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April 16, 2018 City of Bothell

Council, Citizens and Stakeholders:

Attached for your review is the City’s quarterly budget status report as of September 30,
2017. Due to the implementation of a new financial system, material amount of third
quarter revenue figures not being available, and multiple union contract impact analyses
being necessary, the third quarter budget report is behind schedule. The fourth quarter
budget report (full 2017 report) is expected in May 2018 and will be presented to City
Council at the May 15 meeting.

The General Fund'’s operating deficit for the first three quarters of the 2017-2018 biennium
totaled $1,692,599. The majority of the deficit is due to unanticipated tax refunds and
unbudgeted public safety expenditures:

Revenue Shortfalls: $1,021,726

e $447,890 — Resulting from a refund of inaccurate 2015-2016 cellular utility tax
payments made by a utility provider.

e $249,931 — Resulting from 2011 through 2013 sales tax overpayments refunded by
the Department of Revenue (DOR) following a taxpayer audit.

e $262,500 — The Interim City Manager budgeted for City Hall parking garage lease
revenue that did not materialize in 2017 as expected, credit card service fees the City’s
current financial system could not support in 2017, and City Hall office space rental
income that did not occur.

e $61,405 — Resulting from changes in how the State allocates marijuana revenues.

Unbudgeted and Union Contract Expenditures: $670,873

e $350,793 — Retroactive 2016 salary and benefits per the recent Fire collective
bargaining agreement. In all, the AFSCME (eight months retro pay for 156
employees) and I|AFF (eighteen months retroactive pay for 56 employees)
agreements included $1,008,000 in retroactive pay, but only the 2016 prior
period/prior biennium Fire retroactive pay was unbudgeted.

e $109,063 — Fire overtime exceeded department expectations.

e $99,848 — Authorized but unbudgeted purchase of wayfinding signage using restricted
tourism revenues that are not available for other purposes.

e $75,816 — Recruitment costs for a number of executive vacancies (Assistant City
Manager, Human Resources Director, Fire Chief, Community Development Director).

e $35,353 - Other miscellaneous unbudgeted expenditures.

To further clarify the third quarter deficit, and its “future impact” on fund balance, nearly
$760,000 in revenue shortfall was due to “one-time” inaccurate third-party tax reporting
outside of the City’s control, $460,000 was associated with the rising “ongoing” cost of
providing public safety services, and $100,000 was due to a “one-time” spending down
of restricted tourism monies.
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Again, the result of fourth quarter operations will be available in May and are expected to
be further impacted by public safety (police) union contracts (52 BPOG employees and 4
BPC employees).

Prior to the Great Recession, Bothell held a 20 percent fund balance reserve. Over half
of these monies were spent down to sustain vital community services during the
economy’s lengthy recovery period.

2007 - 2017 General Fund Reserves

Despite considerable fiscal planning and economic growth, the City has not been able to
reinstate a prudent 15 percent “best practice” fund balance. This is partially due to the
impacts of the opioid epidemic, which has created an unprecedented demand on the
community’s police, fire and court services, which in turn impact the City’s internal service
departments — Information Services, Finance, and Human Resources. Population growth,
increases in labor and supply costs, and demand for general services also contributed to
expense increases.

Specifically, the cost to maintain the current public safety service standard is increasing
faster than the revenues that fund them, thereby diluting both the level of service provided
and the General Fund reserve balance. Other contributors to the Bothell's reserve
reinstatement predicament are: insufficient mental health resources, homelessness,
property crimes, unfunded public safety legislative mandates, and a three percent
unemployment rate that inherently escalates the cost of recruiting and retaining skilled
personnel. The regional year over year personal income rate increase remains steady in
the five percent range.

Staff presented this information to Council and the public in October 2017 and again in
March 2018. Council directed staff to investigate a Public Safety Maintenance and
Operating Levy to reestablish and adequately fund the community’s desired public safety
service delivery standard to allow for the reinstatement of a prudent “best practice”
General Fund operating reserve. A 15 percent “best practice” operating reserve is
necessary to maintain municipal services while weathering the next recession.



