To:  The Budget Committee and the Citizens of Forest GrovePRIVATE 

It is my pleasure as City Manager to submit the FY 2016-17 City of Forest Grove Proposed Budget to the City of Forest Grove Budget Committee for its review and consideration.  This budget retains the focus of prior budgets of maintaining Forest Grove as a full-service City while prudently proposing to add resources for additional services in limited areas that are sustainable for at least the next several years.  The Budget also targets City resources towards meeting City Council goals and objectives along with other community aspirations identified within the City Vision Statement.

Each year, the City Council adopts goals and objectives that aim to achieve various priorities and needs that have been identified as important to the community.  The goals adopted for FY 2016-17 are: 

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

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

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

Forest Grove’s population continues to grow and the resulting new housing and residences increase the pressure on City services.  The budgets for the last several years have been focused on being sustainable into the future and prudently adding services to address critical needs where possible while avoiding any serious financial pitfalls.  Additional proposed annual expenses to the General Fund Budget are added to the City’s five-year financial forecast to determine the effect of adding those expenses before the decision is made to propose these additional expenses.  

While most operating funds currently have healthy fund balances, increasing costs over the next few years, particularly cost increases for the City’s Defined Benefit Retirement Plan, will begin to put pressure on the fund balances over the next several years.  As discussed at the Informational Budget Committee Meeting on April 21, 2016, the increasing costs of funding changes to the actuarial assumptions of the City’s Defined Benefit Plan will be a challenge.  If the City implements all of the recommended actuarial changes, costs to the City’s Defined Benefit Plan would have increased by $1,223,000 in FY 2016-17 across all City funds that have personnel expenses. The City is proposing to implement the actuarial changes over a three-year period.  The total increase in costs to implement these actuarial changes in the Defined Benefit Plan in FY 2016-17 will be $527,897.   
The City has been prudent when adding new services to try to ensure that services can be maintained over the next several years.  Staff FTE is proposed to increase to 172.29 in FY 2016-17 from 169.95 FTE in FY 2015-16 for an additional 2.34 FTE or 1.4%.  These staff increases are spread over seven departments and 0.25 FTE is a temporary increase for interns in Engineering.  Of the remaining 2.09 FTE increase, 1.15 FTE is funded by new revenue (WCCLS) or reduced expenses (contracting and consulting), meaning less than 1 FTE requires additional funding. 
Overall Budget
The City’s total proposed budget is $98.25 million, which includes ending cash balances and contingencies, and compares to last year’s adopted budget of $95.66 million, for an increase of $2.59 million.  The difference is a combination of many items which will be explained throughout this budget message.
The City's total tax rate is $5.56 per $1,000 of taxable assessed value consisting of $3.96 for the City's permanent rate and $1.60 for the Local Option Levy passed by the voters in May 2012 which is due to expire in 2018.  The 2010 Refinanced General Obligation Bonds were paid off in the current fiscal year so no property taxes will be levied for debt service.  Forest Grove’s assessed value is projected to grow by 4.5% to a total of $1.499 billion for FY 2016-17 compared to the actual increase in assessed value of 5.3% in FY 2015-16. 
General Increases 
The City will be entering into labor negotiations with the International Brotherhood of Electrical Workers so salary and benefit adjustments for the employees covered by that union have yet to be determined. COLA and other salary adjustments for the other bargaining units and non-represented employees have been incorporated into the budget.  Human Resources is conducting a market study of non-represented employees so any salary adjustments that may be needed as a result of that study are not included in the Proposed Budget.
The General Fund’s share of the increased actuarial costs discussed above in FY 2016-17 is $294,326.  For the coming fiscal year and the second year of the implementation, the proposal is to use cash reserves to fund the increase.  In future years, cash reserves will be near the City’s minimum targeted reserves, so additional revenue or service reductions will be required to fund the increased retirement costs.  

