Reader’s Guide

This reader’s guide describes the structure of the 2004 Adopted Budget and outlines its contents. It is designed to
help citizens, media, and City officials more easily understand and participate in budget deliberations. In an effort
to focus on what is achieved through spending, the 2004 Adopted Budget includes funding levels and expected
program outcomes, taking into consideration the current economic situation. This document identifies some of
the most important or well established performance measures and describes them at the budget control level in
departmental budgets.

A companion document, the 2004-2009 Capital Improvement Program (CIP), identifies adopted expenditures and
fund sources associated with the development and rehabilitation of major City facilities, such as streets, parks,
utilities, and buildings, over the coming six years. The CIP also shows the City’s financial contribution to
projects owned and operated by other jurisdictions or institutions. The CIP fulfills the budgeting and financing
requirements of the Capital Facilities Element of Seattle’s Comprehensive Plan by providing detailed information
on the capacity impact of new and improved capital facilities.

Seattle budgets on a modified biennial basis. See the “Budget Process” section for details.

The 2004 Adopted Budget

This document is a detailed record of the spending plan proposed by the Mayor and adopted by the City Council
for 2004. It contains the following elements:

= Selected Financial Policies — a description of the policies that govern the City’s approach to revenue
estimation, debt management, expenditure projections, maintenance of fund balances, and other financial
responsibilities;

= Budget Process — a description of the processes by which the 2004 Adopted Budget and 2004-2009 Capital
Improvement Program were developed;

=  Summary Tables — a set of tables that inventory and sum up expected revenues and planned spending for
2004;

* Budget Overview — a narrative that spotlights the priorities reflected in the adopted budget and explains the
most important elements of the detailed departmental budgets;

= General Subfund Revenue Overview — a narrative that explains where the City’s General Subfund revenues,
or those revenues available to support general government purposes, come from and the factors that affect the
level of resources available to support City spending;

» Departmental Budgets — City department-level information that describes significant policy and program
changes from the 2004 Endorsed Budget, the services provided, key performance measures, and the spending
levels proposed to attain these results; and

= Appendices — the first appendix to the Adopted Budget contains a list of positions by department. The second

appendix provides a summary of cost-allocation factors for internal City services. The third appendix
contains an array of supporting documents that provide detailed numerical data and other information.
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Departmental Budgets: A Closer Look

The budget presentations for individual City departments (including offices, boards, and commissions) form the
heart of this document. They are organized alphabetically within six functional clusters:

= Arts, Culture, & Recreation;

=  Health & Human Services;

= Neighborhoods & Development;
= Public Safety;

= Utilities & Transportation; and

=  Administration.

Each cluster comprises several departments that share a related functional focus, as shown on the organizational
chart following this reader’s guide. Departments are composed of one or more budget control levels, which in
turn may be composed of one or more programs. Budget control levels are the level at which the City Council
makes appropriations.

As indicated, the adopted budget appropriations are presented in this document by department, budget control
level and program. The reader will also see references at the department level to the underlying fund sources
(General Subfund and Other) for the department’s budgeted resources. The City accounts for all of its revenues
and expenditures according to a system of funds and subfunds. In general, funds or subfunds are established to
account for specific revenues and permitted expenditures associated with those revenues. For example, the City’s
share of Motor Vehicle Fuel taxes by law must be spent on road-related transportation activities and projects, and
are accounted for in two separate subfunds in the Transportation Fund. Other revenues without statutory
restrictions, such as sales and property taxes, are available for general purposes and are accounted for in the City’s
General Subfund. For many departments, such as the Seattle Department of Transportation, several funds and
subfunds, including the General Subfund, provide the resources and account for the expenditures of the
department. For several other departments, the General Subfund is the sole source of available resources.

Budget Presentations

Most department-level budget presentations lead off with information on how to contact the department, as well
as a description of the basic functions and areas of responsibility of the department. There follows a narrative
summary of the major policy and program changes affecting how the department plans to conduct its business in
light of the adopted budget. The City Council Budget Changes and Provisos section summarizes City Council’s
revisions to the Mayor’s Proposed Budget. When appropriate, subsequent sections present budget control level
and program level purpose statements and program summaries detailing significant program changes from the
2004 Endorsed Budget to the 2004 Adopted Budget.
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All department, budget control, and program level budget presentations include a table summarizing historical
and adopted expenditures, as well as adopted appropriations for 2004. The actual historical expenditures are
displayed for informational purposes only. In all cases, the adopted departmentwide budget totals are broken
down by budget control levels.

