SULTAN CITY COUNCIL

AGENDA ITEM COVER SHEET

ITEM NO: D-2
" DATE: February 22, 2007
SUBJECT: Five Year Financial Forecast

CONTACT PERSON: Deborah Knight, City Administrator

SUMMARY:

The City Council directed staff to prepare and present a five-year financial forecast for
the General Fund budget. Gordon Hey, the City's Interim Finance Director, prepared a

draft General Fund financial forecast before finishing his work for the City in December
2006.

The City has six fund "types":

General Fund

Special Revenue Funds — legal restricted to Street Fund, Impact Fees, etc.
Debt Service Funds

Capital Project Funds

Enterprise Funds — Water and Sewer Utility and Garbage Utility
Non-Expendable Trust and Agency Funds
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The purpose of this report is to provide an overview of the General Fund and the
assumptions that are a part of the five-year revenue forecast.

The General Fund is the primary operating fund for the City. The General Fund
supports the City's fifteen departments including parks, library, planning, building,
grants, police, adminstrative and legislative.

General Fund Revenues are derived from taxes, licenses and permits, shared
revenues, fines, forefeitures, charges for service and miscellaneous revenues.

Expenditure Assumptions

The expenditure forecast assumes no new employees outside of those approved by the
City Council in 2007. Salaries are increased by 3.5% each year to represent a cost of
living adjustment (COLA). Actual COLA rates are likely to be within this range.




Benefits are increased 10% annually. This is keeping with recent double-digit
increases. Other expenses are adjusted between 2.5% and 3.5% annually.

Revenue Assumptions

The current five-year forecast (Attachment A) includes two columns for 2007 —

1. 2007 Adopted Budget
2. 2007 Revised Estimate

Two primary sources of revenue for the General Fund are:

1. Property taxes which equal 30% of revenues

2. License and permits, and charges for service which range between 10% and
30% of revenues.

Property taxes increase 1% each year for existing homes. A resident with a $200,000
home pays approximate $339 in taxes to the City. That amount would increase by
$3.39 in the following year. New homes are estimated increase property taxe revenues
between 2% and 4% annually. Property taxes are a fairly steady source of income but
are not enough to fund the cost of providing city services.

License and Permits/Charges for Service

The revised estimate column in Attachment A is intended to highlight license and
permits (Building/Structure) revenues and Charges for Services (zoning and Plan
Check Fees) that are particularly volitile and difficult to forecast.

The purpose of the additional column is illustrate that the General Fund is dependent
on permit activity. The City Council needs to carefully consider adding iong-term, on-
going expenses such as additional staff if revenues to fund those positions is
conditioned on permit activity which is outside the control of the City.

Currently, the 2007 Budget includes two funded, but un-filled positions — Finance
Director and Planning Associate. Changing the assumptions for [and use applications

and building permits results in a situation where expenditures exceed revenues by
$102,000.

- The Council may want to delay hiring un-filled positions until later in 2007 when a
defined level of land use applications and building permit fees is assured.

Building_Structure Permits and Plan Check Fees

The 2007 Budget estimated the City would process approximately 70 building permits.
This level of permitting implies a certain stream of revenue to the General Fund.
Reducing the number of permit applications reduces the stream of revenue.



Attachment A — 2007 Revised Estimate - illustrates what happens to the City's budget
when the level of permit activity is less than anticipated. In this example, both land use
applications and building permits are reduced below the 2007 budget.

This scenario assumes 46 building permits at approximately $1798/lot. This estimate
includes AJ's Place (20 permits), Caleb Court (20 permits), and George (6 permits).

This estimate reduces the estimaie building and structural permits from $182,700 to
$82,000.

The amount and type of Plan Check Fees is reduced from $136,900 to $35,000.

Zoning Fees

Zoning fees are based on the number and type of land use applications.

The 2007 Budget estimated 215 land use applications for 2007 include Cascade

Breeze (30 lots), Hammer (75 lots), Green (65 lots), Twin Rivers (22 lots), and Vodnick
(23 lots).

If land use applications are held up to appeals or Petitions for Review with the Growth
Management Hearings Board, then the revenue from land use applications are
affected.

The 2007 Revised Estimate Scenario includes only Cascade Breeze (30 lots) and
Green (65 lots). This reduces Zoning Fees from $84,245 to approximately $40,000.

SUMMARY:

The analysis is just a first broad brush look at the General Fund. City staff are working
to further fine-tune the revenue estimates for land use applications and building permit
fees. Staff will return to Council with more a more accurate forecast in March.

The bottom line of this first analysis is an illustration of how dependent the City is on
permit activity to support the General Fund. This is neither good nor bad, it is just a fact
of the City's finances.

The Council should be aware of the City's financial condition and adjust its expenditures
accordingly.

FISCAL IMPACT:

None. This report is for discussion purposes only



RECOMMENDED ACTION:

Review Attachment A

ATTACHMENT:
A. Five Year Revenue and Expenditure Forecast
COUNCIL ACTION:

DATE:
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