CITY OF COVINGTON
SPECIAL MEETING AGENDA

CITY COUNCIL STUDY SESSION
Council Chambers — 16720 SE 271* Street, Suite 100, Covington

www.covingtonwa.gov

Tuesday, July 28, 2015 — 6:00 p.m.

GENERAL INFORMATION:

The study session is an informal meeting involving discussion between and among the City Council,
Commissioners, and city staff regarding policy issues. Study sessions may involve presentations,
feedback, brainstorming, etc., regarding further work to be done by the staff on key policy matters.

CALL CITY COUNCIL STUDY SESSION TO ORDER
ROLL CALL
APPROVAL OF AGENDA

ITEM(S) FOR DISCUSSION
1. Funding Priorities (Bolli/Hendrickson)

PUBLIC COMMENT Sspeakers will state their name, address, and organization. Comments are directed to the City Council,
not the audience or staff. Comments are not intended for conversation or debate and are limited to no more than four minutes
per speaker. Speakers may request additional time on a future agenda as time allows.*

ADJOURN

Americans with Disabilities Act — reasonable accommodations provided upon request a minimum of 24 hours in advance
(253-480-2400).

*Note* A Regular Council meeting will follow at approximately 7:00 p.m.


http://www.covingtonwa.gov/�

Agendaltem 1
Covington City Council Study Session
Date: July 28, 2015
SUBJECT: FUNDING PRIORITIES

PREPARED BY: Rob Hendrickson, Finance Director

RECOMMENDED BY: Regan Balli, City Manager

ATTACHMENT(S):
1) Project List
2) Project cost timeline (genera fund)
3) Forecast
4) Updated Funding Options

EXPLANATION:

With the number of on-going and one-time projects being brought before council, staff thought it would
be prudent for council to seein total how these costs impact three funds in the future — General, Parks and
Street Funds.

To accomplish this task, the City Manager asked the Directors to compile their top forward-thinking
projects that had been presented to council. Staff then consolidated all projects into an extended forecast
out to 2028. There are two benefits in doing this: 1) to analyze how the absence of debt service payments
impacts the general fund, and 2) extending to 2028 allows for a better analysis of future trends.

With this in mind, the directors developed options based on what has been presented to council during
various meetings. Along with the estimated project costs, associated revenues have been added. Those
revenues span operating costs, bonds, and grants.

The goal for tonight’s discussion is threefold: 1) Review the impact of ongoing and one-time projectsin
relation to three funds. General, Streets and Parks; 2) Review and discuss future “big ticket” items that
will need bond financing; and 3) Set priorities and begin developing a strategy for long range financing.

Forecasts are great tools for planning and decision making. What they are not: accurate nor complete.
They are based on the best information currently available. Things inevitably change and when they
change, they change rapidly. For this reason, this forecast should be considered a trend analysis to be used
to set priorities and establish implementation strategies. Flexibility should also be built-in to allow for the
af orementioned changes.

The long-range forecast takes into account the following elements:
e The forecast accounts for inflationary increases by inflating revenues and costs based on current

knowledge and information. Keep in mind that revenues and expenditures inflate at different rates.
Generaly expenditures outpace revenues over time.
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No new personnel have been added.

The base forecast leaves the levels of service the same.

Thereserve for the final Costco payment is funded in 2015 and the final payment will occur in 2016.

As noted, the 2007 transportation bonds will be paid off in 2027.

No accounting is being made for possible future legisative action.

Current one-time revenues and expenditures have been removed from the forecast.

Staff anticipates a recession occurring at some point along the continuum but it is not reflected in the

forecast. Nor isaccounting for major fluctuations in inflationary cycles.

e Maintenance costs are not included in the forecast but should be kept in mind as additional demands
0N resources.

« For purposes of the discussion a 20% fund balance target is utilized for the general fund.

o CIP projects are listed but not added to the operating funds. CIP project costs are in the millions and

are outside the scope of operational revenue. Those projects need funding through voted bonds. The

city does not have a dedicated revenue stream to support councilmanic bonds to this degree.

Looking ahead, the budget faces a number of challenges both internal and external. The city is growing
and additional or enhanced services are inevitable to take care of the needs of an expanding and maturing
city. Future legidlative action may reduce state shared revenue while other sources are recovering from a
still fluctuating economy.

While the fund balance of the general fund is currently heathy there are competing demands that may
impact its future stability such as economic forces, legidative action, and potential fund subsidies for
parks and streets.

As the council deliberates next steps it’s important to take into account the process and how the ratings
agencies might view this. Thoughtfully developing a spending strategy with specific goals in mind,
working within traditional processes such as the budget and keeping the fund balance of the general fund
at a 20%-25% level would be ideal and would not raise any concerns. Staff confirmed this strategic
approach through the city’ s bond underwriter at Piper Jaffray.

As part of the discussion, staff will provide project descriptions as directed and a “real time” look at
spending through spreadsheets and charts.

Staff is recommending that any spending decisions be deferred to the 2016 and beyond budget process.
Thiswill allow staff to review all spending and put it into the context of overall budget needs.

Fiscal impact:

There is no direct fiscal impact from tonight’s ensuing discussion. However, any potential action by the
city council will have impacts on future fund balances of street, parks and particularly the general fund.
The potential goal of any council action is to move forward with the city’s vision while working within
the constraints of the financial policies and without adversely affecting future fund balances or bond
ratings.