Information on the number of staff positions to be funded under the adopted budget appears at each of the three
levels of detail: department, and (for informational purposes only) budget control and program. These figures
refer to regular, permanent staff positions (as opposed to temporary or intermittent positions) and are expressed in
terms of full-time equivalent employees (FTEs). Changes are shown at the program level and are subsequently
added to or subtracted from the number of positions active in the prior year to indicate the total number of
employees to serve the department in the upcoming year.

Where relevant, departmental sections close with one or two additional pieces of information: a statement of
actual or projected revenues for the years 2002 through 2004; and a statement of 2004 appropriations to support
capital projects appearing in the 2004-2009 CIP. Explicit discussions of the operating and maintenance costs
associated with new capital expenditures appear in the 2004-2009 Adopted Capital Improvement Program
document.

Appendices

There are three appendices to this document. The first appendix provides a listing of all permanent positions by
department. The second appendix provides a summary of cost-allocation factors for internal department services.
The third appendix provides detailed supporting information, including a breakdown of tax receipts and other
revenue deposited in the City’s General Subfund; the status (including balances) of other City subfunds and
special funds; debt service tables displaying principal and interest payments due on the City’s general obligation
bond issues; Capital Improvement Program appropriations and other spending by fund source; Statements of
Legislative Intent as approved by Council; a glossary; and an overview of relevant demographic and economic
statistics.
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Selected Financial Policies

Debt Policies

The City of Seattle seeks to maintain the highest possible credit ratings for all categories of short- and long-
term General Obligation debt that can be achieved without compromising delivery of basic City services and
achievement of adopted City policy objectives.

The City will reserve $100 million of legal limited tax (councilmanic) general obligation debt capacity, or
12% of the total legal limit, whichever is larger, for emergencies.

Except in emergencies, net debt service paid from the General Subfund will not exceed 9% of the total
General Fund budget. In the long run, the City will seek to keep net debt service at 7% or less of the General
Fund budget.

General Fund Fund Balance and Reserve Policies

It is the City’s policy that at the beginning of each year, sufficient funds shall be appropriated to the
Emergency Subfund so that its balance equals thirty-seven and one-half cents per thousand dollars of assessed
value, which is the maximum amount allowed by state law. In November, 2003, the State Supreme Court
ruled that the City’s practice of having the Light Fund pay for street lighting was unconstitutional and that
these costs were the responsibility of the General Fund. The 2004 costs for street lighting are estimated at
$6.2 million. The Council made budget modifications to cover a portion of these costs and addressed the
remainder with a temporary loan from the Emergency Subfund. The Mayor and Council agreed to revisit
streetlight funding in the first quarter of 2004 in the interest of restoring the Emergency Subfund balance to its
maximum allowable amount.

Tax revenues collected during the closed fiscal year which are in excess of the latest revised estimate of tax
revenues for the closed fiscal year shall automatically be deposited to the Revenue Stabilization Account of
the Cumulative Reserve Subfund. At no time shall the balance of the Revenue Stabilization Account exceed
two and one-half percent of the amount of tax revenues received by the City during the fiscal year prior to the
closed fiscal year.

Other Citywide Policies

As part of the Adopted budget, the Executive has developed a revenue estimate that is based on the best
available economic data and forecasts.

The City intends to adopt rates, fees, and cost allocation charges no more often than biennially. The rate, fee,
or allocation charge structures may include changes to take effect at specified dates during or beyond the
biennium. Other changes may still be needed in the case of emergencies or other unanticipated events.

In general, the City will strive to pay for general government current operating expenditures with current
revenues, but may use fund balance or other resources to meet these expenditures. Revenues and
expenditures will be monitored throughout the year.

In compliance with the State Accountancy Act, no City fund whose purpose is restricted by state or local law
shall be used for purposes outside of these restrictions.
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Working capital for the General Fund and operating funds should be maintained at sufficient levels so that
timing lags between revenues and expenditures are normally covered without any fund incurring negative
cash balances for greater than ninety days. Exceptions to this policy are permitted with prior approval by the
City’s Director of Finance.
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Washington state law requires cities with a population greater than 300,000, such as Seattle, to adopt balanced
budgets by December 2 of each year for the fiscal year beginning January 1. The adopted budget appropriates
funds and establishes legal expenditure limits for the upcoming fiscal year.

Washington law also allows cities to adopt biennial budgets. In 1993, the City ran a pilot test on the concept of
biennial budgeting for six selected departments. In 1995, the City moved from an annual to a modified biennial
budget. Under this approach, the City Council formally adopts the budget for the first year of the biennium and
endorses but does not appropriate the budget for the second year. The second year budget is based on the Council
endorsement and is formally adopted by Council after a midbiennial review. The 2004 Adopted Budget follows
this practice.

