Reader’s Guide

This reader’s guide describes the structure of the 2012 Adopted Budget Book and outlines its
contents. The format of the 2012 Adopted Budget Book is new this year. It is designed to present
budget information in a more accessible and transparent manner — the way the decision makers
considers the various proposals. It is designed to help citizens, media, and City officials more easily
understand and participate in budget deliberations.

A companion document, the 2012-2017 Adopted Capital Improvement Program (CIP), identifies
expenditures and fund sources associated with the development and rehabilitation of major City
facilities, such as streets, parks, utilities, and buildings, over the next 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 2012 Adopted Budget

This document is a detailed record of the adopted spending plan for 2012 from what the Mayor origi-
nally proposed in September 2011 through what the City Council adopts in November 2011. It contains
the following elements:

= Executive Summary — A narrative describing the current economy, highlighting key factors relevant
in developing the budget document, and how the document addresses the Mayor and Council’s
priorities;

= Summary Tables — a set of tables that inventory and summarize expected revenues and spending
for 2012;

= General Subfund Revenue Overview — a narrative describing the City’s General Subfund revenues,
or those revenues available to support general government purposes, and the factors affecting the
level of resources available to support City spending;

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

= Budget Process — a description of the processes by which the 2012 Adopted Budget and 2012-2017
Adopted CIP were developed;

= Departmental Budgets — City department-level descriptions of significant policy and program
changes from the 2011 Adopted Budget, the services provided, and the spending levels adopted to
attain these results;
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= Appendix — an array of supporting documents to the 2012 Adopted Budget including:

Summary of Position and Full-Time Equivalent (FTE) Changes by Department: This table pro-
vides a summary of total position and FTE changes by department for 2010, 2011, and 2012.
Position counts for a department may exceed FTE counts as position counts tally part-time po-
sitions as discrete items.

Fund Financial Plans: A six-year financial plan is included for major City funds. The six-year
financial plans include information about fund revenues, expenditures, reserves and fund bal-
ances, covering the following milestones: 2010 actual results, 2011 adopted, 2011 revised,
2012 adopted, and projections for 2013 — 2015. These funds allow the reader to see trends for
major City funds.

Cost Allocation Tables: These tables provide information about how the City allocates internal
service costs (i.e. overhead provided by City agencies to other City agencies) to customer agen-
cies.

Statements of Legislative Intent (SLI): This section describes the Statements of Legislative In-
tent (SLIs) adopted by the City Council. SLIs provide specific direction to departments on vari-
ous work plan items for 2012.

Glossary: The glossary provides definitions of terms specific to governmental budgeting that
are used throughout the budget book.

Statistics: This table provides high-level statistical information about the City of Seattle, in-
cluding demographic data and historical budget data by department.

Departmental Budget Pages: A Closer Look

The budget presentations for individual City departments (including offices, boards, and commissions)

constitute the heart of this document. They are organized alphabetically within seven functional clus-

ters:

e Arts, Culture, & Recreation;

e Health & Human Services;

e Neighborhoods & Development;
e  Public Safety;

e Utilities & Transportation;

e Administration; and

e Funds, Subfunds, and Other.

Each cluster, with the exception of the last, comprises several departments sharing 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.

City of Seattle—2012 Adopted Budget
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The cluster “Funds, Subfunds, and Other” comprises General Fund Subfunds that do not appear in the
context of department chapters, including the General Subfund Fund Table, General Subfund Revenue
Table, Cumulative Reserve Subfund, Emergency Subfund, Revenue Stabilization Account, Judgment and
Claims Subfund, and Parking Garage Fund. A summary of the City’s general obligation debt is also
included in this section.

As indicated, the Adopted Budget appropriations are presented in this document by department,
budget control level, and program. At the department level, the reader will also see references 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 must be spent on road-related transportation activities and projects, and are accounted for in a
subfund in the Transportation Fund. Other revenues without statutory restrictions, such as sales and
property taxes (except voter-approved 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 begin with information on how to contact the
department, as well as a snapshot of the department’s budget control level budget structure. The
department-level budget presentation then goes on to provide a general overview of the department’s
responsibilities and functions within City government, as well as a summary of the department’s over-
all budget. A narrative description of the issues impacting the department’s 2012 adopted budget then
follows. The next section of the department-level budget presentation provides a numerical and de-
scriptive summary of all of the incremental budget changes included in the 2012 adopted budget,
along with a discussion of the anticipated operational and service-level changes that will result. The
department-level budget presentation concludes with summary level tables that describe the
department’s overall expenditures and revenues by account type as well as by budget control level and
program. All department, budget control, and program level budget presentations include a table
summarizing historical and adopted expenditures, as well as adopted appropriations for 2012. The ac-
tual historical expenditures are displayed for informational purposes only.

A list of all position changes adopted in the budget has been compiled in a separate document
entitled, “Position Modifications in the 2012 Adopted Budget.” Position modifications include
abrogations, additions, reclassifications, and status changes (such as a change from part-time to full-
time status), as well as adjustments to departmental head counts that result from transfers of
positions between departments.

City of Seattle—2012 Adopted Budget
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For information purposes only, an estimate of the number of staff positions to be funded under the
Adopted Budget appears in the departmental sections of the document at each of the three levels of
detail: department, budget control, and program. These figures refer to regular, permanent staff posi-
tions (as opposed to temporary or intermittent positions) and are expressed in terms of full-time
equivalent employees (FTEs). In addition to changes that occur as part of the budget document,
changes may be authorized by the City Council or the Personnel Director throughout the year, and
these changes may not be reflected in the estimate of staff positions presented for 2012.

Where relevant, departmental sections close with additional pieces of information: a statement of
actual or projected revenues for the years 2010 through 2012; a statement of fund balance; and a
statement of 2012 appropriations to support capital projects appearing in the 2012-2017 CIP. Explicit
discussions of the operating and maintenance costs associated with new capital expenditures appear in
the 2012-2017 Adopted Capital Improvement Program document.

2012-2017 Adopted Capital Improvement Program

Every year during the annual budget process, the City adopts a six-year Capital Improvement Program
(CIP) which outlines anticipated investments over that timeframe. The 2012-2017 Adopted CIP Book
totals about $4.3 billion for six years and includes approximately 617 individual projects. About $2.6

billion of the six-year total, or 61%, consists of utility projects that are managed by Seattle City Light
(SCL) and Seattle Public Utilities (SPU), and mostly are funded by utility rates. Approximately $1.3 bil-
lion (31%) is in Seattle Department of Transportation (SDOT) over the six year period. The remaining
departments (Parks and Recreation, Finance and Administrative Services, Seattle Center, Seattle Public
Library, and Department of Information Technology) account for approximately $363 million, or 8% of
the six-year CIP. Summaries of spending plans by department and details of individual project spend-
ing are contained in each department section in the 2012-2017 Adopted CIP Book. In addition, the
2012 Adopted Budget Book summarizes capital project appropriations required in 2012 at the end of
department sections for those departments with a capital program. These appropriations are consis-
tent with the broader detail contained in the 2012-2017 Adopted CIP Book.

City of Seattle—2012 Adopted Budget
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2012 Adopted Budget - Executive Summary

Seattle’s
economy is
stronger than
the state and
national
economies.

On November 21, 2011, the Seattle City Council passed unanimously the 2012
Adopted Budget. The purpose of the Adopted Budget Executive Summary is to
document the significant changes the Council made to the 2012 Proposed Budget.
This summary is intended to complement and provide an update to the 2012
Proposed Budget Executive Summary, which describes the major themes and trends
for the 2012 budget.” While including a number of notable changes, the budget
adopted by the Council largely reflects the themes and changes that were originally
proposed by Mayor Mike McGinn when he transmitted his recommended budget to
the Council on September 26, 2011.

Budget Outlook — Major Highlights

Setting the Stage: As is traditionally the case, the 2012 Proposed Budget was
balanced based on the August revenue forecast, which relied on economic data
through July. Through July, the City’s General Fund revenues were largely stable
and tracking to forecast. Unfortunately, this started to change with the
unprecedented events of August 2011. The Federal debt ceiling debate and
Standard & Poor’s downgrade of the U.S. sovereign debt credit rating significantly
undermined confidence in the economy. The stock market tumbled in August,
wiping out the gains achieved in the first half of 2011. Stock market jitters were
further exacerbated by concerns over the European debt crisis. This turmoil and
uncertainty were reflected in weaker than anticipated economic data.

All of these events unfolded as the Proposed Budget was being finalized, and there

were not enough data points at the time to accurately inform a revised forecast. As
such, the Proposed Budget set aside a $3.4 million reserve to act as a cushion in the
event that the November revenue forecast — the forecast that traditionally informs

the adopted budget — resulted in less revenue for the General Fund.

The November Revenue Forecast: The November revenue forecast presented the
City with a mix of good and bad news. On the good news front, the local economy
exhibited strength relative to what was being seen nationally. Employment growth
in the Puget Sound region was exceeding the national and statewide averages. 2011
employment growth through November was 2.1% in the Seattle metro area (King
and Snohomish Counties) as compared to 1.5% for the state and 1.1% nationally. As
a reflection of this relative strength, sales tax revenues, which represent 17.4% of
General Fund revenues, were trending modestly ahead of forecast for 2011. While
not immunizing the City to the impact of the recent economic turmoil, this does
help buffer the impacts to General Fund revenues, particularly in the short-run.

The bad news is that the November forecast for future revenue growth was more
pessimistic than the August forecast. As a result of the economic shocks in August,
the forecasted growth rates for gross domestic product (GDP) and employment

' The 2012 Proposed Budget Executive Summary can be found immediately following the
Adopted Budget Executive Summary. Additional details are also provided in the
departmental budget pages that make up the bulk of the 2012 Adopted Budget Book.
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The City’s
2012 Adopted
Budget totals
$3.9 billion.

were lowered. This translated into a negative $4.3 million cumulative impact on
General Fund revenues over two years (2011 and 2012). The $3.4 million reserve
set aside in the Proposed Budget goes a long way in addressing this new gap. The
remaining $900,000 gap was closed through a variety of other budget changes
adopted by the Council. The most substantive of these changes, as well as other
policy changes, are described below.

Significant Programmatic Changes

The City’s 2012 Adopted Budget totals $3.9 billion. In adopting the 2012 budget,
Council made a series of changes with a cumulative impact of approximately $4.4
million. This section describes the most substantive of these changes. Other
changes are described in the departmental budget pages of the 2012 Adopted
Budget Book.

Transforming How the City Does Business: The 2012 Proposed Budget recom-
mended a number of changes in how the City delivers services in order to achieve
budget savings while preserving — and in some cases increasing — the level of
funding for direct services. Council, in adopting the 2012 Budget, supported a
number of these changes, including the new long-term jail contract with King
County; how the City will allocate Parks’ community center hours for 2012; and
the merger of the administrative staff supporting the Civil Service Commission
and the Public Safety Civil Service Commission.? However, Council made some
notable changes to the community granting consolidation and the merger of the
Office of Housing and the Office of Economic Development that had been in-
cluded in the 2012 Proposed Budget. In addition, the Council, in adopting the
2012 Budget also created a new City office — the Office of Immigrant and Refugee
Affairs (OIRA).

e Community Granting Consolidation: The 2012 Proposed Budget recom-
mended the consolidation of the administrative components of several of the
City’s community granting functions into a single operational unit in order to
generate savings and maintain the amount of grant dollars available to the
community. Under the Mayor’s proposal, the administrative tasks associated
with the Department of Information and Technology’s (DolT) Technology
Matching Fund; the Office of Economic Development’s (OED) ‘Only in Seattle’
grants; and Seattle Public Utilities (SPU) Waste Prevention and Recycling grant
programs would have been merged into the City’s Neighborhood Matching
Fund grant program®. Council did not approve this change. As a result, the
administration of these various granting programs will remain largely as was
the case in 2011. Although, no formal

2 For details on these changes, please see the 2012 Proposed Budget Executive Summary.

® For additional details on the original proposal, please refer to the
2012 Proposed Budget Executive Summary.
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The 2012
Adopted Budget
increases the
City’s investment
in low-income
housing.

Adopted Budget Executive Summary

consolidation of these functions will occur in 2012, Council did note that
departments could still consider exploring opportunities for better
coordination of granting functions on an informal basis. While the savings
originally identified as part of this proposal were not realized, Council did
increase the amount of dollars available for the community granting
programs to distribute.

Merging the Office of Housing and the Office of Economic Development:
The 2012 Proposed Budget recommended the merger of the Office of
Housing (OH) and the Office of Economic Development (OED) into a new
department — the Department of Housing and Economic Development
(HED). The goal of the merger had been to align two functions that are
critical to creating thriving communities — access to affordable housing and
access to jobs — while at the same time generating operational savings that
could be used to help balance the budget and be reinvested into more
direct service investments for the community.” After evaluating this
proposal, Council decided not to approve the merger and retain OH and
OED as separate entities. Instead, the Council plan achieves approximately
the same level of savings as was assumed in the Proposed Budget by
eliminating additional positions in each department, and maintains the one-
time investments of approximately $210,000 in the Multi-Family Production
and Preservation program that was added in the Proposed Budget.’

Creating a New Office of Immigrant and Refugee Affairs: Council created a
new office — the Office of Immigrant and Refugee Affairs (OIRA) — as part of
the 2012 Adopted Budget. This office, which will be supported by two new
staff positions, will address issues important to Seattle’s immigrant and
refugee communities and coordinate the City’s activities that support these
communities. The mission of OIRA will be to facilitate the successful
integration of immigrants and refugees into Seattle’s civic, economic and
cultural life; to celebrate diverse cultures of immigrants and refugees and
their contributions to Seattle; and to advocate on behalf of immigrants and
refugees. In order to advance this mission, OIRA will also provide staff
support to the Seattle Immigrant and Refugee Commission, which is
dedicated to strengthening opportunities for and improving City access to
immigrant and refugee communities. Creation of OIRA presents an
opportunity to bring the staffing and coordination of the Commission’s work
in alignment with the new Office.

* For additional details on the original proposal, please refer to the 2012 Proposed Budget
Executive Summary.

® For additional details about the Council changes in this area, please refer to the
Department of Housing and Economic Development, the Office of Housing, and the Office of

Economic Development departmental budget pages in the 2012 Adopted Budget Book.
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The 2012
Adopted
Budget
increases
the City’s
investment
in homeless
services.

Public Safety: The budgets for the City of Seattle’s public safety functions were
largely adopted as proposed. The notable exceptions are the elimination of
$130,287 in funding that would have enhanced the Seattle Police Department’s
(SPD) ‘hot spot’ policing efforts. ‘Hot spots’ are areas with disproportionate
incidents of crime. The additional resources would have allowed SPD to enhance its
efforts in addressing criminal activity in ‘hot spots’ by enhancing SPD’s data analysis
capabilities, as well, as its ability to coordinate services across multiple departments
that could help address the underlying factors contributing to the increased crime.
Council supported these goals but judged that SPD could address this work without
additional resources, and requested SPD to do so.

The second notable change in the public safety program area was the addition of
increased funding to support the Law Department’s precinct liaison program.
Precinct liaisons are attorneys who work closely with police officers and SPD
leadership to address a variety of community and neighborhood public safety
problems. The positions provide day-to-day legal advice to police officers and help
develop proactive strategies to enhance public safety at the neighborhood level.
The 2012 Adopted Budget establishes four additional positions that are solely
dedicated to precinct liaison work. Previous funding for these positions had been
reallocated to other functions by the Law Department.

Human Services Department: In adopting the 2012 Budget, Council added
resources to allow the Human Services Department (HSD) to expand services to a
number of populations in need. Funding was restored for the Lettuce Link program,
which distributed vegetable seeds and gardening information to families relying on
food banks. Council provided new, one-time funding to expand the City’s efforts in
providing shelter and housing services for homeless families with children. Council
also provided additional funding to expand the Nurse Family Partnership program, a
free, voluntary program that partners first-time, low-income mothers with nurses
who make home visits from pregnancy through the first two-years of a child’s life.
And, finally, Council increased funding to support medical and dental care services
for uninsured Seattle residents.

Seattle Department of Transportation: The 2012 Adopted Budget makes two
significant budget changes related to the work of the Seattle Department of
Transportation.

In 2011, the City sold a property known as ‘the Rubble Yard’ to the State of
Washington for $19.8 million. The original proposed budget included uses for this
one-time revenue, including street surface repair, winter storm readiness,
neighborhood traffic control, and freight spot improvements. Council made several
changes to the planned uses of these funds in the Adopted Budget. Rubble Yard
funding was reduced in two areas: planning for high capacity transit (a $700,000
reduction), and winter storm emergency response (a $150,000 reduction in Rubble
Yard funds and another $350,000 reduction in General Fund). Council then added
Rubble Yard funding to three projects:

City of Seattle—2012 Adopted Budget
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aside funds to
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improvements
to downtown
Seattle’s 3™
Avenue
corridor.
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e Implementation of a new pedestrian safety project at the intersection of
Rainier Avenue S and 23rd Avenue S ($317,000);

e Initial work on the transformation of Fauntleroy Way SW into a green
boulevard ($250,000); and

e Updating the 2007 Bicycle Master Plan, considering tools such as
neighborhood greenways and cycle tracks ($250,000).

The second significant budget change is Council’s creation of a $350,000 reserve in
Finance General to fund capital improvements for the 3rd Avenue downtown
corridor. This action is taken to address on-going transportation challenges and
quality-of-life issues in the corridor; and to plan for and mitigate the potential
impacts of King County Metro’s decision to end the downtown Free Ride Area.

Seattle Public Utilities: The City Council adopted the proposed Seattle Public
Utilities (SPU) budget and proposed Water Utility rates with certain changes. In the
Solid Waste Utility, the City Council expanded litter collection along Third Avenue in
the downtown core, funded by an additional 4.5% increase in tonnage tax rates. In
the Water Utility, the City Council removed vacant positions and consultant funding
and made other technical changes to save roughly $550,000 annually. The Council
also formally approved $15 million in capital and operating savings proposed by the
Executive that had not yet been incorporated into the proposed Water Rates for
2012-2014. As a result, the final Water system rates adopted for 2012 were 0.6%
lower than those proposed in July 2011. In 2012, the average residential customer
will see Water bills increase by 7.1% or $2.25 per month. Finally, Council changed
the eligibility threshold for emergency financial assistance related to delinquent SPU
water, wastewater and solid waste bills from 125% of the federal poverty level to
70% of state median income. This change doubled the number of customers eligible
for assistance.

Seattle City Employees Retirement System: In October 2011, the Board of
Administration for the Seattle City Employees’ Retirement System adopted a change
to the interest rate paid on new contributions. This action, taken after the 2012
Proposed Budget was transmitted but in time for incorporation into the 2012
Adopted Budget, lowers the actuarially recommended employer contribution rate
from 11.27% of regular payroll, as assumed in the 2012 Proposed Budget, to the
updated rate of 11.01%, saving the General Fund $480,000 and other funds
$910,000 in 2012.

This rate is in accordance with the new City policy adopted in 2011 to set the
contribution rate at the actuarially determined full annual funding level. The
combined employer and employee contribution rate in 2012 is 21.04%, compared
with 16.06% in 2010. The changes result in an increase of approximately $30 million
annually to support the Retirement System relative to 2010 levels. Moreover, the
policy established in 2011 reflects the City’s commitment to meet its future pension
obligations through a sound and prudent funding approach.

City of Seattle—2012 Adopted Budget
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Projections
indicate that
the City faces
additional
budget
challenges for
2013.

Looking Ahead

As required by law, the 2012 Adopted Budget is balanced. However, the City’s
revenue streams remain vulnerable to continued economic uncertainty — especially
as it relates to economic challenges in Europe and to City revenue sources received
from the State and Federal governments. The City of Seattle is prepared — as it has
throughout the economic challenges over the past five years — to monitor its budget
very closely and to quickly respond as economic circumstances change.

Based on current projections, the City’s General Fund faces a $42 million shortfall
for 2013.

General Fund Balancing -

thousands of dollars 2011 2012 2013 2014
Beginning Unreserved Fund

Balance* $2,512 $5,596 $28 $0
Revenues $889,161  $919,738  $936,133 $969,500
Expenditures and Reserve

Changes (5886,077) ($925,306) ($977,909) ($1,015,516)

Future Reductions Needed

TOTAL $5,596 $28  ($41,749) ($46,017)
* 2014 beginning unreserved fund balance assumes no impact from
the 2013 shortfall.