Staff has identified $1,000,000 that could be utilized to reduce the impact of the 2017
“one-time” revenue shortfalls ($500,000 budgeted in 2017 and $500,000 budgeted in
2018). Since 2012, through a public process, $500,000 annually in business license
revenues has been collected in the General Fund and transferred to the Street Fund to
help subsidize street maintenance. The nine-year Safe Streets and Sidewalks levy allows
an opportunity for City management to revisit citywide needs and consider reallocation of
these business license receipts. Any reallocation would require a Council-approved
budget amendment.

In addition, staff has updated 2018 budget projections and determined that if expenditures
remain constant, a compensating surplus is anticipated in the second year of the
biennium. Staff will continue to monitor the situation and provide updates in future
quarterly reports.

Please contact me if you have questions concerning this report.

NEA

Tami Schackman
City of Bothell Finance Director



On September 30, 2017, the City concluded the third quarter of the 2017-2018 biennium.
The budget period described in this report is 37.5% complete.
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Notable Highlights

Retail sales tax receipts for the first three quarters of 2017 were up $88,721 (1.4%)
compared to 2016 results. The 2017 figure is skewed by the one-time tax refund
($249,931 discussed on page 1) that the Department of Revenue (DOR) deducted from
Bothell’'s May tax distribution.

Major 2017 development revenues versus the first three quarters of 2016:
Construction sales tax: up $280,597 (16.4%)

Building permits: down $264,329 (21.8%)

Plumbing/mechanical permits: down $59,600 (22.4%)

Pre-application fees: up $6,816 (15.3%)

Plan check fees: up $268,901 (43.3%)

Development review fees: up $90,738 (14.5%)
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Budget vs Actual Figures Inflow/Outflow éoulg;? % of Budget

Inflow $77,763,774] $225,849,513 34.4%
Outflow $73,657,116] $224,004,505 32.9%
Inflow $34,819,767 $97,850,909 35.6%
Outflow $36,512,367 $97,850,909 37.3%
Inflow $3,013,640 $7,262,417 41.5%
Outflow $2,146,903 $6,592,303 32.6%
Inflow $14,618,134 $51,445,324 28.4%
Outflow $13,389,990 $52,912,586 25.3%
Inflow $19,460,412 $52,656,219 37.0%
Outflow $17,637,841 $61,249,015 28.8%

CITYWIDE TOTAL

GENERAL FUND

STREET FUND

CAPITAL IMPROVEMENTS FUND

PROPRIETARY FUNDS
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The City Council requested that the following financial activities be tracked and reported

in Bothell's Quarterly Budget Status Report.

Inflow $902,283| Includes Accounts Receivable
2017 Development Review Fees Outflow ($1,141,289) Includes Overhead
Net ($239,006)
Inflow $2,037,604
2017 Permitting Fees Outflow ($1,700,340) Includes Overhead
Net $337,264
Inflow $1,015,322| 2017 Reimbursement to GF
2017 CFP Staff Outflow ($1,015,322)| 2017 GF Salaries/Benefits
Net $0
2017 $1,825 22 rebates YTD
Utility Tax Rebates 2016 $1,900 24 rebates YTD
Difference ($75)

Economic Indicators

September 2017 unemployment rates:

United States: 4.2%
Washington State: 4.6%
Seattle/Bellevue/Everett: 3.8%

Consumer Price Index (CPI) data:
CPI-U (all urban consumers)
e U.S. city average, June 2017 — August 2017
e Seattle/Tacoma/Bremerton, June 2017 — August 2017
e U.S. city average, August 2016 — August 2017
e Seattle/Tacoma/Bremerton, August 2016 — August 2017

CPI-W (urban wage earners)

U.S. city average, August 2017 — September 2017
Seattle/Tacoma/Bremerton, Feb 2017 — August 2017
U.S. city average, September 2016 — September 2017
Seattle/Tacoma/Bremerton, August 2016 — August 2017

Economic Forecast

0.2%
-0.2%
1.9%
2.5%

0.6%
1.6%
2.3%
2.8%

The State Economic and Revenue Forecast Council’s November Economic and Revenue

Forecast no longer incorporates an increase in national infrastructure spending or any tax

changes (Bothell did not forecast these speculative monies).

