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City of Gladstone

Budget Message
Fiscal Year 2014-15

The purpose of the budget message is to summarize proposed city budgets as required by Oregon budget
law. Budgets, when adopted, should represent consensus on the best method to allocate limited
resources to help attain goals and fund services including capital improvements. A budget shows past
revenues and expenses including inter-fund loans and debt from previous decisions, indicates
appropriations for the current fiscal year, and serves as a future financial plan including proposed
appropriations in capital reserve funds for next year and beyond. Probably the most important policy
issues for the Budget Committee are summarized as follows: :

New Library

Following the November 2012 election in which a ballot measure to authorize the construction of a new
library failed the Library Capital Fund was closed. Since that time Clackamas County proposed a new
timeline to the City regarding a library that could serve both the Gladstone library service area and the
Oak Lodge service area. City Council formed a Library Advisory Group who considered different aspects
of the proposed project. City Council will need to decide if it would like to submit a ballot measure to
voters by the end of June 2014. If so, all paperwork associated with the ballot measure would need to be
submitted to the County Elections office by August 2014 for consideration on the November 2014 ballot.
At this time there are no provisions in the budget for the proposed facility. If voters approve a ballot
measure the budget would be amended using the public processes outlined in State statute.

City Hall — Police Department

City Council is currently working with consultants and city staff in order to plan city hall — police
department building improvements or new construction. The $893,278 capital expenditure appropriation
in the State Revenue Sharing fund could be used for this project. Urban Renewal funds could also be
used for such a project. City Charter amendments would require voter approval if the City were to
construct or remodel a new facility that exceeds $1 million. City Council is waiting for information related
to the water and stormwater master plans as they will identify projects that could compete for the same
funds that could be used for a new or upgraded City Hall-Police Department.

Sewer System Upgrade

The City is working with Sisul Engineering regarding the sewer/stromwater cross connection at the
intersection of Portland Avenue and Clackamas Boulevard. Ground water infiltration into sewer lines
during storm events is an issue that needs to be addressed to help alleviate the issue. The city scoped
sewer lines in the affected areas. Appropriations are available in the Storm and Sanitary Sewer Fund for
this project. Last fiscal year some sewer lines were replaced. Some aspects of this project could fall
under Urban Renewal. Public Works staff also cleared some sewer lines near the cross connection which
may have helped flow resulting in no sewer overflows for the year. A request for qualifications will be
advertised to complete a sewer master plan and rate study to begin this year.

Fire Department

The Fire Department is replacing a 1971 fire engine. The purchase of a new fire engine in the amount of
$487,273 has been taken from the Fire/EMS Levy Fund. Last fiscal year there was consideration that the
State Revenue Sharing Fund may need to contribute to the purchase. However this was not necessary.



Personnel

The Portland-Salem CPI-U, rather than the National Consumer Price Index (CPI), has been used for
determining cost-of-living adjustments (COLA’s) after it was first proposed by the Police Association and
American Federation of State, County and Municipal Employees (AFSCME). The average (CPI-U) for
2013 (1% and 2™ half/2) equals 2.50%. Wages for employees represented by AFSCME have been
adjusted per contract (approximately 0.6%) and the Gladstone Police Association have been adjusted by
0.5%. Proposed salaries for non-represented employees have also been adjusted by a 0.5% (COLA).

Line Item Budget

The total amount of proposed city budget for fiscal year (FY) 2014-15 is $15,571,876 with unappropriated
fund balances of $1,446,993 totaling $16,737,323 compared to FY 2013-14 appropriations of $14,838,486
with unappropriated fund balances of $1,324,119 for totaling $16,162,605 resulting in a $574,718 difference.
In essence, the proposed line item budget continues the status quo with some additional staffing proposed in
the library. Also of note the Water Fund will have settled all interfund loan payments by June 30, 2014.

Respectfully submitted

A

Peter J./Bﬁyce, Budgét Offjcer










City of Gladstone

Financial Analysis
FY 2014-15

PURPOSE

The primary purpose of a budget process is to ensure the most proper and effective allocation of
the city's limited resources. It is through this process that the budget serves as the single most
important policy document. The budget is the city's financial plan, similar to the Comprehensive
Plan for land use. A clear and concise budget document may allow interested taxpayers to better
understand the purposes for which their tax dollars are spent. Meetings of the Budget Committee
should provide opportunity for public input on city services and funding as intended by state budget

faw.

The availability and allocation of money during formulation of the budget process generally
determines the extent to which the city can provide services and attain its goals. City Council
recently adopted the following mission, vision and value statements in order to guide the City into

the future.

Mission Statement

The city government of Gladstone provides active planning and implementation to support a high
quality of life for our community.