As a result of these anticipated challenges, it is essential that all City departments
continue to identify operational efficiencies in order to address these future chal-
lenges.
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This section describes the 2012 Proposed Budget as transmitted to the City Council by the Mayor in Sep-
tember 2011. It describes at a high level the decision making process used by the Mayor and the out-
comes of that process. While most of the recommendations in the Mayor’s Proposed Budget remain in
the Adopted Budget, a few of the proposals described here were altered by the City Council as it

adopted the budget. Those changes are described in the previous section — the Executive Summary to
the Adopted Budget.

The 2012 Proposed Budget totals $3.9 billion, including the City’s $910 million General Fund. Three
years after the start of the Great Recession and two years following its lackadaisical conclusion, the

City of Seattle continues to adjust to a new economic reality — one marked by weak economic and
revenue growth relative to other post-recessionary periods.

Average Annual Post-Recession
General Fund Tax Revenue Growth Rate
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While growing, the rate of General Subfund revenue growth is not sufficient to maintain existing
services and respond to emergent needs.! The revenue situation is compounded by the fact that the
Federal government and the State of Washington are also dealing with their own budget challenges.

While federal and state funding on a percentage basis is relatively insignificant when compared to the

City’s overall budget, the City does rely on funding from these entities for a number of important
services, including the Community Development Block Grant (CDBG) program. As its own budget

'For additional details about the economic and revenue forecast, please refer to the Revenue Overview section of the 2012

Proposed Budget Book.
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pressures persist, the City has limited opportunities to backfill the loss of these other revenue sources
and to respond to emergent expenditure pressures without making other tough choices. This becomes
readily apparent when comparing tax revenue growth rates before and after the Great Recession. In
the period between 2005 and 2007, General Fund tax revenues (property, sales, business &
occupation, and utility taxes) grew at an average annual rate of 7.5%. In sharp contrast, in the period
between 2008 and 2010, General Fund tax revenues grew at a meager 0.3% on an average annual
basis. On an inflation-adjusted basis in 2011 dollars, 2012 General Subfund tax revenues are
approximately $27 million below the peak in 2007 and still below 2006 levels.

Real (Inflation Adjusted)
General Fund Tax Revenue in 2011 Dollars

Millions of 2011 dollars
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5 8 8 8 S °
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2012 is the second year of the 2011-2012 biennium and the 2012 Proposed Budget presented here
reflects changes to the 2012 Endorsed Budget, which was adopted by the City Council in November
2010. The 2012 Proposed General Fund Budget is 1.3% smaller ($12 million) than the 2012 Endorsed
Budget. As aresult of revenue changes at the local, state, and federal levels, including reduced parking
meter revenues as a result of changes the City adopted in early 2011, increases in retirement costs,
higher-than-anticipated COLA and inflation rates, and other cost drivers, the 2012 Proposed Budget
projects a $25 million gap between General Fund revenues and expenditures. This gap is partially

mitigated by a better-than-expected 2011 year-end fund balance. Taken together, the 2012 Proposed
Budget closes an $18 million shortfall for the General Fund for 2012.

Across all funds, the 2012 Proposed Budget eliminates 155 FTEs, 96 of which are filled. Of the 96 FTEs,
82.4 FTEs will be laid off and 13.4 FTEs will see a reduction in hours. The budget also adds 43 new
FTEs, for a total net reduction of 112 FTEs. Reductions in management-level positions, in an effort to
streamline spans of control, continue to be a focus for the City of Seattle. Of the net positions
eliminated, 19 FTEs, or 17%, are senior level positions (executives, managers and strategic advisors).
Considering that senior level positions make up only 8.9% of the City workforce, a disproportionate
number of the eliminated positions are from the management ranks. Since Mayor McGinn took office
in 2010, the management ranks in the City of Seattle have shrunk by 110 FTEs.
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The 2012
Proposed
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reflects a
concerted
effort to
reform,
reorganize
and reinvent
how the City
does
business.

Proposed Budget Executive Summary

Based on the current forecast, 2012 represents the fourth consecutive year that the
City of Seattle’s General Fund is facing budget reductions. And, projections suggest

that these challenges will persist beyond 2012 as a result of continued economic

weakness. Based on current assumptions, the deficit for 2013 is $32.8 million and
$39.2 million for 2014. This budget trajectory makes it difficult to continue to pre-
serve funding for direct services. After four years, it is clear the City can no longer
rely on the hope that future revenue growth will return to historic growth rates in
order to sustain City services and respond to emergent needs. For 2012, the City is
at a crossroads.

e The City can continue making incremental reductions on the margins
and run the real risk of degrading the quality of the services provided, or

e The City can take these persistent budget challenges as an opportunity
to closely examine how the City does business and develop creative new
ways of delivering services to preserve programs that are so important
to the community.

In developing the 2012 Proposed Budget, Mayor Mike McGinn emphasized the latter
approach. The 2012 Proposed Budget reflects a concerted effort to reform, reorgan-
ize and reinvent how the City does business. This is by no means an “all cuts budget.”
Rather, the 2012 Proposed Budget is an exercise in priorities. It makes strategic re-
ductions in areas where the City can transform its operations or where outcome data
show that the City is achieving its performance objectives and preserves and/or redi-
rects funding to other priority areas. While much of the savings resulting from the
Mayor’s efforts to reform, reorganize and reinvent are used to balance the budget,
Mayor McGinn’s 2012 Proposed Budget strategically reinvests some of the savings in
select priorities — including areas key to the long-term financial health of the City.

The 2012 Proposed Budget reflects a number of basic principles, including the pres-
ervation of direct services to the greatest extent possible. It is a budget that takes a
long-term view — even if it means some modest near-term challenges — making in-
vestments that better position the City to maneuver through these turbulent times.
And, it places a strong emphasis on social justice impacts and geographic equity.

In terms of services, the 2012 Proposed Budget:

e Maintains the current firefighting strength and preserves companies
assigned to neighborhood fire stations.

e Supports funding levels allowing the Seattle Police Department to
continue meeting the goals of the Neighborhood Policing Plan and
preserves funding for Victim Advocates and Crime Prevention
Coordinators.
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e Preserves funding and 2011 hours of operation for the Central Li-
brary and all 26 branches of The Seattle Public Library and preserves
the Library’s collections budget at the 2012 Endorsed Budget level.

e Retains lifeguards on city beaches, keeps all swimming pools open,
and maintains 2011 service levels for wading pools.

e Maintains 2011 funding levels for Human Services contracts, includ-
ing General Fund backfill to compensate for reduced federal Com-
munity Development Block Grant (CDBG) funding.

e Preserves funding in the City’s community granting programs and
maintains an overall increase in the low-income housing production
and preservation assistance program over prior years.

e Preserves investments in youth and job training programs.

In terms of ensuring the City’s long-term financial health, the 2012 Proposed
Budget provides funding to take care of what the City has and increase its fiscal
reserves. Just as individuals and businesses set some of their income aside for
unexpected emergencies and to maintain their homes, buildings, and other
assets, the 2012 Proposed Budget recognizes Seattle must do the same. As the
City starts to recover from the Great Recession, the 2012 Proposed Budget:

e Uses select one-time revenue sources to increase the City’s commitment
to maintaining its physical assets.

e Sets a new course for fiscal discipline by allocating a portion of revenues
off the top to invest in the City’s main savings account — the Rainy Day
Fund — to better position the City to weather future financial storms.

e Ensures long-term financial obligations are squarely met by stabilizing
the City’s strained pension fund.

e Leverages community partnerships to preserve services.

e Makes strategic investments in programs that will support future
economic growth, including adding resources to the Department of
Planning and Development (DPD) to more quickly process job-creating
construction activity.

But the question remains — how does the City close a $18 million budget gap in
the 2012 Proposed Budget while preserving resources for these priorities? Quite
simply, the 2012 Proposed Budget captures much of its savings by transforming
how the City does business; using outcome metrics to guide investment
decisions; controlling labor costs; and strategically leveraging revenues.

Transforming How the City Does Business

The key to preserving direct services in the face of the City’s ongoing budget
challenges is looking for new ways to deliver services. It has been apparent for
some time the City can no longer afford business as usual. Sensible changes to
the way the City delivers services generates substantial savings that help close
the budget gap. Some of the changes include:

City of Seattle—2012 Adopted Budget
_21-



New
long-term
jail contract
saves the
City

$5.3 million
in 2012.

Proposed Budget Executive Summary

e Anew long-term jail contract.

e Consolidating community granting programs.

e Merging the Office of Housing and the Office of Economic Development
into the Department of Housing and Economic Development.

e Transforming the community center staffing model.

e Consolidating the administrative offices of the Public Safety Civil Service
Commission and the Civil Service Commission.

e Realizing additional efficiencies from the 2010 creation of the
consolidated Department of Finance and Administrative Services.

A New Long-Term Jail Contract Saves the City Money: The 2012 Proposed
Budget recognizes $6 million in jail costs savings — a direct benefit to the General
Fund. A large majority of this savings is achieved as a direct result of a new, long
-term Jail contract with King County. Despite the City of Seattle’s proximity to
the King County Correctional Facility, located in downtown Seattle across the
street from the Seattle Justice Center, the 2012 Endorsed Budget assumed the
City would house its misdemeanant jail inmates at a variety of jail facilities
throughout King and Snohomish counties. This plan was driven by King County’s
assumption that its Department of Adult and Juvenile Detention would not have
sufficient space to provide the City of Seattle the number of jail beds it needed in
both the near- and long-term. However, King County has seen its jail population
decrease in recent years and its current population projections suggest that it
will have sufficient space for City of Seattle inmates through at least 2020. But,
this still came at a high price to the City of Seattle. The cost to book and house
inmates in the King County Correctional Facility was significantly more expensive
than other jail facilities in the region. And, more importantly, the County could
not guarantee the City that it would have capacity over the long-term (beyond
2020) to house its inmates. Faced with this possibility, the City understood that
it might have to build its own jail to meet its needs beyond 2020 — a costly and
time-consuming proposition (it takes an estimated 4-to-6 years to site and build
a jail) — or find another facility with sufficient capacity over the long-term.

Having Seattle inmates housed at the King County Correctional Facility is
important to Mayor McGinn — both from a geographic and operational conven-
ience perspective and because King County and the City of Seattle have
traditionally shared similar values around issues such as alternatives to
incarceration and other forms of treatment designed to break the cycle of
recidivism. So in early 2011, Mayor McGinn instructed staff from the City Budget
Office to approach King County about potential terms of a new jail contract that
would result in lower near-term costs and certainty about the long-term housing
needs of the City’s inmates. The Mayor had two key objectives in mind:

e Long-term certainty: The City sought a contract that would provide a
clearly defined rate path and certainty that the City’s long-term
capacity needs would be met.
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e Commitment to expand if necessary: The City prefers to not have to
build its own jail. The Mayor sought a contract that would provide a
commitment that the County would expand jail capacity if space be-
comes an issue, with City paying its defined fair share of the costs.

The City and the County successfully negotiated a long-term contract that runs
through 2030. This agreement meets the City’s objectives, cements a long-term
partnership between the City and County, and offers both jurisdictions fiscal relief
in these challenging budget times. The agreement provides revenue certainty for
the County and lowers the City’s booking costs, defines parameters for future rate
increases and inmate population growth, and sets equitable cost terms if jail ex-
pansion is required. In the short-run, the new contract will save the City $5.3
million in 2012 on jail costs. The primary components of these savings are:

¢ Reduced booking fee. The booking fee — a charge the City pays each time
it books inmates into the jail — is significantly reduced in the new jail con-
tract ($95 instead of $329), saving the City $2.6 million annually.

e Avoided transportation costs. The City had been expecting to spend $1.2
million in 2012 to transport pretrial inmates to and from more distant jail
facilities. The new contract provides the City with sufficient space at the
King County jail allowing Seattle to avoid these transportation costs.

e Additional savings. An additional $1.5 million miscellaneous contract
savings.

In addition to these 2012 savings, the new jail contract also allows the City to
avoid future capital costs. The City estimated it could cost as much as $200
million to site and build a new jail. Under the terms of the new contract, if the
County needs to build more jail capacity, the City would only be responsible for its
fair share of these costs, which the contract defines as the City’s jail population
relative to the total jail population at King County. Using today’s dollars, that cost
is estimated at $6 million.

Finally, the City will save another $700,000 in jail costs in 2012 as a result of jail
population trending lower than was originally anticipated when the 2012
Endorsed Budget was approved.

Merging Community Granting Functions to Preserve Grant Dollars Out-the-Door:
The 2012 Proposed Budget also includes recommendations to merge the
administration of many of the City’s community granting functions into a single
operational unit to preserve the amount of grant dollars available to the commu-
nity. Currently, the City has five community granting functions operating out of
five different departments:

e Department of Information Technology’s (DolT) Technology Matching
Fund;

e Office of Economic Development’s “Only in Seattle”;

e Seattle Public Utilities’ (SPU) Waste Prevention and Recycling Grants;
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e Department of Neighborhood’s (DON) Neighborhood Matching Fund
(NMF); and
e Office of Cultural Affairs (OACA) Civic Partnership programs.

Collectively, these programs issue $6.1 million in community grants at a cost of a
nearly $1.5 million more to administer the grants, translating into a 24% over-
head rate (most nonprofits aim to get their administrative costs under 15%). For
2012, grant administration functions in DolT, OED, SPU and DON will be
consolidated within a new Community Granting Unit in DON. This unit will re-
ceive and process grant applications, administer grant funding, and monitor
compliance with grant requirements. Meanwhile, the home departments for the
grant funds will continue providing subject-matter policy expertise during the
review of the grant applications and participating in the award decision-making
process. External advisory bodies who have traditionally offered input on the
selection process, such as District Councils, the City Neighborhood Council, the
Citizens’ Telecommunications and Technology Advisory Board (CTTAB), and the
Seattle Arts Commission, will also remain involved as key partners.

While OACA’s Civic Partnership programs are not part of the consolidation, the
directors of DON and OACA have committed to closely collaborate on the
administration of these granting programs and OACA. Collectively, these efforts
will allow the City in the 2012 Proposed Budget to save more than $350,000 and
reduce total grant administration costs to $1.1 million. This savings not only pro-
vides relief to the General Fund, but also preserves funding for community
grants for 2012, maintaining the total awards of $6.1 million and reducing the
administrative overhead load from 24% to 18.7%. This new consolidated model
also sets a potential path for additional efficiencies in the future, potentially in-
cluding other City award programs, such as the Seattle Youth Violence Preven-
tion Initiative (SYVPI), Parks Opportunity grants, and the Seattle Department of
Transportation’s (SDOT) Neighborhood Street Fund program. Because each of
these programs operates differently from the community granting functions
(e.g., SYVPI is a much more targeted granting program than the community grant
programs, and the Parks and SDOT programs involve the City doing the work to
make the investment), it was not appropriate at this time to include these in the
consolidation, though there may be opportunities in the future.

Creating a Consolidated Department of Housing & Economic Development: In
addition to recommending consolidation of many of the City’s granting functions
within DON, the 2012 Proposed Budget also merges the Office of Economic
Development and the Office of Housing into a new unit — the Department of
Housing and Economic Development (HED). Integrating these functions
achieves a number of objectives:

e Aligns and integrates two functions critical to developing healthy
communities. The heart of every vibrant community is access to af-
fordable housing and centers of employment.
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e Capitalizes on similarities between the two functions. Both offices
provide seed funding and financing tools critical to improving the
well-being of individuals and supporting the building blocks of a
healthy community — affordable housing and access to jobs.

e Provides managerial and administrative savings that relieve the
strained General Fund and increase investments in housing
programs.

As a single organization, HED will invest in and promote the development and
preservation of safe and affordable housing, and help to create a vibrant
economy by promoting access to economic opportunities for all of Seattle’s
diverse communities. The Department will accomplish this by funding affordable
workforce housing, supporting renters and homeowners, as well as supportive
housing that help vulnerable people achieve stability and move along a path to-
ward self-sufficiency. This work will stimulate housing development, allowing
families to thrive and neighborhoods to provide a full range of housing choices
and opportunities.

The Department will also continue to support economic development that is
financially, environmentally, and socially sustainable; and provide services that
capitalize on Seattle’s established economic activity, particularly in the areas of
manufacturing and maritime industries, film and music, healthcare, and clean
technology. These services are designed to support the establishment of new
businesses, retention and growth of existing businesses, and attraction of new
businesses; increase the number of low-income adults who obtain the skills nec-
essary to meet industry’s needs for qualified workers; and advance policies,
practices, and partnerships that lead to sustainable economic growth with
shared prosperity. Among other things, the creation of HED will allow for greater
collaboration among housing and economic development policy and programs to
build strong communities and to help residents achieve self-sufficiency, with ser-
vices ranging from housing to employment assistance. The merger will
strengthen the linkages between the two offices and allow the new department
to build on past successes in promoting place-based development that provides
essential housing and employment opportunities targeting Seattle’s lower-
income residents. Specific examples of past successes include building a new
transitional housing facility with 78 new beds to help the Compass Center in Pio-
neer Square recover from the Nisqually Earthquake, and financing the Chubby
and Tubby project in Southeast Seattle, resulting in 68 units of new workforce
housing and 5,000 square feet of new commercial space.

This merger generates $338,000 in managerial and administrative savings,
$310,000 of which accrues to the General Fund. Reflecting the Mayor’s strong
commitment to affordable housing, $210,000 of this General Fund savings will be
rededicated to direct housing programs with an emphasis on programs targeting
low-income renters who are squeezed more than ever as a result of diminishing
apartment vacancy rates and the increased rents that follow.
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The money will increase funding in the Multi-Family Production and Preservation
program, allowing future development of 4-5 low-income rental units, and helping
mitigate CDBG funding reductions in this program area.

Transforming the Community Center Staffing Model to Serve More People: Com-
munity centers are an important resource, providing residents of all ages with op-
portunities to stay active and to get involved. Parks spent the early months of
2011 working in partnership with the Mayor and the City Council to develop a new
model for managing and operating the City’s 26 community centers in an environ-
ment of constrained financial resources. Parks sought input from a variety of
stakeholders and relied on community center usage and other data points to in-
form its recommendations. What results from this collaborative effort is a new
model for managing and operating Seattle’s community centers in a way that
maximizes access for people in a geographically equitable way.

Community centers in 2012 will be managed in five geographic teams — northeast,
northwest, central, southeast, and southwest — with five community centers in
each geographic area.” Community centers in each geographic area will offer vary-
ing levels of service, with at least one center in each area offering Level 1 service.
Level 1 centers will be open for up to 70 hours per week, an increase from the
current 51 hours per week. Level 2a community centers will be open 45 hours per
week, a slight reduction from the current 51 hours per week and Level 2b centers
will be open for 25 hours per week. The service level designations were
determined by analyzing a variety of metrics, including: the number of users,
amount of programming, number of childcare scholarships, rental revenues, and
the physical size of each facility. Because the centers with the highest usage
patterns are designated as level 1 centers and will offer more hours for public
access, this new model will allow Parks to serve at least as many people —and
potentially more — as are served under the existing community center model.?

The geographic model for operating community centers will provide Parks with an
opportunity to streamline its management and staffing of community centers. This
new approach results in the reduction of 13.63 FTEs and saves Parks $784,000.
Parks also expects $446,000 in additional revenues based on new revenue-sharing
agreements with the City’s long-time partner, the Associated Recreation Council
(ARC), the non-profit responsible for programming at community centers. Taken
together, this model provides $1.23 million in General Fund budget relief.

The Southwest Community Center is not included in the geographic team structure as it will
operate as a Teen Life Center, Swimming Pool, and rental facility.

®In response to the continuing need for budget reductions and direction from the City Council, Parks
staff conducted an inclusive, data-driven analysis and process to examine alternative models for
staffing and operating the centers. The results of this effort are the 2012 community center staffing
and management model in the 2012 Proposed Budget. For more details, visit this website: http://
seattle.gov/parks/centers/operations.htm
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Consolidating Civil Service Commission and Public Safety Civil Service Commis-
sion Offices: The City maintains two quasi-judicial bodies to act as a third party in
disputes over the application of Personnel Rules. The two Commissions are each
overseen by a three-person panel — one member appointed by the Mayor, one
member appointed by the City Council and one member elected by employees.
Up until now, each Commission was supported by separate administrative of-
fices. Each office had its own Executive Director and the Civil Service Commission
also had one support staff. Through a collaborative effort between the
Commission Chairs and the City Budget Office, a new consolidated staffing model
is proposed for 2012. Rather than maintain two administrative offices with two
Executive Directors, the CSC and the PSCSC will be supported by a single
administrative office, staffed by one Executive Director and 1.6 FTE support staff
positions. This change allows the City to eliminate 0.2 FTE and save over $50,000.
It also allows for a better alignment of workload to position title. The existing
governance structure of the CSC and the PSCSC will remain intact.

