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2007/2008 BUDGET MESSAGE

| Ci s
April 23, 2007 . ‘ o
p ~ Lincoln City

Budget Committee:

Enclosed is the 2007/2008 Proposed Budget. The purpose of this message is to place the proposal
in the context of the issues facing the City and highlight the major changes. Our government must
respond to changes inrevenue, growth, demand for services, community needs, problems, economy,
technology, etc. The instruments of change are many, including the policies of the City Council,
long range capital plans, day-to-day decisions of management, hiring practices, and perhaps most
important, the annual budget.

OVERVIEW

For the last six years, the General Fund has occupied most of our concermn and discussion, although
last year, more emphasis was placed on the Wastewater Fund, and the implications of funding the
new wastewater treatment plant. For six years, the General Fund has been operating under a
financial plan that was developed to overcome the impacts of property tax limitations resulting in
our largest revenue source not pacing inflation plus growth. The plan called for an initial reduction
* in our workforce, and an increase in the TRT and business oceupation tax. Subsequent moves
included the west side annexations, and increases in franchise fees. Overaﬂ; the plan called for
several years of building surplus, then ayear or two spending that surplus while new reveénue sources

were considered. The plan worked much better than expected for a lot of reasons. A few reasons
are:

- The statewide overhaul of the PERS retirement system, moderating health insurance;
- Great caution in adding personnel resources (until the current budget year);

- An overload on staff resulting in a delay in implementing some purchases;

- Annexations and franchise fees increase;

- Personnel vacancies in most depariments;

- Tncreased fees from development, and now more property tax.

That plan has worked most effectively, and we did what few governments can claim; we lived below
our means. As a result, the General Fund remains rock solid, at least in the short term. There now
appears to be some possibility that we can stay solvent without major cuts until critical

annexations occur, then, in the longer term, until Urban Renewal sunsets in 2014. This will
require that we:

Exercise considerable restraint with ongoeing expenditures (permanent staffing);

Adjust our fees to near cost;
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Have a high level of compliance with regard to the payment of fees and taxes;
~ Arrive at a fair compensation for serving non-taxable trust properties;

Don’t get any big surprises.

All of our other major funds are also fiscally rock solid though with some, our ability to make the
needed investments is severely compromised. These include: :

w The Wastewater Fund where the cost of the first phase plant improvements rose beyond our
expectations, and we have not yet bid the next phase;

w The Water Fund where we have an obligation to build an additional storage tank, and the
best location is very expensive; '

s The Street Fund where the resources are only sufficient to do basic majntenance, and no
major replacements, or increases in capacity.

There are some minor funds with funding issues, and those will be discussed later.

From an operations perspective, the proposal is incremental, and does not contain the level of change
we saw last year. Last year, we added personnel in various funds. This was necessary after five
years of not adding resources commensurate with our growth and demands for service. Last year it
caught up with us, and we added 7.5 FTE’s in various funds and departments. This was the single
largest staffing increase ever, but was overdue, and barely enough to meet the accumulated demands.

The proposed budget has some additional, though much more modest, increases in staffing.

GENERAL FUND

The General Fund pays for the Library, Recreation, Planning, Municipal Court, Finance,
Administration, most of Police and Dispatch, and a portion of City Attorney. Lincoln City is
unusual in that there are some major operations normally in the General Fund that we treat
differently. In most cities, the General Fund includes parks, streets, police, and dispatch. Because
a portion of the transient room tax is dedicated to these functions, they are in separate funds. While
this helps offset the impacts of visitors, it introduces constraints on how we manage oux resources.

The dedication of the TRT to various functions was done by voter approval, and is not subject to the
policy decisions implicit in the budget. There are no limitations on how we can spend the General
Fund resources for a public purpose. That means that the General Fund can support parks, streets
and police as much as you want, but the reverse is not true. Historically, we only support police and
dispatch from the General Fund, not streets, or parks, or for that matter City Hall.

This forced allocation of resources has generally not been a problem for us, except in times of cut
back. When that occurs, there are few places to cut. Planning operates under tight state mandates,
finance and administration are needed to keep us running, and that leaves the police department,
library, and recreation as the major areas that will be reduced in a shortfall. Fortunately, we no
longer face that problem, at least for a few years.
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GENERAL FUND REVENUES: The major resources are:

Miscellaneous
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The revenues for the General Fund reflect continued growth and somewhat less conservative
budgeting. An increase in many fees charged by the City is anticipated, particularly those for
development review. In the last few years, development has nearly overwhelmed our Planning
Department and little long range planning has been possible. This year, nearly all the expenses of the
department were directly attributable to development, yet only about 70% of that was recouped.
Certainly, we do not expect to recoup all of our expense, but we should be at 75% or 80%.

As a result of a workshop of the City Council and Planning Commission, it is clear that we need to
better control vacation rental dwellings operating in the residential zone by permit. If we do not, the
residential character of our neighborhoods will be lost. For this reason, I am proposing a half-time
VRD enforcement position to be partially funded by an increase of $50 for a new application, and a
new $100 annual permit fee. (The existing $100 fee goes for the business license.)

A continued unknown is the amount of development and building. We have had several years of
record development, and we assume that it can’t last. On one hand, the development potential
remains great. Aside from the 1,829 units of the Villages of Cascade Head, there are about 15
developments at one stage or another of approval, with a total of about 690 residential units. (See
appendix). On the other hand, history teaches us that no boom lasts.

I do not believe we understand the regional, national, and local market forces enough to predict how
much development will occur. Our projection is, therefore, a best guess, and is about 80% of current
level, or about what we had in 2003-04, the first year of our “boom.”