Employment in Washington State is now expected to grow by 3.0% in 2017, and by an
average of 1.6% per year from 2018 through 2021. Personal income is expected to grow
by 5.5% in 2017, and by an average of 5.1% per year from 2018 through 2021. Seattle-
area home prices continue to rise rapidly, and housing construction remains strong.
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General Fund Expenditures vs Budget YTD
as of September 30, 2017
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Property Taxes

Inflow 2017-18 Budget % of Budget
City Levy $8,445,872 $22,836,331 37.0%
EMS Levy $683,943 $2,123,233 32.2%
Other Taxes $31,033 $96,000 32.3%
Total $9,160,848 $25,055,564 36.6%

Property tax is a very stable revenue source. Projected revenues are
accrued equally throughout the year. Cash receipts occur primarily in April
and October.

The EMS levy is paid by Bothell's Snohomish County residents, who
approved a six-year levy in 2011. King County residents pay an EMS levy
directly to the County, which in turn pays the City annually for providing
Basic Life Support (BLS) services.

Other taxes include leasehold excise taxes and private harvest timber taxes,
which are received periodically throughout the year.

Sales/Use Taxes

Inflow 2017-18 Budget % of Budget
Retail* $6,407,272 $18,459,819 34.7%
Construction $1,989,599 $4,000,000 49.7%
Hotel/Motel $324,777 $801,003 40.5%
Criminal Justice $771,428 $1,980,858 38.9%
Total $9,493,076 $25,241,680 37.6%
2017 vs 2016
2017 YTD 2016 YTD Increase/Decrease
Retail* $6,407,272 $6,318,551 1.4%
Construction $1,989,599 $1,709,002 16.4%
Hotel/Motel $324,777 $325,782 -0.3%
Criminal Justice $771,428 $732,267 5.3%
Total $9,493,076 $9,085,602 4.5%

There is a two month lag between when sales tax revenues are earned and
when they are received. For example, September sales tax is received in
late November.

*The state Department of Revenue (DOR) deducted $249,931 from Bothell's May sales tax
distribution. This amount was refunded to a taxpayer who was determined by DOR to have
paid sales tax in error between 2011 and 2013.





Electric & Gas

Cable TV

PEG Fees (Cable TV)
Telephone & Cellular*
Water & Sewer

Storm & Surface Water**
Sanitation***

Sanitation - Recycling****
Gambling

Utility Tax Rebate

Total

Electric & Gas

Cable TV

PEG Fees (Cable TV)
Telephone & Cellular*
Water & Sewer

Storm & Surface Water**
Sanitation***

Sanitation - Recycling****
Gambling

Utility Tax Rebate

Total

Business & Utility Taxes

Inflow 2017-18 Budget % of Budget
$2,821,789 $9,588,981 29.4%
$621,448 $1,547,365 40.2%
$23,687 $64,000 37.0%
$744,414 $3,666,192 20.3%
$505,346 $1,642,612 30.8%
$228,329 $619,609 36.9%
$274,704 $605,206 45.4%
$30,415 $81,035 37.5%
$16,370 $30,200 54.2%
($1,825) ($5,600) 32.6%
$5,264,678 $17,839,600 29.5%
2017 vs 2016
2017 YTD 2016 YTD Increase/Decrease
$2,821,789 $2,643,927 6.7%
$621,448 $622,669 -0.2%
$23,687 $23,587 0.4%
$744,414 $815,299 -8.7%
$505,346 $475,478 6.3%
$228,329 $0 n/a
$274,704 $296,156 -7.2%
$30,415 $0 n/a
$16,370 $12,662 29.3%
($1,825) ($1,900) n/a
$5,264,678 $4,887,878 7.7%

*Major provider overpaid a total of $273,890 during 2015-2016. A refund was issued in August 2017.
**Storm & Surface Water utility tax was reinstituted for 2017.