Recent Successes with Consolidation: The departmental/operational
consolidations and realignments recommended in the 2012 Proposed Budget
follow Mayor McGinn’s successful merger of the former Department of Executive
Administration (DEA) and the former Fleets & Facilities Department (FFD) into the
Department of Finance & Administrative Services (FAS) in 2010. The creation of
this unified department has allowed for greater utilization of resources; better
integration of the City’s financial and accounting policies, procedures and
systems; and improved efficiencies in the provision of customer services. And, the
merger continues to yield results. Prior to the reorganization, there were 565 FTEs
in DEA and FFD. Including changes proposed in the 2012 budget, but not counting
the transfer of the 17.5 FTE associated with the Neighborhood Payment and
Information Service Centers, FAS will manage the workload of the two previous
departments with 504 FTEs, down 11%. Many of these reductions have been
made possible by streamlining administrative functions. Compared with costs
prior to the departmental reorganization, the 2012 Proposed Budget funds 17
fewer positions for FAS administrative functions (a reduction of 31%), saving $1.6
million in labor costs. Examples of these efficiencies include the elimination of
one of two human resources directors and one department director.

Measuring for Results

As the City’s resources become more constrained, it is essential the City assess
whether its investments are achieving the intended outcomes. The 2012
Proposed Budget starts building a foundation for systematically measuring and
assessing the outcomes of City investments. Where such measures already exist,
outcome metrics were instrumental in informing how to prioritize and align
budget dollars in the 2012 Proposed Budget.
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Exceeding Neighborhood Policing Public Safety Performance Outcomes: In
2007, the City adopted the Neighborhood Policing Plan (NPP), which provides the
Seattle Police Department with a framework for deploying patrol staff to meet
the City’s public safety objectives. The plan sets three goals:

e To respond to high-priority emergency calls in an average of seven min-
utes or less - a commonly accepted response time for police forces in lar-
ger cities.

e To allow patrol officers to do more proactive policing (30% of officer time)
to help resolve the underlying conditions that create violations of law
and/or public order.

e To deploy 10 additional "back-up" police vehicles citywide. These cars
(two in each precinct) provide better area coverage and improve backup
capability, enhancing officer safety.

The Neighborhood Policing Plan called for adding 105 officers over the course of
five years, beginning in 2008, to meet these performance objectives. The original
plan contemplated the addition of 105 officers from 2008 through 2012 to meet
these performance objectives. Because of the City’s budget challenges, hiring at
SPD was put on hold in 2010. The pause has delayed the hiring of 20 to 21 new
NPP officers that were scheduled to be added in each year from 2010 through
2012. It has also affected regular maintenance hiring, which would have replaced
another 26 officers by the end of 2011. However, through prudent management
of staff resources, SPD has successfully exceeded these public safety outcomes
with its existing contingent of sworn officers.

As
Compared
Actual Results to the NPP
NPP Goal Through June Goal
Priority 1 Call Exceeding
Response Time 7 minutes or less 6.3 minutes Goal
Average
Proactive Time Exceeding
Available 30% of On-Duty Time  34% of On-Duty Time Goal
Increased
Number of Meeting
Backup Vehicles 10 Units Citywide 10 Units Citywide Goal*

4SPD lacks a direct measure of units free. However indirect evidence is available: out-of-district
dispatch of cars occurs less than 8% of the time, which contrasts to 15-30% of out-of-district dis-
patch prior to NPP implementation. The Department feels that this is evidence that it is meeting
the standard most of the time.
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Since 2008, SPD has improved its response time to Priority 1 (911) calls by 12.5%
and its response time to Priority 2 calls by 8%. Moreover, crime rates are at
historic lows. The number of major crimes fell 7.4% in 2009, fell another 5.8% in
2010. Violent crimes in particular have seen dramatic decreases. In 2010, violent
crimes fell 9%. Homicides are down 34% since 2008. These trends seem to be
continuing. Through midyear 2011, major crimes are down citywide by 11% when
compared with the first six months of 2010. Through June of 2011, violent crime
is down 1% compared with the same time period in 2010, with homicides, rapes
and robberies trending down. Property crimes are down 12% across the city at
midyear 2011, when compared with the same time period in 2010.

SPD has achieved these positive public safety outcomes even as the size of the
police force has slowly decreased. SPD began 2011 over-staffed by 12 officers
relative to budget as a result of aggressive hiring at the end of 2009 and lower-
than-normal attrition rates in 2010 due to the weak economy.

As 2011 has progressed, SPD saw attrition rates return to near normal levels
(approximately 36 per year). But because SPD started the year overstaffed
relative to budget, it has not hired to replace departing officers, continuing the
hiring pause that began in 2010. As a result, SPD expects to end 2011 with 1,301
sworn officers, or 26 below the level assumed in the 2011 Adopted Budget.

With this background in mind, the 2012 Proposed Budget reduces funding to SPD
by $2.4 million to reflect the smaller police force that will result from holding the
26 sworn position vacancies anticipated by the end of 2011. While decisions to
reduce the size of the police force are always difficult, the City’s ongoing General
Fund budget challenges, combined with the fact that SPD is exceeding its public
safety performance measures, indicate this is a viable budget decision. As attri-
tion continues to occur in 2012 beyond the 2011 levels, the 2012 Proposed
Budget assumes SPD will resume maintenance hiring of sworn officers in 2012 to
maintain a police force of 1,301.

Through its flexible and adaptive approach to allocating staff resources, SPD is
putting officers where they are needed most to fight and, more importantly,
prevent crime. For 2011, a minimum of 545 sworn officers have been assigned to
911 patrol functions. This is slightly above the staffing level of 542 in January
2010 and slightly below the all-time high of 556 achieved in the summer of 2010.
In addition, SPD has dedicated more officers to on-the-ground proactive police
work, including foot beats, bike squads and other proactive units that contribute
greatly to improved public safety in city neighborhoods, especially downtown.
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Increased Staffing
Levels in 2011

Foot Beats 6 officers
Bike Squad 8 officers
Mounted Unit 3 officers
Neighborhood Correc-

tions Initiative 1 officer
Seattle Center Patrols 1 officer

For 2012, SPD will continue to closely monitor the NPP outcome measures and
will adjust the deployment of sworn officers to 911 patrol functions from lower-
priority areas to meet the NPP outcome metrics. SPD would look to redeploy
officers from areas such as desk clerks, federal task forces and investigative units.

Parking Meter Outcome Metrics Inform Application of City’s On-Street Paid
Parking Program for 2012: As part of the 2011 budget process, the City adopted
a policy objective of using parking meter rates to encourage sufficient turnover of
metered parking spaces to provide an average of one-to-two open parking space
per block face throughout the day. Parking meter rates were adjusted in the 2011
Adopted Budget with the goal of achieving this outcome. Rates were increased in
four of the City’s 23 parking districts and were reduced in 11. A data collection
effort in June of 2011 indicates that parking occupancy fell in the four areas
where parking rates were  increased, allowing the City to achieve the goal of
one-to-two open spaces per block face. However, in the 11 areas where the
meter rate was lowered, the results were mixed — parking occupancy rates in-
creased in some areas, but in a majority of areas occupancy rates actually fell,
suggesting that lowering the price is not the influential factor in determining
parking patterns in these neighborhoods.

In addition to the June 2011 data collection effort, SDOT also conducted a
comprehensive Performance-Based Parking Pricing Study, to inform parking
meter recommendations for the 2012 budget. The study also included a public
engagement component involving a sounding board of stakeholders to help shape
and define the recommendations. Additional information about this study can be
found at: http://www.seattle.gov/transportation/parking/docs/

SDOT PbPP_FinRpt.pdf

Based on the findings of the study, the 2012 Proposed Budget includes the
following adjustments to the City’s parking meter program. In addition to adjust-
ing hourly rates in some neighborhood parking areas, SDOT will also delineate
parking rate boundaries on a more granular level, such as adjusting geographic
boundaries to divide some parking areas into smaller areas, and extend author-
ized time-limits in certain locations with the stated goal of achieving one-to-two
open parking spaced per block face. The refined parking management tools are
particularly warranted in neighborhoods in which lowering rates in 2011 did not
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generate increased parking demand. In 2012, 13 neighborhoods will have rate,
boundary, and/or time limit changes, under SDOT’s proposal. These proposed
changes are described in more detail below. Additional information about
specific neighborhood changes is available at: http://www.seattle.gov/
transportation/parking/paidparking.htm

e Geographic Boundaries Changes: The University District, Ballard, South
Lake Union, Belltown, Pioneer Square, Capitol Hill, and Uptown geo-
graphic boundaries will be adjusted to delineate higher- and lower-
demand areas within each neighborhood. These changes will resultin a
more precise application of the data-driven policy objectives because
rates can be set on a more granular level. In some cases, the boundaries
between neighborhoods or sub-neighborhoods will be moved. In others,
differentiation will be made between the neighborhood core and outer
areas with lower measured demand. Following the policy objectives,
rates will be applied so that lower-demand areas have a lower parking
rate than higher-demand areas in each neighborhood. In some cases,
lower-demand areas will also have extended time limits.

e Rate Changes: Rate adjustmentsin 2012 will be made in six neighbor-
hoods in the context of the geographic boundary changes previously de-
scribed and the policy objective of achieving one to two open spaces per
block-face. The lower-demand areas in Pioneer Square and Capitol Hill
will see rate decreases in 2012. Higher-demand areas in the University
District, Ballard, and Belltown South will see 2012 rate increases. Most
long-term areas in South Lake Union will be priced at $1.50 compared to
$1.25in 2011. All other rates will remain the unchanged in 2012.

e Time Limits Changes: Extended time limits will be applied in locations
where measured occupancy levels are below the policy objective. Four-
hour parking will be available in Denny Triangle North, Roosevelt, and
parts of the University District, Ballard, Belltown and Uptown. Uptown
Triangle, Westlake Avenue North, and some additional spaces in South
Lake Union will not have a daily time limit. In some cases, time limits are
extended in lieu of lowering rates because, based on the June 2011 data
collection, further rate decreases are not likely to generate parking de-
mand. Extending time limits in these areas is expected to increase park-
ing demand and support businesses that require longer stays by their
customers. Longer-term paid parking has been successful in South Lake
Union, where there is strong demand compared to short-term parking,
and parts of downtown near the Waterfront, where a small pilot has
been implemented. Paid parking hours will be extended from 6 to 8
p.m. in Denny Triangle South.
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e Three-Hour Time Limits After 5 p.m.: As an added service enhancement in
neighborhoods where paid parking was extended to 8 p.m., time limits
after 5 p.m. will be changed from two to three hours in 2012. This will
give evening visitors to restaurants, theaters, and clubs an opportunity to
purchase more time. Time will continue to be limited to two hours in
these locations before 5 p.m. SDOT will monitor parking occupancy and
turnover in these neighborhoods to ensure people are still able to find
sufficient on-street parking in the evenings.

e Pay-By-Cell: The 2012 Proposed Budget includes funding to implement a
new pay-by-cell program, which will enable parking payments through
cell phones and mobile devices. Pay-by-cell will be a payment option in
pay-by-cell areas. Payment through SDOT’s existing pay stations will con-
tinue to be available. While requiring relatively little infrastructure in-
vestment, the new payment method is expected to provide additional
convenience for customers and a variety of other practical benefits that
help make Seattle more visitor-friendly. With pay-by-cell, parkers call a
phone number or use a mobile smartphone application to set up an
account that is linked to vehicle license plates. When reaching a pay-by-
cell area, the parker logs on or calls into that account and purchases the
needed parking time. With a smartphone, the typical application also
allows the parker to remotely extend their time up to the time limit, and
to be alerted before paid time expires. Parking Enforcement Officers will
have access to real-time payment information. The program is expected
to begin in the summer of 2012.

Taken together, the recommended 2012 Proposed Budget changes to the City’s
paid parking program, following on the rate changes made in early 2011, and in-
cluding the 2011-2012 loss of parking spaces in the Pioneer Square neighborhood
as a result of the Alaskan Way Viaduct replacement project, will result in a $7.48
million decrease in revenues to the City relative to the 2012 Endorsed Budget.

Expanded Use of Outcomes to Increase Effectiveness of City Investments:
Through an analysis conducted as part of Mayor McGinn’s Youth and Family
Initiative (YFI), the City identified more than S85 million a year being spent on 130
programs to support youth and families in nine departments. While these pro-
grams can document how many individuals they serve, they cannot document
whether that translates into achieving the intended outcomes. The 2012 Pro-
posed Budget reflects the Mayor’'s commitment to increasing the effectiveness of
City investments. The City Budget Office, working collaboratively with the Human
Services Department, the Office for Education, and the Department of Neighbor-
hoods, is launching a prototype to design and implement steps to increase the
effectiveness of City investments in producing higher achievement in third grade
reading levels, given that third grade reading is a key measure in determining the
chance of high school graduation. The prototype will begin in the fall of 2011 and
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focus initially on at least some clear rise in achievement in the 2011-2012 school
year. The prototype will include programs, such as the Human Service Depart-
ment’s Family Center Services and the Neighborhood Matching Fund, along with
investments from the 2011 Families and Education Levy beginning in 2012 (if ap-
proved by voters).

The prototype is seen as a part of the design process for a larger outcome-based
budget assessment by the City. The initial project will test key assumptions and
forge paths for a high level of interagency collaboration. And it builds energy and
learning through early action. This work will not only provide the City with the
information needed to understand the effectiveness of City investments, it will
also form the foundation of a broader outcome-based budgeting approach that
the City will incorporate into other program areas over the long-term.

Proactively Managing Labor Costs

The cost of salaries and benefits remains a significant cost driver for the City of
Seattle. More than 65 percent of General Fund costs are for direct salary and
benefits. Controlling these costs in order to preserve direct services remains a
priority for Mayor McGinn. The 2012 Proposed Budget reflects the results of a
number of these ongoing efforts.

Reaping the Continued Benefits of the 2010 Coalition of City Labor Unions
Agreement: In the fall of 2010, the City successfully concluded negotiations with
the Coalition of City Labor Unions on an agreement that removed the long-
standing 2% floor on Cost of Living Adjustments (COLA). Because of a low infla-
tionary environment, as reflected in the Consumer Price Index (CPI-W), this re-
sulted in a COLA rate of 0.6% in the 2011 budget, saving the City $5.7 million, $2.3
million of which accrued to the General Fund. The inflation rates remain low for
the 2012 budget, with the CPI-W rate at 1.8%, allowing the City to avoid $6.5 mil-
lion in cumulative COLA costs for 2012, $2.6 million of which are avoided General
Fund costs. Over 2011 and 2012, this agreement has saved the City $12.2 million.

Proactively Managing Healthcare Costs: As with most employers, healthcare
costs are a significant cost driver for the City of Seattle. In fact, total City health-
care costs (medical, dental and vision) have roughly doubled from $74 million in
2001 to $143 million in 2010. The General Fund typically covers approximately
half of these costs. But, there is some good news to report. Healthcare costs are
holding steady for 2011 at the 2010 level of $143 million, as a result of a drop in
overall enrollment in the program and as a result of temporarily elevated in-
creases in 2009. This results in a lower-than-anticipated base from which 2012
costs grow. For 2012, this translates into $6.2 million in total savings from the
2012 Endorsed Budget, including $3.3 million in savings for the General Fund.

But, the City is not resting on its laurels. Understanding that healthcare cost
growth is likely to return to historic levels over the long-term, the City
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recognizes that additional strategies are needed to control these costs. With the
Mayor’s support, in 2011 the City Budget Office formed a Healthcare Manage-
ment Interdepartmental Team (IDT) to evaluate the City’s healthcare plans and
develop a longer-term set of strategic healthcare policies. The IDT has represen-
tatives from Council staff, the Department of Finance and Administrative Ser-
vices, and the Personnel Department.

The IDT identified a series of changes in how the City administers its

healthcare plans that will reduce costs, without reducing actual healthcare bene-
fits. Three discrete changes will be implemented as part of the 2012 Proposed
Budget:

e Eliminate Purchase of “Stop-Loss” Insurance: The City purchases stop-
loss insurance to reduce the City’s exposure to large health care claims
of $250,000 or more per individual that are incurred as part of Aetna,
the City’s self-insured medical plan. The cost of stop-loss insurance has
been rising significantly over the past couple of years. The IDT deter-
mined that this risk could be addressed in a more cost-effective manner
by establishing an internal reserve within the Health Care Fund, rather
than continuing to pay an external service provider a premium to man-
age this risk for the City.

e Self-Insure the City’s Washington Dental Service Plan: The IDT also de-
termined that self-insuring the City’s Washington Dental Service (WDS)
plan would allow the City to save money while still maintaining the same
level of dental benefits. The cost savings comes from eliminating the
need to pay a State premium tax of approximately $200,000 per year, as
well as risk charges levied by WDS.

e Establish a New Forecast Variance Reserve Within the Healthcare Sub-
fund: The IDT identified the need to establish a new “Forecast Variance
Reserve” (FVR) of $5.4 million to account for the volatility, compared to
forecast, of self-insured Medical/Pharmacy and Dental claims and to ad-
dress the risk assumed by eliminating stop-loss insurance.

These recommendations have been approved by the City’s Healthcare Commit-
tee (HC2), which is composed of City representatives and signatory unions of the
Coalition of City Unions. Because of the need to fund the FVR in 2012 to support
the policy changes, no significant cost savings will be realized in 2012 as a result
of this new approach. However, beginning in 2013, the City estimates that it will
save $1 million to $4 million annually.

In 2012, the IDT will continue to work to pursue efficiencies within the health-
care plan, and will work with the Coalition of City Unions to evaluate and imple-
ment additional changes as part of the 2013 rate setting process.
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Working with Labor to Reduce Overtime Costs: As departmental budgets are re-
duced as a result of the City’s ongoing budget challenges, it becomes more impor-
tant than ever to ensure that the dollars that remain are spent judiciously. One
area of opportunity is the use of overtime. Both SDOT and Seattle Public Utilities
(SPU) have made strides — working closely with the City’s labor partners — in bring-
ing down overtime costs.

SDOT Street Markings: Traffic maintenance crews are responsible for
street markings (e.g., lane lines and crosswalks painted on the street
pavement). Because traffic volumes are typically lower on the
weekends, SDOT has traditionally targeted the weekends as the most
effective time to do this work. A crew can complete almost twice as
many lane miles on a weekend day than a weekday. Moreover, SDOT
typically concentrates this work in the summer months when there is
less rain. But, this system has traditionally come at a high cost because
crews worked a Monday through Friday schedule and were paid on
overtime to do the street marking work on the weekends.

Working collaboratively with Local 1239, SDOT has implemented new
work schedules that have allowed the Department to eliminate nearly
all overtime costs for street markings. Traffic maintenance crews that
are dedicated to street markings now work alternate schedules during
the summer months to allow for seven-day-a-week coverage. One set
of traffic maintenance crews works a Tuesday through Saturday sched-
ule, while another set works a Sunday through Thursday schedule. The
results of this change are significant. In 2008, SDOT spent approxi-
mately $155,000 on overtime for lane lines and crosswalk markings.
For 2011, SDOT projections indicate it will spend approximately $7,000,
a 95% reduction in overtime use. As SDOT struggles with declining Gas
Tax and General Fund resources, savings such as these go a long way in
preserving funding for other services.
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e SPU: SPU is equally concerned about controlling overtime costs and has
established similar partnerships with its labor unions to bring down over-
time costs in its Water and Drainage & Wastewater Utilities. Working in
partnership with its labor unions, SPU developed a 2011 budget for Wa-
ter Utility overtime that is roughly 28%, or $428,000, lower than 2010
actual expenses. Drainage and Wastewater overtime is expected to be
reduced by about $330,000, or 21%, in 2011 as compared to 2010. Fur-
ther reductions are anticipated in 2012.

Leveraging Revenue Sources to Invest in City-Owned Assets

In spite of the City’s continued General Fund budget constraints, the 2012 Pro-
posed Budget leverages a number of revenue sources to invest in the mainte-
nance, preservation and upgrade of City-owned facilities. Asset preservation
investments have suffered in recent years as a result of the economy and weak-
ness in the City’s Real Estate Excise Tax (REET) revenues. The 2012 Proposed
Budget capitalizes on non-REET revenues to renew its commitment to asset pres-
ervation.