GENERAL FUND EXPENDITURES (page 5-7) The allocation of those resources 1o various
departments, divisions, and other funds is one of the major policy issues inherent in the budget. Here
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is how we propose to allocate our expenditures in the General Fund.
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Many departments have offsetting revenues like recreation and planning fees. These decrease the net
cost to the General Fund. Also, several departments perform services to the benefit of other funds
(administration, finance, City attorney, and non departmental). These expenses are paid for by
transfers from the other funds, and are treated as General Fund revenues. The following is the same

“graph of General Fund expenses, less direct revenue, and estimated transfers.
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This graph is the best available approximation of the true netcost to the General Fund of each of these
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services and functions'.

~ Tohelpyou better understand the functions of various operational divisions, the appendix includes
a brief summary of each. Following is a discussion of the major funds, departments, and divisions.

CITY COUNCIL, (page 8). There are no major changes here and the only major variable is the
amount of training council members can carve out oftheir busy schedules. The current budget funded
a second resident survey, but other priorities have intervened. Tam proposing that we now do it this
£all out of the new budget. Our last survey was done three years ago, and I believe demonstrates our
capacity to get meaningful input from the residents on a variety of issues. The questions would
explore issues not previously explored. The total cost exclusive of staff time is about $4,000 for
printing and postage.

ADMINISTRATION (page9) The Admini stration includes Human Resources, City Management,
City Recorder, and the majority of the receptionist. There are no staffing changes anticipated. The
recent addition of the receptionist is vastly improving the City’s ability to respond to the public, and
has added efficiency to City Hall. This position is currently handling more than 500 phone calls and
“walk-in’s” per week. Citizens are getting the help they expect and need.

Travel and training are significant. Three full-time. positions in this office (City Manager, City
Recorder, and Human Resources Director) have the need to stay current, and fulfill professional
requirements. The General Fund is reimbursed by the other funds for the time spent by these
employees (through an interfund transfer)

The current budget contemplated an expenditure of about $40,000 for a computerized records system
- split between various funds and departments. Numerous and sizable records requests have
hammered our City Recorder, and while they help demonstrate the need for this system, the extra time
spent made it impossible to complete a purchase and installation. Instead, we used $1 5,000 of the
appropriation to purchase application software for Human Resources. This year, we will fill about
forty full, part-time and seasonal positions, and had about 700 applications. Eachapplication requires
us to generate an acknowledgment letter advising them on their status for the position. All applicants
receive at least one letter; some receive up to four letters. The software will greatly streamline this
process. It also can flag applicants who have applied previously and applicants who have already
been rejected. The software will allow applicants to apply on-line and allow Human Resources to
generate Tesponses electronically rather than by mail. It also provides for easier tracking of the status
of each candidate.

We still need the records software and are now requesting an appropriation of $50,000 and again split
between the various funds and departments (with $10,000 in this department). Modern systems are
now available that will permit us to scan and electronically store documents and provide full text
search capability (of a scanned document). This advanced technology may be our only answer 10
efficiently manage the very large volume of City records. Some of these systems also allow for easy,
on-line, public accessibility of documents.

_ 1 Most fee revenue could be directly allocated, though some assumptions had to be made. For .
" this graph, court fines offset police expenditures, while court costs offset court operation. The allocation
of transfers had to be estimated as we do not calculate them separately by department. Transfers to the
General Fund are based on a formula several years old, which needs to be updated.
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FINANCE (Page 10) This department funds both the finance function, and the information
technology division. Other funds reimburse the General Fund for their proportionate share. No major
- budgetary changes in this department are planned.

LIBRARY (page 12) No major budgetary changes in this department. The budget reflects an
increased investment intechnology with both replacements, and $7,000 to accommodate the purchase
of a self check out station for patrons to use. This costumer friendly counter top model is a one-time
purchase that would lessen the pressure on the front desk. Customers will still have the option of
utilizing the traditional check out process.

MUNICIPAL COURT (page 13) We anticipate the addition of one monthly night court in addition
to the two daytime sessions.

CITY ATTORNEY (page 14) No major changes are anticipated. We-do hope to continue to retain
the occasional services of Chris Thomas, former City Attorney, for issues relating to the annexation
and tribal relations. A new item this year is a “reverse codification” of our land use code.
Anticipating that we will be granting a number of Measure 17 claims without specific development
proposals, it has not been possible, with our staffing, to research all of the possible development
scenarios. That means that someday, when development plans are submitted, it will be necessary to
know what land use code applies. Rather than rescarch each of these separately, the plan is to
generate a separate land use code for each year, back to 1984, perhaps longer. This will be aresource
prepared for the exclusive use of the City Attorney.

PLANNING/COMMUNITY DEVELOPMENT (page 15-16) Staffing a department that has great
variation in the workload from year to year is a challenge that is extremely difficult to meet. The most
 cost effective plan is to vary the concentration of the department between development and planning
depending on the work load. Record development occurred in 2005 and 2006, and 2007 is following
the trend. This year, we had Measure 37 claims, and a surge in'the number of VRD permit
applications. Our Planning Department is having a difficult time keeping up with development, and
has very little time for general planning. This is due partly to staff turnover, and the lack of time to
build in greater efficiencies. Mostly, it is due to the volume as this graph shows.

New Building Value
By Year

Millions
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Because of the amount of training required, it is difficult to respond to peak demand with temporary
employees. Contractors have most of the skills, but tend to be very expensive. Assuming that
development activity continues at or near the record pace, we are at a time where we simply must
respond to both the current activity and the potential. The appendix page 10 shows the current
development projects in various stages of approval. The actual amounts of building will depend more
on interest rates than on number of projects. With or without the building, the subdivision, zoning,
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or PUD process requires a considerable effort from staff. The budget contemplates several changes:
_ continuation of the 3/4 time clerical position, likely working full-time most of the year;
- addition of a clerical position;

. addition of a half-time VRD permit specialist.

