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Forecast for General Revenues 2005-06

Compared to 2004 actuals (in millions of dollars)

2004 2005 2006

Actuals Revised Proposed
Property Tax $198.3 $203.9 $208.4
Retail Sales Tax $129.1 $137.7 $141.7
B&O Tax $116.5 $124.6 $130.9
Public Utilities $61.7 $70.4 $73.3
Private Utilities $47.0 $50.0 $48.7
All Else $129.9 $116.1 $109.6
Total General Subfund $682.4 $702.7 $712.7

Real estate excise tax (REET) $38.3 $41.6 $37.4




Forecast Changes

A comparison of forecast changes between November 2004 and August 2005

2005 and 2006 revenue forecasts in millions of dollars

| 2005 2006
Dollar Dollar|
Forecast Date Nov. 2004 Sep. 05 Difference Nov. 2004 Sep. 05 Difference
Revenue Source
Property Tax 202.7 203.9 1.2 207.5 208.4 0.9
Retail Sales Tax 132.3 137.7 5.3 137.6 141.7 4.1
B&O Tax 118.9 124.6 5.7 124.2 130.9 6.7
Public Utilities 70.7 70.4 (0.3) 72.2 73.3 1.1
Private Utilities 49.2 50.0 0.8 48.8 48.7 (0.2)
All Else 112.1 116.1 4.1 108.0 109.6 1.6
Total $685.9 $702.7 $16.8 $698.4 $712.7 $14.3
[Real estate excise tax (REET) $26.2 $41.6 $15.4 $27.0 $37.4 $10.4|




Economic Conditions & Forecast

U.S. Economy

» Has been growing at a steady pace

» Has weathered energy price increases surprisingly well

* Recent data has been largely positive

» Forecast is for slower growth in 2006 as:

e interest rates rise

» consumer spending slows

* housing market cools
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Puget Sound Economy

Is now growing faster than U.S. and Washington
Drop in value of dollar has spurred exports

» Exports are 20% of region’s output vs. 10% nationally
Boeing is hiring again

e 7,600 jobs added since June 2004

» Has reached tentative agreement with striking machinists
Microsoft added 1,400 workers locally in each of last 2 years
Forecast is for solid growth in 2005 & 2006
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Retall Sales Tax

Recent Trends

» Taxable sales rose sharply in 2004 Q4 led by:
* Retail trade
» Construction
» Manufacturing

Current Obligation Taxable Retail Sales*
year-over-year growth
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*Data for 2005 Q2 is for April and May only, based on data from monthly tax records.

Forecast

» Strong growth (6.7%) expected in 2005:
¢ Includes $1.05 million audit payment
« Construction up 12% from 2004

» Growth slows in 2006
» Retail activity slows due to slower consumer spending growth
e $1.0 million refund (state audit)



Retail Sales Tax Revenue Forecast
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B&O Tax

Recent Trends

» Tax base rose sharply in 2004 Q4
 All industries saw strong growth led by:
» Construction
* Finance, insurance & real estate

B&O Current Obligation Taxable Income
year-over-year growth
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Forecast
» Strong growth (7.0%) expected in 2005:

e Construction will lead

» Growth slows to 5.6% 2006

* Rate of construction growth expected to slow

Forecast of B&O Tax Revenue (90%)
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Real Estate Excise Tax (REET)

Forecast assumptions

* Moderate economic growth
* No recession through 2006

» Gradually rising interest rates

REET: Value of Sales (tax base)
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REET: Value of Residential and Condominium Sales
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number of sales to drop.

» Residential price growth is forecast to slow

REET: Residential (SF) Average Price

|

REET: Residential (SF) Sales per Year
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« REET during the downturn of the early 1990s

» Strong economy and housing market in late 1980s

* Boom ended with rising interest rates, Gulf War, national recession
that began in July 1990

REET: Value of Sales (Tax Base)*
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*4 quarter moving average.

