Expenditures

Elections Budgeted expense reflects August 2026, November 2026 and possible May 2027
school election with early voting.

101-262-975 Amount for replacement of election equipment (15,000 CIP)

City Hall

101-265-801 Expense for copy machine maintenance.

101-265-934 Budgeted expenses associated with exterior and interior city hall maintenance
(1,500 CIP).

101-265-956 Amount is budgeted for furniture at city hall (1,500 CIP)




101-265-975 Includes a budgeted capital outlay expense for City Parking Lot South (Maple St)
Sealing (CIP 4,417) and general parking Lot sealing (CIP 4,694)

Public Safety Department

101-345-801 Budgeted contractual payment with Montrose Township for police and fire
services. Contract open in 2027.

Building Inspection Department

Budgeted expenses for a hired building inspector and contracted code
enforcement officer.

Public Works

101-441-801 Expense for mowing charges and DPW dumpster.

101-441-866 Budgeted expense for Tires (CIP 6,500).

101-441-930 Garage lights for DPW building (CIP 1000)

101-448-920 Budgeted expense for street lighting and includes a 5% increase.
Zoning

101-702-801 Budgeted expense for a zoning ordinance audit (CIP 19,300)

Parks and Rec

101-751-801 Budgeted expense for tree removal in Lions Park (CIP 3000) and 50% of the
Spark grant Parks and Rec Plan with Rowe Engineering.

At this time, the General Fund is Balanced and expenditures equal revenues which will not require the
use of fund balance.

Major Street Fund

Revenues

202-000-459 Revenue from special assessments for Genesee Street Driveways.
202-000-460 Revenue from special assessments for Washington Street Driveways.
202-000-546 Estimated revenues using MDOT'’s schedule for Michigan Transportation

Funding and new Neighborhood roads Funding that includes the increase in fuel
tax. ($259,225)




Expenditures

202-000-992

202-999-995

Local Street Fund

Revenues

203-000-522

203-000-546

203-000-681

Expenditures

203-496-975

203-503-752

Payment to Sewer fund. Principal portion 119,026.66 & Interest 11,036.67. Final
payment 7.1.2028.

Transfer funds to Local Street Fund 50,000

At this time, revenues exceed expenditures by $13,28. The additional road
funding from the State of Michigan is still yet to be finalized.

Anticipated revenue from community development block grant program. The
county has approved funds to cover the cost of approach and curb work
(526,000)

Estimated revenues using MDOT’s schedule for Michigan Transportation
Funding and new Neighborhood roads Funding that includes the increase in fuel
tax. ($95,878)

Contribution from major street fund to local street fund to supplement Fy 26/27
expenditures ($50,000).

Budgeted expenses for sidewalk repairs in the city along local streets (CIP
3,000), Crosswalk painting (CIP 1,000), and CDBG funds for approach, curb and
some ADA work at Oak, Perry, Ash and Washington streets (26,000).

Budgeted expense for local street signs (CIP 1,000)

Currently, revenues are expected to exceed expenditures by $81,898. The
additional road funding that is anticipated from the State of Michigan is still yet
to be finalized.

Municipal Waste/Solid Waste Fund

Revenues

226-000-637

The curbside service fee (garbage collection and recycle) is recommended at
$230 per residential equivalent. The current agreement with Priority Waste
expires in 2028. ($125,767)



Expenditures

226-528-501

Mosquito Fund

Revenues

240-000-455

Expenditures

240-620-801

Contractual payment for fiscal year 2026-2027 to Priority Waste (120,330)

Without an increase to the garbage fee the fund will not collect enough revenue
to cover anticipated contractual payments to the contractor.

Special assessment for mosquito control. The fee is recommended with a $5
increase to an annual amount of $50 per parcel.

Contract for 5 months of mosquito control in the city. Payment is made to APM
Mosquito (32,900)

Without an increase to the mosquito control special assessment the fund
will not collect enough revenue to cover anticipated contractual payments to the
contractor.

Downtown Development Fund

Revenues

248-000-403

Expenditures
248-703-752
248-703-801
248-703-975
248-806-801

248-806-934

248-806-975

Property tax revenues based on 1.8292mills with an allowance of 2% for
rollbacks and adjustments and a taxable value of 8,828,315 ($15,825). DDA
expected capture of 34,4970 mills is anticipated to generate $154,580 in
capture revenue.