The two clerical positions are not intended to be permanent, and one would be eliminated when
development fallstoa predetermined level. This is a concept somewhat foreign to govermment but

it is achievable. Of course it makes it more difficult to hire an employee with such uncertainty.

The VRD permit specialist is intended to be a long-term position, though over time, the emphasis may
change from VRDs to zoning enforcement. While the Police Department staff “Code Enforcement,”
zoning enforcement, while overlapping, is a separate concentration. At least for the first year, this
VRD specialist would be concentrating on seeing that VRDs operating in residential areas are
permitted, and in conformance with the conditions. This position presumes Some major changes in
the ordinance to permit enforcement. Without those changes, an effective enforcement program 18
not possible. With the position, and a new enforcement ordinance, we can have a reasonable
program, though some VRD conditions will always be extremely difficult to enforce.

I have laid out a general plan for staffing this department, but some latitude will be needed to tailor

the department to current needs and the availability of personnel. For example, depending on the
workload, it may be possible to combine the VRD enforcement with an additional clerical position.

RECRYEATION (Page 17) This division operates the Community Center, offers special recreation
programs, including the after schoo! program at OceanLake Elementary. Obviously, the Community
Center is the flagship of the department. In the 2001-02 budget, in spite of being aJayoff year, we
proposed a substantial investment in the Community Center from Urban Renewal and SDC funding.
At that time, the Community Center was really only an aquatics and senior center. Both are notorious
for lack of revenue, and aquatics are quite expensive. (Because of this, few community centers even
have apool.) The General Fund subsidy was growing, withno obvious end in sight, and no easy cure.

In order to stabilize or decrease the General Fund subsidy, we needed better and more facilities,
particularly fitness. It finally happened, tevenue increased substantially, and the subsidy is less today
than five years ago. Attendance at the Center has been growing, and there is plenty of room for more.

2002-03 2003-04 2004-05 2005-06 2608-07 2007-08

Actual Actual Actual Actual Estimated Proposed

Total Budget 620,844 664,114 754,939 842,453 862,364 983,588
TRT 79,403 105,187 423,162 130,088 134,280 138,200
Capital 7.138 77,763 38,936 85,575 50,000 93,000
Operating Cost 534,303 481,164 592,841 626,790 678,074 751,489
Revenues 171,614 156,739 259,878 336,921 369,425 423,385
General Fund 362,689 324,425 332,963 289,869 308,649 328,104
Subsidy

General Fund 87.9% 67.4% 56.2% 46.2% A5.5% 43.7%
Subsidy

%of revenues 32.0% 33.0% 44.0% 54 0% 54.0% 56.0%
covering cost :
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We anticipate a modest rate increase to pace inflation, and some growth in memberships and
attendance. We believe our projections are conservative, and our goal is to increase revenue though
memberships and attendance more than projected. To do that, we need a more aggressive approach.
‘The department will be reorganized with an upgraded center director charged with maximizing the
potential to the City and the community.

There is a large increase to the After School Program budget; this is due to the program becoming part
of the USDA’s Children and Adult Care Food Program. The program expense increases by $14,800
(cost for meals), while the revenues increase $15,200 (reimbursement from the USDA).

VEHICLE MAINTENANCE (page 18 ) This department provides service, maintenance and repair
on all City vehicles, and most heavy equipment. No major changes are anticipated.

GENERAL FUND OPERATIONS (Page 19-20) This “division” pays for a fot that simply does
not fit elsewhere, or where atlocation of each expenditure to the departments would be costly. The
portion of expenditures attributable to other funds is covered by a transfer from that fund, to the
General Fund. This “division” pays for:

Telephone Main computer systems and software licenses

Fireworks Information technology (email, internet, etc.)
GIS (General Fund portion) Animal control contact with the County;
Emergency preparedness Contributions to outside agencies

Insurance Auditing

Ete.

Most of these are self explanatory, and do not show much change. A few items need to be
highlighted.

The emergency preparedness includes $20,000 in the current year and $25,000 in the proposed
budget for a “reverse 911" system. (Since the installation is expected in June-July, the exact
distribution is impossible to predict. This is a good time to mention that throughout the budget,
expenditures are “booked” when the good or service is received, not when the commitment is made.)
This system will substantially increase our ability to notify citizens and businesses of an emergency
such as a tsunami, missing child, hazardous spill, and many more useful purposes.

The educational partnership with the Lincoln County School District was an innovative program the
Council used to help shore up a failing educational system. Changes in the District have made that
program redundant, and the $15,000 annual payment is 5o longer in the budget. Instead, it is proposed
that we allocate that amount to the Council’s goal to move the City and the community to a more
sustainable footing. Of the $15,000,1 recommend that half be spent to promote the Lincoln County
Transit District in-City bus route scheduled to begin in July. The program has the potential to both
advance our goal of sustainability, and the quality of life for many. The $7,500 would be used for
signs, promotion, shelters, etc. This program must be made to work in the first year if it is to remain
in operation. The other half of the appropriation would be available for matching grants, feasibility
studies, etc. This $15,000 is by no means meant to limit our effort to implement Council’s
sustainability goal. Many changes and programs are possible without additional expense.

The GIS (Geographic Information System) expenses are here as well as other funds (sireets, water,
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wastewater, and urban renewal).

~ Auditing has increased significantly for several reasons. First, over the years, the scope of municipal
“yudits has changed, and no longer includes the tevel of internal control that it used to. Larger cities
often have a staff auditor for this purpose. Srnaller cities don’t, and there is a gap. Iam asking for
$10,000 to expand the cost of our audit to include more internal control, 1.e. fixed assets, purchasing,
cash receipts, etc.