REET revenue declined 21% in 5 quarters (1990 Q2 — 1991 Q3)

* 8% inflation yields a “real” decline of 29%

Number of sales fell — residential and commercial

* Residential sales declined 33% in 5 quarters

Residential prices flattened

» Declined modestly when inflation is accounted for



RISKS

Economic Risks

The economy slows resulting in lower consumer spending and revenue.
Potential causes:

» Oil prices, exacerbated by hurricanes

* Rising interest rates, leading to less consumer borrowing, higher
debt costs, and reduced household spending

One of economy’s imbalances disrupts the expansion
* Housing bubble

* Twin deficits:
» Federal budget deficit
» Current account (trade) deficit

Revenue Issues

Potential federal legislation banning Internet connections threatens
telecommunication utility tax base

Natural gas rates are going up
e Supply and demand pressures portend volatility for this revenue

Monthly Natural Gas Utility Tax Revenues
$800.000 seasonally adjusted-3 month moving average
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2006 Proposed Budget Highlights






Selected 2006 Proposed Budget Highlights

The 2006 Proposed Budget focuses on a mix of one-time investments and ongoing additions to
basic City services, such as police and fire staffing, transportation infrastructure, and human
services programs.

The 2006 Endorsed Budget was the basis for the 2006 Proposed Budget. For many programs,
the 2006 Endorsed Budget became the 2006 Proposed Budget with no changes or with the only
changes being updates to economic assumptions, such as salary and benefit calculations.

The Proposed Budget continues the City’s commitments to strong financial policies. The
Emergency Subfund is funded to the maximum amount allowed by state law, approximately
$35.9 million for 2006.

Arts & Cultural Affairs Additional funding is provided for new arts initiatives:

e $50,000 to support planning for the Alaska Yukon Pacific
Centennial and to support heritage organizations.

e $150,000 to continue and expand arts programming at City Hall,
which has proven to be a popular location for performers and the
public.

City Light e Revenue review. The Executive will undertake a thorough review
of City Light revenue requirements and rates over the next nine
months, culminating in a rate proposal in early summer 2006.

e Reorganization. The budget reflects a reorganization of City
Light designed to transform the utility into a high-performance
organization.

e Security. Add $353,000 to implement City Light security
measures.

e Outreach. Add $130,000 for outreach to increase City Light's use
of historically under-utilized businesses.

e Taxes. Add $800,000 for City Light Utility tax payments to the
City. This increase allows City Light to make appropriate City
business and occupation tax payments for municipal customers
that have not in the past been included in City Light's City tax
calculations.

Civil Rights e Race & social justice. Add $75,000 for continued support of the
Race and Social Justice Initiative.

Economic Development

Replace CDBG. Two items formerly funded with Community
Development Block Grant are shifted to General Fund — support
to the Farmers' Market Alliance ($50,000) and funds for
monitoring work force development contracts ($55,000).

Selected 2006 Proposed Budget Highlights Page 1



Fire .
Executive Administration .
[ ]
[ ]
Fleets & Facilities .
[ ]
Housing .

Selected 2006 Proposed Budget Highlights

More firefighters. Add $1.3 million to hire 15 new firefighters to
provide a fourth crew member on engine companies in Green
Lake, Greenwood and Madison Valley, where the current three-
person engine companies are the only fire-response capability in
those stations.

Joint Training Facility (JTF). Add $150,000 and two
nonuniformed positions to manage and operate the JTF.

Animal Shelter. Add $413,000 to restore staffing for off-leash
enforcement in City parks, and increase staffing at the shelter,
allowing it to be open seven days per week and increase animal
adoptions.

Tax Auditing and Enforcement. Add $384,000 to augment tax
auditing and enforcement staffing to increase recovery of
delinquent or unreported business and occupation taxes, and to
prepare to implement changes in state laws governing the
taxation of firms based in Seattle that do a portion of their
business outside the city.

Business License and Cashier Services. Add $114,000 for
DEA's staffing of business licensing and cashiering services in
the new City Hall Customer Service Center.

Burglar and Fire Alarm Licensing. Add $77,000 to issue annual
regulatory licenses to burglar and fire alarm system monitoring
companies and to collect the associated regulatory license fees.