Investing One-Time Insurance Proceeds Into Roof Replacements at City-Owned
Community Buildings: For more than 30 years, the City has leased City-owned
facilities to non-profit service providers in various neighborhoods around the
city. This program allows service providers to occupy City-owned properties at
low- or no-cash rent with the value of the services they provide to the commu-
nity accepted by the City as a major portion of rent. As there are virtually no
rent revenues collected, the cost of maintaining these facilities has traditionally
been funded by General Fund and REET revenues. Some of these buildings are
more than 100 years old, with the newest built in 1959. The lack of dedicated
funds for these repairs has led the facilities to fall into disrepair. The poor condi-
tion of the roofs is a source of particular concern, as water infiltration rapidly
leads to structural problems. An insurance settlement from a 2010 fire at the
largely unoccupied City-owned Sunny Jim warehouse allows FAS to fund $1.9
million worth of new roofs at six of the facilities. The groups using these build-
ings provide much needed services to the community and include senior centers
in Ballard, Greenwood and the Central area; a home for teen mothers; food bank
and meal programs; and youth programs. This investment in maintenance work
will extend the life of these buildings and allow the non -profit service providers
to continue to occupy the buildings and serve the community. Following is a list
of the buildings that will receive new roofs in 2012:

e Central Area Motivation Program (CAMP)
e Central Area Senior Center

e Northwest Senior Center in Ballard

e Southeast Health Clinic

e South Park Community Service Center

e Teen Mother Center
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Reinvesting 2008 Parks Levy Savings into Parks Asset Preservation: Parks
manages a 6,200-acre park system composed of 430 developed parks, featuring
185 athletic fields, 130 children’s play areas, 11 off-leash areas, nine swimming
beaches, 18 fishing piers, four golf courses, and 25 miles of boulevards. Other
facilities include 151 outdoor tennis courts, 26 community centers, eight indoor
and two outdoor swimming pools, 22 wading pools, eight spray features, 17 miles
of paved trails, and more. This vast system has significant asset preservation
needs. In fact, Parks’ current Asset Management Plan identifies $232 million in
asset preservation needs over the next six years. Unfortunately, the City’s
Cumulative Reserve Subfund (CRS), which is funded primarily through REET
revenues, the traditional source of funding for Parks asset preservation activities,
has suffered in the aftermath of the housing bust of the Great Recession. For
2012, Parks will receive $13.8 million in CRS funding, which is down sharply from
the $21 million and $22 million it received respectively in 2007 and 2008 at the
The 2012 height of the housing boom. The 2012 funding levels are more reflective of the
amounts Parks received in the 2000 — 2006 timeframe.

Proposed

Budget Meanwhile, the advantageous bidding climate has meant that the costs of pro-
. jects contemplated in the 2008 Parks Levy have come in lower than expected,

reimvests

freeing up money that had been designated for those projects. Parks, with the

$]O million backing of the Mayor and the Council, worked closely with the Parks Levy Over-
in Parks sight Committee in 2011 to reach agreement to redirect $9.8 million of this sav-
ings into 17 Parks asset preservation projects for 2012. The projects include:

Levy savings
y & e Ballard Community Center Roof Replacement

into Parks e Beacon Hill Playground Comfort Station Renovation
asset e Comfort Station Renovations- 2008 Parks Levy (sites to be de-
preservation termined)

e Evers Pool Roof Repairs

e Fairmount Park Playground Comfort Station Renovation

e Fairmount Park Playground Fence Replacement

e Garfield Community Center Roof Replacement

e Green Lake Bathhouse Roof Replacement

e Lower Woodland Playfield Tennis Court Lights Replacement

e Loyal Heights Boiler and Electrical System Replacement

e Madrona Playground Shelterhouse Restrooms Renovation

e Matthews Beach Park Bathhouse Renovation

e Queen Anne Pool Plaster Liner Replacement

e Rainier Beach Playfield Play Area Renovation

e Rainier Beach Playfield Tennis Courts and Lighting
Replacement

e Seward Park Water System Replacement

e Van Asselt Community Center Gym Roof Replacement

projects.

Absent the Parks Levy funds, these projects would not have been funded in 2012.
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Leveraging Future Building Rent Revenue to Renovate Magnuson Park’s
Building 30: Magnuson Park’s Building 30, a 1930s hangar remaining from the
old Sand Point Naval Air Station, is an important community asset. It houses of-
fices for Parks and a number of nonprofit tenants, including the Friends of the
Library, and is the site of the very popular Friends of the Library semiannual book
sale, an important source of revenue for The Seattle Public Library. In 2010, the
DPD and the Seattle Fire Department restricted the use of the facility because
the building is not up to code. The 2012 Proposed Budget commits $5.5 million
in bond financing to renovate the west wing and hangar to bring the facility up to
code and allow for expanded facility rental opportunities. The revenue gener-
ated by Building 30 after the improvements are made will cover 60% of the
$641,000 annual debt service payments on the bonds, starting in 2013. The Gen-
eral Fund will cover the remaining 40%, or approximately $260,000, depending
on how actual Building 30 revenues perform. The interest-only debt service pay-
ment in 2012 is estimated at $212,000, and will be covered by the General Fund.

Allocating SDOT Revenues to Meet Basic Needs: For 2012, SDOT has two im-
portant revenue sources that are helpful in partially mitigating weakness in its
base revenues (i.e., General Fund and Gas Tax). The first is $6.8 million in
revenue from the $20 Vehicle License Fee (VLF) approved by the Seattle Trans-
portation Benefit District in late 2010. SDOT, working collaboratively with the
Citizens Transportation Advisory Committee I, the Mayor’s Office and the Coun-
cil, developed a plan, as reflected in the 2012 Proposed Budget, to add signifi-
cant funding — compared to 2011 — for pavement restoration, sidewalk safety,
transit corridors and bicycle improvements. Some of the revenues are used to
prevent reductions that would have otherwise been required to balance the
SDOT budget, including core transportation services, such as street cleaning,
landscape maintenance, and emergency responses capabilities. These latter
investments are responsible for preserving 19 SDOT FTEs that perform this work
and that would have been at risk absent this important revenue source.

The second revenue source that plays an important role in balancing SDOT'’s
budget is the proceeds from the sale of the Rubble Yard property to the Wash-
ington State Department of Transportation in mid-2011. The City allocated

$3 million of the $19.8 million total proceeds in 2011 to support critical surface
street repair needs. In addition to allowing the City to expand surface street
repair activities, the funds also helped to preserve 10 FTEs and delayed the
abrogation of 11 additional FTEs. The 2012 Proposed Budget recommends using
additional Rubble Yard proceeds in 2012 and 2013 to continue this commitment.
It also invests some of the proceeds to improve the City’s preparedness for win-
ter storms, including the installation of temperature sensors on seven bridges to
enhance the City’s capabilities to prevent and respond to the traffic snarling
resulting from iced bridge surfaces during the cold winter months. This invest-
ment is particularly important as the winter of 2011-2012 is projected to be
colder and wetter than normal. Finally, the Rubble Yard proceeds are allocated
in the 2012 Proposed Budget to preserving SDOT core services, such as street
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cleaning, bridge painting, neighborhood traffic control, and freight spot
improvements; high-capacity transit planning; the Mercer West project; and the
relocation of the former Rubble Yard operations to a new location. The Proposed
Budget allocates a total of $6.7 million from Rubble Yard proceeds in 2012, with the
balance of the unallocated proceeds proposed to be allocated in future years. Plans
for the Rubble Yard proceeds are described in greater detail in the SDOT section of
the 2012 Proposed Budget Book.

Other Revenue Assumptions: The 2012 Proposed Budget also assumes an increase
in the parking infraction rate as approved and implemented by the Seattle
Municipal Court. Beginning in October 2011, the overtime meter parking infraction
rate will increase from $39 to $44. The new infraction rate will put Seattle’s rate
above smaller Washington cities, but below some other larger cities, such as Chicago,
San Francisco, Los Angeles or New York. This change will generate $2.13 million in
revenue for the General Fund in 2012.

The 2012 Proposed Budget assumes passage of the $231 million, seven-year Families
and Education Levy, resulting in a doubling of the City’s investments in outcome-
based programs that:

e Improve children’s readiness for school;

e Enhance students’ academic achievement and reduce the academic
achievement gap;

e Decrease students’ dropout rate and increase graduation rate from
high school; and

e Prepare students for college and/or careers after high school (new
goal established with 2011 Levy).

The November 2011 election will also seek approval from Seattle voters to raise the
Vehicle License Fee (VLF) by $60. If approved by Seattle voters, the funds would
support expanded investments in asset preservation activities, in transit, and bike
and pedestrian facilities. These funds are not built into the 2012 Proposed Budget,
but will be added to the budget by City Council action in November if this measure is
approved. If approved, funds will be added in accordance with the specifications of
the Seattle Transportation Benefit District’s Resolution 5, which can be found
at:http://www.seattle.gov/stbd/legislation policies.htm

Planning for the Future:
Strengthening the City’s Financial Management Practices

Mayor McGinn places a high priority on the City’s long-term financial health —
especially in these economically challenging times. In addition to looking for new
ways of doing City business in order to preserve direct services, the Mayor also
recognizes the importance of ensuring the City adopts policies and practices to put
itself on more stable financial footing — even if it means making difficult short-term
decisions. This is another central theme of the 2012 Proposed Budget.
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The City of Seattle has earned a reputation for strong financial management, as
reflected in its AAA bond rating — the highest bond rating available awarded by all
three of the major bond rating agencies: Standard & Poor’s, Moody’s and Fitch.
This top rating keeps the City’s borrowing costs low, which is essential to
preserving the size of the City’s capital program. But, the rating agencies have
been taking a closer look at the health of the City’s reserves and retirement fund of
late and have signaled these areas are in need of some improvements if the City
expects to retain these ratings.

Rating agencies aside, addressing these areas is critical to the City’s long-term
financial stability. If the City does not have sufficient reserves, its ability to
weather financial storms is limited, potentially resulting in disruptions in service.
Just as with one’s personal finances, the City maintains savings accounts to fall
back on in times of financial distress. Likewise, the City’s vulnerability increases if
it fails to set aside sufficient resources to protect itself from unforeseen circum-
stances.

Similarly, the City is legally obligated to meet its retirement pension obligations.
While the City could certainly choose to delay contributions required to meet this
obligation over time — and many governments have done this —it will be required
to make these payments eventually. Delaying contributions simply compounds the
problem and jeopardizes the City’s ability to maintain services in the future. In
other words, the challenge for the 2012 budget is not only how to balance the
budget in the short-run, but also how to better position the City for financial
stability over the long-term.

Enhancing the City’s Rainy Day Fund Policies to Prepare the City to Weather Fu-
ture Storms: The City maintains a Rainy Day Fund — a savings account of sorts —to
protect City services following an unexpected decline in revenues. The Rainy Day
Fund reached its peak funding levels in 2008, when it was valued at $30.2 million,
or 4% of General Fund tax revenues. At the onset of the Great Recession, the City
relied heavily on the Rainy Day Fund, drawing it down to $10.5 million by the time
the 2010 budget was adopted. Since that time, Mayor McGinn recommended, and
the Council approved, a small contribution to the Rainy Day Fund, bringing its
current value to $11.2 million, or about 1.5% of General Fund tax revenues.

In these fragile economic times, this is not a lot of protection in the event of an-
other unexpected downturn in revenues. In fact, Fitch Ratings noted about the
City of Seattle in February 2011:

The city’s strong reserve policies and practices are a key credit strength
given the cyclicality of the regional economy; maintaining designated
reserves at least at the current level with a view to rebuilding as
economic recovery takes hold is key for retaining the highest credit
quality.
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The Mayor takes this very seriously. While the existing policies have served the
City well up to now, they are not reflective of the current economic reality and

make it difficult for the City, in an automatic and programmed way, to increase
the value of the Rainy Day Fund to the levels that would serve to better protect
the City. The existing policies provide two Rainy Day funding mechanisms:

1. Transfers to the fund by ordinance
2. Automatic transfer of actual tax revenues that are in excess of the last

official revenue forecast.’

Unfortunately, the lukewarm recovery from the Great Recession, and the damp-
ening effect it has on the City’s current and forecasted future tax revenue
growth, means it is unlikely the City will exceed the revenue forecasts by
amounts large enough to replenish the Rainy Day Fund any time in the near
future. Infact, in the last two years, actual tax revenue growth has ended below
forecast —$3.2 million below in 2009 and $3.6 million below in 2010. And, with
tax revenue growth forecast at a meager 3.4% average annual rate through
2015, hope of replenishing the Fund with revenue booms is unlikely.

As a result, the Mayor transmitted legislation to the City Council in July that
would enhance the City’s Rainy Day Fund policies and update them to reflect the
new economic reality. Specifically, the legislation updates the policies as follows:

1. Retain the ability to make transfers to the fund by ordinance.

2. Replace the actual revenues in excess of forecast with a mechanism that
would automatically shift 50% of unanticipated excess General Subfund
year-end balance to the Rainy Day Fund.

3. Create a new policy that would automatically sweep a percentage of
forecasted tax revenues at the outset of the budget process to the Rainy
Day Fund, starting with 0.25% of tax revenues for 2012 and ramping up
to 0.50% of tax revenues for 2013 and beyond.

4. Suspend the funding mechanisms when tax revenue growth is negative.

5. Require out-year financial projections be evaluated when developing
plans to draw down the Rainy Day Fund.

6. Maintain the existing policy that caps the value of the Rainy Day Fund at

5% of tax revenues.®

For additional background on the Rainy Day Fund and the Rainy Day Fund policy
enhancements, please refer to: http://www.seattle.gov/financedepartment/
documents/RainyDayFundPresentation-FINAL.pdf

>Seattle Municipal Code 5.80.020 (B)
®For 2011, would be equivalent to $37.5 million.
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The 2012 Proposed Budget assumes that the Council adopts these policies and makes a $1.95 million
contribution to the Rainy Day Fund for 2012. Assuming the Council adopts these policies, the
projected contribution for 2013 would be approximately $4 million. These contributions would bring
the value of the Rainy Day Fund up to 1.7% and 2.1% of tax revenues in 2012 and 2013 respectively.
Below is a summary of the recent history of the Rainy Day Fund.

Rainy Day Fund Balances
2005 -2013 Projected

30,000,000 - Assuming Council Passes the Proposed Rainy
Day Fund Enhancements
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Stabilizing the City’s Strained Pension Fund: When Mayor McGinn took office, he inherited a troubled
pension fund — the Seattle City Employee Retirement System (SCERS). The financial market crash of
2008 left the fund with a relatively large unfunded liability and insufficient plans to address these
challenges. The City of Seattle is one of the only cities in the State of Washington that runs its own
pension system — most others participate in the Washington State systems.

Prior to 2008, the City consistently funded SCERS at or above the actuarially recommended level of
80%. However, the erosion of the financial markets left the pension with an unfunded liability of S1
billion and a funding ratio of only 62% at the beginning of 2010. The City had plans to partially address
the funding shortfall by increasing the contribution rates of both the participating employees and the
City contribution. Over two years (2011 and 2012) the contribution rates for each would increase from
8.03% to 10.03%. But this still left an unfunded liability of $695 million and a funding ratio of only 74%.

The 2012 Proposed Budget includes provisions that will allow the City to increase its annual
contributions to SCERS to the full actuarially recommended level. This plan involves a number of
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structural changes to the way the Funds’ assets are valued over time —in keeping
with industry standards and best practices — and adjustments to the financial con-
tributions to the Fund over time. The City’s out-year financial plans assume that
the City continues to fully fund anticipated annual required contributions as will
be actuarially determined.

Investing in the Future: In addition to making investments that enhance the
City’s financial management practices, the 2012 Proposed Budget also makes
several key investments designed to promote the health of the City’s revenues.
The first example of this is some modest staffing increases in DPD. Construction
activity can be an important driver of job creation and economic activity, which in
turn impacts City revenues. Before construction activity can begin, permits must
be obtained from DPD, so it is in the City’s interest that DPD be positioned to
efficiently process permit applications. While still struggling to recover from the
Great Recession, Seattle has been the center of the resurgence of construction
activity in the region and DPD is playing a key role in ensuring that permits are
issued in a timely manner. These efforts are paying off — 85% of apartments
under construction in the King-Snohomish County region are in Seattle, for a total
of 3,000 apartment units, and 90% of all apartment units in the pipeline in the
King-Snohomish County region are in Seattle. To build on these gains, the 2012
Proposed Budget adds resources to DPD to process green building permits.
Seattle’s first Living Building Pilot Program, the Bullitt Foundation’s Cascadia
Center, is projected to create 94 construction jobs and 141 direct permanent
jobs.

With an eye toward the budget challenges anticipated for 2013 and beyond, the
2012 Proposed Budget also invests $50,000 from the Volunteer Park Conservatory
fund balance to engage in a study to develop options for operating this commu-
nity asset in a more financially self-sustaining manner.

Non-General Fund Budgets

In preparing the 2011 budget, the City not only faced significant challenges in its
General Fund, but also many of its budgets supported primarily by non-General
Fund resources, including: DPD, Seattle City Light (SCL), SPU, and SDOT. The pic-
ture for 2012 is markedly different. DPD is seeing permit activity pick up slightly,
and its budget has stabilized as a result. On the heels of a relatively wet winter
and spring, SCL’s wholesale power revenues held up, resulting in stability that is
allowing SCL to continue to assume the same basic rate and budget parameters in
the 2012 Endorsed Budget. SPU is seeing similar stability in its Solid Waste and
Drainage and Wastewater revenues. These revenues have been largely consistent
with forecasts prepared in 2010 for the 2011-2012 rate-setting process, a process
which shored up these utilities’ fiscal condition in the face of challenging eco-
nomic circumstances. Similarly, proposed 2012-2014 water rates remedy the
overly optimistic forecasts that underlay the 2009-2011 water rates, which were
prepared in 2008 before the start of the Great Recession. The new rates for 2012
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Proposed Budget Executive Summary

-2014 propose a combination of expenditure reductions and revenue increases
that protect the Water Fund’s high bond ratings, ensuring that SPU can continue
to borrow at the lowest possible costs, benefitting the utility and the customers it
serves.

Unfortunately, SDOT has not seen the same level of stability as these other
non-General Fund departments. SDOT is supported by several funding sources,
including bonds, federal, state and local grants, state and regional partnership
agreements, Bridging the Gap property tax levy, commercial parking tax, fees for
service, real estate excise taxes, street vacations, Gas Tax, and an annual alloca-
tion from the City’s General Fund.

Following the trend of recent years, the amount of revenue from many of these
sources continues to decrease in 2012. General Fund budget pressures in 2012
and future years require that SDOT make budget reductions. SDOT is also
experiencing funding decreases from other sources. Taken together with the
General Fund reductions, SDOT’s 2012 Proposed Budget closes a $10 million gap.
Other specific revenue shortfalls include:

e Gas Tax continues a steady decline that began in 2007. For 2012 SDOT
expects to receive $1 million less than was assumed in the 2012 Endorsed
Budget.

e Reimbursable revenues in the 2012 Proposed Budget are projected to be
$2.8 million less than what was assumed in the 2012 Endorsed Budget.
Most of this revenue is generated by utility cut restoration work, which
has plummeted as a result of continued economic weakness. At its peak
in 2008, utility cut restoration work represented $10.6 million in inflation-
adjusted dollars. For 2012, SDOT now projects only $4.1 million in
revenues from this source.

e Street Use revenues tell a similar story. The 2012 Proposed Budget
projects a $2.5 million decrease from the 2012 Endorsed Budget. This
represents a 31% decrease from the 2008 peak.

SDOT addresses these shortfalls through a combination of staff reductions, both
line staff and at the planning and management ranks; through the use of alter-
nate revenues sources, including some proceeds from the sale of the Rubble Yard
property; the allocation of the proceeds from the $20 Vehicle License Fee
approved in 2010; and some service level reductions. The SDOT budget is
explained in further detail in the later pages of the 2012 Proposed Budget Book.

Looking Ahead

As is typically the case, the 2012 Proposed Budget is based on the August revenue
forecast, which uses data through July as its foundation. This forecast shows that
the General Fund, through the first half of 2011, was continuing to see revenue
stability that first started taking hold late in the fall of 2010. Unfortunately, the
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The
economy
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fragile.

