To: The Budget Committee and the Citizens of Forest Grove

It is my pleasure to submit a balanced budget for FY 2013-14 to the City of Forest Grove
Budget Committee. This budget is focused on targeting City resources to accomplish
community goals and aspirations identified in the Vision Statement. The Vision
Statement acts as a guide for the City by helping to identify those qualities about Forest
Grove that we want to promote and protect, along with what actions we need to pursue
that will enhance the quality of life for the citizens of our community. Also, each year,
the City Council adopts goals and objectives that also aim to achieve various priorities
and needs that have been identified as important to the community. The goals adopted
for FY 2013-14 are:

e Promote Safe, Livable, and Sustainable Neighborhoods and a Prosperous
Dynamic Green City

e Promote a Prudent Financial Plan to Maintain Effective Service Levels of a
Full-Service City

e Promote the Interests and Needs of Forest Grove in Local, State, and
National Affairs

The City of Forest Grove is a full service City and this year’s budget focuses on
maintaining all services at their present level, with very few additions. As part of
preparation for the local option levy passed in 2012, the City conducted a survey to
better understand what citizens felt about the City, the service we provided, and about
supporting a levy. It was clear from this survey that people supported funding City
operations and are willing to pay additional resources to maintain our ability to perform
as a full service City. It was clear from the survey that citizens felt that they had to
tighten their belts and the City needed to do the same. Consequently, the City
submitted a levy to the voters that maintained services without adding a lot of new
staff. This levy passed and this year’s budget is the first one to include the $1.60 per
thousand rate adopted by the voters. The additional revenue has allowed the City to
maintain existing services. In keeping with our commitment to the voters, | am
proposing a budget that virtually maintains the existing level of service with very limited
additions in some areas.

How does the City keep up with growing demand without adding staff? | believe it is due
to the outstanding leadership of our City Council, our Department Heads and the
dedication of our existing staff. The Council and Department Heads leadership is an
important ingredient in helping the City to utilize its limited resources effectively so staff
can be more efficient in their work. Another critical ingredient in the City’s success has
been leveraging volunteers who help support paid staff efforts to keep up with this
growing demand. Our Volunteer Coordinator has helped recruit 52 individuals or
groups who are still active volunteers in the Parks and Library in addition to 167 who
volunteered for one-time projects in the Parks and Library. The Fire Department has a



strong volunteer program which is vital to the success of that department. The Police
Department continues to develop its reserve program.

Forest Grove is committed to remaining a full-service City. This comprehensive
approach to meeting community needs leads to numerous competing demands for
limited City resources. Public Safety is obviously one of the most critical areas of
importance and consequently 76% of our General Fund discretionary resources are
targeted for Police and Fire services. The only proposed increase to full-time staffing in
the General Fund is in the Police Department, where we are proposing to increase the
vacant Community Service Officer position from half time to full time to focus primarily
on code enforcement.

The balance of the General fund resources are being targeted towards funding other
City services that are fundamental elements of a full service city. Funding parks,
libraries, and aquatics are just some of the critical City services that also help assure
community livability and a vibrant economy. This budget continues to strategically
target City resources with a primary mission of maintaining services while continuing to
address long-term infrastructure needs which are critical to the long-term success of the
City.

Overall Budget

The City’s total proposed budget is $82.74 million, which includes ending cash balances
and contingencies, and compares to last year’s adopted budget of $77.09 million, for an
increase of $5.65 million. Increased reserves and rate increases in the City’s utility funds
account for $3.4 million of that increase. The increase in General Fund activity is $0.95
million of that increase. The remainder is from a combination of many Funds.

The City's total tax rate is estimated to be $5.97 per $1,000 of taxable assessed value.
This breaks down as follows: $3.96 for the City's permanent rate, $1.60 for the Local
Option Levy passed by the voters in May 2012, which is due to expire in 2018, and $0.41
for the 2010 Refinanced General Obligation Bonds. Forest Grove’s assessed value is
projected to grow by 0.1% to be $1.250 billion for FY 2013-14. The low increase in
assessed value is due to industrial values not expected to rebound and a large industrial
property tax appeal that City staff has excluded from next year’s estimated assessed
value.

The City has a policy that states City employee salaries to be within 5% of the market
median salary for comparable cities. Several employee groups meet that policy. For the
employees that do not meet that policy, this proposed budget begins to address the
salaries of the employees who are more than 5% below the market median. For several
employees, the process to get them within 5% of the market median will take several
years so the budget is not negatively impacted from correcting the issues immediately.