We do that by:

« Communicating and working cooperatively with the citizens
« Controlling costs through training, contractual work, careful budgeting and managing

administrative expenses
« Supporting and diversifying funding for city services including parks, libraries, public safety,
the senior center and utilities
Using volunteers and citizen committees effectively
Promoting good customer service
« Building collaborations with federal, state and county organizations

Vision Statement

Gladstone attracts those who enjoy our parks, rivers, recreational trails, local history and culture.
Visitors have a diverse, small town shopping experience, special places to dine, and an opportunity to
enjoy the local history and culture of this historic community during their stay.

Gladstone is a place where community members are comfortable, safe, raise families, work, and play
in a friendly atmosphere. The schools are vibrant with curious students and dedicated teachers.
Sidewalks and cross walks are clean, well it and safe, with beautiful landscaping, and easy access to
pedestrian shopping.

Public transit connects local and regional commercial areas to residential areas while providing
diversity with a strong tax base. Our citizens know that a balanced prosperous economy results in a
balanced healthy environment.
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The community has a “small town” feel, with access to diverse local goods and services so people
don'’t have far to drive for convenience items. In the evening, downtown is bustling with diners eating
and drinking while overlooking our river vistas. One can join friends and neighbors in a setting
surrounded by garden planting demonstrating pride of ownership. Old and new buildings blend to
make the downtown interesting and dynamic. The two-rivers setting inspires small business
development that is unigue and specialized — offering an unusual shopping experience. Gladstone is
for everybody!

Values Statement

The council and staff of the City of Gladstone believe our priority is to be transparent in our work and
fiscally responsible with public monies. We hold dear our pride in the volunteers that give time and
effort into making this community more beautiful and culturally rich. We respect and trust our
community organizations and governmental partners that keep us diverse, and we value and cherish
the unfiltered debate between citizens, city staff and city government over challenges and
opportunities that come our way. We appreciate how citizens advocate to others about this place we
call home.

ALLOCATION OF PROPERTY TAX REVENUE COUNTYWIDE

The average tax dollar in Clackamas County was allocated as follows:

Schools K-12 | 40.60 %
County 18.77 % .
Cities 1327 %
Fire Districts 11.15%
Urban Renewal 3.16 %
Community College ' 403 %
Miscellaneous (Port, Tri Met, Vector, Cemetery, Water, Parks 191%
and Lighting)

Education Services ' . 2.13%
Services {Metro, Extension Office and Sewer) 4.98 %

TOTAL 100%

As indicated above, 13.27% of property taxes currently collected in Clackamas County are
allocated to cities. Figures from Clackamas County based on 2013-14 data.

TAXES, FEES AND CHARGES

Service levels in Gladstone most likely compare to those provided in other communities. For many
years, Gladstone’s taxes per capita for municipal services was one of the lowest of cities surveyed,
and the combined expense of taxes and utility fees in Gladstone were less compared to much of
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the urban portion of unincorporated Clackamas County. Gladstone’s local option levies, initially
approved by voters in 1998, resulted in somewhat higher taxes, but are still less per capita than
average. Gladstone’s “garbage bills” are somewhat less than many other communities due in part
to the city only imposing an annual $360 solid waste franchise fee. Gladstone not imposing a fee
for storm water is unlike most local governments in the urban area that charge between $8.00 to
almost $16.00/month/customer. The need for a storm water fee is under consideration due to the
addition of unfunded mandates related to the cities storm water discharge permit issued by the
Oregon Department of Environmental Quality (DEQ).

Gladstone's water and sewer system development charge (SDC) for a new single family home is
among the lowest in the Portland Metropolitan area. Higher SDCs in Gladstone could reduce the
value of vacant properties and redevelopment of properties owned by Gladstone taxpayers since
SDCs are a development cost. More importantly, state law requires that SDC revenue fund only
infrastructure capacity improvements. Gladstone has relatively high need for infrastructure
maintenance compared to capacity improvement since most of the water, sewer and transportation

infrastructure was constructed years ago.

ANNEXATION AND COUNTY TAXATION

Real estate developers often request property annexation to a city to receive essential water
and/or sewer services, and perhaps to pay less in SDCs compared to those imposed in
unincorporated areas. Lower SDCs in Gladstone has been a recent incentive for developers of
generally vacant land to consider annexation. Owners of already developed land usually have
limited incentive to annex in part due to usually higher taxes in cities including Gladstone, and
because the County and special districts provide urban services similar to those provided by cities.
Clackamas County imposes generally the same tax rates throughout the county even though it
provides more services, especially county law enforcement, primarily to urban/unincorporated

property owners.