Secondly, would be an appropriation of $5,000 for a review of the North Lincoln Sanitary franchise.
We grant an exclusive franchise to one company, and the rates are a function of their cost plus profit.
I believe it is our obligation to insure that the numbers we get are accurate, and the rates reasonable.

The third additional audit expense is $5,000 for assistance with the new accounting requirements of
G.A.S.B. 34. We believe this is a one-time expenditure.

This “department” contains the appropriation to outside agencies that serve our community with a
wide variety of services. While nota major expenditure, it is an extremely important one. The list
of requests is in section eight of this budget book, a sumimary on page 21. Staff does not make a
recommendation of which agencies should be funded, or how much. I do suggest that the questions
before you are: : '

- how important is the service to Lincoln City? |
- how many residents of the City are served (how much of the funding stays here?)

- how much leverage can the agency obtain thorough our funding (e.g. grants)

PUBLIC SAFETY -POLICE & DISPATCH

POLICE (page 26-27) In the current budget year, two positions were added (patrol and lieutenant).
Due to new positions as well as attrition, the department has not yet reached full strength. Hopefully,
hat will be achieved prior to the new budget year. Fven if it does, keeping a department of this size
at full strength will be a never ending challenge. Our current authorized strength is 26.5 in police,
8 in dispatch. Let’s do some math here. A normal attrition rate due to all causes would be in the
range of 8-12%. If we assume 10%, we will lose nearly three employees a year. 1f we are able to hire
a trained, Oregon certified officer, the time between notice and the officer working independently
would be about three months. If we can’t hire a certified officer, time for recruiting, screening,
academy, field training is in excess of nine months. If we had an attrition rate of 10%, and hired half
certified, half green, we would, on the average be down about 1.35 officers throughout the year. It
we wait until we hear of an officer leaving, or wait until we know that a brand new officer will make
the grade, it is a given we will rarely be at full staff. During this time, overtime will increase. The
alternative is to hire in advance of such knowledge, and risk the possibility that no attrition will occur.
There is no easy answer. Our proposal is to add Y2 FTE to the budget, and go through the hiring
process in advance of notice to cover the periods where we might be one officer up. This could last
for an entire budget year, though that is highly unlikely. Ifit did, we would be one half officer over
budget.
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Aside from personnel, the budget is pretty much routine. We are budgeting to replace two patrol -
vehicles, which we need to do every year based on current mileage driven. The new radio repeater
_equipment 1S installed, and fully functional, and adds a higher level of reliability as well as better

" adio coverage. We anticipate installing the old repeater at City Hall for additional redundancy.
Other capital expenditures include replacement computers, 3 defibrillators, 3 radar units, 4 digital in-
car cameras, and a ballistic shield.

Additional funding has been added to building maintenance. In addition, instead of using contract
services to clean the building, we are converting to a City employee. Sixteen hours per week will be
added to the half-time maintenance employee assigned to the Community Center. This will cost
more, but will double the service level. This building gets too much hard use to do anything less.
The budget also includes $33,000 to remodel a portion of the omd f 501 to create locker rooms, areport
writing area, paint and carpet. While our department is growing, we expect the building to be
adequate for five or more years, and some modest investments are needed.

DISPATCH (page 28-29) The current budget absorbed over $100,000 to replace the computer system
used to manage the radios, phone calls, sirens, ete. This has improved performance, and reliability.

It underscores the kind of investment that will be needed in an attempt to pace technology.

The budget proposes the addition of a half-time dispatcher. This position would be used to help
curtail excess overtime. When a vacancy 0CCurs, the plan would be to use the employee to fill the
vacancy. Like police, the time t0 hire and train a dispatcher is significant.

The City must continue to examine alternatives to having our own 911/dispatch. The current budget
is $670,000. This will continue to increase faster than ‘nflation and faster than revenue.
“Consolidated dispatch on terms we can live with makes a great deal of sense, and has been deployed
all over the country with excellent results. The best approach inmy opinionisa9l 1/dispatch district
serving the entire County with state-of-the-art technology, and supported by a dedicated voter
approved tax. Not only would this relieve us of a significant amount of the burden, if properly
organized and managed, services would improve. A single center would improve interagency
communications which bave shown to be inadequate in recent disasters. I believe it can happen in
the next few years. If it does, there will be many issues to resolve, and the cost savings would
certainly not equal 100%, but would be significant, and would all but guarantee that in the coming
downturn, we would not need to reduce the police force, and perhaps allow us to strengthen it more.

GENERAL FUND_ENDING BALANCE (Page4) While this item may seemm out of sequence
as Police and Dispatch are in a separate fund, they are the largest department dependent on the
General Fund. We are carrying a large balance, and a great deal of it is surplus. That is the essence
of the financial plan under which we have been working. We built surplus for several years, than
spent it while deciding on new revente sources, or service cuts. That plan is working better than
anticipated, and the reasons are Jisted at the beginning of this message.

If you monitor the trend in the ending fund balance, you will feel our financial pulse, which like ones
own heartbeat, is one indicator of health.

. The “ending fund balance” is cash/investments, less short-term payables, and short-term receivables.
In governmental “fund” accounting, we don’t use depreciation (and for that reason, long-range plans
for replacements are critical, and are a superior tool).
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The fund balance at the end of a year equals the beginning fund balance, plus revenue, fess expenses.
A minimum fund balance for the General Fund in my opinion is about $1 200,000, We treat this as
the “unappropriated or ending fund balance” that is set aside under ORS 294.371 to provide funds
~ between July 1 and the time when enough new revenues are on hand to meet the cash flow needs of
the fund. The alternative would be that we would need to borrow money from another fund, or
outside to meet payroll and accounts payable. This unappropriated fund balance can be appropriated
in a serious emergency. The remainder of the ending balance is “surplus™ and is appropriated as a
contingency, though it should not be spent without understanding the serious consequences - probable
services cuts in the future!

