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Foreword *
What is a long-range financial strategy?

The long-range financial strategy is intended to provide a framework within which the Redmond
City Council can make budget decisions over the next several budget cycles. But just as
importantly, it encourages a deeper understanding of the City of Redmond revenue choices and
the service commitments, implied or otherwise, that we make to our citizens.

How does the development of this financial strategy help us?

The City Council has shifted the manner in which we think about and approve the Redmond
budget. The paradigm shift moved us from a process that focuses on cost to one that focuses on
that which matter most to our citizens — results.

Why did we change the budgeting paradigm?

Our fiscal environment is ever changing. We are in a period of continued budget challenges
characterized by an unrelenting series of cost drivers. Within this environment, the past budget
model, budgeting for cost, leads to a spending profile that sustains existing programs and
services — without the financial resources to support those services or the mechanisms to easily
explain the need for new resources.

The fiscal environment has changed significantly since the budget for cost model was developed.
In the days of its use, it was satisfactory to explain that the city spent money on police, fire,
water, sewer, parks and roads. Each sector and its outcomes seemed obvious and understood by
most.

Today even the simple is complex. Take for instance the Fire Department whose mission has
changed such that it is frequently referred to as Emergency Response. Or, take as another
example the role of an Information Services function, which in an era gone by, did not even
exist. Yet we continue to discuss expenditures without fully appreciating the impacts and results
these services provide.

What are the guiding philosophies for this long-range financial strategy?

1. Acknowledge the relationships between taxes, the economics of businesses and individuals,
perceptions, and the services delivered to the community.

2. Continue a contextual shift in the City of Redmond’s financial planning towards service
priorities and results in support of citizen expectations.

3. Define the priorities for services to be delivered from the perspective of the service recipient.

With these issues and philosophies in mind, the Redmond City Council in partnership with the
Mayor and his Directors Team, has developed this long-range financial strategy. It is intended to
be a working framework document and subject to frequent discussion with at least annual
review.

1 This forward is based on that which was included in the “Navigating the Rapids” documenting the Council’s Long
Range Financial Strategy dated November 2005. This deeumentrevision builds on that work and updates it for the
substantial-progress that has been made since that time.

-3-
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Using a Strategic Financial Plan to Guide Redmond’s Financial Decisions ?

In “The Price of Government” * by David Osborne and Peter Hutchinson the authors suggest that
“the public sector has entered an era of perpetual fiscal crisis” and that only a completely new
approach would regain the public’s trust and create a sustainable approach to funding of public
services. Managing in a volatile economic environment requires both a sense of purpose and
flexibility to be responsive to changing conditions. Challenges and choices facing any
municipality these days can include the following:

Recovery from a period of Ssignificant economic decline (“The Great Recession”) where
discretionary revenues fell from one biennium to the next
The rising cost of health care

Environmental issues.

Homeland security

Tax revolt coupled with demands for more services
State-wide tax payer initiatives

Inadequate antiquated state revenue options

Service level declines

An aging infrastructure

Devolution by federal and state governments

Unfunded mandates

Dewntura-Instability in development activity —a-significant-downturn/bursting-—heusing
bubbct

Inflation/recession

A growing population

Growing diversity in cultural, economic, nationality
Under funded retirement obligations

Changing crime (high tech) fueled by drug/alcohol abuse
An aging population

Imbalance of housing and jobs

The task is to continually evolve our strategy for addressing these challenges and choices in the
years ahead.

% This page was included in the Council’s Long Range Financial Strategy dated November 2005. Since that time, while many
of the same challenges remain, additional challenges have surfaced and those identified in 2005 have evolved a bit. Changes
have been made to the original page as it appeared in 2005 and are underlined for clarity in this presentation.

-4-
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Chapter I - Qur Vision about the Community and its Government

The “vision” for the Redmond community has evolved over the years. However a few constants remain
unchanged. Redmond city government has a commitment to engage with the community as we strive to
understand and serve its needs and interests. This is in the context of the role of the city as described by
the State of Washington. Much of that role is determined in the Growth Management Act (GMA)® which
clarifies that cities are urban service providers. The GMA includes a mechanism that results in growth
targets for cities and a planning model for providing services. The adopted growth targets for Redmond
call Hor 44% increase in population by 2030. Of that increase, 67% ]is slated to occur in the urban centers

of the Downtown and Overlake areas. Sixty percent of new commercial space is expected to occur in the
urban centers as well. As a result, our vision needs to preserve what we want the character of our
community to be while accommodating the growth that will continue to occur.

The vision is to realize Redmond’s future as a city with two vibrant urban centers, where
connected neighbors are preserved, and provide high quality responsive services in
partnership with an engaged community.

As aresult of this vision statement, infrastructure investments should be made that will reinforce the
urban centers, Downtown and “Overlake”, as growth areas and preserve the character of Redmond’s
residential neighborhoods. Downtown is further along the urban center development / redevelopment
track. As such real projects have been and areeu#enﬂy—bemgcontmue to be developed in this area. As a
result, si v ontinuethe vision is now taking

Overlake is not yet as far along in development. While much commercial development has occurred in
this job center, planning is currently underway on ways to encourage and support the type of additional
development / redevelopment envisioned for the area. Infrastructure investments are not as mature in the
Overlake area compared to Downtown as yet.

Several planning efforts also support the vision. These include:

Comprehensive Plan

PARCC Plan

Transportation Plan

Stormwater Plan

Public Safety Plans (both for police and fire services)

Downtown & Overlake Neighborhood Plans

Long-term Capital Investment Strategy {work-in-precess)

* Chapter 36.70A RCW

[ Comment [MEB1]: Update needed?
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Chapter II - The Current Situation

The 2005 long range financial strategy helped to clarify the need for additional revenue options
to deal with anticipated deficits. It made the case for a better sense of context for city revenues.
Chapter V — Priorities — discusses the need to understand and engage with the community over
their priorities in service from the city. As a result, the City first utilized the “Budgeting by
Priorities” (BP) methodology in its 2009-2010 biennial budget. See more about Budgeting by
Priorities in Chapter I1I.

