MEMO

Jut 1

To: Mayor Shiflet and the City Council

From: CJ Snipes, City Manager

cc: Chris Duncan, Staff and Citizens
Date: June 30,2026
Re: Preliminary Draft of the Operating Budget for Fiscal Year 2026-2027

Attached please find the Preliminary Draft of the FY 2026-2027 Operating Budget. As always,
please note that this is a Preliminary Draft and it will be subject to further modification,
revision, and refinement as we move through the process and as the Council provides
direction. We will find our way to a Fiscally Sound, Adopted Budget before the deadline, but
there is meaningful work ahead of us.

Like last year, the City continues to navigate an environment where our needs far outstrip
our ability to generate the resources necessary to address them. The economic pressures we
faced in FY 2025-2026 have not abated, and in several areas they have intensified. Rising
personnel costs, aging infrastructure and capital equipment, and the continued uncertainty
surrounding the City's pending FEMA Category B reimbursement all place constraints on our
fiscal flexibility. That said, this document reflects our best effort to responsibly balance
service delivery with financial sustainability, and it presents Council with a clear set of choices
on the most significant challenge before us.

Before diving into the details, | would be remiss if | did not pause to acknowledge the people
behind this document. The fiscal stewardship exhibited by this City's Department Heads who
consistently find ways to deliver high-quality services with fewer resources than many of
their regional counterparts deserves recognition and gratitude. Their commitment to Clute's
residents is reflected in every line of this budget. I also want to sincerely thank Finance
Manager Cori Westfield and Human Resources Manager Angel Cowley for their tireless
efforts, extraordinary attention to detail, and remarkable patience in pulling these budgets
together. The hours they invested, and the professionalism they brought to this process, did
not go unnoticed. This document would not exist in its current form without them.



FY 2025-2026 Budget vs. FY 2026-2027 Proposed Budget

The table below reflects a high-level comparison of the General Fund and key citywide fund
totals between the current fiscal year and the proposed budget for FY 2026-2027. Figures
reflect the base proposed budget absent the Solid Waste options discussed later in this

memeo.

FY 2025-2026 FY 2025-2026 FY 2026-2027
Budget EOY Projection Preliminary
Proposed
General Fund (Fund 01) — $14,896,286 $13,131,746 $15,072,684
Revenue
General Fund (Fund 01) - $15,831,576 $13,711,732 $16,588,730
Expenses
General Fund (Fund o1) - (3935,290) ($579,986) (%$1,516,046)
Net
General Fund Beginning $5,756,981 $5,756,981 $5,176,995
Fund Balance
General Fund Ending Fund | $4,821,691 45,176,995 $3,660,949
Balance
Enterprise Fund (Fund 02) | $8,769,186 $6,705,093 $9,540,600
— Revenue
Enterprise Fund (Fund 02) | $11,303,574 $6,110,758 $11,882,446
— Expenses
Streets/Drainage/Sidewalks | $8,865,000 $1,200,000 54,480,000
(Fund 05) — Revenue
EDC (Fund 06) — Revenue $1,207,000 $1,445,091 $1,276,000

The proposed FY 2026-2027 General Fund budget reflects total revenues of $15,072,684
against total proposed expenditures of $16,838,730 in the base scenario, resulting in a
projected net deficit of approximately $1,766,046 and a projected ending General Fund
balance of $3,410,949. This underscores the urgency of the Council's direction on the options
outlined below.

Key year-over-year drivers in the expenditure growth include:

* A proposed 2% Cost-of-Living Adjustment for all staff in the Preliminary Budget baseline,
reflecting the City's continued commitment to competitive compensation while
balancing fiscal constraints. We have discussed with the Department Heads the
possibility that such an adjustment may not be possible given the current Fiscal trend.

* Anticipated increases to health insurance costs following a prior year marked by an
elevated claims loss ratio.

e Increased overhead allocations across Funds 01, 02, 04, and 06 to more accurately
distribute costs that have historically been borne disproportionately by the General Fund.

e (ontinued capital investment in Public Safety, including patrol vehicles for Law
Enforcement and equipment for the Fire Department.



e Increased IT and technology expenditures, including expanded contract services to
modernize City systems.

e A reduction in the Parks Capital Projects budget (detailed below), partially offsetting
growth in other areas.

On the revenue side, the FY 2026-2027 budget anticipates the adoption of the Voter-
Approved Tax Rate, a modest increase in Ad Valorem revenue reflecting a 3.5% increment,
continued EMS revenue growth, and an anticipated FEMA Category B reimbursement of
$1,800,000. We have been disciplined and conservative in our revenue projections, and
Council should be aware that the realization of the FEMA reimbursement in a timely manner
remains a critical variable.