Medical and dental rates rate changes to take effect on January 1, 2014 are mixed.
Regence medical and Blue Cross dental rates will decline by about 0.15% while Kaiser
medical and dental rates will increase by about 10.2%. The contribution rate to the
City’s defined benefit retirement plan will increase by 1.3% to 21.9% of base full-time
wages. The City has implemented a defined contribution retirement plan for new
AFSCME and most new non-represented employees which has a maximum contribution
rate of 12%. Over time, this new plan should reduce the retirement costs for those
groups of employees.

General Fund

The total proposed operating expenditures are $14,522,809 compared to the current
year’s adopted operating expenditures of $13,845,384; an increase of $677,425 or 4.9%.
This amount is determined by removing non-operating transfers, contingencies and
ending fund balances. In fiscal year 2013-14, the proposed operating revenues will
exceed the proposed operating expenditures by $123,964. This excess, which was
expected in the first year of the increased levy, will be left in reserves for future years.
The projected reserve balance at July 1, 2013, is $3.90 million. The projected reserve
balance at June 30, 2014, will be $4.86 million with the increase due to the $830,000
transfer from the Risk Management Fund to pay back the General Fund for the Times
Litho purchase in December, 2012 and the planned excess of operating revenues over
operating expenditures.

Projections continue to indicate that maintaining a balanced budget, meaning ongoing
operating revenues fund ongoing operating costs, will be difficult without the use of
reserves in the coming fiscal years. Staff is again proposing a budget which continues to
protect reserves over the next several fiscal years with the ultimate goal of maintaining
16% of operating expenditures as a minimum level of reserves and contingencies. The
passage of the levy at $1.60 per thousand of assessed value will allow the City to stay
above minimum reserves through FY 2016-17 if current assumptions are accurate.

The City is beginning labor negotiations with the International Firefighters Association
(IFFA) so salary and benefit adjustments for union firefighter staff are yet to be
determined. COLA and other salary adjustments for the other three bargaining units
have been incorporated into the budget.

With the FY 2013-14 Proposed Budget designed to maintain current services, there are
some changes to proposed staffing in some departments in the General Fund. More
detail about each department can be found in the departments’ narratives. Some of the
changes are:

Administrative Services staffing is proposed to decrease by 0.45 FTE with the re-
allocation of an Administrative Specialist to the Municipal Court due the City assuming




the operations of the City of Cornelius Municipal Court. The funds to support the Forest
Grove Senior and Community Center remain unchanged from FY 2012-13.

Municipal Court’s budget is increasing by the staffing change discussed in
Administrative Services. The budget has been increased to reflect the increased activity
from incorporating the City of Cornelius Municipal Court activity into the Court.

Planning staffing is being reallocating due to actual time spent on work performed. The
Community Development Director’s allocation is reduced from 0.60 FTE to 0.50 FTE to
reflect the time being spent in Building Permits due the increase in permit activity. The
Senior Planner’s allocation is being increased to 1.00 FTE from 0.80 FTE with the allocation
of this person’s time to the Street Fund being reduced by the same amount due to the
Street Fund’s lack of resources to fund the position.

Police’s staffing is proposed to increase by increasing a Community Service Officer from
half-time to full-time. This position will focus primarily on code enforcement. Based on
the recent citizen survey completed by the City in coordination with the Public Safety
Advisory Commission, the majority of citizen’s feel very safe living in Forest Grove.
However there was definite concern about graffiti, code enforcement and traffic
enforcement. The additional hours added to the CSO position will allow the City to
become much more aggressive in addressing these concerns.

Funds are proposed to continue the replacement of the department’s portable radios.
Dispatch charges to WCCCA are budgeted to increase by $6,364 or a 3.4% increase from
the current year.

Fire’s budget in the General Fund includes no changes in staffing. However, staffing has
increased by 2.0 FTE in FY 2013-13 due to the receipt of two Fire SAFER Grants which will
be discussed in Other Funds below.

Dispatch charges to WCCCA are increasing by $14,741 or 9.8% for next year. WCCCA had
originally projected a 12% increase in these costs. Staff will continue to monitor dispatch
costs and future increases in those costs. WCCCA has put together a committee to review
how charges are allocated to the member agencies. The budget also includes funding for a
fire hydrant in the back parking lot of the fire station for training purposes, two video
laryngoscopes, an advanced life support training manikin, and a carbon monoxide monitor.

Aquatics’ budget will use underutilized part-time help dollars already budgeted to increase
the Administrative Specialist from 0.50 FTE to 0.75 FTE and hire evening desk help on two
nights a week when additional staffing is needed.

Park Department’s budget is proposing adding a 0.50 FTE Parks Utility Worker using
underutilized part-time help dollars and $12,000 in additional General Fund allocation.
Seasonal part-time help will remain at the same level. The City has added a number of




new parks (20% increase in acreage since FY 2002-03) and trails to its inventory and has
0.05 FTE less in staffing than it did in FY 2002-03. Similar to other departments in the
City, the Parks Department has experienced a large increase in demand for services
without any commensurate increase in staffing.