The following graph demonstrates how we have built surplus under our financial plan.
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Please note that we generally budget conservatively, and in most years have more actual revenue, and
less actual expenses than budgeted, but that is no guarantee of a repeat. In the current budget, we
anticipated spending about $290,000 more than current revenues; we now expect to finish the year
slightly in the black. In addition to the reason our plan is working better than anticipated, which are
outlined on page one of this message, we did not fully implement the staffing changes that were
budgeted. This is an important point which I need to amplify.

In almost all cases, we budget new staff for an entire year, so you can see the true impact of those
changes. In most cases, we know the additional staff will not be added July 1. We could therefore
budget a partial year and the budget impact would be much less. But that would mislead you for the
following year, and the long-term.

The proposed budget shows expenditures exceeding revenues by about $160,000. That may be
moderated by position vacancies, and development fees. Inote that except for development fees, we
are generally budgeting a little less conservatively for revenues than in the past. Development fees
are anyone’s guess.

In sumimary, our General Fund balance is adequate for both cash flow, and to carry us through several
years where expenditures exceed current revenues.

SQUARE FUND

_LINCOLN

(Pages 22-23) - Lincoln Square is the City Hall/Library/VCB, and the Price and Pride complex. 1
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believe it stands as a tribute to those visionaries from the early 1990's. The complex was purchased
in 1992, with Price and Pride in place, and the City Hall opened for business in 1 693, The acquisition
and remodeling was financed with a $3,350,000 bond issue that will be paid off by the end of 2009.
"~ The facility has provided more than adequate space for the Library, City Hall, the VCB, and Career
“Tech. Even with the addition of the culinary school, ample space exists for the City’s future
expansion needs. The rent paid by Price and Pride helps a lot to operate the building. Other tenants
are Career Tech that pays about a third of the market rate, the Salmon Drift Creek Watershed Council,
and Oregon State Employment. The facility is central, has public bus service, is connected with fiber
optic cable to the Police Department, and the Charter head end. The facility offers a great deal'to this
community, and there remains more potential. :

For years, the General Fund got a free ride in Lincoln Square, and did not contribute to the
maintenance and upkeep. But Lincoln Square gets more and more use each year, and it is an aging
facility requiring more maintenance. Our needs are piling up, and include carpeting throughout, and
aging elevators making over 1,000 trips per day. Wehave made some progress with a new roof, and
the replacement of a number of the rooftop HVAC units. We have much more that needs done.
Beginning in the current budget year, the General Fund is now supporting Lincoln Square. The
proposed budget calls for a $30,000 transfer. 1believe this is roughly the amount of transfer that we
will need to commit annually. Tt is too early to predict what will need attention the most, and over
time, it would be prudent to build a contingency. ‘

GOVERNMENT ACCESS TV

(Page 32) The current budget atlocated $75,000 to replace our video system.. Other priorities
intervened, and we have not yet been able to bid the replacement. We are asking to re-budget the
funds. The equipment is ageing, beginning to fail, and extremely labor intensive as far as scheduling
and playback. The quality of the signal is not good, while the world is switching to higher quality
viewing. We can overhaul the system piecemeal, or do it more efficiently in big bites. This will
improve quality, and make it much easier to air materials, and do so reliably. Tt will add the backbone
we need to air our programing via streaming video on the internet, though some additional mvestment
would be needed.

We have all but discontinued airing educational materials and other government programing due to
the difficulty of scheduling playback. The new system will permit us to utilize Channel 4 Lincoln
City a great deal more; it is a significant and underutilized asset.

VISIOR & CONVENTION BUREAU FUND

(Page 38-40) 1 typically give you more information on this fund than is budget size would dictate.
Tt is not because I believe it is more important, but because the bulk of the expenditure is
discretionary, and because the choices we make can have such a large long-range impact on our
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economy. In this message, I want to pass along staff's vision of where we are headed.

Residents have decided, through allocation of transient room tax (see page 36) that we will spend
approximately $800,000 dollars on tourism development. Our job is to spend that money most
effectively to maximize the public and private investment in tourism, to encourage visitors to view
Lincoln City as a destination, and to encourage longer stays - all with an emphasis on reducing
seasonal fluctuations in tourism-related businesses.

Lincoln City is heavily dependent upon tourism for its economic survival. - As financial demands
increase, the demand for tourism dollars necessarily increases, while the competition from
neighboring communities also increases. Increasing the number of tourists to this area is not
necessarily desirable. Increasing the number who stay longer, have more disposable income, visitin
the shoulder and off seasons, and spend more money would be of greater benefit to the general health
of the workforce and non-working residents. A large portion of the market share that fits that
description currently is “empty nesters” (or about to be), who want quality products, the opportunity
for hands-on vacations (learning vacations), a chance {0 enjoy a new experience, and sufficient
attractions to make a multi-day stay worthwhile.

The foundation for what the market wants lies in the creation of tourism product that gives Lincoln
City a better image and a stronger magnet. You can only walk on the beach so much, and all our
neighbors have beaches too. To address the issue of quality products, hands-on experiences and new
experiences, we created the Glass Studio in 2005 and now the Culinary Center in 2007. The Glass
Stadio has been an outstanding success, demonstrating regularly that folks stay an extra day or two
beyond their original plans just to have the opportunity o experience it, and it’s an opportunity to be
enjoyed when the weather outside is frightful. The Culinary Center already shows signs of
_accomplishing similar results. The conversion of the Community Center from an aquatics/senior
center to a recreation center was paid for partially by Urban Renewal funds in order to strengthen the
visitor economy.