Industrial District & PILOT Agreement

| want to draw the Council's particular attention to one revenue line item that warrants
heightened scrutiny as we move through the budget adoption process: the Industrial District
tax revenue budgeted at $2,721,250 in the FY 20262027 Proposed Budget (Account 01-3080).
This reflects a modest reduction from the $2,800,000 budgeted in the current fiscal year and
acknowledges the uncertainty that presently surrounds the ongoing negotiations related to
the Payment in Lieu of Taxes (PILOT) agreement with Dow and the Industrial District shared
by the Cities of Clute, Lake Jackson, and Freeport.

As Council is aware, those negotiations remain unresolved at the time of this writing. The
Industrial District agreement is among the most significant revenue instruments available to
the three participating cities, and Clute's share of that revenue has historically represented
one of the largest single line items in our General Fund. The figure included in this budget is
our best current estimate pending the outcome of those negotiations; however, | want to be
clear that any material variance from that projection upward or downward would have a
direct and significant impact on the General Fund's net position. Staff and | will keep the
Council fully apprised as negotiations progress, and we stand ready to adjust revenue
projections accordingly should a resolution be reached or should the timeline extend further
into the fiscal year. This is a variable the Council should hold top of mind throughout the
budget deliberation and adoption process.

Parks Capital Projects Budget

The proposed budget includes a reduction to the Parks Capital Projects budget relative to the
prior year. In FY 2025-2026, Parks Capital was budgeted at $415,000, encompassing
improvements at Broaddus and Milstid Parks and new signage citywide. The FY 2026-2027
proposed budget reduces that allocation to $250,000. While the Parks system continues to
be a quality-of-life priority for the City, the pressures detailed throughout this memo
necessitate that we identify every available area of restraint. Staff and | remain committed to
advancing the Parks vision over time, and additional investment can be revisited in a future
budget cycle as our fiscal picture improves.

Special Section: Solid Waste — General Fund Options

As | have communicated to Council in prior Fiscal Cycles, most urgently in the FY 2025-2026
budget process the City's Solid Waste operations continue to operate at a critical juncture.
The status quo is not fiscally sustainable.



To briefly recap the landscape: The City is on a trajectory in which operating costs for Solid
Waste services continue to outpace the revenue generated to support them. Internally, the
vehicle and equipment fleet serving this operation is aging and capital-intensive to replace. A
rate adjustment was implemented last year, and that adjustment has been reflected in
projected revenues of $2,323,662 for FY 2026-2027 in Garbage Fees. However, even with
those revenues, the overall cost of maintaining in-house Solid Waste services at current
levels inclusive of personnel, fuel, contract services, equipment, and garbage bag
procurement continues to stress the General Fund as a whole.

The FY 2025-2026 Budget Workshop presentations attached to this document provide
additional historical context and a detailed rate analysis that informed the rate model now in
place. The challenges documented there: aging equipment; elevated operating costs;
workforce challenges; and the capital requirements for fleet replacement approaching $1
million have not diminished. The Council is being asked to choose a path forward.

In addition to the Proposed Preliminary Budget, two primary options are presented for
Council's consideration as part of this Preliminary Budget:

Option 1: Six-Month Wind-Down of Residential and Commercial Garbage
Collection (Brush Service Retained)

Under Option 1, the City would initiate a structured, six-month transition away from City-
operated Residential and Commercial garbage collection, while retaining the existing
Brush/Bulky ltem Service under the City's operational umbrella. This phased approach would
allow time to develop and execute a competitive procurement process for a third-party
garbage collection contractor, provide customers with adequate notice, and ensure an
orderly handover.

The projected financial impact under Option 1 reflects a meaningful improvement in the
General Fund's net position compared to the base scenario:

e Fund 01 Total Expenses: $15,919,574
¢ Fund 01 Net Revenue over/(under) Expenses: ($846,890)
e Fund 01 Ending Fund Balance: $4,125,705

This represents a material improvement versus the baseline, preserving a meaningfully larger
General Fund reserve. Brush service, a service highly valued by Clute residents would
continue uninterrupted under this scenario. The City would maintain a presence in the Solid
Waste space and retain the institutional knowledge and relationships with residents that
come with it.