Annexations reported to the Tax Assessor by March 31st of each year are used to determine total
maximum assessed value (MAV) and a city’s tax revenue for the following year. Discounts for tax
payments by the initial due date and successful tax appeals reduce potential revenue to about
93% of the authorized amount of tax levy. Measure 50 (M-50) was approved by voters statewide
in 1997. Unlike circumstances before M-50, assessed value from annexation increases revenue for
cities and reduces revenue for other taxing jurisdictions. Gladstone's annexation reduces revenue
for Fire District #1, the North Clackamas Park and Recreation District and the Enhanced Law
Enforcement District. The City does not control annexation; consent of affected property owners is
required except “island annexations”. Annexation of vacant land with potential for “qualifying
improvements” may be a better deal for cities than annexation of already developed property.

EFFECT OF LAND USE ON ASSESSED VALUE (AV)

The mix of land uses within a community directly affects its total AV and the amount individual
property owners pay in property tax. This circumstance was generally not affected by M-50.
Commercial/industrial land uses generally have higher AV and demand proportionately less
service compared to other land uses especially multifamily land use. Gladstone is primarily a
“bedroom community” with a below average amount of existing commercial/industrial land use
compared to other communities of similar size, shown as AV per capita on page 4. Gladstone's
relatively low AV per capita from the value of all land uses in the community results in a
circumstance where the city can either employ fewer employees per capita or impose higher taxes
and fees compared to most other communities.
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Things the city can do to maintain or increase property values and “employee affordability” include:

Abate nuisances and encourage repair or demolition of dilapidated housing;
Maintain the reputation of good schools and low crime;

Annex vacant properties with potential for relatively high assessed value;
Encourage more commercial/industrial development of vacant land within the city;

Encourage private investment by improving the visual appearance of streets including curbs
and sidewalks;

* ok ok & o

Mitigate traffic intrusion into residential neighborhoods, and

*

Minimize taxes and fees.

TAX COMPRESSION UNDER MEASURE 5

In November 1990 voters statewide approved a tax limitation measure commonly referred to as
Ballot Measure 5 (M-5). This amendment to the Oregon Constitution limits the total tax rate for
non-school purposes to a maximum $10.00 per $1,000 AV. The limit does not apply to any rates
for voter approved bonded debt. Levy amounts derived from non-school tax rates that exceed
$10.00/$1,000 AV are reduced through "compression," with the amount of tax revenue for each
taxing jurisdiction reduced proportionate to its relative levy authority. M-50 requires that revenue
from local option levies be compressed before any compression of revenue derived from
permanent tax rates. If there is more than one local option levy in a tax code area, then each levy
would be compressed equally before permanent tax rates are reduced. Total non-school tax rates
for determining compression under M-5 are based on real market values (RMV) and therefore
these tax rates are different than M-50 rates applied to MAV. Clackamas County Department of
Taxation and Assessment does not keep record of M-5 rates as they need to be calculated
individually based on a property’s real market value divided by taxes imposed.

In Gladstone, significant tax compression is unlikely for fiscal year 2015 due to annual increases in
AV that occurred prior to M-50 thereby reducing the total non-school tax rate. The probability of
compression was further reduced by M-50's roll back in AV and limit on tax rates and property
taxes. With that said, the real estate market has continued its decline reducing the gap between
market value and AV. Most of the decrease in the total non-school tax rate was due to the city's
rate of $6.32 in 1991-92 being reduced to $4.82/$%1,000 AV after M-50. Gladstone voters
subsequently approved local option levies increasing the city’s “adjusted” tax rate to $5.47/$1,000
AV and increasing the total non-school “adjusted” tax rate to $9.26/$1,000 AV.

TAX SYSTEM PRIOR TO MEASURE 50

Prior to M-50, tax rates were determined by a city's total assessed value and the amount of taxes
levied. The greater a city's total AV relative to its budget requirements, the lower the city's tax rate.
Contrary to common belief, AV from new development did not increase the city's tax base and
property tax revenue. Instead, taxes paid by owners of several million dollars in new construction
each year before 1997-98 slightly reduced Gladstone's tax rate and the amount of taxes paid by
other city taxpayers, subject to “the 6% increase”. The Oregon Constitution allowed local
governments to increase their tax base a maximum 6% annually without voter approval. This levy
based system gave taxing jurisdictions financial stability relative to inflation. The system favored
communities such as Gladstone where annual service demands and population were growing
slowly. In 1980, Gladstone voters approved a new city tax base. Primarily to compensate for
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inflation, during the 18 years prior to M-50, the city raised its tax base 6% annually increasing its
property tax revenue an average of $95,000 per year.

MEASURE 50 AND ASSESSED VALUES

M-50 changed the Oregon property tax system from a levy based system to a rate based system
and virtually eliminated tax bases. The measure rolled back AV’s to 90 percent of their 1995-96
levels and established 1997-98 as the "base year" for MAV. M-50 rolled back the city's total AV by
$86 million. M-50 gave the largest roll back of AV and therefore tax reduction to property owners
whose market value grew the most from 1995-96 to 1997-88. During that time, AV's grew
substantially more in Gladstone compared to many other communities due to Gladstone's location
in the Portland Metropolitan area and market demand for housing that was relatively affordable.