***City sanitation provider paid 6% rather than 5% tax in error for a portion of 2016.

****City recycling program was moved to the General Fund in 2017.

"Whatssup" Facilities (Parks)
Alderwood Water District
Northshore Utility District

Frontier/FIOS

Franchise Agreement Reviews
Business & Sign Licenses
Total

Alderwood Water District
Northshore Utility District
Frontier/FIOS

Total

Franchise/License Revenue

Inflow 2017-18 Budget % of Budget
$11,154 $10,000 111.5%
$271,798 $734,600 37.0%
$149,450 $397,669 37.6%
$67,663 $156,185 43.3%
$14,390 $0 n/a
$708,750 $1,980,300 35.8%
$1,223,205 $3,278,754 37.3%
2017 vs 2016
2017 YTD 2016 YTD Increase/Decrease
$271,798 $248,494 9.4%
$149,450 $149,325 0.1%
$67,663 $57,311 18.1%
$488,911 $455,131 7.4%





Non-Business Licenses & Permits

Inflow 2017-18 Budget % of Budget

Building Permits $947,889 $2,579,895 36.7%

Plumbing/Mechanical $206,336 $800,000 25.8%

Pre-Application Fees $51,443 $200,000 25.7%

Animal Licenses $48,885 $155,000 31.5%

Concealed Weapons $6,400 $14,000 45.7%
Ext of Const Noise Hrs $474 $0 n/a

Total $1,261,428 $3,748,895 33.6%

2017 vs 2016
2017 YTD 2016 YTD Increase/Decrease

Building Permits $947,889 $1,212,218 -21.8%
Plumbing/Mechanical $206,336 $265,936 -22.4%
Pre-Application Fees $51,443 $44.627 15.3%

Total $1,205,669 $1,522,782 -20.8%
Intergovernmental

Inflow 2017-18 Budget % of Budget

Intergovernmental $801,769 $2,636,721 30.4%
Intergovernmental revenues include grants and entitlements.
Charges for Services

Inflow 2017-18 Budget % of Budget

Charges for Services $4,160,987 $10,822,545 38.4%
2017 vs 2016
2017 YTD 2016 YTD Increase/Decrease

MVA Fees $1,713 $8,578 -80.0%
EMS Transport Fees $146,920 $184,475 -20.4%

Plan Check Fees $890,590 $621,689 43.3%
Development Re;’('eee";’ $715,442 $624,704 14.5%

Total $1,754,665 $1,439,446 21.9%

Charges for services also include recreation program fees.

Implementation of the MVA fee and an increase in the EMS Transport fee were
approved by Council in 2012. In 2013, the City also began collecting the EMS
Transport fee from residents of Fire District 10.





Interfund Services

Inflow 2017-18 Budget % of Budget
Interfund Services - Utilities $554,368 $1,546,216 35.9%
CFP Staff Transfers $1,238,669 $4,104,894 30.2%
Total $1,793,037 $5,651,110 31.7%

Interfund services represent payments made by the utility funds for their portion of
central City service costs — Finance, HR, City Manager, Clerk, IS, Legal, and Facilities.

Other Miscellaneous Revenues

Inflow 2017-18 Budget % of Budget
Fines/Penalties/Criminal Costs $242,212 $812,100 29.8%
Other Miscellaneous $1,172,324 $1,663,940 70.5%
Operating Transfers - In* $246,204 $1,100,000 22.4%
Total $1,660,741 $3,576,040 46.4%
2017 vs 2016
2017 YTD 2016 YTD Increase/Decrease

Fines/Penalties/Criminal Costs $242,212 $281,686 -14.0%
Other Miscellaneous $1,172,324 $443,346 164.4%

Operating Transfers - In* $246,204 $0 n/a
Total $1,660,741 $725,032 129.1%

*Transfers from Capital Improvements Fund to cover one-time software/hardware upgrade costs, as
outlined in adopted 2017-2018 budget.