It should also be noted for Council's consideration that transitioning Residential and
Commercial garbage collection to a third-party provider would, in time, afford the Council the
opportunity to explore a rate reduction for citizens. Based on the analysis conducted as part
of our rate study, the average third-party garbage contract for the Greater Houston region
comes in at approximately $1.5 million annually. Given that the City currently generates over
$2.3 million in garbage-related revenues, a well-structured third-party contract could
generate a net positive position in the Solid Waste function potentially creating the fiscal
headroom needed to lower rates for our residents.



Option 2: Six-Month Wind-Down of All City-Operated Solid Waste Services

Under Option 2, the City would initiate a six-month wind-down of all Solid Waste services
currently operated in-house, including Residential and Commercial garbage collection as well
as Brush service. This represents a full exit from the City's direct role in solid waste service
delivery, with third-party contractors engaged to provide the full spectrum of these services
going forward.

As with Option 1, Option 2 also assumes the elimination of the 2% Cost-of-Living Adjustment
included in the Preliminary Budget baseline. The same rationale applies preserving reserve
balance and reducing structural expenditure pressure during a period of significant
operational transition. This is not a decision Staff makes lightly with full awareness of what it
means for the dedicated employees who serve this City.

This option carries the most significant near-term fiscal benefit and offers the greatest long-
term structural relief to the General Fund. The projected financial profile under Option 2
reflects:

e Fund o1 Total Expenses: $15,626,227
e Fund o1 Net Revenue over/(under) Expenses: ($553,543)
e Fund o1 Ending Fund Balance: $4,419,052

Critically, employees currently serving in the Solid Waste operation would not necessarily
face layoffs under this scenario. Vacant positions currently existing within Fund 411 (Fleet
Maintenance/Public Works) would be made available to displaced Solid Waste crew
members, ensuring that the City retains valued, experienced employees while reducing the
cost burden on the General Fund. Staff would be offered these positions as a condition of the
wind-down, reflecting the City's commitment to its workforce even as it adjusts its service
delivery model.

As with Option 1, the full transition to third-party service delivery would position the Council
to consider a rate reduction for citizens in the future, as the long-term cost structure of
contracted services is anticipated to be lower than the fully loaded cost of in-house
operations particularly given the capital replacement needs now facing the City's fleet.

A Note on Both Options

Neither of these options is without trade-offs, and | want to be transparent with the Council
about that reality. Transitioning to third-party service delivery will change the customer
experience. Response times, service flexibility, and the direct accountability that comes with
a City-operated crew will look different under a contracted model. Once this transition is
made, resuming in-house operations would be extraordinarily difficult and frankly nearly
cost-prohibitive. These are decisions that, once made, will likely define this aspect of City
operations for the foreseeable future.

That said, the fiscal math is clear: the status quo carries its own risks ones that compound
with each budget cycle as equipment ages, costs rise, and the reserve balance available to
absorb the difference continues to erode. The Council is well-equipped to weigh these
considerations, and Staff stands ready to provide whatever additional analysis is needed to
support that deliberation.



Both options also include the aforementioned reduction to the Parks Capital Projects budget,
which applies regardless of the path selected.

Capital Improvement Plan

Staff is still working to collect cost estimates for the FY 2026-2027 CIP Projects which
currently include:

e Carrying forward the Old Angleton and Kyle Road projects with modified project

scopes
o Improvements to Stratton Ridge Road from the levee back to meet the existing

concrete section near Mimosa

¢ Extension of the Sidewalk Trail system East along Stratton Ridge to connect the
Sportsplex

¢ Street and Drainage improvements in the Cobb Park and Center Mid-town CIP
improvement zones

s A comprehensive Drainage Study the City East of Temple Ditch

¢ Water and Wastewater improvements to main trunks in the older section of the City

Closing

This is, again, a Preliminary Budget, not a finished product. It will be refined through the
workshop process, adjusted based on Council's direction on the options presented herein,
and further shaped by updated revenue and expenditure projections in the weeks ahead. |
ask for your patience and your engagement as we work through this together. | would note
that Department Heads have been asked for additional input on potential areas of flexibility,
so the figures included here will likely be different going forward.

The City of Clute is fortunate to have a Council that takes its fiscal responsibilities seriously, a
staff that is committed to delivering for our residents, and a community whose trust we are
obligated to honor. The path forward will require difficult choices, but I am confident that
we, just as we have in prior years, will find our way to a budget that reflects the values and
priorities of this community.

Respectfully submitted,

e v
ot N
psrralE >

e

CJ Snipes™
City Manager
City of Clute, Texas

Attachments: FY 2026-2027 Preliminary Budget (Fund Totals and Line item Detail); Solid Waste Rate Model; FY 2025-
2026 Budget Workshop Presentations (Parts 1& 2)
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