The Legislative and Executive, Library, and Engineering Departments have status quo
budgets when compared to last year, accounting only for inflationary changes and limited
additions to training in Legislative and Executive Department.

Other Funds Highlights for selected funds are presented below. More detail for all funds
can be found in the narrative for each fund.

Building Permits Fund Building activity is on a record pace with an expected 140
permits for new single-family homes projected to be issued in FY 2012-13. That level is
higher than the pre-recession activity when the City had two full-time building
inspectors and a full-time Building Official. The City eliminated one of the building
inspector positions during the recession. To handle the increased building activity which
is projected to continue for the next several years, the proposal is to add back the full-
time Building Inspector. Also, proposed is adding temporary clerical help for four
months next fiscal year to help process permits. After that time, Administrative Services
will review if Administrative Services staff might be able to back up in Building Permits
so ongoing staff does not need to hired.

This Fund is fully funded by revenues generated by building permits fees. The robust
building activity translates to higher operating revenues to fund the proposed staff
additions. Even with these proposed staff additions, proposed building permits revenue
is projected to exceed proposed expenditures in FY 2013-14 and the Building Permits
Fund is expected to increase its fund balance in FY 2013-14.

In addition, the City is exploring the potential of providing Building Inspection services
for the City of Cornelius. These discussions are just starting. The basic proposal is that
the City of Cornelius would retain responsibility for its program and would contract with
the City of Forest Grove to administer the program. The proposed budget does include
$50,000 in permit revenue from the City of Cornelius but none of the proposed
expenditures are dependent on any revenue from Cornelius. The additional workload
will be absorbed by the Forest Grove building staff.

Light and Power Fund The budget includes a rate increase of approximately 3% to cover
the costs of rate increases rates of 7% for purchased power and 13% for transmission costs
from the Bonneville Power Administration (BPA) which will take effect on October 1, 2013.

In FY 2011-12, the Light and Power Department discontinued the Apprentice Lineman
program in order to hire a temporary Systems Engineer to being work on updating the
City’s aging substations. Now that the plan for updating the substations is nearing



completion, the temporary Systems Engineer position will be eliminated within the next
three or four months. The Apprentice Lineman is proposed to be added back in FY 2013-14
so the City can prepare for future retirements with an employee who is familiar with our
system.

The Department’s system-wide master plan, which will address major needs in the
distribution network with a particular focus on substations, is nearing completion. A cost
of services and user rate study will be performed after the system-wide master plan is
completed. This study will identify how to fund the improvements to the system that the
master plan is anticipated to identify.

In the past year, the department has completed the remodel of its auditorium to a more
useful space to better meet the department’s needs. The design and purchase of a
substation transformer is included in the Capital Outlay budget. The Department also
plans on replacing a mower, and a double bucket truck, while the replacement of the
Chevy Manlift is carrying over from FY 12-13.

Sewer Fund The budget reflects a proposed 3.0% sewer rate increase by Clean Water
Services (CWS) effective July 1, 2013. The City is also proposing to increase its sewer
surcharge by 3.0% on July 1, 2012.

Sewer SDC Fund CWS establishes the system development charge (SDC) for sewer
capital project funding. The current fee of $4,665 per equivalent dwelling unit (EDU)
will increase to $4,800 as of July 1, 2013. This revenue is split between CWS (80%) and
the City (20%).

Water Fund The City completed a water rate review study in 2011. The study modified
the rate tiers for the residential class of customers and recommended a series of 8% rate
increases to allow the City to set aside funds for upcoming capital projects. Staff is
proposing an 8% rate increase on a system-wide basis effective July 1, 2013. For the
average residential water customer, this means a monthly rate increase of $2.31.

The rate increases have allowed the City to set aside funds for upcoming capital projects as
the Water Fund’s Fund Balance is proposed to increase by $512,000 in the coming fiscal
year. Net revenue from timber harvesting over debt service requirements has also helped
to increase the Fund Balance which will be used for future capital projects.

Some of the capital projects proposed for FY 2013-14 are: electrical system upgrades at
the Joint Water Commission (JWC) treatment plant in which Forest Grove has a 13.3%
ownership interest; the continued replacement of water meters with radio-read meters in
cooperation with the Light and Power Department, which is replacing electric meters at
the same time; and repairs at the City-owned water treatment plant and the raw water
supply line to that plant.



