May 4, 2004

Honorable Mayor Leiken, Budget Committee Members and Citizens of
Springfield:

BUDGET OVERVIEW

I have had the privilege of working for the City of Springfield for many years including the past
fifteen years as City Manager. Over these many years, | have seen robust times and very
challenging times in our city’s growth and maturity. Often, these fluctuating episodes of prosperity
and recession were pervasive and easy to understand because the societal and economic impacts
were felt far beyond the city limits of Springfield. Springfield is not an island and national or state
wide economic conditions certainly do impact our community.

That said, | do not know of any other time in the past 20 years where the attitude of our citizens has
been more positive or where more folks want the “Springfield momentum” to continue or where
more regional business leaders see Springfield as the place of choice. Citizens and business leaders
truly want Springfield to prosper yet the City’s ability to accommodate such ambitions, hopes and
dreams is currently very much compromised. Our attitude is one of fiscal prosperity but our budget
reality is one of significant fiscal challenge.

Certainly, |1 am pleased that our community’s future is viewed with such optimism. However,
hopes and dreams must be matched with fiscal reality if we are to have a stable service delivery
system. Without careful stewardship of our funding sources and very strategic budget decisions,
our community’s preferred future will remain only a dream as we continue to struggle to afford
even the status quo.

Here is a quick example to illustrate this dilemma:

e The “engine” of any local government is typically its General Fund. In Springfield’s
case, our FY 04-05 General Fund operating budget is projected to be $24,073,074. Of
this amount, $ 12,711,280 is derived from property taxes. For the upcoming year, the
General Fund Proposed Budget for the Police and Fire Departments alone is $16,405,127.
This is over $3.7 million dollars more than the total estimated property tax collections!

Because Policy leaders and staff take a multi-year approach to budgeting, we have not been caught
unprepared for this fiscal challenge. Beginning with a $500,000 increase in beginning cash due to
efforts during FY02-03, during this current fiscal year (03-04) a total increase of $1 million is being
generated for the FY04-05 Proposed Budget through General Fund expenditure reductions and
increased revenues. These necessary actions are expected to produce a net revenue gain over
expenditures in the current year of $1,077,847. This $1.08 million is important to the fiscal health
of our upcoming budget year as shown on the following chart.



Table 1. General Fund Long Range Projections

Adopted Projected Proposed Projected Projected
Annual Operating Budget FY04 FY 04 FY05 FYO06 FY07
Operating Revenue $24,084,827 $25,308,676 $24,646,328  $25,181,000  $25,890,000

Operating Expenditures -24,008,964 -24,230,829 -24,113,368  -25,895,000  -27,890,000
Revenue Over (Under)
Expenditure $ 75,863 $1,077847 $ 532,960 $ (714,000) $(2,000,000)

As shown for the 2004-05 fiscal year, projected revenues are expected to exceed expenditures by
$532,000. That’s good news but it has taken specific and deliberate budget actions to achieve this
positive fund balance.

Springfield is experiencing tremendous growth and change. Overall building construction
valuation will exceed $100,000,000 for the first time in the city’s history and that does not include
Peace Health’s proposed Riverbend project. This trend is reflected in the capital budget growing
from $24,000,000 to $42,000,000 in my proposed FY 2004-05 Budget. The capital budget has
almost doubled, based on: 1) proposed capacity expansion of the regional wastewater system; and
2) the single largest construction project ever built in Springfield — Peace Health’s Riverbend
medical campus.

We have therefore taken a series of actions to shore up the General Fund, including:

e Use of One Time Transfers: For several years, the City has transferred money from various
specialty funds into the General Fund. For this coming year, a total of $639,828 is being
transferred from the Bancroft Redemption Fund and Booth Kelly Fund to provide critical
General Fund services. This is $36,000 more than in the current year but does not put our
reserve balances for these two funds in jeopardy. In addition, in the current year, one-time
transfers also included $195,000 from the Emergency Medical Services Fund and $50,000 from
the Insurance Fund, which are not being proposed for again for next year.

e Special Revenue Fund: Senate Bill 587 requires that all revenues received be expended as a
cost of providing building permit activity. Establishing a special revenue fund is the best way
to ensure that the City is capturing the full cost of providing this service. This has the net affect
of removing $797,500 in revenue and $752,537 in expenses from the General Fund. With the
payments back to the General Fund in the form of rent, insurance, indirects and other costs, the
General Fund has a net gain of $184,228.