Tax Relief. Provide tax relief for about 3,000 small businesses
across the city by increasing the threshold for the amount of
gross income a business earns before paying business and
occupation (B&O) taxes in Seattle next year to $75,000 from the
current $50,000. The expected revenue loss from the higher
threshold on B&O tax revenues is about $640,000, less than 1
percent of the total. Seattle has not adjusted the tax threshold
since 1994. The higher threshold offsets the effect of inflation
since that time.

Joint Training Facility. Add $295,000 for contracted
maintenance services and 1.5 new FTE at the JTF.

Events Management. Add $103,000 to support events
management throughout the Civic Center, ensuring smooth
operation and scheduling of these public facilities.

Emergency Winter Shelter. Add $30,000 to operate an
emergency, severe-weather shelter in City Hall for up to 60 nights
per year during extreme weather conditions.

Low-income housing. Add $2.4 million to support construction
of low-income housing in the South Lake Union neighborhood.
This funding is consistent with the policy set when the City sold
property in the neighborhood several years ago.

Page 2



Human Services

Information Technology

Law/Criminal Justice
Contracted Services

Municipal Court/Office of
Policy & Management

Neighborhoods

Funding levels for direct human services are increased
significantly for 2006:

Selected 2006 Proposed Budget Highlights

Add $1 million for operating costs for the Connections Center, the
new homeless hygiene center located on Third Avenue.

Add $294,000 to fund crime prevention and intervention programs
in South Park. Funding will be used for community-based gang
intervention, literacy, technology training and an after-school
youth athletic program.

Restore $92,000 to support a nurse for the African-American
Elders Program.

In anticipation of reductions to the federal Community
Development Block Grant program, add General Fund to support
two planning positions formerly funded with CDBG.

Broadband. Access to broadband technology is increasingly
important for economic development and helps residents obtain
information and programming. Add $205,000 to continue studies
of this technology to see if there is vendor interest in using an
expanded City-owned fiber optic network to offer broadband
services.

Centralization. Provide $560,000 to begin centralization of
several technology activities in DolT, including e-mail
management, help desks, Web standards, and management of
certain computing and communications hardware.

New Prosecutions. Increase the budgets for jail services
($762,000), public defense ($437,000) and the City Attorney
($171,000) to absorb the incremental cost of new cases expected
as a result of once again prosecuting for driving while license
suspended in the third degree.

Community Court. Add $143,000 to continue the community
court pilot project through 2006 and evaluate the program’s
effectiveness. Add an additional $100,000 in Finance General for
possible expansion of services for Community Court clients after
evaluation is complete.

Families & Education Levy. The 2006 Proposed Budget reflects
voter approval of the levy in September 2004. The levy continues
and expands the City's efforts to support children and youth, with
new emphasis on readiness to learn and measurable outcomes.
The levy is housed in the Department of Neighborhoods, but
Human Services, Parks, Public Health and Police also provide
levy services.

Page 3



Office of Policy & )
Management

Parks .
Planning & Development .
[ ]
Police .
[ ]
[ ]
[ ]
Seattle Center .

Selected 2006 Proposed Budget Highlights

Southeast Seattle. Add $185,000 for work on a transit-oriented
development strategy for Southeast Seattle. This will ensure land-
use and zoning requirements support appropriate development
that will be triggered by the construction of the Sound Transit light
rail line.

Northgate. Add $129,000 to continue coordinating construction
impacts in the Northgate neighborhood.

Parks Programming. Add $71,000 and one position to identify
parks that have crime-related challenges and work with
neighborhood community councils, the Seattle Police
Department, the Department of Neighborhoods and others to
develop program activities appropriate for each local community
to mitigate the crime problems.

Transportation Planning. Add $223,000 to enhance planning
capacity with developer fees to support transportation
improvements in areas of the city receiving significant growth.

Green Buildings. Add about $208,000 to integrate the five-
person Green Building Team in the Department of Planning and
Development.

More police. The 2006 Proposed Budget reflects implementation
($1.8 million) of the proposal approved by the City Council in
June 2005 to add 25 police officers starting in mid-2005. These
officers will complete training in early 2006 and will be deployed
to the highest priority areas of the city.

Video Cameras. Slightly more than $1 million is provided to
continue placing video cameras in all patrol cars and start a
reserve account to pay for replacement of cameras at the end of
their useful lives.