Revised medical and dental rate changes will take effect on January 1, 2017 and are as follows: 1) Regence medical rates will increase by about 3.6%; 2) Delta Dental will increase by 6.25%; 3) Kaiser medical rates will increase by about 5.25%; and 4)Kaiser dental rates will increase by about 9%.  Property and liability insurance increases are as follows: 1) liability insurance is increasing by approximately 9%; 2) auto physical damage is not increasing; and property insurance is increasing by 2% with an adjustment in value for some facilities due to a reappraisal of replacement value by the insurance company.
Budget Format

This year’s Proposed Budget document has some format changes: 1) City demographic information has been added to the document; 2) basic budget process information has been added; 3) budget narratives have been replaced with budget highlights; and 4) the account information has been moved to the left side of the page to hopefully make the numbers easier to follow. 
General Fund

The FY 2016-17 Proposed Budget is designed to be sustainable over the next several fiscal years while at the same time increasing resources available in some departments to address increasing service demands.  The total proposed operating expenditures are $17,061,526 compared to the current year’s adopted operating expenditures of $16,398,619; an increase of $662,907 or 4.0%.  This amount is determined by removing non-operating transfers, contingencies and ending fund balances.  In fiscal year 2016-17, the proposed operating expenditures will exceed the proposed operating revenue by $160,548 resulting in a proposed small use of reserves due to the increased defined benefit plan contributions discussed earlier.  The beginning fund balance on July 1, 2016, is projected to be $6.06 million which is higher than original projections.  The projected ending balance on June 30, 2017, will be $5.89 million.  
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.  The increases in normal operating costs and the in defined benefit plan retirement costs over the next several years will cause the City to eventually need additional revenue to maintain services or service reductions will be needed.  Staff is again proposing a budget which continues to protect reserves over the next several fiscal years with the ultimate goal of maintaining at least 20% of operating expenditures as a minimum level of reserves and contingencies.  Current projections indicate that the General Fund’s projected reserves on June 30, 2020, will be at the minimum level of reserves assuming the assumptions used to prepare the forecast are valid.  This forecast does not include any additional services that may be needed as the population continues to grow.  
The departments’ narratives discuss significant changes to their operations and budgets.  For several departments, there are not any significant changes.  Some of the major changes are: 
Administrative Services is proposing increasing the 0.75 FTE Volunteer/HR Coordinator to full-time in the Administrative Services Department.  The position is currently full-time and split between Administrative Services (0.75 FTE) and the Library (0.25 FTE).  The additional 0.25 FTE would concentrate on HR tasks due to the increasing number and complexity of recruitments as well as complying with increasing Federal and State regulations.  The Library will retain the 0.25 FTE that it funds and add those duties to a position that it is proposing.  Staff is proposing to reduce the Senior Center funding from $35,000 to $20,000 after a review of the Senior Center’s budget request and staff analysis of the information. 
Library is to proposing to add FTE to certain positions based on additional funding to be received from the recently passed WCCLS levy.  Staff calculated the amount to be received over what the normal increase of WCCLS funding would have been and is proposing additional staffing since that funding will be ongoing.  The proposed staffing changes are: 1) changing the Youth Services Librarian from 0.75 FTE to full-time; 2) changing the 0.25 FTE Volunteer Coordinator to a 0.625 Library Associate’s position which will incorporate volunteer coordinator duties; and 3) changing a 0.375 FTE Intermittent Adult Services Librarian position that was funded in FY 2015-16 as a one-year position to a 0.60 FTE regular Adult Services Librarian position.  Adding this staffing will allow the Library to better provide programs and improve staff coverage during open hours. 