e Riverbend Fund: For the second year in a row, all expected costs associated with Riverbend’s
Peace Health project are budgeted in a separate fund. At Peace Health’s request and cost, new
staff have been hired and some existing staff have been assigned to this project to allow this to
be expedited. In addition to the 1.0 FTE included in last year’s budget, 4.0 additional FTE have
been hired during the current year. Also, an existing .25 FTE from the General Fund will be
dedicated to and paid for by this project. Charges against the Riverbend Fund for internal
service cost (and subsequent transfer as reimbursement revenue to the General Fund) are
budgeted to be $190,000 for next year.

e Increased Revenue: As directed by the City’s Budget Committee on January 24, 2004, city
staff sought City Council approval in March for several new or increased revenue proposals.
The Council did approve a $172,000 increase in the Emergency Medical Service Fund, a
$200,000 increase in planning fees and a new Utility Tax which is estimated to provide
$200,000 in net revenue in the 2005-06 budget.




Reductions: Even though staff has been deliberate and creative in our proposed budget to
lessen the impact of service level reductions, no amount of creativity can overcome the
fundamental, structural problem of costs increasing faster than revenues. Therefore in my
proposed budget, | am proposing $447,356 in General Fund reductions. This amounts to one
time reductions of $99,245 and $348,111 of on-going (recurring) reductions involving 3.56
FTE.

Increased Indirects: For some time, Springfield has been the community of choice for many
builders and developers. We are pleased with this distinction but it has caused a significant
work load impact. City staff have been so busy with new projects associated with new
development that proposed improvements in existing neighborhoods have been delayed.

0 Recent changes in federal and state regulations regarding water quality mandates have
required us during the current fiscal year to hire 2 engineers associated with storm water
management and the proposal of 1 additional ESD staff for FY05. | am proposing that 4
additional engineering positions tackle the backlog and current projects from our adopted
Capital Improvement Project Document. This will result in improved customer service.

0 Additionally, the time has come to provide for capacity and related increases to our
regional wastewater treatment system. The plant has reached its design capacity. The City
is the administrator of this regional wastewater system while Eugene performs
maintenance, treatment and disposal services. Hence, it is up to the City to administer the
design and construction phase for over $100,000,000 in system upgrades over the next five
years. To accomplish this, 4 new regional wastewater, 2.65 support positions, and 1 GIS
Technician are proposed for inclusion in the upcoming budget.

0 While the details of these 14.0 FTE proposed positions are shown in the included charts
and financial summaries, none of the proposed new positions are budgeted in the General
Fund. Instead, they are all covered through existing fees and charges of our enterprise and
special revenue funds. Beyond the obvious good news of increased engineering capacity at
no direct cost to the General Fund, there is additional good news. These new positions are
expected to generate approximately $350,000 of additional revenue to the General Fund
through indirect payments. An engineer position has been added to address development
review turnaround times in early 2004.

THE PROCESS:

The proposed FY 2004-05 budget is a policy-directed, driven by the Council’s existing public
policies and future stated goals. The Council met on November 18, 2003 to both review on
Council goals for the current year and to set new five year goals and priority action items for next
year.

City Council Goals, 2004 — 2009

Provide financially sound, stable city government.

Utilize resources efficiently and effectively to meet citizen needs.
Expand the Springfield economy by creating family wage jobs.
Increase the City’s Assessed Valuation.

Continue to make Springfield a safe community.

Provide affordable quality services.

Participate in a renaissance for Springfield.



e Partner with citizens and other public agencies.
e  Preserve our hometown feel as we grow.

Top Priority One Year Targets

Glenwood Development

Gateway Area Transportation Management
Springfield Mill Race Ecosystem Restoration
Downtown Redevelopment

High Priority One Year Targets

Comprehensive Plan: Periodic Review

Nodal Designations

Environmental Services Agency Code Amendments
Jasper Natron Development

TEAM Springfield

The Council then met again on January 27, 2004 with the full Budget Committee to discuss specific
strategy for this next fiscal year. Budget preparation guidelines provided by the Budget Committee
at the beginning of the budget process incorporate the City’s approved financial management
policies, projections of economic trends prepared by City staff, and service level policies. By also
addressing one of the Council’s top priority goals for 2004-05, “provide financially sound, stable
City government”, the guidelines utilized in budget preparation are as follows:

1. Propose a Goal-Directed Budget
Team Springfield efforts at creating community goals and the Council’s efforts at creating 5-
year goals and 1-year targets have identified outcomes for management to achieve.