Protective vests. Faster replacement of bullet-proof vests will be
possible by adding $150,000 for this purpose.

Ticketing devices. The hand-held ticketing devices used by
parking enforcement officers have reached the end of their useful
lives and a total of $1.5 million is provided for replacement.

New state & county funding for McCaw Hall. New
commitments from the state ($3 million) and King County
($500,000) to McCaw are added for 2006. With this additional
$3.5 million, increased interest earnings and the release of the
Lot 2 matching funds, no additional interim borrowing is required
for McCaw Hall. Consequently, the debt service obligation of the
General Fund is reduced by $113,300.

Page 4



Seattle Center .
(continued)

Seattle Public Utilities o
[ ]
[ ]
Transportation .
[ ]
[ ]
Miscellaneous o

Selected 2006 Proposed Budget Highlights

Early Closure of Lot 4 & 5 sales. The 2005-06 Endorsed
Budget assumed that Lots 4 and 5 would close over the two-year
period. Instead both lots were sold in 2005 for nearly $1 million
more than had been anticipated. This additional funding is
reflected in Seattle Center’'s 2006 beginning fund balance.

Drainage bills. Provide $200,000 (in addition to capital program
funds) for public outreach to inform drainage customers of likely
changes to their drainage billing. This supports the likely move of
the drainage billing system from the King County property tax
billings system to the SPU combined utility billing system.

Graffiti removal. Provide $196,000 to remove graffiti from
transportation structures, including bridges, retaining walls,
support columns, pillars, stairways, elevated walkways and
pedestrian bridges.

Reduce hazardous waste. Provide $700,000 in funding for the
Local Hazardous Waste Management Program, which supports
hazardous waste reduction and disposal education to schools,
businesses, and communities of color.

Solid waste permits. Increase funding by $196,000 to fund
compliance with Seattle and King County Public Health's solid
waste permit condition requirements.

Taxes. Add $878,000 for SPU Utility tax payments to the City.
This increase allows SPU to make appropriate city business and
occupation tax payments for municipal customers that have not in
the past been included in SPU's city tax calculations.

Transportation planning. In conjunction with the Department of
Planning and Development, add $695,000 to identify and plan for
transportation improvements (to be funded with developers’ fees)
in areas of the city receiving significant growth.

Improved mobility. Add $591,000 to improve mobility by
increasing traffic incident response and providing Traffic
Management Center enhancements.

Light Rail. Add $300,000 in reimbursable budget authority for
work associated with the design review phase of the Sound
Transit North Link Light Rail project.

Soundway. The City’s 28-acre property in West Seattle will be
preserved as open space. Thanks to the improving economy and
a grant from Washington state, the City will still be able to provide
$1 million each to these three community projects without selling
the Soundway property: Asian Counseling and Referral Service,
the Colman School - African American Heritage Museum and the
Wing Luke Museum.
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Selected 2006-2011 Proposed Capital Program Highlights

The 2006-2011 Proposed Capital Improvement Program (CIP) totals more than $3 billion for six
years and includes nearly 800 individual projects. Of the allocations for 2006, $285 million or
55% is allocated to utility projects funded and managed by City Light and SPU. About

$116 million or 22% is allocated to SDOT. The remaining departments (Parks and Recreation,
Fleets & Facilities, Seattle Center, Seattle Public Library, and Department of Information
Technology) account for approximately $117 million or 23%. The six-year CIP does not
appropriate funds, but rather functions as a budgeting tool, supporting the actual appropriations
made through adoption of the budget.

REET Summary

Under state law, the City receives 0.5% tax on the value of all real estate sales. These real
estate excise taxes (REET) are deposited into the Cumulative Reserve Subfund and can be
used solely for certain capital projects, including transportation infrastructure and major
maintenance of parks, libraries, and general government facilities. Changes in REET revenues
and appropriations from the 2006 Endorsed Budget to the 2006 Proposed Budget are as
follows:

Change from 2006

2006 Endorsed Budget

2006 Proposed Budget

Endorsed Budget

REET Revenues

$27 million

$37.4 million

$10.4 million

$30 million

$46.2 million

$16.2 million

Appropriations

The strong growth in REET has led to significant increases in major maintenance of City
facilities, with a particular focus on street paving and other transportation projects.