Budgetary Basis

The City budgets all funds on a modified accrual basis, with the exception of utilities and other enterprise funds,
which are budgeted on a full accrual basis. Property taxes, business and occupation taxes, and other taxpayer-
assessed revenues due for the current year are considered measurable and available and, therefore, as revenues
even though a portion of the taxes may be collected in the subsequent year. Licenses, fines, penalties, and
miscellaneous revenues are recorded as revenues when they are received in cash because this is when they can be
accurately measured. Investment earnings are accrued as earned.

Expenditures are considered a liability when they are incurred, except for interest on long-term debt, judgments
and claims, workers’ compensation, and compensated absences, which are considered a liability when they are
paid.

Budget Preparation

Executive preparation of the budget generally begins in February and culminates no later than October 2 with the
Mayor’s submittal to the City Council of proposed operating and capital improvement program (CIP) budgets.
Operating budget preparation is based on the establishment of a Current Services budget. Current Services is
defined as continuing programs and services the City provided in the previous year, in addition to previous
commitments that will affect costs in the next year or two (when developing the two-year biennial budgets), such
as voter-approved levy and bond issues for new library and park facilities, as well as labor agreements and
increases in health care, insurance and cost-of-living-adjustments for City employees. At the outset of a new
biennium, Current Services budgets are established for both the first and second years, leading to Council’s
adopted and endorsed budgets. For the midbiennium budget process, such as the 2004 Adopted Budget, the
Executive may define the Current Services budget as the second year budget endorsed by Council in the previous
November, or re-determine current service levels. This year’s budget process used the 2004 Endorsed Budget as
the Current Services budget.

During the budget preparation period, the Department of Finance (DOF) makes two General Fund revenue
forecasts, one in April and one in August. Both are used to determine whether the City’s projected revenues are
sufficient to meet the projected costs of the Current Services budget. The revenue estimates must be based on the
prior twelve months of experience. Proposed expenditures cannot exceed the reasonably anticipated and legally
authorized revenues for the year unless the Mayor proposes new revenues. In that case, proposed legislation to
authorize the new revenues must be submitted to the City Council with the proposed budget. In April 2003 the
Department of Finance (DOF) compared initial projections of revenues with 2004 Current Services spending
requirements. In this process, DOF identified a $9- to $10-million shortfall in the City’s General Fund, meaning
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revenues would have to be increased or Current Services budgets would have to be cut in order to balance the
City’s budget as required by state law.

In late April 2003, departments were given their budget reduction targets — the amount of General Fund dollars
that could be included in the department’s overall budget. Because there was not enough revenue projected to
continue to fully fund current services, all departments, with the exception of the very small departments, were
asked to reduce their General Fund spending between 1.0 and 2.75%. Those departments that wanted to
undertake new initiatives were told to make additional cuts to Current Services in order to free up the necessary
resources for new programs.

In May 2003, departments prepared Budget Issue Papers (BIPs), summary-level descriptions of suggested budget
reductions or increases, to give the Mayor’s Office and DOF early indications of how departments planned to
achieve their budget targets. In early June, the Mayor’s Office communicated to the departments which BIP
changes were to be included in their July budget submittals. Departments then finalized their operating and CIP
budget requests. In early July, DOF received departmental budget submittals, including all position changes, and
began its analysis and evaluation process.

In August 2003, the projected shortfall between anticipated General Fund revenues and the 2004 Endorsed
(Current Services) Budget had grown to $24 million. A second round of budget reduction suggestions, review,
and Mayor’s Office approvals ensued. In this period, DOF also reviewed cost-of-living adjustments and other
assumptions used to develop the 2004 Endorsed Budget. The process culminates in the proposed operating
budget, 2004-2009 CIP, and position list. Seattle’s budget and CIP also allocate Community Development Block
Grant funding. Although this federally funded program has unique timetables and requirements, Seattle
coordinates it with the annual budget and CIP processes to improve preparation and budget allocation decisions,
and streamline budget execution.

In late September, the Mayor submitted the proposed budget and CIP to the City Council. In addition to the
budget documents, DOF prepared supporting legislation, and documents describing the City’s progress on a
variety of issues and providing in-depth information on base budgets and departmental reductions. Copies of
budget documents are available for public inspection at the Department of Finance offices, in each of the branches
of the Seattle Public Library, Neighborhood Service Centers, and on the Internet at
www.cityofseattle.net/financedepartment.

Budget Adoption

After the Mayor submits the proposed budget and CIP, the City Council conducts at least two public hearings on
them. The Council also holds committee meetings in open session to discuss budget requests with department
representatives and DOF staff. Councilmembers then recommend specific budget actions for consideration by
their colleagues. After completing the public hearing and deliberative processes, and after making changes to the
Mayor’s proposed budget, the City Council adopted this budget in late November through an ordinance passed by
majority vote. The Mayor can choose to approve the Council’s budget, veto it, or let it become law without
mayoral signature. The Mayor must veto the entire budget or none of it. There is no line-item veto in Seattle.