Budgeted funds for community events and marketing (CIP 10,000)
Engineering and miscellaneous work relative to the downtown (25,000)
Planned upgrades to decorations (10,000) and banner/flags (5,000) CIP
Expense for property management for the Depot (CIP 1,500)

Budgeted expense for painting and general maintenance for the Depot (CIP
1,000)

Budget expense for parking lot sealing at the Depot (CTP 4,905)

Currently revenues are expected to exceed expenditures by 59,235.



Sewer Fund

Revenues

590-000-631

590-000-634

590-931-681

Expenses

590-538-806

590-538-807

590-999-995

Revenues are projected sewer sales and are calculated on a planned increase
from $3.60 per thousand gallons of water to $3.74. The rate study that was
completed in early 2026 supports the recommended increase (122,125).

Includes a 4% increase to the readiness to serve fee and the multi residential
units (324,425)

Transfer in from Major Street fund to pay down borrowing. The Sewer Fund
provided a long-term loan to the Major Streets Fund. The loan bears interest at
3.0% and requires annual principal and interest payments of $130,063, with the
final payment scheduled for July 1, 2028.

Treatment charge anticipated from Genesee County Drain Commissioner.
Includes a 4% increase. (193,034)

Maintenance charge from Genesee County (20,490)

Transfer to General fund to support cost sharing services (25,000).

Revenues are currently projected to exceed expenditures, allowing the Sewer Fund to continue building a

Water Fund
Revenue
591-000-454

591-000-620

591-000-632

Expenses
591-536-752

591-536-801

591-536-805

591-906-991

healthy cash reserve. The surplus is approximately equal to the amount of
repayment from the Major Streets Fund.

Collection of hydrant special assessment (12,540).

Revenues are projected water sales and are calculated on an adopted increase
following the rate study that was completed in early 2026 (466,569).

Revenues are projected water usage collections (356,819).

Estimated cost to purchase 3 hydrants for department of public works (CIP
8,000).

Budgeted expense includes installation of hydrants (CIP 12,000).

Estimated cost for master meter readings (wholesale) from the Genesee County
Drain Commissioner (404,040).

Debt principal ($59,000)

1. Michigan Drinking Water Revolving Fund: (2024-2054) $15,000



591-906-992.000

591-906-953

591-906-954

591-999-995

Drinking Water Revolving Fund Revenue Bond, Series 2023 — The City issued
the Drinking Water Revolving Fund Revenue Bond, Series 2023 in the
original amount of $561,250 to finance water system improvements. The
bonds mature in annual principal installments ranging from $15,000 to
$25,000, with interest at a rate of 1.875%, payable semiannually, through
2054.

2. USDA Loan: (2014-2054) $14,000
Water Supply System Revenue Bonds, Series 2014A — The City issued the
Water Supply System Revenue Bonds, Series 2014A in the original amount
of $699,000 to finance water system improvements. The bonds mature in
annual principal installments ranging from $13,000 to $27,000, with interest
at a rate of 2.75%, payable semiannually, through 2054.

3. Installment Purchase Agreement-Choice One (2021-2030) $30,000
Installment Purchase Agreement, 2021 — The City entered into an
installment purchase agreement in 2021 in the original amount of $300,000
to finance capital improvements. The agreement calls for annual principal
installments of $30,000, with interest at a rate of 2.25%, through 2031.

Debt interest (518,652)

1. Michigan Revolving Loan Fund: $586.00
2. USDA Loan: $15,028

3. Installment Purchase Agreement $3,038.00

The bond covenant with USDA Rural Development requires the City of Montrose
to place $11,700 for the first 10 years of the bond in a restricted reserve
account. These funds will remain in such account until the bond is paid in full.
This account is paid in full and will not require additional contributions in the
2026-2027 FY.

The bond requirements also provide for deposits to be made to the RRI
Account. The City is required to deposit $305 annually for the first ten years,
after which required annual deposits increase to $3,305 annually. Monies in the
RRI Account may be used solely for the cost of repairing damage to and
performing emergency maintenance of the system, repairing or replacing
obsolete, deteriorated, or worn portions of the system, acquiring and
constructing extensions and improvements to the system, and, when necessary,
for the payment of principal of and interest on the bonds. ($3,305)

Transfer to general fund to help cover cost sharing expenses (25,000)

At this time, expenditures equal revenues and will not require the use of fund balance.
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CITY OF MONTOSE
MEMORANDUM

Date: March 31, 2026
To: Mayor Banks and Members of the City Council
From: Joe Karlichek, City Manager

RE: Proposed Adoption and Justification of Updated City Fee Schedule (Effective July 1,
2026)

Purpose and Background

The purpose of this memorandum is to present and justify the updated City of Montrose Fee
Schedule, proposed for adoption effective July 1, 2026. This update reflects a comprehensive
review of all municipal fees, charges, and cost recovery mechanisms following nearly four (4)
years of stagnant rates and inconsistent application of existing fees.