The 2005 long range financial strategy work the City did resulted in placing a property tax “levy
lid lift” on the ballot. The measure passed in the fall of 2007 resulting in increased property
taxes for public safety and improved park maintenance in 2008. This measure raised the floor
for future property taxes (as opposed to a limited duration). In addition, the strategy resulted in
increased utility taxes and business license fees.

Price of Government

A significant philosophical shift has occurred since the development of the 2005 strategy. The
Mayor and City Council have embraced a “price of government” approach to providing context
to the resources available to provide community services. Taken from the text, “The Price of
Government” *by David Oshorne and Peter Hutchinson, the City adopted total personal income
as the context for city revenues.

Osborne and Hutchinson suggest that “the public sector has entered an era of perpetual fiscal
crisis” and that only a completely new approach would regain the public’s trust and create a
sustainable approach to funding of public services. This approach has become generally known
as “Budgeting for Outcomes” (it is the same approach described above as adopted by the city
which we refer to -as Budgeting by Priorities).

The Price of Government in the City of Redmond is illustrated in Chart 1. The context for the
evaluation of city revenues (the x axis) is total personal income within the city. Details about the
source of the data to construct the model are found in Appendix A. The revenues over time (the
y axis) are broken into three cumulative types or layers. The first layer is made up of all the
taxes the city receives. This includes property, sales, utility, admission, lodging, gambling and
real estate excise taxes. The second layer adds user fees. The primary fees are utility user fees
(water, wastewater, surface water), recreation user fees, development user fees and others. The
last layer adds licenses, permits, fines, forfeitures, interest income and grants or contract
payments.

The concept is that the community wants a certain level of service from the city (for all the
programs the city offers — regardless of funding source) and is willing to pay up to a certain
amount. Below that amount the service deteriorates and the public is unhappy with the level of

* The Price of Government — Getting the Results we Need in an Age of Permanent Fiscal Crisis. David Osborne and
Peter Hutchinson, 2004
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service. Above that amount and the public begins to feel it is paying too much for this type of
service. The City of Redmond’s total “price of government” has consistently been between 5%
and 6% of the total personal income of the city.

~) The Price of Government
City of Redmond, Washington
SityofRedmond 2013-2014 Budget
8.00% (Adjusted for 2012 Actual Data) —m—AllRevenues [ —

= Tanes 8 Fess

7.00% n 2 5 —i—TaesOnly |

——Property Taxes

—#—Sales Taxes

6.00% MM —o—Other Tares |
e W \"_"*—P—*-\._.\._‘

4.00%

3.00%

2.00%

1.00% e -

0.00%

1957 155 1559 200 2001 2062 2003 004 2005 2006 2007 2005 2009 2010 2011 2013|2013 2014 2015 2016 2077 2018
The chart illustrates the relative percent of the price of government derived by taxes, user fees
and all other revenues. This approach also illustrates that there can be a deliberate choice about
how the community pays for service from the city. If user fees become too large, taxes should be
reduced to retain the total target price. Likewise if taxes become too high, there may be
resistance by the community to further increases in user fees. This approach does not provide a
tool for universal evaluation across cities (even similar cities) as to the “correct” price.

Differences in service delivery approaches and expectations make cross city comparisons
virtually impossible. The value of this approach is largely with respect to the city’s own history.

Notes: Comparesratio of total city revenues tototal personalincome
Data for "taxes only", "taxes & fees", and "all revenues” are cumulative -
individual tax types data is not cumulative

Actual data

The balance between user fees and general taxation should be known and managed. The overall
price of government is a step toward managing the different ways in which the community
supports and determines the levels of service from its city. To this end, the city is adding to this
analysis by considering policy related to the major tax categories in the context of total personal
income. The chart below focuses on tax receipts (for all funds) by major tax category.

NOTE: This data is not presented in layers in that the values are not cumulative. ~__{ Formatted: Font: Bold
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Existing Revenues

All Funds
2013-2014 Budget

Property Tax
10%

Sales Tax
9%

Utility Tax
5%

Other Tax
Misc 4%
1%

Licenses
4%

Other Rev.
4%

Beginning funds are %he—largest 5|gn|f|can source of funds in providing for the 291—1—29}2—t0tal
revenue budget.

the—ZOOQ—ZO%O-and—ZO}LZO}Z—bwgets—Thls represents beginning fund balances WhICh may, or

may not be included in budgeted expenditures. Examples of where beginning funds would not
be expended include reserves and dedicated sources (such as contingencies in utility funds).
Examples where beginning funds would be expended include carry-forward of unspent amounts
on contracts or major projects.

Interfund revenues are payments among city funds for services. Government accounting rules
require each city fund to be financially independent of the others. So transactions between funds
(such as payment for fleet service, facilities or technology services) represent revenue to the
provider fund.

Service charges are the largest outside revenue source for the city. Of this amount,
approximately 90% is derived from charges for utility service (water, wastewater and surface
water). Other service charges include development fees, recreation fees and other smaller fees
for city service.

Taxes are of three primary types. They are property taxes, sales taxes and utility taxes. Utility
taxes apply to electric, natural gas, telecommunications and garbage service. “Other” taxes
include real estate excise tax, lodging (also known as hotel / motel) tax and a very small amount
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of gambling tax. See “Available Revenue Options” for more detail on the types of taxes
available and utilized by the city.

“Other” revenues are primarily rents and interest earnings.

General Fund
2013-2014 Budget

Property Tax

22%
Other Rev.