Park’s budget is proposing staffing changes related to the Parks Utility Worker who spends twenty percent of her time in the watershed performing watershed maintenance tasks paid for by the Water Fund.  The proposal would increase time spent in the watershed to fifty percent.  To replace the 0.50 FTE loss in the Parks Department due to this proposed change, a new 0.50 FTE Parks Utility Worker position is being proposed.  There is no additional cost to the Parks Department as a result of this proposed change.
Police’s budget contains good news with respect to WCCCA dispatch fees after the large increase of 32 percent in police dispatch fees in FY 2015-16 due to a revised formula implemented by WCCCA.  For FY 2016-17, police dispatch costs are increasing by $4,155 or 1.6% compared to the average increase for all police agencies of 4.5%.  Last year, staff told the Budget Committee that after last year’s large increases that the percent increase to Forest Grove should be less due to the new formula.   During the current fiscal year, the City Council approved a new police officer to be assigned to Tri-Met that is fully funded by Tri-Met.  This position is included in next year’s budget.  
Fire’s budget includes the continuing funding of the Fire Captain funded by the Fire SAFER Grant Fund to do fire volunteer coordination.  The grant for this position will expire on August 31, 2016, at which time the funding for the position is proposed to be transferred to the General Fund.  The Fire District will pay its proportionate share of the position.  
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 This Fund is fully funded by revenues generated by building permits fees.  The main highlight for this Fund is that an existing 0.50 FTE administrative position which is currently paid for by Planning, Building Permits, and Light & Power will be fully paid by the Building Permits Fund to match where the person is actually working.  
Light and Power Fund 
Personnel costs are increasing due to increased wage & benefits costs for health insurance and implementation of the increased costs for the City’s Defined Benefit Retirement Plan and a proposed increase in the Administrative Specialist from 0.50 FTE to 1.00 FTE.  This position will assume the one hour of work currently being performed by the Administrative Specialist who will be fully paid by the Building Permits Fund next year and will also perform increased administrative support duties for the Program Coordinator and planned increases in energy conservation activities.  
Materials and Services budget is increasing due to the reclassification of construction material expenses from Capital Outlay and an increase of $334,673 in projected power purchases.  Even though power purchases are projected to be less than budgeted in the current fiscal year, staff is basing the projected power purchases for FY 2016-17 on a normal winter and the BPA rate increase that was effective on October 1, 2015. 
Capital Outlay is declining due to the purchase of substation transformers in the current fiscal year.  The Proposed Budget includes funding for rebuilding the substations and installing the two transformers yet to be installed.  Also included is an estimate of $250,000 to relocate the City’s power lines at the corner of Highway 47 and Quince Street as part of that intersection project. Debt service payment of $398,778 is for principal and interest on the loan for the substation improvements.  
Sewer Fund   The budget reflects a proposed 3.0% sewer rate increase by Clean Water Services (CWS) effective July 1, 2016.  The City is proposing not to increase its sewer surcharge.  The budget includes $150,000 in funding for an updated sewer master plan.  No funds are budgeted for debt service as the City has finished paying the loan from Clean Water Services for the Old Town I&I project.
Water Fund   Staff will be proposing a 4.0% rate increase on a system-wide basis effective July 1, 2016 to allow the City to continue setting aside funds for capital projects and begin to fund the increase in defined benefit retirement costs for the Water Fund’s share of those increased costs. Net revenue from timber harvesting will continue to fund debt service requirements.  Staff will be working with the watershed consultant over the next year to analyze property needs on the watershed drainage basin as part of the Council’s goal to acquire property in the drainage basin as it becomes available.  

