GOVERNMENT BUDGETING

Summer is usually a slow time for politics, except when certain legislative bodies don’t do their job on time.
Such is the case with the State legislature, who, on August 3rd, finally passed a State budget.  The budget was due…. in March.  Yes, I know all the papers tell you April 1st, but actually State (and City) budgets are supposed to be passed a few weeks before the fiscal year begins.  At least the City legislators pass a budget before the fiscal year, but often the reason they are late from the true deadline is because the State legislature has not passed its budget and since the City budget must include State appropriations to the City, when the State is late, the City waits as long as it can before passing its budget to see what the State does.

And now that the State has passed its budget, the City must look at its budget and see if it must change.  But the City not only looks at the State budget, it must also look at the Federal budget.  For example, today (August 4th) the US Senate passed a jobs bill that includes money for city and state budgets for teachers and other public sector employees.  Actually both the City and State government anticipated this money.  And if that law does not pass, the City will lose almost $1 billion.  And then, if the money does not come through, the City must figure out how to plug a $1 billion budget hole in the middle of its budget year.  (Sort of like losing a big contract because a client goes bankrupt.)  Of course, the House must now pass the same bill and the House is not in session and won’t be for a few more weeks.  

Ultimately, in November, the City takes stock on how the budget it passed in June looks.  No matter how close the City’s June budget is to reality, the City inevitably must make adjustments.  Thus, there is the so-called “November budget modification.”  This is a budget amendment passed every November which reshapes the City budget to account for all the changes in the State and Federal budgets (and in November the City is able to account for any incorrect predictions on Federal funding as the Federal budget must pass by October 1st of each year).  This budget amendment also includes changes to the tax rates.  Did you ever wonder why your January real estate tax bill is different from your July tax bill?  That is because a complex calculation takes place according to a long formula which allocates taxes among the different tax classes.  Once the allocation is set, the City looks at all the assessment value among the classes and sets a new mid-year tax rate.  The tax rates can go up or down depending upon the allocation and the assessment of the class.  Of course, assessments never really seem to go down.  Thus, simply freezing the tax rate is not quite right because if assessments go up, the taxes do anyway, even if the rate remains the same.  In essence the City backs into its tax rates.  First, figuring out how much tax revenue it needs, then figuring out how much each class must pay and then setting the tax rates accordingly.  And this is all done after the City knows how much money it gets from the State and Federal governments.
And this does not even include adjustments that get made in later years based upon what is really collected (remember delinquency rates can vary, especially in a recession) and what is disallowed from Federal and State grant programs that the City never used or misused and then the Federal government disallowed.  That is another long discussion.
So a budget is never really done at the City level, as often it takes five or more years for the City to actually close a budget year.  This alone is enough to make you want to stay in the private sector.