The 2012
Proposed
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revenue
weakness.

picture has changed substantially since July. Confidence in the economy began
eroding again in August on the heels of the federal debt ceiling debate in
Washington, D.C., and the decision by Standard & Poor’s to downgrade the U.S.
sovereign debt, not to mention ongoing concerns about European debt. As the
month of August unfolded, stock prices around the world dropped, wiping out
the gains achieved in the first half of 2011 and economists nationally and around
the world started lowering their expectations for growth in the latter half of
2011 and into 2012. The prospect of a double-dip recession, while still less than
50%, is higher today than it was just a few months ago. The economy, although
growing at an extremely slow pace, is still very fragile.

With this backdrop in mind, the City of Seattle’s revenue forecasting team is an-
ticipating a modest downward revision in revenues when the General Fund
forecast is updated in early November — the timing of the next official forecast.
While too soon to balance to this lower forecast, the 2012 Proposed Budget does
include provisions to respond to a moderate deterioration in revenues. The City
Budget Office has been, and will continue working with Council staff to address
additional budget challenges that are likely to result from the November
forecast. As a signal of this commitment, the 2012 Proposed Budget includes a
$3.4 million reserve to respond to additional erosion in General Fund revenues.

Additional downward revisions in revenues based on the November revenue
forecast also have the potential of further exacerbating the projected $32.8
million General Fund Budget gap for 2013. Additional reductions in federal and
state funding, as these entities address their own budget challenges, could also
increase the scope of the City’s budget pressures.

In this environment, it is more important than ever that the City take a longer-
term view in evaluating the impact of near-term budget decisions. It is equally
important for the executive and legislative branches to continue to build on
many of the successful partnerships that are resulting in tangible budget savings
for the 2012 Proposed Budget by identifying additional opportunities to
transform how the City delivers services for 2013 and beyond.
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2012 Adopted General Fund Expenditures - $917.9 Million
(inmillions of dollars)
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RESOURCES SUMMARY BY SOURCE

(in thousands of dollars)*

TOTAL CITY RESOURCES

2010 2011 2011 2012 2012
Revenue Source Actuals Adopted Revised Endorsed Adopted
Taxes, Levies & Bonds 1,087,541 1,077,121 1,086,905 1,127,488 1,014,692
Licenses, Permits, Fines & Fees 145,112 172,419 152,438 176,004 161,392
Interest Earnings 11,519 11,110 13,489 17,346 13,236
Revenue from Other Public Entities 192,041 184,050 206,149 208,508 151,041
Service Charges & Reimbursements 1,225,227 1,306,603 1,315,577 1,408,981 1,386,351
All Else 506,705 536,830 536,338 571,862 574,087
Total: Revenue & Other Financing
Sources $3,168,145 $3,288,133 $3,310,896 $3,510,188  $3,300,800
Interfund Transfers 523,425 606,782 595,667 549,102 608,197
Balance 298,478 324,824 328,145 304,449 306,287
Total, City Resources $3,990,048 $4,219,739 $4,234,708 $4,363,740  $4,215,284

*Totals may not add due to rounding. Total city resources do not equal total city expenditures due to some inter-
fund transfers not accounted for in the expenditures table.
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EXPENDITURE SUMMARY

(in thousands of dollars)

2011 Adopted

General Total
Department Subfund Funds
Arts, Culture & Recreation
Office of Arts and Cultural Affairs™ 0 7,116
The Seattle Public Library®® 47,519 50,373
Department of Parks and Recreation 80,057 166,567
Seattle Center 13,229 38,334
SubTotal 140,805 262,390
Health & Human Services
Educational and Developmental Services Levy 0 17,887
Human Services Department 51,963 136,920
SubTotal 51,963 154,807
Neighborhoods & Development
Office of Economic Development 6,339 6,339
Office of Housing 520 39,739
Department of Neighborhoods 10,167 10,167
Neighborhood Matching Subfund 2,939 3,249
Pike Place Market Levy 0 20,660
Department of Planning and Development 9,120 50,277
SubTotal 29,086 130,431
Public Safety
Criminal Justice Contracted Services 24,375 24,375
Fire Facilities Fund 0 5,874
Firemen's Pension 17,759 20,143
Law Department 18,369 18,369
Municipal Jail 0 0
Police Relief and Pension 22,255 23,028
Public Safety Civil Service Commission 149 149
Seattle Fire Department 158,587 158,587
Seattle Municipal Court 26,107 26,107
Seattle Police Department 249,295 249,295
SubTotal 516,897 525,928
Utilities & Transportation
Seattle City Light 0 1,073,167
Seattle Public Utilities 1,224 822,902
Seattle Transportation 38,914 306,398
Seattle Streetcar 0 612
Central Waterfront Improvement 0 0
SubTotal 40,138 2,203,078

2012 Endorsed

General
Subfund

0
48,850
84,136
13,305

146,291

52,122
52,122

5,875
629
10,411
2,995

9,301
29,211

27,742
0
19,919
18,850
0
22,191
152
162,014
26,585
254,911
532,364

1,254
40,023

41,277
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Total
Funds

7,290
52,212
157,229
38,046
254,778

17,931
140,705
158,636

10,879
41,603
10,411
3,309
4,156
51,046
121,403

27,742
9,232
20,785
18,850
0
22,331
152
162,014
26,585
254,911
542,603

1,140,876
851,458
309,635

629
0
2,302,598

2012 Adopted
General Total
Subfund Funds

0 7,373
49,545 53,587
81,464 175,239
12,876 38,340

143,884 274,539

0 19,471
54,352 114,870
54,352 134,340

5,865 9,957

86 40,472
8,464 8,464
2,779 3,093

0 4,102

9,196 51,093

26,390 117,180
22,742 22,742

0 9,232
18,875 20,189
19,189 19,189

0 1,000
21,312 22,185

0 0

160,957 160,957
26,638 26,638
252,217 252,217
521,931 534,350
0 1,135,550

1,205 819,238
37,636 310,651

0 878

0 2,000
38,841 2,268,316



Summary Charts and Tables

2011 Adopted 2012 Endorsed 2012 Adopted

General Total General Total General Total
Department Subfund Funds Subfund Funds Subfund Funds
Administration
Civil Service Commission®® 233 233 238 238 0 0
Civil Service Commissions” 0 0 0 0 344 344
City Budget Office 4,012 4,012 4,132 4,132 4,031 4,031
Department of Information Technology 4,274 48,918 4,338 48,938 4,150 49,151
Employees' Retirement System 0 11,760 0 11,894 0 12,257
Ethics and Elections Commission 687 687 655 655 760 760
Finance General 38,551 38,551 40,804 40,804 51,872 51,872
Finance and Administrative Services? 20,866 162,166 21,112 185,800 21,751 172,881
Legislative Department 11,542 11,542 11,866 11,866 11,771 11,771
Office of City Auditor 1,072 1,072 1,098 1,098 1,251 1,251
Office of Hearing Examiner 571 571 585 585 608 608
Office of Immigrant and Refugee Affairs 0 0 0 0 238 238
Office of Intergovernmental Relations 2,016 2,016 2,071 2,071 2,091 2,091
Office of Sustainability and Environment 1,267 1,267 1,308 1,308 1,821 1,821
Office of the Mayor 3,456 3,456 3,516 3,516 3,498 3,498
Personnel Compensation Trust Subfunds 0 188,191 0 200,771 0 184,192
Personnel Department 11,549 11,549 11,620 11,620 11,531 11,531
Seattle Office for Civil Rights 2,226 2,226 2,248 2,248 2,566 2,566
SubTotal 102,321 488,216 105,591 527,544 118,282 510,862
Funds, Subfunds and Other
Bonds Debt Service' 11,152 32,392 13,677 32,227 13,092 20,065
Cumulative Reserve Subfund® 0 23,986 0 2,135 0 2,105
Fiscal Reserve Subfunds 0 750 0 100 0 0
Judgment/Claims Subfund 1,191 26,435 1,191 17,830 1,191 17,830
Parking Garage Fund 0 7,842 0 8,093 0 8,093
SubTotal 12,343 91,405 14,868 60,385 14,283 48,093
Grand Total* 893,551 3,856,255 921,724 3,967,947 917,962 3,887,680

*Totals may not add due to rounding

Notes:

(1) Includes a dedicated amount based on receipts from Admission Tax.

(2) Includes General Subfund subsidy to Capital Improvement Projects.

(3) Under the reorganization plan of several City functions, the Office of Economic Development and Office of Housing
were proposed as the Department of Housing and Economic Development in the 2012 Proposed Budget;
subsequently, this was rejected by Council in the 2012 Adopted Budget. The consolidation of the Public Safety Civil
Service Commission and Civil Service Commission was adopted by City Council as Civil Service Commissions.

(4) The amounts in the “Total Funds” column include appropriations from the Asset Preservation Subfund.

(5) The amounts in the “Total Funds” column reflect the combination of the General Subfund Limited Tax General
Obligation (LTGO) bond debt obligation and the Unlimited Tax General Obligation (UTGO) bond debt obligation.
Resources to pay LTGO debt payments from non-General Subfund sources are appropriated directly in operating
funds.

(6) This amount does not include the capital appropriations from Cumulative Reserve Subfund (CRS) that are in the
department budgets and excludes the double appropriations from the Department of Transportation. Note that in
previous presentations of this table, the CRS support to departments were included in this line.
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General Subfund Revenue Overview

City Revenue Sources
City Revenue Sources and Fund Accounting System

The City of Seattle expends $3.9 billion (Adopted 2012) annually on services and programs for Seattle
residents. State law authorizes the City to raise revenues to support these expenditures. There are
four main sources of revenues. First, taxes, license fees, and fines support activities typically associ-
ated with City government, such as police and fire services, parks, and libraries. Second, certain City
activities are partially or completely supported by fees for services, regulatory fees, or dedicated prop-
erty tax levies. Examples of City activities funded in-whole or in-part with fees include certain facilities
at the Seattle Center, recreational facilities, and building inspections. Third, City utility services
(electricity, water, drainage and wastewater, and solid waste) are supported by charges to customers
for services provided. Finally, grant revenues from private, state, or federal agencies support a variety
of City services, including social services, street and bridge repair, and targeted police services.

The City accounts for all revenues and expenditures within a system of accounting entities called
“funds” or “subfunds.” The City maintains dozens of funds and subfunds. The use of multiple funds is
necessary to ensure compliance with state budget and accounting rules, and is desirable to promote
accountability for specific projects or activities. For example, the City of Seattle has a legal obligation
to ensure revenues from utility use charges are spent on costs specifically associated with providing
utility services. As a result, each of the City-operated utilities has its own fund. For similar reasons,
expenditures of revenues from the City’s Families and Education Property Tax Levy are accounted for in
the Educational and Development Services Fund. As a matter of policy, several City departments have
separate funds or subfunds. For example, the operating revenues and expenditures for the City’s parks
are accounted for in the Park and Recreation Fund. The City also maintains separate funds for debt
service and capital projects, as well as pension trust funds, including the Employees’ Retirement Fund,
the Firefighters Pension Fund, and the Police Relief and Pension Fund. The City holds these funds in a
trustee capacity, or as an agent, for current and former City employees.

The City’s primary fund is the General Fund. The majority of resources for services typically associated
with the City, such as police and fire or libraries and parks are received into and spent from one of two
subfunds of the City’s General Fund: the General Subfund for operating resources (comparable to the
“General Fund” in budgets prior to 1996) and the Cumulative Reserve Subfund for capital resources.

All City revenue sources are directly or indirectly affected by the performance of the local, regional,
national, and even international economies. For example, revenue collections from sales, business and
occupation, and utility taxes, which together account for 56.2% of General Subfund revenue, fluctuate
significantly as economic conditions affecting personal income, construction, wholesale and retail
sales, and other factors in the Puget Sound region, change. The following sections describe the current
outlook for the local and national economies, and present greater detail on forecasts for revenues sup-
porting the General Subfund, Cumulative Reserve Subfund, and the Transportation Fund.
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The National and Local Economy, December 2011
National Economic Conditions and Outlook

A look back at the roots of the great recession. The great recession officially ended in June 2009,
which means the recovery is now two and a half years old. The current recovery is proving to be very
different from most recoveries; growth has been unusually weak and whenever the economy has
shifted into a higher gear it has been unable to sustain its momentum. Periods of healthy growth have
inevitably been followed by periods of stagnation. With economists continuing to puzzle over the fu-
ture direction of the economy, some insight into the future can be gained by looking back in time and
reviewing the events that brought about the worst downturn since the Great Depression.

We can trace the roots of the current recession back to the early 1980s when, in reaction to the high
inflation of the 1970s, investors developed a preference for assets, such as stocks and real estate, be-
cause they were less vulnerable to erosion by inflation than other types of investments. The early
1980s was also when the federal government began running large budget deficits on an ongoing basis,
which has resulted in a buildup in federal government debt. Lastly, the movement to deregulate finan-
cial markets got its start in the early 1980s.

The early 1980s ushered in a 25-year period characterized by stable economic conditions and low infla-
tion that is sometimes called the “great moderation.” Inflation was low in part because the integration
of China and other developing countries into the world economy helped to hold down the price of
goods and, to a lesser extent, services. With inflation under control, the Federal Reserve was able to
keep interest rates at relatively low levels. In addition, a surplus of savings in many developing coun-
tries provided a large pool of money available for investment.

A stable economy made investors feel confident and optimistic, which, combined with an abundance
of cheap money, led to excessive borrowing and risk taking and a huge buildup in U.S. household debt
(see Figure 1). A lot of the borrowed money was used to purchase assets, which pushed up the price of
those assets and eventually led to the buildup of asset bubbles. These bubbles included the housing
bubble of the late 1980s, the stock market bubble of the late 1990s, and, biggest of all, the housing
bubble of 1998-2006. During the 2000-10 decade, there were also bubbles in energy, food, and other
commodities, as well as housing bubbles in numerous countries across the globe.
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Figure 1. U.S. Household Debt as a Share of Personal Income
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With asset prices rising, Americans cut back on saving and increased their spending, driving the expan-
sion of the world economy. Eventually housing prices rose to a level that could not be sustained, even
with exotic mortgage products, and prices began to fall. The collapse of the housing bubble triggered
the financial crisis which, in turn, precipitated the worldwide recession. While the housing bubble was
the trigger for the downturn, many economists believe the root cause of the financial crisis was the
large imbalances in savings and borrowing that had built up between nations.

The preceding review of the roots of the recession has a number of implications for the recovery:

e The problems developed over a 25-year time period, so the return to normalcy will not occur

quickly.
The roots of the downturn are global in nature, which means policy changes are needed in
many nations to bring the world economy back into balance.

The 2007-09 recession was unlike other postwar recessions, so we do not have a roadmap for
recovery.
To have a sustained recovery, the federal government must get its budget deficit under con-

trol.
Consumer spending will be restrained by the need to reduce debt and increase savings.

The recession ended in June 2009, 18 months after it started, making it the longest recession in the
post war period. By most measures the recession was the worst since the Great Depression. Real
Gross Domestic Product (GDP) declined by 5.1% over a period of six quarters, 8.8 million jobs, repre-
senting 6.3% of total jobs, were lost, and the unemployment rate rose to a peak of 10.1%.
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The recovery has been weak and uneven thus far. |n its early stages, the recovery received a boost
from inventory rebuilding and a buildup in fiscal stimulus spending. However, in the second quarter of
2010, the economy lost momentum as inventory rebuilding slowed and stimulus spending began to
plateau. Also weighing on the economy in the second quarter was the emergence of the European
financial crisis, in particular the Greek sovereign debt crisis. This increased volatility in the financial
markets and reduced growth prospects for Eurozone countries and, consequently, export prospects for
U.S. firms.

The economy picked up speed again in the fourth quarter of 2010 and early 2011. However, popular
uprisings in several Middle East nations disrupted oil supplies beginning in February 2011, causing a
sharp increase in gasoline prices, which, along with increases in food prices, squeezed consumers and
dampened consumer spending. An earthquake and tsunami that hit Japan in early March damaged
Japan’s economy and disrupted the supply chains of global manufacturers, which caused a slowdown
in U.S. manufacturing production, particularly of autos. The rise in food and energy prices and the
manufacturing slowdown, along with ongoing Eurozone debt troubles, caused the economy to slow.
Real GDP, which expanded at an average rate of 3.0% in 2010, slowed to a 0.8% annual rate in the first
half of 2011.

The weakened economy was then subjected to the debt ceiling standoff, in which Congress delayed
raising the nation’s debt ceiling until the U.S. was on the brink of default. This had a deeply unsettling
effect, which was reflected in a steep drop in consumer confidence, a sharp drop in the stock market in
late July and early August, and rising fears of a double-dip recession. The economy has rebounded
somewhat since then. There were modest improvements in the labor market and the manufacturing
sector in October and November, and GDP grew by 2.0% in the third quarter, an improvement from
the first half of the year. Although conditions have improved in the U.S., the Eurozone situation has
deteriorated further, with debt refinancing problems spreading to Italy and interest rates on sovereign
debt continuing to rise.

The ups and downs of the recovery are reflected in the employment statistics. With public sector em-
ployment figures distorted by 2010 Census-related hiring and layoffs, trends can be discerned best by
focusing on private sector employment. After an initial burst of growth in March and April of 2010,
private sector employment growth slowed abruptly, then slowly increased over time until accelerating
in February — April 2011. It then slowed again in May and June, but has picked up in recent months
(see Figure 2). Over the past five months (July — November), the economy has created an average of
144,000 private sector jobs per month.
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Figure 2. Monthly Change in U.S. Employment
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National forecasters anticipate that the recovery will remain sluggish. History tells us that recessions
caused by financial crises are followed by weak recoveries, and thus far the current recovery is unfold-
ing as expected. Despite the improvements in the financial markets, credit remains tight and consum-
ers are under stress due to large declines in wealth, increases in energy and food prices, a weak job
market, and sluggish income growth. In addition, the housing market, which is weighed down by fore-
closures and underwater mortgages, has yet to exhibit any signs of recovering.

Current expectations are for stronger growth in the fourth quarter, but then a slowing in 2012 caused
by a contracting fiscal policy and fallout from the Eurozone financial crisis. Growth is then expected to
pick up in 2013 and 2014. The risk of a double-dip recession remains elevated, although it’s not so
much that the recovery would implode on its own, but rather that the economy is growing so slowly
that a shock — even a weak one — could push it into recession.

Puget Sound Region Economic Conditions and Outlook

The region’s recession was similar in severity to the national downturn. The impact of national reces-
sions on the Puget Sound Region’s economy varies depending on the national recession’s characteris-
tics. For example, the 2001 recession was much more severe regionally than nationally, in part be-
cause the recession coincided with a steep drop in air travel as a result of the September 11, 2001 ter-
rorist attack. This caused a sharp falloff in the demand for commercial airliners, which led to substan-
tial layoffs at Boeing. On the other hand, the region’s economy performed better than the national

economy during the 1990-91 national recession, in part because Boeing employment held steady dur-
ing the recession.

The impact of the 2007-09 recession on the local economy has been similar in severity to its impact on
the national economy. While job loss was higher locally, the region’s unemployment rate did not rise

as high as the national rate and the region’s housing market has performed somewhat better than the
nation’s.
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During the 2007-09 recession, the Seattle metro area (King and Snohomish Counties) had a peak-to-
trough loss of 117,300 jobs, a 7.9% decline. The 7.9% decline exceeded both the national decline of
6.3% and the metro area’s 6.8% job loss during the 2001-03 recession. Locally, the most severe job
losses were in construction, manufacturing outside of aerospace, and finance. The only major indus-
tries to see a significant increase in employment during the downturn were education and health ser-
vices.

Interestingly, although the region’s rate of job loss exceeded that of the nation, the local unemploy-
ment rate peaked at 9.4%, significantly below the national peak of 10.1%. One reason is that the re-
gion entered the recession with a significantly lower unemployment rate than the nation. The increase
in the unemployment rate from pre-recession lows to recession highs was similar for the region and
the nation.

Like the nation, the region has suffered through a housing boom and bust over the past ten years, but
the housing downturn has been less severe here than nationally. Through the third quarter of 2011,
single-family home prices in the region had fallen by 29.2% from their peak four years earlier, com-
pared to a 33.0% peak-to-trough drop nationally, as measured by the Case-Shiller housing price index.
In addition, local rates of foreclosure have been lower than national rates.

Thus far the recovery has been stronger locally than nationally. The Seattle metro area has re-
bounded from the recession more strongly than the nation. Through October, Seattle metro area (King
and Snohomish Co.) employment was up 2.8% from its post-recession low in February 2010, compared
to a 1.8% gain in U.S. employment over the same period. Areas of strength in the local economy in-
clude aerospace, software publishing, professional, scientific, and technical services, health services,
and mail order and internet retail. Boeing, which has a backlog of over 3,000 planes on order, is phas-
ing in a series of production increases for its 737, 777, and 787 models in 2011-14. The 787 has been
certified by the FAA to carry passengers, work on the Air Force tanker is ramping up, and a redesign of
the 737 that will add new fuel efficient engines has been approved recently by Boeing’s board. Ama-
zon, which is in the process of moving into its new South Lake Union office complex, has been hiring
aggressively.