Staff Recommendation:
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1) Fund ongoing expenditures with matching, ongoing revenues.

2) Select revenuesthat are:

a councilmanic in nature, and

b. readily available.

3) Fund one-time expenditures with available fund balance when prudent and applicable.

4) Consider merging parks with the general fund. (Prior to 2006, this fund was part of general fund.)

a Pros:
i. Streamlines the financial statements and audit process.
ii. Reduces audit costs.
iii. Keepstransparency through effective account numbering.
iv. Provides more a more effective and efficient accounting process through reduced
transactions.
b. Cons:
i. Appearance of non-transparency.
ii. Perception of reduced responsibility.
CITY COUNCIL ACTION: Ordinance _ Resolution _ Motion _ X Other

Ask questions of staff and discuss program and funding priorities.

REVIEWED BY: City Manager, Community Development Director, Public Works Director, Parks

Director

30f8
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Attachment 2
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Attachment 3
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City of Covington
Revenue Options

Attachment 4

to the city.

Description Current Projected Notes
COUNCILMANIC REVENUE:
L . . Water - 1% = approximately |See City of Wenaichee v. Chelan County Pub. U, Dist. No. 1; could be feasible but
1 Extend utiity tax councilmanically to water and sewer N/A $38,000 Sewer jthere could be legal issues as well and pushback from local utiliies and ratepayers.
(unlimited) Vari
ariable _ No _ppeai currently planned
% = WM
, |Counciimanic increase to SWM/Solid Waste/Cable TV Utiity 6% Variablo 1,,//: g;g ggg ;g; goild Waste Example: A 2% Increase fo each categery
Tax (unlimited) % $51 083 fo,. Cable v would net about $190,000 annually
— This estlmate Is per Department of L|censing (updated 2015) Per the recent
Transportation Benefit District (TBD) - Vehicle License Fee N gig pz:: tt:lt; pz: y::: ; gggg‘ggg Transportation package passed by the Legislature, if a city has a $20 LF in place for 2
(no voter approval needed)1 $50 Ser tab Ser zear - $700’000 years then they can increase it to $40; another 2 years after that it can be increased to
2 $50
4. |SWM rate increases’ $ 1,821,451 Variable Each ‘I% increase = $18 215
PROS: Additional General Fund Revenue CONS: May not be supported by business
5 |B&O tax - Variable community; enforcement arm would be needed to collect delinquent taxes; city would
need to be prepared for negative feedback that could impact future election issues.
6 Busrness hcenses/renewals current fee is $60 $ 80,000 Variable Ev'er‘y $10 incraase could add apout $13,333.
7 REET available in CIP (one-trme) $ ' 40.764
| 17 |Park Impact Fee - Vanabie Discussed at Council meeting 1/27. To be established by Council policy.
VOTER APPROVED:
., o . 1% ~ $117,166 for Electric; 1% PROS: Adds unrestricted revenue for
8 :/?teLa;rJ‘proved ncrease to utiity tax (electricty, gas, 6% Variable = $66,666 for Gas; 1% = unfunded projects and programs, CONS:
elephone) $83,583 for Telephone E|ec“°n riSk
. N : : One way to increase property taxes by more than 1%. PROS Can add needed
9 |Lovylid it Variable revenue for operations CONS Elect(on risk
10 Unlimited General Obligation Bond Issues (voter approved) tJnknown PROS addltional revenue for the c:|ty CONS Electlon nsk
§ Based on the current AV of $1 6 billion this coutd bring in up to $1.2 million annually.
11 [Metropolitan Parks District (MPD) " Variable - up to $0.75/1,000 AV PROS: This could fund a portJon of operations or capital. CONS: Election risk.
Transportation Benefit District (TBD) - 'up to 0.2% sales tax PROS Wouid prowde fundlng to Streets to make them self reliant and return the
! option (voter approved)’® ) variable up to $780,000/yr 5o g0 Fund subsidy. CONS: Election Risk.
NOT APPLICABLE:
City currently does not have any lodging establishments. PROS: Promotes tourism.
13 |Lodging tax N/A N/A CONS: Does not provide any direct revenue to the general fund since it is a restricted
_ revenue.
_14_ Gambling tax CMC 3.20 - 5% qf gross revenues - N/A Clty currently does not have any g_mbling establishments
15 Leasehold excise tax* - this does not currently apply to the . N/A
| Laity, ,
16 Admlsslon tax CMC 3.50 - 2.5% of admissmn charge i - N/A City currently does not have any glaces requiring admissions tax.
Local and Road Improvement Districts (LIDs) are a means of assisting benefitting
properties in financing needed capital improvements through the formation of special
i i 5 : L i i
18 |Local and Road Improvement Districts - LIDS/RIDS Does not directly provide revenue |assessment districts. PROS: LIDs can play a very positive and powerful role in

developing and enhancing the city's infrastructure. CONS: Can be labor intensive
involving a number of staff over a long period of time, interim financing costs can be
high, can be a PR nightmare if administered incorrectly.

This list represents revenue sources that are currently available either through councilmanic authority or voter approval.

Footnotes:

" Up to $100 annual fee with voter approval; new legislation may be introduced that would increase the license fee up to $50 without voter approval and make the .2% sales tax councilmanic,

2

Based on 2013 sales tax collections.

3 Itis a tax on the use of public property by private party. This tax is in lisu of the property tax.

4

Rate increase of 5% approved for 2015.
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