During the budget review process, the City Council may choose to explain its budget actions further by
developing statements of legislative intent and budget guidance statements for future budget action. Intent
statements state the Council’s expectations in making budget decisions and generally require affected departments
to report back to the Council on results. A summary of the 2004 Statements of Legislative Intent is included in
Appendix C. A chart that summarizes the City’s budget process schedule is provided at the end of this section.
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Legal Budget Control

The adopted budget generally makes appropriations for operating expenses at the budget control level within
departments unless the expenditure is from one of the General Fund reserve accounts or is for a specific project or
activity budgeted in the General Subfund category called Finance General. These projects and activities are
budgeted individually. Capital projects programmed in the CIP are appropriated in the budget at the program or
project level. Grant-funded activities are controlled as prescribed by law and federal or state regulations.

Budget Execution

Within the legally adopted budget authorizations, more detailed allocations, as approved by DOF, are recorded in
the City’s accounting system, called SUMMIT, at the lowest levels of each department’s organizational structure
and in detailed expenditure accounts. Throughout the budget year, DOF monitors revenue and spending
performance against the budget to protect the financial stability of the City.

Budget Amendment

A majority of the City Council may, by ordinance, eliminate, decrease, or re-appropriate any unexpended
appropriations during the year. The City Council, generally with a three-fourths vote, may also increase
appropriations from available money to meet necessary expenditures that were not foreseeable earlier. Additional
unforeseeable appropriations related to settlement of claims, emergency conditions, or laws enacted since passage
of the annual operating budget ordinance require approval by a two-thirds vote of the City Council.

The Finance Director may approve, without ordinance, appropriation transfers within a department or agency of
up to 10%, and no more than $500,000 of the appropriation authority for the particular budget control level or,
where appropriate, line item, being increased. In addition, no transfers can reduce the appropriation authority of a
budget control level by more than 25%.

In accordance with Washington state law, any unexpended appropriations for operating or ordinary maintenance
expenditures automatically lapse at the close of the fiscal year, except for any appropriation continued by
ordinance. Unexpended appropriations for capital outlays remaining at the close of the fiscal year are carried
forward to the following year, except for any appropriation abandoned by ordinance. In developing guidelines for
the transition to biennial budgeting, the City Council created a mechanism for allocating unexpended, non-capital,
year-one appropriation authority. Resolution 28885 provides that departments may be able to carry forward into
year two up to one-half of the unencumbered and unexpended non-capital appropriations remaining at the end of
year one, with Council approval in year two’s budget.
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BUDGET PROCESS DIAGRAM - 2004 BUDGET

PHASE I - BUDGET SUBMITTAL
PREPARATION

FEBRUARY - MARCH MARCH - APRIL APRIL
DOF reviews departmental DOF prepares revenue Mayor provides each
proposals for organizational projections for 2003-2004 department with budget
changes affecting the reduction targets of 1% -
presentation of departmental DOF identifies 2.75%
budget categories $9-$10 million gap between

projected revenues and 2004

Endorsed Budget

expenditures
APRIL-MAY MAY-JUNE JULY

DOF issues budget and CIP
development instructions to

Mayor’s Office and DOF
review the BIPs and provide

Departments submit budget
and CIP proposals for 2004 to

departments feedback to departments DOF based on feedback on
their BIPs
Departments submit Budget
Issue Papers (BIP), proposing
areas for budget reductions
L
I 1
JULY-AUGUST AUGUST-SEPTEMBER SEPTEMBER
Z DOF reviews department Mayor’s Office reviews Mayor presents Proposed
= — 9 budget and CIP submittals additional budget reductions Budget and CIP to City
= % = E to close projected gap, makes Council on September 29
% 2 2 é DOF revises revenue final decisions for Proposed
<00 é forecast; projects revenue- Budget and CIP
E g R expenditure gap of
g $24 million Proposed Budget and CIP
documents produced
|
I 1
SEPTEMBER-OCTOBER OCTOBER-NOVEMBER NOVEMBER-DECEMBER
Z Council develops list of Council reviews Proposed Council adopts 2004 budget
| A 9 issues for review during Budget and CIP in detail and 2004-2009 CIP on
E E E = October and November November 24
% o 2 é Budget and CIP revisions
< 8 =) é DOF and departments prepare developed, as are Statements Note: Budget and CIP can be
E <« Rg revenue and expenditure of Legislative Intent adopted no later than
g presentations for Council December 2
|
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