More attractions will need to be created in future years, but right now we need to maximize the
existing potential. Asa result, our dollars are better spent on additional staff to develop them and
work their publicity potential to its fullest than on purchased media advertising, which is largely
ignored by the public. The development of existing products provides the means to pursue substantial
free editorial press and other public relations material.

As I mentioned in the last few years, the VCB operates a nice visitor center ina poor location, and
achange is imperative. Visibility is poor, parking is difficult, and I doubt there is much of a symbiotic
relationship between Price and Pride and the visitor center. This location is so poor that I believe we
should not go through another year without implémenting another arrangement.

We issued requests for proposals for a partner, and have had several discussions with the Chamber
about expanding their operation. While expensive for the City, this remains a possibility. Other
possibilities and other partnerships are still possible. We are budgeting $37,000 to advance a
partnership. About half of this would be a one-time start up cost, the other half an annual payment.

Once our information center is relocated, or closed, the VCB should move out ofthe existing quarters.
The information center is prime commercial space and should be rented to a tenant compatible with
Price and Pride. The office space should be dedicated to other governmental agencies and non-profit
groups. The Salmon Drift Creek Watershed Council could move there and there would still be ample
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room for other groups. Combined with State Employment, that area of Lincoln Square would be a
community asset with separate access and security. Rental of the existing information center should
et the City something on the order of $12,000 annually, in addition to what we might get for the
office space. While this funding will go to Lincoln Square not the VCB, it should be considered as
part of the overall equation.

Sooner or later, we will run out of space on the 3 floor of City Hall, particularly for Public Works
and Planning. It makes no sense to move the VCB there only to move them or another department
in a year or two when we run out of space for one of these departments. The proposal is to move the
VOB to the 4™ floor adjacent to the Culinary Center. The center is more than just a school, and to
achieve maximum use and exposure, the ongoing presence of the VCB is required. We budgeted
$68,000 for remodeling to accommodate the VOB offices. In addition to the benefit for the Culinary
Center, the success of our VB is dependent on contacts with travel writers, conference planners,
familiarization tours, etc. Offices adjacent to the culinary center would be a much more inviting
venue and enhance the City’s image.

Part of the expenditures of the VCB will be offset by revenues generated from the Culinary Center,
and the Glass Studio which soon will be generating $11,000+ annually.

ATER FUNDS

There are actually five separate water funds but for simplicity, we have combined them into three in

- your budget book and into two for this discussion. Al these funds are interdependent and to some
extent, interconnected. In the short-term (1-4 years) we have some critical needs that may niot be met
on the timetable we would prefer. Inthe mid-term (5-15) years we will be pretty solid, and meet most
of our needs. In the very long-term, it is anybody’s guess until we figure out our source of water 15-
20 years out.

WATER OPERATIONS (pages 54-56) A 4% increase in user rates is proposed. Lastyear, we had
a 7% increase to cover monthly billing and many other needs. While water is separate from sewer,
both charges are on one bill, and from a user point of view, virtually one charge. For this reason, and
in view ofthe ongoing 10% per year sewer increases, we are making a serious effort to keep the water
rates down, and postpone some needs.

For that last three years, development has heavily impacted our water distribution division through
locates and new water service connections. More than half of the water distribution division’s efforts
have been to service new development. With4.5 FTE’s in the division, that means about 2.5 or more '
were devoted to new development. Until recently, we installed water connections for new
development at a fraction of the cost, though that has now been seriously adjusted.

While new development adds to the customer base, economy of scale, and system development
charges, it does result in many maintenance items being partially deferred. That will continue to some
extent until development tapers off, or we add staff. Ibelieve it is premature to add additional staff,
though we gained some ground with the contracted meter reading service.

We have included sufficient funding for a water rate study. That funding was in the current budget,
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but the study was delayed at the recommendation of the consultant so that we can take advantage of
the monthly utility billing information now being generated. We anticipate the study to be initiated
this fall.

WATER CAPITAL (pages 57-59) Water Capital has four funds, general capital, SDC
reimbursement/replacement, SDC improvement, and Drift Creek. There are restrictions on all of
these except general capital. For simplicity purposes in the budget, we have combined all the water
capital funds except Drift Creek.

What is driving this budget, and our water capital planning for the next few years is the Drift Creek
project and the addition of a new ireated water storage reservoir. It is all but certain that we will
complete the Drift Creek project in the coming budget year. We will issue $4,000,000 in general
obligation bonds to be paid for by water revenues. Our best estimate today is that the project along
with the water rights purchase will cost between $3.5 and $4.0 million in addition to the legal and
engineering monies already spent. If the additional cost is less than $4.0 million, we can be
reimbursed that amount from the bond issue, and the funds can be allocated to the water tank.

The water reservoir is both an existing need, and a mandate from Oregon Water Resources. Under
our Drift Creek “fish” settlement agreements’, we are obligated to build the reservoir by January 1,
2008. We have had our consultant (CH2M Hill) complete an analysis of the best location for this tank
to maximize its benefit. (Council will be receiving a briefing shortly on the reservoir site selection
and fiscal issues) The location selected will increase the cost about $1.0 million above previous
estimates, and dictates that we request an extension from water resources. In addition, we do not now
have adequate funding for the tank. The estimated cost is about $3.5 million. Inorderto accumulate
sufficient funding, we must delay one ormore projects of a critical need. The most critical delay will
~ beofthe main south of the Schooner Creek Bridge. This mainis on the west side of the highway in
an unstable area, and is the only water main providing service to Cutler City. The estimated cost is
about $450,000. If the main breaks ata critical location, or if a landslide takes out a portion, we will
have a serious problem. In order to mitigate the problem, we will proceed to design and have
construction plans and specifications ready to bid. In a dire emergency, W€ could find interim
financing.