M-50 allows MAV on individual properties to increase a maximum 3% a year plus the value from
qualifying improvements generally consisting of new construction, -major remodeling, subdivisions
of land, changes in special assessments or exemptions and zone changes when there's a change
in land use. Qualifying improvements after 1998 are assessed at the ratio of MAV to net market
value. Qualifying improvements must be assessed for tax purposes before January 1% to be listed
on the tax rolls for assessment purposes during the following fiscal year. As a result of the
provision for qualifying improvements, M-50 favors communities with significant increases in value
from new construction compared to mature communities with limited vacant land for development
such as Gladstone. Tax revenue from qualifying improvements will be especially important during
periods of high inflation.

Excluding qualifying improvements, Gladstone's MAV may increase 3% for 2014-15. This is due fo
MAYV not only including the value of real property, but also including the value of personal property
and public utilities. About 98% of Gladstone's MAV is comprised of real property value. Utility
value includes, for example, the infrastructure owned by Northwest Natural Gas. Personal
property for assessment purposes is based on calculation of centrally assessed tangible and
intangible values from business depreciation and replacement of equipment, software, etc. Mobile
homes are also personal property that often depreciates in value. Changes in the amount of MAV
for utilities and personnel property are different compared to real property:

The estimated 3% increase in MAV allowed by M-50 plus value from qualifying improvements
allowed the city’s net MAV, excluding “increment value” for urban renewal, to increase about 3%.

MEASURE 50's PERMANENT TAX RATES AND REVENUE

M-50 established "permanent tax rates," which exclude any additional rates for local option levies
and bonded debt. The Oregon tax system became relatively simple because permanent tax rates
do not change from year to year, and MAV cannot grow more than 3 percent a year beginning in
1998-99, excluding value from qualifying improvements, annexation, etc. as described previously.

The State Department of Revenue used local government's AV and levy authority in 1996-97 to
calculate their permanent tax rates including Gladstone's permanent rate of $4.8174/$1,000 MAV.
Gladstone's permanent rate and future levy authority were maximized by electing to increase the
tax base 6% each year since 1980. However, the City's permanent rate would have been greater
if serial levies were in place when M-50 was approved since levy rates were “rolled” into
permanent rate calculations. For example, a county wide library levy intended to reduce tax
inequity was rolled into Clackamas County’s permanent rate. The approximately $5.8 million in
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“increment" MAV that was captured by Gladstone urban renewal when the City's permanent tax
rate was determined caused the rate to be about 6¢ greater than it would have been without urban
renewal.

RATE ADJUSTMENTS FOR URBAN RENEWAL

In 2001, the Oregon Supreme Court ruled in Shilo Inn vs. Multnomah County that all urban renewal
dollars from “division of tax” that are raised and previously collected in the Education and Bond
category of the property tax bill be moved to the General Government category and subject to the
M-5 limit of $10.00/$1,000 of RMV. Adjusted rates apply if a county or city such as Gladstone has
adopted an urban renewal plan and collects revenue from division of tax; otherwise permanent
rates apply. The next table shows permanent tax rates in Gladstone established by M-50 and
rates that have been adjusted to accommodate division of tax. Taxes levied for division of tax now
appear on all tax statements citywide. Property owners pay the same amount of taxes regardless
of whether urban renewal receives revenue from division of tax. Division of tax only affects how
property tax revenue is distributed among taxing jurisdictions, except for local school districts that
apparently receive money through a State school funding formula equal to that not raised locally.

, Gladstone Non-School M-50 Tax Ratesl$1000 AVEL

L _ CFY 2010-11 , : o
Taxing District : Permanent Rate Adjusted Rate
City of Gladstone 48174 44736
Clackamas County 2.4042 2.2326
Clackamas County Soil Conservation N/A 0.0456
Vector Control (County) 0.0065 0.0061
County Extension &4-H , N/A 0.0465
County Library 0.3974 0.3692
Port of Portland .0701 0.0652

* The difference between the total permanent rate and the total adjusted rate is due in part to local option levies and urban renewal not
having permanent rates. Taxes for urban renewal reduce rates for all other taxing jurisdictions including rates, not shown above, for
schools and bonded debt.

LOCAL OPTION LEVIES

M-50 allowed local option levies in addition to tax revenue from permanent tax rates if the levies
are voter approved by double majority or at a General Election. Double majority means that more
than one half of the approximately 6,800 registered voters in Gladstone must cast a ballot and a
majority of those voting must approve the levy. However, in November 2008, voters statewide
approved Measure 56 allowing “simple majority” voter approval in May and November elections
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beginning in 2009. Taxing authority gained from voter approval of a local option levy for operation
and maintenance is limited to five years. A tax rate for a local option levy may be fixed or vary
from one year to the next and does not become part of a permanent tax rate. Financial and
political risk increases with use of local option levies. This is due in part to competition for
diminished resources if levies are not re-authorized.