Despite a relatively healthy start, the region’s recovery is expected to be weak by historical standards.
The Puget Sound Economic Forecaster expects employment to increase by 1.6% in 2011 and then grow
at between 1.5% and 2.1% per year over the next five years. This is a much slower rate of growth than
is typical during recoveries, and is lower than the 2.5% average annual growth rate posted over the
past 40 years (which includes periods of recession). Housing will recover more slowly than the rest of
the economy, with housing starts not expected to move comfortably above recession levels until 2016.
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Figure 3. Annual Change in Puget Sound Region Employment
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Note:2011-14 forecasts are from the Puget Sound Economic Forecaster's December 2011 forecast.
Puget Sound Region is King, Kitsap,Pierce, and Snohomish Counties.

Consumer Price Inflation

Inflation has returned after disappearing during the recession. During the mid-2000s, consumer
prices rose steadily, driven in large part by a relentless rise in oil prices from a low of just above $20 per
barrel in early 2002 to a peak of $147 per barrel in July of 2008. As oil prices peaked, so did the con-
sumer price index (CPI), with the July 2008 U.S. CPI-U rising to 5.6% measured on a year-over-year basis
— its highest level in 17 years. Since then, the worst economic downturn in 80 years pushed inflation
rates down to levels not seen since the 1950s. The annual growth rate of the U.S. CPI-U fell to -0.4% in
2009, the first time in 54 years that consumer prices have declined on an annual basis. Prices re-
bounded in 2010, with the annual CPI-U posting a 1.6% gain. The core CPI, which excludes the volatile
food and energy components, remained positive throughout the recession.

Local inflation trends have largely followed national trends, because commodity prices and national
economic conditions have a major effect on local prices. The growth rate of the Seattle CPI-U peaked
at 4.2% in 2008, and then dropped to 0.6% in 2009 and 0.3% in 2010. Inflation has accelerated in 2011,
driven by a rise in prices for energy and other commodities. For the first three quarters of 2011, the
Seattle CPI-U was up 2.4% from the same period in 2010, and the Seattle CPI-W, which is more sensi-
tive to energy price movements, was up 2.9%.

With energy prices falling, inflation is expected to moderate. In the short-term, inflationary pressures
are expected to ease, as the weakness of the global economy puts downward pressure on the prices of
commodities, goods, and services. With unemployment expected to remain elevated, wage pressures
will remain subdued. Going forward, the CPl is expected to average near 2%.
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Figure 4 presents historical data and forecasts of inflation for the U.S. and the Seattle metropolitan
area through 2014. The forecasts are for the CPI-W, which measures price changes for urban wage
earners and clerical workers (the CPI-U measures price changes for all urban consumers). The specific
growth rate measures shown in Figure 4 are used as the bases of cost-of-living adjustments in City of
Seattle wage agreements.

Figure 4. Consumer Price Index Forecast

Seattle CPI-W Seattle CPI-W
(June-June (growth rate for 12
growth rate) months ending in June)
2011 (actual) 3.7% 1.8%
2012 2.0% 2.7%
2013 2.2% 2.1%
2014 2.3% 2.2%

Source: U.S. Bureau of Labor Statistics, City of Seattle.
City Revenues

The City of Seattle projects total revenues of approximately $3.9 billion in 2012. As figure 5 shows, ap-
proximately 46% of these revenues are associated with the City’s utility services, Seattle City Light, and
Seattle Public Utilities’ Water, Drainage and Wastewater, and Solid Waste divisions. The remaining
54% are associated with general government services, such as police, fire, parks, and libraries. Money
obtained from debt issuance is included in the total numbers as are interdepartmental transfers. The
following sections describe forecasts for revenue supporting the City’s primary operating fund, the
General Subfund, its primary capital subfund, the Cumulative Reserve Subfund, as well as specific reve-
nues supporting the City’s Bridging the Gap Transportation program in the Transportation Fund.

Figure 5. Total City Revenue by Use — Adopted 2012 $3.9 Billion

City of Seattle—2012 Adopted Budget
-57-



Revenue Overview

General Subfund Revenue Forecasts

Expenses paid from the General Subfund are supported primarily by taxes. As Figure 6 illustrates, the
most significant revenue source is the property tax, which accounts for 28%, followed by utility taxes,
the Business and Occupation (B&O) tax, and sales taxes.

Figure 6. 2012 Adopted General Subfund Revenue Forecast by Source - $919.7M
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Revenue Overview

In 2010, general government revenue into the General Subfund totaled approximately $915.9 million.
General Subfund revenue is projected to be $889.2 million in 2011 and $919.7 million in 2012. Itis im-
portant to note that 2010 revenues were artificially high due to contributions from the Revenue Stabili-
zation Account, or “Rainy Day Fund,” in the amount of $11.3 million as well as some pass-through reve-
nues that are not appropriated in adopted budgets. Also in 2010, the former Department of Executive
Administration (DEA) merged with the former Fleets & Facilities Department (FFD), along with various
other City functions, to form the Department of Finance and Administrative Services (FAS). This
merger resulted in DEA associated revenues, which formerly accrued to the General Subfund to sup-
port work administered by the former DEA, now going directly to FAS’s operating fund.

Figure 7 shows General Subfund actual revenues for 2010, adopted and revised revenues for 2011, as
well as the endorsed and adopted revenues for 2012. The severity of the national recession, which
technically ended in the summer of 2009, has continued to mute the City’s tax revenues with a paltry
0.5% growth in 2010, followed by 2.5% and 2.9% in 2011 and 2012. The main cause of the slower
growth rates are the B&O and sales taxes. While expanding, these revenue sources are changing
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very slowly from year to year. The economic downturn, while led by real estate, has also severely con-
strained consumer behavior, with record job losses and stubbornly high unemployment rates. This is
most evident in the declining sales tax base. Construction activity has also declined, which is another
source of pressure on sales tax receipts.

Utility tax receipts from both private and public utilities have held up fairly well through the recession
and the following period of expansion. Public utilities have seen a number of general rate increases as
well as the creation of revenue stabilization accounts. These rate increases have led to higher tax reve-
nues to the City which have served to counteract the muted growth rates in sales and B&O tax re-
ceipts. Recent cold weather has also had a positive impact on tax revenues from both City Light and
natural gas purveyors.

On-street parking and parking enforcement continue to be a focus for 2011 and 2012 as the City has
accelerated its transition to a data-driven, performance based approach to managing on-street parking
and implemented a scofflaw booting program to improve payment compliance on parking citations.
On net, changes implemented in 2011 and adopted for 2012 are expected to increase on-street parking
revenues over 2010, but given rate reductions in several areas relative to the 2011 Adopted and 2012
Endorsed Budgets and the anticipated loss of parking spaces beginning in October 2011 due to con-
struction activity related to the Alaskan Way Viaduct replacement project, significant downward revi-
sions from the 2011 Adopted and 2012 Endorsed Budgets are projected. Revenues from the scofflaw
booting program are expected to perform roughly as anticipated in the previous budget projection.
The 2012 Adopted Budget recognizes the Seattle Municipal Court’s recommendation to increase vari-
ous parking fines by $5.00, as well as two camera enforcement initiatives. The first is to increase the
City’s red light camera program by adding 6 locations. The second is to add fixed, speed detection
cameras in 4 school zones in an effort to reduce speeds and the likelihood of vehicle-pedestrian acci-
dents.

Voters also approved in November 2011 renewal of the City’s Families and Education property tax levy
lid-lift. The renewal is for 7 years (2012-2018) with authority to collect up to $231.5 million. The previ-
ous levy was also for 7 years (2005-2011) and a total authorized collection amount of $116.78 million.

Significant change in City revenue accounting in 2009. The City Charter requires that the general gov-
ernment support to the Park and Recreation Fund (PRF) be no less than 10% of certain City taxes and
fees. Until fiscal year 2009, City treasury and accounting staff would directly deposit into the PRF 10%
of these revenues as they were paid by taxpayers. The remaining 90% were deposited into the General
Subfund or other operating funds as specified by ordinance. In addition to these resources, City budg-
ets would provide additional General Subfund support to the PRF in amounts which greatly exceeded
the 10% amount deposited in the PRF from these taxes and fees.

Beginning in 2009, City staff deposited 100% of the revenue from these taxes and fees directly into the
General Subfund or other funds as appropriate. This has greatly simplified City accounting. The Gen-
eral Subfund support to the PRF is increased by an amount equal to PRF revenue from these taxes. For
2011 and 2012, General Subfund support to the Parks and Recreation department will be $78.1 million
and $81.3 million. These contributions are well above the $37.5 and $39.5 million that would accrue to
parks under the previous 10% accounting approach.
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Figure 7. General Subfund Revenue, 2010 — 2012*
(in thousands of dollars)

2010 2011 2011 2012 2012
Revenue Source Actuals Adopted Revised  Endorsed Adopted
General Property Tax 8] 213,969 218,491 216,748 221,869 223,269
Property Tax - Medic One Levy 36,462 35,164 35,338 35,083 34,355
Retail Sales Tax 133,740 137,118 142,803 143,695 144,924
Retail Sales Tax - Criminal Justice Levy 11,601 12,353 12,274 13,313 12,457
B&O Tax (100%) 158,213 166,636 167,583 176,711 175,344
Utilities Business Tax - Telephone (100%) 32,778 32,868 28,740 33,150 29,721
Utilities Business Tax - City Light (100%) 38,106 41,414 40,880 42,976 42,565
Utilities Business Tax - SWU & priv.garb. (100%) 12,504 13,471 13,383 14,023 13,402
Utilities Business Tax - City Water (100%) 29,455 23,989 23,413 26,592 25,705
Utilities Business Tax - DWU (100%) 29,177 33,049 32,501 34,479 34,077
Utilities Business Tax - Natural Gas (100%) 13,086 12,345 14,506 13,259 13,930
Utilities Business Tax - Other Private (100%) 16,543 16,731 17,207 17,275 17,675
Admission Tax 6,623 5,759 6,036 5,920 5,302
Other Tax 5,366 4,870 4,562 5,070 4,820
Total Taxes 737,622 754,257 755,976 783,416 777,545
Licenses and Permits 14,244 12,035 11,656 11,982 11,763
Parking Meters/Meter Hoods 27,547 36,502 30,628 41,067 33,524
Court Fines (100%) 29,847 34,148 30,964 34,170 36,080
Interest Income 1,647 1,539 1,315 2,576 1,288
Revenue from Other Public Entities 26,601 11,230 11,271 10,802 11,059
Service Charges & Reimbursements " 54,648 35,903 34,368 36,633 36,542
Total: Revenue and Other Financing Sources 892,156 885,614 876,177 920,646 907,801
All Else 1,742 1,992 3,187 1,986 2,130
Interfund Transfers 22,033 9,809 9,796 663 9,807
Total, General Subfund 915,930 897,416 889,161 923,295 919,738

NOTES:

(1) Includes property tax levied for the Firemen’s Pension Fund per RCW 41.16.060.

(2) Included in 2010 Actual figures are the pass-through revenues that are not appropriated in adopted
budgets.

(3) In 2010, the former Dept. of Executive Administration and the former Fleets and Facilities Dept. merged
into the Dept. of Finance and Administrative Services. The FAS operating fund now collects DEA’s charges
that formerly accrued to the General Subfund.

(4) 2010 interfund transfers include the use of Revenue Stabilization Fund funds, otherwise known as the
“Rainy-Day” Fund. The 2011 amount includes the $8.5 million loan from the Museum of History and Industry.
The 2012 adopted amount includes an $8.1 million transfer from SDOT for the sale of the rubble yard.

" In the past, 10% of certain tax and fee revenues were shown as revenue to the Parks and Recreation Fund and 90% as General Subfund. As
of 2009, 100% of these revenues (depicted as “100%” in the table) are deposited into the General Subfund. General Subfund support to the
Parks and Recreation Fund is well above the value of 10% of these revenues. This table shows all figures for all years using the new approach.
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Figure 8 illustrates tax revenue growth outpacing inflation for most of the 1990s and 2000, before the
2001-2003 local recession took hold. Slow growth posted in 2001 is also attributable to Initiative 747,
which reduced the statutory annual growth limit for property tax revenues from 6.0% to 1.0%, begin-
ning in 2002. Economic growth starting in 2004 led to very strong revenue growth in 2005 through
2007, staying well above inflation. The tax revenue growth was outmatched by inflation in 2008 and
2009. The Seattle rate of inflation fell to near zero in 2009 and 2010, but tax revenue growth was
negative by almost 2% in 2009. Inflation is forecast to be muted, a little above 2% in both 2011 and
2012. Tax revenue growth is forecast to be equally muted with average annual tax growth to be 2.8%
in both years.

Figure 8. City of Seattle Tax Revenue Growth, 1991-2012
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Property Tax

Property tax is levied primarily on real property owned by individuals and businesses. Real property
consists of land and permanent structures, such as houses, offices, and other buildings. In addition,
property tax is levied on various types of personal property, primarily business machinery and equip-
ment. The total amount of property taxes imposed by a taxing jurisdiction is approved by ordinance.
This approved levy amount is then divided across the assessed value (AV) of all property in the jurisdic-
tion to determine the tax rate. In accordance with the Washington State Constitution and state law,
property taxes paid by a property owner are determined by a taxing district’s single uniform rate,
which is calculated as the rate per $1,000 of assessed value, applied to the value of a given property.
Figure 9 shows the different jurisdictions whose rates make up the total property tax rate imposed on
Seattle property owners. The King County Assessor determines the value of properties, which is in-
tended to generally reflect 100% of the property’s market value.
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For the first time in 14 years, total assessed value in the City of Seattle fell in 2010 by approximately
10.3 %. AV fell again in 2011 by 2.9%. The last significant decrease was in 1984 when assessed value
dropped by 3.6%. As levy amounts increase or remain constant and as AV falls, tax rates rise. Conse-
qguently, in 2010 and 2011, the total property tax rate from all jurisdictions paid by Seattle property
owners increased from $7.97 to $9.04 and $9.65 respectively per thousand dollars of AV. For an owner
of a home with an AV of $453,300 (the average AV for residences in Seattle), the 2011 tax obligation
was approximately $4,380. This compares to a 2010 obligation of approximately $4,055. The City of
Seattle’s total 2011 tax rate was roughly one-third of the total rate at $3.06, which results in an annual
tax obligation of approximately $1,387 for the average valued home. The obligation amount in 2010
was approximately $1,312.

Figure 9 illustrates the components of the City’s 2011 property tax: the non-voted General Purpose
levy (61%); the six voter-approved levies for specific purposes (34%), known as lid lifts because the vot-
ers authorize taxation above the statutory lid or limit; and the levy to pay debt service on voter-
approved bonds (5%). The City’s nine-year transportation lid lift will generate approximately $40.5 mil-
lion in 2011, and $41.2 million in 2012. These revenues are accounted for in the Transportation Fund
and are discussed later in this section. On November 8, 2011 voters approved the renewal of the
Families and Education levy, with a first year 2012 levy amount of $32,101,000.

Statutory growth limits and new construction. The annual growth in property tax revenue is restricted
by state statute in two ways. First, state law limits growth in the amount of tax revenue a jurisdiction
can collect, currently the lesser of 1% or the national measure of the Implicit Price Deflator. Previously,
beginning in 1973, state law limited the annual growth of the City’s regular levy (i.e., General Purpose
plus voted lid lifts) to 6%. In November 2001, voters statewide approved Initiative 747, which changed
the 6% limit to the lesser of 1% or the Implicit Price Deflator, effective for the 2002 collection year. On
November 8, 2007, Initiative 747 was found unconstitutional by the state Supreme Court. However,
the Governor and state legislature, in a special session on November 29, 2007, reenacted Initiative 747.
Second, state law caps the maximum tax rate a jurisdiction can impose. For the City of Seattle, this cap
is $3.60 per $1,000 of assessed value and covers the City’s general purpose levy, including Fire Pension,
and lid lifts. The City tax rate has been well below this cap for many years.

New Construction - In addition to the allowed maximum 1% revenue growth, state law permits the City
to increase its regular levy in the current year by an amount equivalent to the previous year’s tax rate
times the value of property constructed or remodeled within the last year, as determined by the
assessor.

The 2012 Adopted Budget assumes 1% growth plus new construction. Between 1999 and 2010
annual new construction revenues exceeded $2 million, with rapid increases between 2005 ($2.9 mil-
lion) and 2008 ($6.64 million). New construction revenue for the 2009 tax collection year remained
high at $6.38 million, before succumbing to economic realities and falling 35% in 2010 to $4.11 million.
Assessed new construction value in Seattle fell an additional 61% between 2010 and 2011, with 2011
revenue falling to $1.95 million -- below the $2 million floor for the first time since 1998. The forecast
for 2012 reflects further low levels of new construction activity and revenues of $2.32 million.

The forecast for the General Subfund (General Purpose) portion of the City’s property tax is $216.7 mil-
lion in 2011 and $223.3 million in 2012.
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Medic 1/Emergency Medical Services. In November 2007, King County voters approved a six-year re-
newal (2008-2013) of the Medic 1/EMS levy. The approved starting rate was $0.30 per thousand dol-
lars of assessed value, and the rate had begun to decline in 2009 as assessed valuation increased. In
2010, however, assessed valuations of property in King County began to decline (-11.6 percent), driving
the Medic 1/EMS tax rate back to its authorized limit of $0.30 per thousand dollars of assessed value.
Assessed values decreased further in 2011 (-3.4 percent), and are projected to decrease again in 2012,
leading Seattle’s Medic 1/EMS revenues to decrease by a projected 3.0 % in 2011, and 2.8% in 2012, to
$35.3 million and $34.3 million, respectively.

Figure 9.

Components of Total Property Tax Levy for 2011
(tax rate = $9.65 per $1,000 assessed value)
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Retail Sales and Use Tax

The retail sales and use tax (sales tax) is imposed on the sale of most goods and certain services in
Seattle. The tax is collected from consumers by businesses that, in turn, remit the tax to the state.
The state provides the City with its share of these revenues on a monthly basis.

The sales tax rate in Seattle is 9.5% for all taxable transactions. The rate was increased from 9.0% on
April 1, 2009, following voter approval of a 0.5% rate increase to pay for an expansion of the region’s
Sound Transit light rail system. That vote increased the sales tax rate for Sound Transit from 0.4% to
0.9%.

Prior to October 1, 2011, the sales tax rate in Seattle had included an additional 0.5% tax on the sale of
food and beverages in restaurants, taverns, and bars. This tax was imposed throughout King County in
January 1996 to help pay for the construction of a new professional baseball stadium in Seattle. The
tax expired because the stadium construction bonds have been paid off.

The basic sales tax rate of 9.5% is a composite of separate rates for several jurisdictions as shown in
Figure 10. The City of Seattle’s portion of the overall rate is 0.85%. In addition, Seattle receives a share
of the revenue collected by the King County Criminal Justice Levy.

Figure 10. Sales and Use Tax Rates in Seattle, 2011
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Washington State implemented destination based sales taxation on July 1, 2008. On July 1, 2008,
Washington brought its sales tax procedures into conformance with the Streamlined Sales and Use Tax
Agreement (SSUTA), a cooperative effort of 44 states, the District of Columbia, local governments, and
the business community, to develop a uniform set of procedures for sales tax collection and admini-
stration that can be implemented by all states. Conformance with SSUTA has had two major impacts
on local government sales tax revenue.

e Over 1,000 remote sellers agreed to begin collecting taxes on remote sales made to customers
in Washington once the state was in conformance with SSUTA. This has increased both state
and local sales tax revenue.

e When a retail sale involves a delivery to a customer, SSUTA requires that the sales tax be paid
to the jurisdiction in which the delivery is made. This is called destination based sourcing.
Prior to 2008, Washington used origin based sourcing, i.e., allocating the sales tax to the juris-
diction from which the delivery was made. The change from origin based sourcing to destina-
tion based sourcing has resulted in a reallocation of sales tax revenue among local jurisdictions

As a result of the changes the state made to comply with SSUTA, Seattle has seen a modest increase in
its sales tax revenue according to estimates by the Washington Department of Revenue.