8%

Development Fees
11%

Other Tax
1%

Sales Tax
28%

The largest revenues in the General Fund are taxes. Of the total property tax levied by the city,
66% is retained by the General Fund. The balance is allocated to public safety, and parks
maintenance and operations levy funds to illustrate compliance with a commitment by the city to
use taxes raised through voter approved increases to the levy for those purposes. Technically the
City Council has discretion as to how all property taxes are utilized by the city. The largest tax
source in the General Fund is the sales tax. Utility taxes make up the third largest tax source and
are described briefly above (more detail on all major revenues can be found in Chapter 111 -
Revenues).

-10 -
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Current Service Levels

All Funds

Clean & Green ~ Community
8% Building
5%

Responsible Gov't

Business
Community
4%

Safety
24%

Infrastructure
43%

Service levels are presented in the form of allocations of resources in the 20132-20142 biennial
budget of $454-491 million by budget priorities. Service levels are not specifically defined
however the 20132-20142 budget included performance criteria (performance measures
proposed by staff) as an indication of the value of the service provided. The performance
measures are being used in a larger context of performance management wherein city services

can be evaluated as to the level of service and the quality of service.

These service levels are in the context of the total “price of government” (page 6). There is an
interaction between the “price” and the services able to be provided within that price. A
challenge for the city will be to provide as much service as possible within the acceptable price
of government as documented through our performance management systems.

-11 -
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Chapter III - Revenues

Philosophy

In addition to established financial policies related to City revenues, the Council has developed
supplemental-the following philosophy related to City revenues. These philosophies are intrinsic
in Council deliberations related to City revenues and are a foundation for establishing future and
revised fiscal / revenue policy.

* Assess and maintain fair, equitable and stable sources of revenue

This direction comes out of past Council Objectives. Given changes in State law over the years,
the City needs to look for stable and progressive tax streams in the context of the price of
government.

* Prioritize less volatile revenues sources over revenues more sensitive to changes in the
economic climate, such as sales tax and sales tax on construction.

Issues of volatility should be reflected in the decision making process, whereas sources with a
low volatility rating prioritized. Core services should be provided via revenue sources with
lower volatility.

* The “total” tax bill should be considered when increasing rates

When assessing total tax impacts to taxpayers, increases in non-general fund rates need to be
included in the total cost. Additionally, broader tax and utility fee obligations imposed by all
taxing jurisdictions should be considered, recognizing that Redmond has little control of these
assessments.

* Limits to Taxation

There is an acknowledgement that there is a limit to total revenues available to operate Redmond
city government. The residents are pressured by an increasing cost of living from many factors,
plus increases in taxes from other levels of government. There should be an appropriate and
community-accepted ‘price of government’ expressed as a percentage of personal income.

There should be a clear “value proposition” which enables evaluation of the benefit received for
being located in Redmond versus the cost of doing business in Redmond. There is a risk that
increasing the cost of doing business in Redmond will cause businesses to move or shift some of
their functions to other locations. If tax and fee increases are too significant, the result could
cause a net decrease in revenue.

« VVoters should be asked to approve tax increases when the proposed increase is above a
historical rate

It is the policy of the City of Redmond to fully include Redmond tax payers in deliberations over
tax rate increases, particularly where tax rates approach the limits of the acceptable price of the
services the City intends to provide with those taxes revenues.

-12 -
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Available Revenue Options 3

Revenue Source Current Authority Fiscal Value | Indexable? | Decision | Volatility
Rate Limit (Annual) Maker Rating
Property Tax 1.782 1% year No Council Low
Limited Duration 0 $3.10/ Yes Voters Low
Levy Lid $1,000
General Levy Lid 0 $3.10/ No Voters Low
Increase * $1,000
Utility Tax 6% 6% No Council Medium
Tax on City Utilities’ 0% None No Council Low
Sales Tax .85% .85% No Council High
Gross Receipts 0% 2% Yes Council Medium
(B&O)
Business License $35 None Yes Council Medium
Business $57 None Yes Council Medium
Transportation Tax
Development Full Cost None Yes Council High
Review Fees Recovery
Recreation Fees Full Cost None Yes Council Medium
Recovery
1 “General levy lid increases” have been approved by voters as follows:
When For What Amount
(historical)

1989 Parks Maintenance & Operations $300,000

2007 Fire Service $2,201,858

2007 Police Service $2,051,300

2007 Parks Maintenance & Operations $205,806

These amounts are now part of the base city property tax levy. Fhecity-budgetsfor-these-levies

2 A utility tax was placed on water service to pay for fire suppression related costs in 2011. This was
offset by a reduction in the water utility rate of an equal amount — essentially shifting the source of
revenue for fire suppression from utility rates to a utility tax of the same amount. Staff plans to
recommend council reverse this action now that the legislature has clarified that a public utility is
permitted to provide for fire suppression services through utility user rates.

3 A description of the revenue options is found on page 15.

-13 -
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Balancing Options Available

At times it is very difficult to contemplate the basic question that this Financial Strategy is destined to
answer — “Can we achieve our vision with the existing revenue” It is difficult because the vision is broad
and far reaching, describing our community more from the heart and soul then by the services delivered.
However, it is clear that our vision requires us to understand and deliver the high quality of services,
facilities and infrastructure our citizens and visitors desire.

Budgeting by Priorities

In 2008 (for the 2009-2010 budget) the city used an emerging new approach which we called “Budgeting
by Priorities” (BP for short). This approach (often also referred to as budgeting for outcomes) is
consistent with the Price of Government concept described earlier-in-thispaper. The BP process poses the
best opportunity for the city to resolve the discrepancy of achieving the vision with limited resources.
This results from focusing on the essential priorities of the city (as a community) and the city’s role in
addressing those priorities (as an organization). The community involvement in defining and assessing
progress on the priorities is essential in keeping the city “grounded” in what its citizens want.