In 1998, Gladstone voters authorized two local option levies in fixed amounts totaling
$398,500/year for five years for the Police, Communications and Fire Departments. These fixed
amount levies expired in June 2004. In November 2002, voters approved two fixed tax rate levies
that expire in June 2009. In November 2008, voters approved two fixed rate levies totaling 99
cents/$1,000 MAV beginning July 1, 2009. Voters again approved the two local option levies in
2012 for the same 99 cents/$1,000 MAV. Compared to fixed levy amounts, fixed tax rate levies
simplify budgeting and reduce financial risk by allowing growth in AV to adjust revenue to offset
cost increases due to inflation. The fixed tax rate levies should provided an estimated $717,732 in

2013-14.

REVENUE SOURCES, excluding cash reserve

The following table shows revenue sources in 2012-13. About 47% of the city's $10 million in
revenue, excluding beginning available cash on hand, was from property tax. State shared
revenues and water and sewer user fees were the next major sources of city revenue. Money
from cigarette, alcohol and gas tax, including state revenue sharing, is commonly referred to as

state shared revenues.

Revenue - . ‘| General- - st Urban b oo - Library | Police” ] < - : ] ‘
~Source | Fund - “| stRev | Sweet .| Renewal | 911Ex. Capital ' | “lew | Firelewy |- Water . |. Sewer'. Totals'

Property .

Taxes 3,295,049 - - 839,549 - - 485,530 237,526 - - 4,867,654

Public Service

Taxes 797,831 101,182 628,655 - 13,936 - - - - 1,541,604

Franchise

Taxes 492,743 - - - - - - - - - 492,743

Grants 110,088 - - - - 110,088

Charges for .

Services 64,756 - 8,123 - 1,119,897 | 1,624,635 2,817,411

Licenses and

Permits 20,726 - - - - 20,726

Fines and

Forfeitures 213,862 - - - - - - - 213,862

Contributions

and Donations 36,170 - - - - 160 - 36,330

Interest 30,041 3,372 - 13,553 200 10,277 2,346 3,021 62,810

Fund Admin.

Transfer 110,452 110,452

Misc. 85,080 9,860 - - 2,753 3,100 100,793

Total 5,256,798 104,554 646,638 853,102 14,136 10,277 498,036 240,547 1,122,650 | 1,627,735 10,374,473

The Library is largely funded by the countywide library district levy and about one-third the cost for
the Senior Center is funded by federal grants. Water and storm/sewer departments are self-
sustaining, entirely supported by user fees. The Street Fund is primarily financed by motorists
through the State “gas tax”. Most city streets are in average to poor condition. Increases in
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the cost of asphalt, which contains oil, have substantially reduced the number of streets that
can be maintained unless there is an increase in revenue such as a street maintenance fee.

RECENT EXPENDITURES

Virtually everything the city does in providing services, maintaining staffing levels, compensating
employees, etc. depends on money. An increase in expenditures for one or more departments in
the General Fund generally affects potential expenditures for all other departments in that fund.
The following table shows how revenues were expended during 2012-13. Land use planning is
provided by General Administration through a contract with Clackamas County.

FY 2012-13 General Fund Expenditures

Senior Center, Library, 643,131,

Administration,
261,240, 5% 13%

918,452, 18%

Recreation, 58,791
, 1% Municipal Court,

Parks, 323,912, 235,758, 5%

7%

T 0,
Fire, 807,781, 16% police, 1,758,168,

35%

EFFICIENCIES INCLUDING PERSONNEL

Gladstone began utilizing intergovernmental agreements to consolidate services, especially
services that require major capital investment, i.e. water and sewer treatment facilities. These
intergovernmental agreements allow the City to retain local control, especially control over cost
imposed on Gladstone taxpayers, rather than allowing districts to gain overlapping jurisdiction
within the City. Overlapping jurisdiction would most likely result in Gladstone, as a mature
community, subsidizing more of the urbanization costs in unincorporated Clackamas County.
Consolidation through overlapping jurisdiction could also cause fragmentation among City
services.

In comparison to capital intensive services, the City has found little reason to consolidate
personnel intensive services since other governmental units would incur about the same or greater
employee expense to serve Gladstone taxpayers. Also, the City retains “retail” responsibility for
water and sewer services since inter-fund transfers help pay for relatively fixed cost for
management employees who spend considerable time on water, street and sewer issues. City
provision of these retail service funds public works employees who provide “call-out” emergency
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services such as during wind storms, flooding conditions, etc. Most importantly, local control
allows right-sizing the number of employees resulting in lower utility rates as shown previously.