2. Stabilize Core Service Delivery for the Next 3 to 5 Years
The city’s effort for many years has been to view the proposed budget as the first of 3 years,
looking ahead to ensure that as decisions are made during the budget process, a core level of
basic service can be maintained.

3. Maintain Adequate Reserves and Working Capital
The city’s 3 to 5 year long range forecasts for its operating funds anticipate future needs as well
as current needs.

4. Continue General Property Tax Levy Anticipating Moderate Economic Growth
The health and growth of Springfield’s economy has an important role in the delivery of
services to all residents. Promoting and accurately projecting economic activity assists in the
city’s long range planning and visioning.

5. Continue Support of General Fund Through Interfund Operating Transfers
The support of the General Fund through operating transfers from other sources has allowed the
city to offer a greater number and higher quality services to residents. Selective use of one-
time funds provides for continued provision of services.

6. Assess and Develop Appropriate User Fees
The city has recently updated all of its major fees and charges. Continued revisiting of
appropriate recovery guidelines, annual inflation impacts, and cost of service methods will help
ensure that appropriate revenue resources are being recognized.




7. Continue to Look for Overall Efficiencies

The Council has continued to stress for several years the importance of striving to find better
ways for the provision of services. Management continues to look at inter and intra-
departmental and inter-agency opportunities for efficiencies

8. Promote a Healthy Internal Organization

In addition to customer satisfaction, management needs to provide employees with the training
and tools they need to do their jobs, as well as addressing the well being of our work force.

GENERAL FUND OVERVIEW:

In preparing my recommended budget, | held strongly to the notion of trying to balance a three-
legged stool. Regarding the first leg, it may be easy from an academic standpoint to simply reduce
expenditures to match existing resources but this would cause many popular city services to be
eliminated or severely reduced. In reality, the proposed $447,356 in General Fund reductions for
this coming year were quite difficult to select. Since local government exists for two primary
reasons, regulation and providing valued services, the one million dollars in further estimated cuts
necessary to balance revenues and expenditures would have to come from the discretionary service
side of government. This would mean far less “should do or nice to do” projects or activities.

Table 2: FY 04-05 General Fund Balancin

Strategy — Expenditure Changes from Dec. Projections

Expenditure Reductions FEIE Amount | Comments

Changes to Departmental Budget Authority:

City Manager's Office - $ (17,893) Reduce IGA and INET support, Managing for Results

Finance Department - $ (27,304) Reclassify vacant positions, reduce software support

Fire and Life Safety Department (0.25) $ (103,286) Hold Training Officer vacant 1-year, m&s support

Human Resources Department (0.50) $ (24,500) Eliminate partial FTE and m&s support

Information Technology Department - $ (33,220) Reduce m&s support and capital purchases

Legal and Judicial Services (0.01) $ (15,677) Reduce m&s support, move partial judge time to levy

Library Department (0.80) $ (65,030) Reduce FTE, open hrs change and m&s support

Police Department (2.00) $ (160,446) Eliminate DARE program, 1 CSO position, utilize
vacancy control for savings

Expenditures Total — General Fund Only ~ (3.56) $ (447,356)

mé&s = materials and services

The second leg involves raising revenue to match expected expenditures. Although the City
Council has recently approved several new or expanded revenue increases totaling $221,500
annually, there is likely a limit of what citizens will pay regardless of whether it comes from fees or
taxes. It is unrealistic to expect our citizens to support an extra one million dollars a year in general

fund revenues at this time.