Combined with the price of government policy framework for determining how much the community is
“willing to pay” for the priority services they receive, the BP process rebalances the needs and vision with
the available resources each budget cycle (every two years). This framework does not contain the
answers, but poses the questions in a way that directly connects the price with the value.

The initial effort in Budgeting by Priorities was a very successful start. However, in an effort to learn
from that experience and ensure continuous learning, the City asked the Government Finance Officers
Association (GFOA) to review our effort and recommend improvements. One significant
recommendation of the GFOA was to develop a ten year rolling strategy for innovations related to the BP
effort. By incorporating a ten year strategy for BP into this Long Range Financial Strategy, the city can
be assured of continuous progress in the use of BP and in addressing the challenge of achieving the vision
in the context of available revenues.

Ten Year BP Strategy

The following illustration starts-the-diseussion-abeout captures the major issues and timing related to the
evolution of the city’s BP plan. It is derived from the GFOA report and is updated to reflect discussions
to date. The Council and Administration will use this approach and this illustration as a starting point for
evaluating and agreeing on the elements of BP over time.

It is intended that as this conversation occurs and the ten year strategy evolves that this Long Range
Financial Strategy would be revised aceerdinghyin anticipation of each biennial budget cycle.

-14 -
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A 1. Update Strategic Priorities

Evaluate BP processes based on emerging practices
Review BP framework and changes needed for next budget process

2020
w N

4. Review / update performance management framework based on emerging
practices

Evaluate long-range financial plan

6. Review BP framework and changes needed for next budget process

2018
w

7. Review BP framework and changes needed for next budget process
8. Align individual performance evaluation process with BP

2016

9. Invite private sector offers

10. Complete performance management framework

11. Learn from Capital Investment Strategy effort and refine

12. Review BP framework and changes needed for next budget process
13. Implement evidence resources database library

2014

14. Train / coach employees on innovation

15. Continuous review of potential for service models to gain efficiencies
16. Implement MS Dynamics budget system linked to BP

17. Implement Capital Investment Strategy Methodology

18. Design / implement BP based performance management framework
19. Review BP framework and changes needed for next budget process
20. Update / confirm strategic priorities

2012

21. Identify and report on programs that are contracted out
22. Incorporate long-range financial planning into BP

23. Improve department offer tracking

24. Develop / implement CIP process / 7" results team

25. Review changes needed to second BP process

26. Conducted review of BP

2010

27. Developed / implemented initial BP process

I|2008

-15 -
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Short and Long Term Revenue Options
Strategic decisions include:

Development Fees

Council supports the general philosophy of an overall recovery target range. The overall
recovery target for fees is full cost recovery.

Development fees should be reviewed in each budget cycle.

Business & Occupation Tax — Gross Receipts Tax
Council does not support a Gross Receipts Business and Occupancy Tax.

Council believes that this type of taxation is counter-productive to the goal of maintaining a
positive economic climate in Redmond.

Business License Fee

Council believes the concept of a business tax/fee based on Full Time Equivalent (FTE)
employees is a positive structure based on relative business size. Council will review for
inflationary increases during each biennial budget.

The Business Transportation Tax *

This is assessed at the same time as the Business License Fee and shall be considered and
adopted concurrent with the Business License Fee.

Eligible uses of the Business Transportation Tax shall include all programs and services
identified in the TIP/TFP, including maintenance of transportation infrastructure and travel
options programs, as well as expenses related to traditional transportation capital investments.

The Business Transportation Tax was increased in 2011 and will be reviewed for inflationary
increases during each biennial budget review.

*note: The Business Transportation Tax revenues do not go to the general fund, rather the
revenues help fund and go directly to the Capital Improvement Program.

Utility Taxes
Council increased the utility tax to the 6% of gross revenues of the utility allowed by law in
2006. (note: utility taxes can exceed 6% with a vote of the people)

A utility tax on city provided water was implemented in 2011 in response to “Lane vs. Seattle”
court case wherein the city could no longer fund fire protection services from water utility rates.
This tax and a corresponding decrease in the water utility rates was essentially a bookkeeping
effort that changed the source of fire protection costs from water rates to a utility tax on water
rates (now processed through the General Fund). A legislative change in 2013 will enable the
city to revert back to building these costs into water rates (and eliminating this tax for this
purpose). Staff is making such a recommendation.

Council understands in the future that a utility tax could be levied on the City provided utilities
(water, sewer, storm drainage, cable television). At this time, however, Council does not
generally support levying an additional tax on City provided utilities.
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Property Tax — Council Authority

Council intends that the total price of government not exceed the policy boundaries discussed
elsewhere in this document. To that end, alternative assumptions related to property taxes will
be included in the long-range financial forecasts as part of this strategy. This will enable the
council to balance the intent of keeping property taxes low with maintaining services within the
overall price of government. A review of Bdifferent scenarios will illustrate the overall effect of
each assumption.

Property Tax — Voted

A remaining piece of the financial strategy is the option to present property tax options such as a
levy lid increase to the Redmond voters. Additional options include providing voters with
questions regarding use of property taxes to support specific capital improvements (i.e. tax
supported bond proposals).Council does not generally support limited duration IeviesL as they are

[ Comment [MEB2]: Does this remain true today? ]

contrary to the philosophy of stable revenue sources. Additionally, Council believes that should
limited duration levy lift type of funding be sought, it would be inappropriate to use the revenue
for longer-term on-going expense and should only be considered for expenses of limited
duration.

Council placed a general levy lid increase before the voters in 2007 which was te-be-effective in
2008. The voters approved increases in the levy in the amount of $5 million(for improvements
in fire, police and parks maintenance services). These are more completely described on page
12.

Parks Bond Measure
Council has identified a ballot measure to fund Parks acquisition and development as a priority.