The City contracts for services that require technical expertise not available through the relatively
small number of city hall staff, who are generalists and not specialists. Increasing technological
and regulatory complexity will eventually require even greater expertise typically available from
larger organizations unlike the City. Gladstone is probably more extensively involved in the
provision of public services through intergovernmental agreements than any other city in
Clackamas County, except perhaps Happy Valley. The City has granted a franchise to a private
company for recycling and solid waste and yard debris collection and it presently contracts for
‘erosion control, water meter reading, civil engineering, land use planning, construction of public
improvements, police and fire and emergency medical dispatch, public information on water
conservation and storm water quality, maintenance of street lights and sewer pump stations,
janitorial services, municipal audit, legal assistance, street repair, water treatment and sewage
treatment services. To maintain effective and efficient service delivery, the City remains open to
further service provision by intergovernmental agreement and by contracting with the private sector
for services traditionally considered public functions, when these alternatives are deemed cost-

effective.

More important than contracting for services, the City began decades ago to achieve effective and
efficient service delivery in part by “downsizing” the number of employees. The number of
personnel was reduced 26% over the eighteen years prior to 1998-99. Elimination of fourteen
vacant positions, which were deemed unnecessary, most likely averted employee layoffs from
expenditures exceeding revenues and depletion of cash reserve. The number of employees in the
Senior Center and the Public Works Department has been reduced about 50%. During this same
period, management staff in general administration has been reduced about 70% to presently two
management employees. Personnel reduction allowed re-allocation of funds from personnel to
capital improvements including improvement of streets, storm sewers, water distribution and
replacement of public works department equipment. In addition, downsizing saved city taxpayers
about $7 to $9 million prior to 1998-99, while maintaining, and in some cases, improving the level

of services.

ASSESSMENT OF PRESENT STAFFING LEVEL

Further staff reduction in General Administration, Senior Center and the Public Works Department
would be  difficult without reducing services. Police and Library departments are personnel
intensive relative to their other budget requirements, and it should be noted that these departments
deliver public services more than the normal forty (40) hours per week. Unlike other departments,
staffing in the Police Department is primarily based on the need for officer safety. Over the last
twenty years, the City's population has grown about twenty five hundred people, or 20%,
increasing demand for many city services. The number of employees for most departments may
now be “right-sized,” in part because of the hiring of additional employees with funds from the local
option levies. Other departments such as Administration and Public Works may be understaffed
due to unfunded mandates from state and federal agencies.

Effective management requires city officials to identify and maintain the optimum number of
employees and combination of skills needed to maximize city services while minimizing related
expenditures. Too few or too many employees within a department can result in inefficiency.
Increases in the level of personnel can be accomplished with relative ease. However, termination
of employees is difficult. Personnel reductions should be done by atfrition, when possible, to
minimize the personal impact on employees and their families. Minor re-organization and re-
assignment of work tasks may be necessary when elimination of a vacant position is deemed
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necessary to maintain positive cash flow and to save money for equipment and infrastructure
replacement. Any proposal to increase taxes and/or fees to pay for more employees should not be
simply based on a comparison of tax rates or employees per capita, i.e. the “quota system”. As
mentioned previously, carefully assessing “needs” and determining funding methods should be

done each time before hiring more employees.

ADMINISTRATION $448,341
MUNICIPAL COURT $158,059
POLICE $1,758,168
FIRE $518,150
PARKS $142,615
RECREATION $14,551
SENIOR CENTER $198,886
LIBRARY $485,806
SEWER $228,458
WATER $261,815
ROAD $163,117
ALL DEPARTMENTS $4,377,938

CASH FLOW

Positive cash flow is the amount that total revenue exceeds total expenditure and negative cash
flow occurs when expenses exceed revenues. From 1979 to 1986 positive cash flow averaged
$200,000 per year, except negative cash flow occurred twice. In 1997-98, M-50 deceased
property tax revenue $253,015/year compared to the year previous. Over several years, use of
property tax revenue was discontinued for yard debris collection and about $140,000 in total
collection cost was transferred to “garbage” rates. In 2003, the City Council approved a
preliminary financial plan to deal with expenditures exceeding revenues in the General Fund by
an average of about $65,000/year the three years from 2000 to 2003, and to avoid depleting cash
reserve and laying off employees in a few years. In 2003-04, expenditures were reduced by an
estimated $187,000/year by discontinuing purchase of July 4™ fireworks, no longer funding a
cable television studio and contracting for dispatch of police, fire and medical services. The
$198,595 in fiscal year 2009-10 negative cash flow was due to the purchase of a fire rescue
vehicle and a 21% increase in health insurance premiums. The following table shows ending
cash balance in the General Fund from fiscal year 2000-01 to fiscal year 2012-13.
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Fiscal year 2012-13, posted a positive $344,424 cash flow in total for the General Fund. The
City changed health insurance providers in FY 2011-12 in order to substantially reduce health
insurance expenditures. Some police department related expenditures were transferred to the
Police Levy Fund in FY 2011-12 and 2012-13 adding to the cash flow in the General Fund.
There was a $43,821 positive cash flow in the Water Fund. The Stormwater/Sewer Fund
posted a $25,160 negative cash flow; the Road Fund posted a positive cash flow of $105,732. If
necessary, future expenditure reductions and/or revenue increases could include increasing
solid waste franchise fees, impose road and storm water maintenance fees, etc.