Personnel Services include a 0.50 FTE increase due to the transfer of time from the Parks Department to the Water Fund for the utility worker who will be performing watershed maintenance tasks.  Part of the funding for that position will come from reduced consultant time for watershed maintenance as those tasks are assumed by the City employee.  Professional services includes a carry-over of $200,000 for a proposed seismic vulnerability analysis of the City’s water treatment plant as this project has not been started. 

Proposed capital outlay for FY 2016-17 is lower due to the completion of the purchase of radio-read meters in the current fiscal year.  Projects for FY 2016-17 include installation of a waterline on David Hill Road and the purchase of an emergency water dispenser.  

Water SDC Fund  Projects for FY 2016-17 are: 1) installing an emergency intertie to the 72-inch transmission pipeline owned by the City of Hillsboro and TVWD to allow an alternative method of getting water from the JWC plant in the event something happens to the 24-inch transmission line from the JWC plant and to maintain water pressure in the 24th Street industrial area in the event of a major fire; and 2) replacing a 2-inch waterline on Oakcrest Drive with an 8-inch waterline. 
SWM Fund   For FY 2016-17, CWS will increase their monthly fee of $7.25 by $0.50 to $7.75.  The City retains 75% of this and passes 25% to CWS.  The City has an additional surcharge of $1.00 per month which is proposed to remain the same.
Street Fund
This budget includes an ADA City-wide Study for Improvements primarily related to sidewalk ramps at all City intersections which is carry-over from the current year budget but has been reduced from $80,000 to $45,000 as the City will use engineering student interns (0.25 FTE in Engineering) to perform the inventory of the sidewalk ramps.  Street overlays are budgeted to continue in FY 2016-17. 
Fire Equipment Replacement Fund   The ladder truck is proposed to be replaced in the FY 2016-17 which is several years earlier than planned due to maintenance issues with the vehicle.  The cost of the new ladder truck is $1,050,000 which is split equally between the City and the District after sale proceeds from the current ladder truck.  Staff has analyzed the replacement funds to ensure that future replacements of other apparatus can continue.  Some apparatus may need to be extended an additional year, but that frequently happens as each apparatus is evaluated instead of being replaced on a strict schedule.
Capital Projects Fund 
The following items are included in the Proposed Budget:  1) the kitchen replacement project at the Senior Center funded by a $325,000 CDBG grant; 2) $150,000 for the pre-design services on the new proposed police facility; and 3) the loan of $965,000 to the Urban Renewal Agency to pay for development fees on the Pacific and A Street Development.  The loan will be repaid over a ten-year period. 
CIP Excise Tax Fund   This fund accounts for the Capital Improvement Excise Tax on the utility bills.  90% of the revenue collected goes to public safety projects with the remaining portion going to general projects.  In FY 2016-17, $256,177 will be transferred to the Fire Equipment Replacement Fund and the Equipment Fund to pay for the purchase of fire apparatus and police vehicles.  If the City Council approves the use of body-worn cameras, the first year cost of the cameras is proposed to be paid from this Fund.  Funding is also proposed for replacements and improvements to the Community Auditorium’s aging sound system. 
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.  Projects planned for FY 2016-17 include: 1) continued replacement of the rooftop HVAC units on the Library; 2) LED lighting upgrade in the Community Auditorium; 3) completion of LED lighting in the rest of the Aquatic Center; 4) renovations to the Aquatic Center Spray Park; and 5) lighting improvements in the Library and Police parking lots. 

Information Systems Fund This budget includes funding to continue the implementation of the City-wide geographic information system (GIS).  The base GIS system will be installed by June 30, 2016.  Next year’s budget includes funding for a consultant to help administer the GIS and to continue to assist staff with improvements and enhancements to the system.  Staff does not feel the City is ready for an internal GIS administrator but the consulting dollars will allow the system to keep moving forward. Capital Outlay also includes funding to potentially implement a virtual-desktop system which will eventually replace desktop computers on employees’ desks with devices that will allow the City’s server system to perform the functions of existing desktops. 

Risk Management Fund Budgeted funds include carry-over of the funding for the replacement of the City’s accounting and human resources system.  The City has signed the contract and is beginning to plan the implementation of the new system with the vendor.

Conclusion In summary, adoption of the proposed budget for FY 2016-17 will allow the City to maintain and enhance the services that make Forest Grove a full-service City.  One of the key discussions the City is going to have over the next fiscal year is what does it mean to be a full-service City.  What are the community standards and expectation for “full-service” will be part of the discussion which will also include how do the costs of those expectations impact the budget and the City’s current ability to provide those services.   
I would like to close by expressing my appreciation to the Budget Committee, the City Council, all of the Department Directors and staff for their leadership in managing and guiding the use of  Forest Grove’s budget resources.  By looking five years into the future when examining budgets, we have been able to make decisions today that have allowed us to avoid financial difficulties in later years. Also, the City Council’s leadership in promoting measures to leverage financial opportunities from other agencies has helped the City to support a sustainable future for all of our departments and the important functions they provide. 
Finally, even though we are moving in the right direction, we strive to monitor City resources carefully. We continue to rely on an operating levy and we know that economic conditions can impact us greatly. Protecting adequate reserves and carefully evaluating any additional new services is critical given the uncertainties that may be ahead.
Jesse VanderZanden, City Manager