{ Formatted: Highlight ]
Formatted: Highlight ]

{ Formatted: Highlight ]

The Parks Board and Parks & Recreation Department have been working towards identifying the
proper funding level to place before the voters. Included would be a list of capital improvement
projects to be funded with the bond measure and a separate maintenance and operation levy
ballot measure.

Transportation Bond Measure
Council has identified mobility of people and property as a top priority and recognizes that

[ Formatted: Highlight ]

adequate infrastructure adds to the economic vitality of the City. The City Council reserves the
option to ask voters to support a transportation bond measure to secure funding to implement the
pending Transportation Master Plan.

Other User Fees

The City will periodically review other fees and charges to ensure those costs for services have
been taken into consideration in terms of its overall revenue strategy.

Additional Options

Other actions include a regular review of revenues consideration of a regular levy lid lift to
stabilize property taxes, and efforts with State Legislators to address additional revenue sources
available to cities.

Council could consider the formation of a Metropolitan Park District as a funding strategy for
regional park facilities (requires voter approval).

Council could also consider a Transportation Benefit District as authorized by state law.
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Chapter IV Reserves

Philosophy

The city recognizes its obligation to serve current needs while protecting its ability to continue
basic services in the event of economic down and or severe short-term financial upheaval. The
city also believes that it is both prudent and fiscally responsive to develop and maintain the
financial reserves necessary to replace aging capital equipment.

B. Current reality

The city has developed Reserve policies in keeping with the basic philosophy of protecting the
economic sustainability of city services and provides for the creation and application of reserves.
These reserve fund policies are reviewed by the Public Administration and Finance Committee
of the City Council in anticipation of each budget cycle.

C. Options
1. We intend to achieve our vision in a way that maintains appropriate reserves. Reserves are
a necessary component of protecting our vision.

2. Reserves are intended for specific purposes and will be used only for those purposes.

3. Maintaining the reserves is an important component of the vision. We cannot “buy” our
vision with the reserves but rather the maintenance of reserves supports economic stability with
is consistent with the long-term vision.

D. Actions (short- and long-term):

General Government: Council deliberated the proper percentage of the general fund that is set
aside as reserves, deciding that 8.5% of the general fund would be held in the operating reserve
account.

In addition, Council called for an economic contingency fund to be established as a part of the
2009-2010 biennial budget to be used as a hedge during the economic downturn due to the state
and national recession at the time. This contingency was continued into the 2011-2012 biennium.
The Council determined in its 2011 biennial review of the financial policies to make the
economic contingency reserve an ongoing policy in an amount of 4% of the General Fund
revenues.

Utility Funds: The City will maintain operating reserves in the Water / Wastewater Fund of 12%
(not including Metro Wastewater which shall be at 2%); the Stormwater Management Fund of
12%; and Solid Waste Recycling Fund of 12%.

The Public Administration and Finance Committee will make recommendations on the proper
level of reserves for the storm, water, and solid waste utilities during their biennial review of the
City’s financial policies.
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Chapter V Priorities

Redmond City Government acknowledges that it, along with other local, state, and federal
governments, operates in an era where the citizens demand accountability for their public money.
In the State of Washington, this manifests itself in recent changes to the law that limits taxation
without a vote of the people. The property tax cap forces government to justify its expenditures
to the people. As expenditures increase with inflation and growth of service area, property tax
revenues increase much slower. A natural result would be a reduction in the quality and or
change to the level of services delivered to our citizens.

There is recognition that Redmond will not be able to maintain some past and current service ~_{ Formatted: Highlight

levels, particularly in capital projects. Some service levels may have to decline while others may
need to increase.

Without identifying other revenue sources, the City government must make an adaptive change
to the new parameters. Just increasing revenue is not enough to thrive in this environment. With
this Long-Term Financial Strategy, Redmond City government is continuing a cultural change to
its budget and financial management environment.

In order for the City to achieve its Vision, the Vision must be calibrated against the fundamental
priorities of the citizenry, and the priorities then balanced against a willingness to pay. Some
portion of the vision will only be accomplished as the Redmond economy continues to grow and

develop.

The prior budget-by-cost system made it difficult to prioritize levels of services. City surveys
consistently find citizens highly supportive of the quality of life in Redmond. To the extent that
services equate to quality of life, it is equally true that citizens are satisfied with the current level
of services. The City Council has accepted as a current reality that revenues and service levels
are generally within taxpayer’s expectations and that refinements are needed to continue to meet
this standard. The citizens of Redmond are not demanding a higher level of services nor are they
willing to greatly exceed current tax levels.

We accept that achieving the Vision will challenge the City and its citizens to grapple with the
fundamental definition of service levels and that we must begin by examining current outcomes,
eliminating those that no longer serve the Vision and adding those that are demanded by the
Vision.

Through the Budgeting by Priorities Process started in 2008, the City heard from the community
and together they identified the following six priorities:

BUSINESS COMMUNITY

I want a diverse and vibrant range of businesses and services in Redmond

CLEAN & GREEN ENVIRONMENT

I want to live, learn, work, and play in a clean and green environment

COMMUNITY BUILDING

| want a sense of community and connections with others

INFRASTRUCTURE & GROWTH

I want a well-maintained city whose transportation and other infrastructure keeps pace with growth
SAFETY

| want to be safe where | live, work, and play

RESPONSIBLE GOVERNMENT

| want a city government that is responsible and responsive to its residents and businesses
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Note: The priorities identified by Redmond citizens will be revalidated each budget cycle and were most
recently validated in the citizen survey conducted in 2011 wherein 87% of citizens confirmed that these
remain the right city priorities.