CASH RESERVE

Positive cash flow creates cash reserve and negative cash flow reduces cash reserve. The
City’s financial condition can be determined in part by evaluating cash flow’s affect on cash

reserve.

Past efficiencies, especially personnel down-sizing, accumulated $5.9 million in cash reserve in
1998, with subsequent declines primarily due to a $3.1 million property purchase in 1998-99 and
paying about $600,000 in cash for the new water reservoir in 2002-04.

As of July 2013, total cash reserve was comprised of: $706,103 in State Rgvenue Sharing;
$2,932,261 in the General Fund;, $486,743 in the Street Fund; $1%8,953 in the
Stormwater/Sewer Fund; $890,611 in the Water Fund; $336,634 in the Police ievy Fund, and
$563,108 in the Fire and EMS Levy Fund. Cash reserve in most funds is legally not available

for General Fund purposes.
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Somewhat contrary to incurring debt, increasing the amount of cash reserve strengthens the
city's financial condition and its ability to optimize services at minimum cost. The amount of
cash reserve was one reason why the City was able several years ago to meet legal
requirements for refunding bonded debt creating another $40,000 efficiency. Interest income
from accumulating a greater amount of cash reserve creates greater efficiency. Cash reserve
provides “profit” from interest on investments offsetting the need for higher taxes and fees.
Cash reserve reduces the need for fiscal year-end budget transfers and the chances for
overspending total budgeted amounts available in each fund category, which can result in
adverse audit comments. If cash reserve is depleted, then the City would need to incur cost to
borrow money until sufficient property tax revenue is received each December, and most likely
employees indirectly funded by interest from investments of the cash reserve would need to be
laid off. However, during periods of negative cash flow, availability of reserve funds provides
time for employee reductions through attrition, if necessary, rather than layoffs or transfers.

In the past virtually all of the cash reserve is appropriated as potential expenditures. However,
expending all budgeted funds within one year would be similar to deficit spending with potential
expenditures exceeding revenues. Starting in FY 2011-12 the City began implementation of
unappropriated ending fund balances for the General Fund. That policy change will continue in
FY 2014-15. Cash reserve is virtually identical to personal savings; it is a finite amount and
cannot serve as a long term revenue source for funding long term expense including the hiring
of more employees. Most of the cash reserve was created by employee reductions in General
Administration and the Public Works Department and much of the cash reserve is earmarked for
long term capital improvements as shown in the next table. In future years, the extent of
positive cash flow will determine how fast cash reserve is replenished to fund future capital
projects. The water and sewer funds do not have sufficient cash reserve nor cash flow to
eventually replace water distribution and sewage collection systems at a multi-million dollar
expense, as noted in previous City goals. The water fund also has the additional requirement of
repaying interfund loans to the sewer and state revenue sharing funds. New water and storm
water master plans will prioritize capital projects for these funds.

ALLOCATION OF CASH RESERVE FOR CAPITAL PROJECTS

The current cash reserve is considerably less than the estimated total cost for capital projects
shown at the bottom of the next table. :

CURRENTLY IDENTIFIED CAPITAL PROJECTS WITHIN THE NEXT 10 YEARS

Project Estimated Cost
Restore river bank at Meldrum Bar Park 250,000 Welter Park to Abernethy Court Pedway/Bikeway 40,000
Fire Department Training Area 100,000 New Sidewalks with Curb Extensions 300,000
Storm Water Quality Facility in Clackamas Blivd. 300,000 Pedways, Dahl to OOE & Meldrum to Rinearson 85,000
Building Upgrades City Hall/PD 600,000 Increase Maint. & Replacement of Sewer Lines 4,000,000
Replace AC pipe of Water System 4,000,000
New Reservoir on Webster Rd 2,600,000
Total 12,275,000

Only capital projects estimated to cost more than $30,000 are listed in the table above and
some of these projects may be funded at least partially by state or federal grants. The table
does not reflect the degree that some capital projects may be more needed relative to priority
for other projects and is not meant to be all inclusive. Completion of master plans including
capital project priority lists will replace the majority of the above list in coming years.
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INTER-FUND LOANS

In 2001, the City Council authorized inter-fund loans from the Sanitary and Stormwater Fund
and from the State Revenue Sharing Fund to the Water Fund to pay for a new water reservoir
on Kirkwood Road. The Water Fund owed $150,000 to the Sanitary and Stormwater Fund and
$496,984 to the State Revenue Sharing Fund. City Council forgave the debt to the State
Revenue Sharing Fund and ordered the Water Fund to repay the Sanitary and Stormwater Fund

by June 30, 2014.