Another important, but not yet critical need is the Schooner Creek main. This main is about 9,000
feet long, and used to deliver raw water to the plant. Some time ago it was converted to a treated
water main, and there are a number of customers at the upper reaches. Itisan old, rusted steel main
that would still be serviceable as a raw water delivery system, but not for pressurized treated water.
The known leakage on the main is over % million gallons per year, OI overall 1% of all the water we
produce. The costofa replacement as a normal water main would be about $675,000, though with
the few customers, a domestic supply line without fire protection would be adequate, perhaps
$250,000. There may be other alternatives, the most promising would be to convert it back to raw
water, with the customers providing individual treatment. Slip lining the main with a small domestic
service line would be perhaps $100,000 but would remove the potential to use this main for raw water
delivery. It should be protected as an alternate delivery system.

2 While the mandate for the construction of additional treated water storage was done as a result
of the opponents to the project, and presumably to lessen the impact on our new Drift Creek water right,
in practice it will make no difference in the amount we withdraw at any time from Drift Creek. Because
of our three pressure Zones, as well as the need for fire protection reserves, the addition of water storage
in one zone will have only marginal, or no effect on the amount of raw water we need at any time. |
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The only other capital project included in the budget is $225,000 for a replacement of the Port Lane
booster station. Development is occurring that is dependent on this booster, and at present, fire
protection is inadequate (that is not the only area in town with inadequate fire protection).

WSEWATR | FNDS

REVENUE (page 60 ) As anticipated with the wastewater plant replacement, lift station upgrades,
as well as increased maintenance, rates will need to increase by 10% for several more years. In the
bond issue, we told the voters we would need a 10% increase for five years; this budget is the third
year increase. Anticipating Phase 1B of the sewer plant construction late in the budget year, or early
in the next, we have included a $7,000,000 bond sale. Timing on this has yet to be determined.

OPERATIONS (page 61-62) There are no staffing changes. We anticipate spending $80,000 out
of wastewater (and $20,000 out of streets, $10,000 from water) for a new building at our street shop
to house the new Guzzler and large portable generators. In the past, all of this equipment was stored
at the sewer plant. That location is quite corrosive, and the street shop is much more central,
decreasing response time, and increasing efficiency. Additionally, storage at the wastewater plant of
critical operations equipment is viewed as somewhat more risky in the event of landslides, or bridge
failure (storms, earthquakes, tsunamis, etc)

Sludge removal has been increased significantly.

WASTEWATER CAPITAL (Pages 63 -65 ) Like water, wastewater has four capital funds (general
capital, SDC reimbursement/replacement, SDC improvement, and Plant Construction) The resources
of all but general capital are restricted.

The budget includes §9,408,781 for Phase 1A of the plant construction, and $400,000 for the design
of Phase 1B. We would prefer that Phase 1B construction follow right on the heels of Phase 1A.

The budget also includes $250,000 for the Lochshire Pump Station, and $150,000 for the replacement
_ of a generator at the Nelscott pump station.

Please keep in mind that the overrun in the cost of the new plant resulted in us moving some planned
capital projects to the future. Those projects that were scheduled for the current year that were
bumped to the future were upgrades to Ester Lee Pump Station $495,000, and an inflow and
infiltration study at Cutler City and Lochshire for $150,000.

STREET FUNDS

STREET OPERATIONS (page 49-5 1) This fund is largely supported by a State allocation fromthe
motor velricle tax and a portion (2%) of the transient room tax. Occasional one time special purpose
grants supplement the revenues. You will see that the funding sources are adequate for routine
expenditures and maintenance, but not for major replacements, ot capacity building.
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No staffing changes are recommended at this time. Anongoing majot expenditure is the cost of street
lighting ($155,000). This amount will continue to escalate as we add street lights, and as energy costs

£o up.

The major expenditure proposed is to replace the storm water pump station in Cutler City. This
project will be done under the same contract as the replacement of the wastewater pump station at the
same location, which will be funded by Urban Renewal. This project has been planned for several
years, which has allowed us to accumulate sufficient resources for the construction. '

TRANSPORTATION DEVELOPMENT FUND (page 52) System development charges are
currently the only major source of funding, and the amount we receive is impossible to predict. While
we can guess at the amount of new single family homes, the charge for commercial development
varies widely depending on the projected trip generation. '

Without additional funding, it will not be possible to implement most of the capacity building projects
that will be needed. One of Council’s most difficult challenges ahead will be to review potential
funding mechanisms, and select one that is both adequate and acceptable to the community.

STORM DRAINAGE DEVELOPMENT FUND (page 53) Weare even further behind in this area

than transportation. We do not yet have a current storm water master plan, and the cost of developing
even that is beyond otr resources. $65,000has been budgeted for a portion of that plan, which leaves
us with no ending balance. Compounding the problem, most of the major work that likely needs done
is to catch up with the deficiencies due to existing development, which makes relying on SDC’s for
funding impossible. .

PARKS & OPEN SPACE FUNDS

PARKS OPERATIONS (Page41) Parksare largely funded by a portion of the TRT (both parks
and streets each get 2%, though there is no rule about the split between the two). The community
center is considered a park, so part of the parks allocation goes to tecreation to offset building
expenses. The remainder is in the Parks Fund.

No major changes in the operation is planned, though the expansion of our parks and landscaped areas
is spreading the department thinner and thinner.