Sales tax revenue has grown and contracted with the region’s economy. Seattle’s sales tax base grew
rapidly in the late 1990s, driven by a strong national economy, expansion at Boeing in 1996-97, and the
stock market and technology booms. Growth began to slow in 2000, when the stock market bubble
burst and technology firms began to falter. The slowdown continued into 2001 and 2002, and the year
-over-year change in revenue was negative for ten consecutive quarters beginning with first quarter
2001. The economy began to recover in 2004, which was followed by three very strong years (2005-
07), during which taxable sales grew at an average rate of 9.8%, led by construction’s 21.0% growth
rate.

With the onset of the national recession, growth began to slow in the first quarter of 2008, continued
slowing in the second and third quarters, and then collapsed in the fourth quarter as the financial crisis
reached its peak. Seattle’s real (inflation adjusted) sales tax base declined by 8.6% in the fourth quar-
ter of 2008, a rate of decline unprecedented during the previous 35 years. The decline continued at a
more moderate pace until the fourth quarter of 2009, by which time the real decline in the tax base
from 2008 Q1 had reached 19.0%.

Construction, which led the pre-recession build-up in the sales tax base, also led the decline. During
the four year period 2004 Q1 — 2008 Q1, taxable sales for construction more than doubled (112.2%
increase). In the following three years sales declined by 41.7%, erasing 79 percent of the build-up of
the previous four years. Other industries posting the steep declines in taxable sales during the
recession were manufacturing, finance and insurance, and, in the retail sector, building materials and
garden supplies.
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Figure 11. Annual Growth of Retail Sales Tax Revenue
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Retail sales tax revenue is forecast to increase by 6.8% in 2011 and 1.5% in 2012. Thanks to an ex-
panding economy, sales tax revenue is growing again, with a 6.8% gain forecast for this year and a
1.5% increase expected in 2012. The 2011 growth rate is boosted by revenue from the state’s tax am-
nesty program, and the low growth rate in 2012 reflects a fall back from the amnesty inflated 2011
level. The sales tax base, which is not affected by the amnesty, is expected to grow 4.9% in 2011 and
3.4% in 2012. Industries that have helped to lead the recovery include wholesale trade, accommoda-
tions and food services, motor vehicles and parts, and professional, scientific, and technical services.

The state’s amnesty program, which was in effect between February 1 and April 30, 2011, offered tax-
payers a temporary tax amnesty that waived penalty and interest payments on certain unpaid busi-
ness taxes, including the sales tax. The amnesty program generated an estimated $2.6 million in addi-
tional sales tax revenue for the City of Seattle. In addition, the City also saw its criminal justice sales
tax receipts increase by approximately $250,000 as a result of the amnesty.

Business and Occupation Tax

Prior to January 1, 2008, the Business and Occupation (B&O) tax was levied by the City on the gross
receipts of most business activity occurring in Seattle. Under some conditions, gross receipts of
Seattle businesses were excluded from the tax if the receipts were earned from providing products or
services outside of Seattle.

On January 1, 2008, new state mandated procedures for the allocation and apportionment of B&O
income took effect. These procedures were expected to reduce Seattle’s B&O tax revenue by $22.3
million in 2008. On January 1, 2008, the City imposed a square footage business tax to recoup the
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$22.3 million by taxing a portion of the floor area of businesses that received a tax reduction as a result
of the new allocation and apportionment procedures. The new tax was structured so that no business
would pay more under the new combined gross receipts and square footage business tax than it did
under the pre-2008 gross receipts B&O tax.

The City levies the gross receipts portion of the B&O tax at different rates on different types of busi-
ness activity, as indicated in Figure 16 at the end of this section. Most business activity, including
manufacturing, retailing, wholesaling, and printing and publishing, is subject to a tax of 0.215% on
gross receipts. Services and transporting freight for hire are taxed at a rate of 0.415%. The square
footage business tax also has two tax rates. In 2011, the rate for business floor space, which includes
office, retail, and production space, is 41 cents per square foot per quarter. Other floor space, which
includes warehouse, dining, and exercise space, is taxed at a rate of 14 cents per square foot per quar-
ter. The floor area tax rates are adjusted annually for inflation. The B&O tax has a small business
threshold of $100,000; i.e., businesses with taxable gross receipts below $100,000 are exempt from the
tax.

Other things being equal, the B&O tax base is more stable than the retail sales tax base. The B&O base
is broader than the sales tax base, is less reliant on the construction and retail trade sectors, and is
more dependent upon the service sector (most services are not subject to the sales tax). Included

in the forecast of B&O tax revenue are projections of tax refund and audit payments, and estimates of
tax penalty and interest payments for past-due tax obligations.

B&O revenue grew rapidly from 2005 through 2007, then succumbed to the recession in 2008. Begin-
ning in 1995, the City made a concerted effort to administer the B&O tax more efficiently, educate tax-
payers, and enforce tax regulations. As a result of these efforts, unlicensed businesses were added to
the tax rolls, businesses began reporting their taxable income more accurately, and audit and delin-
quency collections increased significantly — all of which helped to increase B&O receipts beginning in
1996. In 2000, B&O revenue was boosted by changes the state of Washington made in the way it taxes
financial institutions. These changes affected the local tax liabilities of financial institutions.

When the region’s economy slipped into recession in early 2001, B&O revenue growth slowed
abruptly, and remained below 2% for four successive years (see Figure 12). Revenue growth then ac-
celerated sharply in 2005 and averaged 11.5% over the three year period 2005-07. The upswing was
led by strong growth in construction, services, finance, insurance, and real estate. The years of plenty
ended in 2008, which started out with a healthy 8.3% year-over-year increase in revenue from current
economic activity in the first quarter, and ended with a 7.0% year-over-year decline in the fourth quar-
ter. For the year, revenue was down 2.3% from 2007 levels, but 2009 saw the full force of the reces-
sion with an 8.2% drop from 2008. The decline was led by construction, manufacturing, wholesale
trade, and finance & insurance. Revenue continued to decline in 2010, but at a much more modest
1.7% rate.
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Figure 12. Annual Growth of B&0O Tax Revenue
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Following three years of decline, B&O revenue is forecast to increase in 2011. The B&O tax base hit
bottom in the second quarter of 2010 and has been expanding since then. In the first half of 2011, the
base grew by a healthy 7.6% on a year-over-year basis, led by health services, professional, scientific,
and technical services, manufacturing, and wholesale trade. The forecast expects growth to continue
as the economy expands, yielding revenue increases of 5.9% in 2011 and 4.6% in 2012.

Utility Business Tax - Private Utilities

The City levies a tax on the gross income derived from sales of utility services by privately owned utili-
ties within Seattle. These services include telephone, steam, cable communications, natural gas, and
refuse collection for businesses.

Cold weather leads to increases in natural gas tax revenues. The City levies a 6% utility business tax
on gross sales of natural gas. The bulk of revenue from this tax is received from Puget Sound Energy
(PSE). PSE’s natural gas rates are approved by the Washington Utilities and Transportation Commission
(WUTC). Another smaller tax is levied on consumers of gas delivered by private brokers. It is also as-
sessed at 6% on gross sales.

The last three years have seen global energy prices whipsaw between record highs and record lows.
Natural gas prices reached a high of $13 per million British Thermal Units (BTUs) in July 2008, and then
fell to $2.51/mBTU in September 2009. Prices have been in the $4.0 to $5.0/mBTU range for 2011 and
are expected to stay there through 2012. The Puget Sound area’s winter and spring in 2011 were
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particularly cold due to effects from La Nina. This long cold snap has led to larger than expected reve-
nues from natural gas taxes; 17% higher than the Adopted 2011 forecast.

Telecommunications industry continues to change. The utility business tax is levied on the gross in-
come of telecommunication firms at a rate of 6%. After extraordinary growth over several consecutive
years in the late 1990s, telecommunication tax revenue growth halted completely in 2002, and began
declining in the fourth quarter of that year. A variety of forces — the lackluster economy, industry re-
structuring, and heightened competition — all served to force prices downward and reduce gross reve-
nues. Additionally, recent technological changes, particularly Voice-over Internet Protocol (VolP),
which enables local and long-distance calling through broadband Internet connections, contribute to
the uncertainties in this revenue stream.

All sectors of the industry have been affected to varying degrees by the recession as well as changes in
consumer habits. Wireless revenues have been a source of growth as more and more consumers shift
to cellular phones as their primary voice option. This growth has come at the expense of traditional
telecom providers, from whom the City has seen steady declines in tax receipts. The recent prolifera-
tion of smartphones has been a double-edged sword for the City’s tax base. While new smartphone
users have added to the wireless tax revenue base, the increased use of data and Internet services
which are not taxable have caused unexpected declines in the revenue streams. As more and more
wireless phone users are using the devices for data transmission instead of voice or text applications,
and telecom companies change their rate plans to respond to this consumer behavior, the City will
continue to see tax revenue declines. The total telecom tax stream is expected to show -12.3% and
3.4% growth in 2011 and 2012, respectively. 2011 will be negative because of 2010’s artificially high
receipts from audit payments and as a result of some wireless companies changing their revenue ac-
counting practices to reflect the increased use of non-taxable data services.

Cable tax revenue shows positive growth. The City has franchise agreements with cable television
companies operating in Seattle. Under the current agreements, the City levies a 10% utility tax on the
gross subscriber revenues of cable TV operators, which accounts for about 90% of the operators’ total
revenue. The City also collects B&O taxes on miscellaneous revenues not subject to the utility tax. The
imposition of a 4.2% franchise fee makes funds available for cable-related public access purposes. This
franchise fee, which is deposited in the City’s Cable TV Franchise Fee Subfund, increased from 3.5% in
June 2006.

Cable revenues have been growing steadily and are expected to continue to do so. Average annual
growth for 2011 and 2012 is expected to be 3.2% and 3.4% respectively, ahead of inflation. Amid grow-
ing competition from satellite TV, the cable industry has increased its services including additional
channels, pay-per-view options, and digital reception, in order to remain competitive, and the in-
creased tax revenues suggest that strategy is working.

Utility Business Tax - Public Utilities

The City levies a tax on most revenue from retail sales collected by City-owned utilities (Seattle City
Light and Seattle Public Utilities). Tax rates range from a State-capped 6% on City Light up to a current
15.54% on the City Water Utility. There are no planned tax rate changes; therefore the revenues from
the utilities are projected to remain fairly stable, with the exception of those utilities with changes in
rate structure.
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Rate changes expected in 2012. City Light sells excess power on the wholesale energy market. City
Light energy production, almost exclusively hydro power, competes with natural gas in the wholesale
market. Due to severe declines in natural gas prices in 2009, and lower than anticipated water levels in
2010, City Light experiences some financial turmoil. Since then water levels have rebounded and natu-
ral gas prices have risen enough for City Light to better compete in the wholesale market. A rate in-
crease of 13.8% took effect January 1, 2010, leading to an increase in City Light tax revenues. The City
Council also authorized the creation of a rate stabilization fund for the utility. This required an initial
4.5% surcharge that took effect in May of 2010 and then was deactivated in January of 2011. Rates
were also increased by 4.3% and were effective January 1, 2011. Similarly, rates will be 3.2% higher in
2012 than 2011. Tax revenues that accrue to the General Subfund will have annual increases of 7.3%
and 4.1% in 2011 and 2012, respectively.

Water retail rate increases for 2012. Seattle Public Utilities’ Water Utility rates increased by 18.4% in
2009 and then by 9.9% in 2010. In addition to these general rate increases, there was a 10.2% sur-
charge as a result of a court decision stipulating that Water Utility ratepayers must be refunded from
the General Subfund for fire hydrant costs previously paid for through Water Utility rates. This refund
was paid for through an increase in the Water Utility tax rate to 19.87% from 15.54%. On January 1,
2011, the surcharge expired and the tax rate is once again 15.54%. A retail rate increase of 13.7% was
approved for 2011 and SPU had a water retail rate increase for 2012, leading to a tax revenue growth
rate of 9.8% in 2012.

Drainage and Wastewater rate increases mean higher tax revenue growth. As part of the 2011-2012
drainage and wastewater rate study, rate increases have been proposed for both 2011 and 2012.
Wastewater rates increased by 14.5% in 2011 and are expected to increase by 3.9% in 2012. Drainage
rates increased by 13.1% in 2011 and are set to increase by 11.4% in 2012. Tax receipts from these two
utilities will grow by 11.4% and 4.8% in 2011 and 2012, respectively.

Higher Solid Waste rates mean higher tax revenue growth. The utility tax rate on both City of Seattle
and commercial solid waste service is currently 11.5%. The Solid Waste Utility has been given approval
for average rate increases of 6.0% and 3.5% in 2011 and 2012, respectively. This will lead to tax reve-
nue growth rates of 5.7% and 4.5% in the same years.

Admission Tax

The City imposes a 5% tax on admission charges to most Seattle entertainment events, the maximum
allowed by state statute. This revenue source is highly sensitive to swings in attendance at athletic
events. It is also dependent on economic conditions, as people’s ability and desire to spend money on
entertainment is influenced by the general prosperity in the region.

Admission tax receipts have been stable and not severely affected by the economy. There have been
some changes to the tax base and to the uses of the tax proceeds. 20% of admission tax revenues,
excluding men’s professional basketball, were dedicated to programs supported by the Office of Arts
and Cultural Affairs (OACA). For 2010, the Mayor and Council agreed to increase this contribution to
75% based on the actual admission tax receipts from two years prior. As a result, OACA is fully funded
by the admission tax, except for money received from the 1% for Arts program. The forecasts in Figure
7 for admission taxes reflect the full amount of tax revenue. The Office of Arts and Cultural Affairs
section of this document provides further detail on the Office’s use of Arts Account revenue from the
admission tax and the implementation of this change.
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A notable change for 2012 is the temporary closure of Husky Stadium for the University of Washing-
ton’s football season. During the 2012 season the Huskies will play at Century Link Field. The City can-
not collect admissions tax from events at Century Link because those revenues are used to pay down
the debt on that facility. This will result in a one-year loss of admission-tax revenue of around
$900,000.

Parking Meters/Traffic Permits

In spring 2004, the City of Seattle began replacing traditional parking meters with pay stations in vari-
ous areas throughout the city. Pay stations are parking payment devices offering the public more con-
venient payment options, including credit cards and debit cards, for hourly on-street parking. Pay sta-
tion technology also allows the City to adopt different pricing, time limit, and other management pa-
rameters on different blocks throughout the city. In the same period, the City has increased the num-
ber of parking spaces in the street right-of-way subject to fees and collected more data to measure
occupancy, turn over, and other characteristics of on-street parking. The overall objective of these ef-
forts is to provide a more data-driven, outcome based management and price setting approach in pur-
suit of the expressed policy goals of 1 to 2 open spaces per block-face, reduced congestion, support of
business districts, etc.

One element of the performance based parking management program is greater use of the price signal
to achieve management objectives. In 2007, SDOT extended pay station control over 2,160 previously
non-paid spaces in the South Lake Union area. Under an experimental approach, multiple rates were
implemented categorically for these spaces and were to be adjusted periodically to consistently
achieve a desired occupancy rate in the area. This approach was extended citywide in 2009 with a
three-tiered rate program, with rates varying according to parking demand by area of the city. Accom-
panying this change in policy, the maximum allowable hourly rate was increased from $1.50 per hour
to $2.50 per hour to allow for rate setting flexibility. The 2011 Adopted Budget included a further in-
crease in the maximum allowable hourly rate from $2.50 to $4.00 per hour and an extension of paid
evening parking hours from 6 p.m. to 8 p.m. in 7 neighborhoods with high evening use rates. As imple-
mented in 2011, based on measured occupancy throughout the day, SDOT moved from its 3 tiered rate
approach to more finely adapted rates by individual neighborhood. Between January and March 2011,
on-street parking rates were increased in 4 neighborhoods and decreased in 11 neighborhoods relative
to the 2011 Adopted Budget assumptions. The 2012 Adopted Budget goes further, assuming rates are
set by neighborhood and where appropriate by sub-neighborhood areas. It also proposes changes to
time limits (from 2 to 4 hours) in various neighborhoods and sub-areas.

The Department of Transportation’s budget section provides further details of the 2012 adopted
changes to the parking management program. Each of the prescribed rate changes implemented in
2011 and adopted for 2012 increase or decrease revenues relative to the 2011 Adopted and 2012 En-
dorsed rate assumptions. Other changes, such as extending evening paid parking hours from 6 p.m. to
8 p.m. or increasing time limits from 2 to 4 hours are projected to increase revenues. Beginning in Oc-
tober 2011, construction activity related to the Alaskan Way Viaduct replacement project will begin
eliminating several blocks of on-street parking in the Pioneer Square area. Altogether, these changes
result in significant downward revisions in expected on-street parking revenues from $35.1 million to
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$29.4 million in 2011 and $39.6 million to $32.2 million in 2012 between the 2011 Adopted — 2012 En-
dorsed Budgets to the current 2012 Adopted Budget.

Street Use and Traffic Permits. At $1.83 million, revenues for 2010 ended 18.9 % lower than 2009 ac-
tual revenues for traffic-related permit fees, such as meter hood service, commercial vehicle load zone,
truck overload, gross weight, and other permits. This decline is in response to declining economic ac-
tivity, primarily construction activity, requiring permits. The 2012 Adopted Budget assumes continued
lower levels of permit activity, but includes a rate increase for Commercial Vehicle Load Zone permits
to reflect the increased cost of on-street parking. Total revenues for this category are projected to be
$1.98 million in 2011 and $2.18 million in 2012.

Court Fines

Historically, between 70% and 85% of fine and forfeiture revenues collected by the Seattle Municipal
Court are from parking citations and fines resulting from enforcement efforts by Seattle Police Depart-
ment parking enforcement and traffic officers. An additional 8% to 10% comes from traffic tickets.
Trends indicated decreases in parking citation volume through 2006. This was in part due to enforce-
ment and compliance changes stemming from the parking pay station technology. However, beginning
in 2007 citation volume increased, in part due to changes in enforcement technology and strategies,
but also to the addition of three Parking Enforcement Officers (PEOs) authorized as part of the South
Lake Union parking pay station extension (described above in the Parking Meter section).

Demand for parking enforcement has also grown with changes in neighborhood development, parking
design changes, and enforcement programs in other parts of the city. The City has established several
new Restricted Parking Zones (RPZs), especially around the new light-rail train stations through the
Rainier Valley. In response, an additional 8 new PEOs were authorized in 2009, 7 in 2010, and 4 in
2011. Two of the four PEOs in 2011 were dedicated to enforcement activities related to the City’s
scofflaw boot program, which began July 5, 2011. The boot program utilizes mobile license plate rec-
ognition cameras and an immobilizing boot device that is attached to scofflaw vehicles, or those with 4
or more outstanding parking citations in collections.

In 2009, the City received $27.2 million in court fines and forfeitures, including $4.7 million from the
expanded red light camera enforcement program, which grew from 6 camera locations to 18 in the last
quarter of 2008 and to nearly 30 total locations in early 2009. Revenues in 2010 were $29.8 million
with approximately $4.8 million from red light camera enforcement. Revenues in 2011 are projected
at $30.9 million with $4.66 million from red light cameras. The 2012 Adopted Budget assumes addition
of 6 more camera locations, which is anticipated to generate approximately $700,000 in 2012. It also
assumes approximately $657,000 in additional 2012 revenues from citations generated by fixed cam-
eras placed in school zones as part of an effort to reduce traffic speeds and the likelihood of car-
pedestrian accidents in and near the city’s schools. Finally, the 2012 Adopted Budget incorporates the
Court recommended $5.00 increase in parking fine amounts and an additional attorney in the City At-
torney’s Office to staff contested infraction cases. With the added enforcement, program changes,
and rate changes, total fines and forfeitures revenues are projected at $36.0 million in 2012. These
totals include an anticipated $5.8 million from red light and school-zone speed enforcement cameras.
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Interest Income

Through investment of the City’s cash pool in accordance with state law and the City’s own financial
policies, the General Subfund receives interest and investment earnings on cash balances attributable
to several of the City’s funds or subfunds that are affiliated with general government activities. Many
other City funds are independent, retaining their own interest and investment earnings. Interest and
investment income to the General Subfund varies widely, subject to significant fluctuations in cash bal-
ances and changes in earnings rates dictated by economic and financial market conditions.