These priorities were assigned to “Results Teams” made up of a cross section of city staff and
citizen volunteers. The Results Teams developed “factors” that result in progress toward the
priority statement®. Below is a summary of the observations of the Results Team’s work. °

BUSINESS COMMUNITY
I want a diverse and vibrant range of businesses and services in Redmond

Factor 1: Business Support, Attraction & Retention

A focus of the City of Redmond is to exhibit and promote a healthy environment that attracts
and retains businesses and services. To obtain this result Redmond must take an active role in
creating an atmosphere that provides efficient processes, proactive support, and a welcoming
environment. A welcoming environment includes being business friendly, making it easy for
businesses to get assistance, having positive business/governmental relationships, and
acknowledgement of business successes in the community.

Factor 2: Image & ldentity

The image and community identity that a city presents to residents, as well as local and
international community contributes to its ability to attract and retain a diverse set of businesses.
This in turn helps contribute to community livability, well-being, and vision.

Factor 3: Accessibility For Businesses & Consumers

It is critical that the infrastructure of the City allow for ample access by residents, employees,
consumers, and delivery services. Water, sewer, and broadband systems along with
transportation facilities all need to be designed, built, and maintained to support businesses and
consumers.

Factor 4: Mix of Businesses & Activities

A vibrant business community necessitates a balance of daytime and evening destinations, as
well as an emphasis on cultural arts and entertainment. Redmond businesses that reflect the
community character, and offer a wide range of goods and services, including anchor and
unique specialty stores, will help make the City a destination for “one stop shopping,”
improving the availability of goods and services, as well as enticing local residents, tourists,
employees, and consumers from the region to visit and shop in

Redmond.

® There were actually seven Results Teams with the seventh assigned to capital investments. This team
used the work of the priority based Results Team in addition to criteria developed specifically for capital
investments in the context of the Comprehensive Plan for their work.

® The Results Team work has been updated based on the 20143-20124 budget process.
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CLEAN & GREEN ENVIRONMENT
I want to live, learn, work, and play in a clean and green environment

Factor 1: Create, Conserve, Reduce, Restore, Recycle

This is our central theme and can be applied to each of the other factors as the core principles of
a clean and green environment.

Factor 2: Environment

In order to create and maintain a clean and green environment (natural and urban) for ourselves
and for future generations we must protect the resources that nourish and sustain us physically,
emotionally, and spiritually. Clean air, water, and soil create a solid foundation to build upon.
Maintaining and restoring healthy habitats and ecosystems is a natural way to help accomplish
our goal of clean air, water and soil, while also nurturing our desire for beautiful places.
Providing safe and aesthetically pleasing places to recreate encourages physical activity, and
provides opportunities for connection with others in our community. A walkable, connected
community encourages physical activity and also helps us maintain clean air, water, and soil by
reducing pollutants emitted by vehicles.

Factor 3: Ethic

A clean and green environment will thrive only when we embrace the ethic that sustains it. To
firmly establish this ethic, continued education and outreach to the community and businesses
are essential. Commitment to exploring innovative and efficient technology, despite
challenging economic times, will pay off in the long term. Strong connections and partnerships
between city departments, businesses, and the community help us all achieve a higher standard
with less individual effort and expenditure.

Factor 4: Management

Our responsibility to provide key services to protect the health of our community and the
environment can be fulfilled by maintaining a strong, up-to-date infrastructure and using
innovative technology to control stormwater, wastewater, and solid waste, as well as protect
watersheds and water sources. Education and outlets must be provided to reduce hazardous
waste and pollution. Clean streets, sidewalks, and pathways provide safe places to recreate,
encourage physical activity, and contribute to an enhanced aesthetic, all important elements of
living in a clean and green environment.

COMMUNITY BUILDING
I want a sense of community and connections with others

Factor 1: Communication and Connections

Community involvement is dependent on successful communication that enhances every
citizen's ability to connect to others and access services. This involvement begins the formation
of a sense of community. Strong partnerships, volunteerism, and an accessible government
with the opportunity for civic participation are very important to move forward as a
community. We are looking to develop diverse, effective venues for two-way communication
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to better connect citizens, businesses, and the City, fostering trust and encouraging active
engagement.

Factor 2: Shared Public Experiences

The arts, recreation, and cultural experiences offered in Redmond should inspire participation.
Redmond's special events, programs, and activities can serve to encourage involvement while
providing an opportunity to meet others and share common interests. Events and activities that
are timeless yet evolving can help emphasize and solidify a sense of community.

Factor 3: Positive Community Image

The diversity of Redmond residents and businesses indicates a conscious choice of making
Redmond home. Redmond is unique and different from any other city. While the City
continues to grow, it should retain its welcoming, safe, and green environment, offering a
sense of place to each citizen. Having this unique identity and community pride is an
important aspect of building community and connections with others.

Factor 4: Places to Connect, Share, and Imagine

Successful community building has been found to be dependent on the social surroundings that
provide places to gather, find respite, or share experiences. If successful, these special places
can provide the "anchor" of community life, encouraging broader, more creative interactions
between friends, neighbors,

and the larger community.

INFRASTRUCTURE & GROWTH
I want a well-maintained city whose transportation and other infrastructure keeps pace with growth

Factor 1: Plan

A well-maintained city that keeps pace with growth, requires the creation of a blue print
that defines community goals. Creating this, entails thoughtful planning, educating, and
engaging with the community. The Plan must understand and adhere to local, regional,
and federal regulations, as well as zoning requirements and policies. The Plan should also
shift to more sustainable and greener infrastructures, provide choices for moving people,
goods, and services from one place to another and ensure housing options that keep ahead
of changing demographics.

Factor 2: Build & Invest

To support the growth of a vibrant community, the City must execute long range plans, such as
the Capital Investment Strategy, Comprehensive Plan, and the Transportation Master Plan.
Identifying and leveraging funding sources is vital in building the key components identified in
these plans. Together with the goals of building two urban centers, we can utilize opportunities
from capital improvement projects and private developments to focus on building necessary
infrastructures to support planned growth.