Table 3: FY03-04 General Fund Balancing Strategy — Revenues Changes from Dec. Projections

| Revenue Enhancements | Amount | Comments
Cash Carryover $352,394 FYO04 acceleration of FY05 strategy
Current Revenues:
Increases to Existing Revenues:
Increase in Planning Fees (11/03) $ 55,000 Required to meet cost recovery mandate
Increase Library Late Fine (11/03) $ 6,500 Cost recovery for Library service
Proposed increase in Planning Fees (3/04) $ 160,000 Required to meet cost recovery mandate
Increase to existing revenues $221,500
Changes to Revenue Projections:
Net Change from Fund 224 $ (568,309) Creation of Building Special Revenue Fund
Net Change from Lease Income $ (25,579) Assign Booth-Kelly to manage all City property
Net Decrease in Licenses and Permits $ (80,529) Decrease in projected activity level
Net Increase in Charges for Service $ 138,996 Increase reimbursements for services provided
Net Increase in Fines and Use of Money and $ 22,464  Change in interest income and donations
Net Increase in Indirect Charges $ 749,073 Increased indirects from new positions and reallocation
Increase in revenue projections $ 236,116
Change in One-Time Transfers:
Net Change in One-Time Transfers $ 14479
Increase from one-time transfers $ 14,479
FYO05 Current Revenue Changes $ 472,095 FYO05 Operating Revenue
CARRY-OVER AND CURRENT $  824.489

REVENUE

Total Additional Cash Carry-Over and Operating Revenue

The third leg involves supplementing the General Fund with resources from the city’s other
specialty or enterprise funds. Although many of our existing specialty funds are not adequate or
legally able to share resources with the General Fund, the Booth Kelly and Bancroft Funds are still
adequate and $639,828 has been transferred in FY 04-05 to help offset projected deficits in the
General Fund. As identified in Table 3 above, this is an over all increase in support from other
funds by only $14,479 from earlier projections.

When taken in the cumulated total, Table 4 below shows the full budget strategy utilized in the
current fiscal year (estimated FY 03-04), the projections utilized at the beginning of this year’s
budget process after trending revenues, labor contracts and inflationary increases (projected FY 04-
05) and the budget as proposed for next fiscal year (proposed FY 04-05):

Table 4: General Fund
Estimated* Projected** Cumulative Proposed
FY 03-04 FY 04-05 Actions Taken FY 04-05
Projected Revenue $ 25,308,676 $ 24,174,233 $ 472,095 $ 24,646,328
Projected Expenditures $ 24,230,829 $ 25,082,879 $  (969,555) $24,113,368
Balance $ 1,077,847 $  (908,646) $ 1441650 $ 532,960




* estimated as of April 2004
** projected December 2003

My proposed budget is a balance of all three legs totaling $1,441,650. When these major changes

are coupled with numerous smaller budget adjustments and the prudent use of reserves, we find that
the proposed General Fund Operating Budget is expected to grow by only 0.30% from the FY 03-
04 Adopted Budget (see Table 5).

Table 5: General Fund — FY 04-05 Proposed versus FY 03-04 Adopted

FY 04-05 FY 03-04 Dollar Percent
Category Proposed Budget | Adopted Budget Change Change
Departmental Operating
Personal Services $ 19,890,260 $ 19,988,639 $ (98,379) -0.05%
Materials and Services $ 4,098,458 $ 3,923,964 $ 174,494 4.4%
Capital Outlay $ 80,780 $ 92,785 $ (12,005 -12.9%
Departmental Operating Budget $ 24,069,498 $ 24,005388 $ 64,110 0.30%
Non Departmental — Operating 3,576 $ $ 0 0.00%
Total Operating Expenditures $ 24,073,074 $ 24,008,964 $ 64,110 0.30%
Non Department — Non Operating $ 6,541,713 $ 4815255 $1726458 35.9%
Total Budget - All Requirements $ 30,614,787 $ 28824219 $1,790,568 6.2%

However, even with this balanced solution, the general fund deficit is expected to approach

$700,000 in FY 05-06. Obviously, additional work is needed to keep expenses and revenues
balanced while still allowing our community to be able to capture significant economic and social
service opportunities.

FY 04-05 PROPOSED BUDGET - ALL FUNDS

Turning to the overall FY04-05 Proposed Budget (including the General Fund) the Proposed
Budget is $169,386,483 which is $30,539,243 million greater than the FY 03-04 Adopted Budget.
The operating budget grew by $10.3 million over the FY 03-04 Adopted Budget or 18.8% growth,

while the capital budget increased by $17.98 million or 73.5%. The smallest shift in categories

occurred in the non department budget which was an increase of $2.26 million, or a 3.8% increase.