City Light e Utility relocation. Add $1.2 million of reimbursable budget
authority for utility relocation related to implementation of the
South Lake Union Streetcar. Provide $14 million for transmission
and distribution relocation and service connections for the Sound

Transit Light Rail Link Project.

e Viaduct. Provide $1.5 million for Alaska Way Viaduct planning
and design work.

Fleets & Facilities e Civic Center. Add $485,000 of REET for various spot
improvements to the Civic Center campus. Some of these costs
are expected to be reimbursed from insurance or other
recoveries.

Parks e Green Seattle. Support the Green Seattle Initiative by providing
$82,000 to plant two trees for every tree removed from Freeway
Park.

e City Hall Park. Add $400,000 of REET for improvements at City
Hall Park.

e Comfort station. Add $250,000 of REET for construction of a
comfort station for the replacement skate park and basketball
court in connection with the City’s sale of Seattle Center Lot 2.

e P-Patch. Added $140,000 of REET to acquire the Hillman
P-Patch in southeast Seattle.

Selected 2006-2011 Proposed Capital Program Highlights Page 1




Parks

(continued)

Seattle Center

Seattle Public Utilities

Transportation

Northgate park. A placeholder project is included for purchase of
property on the north end of the Northgate Urban Center for
development as a park.

Vera Project. Add $350,000 of REET for tenant improvements in
the Snoqualmie Room to prepare the facility for lease by The
Vera Project for offices and an all-ages performing arts venue.

Customer Service Center. Add $660,000 to SPU’s budget (with
half of this cost to be reimbursed by City Light) to cover each
utility’s share of the cost of moving the Customer Service Center
to City Hall. The Center combines the services provided in 2005
on the 27th and 42nd floors of the Seattle Municipal Tower. The
new center will allow easy public access to assistance in paying
utility bills, making tax payments, purchasing business licenses
and other City treasury services.

Soil cleanup. Provide $581,000 for the long-term mitigation of
contaminated soil in street right-of-ways in the South Park area.

Street resurfacing. Add $5.2 million of REET and $700,000 of
new gas tax for street resurfacing, which will help pave about
76 lane-miles in 2006.

Sidewalks. Add $500,000 of REET for a new lower-cost sidewalk
program focusing on high-pedestrian traffic areas in parts of
Seattle without sidewalks.

Bridge maintenance. Add $600,000 of REET for bridge painting.

Viaduct & Seawall. In addition to a debt-financed capital budget
of $5.2 million for replacement of the Alaskan Way Viaduct and
Seawall, $500,000 of General Fund is provided in Finance
General for Center City traffic coordination and to begin to plan
capital investments to improve traffic circulation when the Viaduct
project is under way.

Green Seattle. Support the Green Seattle Initiative by providing
$87,000 to plant two trees for every tree removed from Occidental
Park.

Stairway repair. Add $375,000 of REET for repairs to City-
owned stairways.

Pedestrian & bike improvements. Add $360,000 of REET for
pedestrian and bicycle improvements in South Lake Union. This
funding is consistent with the policy set when the City sold
property in the neighborhood several years ago.

Northgate. Add $510,000 of REET for sidewalk improvements
and $442,000 of REET for a traffic signal and intersection
improvements in the Northgate area.

Traffic signage. Add $575,000 of General Subfund for traffic
management signage for the Alaskan Way Viaduct to assist in the
fast, efficient deployment and coordination of traffic control in the
event of an emergency closure.

Mercer Design. Add $2.5 million to begin the design phase of the
Mercer Corridor project in 2006.
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Other Debt-Financed e For 2006, $24 million of Councilmanic debt is proposed. This
Projects finances:

e Airport Way Center refinancing ($12.7 million).
e Pier 59 construction ($1.9 million balance).

e South Lake Union streetcar ($1.5 million, based on property
sale proceeds).

Miscellaneous e Georgetown City Hall. The 2006 proposed budget includes
$695,000 to support the renovation of the historic Georgetown
City Hall.

Selected 2006-2011 Proposed Capital Program Highlights Page 3
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