Factor 3: Maintain & Operate
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A successfully functioning municipal infrastructure enables a community and its businesses to
operate at the highest level. To ensure that this occurs in Redmond, the City utilizes a proactive
approach to infrastructure management. An emphasis on preventative maintenance reduces the
frequency of more costly reactive maintenance. Maintenance of the City's growing public
infrastructure (water, sewer, stormwater, roads, and facilities) is thoughtfully planned and
scheduled.

SAFETY
| want to be safe where | live, work, and play

Factor 1: Emergency Services

Emergency services is the essential factor contributing to safety. Effective emergency services
forms the foundation, creating a community that is and feels safe. This includes both proactive
services, such as disaster preparedness, as well as critical reactive emergency response services.

Factor 2: Environment

A properly built infrastructure limits safety problems. Roads, buildings, parks, and other
infrastructure need to be designed and maintained with the community’s safety in mind.

Factor 3: Community Engagement

Community engagement reaches across all areas of safety. This factor highlights that everyone
has a role in safety and that the City cannot create safety on its own. An engaged community is
an active participant with City government who helps identify and resolve safety problems.

RESPONSIBLE GOVERNMENT
| want a city government that is responsible and responsive to its residents and businesses

Factor 1: Effective Leadership and Empowerment

Effective leadership can be demonstrated at all levels of the municipal organization by: 1)
supporting the City's vision; 2) enabling and empowering City employees to demonstrate
innovation and flexibility in realizing and communicating the vision; 3) engaging in cross-
departmental alliances; and 4) providing opportunities for the professional development of
staff. Effective leadership is proactive in generating regional partnerships that foster
cooperation and yield benefits across city boundaries or jurisdictional borders. Effective
leadership and empowerment provides the foundation for a responsible and responsive
government.

Factor 2: Fiscal Responsibility

The City has a responsibility to manage its resources in a conservative and transparent manner so
that

our citizens and business community can be assured we are properly administering their
contributions. Planning for the future necessitates providing for a comprehensive strategic
financial and economic plan that includes policies and relevant compliance mandates, that: 1)
demonstrates an understanding of the City's demographics; 2) forecasts future revenues and
expenditures; 3) includes a budget that allows for economic fluctuations; 4) provides for
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managing the condition of our assets; and 5) includes investment strategies and appropriate fee
structures. These all play an important role towards being a responsive
and responsible government.

Factor 3: Quality Service

The community can expect high quality, reliable, and responsive customer service by talented
City staff through the use of effective and efficient systems and operations. Proactive and
innovative approaches to City services are important to meet or exceed the community's
expectations.

Factor 4: Community Connections and Communication

Residents, businesses, partners, and visitors are each part of the community. Connecting and
communicating with the community is critical in realizing a responsible government. Readily
available access to and sharing of current information, being approachable, engaging the public
through sharing of ideas and opinions, as well as outreach and education each contribute to a
sense of connection.
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A. Monitoring Priorities

To make decisions about the City’s future, the City will look at long-term trends to see where we
have been. These trends can assist the City in making decisions about where to allocate resources
to the priorities.

Trend Indicators

Identification of Priorities and Objective are of little value without a system for monitoring
progress toward the objectives and impact of our activities on the community. The city
accomplishes this through its Community Indicators Report and Citizen Surveys.

B. Measuring Priorities

In addition to monitoring trends, the City will monitor progress by establishing objectives for
each priority. These measurable objectives will assist the City in making resource allocation
decisions. The Budgeting by Priorities model incorporates “performance management” as a
means of monitoring progress against the objectives for each budget offer.

Measurements will exist at twe-multiple levels: including the “dash board” or priority level,-and
the offer level and other operational levels that facilitate staff in their work. The measures will
illustrate trends, targets and other criteria by which the city’s efforts on a given program can be
evaluated on a periodic basis. This evaluation is intended to inform organizational learning,
repeating what works, discontinuing what isn’t working and continuous improvement.
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Council adopted twenty-two “dash board” measures to monitor progress within each of the six

priority areas. The dashboard measures are:

Business Community:

e The number and average longevity of businesses by category, relative to community
goals: retail, restaurant and tourism, services, high-tech, and manufacturing;

* Percent of citizens and employees of businesses within the City satisfied with the range
of businesses available in Redmond; and

e Percent of businesses satisfied with the services Redmond provides.

Clean & Green Environment:
* Percentage of neighborhoods with convenient access to parks and trails (ability to walk

il
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* Percent of the twelve significant streams that can support native habitat as measured
by an index of 35 or higher (for conditions to be healthy for salmon, the Benthic Index
of Biotic Integrity (B-1BI) or “bug index” score needs to be 35 or greater);

* Rate of single family residential waste stream (garbage plus recycling); and

* Percent of citizens satisfied with the quality of green spaces and trails (inclusive of
parks).
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crimes (auto theft, auto prowl, and identity theft);

* Percent of times the Redmond Fire and Emergency Medical Services provide a safe
response with the right people and necessary equipment within the identified target
times; and

 Number of residents engaged in activities related to public safety.

Community Building:
* Percent of Redmond residents reporting they feel informed about community events,
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» Percent of Redmond citizens responding positively to a survey question that rates the
overall sense of connection to the community.

Responsible Government:
* Percent of community responding positively regarding satisfaction with City services;
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e Trend in Redmond’s price of government; and

e The City’s bond rating.
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* Mobility report card: ratio of Redmond’s transportation supply to transportation
system demands (i.e. concurrency);

e Overall satisfaction of Redmond residents with the City’s transportation systems;
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* Jobs to household balance (i.e. number of jobs in the local job market per household);

//[ Formatted: Expanded by 0.1 pt

* Rents, home sale prices and income as a measure of affordability; and
e The pace of infrastructure development versus the pace of growth.

The ten year strategy for budgeting by priorities includes steps to continue and improve the
performance measurement element of the city’s Long Range Financial Strategy.