General Fund - Expenditures

Outflow 2017-18 Budget % of Budget
Personnel $27,304,821 $73,906,319 36.9%
Maintenance & Operations $6,072,935 $16,583,540 36.6%
Capital $536,675 $216,608 247.8%
Interfund/Operating Transfers $2,597,936 $7,144,442 36.4%
Total $36,512,367 $97,850,909 37.3%
2017 vs 2016
2017 YTD 2016 YTD Increase/Decrease
Personnel $27,304,821 $25,573,541 6.8%
Maintenance & Operations $6,072,935 $5,595,100 8.5%
Capital $536,675 $163,859 227.5%
Interfund/Operating Transfers $2,597,936 $2,452,749 5.9%

Total $36,512,367 $33,785,250 8.1%
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as of September 30, 2017 —_
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2017-18

Inflow/Outflow % of Budget
Budget
Street Inflow $3,013,640 $7,262,417 41.5%
Outflow $2,146,903 $6,592,303 32.6%

Street Fund revenues include proceeds from the "Safe Streets & Sidewalks" levy that
was approved by voters in November 2016.

2017-18

Inflow/Outflow % of Budget

Budget
Inflow $1,982,372 $10,208,113

Outflow $1,087,576 $4,028,656 27.0%

Arterial Street

The Arterial Street Fund is funded through impact and mitigation fees. Spending
occurs through transfers to the Capital Improvement Fund for transportation projects.

2017-18
0,
Inflow/Outflow Budget Y% of Budget
Inflow $879,663 $86,000 1022.9%
Park Reserve Outflow $103,814 $0 n/a

Park Reserve spending occurs through transfers to the Capital Improvement Fund.

2017-18

0,
Inflow/Outflow Budget Y% of Budget

Inflow $14,618,134 $51,445,324 28.4%
Outflow $13,389,990 $52,912,586 25.3%

Capital Improvement

Capital Improvement Fund spending is in accordance with the Council-approved 2017-
2023 Capital Facilities Plan (CFP).
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2017-18

Funds Inflow/Outflow % of Budget
Budget

. » Inflow $498.750 $2.626.138  19.0%
Combined Utility Systems Outflow $498750  $3.390.283  14.7%
Water Inflow $4484.716  $10,732.439  41.8%
Outflow $4.419915  $13,306942  33.2%
Sewer Inflow $6.036,727  $15450181  39.1%
Outflow $5705477  $16,621,175  34.3%
Inflow $5075.822  $14.845505  34.2%
Storm & Surface Water Outflow $4.008431  $15574.088  25.7%
. Inflow $1,308.476 $3.734,782  35.0%
Equipment Rental Outflow $1,308.476 $3.734.777  35.0%
Inflow $1,159 521 $2913336  39.8%
Self-Insurance Outflow $978,721 $2.813334  34.8%
Inflow $896.398 $2353,.838  38.1%
Asset Replacement Outflow $718.071 $5.808416  12.4%

In October 2014, the City issued a combined utility revenue bond for $18,355,000.
Proceeds from the bond are designated for the following utility capital projects:
Penn Park Reservoir Improvements (W7)

Water:
Water:
Sewer:
Sewer:
Sewer:
Storm/Surface Water: Horse Creek Improvements (SW11)

Downtown Revitalization Utility Improvements — Water (W11)

Lift Stations #2 and #3 (S4 and S11)

Promontory Hillside Sewer Improvements (S8)

Downtown Revitalization Utility Improvements — Sewer (S9)

Funds will be transferred from the Combined Utility Systems Fund to the other three
utility funds on an as-needed basis to cover project expenditures.
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