During this period, the City has experienced rising operational costs, increased service demands,
and identified deficiencies in fee administration—particularly in permitting, inspections, and
utility-related services. This update is necessary to restore fiscal alignment, ensure equitable cost
distribution, and reinforce administrative accountability.

Key Findings from Fee Schedule Analysis
1. Long-Term Fee Stagnation

e Most fees have remained unchanged for approximately four years despite inflationary
pressures, labor cost increases, and material cost escalation.

o The lack of periodic adjustments has resulted in under-recovery of service costs
placing undue burden on the City’s general fund.

2. Inconsistent Application and Enforcement

» Review identified improper adherence to fee collection, particularly in:
o Permit issuance and inspection charges
o Rental and zoning enforcement
o Water/sewer connection and service fees
 This inconsistency has led to lost revenue and inequitable treatment among residents and
businesses.



3. Misalignment with Actual Service Costs

o Several fees (e.g., inspections, plan reviews, and administrative services) were
significantly below the actual cost to provide those services.

o Construction-related fees and plan review charges did not fully reflect industry-standard
valuation models such as ICC-based construction cost tables.

Highlights of the Updated Fee Schedule
Utility and Infrastructure Fees

o Water and Sewer Rates: Maintained a structured, ratio-based system ensuring
proportional cost allocation based on meter size and usage.

e Ready-to-Serve (RTS) Charges: Adjusted to better reflect fixed infrastructure and
operational costs.

o Connection Fees: Updated to align with actual capital and labor costs associated with
system expansion and maintenance.

Permitting and Construction Fees

o Adoption of a tiered construction valuation model based on project cost, ensuring
fairness and scalability.
e Introduction and enforcement of fees for:
o Work commenced without permits
o Stop work order violations
e Updated plan review and inspection fees to better recover administrative and professional
service costs.

Rental and Code Enforcement

o Strengthened rental inspection program with clearly defined fees for:
o Inspections
o Tenant complaints
o Non-compliance penalties (e.g., failure to register at $400)
o These adjustments promote accountability and housing quality standards.

Licensing and Administrative Fees

e Modest increases and standardization of fees such as:
o Business registrations
o Liquor licenses
o FOIA copies and administrative services
e Marijuana licensing remains a significant revenue source at $5,000 annually per category.



Parks, Facilities, and Miscellaneous
o Fees for rentals (Depot, Pavilion) and services remain affordable but now better aligned

with maintenance and operational costs.
 Introduction of clearer fee structures improves transparency and user understanding.

Financial and Strategic Impact
1. Improved Cost Recovery

The revised schedule ensures that users of services bear a more appropriate share of the cost,
reducing reliance on general fund subsidies.

2. Revenue Stabilization
Consistent application and updated rates are expected to:

e Increase annual revenue predictability
e Reduce revenue leakage from underbilling or non-enforcement

3. Equity and Fairness
Standardized fees ensure:

e Equal treatment of residents, contractors, and businesses
o Elimination of discretionary or inconsistent fee practices

4. Administrative Efficiency
Clear fee structures and enforcement mechanisms will:
o Streamline staff operations

o Reduce disputes and confusion
e Strengthen internal controls and compliance



Organizational and Leadership Alignment

This update reflects a collaborative effort between City Administration and operational
departments, including DPW, zoning, and code enforcement. It demonstrates a unified
commitment to:

o Responsible fiscal management
e Transparent governance
e Long-term infrastructure sustainability

The City’s leadership structure—comprised of the City Council, Mayor, and administrative
departments—continues to prioritize policies that balance service delivery with financial
stewardship.

Recommendation

The proposed Fee Schedule represents a necessary and responsible modernization of the City’s
revenue framework. It corrects longstanding deficiencies, aligns fees with actual service costs,
and positions the City for improved financial sustainability moving forward.

It is recommended that the Mayor and City Council approve the updated Fee Schedule
effective July 1, 2026.
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