SWM Fund For FY 2013-14, CWS will increase their monthly fee of $5.75 by $0.50 to
$6.25. The City retains 75% of this and passes 25% to CWS. The City has an additional
surcharge of $S0.75 per month and intends to leave the surcharge unchanged in FY 2013-
14,

Street Fund Projects planned in FY 2013-14 are: 1) pedestrian crosswalks at the
intersection of David Hill Road & Thatcher Road and Gales Creek Highway and Forest Gale
Road; and 2) sidewalk along B Street near Harvey Clarke School as part of the Safe Routes
to School Project in cooperation with the Oregon Department of Transportation.

The Street Fund’s reserves have declined over recent years due to funding of the capital
program of the Street Fund. While operating revenue is adequate to fund operations, the
revenue is not adequate to continue to adequately overlay roads or do street
reconstruction or other capital projects. To help to continue to fund capital programs, staff
is proposing a street light maintenance fee of $1.50 per utility customer which will raise an
estimated $150,000. The Street Fund currently pays for the costs of operating the street
lights of about $150,000. Because the street light expense will be covered by this fee, the
gas tax revenue previously dedicated to the street lights can be redirected to the Street
capital program for street overlays, reconstruction, and other capital projects, as well as
bolstering the Street Fund Balance for future capital projects.

Fire SAFER Grant Fund This is a new Fund in FY 2013-14. The City has received
two grants from Department of Homeland Security for fire staffing. One grant is for a
four-year term, which commenced in September of 2012 and expires in September of
2016. This grant funds a Recruitment and Retention Volunteer Coordinator position, as
well as incidental supplies. The second grant is for a term of two years, which
commenced in February, 2013, and expires in February, 2015. This grant funds a Fire
Inspector position.

Fire EQquipment Replacement Fund The City and the Forest Grove Rural Fire District are
proposing to replace a water tender vehicle at cost of $345,000. This acquisition is a carry-
over from FY 2012-13. Staff has been reviewed the long-term financial status of this Fund
which is used to set aside funds to pay for the replacement of fire apparatus when the
equipment reached the end of its useful life. At the current rate of funding and the
increasing costs of fire apparatus, staff estimates this Fund will not be able to replace
apparatus as scheduled after FY 2019-20. The City’ practice over the last several decades
has been to accumulate funds so the City will be able to purchase fire apparatus on a pay-
as-you-go basis as it needs replaced. The City receives the funding through the Capital
Improvement Program Excise Tax on City utility bills. Staff estimates the City needs to
increase the Excise Tax by about $0.75 per month on residential bills to have adequate
funding for fire apparatus in future years. Staff will be proposing that the increase in Excise
Tax be phased in over a few years.




Risk Management Fund The funds that were set aside in this Fund to pay for any
judgment over the insurance limits that the City might ultimately have to pay will be
transferred out of this Fund now that the David Hill lawsuit has been settled for the
insurance limits. After a discussion with the City Council, $830,000 will be transferred to
the General Fund to pay it back for the purchase of the Times Litho property and
$1,600,000 will be transferred back to the Capital Projects Fund where the sale proceeds
from the Fernhill Wetlands were originally deposited.

Capital Projects Fund This Fund will have approximately $1,750,000 million in funds
remaining after the $1,600,000 is transferred from the Risk Management Fund. Those
funds are from the sale of the Fernhill Wetlands. There are no proposed projects for those
funds. If a proposed project is developed, the project will go the City Council for approval.
There are about $30,000 in funds remaining from other sources in this Fund that are
proposed to be spent on consulting for any potential projects that arise as part of the
Times Litho planning process. Future proceeds from any sale of the Times Litho property
will be placed into the Capital Projects Fund.

Facility Major Maintenance Fund This fund was established in FY 2010-11 to accumulate
funds for major maintenance on General Fund facilities which will be required in the near
future. As a carryover from FY 2012-13, space planning on the first floor of City Hall will be
conducted to determine if the layout can be improved to make existing staff more
effective. Improvements from this review, if any, may be funded from this Fund. Other
proposed projects include painting the remainder of the outside of the Aquatic Center,
finishing re-carpeting the second floor of City Hall, and HVAC upgrades at the Library and
Aquatic Center.

Conclusion In closing, City staff feels very positive about the proposed budget. It
maintains existing services, while making minor adjustments to help enhance service
delivery in key targeted areas. It also protects reserves in recognition of the fact that the
economy is subject to economic upswings and downturns that aren’t always predictable.

Staff understands that in 3 to 5 years, the City will face serious financial challenges. If we
carefully manage City resources, we can potentially avoid the proverbial fiscal cliff. A big
part of avoiding this kind of future will depend on continued efforts to find new resources,
resisting the temptation to spend reserves, and lastly, to be very careful not to add
positions and services we can’t afford to pay for.

By adding a Street Light fee, maintaining reserves and making only minor additions to
staffing, this budget demonstrates the prudence that we will need to follow in the future.

Michael J. Sykes, City Manager
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