Table 6: All Funds

FY 04-05 FY 03-04
Categories: Proposed Adopted
Department Operating Budget $ 65,152,402 $ 54,852,577
Capital Budget $ 42,449,920 $ 24,467,599
Non Department Budget $ 61,784,161 $ 59,527,064
Total Requirements: $169,386.483 138,847,24

All things considered, | believe the proposed budget does a good job of holding the line on
increased costs and reducing our overall expenditure level while responding to adopted TEAM




Springfield community goals and those City goals adopted by our Mayor and City Council last
November.

In summary, with all the actions taken over this past year and proposed for next year, the
composite view of the proposed budget is as follows:

Table 7: Total City Department Operating Adopted
FY 04-05 Proposed versus FY 03-04 Adopted

FY 04-05 FY 03-04 Dollar | Percent
Department Budget: Proposed Adopted Change | Change
City Manager's Office $ 1,031,010 $ 930,964 $ 100,046 10.7%
Development Services Department $ 6,902,006 $ 4,039,044 $ 2,862,962 70.9%
Finance Department $ 1,110,483 $ 1,002,863 $ 107,620 10.7%
Fire and Life Safety Department $12,619,239 $12,313,192 $ 306,047 2.5%
Human Resources Department $ 983,845 $ 970,307 $ 13,538 1.4%
Information Technology Department $ 1,145,175 $ 1,103,137 $ 42,038 3.8%
Legal and Judicial Services $ 1,320,278 $ 1,273,322 $ 46,956 3.7%
Library Department $ 1,233,854 $ 1,247,053 $ (13,199) (1.1%)
Police Department $11,464,677 $11,017,746 $ 446,931 4.1%
Public Works Department $27,341,835 $20,954,949 $ 6,386,886 30.5%
Total Operating Budget $65,152,402 $54,852,577 $10,299,825 18.8%
Table 9: FY 04-05 Capital Projects Compared to Adopted FY 03-04
FY04-05 FY03-04
Fund Name Proposed Adopted Difference
Special Revenue $ 0% 71,464 | $ (71,464)
Community Development Block
Grant $ 10,000 | $ 47,500 | $ (37,500)
Sewer Capital Projects $ 5,747,000 | $ 5,211,439 | $ 535,561
Development Projects $ 8457359 | $ 5557,231 | $ 2,900,128
GO Capital Projects $ 147,776 | $ 851,115 | $ (704,339)
Regional Wastewater Capital $ 15,230,000 | $ 4,510,000 | $ 10,720,000
Street Capital $ 3,670,000 | $ 0% 3,670,000
Transportation SDC $ 2,097,228 | $ 1,989,150 | $ 108,078
Sewer SDC $ 3,272557 | $ 3,878,700 | $ (606,143)
Regional Wastewater SDC $ 3,625,000 | $ 2,125,000 | $ 1,500,000
Booth-Kelly $ 193,000 | $ 225,000 | $ (32,000)
Total Capital Projects $ 42,449,920 $24,467,599 $17,982,321
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CONCLUSION:

Like last year’s budget, this year’s budget is also not a “status quo” proposal. Rather, this
year’s proposal is a delicate balance of expenditure reductions, increased revenues and the
prudent use of reserves. While this balanced approach does indeed lessen the structural
problem between revenue and expenditure growth, more work is necessary to avoid a
projected $700,000 General Fund deficit in Fiscal Year 05-06.

While | am pleased with the progress we are making with our General Fund and Street
Fund, the City’s Emergency Medical Services Fund will need special attention during the
upcoming year to reverse the heavy reliance on reserve funds that we have experienced the
past two years. The City Council has recently authorized a consultant contract to find new
and creative ways to stabilize this fund and we are anxious to begin this important study.

In closing, | would like to thank members of our city organization for both their hard work
and commitment to public service. As mentioned earlier, Springfield is becoming a city of
choice for many folks considering buying a home or starting a job or new business. Our
reputation as a welcoming, caring and future oriented community would not exist without
the often envied relationship city staff have with all of Springfield’s elected and appointed
leaders.

Finally, I want to express my gratitude to the Mayor and City Council members for your
support, friendship and advice. Your leadership and service to our community is noticed

and valued by City staff and our citizens. | am blessed to work with you in service to our
community.

Sincerely,

Michael A. Kelly
City Manager

11