CAPITAL FUNDING OPTIONS

Instead of spending cash reserve, some projects could be funded through a local option levy for
capital projects, revenue and/or general obligation bonded debt even though the cost for debt
issuance and interest on debt decrease efficiency. M-50 allows local option capital levies if their
duration is limited to the useful life of the project or ten years, whichever is less. M-5 and M-50
did not affect potential revenue bonds for water and sewer projects and generally did not affect
voter approved general obligation bonds that are usually repaid with property tax revenue.

VALUES REFLECTED IN BUDGET DOCUMENT

In summary, the intent of this budget document is to reflect an "open book" financial policy and
to help formulate organizational values, which are important since they influence behavior
including expenditure decisions. The effectiveness of organizational values depends on the
degree that they are known and generally accepted, especially by those who make or influence

expenditure decisions.
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General Fund
Storm/Sewer
Water
Street

911
St Rev
PD Levy
Fire Levy
Library Cap
total

Total 911 lib

8,449,149
2,887,042
1,953,441
1,178,138

893,278
822,000
454,275

16,737,323

16,737,323

7,506,759
2,440,103
1,674,663
843,752
40,000
808,218
938,797
668,804
9,508,000
24,430,095

14,882,095

942,390
446,939
278,778
334,386
(40,000)
84,060
(16,797)
(214,529)
(9,508,000)
(7,692,772)

1,855,228



| $8°99Z°009 129822 yzyLe’y 98°000'22 oy’ Llg's) $2°669'64 26'59¢'0¥Z 29°488't 6y s|ejo L
YT 00°00AN0L REZAFGE PR T AGG/k TR NO08Y (A0RS RV AL770G GCRAZIZL Anatand
LY eLy'ys) 00°:000'0} Lrsiv'pys 02°'028'09 vELIY') P60} 14.698') 82ov0'L 90'ELL'Y Le'gza'yl £9°195'09 Arg eajjod
9'8¢1'8g 00°000°0} vo'aciioy 8y'evize 92°9.8 ¥y 60} b¥ LGS 95051 6e°262'¢ £97160'9 OV E6Z vy 834G
LA LN AN) 00°000'0} £V 4v0'Z0L 8€°9/9Y/¢ 20°605°} _ogegt Lrasy'y 89°G1g'} 12:88¢'2 16°918'Gh 99'ev9'9¢e 131 M
82°181'98 00°000'0} 8218194 88'868'6Z 29°GpiL 60l 0}'801'4 06'€50'} L0°L9%'L L6°601'2 2 eeeiz Jamag/uilolg
| L0°892¢4¢ 0000002 _40'882'£91 82'009'29 £9'818'2 88°81¢ 0}'€28'2 26'8(6'} L5610} 9¥'258'0¢ $2:6v8'08 Aragh) [eiBuag)
_£1'206'0) 00°000's £1°206°4 L ¥2'8.8'82 PrEGLL by 601 LLEQL'Y 8y’ €09 0Z'¥85'e 19261°21 S5LOE'VE 18|usy Jojueg lejausgy
04098 mn 00°000'L 0l'09¢'y - 19'602 AR ) 00807 "Zvs elLel't 059127 - Uo[Ba.08Y [Eauss)
1591978 00°000°01 1EPLOTY EGRIEZL 18959 28 £Y'eeo BzZ'ecn BEpLE' ov'zze’e VEPSE L L Syieg [E18u80)
_26'650'08 00°000'G} 28°698'¢) rAN YA NA - 1.92%0L°2 2L vs 04°518'2 08085 £8'820'2} 19°685'82 9'008'Y ) alid {elsusgy
«&.,Nﬁmumvm 00°000'001 L gvsiovg 88'829'Lv2 Lyest') orQLy pi'i26'e #0094y 25°¥50'2¢ £o'8ey'ss 00284201 89jjod {Blauag
E& 00°000'0} 9/°682'¢ Ziezp'zl 91°96§ ¢Lyg $9'94G ZE°E0p LL€0} 18°10€e'9 _82°088'G) {noy [edauag)
| 64'642°651 00°000'0Z 64°9.2'681 09°656'46 28:052'2 v 8ol ISWIANA oy LZi'y AN %A 69'26/'¢2Z 6G°6L7'LG uohelsiujuipy leislagy
. DOYIUAE [ jetoninnwg Silauas A0UEBINSLUL XB1 Aqueinsul an | iiauikoidiiatn | " ANGESIA_ | ANAA SHESBINA | BIEainen TR
1gjoL {ejol [eojpoN 1814 L [35) volid wstupiedeg puny

SL¥10Z

s}jjeuag jjoifed







i