Chapter VI Next Steps

With the 20113-20124 budget biennium the City has developed its seeend-third BP process
budget. FhisproecesswasHaving tested this approach inby the increaseding fiscal pressures of
the economic downturn,—F focus on scalability of budget offers, improvements in performance
measures and improvements in the capital investment strategy was-continues to be the challenge
and-which occurred in this budget process_as well.

Council will continue to review revenue policy direction to inform the revenue assumptions for
future budgets in the context of the Price of Government.

Next-Council turas-Hs-attention-tohas determined that updating the Long-Range Financial
Strategy each biennium toby recognizeing the significant changes in the political, fiscal and
organizational environment that have occurred since Nevember-of2005the last review is a best
practice that the city will continue to pursue. It is anticipated that the LRFS will be updated each
odd numbered year in anticipation of the next biennial budget process and informed by the last.

In order to make good public policy decisions on Redmond’s Long-Range Financial Strategy,
decision makers recognize the importance of remaining engaged with the public in determining
the appropriate level of taxation to support Redmond city government. Further, the public must
continue to be involved in determining what the priorities of Redmond are, recognizing that
government can’t be all things to all people. The level of taxation may change but it will be an
informed decision made with the assistance of the public.
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Comment [MEB3]: Note — | recommend we
remove this important element from the appendix

\Appendle and into the main body of the report.

Long Range Financial Plan

Consistent with the “Price of Government” text used as a foundation for the City’s financial
strategy, “we can get to the heart of the matter by paying attention to only five numbers. ... To
be clear about our fiscal reality, however, we have to project these five numbers over at least five
years (also known as the “five by five”).”’

The five numbers are:

e Starting balance (how much we have in our accounts at the beginning of the fiscal year)

e Revenues (all resources available — how much we think we will take in)

o Expenditures (all uses of resources regardless of type — how much we think we will
spend - ideally broken into one-time and on-going)

e Surplus or deficit (the difference between revenues and expenditures)

¢ Ending balance (how much we think we will have in our accounts at the end of the fiscal
year)

As a result of the adopted 2011-2012 adopted biennial budget, the following chart illustrates the
City of Redmond’s equivalent to a “five by five” basic budget based on staff’s assumptions.

Long Range Financial Forecast —
General Fund
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« REVISED — with capital project impacts
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Does include operating impacts from capital improvements

This forecast uses the assumptions found below and illustrates the natural effect of constrained
revenues with expenses changing due to outside forces (inflation of various sorts). Each
biennium budget will be balanced resulting in the imbalances being resolved.

” The Price of Government, Osborne & Hutchinson. 2004. Page 29-30
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Assumption scenarios
The assumptions for the previous chart are:

2011 2012 2013 2014 2015 2016 2017 2018

Seattle Inflation » 18% | 2.8% 2.9% 3.0% 3.0% 3.0% 3.0% 3.0%
Redmond Population » 13% | 1.3% 1.3% 1.3% 1.3% 1.3% 1.3% 1.3%
Redmond Dwellings 1.9% | 1.9%

Salaries and Benefits Increases -3.2% | 3.59% | 2.20% | 2.75% | 3.33% | 3.96% | 3.97% | 3.99%
Retail Sales » 25% | 2.5% 3.5% 3.7% 4.0% 4.0% 4.0% 4.0%
Business License » -2.6% 2% 1.4% 1.4% 1.3% 1.3% 1.3% 1.3%
Growth in property tax base 513,497 | 70,000 | 200,000 | 300,000 | 300,000 | 300,000 | 300,000 | 300,000
Property tax base change 1.0% | 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%
No Employee Growth - Flat 0.0% | 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

RCW 84.55.0101 limits the growth in property taxes from the current tax base to 1% per year.
The effect of a change of 1% per year in property taxes on the existing tax base is illustrated below. —
Note that additions to the tax base will also be included resulting in growth in tax receipts.

26,000,000

25,000,000 /
e Base

24’000’000 === \\/ith 1% increase

23,000,000

22,000,000

21,000,000

20,000,000 T T T T T T T |
2011 2012 2013 2014 2015 2016 2017 2018

The financial forecast illustrated includes an assumption of including a one-percent growth in the
property tax as described. Changing the assumption to not including this growth results in a
decline in the financial forecast of $6.1 million over the forecast six years with $1.8 million of
the change occurring in dedicated levy funds (i.e. police, fire and parks O&M).

-30 -



	Foreword 0F
	Using a Strategic Financial Plan to Guide Redmond’s Financial Decisions 1F

	Chapter I - Our Vision about the Community and its Government
	Chapter II - The Current Situation
	Price of Government
	Existing Revenues
	Current Service Levels

	Chapter III – Revenues
	Philosophy
	Available Revenue Options 3
	Balancing Options Available
	Budgeting by Priorities
	Ten Year BP Strategy

	Short and Long Term Revenue Options
	Development Fees
	Business & Occupation Tax – Gross Receipts Tax
	Business License Fee
	The Business Transportation Tax *
	Utility Taxes
	Property Tax – Council Authority
	Property Tax – Voted
	Parks Bond Measure
	Transportation Bond Measure
	Other User Fees
	Additional Options


	Chapter IV Reserves
	Philosophy
	B. Current reality
	C. Options
	D. Actions (short- and long-term):

	Chapter V Priorities
	BUSINESS COMMUNITY
	CLEAN & GREEN ENVIRONMENT
	COMMUNITY BUILDING
	INFRASTRUCTURE & GROWTH
	SAFETY
	RESPONSIBLE GOVERNMENT
	A. Monitoring Priorities
	B. Measuring Priorities
	Business Community:
	Clean & Green Environment:
	Safety:
	Community Building:
	Responsible Government:
	Infrastructure & Growth:


	Chapter VI Next Steps
	Appendix
	Long Range Financial Plan
	Assumption scenarios