PARKS IMPROVEMENTS (page 41-44) Our capital improvements list is sizable:

Improvements to the Community Center to make it even more inviting ($155,000)
Head to bay trail $60,000

Canyon Way $50,000 (plus $80,000 from Urban Renewé})

Spyglass Open Space natural trail $10,000

Holmes Road Park Restroom $55,000

NW 37" Beach Access stair replacement $20,000
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Skateboard Park matching funds $13,000
Land Acquisition - Taft elementary $747,093

 OPEN SPACE FUND  (Page 68) I believe it is truly amazing at what has been accomplished with
the original $3 million in funds. Eleven properties, 200+ acres, $544,500 in grant funds! The City
acquired these properties, at generally below market prices. With the sole exception of the Hedrick
property, all of them, if developed, would have cost more to serve than the resulting revenue. The
distribution is excellent both in term of various sizes, and geographic distribution.

We have a balance of $1,233,992 available for further acquisitions. Currently the market is not
favorable to acquisitions at low prices. We must either wait for the market to soften, look for unusual
opportunities, or ration the funds for grant matching.

Another issue that needs to be addressed in the not too distant future is the “development” and
maintenance of the parcels we now own. By development, I mean primarily forest trails, and trail
heads. If we had a plan, forest trails can often be constructed with volunteers, or county work crews.
Maintenance will be required to remove dangerous trees along some perimeters, as well as invasive
species. Junk and debris will be an ongoing problem at some locations.

NOT BUDGETED

This section of the message could easily be longer than what you have read so far. The needs, wants,
and wishes are endless. My purpose here is simply to highlight some of the items that I believe are
justified, but where we don’t have funding, and where other priorities are higher. Iam concentrating
on staffing issues, as these have the greatest long term impact on both services and cost. Again, keep
in mind that we don’t have the luxury of spending much of our funding where we want; most of our

. revenue is earmarked.

Virtually every department has needs that have not been included. Here are those that I see as most
pressing that have not been recommended. They are not in any particular order of priority.

At the water plant, we have three employees, and it is increasingly more difficult to operate with that
staffing level, and meet all the requirements of the state and federal governments, and the Drift Creek
settlement agreement. Overtime is increasing. We can certainly justify an additional operator, and
soon, the amount of overtime will make it cost effective.

Police would always benefit from more officers, yet our problem has been getting up to the authorized
staffing level. Keep inmind that o add one officer 24/7 would take about five additional employees,
or roughly $400,000 annually. For now, our concentration must be on getting up to the authorized
level. Nevertheless, in the future, additional staffing will need to be considered.

Public Works is going through the test of fire. At the same time we have a record capital
improvements program, we have a record building boom. About half the resources of our public
works administration (Director, City Engineer, engineering technicians) is spent on development
alone. This makes it exceedingly difficult to both initiate and manage a very large capital

City of Lincoln City 2007-08 Proposed Budyget April 23, 2007  Page 18




improvement program. [ came very close to recommending the addition of an assistant City engineer.

. Parksis getting stretched thinner and thinner with the increases in landscaping, public restrooms and

" use of the facilities. In the not too distant future, we hope to have a number of high quality natural
trails in our open spaces, as well as portions of the head to bay trail. These additions will take
maintenance and staff we currently do not have.

Also in the Community Development Department, we certainly would benefit from the addition of
another professional planner, and this would allow us to advance our long range planning at a much
faster pace. Without this position, long range planning will need to be squeezed into the development
workload, at least until development slows.

I believe a grant writer could obtain more state, federal, and private grants than the cost of the
position. So why not add it? Few grants are a free lunch, and most require a significant local match.
There are not that many areas where we have matching funds available. We do for open space, but
have proven our ability to obtain those grants. We have obtained grants for police equipment, and
hopefully that will continue with the addition of the staff recommended for that department.

The Council has made a commitment to sustainability, and staff would help greatly in developing and
implementing a plan. Without that, it will be hit and miss, though I believe we can make some
progress.

The City relies on existing staffand a yolunteer for emergency planning. This planning would benefit
from a full-time dedicated position. The City has no cconomic development director, and depends
on regional efforts, the Chamber of Commerce, as well as Urban Renewal, and the VCB. Thisisa
position that in the large long-term scheme, is easy to justify.

The community would benefit from more hours at both the library and the Community Center, both
of which would require more staff. '

I am please to send you this proposal. The City is delivering a wide range of services to a growing
community and at the same time, our capital improvement programs are both making up for past
deficiencies and preparing the City for the future. At the same time, overall the City isinan enviable
financial position! I make this budget proposal to you with the hope you will carefully review the
major issues, change what needs to be improved, and make it yours.

SPECIAL THANKS!

The annual budget is a sizable task and involves the entire senior staff. All of the department heads
deserve a thank you, as well as Scott Morgan our Assistant Finance Director. Christi Hehner, our
Human Resource Director was particularly helpful with the staffing budget proposal. The delivery
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of services to our community is the result of the talent, training, hard work and dedication of the many
employees of the City.

- Above all, I wish to recognize and thank Ron Tiemney our part time financial planner. For the last
two years, Ron’s work on our financing and capital planning has been excellent and obvious. With
the recent departure of our finance director, we had a critical vacuum at a crucial time. Without
hesitation, Ron Tierney stepped up and with his typical dedication, made this budget possible. Thank
you Ron! '

N BUDGET METING - QESTIONS

The first Committee Meeting is on May 78 4¢ 7:00 P.M. This year, the Committee has extra time to
review the budget in advance of the first meeting. Please feel free to contactme with your questions.
You may call me at 996-1200, setup ameeting, or email me your questions at davidh@lincolncity.org

Respectfully submitted:

LMY o —

David A. Hawker, City Manager/Budget Officer
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