After several years of short-term interest rates ranging between 3% and 5%, short-term interest rates
fell significantly beginning in 2008, dropping to 0.5% and below by the 4™ quarter of 2008. These rates
have remained low in 2009-2011 and are projected to remain low through 2012. Medium and long-
term rates have declined significantly as well during this same time period, and may take equally as
long to recover. Expectations for earnings rates and uncertainty over institutional response to
economic and financial conditions have led the City to move its investment portfolio into shorter-term
securities, as previously held securities matured. The annual yield for 2010 was 1.06%, with projected
2012 Adopted Budget yields of 0.79% in 2011, and 0.74% in 2012. Current estimates for General Sub-
fund interest and investment earnings are $1.31 million in 2011, and $1.28 million in 2012.

Revenue from Other Public Entities

Washington State shares revenues with Seattle. The State of Washington distributes a portion of tax
and fee revenue directly to cities. Specifically, portions of revenues from the State General Fund,
liquor receipts (both profits and excise taxes), and motor vehicle fuel excise taxes, are allocated directly
to cities. Revenues from motor vehicle fuel excise taxes are dedicated to street maintenance
expenditures and are deposited into the City’s Transportation Fund. Revenues from the other taxes
are deposited into the City’s General Subfund.

The State’s budget leads to small declines in Criminal Justice revenues. The City receives funding from
the State for criminal justice programs. The State provides these distributions out of its General Fund.
These revenues are allocated on the basis of population and crime rates relative to statewide averages.
For the 2012 and 2013 state budgets, these distributions were cut by 3.4% in each year, leading to
small declines in the revenue stream for Seattle.

A new initiative could lead to increased liquor revenues. In recent years the City’s share of Liquor
Board profits has stabilized to around $4 million a year. These are funds recorded as net income for
the liquor board in its operation of liquor sales in the State of Washington. 40% of these funds are dis-
tributed quarterly to cities and towns on the basis of population. Liquor excise taxes, which are levied
on the sale of liquor, have stabilized to providing Seattle almost $3.0 million a year. In the 2012-2013
State Budget, the distributions were cut by 3.4%, which will lead to small declines in these state-shared
revenues. Also, there is a new initiative that seeks to remove the state from its monopoly on sales of
spirits that passed in November of 2011. This initiative will likely result in increased revenues to the
City from new license fees and taxes that will be assessed on private retailers and wholesalers. The
impact could range between $2 million and $4.5 million a year.
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Service Charges and Reimbursements

Internal service charges reflect current administrative structure. In 1993, the City Council adopted a
resolution directing the City to allocate a portion of central service expenses of the General Subfund to
City utilities and certain other departments not supported by the General Subfund. The intent is to
allocate a fair share of the costs of centralized general government services to the budgets of depart-
ments supported by revenues that are largely self-determined. These allocations are executed in the
form of payments to the General Subfund from these independently supported departments. The for-
mer Department of Executive Administration (DEA) has merged with the former Fleets & Facilities De-
partment (FFD) into the Department of Finance and Administrative Services (FAS). This means that
central service charges that accrued to the General Subfund to support the former DEA’s work now go
directly to FAS’s operating fund. More details about these cost allocations and methods are detailed in
the Cost Allocation section of this budget.

Interfund Transfers

Interfund transfers. Occasionally, transfers from departments to the General Subfund take place to
pay for specific programs that would ordinarily be executed by a general government department or to
capture existing unreserved fund balances. A detailed list of these transfers is included in the General
Subfund revenue table found in the Funds, Subfunds, and Other section.

In ratifying the 2012 Budget, it is the intent of the City Council and the Mayor to authorize the transfer
of unencumbered, unreserved fund balances from the funds listed in the General Subfund revenue ta-
ble to the General Subfund.

Cumulative Reserve Subfund — Real Estate Excise Tax

The Cumulative Reserve Subfund resources are used primarily for the maintenance and development
of City general government capital facilities. These purposes are supported mainly by revenues from
the Real Estate Excise Tax (REET), but also, to a lesser degree, by the proceeds from certain property
sales and rents, street vacation revenues, General Subfund transfers, and interest earnings on subfund
balances.

The REET is levied by the City at a rate of 0.5% on sales of real estate measured by the full selling price.
Because the tax is levied on transactions, the amount of revenue that the City receives from REET is
determined by both the volume and value of transactions.

Over time, 58.5% of the City’s REET tax base has come from the sale of residential properties, which
include single-family homes, duplexes, and triplexes. Commercial sales, which include apartments with
four units or more, account for 25.5% of the tax base, and condominiums constitute the remaining
16.0% (see Figure 13).
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Figure 13. Value of Seattle Real Estate Transactions by Property Type, 1982 - 2010

Commercial,
25.5%

Condominium,
16.0%

REET revenue growth continues to be volatile. The value of Seattle real estate transactions (the REET
tax base) increased at an average annual rate of 13.1% between 1982 and 2007, a period when Seattle
area inflation averaged only 3.4% per year. Growth was particularly strong during the recent boom
years, fuelled by low interest rates and a growing economy. 2008 saw the national property bust that
started in late 2005 come to Seattle. The REET tax base declined 50.7% from 2007 to 2008, and contin-
ued to decline by 23.4% into 2009. The decline has been felt across all three real estate categories.
2010 saw small growth of 3.7% over 2009. 2011 has shown improving numbers especially in the com-
mercial market with a number of large downtown office buildings changing hands. This is expected to
provide a robust 19.8% growth in REET over 2010. Growth in 2012 is forecast to be flat; at -0.6%.

The volatility of REET is reflected by the fact that despite a 9.4% average annual growth rate, the REET
tax base declined in eight years during the period 1982 —2009. This volatility is largely the result of
changes in sales volumes, which are sensitive to shifts in economic conditions and movements in inter-
est rates; average prices tend to be more stable over time. That price stability has been severely com-
promised in this downturn as Seattle area prices for residential properties have fallen 28.4% from their
peak, according to the Case/Shiller Home Price Index. Commercial activity tends to be more volatile
than the residential market, in part because the sale of a handful of expensive properties can result in
significant swings in the value of commercial sales from one year to the next, as was seen in both 2007
and more recently 2011.
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Figure 14. Seattle Single-family Home Sales
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REET revenue from the residential market appears to have stabilized. 1t appears that Seattle home
sales hit bottom in the early part of 2009, and prices reached their lowest point later that summer (see
Figure 14). There was a brief uptick in home sales during the last half of 2009 through the first half of
2010. This was a direct result of the new homebuyer tax credits which incentivized home purchases.
Once this credit expired, sales fell back to previous levels. Single-family home prices in Seattle are not
expected to show appreciable signs of growth until 2014. The condo market has also stagnated during
the downturn and is not expected to move much over the next few years. Any volatility in the REET
revenue stream will be due to fluctuations in the commercial property market.

Figure 15. REET Revenues
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Transportation Fund — Bridging the Gap Revenue Sources

The Transportation Fund is the primary operating fund whose resources support the management,
maintenance, design, and construction of the city’s transportation infrastructure. The fund receives
revenues and resources from a variety of sources: General Subfund transfers, distributions from the
State’s Motor Vehicle Fuel tax, state and federal grants, service charges, user fees, bond proceeds, and
several other sources more fully presented in the Transportation Department section of this budget
document. In September 2006, the City and the voters of Seattle approved the nine-year Phase One of
the 20-year Bridging the Gap program aimed at overcoming the City’s maintenance backlog and mak-
ing improvements to the bicycle, pedestrian, bridge, and roadway infrastructure. The foundation of
the program was establishing three additional revenue sources: a levy lid lift (Ordinance 122232), a
commercial parking tax (Ordinance 122192), and a business transportation, or employee hours tax
(Ordinance 122191).

The transportation lid lift is a nine-year levy authorized under RCW 84.55.050 to be collected from
2007 through 2015. The lid lift provides a stable revenue stream that raised $39.6 million in 2010 and
is projected to raise $39.9 million in 2011 and $40.6 million in 2012.

The commercial parking tax is a tax on the act or privilege of parking a motor vehicle in a commercial
parking lot within the city that is operated by a commercial parking business. The tax rate was initially
established at 5% effective July 1, 2007. The rate increased on July 1, 2008 to 7.5%, and then to 10% in
2009. The tax yielded $24.1 million in 2010. The commercial parking tax rate increased to 12.5 % Janu-
ary 1, 2011. The 2012 Adopted Budget projection combines this rate increase with economic and tax
base growth assumptions and results in an estimated additional $5.3 million in 2011, raising the total
forecast to $29.4 million. Commercial Parking Tax revenue in 2012 is estimated at $30.7 million. As
noted, the original 10% commercial parking tax was established as part of the Bridging the Gap trans-
portation program. These additional revenues from the 2.5% increase are authorized to fund a variety
of transportation purposes, which are described in the Department of Transportation’s section of this
budget.

The business transportation tax (or employee hours tax) was a tax levied and collected from every firm
for the act or privilege of engaging in business activities within the city of Seattle. The amount of the
tax was based on the number of hours worked in Seattle or, alternatively, on a full-time equivalent em-
ployee basis. The tax rate per hour was $0.01302, which is equivalent to $25 per full-time employee
working at least 1,920 hours annually. Several exemptions and deductions were provided in the au-
thorizing ordinance. Most notably, a deduction was offered for those employees who regularly com-
muted to work by means other than driving a motor vehicle alone. The tax raised $4.8 million in 2008
and $5.9 million in 2009. The tax was eliminated effective in 2010. This decision was supported by the
performance of the commercial parking tax, the difficult economic situation facing businesses, and the
costs to businesses and the City of administering the tax.
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Figure 16. Seattle City Tax Rates

2007 2008 2009 2010 2011
Property Taxes (Dollars per $1,000 of Assessed Value)

General Property Tax $1.88 S1.70  $1.55 $1.78  $1.87
Families & Education 0.16 0.14 0.12 0.14 0.14
Seattle Center/Parks Comm. Ctr. 0.01

Parks and Open Space 0.26 0.18 0.18 0.20 0.20
Low Income Housing 0.04 0.03 0.03 0.17 0.17
Fire Facilities 0.20 0.17 0.15 0.09 0.10
Transportation 0.35 0.31 0.27 0.31 0.32
Pike Place Market 0.09 0.10 0.10
Emergency Medical Services 0.21 0.30 0.27 0.30 0.30
Low Income Housing (Special Levy) 0.08 0.07 0.06

City Excess GO Bond 0.25 0.17 0.13 .014 0.15
Retail Sales and Use Tax 0.85% 0.85% 0.85% 0.85% 0.85%

Business and Occupation Tax

Retail/Wholesale 0.215% 0.215% 0.215%  0.215% 0.215%
Manufacturing/Extracting 0.215% 0.215% 0.215%  0.215% 0.215%
Printing/Publishing 0.215% 0.215% 0.215% 0.215% 0.215%
Service, other 0.415% 0.415% 0.415% 0.415% 0.415%
International Finance 0.415% 0.415% 0.415% 0.150% 0.150%

City of Seattle Public Utility Business Taxes

City Light 6.00% 6.00%  6.00% 6.00%  6.00%
City Water 15.54% 15.54% 19.87% 19.87%* 15.54%
City Drainage 11.50% 11.50% 11.50%  11.50% 11.50%
City Wastewater 12.00% 12.00% 12.00% 12.00% 12.00%
City Solid Waste 11.50% 11.50% 11.50%  11.50% 11.50%

City of Seattle Private Utility B&O Tax Rates

Cable Communications (not franchise fee) 10.00% 10.00% 10.00%  10.00% 10.00%
Telephone 6.00% 6.00% 6.00% 6.00%  6.00%
Natural Gas 6.00% 6.00%  6.00% 6.00%  6.00%
Steam 6.00% 6.00% 6.00% 6.00%  6.00%
Commercial Solid Waste 11.50% 11.50% 11.50% 11.50% 11.50%

Franchise Fees
Cable Franchise Fee 4.20%  4.20%  4.20% 4.20%  4.20%

Admission and Gambling Taxes

Admissions tax 5.00% 5.00% 5.00% 5.00%  5.00%
Amusement Games (less prizes) 2.00% 2.00% 2.00% 2.00%  2.00%
Bingo (less prizes) 10.00% 10.00% 10.00%  10.00% 10.00%
Punchcards/Pulltabs 5.00% 5.00% 5.00% 5.00%  5.00%

*The 19.87% rate was effective March 31, 2009, and includes a temporary surcharge to respond to a court decision. This
surcharge expired on December 31, 2010.
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The Revised Code of Washington (RCW) establishes a number of baseline policies that govern how the
City of Seattle develops its budget. Below is a summary of the key policies. For additional information
about these policies, please refer to RCW Chapter 35.32A.

e The Mayor is required to submit the proposed budget to the City Council no later than ninety
days prior to the beginning of the ensuing fiscal year.

e The City Council is required to adopt the budget no later than thirty days prior to the beginning
of the ensuing fiscal year. Seattle’s fiscal year is the calendar year, January — December.

e The budget proposed by the Mayor and adopted by the City Council must be based on revenue
estimates for the ensuing fiscal year that take into account revenue collection experience of
the current and prior fiscal years and shall only include revenue sources previously established
by law. Estimated revenues may include unencumbered fund balances. Estimated expendi-
tures included in the budget proposed by the Mayor and adopted by the City Council may, in
no event, exceed estimated revenues, although the Mayor may recommend expenditures that
exceed current revenue estimates when accompanied by proposed legislation that would, if
approved by the Council, raise at least an equivalent amount of additional revenue.

e Expenditure allowances enacted by the Council in the budget constitute the budget appropria-
tions for the ensuing fiscal year. The City Council may, adjust these budget appropriations up
or down during the fiscal year within available revenues by ordinance.

e The City of Seattle is authorized under State law to enact biennial budgets.*

In addition, through a series of Resolutions and Ordinances, the City has adopted a number of financial
policies that are designed to protect the City’s financial interests and provide a framework and guide-
lines for the City’s financial practices. For additional information about these policies, please refer to
the City of Seattle website: http://www.seattle.gov/financedepartment/financial policies.htm.

Debt Policies

e 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 de-
livery of basic City services and achievement of adopted City policy objectives.

e 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. The 12% reserve
is now significantly greater than $100 million.

e Exceptin 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.

! Currently the City does not officially adopt a biennial budget, but instead adopts the budget for first year and
endorses the budget for the second year of each biennium. During the mid-biennium the second year endorsed
budget is modified and then adopted.
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Selected Financial Policies

General Fund Fund Balance and Reserve Policies

At the beginning of each year, sufficient funds shall be appropriated to the Emergency Subfund
so that its balance equals 37.5 cents per thousand dollars of assessed value, which is the maxi-
mum amount allowed by state law.

Annual contributions of 0.50% of forecasted tax revenues are automatically made to the Reve-
nue Stabilization Account of the Cumulative Reserve Subfund (commonly referred to as the
“Rainy Day Fund”).? In addition, 50% of any unanticipated excess General Subfund fund bal-
ance at year’s end is automatically contributed to the Rainy Day Fund. These automatic contri-
butions are temporarily suspended when the forecasted nominal tax growth rate is negative or
when the total value of the Rainy Day Fund exceeds 5% of total tax revenues. In addition to
the automatic contributions, the City may also make contributions to the Rainy Day Fund via
ordinance. Expenditures from the Rainy Day Fund require the approval of a majority of the
members of the Seattle City Council and must be informed by the evaluation of out-year finan-
cial projections.

Other Citywide Policies

As part of the Mayor’s budget proposal, the Executive develops 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 bienni-
ally. The rate, fee, or allocation charge structures may include changes to take effect at speci-
fied 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 expendi-
tures. Revenues and expenditures will be monitored throughout the year.

In compliance with State law, no City fund whose purpose is restricted by state or local law
shall be used for purposes outside of these restrictions.

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 90 days. Exceptions to this policy

2 The 0.50% contribution is lowered to 0.25% of forecasted tax revenues for 2012 and any year immediately fol-
lowing the suspension of contributions as a result of negative nominal tax revenue growth.
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City of Seattle Budget Process

Budget Process

Washington state law requires cities with populations 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 state 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 City Council endorsement and is formally
adopted by the City Council after a midbiennial review.

Budgetary Basis

The City budgets on a modified accrual basis. Property taxes, sales 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 sub-
sequent year. Licenses, fines, penalties, and miscellaneous revenues are recorded as revenues when
they are received in cash since this is when they can be accurately measured. Investment earnings are
accrued as earned.

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

Budget Preparation

Executive preparation of the budget generally begins in February and concludes no later than October
2 with the Mayor’s submittal to the City Council of proposed operating and capital improvement pro-
gram (CIP) budgets. Operating budget preparation is based on the establishment of a current services
or “baseline” budget. Current services is defined as continuing programs and services the City pro-
vided 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 the voter-approved levy for new park
facilities, as well as labor agreements and changes in health care, insurance, and cost-of-living-
adjustments for City employees. At the outset of a new biennium, current services budgets are estab-
lished for both the first and second years. For the midbiennium budget process, the Executive may
define the current services budget as the second year budget endorsed by the City Council the previous
November, or re-determine current service levels. For example, the 2010 Adopted Budget was used as
the basis for the 2011-2012 Proposed Budget.
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Budget Process

During the budget preparation period, the Department of Finance and Administrative Services (FAS),
working in conjunction with the City Budget Office (CBO), 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 12 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 May, departments prepared and submitted Budget Issue Papers (BIPs) to CBO for mayoral consid-
eration. The Mayor’s Office reviewed and provided direction to departments on the BIPs to be in-
cluded in the department’s budget submittal in early June. In early July, CBO received departmental
operating budget and CIP submittals, including all position changes. Mayoral review and evaluation of
department submittals took place during the month of August. CBO, in conjunction with individual
departments, then finalized the operation and CIP budgets.

The process culminates in the proposed operating budget and CIP. Seattle’s budget and CIP also allo-
cate 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 submits the proposed budget and CIP to the City Council. In addition to
the budget documents, CBO prepares supporting legislation and other related documents.

Budget Adoption

After the Mayor submits the proposed budget and CIP, the City Council conducts public hearings. The
City Council also holds committee meetings in open session to discuss budget requests with depart-
ment representatives and CBO 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 adopts the budget in late No-
vember through an ordinance passed by majority vote. The Mayor can choose to approve the Coun-
cil’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. Copies of budget documents are available
for public inspection at the CBO offices, at the Seattle Public Library, and on the Internet at http://
www.seattle.gov/budgetoffice.

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 City Council on results. A chart summarizing the City’s
budget process schedule is provided at the end of this section.
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Budget Process

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 appropri-
ated 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 CBO, 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, CBO
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 unex-
pended 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 foresee-
able earlier. Additional unforeseeable appropriations related to settlement of claims, emergency con-
ditions, or laws enacted since passage of the annual operating budget ordinance require approval by a
two-thirds vote of the City Council.

The Budget Director may approve, without ordinance, appropriation transfers within a department or
agency of up to 10%, and with 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 appropria-
tion 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.
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Budget Process

Budget Process Diagram—2012 Adopted Budget

uoneisedaid |eanwqns 198png — | ISYHd

FEBRUARY-MARCH

CBO provides depart-
ments with the general
structure, conventions
and schedule for the-2012
Budget

MARCH - APRIL

CBO prepares revenue
projections for 2012

APRIL

CBO issues budget and CIP
development instructions
to departments

MAY

Departments submit
Budget Issue Papers (BIPs)
to describe how they will
arrive at their budget tar-
gets

MAY-JUNE

Mayor’s Office and CBO
review the BIPs and pro-
vide feedback to depart-
ments

JULY

Departments submit
budget and CIP proposals
to CBO based on Mayoral
direction

uon
-eJedaud 198png pasodoud — || ISVYHJ

JULY-AUGUST

The Mayor’s Office and
CBO review department

AUGUST-SEPTEMBER

Mayor’s Office makes final
decisions on the Proposed

SEPTEMBER

Mayor presents the Pro-
posed Budget and CIP to

budget and CIP proposals Budget and CIP City Council
g ; SEPTEMBER-OCTOBER OCTOBER-NOVEMBER NOVEMBER-
o >
u‘g g,l’ Council develops a list of Council reviews Proposed DECEMBER
- . . . . .
- = issues for review during Budget and CIP in detail Council adopts operating
-
o |
g g_ October and November Budget and CIP revisions budget and CIP
2
g. _§ developed, as are State-
O m ments of Legislative Intent
S o

City of Seattle—2012 Adopted Budget

-84-




	Introduction

	Reader's Guide, p.6

	City Organizational Chart, p.11

	2012 Adopted Executive Summary, p.12

	2012 Proposed Executive Summary, p.18

	Summary Charts and Tables, p.46

	General Subfund Revenue Overview, p.50

	Selected Financial Policies, p.79

	Budget Process, p.81





